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Monthly Economic Monitor Ukraine 
• The pro-government parliamentary majority in the Verkhovna 

Rada collapsed after several parties seceded. 

• The real GDP increased by 13.6% yoy between January and 
August, due to high growth rates in manufacturing, agriculture, 
and trade. 

• Ukraine started to use the Odessa-Brody pipeline in the reverse 
direction. 

• The current account surplus reached USD 4.0 bn, or 15.5% of 
GDP, during the first half of 2004. 

• The Cabinet of Ministers submitted the Draft Budget Law for 
2005 to Parliament. 

• The minimum monthly pension payment was increased from UAH 
132 to UAH 284; the addition represents social aid. 

• US dollars got more expensive at cash exchange points (kiosks). 

Politics: The parliamentary majority collapsed  

The pro-government parliamentary majority in the Verkhovna Rada 
collapsed in September. Two factions, the Centre and the People’s 
Agrarian Party, left the coalition while the Democratic Initiatives 
deputy group suspended its membership. There are many reasons 
for the end of the majority, ranging from political to mainly economic 
ones. The government and some influential deputies failed to reach 
agreement on a number of issues related to appointments to the 
Cabinet of Ministers and regarding privatisation schemes for 
Ukrainian oil sector enterprises. 

President Leonid Kuchma dismissed the Defence Minister, Yevhen 
Marchuk, for unsatisfactory performance in the area of ammunition 
reprocessing, and appointed Oleksandr Kuzmuk in his stead. 
Oleksandr Kuzmuk had headed the Ministry before October 2001, but 
resigned after Ukrainian air defence troops downed a Russian TU-154 
passenger plane during missile firing exercises. 

Real economy: High economic growth continues 

The real GDP grew by 13.6% yoy between January and August, to a 
large extent due to high growth rates in agriculture, manufacturing, 
and trade. These three sectors explain almost two third of the overall 
increase. Production and distribution of electricity, gas and water 
remained the only sector with negative development in value added. 
Despite some recently observed deceleration of growth in industry, 
construction and trade, it is forecast that the real GDP growth will 
reach 12.8% for 2004, compared to 9.4% a year ago.  

The industrial output increased by 14.4% yoy during the first eight 
months of the year, only 0.3 percentage points lower than for the 
same period of 2003. Machine building, which expanded by 33.6% 
yoy, explained almost a third of the growth. Yet another 40% of the 
growth is attributable to metallurgy and the food industry. Despite 
some revival in the extractive industry, which increased 6.7% yoy 
between January and August due to high domestic and external 
demand, its contribution to industrial growth remained quite limited. 

Sectoral trends: Ukraine has started using the Odessa-
Brody pipeline 

Energy. In September, the first 80,000 tons of oil were shipped 
through the Brody-Odessa pipeline by the TNK-BP Corporation. This 
is the first shipment of oil through the long-time idle Odessa-Brody 
pipeline, which was originally intended to transport Caspian oil to 
Eastern Europe. However, the Russian companies managed to 
persuade the Ukrainian authorities to use the Odessa-Brody pipeline 
in the reverse direction to transport Russian oil from Brody to 
Odessa, from where it will then be shipped through the Bosporus. 
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The agreement for this pipeline usage covers 3 years, and foresees 
pump-or-pay shipments of 9 m tons of oil annually. 

Privatisation. In addition to the UAH 8.6 bn received from 
privatisation between January and September, the State Property 
Fund is planning to raise an additional UAH 0.7 bn by the end of 
2004. According to the 2005 Draft Budget, next year’s privatisation 
receipts are foreseen at UAH 3.9 bn, the principal part of which will 
derive from the sale of 42.86% of the telecommunication company 
Ukrtelecom and 94.54% of the Odessa portside factory. The 
privatisation of these two enterprises was stopped last month, and 
postponed until after the elections. 

Infrastructure. The state railway monopoly Ukrzaliznytsia is to be 
transformed into a state joint stock company in the near future. 
Georgiy Kirpa, Minister of Transport and Communications, announced 
that all the necessary documents for corporatisation have already 
been submitted. The corporatisation of Ukrzaliznytsia will separate its 
economic activities from the political interests of the Ministry. In 
addition, the company’s performance is likely to become more 
transparent, since it will have to publish financial statements as all 
joint stock companies are required to do. 

External Sector: The current account surplus reaches 
15.5% of GDP 

According to the NBU, the current account surplus reached USD 4.0 
bn (15.5% of GDP) after the first half of 2004, compared to USD 1.8 
bn at the same time last year. The increase in the surplus was 
primarily due to high growth in the exports of goods, reaching 49.7% 
yoy, while imports expanded by 32.0%. As a result, the merchandise 
trade surplus in goods reached USD 2.2 bn, i.e. 7 times larger than a 
year before. A strong export performance of ferrous metals, machine 
building, and the chemical and mineral products industries backed by 
very favourable world price dynamics resulted in large export 
receipts for the country. Mineral products and machinery remained 
the major import items. 

During the first half of the year the country attracted USD 884 m of 
foreign direct investments (FDI), 20.1% more than during the same 
period last year. Unlike last year’s, this year’s FDI are not linked to 
privatisation, which could be explained by increased interest of 
foreign investors in the Ukrainian economy. However, the level of 
FDI still remained at a meagre USD 160 per capita. Thus, 
improvements in the investment climate and attracting further 
investment must remain a corner stone of the country’s economic 
policy. 

Further expanding the protectionism via non-tariff barriers to trade, 
the Cabinet of Ministers prohibited the import of more than 5-year 
old buses and trucks into Ukraine. The decision will definitely benefit 
the domestic bus and truck producers, but will reduce foreign 
competition and is likely to increase prices on the domestic market. 

Fiscal policy: The Draft Budget for 2005 was submitted 

The Cabinet of Ministers submitted a draft of the 2005 Budget Law to 
Parliament. The draft law foresees a revenue increase in nominal 
terms by 30% yoy to UAH 110.5 bn. However, as a percentage of 
GDP the planned revenues would only rise by about 1%. 
Expenditures, including repaid loans, are planned at UAH 115.5 bn. 
The planned deficit of UAH 5 bn is intended to be covered by 
privatisation receipts and borrowing.  

Two major risks are associated with the draft budget. First, the 
revenue plan assumes that the legislation terminating tax privileges 
this year will remain in force in 2005. However, these provisions are 
part of the State Budget Law 2004 that will lose validity at the end of 
the year. Also, the draft budget does not envisage enough funds to 
finance the additional obligations of Pension Fund created by the 
recently enacted increased social aid for pensioners. 

Privatisation Revenues
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From January to August, the execution of the central fiscal revenues 
remained at 102%. As before, favourable macroeconomic conditions 
resulted in higher than planned revenues from the enterprise profits 
tax, export duty, and excise, while the VAT execution worsened and 
fell to 7% below target. Still, the execution of fiscal expenditures was 
only 91%, mainly due to the “manual” method of budget execution. 
The fiscal balance switched to a deficit of UAH 329 m in August. 

Social policy: Minimum pension payments increased 

Starting in September, the minimum monthly pension payment was 
increased to UAH 284, i.e. the minimum subsistence level for people 
unable to work. The additional payment is a social aid. This move 
implies a rise in pensions for 80% of all pensioners, and is estimated 
to require an additional UAH 1.1 bn per month. In September the 
additional payment derived from privatisation receipts by the central 
government. Next year’s payments are supposed to be made by the 
Pension Fund, or alternately from central state funds if the Pension 
Fund does not have sufficient resources. The additional burden on 
the state will result either in a higher fiscal deficit, or in social aid 
arrears. Also, this pension payment increase may make pensions 
equal, which eliminates an essential feature of the new system, 
namely that pension should reflect personal insurance record. 

Monetary policy: The NBU Council adopted monetary 
policy guidelines for 2005 

The NBU Council approved the “Main guidelines of monetary policy 
for 2005” that stipulate much lower growth rates of monetary 
aggregates for the next year: a 28-33% yoy money supply growth 
with the inflation rate reaching 6-7%. It is expected that due to 
favourable external conditions and, consequently, a high positive 
current account balance, the growth rates of the monetary 
aggregates will again exceed the projected levels. 

The NBU Council also amended the projected levels for the main 
indicators of monetary policy for 2004. The growth rate of the money 
supply was revised upwards from 32-39% to 53-56% yoy. The 
revised figures reflect current developments in the monetary sector: 
in September the money supply grew by 50.6% yoy. In addition, the 
NBU increased its inflation forecast from 5.8-6.3% to 9.0% yoy. 
However, taking into account current consumer price developments 
(10.7% yoy in September), the on-going increase in the world oil 
prices, increased political uncertainty in the country and internal 
imbalances created by administrative pressures on the food-products 
markets, this year’s inflation is likely to reach 10-12%. 

Financial markets: The US dollar became more 
expensive on the cash market 

Foreign exchange market. Since mid-August US dollars were 
getting more expensive on the cash foreign exchange market. The 
expansion of demand for dollars was caused by the usual seasonal 
replenishment of savings by the population after the summer period, 
as well as growing political uncertainty on the eve of the presidential 
elections. As a result, in mid-September the bid rate for hryvnia 
peaked at 5.38 UAH/USD, although the official exchange rate was 
5.31 UAH/USD. In response to these developments, the NBU took 
steps to prevent a shortage of foreign exchange cash. It allowed 
banks to buy US dollars on the interbank foreign exchange market 
for conversion into cash, and assured that its foreign reserves were 
high enough to cover any foreign cash shortage. It is expected that 
the situation will stabilize in the very near future with the hryvnia 
cash exchange rate returning close to the official rate. 

According to the “Main guidelines of monetary policy for 2005” the 
NBU is going to continue the gradual appreciation of the hryvnia next 
year. It is projected that the hryvnia will appreciate by 0.7% with the 
exchange rate fluctuating in the 5.27-5.31 UAH/USD band. 
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 Notes: 

 avg average  

 cum. cumulative 

 mom month on month change 

 qoq  quarter on quarter change 

 yoy  year on year change 

 

ytd year-to-date 

p.a. per annum 

eop end of the period 

aop average of the period  

gs  goods and services 

Economic Trends Q2 03 Q3 03 Q4 03 Q1 04 Q2 04 May Jun Jul Aug Sep

GDP growth (real) % yoy 10.0 6.8 12.1 12.3 … 10.3 19.1 17.2 14.2 …
GDP growth (real) % yoy cum. 9.2 8.3 9.4 12.3 … 11.3* 12.7* 13.5* 13.6* …
Industrial production (real) % yoy cum. 12.4 15.2 15.8 18.8 15.9 16.9 15.9 14.7 14.4 …
Agricultural production (real) % yoy cum. -6.0 -16.6 -10.2 -4.0 -1.5 -2.7 -1.5 26.5 32.1 …
CPI % yoy eop 5.9 6.2 8.2 6.6 8.0 7.4 8.0 8.1 9.9 10.7
PPI % yoy eop 5.3 7.4 11.1 18.4 22.4 20.6 22.4 21.3 22.0 23.2
Exports (USD)*** % yoy cum. 23.8 23.7 24.0 38.8 42.7 51.3" 50.8'' 48.0'' … …
Imports (USD)*** % yoy cum. 23.3 25.1 28.7 32.6 29.6 32.5" 33.0'' 32.1'' … …
Merchandise trade balance USD bn cum. 0.27 0.11 -0.27 0.77 2.23 2.14" 2.41'' 2.56'' … …
Current account USD bn cum. 1.81 2.48 2.89 1.67 4.01 x x x x x
Current account % GDP, cum. 8.7 7.1 5.9 14.3 15.5 x x x x x
Gross international reserves USD bn eop 6.17 6.68 6.94 7.92 9.63 8.87 9.6311.18'12.27'12.16'
Monetary Base % yoy eop 34.2 31.0 30.2 32.7 34.2 41.5 34.2 39.2 38.4 45.7
Lending rate on UAH credits ** % pa, eop 17.2 18.1 17.9 17.2 16.6 17.4 16.6 17.0 17.1 17.0
Exchange rate (official) USD aop 5.33 5.33 5.33 5.33 5.33 5.33 5.32 5.32 5.31 5.31
Exchange rate (official) EUR aop 6.05 6.00 6.34 6.67 6.42 6.39 6.46 6.53 6.47 6.48

SOURCES: Derzhkomstat, Ministry of Finance, NBU, IFS, own calculations

'   Own estimate based on net international reserves reported by the NBU 
"   Monthly figures are only for merchandise exports and imports (source: Derzhkomstat). 
    Quarterly figures are for trade in goods and services (source: NBU). 
* Monthly figures do not include the regular quarterly revision of the GDP series 
**Weighted average for different maturities (source: NBU).
***  Growth rate in dollar terms.

Key Economic Indicators 1996 1997 1998 1999 2000 2001 2002 2003

Nominal GDP UAH bn 81.5 93.4 102.6 130.4 170.1 204.2 225.8 264.2
Nominal GDP USD bn 44.6 50.2 41.9 31.6 31.2 37.8 42.6 49.5

GDP growth (real) % yoy -10.0 -3.0 -1.9 -0.2 5.9 9.2 5.2 9.4

Industrial production % yoy -5.1 -0.3 -1.0 4.0 13.2 14.2 7.0 15.8

Agricultural production % yoy -9.5 -1.9 -9.6 -6.9 9.8 10.2 1.2 -10.2

CPI % yoy aop 80.2 15.9 10.6 22.7 28.2 12.0 0.8 5.2

CPI % yoy eop 39.7 10.1 20.0 19.2 25.8 6.1 -0.6 8.2

PPI % yoy aop 52.1 7.7 13.2 31.5 20.9 8.6 3.1 7.8

PPI % yoy eop 17.3 5.0 35.4 15.7 20.8 0.9 5.7 11.2

Exports (gs, USD) % yoy 19.1 0.0 -13.4 -7.9 17.9 9.5 10.7 24.0

Imports (gs, USD) % yoy 17.4 2.0 -14.0 -19.1 18.9 14.1 4.9 28.7

Current account USD bn -1.2 -1.3 -1.3 0.9 ° 1.2 °° 1.4 3.1 2.9

Current account % GDP -2.7 -2.7 -3.1 2.9 ° 3.8 °° 3.7 7.6 5.9

FDI (net) USD bn 0.5 0.6 0.7 0.5 0.6 0.8 0.7 1.4

International reserves USD bn 1.97 2.36 0.79 1.09 1.48 3.09 4.42 6.94

Fiscal balance''' % GDP -5.1 -6.8 -2.7 -2.1 -0.7 -1.9 0.8 -0.2

Total state debt % GDP eop 25.0 30.3 49.4 61.4 45.2 36.3 34.3 29.5

External debt (total) % GDP eop 20.5 19.4 38.4 49.9 33.0 26.0 24.6 17.3
Monetary base % yoy eop 38.0 44.6 21.9 39.3 39.9 37.4 33.6 34.6

Exchange rate USD aop 1.83 1.86 2.45 4.13 5.44 5.37 5.33 5.33

Exchange rate USD eop 1.88 1.90 3.43 5.07 5.44 5.30 5.33 5.33

Exchange rate EUR aop 2.32 2.11 2.77 4.39 5.03 4.81 5.03 6.02

Exchange rate EUR eop 2.36 2.11 4.02 5.20 5.10 4.67 5.53 6.66

SOURCES: Derzhkomstat, NBU, IFS, Ministry of Finance, own calculations

 '''       "Minus" denotes a consolidated fiscal deficit

 °      The value of goods transferred to Russia according to the inter-governmental agreement  

          reached in May 1997 on the Black Sea Fleet division totaling USD 726 m is not included

 °°    The value of the aircraft complexes transferred to Russia as repayment of a gas debts according to 

          the inter-governmental agreement reached in October 1999 totaling USD 274 m is not included.
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