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Monthly Economic Monitor Ukraine 

• The Cabinet reorganisation by Prime Minister Viktor Yuschenko 
remains the issue of political debate among top state officials. 

• The power systems of Ukraine and Russia may be unified, if 
the Cabinet approves a recently signed memorandum. This 
would improve the stability of Ukrainian energy system but 
might lead to a greater dependence on Russian power supply. 

• In February industrial output growth slowed to 12.6% yoy due 
to a higher February 2000 base, resulting in lower GDP 
growth. However, good performance by the major industries is 
expected to continue in the first quarter. 

• The February 2001 CPI growth rate declined to 0.6% mom 
from 1.5% mom in January. This is the first sign that inflation 
is being kept under control. 

• Both the Ministry of Finance and the NBU are trying to revive 
the domestic debt market by offering their own instruments. 
So far, the private sector has expressed little interest. 

 
Politics: Cabinet reorganisation for efficient economic 
reforms 

Prime Minister Victor Yuschenko initiated a Cabinet reorganization 
aimed at increasing the Government’s influence over economic 
reforms and overcoming the current political crisis. He proposed to 
introduce a new minister in charge of reforms, to make the State 
Property Fund, the State Tax Administration and the State 
Customs Service accountable to the Government, and replace 
some top officials in the fuel-energy sector (Minister Serhiy 
Yermilov and NERC Chairman Oleksandr Hrydasov). The prospects 
of Yuschenko’s initiatives for resolution of the disagreements 
within the Cabinet and, thus, Government’s chances for efficient 
reform remain unclear until President Kuchma’s final decision.  

Ukraine’s Fuel and Energy Minister Serhiy Yermilov and President 
of the Russian power monopoly United Energy Systems Anatoly 
Chubais signed a memorandum to join the two countries' power 
systems. Ukraine’s Cabinet of Ministers has still to approve this 
memorandum. Connecting the two systems will increase the 
stability of Ukraine’s power system, but raises fears concerning 
Ukrainian dependence on Russian energy sources.  

Real economy: Further advances in economic 
performance require political consensus 

The GDP growth figure might slow down to approximately 6.0% 
yoy in February from 9.1% yoy in January due to lower industrial 
production growth (12.6% yoy). The peak of industrial growth 
experienced in February 2000 can explain this slowdown. Better 
economic policies, introduced by the Government, have improved 
expectations by households and businesses. The performance of 
industry is not likely to deteriorate during the first quarter. 
Consumption should continue to grow in 2001, however at a 
slower pace than in 2000. Businesses now tend to invest more 
into production capacities, thereby boosting the machinery and 
construction sectors. Negative expectations concerning a 
worsening external situation have not yet materialised and 
exporters of metallurgical products remain quite optimistic about 
the prospects of the branch in 2001. Structural reforms to 
preserve financial and price stability should now become the 
priority for policy makers. The ability of the Government to 
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implement the reforms is limited by the tensions between the 
political forces. This creates uncertainty about the sustainability of 
growth. Political consensus should be preserved to further reforms 
and to improve investor confidence.  

Sectoral trends: Warning signs in structural reforms 

Energy. Last year some success was achieved with decreasing 
non-payment and non-monetary transactions in the energy sector, 
especially after July 2000 when more controllable distributive 
accounts were introduced. As a result, the wholesale market 
received 100.7% of its power debt from the regional distribution 
companies during the second half of 2000, with 55.1% thereof in 
cash. In January 2001 this payment discipline in the energy sector 
decreased significantly. The drop of monetary payments as a 
percentage of power deliveries to distribution accounts to 37.7%, 
together with substantial decline in total payments for energy 
consumed, increased the oblenergos’ debt for consumed energy.   

Agriculture. The Government extended the value-added tax 
privileges to agricultural enterprises until 2004. The producers are 
expected to use the VAT collections for purchasing inputs. Such 
implicit subsidisation of the agricultural sector limits the 
opportunities for more effective use of the collected funds. The 
President has signed a law temporarily banning any purchase and 
sale of land ownership certificates. Only inheritance of land or 
purchase of land for government or public needs is permitted.  

Infrastructure. The Transport Ministry has announced an 
invitation to tender for building and operation of the 146 km long 
Kyiv-Vinnytsa highway linking Ukraine’s western border with Kyiv. 
The highway is planned to be completed within six years at cost of 
EUR 466 m, the concession will be granted for 49 years. So far 
only one road concession agreement has been concluded and two 
more have been announced.  

External sector: Services trade in 2000 

In 2000 the export and import of services are expected to have 
grown by 3% and 4% yoy respectively, and the service balance to 
have remained unchanged with a surplus of USD 1.4 bn. Hence, in 
2000 the goods and services balance should reach a USD 2.2 bn 
surplus, and the current account a USD 2.0 bn surplus. Concerning 
January 2001, merchandise exports are likely stay at their high 
level, growing by 10% yoy, yet imports are likely to expand faster 
at about 15% yoy for seasonal reasons. If a current economic 
growth in CIS and in the rest of the world is maintained, Ukrainian 
merchandise exports and imports might expand at 5% and 4% yoy 
in the first quarter of 2001. 

Fiscal policy: Debt burden remains high in 2001  

The debt burden on fiscal expenditures remains high this year: the 
Ministry of Finance has to pay UAH 10.6 bn and the NBU USD 558 
m on the state debt. In February a debt swap was offered to 
holders of those Eurobonds, which were not restructured in 2000 
and still preserve the conditions of the 2000 exchange.  At the 
same time the Ministry of Finance plans to borrow UAH 3.6 bn at 
the debt markets and the NBU hopes to receive USD 750 m from 
the EFF Program. The disbursement of the next tranche of the 
loan has been postponed at least until March.  

This month the World Bank (WB) disbursed USD 60 m, or 60% of 
the 3rd tranche of its Financial Sector Adjustment loan. Ukraine 
may receive USD 1.8 bn or USD 456 m during 2001-2003 
depending on compliance with the WB conditions. To get the first 
WB tranche, Ukraine will first has to solve the problems with the 
banks Ukraina and Oschadbank and some energy sector issues.  
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Monetary policy: Optimism about inflation 
performance in the first quarter 

In February 2001 the CPI inflation rate declined to 0.6% mom (or 
18.9% yoy). This large decline from 1.5% mom in January is the 
first sign that inflation is being kept under control. The beginning 
of 2001 is, without doubt, more favourable compared to 2000 
when prices rose by 10.2% in first quarter. The liberalization of 
housing and utility tariffs and a rise in food prices were the major 
cause of inflation last year, by now these effects have gone.  

Encouraged by this positive development the Government 
maintains its inflation forecast of 13.6% for 2001. The NBU 
leadership admits that inflation could reach 3 to 3.5% cum. in the 
first three months. Joint steps by the NBU and the Ministry of 
Finance to regulate money market and large repayments of 
business loans to banks defined a decrease of monetary 
aggregates in January. Still, the risk of inflation remains high due 
to recent pension rise, unpredictable energy prices and a recent 
rise in railway freight transportation charges. 

Financial markets: Demand for government securities 
remains weak 

Government debt market. Both, the Ministry of Finance and the 
NBU try to operate on their segments of government debt market. 
Operating in the primary market, the Ministry of Finance has 
borrowed about UAH 218 m through the sales of KGOs (short-
term government bills) with 3 and 6 months’ maturity. The 
primary SGOs (medium-term government bonds) auctions have 
been postponed till March. At the end of February the NBU again 
offered its own certificates of deposit for sale. 

The revival of the domestic debt market is still problematic mainly 
due to the uncertainties with Government policy, which results in 
very limited numbers of participants at the primary auctions. 
Thus, one of the main buyers of government bills was the Pension 
Fund, which invested around UAH 50 m in these instruments. The 
NBU’s attempts to sell interest-bearing government bonds 
(POVDPs) from its portfolio continued to be almost unsuccessful (a 
total of only UAH 0.2 m of POVDPs were sold since the start of 
2001). 

Foreign exchange market. The NBU’s gross foreign exchange 
reserves stood at USD 1.78 bn in February, growing from USD 
1.63 bn at the beginning of the year. Under the optimistic scenario 
the NBU estimates the gross foreign exchange reserves to be USD 
1.7 bn by the end of 2001, or USD 1.5 bn under the pessimistic 
scenario.   

During his visit to Ukraine, John Odling-Smee, the head of the 
IMF's second European department, stated that the current policy 
of a floating exchange rate is best for Ukraine. Last year the IMF 
suggested that a fixed exchange rate policy is less desirable for 
transition economies than a floating one.  

Banking sector. The banking sector experienced some positive 
trends at the start of the year: bank deposits grew by UAH 357 m, 
while average interest rates on credits declined from 37,2% to 
34.9%. Unfortunately, the decision by the Societe Generale to 
shut down its Ukrainian branch darkens this picture. Societe 
Generale Ukraine had been one of the most successful foreign 
banks and it’s closing worsens expectations for economic and 
financial development.  

Consumer and Producer Price 
Dynamics
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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 Q1 00 Q2 00 Q3 00 Q4 00 Nov Dec Jan Feb

GDP growth (real) % yoy 5.5 4.5 5.1 … 8.0 … 9.1 6.0 *
GDP growth (real) % yoy cum. 5.5 5.0 5.0 6.0 5.4 6.0 9.1 7.6 *
Industrial production (real) % yoy 6.7 7.5 13.0 … 12.6 16.5 19.5 12.6
Agricultural production (real) % yoy cum. -4.9 -4.9 1.3 9.2 2.2 7.6 0.5 0.5 *
CPI % yoy 0.0 0.0 0.0 28.9 28.9 25.8 22.1 18.9 *
PPI % yoy 0.0 0.0 0.0 20.4 20.1 20.8 17.8 16.6 *
Exports (gs, USD) % yoy cum. 24.8 16.4 20.1 … 25.9" 25.8" … …
Imports (gs, USD) % yoy cum. 19.4 19.8 16.0 … 19.3" 17.8" … …
Merchandise trade balance USD bn -0.43 0.24 0.29 0.22 0.07 -0.01 … …
Current account USD bn eop -0.21 0.49 1.30 … … … … …
Current account % GDP -3.5 6.8 13.9 … … … … …
Official reserves USD bn eop 0.94 0.81 0.83 1.63 1.22 1.63 1.72 1.78
Monetary Base % yoy eop 47.9 35.7 34.5 39.9 34.2 39.9 36.1 …
Lending rate (in UAH)** % pa, eop 35.7 31.7 32.5 31.2 32.0 31.2 … …
Exchange rate USD aop 5.47 5.44 5.44 5.44 5.44 5.44 5.43 5.43
Exchange rate EUR aop 5.28 5.15 4.76 4.72 4.65 4.88 5.10 5.01

SOURCE: Derzhkomstat, Ministry of Finance, NBU, Deutsche Bank Research, European Central Bank, own calculations
" Monthly figures applying only to merchandise exports and imports (source: Derzhkomstat)
* Forecast
** 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 32.2
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 5.0 *
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 19.0 *
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 2.0 *
Current account % GDP -3.1 -2.7 -2.7 -3.1 2.7 6.2 *

FDI (net) USD bn 0.3 0.5 0.6 0.7 0.5 0.6
Gross official reserves, net gold 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 0.7
Total public debt % GDP 41.7 25.0 30.4 51.5 62.8 44.1
External debt (total) % GDP 27.0 20.5 19.4 38.4 51.0 32.2
Monetary base % yoy eop 132.3 38.0 44.6 21.9 39.3 39.9

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, Deutsche Bank Research, European Central Bank, own calculations

NOTE: Fiscal balance is calculated by State treasury methodology (privatisation revenues included; 
Pension Fund excluded)
* Forecast


