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Monthly Economic Monitor Ukraine 
• Parliament passed the new Land Code, which permits agricultural 

land trading starting from 2005.  

• Ukraine restructured a USD 1.4 bn gas debt for consumed 
Russian gas. Key terms of the agreement are a 12 years 
restructuring period, a 3-year grace period and a LIBOR +1% 
interest rate. 

• Real GDP growth reached 9.3% yoy for the first nine month of 
2001. The fact that the GDP in September grew at a lower rate 
than in previous months is explained by changing a distribution 
of harvest collection this year.    

• U.S. and Poland terminated a number of anti-dumping 
procedures against Ukrainian metallurgical companies, which is 
likely to improve export outlook. Meanwhile, exact share of 
metallurgical exports, released from investigations is still not 
clear. 

• Due to negative expectations by traders concerning bankruptcy 
processes against energy companies, the PFTS stock market 
index in October fell to the lowest level for the whole year, 
contrary to expectations for a long-hoped rally.  

Politics: A month of crucial decisions 

On October 25, in spite of strong opposition by the Communist 
Party, Parliament passed the long-awaited new Land Code. The 
Code legalises the trade of agricultural land, although foreseeing a 
moratorium untill the year 2005. Individuals will not be able to own 
more than 100 hectares of land until year 2010; also, a land parcel 
cannot be included in the statutory fund of an enterprise until 2005. 
The Land Code also establishes that foreign physical persons and 
legal entities can’t own agricultural land; however, they have the 
right to own land on which their enterprise are located. 

The Ukrainian and Russian governments signed an agreement 
concerning the Ukrainian debt for consumed Russian gas and 
Ukrainian guaranties of the Russian gas transit to Europe. The new 
agreement envisages restructuring of the NAK Naftogaz Ukrayiny 
debt in the amount of about USD 1.4 bn over the next 12 years, 
including a 3-year grace period and a flexible interest rate equal to 
LIBOR +1%. The amount of gas that Ukraine obtains as payment for 
transit services will serve as collateral for the NAK Naftogaz 
Ukrayiny debt payments. The agreement also foresees a gradual 
increase of the share of Gazprom’s hard currency payments to NAK 
Naftogaz Ukrayiny for gas transit. Currently all payments for this 
service are made in gas. The agreement will come into force only 
after its ratification by the Ukrainian Parliament. The major expected 
stumbling block is the restriction on Ukrainian gas exports. This is 
the third Ukrainian debt restructuring agreement for consumed gas 
since independence. 

Parliament finally arrived at consensus with the President on the 
Election Law. On October 30, President Leonid Kuchma approved the 
new version of the Law, the fifth this year. Members of Parliament 
agreed to reduce the lengths of election campaigns from 170 days 
to 90 days. However, they replaced collection of signatures for 
candidate registration, stipulated in the effective Law, by money 
deposits.  

On October 18, Parliament postponed first reading of the Law on the 
Central Budget of Ukraine for 2002. This decision was made when 
neither the government’s nor parliament’s versions of the draft 
budget could muster sufficient votes by the deputies. The major 
suggestion of the Parliament’s Budget Committee was to increase 
budgeted revenues by UAH 13.9 bn. 
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Real economy: Change in distribution of harvest this 
year led to lower statistical growth rate in September  

Within the first nine month of 2001 the real GDP in Ukraine grew 
9.3% yoy. In September, the real GDP increased by only 0.1% yoy, 
this being the smallest increase since the beginning of the economic 
recovery. Main reason for such minor growth is the distribution of 
harvest yield: this year almost all harvest of grain was reaped in 
August, while collection of sugar beets and sunflower seeds was 
delayed till October due to bad weather, resulting in negative 
agricultural production rate in September 2001 to September 2000. 
Still, in cumulative terms, agricultural production grew by nearly 9% 
in January-September compared to almost 27% in January-August 
2001. The rates of growth in other sectors of economy remained 
stable.  

Sectoral trends: The target for privatisation receipts in 
2001 was revised downwards  

Privatisation. The State Property Fund has revised its 2001 
forecast for privatisation receipts down to UAH 3.3 bn from the 
planned UAH 5.9 bn, due to a sharp decrease in state revenues from 
privatisation. During January-October 2001 the state received only 
46% of receipts, planned for this period. 

Energy sector. Between July and September 2001 the payments 
for consumed energy resources (including cash payments) reached 
substantially higher levels than in previous periods. Thus, total 
payments for natural gas amounted to 92.7%, while the oblenegos 
payments to the wholesale electricity market reached 77.7%. To 
underline the need for improved payment discipline, the oblenergos 
disconnected some large debtors (among which were Ukrzaliznytzya 
and some water supply companies) for short periods of time.  

Agriculture. Agricultural producers received about UAH 3 bn of 
credits in January-September 2001 and around 20% of the due 
payments were made by the end of September. Although repayment 
of the remaining part is expected to be done as agricultural 
producers will sell more of the harvest, this year commercial banks 
have more problems with getting back their credits due to lower 
revenues in agriculture. The repayment rate for the UAH 815 m of 
credits provided to the agricultural sector in 2000 was about 96%. 

External Sector: The steel industry sees relief in anti-
dumping procedures 

During the first eight months of 2001, the import of goods to 
Ukraine grew by 12.3% yoy, while export showed a remarkable 
16.8% yoy increase. The positive merchandise balance amounted to 
USD 626 m. Unlike in 2000, when improvement in export 
performance was due mostly to metallurgical products, this year’s 
impressive export growth was mainly caused by machine-building 
products, while metallurgical and agricultural products took second 
and third places respectively. The merchandise trade surplus 
declined slightly in comparison to the previous period due to 
procedural changes in VAT collection introduced by Russia in July. 
This caused unusually big volumes of exports prior to that date and 
consequent reduction in the subsequent months. Hence, the trend in 
Ukrainian merchandise trade may not yet have worsened.  

Despite the expected negative effect of hryvnia real appreciation 
and the decreased overall world demand for metal products, the 
Ukrainian metallurgical enterprises see new opportunities for 
increasing their exports. Both the US Commission for International 
Trade and Poland's Economy Ministry decided to halt several anti-
dumping investigations on steel products import from Ukraine. Also, 
Ukraine’s Economy Ministry reached a preliminary agreement with 
the European Commission on extending the present quotas for 
Ukrainian-made metallurgical imports to the EU countries for the 
next three years. 
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Fiscal policy: Fiscal revenues remain high 

For the first nine months of the year, the Consolidated fiscal surplus 
amounted to 0.9% of GDP (1.2% of GDP over nine months of 2000). 
Consolidated fiscal revenues grew by 18.5% in nominal terms, or by 
9.2% in real terms, as compared with the corresponding period of 
2000. While non-VAT revenues were growing, the VAT collection as 
a share of GDP has declined further. Among the possible 
explanations are problems with the VAT administration, ineffective 
tax refund procedure by the state, tax avoidance and fraud, tax 
privileges and write-offs.  

In September 2001 the Cabinet of Ministers also allowed cash 
mutual settlements for ore-mining, metallurgical enterprises and the 
energy companies, which is not consistent with the prohibition of 
mutual settlements according to Budget 2001 and may lead to lower 
collection of revenues.  

Monetary policy: The government’s debt to the NBU is 
again in the spotlight 

The National Bank of Ukraine opposes the Cabinet of Ministers’ 
proposal on a partial restructuring of the government’s foreign 
currency denominated debts to the NBU in 2002. The NBU argues 
that restructuring could undermine the government’s reputation and 
hurt the NBU’s ability to conduct monetary policy. In turn, the NBU 
proposes the government should exploit economic recovery, cut 
privileges, strengthen budget revenue collection, and improve 
budget discipline. In the face of the NBU strong stand, the Finance 
Ministry introduced its proposal into a draft of the 2002 Budget Law. 
Thus, if the Parliament passes the budget Law, the NBU would be 
forced to restructure the debt. 

According to NBU information, in Ukraine the replacement of 12 
European currencies (for the most part DEM) by the euro will be 
organized through authorised commercial banks. The exchange rate 
will be equal to the officially fixed exchange rate of the European 
Central Bank plus a commercial banks commission. The mandatory 
Pension duty (1% of the purchased amount of foreign currency) will 
not be applied. To ease the exchange, the NBU recommends 
opening bank accounts in those EU currencies that will be replaced 
by the euro. This step should also help to reduce transfer costs and 
assure a sufficient supply of euro in the country. 

The monetary base grew by 47.6% yoy in October. However, the 
rate of inflation was fairly low at the level of 6.0% yoy contributing 
to 3.9% cum. since the beginning of the year. CPI inflation rate in 
2001 should be safely below the officially forecasted 12.3% yoy eop 
if no risk factors like significant increase in electricity tariffs occur. 

Financial markets: Share price index slumped in the 
wake of bankruptcy process against energy companies 

Stock market. The PFTS stock exchange index declined by 17% 
since the beginning of the month and bottomed the lowest level for 
the whole year. The start of bankruptcy procedure against 
Dniprenergo, fueled by expectations that this process could spill 
over to other energy companies, was the main reason for such 
sharp decline.    

Banking sector. 24 commercial banks agreed to join the common 
register of delinquent borrowers, which was created last year by the 
National Bank of Ukraine. The prime features are voluntary 
participation of commercial banks and limited database access for 
authorised banks representatives only. A detailed legal basis needs 
still to be elaborated. Although the common register could help 
commercial banks to diminish costs of identifying bad borrowers and 
lower interest rate spread, some commercial banks are reluctant to 
provide information about their clients and reveal the full extent of 
the bad credits on their balance sheets. According to the NBU, the 
share of bad credits was 6.6% by September 2001, declining from 
16.4% for the last year and 25.2% in 1999.    
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 Notes: 
 aop average of the period  
 avg    average  
 bp  basis points 
 cum.  cumulative 
 mom    month on month change 

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

 

Economic Trends Q3 00 Q4 00 Q1 01 Q2 01 Q3 01 Jun Jul Aug Sep Oct

GDP growth (real) % yoy 5.1 7.9 7.7 10.3 10.0 9.2 17.4 12.4 0.1 …
GDP growth (real) % yoy cum. 5.5 5.8 7.8 9.1 9.3 9.1 10.5 10.8 9.3 …
Industrial production (real) % yoy cum. 11.8 12.9 17.4 18.5 16.6 18.5 17.9 16.9 16.6 …
Agricultural production (real) % yoy cum. 6.8 9.8 6.1 5.8 9.0 5.8 26.5 27.7 9.0 …
CPI % yoy eop 31.7 25.8 17.3 11.6 7.3 11.6 9.9 9.6 7.3 6.0
PPI % yoy eop 19.9 20.8 12.8 9.4 5.9 9.4 7.9 7.1 5.9 3.8
Exports (gs, USD) % yoy cum. 20.1 20.3 15.1 16.0 … 21.7'' 19.9'' 16.8'' … …
Imports (gs, USD) % yoy cum. 16.0 18.9 3.1 12.3 … 7.4'' 8.7'' 12.3'' … …
Merchandise trade balance USD bn cum 0.62 0.78 0.16 0.44 … 0.59'' 0.73'' 0.63'' … …
Current account USD bn cum 1.19 1.48 0.28 0.85 … … … … … …
Current account % GDP 9.7 3.0 3.5 5.0 … … … … … …
Official reserves, excl. gold USD bn eop 0.83 1.35 1.40 … … … … … … …
Monetary Base % yoy eop 34.5 39.9 33.1 35.4 37.2 35.4 30.2 32.5 37.2 47.6
Lending rate on UAH credits * % pa, eop 39.7 37.3 33.8 32.1 30.7 32.1 31.1 31.7 … …
Exchange rate (official) USD aop 5.44 5.44 5.43 5.41 5.35 5.40 5.37 5.35 5.33 5.31
Exchange rate (official) EUR aop 4.93 4.73 5.02 4.73 4.76 4.61 4.62 4.81 4.87 4.81

SOURCES: Derzhkomstat, Ministry of Finance, NBU, Deutsche Bank Research, European Central Bank, own calculations
" Monthly figures are only for merchandise exports and imports (source: Derzhkomstat). 
   Quarterly figures are for trade in goods and services (source: NBU). 
* Weighted average for different maturities (source: NBU)

Key Economic Indicators 1995 1996 1997 1998 1999 2000 2001F** 2002F**

Nominal GDP USD bn 37.0 44.6 50.2 41.9 31.6 31.8 38.5 44.0

GDP growth (real) % yoy -12.2 -10.0 -3.0 -1.9 -0.4 5.8 7.3 6.0

Industrial production % yoy -12.0 -5.1 -0.3 -1.0 4.0 12.9 14.3 7.0

Agricultural production % yoy -3.6 -9.5 -1.9 -9.8 -6.9 9.2 10.0 3.8

CPI % yoy aop 376.4 80.2 15.9 10.6 22.7 28.2 14.3 11.3

CPI % yoy eop 181.7 39.7 10.1 20.0 19.2 25.8 12.3 9.8

PPI % yoy aop 488.9 52.1 7.7 13.2 31.5 20.9 10.3 9.4

PPI % yoy eop 172.1 17.3 5.0 35.4 16.0 20.8 7.0 6.5

Exports (gs, USD) % yoy 2.6 19.1 0.0 -13.4 -7.3 17.9 7.9 5.7

Imports (gs, USD) % yoy 1.5 17.4 2.0 -14.0 -19.1 18.9 9.9 6.6

Current account USD bn -1.2 -1.2 -1.3 -1.3 1.7 1.5 1.0 1.0

Current account % GDP -3.1 -2.7 -2.7 -3.1 5.3 4.7 2.6 2.3

FDI (net) USD bn 0.3 0.5 0.6 0.7 0.5 0.6 0.8 1.1

Gross official reserves, net gold USD bn 1.0 2.0 2.3 0.8 1.0 1.4 … …

Fiscal balance % GDP -6.6 -4.9 -6.6 -2.2 -1.5 0.7 … …

Fiscal balance (IMF methodology) % GDP … … … … … -0.8 -2.0 -1.7

Total public debt % GDP eop 40.9 25.0 30.3 49.4 61.4 44.5 … …

External debt (total) % GDP eop 26.3 20.5 19.4 38.4 50.0 32.5 … …
Monetary base % yoy eop 132.3 38.0 44.6 21.9 39.3 39.9 18 - 19 11 - 13

Exchange rate USD aop 1.5 1.8 1.9 2.4 4.1 5.4 5.4 5.6

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 5.2 5.1 … …

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)
** Official forecast by the Ministry of Economy 


