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Economic Performance since 1991

A Since independence in 1991, the Ukrainian economy has passed throt
nine phases:

1.

2.

The 19911 998 n pr e ssatusqud phiase with highifiscal
budget deficits and little reforms

The 1998 financial crises triggered by Russian debt default

The 19992003 recovery with limited reforms, based on exports
encouraged by a large 1999 currency devaluation.

The 2004 Orange Revolution that encouraged large increases in fo
private debit.

The 20042008 recovery with limited reforms based on foreign debit.
The 2009 crises associated with the USsuilme crises
The20102014 Yanukovych periodith high corruption

The PreEU Maidanrevolution of 2014

The current 20146 period of war with separatists supported by Rus
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Economi ¢ Perf or man

After independence from the Soviet Union in August 1991,
Ukraine had a large potential to grow fast:

A It was the second largest European country in land mass :
the 4th largest in population (51 million people).

A Had well educated and skilled labor force.

A Had extensive and rich agricultural soil: used to be the
grainbasket of the former Soviet Union.

A Had good industrial activities.
A Had good mineral resources (iron ore, coal).
A Had a reasonably developed infrastructure.
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What happened after Independence?

A Despite favorable initial conditions, Ukraihad a difficult transition --

with a long recession lasting several years.

A This was because:

1. Its economy was open and dependent on other FSU Reptblits
Independence cut these production & trade relations.

2. It had a large percentage of military industries (25% of enterprises
produced military goods)} which found themselves without markets

3. Due to negligible energy cost, many industrial processes were ver
energy intensive (Ukraine used 6 times more energy/GDP than in
-- they became inefficient when energy cost increased 10 times.

4. Lack of serious and deep economic reforms.

A Although corporate restructuring was needed, the government instea
f ol l owesdvatwonon strategy, giving hi
that producedarge government deficits(of up to 25% of GDP in 1992)
and which led to high inflation rates (of up to 10,160%% pa in 1993).
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Economic Performance Indicators,

1991-2000

Gross Domestic Product, % change
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Economic Performance Indicators,
1991-2000

Annual Inflation Rate
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In 1995, President Kuchma was elected based on a reforn

agenda & progress was made in several areas

b Prices and international trade were liberalized.
b Taxes were lowered and many subsidies eliminated.

b The small & mass privatization programs advanced.
b The NBU was strengthened with sound monetary policy.
b A new currency (Hryvnia) was introduced in 1996.
b Ukraine accepted the IMF Obligations under Article VIII.
b Inflation was reduced to 10% in 1997.
b The exchange rate was maintained stable at 1.9 UAH/US$
bThe NBUOs international rese
A These measures led to international financial support led by the IM|
A But reforms to improve the investment climate were stalled in-2996
as government efforts shifted to political and constitutional reforms
A More critically, the fiscal deficits remained highGdb of GDP and
was financed by shortterm foreign debts from European banks.
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Foreign Capital was concerned with the risks.
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Ukraine looked like a dark tunnel:
Sign: 'Ukrainian Business
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Even many local firms were worried with the

environment
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Fear of Government abuses was widespread.

- Protection racket?

- Tax authorities?

- Health inspectorate?
- Police?
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EXxcessive inspections/regulations were taxing

<t Easy!!

g This is the last
i 1 stage of your
. & business

inspection!!
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The 1998 Financial Crises triggered by Russian Default

A With a weak economy, the debt defaaftRussian August 1998,
triggered a hard financial crisis in Ukraine:

A Foreign banks were not willingtoretlv er Ukr ai n.
foreign debt which had increased rapidly in 1936

A Capital outflows accelerated.

A International reserves fell sharply from US$2.5 billion in Apri
1998 to US$800 million by December 1998.

A The exchange rate depreciated by 80% from 1.9 UAH/US$
December 1997 to 3.4 UAH/USS$ by the end of 1998 and to !
UAH/USS$ in 1999.

A In two months, the local stock market index collapsed by 55¢
from 40 in August 1998 to 18 in October 1998.

WHERE OPPORTUNITIES EMER G & SigmaBleyzer



B ——
The post 1998 Crisis recovery period 19992003

ABut Ukraine recovered very well from the 1998 crisis:

AThe fiscal deficitwas brought under controland remained belov
1% of GDP from 1999 t@003 (the major lesson from the crisis).

ALower fiscal deficits led to surpluses in the current account.

Alt negotiated successfullyith banks theestructuring of its debts.

AMonetarypolicy stabilizedhe exchange rate at UAH 5.2 per®JS

AKey economic reformsere implemented, includinradoption of
legislation for WTO accession, improved intellectual property
rights, liberalization ofmany businesactivities, payment of wage
and pension arrears, elimination of barter trade, enactment of L
on Banks better legislation on money launderiets.

AThe major Hryvnia devaluation of 1998, the improved fiscal situat
and new economic reforms supported exports and GDP growth.
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Ukraine Economic Performance in 20003

A Between 2000 and 2003, Ukraine showed overall excglmvrmance,
with the highest GDP growth in the region.

2000 2001 2002 2003

Real GDP Growth 9.2% | 92% 52% 9.6%

Fiscal Balance (% GDP) -0.3% | -0.3% 0.7% -0.2%

Consumer Inflation (eop) 6.1% | 6.1% -0.6% 8.2%

Exchange Rate (Hr/$, eop) 5.30 5.30 5,33 5.33

Current Account ($bn) 1.4 1.4 3.2 2.9
(as % of GDP) 3.7% | 3.7% 7.5% 5.8%

International Reserves ($bn)| 3.1 3.1 4.4 6.9

Foreign Public Debo GDP) | 26.3% | 26.3% 24.1% 21.3%

Source State Statistics Committee of Ukraine, National Bank of Ukraine, Ministry of Finance of Ukraine, The Bleyzer Foundation g
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e
Contributors to Good Economic Performance

Economic performance in 20003 was supported by key measure:
AReasonable macroeconomic stabilifyh low fiscal deficits

A Competitive exchange rate that accelerated exports, with export:
becoming the main source of GDP growth.

A Simplified business regulations, particularly for starting a busine:

A Adoption of legislation for WTO accession, including improved
Intellectual property and minority shareholders rights; better
regulated the foreign banking; liberalized trade)

Alnitiation of the reform of the tax system (eliminated tax exemptic
reduced the personal and corporate income taxes).

A Approval of banking and money laundering legislation
ARe-activation of the privatization process
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The 2004 Orange Revolution
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The Presidential Elections of 2004

A
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In initial 2004 Presidential election was won by a-Rissian
candidate, Mr. Viktor Yanukovych.

But due to fraud suspicion, over 1 millieikrainian citizens protestec
I n the streets I n what became
The Supreme Court declared #lections invalid due to

Al rregul ar i tarersofthe alettiomsunlJanaary 200~
These elections were won by Mushchenkpa preWestern
candidate who became the third President of Ukraine in January z
Before the elections, in December 2004, the Parliament approved
compromise package of laws calling for changes to the Constitutic
These reforms turned Ukraine into a parliamenfapsidential
republic, reducing presidential power and giving more authority to
Parliament and the Prime Minister.

These reforms, however, provided for overlapping responsibilities
between the President and the PM that are at the core of political
difficulties.
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The Orange Revolution

A

A

Nevertheless, the nOrange Revc
the civil, political and governmentatructures of Ukraine.

It transformed the country politically, with more competition among
political parties, more transparency, a more open dialogue about
political disagreements, more che&sdbalances and more
accountability than ever before in the country.

Ukraine was the only po§ioviet county (in addition to the Baltic
states) where civil and political freedoms were developing.

As a compromise, MiYanukovitchbecame the PM followed by Ms.
Tymoshenkan December 2007.

But unfortunately, the authorities did not deliver any reform prograt
and the country missed the opportunity to take off .

GDP growth was based on large private foreign borrowings.
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Surveys showed that most Ukrainians favored greater economic
with the EUéeéecéeée
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