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Monthly Economic Monitor Ukraine 

• The first step in Victor Yushchenko’s cabinet reshuffle was the 
replacement of the Fuel and Energy Minister Serhii Yermilov. 
Re-introduction of the Industrial Policy Ministry and the 
subordination of State Property Fund to Cabmin (Cabinet of 
Ministers) are still undefined. 

• Cabmin has approved its ‘Priority tasks for 2001’ to advance 
the reform agenda announced the President’s recent address 
to Parliament. Social and growth-sustainability priorities are 
the core of the program. 

• In March Parliament approved the Budget Code. It defines the 
principles and foundations of the budget system in Ukraine. 

• Ukrtelekom bought out all shares of Utel owned by AT&T and 
Deutsche Telecom, thereby consolidating 90% of Utel’s shares. 

 
Politics: First steps to reach the political consensus  

President Leonid Kuchma, Prime Minister Viktor Yushchenko and 
parliamentary Speaker Ivan Plushch claimed for reaching the 
agreement on mutual responsibility of Parliament and Cabmin and 
on keeping the present majority in the Verkhovna Rada. This is 
desirable to ensure the Rada’s ability to function smoothly and to 
pass pressing economic laws. The Government, in turn, needs 
support from the parliamentary majority to facilitate reforms. 

Following the initiatives of Victor Yuschenko on a Cabinet 
reorganisation, at the beginning of March President Kuchma 
signed a decree to dismiss Serhii Yermilov from the post of Fuel 
and Energy Minister and appointed Stanyslav Stashevskyi, who 
previously was the first deputy mayor of Kyiv. At the end of March 
Parliament adopted the first reading of the draft law subordinating 
the State Property Fund to Parliament only. The future and the 
ultimate efficiency of these changes have to be seen. 

President Leonid Kuchma has sent to Parliament an address 
broadly outlining the basic tasks for the year 2001. In accordance 
with this document the Cabmin has approved its ‘Priority tasks for 
2001’ as the further reform agenda. In general, the character of 
the Government priorities remains similar to those in 2000: 
improving the social security system and life standards and 
boosting the economic activity for sustainable economic growth. 
Also, regional development and improving state sector 
management are among the priorities.  

The debt restructuring to the Paris Club countries remains 
unresolved. The next negotiation session on this issue were 
postponed till the beginning of April. The recent political events in 
Ukraine could be among the possible reasons for the cautious 
approach of foreign creditors towards the Ukrainian debt swap 
offer. At the beginning of March a Ukrainian delegation held talks 
with the IMF, the World Bank and US Treasury representatives in 
Washington. The terms of the new financing from the IMF and the 
World Bank were not agreed. 
 
Real economy: The first quarter looks good, like the 
year 2000 

Industrial production in March may accelerate as compared to the 
February rate and reach 16.0% growth yoy, which could raise the 
first quarter result to 16.4% yoy cum. growth. In addition to last 
year’s growth leaders (food, light and wood processing industries) 
machine building maintains accelerating growth rates. The positive 

No.4 (6)
April
2001

Institute of Economic Research
and Policy Consulting

Khreshchatyk 30/1, 01001 Kyiv,
Tel. (+38044) 228-6342,
Fax (+38044) 228-6336

E-mail: institute@ier.kiev.ua
http://www.ier.kiev.ua

Real Output Growth 

0

4

8

12

16

20

Ja
n
-0

0

M
a
r-

0
0

M
a
y
-0

0

Ju
l-

0
0

S
e
p
-0

0

N
o
v
-0

0

Ja
n
-0

1

M
a
r-

0
1

Real GDP change, yoy cum.

Real Industrial Production, yoy cum.
S ource: Derzhkomstat; own forecast
* forecast

% yoy,
 cum.

*

Population: 49.4 m 
Industry/GDP: 30% 
Agriculture/GDP: 11% 
Investment/GDP: 17% 
Export destination: Russia 25%, EU 17%
Import origin: Russia 38%, EU 21%



  INSTITUTE FOR ECONOMIC RESEARCH AND POLICY CONSULTING                                                           MONTHLY MONITOR 

 

 2

tendency of gradually increasing the share of processing industries 
with a high value added component increases optimism about the 
results of the first quarter. Also, the agriculture maintains positive 
growth – though relatively low (1.6% yoy in February)  – primarily 
due to households’ own production. GDP could well post 7.0% yoy 
growth in March (7.4% yoy cum. since the start of 2001). The first 
steps to reaching a political consensus between Cabinet of 
Ministers and Parliament are positive signs towards securing 
macroeconomic stability and high real growth throughout 2001.  

Sectoral trends: Moving to the second-best solution 

Agriculture. This year the Government increased upper bound of 
budget compensation for interest on commercial credits to 
agricultural producers to 70%. In 2001 budget foresees UAH 150 
m for partial compensation of credit interest.  As of the beginning 
of the April, commercial banks have already provided about UAH 
900 m in credits under this scheme, compared with UAH 818 m 
for the whole year 2000. At the current situation such 
compensation may be the second-best solution, but in the long-
run profitability of agriculture producers has to become the main 
precondition for effective crediting of Ukraine’s agrarian sector.  

Privatisation. There is a tendency of ownership concentration in 
telecommunications. Thus, Ukrtelekom has bought all the shares 
of Utel held by AT&T and Deutsche Telecom, thereby consolidating 
90% of Utel's shares, with the remaining 10% owned by Ukraine’s 
Brokbiznesbank.  

External Sector: So far - so good 

At first glance, 2000 might seem to be the most successful year 
for Ukrainian foreign trade development. According to preliminary 
NBU estimates, Ukraine achieved a positive merchandise trade 
balance of USD 752 m for the first time since 1994. In 2000 the 
current account showed an impressive increase from 2.7% GDP to 
5.8% GDP. In January, foreign trade kept its high momentum, 
with export growing by 32.1% yoy and import shrinking 10.9% 
yoy, resulting in a positive merchandise balance of USD 90 m, 
quite a rare occurrence in the first quarter. 

Unfortunately, it seems unlikely that Ukraine can sustain this trend 
in 2001. Rapid trade expansion is usually associated with strong 
economic growth in Russia, and its growth rates are most likely to 
slip in 2001. Ukraine’s poorly diversified export is already 
hampered by a surge of antidumping investigations in the USA 
and the EU, and faces little expansion prospects, except to the CIS 
and to Middle East markets.  

Fiscal policy: Budget system to become steadier? 

On March 22, 2001 the Verkhovna Rada approved the Budget 
Code. It defines the principles and foundations of the budget 
system in Ukraine. The greater part of it is devoted to the 
fundamentals of the inter-governmental relations. However, one of 
the major problems, the large gap between the assigned 
responsibility of local governments and the actual capacity to 
finance them, was not solved. The tendency towards the 
narrowing of the revenue base of local budgets and thus greater 
dependence on the transfers from the Central budget is evident.    
Notwithstanding its drawbacks, the adoption of the Code can be 
treated as a positive step towards reforming the budget system in 
Ukraine. The Сode envisages that all laws on the basis of which 
the budget revenues for 2002 will be defined should be adopted 
by August 15, 2001. The approval of the Tax Code entirely by that 
time is highly questionable, taking into account the existing 
weaknesses. The tax policy in Ukraine continues to be 
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inconsistent. Instead of concentrating all the efforts on the tax 
reform in the country, new legislative documents on giving 
privileges to particular enterprises, industries and regions on tax 
write-offs are approved. At the same time the tax burden on the 
obedient taxpayers even increases. The new law on insurance 
tariffs, signed by the President in March, adds to this. 

Monetary policy: NBU turns to other instruments 

In March 2001 the CPI inflation rate stood at 0.6% mom (or 
17.3% yoy). Definitely, it remains controllable in first quarter 
reaching 2.7% cum. Producer prices in March even decreased by 
0.5% mom. Given a low inflation rate and the downward inter-
bank interest rate dynamics at the beginning of 2001, the NBU 
decreased its discount rate by two percentage points to 25% per 
annum on March 10. In doing so the NBU tries to enhance lending 
activity by commercial banks, especially to the agricultural sector. 
To support the liquidity of commercial banks and to help banks 
fulfill their reserve requirements, the NBU also plans to hold 
weekly tenders for refinancing commercial banks in the near 
future. Two trail tenders have been performed already.   

Financial markets: Banks make profits, but still on the 
margin 

Foreign exchange market. Since the start of 2001 the Hryvnia 
has appreciated by 0.3% from 5.435 to 5.419 UAH/USD. The 
process of slight appreciation started already in mid-December 
2000, but only in the March it became apparent that the NBU 
might allow slightly higher fluctuation of the nominal exchange 
rate as compared to June-November 2000.  

In mid-March the National Bank has developed an amendment to 
the law on privatisation that permits foreign currency privatisation 
incomes not to be converted into Hryvnia. Consequently, these 
funds will enter into the accounts of the State Property Fund and 
the Budget in hard currency without putting additional pressure on 
the domestic currency market.  

Stock market. The First Stock Trading System (PFTS) delisted 
Ukrrichflot shares, claiming that Ukrrichflot changed certain share 
parameters without informing the trading system. The State 
Securities and Stock Market Commission registered the first issue 
of the National Joint-Stock Company Naftogaz Ukrainy shares at 
face value of UAH 5,564.7 bn. Naftogaz Ukrainy issued these 
shares in the process of incorporation. 

Banking sector. In January – February 2001 the financial result 
of those commercial banks that report to the Association of 
Ukrainian Banks, was UAH 103 m. The average ROA (return on 
assets) was 0.4%. The total volume of credits in January 
decreased by 0.5% compared to the previous month, while 
population deposits rose by 1.8%. In 2000 credits and deposits 
increased by 62% and 54% yoy respectively. This year credit 
decline is the first since presidential elections in October 1999. The 
banking sector is still very weak and ineffective and cannot 
provide sufficient funds to the economy. Much of its costs are 
being imposed on its clients, as can be seen in the large interest 
rate spread.  
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Notes: 
аop аverage of the period 
avg    average 
bp  basis points 
cum.  Cumulative 
p.a.       per annum   

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 Mar

GDP growth (real) % yoy 5.5 4.5 5.1 … 8.0 … 9.1 6.2 7.0 *
GDP growth (real) % yoy cum. 5.5 5.0 5.0 6.0 5.4 6.0 9.1 7.6 7.4 *
Industrial production (real) % yoy 6.7 7.5 13.0 … 12.6 16.5 19.5 16.7 16.0 *
Agricultural production (real)% yoy cum. -4.9 -4.9 1.3 9.2 … … … … …
CPI % yoy 0.0 0.0 0.0 28.9 28.9 25.8 22.1 18.9 17.3
PPI % yoy 0.0 0.0 0.0 20.4 20.1 20.8 17.8 16.4 12.8
Exports (gs, USD) % yoy cum. 24.8 16.4 20.1 … 25.9" 25.8" 32.1" … …
Imports (gs, USD) % yoy cum. 19.4 19.8 16.0 … 19.3" 17.8" -10.9 … …
Merchandise trade balance USD bn -0.43 0.24 0.29 0.22 0.07 -0.01 0.09 … …
Current account USD bn eop -0.21 0.49 1.30 0.3 … … … … …
Current account % GDP -3.5 6.8 13.9 3.0 … … … … …
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 33.2 32.0
Lending rate (in UAH)** % pa, eop 35.7 31.7 32.5 31.2 32.0 31.2 31.3 … …
Exchange rate USD aop 5.47 5.44 5.44 5.44 5.44 5.44 5.43 5.43 5.42
Exchange rate EUR aop 5.28 5.15 4.76 4.72 4.65 4.88 5.10 5.01 4.94

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 19.6 †
Imports (gs, USD) % yoy -4.0 24.2 2.0 -14.0 -19.1 15.0 †
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 1.9
Current account % GDP -3.1 -2.7 -2.7 -3.1 2.7 5.8

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 4.9

Real exchange rate (CPI defl.) % yoy eop 32.5 31.0 9.8 -14.5 -20.1 14.3

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

† Preliminary NBU estimates


