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Ukraine- Real Sector

Real GDP growth, %
9 average for 2003-2007
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Source: Sate Satistics Committee of Ukraine, IMF WEO
Database April 2008

January-August 2008, % yoy

GDP 7.1
Agriculture 24.4
Domestic Trade 10.7
Transportation/Communication 8.3
Construction -5.3
Industrial Output 6.3

Source: Sate Satistics Committee of Ukraine

= Over the last five years,
Ukraine has been one of the
fastest growing economiesin
the region: itsreal GDP grew
by 7.9% per annum.

* During January-August 2008,
Ukraine continued to expand
fast at 7.1% yoy, showing
resilience to global liquidity
tightening, high energy and
raw materials prices, high
Inflation and on-going political
controversy.

WHERE OPPORTUNITIES

Y

E M E R G E



-
Economic Growth — Demand Side

GDP growth by Demand Components, pps
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= Onthedemand side, in thefirst half

2008 GDP growth was supported by
high domestic consumption and
Investment growth of about 15% yoy.
Over this period, domestic consumption
was sustained by a 15% yoy increase in
real disposable income, 9% yoy real
Increase in wages, and 30% yoy real
Increase in credits (65% yoy nominal).
Growth of investments was encouraged
by the growing profitability of firms
(48% yoy in real terms due to higher
exports and domestic trade) and by
strong foreign currency inflows (FDIs
and debt), which compensated for tighter
domestic liquidity.
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Economic Growth — Supply Side

GDP growth by Sectors, percentage points = On the SUpply side, in 2008 agriculture

12 ” has been the growth engine (24.4%
0 0_/6‘ yoy), harvesting 42 million tons of
grains, a 15-year record. Thislarge

” harvest is due to favorable weather and

larger investments in the sector.
~ =Weak growth in construction (- 5.3%
yoy thisyear is due tight economic
I I [ policies (to control inflation)

= Average growth of industry (6.3% yoy)
was due to growing production costs
2003 2004 2005 2006 2007 8mo (more expensive energy, raw materials,
mmm Agriculture mmm Industry o labor, and transportation).
?Zﬂc?rql;?rtusc:?igléces :gg;az;te;arket prices " Real GDP isforecasted to grow by
6.3% in 2008 and about 5% in 2009.

Source: Sate Satistics Committee, The Bleyzer Foundation
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M acroeconomic Performance - Inflation

0 = = |nflation reached 17% in 2007, surging
to 31% yoy by May 2008, because of
Increases in aggregate demand and high
food prices (due to poor weather).

= After June, there has been deflation, due

~ toagood harvest and lower food prices.
= By August, yoy inflation was 26%

Source: State Statistics Committee, The Bleyzer Foundation

= Though fiscal deficits were maintained low at about 1% during the
last three years, budget expenditures grew by 20% per annum in real
terms, increasing inflationary pressures.

= Nevertheless, exchangerate and monetary policies were at the core
of the inflation problem, with large nominal increases in money
supply (about 50% pa) and bank credit (about 70% pa).

= Therefore, inflation was addressed by reducing bank credit growth. .
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T ———
Addressing Inflation — Monetary Policy

Official UAH/$ exchangerate (LHS), NBU . - -
forex interventions, $ billion (RHS), 2008 The current antl-lnflatlonary program relies

5.09 _2s heavily on monetary measures.

5 06 » Reducing NBU'’ s forex interventions,

503 Hrynia/$ 20 which were the major source of money
- ex‘il?ggi neev < growth, by switching to a managed float.
. N .~ s« Tightening bank reserve & capital

adequacy reguirements.
* Increasing the NBU discount rate to 12%.

« Carrying out sizable sterilization
05 operations to slow down credit growth.

Although these measures curbed credit

4.94

|
[EEY
o

491

4.88

4.85

482 NSYR B R B m growth, they reduced liquidity in the
A g banking sector and may lead to lower GDP
Source: NBU growth in 2009. 6
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T ———
First Results of Anti-inflationary Program
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= Asof August 2008, these
measures reduced money
supply to 44% yoy (from 52%
yoy in 2007); and credit growth
to 59% yoy (from 74% yoy).

= Helped by larger agricultural
output, these measures brought
annual inflation down to 26%
yoy in August from its peak of
31% in May.

= Inflation may be 20% in 2008.

= However, the past high credit
expansion may have weaken the
banking sector with large non-
performing assets (which
amounted to 13% in 2007). |
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Externa Trade

Current Account Balanceand FDI Inflow, $ ™ Ukral n_e’ S exports have_ performed well
billion, and CA Balance, % of GDP Increasing by 30% pain the last two years.

= |n Jan-Jul 2008, exports of goods reached an
all-time record growth of 47% yoy.

= However, Imports grew even faster at 57%
yoy over Jan-Jul, due mainly to rising raw
materials and energy prices.

= The CA gap has continued to widen, and
may reach $14 billion in 2008 (7% of GDP).

= Robust FDI inflow ($10 billion in 2008) and
debt inflow will financed this gap, and have
allowed int. reserves to reach $38 hillion.

= |n 2009, due to higher gas prices and likely
R B S b lower metal prices, Ukraine' s CA deficit
— CA Balance, % of GDP may increase to $24 billion (10% of GDP).

01 02 03 04 05 06 07 08(e)09(r) * Glveninternational liquidity problems, this
Source: NBU deficit may be more difficult to finance. s

Current account
balance, % of GDP
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External Debt Burden

Gross External Debt, by Sectors, $ Billion = Since 2007 total external debt doubled
+05 Intercompany Lending 4 tO $1OO bl I II On.
0 Corporate Sector t . EXternaI prlv.ate. debt greN tO $85
’ billion, $29 billion of which is short-
term (classified by origina maturity).
= |ncluding short maturities of LT debt,
short term debt could be $40 billion.
= Ukraine stotal external debt is now
above the median value of countriesin
.3s  Similar credit rating categories:
’ = At 60% of GDP, Ukraine' s external
debt/GDP is above the 40% median
value of similarly rated countries.
= At 120% of current account
receipts, itsratio of external debt/CA
2007 2008 recel ptS Is aso above the 84%
Source: National Bank of Ukraine med| an Val ue for Sl m| I ar Countri es.
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External Financing Requirements
CrEsll DeRul SxEpsEg et s = Adding the $14 billion needed for the CA gap

600-

— Ueane  tOsnort term debt of $40 billion, the size of
wane  EXternal financing for 2009 would be $54 bn.
Sy _sugaia ™ A portion of this debt (about $24 billion) is
~ . due by subsidiaries to parent companies or
o _ . South represents more stable trade credits.
Africa .
_.mazi ™ Under normal circumstances the gap of $30
- _ . billion would be manageable.
mw _ maians ® But if global liquidity continues tight, Ukraine
South may face refinancing difficulties.
200 coaia = Already the international markets has shown
Poland Its concerns with large CDS premiums.
100{% china = Although Ukraine may be able to soft-land
Chile (with FX rate flexibility, moderate devaluation
. Czech and tighter monetary policies), therisk of a

crisesin 2009 is now greater, with a possible

Ry major devaluation. 10
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Medium Term Prospects

= Although the combination of larger current account deficits, large short
term repayments and tight international liquidity may lead to a financial
crisisin the next 12 months, over the medium term, Ukraine’s economic
outlook is still bright.

= In the medium term, Ukraine should enjoy higher growth in productivity
and GDP, and therefore higher asset prices for the following reasons:

e The recent membership into the WTQO should stimulate exports.

e A FTA under negotiations with the EU would further encourage
exports and foreign direct investments (FDI).

« FDI will also be supported by an abundant and educated |abor supply
at wages that are one-third of those in Eastern Europe.

» Ukraine large population of 46 million people is an attractive market.

« Ukraine agricultural potential is quite high and could become one of
the world’ s largest grain exporters.

o Ukraine sinfrastructure is reasonable as compared to other countries

In the region. .
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Recent Political Developments

= The Constitution reform of 2004 was deficient in that it established
overlapping responsibilities between the President and the PM.

= On September 2-5, 2008 the Rada approved a number of laws, which further
restricted the power of the President.

= The voting was successful due to the union of the Prime Minister
Tymoshenko’'s Bloc (BY T) and opposing Party of Regions (PR).
Thereafter, the President’ s Our Ukraine party dissolved the ruling coalition.
Political parties have now until October 16" to form a new coalition.
Otherwise, the President may call for new early parliamentary elections.

Although this situation has created uncertainties, it may provide an

oPportun!ty to correct the deficiencies of 2004, which have been at the core

of al political problems since then.

= Regardless of the end results, afundamental consensus exists between the
major political parties on Ukraine's Epath towards a market economy,
Including entering a FTA with the EU, strengthening relations the West, and
land reform.

= Although political difficulties have slowed down reforms, there is general
willingness to improve the investment climate of the country.

= Nevertheless, major economic reforms may have to wait until after the 2010

presidential election. 12
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