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Year 2015: Economic Summary for
Ukraine

Many challenges but some wins as well

EXECUTIVE SUMMARY

2015 was a year of many wins and losses for Ukraine. The year started with a big escalation of military
conflict in the East of the country, which pushed economy to a larger recession than previously expected. It
led to sharp hryvnia depreciation, inflation above 40%, drop in industrial output, and contraction of
domestic demand. Fragile macroeconomic stabilisation was reached in the third quarter of 2015. The
Government has finally started implementing long delayed and necessary reforms. Deregulation was
among largest successes in government policies last year. Some progress was also made in implementing
anti-corruption measures, but they were slow and much remains to be done. Introduction of pilot project in
electronic procurement in 2015 and the approval of the law on Public procurement (that becomes effective
in 2016) are among major achievements. The National Bank of Ukraine moved to more flexible exchange
rate, though did not cancel administrative measures at the market. The banking sector became more
sound as problem banks were liquidated. Fiscal situation improved last year as high inflation resulted in
additional revenues from such taxes as VAT and excises. Overall, long list of reforms is still in the agenda.

Politics. The Government launched long-awaited reforms. Changes began in the political and
administrative area, the law enforcement system, and the economic area. However, the reforms were
perceived largely as insufficient and slow.

Real Sector. Real GDP in 2015 declined by 9.9%. Loss of economic links and sharp drop in domestic
demand are the major reasons for economic downturn. At the same time, net real exports made a positive
contribution to real GDP growth as real imports contracted more than real exports.

Agriculture. Agricultural sector benefited from deregulation measures implemented in 2015. Still,
agricultural production decreased by 4.8% due decline in both crop and livestock sector. At the same time,
trade surplus in agri-food sector grew by 4.5% to USD 11.1 bn.

Energy policy. The Government continued increasing energy tariffs as part of energy reform. This step is
aimed to decrease energy subsidies and introduce market prices at the energy markets. Ukraine imported
70% of its gas from Europe via reverse gas flows thus decreasing its dependency on Russian gas.

Infrastructure. The Government increased housing and utility tariffs as well as rail freight and passenger
tariffs. The Government continued to reform railroad sector.

Balance of Payments. Balance of payments turned to surplus of USD 0.9 bn, or 0.9% of GDP from a
deficit of USD 13.3 bn (10.1% of GDP) in 2014. Such sharp change is explained by significant improvement
of both current and financial accounts.

Income: High inflation and fiscal pressure resulted in drop of real disposable income by 22.2%.

Fiscal policy. Fiscal situation was encouraging in 2015. The Government was able to meet the revenues
target mostly due to inflation and hryvnia depreciation. Fiscal deficit declined. Still, the Government had to
restructure sovereign debt due to low chances to timely and fully serve debt in 2015 and 2016. However,
the Government failed to approve comprehensive tax reform, did not implement pension reform as well as
reform of social assistance system.

Monetary policy and financial sector. Consumer inflation was 48.7% on average in 2015 (the highest
inflation since 1996). This happened in response to sharp hryvnia depreciation in the end of 2014 and first
half of 2015. During the year the NBU strengthened the role of monetary policy. It also continued to clean
up banking system from problem banks.
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Politics: Ukraine embarked on a path of half-hearted
reforms

After immense upheavals of 2014, the year of 2015 saw a relative
political tranquillity. The Russia’s undeclared war against Ukraine

abated, which allowed the government to boost long awaited Population (without Crimea): 42.7 m
reforms, and proceed with integration towards the EU. However, the . o

reforms appeared to be limited and slow. At the end of the year, they Indfjstry/GDP. 19.6%

were threatened to be stopped because of an escalation of a power Agriculture/GDP: 11.9%

struggle. Investment/GDP: 13.3%

The war in Donbas. The course of war in 2014 and early 2015 Exports to: Russia 13%, EU 34%
showed that the conflict between Russia and Ukraine could not be .

resolved by military means. On the one hand, Russia could not Imports from: Russia 20%, EU 41%
expand occupied territories substantially at an acceptable cost (given
fierce armed resistance from Ukraine and persistent economic
pressure from the West). On the other hand, Ukraine did not have a
military capacity sufficient to overcome Russia. This drove a search
for a political solution of the conflict. On February 11-12, leaders of
Ukraine, Russia, Germany and France (“the Normandy four”) agreed

on a new peace plan to end the war in Donbas (known as the second .
Real gross domestic product

Minsk agreement). It made provision for a ceasefire, a withdrawal of 15 - o

heavy weapons from the front line, an exchange of prisoners of war, Yo yoy

restoration of Ukraine’s full control over the border with Russia, and 12

granting special rights to the territories occupied by Russia in 9 |

Donbas.

The war gradually abated after the conclusion of the agreement, but 61

none of its provisions were implemented to a full extent. Russia- 3 A

controlled insurgents and Russian troops continued shelling and

attacking Ukrainian forces on an almost daily basis at a number of 0 s mon~doalo o~ X< 0
flashpoints. This indicated that Russia did not intend to settle the 3188838 8I2 2 2 a\2 2
conflict, but to keep it smouldering to influence Ukraine’s policies (in NN AN NN NN NN N
particular, by trying to undermine political stability in Ukraine). -6 1

Meanwhile, the conflict continued to impose a high burden on -9

Ukraine. According to the Office of the United Nations High

Commissioner for Human Rights, the conservative estimate of the -12

total death toll from the conflict reached 9,098 on November 15, 15 |

2015 (it was 4,364 as of November 30, 2014). In 2015, Ukraine lost

control over the town of Debaltseve and an adjacent area but -18 -

restored control over an area to the west of the city of Mariupil. It is
likely that the conflict does not have a solution in the foreseeable
future.

Source: Ukrstat

Political situation. In contrast to 2014, which saw mass protests
and two changes of government, 2015 was a year of relative political
tranquillity. Ukraine lived the year almost without changes in the
national government. This, combined with a decrease in fighting in

. . = Structure of gross domestic product
Donbas, provided an opportunity to boost reforms aimed at

improving poor public administration and curbing entrenched 70 7 9% of GDP
corruption. The main reform areas in 2015 were law enforcement, 60 -
public procurement, and the system of internal governance.

However, at the end of the year political tensions began to mount. In 50
August, the Parliament passed in the first reading a constitutional 40 4
amendment that could grant special rights to the occupied territories

in Donbas. A number of politicians and civil activists vigorously 30 A
confronted that decision fearing that it might undermine Ukraine’s
sovereignty. The Radical Party decided to leave the government 20 1
coalition in protest against the amendment. Another source of 10 |
confrontation was a power struggle between President Petro
Poroshenko and Prime Minister Arseniy Yatseniuk, in which the 0 -

former tried to force the latter to resign. The struggle broke out after
the local election held on October 25, in which Arseniy Yatseniuk'’s
People’s Front Party did not participate because of a slump in its
popularity. The struggle slowed down reforms at the end of the year,

and created grounds for a political instability in early 2016. Household consumption
Source: Ukrstat
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Reforms. The most important area of reform in 2015 was law
enforcement. In November, the police force officially called “militia”
was substituted with the National Police of Ukraine. A small number

3
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of police officers were replaced using a competitive selection
procedure, the other became subject to competence and integrity
checks. The reform was expected to be completed in 2016. In
December 2015, a new system of local prosecutor’'s offices began
operating in Ukraine, and local prosecutors were selected through a
competitive process. The independence of prosecutors was
increased. They were deprived of the “general supervision” function
(because it went in contradiction with the European standards in the
field). During the year, Ukraine also established two bodies directly
responsible for fighting corruption - the National Anti-Corruption
Bureau (NACB) and the Special Anti-corruption Prosecutor’s Office. In
addition, amendments to the Constitution intended to increase
independence and effectiveness of the judiciary were drafted.

Ukraine also made steps to reform the system of internal
governance. In August, the Parliament approved in the first reading
Constitutional amendments that established a framework for
decentralization of power (the provision granting special rights to
occupied territories in Donbas was a part of those amendments). In
November, a law allowing for public (budget) financing of major
political parties was passed (that law was expected to become
effective in 2016). In December, the Parliament also adopted a new
law on civil service aimed at depoliticizing the service and enhancing
its effectiveness (the law became effective in May 2016). Another
important reform area was public procurement. In December, the
Parliament introduced mandatory electronic procurement (see Public
Procurement). Additionally, in October, the Government approved a
list of about 300 state databases and other data sources that would
be made open to the public.

However, the reforms were perceived mostly as slow and
unsatisfactory by the public. Despite having established specialized
anti-corruption bodies, the authorities did not take sufficient practical
action to fight corruption. The reform of the public prosecution was
seen as a failure. All new local prosecutors worked in leadership
positions in old prosecutor’s offices, which were heavily criticized for
abuse of power and negligence. Moreover, the authorities did not
attempt to enhance the system of checks and balances in
government (given that the current distribution of executive power
between the president and the government caused political crises),
and electoral rules (to replace a mixed proportional-majoritarian
electoral system, which provided favourable opportunities for vote-
buying and abuse of power by local officials, with an open list
proportional system). The government almost did not implement
reforms in social security, education and health care sectors.

Russia. The relations between Ukraine and Russia continued to
deteriorate. In September, Ukraine imposed a set of sanctions
against Russian companies and individuals responsible for actions
against Ukraine's territorial integrity. The sanctions included travel
bans, asset freezes, and abolishment of licences. Ukraine also
imposed embargo on import and export of certain goods from/to
Russia, including arms and related materials, and banned flights of
Russian airlines. In its turn, Russia continued to restrict Ukrainian
imports, suspended the free trade agreement with Ukraine (see
Trade policy), and closed its airspace for Ukrainian airliners (see
Transport).

The EU. Ukraine moved forward on the path of European integration.
In 2015, the country completed the implementation of the main
provisions of the EU-Ukraine Visa Liberalisation Action Plan (VLAP). It
allowed the European Commission (EC) to formally recommend the
EU council to grant visa-free regime for short-time trips of Ukrainians
to the EU. The regime was expected to become effective in 2016. On
January 1, 2016, a deep and comprehensive free trade area (DCFTA)
between the EU and Ukraine was established (see Trade policy).

However, Ukraine failed to seize the opportunity to obtain a large
financial aid package that could have been arranged by the EU (Ya
new Marshall plan”). In April, Kyiv hosted a conference of
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international donors led by the EU to support reforms in Ukraine, but
the conference did not yield substantial results.

The IMF. In 2015, Ukraine got extended support from the IMF. In
March, the IMF approved a four-year USD 17.5 bn (SDR 12.4 bn)
Extended Fund Facility (EFF) for the country. The EFF replaced the
Stand-By Arrangement (SBA), under which Ukraine could obtain
about USD 11.3 bn (SDR 8 bn) in 2015-2016. In March and August,
Ukraine received USD 6.7 bn as the first two disbursements under
the EFF. But later on the cooperation between the IMF and Ukraine
was suspended because of insufficient reforms and political
instability.

GDP: Year of stabilization

The year 2015 was difficult for Ukraine’s economy. Military conflict in
Donbas continued to depress economic activity in the Eastern
Ukraine. According to IER estimate, real gross value added (GVA) in
the Donetsk and Luhansk oblasts dropped by over a third in 2015
deducting over 3 p.p. from GDP. Effects from military conflict on
economic development of other regions of Ukraine through broken
economic links, uncertainty and depressed business sentiment likely
reduced GDP by several more percentage points. Sharp drop in
prices for key export commodities, fiscal consolidation, political
instability and severing of economic ties with Russia added to
economic problems. It resulted in new wave of hryvnia depreciation
(see Exchange rate), high inflation (see Inflation), and sharp drop in
industrial production (see Industrial output).

Real GDP declined by 17% yoy in the first quarter and by 14.7% yoy
in the second quarter. Economy stabilized in the second half of the
year. Seasonally adjusted real GDP bounced back by 1.1% qoq in the
third quarter and 1.4% qoq in the last quarter of 2015 (decline in
real GDP decelerated to 7.2% yoy). Stabilization was broad-based
and most sectors of economy improved their performance in the
second half of 2015 with notable exception of the financial services
sector (see Banking sector).

Overall, real GDP declined by 9.9% in 2015. On the expenditure side,
real net exports made positive contribution to real GDP growth (at
3.2 p.p.) as real imports dropped more than real exports. Real
imports declined due to lower domestic demand, imports substitution
(see Balance of payment) as well as lower natural gas imports (see
Energy sector). Sharp drop of real private final consumption (at
20.2%) was explained primarily by decline in real disposable income
as well as sharp drop in reported consumption in Donbas (see
Income). Households used some of their savings to smooth
consumption but depreciation of hryvnia increased debt burden for
consumers with outstanding debts in foreign currency (new
consumer loans in foreign currency are prohibited since 2009).
Problems in the banking sector and high economic and political
uncertainty explain decline in real gross fixed capital accumulation by
another 9.3% after dropping by over 30% in 2013 and 2014 (see
Investments). Defence investments reached 2% of the total up from
0.3% in 2014. Real exports declined due to military conflict in the
East where large part of export capacity was concentrated as well as
weak demand and trade tensions with Russia. Exports was partially
supported by larger access to other markets, including the EU (see
Trade policy).

On the production side, real gross value added declined in all sectors,
except for health care. Real GVA in agriculture contracted by 4.7%
due to lower crop harvest and smaller livestock production (see
Agricultural output). Real GVA in extracting industry and
manufacturing declined by 14.3% and 13.7%, respectively, primarily
due to military conflict in the East (see Industrial output). Lower
private consumption and smaller international trade resulted in
decline in real GVA in trade by 16.8%.

At the same time, real GDP in transport contracted by only 1.4%
likely due to the necessity to work around military conflict and
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transportation of high physical volumes of bulk exports such as grain
and iron ore (see Transport). Real GVA in construction declined by
12.4% due to restricted financing. It was supported by continued
demand for residential construction.

Investments: continued reduction

Gross fixed capital accumulation. Economic recession, political
uncertainty and military conflict on Donbas resulted in further
reduction of real gross fixed capital accumulation (GFCA) by 9.3% (in
comparison to drop by 24% in 2014). Real GFCA were by almost

37% lower than in 2012. Such huge drop undermines perspectives Sources of capital investment
for economic growth in the medium term. b UAH financing

n
Gross fixed capital accumulation in non-residential buildings, which 300 ;
accounted for one third of GFCA, dropped by almost 20%. Machinery 250 - 4
and equipment, which constitutes for more than 38% of investments, \%
reduced !:)y additional 8.7% in conjpariso_n to reduction by_ 37.3% 200 - B \% A
year earlier. In general, the reduction of investments was in those b A
sectors that depend on demand on external markets and trade 150 - i
restrictions, lack of banking finance and high devaluation. At the
same time, investments in residential buildings continued to grow 100 -
(by 3.7% in real terms) due to continued demand. 50 4
Capital investments. Investments in fixed capital (which is a B
narrower category than gross fixed capital accumulation) declined by 0 -
1.7% in real terms as compared to the reduction by 24.1% in 2014. 2012 2013 2014 2015
They were by 33.7% lower than in 2012. Other sources
Investments declined primarily due to restricted access to financing. % Bank financing

Companies lack own financing to be allocated for investments due to
growth of current spending against the background of low profits
(see Financial state of enterprises). Bank lending remained expensive W Fiscal financing
due to high risks and large inflation (see Banking sector). The
Government directed more financing for investments in security and
defence items as well as the most essential infrastructural projects.
Overall, shares of government capital outlays and own financing of
companies in total capital investments increased to 59.2% and 2.4%,

respectively. Capital investments in 2015
Investments increased in agriculture by 27.1% mostly due to hryvnia 30 1 % yoy

depreciation (actually investments reduced in dollar terms). Besides,

for many investors agriculture became more attractive in comparison 20 -
to industry, which was affected by the war. At the same time,
industry reduced investments by 19.9% due to reduced demand on 10 -
domestic and external markets. Moreover, trade restrictions related

to Ukraine-Russia conflict also negatively affected the industry 0 -
sectors. In particular, investments in chemical industry reduced by

27.7% and investments in food industry were by 24.1% lower than -10 +
in previous year. Some industry sectors demonstrated the opposite

trends: investments in light industry and manufacture of wood and -20
paper products jumped by 35.9% and 50% respectively, although in

absolute values these investments were not large.  Investments in -30 -
construction reduced by 3.6% after falling by 19.3% in 2014.

Own funds of enterprises

Source: Ukrstat

Industrial output: Improved performance in the end of
2015

Military conflict in the East, weak domestic and external demand
resulted in decline in industrial output by 13.4%. There were signs of
recovery in the second half of the year due lower intensity of
hostilities in the East and stabilization of the economy. Industrial
output increased in three oblasts and fell by less than 5% in nine
more oblasts. Donetsk and Luhansk oblasts added over 6 percentage
points to decline in industrial output. Source: Ukrstat

Agriculture
Extractive industry
Manufacturing
Prod./distrib. of
electricity and gas
Construction
Trade
Transport

Output in extractive industry declined by 14.2%. Drop of coal
extraction by 38.1% reflects the fact that most coal mines in Ukraine
are located close to military conflict in the East. At the same time,
extraction of iron ore declined by only 5% as iron ore not used in
steel production was exported. Lower demand from construction
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industry explains decline in extraction of construction materials by
11.4%.

Manufacturing declined by 12.6% due to weak external and domestic
demand as well military conflict in the East. In particular, lower
domestic demand, non-tariff trade barriers imposed by Russia and
reduction of production capacities in Donbas contributed to decline in
food production (excluding tobacco and alcohol products) by 12.8%.
These were also the factors behind the contraction of machine
building production by 14.1%, which also was caused by Ukraine’s
ban on exports of security and defence products to Russia. Low
domestic demand and high competition resulted in drop of car
production by 51.6%. At the same time, imports substitution and
government defence orders supported this sector.

Decline in metallurgy (by 16.1%) was explained by disruption in
supply chains due to military conflict as well as low global demand
and competition (e.g. with Chinese companies in case of steel
production). Most steel mills on uncontrolled part of Donbas
continued to produce and report to Ukrstat. In the end of the year,
the performance of the sector improved. In particular, in December
raw steel production recovered but demand for tubes in Ukraine and
Russia fell sharply. Chemical production fell by 15.2%. Large of part
of production capacity in chemical industry is located near division
line in Donbas. Chemical production also suffered from low domestic
and external demand as well as problems with supply of natural gas.

Output of domestically oriented textile and pharmaceutical
production declined less than on average (by 8.0% and 7.6%,
respectively). Their developments were supported by imports
substitution due to sharp hryvnia depreciation (see Exchange rate).

Decline in manufacturing, energy efficiency measures as well as
warmer winter resulted in decline in supply of electricity and gas by
12.0%.

Agriculture: Notable effects of recession

In 2015, agricultural production decreased by 4.8% due decline in
both crop and livestock sector. Average profitability level in the
agriculture increased to 45.9%. This is the highest profitability level
since 1995. Improvement was caused by the increase in the level of
producer prices and deregulation efforts of the Government and
Parliament. The share of agricultural GVA in GDP has increased from
10.3% to 11.9%, partly supported by decreasing GVA in other
sectors of domestic economy. Increase of production in the
agriculture sector was supported by domestic demand and exports.

Crop production. Production in the crop sector decreased by 5.3%.
In particular, grain production dropped by 6.1%. To a great extent
this is due to decline of yield of grains by 6.2%, due to the reduction
of input materials (e.g. fertilizers, seed, and crop protection). This
was caused, mainly by uncertainties in the economic framework as
well as by 46.7% increase in the input prices coupled with the
negative trend in the world prices for grains that continues from
2014.

Drought in the summer-autumn 2015 prevented the staring of the
winter seeding campaign; as a result crop area for winter crops
decreased by 12.9%.

Production of sunflower increased by 10.2%. Increase was solely
caused by the increase in the average yield, while harvested area
remained almost unchanged. Soybeans production, on the other
hand, increased by 0.9% due to 18.4% increase in the harvested
area, possibly at the expense of sugar beet crop. The production of
rapeseed dropped by 20.8% due to lower harvested area, which was
caused by the negative world price trend and strong competition on
the Italian and Chinese markets.

Households continued to specialize in growing labour intensive
cultures: potatoes (97.8% of gross production), vegetables (86.1%),
fruits and berries (81.3%). While production of potatoes and

-35
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vegetables decreased by 12.1% and 4.4%, respectively, production
of fruits and berries increased by 7.2%. Larger production of fruits
and berries was the result of good harvest.

Livestock production. Production in the livestock sector decreased
by 3.7%. Meat production decreased by 2.4% due to the decline in
the number of cattle, pigs, and poultry. As livestock production
depends more on medium to long-term investment than crop
production, producers feel uncertain about the economic framework
and thus lower their risks accordingly. Production of milk and eggs
decreased by 4.0% and 14.3%, respectively due to several factors.
First, domestic demand likely declined due to drop in purchasing
power of households. Second, external demand contracted due to
loss of Russian market. Finally, epidemic of African swine fewer
disrupted Ukrainian pork exports (for instance, it led to the ban of
pork exports to Kazakhstan) and led to the liquidation of a large
number of animals in Kyiv, Rivne, Zhytomyr, Sumy and Chernihiv
regions.

Agri-food trade. Trade surplus in agri-food sector continued to
grow primarily due to imports substitution (explained by sharp
hryvnia depreciation). It increased by 4.5% to USD 11.1 bn.

The value of exports was negatively affected by the decrease in the
world prices. The main buyers of Ukrainian grains were Middle East
and East Asian countries: Egypt, Thailand, Indonesia, Saudi Arabia,
and China. Among the European buyers of Ukrainian grains, Spain
was the most prominent (14.3% of corn exports). India continued to
be the main buyer of Ukrainian sunflower oil, buying 34.6% of total
vegetable oil export.

Exports of milk and milk products decreased by 32.8% due to the
restriction of access to Russian market. At the end of 2015, 10
Ukrainian companies received right to export dairy products to the
EU, while 18 companies became eligible to export their produce to
China. Also in April, Ukrainian companies received right to export
eggs to the EU. The entrance to the EU market is expected to
somewhat compensate for prohibited supply to Russia.

The structure of agri-food import in 2015 remained unchanged. The
largest share belonged to fruits, fish, tobacco and miscellaneous food
products. However, the value of imports drastically decreased from
USD 6.1 bn in 2014 to USD 3.5 bn in 2015 due to import
substitution.

Agricultural policy: Reforms are slow but persistent

In 2015, under the pressure from the representatives of agri-food
producers the Government initiated various deregulation measures,
whereas agri-business is still unsatisfied with deregulation efforts.
Also, the Cabinet of Ministers continued harmonisation of Ukrainian
legislation with the EU acquis'. Special VAT regime for agricultural
companies was modified (effective since 2016) as promised by the
Government in the Letter of intent to the IMF Program. However,
politicians lacked political will to cancel agricultural land sale
moratorium.

Harmonisation of legislation. According to the Association
Agreement with the EU, Ukraine should harmonize Ukrainian
legislation with EU acquis. This includes the obligation to eliminate
non-tariff trade barriers. Five key laws were supposed to be
approved in the framework of harmonization in the field of
agriculture’. Two laws were already appeoved in 2014: Law on
animal identification™ (obliged livestock owners to keep a more strict
account of their animals, which should improve the food safety
situation) and the Law on food safety" (improved the system of state
control over food imports). In 2015 Parliament adopted Law
concerning animal by-products’. This was a necessary step for the
opening of EU market for Ukrainian meat and dairy products. Two
more laws were not approved in 2015, even though respective draft
laws were submitted to the Parliament (on state control of food
safety"' and feeds'").
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Changed legislation as well as installed new technologies and Share of agricultural enterprises in

modified production standards allowed several Ukrainian companies production of meat, milk and eggs
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In December, the Parliament adopted the Law of Ukraine “On
Amendments to Certain Legislative Acts of Ukraine regarding 16 1
deregulation in agriculture™. The Law eliminates, makes voluntary or
delegates to private firms 22 permits and procedures. In particular, 12 -
requirement to have veterinary documents for plant transportation
and obligatory registration of fertilizers was eliminated. Overall,
administrative burden on producers and exporters of grains are
expected to decrease, which is likely to stimulate export. The
fertilizers prices are likely to decline, while new fertilizers suppliers 4 1
are likely to have easier entry to the market.
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from 2017. In particular, in 2016 the amount of VAT that agricultural
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to the occupied territory in the East of Ukraine due to the damage of Source: Ministry of Energy
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gas pipes and the lack of payments from the territory. The gas
dispute between the Naftogaz and Gasprom on the terms of payment
for the gas supplied to the occupied territory resulted in new
arrangement reached in March that the Naftogaz will pay only for the
gas supplied via gas stations agreed with the Ukrtransgas.

In 2015, Ukraine increased energy diversification and decreased its
dependency on gas supplies from Russia. In 2015, Ukraine imported
16.4 bn cubic meters of gas (bcm): 10.3 bcm from Europe mainly via
Slovakia and 6.1 bcm from Russia. For the most part of the year,
Ukraine did not buy gas from Russia due to ongoing disputes as to
the supply terms. In April, the Naftogaz of Ukraine and Russian
Gasprom signed an addendum to the Gas agreement of 2009 on the
supplies of gas in the second quarter of 2015. With a USD 100
customs duty discount the price of gas for Ukraine was set at
USD 247.18 per thousand cubic meters. Ukraine bought gas on
prepayment conditions without the “take or pay” clause. This
agreement was a temporary solution until the new “winter gas
package” was reached at the end of September. The price of gas was
defined at USD 227.36 for the fourth quarter of 2015. Price for 2016
was to be set quarterly. The Naftogaz was obliged to purchase 2 bn
cubic meters of gas from the Gasprom during the fourth quarter of
2015 and the first quarter of 2016. The Gasprom waived the “take-
or-pay” clause for the period of October 1, 2015 - March 31, 2016.
This was an important agreement before the start of the winter
season as it allowed Ukraine to accumulate enough gas for own
consumption and transit needs.

Overall, the share of gas imports from Russia decreased from 74% in
2014 to 37% in 2015. This is a great achievement as the new gas
routes allow Ukraine to choose the supplier with the lowest price.
Meanwhile, the price of gas at the gas hubs decreased. The weighted
average price of imported gas decreased by 41% from USD 385 per
tcm in December 2014 (gas from Russia) to USD 228 per tcm in the
fourth quarter of 2015.

Gas extraction in Ukraine decreased by 0.3 bcm to 19.9 bcm.
Ukraine increased transit of Russian gas by 8% to 67 bcm. The share
of Ukraine in total Russian gas exports to Europe remained at 42%.

By the start of the heating season on October 1, Ukraine
accumulated 15.7 bcm of gas in underground storages. This was
enough to pass the season partially due to comparatively warm
weather.

Gas market regulation. In April, the Verkhovna Rada adopted the
Law “On the natural gas market™" aimed to create a competition on
the Ukrainian gas market. The law separates operators of the
transportation and distribution networks, defines the role of the
national regulator and obliges operators of the gas storages,
transportation system and distribution networks to strictly follow the
Code of the gas distribution system. Regional gas companies had to
separate their gas distribution and supply businesses and form
separate companies to supply gas to the final consumer. The law
creates conditions for the new companies to enter the market but it
has not happened yet.

Gas consumption. Ukraine decreased consumption of gas by 20%
to 33.7bcm. In particular, industrial consumers reduced
consumption by 19% due to drop in production (see Industrial
output). At the same time, lower consumption of households and
utility companies (by 23% and 19%, respectively) might be
explained by a relatively warm winter and energy saving measures.
The share of Ukrainian gas in consumption was 59% (19.9 bcm),
imports from Europe was 31% (10.3 bcm). In 2014, the share of
Ukrainian gas in consumption was 51%, imports from Europe was
13%.

Transparency. In June, the Parliament adopted the law on
transparency in extracting industries.® The law obliges extracting
companies to publish information on the sums of state and local
taxes and other duties accrued to the budget as well as other data
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on their production activities defined by the Cabinet of Ministers. At
the same time, state authorities have to publish information on the
use of deposits. Increased transparency on the energy market of
Ukraine will help to fight corruption in the sector. However, the
Procedure for ensuring transparency* was adopted only in the end
of 2015 and the Law on disclosure of information in extracting
industries is in the development. Thus, it is still difficult to obtain
information on the state of the extraction companies.

Ukraine published its first report on the Extractive Industries
Transparency Initiative (EITI) for 2013 in December 2015. Due to a
tedious process of data collection it took almost two years to prepare
the report. The report discloses activities of subsoil users of oil and
gas mineral resources and payments they made to the Government.
The report is an important step in increasing transparency of the
energy sector.

Gas and oil extraction. In December 2015, the Verkhovna Rada
adopted changes to the Tax Code of Ukraine increasing rent rates
since 2015 up to 70% for the natural gas extracted under the
product sharing agreements. The rent rate was kept at 55% for the
gas extracted at depths up to 5 km, while the rent rate was
decreased to 20% from 28% for the gas extracted at depths deeper
than 5 km. The temporary increases in rent rates for oil extraction
were made permanent starting January 1, 2015: 45% for oil
extracted at depths up to 5 km and 28% for oil extracted at depths
deeper than 5 km. These measures increase oil and gas extraction
costs and make the oil and gas extraction business in Ukraine less
profitable. This contradicts the Government’s policy to encourage oil
and gas companies to increase production in Ukraine.

Oil market. The crude oil extraction in Ukraine dropped by 11% to
1.8 m tons. The share of imported oil products at the Ukrainian
market constituted 70% for gasoline and 90% for diesel fuel. In
2015, Ukraine imported USD 3.9 bn worth of oil products. The
biggest share belongs to Belarus (USD 1.7 bn, 44%), Russia (USD
0.8 bn, 20%), and Lithuania (USD 0.4 bn, 10%).

Reform of the Naftogaz. In December 2015, the Cabinet of
Ministers changed the supervisory structure of the Naftogaz and
approved the new statute of the company.” The Supervisory Board
of the Naftogaz has to be formed by April 2017 and its members are
to be appointed by the Ministry of Economic Development and Trade
which now manages 100% of the shares of the company. In the
meantime, the Ministry forms the transitory Supervisory Board with
limited powers. The Board of the Naftogaz will appoint supervisory
councils and boards of Ukrgazvydobuvannya, Ukrtransgaz and
Ukrtransnafta. Previously the Board members were appointed by the
Cabinet of Ministers.

Coal market. Coal extraction in Ukraine decreased by 39% to
40 mt due to the disruption of coal extraction at the occupied
territories in Donbas. Due to wage arrears and limited delivery
capacities from the East of Ukraine, there was a deficit of coal at
thermal power plants before the start of the heating season. Overall,
Ukraine had to increase coal imports to 14.6 m t of coal worth USD
1.6 bn from Russia, the USA, Kazakhstan and other countries.

Ukrainian energy sector experienced liquidity and logistical problems.
The state-owned coal mines have the average costs of extracted coal
UAH 1945 per t,*" which makes them highly inefficient taking into
account the wholesale price of coal at UAH 841 per ton. Due to the
lack of funds to pay wages at state coal mines the Government
renewed partial compensation of the cost of coal. The state aid to the
sector was increased to UAH 400 m for 2015. This contradicted the
Government goal to abolish the state aid to the coal industry.

Electricity. In May, the Cabinet of Ministers excluded energy
producers operating on the territory not controlled by the Ukrainian
government from the Joint Energy System of Ukraine and offered
these producers to sell the energy directly to local suppliers.
Dispatching and control of electricity flows is to be performed by
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Donbas Electricity System, a subdivision of the Ukrenergo. Any sale
of electricity between the uncontrolled territory and the rest of
Ukraine is forbidden except for electricity overflows. The Government
had to adapt these measures to prevent the unaccountable and
unpaid use of the resources.

In November, electricity transmission to Crimea from the continental
part of Ukraine was stopped due to the damage of electricity pylons
in Kherson region. Disruption of electricity supply to Crimea caused
delays in coal supplies from the ATO zone and from Russia and also
adversely affected the electricity network of continental Ukraine. Due
to the lower consumption at off-peak hours in the system Ukrainian
nuclear power plants (NPPs) had to decrease their electricity
generation creating additional load on thermal power plants (TPPs)
during peak hours. Currently Ukraine does not supply electricity to
Crimea due to the absence of contract.

Tariffs. The National Energy and Utilities Regulatory Commission
(NERC) increased retail tariffs on electricity since January 2015 by
5% for industrial consumers of the first and second voltage classes
to UAH 1.0837 and UAH 1.3211 per 1 kWh, respectively.*""

In March, the NERC increased the price of gas for industrial
consumers by 56% from UAH 5700 to UAH 8900 per 1000 cubic
meters.®" In April, the gas tariff for thermal energy producers
increased twofold from UAH 1309.20 per 1000 cubic meters to UAH
2994.30.X% At the same time, the tariff for thermal energy produced
by these enterprises increased on average by 71.8% to UAH 537.2
per GCal depending on the producer. According to the Head of NERC,
the new tariff for thermal energy is at the cost-covering level while
electricity and gas tariffs will reach the cost-covering level in 2017.

In April, gas tariffs for households with gas meters increased by 3.3
times to UAH 3600 per 1000 m? for the first 200 m® consumed per
month and to UAH 7188 for consumption above that volume. The
highest increase was for households using gas for cooking - it was
raised by seven times. Gas tariff for consumption outside of the
heating period (from May 1 till September 30) was set at UAH 7188
per 1000 m3 regardless of the volume consumed. Households without
gas meters paid according to the following gas consumption norms:
6 m> per person for households with district heating, 9 m? per person
for households without district heating and 18 m? per person for
households with gas boilers.

The NERC also raised electricity tariffs from April 1 by 19% (to UAH
0.366 per kWh) for households using up to 100 kWh per month, by
104% (to UAH 0.63) for households using 100-150 kWh per month,
by 50% (to UAH 0.63) for households using 150-600 kWh per
month, by 3.3 times (to UAH 1.407) for households using 600-800
kWh per month and by 5% (to UAH 1.407) for households using
more than 800 kWh per month. From September 1, the electricity
tariffs for the households increased on average by 23%: to UAH
0.456 per kWh for consumption up to 100 kWh, to UAH 0.789 for
consumption between 100 and 600 kWh, and to UAH 1.479 for
consumption above 600 kWh. Overall, the weighted average
electricity tariff for households is planned to be increased by 3.5
times to UAH 1.2283 per kWh by April 2017.

Increase in energy tariffs aim to improve the financial situation of the
Naftogaz, decrease energy subsidies, and induce the energy
consumers to adopt energy saving measures. Poor households are
protected by the higher coverage of housing and utility subsidies
(see Social policy).

Transport: The pace of decline slowed down

Market trends. In 2015, a slump in the transport sector continued
due to economic recession, trade war with Russia, and a negative
impact of the military conflict in the Donbas. However, the
contraction was less severe than in the previous year. Freight
turnover decreased by 6% and passenger traffic, measured in
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passenger-kilometres, shrunk by 8.5% (as compared to 10.8% and
11.7%, respectively, in 2014).

The largest decline of freight turnover was in the air transport sector,
which may be partly due to cessation of flights between Ukraine and
Russia starting from October 25. In 2015, air freight turnover
decreased by 11.8%, marking the fifth consecutive year of
contraction. The automobile and railway freight turnover fell by 8.8%
and 7.5%, respectively. At the same time, pipeline transport
turnover decreased only by 1.1% due to reverse gas supplies (see
Energy sector). In seaports, the cargo handling volume grew by
0.4% due to deregulation efforts of the Government.

The passenger turnover declined the most in the water and
automobile transport sectors (by 46.9% and 18.4%, respectively). At
the same time, transportation by railway decreased only by 1.2%.
The difference in results of automobile and railway sectors might be
explained by the fact that a rise in railway fares was smaller than a
hike in bus fares (18.7% and 34.5%, respectively, in 2015). Air
passenger turnover contracted by 1.9%. The decrease was relatively
small most likely due to a stable demand for long haul travel abroad.

In 2015, 33 Ukrainian air carriers operated on the market and
transported 6.3 m passengers and 69,100 t of cargo. The biggest
passenger air carriers in 2015 were Ukraine International Airlines,
Azur Air Ukraine (former UTair-Ukraine), Windrose, and Dniproavia.
In April, Hungarian Wizz Air closed its subsidiary in Ukraine, and
reduced the number of flights to the country. The company
attributed that decision to the conflict in the Donbas, Ukraine’s
currency depreciation, and strict currency exchange regulation.™

Tariffs. On January 31, the Ministry of Infrastructure raised rail
freight rates by 30% for all goods except coal. The rates for
transportation of coal were increased in two phases: by 10% from
January 31, and by 18.2% from April 1. The Ministry of
Infrastructure also planned to increase rail freight rates by another
25%, but the implementation of the plan was blocked because of
lobbying by railway customers. The Ministry also failed to raise rates
for passenger transportation by 20% in 2015. That plan was turned
down because of social considerations (low income of customers).
Rates for passengers remained lower than cost-covering level (they
covered about 50% of the relevant costs). As a result, in 2015, the
losses of the railway monopolist ‘Ukrainska Zaliznytsia’ (UZ) from
passenger traffic were estimated at UAH 7.7 bn (UAH 7.9 bn in
2014). The losses were offset by profit from freight transportation
services.

Transportation policy. In 2015, Ukraine continued to reform its
railroad sector. On October 21, the joint stock company ‘Ukrainska
Zaliznytsia’ (Ukrainian Railway) was established to replace the State
Administration of Railway Transportation of Ukraine (Ukrzaliznytsia).
New company started operation on December 1. It was formed of an
amalgamation of more than 40 state-owned enterprises that were
subordinated to the State Administration, including all railways, a
number of railroad car repair factories, design engineering offices,
and other facilities. ‘Ukrainska Zaliznytsia’ is owned by the
Government. Its registered capital is UAH 229.9 bn (USD 9.1 bn)*,
The establishment of the company is the first stage of a railroad
sector reform. It is planned that in 2016-2020 the company’s internal
structure will be reorganized. It is expected that establishment of the
company will increase transparency, and help to attract investment
into the sector.

On September 16, the National Security and Defence Council of
Ukraine imposed sanctions on major Russian air carriers (Aeroflot,
Transaero, S7 Airlines, and Rossiya). Effectively, the companies were
barred from flying into Ukraine because they performed flights to
Russia-occupied Crimea without authorization from Ukrainian
government. In retaliation, Russia banned flights into its airspace by
all Ukrainian companies. As a result, starting from October 25 direct
flights between Russia and Ukraine were suspended.
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Telecommunications: development of 3G network

3G. In March 2015, the National Commission for the State
Regulation of Communications and Informatisation (NCCIR) held an
open tender for UMTS network (3G). The license was given in three
lots (with frequencies 1920-1935/2110-2125, 1950-1965/2140-2155
and 1965-1980/2155-2170 MHz) with the starting price for each lot
of UAH 2.443 bn. The lots were sold for UAH 8.77 bn to three mobile
operators (Kyivstar, Astelit and MTC Ukraine).

Astelit was the first that started offering 3G network services. At the
end of 2015, it covered eight oblasts. Kyivstar covered more than
500 towns and cities in 18 oblasts. MTC Ukraine (now Vodafone
Ukraine) covered only oblast centres in 19 oblasts. In total, three
operators invested near UAH 20 bn into the network (including the
cost of licence and radio frequency conversion).

Market trends. According to the Ukrstat, the number of mobile
phone subscribers in 2015 decreased by 1% to 60.7 m subscribers,
about 8 m use 3G connection. The mobile phone penetration rate is
142 per 100 people. It is the lowest in Ternopilska (86.1) and
Khmelnytska (86.9) oblasts. The number of fixed phone subscribers
further declined by 13.5% to 20.5 subscribers per 100 inhabitants
due to the loss of competition. To counteract this decline the fixed
phone operators offered broadband Internet access via their
infrastructure. Ukrtelecom remained the monopolistic provider of
fixed phone services™' and was the leading provider of fixed Internet
services. Three main operators at the mobile telephone market are
Kyivstar, MTS Ukraine, and Astelit.

In 2015, there were 6.1 m Internet subscribers. The main Internet
providers are Ukrtelecom, Kyivstar, Volya and Triolan.

Marginal tariffs. In April, the NCCIR raised marginal tariffs for
universal postal services: by 20% on mail services and by 47-50%
on sending parcels.

In October, the NCCIR raised marginal phone tariffs by 17% to UAH
35.14-39.08 in urban areas and by 17.5% to UAH 27.04-30.93 in
rural areas to bring the tariff to cost covering level.

Utilities: Tariffs continue to rise

Central heating and hot water. In 2015, 56% of thermal energy
was produced at boiler houses and 41% at thermal power plants
(TPPs). 90% of energy was produced with the usage of gas. Energy
losses during transportation remained high at 15.7% of energy
(15.3% in 2014), while the norm is defined at 13.6%. Households
are the largest consumers of thermal energy (78%), while budget
entities consumed 12%.

Increase in energy efficiency in the sector requires installment of
heating meters as they show real consumption volumes and induce
consumers to save energy. In 2015, on average 53% of residential
housing had heating meters. The situation is the most encouraging in
Khmelnytsky region (83% of houses are with meters) and the worst
in Ternopil region (with 7%) due to a high percentage of apartments
with individual heating.

In April, the price of gas for heating generating companies increased
by 129% to UAH 2495.25 per thousand cubic meters of gas, which
increased the costs of heat production. As a result, heating tariffs
were increased. The weighted average tariff for heating in December
2015 was UAH 1278.6 per GCal (13% vyoy increase) for budget
entities and UAH 1157.4 per GCal (increase 14% vyoy) for other
consumers (except households), while the weighted average cost of
production of this energy was UAH 1249 per GCal and UAH 1123.5
per GCal, respectively.™ Therefore, the tariffs were raised to cost-
covering level.

The weighted average heating tariff for households with heating
meters in December 2015 was UAH 561.58 per GCal and the
weighted average tariff for hot water was UAH 33.36 per m>. The
heating tariffs were increased by NERC on average by 71% during
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the year depending on region. The biggest increase was in Sumy
region (by 86%, from 312.46 to 581.5 UAH/GCal) and the smallest
was in Donetsk region (by 58%, from 368.02 to 581.43 UAH/GCal).
It should be noted that the process of setting heating tariffs remains
non-transparent as it is based on the costs of own production of
thermal energy submitted by the companies to NERC. Therefore, it is
difficult to check whether the tariff increases are reasonable.

The weighted average heating tariff for households without heating
meters increased by 69% yoy to UAH 17.22 per m? of the living area.
Tariffs vary by regions due to differing technological conditions of
providing heating services.

Cold water supply and sewage. Houses in Ukraine are under-
equipped with water meters. Only 23% of multi-apartment buildings
have the meters (for the whole building), 73% of individual
apartments, and 68% of individual houses. Therefore, many
households pay for water consumption according to the defined
norms and have little incentive to save water. The weighted average
tariff for water supply and sewage in 2015 was 8.33 UAH/m?3
(6.99 UAH/m? in 2014), while the weighted average cost was 8.21
UAH/m?3 compared to 6.9 UAH/m? in 2014.

Balance of Payments: Consolidated balance of
payments was in surplus

In 2015, balance of payments turned to surplus of USD 0.9 bn, or
0.9% of GDP from a deficit of USD 13.3 bn (10.1% of GDP) in 2014.
Such sharp change is explained by significant improvement of both
current and financial accounts. Positive balance of payments and the
financing by IMF at USD 6.5 bn allowed the NBU to replenish
international reserves to USD 13.3 bn (3.5 months of imports) from
USD 7.5 bn (1.4 months) in 2014.

Current account. Current account deficit shrunk to USD 0.2 bn, or
0.2% of GDP in 2015 from USD 4.6 bn (3.4% of GDP) in 2014 as
merchandise trade deficit narrowed due to faster contraction of
imports than exports (see Merchandise trade). Another round of
hryvnia depreciation (see Exchange rate) positively influenced
exports and negatively affected imports. Exports was supported by
autonomous trade measures by the EU, but depressed by broken
logistics, suspended production, and trade tensions with Russia.
Downward price trend at the world commodity markets contributed
to the decline in exports revenue.

Imports was negatively affected by imports substitution as well as
lower consumer and investment demand. Energy efficiency efforts
were an important driver of lower imports.

Current account deficit narrowed also due to lower outflow of primary
income as payments abroad contracted more than inflows to Ukraine.
Surplus of secondary income improved significantly as inflows from
abroad remained stabled while payments to non-residents halved.

Trade in services negatively contributed to the improvement of
current account balance as exports of services contracted faster than
imports. In particular, exports of transport and outsourcing services
declined by 14.3% and 12.4%, respectively.

Financial account. Balance of capital and financial account turned
positive at USD 1.0 bn or 1.1% of GDP (as compared to deficit at
USD 8.7 bn in 2014). Capital account surplus remained at USD 0.5
bn. Financial account balance shifted from deficit at USD 9.1 bn to
surplus at 0.6 bn. Net inflow of FDI increased to USD 3.0 bn. Most
FDI were directed to equity operations of banks (77%). Portfolio
investment activity somehow recovered: net inflow amounted to USD
0.2 bn (compared to outflow at USD 0.4 bn in 2014). Net external
government lending totalled USD 3.5 bn (see State Debt). External
position of banks increased by USD 5.3 bn due to contraction of
external liabilities and inflow of assets. External position of real
sector increased by USD 1.5 bn due to lower debt repayments.

15

YEAR 2015 SUMMARY

Balance of payments
2 7 USD bn

-2 4

-3 J
< YT & ST FS S NN onown
- i i i i i i i i i
1 1 1 1 1 1 1 1 1 1
O - c o+ U a s c o
v 2 5 3 8 0O 0o 2 5 S
L <~ g O0npouw <A~ g

H current account balance

financial and capital account, net

Source: NBU preliminary estimates

External merchandise trade

6 D bn

4

2

0

-2

-4

-6

-8

< T T T DN NN
R IR o B o B o B o R IR o B o B o B o |
LR I [ I DA N [ R N |
O - c o+ 0 o - c o
[«% O o [a)
f<3Foal<cr I

mmmm mechandise exports
merchandise imports

trade balance
Source: NBU preliminary estimates

Oct-15
Dec-15

Oct-15

iR 1T EC R b

Dec-15



/ INSTITUTE FOR ECONOMIC RESEARCH AND PoLICY CONSULTING

Foreign cash outside banks decreased by USD 1.8 bn due to currency
controls by NBU, which restricted purchases of foreign currency.

FDI. NBU reports that net inflow of FDI increased from USD 0.3 bn
to USD 3.0 bn. USD 2.3 bn, or 77% of total FDI, were directed to the
banking sector (as compared to USD 0.4 bn in 2014) and used for
equity operations. FDI to the real sector remained low at USD 0.7
bn, but doubled as compared to the previous year (USD 0.3 bn in
2014) as some new plants were established at the Western Ukraine.

According to the Ukrstat, in 2015 the EU remained the main source
of FDI to Ukraine (76.2%) with Cyprus, off-shore, accounting for
25.6% of FDI as of the end of 2015. 7.7% of FDI stock originated
from Russia. Despite higher net inflow of FDI to the banking sector,
the structure of FDI stock by sector did not change much. FDI stock
in industry accounted for 30.6% of FDI as of the end of 2015, while
27.3% of FDI were directed to financial and insurance services and
13.0% of FDI were allocated in wholesale and retail trade.

The EU also dominated in Ukraine’s FDI abroad with the share of
96.7% of total FDI stock (with Cyprus, off-shore, accounting for
93.5% of outward FDI stock) as of the end of 2015. Sector structure
of outward FDI stock in 2015 was dominated by professional services
(86.9% of total stock).

Merchandise trade: Exports and imports continued to
drop

According to the Ukrstat, merchandise trade turnover in 2015
decreased by 30.2%. As exports contracted less than imports, trade
balance reached surplus of USD 0.6 bn in 2015 (as compared to
deficit of USD 0.5 bn).*™¥ Share of exports of agri-food and wood
products increased. Imports structure shifted towards minerals,
chemicals and machinery. The EU was main trading partner of
Ukraine.

Merchandise exports. Decline in exports of goods accelerated to
29.3% in 2015 (as compared to 13.5% in 2014) due to restricted
access to the Russian market, drop in commodity prices, and military
conflict in the East. At the same time, hryvnia depreciation and
autonomous trade preferences by the EU supported exports.

Agri-food exports declined due to lower world prices and restricted
access to the Russian market. Still, sales to the EU, Asia and Africa
increased. Overall, exports declined by 18.8% for Section I “Live
animals and animal products”, by 8.7% for Section II “Vegetable
products”.

Exports of minerals declined by 49.2% due to military conflict in the
East, which resulted in lower extraction of coal and iron ore, as well
as reorientation to the domestic market. Exports of chemical
products declined by 30.2% due to terminated production and
restricted access to gas. Export ban on raw wood contributed to
decrease of exports of Section IX “Wood and articles thereof” by
12.3%.

Restricted access to raw materials, weak demand, and lower prices
resulted in drop of exports of Section XV “Base metals and articles of
metals thereof” by 37.8%. Exports of machinery was heavily affected
by lost Russia’s market. As a result, exports of the whole sector
(including Section XVI “Machinery and mechanical appliances,
electrical equipment”, Section XVII “Vehicles, aircraft, vessels and
associated transport equipment”, Section XVIII “Instruments and
apparatus”) dropped by 35.0%

Merchandise imports. Decline in imports of goods accelerated to
31.0% (as compared to 28.2% in 2014). Hryvnia depreciation and
additional import surcharge resulted in import substitution. Drop in
real disposable income resulted in decline in consumption demand for
imports, while restricted financing caused drop in investment
demand for imports. As a result, imports of all commodity groups
decreased in 2015.
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Imports of “Mineral products” declined by 27.3% as purchases of gas
further declined (see Energy sector).

Imports of agricultural and food products (Sections I-IV) decreased
by 42.5% because of import substitution. The remaining imports,
which includes mainly industrial production, contracted by 30.7%.

Trading partners. The importance of the EU as the key trading
partner of Ukraine increased. Exports to the EU decreased by 23.4%,
whereas imports from the EU decreased by 27.2%; however, this
drop was slower than the overall Ukraine’s trade contraction.
Moreover, as calculations by the IER and German Advisory Group
shows, the real exports to the EU increased by 2%, whereas nominal
drop was caused by lower prices at the commodity markets.”™ The
EU share in exports increased from 31.5% in 2014 to 34.1% in 2015,
whereas share in imports increased from 38.9% to 40.9%.

Importance of the CIS market continued to decrease. Ukraine’s
exports to the CIS dropped by 47.5%, which lead to decrease of the
CIS share in total Ukraine’s exports from 27.6% in 2014 to 20.5% in
2015. Contraction of imports from the CIS countries by 39.4%
resulted in reduction of the CIS share in imports from 31.7% to
27.9%.

In 2015, trade with Asia contracted the least, comparing to the rest
of the regions. This resulted in increase of its importance in the
Ukrainian exports from 28.0% in 2014 to 32.3% in 2015. Such
changes was a result of reallocation from the Russian market of
goods traditionally traded there, as well as search for the new
markets by the Ukrainian producers.

In terms of countries, Russia remained the largest trading partner.
Its share in exports amounted to 12.7%, following by Turkey (7.3%)
and China (6.3%). In imports its importance was more significant at
20.0%, following by Germany (10.4%) and China (10.1%).

Among the EU countries, the main trading partners of Ukraine were
Germany, Poland, Italy and Hungary. Italy and Poland were the main
importers of Ukrainian goods (accounting each for 5.2% of exports),
whereas Germany accounted for 3.5%. At the same time, Germany
was a key exporter from the EU, accounting for 10.4% of total
Ukraine’s imports, whereas Poland accounted for 6.2% and Hungary
- for 4.1%.

Trade policy: Moving from Russia to the EU continues

Towards the EU. In 2015 Ukraine benefited from the autonomous
trade preferences, which the EU provided to Ukraine in April 2014.
Utilization of tariff-rate quotas (TRQs) improved as the number of
fully used TRQs increased from 6 in 2014 to 9 out of 36 in 2015,
whereas 12 TRQs were utilized partially. Ukraine fully utilized TRQs
for honey, sugar, barley, processed tomatoes, grape and apple juice,
oats, poultry, wheat and maize. Incomplete utilization of TRQs is
explained by non-compliance of some meat products with the EU
health safety and SPS standards, insufficient domestic production,
low demand in the EU, as well as lack of trading partners in the
EU.” Changes in technologies and standards opened access to the
EU market for Ukrainian eggs and dairy producers. Finally, export
ban on raw wood introduced since November 1, 2016, contradicted
Ukraine’s obligations within DCFTA and Memorandum of
understanding on macro-financial assistance between the EU and
Ukraine. In future, this could block both further liberalization of trade
with the EU, as well as EUR 1.2 bn of macro-financial assistance.

Away from Russia. In 2015, Russia continued to restrict access for
Ukrainian goods to its market. In addition to previously imposed
bans, Russia banned imports of Ukrainian pork, detergents, cleaners,
and salt.

In December 2015, Russian authorities passed a number of laws,
which determined trade relations with Ukraine in 2016. The Decree
of the President N0.628 from 16 December, as well as the Federal
Law No0.956299-6 provided for suspension of CIS FTA application for
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imports of Ukrainian goods. In addition, the Decree of the
Government No.1397 from 21 December imposed imports ban on
selected agricultural goods from Ukraine since January 1 to August 5,
2016.

Other FTAs. On July 14, 2015, Ukraine and Canada completed
negotiations on free trade area (FTA), which is expected to be ready
for the implementation in the fall of 2016. New agreement on the
FTA will to open the Canadian market for 98% of Ukrainian goods.
Signing and ratification of the Agreement is expected in 2016.

Ukraine also intensified talks with Israel and Turkey on free trade
areas. It started discussions on the FTA with North African countries,
which are among key consumers of Ukrainian agricultural goods.

Additional import surcharge. Since February 25 to December 31,
2015, Ukraine applied additional imports surcharge imposed on the
basis of Article XII of GATT (to respond to the balance of payment
problems). Vil Agricultural goods were charged with additional 10%,
whereas surcharge for industrial goods was equal to 5%. Ukraine
conducted consultations with the WTO members in the Committee on
Balance-of-Payments Restrictions; however, Russia decided to be not
in agreement insisting that Ukraine’s measure was not justified by
BOP provisions of the GATT, so it was decided to continue
consultations.

WTO. In 2015, Ukraine ratified the WTO Trade Facilitation
Agreement and joined WTO Government Procurement Agreement.
After Kazakhstan joined the WTO in 2015, Ukrainian dairy and meat
producers renewed access to the Kazakhstan market.”" In 2015
Ukraine raised a dispute against Russia over imports of railway
equipment. Two countries raised disputes against Ukraine (Japan
over safeguard measures on cars and Russia over anti-dumping
measures on ammonium nitrate). Also, Ukraine launched safeguard
investigation on flexible porous plates, blocks and sheets of
polyurethane foams.

Migration: The number of IDP increased

Migration flows. In 2015, the number of internally displaced
persons (IDP) from the war-torn region of Donbas and Russia-
occupied Crimea grew considerably. According to the Ministry of
Social Policy, during the year the quantity of officially registered
IDP’s increased by 835,000 — from 838,000 to 1,673,000.
However, the figures might not be exact because, on the one hand, a
number of IDP might not register at public bodies and, on the other
hand, a number of other IDP’s registered only to receive social
benefits while not actually having left their normal places of
residence. The number of the latter could be as much as 500,000.%*
Most of officially registered IDP’s settled in the government-
controlled areas of Donetsk and Luhansk regions.

The number of people who fled Ukraine also increased. According to
the UN Refugee Agency (UNHCR), at the end of 2014 the number of
Ukrainians who applied for refugee status or other forms of legal stay
abroad (such as temporary asylum status, temporary or permanent
residence permits) was 590,500.**" As of 24 December 2015, their
number grew to 1,093,000. The majority of them moved to Russia
(858,400) and Belarus (127,500).0

Regulation. In 2015, Ukraine completed the implementation of the
main provisions of the EU-Ukraine Visa Liberalisation Action Plan
(VLAP). It allowed the European Commission (EC) to formally
recommend the EU council to grant visa-free regime for short-time
trips (up to 90 days) of Ukrainians to the EU. The steps taken by
Ukraine in 2015 to implement the VLAP included adoption of laws on
prevention of discrimination, establishment of the National Anti-
Corruption Bureau (NACB), the Special Anti-corruption Prosecutor’s
Office, and the National Agency for the Prevention of Corruption. The
visa-free regime was expected to become effective in 2016. It was
intended to apply only to holders of biometric passports.
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On November 5, the Parliament passed a law on external labour
migration. The law contains framework provisions regarding
participation of external labour migrants in Ukrainian public social
security system, recognition of their diplomas and skills obtained
abroad, and other rights of migrants. However, the mechanisms of
implementation of those provisions need to be created.

In 2015, the Parliament also adopted four laws on IDP’s. ! Those
laws were intended to simplify the registration of IDP’s, and expand
the range of persons who might be officially recognized as IDP’s (by
including in that range people who were not officially registered in
conflict areas, and foreigners who were permitted to live in Ukraine).
The laws also enhanced social protection of IDP’s, in particular, in
terms of unemployment assistance, compensation for companies for
hiring IDP’s, and children’s education and recreation.

Income: Again decline in disposable income

Nominal income in 2015 grew by 15.6% in nominal terms due to
partial indexation for inflation, increased nominal cash flow of
companies and September 2015 increase in minimum wages and
pensions. However, high inflation, and fiscal pressure resulted in
drop of real disposable income by 22.2%. Income from all sources
declined in real terms.

Weak labour market (see Labour market) resulted in drop in real
wage income by 25.6%. Average wage increased by 20.5% in
nominal terms primarily due to wage indexation for inflation as well
as increase in minimum wage (see Social policy). At the same time,
difficult financial situation of companies (see Financial state of
companies), fiscal pressure (see Fiscal policy), and increase in
income tax rates resulted in decline in real wages by 20.2%.°*" Real
wages declined even more in publicly-funded sectors (e.g.
government, healthcare and education) as nominal salaries officially
did not change between December 2013 and September 2015.
Wages in agriculture grew by 29.4% in nominal terms as hryvnia
receipts from exports grew significantly. Employees in industry
received 20% wage increases despite deep cash flow problems.

Low demand did not allow entrepreneurs and individual farmers to
maintain their margins; but they were still able to recoup many of
added costs from consumers. As a result, real income from
entrepreneurs’ activity and subsidiary farming declined less than
average (by 15.3%). High budget constrains resulted in drop of real
income from social payments by 26.8%, which was partially offset by
higher spending on direct energy subsidies. Sharp real decline in
deposits and steady nominal interest rates explain decline in property
income from (primarily interest on banking deposits) by 32.6%.

Labour market: Increase in unemployment rate

In 2015 unemployment rate (ILO methodology) reached 9.1% of
economically active population in the age of 15-70 years old.
Comparison with the 2014 is complicated by the fact that 2015 data
no longer includes the territory of Anti-terrorist operation in the
Donetsk and Luhansk oblast. Difference in the statistical base can
probably explain the decline in the unemployment rate by 0.2 p.p. as
well as drop of the number of economically active population by 1.8
m. Still, the average duration of unemployment increased from nine
to twelve months, while share of unemployed that were unable to
find new job for more than 12 month increased from 20.1% to
30.5%. Thus, despite the differences in the statistical bases, we can
conclude that labour market situation worsened.

Share of unemployed males declined from 61.6% to 58.2%. Number
Share of unemployed from urban areas fell from 69.8% to 67.8%.
These changes might be explained by the smaller representation of
Donbas in the statistics, as Donbas was traditionally a region with
relatively high unemployment rates among urban men.
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The number of registered unemployed decreased by 13 900 persons
to 445 000 persons (2.7% of economically active individuals in the
age of 15-70 years old).

Fiscal Policy: Encouraging fiscal situation in 2015

Fiscal situation was encouraging in 2015. The Government was able
to meet the revenues target mostly due to inflation and hryvnia
depreciation. Fiscal deficit declined. At the same time, the
Government again approved State Budget for the next year in non-
transparent manner. In particular, the 2016 Budget and a number of
supporting laws were approved over one-night session.

Budget process 2015. The Parliament amended the 2015 State
Budget Law several times to take into account revised
macroeconomic assumptions, changes in legislation and to meet new
challenges.

Major amendments in the first quarter of the year were explained by
sharper hryvnia depreciation and deeper recession. New fiscal
indicators were based on the exchange rate of UAH 21.7 per USD
(previously UAH 17 per USD) and real GDP decline by 5.5%
(previously 4.7%). Additional revenues were expected not only from
higher exchanger rate and larger inflation, but also from surcharge to
import tariffs at 10% for food and 5% for other goods introduce
since February (introduced for 12 months). As a result, central fiscal
revenues target was increased by 4.7% to UAH 498 bn. At the same
time, the Government increased central fiscal deficit further to
finance higher spending on defence and security as well as state debt
service. Moreover, the Government increased financing of housing
and utility subsidies due to utility tariffs increase and expanded
eligibility for subsidies (see Social Policy).

In April the Government decided to renew subsidies to state-owned
coal mines as they lacked funds to pay wages. The Parliament
approved state aid to coal mining sector at UAH 400 m (zero in the
initial Budget Law),

Higher than expected fiscal revenues in the first eight months of the
year allowed the Government to increase fiscal spending for 2015
again. Projected central fiscal revenues increased by UAH 14.3 bn to
UAH 517 bn with the same increase in fiscal expenditures. Additional
financing was allocated for higher transfer to the Pension Fund, wage
and social welfare payments as the Government shifted increase in
social standards from December to September. Transfers to local
governments were increased by UAH 2.7 bn to cover arrears for
subsidised utility tariffs.

Execution of the Budget-2015. Consolidated fiscal revenues in
2015 grew by 40.9% due to high inflation and tax increases. PIT
revenues increased by 33.0% due to increase in wages, introduction
of military surcharge to income tax as well as higher taxation of
passive income. High inflation and hryvnia depreciation contributed
to rise in import VAT revenues by 29.3%. Collection of excise duties
and rent payments increased due to higher tax rates and inflation.
The introduction of 5/10% import duty surcharge was successful
from fiscal standpoint and resulted in increase in revenues from
international trade duties by 3.3 times to UAH 40.3 bn (this
contributed 6 p.p. to the increase in consolidated fiscal revenues).
However, EPT revenues declined by 2.9% due to economic recession.
Overall, tax revenues increased by 35.6%. Non-tax revenues grew
by 74.1% due to one-off revenues. In particular, NBU profits to the
budget ballooned to UAH 61.8 bn as compared to UAH 22.8 bn in
2014. Moreover, the Government accounted as revenues UAH 9.1 bn
received from sale of 3G licences.

For the most of the year the Government reported consolidated fiscal
surplus, primarily due to the surplus of local budgets. In particular,
local governments were caught unprepared by sharp increase in
revenues and delayed spending unplanned revenues. As a result,
local government liquidity surged substantially. In eleven months of
the year the consolidated fiscal surplus totalled UAH 20 bn. However,
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in December fiscal spending rose dramatically, which resulted in Consolidated capital fiscal expenditures
overall consolidated fiscal deficit in 2015 at UAH 30.9 bn. In

particular, the central government as well as local budgets increased 7 7 % of GDP

capital spending. Moreover, the Government provided the Pension 6 -

Fund with an additional advanced financing of pensions (see Pension

system) to get additional fiscal room in 2016. This is likely to help to 5

meet fiscal targets of the IMF program in 2016.

Overall, sharp increase spending in the last days of the fiscal year 41

does not comply with best practices of fiscal transparency and public 3 |

financial management. It results in lower efficiency. Despite surge in

spending and fully executed revenues target, consolidated capital 2

spending was by 22% lower than annual target, which undermines

economic potential of the country in the medium term. Overall 14
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(according to the Treasury report). It was financed by external
borrowings in 2015. The Government did not offer domestic
government bonds publicly for most of the year (see State debt).

Approval of the Budget 2016. On December 25, the Parliament
approved the State Budget Law for 2016. The Law is based on
number of amendments to the Tax and Budget Codes as well as
other legislative acts, which were approved the same day.

Source: State Treasury Reports

Balance of the Single Treasury Account
According to the Law, central fiscal revenues are projected at 50 -
UAH 595 bn. Central fiscal deficit is envisaged at UAH 83.7 bn, which
complies with fiscal target in the IMF Program. The deficit is to be
financed predominantly by external borrowings. Besides,
privatisation receipts are planned at UAH 17.1 bn. The list of objects
for privatisation was to be approved by the Cabinet of Ministers by 30 A
mid-January. At the same time, domestic state debt is expected to
decline in 2016. Besides, the Government was authorized to
restructure state domestic bonds owned by the NBU, with a maturity
in 2016 by substituting them with new bonds with longer maturities.

UAH bn
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Overall, general government expenditures will decline as a share of 10 1
GDP in 2016 as was agreed with IMF. In particular, the Government

had to increase transfer to the Pension Fund for financing gap 0
generated by the reduction of SSC rate, but cut other expenditures.

Quasi-fiscal spending will also decline as the Government does not b
envisages any off-budget support to the Naftogaz due to increased a
gas prices for all types of consumes. * in the beginning of month

Source: State Treasury
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Tax reform: Reduction of tax burden without
comprehensive tax reform

The Government was not able to elaborate and approve
comprehensive tax reform. At the same time, it reduced sharply tax
burden on wages with an attempt to reduce informal wage Consolidated fiscal balance
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VAT administration. The Government introduced the VAT system of

2
2

electronic administration (VAT SEA). It was tested during the first 0 Attt 0
half a year and then officially introduced in July. The system is aimed 14
to reduce fraud in VAT payments, particularly decrease fraudulent -10

VAT refunds. Each VAT-payer has a unique account the State g L T 2
Treasury where the VAT funds are accumulated and deducted in line - -3
with VAT credits and debits. VAT-payers should electronically register  -30 —+ 1 4
all VAT-invoices within the SEA. 40 15
From the announcement of the official initiative to introduce VAT SEA 1 6
the business protested claiming that it would reduce working capital 50 T

in already bad economy. To reduce impact all companies were _gg L T
granted credit in the system equal to 1/12" of the annual VAT T -8
payment in 2014. At the same time, VAT effective rate increased in  -70 | 4 -9
2015 likely due to improved administration. .80 L UAH bn % of GDP L -10
SSC change. In 2015 the Government introduced an experiment nominal (left scale)

that allowed companies that meet certain criteria on wage increases
and SSC size to pay reduced SSC. In the end of the first quarter the

Government revised the criteria to make more companies eligible. In - Without funds for recapitalisation
Source: State Treasury Reports

relative to GDP (right scale)
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particular, companies with average wage increase by 20% became
eligible (instead of 30%). The companies were allowed to pay the
same SSC as in previous year as long as they increased official
wages (and income tax paid) by at least 20%. If companies
increased wages by 2.5 times or more social contribution was set at
40% of full rate. According to the information of the State Fiscal
Service (SFS) share of companies participating in the experiment
was low. This might be explained by low trust to the Government in
general and to the SFS in particular.

Tax reform. Tax reform was debated throughout the year. It was
discussed by different stakeholders due to narrow tax base, high
compliance costs, low confidence in tax authorities, high wage
taxation. Contrary to previous years the debate included not only the
Government, but by the Verkhovna Rada Tax Committee. In
particular, several MPs (with participation of some representatives of
civil society) in November submitted a draft law on amendments to
the Tax Code No0.3357, which was claimed to be ‘Liberal tax reform’.
The Government presented its competing draft tax reform vision only
in the end of November. After intense political debate and heated
discussions in the expert community the President intervened. As a
result, in December, the Government submitted a sort of
‘compromise’ version of the Tax Code to the Parliament as a
“priority” bill.”**¥ The Parliament approved the Draft Law on tax
reform suggested by the Government (No0.3630) with some voice
amendments in the same night as the State Budget Law for 2016.

The largest change is the sharp reduction of single social contribution
(SSC) rate from average rate of 44% to flat rate 22%. This step was
aimed to reduce informal wage payments, which undermine the SSC
and PIT base. At the same time, the Government increased the cap
on wage, from which the SSC is paid, from 17 sizes of subsistence
minimum for working able individuals (SM) to 25 sizes of SM (from
UAH 23426 per month to UAH 34450 per month as of January 2016).

Since 2016 PIT rate became flat at 18%, which means increase in
tax rate. At the same time, military surcharge to PIT remained
effective.

VAT and EPT rates remained unchanged. However, the Government
narrowed the application of the special VAT regime for agriculture
(according to which producers kept all accrued VAT on their special
accounts without transferring it to the budget). In particular, grain
and technical cultures producers will pay 85% of accrued VAT to the
budget and keep the rest for themselves. Animal producers and milk
producers pay only 20% of VAT to the budget, while other
agricultural producers will pay 50% of VAT to the budget. At the
same time, grain exporters again obtained the right for VAT refunds
in 2016. Starting from 2017 there will be no special VAT regime for
agricultural producers. Changes in special VAT regime comply with
the obligations under the IMF Program.

The Government also increased excise rates and property tax rates.
At the same time, imports duty surcharge was cancelled since
January 2016 (earlier than initially planned).

Overall, tax reform is important for improvement of investment
climate of Ukraine. Fair and transparent tax administration is even
more important than low tax rates (with the exception of the SSC
rate). Tax reform should ease tax administration for diligent
taxpayers, eliminate loopholes and reduce average tax burden to
boost economic recovery. At the same time, the Government should
take in mind that it cannot run large fiscal gaps, which would
undermine macroeconomic stability. As a result, the talks on
comprehensive but fiscally responsible tax reform are likely to
remain hot in 2016.

State debt: Sovereign debt restructuring implemented

State debt. In 2015, the debt sustainability issue became critical.
The Government had to restructure sovereign debt due to low
capacity to timely and fully serve its debt in 2015 and 2016. Despite
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restructuring, total state debt (direct and guaranteed) increased by
42.8% yoy to UAH 1572 bn or to 79.4% of GPD (from 69.4% of GDP
in 2014) due to hryvnia depreciation and net external borrowings.”"

The share of external debt increased to 66.3% from 55.6% in 2014,
while the share of foreign currency-denominated debt grew to 70.2%
from 61.7% in previous year. This is explained by sharp hryvnia
depreciation (see Exchange rate) as well as by new borrowings. Net
external borrowings increased almost threefold as Ukraine received
USD 9.3 bn and EUR 1.1 bn from the IMF and other official
international donors. Direct and guaranteed state debt increased by
40.8% yoy and 54.7% yoy, respectively.

Debt restructuring. According to the restructuring deal between
Ukrainian Government and sovereign debt holders Ukraine received a
20%-haircut on the principal (near USD 3.6 bn). The rest 80% of old
debt and all accrued interest was exchanged for new Eurobonds with
longer maturity at 7.75% p.a. Principal payments (USD 8.5 bn) were
shifted from 2015-2023 to 2019-2027Vi,

At the same time, the Government obliged to issue GDP-linked
warrants (VRI-value recovery instruments). The VRI imply payments
in 2021-2040 based on real GDP growth under the following
conditions: (i) Ukraine’s GDP reaches or exceeds USD 125.4 bn; (ii)
real GDP growth exceeds 3%. However, the payments should not
exceed 1% of GDP in 2021-2025.

The restructuring deal did not include USD 3 bn Eurobond held by
Russia maturing on December 31, 2015 as Russia refused to accept
common restructuring terms and filed formal legal complaint against
Ukraine in a British court as Ukrainian Government put moratorium
on this debt repayments.

Overall, sovereign debt restructuring reduced financing needs for
2016-2018 and supported the balance of payments. However, it
increased the external debt burden in the long-term perspective. To
be able to serve debt in the future the Government should continue
implementation of reforms envisaged in the IMF program and the
Association Agreement with the EU.

Domestic borrowings. State domestic bonds outstanding increased
by 10% yoy to UAH 505 bn in the end of 2015. The Government
provided the support to the Deposit Guarantee Fund in the form of
special issue of state domestic bonds at UAH 41.6 bn as the Fund
had high liabilities due to the closure of banks (see Banking sector).
It again issued state domestic bonds to recapitalize the NJSC
Naftogaz (at UAH 29.7 bn) and Ukrgasbank (at UAH 3.8 bn). Due to
low demand for state domestic bonds, most bonds were purchased
by the NBU at the secondary market. The share of the NBU holdings
of the state domestic bonds grew by 7.7 p.p. to 77.2% of total state
domestic bonds outstanding. In particular, the NBU purchased state
domestic bonds issued by the Government to support the Deposit
Guarantee Fund. The banks’ share decreased to 16.1% from 20.4%
in 2014 partially due to refinancing loan from the NBU secured by
state domestic bonds.

The gross UAH-denominated bonds issues for fiscal deficit financing
decreased to UAH 10.0 bn from UAH 67.1 bn in 2014 due to received
international assistance with lower yields and low demand. Near
99.6% of the total placement were short-term bonds (with maturity
up to one year). The amount of USD-denominated bonds placements
remained low (USD 644 m).

External borrowings. Ukraine received significant financial
assistance from official international donors. It totalled to USD 9.3 bn
and EUR 1.1 bn. In particular, the IMF disbursed two tranches of loan
at USD 6.7 bn under the Extended Fund Facility (out of total planned
Program financing USD 17.5 bn), from which near USD 2.7 bn were
allocated for budget purposes.

The Ministry of Finance placed USD 1 bn of five-year Eurobonds,
guaranteed by the US government, to conduct economic reforms and
improve investment climate. The World Bank provided USD 1.0 bn
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and additional USD 0.3 bn in cooperation with the Japanese Agency
for International Development (JICA) in the framework of the
«Second loan for development policy» (DPL-II) for the priority
reforms in social and economic spheres.** The EU provided loan at
EUR 0.85 bn within the second and the third EU macro-financial
assistance loan programs. Assistance to Ukraine was also provided
by the EBRD (USD 300 bn) and the governments of Sweden and
Poland (EUR 175 m and EUR 100 m, respectively).

Privatisation: False start of big privatisation

In 2015, the Government initially planned privatisation receipts at
UAH 17 bn, which was over-ambitious and unrealistic target taking
into account higher economic and political uncertainty.

Overall, in 2015 privatisation receipts totalled only UAH 151.5 m or
0.9% of the planned revenue, which was explained by several
factors. The privatisation list for 2015 (that contains more than 300
companies or their stakes) was approved only in May. Moreover, by
the end of the year only small humber of companies was transferred
to the State Property Fund of Ukraine (SPFU) from other ministries to
enable their privatisation. Finally, the initiated and required
legislative amendments were approved only in February 2016. In
particular, new privatisation rules eliminate a requirement to sell 5-
10% of the companies’ stakes on stock exchanges and open the
possibility to attract advisers for the sale of large companies™*™. In
October the Government had to postpone privatisation to 2016.

Social policy: Higher social protection spending

Social standards and minimum wage. In 2015 Budget the
Government planned to maintain freeze on social standards imposed
in 2014 until December 2015 in effort to contain growth of pension
liabilities and reduce fiscal pressure during economic recession.
However, higher than planned revenue allowed Government to shift
the planned increase to September. Local elections scheduled for late
October likely added impetus to earlier increase in social standards.

Subsistence minimum was increased by 13.1% for all demographic
groups. This meant across the board increase in minimum wages,
minimum pensions and welfare payments tied to subsistence
minimum.

Parliament approved further increase in subsistence minimum in May
(by 5.2%) and December (by 6.9%) 2016.

Housing and utility subsidies. As The Government reduced
indirect energy subsidies through higher energy prices to households
(see Energy sector) it increased direct subsidies to low-income
households through revisions to housing and utility subsidies (HUS)
scheme. Government attempted to make HUS more targeted but
also to reduce barriers to applicants with only 1-page application
form and simplified declaration of income and expenditures
(expenditures above UAH 50000 have to be reported). These
documents could be submitted either in person or by mail. Means
testing, calculation and verification of application are now the
responsibility of social inspector. This includes automatic data
exchange with fiscal service and other state databases. The HUS are
now extended automatically if beneficiaries maintain eligibility based
on revised utility tariff and new income data received from tax
authorities and the Pension Fund. This is significant improvement as
compared to previous procedure that included filling much longer
forms, providing supporting documentation on income and
reapplication every six months.

Low growth of nominal household income and sharp increase in gas,
electricity and heating bills made much larger share of households
eligible for HUS and simplification of the procedures encouraged
many more to apply. 30.5% of households received housing
subsidies by December 2015. The Government spent UAH 19.1 bn
(which is by 2.8 times more than in 2014) on housing and utility
subsidies and privileges.
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The pool of HUS recipients expanded as previously mostly pensioners
received subsidies, while now the 31.3% of households with three or
more members receive subsidies as compared to 11.6% in 2014.

Overall, implicit energy subsidies through price support were
replaced with more targeted direct measures, and energy subsidies
were significantly reduced in the process. However, currently the
HUS recipients have less incentive to invest in the energy efficiency
measures as long as they are able to consume within “social”
consumption norms. As a result, the Government and experts started
discussions on the change of the HUS design to ensure more
incentives for energy efficiency built in.

IDPs. By the end of 2015 the number of registered internally
displaced people (IDP) exceeded 1.5 m as compared to 1.0 m in the
beginning of the year. The number of IDPs sharply increased in the
first half of year due to escalation of military conflict in the East. By
the end of year no major assistance program for IDPs was
established by the Government. The financing was not also foreseen
for relocation, housing, food, or compensation for damages suffered.

The Government continued financing welfare payments to IDPs,
which were introduced in October 2014. Working unable individuals
who fled from occupied territories were paid UAH 884 per month.
Half of this amount was paid to working able individuals. Payment to
disabled persons was defined at the level of subsistence minimum
set for working unable individuals (UAH 949 before September and
UAH 1074 in September-December 2015). The maximum welfare
payment per household was defined at UAH 2,400 per month.

As previously, persons from the occupied territories should have
registered as IDPs to receive pensions as well as other social
assistance Therefore, it is not surprising that most registered IDPs
were pensioners. However, large part of registered pensioners likely
continued to live on occupied territories, verification of payments to
IDPs was initiated by the Government in the first half of 2016.

Pension system: Deficit of the Pension Fund remained
high

Revenues. Total revenues of the Pension Fund (including the central
fiscal transfer for financing both special pension programs and the
Fund’s deficit) increased by 10.3% to UAH 265 bn. Own revenues
increased by only 3.6% despite 26% average wage increase due to
large reduction in number of payees including those from Donbas.

Central fiscal transfer for financing special state pension programs
grew only by 3.1% measures (excluding UAH 14 bn for 2016
pensions) due to frozen pensions for much of the year and
implemented cost-saving measures. The Parliament allowed the
Government to transfer UAH 14 bn to the Pension Fund in December
2015 for advanced payment of pensions due in January 2016.

Expenditures. To contain growth of the Pension Fund’s expenditures
the Parliament approved pension cuts to working pensioners (by
15%). According to the Pension Fund, number of working pensioners
reduced from 927 000 in April to 645 000 persons in the end of year.
Pensions were completely suspended for pensioners working as
prosecutors, judges, people deputies and civil servants. Retirement
age for some occupations eligible for early retirement (miners,
aircrafts, agriculture, etc.) was increased. Moreover, in June 2015,
the new retirees lost eligibility for occupational pensions (while
previously provided special pensions are to be paid).

Minimum pension increase in September resulted in growth of
average pension, which reached UAH 1700 as of January 1, 2016 (by
7.5% higher than a year ago). Besides, the Fund paid accrued
pensions to the IDPs who registered to receive pensions in controlled
part of Donbas in 2015. According to the Pension Fund’s data near
83% of pensioners from the occupied territory in Donbas registered
as IPDs and received pensions in 2015. As a result, the Pension
Fund’s expenditures increased by 9.1%.
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Business climate - enterprises: Negative assessments
bring no positive outlook for 2016

Overall business climate. According to the IER quarterly enterprise
survey”, the assessment of the overall economic situation in Ukraine
by the managers of industrial enterprises became less negative over
2015. Expectations about future changes balanced around zero
through the year with slight growth of optimism detected only in the
last quarter.

The year started with the escalation of the military conflict in the
Eastern Ukraine, which further worsened economic situation. This
was reflected in negative assessment of business climate in the
country. In February 2015, the value of the index of business climate
assessment fell down to -0.42X" from -0.29 in October 2014. Since
then, the value of the index was increasing gradually over the year

due to lower share of managers with negative assessment of the Impediments to production growth

situation in favour of neutral assessment. As a result, the index Q1 Q2 Q3 Q4

remained below zero throughout the year. The index grew to -0.35 in 15 15 15 15

April, to -0.26 in July, and -0.17 in October. In the fourth quarter of

2015, 25.1% of the industrial enterprises assessed business climate Low dema"d_ _ 58.9 638 70 615

negatively, and only 6.4% assessed it positively. Unstable political 42 444 37 391
situation : :

The index of business expectations concerning the overall economic o
situation in the next six months remained close to zero throughout  Liquidity problems 54 59.3 55 51.1
the year. Only in October 2015, when the share of pessimistic Shortage of raw
. . . - . 31 32.2 28.7 26.3
forecasts decreased, the index of business expectations reached its materials
year’'s maximum of 0.13. This is also an improvement over the last High interest rates 23 24.3 26.9 28.1
year's expectations: the index of business expectations about the Excessive taxation 429 32.2 37 27.2
overall economic situation in the next six months was -0.08 in Unfavorable ' ' '
October 2014. _
regulatory climate

Impediments to business development. Political instability High competitive

continued to affect Ukrainian industrial enterprises in 2015. However, pressure 25.8 24 26 34.3
market conditions became more essential for business development. .

Enterprises reported low demand and lack of funds as major barriers ~ Problems with

for production growth in 2015. energy supply
Access to credits 11.3 122 11.3 125

36.5 35.3 31.2 40.7

169 11.2 10.1 6.1

Low demand was the most significant impediment for the polled .
enterprises in 2015. It topped the rankings of impediments in each High regulatory 19 199 19 22
quarter of the survey. 70% of businesses reported this problem in burden

the third quarter of 2015. At the end of the year, almost two thirds Changes in

of the enterprises faced low demand. This trend had continued from economic 11.3 12 9.2 13.8
2014 when lack of demand was also reported by the largest shares legislation
of the enterprises in every quarter. Corruption 8.3 8.6 9.2 12.5

More than a half of the polled enterprises reported liquidity problems Outdated

throughout the year likely due to low own revenues (see Financial technologies 10749 61 89

results) and restricted access to bank lending (see Banking sector). Shortage of skilled
The share of the firms that lacked funds reached almost 60% in the  \orkforce 34 64 4 76
second quarter of 2015. At the end of 2015, 28.1% of respondents

) - . - . . Short f
said high interest rates were a barrier for their business growth, and ortage o 1.2 49 58 4.6

12.5% of them reported problems with access to credits. capacities

In the last quarter of 2015, unfavourable regulatory climate became Source: IER Survey

one of the biggest impediments to the business development for
40.7% of the enterprises. This is considerably different from 2014,
when the share of the enterprises that faced unfavourable regulatory
climate decreased to 24% by the end of the year.

Unstable political situation harmed business development for 39.1%
of the respondents at the end of 2015. The negative impact of
political instability was quite constant throughout the year. This
made 2015 different from 2014 in this regard, since in 2014, the
impact of unstable political situation increased and more than half of
the enterprises reported this problem at the end of 2014.

The share of the enterprises that reported high competitive pressure
increased from 25.6% in the first quarter of the year to 34.3% in the
fourth quarter. This may be a result of low demand that leads to the
rise of competition and an indicator of the increasing role of market
conditions for businesses, as political and security issues present
lesser risks.
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The percentage of the enterprises that reported high taxes as a key
impediment to business development sharply dropped from 42.9% at
the beginning of 2015 to 27.2% in the end of the year. This might be
explained by the increase is importance of other factors. The share of
industrial firms experiencing shortage of raw materials also
decreased, which may indicate that the enterprises have adjusted to
some extent their supply routes as well as some easing of military
conflict in the East.

High regulatory burden was an impediment for 22% of the
enterprises at the end of 2015, and 13.8% said that frequent
changes of Ukrainian economic legislation were a barrier for their
business. In addition, there was a small rise of the shares of the
enterprises facing the problem of corruption (from 8.3% of the
respondents in the first quarter to 12.5% in the fourth quarter) and
shortage of skilled workers (reported by 3.4% in the first quarter and
7.6% in the fourth quarter).

Investment activity. At the beginning of 2015, 30.7% of the
managers of industrial enterprises said they were ready to invest in
2015, The percentage of such enterprises decreased as compared
to 2014 when 44.5% of the enterprises planned to invest. The share
of the firms that made investment in 2015 remained close to the
level of 2014 at only near 36% primarily due to restricted financing
(see Investments).

Investment is not likely to grow considerably in 2016, as 69.8% of
the polled enterprise managers assess investment climate in 2016 as
unfavourable. This, however, is a comparative improvement over
year 2015 when 86.2% of the managers said that it was not a good
time for investment. The assessment of the investment climate was
measured by a proxy variable: the 69.8% is the share of the
respondents who said that the year 2016 is “unfavourable for the
purchase of equipment”. The major obstacles for investment activity,
as reported by the enterprises in the first quarter of 2016, are
insufficient income (for 45.5% of the enterprises), restricted access
to loans (29.3%), and high cost of loans (27.4%).

Deregulation:
significant
Deregulation. In 2016, Ukraine was ranked 83 out of 189 countries

in Doing Business rating (the report is mostly based on data on
2015), in comparison to 87 year earlier. The highest improvements,

Improvements that could be more

according to the report, were associated with registration of
companies.
Overall, the deregulation was one of the Government priorities

during entire 2015. The Government outlined the list of more than
200 core deregulation measures 70 of which were implemented
before March. In March the Government approved the Deregulation
Plan“™ aimed to accelerate the deregulation process. The Plan
envisaged more than 130 measures that were to be implemented in
2015 and 2016. It is expected that the implementation of these
measures will save UAH 50-70 bn to Ukrainian economy till 2020.

On February 12, the Parliament approved the Law on deregulation"
(became effective on April 6). The Law attempts to bring legislation
in some areas in line with EU’s legal framework. In particular, the
Law simplifies the procedure of starting and operating a business,
reduces the impact of state authorities on business, and increases
the protection of investors.

In 2015, the list of activities subject to licensing was reduced from
56 to 30. Moreover, 16 product certificates were cancelled (including
baby food, cleaning products etc.). These measures save 10-15 UAH
bn for Ukrainian companies.

There was a significant improvement in deregulation of the
agriculture sector. More than 50 agricultural permits and procedures
were abolished or simplified. In particular, the Parliament cancelled
grain quality certificates, permits regarding transportation of plant
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products, import of agrichemicals, livestock certification, food safety,
fisheries etc. The reduction of the period for issuing a phytosanitary
certificate from 5 to 2 days alone is estimated to reduce the cost for
business by UAH 5 bn per year. According to some estimates,
deregulation in agriculture helps to save UAH 12 bn for Ukrainian
companies.

The deregulation in extraction industry was associated with
simplification of receiving permits for extraction of mineral resources
that help to save UAH 3 bn per year for business. Moreover, in 2015
the Government liquidated the Ukrecoresursy’s (state-owned waste
management company) monopoly that saved UAH 5-7 bn for
business till 2020.

However, the improvements in the regulatory environment could
have been more significant. One of the main obstacles of
deregulation is the absence of cooperation between the Government
and the Parliament, and within the Government itself. As a result,
many deregulation initiatives were not yet considered by the
Parliament.

To restrict the adoption of ‘bad’ regulation the Government adopted
the M-test as a part of regulatory impact assessment framework. The
M-test provides the analyses of possible effects of new legislative
proposals on small business: if the proposal causes high
administrative burden it cannot be adopted. But, there is a problem
associated with the M-Test. Namely, it calculates regulatory
compliance cost for small business, but it does not calculate the
benefits for these companies. Thus, the conclusion of the test could
be misleading.

The institutional structure in the framing and implementing
regulatory policy also changed. In addition to State Regulatory
Service of Ukraine (the central executive body responsible for
deregulation), the new independent organisation — Better Regulation
Delivery OfficeX¥ was created by MEDT, World Bank and the
Government of Canada. The BRDO aims to improve regulatory
environment in Ukraine.

Technical regulation: Large progress in reform

In 2015 Ukraine progressed substantially in harmonisation of
technical regulation with EU Directives. A lot of outdated Soviet
regulations were replaced with the EU standards.

EU rules. In August 2015, the Cabinet of Ministers adopted a
Strategy for Development of Technical Regulation System until 2020
(the TBT Strategy),XV! aimed at the elimination of technical barriers
in trade with the EU. The Strategy envisages the harmonisation of
technical regulations with EU law (the list of respective EU
regulations and directives appears in the Action Plan accompanying
the TBT Strategy), a development of institutions and infrastructure.
The implementation of the Strategy is expected to stimulate the
modernisation of Ukraine’s economy and exports.

By the end of 2015, eight technical regulations had been closely
aligned with the corresponding EU directives.¥V!

The new law on technical regulations and conformity assessment was
adopted in 2015.V" It established unified principles of conformity
assessment in line with the EU and WTO norms and practices, and
stipulates that the mandatory certification of products, an archaic
element of the Soviet system, will no longer be in force by 2018.

Standards. During 2015 the total number of national standards in
Ukraine reduced by 40% from 29 600 in 2014. The number of
national standards harmonised with international counterparts
increased by 24%. In 2015, the Ministry of Economic Development
and Trade withdrew 14 100 GOST standards from before 1992 (as
compared to 122 standards withdrawn in 2014 and 3800 in 2006-
2013). As of 1 January 2016, there were 17 889 national standards
in Ukraine, including 10 964 aligned with the international and
European standards.*"™
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Public procurement: More transparency leads to
savings

In 2015, the Ministry of Economic Development and Trade continued
efforts to improve efficiency and effectiveness of public procurements
as it assessed that losses from corruption and low competition
remained high regardless the implementation of the State
Procurement Law approved in 2014'. As a result, the Ministry has
initiated a pilot scheme for e-procurements through a system called
ProZorro. On 12 February 2015, several ministries conducted pilot e-
procurements through ProZorro, which became possible thanks to
amendments to the State Procurement Law in January. Six e-trading
markets were connected to ProZorro. Other central executive bodies
joined e-procurement in 2015. The system covered small-scale e-
procurements of goods and services up to UAH 200, 000 and up to
UAH 1.5 m, respectively (before October 1, it was UAH 100, 000 and
up to UAH 1 m, respectively), which are not subject to the general
Law on Public Procurement. Overall, during the first year of work
73500 tenders were conducted through ProZorro at a total amount of
UAH 15.3 bn. The savings were officially estimated to be 14% of
allocated financing.

At the end of December 2015, the Parliament approved the Public
Procurement Law elaborated by the Government." The Law complies
with the norms of the EU Directives. However, Ukrainian law makes
e-auctions compulsory (according to the EU directives such auctions
are optional). In Ukraine the requirement of compulsory e-auctions is
justified by traditionally high corruption in public procurements. All
central executive bodies and state-owned natural monopolies have to
conduct procurement through ProZorro e-auctions since 1 April 2016,
and other public entities have to switch to ProZorro starting 1 August
2016.

ProZorro should be used for purchases of goods and services above
UAH 200, 000 and for works above UAH 1.5 m (these thresholds are
raised for procurement of natural monopolies to UAH 1.0 m and UAH
5.0 m, respectively). The system is also used for procurement for
much smaller purchases to ensure a better price. The law envisages
the electronic appeal procedure. E-procurements through the
ProZorro have built-in mechanisms to ensure transparency.

Financial state of enterprises: Negative consolidated
financial result

Consolidated financial result™ was negative at UAH 230.6 bn in 2015
as compared to UAH 389.1 bn in 2014. The share of loss making
enterprises decreased by 5.8 p.p. to 31.9% of all enterprises. The
profit of profit-making companies increased, while losses of other
companies declined.

Financial results were positive only in agriculture and education. In
particular, agriculture tripled consolidated financial profit. This was
caused by the large increase in the prices for agricultural products,
high demand and effective deregulation efforts. Improved financial
results in transport and trade are likely to be explained by
possibilities of companies in these sectors to increase substantially
prices regardless the lower demand.

Construction sector increased reported consolidated losses by
16.7%. This was explained by low demand, lack of financing, and
increased prices for inputs. Consolidated losses increased the most
in the financial and insurance sectors due to problems in banking
sector as well as lower demand for insurance services.

Consolidated financial losses of the industrial sector increased by
9.4% due to low demand and military conflict in the East. Financial
losses in the mining industry increased by more than five times
primarily due to military conflict in the East. Profits of profit-making
companies in the sector declined, while losses increased (even
though the share of profit-making companies remained almost
unchanged). On the other hand, consolidated financial losses of
manufacturing sector declined by 9.1%. Textile and pharmaceutical
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industries reported consolidated financial profit as they benefited
from imports substitution. Profits reported in the manufacturing of
computers, optical and electronic equipment are explained by
imports substitution as well as defence orders. At the same time,
despite increases in utility prices (including gas and heating prices)
consolidated losses increased substantially in the supply of electricity
and gas (share of loss-making companies in the sector increased).

Scientific and technological activities and innovations:
Further decline with some hope for positive changes

Scientific and technological activities (STA) were on downward trend
in 2015 because of the economic recession. Still, there were two
important events in this sphere that might drive the sector in the
future. First, new Law “On scientific and technological activities” was
approved. Second, Ukraine joined the Horizon 2020 as an associate
member',

Institutions and personnel. In 2015 the number of research
institutions decreased"v. Only for the first half of 2015 it declined by
9% to 909 entities. R&D" personnel number declined by 7.3% to
101.6 thousands likely due to closure of several research institutions,
dismissal of pensioners as well as low wages in state-owned S&T

Ivi

institutions that forced young employees to look for better jobs™'.

R&D intensity"". Gross expenditures on R&D in 2015 increased by
18.5% to UAH 12.2 bn in nominal terms, but declined by 3.1% in
real terms". The share of central budget in R&D financing dropped
from 39.0% in 2014 to 34.5% in 2015. The R&D intensity in 2015 fell
to 0.61%, including 0.21% of government expenditures, which is the
lowest level since 1991",

The structure of expenditures changed insignificantly. The share of
personnel costs decreased by 3.8 p.p. to 44.8%. The material costs
in the structure of R&D expenditures accounted for 28.4%. Capital
expenditures remained low under 3% of total R&D spending. Such
financing structure hampers the development of STA in the future,
which might undermine the potential of economy to grow in the
medium and longer run',

Legislation. New Law “On scientific and technological activities” was
adopted by the Parliament™. According to the Law the National
Council on Science and Technology Development and the National
Research Fund of Ukraine are to be created. The Council will be a
permanent advisory and consulting body at the Cabinet of Ministers.
It will aim at ensuring efficient interaction between science
community, the Government and business. New Law also envisages
more possibilities for research institutions to create economic
partnerships (companies) for efficient usage of intellectual property
rights. State expenditures on R&D are also expected to increase.
Independent evaluation of research institutions should be conducted
in 2016 to ensure optimization of research institutions. The National
Research Fund’s functions will include provision of grants for basic
and applied research; development of research area, its integration
to the world one; facilitation of scientific cooperation and exchange.

Horizon 2020. In 2015, Ukraine received the status of ‘associated
country’ in the Horizon 2020. The respective agreement was signed
by Ukraine with the EU and then ratified by Ukrainian Parliament in
July 2015. It allows Ukraine to participate in all calls of Horizon 2020
on the equal footing with EU member states. In particular, it may
apply for financial support to innovative SMEs and participate in the
governance structures of the programme™,

Innovations on industrial enterprises™, Data for innovative
activity in 2015 was quite ambiguous. Quantitative characteristics
grew, while qualitative ones shrank. The number of enterprises,
which implemented innovations in 2015, increased by 3.1 p.p. to
15.2%"", However, the share of innovative product sales in total
sales of industrial products decreased by 1.1 p.p. to only 1.5%. In
absolute numbers innovative products sales accounted for UAH 23.1
bn as compared to 25.7 bn UAH in 2014. Increase in the volume of
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exported innovative product grew from UAH 7.1 bn (29.2% of total
innovative product sales) in 2014 to UAH 10.8 bn (46.8%) in 2015.
It might indicate a potential of industrial enterprises for increasing
exports of products with higher value added™".

Monetary policy: Getting to inflation targeting

Plans to move to inflation targeting were on and off for more than a
decade and some preparations were carried out before 2015.
However, in 2015 move to inflation targeting gained real traction.
Changes in the NBU included regular meetings on monetary policy
and quarterly inflation reports, which are usual in inflation targeting
central banks. In January 2015, the NBU created the Monetary Policy
Committee (MPC). The MPC is composed entirely of the NBU officials
with no outside members. The MPC meets monthly to advise the NBU
board on setting policy rate and on other monetary policy matters.
The NBU board generally follows the MPC recommendations. In April
2015, the NBU issued first inflation report and then issued them on a
quarterly basis.

However, in the first half of 2015, the NBU focused on stabilising
exchange rate to keep inflation under the control. The NBU tightened
currency controls (see Exchange rate), revised reserve requirements
leading to higher required reserves and sharply increased interest
rate on deposit operations. Interest rate on overnight deposits was
increased from 7.5% p.a. in the beginning of 2015 to 20% p.a. in
March. NBU refinancing operations were in a little demand due to
strict collateral requirements and high interest rates.

In April 2015, exchange rate volatility reduced and core inflation
slowed to around 1% mom by June. Thus, in the second half of
2016, the NBU monetary policy faced fewer challenges and started to
have more impact on interest rates. The NBU reduced overnight
deposit rate from 20% p.a. to 18% p.a. in July and kept it
unchanged until the end of 2015. Deposit operations were the key
operational tool of the monetary policy in 2015 as healthier banks
made little use of NBU refinancing facilities but had significant spare
liquidity as they pulled back from lending. Puzzlingly, the NBU
discount rate which was supposed to be key policy rate moved
seemingly independently from interest rates on deposit operations.
Discount rate was increased in March to 30% p.a. from 14% p.a. in
the beginning of the year and reduced twice to 27% p.a. and 22%
p.a. in August and September. Reductions in policy rate happened
when overnight deposit interest rate remained unchanged. This
reduced signalling role of the monetary policy.

The NBU reduced quasi-fiscal operations in 2015 as NBU claims to
central government increased by UAH 76 bn as compared to UAH
189 bn increase in 2014. Besides, most of the increase reflected
government subsidies to the Deposit Guarantee Fund as opposed to
subsidies to state-owned companies in 2014.

Nominal money supply grew by 4% in 2015 as inflation and hryvnia
depreciation offset impact of reduction in foreign currency deposits
and bank closures (see Banking sector).

In sum, monetary policy in 2015 moved closer to inflation targeting
and effectiveness of monetary policy operations. Monetary policy
interest rates were high in nominal terms but moderate taking into
account observed and expected inflation. Bank lending was scarce in
2015 but primarily due to structural problems of the banking sector
rather than monetary policy.

Inflation: Consumer inflation swelled to 49% in 2015

Inflation accelerated from 12.1% in 2014 to 48.7% on average in
2015 and reached 20-year high. In April 2015, CPI growth was even
faster at 60.9% vyoy. Price changes ranged from 6% average
increase in prices for communications in 2015 to 116% increase in
costs of utilities and housing. Significant competition and low
operating costs kept prices for mobile plans and internet in check,
while fivefold increase in natural gas tariffs hiked housing costs. Price
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changes for most goods were in 30-50% range including  41.5%
increase in food prices.

Depreciation of hryvnia was the main reason for sharp increase in
prices in 2014 and 2015 after several years of price stability. Hryvnia
exchange rate jumped from UAH 11.8 per USD on average in 2014 to
UAH 21.8 per USD in 2015. This increased cost of imports including
prices for imported consumer and investment goods, energy costs
and prices for other imported inputs. Prices for exported goods such
as grain and steel also went up. Depreciation of hryvnia also led to
high inflation expectations. This led to higher labour and transport
costs and increased domestic mark-ups.

On demand side, nominal retail sales of goods increased by only
13% in 2015, while retail sales of services shot up by 40% in 2015.
This reflected slow increases in wages and pensions as well as
negative consumer sentiment. Global demand also remained sluggish
leading to lower commodity prices. FAO global food price index fell
by 19% in 2015, while average spot price of Brent oil almost halved
at USD 52 per barrel in 2015 (down from USD 99 per barrel in
2014).

It should be noted that as exchange rate stabilized in the second half
of 2015 inflation went down sharply. Core CPI increased by 5.1% in
the second half of 2015 (December 2015 to June 2015) as compared
to 28.2% increase in the first half of 2015 (June 2015 to December
2014)

Overall, core inflation was 40.4% on average in 2015. This primarily
reflected pass-through of exchange rate to prices and high inflation
expectations that were moderated by weak demand. Headline
inflation was higher than core inflation due to sharp increase in gas,
heating and water tariffs (see Energy sector).

Exchange rate policy: Calamity and return to stability

Exchange rate volatility increased sharply in the first quarter of 2015.
This reflected efforts to reduce grey market for foreign currency
where businesses paid surcharges for foreign currency purchased on
the interbank market at lower “official” exchange rate. The NBU
stopped requiring banks to deal in foreign currency at exchange rate
close to indicative rate set at the NBU auction. As a result of added
uncertainty supply of foreign currency reduced and demand
increased. More active hostilities in Donbas reduced export revenues.
In February 2015, exchange rate changed from UAH 18-20 per USD
charged on the grey market in the end of 2015 and in January 2016
to fluctuate wildly getting up to UAH 33 per USD. In response, the
NBU strengthened existing administrative measures and introduced
additional ones.

New regulations allowed purchasing foreign currency only for
businesses without tax debt and without existing deposits in foreign
currency. Purchases exceeding USD 50 000 had to be submitted to
the NBU for check-up and allowed to be put through only on the
fourth day after the order if there are no objections from the NBU.
Payment of dividends and withdrawal of investments from the
country were restricted, while advance payment for imports
exceeding USD 0.5 m was allowed only as backing for letter of credit.

Added restrictions allowed the NBU to control supply and demand
closely and helped to stabilise the interbank market. Import duty
surcharge that took effect in February also helped decrease demand
for foreign currency, while calmer situation in Donbas in the second
quarter of 2016 contributed to more supply. As a result, UAH/USD
exchange rate remained in UAH 21-23 per USD range for the rest of
2015. Lower volatility also helped to reduce depreciation
expectations. In autumn of 2015, seasonal increase in demand for
foreign currency pushed hryvnia lower but supply also increased due
to higher receipts from agricultural exports (see Merchandise trade).

Overall, administrative measures helped reduce volatility of the
exchange rate. Exchange rate depreciation to UAH 21-23 per USD
was sufficient to balance current account, while inflows from
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international donors helped balance financial account. Administrative
restrictions reduced liquidity of foreign currency market, fostered
black market in foreign currency and if continued may reduce
investments. However, exchange rate at average UAH 22 per USD
did not seem to lead to imbalances in economy, while administrative
measures were instrumental in reducing exchange rate volatility.

Banking sector: Clean-up continued

In 2015, the NBU continued to clean up banking system from
problem banks. 26 banks failed and three more were put in
administration and re-sold to investors. For comparison, 37 banks
failed in 2014 (including four banks from Crimea and Donbas that
stopped working in 2014 but were formally liquidated in 2015).
Failed banks included Delta Bank (fourth largest bank in the
beginning of 2015) and Finance and Credit bank (13 largest). 26
failed banks accounted for 16% of bank assets in the beginning of
2015 including 19% of total bank loans and 42% of consumer loans
in foreign currency. Failed banks also held over 14% of corporate
deposits and 18.5% of household deposits. Most of the household
deposits were guaranteed by the Deposit Guarantee Fund (DGF) with
up to 99% of depositors covered in 2015. The DGF paid out UAH 45
bn to depositors of failed banks. Anecdotal reports seem to show that
large part of the DGF pay-outs remained in the banking system.
Chances of getting back their deposits are much thinner for
corporate depositors as recoveries from assets of failed banks are
slim and are going first to compensate the DGF for guaranteed
deposit payments and then to individual depositors with deposits
exceeding guaranteed UAH 200 000.

109 banks that remained solvent when they issued their 2015 annual
reports in late April 2016 fared better than failed banks. 77 of them
had operating profit that totalled UAH 36 bn and 32 had operating
losses totalling UAH 12 bn. Due to tighter supervision from the NBU
and continued recession they increased their loss provisions by UAH
97 bn in 2015 with loan loss provisions reaching 30% of total loans.
It is difficult to judge how much of loan losses were incurred in 2015
and how much were losses from previous years disclosed in 2015.

As a result of loan losses, bank capital became very low restricting
ability of bank to lend. Net loans outstanding went down due to loan
write-downs, repayments and write-offs with limited new loans. Bank
closures brought some new business to surviving banks but this was
not enough to offset declines in other areas. Foreign currency
corporate loans went down by 28% (in USD) in 2015 and hryvnia
loans to corporations increased by just 1% in nominal terms despite
high inflation. Outstanding loans to individuals fell by 15% (adjusted
for exchange rate changes™ ) with hryvnia loans declining by 6%.

Bank deposits were more robust in 2015. 109 banks increased their
deposits by over 6% (adjusting for exchange rate changes) with
hryvnia deposits rising by 36%. Rise in hryvnia deposits reflected
55% increase in transaction deposits and 20% increase in term
deposits. Sharp growth in hryvnia demand deposits likely reflects
inflation, increased interest on demand deposits as well as growing
non-cash payments. Increase in term deposits may reflect decrease
in deposit withdrawals, reinvestment of interest and transfer of
deposit guarantee payments to functioning banks. Low trust in
banking system likely limited growth of term deposits.

Overall, 2015 was another difficult year for banking sector with many
bank failures. As a result of large loans losses, banks lost large
portion of their capital and had to reduce the new lending severely.
Still, most of the surviving banks managed to post operating profit
and increase hryvnia deposits. This will help banks to expand lending
in next years.
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http://agroportal.ua/views/blogs/spetsialnyi-rezhim-nalogooblozheniya-nds-dlya-selkhozproizvoditelei-i-vto/
http://agroportal.ua/views/blogs/spetsialnyi-rezhim-nalogooblozheniya-nds-dlya-selkhozproizvoditelei-i-vto/
http://www.eurointegration.com.ua/news/2015/03/26/7032281/
http://www.epravda.com.ua/news/2015/05/21/543444/
http://economics.unian.ua/agro/1093203-kazahstan-pustiv-na-sviy-rinok-myaso-molochni-produkti-8-ukrajinskih-pidpriemstv.html
http://economics.unian.ua/agro/1093203-kazahstan-pustiv-na-sviy-rinok-myaso-molochni-produkti-8-ukrajinskih-pidpriemstv.html
http://www.mlsp.gov.ua/labour/control/uk/publish/article?art_id=170845&cat_id=107177
http://www.mlsp.gov.ua/labour/control/uk/publish/article?art_id=170845&cat_id=107177
http://www.mlsp.gov.ua/labour/control/uk/publish/article?art_id=184787&cat_id=107177
http://www.mlsp.gov.ua/labour/control/uk/publish/article?art_id=184787&cat_id=107177
http://www.bbc.com/ukrainian/politics/2015/06/150619_un_refugees_ukraine_az
http://www.bbc.com/ukrainian/politics/2015/06/150619_un_refugees_ukraine_az
http://korrespondent.net/ukraine/3461766-v-ukrayne-kolychestvo-pereselentsev-prevysylo-610-tysiach-chelovek
http://korrespondent.net/ukraine/3461766-v-ukrayne-kolychestvo-pereselentsev-prevysylo-610-tysiach-chelovek
http://unhcr.org.ua/attachments/article/1299/UNHCR%20External%20Update%20Ukraine%20Situation_7%2031%2012%202014.pdf
http://unhcr.org.ua/attachments/article/1299/UNHCR%20External%20Update%20Ukraine%20Situation_7%2031%2012%202014.pdf
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Moreover, indexation of wages for inflation is made only within the size
of the subsistence minimum and for the entire wage.

The discussion on the differences between different Draft laws on
amendments to the Tax Code see Highlight of the Month in the MEMU,
No. 12, 2015.

i According to the IMF, average state debt level for emerging market
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economies was estimated at 39.7% in early 2015.

Additionally, there was agreed upon the reprofiling of debts of the
state-owned banks (Oshchadbank and Ukreximbank).

The Second Development Policy Loan (DPL-II) of Ukraine is mostly
aimed at: (i) improving the investment climate to sustain growth, (ii)
creating fiscal space for growth through strengthened public finances
and public sector reforms; and (iii) improving service delivery and
social inclusion.

Law of Ukraine, Ne 1005-VIII, from 16.02.2016,
http://zakon2.rada.gov.ua/laws/show/1005-viii

http://www.ier.com.ua/ua/publications/regular _products/business ide
a_industry/

Index values with no sign have positive value, and index values with
minus sign (“-") have negative meaning. The value of the index is a
mean value of all the assessments in the sample calculated by taking a
positive assessment as 1, a negative assessment as -1, and neutral
assessment as a zero. The index value is negative when the share of
negative assessments or expectations is bigger than the share of
positive assessments or expectations.

According to the results of the special study of the investment activity
of enterprises conducted in the beginning of 2015

Decree, N? 357-p from March 18, 2015
http://zakon5.rada.gov.ua/laws/show/357-2015-%D1%80

The Law of Ukraine, N° 191-VIII from 12.02.2015
http://zakon3.rada.gov.ua/laws/show/191-viii

For more details, see: http://en.brdo.com.ua/

See http://zakon5.rada.gov.ua/laws/show/844-2015-%D1%80.

“Report on Implementation of the Association Agenda and the
Association Agreement between the European Union and Ukraine

(2015)”, www.kmu.gov.ua/kmu/control/uk/publish/article?art id=
248115804&cat id=247749488)
The Law, No.124-VIII, from January 15, 2015,

http://zakon3.rada.gov.ua/laws/show/124-19

“Report on the Implementation of the Association Agenda and the
Association Agreement between the European Union and Ukraine
(2015)" www.kmu.gov.ua/kmu/control/uk/publish/article?art id=
248115804&cat id=247749488

The Law No. 1197-VII from April 10, 2014.

Law, No0.922-VIII from December 25, 2015,
http://zakon3.rada.gov.ua/laws/show/922-19

The financial results of companies as reported before EPT is paid
(source: Ukrstat).

Horizon 2020 is the largest EU Research and Innovation programme
https://ec.europa.eu/programmes/horizon2020/en/what-horizon-2020
http://ukrstat.gov.ua/express/expr2015/08/204pdf.zip

R&D - research and development
http://ukrstat.gov.ua/express/expr2016/04/78.zip

R&D intensity (R&D expenditure as a percentage of GDP) is used as an
indicator of an economy's relative degree of investment in generating
new knowledge.

Own calculations based on estimated STA deflator.

GERD - gross domestic expenditure on R&D, GBAORD - government
budget appropriations or outlays on R&D
http://ukrstat.gov.ua/express/expr2016/04/78.zip

Law of Ukraine “On scientific and technological activities” No.848-VIII,
from November 26, 2015, available at
http://zakon5.rada.gov.ua/laws/show/848-19
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http://unhcr.org.ua/attachments/article/1299/UNHCR%20UKRAINE%20Operational%20Update%2024DEC15.pdf
http://unhcr.org.ua/attachments/article/1299/UNHCR%20UKRAINE%20Operational%20Update%2024DEC15.pdf
http://www.ier.com.ua/ua/publications/regular_products/business_idea_industry/
http://www.ier.com.ua/ua/publications/regular_products/business_idea_industry/
http://zakon5.rada.gov.ua/laws/show/844-2015-%D1%80
http://www.kmu.gov.ua/document/248923561/2015%20Annual%20AA+AAg%20GOEI%20REPORT_ENG.pdf
http://www.kmu.gov.ua/document/248923561/2015%20Annual%20AA+AAg%20GOEI%20REPORT_ENG.pdf
http://www.kmu.gov.ua/document/248923561/2015%20Annual%20AA+AAg%20GOEI%20REPORT_ENG.pdf
http://www.kmu.gov.ua/kmu/control/uk/publish/article?art_id=%0b248115804&cat_id=247749488
http://www.kmu.gov.ua/kmu/control/uk/publish/article?art_id=%0b248115804&cat_id=247749488
http://zakon3.rada.gov.ua/laws/show/124-19
http://www.kmu.gov.ua/kmu/control/uk/publish/article?art_id=%0b248115804&cat_id=247749488
http://www.kmu.gov.ua/kmu/control/uk/publish/article?art_id=%0b248115804&cat_id=247749488
http://zakon3.rada.gov.ua/laws/show/922-19
https://ec.europa.eu/programmes/horizon2020/en/what-horizon-2020
http://ukrstat.gov.ua/express/expr2015/08/204pdf.zip
http://ukrstat.gov.ua/express/expr2016/04/78.zip
http://data.uis.unesco.org/index.aspx?queryid=74
http://ukrstat.gov.ua/express/expr2016/04/78.zip
http://zakon5.rada.gov.ua/laws/show/848-19
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http://europa.eu/rapid/press-release IP-15-4640 en.htm

Official statistics on innovations provide regular data only for industrial
enterprises with the number of employees above 50. Innovation
surveys for all enterprises is conducted once per two years. The most
recent one covered 2012-2014.

Own calculations based on statistical data available at:
http://ukrstat.gov.ua/express/expr2016/04/72pdf.zip

http://www.ukrstat.gov.ua/express/expr2016/04/72pdf.zip

Change from 01.01.2015 to 01.01.2016

With foreign currency component recalculated using end-of-year
exchange rate.

YEAR 2015 SUMMARY


http://europa.eu/rapid/press-release_IP-15-4640_en.htm
http://ukrstat.gov.ua/express/expr2016/04/72pdf.zip
http://www.ukrstat.gov.ua/express/expr2016/04/72pdf.zip
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National accounts Q410 Q111 Q211 Q311 Q411 Q112 Q212 Q312 Q412 Q113 Q213 Q313 Q413 Q1 14° Q2 14° Q3 14° Q4 14° Q1 15° Q2 15° Q3 15° Q4 15°
GDP UAHbn 306.3 258.6 310.3 368.5 362.6 292.3 346.0 387.1 379.2 303.8 354.8 398.0 408.6 316.9 382.4 440.5 447.1 375.5 455.2 563.9 584.8
GDP (real) % yoy 3.7 5.5 4.4 6.7 5.1 2.4 3.0 -1.3 -2.4 -1.3 -1.2 -1.1 3.4 -1.0 -4.3 -5.3 -144 -17.0 -14.7 -7.2 -1.4
Household consumption (real) % yoy 12.8 13.6 14.9 15.9 18.0 7.1 11.8 10.2 4.9 5.9 8.7 6.8 6.3 3.3 -7.8 -13.9 -12.2 -20.7 -28.1 -19.3 -13.0
State consumption (real) % yoy 10.0 2.0 3.4 -9.4 -6.4 3.5 5.0 9.7 1.1 2.0 -0.9 -1.5 -2.9 -5.9 5.2 0.1 4.5 2.7 -5.9 -1.7 8.1
Gross fixed capital formation (real) % yoy 10.5 -3.4 4.1 17.8 10.8 15.3 18.7 -2.9 -2.1 6.1 -18.1 -8.9 -8.7 -199 -193 -28.0 -26.5 -22.8 -13.8 -6.3 1.4
Exports of goods and services (real) % yoy 0.9 17.6 2.7 -1.0 -5.5 -7.4 -6.3 -1.8 -7.2 -7.4  -13.5 -6.8 -4.5 -5.1 -23 -16.8 -31.1 -26.1 -22.1 -10.8 -5.8
Imports of goods and services (real) % yoy 13.2 35.2 20.2 104 3.5 -2.9 11.9 6.6 -0.2 1.3  -15.7 1.7 -0.6 -11.8 -10.9 -32.3 -29.6 -19.8 -32.1 -18.2 ~-17.3
Agriculture, hunting, forestry (real)* % yoy 0.9 3.5 0.4 18.1 35.6 0.4 11.4 -8.0 -3.5 5.7 21.7 -2.8 36.5 5.7 -9.1 25.6 -20.6 -4.7 -11.8 -3.8 -3.6
Manufacturing industry (real)* % yoy 7.6 8.0 3.9 7.5 -4.2 2.5 0.5 -4.9 -6.6 -9.3 -9.9 -10.6 -9.8 -3.2 -5.4 -12.7 -13.2 -24.4 -20.7 -7.9 -0.2
Construction (real)* % yoy 3.9 1.0 5.3 -7.7 -1.5 -4.9 1.7 -14.3 -18.7 -16.1 -19.4 -8.0 -4.4 4.7 -14.0 -26.3 -30.8 -30.4 -24.2 -9.1 10.8
Trade, repair services (real)* % yoy 4.7 10.4 3.3 8.3 4.2 2.1 3.4 -0.5 -2.0 0.2 -1.2 0.9 0.9 -3.0 -7.2 -184 -26.6 -25.0 -19.8 -13.6 -6.1
Transport (real)* % yoy 0.1 16.0 12.1 10.4 13.2 -2.6 -3.2 -8.3  -10.5 -1.7 -0.8 1.3 2.7 -7.8 -109 -10.1 -11.0 -8.2 -2.3 -0.2 4.9
Balance of payments (BPM6)
Current account balance USD bn -2.5 -1.6 -1.7 -2.6 -4.3 -1.9 -3.7 -3.9 -4.8 -3.2 -2.3 -6.0 -5.0 -1.3 -0.8 -1.2 -1.4 -0.4 0.3 0.2 -0.3
Current account balance % of GDP -6.5 -4.9 -4.4 -5.6 -9.6 -5.2 -8.5 -8.1 -10.1 -8.4 -5.1  -12.1 -9.8 -3.5 -2.5 -3.3 -6.7 -2.4 1.5 0.9 -1.1
Trade balance in goods USDm -3903 -3951 -3211 -5098 -5771 -4292 -5818 -5503 -6233 -4635 -3677 -7881 -5935 -2195 -1185 -1412 -2336 -1111 -470 -662 -1066
Trade balance in services USDm 1148 1614 1882 2523 1867 1864 1697 2361 1578 1349 1504 2575 1066 937 443 456 686 555 388 278 397
Current transfers usb m 842 1039 878 988 803 683 805 777 711 533 589 480 547 241 494 306 500 558 715 644 711
Direct investment (FDI)* uUsbm 2170 880 2422 2090 1623 2012 1270 2037 1876 1082 496 1510 991 -665 -319 725 558 397 907 890 818
Portfolio investments (equity)* uUsb m 196 150 116 43 210 1 74 83 358 713 568 655 -756 -241 -49 -84 -17 141 10 13 13
Gross international reserves uUsD bn  34.6 36.4 37.6 35.0 31.8 31.1 29.3 29.3 24.5 24.7 23.2 21.6 20.4 15.1 17.1 16.4 7.5 10.0 10.3 12.8 13.3
Exchange rate (interbank), UAH/USD aop  7.96 7.95 7.98 7.99 8.01 8.03 8.04 8.09 8.11 8.11 8.14 8.15 8.21 9.14 11.71 12,58 13.56 21.23 21.26 21.74 22.90
Exchange rate (official), UAH/USD aop 7.93 7.94 7.97 7.97 7.98 7.99 7.99 7.99 7.99 7.99 7.99 7.99 7.99 8.86 12.71 12.58 21.18 21.33 21.23 21.69 22.33
Fiscal indicators
Consolidated fiscal revenues % of GDP  32.4 32.7 30.1 29.6 30.8 33.7 31.8 28.2 33.6 35.2 29.4 28.9 28.6 35.4 29.4 24.7 274 373 348 372 404
Personal income tax % of GDP 4.8 5.0 4.8 4.2 4.7 5.1 4.9 4.5 5.0 5.3 5.1 4.6 4.8 5.1 4.7 4.2 5.0 5.5 5.3 5.6 6.6
Enterprise profits tax % of GDP 4.2 4.5 4.6 3.6 4.4 4.9 4.1 2.9 4.2 6.1 3.4 3.0 3.0 4.9 2.5 1.9 1.5 4.4 1.7 1.5 1.7
Value-added tax % of GDP 10.0 7.5 12.9 9.7 9.6 10.8 10.4 8.6 10.0 9.7 9.0 8.1 8.4 8.7 9.5 6.8 10.1 11.4 9.2 10.0 10.6
Excise tax % of GDP 2.6 2.1 3.0 2.8 2.5 2.8 2.9 2.8 2.4 3.1 2.6 2.3 2.2 2.5 3.0 3.0 2.8 3.3 3.4 3.7 4.0
Consolidated fiscal expenditures % of GDP  37.7 32.7 33.2 27.0 35.7 33.9 34.1 30.7 41.3 36.9 35.8 30.1 35.9 35.2 34.7 27.2 355 33.6 350 325 542
Current expenditures % of GDP  32.9 31.4 30.8 24.0 30.2 31.9 31.6 27.8 37.3 35.6 33.9 28.2 33.2 34.8 33.7 25.8 33.6 31.8 337 299 49.2
Capital expenditures % of GDP 4.8 1.3 2.4 3.0 5.6 1.9 2.5 2.9 4.0 1.3 1.9 1.9 2.8 0.5 1.0 1.4 1.9 1.7 1.3 2.6 5.0
Consolidated fiscal balance % of GDP -5.6 -0.3 -3.4 -3.9 -5.5 -0.2 -2.6 -3.0 -7.8 -1.9 -6.3 -1.5 -7.3 0.1 -5.3 -2.8 -8.8 3.7 -0.4 4.4 -13.9
Privatisation receipts % of GDP 0.2 0.4 3.2 0.0 0.1 1.4 0.3 0.1 0.4 0.0 0.0 0.2 0.1 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0
Banking system

% yoy
Monetary aggregate MO cum 16.5 15.7 11.5 8.6 6.3 4.7 6.7 5.2 5.5 9.7 9.8 12.3 17.0 19.2 31.9 28.8 19.0 6.0 -1.3 -6.2 -0.1

%
Monetary aggregate M2 ’ C\(JDI':‘/ 23.1 25.5 22.0 16.0 14.4 11.2 9.0 10.7 13.1 16.0 17.9 19.2 17.5 17.7 13.4 14.2 5.4 9.0 3.1 5.6 4.0
Household deposits in national currency /acyuorx 41.4 43.3 26.0 16.7 12.3 14.4 16.4 16.3 16.3 19.1 26.5 33.4 38.0 7.9 -2.3  -12.3  -22.1 -19.1 -17.7 -16.6 -1.0
Household deposits in foreign currency /ocﬁx 16.9 19.7 21.0 15.7 13.4 12.4 10.8 17.0 21.8 17.0 14.7 8.4 0.9 19.8 10.2 5.5 18.0 254 116 3.7 -24

o
Com. bank credits in national currency /uCyUorx 11.2 16.0 18.5 211 21.0 17.4 15.3 9.1 7.7 8.6 7.4 10.2 16.9 12.3 4.9 -0.8 -9.1 -11.0 -11.8 -15.8 -20.8
Com. bank credits in foreign currency /acfx -8.3 -2.1 0.9 -2.3 -4.2 -7.0 -10.8 -9.9 -7.3 -4.4 -0.4 0.8 2.8 36.4 38.5 49.1 53.5 58.4 29.2 18.7 15.9
Long-term com. bank credits /GC\(J?':\/ -0.5 5.0 6.3 5.3 2.9 -2.9 -7.0 -8.0 -6.6 -5.6 -2.7 -0.5 2.9 26.3 24.4 24.6 21.7 17.9 3.1 -5.7 -10.5
Long-term com. bank credits % of total  66.3 67.2 66.6 64.4 62.9 61.5 59.8 59.1 57.8 55.9 55.7 55.1 53.2 58.5 59.1 59.8 59.5 58.5 57.6 60.7 554
Average lending rate on national
currency credits % p.a. 15.0 13.1 13.5 14.1 18.4 15.5 15.6 19.5 20.8 16.2 15.3 15.3 16.5 18.4 17.5 16.4 16.6 19.9 23.1 21.1 20.7
Average lending rate on foreign
currency credits % p.a. 10.1 10.2 9.8 8.8 8.4 8.2 8.2 8.5 8.8 9.4 9.7 9.6 8.8 8.7 9.4 9.2 8.8 8.2 9.3 9.2 9.1
Sources: National Bank of Ukraine, State Committee of Statistics, State Treasury, Ministry of Finance, Reuters, IER estimates
* change in value added
© Data excludes Crimea, since 2015 data excludes pa
Key Economic Indicators 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010° 2011¢ 2012° 2013° 2014° 2015°¢
Nominal GDP UAH bn 170.1 204.2 225.8 267.3 345.1 441.5 544.2 720.7 948.1 913.3 1079.3 1300.0 1404.7 1465.2 1568.9 1979.5
Nominal GDP USD bn 31.3 38.0 42.4 50.1 64.9 86.2 107.8 142.7 179.9 117.2 136.0 163.1 175.8 183.3 132.2 90.6
GDP growth (real) % yoy 5.9 9.2 5.2 9.6 12.1 2.7 7.3 7.9 2.3 -14.8 4.1 5.5 0.2 0.0 -6.6 -9.9
Industrial production % yoy 13.2 14.2 7.0 15.8 12.5 3.1 6.2 7.1 -5.0 -20.6 12.2 8.0 -0.7 -4.3 -10.1 -13.0
Agricultural production % yoy 9.8 10.2 1.2 -11.0 19.7 -0.1 0.4 -5.2 17.5 0.1 -1.4 20.2 -3.9 13.6 2.2 -4.8
CPI % yoy aop 28.2 12.0 0.8 5.2 9.0 13.5 9.1 12.8 25.2 159 9.4 8.0 0.6 -0.3 12.1 48.7
CPI % yoy eop 25.8 6.1 -0.6 8.2 12.3 10.3 11.6 16.6 22.3 123 9.1 4.6 -0.2 0.5 24.9 43.3
PPI % yoy aop 20.9 8.6 3.1 7.6 20.5 16.7 9.6 19.5 355 6.5 20.9 19.0 3.7 -0.1 171 36.0
PPI % yoy eop 20.8 0.9 5.7 11.1 24.1 9.5 14.1 23.3 23.0 143 18.7 14.2 0.3 1.7 31.8 25.4
Exports (gs, USD) % yoy 17.9 9.5 10.7 24.0 42.6 7.5 13.4 27.0 34.3 -36.9 26.0 27.5 3.4 -5.5 -19.9 -27.0
Imports (gs, USD) % yoy 18.9 14.1 4.9 28.7 31.3 20.4 22.6 35.232 39.3 -44.2 28.8 34.8 7.5 -3.5 -28.1 -29.3
Current account USD bn 1.5 1.4 3.1 2.9 6.9 2.5 -1.6 -5.3 -12.8 -1.7 -3.0 -10.2 -14.3 -16.5 -4.6 -0.2
Current account % GDP 4.8 3.7 7.3 5.8 10.6 2.9 -1.5 -3.7 -7.1 -1.5 -2.2 -6.3 -8.2 -9.0 -3.5 -0.2
FDI (net) USD bn 0.6 0.8 0.7 1.4 1.7 7.5 5.7 9.218 9.9 4.7 5.8 7.0 7.2 4.1 0.3 3.0
International reserves USD bn 1.5 3.1 4.4 6.9 9.7 19.4 22.4 325 31.5 265 36.7 31.8 31.4 20.4 7.5 13.3
Fiscal balance"' % GDP -0.7 -1.9 0.8 -0.2 -3.0 -1.9 -0.7 -1.1 -1.5 -24 -6.0 -1.8 -3.6 -4.4 -4.6 -1.6
Total state debt % GDP eop 45.3 36.5 33.5 29.0 24.7 17.7 14.8 12,5 19.9 33.0 40.0 36.0 37.5 39.9 69.4 79.4
External state debt (total) % GDP eop 33.0 26.3 24.1 21.4 18.6 13.4 11.7 9.8 15.0 21.5 25.6 22.8 22.1 20.5 38.5 52.7
Monetary base % yoy eop 39.9 37.4 33.6 30.1 34.1 53.9 17.5 46.0 31.5 4.4 15.8 6.3 6.4 20.3 8.5 0.8
Exchange rate USD aop 5.44 5.37 5.33 5.33 5.32 5.12 5.05 5.05 5.27 7.79 7.94 7.97 7.99 7.99 11.87 21.84
Exchange rate USD eop 5.44 5.30 5.33 5.33 5.31 5.05 5.05 505 7.70 7.98 7.96 7.99 7.99 7.99 15.77  24.00
Exchange rate EUR aop 5.03 4.81 5.03 6.02 6.61 6.39 6.34 6.92 7.71 10.87 10.53 11.09 10.27 10.61 15.72  24.23
Exchange rate EUR eop 5.10 4.67 5.53 6.66 7.22 5.97 6.65 7.42 10.86 11.68 10.57 10.54 10.30 11.04 19.26  26.22

Sources: Ukrstat, NBU, Ministry of Finance, own calculations

¢ Data excludes Crimea where available
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"Minus" denotes a consolidated fiscal deficit; without recapitalisation
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Monthly Economic Monitor Ukraine (MEMU) with supplement

The MEMU contains a monthly review and brief analysis of the key economic policy measures and data that
come public during the previous month. The MEMU supplement presents extended analysis of one key event in
the Ukrainian economy. There are 12 issues per year disturbed among subscribers.

Macroeconomic Forecast of Ukraine (MEFU)

The MEFU includes forecast of the GDP and its components, fiscal indicators, balance of payments, inflation,
exchange rate for current and next years. There are 12 issues per year - 4 quarterly issues and 8 updates
with short comments - disturbed among subscribers.

Infrastructure Monitoring of Ukraine (IMU)

The IMU is an annual report that presents information on the restructuring of six key infrastructure sectors of
the Ukrainian economy in a standardized manner, which allows for cross-industry comparisons. Monitored
indicators are qualitative and fall into three broad categories: (1) commercialisation, (2) tariff reform, and (3)
regulatory and institutional development. Twenty-one indicators allow for economic and policy-making analysis
at different aggregation levels. It is distributed free of change.

Economic Summary for Ukraine

Economic summary is a review and brief analysis of the key economic indicators and policy measures of the
year. It is published in January using the available statistics and annual estimates and updated in May when
the most of previous year data becomes publicly available. The product is distributed among subscribers.

Business Tendencies Survey

Business Tendency Surveys are comprised of two surveys. The first one - Industries - is prepared on the basis
of quarterly surveys of industrial enterprises managers. The second - Banking - is based on the survey of
banks managers. There are four publication for each of the component of the Business Tendencies available
and participants of the surveys and to subscribers.

Policy Papers

The policy papers are the joint product of the German Advisory Group for Economic Reforms in Ukraine and
the IER aimed at providing economic policy recommendations to Ukraine’s policy makers. The
recommendations are based on the careful analysis of Ukraine’s situation, state-of-the-art economic theory,
and best international practices. The papers are available for policy makers and - with some time lag - for
general public.

Notes:

avg average ytd year-to-date

cum. cumulative p.a. per annum

mom month on month change eop end of the period
qoq quarter on quarter change aop average of the period
yoy year on year change gs goods and services
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