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Monthly Economic Monitor Ukraine 
• The Tax Code draft was approved in second reading. It envisages 

significant reductions in major tax rates. 

• The Civil and Commercial Codes, finally adopted by Parliament, 
are awaiting the President’s signature. 

• The Cabinet of Ministers extended the subscription period for the 
privileged sale of Ukrtelecom shares by two months. 

• The National Electricity Regulation Commission increased tariffs 
for the transmission and distribution of electricity for four out of 
six newly privatised regional distribution companies. 

• According to the State Tax Administration, nearly UAH 20 bn of 
tax debt was written off and restructured as of November 1. 

• The interest rate of percentage domestic state bonds (POVDP) 
will decrease from the present 17% to between 7 and 9% p.a. in 
2002.     

• Moody’s, the influential credit-rating agency, upgraded its ratings 
for Ukrainian financial instruments. 

Politics: The Tax Code draft was approved in the 
second reading – tax rates will be reduced 

On November 29, the Tax Code draft was approved in the second 
reading. The following tax rate reductions are preliminary agreed: 
VAT – from 20% to 17%, enterprise profit tax – from 30% to 25%, 
maximum personal income tax rate – from 40% to 25%. Moreover, 
the list of local taxes and duties was significantly cut. However, 
voting on exact figures was postponed until third reading. On the 
same day, Parliament passed the Commercial Code, which 
determines economic relations in Ukraine as well as defines the 
permissible regulatory methods of the state in the economic sphere. 
A new Civil Code, too, was adopted, including the very controversial 
book on intellectual property rights enforcement. Both the 
Commercial and Civil Codes will come into law on January 1, 2003 if 
President Leonid Kuchma signs them. 

On November 15, Parliament approved the draft of the Law on 
Central Budget of Ukraine for 2002 in first reading. However, second 
reading has been postponed until December 6 following negotiations 
between the Cabinet of Ministers and parliamentary representatives. 
The major requests of the deputies are for increases in social 
expenditures and coal industry financing, as well as inclusion of 
privatisation receipts into the budgeted state revenues. The delays 
in approving the budget can in large part be explained by the fact 
that parliamentary elections are coming soon. 

After failure to adopt the draft law regulating market of laser disks 
in Ukraine in second reading, Parliament passed a new draft law on 
state regulation of production, export and import of laser disks in 
first reading. The USA threatens to introduce economic sanctions 
against Ukrainian exporters after December 12 if Parliament does 
not pass a law regulating laser disk market by this date. The 
implementation of trade restrictions against Ukraine, previously 
planned for November 1, could mean at least USD 400 m annual 
revenue losses for Ukrainian exporters. 

The President signed the Land Code, which was adopted last month 
and which secures private ownership for agricultural land in Ukraine. 
The Verkhovna Rada ratified gas agrements with the Russian 
Federation signed in September. 

Real economy: Statistics demonstrate domestic roots 
of economic growth in Ukraine 

For the first half of the year 2001 the GDP components contributed 
to the total real GDP growth as follows: households’ consumption – 
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31%, investments – 32%, state consumption – 29%, and net export 
– 8%. Thus, according to official statistics, the Ukrainian economic 
growth during the first six months was domestically driven. 
Nevertheless, the economy of Ukraine is greatly dependent on the 
world economy: exports accounted 62% of nominal GDP in the first 
half of the year, while imports were 59%. 

According to Derzhkomstat, the growth of real GDP in Ukraine was 
9.1% yoy for the first ten months of the year (8% yoy in October). 
The main contributors to the growth of value added in the economy 
were manufacturing industry, construction and wholesale and retail 
trade. While growth rate of value added in construction is hovering 
around 10% (11.5% yoy in January-October), the trade sector 
accelerated its growth to 17.5% yoy within the same period 
approaching that of the manufacturing industry. Notably, despite 
generally high growth rates of value added in manufacturing 
industry, their continuing deceleration resulted in a 19.3% yoy 
increase in January-October. Still, this sector ensures approximately 
half of the GDP growth. That confirms importance of reforms in this 
sector to maintain the economic development of Ukraine.  

Sectoral trends:  Electricity tariffs were increased for 
four out of six newly privatised oblenergos 

Energy sector. The decision to increase tariffs for the transmission 
and distribution of electricity was made for four newly privatised 
regional distribution companies (oblenergos). The increase was 
conditioned on full payment and complete debt restructuring to the 
wholesale electricity market. In order to increase transmission and 
distribution tariffs without a substantial growth of electricity prices 
for final customers, the price for generating companies at the 
wholesale electricity market was reduced. Tariffs for the other 23 
obelenergos remained unchanged.   

Privatisation. The Cabinet of Ministers agreed to a two months 
extension (until February 1) of the subscription period for the 
privileged sale of Ukrtelecom’s shares. Out of 13% of the 
Ukrtelecom shares reserved for privileged sales at half price, nearly 
2% were sold to date. So far the State Property Fund has received 
only 28% of the planned UAH 160 m in receipts from privileged 
privatisation.  

Agriculture. Facing high production of sugar this year, Ukrainian 
producers are trying to increase the protection of their internal 
market and reduce imports of cheap sugar. In October 2001 they 
successfully lobbied for the exclusion of sugar from free trade 
regime with Belarus, now demanding the same for Moldavian sugar. 

Infrastructure. The Ministry of Transport has extended until mid-
February the bid period for the Vinnytsia-Kyiv highway, and for the 
highway between the Russian border and the Kyiv-Kharkiv-
Dovzhansky road. The Vinnytsia-Kyiv highway is a 146-kilometer 
section of the international transportation corridor No.3. The reason 
for the extension was not disclosed, but an absence of bids is the 
likely reason. 

External Sector: New wave of protectionism in the USA 
metal industry 

During first nine months of 2001, the export of goods grew 14.6% 
yoy in dollar terms, while imports showed a 13.1% yoy increase. 
The positive merchandise balance was USD 632 m, which is 50% 
more than during the corresponding period of the previous year. 
Metallurgical products maintained their leading position amounting 
to 42% of total exports. However, overcapacity in the world steel 
market, higher production costs in the United States and the 
recession in the USA economy strengthened voices for protection of 
their metal market. So far, exports of Ukrainian metal products to 
the USA decreased by 80% in January-September 2001 compared 
to the same period of the year 2000. 
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Fiscal policy: The practice of tax write-offs and 
restructuring has intensified 

For the first ten months of 2001, the consolidated fiscal surplus 
amounted to 0.9% of GDP (1.6% of GDP for the same period of 
2000). However, the yearly target for central fiscal revenue is 
unlikely to be met because of the low privatisation receipts (only 
36% of the year’s target) and adverse effects of the tax amnesty. 
According to the State Tax Administration, as of November 1, UAH 
14.9 bn of tax debts were written off and UAH 4.8 bn restructured. 
Concurrently, UAH 6.6 bn of new tax debts were accumulated 
indicating a worsening of the financial discipline. Low budget 
revenues induced the Ministry of Finance to plan a cut of other than 
social budget expenditures by UAH 500-600 m. To improve revenue 
collection, the government imposed personal responsibility on all 
ministry and department heads for the fiscal year 2001. 

During November, both the IMF and the World Bank missions 
worked in Ukraine. The IMF will continue its lending to Ukraine 
under the Extended Fund Facility program not earlier than January 
2002, provided Ukraine adopts a realistic budget for 2002, improves 
the supervision of the banking sector, changes electricity tariffs in 
line with prior agreements with investors, and finishes auditing NAK 
“Naftogaz Ukrainy”. The World Bank is ready to release USD 100 m 
of its First Programmatic Adjustment Loan at the end of 2001 if the 
privatisation of energy companies is restarted. 

Monetary policy: The POVDP interest rate will be 
reduced to between 7 and 9% p.a. in 2002 

In agreement with the existing formula for defining the interest 
rates of inflation-linked domestic state bonds (POVDP) mostly held 
by the National Bank of Ukraine (NBU), the rate will be decreased 
from the present 17% to between 7 and 9% p.a. next year. This 
reduction may depress the prices of the short-term POVDPs, thus 
negatively affecting the ability of the NBU to sterilize money creation 
in 2002. In November the NBU sterilized nearly UAH 750 m using 
POVDPs as its instrument of transaction. Still, the Ministry of 
Finance is optimistic regarding next year’s demand for POVDPs. 

The monetary base grew by 41.5% yoy in November. That is a 
slight deceleration of the growth rate after several months of 
continuing increase. The rate of inflation remained very low at the 
level of 6.1% yoy (0.5% mom) adding to 4.5% cum. since the 
beginning of the year. Low inflation during the first ten months of 
the year allowed Prime Minister Anatoliy Kinakh to predict an 
inflation level of 6% yoy for 2001.  

Financial markets: Moody’s upgraded Ukraine’s credit 
rating 
Government debt market. Moody’s, the influential credit-rating 
agency, upgraded its rating for both foreign and domestic currency 
Ukrainian government bonds. The outlook for Ukrainian government 
bonds, denominated in foreign currency and rated at Caa1, was 
revised from “negative” to “positive”, while the rating of domestic 
currency government bonds was upgraded from Caa3 to Caa1 
(stable outlook). These changes were justified by recent substantial 
economic growth, and Ukraine’s fiscal and financial stability.    

Banking sector. The Ukrainian commercial banks enjoyed a good 
performance: the overall loan portfolio increased by 28.5% cum. for 
the first ten month of 2001, while long-run rose especially fast, 
growing by 58.4% cum. for the same period. The quality of the 
loans has improved as well: the level of bad credits decreased from 
11.9% in January to 6.7% in November 2001. However, the 
Ukrainian financial sector remains very thin, with a credits-to-GDP 
ratio at the inadmissibly low level of around 17%.       
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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  
ytd        year-to-date 

 

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 

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

GDP growth (real) % yoy 5.1 7.9 7.7 10.8 10.0 17.4 12.4 0.1 8.0 …
GDP growth (real) % yoy cum. 5.5 5.8 7.8 9.4 9.3 10.5 10.8 9.3 9.1 …
Industrial production (real) % yoy cum. 11.8 12.9 17.4 18.5 16.6 17.9 16.9 16.6 16.1 …
Agricultural production (real) % yoy cum. 6.8 9.8 6.1 5.8 9.0 26.5 27.7 8.6 9.1 …
CPI % yoy eop 31.7 25.8 17.3 11.6 7.3 9.9 9.6 7.3 6.0 6.1
PPI % yoy eop 19.9 20.8 12.8 9.4 5.9 7.9 7.1 5.9 3.8 3.5
Exports (gs, USD) % yoy cum. 20.1 20.3 15.1 16.0 … 19.9'' 16.8'' 14.6'' … …
Imports (gs, USD) % yoy cum. 16.0 18.9 3.1 12.3 … 8.7'' 12.3'' 13.1'' … …
Merchandise trade balance USD bn cum 0.62 0.78 0.16 0.44 … 0.73'' 0.63'' 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 1.73 … 1.91 … … … …
Monetary Base % yoy eop 34.5 39.9 33.1 35.4 37.2 30.2 32.5 37.2 44.9 41.5
Lending rate on UAH credits * % pa, eop 39.7 37.3 33.8 32.1 30.7 31.1 31.7 30.7 30.7 30.2
Exchange rate (official) USD aop 5.44 5.44 5.43 5.41 5.35 5.37 5.35 5.33 5.31 5.29
Exchange rate (official) EUR aop 4.93 4.73 5.02 4.73 4.76 4.62 4.81 4.87 4.81 4.70

SOURCES: Derzhkomstat, Ministry of Finance, NBU, 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)


