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• The gas disputes with Russia are finally to be settled during 
the meeting of CIS leaders at beginning of December. Several 
major points have already been agreed on. 

• The economic upturn to 6.1% yoy in October improves the 
GDP forecast for the year 2000 to 4.8%. 

• In the forth quarter strong economic growth in major trading 
partners will promote further export expansion. However, for 
seasonal reasons imports are expected to outpace exports .  

• A draft state budget based on a zero deficit has been adopted 
for 2001 in the second reading. Final approval is one of the 
major conditions for the resumption of the IMF financing. 

• The inflation rate will remain high until the end of 2000. A 
tightening of the monetary policy is expected in 2001. 

• The NBU wants the Hryvnia to remain stable until the end of 
2000. In 2001 it intends to actively intervene in the currency 
market. 

 

Politics: An end to the gas disputes is in sight 

The major topic of negotiations between the Prime Ministers of 
Ukraine and Russia in mid-November in Moscow was the Ukrainian 
debt to Russia for gas consumed since 1997 (USD 1.36 bn 
according to Ukrainian estimates) and the terms of its repayment. 
The gas debt is to be restructured until 2008. Ukraine pledged to 
prevent any export of gas by imposing a restrictive export duty. In 
turn, Russia promised to secure deliveries of Russian and 
Turkmenian gas to Ukraine. A memorandum of agreement to 
ratify these understandings at the meeting of CIS leaders in early 
December will be worked on. 

In December, the recent IMF mission plans to recommend to its 
Board of Directors a resumption of financing for Ukraine, provided 
the laws on the 2001 state budget and on banking operations are 
adopted in second reading. Ukraine is strongly committed to a 
reduction of the state debt and to servicing its debt to private 
creditors fully and timely in 2001. Negotiation with the Paris Club 
countries on sovereign debt restructuring, servicing of which was 
stalled at the beginning of this year, will be initiated once the IMF 
makes a decision on the Ukrainian question. 

Real economy: Unexpected strong growth in October 

The unexpectedly strong GDP growth of 6.1% yoy in October, as 
compared to 3.2% yoy in September, improves the growth 
prospective for the year 2000. This is very important, since the 
strong growth prior to August 2000 was thought to be mainly 
caused by the low level of economic performance up to September 
1999, when the current economic upturn started (“base effect”). 
This unforeseen development allows us to revise our growth 
forecast for the Ukrainian economy for the year 2000 to 4.8%. 

During the first 10 months of 2000 the economy expanded by 
5.1% yoy. On the production side, the major source of growth was 
a steady increase in the production of goods (8.3% yoy in 10 
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months): industrial output grew by 11.9% yoy (all industries kept 
growing, except electricity, fuel and construction materials) and 
agriculture by 2.1% yoy. The highest growth was posted by 
industries oriented at the domestic market. On the expenditure 
side, private consumption remains the major source of growth 
despite the 2% yoy decrease in real wages between January and 
September. Strong export growth remains an important factor. 

In 2001 the external factors of economic growth will play a 
diminishing role. Internal structural reforms, investments into 
production capacity and market liberalisation will be crucial for 
sustaining growth. However, growth could slow down in 2001 as 
the potential for further industrial growth disappears with slower 
growth by major trading partners, persistent problems in the 
energy sector, insufficient inflow of foreign investment, and delays 
with industrial restructuring. 

Sectoral trends: Structural reform lacks consistency  

Privatisation. Income estimates from privatisation were reduced 
from UAH 9.1 bn to UAH 5.9 bn in the latest draft of the 2001 
budget. Tenders for selling six energy distribution companies 
(Oblenergos) have already been announced; the sales are 
expected to take place not later than in early spring 2001. The 
sale of the national telecom monopoly “Ukrtelecom” is planned for 
the end of 2001. In November a law concerning the privatisation 
of the successful metallurgical plant “Illyich Iron & Steel Works” by 
sale of 50%+1 share state stake to a predetermined buyer 
representing the employees of the plant was enacted. This 
decision might reduce the potential receipts from the plant’s 
privatisation when compared to an open sale, and casts doubts on 
Ukraine’s recently declared commitment to a competitive approach 
for the privatisation process. 

Energy. Poland has changed its position concerning the 
construction of a new natural-gas pipeline to Western Europe 
bypassing Ukraine. The Polish Prime Minister stated that Poland 
was open to a partnership with Russia provided Ukrainian interests 
will be taken into account.  

Agriculture. The Land Code is expected to be adopted by the end 
of the year. The process of hardening budget constraints in 
agriculture is continuing by requiring the State Company “Khlib 
Ukrainy” to pay off its debts to the state, and with several other 
decisions of the Government. However the overall agricultural 
policy remains inconsistent: one of the last channels for direct 
support of agricultural production - the State Leasing Fund – will 
benefit from expanded state funding, and questionable 
governmental programs like "Grain-2001-2004" were approved. 

External sector: Foreign trade and FDI on the rise 

With the strong growth of the industrial sector, foreign trade kept 
growing fast in September: export grew 24% yoy cum with 
chemicals and metals-equipment as leaders. Behind these figures 
there is a strong growth in Russia fuelled by high oil prices. The 
structure of imports has improved with decreases in consumer 
goods imports and a 40% yoy growth in equipment. Consequently 
there is a surplus in both the merchandise balance of USD 400 m 
and the balance of goods and services USD 2 bn according to 
Derzhkomstat. However, imports of energy and fuel are usually 
lowest during the third quarter, and for seasonal reasons they are 
expected to rise in the forth quarter. 

As of September 2000, FDI was up by 18% yoy cum, quite in 
accordance with our forecasts. We expect this year’s net FDI 
inflow to reach USD 600 m by year-end. 
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From January to October 2000 the outstanding external debt has 
been reduced by 20% to USD 10 bn. The nominal domestic debt 
rose by 36%, mainly due to the official acceptance by the Finance 
Ministry of its debt with the National Bank.  

Fiscal policy: Balanced budget approved for next year 

The shortfall in consolidated budget revenues in September was 
followed by the revenue increase in October, which revived the 
Government’s hopes to reach its balanced budget target this year. 
However, many budget articles continue to be under-spent, 
among them social expenditures and the debt service. 

On November 16 the Cabinet of Ministers submitted a revised 
version of the 2001 state budget to Parliament with changes in 
macroeconomic and budget parameters. On November 30 this 
planned budget was approved with a zero deficit, based on the old 
tax base. According to IMF methodology, it contains a deficit of 
3% of GDP. Approval of Budget 2001 is important to resume 
disbursement of IMF loans to Ukraine (USD 250 m by the end of 
2000). 

Price developments: Inflation still high, monetary 
tightening is expected 

The USD 180 m net purchases of foreign currency by the National 
Bank between October and mid-November (totalling about USD 
1.4 bn since January 2000) were not sterilised because of the 
failure to sell treasury bills at the requested price. The NBU's gross 
reserves have risen to USD 1.22 bn by mid-November. On a 
monthly basis, CPI inflation declined to 1.4% in October compared 
with 2.6% in September. In view of the 32.1% yoy price increase 
in October - mainly due to higher food and services prices - 
inflation will stay high until the end of the year, reaching 28% yoy 
in December. 

The Government further revised its main targets of monetary 
policy following the NBU’s intention to pursue a more restrictive 
monetary policy in 2001. Maintaining the assumption of 4% GDP 
rise, the yearly growth rate for the monetary base was 
downgraded from 16% to 12%, and CPI inflation from 15.4% to 
13.5% at end of the year. Still, we expect the inflation rate to 
outpace the official forecast because of inertia and an increase in 
administered prices. 

Financial markets: Hryvnia stable till the end of 2000 

The NBU continued to intervene in the interbank market in 
October and November and managed to keep the exchange rate at 
around 5.44 Hryvnia/USD. The nominal stability of the Hryvnia 
together with high inflation resulted in a real exchange rate 
appreciation that could reach up to 15% by the end of 2000. The 
current nominal stability of Hryvnia accompanied by real 
appreciation is detrimental to the current account balance over the 
medium term. The current positive goods and services balance 
may not be stable and the surplus of foreign currency reserves 
might vanish as imports outpace exports in 2001. On the other 
hand, the NBU does not want the exchange rate to depreciate, 
fearing inflationary expectations. The present NBU exchange rate 
policy is aimed at supporting raw materials and fuel imports, 
promoting Ukrainian metallurgy and chemicals exports. This 
position of the NBU and the surplus in the balance of goods and 
services makes the forecast of the Hryvnia/USD rate of 5.5 for 
December 2000 quite realistic. The NBU intends to maintain its 
focus on ensuring smooth exchange rate changes next year and 
plans to actively intervene in the currency market. 
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Economic Trends Q3 99 Q4 99 Q1 00 Q2 00 Q3 00 Jul Aug Sep Oct

GDP growth (real) % yoy na na 5.5 4.5 5.1 4.7 7.5 3.2 6.1
GDP growth (real) % yoy cum. -1.7 -0.4 5.5 5.0 5.0 5.0 5.3 5.0 5.1
Industrial production (real) % yoy 6.9 7.9 6.7 7.5 … 16.1 13.7 8.2 13.5
Agricultural production (real) % yoy cum. -1.9 -6.9 -4.9 -4.9 1.3 -5.7 0.2 1.3 2.1
CPI % yoy 26.0 18.7 25.1 27.4 31.1 31.5 30.2 31.7 32.1
PPI % yoy 38.0 17.7 19.9 22.5 20.6 22.7 19.4 19.9 20.6
Exports (gs, USD) % yoy cum. -11.6 -7.9 24.8 16.4 … 22.6* 24.5* 24.8* …
Imports (gs, USD) % yoy cum. -27.0 -19.1 19.4 19.8 … 26.1* 24.4* 17.4* …
Merchandise trade balance USD bn 0.23 -0.46 -0.43 0.24 … 0.21 0.35 0.25 …
Current account USD bn eop 0.39 -0.02 -0.21 0.49 … … … … …
Current account % GDP 4.5 -0.3 -3.5 6.8 … … … … …
Official reserves USD bn eop 1.33 1.05 0.94 0.81 1.02 0.90 1.09 1.02 …
Monetary Base % yoy eop 46.9 39.3 47.9 35.7 34.5 41.5 41.8 34.5 27.9
Lending rate (UAH, 30 days) % pa, avg 50.5 52.5 35.7 31.7 32.5 31.5 30.0 32.5 …
Exchange rate USD aop 4.46 5.07 5.47 5.44 5.44 5.44 5.44 5.44 5.44
Exchange rate EUR aop 4.68 5.12 5.28 5.15 4.76 5.12 4.92 4.76 4.76
Eurobond spread (03/07) bp eop … … … 1083 1053 1040 983 1053 1227
*Monthly figures are for merchandise exports/imports only

Key Economic Indicators 1995 1996 1997 1998 1999 2000F

Nominal GDP USD bn 37.0 44.6 50.2 41.9 30.8 31.1
GDP growth (real) % yoy -12.2 -10.0 -3.0 -1.9 -0.4 4.8
Industrial production % yoy -24.5 -0.6 -1.2 -1.7 2.2 11.0
Agricultural production % yoy -4.6 -9.5 -1.9 -9.8 -6.9 3.0
Private consumption % yoy -1.6 -9.2 0.5 2.0 1.5 6.5
CPI % yoy aop 28.2 23.6 15.9 10.6 22.7 28.5

CPI % yoy eop 181.4 39.7 10.1 20.0 19.2 27.8
PPI % yoy aop 488.9 52.1 7.7 13.2 31.5 20.9
Exports (gs, USD) % yoy -0.9 23.4 0.0 -13.4 -7.9 17.4
Imports (gs, USD) % yoy -4.0 24.2 2.0 -14.0 -19.1 16.0
Terms of trade % yoy -6.5 2.6 6.3 1.5 -10.6 2.2
Current account USD bn -1.2 -1.2 -1.3 -1.3 0.8 0.9
Current account % GDP -3.1 -2.7 -2.7 -3.1 2.7 2.8
FDI (net) USD bn 0.3 0.5 0.6 0.7 0.5 0.6
Official reserves USD bn 0.9 1.9 2.3 0.6 1.0 1.2
Fiscal balance % GDP -7.3 -4.5 -6.6 -1.9 -1.3 0.0
Total public debt % GDP 41.7 25.0 30.4 51.5 62.8 43.8
External debt (total) % GDP 27.0 20.5 19.4 38.4 51.0 31.5

Monetary base % yoy eop 132.3 38.0 44.6 21.9 39.3 26.0

Exchange rate USD aop 1.5 1.8 1.9 2.4 4.1 5.4

Exchange rate USD eop 1.8 1.9 1.9 3.4 5.1 5.5

Exchange rate EUR aop 1.9 2.3 2.1 2.8 4.4 5.0

Exchange rate EUR eop 2.3 2.4 2.1 4.0 5.1 4.8

Real exchange rate (CPI defl.) % yoy eop 32.5 31.0 9.8 -14.5 -20.1 15.5


