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Monthly Economic Monitor Ukraine 

• In late December, the IMF, in recognition of the Government 
reform efforts, disbursed a credit tranche of USD 246 m to 
Ukraine according to the EFF program. 

• 6% yoy GDP increase in 2000 presents the first positive 
growth record since Ukraine gained independence in 1991. 
Industrial production grew by 12.9% yoy and agricultural 
output by 7.6% yoy. 

• The law “On Banks and Banking Activity”, which foresees a 
differentiated approach to a bank capital, was enacted. 

• Due to favourable world market conditions, the three quarter 
current account showed a surplus of USD 1.6 bn. A worsening 
world market situation might hurt Ukrainian exporters. 

• During 11 months of 2000, a Consolidated budget of about 
1.5% of GDP was achieved. Social expenditures were higher 
than in the previous years, state management expenditures 
remain considerable. 

• During 2000 Hryvnia devalued only by 4.5%. The risk of 
higher than forecast inflation in 2001 requires to look more 
closely at real currency appreciation. 

 

Politics: IMF loan disbursement  - acknowledgement 
of successful reforms and macroeconomic 
stabilisation 

The timely approval (on December 7, 2000) by the Parliament of 
the law „On the State Budget of Ukraine–2001“ and the fulfilment 
by Ukraine of other conditions resulted in the IMF disbursing a 
credit tranche of USD 246 m in accordance with the EFF program 
in late December. 

On December 21, 2000, the Parliament of Ukraine adopted a law 
abolishing Kartoteka No.2 (the priority order to pay the debts) and 
the unilateral withdrawal of money from taxpayers’ bank accounts. 
According to this law, all tax debts accumulated prior to January 1, 
2000 will be written off, while those accumulated during the year 
2000 are to be restructured over 60 calendar months. The law 
also introduces norms for determining the economic sanctions to 
be imposed on tax debtors. The new law is expected to have a 
positive influence on economic activity, since it allows companies 
to manage their finances more freely. However, it makes the 
collection of the taxes more difficult for the state, at least in the 
short run. 

Ukraine’s Prime Minister Viktor Yuschenko and Russia’s Prime 
Minister Mikhail Kasyanov have signed the gas memorandum. It 
provides a mechanism for restructuring Ukraine’s gas debt, for 
new gas deliveries to Ukraine in 2001, and for the creation of a 
special reserve quota, enabling Ukraine to call on additional 
Russian gas if necessary. 

The last working reactor of the Chornobyl nuclear power station 
was shut down on December 15. There are no technical problems 
of replacing lost generating capacity. The core of the problem is 
continuing consumption of the power by some customers without 
payment. The destroyed fourth reactor, which is now covered by a 
concrete shelter, remains a great danger. EBRD is willing to 
participate in financing of firstly stabilising the existing shelter and 
then building a second shelter over it.  
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Real economy: First positive growth since the 
independence 

Steady GDP growth continued in November (8.0% yoy) and 
December, resulting in a 6% growth for the whole year 2000, 
according to preliminary data. This result is an important 
achievement since it records the first positive growth figure for 
Ukraine since gaining independence in 1991. The previous best 
result was a 0.4% GDP fall in 1999. 

According to Derzhkomstat, the major source of growth on the 
production side was an accelerating production of goods (16.5% 
yoy in December) totalling in an industrial output growth of 12.9% 
yoy for 2000. Agriculture recorded a growth of 7.6% yoy for the 
year, compared to a 5.7% decline in 1999. As was expected, the 
greatest growth in 2000 was posted by industries oriented towards 
the domestic market (wood and paper, light, and food industries). 
These industries increased their contribution to industrial 
production growth from 37% to 43% in 2000 as compared to 
1999. And the part of the heavy industries in the production 
growth fell drastically from 60% to 33.3%. Metallurgy grew by 
20.7% yoy due to favourable external situation. On the 
expenditure side, private consumption grew by 7.7% yoy during 
the first 9 months of 2000 and remained the major source of GDP 
growth. Fixed capital investment rose by 9.1% yoy in the same 
period but its contribution to GDP growth remained below 20% 
share for all factors. Exports of goods and services outpaced 
imports for the whole year regarding growth rate and volumes, 
resulting in a positive contribution to GDP growth. 

According to Government’s estimates, GDP will grow by more than 
4% in 2001. The evidence of worsening external conditions for 
Ukrainian exporters can already be observed: Ukrainian exports, 
which contain a large share of price-sensitive semi-finished 
products, remain very exposed to a fall in world prices. 
Recognising the bad financial condition of enterprises, the 
Government’s efforts should be concentrated on improvement of 
their financial discipline. Facilitating domestic savings and 
productive investment, structural reforms (especially of the 
monopolies within the energy sector), and reforms in the state 
sector management should help to sustain economic growth. 

Sectoral trends: Further advances in the structural 
reforms  

Privatisation. The Government has continued to restructure 
Ukreximbank and Oschadbank, the last two 100% state owned 
banks. Privatisation proposal for Ukreximbank foresees keeping 
50% plus 1 share in state hands. Russia’s Vnesheconombank, with 
which a cooperation agreement has recently been signed, has 
expressed an interest. Oschadbank has plans for reorganizing its 
structure in cooperation with TACIS and ING Bank.  

Energorynok and six power-distribution companies (Oblenergos), 
subject to sale at the beginning of 2001, have not settled the 
agreements on debt restructuring yet. The Oblenergos have not 
accepted the restructuring conditions proposed by Energorynok. 
Failure to sign these agreements might have a negative impact on 
the attractiveness of these objects for potential buyers. 

Energy. Deputy Prime Minister Yulia Tymoshenko has presented 
plans for further governmental reforms in the coal market. They 
propose the sale of coking coal via options; the control of mines’ 
payments by a government appointed bank; the sale of profitable 
or potentially profitable mines, and the introduction of new 
management for the reminder. The selection process will be 
organized through tenders for business development plans. These 
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are the first steps, which in the long run may lead to economic 
recovery of the coal sector. 

Banking. The Law “On Banks and Banking Activity” has been 
enacted; it foresees a differentiated approach to bank capital. 
Minimum required capital is to be proportional to the chartered 
types of banking activity. Unclear formulations such as “doubtful” 
client’s operations and the right of wide range of state authorities 
to obtain the confidential information are the weaknesses of the 
law. Another important event concerning monetary policy was the 
promulgation of a decree that allows individuals to open accounts 
abroad. Changes in the foreign exchange market regulations made 
possible for banks the trade in more than one currency on the 
same day. Although this last regulation makes trades more 
convenient, it still does not allow taking open positions and 
generally maintains the NBU policy of preventing speculative 
actions by banks. 

External sector: Significant current account surplus 
expected in 2000 

Ukrainian exporters took full advantage of favourable conditions 
prevailing in world commodity markets in the forth quarter of 
2000. In October and November merchandise exports stabilised at 
the September level, resulting in a 26% yoy growth for the first 
ten months. Surprisingly, merchandise imports were lagging 
behind, expanding only at 18.3% - a new trend that commenced 
in September. Trade in services fluctuated little throughout the 
year, and by the end of 2000 overall export and imports of goods 
and services are expected to have grown to 20% and 16% yoy 
respectively. Owing to such a good export performance, the 
current account showed a three quarter surplus of USD 1.6 bn and 
a trade balance of USD 1.7 bn. The good export performance also 
allows forecasting a higher current account surplus in 2000 than in 
1999, possibly reaching USD 2.25 bn, with a trade balance surplus 
of USD 2.1 bn, provided that the present trend in overall exports 
and imports is maintained.  

However, the world market situation might change during the first 
half of 2001. Prices for metallurgical and chemical products are 
likely to stay low in the first quarter of 2001 and are expected to 
recover slightly only in the second half of the year. Also exporters 
face antidumping investigations and fierce competition from 
Russian producers who sell products at lower prices. Directors of 
metallurgical enterprises started lobbying for the continuation of   
preferential tax regime for these enterprises till January 2002. 
Hence, we expect a slowdown of Ukrainian exports by the end of 
the first half of 2001, with a gradual recovery in the second.  

Although cumulative FDI for January to September 2000 recorded 
an impressive growth rate of 35% yoy and reached USD 410 m, it 
will hardly reach 1998 levels.  

Fiscal policy: Consolidated budget surplus reached 
1.5% of GDP, social expenditures under-executed  

During 11 months of 2000 a Consolidated budget surplus of about 
1.5% of GDP has been achieved. Notwithstanding the fact that the 
central government performs less well than local administrations 
in achieving budgeted goals, the planned Consolidated budget 
revenues were fulfilled by 100.6%. However, revenue targets for 
VAT, EPT, import duty, gas transit fee, and privatisation receipts 
were not met. Regarding expenditures, a shift in the governmental 
priorities is evident: social expenditures have been higher than in 
the previous years, such expenditures as industry, energy and 
agriculture were below budget, though state management 
expenditures remained high. Debt service is among the worst 
executed budget articles (67%). 
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External debt payments have been mainly to the IMF this year. As 
a result, Ukraine’s debt to the IMF has been reduced by about 
30%. Total state debt of Ukraine went down by USD 1.44 bn and 
amounted to USD 13.87 bn as of November 2000. Despite these 
achievements, the country’s credit rating for 2000 according to 
Moody’s international rating agency is one of the lowest – Caa1. 

It became clear in December that reform of inter-budget relations 
failed in 2000 despite the Government’s promise to divide the 
revenues between the regions and the Central Government as 
transparently as possible. 

Price developments: Government inflation forecast 
for 2000 is outpaced, disinflation efforts to be made 

The monthly CPI inflation increased to 1.6% in December after 
falling to 0.4% in November. This seasonal increase has taken 
place in previous years, too. As a result, consumer prices rose by 
25.8% yoy in 2000. The inflation rate for this year exceeded the 
rate forecast by the Government. This is mainly due to 
liberalisation of the agricultural market, higher housing-communal 
tariffs, and considerable money creation that was only partially 
sterilised. The 20.8% per annum increase in producer prices is 
attributed mainly to higher prices in the fuel, chemical and food 
industries (25.3-35.5% on average). The Government hopes to 
keep inflation to 14% in 2001. We expect the inflation rate to be 
high in the first quarter because of price inertia and seasonal 
effects. One of the problems for the monetary authorities in 2001 
may remain the sterilisation of the money supply stemming from 
purchases of dollars by the NBU in the foreign exchange market. 

Financial markets: Hryvnia stable, depreciation of 
only 4.5% took place in 2000 

Foreign currency market. Hryvnia remained stable at a level of 
5.43 UAH/USD with a slight revaluation taken place. During all of 
2000, the supply of dollars was mainly determined by the trade 
surplus and foreign currency inflow due to privatisation. The NBU 
was able to buy up excess supply, directing Hryvnia emissions into 
the currency market. This situation allowed foreign debt 
obligations to be fulfilled in 2000 and the NBU gross foreign 
currency reserves since the beginning of the year to be increased 
by 34% to USD 1.6 bn. As was stated by the NBU, the main 
targets for the next period would be maintaining a stable 
exchange rate, increasing foreign reserves and redeeming state 
debt. If last year’s problem with too fast money supply growth and 
resulting inflation repeats in 2001, the NBU should ensure smooth 
exchange rate changes and monitor closely the Hryvnia’s real 
exchange rate. 
Stock market. The December volume of trades at the PFTS (the 
largest Ukrainian stock market) doubled since November, reaching 
USD 60 m; trading for the whole year was 1.5 times that of 1999. 
Despite this rise and some other positive changes, low 
capitalisation and market activity do not attract serious players to 
the market. 
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Notes: 
аop аverage of the period 
avg    average 
bp  basis points 
cum.  cumulative 
eop end of the period 
gs  goods and services 
mom  month over month change 
yoy  year over year change 

Economic Trends Q4 99 Q1 00 Q2 00 Q3 00 Aug Sep Oct Nov Dec

GDP growth (real) % yoy na 5,5 4,5 5,1 7,5 3,2 6,1 8,0 …
GDP growth (real) % yoy cum. -0,4 5,5 5,0 5,0 5,3 5,0 5,1 5,4 6,0
Industrial production (real) % yoy 7,9 6,7 7,5 13,0 13,7 8,2 13,5 12,6 16,5
Agricultural production (real) % yoy cum. -6,9 -4,9 -4,9 1,3 0,2 1,3 2,1 2,2 7,6
CPI % yoy 18,7 25,1 27,4 31,1 30,2 31,7 32,1 28,9 25,8
PPI % yoy 17,7 19,9 22,5 20,6 19,4 19,9 20,6 20,1 20,8
Exports (gs, USD) % yoy cum. -7,9 24,8 16,4 20,1 24.5* 24.8* 25.7* 25.8* …
Imports (gs, USD) % yoy cum. -19,1 19,4 19,8 16,0 24.4* 17.4* 20.7* 19.3* …
Merchandise trade balance USD bn -0,46 -0,43 0,24 0,29 0,35 0,25 0,13 0,07 …
Current account USD bn eop -0,02 -0,21 0,49 1,30 … … … … …
Current account % GDP -0,3 -3,5 6,8 13,9 … … … … …
Official reserves USD bn eop 1,05 0,94 0,81 1,02 1,09 1,02 … 1,22 1,63
Monetary Base % yoy eop 39,3 47,9 35,7 34,5 41,8 34,5 28,0 … …
Lending rate (in UAH)** % pa, avg 52,5 35,7 31,7 32,5 30,0 32,5 31,6 32,0 …
Exchange rate USD aop 5,07 5,47 5,44 5,44 5,44 5,44 5,44 5,44 5,44
Exchange rate EUR aop 5,12 5,28 5,15 4,76 4,92 4,76 4,63 4,65 4,88
Eurobond spread (03/07) bp eop … … 1083 1053 983 1053 1227 … …

SOURCE: Derzhkomstat, NBU, Deutschebank Research, European Central Bank, own calculations
*Monthly figures are for merchandise exports/imports only (source: Derzhkomstat)
** Weighted average for different maturities (source: NBU)

Key Economic Indicators 1995 1996 1997 1998 1999 2000 *

Nominal GDP USD bn 37,0 44,6 50,2 41,9 30,8 31,2
GDP growth (real) % yoy -12,2 -10,0 -3,0 -1,9 -0,4 6,0
Industrial production % yoy -24,5 -0,6 -1,2 -1,7 2,2 12,9
Agricultural production % yoy -4,6 -9,5 -1,9 -9,8 -6,9 7,6
Private consumption % yoy -1,6 -9,2 0,5 2,0 1,5 7,5 *
CPI % yoy aop 28,2 23,6 15,9 10,6 22,7 28,2

CPI % yoy eop 181,4 39,7 10,1 20,0 19,2 25,8
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 20,0 *
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 2,25 *
Current account % GDP -3,1 -2,7 -2,7 -3,1 2,7 7,2 *

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 1,6
Fiscal balance % GDP -7,3 -4,5 -6,6 -1,9 -1,3 1,0 *
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 32,6 *

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 5,4

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 14,4

SOURCE: Derzhkomstat, NBU, Deutschebank Research, European Central Bank, own calculations


