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1 Executive summary
Ukraine’s economy bounced back strong in 2021 following a deep
recession in 2020 caused by the coronavirus (COVID-19) pandemic, but
by the summer that growth was slowing more than expected as the low
base effects wore off.

Ukraine’s economy is still working well below potential due to the low
investment, lack of progress with reforms and the ongoing conflict with Russia
that is hurting the business climate and dissuading investors.

Ukraine has attracted very little foreign direct investment (FDI) as although
incomes are now rising much more quickly the country risks remain very high,
as illustrated by the talk of war with Russia in the last two months of the year
and the free reign given to the country’s oligarchs.

FDI fell from a recent peak of $5.2bn in 2019, the last year of strong growth, to
a mere $215mn in 2020 and remains depressed due to the political instability.
The government’s poor treatment of investors into the renewables sector – one
of the only sectors to have attracted substantial foreign investment – has also
weighed on the investment climate and has stymied the investment into green
power that was ongoing.

The two areas where Ukraine has successfully attracted some foreign
investment is in retail where several large multinational retailers like Sweden’s
IKEA and Germany’s METRO have moved in. These companies are early
movers in transition economies and their arrival is an encouraging sign as it
says they believe that Ukraine is at the beginning of long-term sustainable
recovery. However, the pace of that recovery continues to disappoint.

Renewable energy investors were attracted by the generous green power
tariffs offered by the Poroshenko administration. However, the tariffs proved to
be too generous and the government has failed to meet its obligations, running
up a $1bn debt for unpaid power bills. That was settled finally in the fourth
quarter of 2021 with the issue of a Eurobond by the state-owned power
company Ukrenergo, but the failure to pay and the government’s attempts to
retroactively renegotiate the tariff hurt Ukraine’s already poor investment
image.

The problems lead to various downgrades for Ukraine’s growth outlook.
The government downgraded its official forecast for 2021 from 3.4% from 4.1%
predicted in April. Economic growth in 2022 was also downgraded slightly to
3.6% instead of 3.7%. According to the Ministry of Economics, the revision of
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indicators is mainly due to the slowdown in investment growth and challenges
and threats of post-pandemic development.

IMF downgrades Ukraine's GDP growth estimate to 3.2% from 3.5% in the
October forecast. However, the IMF has unchanged Ukraine's economic
growth expectations in 2022 at 3.6%, and in 2023 3.4%. And JP Morgan
sharply downgraded its forecast from 4.5% to 2.3% in 2021, while maintaining
an expectation of 5% growth in 2022.

Inflation has been the main macroeconomic problem. After crushing
inflation in 2019, which fell to a post-Soviet all time low of below 2% in May
2020 inflation roared back in 2021 to peak at 11% in September before starting
to fall as a series of aggressive rate hikes began to take effect. The outlook for
inflation is to end 10.6% in 2021 before falling to 6.5%, according to the official
forecast.

2 Political outlook

Two issues dominate the Ukrainian political agenda: Russia’s aggression
and Ukrainian president Volodymyr Zelenskiy growing face off with the
leading oligarchs ahead of presidential elections slated for 2022.

At the end of October the US intelligence agencies briefed the US press,
saying they were concerned by a military build up of Russian forces in bases in
the Western Military District facing Ukraine’s border and warned of the danger
of an imminent Russian invasion.

War talk: As bne IntelliNews reported extensively analysts were adamant that
an actual invasion is highly unlikely and that the build up had more to do with
Russia’s new hard line with the west that was launched by Russian foreign
minister Sergei Lavrov new rules of the game speech in February. The build up
was part of the Kremlin’s strategy to force the issue of starting negotiations
with the West to set up a new pan-European security deal that became the
subject of a two-hour December 7 virtual summit between Russian President
Vladimir Putin and US president Joe Biden.

Zelenskiy has been pushing hard for both Nato and the EU to offer Kyiv a
concrete timetable for accession to both bodies – and has been met with
silence. But for his part Putin wants to settle the status of Ukraine in Europe
once and for all – especially before the 2024 presidential elections. Putin
appears tired of the expensive and embarrassing frozen war he has created in
the Donbas that ensures Ukraine can never join Nato as long as the conflict
exists. Ukraine remains Putin’s big legacy issue and he intends to force the
West to stick to the broken verbal promises made to Mikhail Gorbachev at the
end of the Cold War of “not one inch” eastward expansion of Nato, complete
with legal guarantees.

By December 15 the Russian Foreign Ministry had issued a detailed security
proposal that includes as Article 4 a legally binding guarantee that Nato will
never allow Ukraine (or Georgia) to join the military alliance, which will be
extremely difficult for Nato members to accept.

However, there is some common ground as Russia is offering to equally bind
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itself to commitments on non-aggression and limits on troop and missile
deployments, which would improve security for both sides. Moreover, two
important elements of any ultimatum are missing: a timetable and an “or else”
conclusion of actions to be taken if no agreement is reached. On top of this the
document concedes the right of all existing members of Nato to remain
members and so solidifies the existing set up.

The lack of any mention of a timetable is an acceptance that these security
talks could go on for years and as an opening gambit, although the articles are
harsh, that means the Kremlin is prepared to work on thrashing out some sort
of agreement, no matter how long it takes.

For Ukraine the launch of these talks – and Biden conceded the need for a
meeting between Nato and Russia in the first week – probably represent
progress. If a security deal can be agreed then the need for the frozen conflict
in Donbas ceases to be relevant and clears the way for Russian troops to be
withdrawn. However, the Kremlin has also made it clear, although it was not
included in the MFA wish list, that it expects Kyiv to uphold its commitments in
the Minsk protocols, which will be very hard for Zelenskiy to agree to.

And despite the proposed start of talks between the West and Moscow the
troops in the forward western positions are unlikely to be sent home to  their
bases in the hinterland as the main source of pressure that Moscow can bring
on the West to encourage it to take the talks serious is to continue to threaten
invasion with a high concentration of troops in the west of Russia.

There is a general assumption that the build up was posturing ahead of the
December summit and that after the summit the military tensions will fade and
the status quo restored. However, as bne IntelliNews has argued, the Kremlin’s
policy on the west has hardened considerably in 2021 and the demands Putin
is now making are significant, but does not intend to back down. That means
tensions are likely to remain high and the Kremlin will turn the tensions up and
down as the needs of its negotiation demand until it gets a deal it can accept.

Oligarch showdown: the second there is Zelenskiy's growing crackdown on
selected oligarchs. The campaign kicked off with Zelenskiy oligarch speech in
March and was followed by an oligarch law in the summer that defines an
oligarch, sets up a state register of oligarchs and imposes limits on their
actions and interactions with the government.

In parallel Zelenskiy launched various attacks on oligarchs starting with Viktor
Medvedchuk, the head of the Political Council of the Opposition Platform, For
Life Party and a pro-Russian leader of the opposition. Medvedchuk has been
sanctioned, accused of corruption and had his media assets closed down. The
move raised some eyebrows as Medvedchuk is a democratically elected
leader of one of the largest options parties in the Rada and so the actions
against him bear a heavy political tint.

At the same time Zelenskiy has started a fight with Rinat Akhmetov, the richest
man in Ukraine and founder of System Capital Management (SCM). The
government has put Akhmetov’s media assets in the crosshairs too and they
have hit back by writing and reporting increasingly negative stories about
Zelenskiy that have been hurting him in the polls. This attack could also be
construed as an attack on a political rival. To further worry, oligarch Ihor
Kolomoisky has been relatively untouched by these scandals, who is friends
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with Zelenskiy and bankrolled his presidential bid in 2019 and is credited with
putting the actor-turned-politician into office thanks to the support of the
Kolomoisky-control media assets.

As bne IntelliNews reported in The Oligarch Problem the big businessmen in
Ukraine remains one of its biggest challenges to transformation but it is not
clear just how Zelenskiy can get them out of the woodwork as they are
politically well connected and also amongst the biggest employers in the
country.

All this has hurt Zelenskiy in the polls. He was elected on a platform to fight
corruption and to end the war in Donbas and has been able to do neither. The
majority of Ukrainians believe that Zelenskiy has not fulfilled his obligations to
fight corruption, half of the respondents make him responsible in this area,
believing that the head of state must make the final decision when appointing
the heads of anti-corruption bodies, according to the results of a sociological
survey of the Active Group. According to the poll, Ukrainians tend to blame the
head of state for successes and failures in the fight against corruption - 57.6%
of respondents expressed such an opinion.

Zelenskiy has not entirely worn out his welcome and would still win any
presidential election held tomorrow comfortably, but his lead in the polls is
shrinking slowly. Zelenskiy led the presidential polls with a share of 23.5% of
decided voters, maintaining a 10.1% lead over ex-president and leader of the
European Solidarity party Petro Poroshenko, who got 13.4% in December.

Zelenskiy’s support 2.5 years into his presidency is 6% down from the result he
scored in the first round of the presidential election in 2019, when 30% of
Ukrainians backed him. Poroshenko is 2% down from his 2019 result. Other
candidates polled below 10%.

Since the start of this year Zelenskiy has clearly become much more focused
on winning the upcoming elections and has been consolidating power in his
own hands with a string of new appointments, especially in the law
enforcement and general prosecutors office. He has also reshuffled the
government, appointing loyal supporters to improve his control.

Nevertheless, unlike Russia, Ukraine has a well developed civil society and
has established a tradition of voting so that presidents cannot just steamroll
their way into office: Ukraine has had a total of two colour revolutions and if
Zelenskiy attempts to steal an election the people will quickly take to the
streets and have no compunction about ousting him too

Privatisations

One of Bankova’s few successes in 2021 was to get the privatisation
programme off the ground with a string of increasingly large sales of
state-owned assets.

Some 30 distilleries have been privatised at online auctions since October
2020 for over UAH1.7bn, of which UAH1.05bn has already been paid by
investors to the state budget of Ukraine, the State Property Fund of Ukraine
(SPF) said on Facebook.

Odesa winery was privatised for UAH235mn ($8.7mn). The winner of the
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auction of the Odesavinprom plant paid UAH235mn, announced the State
Property Fund. Under the terms of privatisation, the new owner must ensure
the preservation of the core business of grape wine production for three years,
during which time he must also fulfil social guarantees for employees. The
privatisation auction took place on September 14, with a starting price of
UAH65.3mn ($2.4mn). More alcohol producers are slated for sale as the sector
continues to be privatised in 2022.

“This reform is a powerful stimulus for the development of the whole industry,”
said the Deputy Chairman of the State Property Fund, Taras Eleiko.

The retail banking giant Oschadbank put up for sale a margarine factory and a
residential building in the centre of Kyiv and the bank itself is slated for sale in
the next few years as the banking sector starts to come into focus.

The state also said that the largest bank in the country PrivatBank,
nationalised by the state in 2016, is back in profit and also is being prepared
for privatisation in the next few years. A decision on the plan to sell both
PrivatBank and Oschadny will be made in January 2022.

PrivatBank will be privatised by 2024. “If the Ukrainian government makes a
final decision on the privatisation, the bank can be sold in 2024 for an
enormous sum”, said the Chairman of PrivatBank's Board, Gerhard Boesch.

The state continues to sell off its real estate assets and hotels, with several
successful sales under its belt already. Residential building in Kyiv with a total
area of 1,214 square metres and a starting price of UAH8mn ($296,000) were
sold in 2021 as well as a complex of commercial property, equipment and
production facilities, located in the village of Sokolivske in the Kirovohrad
region with a starting price of UAH47mn ($1.74mn).

The Electronmash plant was sold at auction for UAH970mn ($37mn),
according to Prozorro.sales. The winner of the auction paid UAH970mn
($37mn) with a starting price of UAH66.7mn ($2.5mn).

The electronic Prozorro auction site has been a success and contributed a
record UAH57mn in taxes and dividends to Ukraine’s budget in 2021. In the
first nine months of 2021 Prozorro paid a record UAH57.3 ($2.17mn) in taxes
and dividends to the state budget. Of these, UAH8.9mn ($338,000) was
income tax, UAH17mn ($646,000) was value-added tax and UAH31.4mn
($1.19mn) was part of the net profit of the state enterprise.

However, many of the biggest assets, such as the controversial Odessa Port
Plant (OPP) sale remain on the sales list and remain mired in politics: several
oligarchs have interests in the same of this valuable assets and have laced the
company with debts that effectively act as poison pills to any sale. There have
already been three attempts to sell the chemical plant but no progress has
been made.
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3 Macro Economy

Source: WIIW

• GDP
The problems lead to various downgrades for Ukraine’s growth outlook.
The government downgraded its official forecast for 2021 from 3.4% from 4.1%
predicted in April. Economic growth in 2022 was also downgraded slightly to
3.6% instead of 3.7%. According to the Ministry of Economics, the revision of
indicators is mainly due to the slowdown in investment growth and challenges
and threats of post-pandemic development.

IMF downgrades Ukraine's GDP growth estimate to 3.2% from 3.5% in the
October forecast. However, the IMF has unchanged Ukraine's economic
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growth expectations in 2022 at 3.6%, and in 2023 3.4%. And JP Morgan
sharply downgraded its forecast from 4.5% to 2.3% in 2021, while maintaining
an expectation of 5% growth in 2022.

Ukraine’s economy will grow by 3.5% in both 2021 and 2022 spurred by
rich grain harvests and high business activity, the European Bank for
Reconstruction and Development said in an updated economic forecast.

JP Morgan is more optimistic about a recovery in 2022 which will see nominal
GDP for 2021 at record $197bn, up from $123bn in 2019, and accelerating
again in 2022 to $227bn.

JP Morgan analysts point out that the preliminary estimate of GDP growth in
Ukraine in July-September of this year at 2.4% in annual terms announced by
the State Statistics Service was disappointing, as the bank envisioned growth
of 6.7% for this period, while the National Bank expected 4%, and the
consensus forecast provided for 3.6%.

Scenario І

Indicator 2020 2021 2022

Real GDP growth projection, y/y 3.70% 3.80% 4.10%

CPI change, y/y 5.50% 5.3% 5.10%

$/UAHannual avg FX rate UAH27.0 UAH27.2 UAH27.5

Scenario ІІ

Indicator 2020 2021 2022

Real GDP growth projection, y/y 4.80% 5.50% 6.50%

CPI change, y/y 5.80% 5.0% 5.00%

$/UAHannual avg FX rate UAH24.8 UAH23.9 UAH24.2

source: The Ministry of Economic Development,
Trade and Agriculture of Ukraine
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• Inflation and monetary policy rates

Inflation has been the main macroeconomic problem. After crushing
inflation in 2019, which fell to a post-Soviet all time low of below 2% in May
2020 inflation roared back in 2021 to peak at 11% in September before starting
to fall as a series of aggressive rate hikes began to take effect.

The official  outlook for inflation is to end 10.6% in 2021 before falling to
6.5% in 2022.

The IMF has also upped its forecast for the full-year average inflation number
from 7.9% to 9.5% in 2021 and from 6.8% to 7.1% in 2022. Ukraine is
expected to finish 2021 with the inflation rate at 10.2%, and 6% in 2022.

The EBRD stated that it expects inflation in Ukraine to decline at the end of
2022, falling back to the NBU’s target of 4-6%.

The National Bank of Ukraine (NBU) was the first central bank in the region to
reverse several years of loosening and start hiking rates in March and
increasing rates at every meeting after that except in June: March (50bp),
April (100bp), flat in June, July (100bp), September (50bp), December (50bp).

In 2022 the rating of inflation is expected to keep falling as supply chains are
repaired and food prices start to normalise. The fall in inflation in 2021 was
particularly helped by a bumper crop that brought food prices down and
another good crop in 2022 will help do the same.

Analysts believe inflation peaked in October 2021, but core inflation has yet to
peak. Overall, in 2021 JP Morgan expects inflation at 9.4% and 8.3% in 2022.
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• Industrial production

After a 0.7% decline in September in October 2021, industrial production in
Ukraine returned to growth and grew by 1.4% compared to October 2020, the
State Statistics Service reported on November 23.
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The authority said that, adjusted for the effect of calendar days, industrial
production in October 2021 against October 2020 rose even more – by 2.2%
versus a decline of 0.9% a month earlier.

According to statistics, the increase in production was recorded in all sectors:
in the extractive industry – by 0.6%; in the processing industry – by 0.4%; but
the largest contribution came from the supply of electricity, gas, steam and
conditioned air – 7.6%.

In January-October of 2021, the growth of industrial output year on year
remained at the level of 1.4%, including 1.1% in the extractive industry, 1.5% in
processing, and 1.7% in the supply of electricity, gas, steam and conditioned
air.

The growth of industrial production is welcome but it remains underpar and
slowing as the low base effects of the coronacrisis wear off.

  The outlook for industrial production in 2022 remains entirely dependent on the
rate of economic growth and amount of investment Ukraine can attract.

The country enjoys a diversified industrial base and a big consumer market. It
also has some world class firms in aviation, agriculture and manufacturing, but
none of these have been able to reach critical mass yet meaning that industrial
growth, which in the black, remains lacklustre.

• FX and gross international reserves

Reports that Russia may be preparing to invade Ukraine have made the
hryvnia and the ruble the worst performing currencies of the region in

12 UKRAINE OUTLOOK 2022 www.intellinews.com

http://www.intellinews.com


December, reports Bloomberg. In one month, the hryvnia has lost 4% of its
value against the dollar.

Currencies remain highly sensitive to geopolitical tensions and with the talk of
a potential invasion by Russia dominating the headlines throughout November
and December the currency was badly affected.

However, the hryvnia was performing well for all of the rest of the year,
strengthening against the dollar as Ukraine’s finances improved considerably
and its gross international reserves (GIR) grew to their highest level since the
2014 EuroMaidan revolution.

Two major events improved the countries reserves. The first was Ukraine
received a $2.7bn SDR allocation from the IMF in August as part of the fund’s
effort to accelerate the recovery from the impact of the coronacrisis crisis
amongst its member. The money was more than welcome as there were
doubts earlier in the year as to if Ukraine could meet its heavy debt repayment
schedule in the autumn after five year moratorium on debt redemptions from a
deal cut in 2015 came to an end.

The second event was the IMF also finally reached an agreement with the
government to restart its stalled $5bn Stand By Agreement (SBA) and paid out
the delayed $700mn tranche in November. Moreover, the deal, which was due
to expire at the end of 2021, was extended for six months, which means Kyiv is
likely to receive the final $2.2bn tranche early in 2022 that will also bolster its
forex cushion.

As a result of these payments Ukraine’s GIR rose to a nine-year high of over
$31bn,  or some 4.4 months of import cover, in September giving it a much
more comfortable cushion.

In addition as the hryvnia appreciated in value the NBU was able to buy
currency from the open market and further bolster its reserves. Previously
when the country was close to crisis the population had been buying currency
to protect against a potential devaluation, but as the economy and exchange
rates steadily improved over the course of 2021 that trend reserved.

The outlook for 2022 with depend on how the showdown with Russia plays
out, but as bne IntelliNews editorial line is there will be no invasion and all the
military posturing was simply designed to force the US to the negotiating table
to talk about Ukraine’s Nato aspirations we expect tensions to ease and the
hryvnia to recover the ground lost in the last two months of 2021.

The exchange rate should return to UAH26 to the dollar from the UAH27.3 it
finished 2021 with and carry on strengthening towards UAH25 to the dollar as
2022 wears on.
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• Income and labour
  Wages were growing strongly in 2021 as the economy recovered and
labour shortages started to push up pages for key skilled workers
groups in short supply.

The average salary in Ukraine rose to a record level as  2021 came to an end.
The average nominal salary of a full-time employee in November 2021 was
UAH 14,282 ($525). This is 237 hryvnias more than in October 2021, UAH
14,045 ($520). According to ukrstat.gov, wages rose by 19.2% over the last
year. Real wages (adjusted for inflation) grew by 8.0%. The highest salary
levels were recorded in the IT sector, UAH 27,141 ($1000), and Financial and
insurance services, UAH 23,419 ($865).

Real wages in Ukraine rose 4.0% year on year in October, slowing from 6.9%
y/y growth in September, the State Statistics Service reported on November
29. The average monthly nominal wage amounted to UAH14,045 ($533),
declining from UAH14,239 in September, or 2.2% month on month in real
terms.

Ukraine’s nominal  hryvnia salary in October was 15.4% higher than one year
ago, well ahead of inflation. The salary, UAH14,045, in October was worth
$516.

Ukrainian wages have almost doubled in the last three years in dollar terms
making the retail market increasingly attractive that has drawn in several of the
large multinational retailers, who are now expecting long-term growth in the
sector, which has reached a critical mass.

For comparison, Russia’s average wages peaked at $810 in dollar terms in
October, but wages growth has largely been stagnant over the last six years,
although it began to rise again in 2021 in real terms. However, the average
wage in dollar terms in 2021 was $737 and the gap between Russian and
Ukrainian average wages is closing steadily.

Ukraine also has big wage differences depending on the sector as some are
doing better than others. Ukrainian IT workers earned the best salaries,
according to the State Statistics Service. IT worker salaries increased 26%
year-on-year in 2021, to UAH25,196, or $926. This salary was more than
double the pay of construction workers, almost double the pay of farm workers
and almost double the national average.

But wage growth is also being buffeted by other macro factors. Analysts at
Concorde Capital attribute the slower growth rate of real wages in October to
the increasing comparative base of the previous year as well as high consumer
inflation, which peaked in October.

They also suppose that a 7.0% hryvnia appreciation in 10M21 is also a factor
for slower wage growth as Ukrainian employers often use dollar equivalent of
wages as a benchmark. "We expect real wages will rise 8-9% y/y in
2021,"Concorde Capital said, on a par with inflation.
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In 2022 the growth of real wages should accelerate as inflation was already
starting to fall in the last two months of 2021 and is expected to fall another
400bp over 2022. At the same time if the strong economic growth of 5-6%
forecast appears that will also push wages up.

Ukraine is suffering from a serious demographic crisis – much worse than
Russia’s. Birth rates are low and death rates are high, but the problem is made
much worse by emigration: about a third of the working population has left the
country to seek employment in other countries.

The size of the population remains a controversial question. Officially there are
some 43mn Ukrainians but the actual size of the population is believed to be
much smaller at around 37mn.

Ukraine’s population fell behind that of Poland for the first time as an electronic
census revealed the number of citizens had dropped by some 5mn people to
37.289mn in 2020 since the last census in 2000. A new census is planned for
2022 that will shed more light on the demographic crisis.

The demographic situation has been made worse in 2020 by the reluctance to
get vaccinated against the coronavirus. Almost 40% of the Ukrainian
population has been vaccinated with one dose of the Covid-19 vaccine and
28% of Ukrainians have been fully vaccinated, according to Minister of Health,
Viktor Lyashko, speaking in December.

All-in-all Ukraine’s population is shrinking fast, and could drop by 6mn in 30
years. Ukraine’s population is likely to decrease from today’s official count of
41mn to 35mn by 2050, according to a report by the United Nations Ukraine.
Ukraine is among the fastest-shrinking countries in the world, according to the
UN and if the unofficial population size is included then the population will
shrink to around 30mn by 2050 – a fall of some 15mn people, a reduction of
around a third in the size of the population from the 2000 level.

Ukraine has high mortality rates – about one-third of Ukrainians die before the
age of 65 due to poor quality of life, low living standards, and non-infectious
diseases.

Ukraine has low fertility rates – it is one of the most rapidly ageing nations in
Europe. Many Ukrainians cannot have the desired number of children because
the country lacks opportunities for women to combine careers and childcare.

Brain drain is also a big issue in Ukraine. A third of the recent growth in
migration is represented by Ukrainians under 35, who usually move abroad to
study and are unlikely to return. It causes labour shortages in Ukraine.

A large number of Ukrainians have left the country in search of work. In
2021 600,000 Ukrainian citizens left and did not return. Since 2010, the
country has been losing about 500,000 people annually. After 2014, the annual
number of non-returnees decreased markedly, but the brain drain was still in
the hundreds of thousands. The only year with a positive balance was the
coronavirus 2020, when there were 80,000 more Ukrainians who returned
home than those who left. The total negative balance for 11 years is more than
3.3 mln people, reported Opendatamedia.
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The largest share is in Russia where an estimated 3mn Ukrainians live and
work, attracted by the higher wages, and the ease of movement as their
passports give migrant workers the right to residency and work in Russia.

The next biggest group is in Poland where an estimated 2mn Ukrainians live
and work. Poland, and the rest of Central and Eastern Europe (CEE), has
been suffering from a labour shortage after five years of strong growth and are
actively wooing Ukrainians, providing them with special work permits to fill the
labour gap.

Wages are four times higher in Poland and while previously Ukrainian migrant
workers typically only went to Poland to work for three months before returning
home, more recently the number of applications for permanent residency by
Ukrainians living in Poland has been climbing steadily.

More than 300,000 Ukrainians have received a residence permit in Poland.
This included temporary residence permits valid for up to 3 years, and
permanent residence permits, which are valid for periods of 5-10 years.

Of the top 10 countries favoured by Ukrainians interested in working
abroad, Russia has fallen to the bottom of the pack, according to a new
national poll released on December 2 by the International Organisation for
Migration.

The country rankings are: Germany - 37%; Poland - 31%; Czech Republic --
20%; Italy - 16%; Canada - 11%; Britain - 10%; US – 9%; Spain - 7%; Israel
and Russia - 6% each. “The attractiveness of the Russian Federation for
labour migration is decreasing every year,” said Irina Midlovets, representative
of the IOM in Ukraine.

Germany is a top choice for Ukrainians as a work destination. Some
47.8% of Ukrainians would like to leave for permanent or temporary work in
Germany if they had the opportunity. According to ukrainianjournal, 38.1%
would work in the Czech Republic, 32.4% in Austria, 31.3% in Poland, 23.8%
in Lithuania, 21.8% in Slovakia, 13.4% in Hungary, 7.8% in Romania, and
6.7% in Moldova. On the other hand, some 32.7% of respondents said they
would not leave for work in any of these countries, and 0.6% found it difficult to
answer.

Germany is now also actively wooing Ukrainian labour, as the country is
increasingly becoming a pool of cheap labour for EU members suffering from
labour shortages, or simply trying to reduce labour costs. Deutsche Bahn was
advertising in Ukrainian for locomotive trainees, track fitters, electricians of
signalling devices, drivers of construction machines, installers of steel and
reinforced concrete structures, communication installers, and cable operators
of fibre-optic communication lines and the state-owned railroad promised to
help with visas for successful applicants.

The approximately $10bn migrant workers send home each year – a sum
largely unaffected by the pandemic – is a useful source of income for the
national accounts and has been covering most of the trade deficit, but the
labour drain is a serious problem for the long-term development of Ukraine’s
economy.
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Unemployment remains high and was pushed up by the coronavirus
(COVID-19) pandemic to a peak of 10.5% in the first quarter of 2021 – its
highest level in over a decade – but fell back by the second quarter.
Unemployment rates are expected to improve in 2022 but they are not
expected to fall back to the circa 7.5% enjoyed in 2019 unless the strong
growth predicted by some analysts appears.

The IMF has downgraded estimates of the unemployment rate for Ukraine
from 9.7% to 8.6% in 2021 and from 8.7% to 8.4% in 2022.

The government has been working to try and persuade Ukrainians to return
home to work, and wages have been rising much faster than in Russia and is
starting to close the gap between the two countries, but they still remain
significantly below the wages migrant workers can earn in the west and are not
nearly high enough to persuade the migrants to return home.
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• External sector and trade balance

Ukraine had a good trading year in 2021 thanks to the boom in
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commodity prices as metal is a major export item but it continues to run
a trade deficit with both Russia and the EU, which remain major trading
partners.

Positive developments were a bumper harvest and high grain prices, as
Russia had a less good harvest. Grain is now the second biggest export item
for Ukraine. But Ukraine remains dependent on the EU, China and Russia for
the import of finished goods and raw materials and energy respectively.

The trade deficit rose to $892mn in December 2021, up from $689mn for the
same month in 2019. The NBU reported that the full year current account
deficit for 2021 was $3.8bn, up 11.8% y/y, but that is expected to increase to
$8.6bn in 2022 and then $10.6bn and $12.1bn in the following two years,
according to the Economics Ministry.

The current account has bounced between surplus and deficit in 2021 after a
strong year of positive gains in 2020, and ran a deficit for the fourth quarter
that deepened to a deficit of $690mn in December following a small surplus in
November.  The outlook for 2022 for the current account deficit is to also
deepen to 2.3% of GDP.

The outlook remains uncertain as it is dependent on the size of the grain
harvest and how severe the slowdown in global growth that was already
apparent in the fourth quarter of 2021 turns out to be.

One of the main factors driving the growth in both the trade and current
account deficits is the accelerated growth of imports over exports as the
economy recovers, sucking in more imports from the growing
consumption.Exports and imports of goods increased by more than 30%, in
January-October 2021, compared to the same period in 2020, imports of
goods increased by 32.1% to $57.03bn, and exports  by 37.5% to $54.47bn.

The Economics Ministry estimates that imports of goods and services will grow
by 9.2% in 2022 to $78.9bn, whereas exports will grow by a more modest
6.5% to $70.3bn over the same period leaving a trade deficit of $8.6bn.

According to the IMF’s estimates, Ukraine’s current account deficit is expected
to be 0.7% of GDP in 2021, and will deepen to 2.4% of GDP in 2022. That is
significantly worse than the early predictions made in April for a current
account surplus of 0.8% of GDP for 2021 and a surplus of 0.9% for 2022.

China is by far Ukraine’s top trading partner in goods, accounting for
13.5% of all trade in 2021. Ukraine exported to China $6.5bn, up 20%; to
Poland $4.5bn, up 68%; and to Turkey $3.2bn, up 71%. Ukraine imported from
China $8.6bn; from Germany $5.1bn, up 17.5%; and from Russia $4.6bn, up
24.%.

Through to November 2021, Ukraine exported a record $24.4bn worth of food,
more than the $22.2bn exported during all of last year. In addition to grain,
Ukraine is exporting record amounts of pasta, poultry and fruits and berries,
according to the Institute of Agrarian Economics. Of internationally traded food
products, Ukraine sells 25% of all sunflower, 24% of corn and 14% of wheat.

Of the good exports the most important is the export of grain which exceeded
26mn tonnes in the 2021 marketing year. From the beginning of 2021/2022 in
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the period from July 1, 2021, to December 6, 2021, exports of cereals and
legumes reached 26.08mn tonnes, which is 3.78mn tonnes more than in the
same period last year. According to Ministry of Agriculture data, 14.60mn
tonnes of wheat were exported (2.502mn tonnes more than in the same period
2020/2021), 4.97mn tonnes of barley (1.26mn tonnes more), 82.9 thousand
tonnes of rye (81.2 thousand tonnes more), 6.21mn tonnes of corn (84
thousand tonnes more).

21 UKRAINE OUTLOOK 2022 www.intellinews.com

http://www.intellinews.com


22 UKRAINE OUTLOOK 2022 www.intellinews.com

http://www.intellinews.com


4. Budget & Debt

• Budget 2022

  The Rada approved the 2022 national budget on December 2. The
document allows for a 3.5% deficit -- in line with IMF demands.

NBU expects a state budget deficit of 2021 at 4% of GDP. The National Bank
of Ukraine expects the state budget deficit for 2021 at the level of 4% of GDP
with 5.5% of GDP planned in the law on the state budget and its additional
financing of UAH40bn ($1.47 bln) by the end of the year with UAH150bn
($5.52 bln) determined by the law.

Some highlights are:
Defence spending: 6% of GDP
Payments to people who get fully vaccinated: $292mn
Modernization of railways: $158mn
Development of airports: $125mn
Highway toll collection system for trucks: $40mn

  The general fund of the state budget of Ukraine for January-November
2021 was executed with a deficit of UAH57.4bn ($2.12bn), when projected
for the reporting period in the amount of UAH175.7bn ($6.48bn), the Ministry of
Finance said. The Ministry of Finance pointed out that in 11 months, the
general fund received UAH984.3bn (4.4%, or UAH41.6bn more than planned),
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including UAH122.2bn in November (by 10.2%) or UAH11bn more than
planned).

The state budget deficit grew to 3-3.5% of GDP in December. The head of
the Ministry of Finance of Ukraine, Sergei Marchenko, expects a significant
increase in the state budget deficit in December to 3-3.5% of GDP. For 11
months of 2021, the actual budget deficit is about 1% of GDP, but December is
a difficult month. We need to cover a lot of expenses.

Addressing the Rada on December 2, President Zelenskiy announced
several vote-getting measures: for every teacher, a laptop computer by
2023; for every taxpayer, 5% loans for training, real estate or electric cars; and
for every child born after 2019, a personal savings account that will fill up with
earnings from subsoil mineral royalties.

The budget deficit in 2022 will almost certainly come in higher than
expected. NBU expects a state budget deficit of 2021 at 4% of GDP. The
National Bank of Ukraine expects the state budget deficit for 2021 at the level
of 4% of GDP with 5.5% of GDP planned in the law on the state budget and its
additional financing of UAH 40 bln ($1.47 bln) by the end of the year with UAH
150 bln ($5.52 bln) determined by the law, said the Director of the NBU Open
Markets department, Alexey Lupin.

The current account deficit at the end of the year will amount to 1.2% of GDP,
next year it will deepen to 2.3% of GDP. At the same time, analysts predict the
state budget deficit in 2021 at the level of 3.9%, compared with 5.5% laid down
in the law on the state budget for 2021.

• Funding
Prime Minister Shmygal predicted at the end of December that Ukraine
will end this year with $6.5bn in new foreign investment. He has not
provided a breakdown of investments. In 2020 Ukraine recorded a net outflow
of $868mn. In 2019, the last year before the pandemic, Ukraine recorded a net
inflow of $5.9bn.

  The main funding events in 2021 was IMF’s COVID relief payment of SDR
worth $2.7bn and the restarting of the Stand By Agreement (SBA) with
the payment of the delayed $700mn.

In 2022 the remaining $2.2bn from the current SBA should be released and a
new SBA programme will then be negotiated.

Ukraine has pledged to agree to 12 conditions to receive the next IMF tranche.
These structural beacons include: to approve the budget for 2022 with a deficit
target of 3.5% of GDP; to abolish concessions in the criteria for state
representatives in the management of state-owned banks; to release the
results of an audit of funds spent on COVID; to improve the professional level
in the field of banking supervision; to adopt a roadmap for bringing PrivatBank
and Oschadbank for privatisation; to publish reports on proceedings against
former bank owners withdrawn from the market in early 2014; to adopt a
strategy to recover the assets of bankrupt banks; to inspect the current
members of the High Council of Justice; and to appoint the Supervisory Board
of Energoatom.

The resumption of the IMF programme releases billions of dollars in additional
funding from other donors that had tied their payments to a functioning IMF
programme.
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The plans on offer include:

The government will attract up to €250mn in loans from the USA. The
Cabinet of Ministers will approve the loan from the US agricultural company,
Cargill. The maturity of the three-year loan will be at 5.15%, and the five-year
loan at 5.85%.

During this year and next, the EBRD plans to invest $2.3bn in Ukraine
projects, Mark Magaletsky, a deputy head at the development bank in
Ukraine, tells Interfax-Ukraine in an interview posted Friday. This year, the
EBRD is investing $1.14bn in Ukraine, up by 9% over last year’s level.

Ukraine- EU cooperation plan with € 2.3bn investment package. At a
meeting with EU Neighborhood and Enlargement Commissioner Oliver Vargei,
Ukrainian Foreign Minister Dmytro Kuleba discussed the Eastern Partnership's
economic and investment plan. The plan is backed by a € 2.3bn investment
package in the form of grants, guarantees and mixed instruments, with the
possibility of attracting up to € 17bn of public and private investment.

The EU plans to provide Ukraine with up to €7bn in investments in seven
years, reported Interfax. The EU has adopted an economic investment plan for
three regions: the Eastern Partnership, the Western Balkans, and the Southern
Neighbourhood. Ukraine hopes to mobilise up €7bn for seven-year
investments, announced the Deputy Director-General of the European
Commission's Directorate-General Katarina Maternova. She clarified that
many of these funds would be directed to the "green" transition, digital
transition, infrastructure upgrades, access to finance for small and
medium-sized businesses.

The European Commission plans to issue investment guarantees to
leverage up to €1bn a year investment in Ukraine through 2028, Kateryna
Maternova, the Commission’s deputy director general for Neighbourhood and
Enlargement, tells Interfax Ukraine. The guarantees would encourage
international financial institutions and private investors to invest in Ukraine.
“The focus will be more on investment, we have a new investment support
instrument - the de-risk instrument,” she said. “Our President has announced
that we hope to mobilise up to €7bn for investments in Ukraine for a
seven-year period.”

Ukraine's public debt also plays an important role with money raised on
the local debt market. Overall debt will be cut to 56.9% of GDP by the end
of 2021 and to 47% by 2024, announced the Ministry of Finance. Among the
goals are:

· to decrease public debt by the end of 2024 to 47% of GDP;
· increase in debt denominated in the national currency to 51% of

GDP;
· to extend the average maturity and ensure an even repayment

schedule of public debt; and
· Attract long-term concessional financing, develop strong investor

relations, and further improve the state debt management policy.

The major goals the strategy pursues include: (1) the increase of debt share in
the national currency (from 41% in 2021 to 51% in 2024); (2) the extension of
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the average term of maturity (from 6.4 years in 2021 to 7 years in 2024); (3)
concessional long-term financing (the increase of share from 6.3% in 2021 to
7% in 2024); (4) development of investor relations.

The document settles clear numerical benchmarks for assessment. The goals
look achievable unless major economic shocks appear during the term of
forecast, or the budget deficit comes out of MinFin’s control. Importantly, the
cooperation with IFIs is explicitly stated as a major point of the strategy. This
means that the goal of state debt reduction is tightly bound with the
government's commitment to go on with reforms.

5. Real Economy
Agriculture: Ukraine’s most important sector is agriculture  . Ukraine had its
biggest harvest ever, bringing in 106mn tonnes of cereals, legumes, and
oilseeds in 2021 thanks to favourable weather conditions in 2021, according
to Roman Leshchenko, the minister of agriculture.

The record harvest included more than 84mn tonnes of cereals and legumes,
as well as 22.6mn tonnes of oilseeds. According to Leshchenko the harvest
exceeded the ministry’s preliminary forecast, estimated at 100mn tonnes for
the year.

States loans to farmers of $1.1bn boosted the industry. Ukrainians started
buying and selling land this year, as the 20-year moratorium on land
transactions was officially lifted on July 1, 2021.

Large agro-corporations operate on 6mn hectares, small and medium
agro-companies — on some 11mn hectares.

With 42mn hectares of farmland covering 70% of the country and about 25%
of the world’s reserves of black soil, agriculture is Ukraine’s largest export
industry.

Ukraine exported 17% more agricultural products between January and
September 2021 than in the same period of 2020: exports of $18bn of
agricultural products was up by $2.6bn on 2020, according to the State
Statistic Service of Ukraine.

China was the largest importer of Ukrainian agricultural goods this year,
accounting for roughly $3bn of exports, a 36% increase compared to 2020.
India imported $1.35bn worth of agricultural goods, followed by the
Netherlands with $1.2bn.

The harvest will add 0.8% to GDP in 2021, according to a National Bank’s
report released in October 2021. In 2020, Ukraine’s agriculture sector
generated roughly 9% of its GDP.

While grain dominates the agricultural sector, other products like eggs, poultry,
fruit, vegetables, berries, nuts, sunflower seeds and vegetable oil amongst
others are all major exports.

Exports and imports of agricultural products in 2021 increased by 22%. This
figure compared to the corresponding period of 2020, to $31.3 bln, which is
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24.7% of the total foreign trade turnover in Ukraine.

The main markets for Ukrainian agricultural products are three regions: the EU,
Asia, and Africa. These markets account for more than 97% of the value of
Ukrainian agricultural exports.

Under the terms of the Association Agreement with the EU Ukraine can export
agricultural goods duty free to the EU, however, strict quotas are set for each
category of goods and they are so small those quotas are usually used up in
the first two months of the year or sooner.

A new land ownership law has enabled the buying and selling of land,
however, restrictions put in place means the plots of land are small and
foreigners have been precluded from land ownership until a referendum can
be held on the issue, not expected to happen for several years. More than 130
thousand hectares of agricultural land were sold in Ukraine since the new law
came in in 2021. As of November 26, 52.1 thousand transactions on the land
market were registered. In total, there were 5,981 applications, of which 5,296
were approved, and 685 were rejected. Kharkiv (18,100 hectares) and
Kirovohrad regions (14,800 hectares) are in the lead regarding the land area
for which transactions have been registered.

Construction and real estate: Ukraine has issued more than 1,200 building
permits in three months by December. The State Inspectorate for Architecture
and Urban Planning of Ukraine has issued more than 1,200 building permits in
the three months since its launch, reported ukrinform.

Currently, 99% of customer requests are processed by inspectors within 24
hours, and decisions on the commissioning of the facility are made within three
days. The Minister of Community and Territorial Development Oleksiy
Chernyshov noted that the inspectorate had processed almost 14,000
notifications, 1,800 applications for construction permits, and about 10,000
declarations and certificates for commissioning since its launch.

Construction revived in 2021 as property prices began to rise on the back of
growing incomes. At the same time the expansion of mortgage lending has
also provided an impetus to the residential market. Prices for residential real
estate were up 20% in the first six months of 2021, encouraging more
development.

Demand for the purchase of new apartments in Kyiv has grown by 15%, with a
focus on the buy for rent market reported Interfax. The average yield is 10%,
and the period of return for the purchase of residential property is 8-12 years,
depending on the quality of the product. The size and category of apartments
that experienced the highest demand were studio apartments (40-50 sqm),
one-bedroom apartments (65-70 sqm), and two-bedroom apartments (70-85
sqm). In the rental market, demand has increased by 10-15%. Of which 70% of
demand was taken up for the lease of residential property in newly constructed
residential complexes.

The revival of retail has also given the warehouse sector a boost and seen
several big investments into new warehousing in anticipation of the further
development of the sector. Industrial parks have seen investments for similar
reasons. The Ukraine unit of France’s FM Logistic plans to invest up to $30
million to expand its warehouse park by one third, Sebastien Lardellier, CEO of
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FM Logistic Ukraine, tells Interfax Ukraine. The expansion would add 20,000
square metres to the existing 60,000 square metres of warehouse space in
Dudarkiv, about 20 km north of Boryspil.

Retail: rising incomes is feeding a consolidation and expansion of the
organised retail market. Several big multinationals have moved in during 2021,
including Auchan, IKEA and METRO.

However, the leading domestic brands have been investing and expanding too.
ATB and Aurora are in the Top 3 largest discount stores in Central and Eastern
Europe (CEE), according to a study on retail real estate and the discounter
market Colliers ExCEEding Borders Retail Report 2021. Biedronka is the
leading retailer with over 3,100 stores in Poland in terms of the number of
stores. The German company Schwarz Group, which owns Lidl, has more than
2,000 stores. ATB chain with about 1270 stores took third place.

And these companies are investing into expanding their networks; they are
early movers in these markets as they want to lock in market share early on
while it is still easy to take and expect to keep for years. Auchan has already
opened 12 new stores in the last two year and plans  16 more  which are
different from their traditional hypermarket format. The French retailer recently
opened stores with collection points for online purchases in the Comfort Town
residential complex.

Ukrainian retail sales increased 5.6% y/y (and 1.9 m/m) in October, slowing
from 5.9% y/y growth in the prior month, Ukraine’s State Statistics Service
reported on November 22. In 10M21, retail increased 11.5% y/y (vs. 7.0% y/y
in 10M20). In 2022 retail is expected to continue its strong growth on the back
of rising incomes.

Automotive: the automotive sector remains underdeveloped with the bulk of
car sales being second imports from western European countries – German
diesel engine cars being a favourite as those cars are cheap and about to be
banned in Germany.

However, Ukraine does have a few car plants, but they are not making many
cars still. Ukrainian automakers produced 6,135 cars from January to
September, 2.4 times the number produced during the first nine months of
2020. Until last month, production was entirely at Eurocar, in Zakarpattia and in
November productions resumed at Zaporizhia Automobile Plant, with  ZAZ
producing 248 cars.

Against that demand for used cars grew in September 2021. Ukrautoprom has
reported that Ukrainians registered 54,300 used cars imported from abroad,
which is 1.5 times more than in September 2020. The share of used imported
vehicles last month was 85% of all passenger cars registered in Ukraine for the
first time. The most popular cars imported were VW, Renault, Skoda, and Ford.
In total, 355,600 used imported cars were registered in Ukraine in
January-September 2021, which is 47% more than in the same period of 2020.

IT Sector: 2021 will be a record year for investment in start-ups . According to
mind.ua, in the first three quarters of 2021, start-ups  worldwide have already
managed to attract about $454bn, while in 2020, the global venture industry
reached the level of $332bn.
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The volume of IT services exported from Ukraine in 2021 set a record. The
NBU reported on the state of Ukraine's balance of payments. The indicators of
exports of computer services for the period January to September 2021
brought $4.87 bln. The relative growth compared to the same period in 2020
reached 38.35%, reported minfin. The share of this indicator in the volume of
exports of Ukrainian services increased from 24.00% a year earlier to 40.66%
this year.

Ukrainian start-ups  had 54 public transactions on the market earning a record
$2.35bn. Among the startup’s raised investments are: GtiLab with $801mn
investments, Revolut with $800mn, Grammarly with $200mn, FireFly
Aerospace with $200mn, People.ai with $100mn, and many others.

IT remains one of the most vibrant sectors in the country as Ukraine has
already established itself as a leading outsourcing location. The influx of
Belarusian IT engineers and firms fleeing Belarus' president Alexander
Lukashenko repression in that country has also given the sector a boost. IT
specialists can earn twice as much as other professionals and the government
is planning to build a high tech IT park to promote the sector further.

The average income of Ukrainian IT companies working with international
clients increased by 29% per year, reported epravda.com. The average income
of IT businesses in Kyiv grew by 41%. In second place was Odessa, where
their earnings increased by more than a third, by 36%. Kharkiv is catching up
with 29%. With Lviv and Dnipro close behind with increases in income of 21%
and 20% respectively.

At the same time e-commerce is growing fast in Ukraine with leading logistic
companies like Ukrposhta investing into new distribution centres to support the
development of the business. Ukrainians are also rapidly making the transition
to online payments as credit and debit card penetration improves.

The Minister of Digital Transformation, Mikhail Fedorov, said that access to
high-speed Internet will be available to 95% of the population by 2024 as part
of the government’s strategy to digitalise the economy. The first 5G base
stations are also being rolled out in Kyiv as mobile data gets an upgrade.

Utilities and energy: the country was facing an energy crisis in the winter of
2021 as power stations began to run out of coal and gas supplies were tight.
On November 1, Russia stopped exporting anthracite coal to Ukraine leaving it
with insufficient supplies to power its own thermal power stations. Russia
supplied 80% of the $43mn worth of power plant coal imported by Ukraine in
October, according to the State Customs Service.

Ukraine has not imported gas from Russia for over three years and relied on
reimports of Russian gas via its European partners. However, as the supply
crunch hit Europe from October the supplies of European gas disappeared.

As an emergency measure Ukraine has been forced to import electricity from
Belarus, which opened a large capacity nuclear power station at the start of
2020. In that year Ukraine imported more power from Belarus from the new
NPP in just January than it did in all of 2019 combined. However, Ukraine has
committed itself to cutting off imports from Belarus, but for a second year has
found itself so short of power that it remains heavily dependent on imports.
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Renewables remain the main theme in Ukraine energy sector development
and the government finally managed to pay off almost $1bn in debt to
renewables power providers after its state-owned energy company Ukrenergo
issues a Eurobond in November. As part of Ukraine’s energy strategy it will
increase the share of renewables in the mix from the current 12% to 25% by
2030.

Metals: Ukraine’s windfall income from soaring metal prices was fading in the
autumn. Falling world prices slowed Ukraine’s iron and steel boom. Daily steel
production averaged 56,800 tonnes in September – 5% below the levels of
July and August, reports UkrMetalurgProm. On the export side, steel exports
were still up 127% y/y in September. Iron exports fell sharply compared to
August, but were still up 22% y/y in September.

Medical tourism in Ukraine to recover in 2022. From 2017 to 2019, the
number of foreigners receiving treatment and diagnosis in Ukraine has
doubled, reported Interfax. “Statistics speak for themselves: both trends and
demand for medical services in Ukraine will only grow, despite even a
temporary timeout due to pandemic”, said Bogdan Zadorizhny,
surgeon-oncologist of Spizhenko Clinic.
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6. Banking Outlook
Ukraine’s banks have been having the most profitable year since the
2014 EuroMaidan revolution and are on course to have an even better
year in 2022.

A comprehensive banking sector clean up was launched in 2014 by former
NBU governor Valeriya Gontareva and continued by her successor Yakiv
Smolii, which is now more or less complete. Over 100 banks were closed and
stricter prudential rules and reporting requirements imposed on the sector.

While many reforms are lagging in Ukraine, the reform of the banking sector is
one of the few stand out successes implemented in the last seven years.

As most of the banks have been reformed, the NBU is now moving on to deal
with the “non-bank credit organisation” of which there are several thousand
governor of the National Bank of Ukraine (NBU) Kyrylo Shevchenko told bne
IntelliNews in an exclusive interview in June.

Banks in Ukraine have increased their profits by 47%. In January-October
2021, banks earned UAH58.4bn ($2.19bn) in net profit against UAH39.8bn
($1.5bn) in the same period last year. Banks' revenues for 10 months of 2021
increased by 4% year on year and amounted to UAH217.8bn ($8.23bn).
Instead, expenditures decreased by 6% to UAH159.4bn ($6.04bn).

31 UKRAINE OUTLOOK 2022 www.intellinews.com

https://intellinews.com/interview-kyrylo-shevchenko-governor-of-the-national-bank-of-ukraine-214207/
http://www.intellinews.com


The banking sector profits performed well and running ahead of every year for
the last five years in the second half of 2021 after a slower start in the first half
of that year.q

On a cumulative basis profits are running just ahead of those earned in 2019,
the last year of strong growth and will finish 2021 above any year in the last
five.

Non-performing loans (NLPs) remain the main headache for the sector
after Ukrainians, borrowing in FX in the boom years of the noughties, got
caught out by a deep devaluation following 2008. However, over 90% of those
bad debts have been provisioned for and banks have restructured those debts
and are either slowly collecting those debts or using profits to retire the debt.

The level of NPLs remains concentrated in the state-owned banking sector
with the largest part concentrated in PrivatBank, which was nationalised in
2016 with 70% of its loan book classed as NPLs. However, even there the
level of NPLs has been falling steadily, and reduced from 80% two years ago
to the current level. Privately owned banks that are still operating have the
lowest levels of NPLs, down to 11% as of September 2021, which could fall to
residual levels in 2022.

One of the things feeding the profitability is as NPLs are retired the provisioned
capital is released and goes to the bottom line adding to the profits, but also
means more capital is available to fund the lending business which is further
improving profitability.

As incomes rise and the economy recovers the lending business has
also revived, as the future looks a little more certain driving a boom in
mortgage lending. Ukraine banks have issued 1,060 loans valued at
UAH916.7mn, announced the Ministry of Finance.

In general corporate lending remains subdued as the rates are so high the
returns on investment need to be substantial to  make debt financing a viable
option for most companies so the bulk of investment remains the use of
retained earnings.

Retail lending is more appealing where retail creditors look more at the value
of the monthly payments they have to make than the annual percentage rate
so will bear the higher interest rates without complaint.

Retail lending has been given a boost by the government efforts to subsidise
small loans to give the economy a boost following the coronacrisis lockdowns,
with a special focus on mortgage loans that also boost the construction sector
– a major economic driver.

Authorised banks within the framework of the state program "Affordable
Mortgage 7%" issued 1,059 loans totalling UAH916.73mn ($35mn). Of the total
amount, 24.42% of loans were for the purchase of real estate on the primary
market, and 75.58% for the purchase of real estate on the secondary market.
Today, 19 authorised banks participate in the "Affordable Mortgage 7%"
program.

Mortgage rates in Ukraine fell in 2021 by 1.5%. In September 2021, banks
issued 943 mortgage loans worth UAH812mn ($31mn). In total, in the first nine
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months of the year, banks issued more than 7,500 mortgage loans totalling
almost UAH6.1bn ($233mn). Compared to the same period in 2020, new
mortgage lending increased 2.7 times in monetary terms. In September, the
weighted average effective mortgage rate was 15.4% in the primary market
and 13.6% in the secondary market, according to NBU.

Ukrainian banks have made twice as many mortgage loans for almost three
times the amount of money during the first nine months of 2021, the central
bank reports in a year-over-year analysis. The average loan is for $33,000.
Because developers often finance sales of new apartments, most mortgages
are going to the ‘secondary’ market, existing housing stock.

As part of the banking sector clean up, depositors in failed banks are
reimbursed from the insurance fund. For the first ten months of 2021 the
Deposit Guarantee Fund of Individuals paid UAH816.2mn ($31mn) in
guaranteed compensation to depositors of insolvent banks, of which
UAH49.8mn ($1.9mn) was paid in October 2021.

The Individual Deposit Guarantee Fund reimburses depositors of insolvent
banks in the amount of the deposit, including interest accrued at the end of the
day preceding the day of the Fund's withdrawal from the market, but not more
than the maximum amount of compensation, which is UAH200,000 ($7,605).

Survey respondents’ assessments of the Ukrainian financial sector’s
current standing improved to record highs since polling began in May
2018. This is according to the November 2021 Systemic Risk Survey. The
financial sector situation has improved over the past six months, almost 40% of
top managers said. This was the first time that respondents rated the financial
sector’s resilience to high-impact adverse events as above average. Most
financial executives said they did not expect the financial sector’s condition to
deteriorate in the next six months, while one-fifth of those surveyed predicted
an improvement.

Respondents continued to regard the overall level of corruption, the activities
of law enforcement authorities, and the judiciary as the main sources of risk.
The risk of Russia scaling up its aggression in the east of Ukraine was named
as one of the top three risks for the first time since the survey began.

Estimates of economic factors continued to improve, although inflation risks
increased markedly. The new risk factors "anti-pandemic quarantine
measures" and "climate change" ranked eighth and eighteenth, respectively.
The overall risk appetite of financial institutions has slightly increased over the
past six months.

OECD found that Ukrainians have some of the lowest retirement savings
globally. Ukraine’s seniors had a combined $123mn in retirement savings in
2020, which was just 0.1% of the country’s GDP. This is the second-lowest rate
out of 89 countries surveyed by the Organization for Economic Co-operation
and Development. Only Pakistan’s rate was lower.

As of August 1, the average pension throughout Ukraine was $145 per month,
according to the Ministry of Social Policy. Denmark has the highest retirement
savings, which account for $882bn, 229% of the country’s GDP. Denmark is
followed by the Netherlands (213%) and Iceland (207%).
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NPLs % of loan book

Sep 19 Sept 20 Sept 21

ratio of non-performing loans, % 49.28 48.05 34.99

incl. banks:

with state participation, of which: 63.95 63.69 51.95

PrivatBank 80.92 79.44 70.57

state banks ex-PrivatBank 48.99 47.56 36.59

Foreign owned 35.27 33.99 22.28

Privately owned 20.08 18.52 11

Insolvent 0 15.95 99.42

Source: NBU
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