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Forecast

Key economic figures and forecasts
2005 2006 2007 2008 2009e 2010f

Nominal GDP (EUR bn) 69.6 86.1 104.6 123.0 81.4 99.9
Real GDP (% yoy) 2.6 7.3 7.9 2.1 -8.0 -1.0
Industrial output (% yoy) 3.1 6.2 10.2 -3.1 -17.0 0.5
Unemployment rate (avg, %) 7.2 6.8 6.4 6.4 11.3 12.0
Nominal wages (% yoy) 36.6 29.2 29.7 33.7 8.0 12.0
Producer prices (avg, % yoy) 16.7 9.6 19.5 35.5 8.0 12.0
Consumer prices (avg, % yoy) 13.5 9.1 12.8 25.2 17.8 11.0
Consumer prices (eop, % yoy) 10.3 11.6 16.6 22.3 14.6 9.0
General budget (% of GDP) -1.8 -0.7 -1.1 -1.5 -1.0 -1.0
Current account (% of GDP) 2.9 -1.5 -3.7 -7.2 -0.4 0.0
Official FX reserves (EUR bn) 16.1 16.6 21.7 22.2 16.0 16.4
EUR/UAH (avg) 6.34 6.32 6.89 7.73 12.10 11.00
USD/UAH (avg) 5.10 5.03 5.03 5.26 8.50 7.60
Source: wiiw, State Statistics Committee of Ukraine, National Bank of Ukraine, Raiffeisen 
RESEARCH

Ukraine sovereign ratings
Foreign currency S&P Moody's Fitch
Long-term CCC+ B2 B
Short-term C … B
Outlook Negative Negative Negative

local currency
Long-term B- B2 B
Short-term C … …
Outlook Negative Negative Negative
Latest assessment 25/02/09 12/05/09 12/02/09

 Source: Fitch, S&P, Moody‘s

 Highlights
  The first five months of 2009 show us how Ukraine is adapting 

to the new economic realities: On a positive note, the trade 
balance deficit largely disappeared, depreciation expectations 
have tapered off and the currency has stabilised. Inflation has 
fallen quickly. Also, after intense negotiations an agreement 
with the IMF was reached and the Stand-By programme contin-
ued. Finally, parent banks and companies have supported their 
subsidiaries by largely rolling over short-term debt. 

  Nevertheless, the recently achieved stability still looks ex-
tremely fragile in the light of several negative factors that pose 
major risks for the economy: The country is in the midst of a 
deep recession with industrial output having fallen by almost 
a third. A severe and prolonged decline in output may have 
extremely negative consequences including mounting loan and 
bond defaults, and a sharp fall in fiscal revenues and rising 
unemployment, thus endangering economic and social stabil-
ity. The political landscape remains exceptionally messy in light 
of the upcoming presidential elections in early January 2010. 
Also, if global financial markets experience another round of 
turbulence, Ukraine is likely to face a substantially higher exter-
nal financing gap than currently expected. 

  Given Ukraine’s extremely high share of exports in GDP and 
the absence of domestic economic stimulus, the short-term 
economic outlook for Ukraine is strongly dependent on global 
economic trends in the next 6-12 months. We will likely witness 
strongly negative GDP growth from Q1 to Q3. Then, the sta-
tistical “low base effect” will positively affect the growth figure 
in Q4. In 2010, the deep recession will be over – we expect 
economic stagnation with growth rates around zero.
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 Riders on the Storm

After several years of buoyant growth, the Ukrain-
ian economy plunged into a deep recession begin-
ning in the fourth quarter of 2008. The trigger was a 
sharp deterioration in external conditions: prices for 
key export goods such as steel and chemicals fell, 
while major trade partners in the EU and Russia be-
gan to experience an economic slowdown and they 
themselves eventually slipped into recession as well. 
Structural weaknesses – such as a high degree of 
political instability, an enlarged current account defi-
cit, fast external credit growth and a boom in bank 
lending – came to the forefront, and country risks 
were reassessed by market participants. In the light 
of falling export commodity prices, the local currency 
proved to be overvalued and depreciated dramati-
cally, plunging by 50% from September to January. 
The local banking sector was shaken by a couple of 
bank runs, massive outflows of deposits, a reversal 
of capital flows and a deterioration in external fund-
ing conditions due to the global credit crunch after 
the bankruptcy of Lehman Brothers on September 15.

Additionally, persistent political turmoil – basically a 
fierce fight between President Viktor Yushchenko and 
Prime Minister Yulia Tymoshenko – reduced policy-
makers’ ability to tackle the economic crisis. Thus, 
Ukraine was one of the first countries in CEE to turn 
to the IMF for assistance, which was followed by the 
approval of a USD 16.5 bn Stand-By Arrangement in 
early November 2008. However, disagreement over 
the implementation of reforms and the size of the 
budget deficit led to suspension of the programme 
in February and fears that it is “off track”. Spreads 
on Ukrainian sovereign credit default swaps, which 
insure against a default of the country on government 
Eurobonds, rose to unprecedented levels, several 
times surpassing the ones for neighbouring countries 
by several times and implying a strong likelihood of 
(imminent) government default.

After the initial months of the economic crisis in Q4 
2008 when the economy seemed to be in freefall, 
a look at the developments in the first five months of 
2009 gives us an idea of how the country is adapt-
ing to the new economic realities.

 Positive developments

Trade balance adjustment

Over the last three years, the mounting current ac-
count deficit was seen as one of the major sources 
of external imbalance in the Ukrainian economy, as 
it reached USD 12.9 bn or 7.2% of GDP in 2008. 

Thanks to the steep fall in the value of the UAH and 
the slump in domestic demand, the merchandise 
trade balance, which was the source of the deficit, 
adjusted faster than expected in Q1 2009. Although 
exports dropped by 40% yoy in the first four months 
in 2009 (metallurgy -62%, engineering -43%, chemi-
cal industry -48%), imports contracted even faster, 
falling by 53% (driven by a nose-dive in machin-
ery imports). In USD terms, the merchandise trade 
balance in Jan-Apr 2009 shrank to USD 1 bn from 
USD 6.6 bn a year earlier. The balance of services, 
which is positive due to energy transport revenues, 
amounted to a surplus of USD 550 mn. Together, this 
led to a reduction of the current account deficit from 
a shortfall of USD 5.5 bn in Jan-Apr 2008 to a mere 
USD 600 mn in 2009.
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Capital inflows - parent funding and high 
rollover ratios

Another major concern in the wake of the financial 
crisis was a stop or even reversal of capital flows to 
Ukraine. 
During the last three years, the country’s private sec-
tor borrowed lavishly abroad, driving the external 
debt of banks up 6.5 times to almost USD 40 bn 
since end-2005. At the same time, the corporate sec-
tor doubled its foreign debt to slightly above USD 
40 bn. At the end of Q3 2008, external short term 
debt1  peaked at USD 28.5 bn or almost 30% of 
overall debt.
In the last quarter 2008, banks and companies were 
forced to reduce their external short-term debt by al-
most 30% to USD 19 bn, mainly due to a squeeze 
in trade finance and short-term debt repayment of 
banks. 

1 Here the term external short term debt is defined as debt with an original 
maturity less than 12 months. Maturing medium and long term debt is not 
included.
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Nonetheless, overall external debt only slightly de-
creased in Q4 2008-Q1 2009. The level of short-
term debt stabilised and fell by just 10% in Q1 
2009. The positive development was underpinned 
by National Bank data on debt rollover rates: in the 
first four months 79.8% of private sector external bor-
rowings were rolled over – 72% in the banking sector 
and 103.2% in other sectors. Obviously, the strong 
commitment of foreign parent banks to their Ukrain-
ian subsidiaries, which account for 50% of the local 
banking sector, facilitated the high rollover ratio in 
the banking sector. Moreover, FDI inflows picked up 
in April (USD 720 mn) as parent banks started to re-
capitalise their Ukrainian subsidiaries (total amount 
committed is estimated at nearly USD 1 bn).

Depreciation expectations taper off

With the seemingly uncontrolled depreciation at the 
end of 2008, fears of further currency weakening 
prevailed in early 2009. Two temporary weaknesses 
of the UAH, spikes in the USD/UAH rate in mid-Janu-
ary and late February, additionally upset the market. 
Exporters restricted their conversion of exports pro-
ceeds to the minimum needed to sustain their compa-
nies’ operations, while the general public continued 
to change more cash from the local currency to for-
eign exchange than vice versa.
However, since March the “capital flight” seen 
among households slowed gradually down and in 
mid-May there was reportedly even some reversal 
to minor net capital inflows. In our view, the fall in 
cash FX demand by households is mostly due to the 
recent currency stability and introduction of special 
currency auctions by the NBU.2 

2 To reduce cash FX rate volatility and stabilize exchange rate expecta-
tions, the National Bank few months ago set up regular FX auctions selling 
currency to the benefit of private individuals for the service and repayment 
of foreign-denominated debt.

Although we cannot be sure that the capital outflow 
by the public has already and definitely ended, we 
see a positive trend in recent developments, which 
indicates that depreciation expectations are tapering 
off.

Hryvnia stability in recent months

After depreciating by 50% in Q4 2008, the USD/
UAH exchange rate has been relatively stable in 
Jan-Apr 2009 and started to appreciate gradually 
in May gaining nearly 5% in the last four weeks. As 
mentioned above, the trade balance saw a major 
adjustment, capital flows have developed less ad-
versely so far than widely expected and depreciation 
expectations seem to be tapering off recently. At the 
same time, administrative measures and FX market 
interventions by the National Bank were another fac-
tor behind the stabilisation of the rate since March. 
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Specifically, the NBU provided FX almost on a daily 
basis to the market and held regular currency auc-
tions to the benefit of special groups like individual 
and SME foreign currency debtors as well as import-
ers. In January-May 2008, the NBU’s FX interven-
tions balance constituted USD minus 5.6 bn, while 
gross FX reserves fell from USD 31.5 bn to USD 27.8 
bn (including a USD 1.3 bn tranche from the IMF).

In addition, the central bank tightened its regulatory 
grip on the market with the objective of discouraging 
speculation and increasing foreign currency supply. 
First, commercial banks were pressed not to quote 
a weaker UAH than the average market rates of the 
previous day. Secondly, the National Bank intro-
duced a number of changes to FX regulations, such 
as the exclusion of loan loss provisions on FX loans 
and off-balance sheet accounts from the calculation 
of bank’s open FX position and the temporary ban 
(until 1 January 2010) on all FX transactions with a 
settlement date later than one day after the transac-
tion (i.e. spot and forward deals). Apparently, the 
regulator was aiming to boost FX supply on the mar-
ket (as the banks have to sell FX to bring their FX 
position in compliance with the new rules) and to 
eliminate potential loopholes in the FX regulations in 
order to prevent banks’ speculative operations which 
generated substantial depreciation pressure on the 
hryvnia during the last 6 months.

Falling inflation

With the overheating of the economy, headline con-
sumer price inflation shot up to 30% in May 2008. 
However in 2009, despite the UAH devaluation, the 
price level increased more moderately against the 
background of weaker domestic demand, falling 
real wages and frozen retail lending. In the first five 
months of the year, the CPI rose by a cumulated total 
of 7.4% and the yearly figure came down to 14.7% 
by the end of May (from 22.3% yoy at the end of 
2008). Important factors for further price develop-
ments will be the results of this year’s harvest, as food 
items account for more than one-half of the CPI bas-
ket composition and potential increases in retail gas 
tariffs. Under the conditions of the agreement with 
the IMF, the Ukrainian authorities are obliged to raise 
retail gas tariffs to cost recovery levels (which implies 
at least a 40-50% increase in tariffs this year), but so 
far the government has not followed through with this 
politically painful decision, in the light of approach-
ing presidential elections.
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Agreement with the IMF

In late April, following two months of intense nego-
tiations, the IMF and the Ukrainian authorities finally 
reached an agreement on the main parameters for 
economic policy. The IMF loan programme was re-
sumed and USD 2.8 bn was released. Breaking with 
standard IMF practices, half of the tranche is to be 
used for covering the fiscal deficit. This unorthodox 
decision by the IMF points to the Fund’s concerns 
regarding diminished budget revenues. The IMF said 
the next tranche of its loan programme would be 
worth SDR 2.125 bn (about USD 3 bn) and subject 
to endorsement by the IMF Board after mission’s visit 
to Kiev in mid-June.

To comply with the IMF requirements, the Ukrainian 
authorities have adopted a number of fiscal consoli-
dation measures (including increasing the revenues 
of the Pension Fund and adopting the financial plan 
of Naftogas) worth nearly 1% of GDP and have 
moved forward with banking sector recapitalisation 
efforts. The authorities also committed to completing 
the first wave of bank recapitalisation by end-June, to 
amending banking legislation in the issues of bank in-
solvency, mergers and acquisitions, identification of 
ultimate controllers of the bank etc., and to gradually 
phasing out the restrictions on FX market operations 
and multiple exchange rate practices. On their part, 
the IMF Board waived a number of previous condi-
tions, allowing authorities to continue with exchange 
rate restrictions, multiple currency practices and the 
imposition of import restrictions, and allowed for a 
budget deficit of 4% of GDP in 2009, as opposed to 
an initial demand for a balanced budget.
The resumption of IMF loan programme is definitely 
positive news for the Ukrainian economy, and dis-
sipated concerns about the immediate default of the 
Ukraine state. However, we think that the unstable 
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Ukraine

political situation and in particular the approaching 
presidential elections may complicate proper imple-
mentation of the IMF conditions in the future.

Improved global sentiment

Taken together, the aforementioned positive develop-
ments contributed to the strong performance of the 
country’s financial markets. The PTFS stock market 
index rallied since March 2009 and has more than 
doubled in less than 3 three months (although from a 
depressed level). Yields on Ukrainian sovereign Eu-
robonds have fallen sharply since early March, de-
clining from more than 30% ytm to currently 13-20% 
ytm. Also, the price for protection against sovereign 
Eurobond default decreased from its peak around 
5500bp to around 1800bp (5-year CDS spread).

 Main macroeconomic risks

Hence, after the massive shock in Q4 2008 the 
macroeconomic situation in Ukraine has improved 
substantially in the first months of this year. Never-
theless, the recently achieved stability still looks ex-
tremely fragile in the light of several negative factors 
that pose major risks for the economy.

Real sector slump

Domestic production has been in freefall since Octo-
ber 2008 following a sharp contraction in external 
and domestic demand. Industrial output nose-dived 
by 31.9% in January-April 2009 against the back-
ground of severe output slump across all sectors of 
the economy. Export-oriented industries such as the 
steel and chemicals industries, and machine build-
ing were hit the hardest, while the sectors oriented 
to domestic demand such as the food industry were 
less affected. 
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However, the positive performance of Ukrainian fi-
nancial assets must not be seen as an isolated phe-
nomenon. A major part of the recovery can be attrib-
uted to a decrease in risk aversion on global markets 
and a consecutive rally on global equity markets. In 
the USA and in Europe, the turnaround in important 
leading economic indicators point to a deceleration 
of the recession in these countries. Thus, risky Emerg-
ing Markets such as Ukraine profited from the gen-
eral sense of relief as market participants begin to 
grasp that the global economic system has survived 
this crisis and that the likelihood of a deep, long de-
pression has declined. Nonetheless, an overshooting 
of this sentiment-based recovery on the financial mar-
kets cannot be ruled out.
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The much steeper output decline in Ukraine com-
pared to other countries is explained by high open-
ness of the economy (export accounts for almost 50% 
of GDP) and the non-diversified export structure (the 
export of metals constitutes 42% of total exports, 
while more than a quarter of exports are concen-
trated on a single country – Russia). At the same 
time, the crisis was exacerbated by domestic factors 
– sharp hryvnia depreciation and frozen credit ac-
tivity depressed domestic demand, while persistent 
political stalemate hampered policymakers’ ability to 
tackle the economic crisis.

1-1.5% of GDP), the extremely difficult financial po-
sition of Naftogas (damaged by the government’s 
reluctance to raise retail gas tariffs before elections) 
and problems to finance the budget (privatisation 
stalemate, the blocked access to the international 
debt markets). Furthermore, due to the upcoming 
elections the authorities are reluctant to pass correc-
tive fiscal measures that may help to boost revenues 
and curb unproductive expenditures. 

Apparently, the government is relying on financing 
from international financial institutions (the IMF has 
already disbursed USD 1.5 bn to the government 
and two World Bank loans for the total amount of 
USD 1.25 bn are in the pipeline) and on bilateral 
loans, and hoping for the economy to gradually re-
cover in the 2nd half of the year, which will improve 
the revenue situation. Nevertheless, we consider the 
fiscal situation extremely worrying this year, espe-
cially in light of the upcoming presidential elections, 
which obviously increase the risk of populist policies.

Banking sector turbulences

The banking system has been under enormous liquid-
ity pressure since October 2008, due to the mas-
sive deposit outflow and blocked access to external 
financing. Specifically, sharp hryvnia depreciation 
and problems in one of the largest banks provoked 
a massive run on deposits (the banks lost nearly 25% 
of deposit base in October-March). Several banks 
were unable to bear the liquidity pressure and were 
put under NBU receivership. To protect depositors 
and restore the confidence in the banking system, the 
authorities developed a recapitalisation mechanism, 
under which the state will acquire the majority stake 
in the ailing systemic banks.
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The severe and prolonged output decline may have 
extremely negative consequences for the Ukrainian 
economy including mounting loan and bond de-
faults, a sharp fall in fiscal revenues and rising un-
employment, thus endangering economic and social 
stability in the country.

Widening fiscal gap

Despite the government’s success reports on impres-
sive budget performance, the real fiscal picture looks 
quite gloomy due to diminished budget revenues, 
large imbalances in the Pension Fund, and problems 
on the financing side. In the first four months of the 
year, the government managed to sustain the fiscal 
situation thanks to administrative efforts and crea-
tive accounting measures, including advance tax 
payments and NBU profit transfer, manipulation of 
VAT payments on imported gas, etc. Moreover, to 
cover the widening budget gap the government has 
actively resorted to NBU financing via the issuance 
of domestic government bonds. However, we expect 
the government to face a large, uncovered gap this 
year against the background of eroded tax revenues 
(the budget revenues may fall 10-15% short of the 
year-end target), a gap in the Pension Fund (around 
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Liquidity risk has declined in recent months as de-
posit flows reversed amid exchange rate stability 
and the absence of any negative news on the bank-
ing sector. At the same time, default risk is clearly on 
the upside – due to the high share of FX loans to bor-
rowers without income in foreign currency (for exam-
ple, 80% of mortgage loans are FX-denominated), 
60% hryvnia depreciation (coupled with falling real 
incomes), which has eroded borrowers’ ability to re-
pay their FX loans, thus leading to mounting default 
risks for banks. In recent months, the banks generally 
managed to get retail loan performance under con-
trol (owing to large-scale restructuring processes and 
reduced exchange rate volatility), but the major risk 
going forward is loan quality in the corporate seg-
ment, taking into account the severe output slump.

Another important issue for banking system stability 
at the moment is the efficient resolution of problem 
banks (including systemic banks’ recapitalisation by 
the state, the prevention of assets stripping practices, 
etc.) to boost public confidence in the system. We 
expect this process to be quite bumpy, taking into 
account the web of politically vested interests in the 
Ukrainian banking system.

Persistent political stalemate

Ukraine’s political landscape remains exceptionally 
messy in light of the upcoming presidential elections 
(in early 2010). President Yushchenko and Prime 
Minister Tymoshenko have been engaged in constant 
fights over various economic and political issues (gas 
deal with Russia, foreign policy, anti-crisis measures, 
etc.), while the Parliament is basically dysfunctional 
given the de-facto absence of a ruling coalition. As a 
result, the main political players have proven unable 
to cooperate and develop a comprehensive anti-
crisis package (for example, in April the Parliament 
failed to approve legislative changes necessary for 
IMF programme resumption and these changes were 
passed by governmental resolutions on apparently 
weaker legal grounds). Furthermore, the approach-
ing presidential race raises the risk of an outburst of 
populist policies that may ruin the country’s fragile 
economic stability. For instance, Parliament recently 
adopted a law prohibiting the repossession of col-
lateral on mortgage loans. This purely populist docu-
ment (which has yet to be signed by the President) 
creates a legal inconsistency in the mortgage lending 
area and may substantially damage the banking sys-
tem’s operations.

External financing risk

The rally on the global financial markets in the last 
three months has substantially alleviated the exter-

nal financing risk for Ukraine. As mentioned above, 
Ukraine still enjoyed some capital inflows in the first 
quarter (in form of FDI and long-term loans), and 
rollover ratios in the private sector have been close 
to 100%. Specifically, the foreign banks provided 
full support to their subsidiaries operating in Ukraine 
by injecting liquidity and replenishing capital. How-
ever, if global financial markets enter another round 
of turbulence there may be a decline in capital flows 
into Ukraine and reduced rollover ratios. In this case, 
Ukraine is likely to face a substantially higher exter-
nal financing gap than currently expected.

 Summary and projections

Given Ukraine’s extremely high share of exports in 
GDP and the absence of domestic economic stimu-
lus, the recovery of Ukrainian economy is likely to 
be mostly externally driven. Thus, in our view, the 
short-term economic outlook for Ukraine is heavily 
dependent on global economic trends in the next 
6-12 months.
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In 2009, the world economy plummeted into the 
deepest post-World War II recession by far. The 
IMF projects global output in 2009 to fall by 1.3%. 
Moreover the downturn is truly global, including the 
USA, Western Europe and Japan as well. However, 
the trough of the economic slump in the advanced 
economies such as the USA and the euro area is 
likely already behind us. Improving leading indica-
tors portend stabilisation in economic activity in the 
second half of 2009, meaning that on the one hand 
there will be no more major declines in production 
activity but on the other hand no substantial upswing 
in business activity. History teaches us that economic 
downturns in conjunction with financial crises last 
longer and are more severe. Hence, after the severe 

Forecast
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recession in 2009 we expect stagnation in 2010 in 
these economies. The low capital utilisation will lead 
to further job losses, and unemployment rates will 
continue to rise well into 2010.

Emerging economies will likely follow the path of the 
advanced economies. China may ultimately profit 
from its fiscal stimulus as well as from an end to the 
US recession. Russia, although hard hit by falling oil 
prices, will profit from the (ongoing) rebound as well.
In Ukraine, we will likely witness strongly negative 
GDP growth from Q1 to Q3. Then, the statistical 
“low base effect” will positively affect the growth fig-
ure in Q4. Also, with a decline of over 30% yoy, 
the slump in the industrial sector of Ukraine has es-
sentially bottomed out. Demand for steel and other 
export goods will at some point recover from the cur-
rently depressed levels due to higher economic activ-
ity in other parts of the world, i.e. Emerging Asia. 
Regarding exports, the country will gain from its in-
creased external competitiveness due to the sharply 
depreciated currency. In 2010 the deep recession 
will likely be over – we expect economic stagnation 
with growth rates around zero.

In the baseline scenario, we expect that the external 
balances may be sustained this year, and thus large-
scale exchange rate adjustment has been complete 
(albeit exchange rate volatility may increase in the 
fourth quarter given the approach of the elections 
and seasonal increase in imports). Specifically, as-
suming nearly full rollover of parent funding, smooth 
implementation of the IMF programme and funding 
from other bilateral and multilateral donors, we ex-
pect that the external financing gap (gross external 
financing requirement minus available funding) will 
not exceed USD 5-7 bn in 2009 and might be easily 
financed with NBU FX reserves. However, we should 
note that these estimates are extremely sensitive to 
economic and political (in)stability in Ukraine, since 
another hike in depreciation expectations may trig-
ger massive short-term capital outflows and thus a 
weaker currency.

External financing gap 2009 (USD bn)
Current account balance -0.5

Short-term capital outflow (gross) -32.0

   o/w cash outside banking system -10.0

Maturing long-term debt -11.3

   o/w public sector -2.0

External financing requirement -43.8

FDI 3.0

Private sector short-term loans 15.5

Private sector long-term loans 3.4

IMF funding (2009 tranches) 10.0

IFI‘s and bilateral loans (w/o IMF) 6.0

External financing sources 37.9

External financing gap -5.9

Source: National Bank of Ukraine, Raiffeisen Research

In conclusion, we would like to stress the importance 
of concerted policy actions to overcome the reces-
sion and generate sustainable output growth. Unfor-
tunately, at the moment the authorities’ strategy looks 
extremely short-sighted – the focus is on maintain-
ing macroeconomic and social stability in the short 
term (until the presidential elections), while the main 
hopes for economic recovery are based on a revival 
in the global economy. Consequently, long-needed 
structural reforms have been postponed. However, 
if global economic growth remains sluggish in the 
next few years Ukraine faces the risk of falling into a 
vicious cycle of stagnant growth and high inflation. 
Therefore, the long-term growth strategy should be 
based on developing sustainable domestic demand 
by implementing the set of structural reforms includ-
ing regulatory, judicial, pension, land ownership 
and other reforms.
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