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Monthly Economic Monitor Ukraine
•  The formation of the Cabinet of Ministers was completed with the

appointment of Oleksandr Shlapak as Minister of Economy.

•  The real GDP grew by 9.1% yoy cum. (9.2% yoy in June) during
the first half of 2001 with the highest growth of value-added
occurring in the manufacturing industry, in construction, and in
the wholesale and retail trades.

•  The President vetoed a new law on the Ukrainian electricity
market that could replace existing pool-model by a system of
‘bilateral contracts’.

•  The real revaluation of the hryvna has not seriously affected the
growth of exports despite the misgivings of exporting companies.

•  Ukraine successfully restructured USD 580 m debt to the Paris
Club of creditors.

•  The National Bank of Ukraine revoked the license of Bank
“Ukraina” and initiated its liquidation.

Politics: Oleksandr Shlapak became new Minister of
Economy

In July the formation of the Cabinet of Ministers was finally
completed with the appointment of Oleksandr Shlapak, ex-Deputy
Minister of Economy, to the position of Minister of Economy.
Meanwhile, Prime Minister Anatoliy Kinakh has announced that a
Ministry for EU Integration will not be created in the foreseeable
future. Instead, a new cabinet committee will be created to co-
ordinate the activities of the public authorities concerned with
integration into the EU and other international organisations, such
as the WTO.

Thirteen of the 14 state secretarial positions (second senior
positions in Ukrainian ministries introduced by the President in May)
have been filled. One vacant position remains at the Ministry of Fuel
and Energy. Also, Leonid Kuchma decided not to introduce state
secretary positions at the Internal Affairs and Defence Ministries.

The Ukrainian government and the World Bank agreed on all
conditions for the Programmatic Adjustment Loan (USD 750 m for
20 years with a five-year grace period). Disbursement of the first
tranche (USD 250 m) of PAL1 is expected after the loan has been
approved by the WB Board of Directors in September. However, the
International Monetary Fund’s (IMF) earlier decision to resume the
EFF program could well influence the PAL1 approval. According to
the Ministry of Finance, Ukraine has met the major part of the IMF
terms, excluding budget questions. The IMF Executive Board will
review Ukraine’s situation in September as well.

Real economy: Growth was sustained over the first half
of the year

The growth of the Ukrainian economy has been sustained over the
first half of the year. According to Derzhkomstat, the real GDP
increased by 9.1% yoy cum. (9.2% yoy in June) between January
and June. The highest value-added growth occurred in the
manufacturing industry (23.2% yoy cum.), in construction (8.5%
yoy cum.), and in the wholesale and retail trades (13.5% yoy cum.).

The slowdown of industrial production growth to 18.5% yoy cum. for
January to June is attributed to a 1.6% mom cutback in industrial
output due to production reductions in the metallurgical, extractive,
chemical & petrochemical, and coke production industries. At the
same time, year-on-year cumulative growth in these industries
remained high: metallurgy – 15.7% yoy cum., extractive – 5.1%
yoy cum., coke production – 54% yoy cum. Agricultural production
grew by 5.8% yoy cum., even though slower than in the previous
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months. The slowdown of the growth rates might be a seasonal
phenomenon; however, to sustain further growth requires that the
structural reforms be accelerated, including introduction of the new
tax and civil codes. Despite the overall growth of the economy, still
only 52% of Ukrainian enterprises were profitable between January
and June.

The increasing domestic absorption as well as a high external
demand maintain the ongoing growth. Real monetary income of the
population increased by 7.8% yoy cum. from January to May,
including a 15.3% yoy cum. growth of real wages further promoting
economic growth.

Sectoral trends: President vetoed new energy sector
regulations that could negatively affect the economy

Energy sector. The President vetoed a new law on the performance
of the wholesale electricity market, which had been adopted by the
Ukrainian Parliament. This law envisaged replacement of the
existing pool-model by a system of ‘bilateral contracts’. Although
fairly liberal, this system could negatively affect the Ukrainian
economy in the foreseeable future because it would likely cause a
decrease in market transparency, increase barter transactions and
lower the supervisory body’s regulatory power. If this law had been
implemented, its enforcement would have required establishing a
complex new legal system, and would have made the earlier
investments into the performance of the pool-model obsolete.

If the President were to sign the new law on moratoria of sales of
any company property with more than 25% state ownership,
including energy companies (up till now, that was true for all non-
privatised energy companies), this would not only stop so-called
“cold privatisations’ (partial transfers of energy company property to
creditors for debt redemption), but would also stop the privatisation
process completely for the time being. Foreign investors might
interpret the moratorium as a negative signal, again lowering the
government's credibility concerning energy company privatisation.

Agriculture. The Ukrainian Parliament approved some amendments
to the 2001 budget that envisage the supply of an additional UAH
125 m of budget funds to agricultural producers to partially
compensate for interest on commercial bank loans. This is the third
“subsidy” to the agricultural sector in 2001 after UAH 150 m
included in the 2001 budget, and earlier budget amendments
amounting to UAH 125 m.

Privatisation. Between January and June, the state received UAH
1.77 bn from privatisation (compared to a planned UAH 2.6 bn),
amounting to 30% of the annual target. Considering the great
likelihood that the planned receipts for 2001 will not be reached -
due to possible postponements of the privatisations of Ukrtelecom
and power distribution companies (oblenergos) - the Cabinet of
Ministers decided to put blocking stakes in 12 enterprises on the
market. Still, the chances of meeting the annual target remain
rather weak.

External Sector: Steady growth of exports is
accompanied by slight increase in imports

Merchandise trade posted a USD 421 m surplus for January to May
2001 against a USD 536 m deficit for the same period in 2000. A
massive 20.6% yoy increase in exports and a slight 2.6% yoy rise in
imports caused the surplus. The growth in imports reversed the
previous four-month tendency of decrease, which was mainly due to
the temporary suspension of gas imports from Turkmenistan. Higher
import growth rates are anticipated until the end of the year due to
renewed purchases of gas and a stronger internal import demand
supported by the real revaluation of hryvna. At the same time, the
hryvna's real revaluation has so far not significantly affected the
Ukrainian exports despite the misgivings of exporting companies.

Merchandise Trade Dynamics
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An increase in exports of final goods produced from give-and-take
materials (by 30.8% yoy) led to positive structural changes in
Ukrainian foreign trade.  These goods reached 11.7% of the total
export volume. A gradual rise of the value-added in exports could
help to raise confidence in Ukraine's economic growth.

Fiscal policy: USD 580 m debt to the Paris Club was
restructured

Ukraine’s USD 580 m debt to the Paris Club of creditors was
successfully restructured by the Ministry of Finance for 12 years with
a three-year grace period. This event launched preparations for the
restructuring of the debt to Turkmenistan (USD 270 m).

The revenues for the first half of fiscal 2001 constitute 97.3% of the
targeted level, notwithstanding low privatisation receipts and the
absence of international credits. Nevertheless, the government is
striving to avoid budget cuts obliging ministers to recover almost
UAH 1.4 bn in tax arrears. Following the IMF critique of the current
budget unbalance, the government intends to create a specialised
fund in the 2002 budget to reduce unexpected budget fluctuations.

Tax reforms seem to have reached a deadlock. The attempt to adopt
at least the “small” tax code in order to prepare Budget-2002 on the
new tax base has failed.

Monetary policy: National Bank resumed sterilization of
hryvna through POVDP market

According to the National Bank of Ukraine (NBU), the monetary base
grew by 13.8% cum. (29.3% yoy) and the money aggregate M3 by
13.5% cum. (29.4% yoy) through July 20. The ongoing purchases
of dollars by the NBU on the inter-bank foreign currency exchange
market were sterilised by large-scale sales of the POVDP that
amounted to almost UAH 500 m. The use of this instrument is the
only sustainable way to sterilise money creation deriving from
foreign exchange interventions. It marks a further step in the right
direction towards the goal of long-term price stability proclaimed by
the NBU.

The July inflation rate of -1.7% mom was mainly due to a 2.7%
mom reduction in food prices. Since the beginning of 2001 the
inflation has risen by 3.5% cum. (9.9% yoy). If the inflation rate
stays below an average 1.6% mom till the end of 2001, it will not
reach the 12.3% yoy level of the official forecast.

Financial markets: The liquidation of Bank "Ukraina"
has been started

Banking sector. The NBU revoked the license of Bank “Ukraina”
and initiated its liquidation, aiming to complete it within 2 to 3
years. The Bankruptcy Agency was named as liquidator and began
to receive claims from bank creditors. At this time, private deposits
in Bank "Ukraina" amount to UAH 271 m, farmers’ deposits UAH
80m, and budget funds UAH 100 m. The Deposit Insurance Fund
signed an agreement with Oschadbank (the State Savings Bank),
assigning the latter as the refunding agent for guaranteed deposits.

Government debt market. Taking into account the strong
economic growth in Ukraine, the international financial institution
Merrill Lynch upgraded its recommendations on Ukrainian
eurobonds, which currently have a yield of around 24% p.a.

Foreign exchange market. The NBU kept accumulating foreign
exchange reserves, which stood at USD 2 bn gross towards the end
of July. Using the large foreign currency inflows from exports, the
NBU bought around USD 1 bn since the beginning of the year. Part
of these funds went to external debt payments, while the rest
allowed the NBU to significantly increase foreign exchange reserves
in 2001. Although the National Bank now faces the difficult choices
of real appreciation and the need for external debt payments, the
IMF has positively evaluated its foreign exchange policy.

Official Hryvnia Exchange
 Rates, aop
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Notes:
aop average of the period
avg   average
bp basis points
cum. cumulative
mom      month over month change

p.a.       per annum
eop end of the period
gs goods and services
yoy year over year change

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 5.8
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 9.2
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 20.8
Exports (gs, USD) % yoy -0.9 23.4 0.0 -13.4 -7.3 20.3
Imports (gs, USD) % yoy -4.0 24.2 2.0 -14.0 -19.1 18.9
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 eop 41.7 25.0 30.4 51.5 62.8 44.1
External debt (total) % GDP eop 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 12.9

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

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

Economic Trends Q2 00 Q3 00 Q4 00 Q1 01 Q2 01 Apr May June July

GDP growth (real) % yoy 4.5 5.1 8.9 7.7 9.2 10.8 10.9 9.2 …
GDP growth (real) % yoy cum. 5.0 5.0 5.8 7.7 9.1 8.5 9.0 9.1 …
Industrial production (real) % yoy cum. 7.5 13.0 12.9 17.4 18.5 18.4 18.8 18.5 …
Agricultural production (real) % yoy cum. -4.9 1.3 9.2 6.1 5.8 6.0 6.1 5.8 …
CPI % yoy eop 30.3 31.7 25.8 17.3 11.6 17.0 15.1 11.6 9.9
PPI % yoy eop 22.6 19.9 20.8 12.8 9.4 10.8 10.1 9.4 …
Exports (gs, USD) % yoy cum. 8.9 13.3 20.3 15.8 … 21.1" 20.6" … …
Imports (gs, USD) % yoy cum. 19.8 16.0 18.9 -5.4 … -2.1" 2.6" … …
Merchandise trade balance USD bn cum. 0.39 0.72 0.22 0.24 … 0.39 0.42 … …
Current account USD bn eop 0.49 1.30 0.29 0.28 … … … … …
Current account % GDP 6.8 13.9 3.0 3.5 … … … … …
Official reserves, excl. gold USD bn eop 0.81 0.83 1.35 1.40 … 1.49 … … …
Monetary Base % yoy eop 35.7 34.5 39.9 33.1 35.4 32.9 29.5 35.4 29.4 †

Lending rate** % pa, aop 31.7 32.5 31.2 31.3 … 27.8 26.3 … …
Exchange rate (official) USD aop 5.44 5.44 5.44 5.43 5.41 5.42 5.41 5.40 5.37
Exchange rate (official) EUR aop 5.15 4.76 4.72 5.01 4.73 4.82 4.76 4.61 4.62

SOURCES: 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)
† Data as of July 20, 2001


