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1 Executive summary
Since the war began, Ukraine has collected about $32bn in
macro-financial aid. According to Prime Minister Denys Shmyhal,
Ukraine needs $38bn next year to cover the budget deficit and another
$17bn to implement rapid reconstruction projects. He added that the
EU has promised €18bn in macro-financial aid, and the US will allocate
€13bn. Also, the start of the IMF programme to finance Ukraine is
anticipated by the end of the first quarter.

Attracting macro-financial aid is one of the main directions of diplomatic
work to strengthen Ukraine's internal capacity, the Prime Minister of
Ukraine added.

Shmyhal also emphasised the need to create the diplomatic corps to
expand Ukrainian exports, which have decreased by more than 30% in
2022. He believes that it is necessary to strengthen work with traditional
export markets and to expand the geography of trade and economic
co-operation with the countries of Africa and Latin America.

In December European Commission President Ursula von der
Leyen accidently revealed the cost to Ukraine of the war in a
speech. “It is estimated that more than 20,000 civilians and 100,000
Ukrainian military personnel have died to date,” she said. The comment
drew sharp backlash and the EC later deleted the comments from video
recordings of the address. Bankova has made casualty figures a state
secret, but von der Leyen’s comment shows just how much Ukraine is
paying for Russia’s invasion. Prior to the war, in the eight years of
fighting in Donbas against separatists Ukraine had lost a total of some
14,000 people.

Despite the death toll, Ukrainians remain almost universally committed
to continuing the war until they win. Ukraine has some million people
(many women have also volunteered, and for frontline duty too) in
uniform, with several hundred thousand in active service in the fight.
They face around 400,000 Russians serving in the Russian army, but
with a new mobilisation being prepared – probably for around April
when the weather improves – this war could last for years.

Ukraine has lost an estimated 20% of its territory. At least 22% of
Ukrainian farmland is under Russian control. These areas are a large
part of the territories identified in the Minsk II agreement that would
have been governed as autonomous districts. Due to the failure of the
Minsk II agreement, Russia launched its “special military operation” to
free these areas from the grip of the Ukrainian government. As of today,
it appears Russia has come close to achieving some of its initial goals.
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Leaders in the West are starting to wake up to the fact that this war
could drag on for years.

Ukraine’s economy has been devastated by the war with Russia
and as 2022 comes to an end the situation has only been getting worse
as Ukraine’s power and heating infrastructure have been targeted.

Economic forecasts have steadily worsened in December. Mid-year
forecasts for an economic contraction of 30-35% have been increased
following the disabling of the power sector, with some economists
forecasting a 50% contraction and another 10% next year, depending
on the development of the war.

However, the official forecasts are slightly less apocalyptic: Ukraine's
GDP will grow by 1% in 2023, according to the IMF’s latest macro
forecast. “Economic activity is expected to stabilise in 2023, with
economic growth of 1% under the baseline scenario after the economy
contracted by 33% this year," IMF mission chief Gavin Gray said. In
addition, the Fund predicts that the annual inflation rate in Ukraine will
remain at an average of 25% next year.

In its forecast in September, the EBRD also thought Ukraine’s economy
would shrink by 30% this year but would grow by 8% next year; but that
was before the Russians started bombing the power plants.

The Bloomberg consensus says Ukraine will have -34% growth in 2022,
which makes sense given the Q2 GDP collapse. It also says 2023
growth will be +5%. For that you need +33% Q4/Q4 2023 growth, i.e.
immediate end to war and then a big boom to overcome a huge
negative base effect.
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Estimates of the cost of physical damage have also risen from around
$100bn mid-year to some $400bn in November and new forecasts of
up to $630bn by some analysts in December.

There is no way that Ukraine can pay for this reconstruction and
currently it can’t even pay for the maintenance of its own economy. The
government forecast revenues of some $36bn equivalent in 2023, but
that is only a third of what it has as budget spending. The forecast
deficit is $38bn, which the West has promised to cover. Finance
Minister Sergey Marchenko has said just one-third of Ukraine’s budget
revenue comes from domestic sources, while the rest consists of
foreign grants and loans. Even if the war were to end soon, Ukraine will
be heavily dependent on international aid for years to come. A new
comprehensive IMF programme is due to be agreed in the spring but
even this will be a moving target.

Poverty due to the collapse of the economy was already in double digits
in the second half of 2022 and the World Bank estimates it could rise to
50% in 2023.

Labour shortages were already an issue after some 3mn Ukrainians left
the country prior to the war to look for better paid work in neighbouring
countries such as Poland and Romania. However, after the war broke
out an estimated additional 7mn people have left and recent polls say
that a third of them don’t intend to return. On top of that, Ukraine was
already suffering from a demographic crisis that will only get worse now.

The economy is struggling with a massive trade deficit, reliant on
international aid to shore up its FX reserves, which had fallen to
$25.2bn in December. The hryvnia has already been heavily devalued,
but analysts expect the National Bank of Ukraine (NBU) to allow further
depreciation of the hryvnia in the first half of 2023 as the financial crisis
deteriorates.

With business on its back the budget is now entirely dependent on
external aid. The Ministry of Finance (MinFin) estimates next year’s
deficit will reach $38bn and Ukraine’s Western allies have said they will
cover all of this. But again, as the economic situation continued to
deteriorate further in December, bigger estimates of the deficit were
already appearing, with some saying the deficit could reach $50bn in
2023, creating the need for more funding to be raised from partners.

Public expenditures have been driven by defence and essential social
spending and have led to an unprecedented fiscal deficit of about 20%
of GDP in 2022. Since the war began until the end of October, Ukraine
has disbursed $23bn in financial assistance to the population.

The EU has confirmed it will provide Ukraine with €18bn in 2023,
distributed in tranches of €1.5bn per month, according to Prime Minister
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Denys Shmyhal. At the same time, the USA has promised to match the
EU and send $9.8bn in 2023, bringing a combined $28.7bn. Other
donors like the International Monetary Fund (IMF), World Bank and
other multilateral agencies have all promised more funds.

There is still no sign of peace talks starting any time soon. The initial
attempt in March and April came close to striking a deal, but after that
failure the two sides have too much distance between them to be able
to come to the table. In November and December the Kremlin signalled
that it was ready to start talks, but Ukrainian President Volodymyr
Zelenskiy was adamant that no talks could start until Russia had quit
Ukraine’s territory entirely – a position the Kremlin rejected out of hand.

Negotiations could start in the New Year as a certain Ukraine fatigue
was appearing in November, according to the US, as the cost of the war
and the associated polycrisis it has fuelled start to weigh on Europe.
The cost-of-living crisis in the West has already spurred
demonstrations, although the energy crisis in 2022 seems to have been
contained as Europe’s gas tanks were filled to the brim by the start of
the heating season. However, energy analysts are already warning that
the energy crisis in the winter of 2023 could be even worse. Russia sent
the EU 60bn cubic metres of gas in the first half of 2022, but since the
two Nord Stream pipelines were blown up in September the volume of
gas Russia can send will be dramatically reduced. The International
Energy Agency (IEA) forecasts that Europe will go into next year’s
heating season with a 30 bcm deficit that will cause an even bigger
energy crisis.

2 Political outlook
There is little in the way of politics at the moment as the situation is
politically frozen by the war. Ukrainian President Volodymyr Zelenskiy is
fully focused on keeping the aid and arms from donors flowing. The
population is solidly behind the president and determined to fight to the
bitter end to expel the Russians, come what may.

Bankova’s main worry is if the Ukraine fatigue increases during 2023 as
the economic impact of the war starts to do more damage in the West,
stoking opposition to the war.

At the same time, the sanction efforts on Russia are running out of
steam as differences within the EU become more apparent. A ninth
package of sanctions was approved on December 16, but it contained
little of effect, focusing mostly on personal sanctions on some 200
government, media and business personalities. Sanctions on fertiliser
exports were specifically watered down to allow Europe to continue to
import Russian fertilisers. The Hungarian delegate to the negotiations
said that energy issues – including the price caps on oil and gas – were
taken off the table at the start of the talks as they were too divisive.
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It is hard to see how much more the West can do to harm Russia. Most
of the sanctions being imposed now boomerang back on the EU and
can do more damage to Brussels than they do to Moscow. However, in
the long term the sanctions already imposed on Russia are going to be
devastating. The problem is they need time to take effect, and that is
time that Ukraine, being pounded every day by Russian missiles,
doesn’t have.

As the West is mainly sending Ukraine defensive weapons, especially
air defence, the chances of a victor currently seem slim unless Russia’s
morale collapses and it withdraws. The chances of that also look slim
following the appointment of General Sergey Surovikin in October, who
is taking a much more defensive approach and has been digging in for
winter. Moreover, in December half of the new 300,000 conscripts from
September’s partial mobilisation had arrived on the front line and the
other half were being kept as reserves.

One possibility that could end the war is if both sides come to see it as
unwinnable by military means. Then diplomacy is the only way out. By
November it seemed that the Kremlin was starting to think this way as it
signalled it was ready for talks. However, with the liberation of Kherson
still close in the rear-view mirror and the stunning successes of the
Kharkiv offence in September, neither Zelenskiy nor the people are
close to giving up on the fight.

Russia’s tactics to take out the power and heating as winter closes in
are clearly designed to demoralise the population and push Bankova
towards coming to the negotiating table. But at the time of writing
making any sort of prediction remains impossible.
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3 Macro Economy

Quarterly forecasts

4Q21 1Q22 2Q22 3Q22 4Q22F 1Q23F 2Q23F 3Q23F 4Q23F 1Q24F 2Q24F 3Q24F 4Q24F
Real GDP
(%Y/Y)

6.1 -15.1 -37.2 -34.4 -40 -17.5 12 8 10 9.5 5.8 4.6 3.3

CPI (eop,
%Y/Y)

10 13.7 21.5 24.6 30 28 24 23 21 18 16 12 11

Central
bank key
rate (eop,
%)

9 10 25 25 25 25 25 25 25 22 19 17 15

USD/UAH
exchange
rate (eop)

27.3 29.3 29.3 36.6 37 40 38.5 37.7 37 36.4 36 33.5 32

EUR/UAH
exchange
rate (eop)

31.1 32.4 30.7 35.9 36.3 38 37.7 37.7 37 37.1 37.8 35.8 35.2

Source: NBU, Ukrstat, Macrobond, ING estimates

• GDP

Ukraine may suffer one of the worst falls in GDP after a war, the
European Bank for Reconstruction and Development (EBRD) predicts
in its 2022/23 Transition Report.

Real gross domestic product (GDP) of Ukraine in the third quarter
of 2022 fell by 30.8% compared to the third quarter of 2021 after
plunging by 37.2% in the second quarter and 15.1% in the first of this
year, according to Ukrstat in December. But compared to the previous
quarter (seasonally adjusted), GDP grew by 9.0%.

The Ministry of Economy previously said that Russian attacks on
energy infrastructure, which began on October 10, increased the rate of
decline in the Ukrainian economy to approximately 39% in October and
41% in November, as a result of which the forecast for the whole year
worsened from 32% to 33.2%.

The Ministry of Economy of Ukraine was forced to return to its
original forecast of a 32-33.5% fall in real GDP in 2022 due to
Russian attacks on energy infrastructure, First Deputy Prime Minister
Yulia Svyrydenko, Minister of Economy, said at a briefing on December
2.

At a briefing on December 8, NBU top managers also said that Russian
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energy terror worsened their estimate of a 31.5% decline in GDP this
year but did not specify by how much.

The Bloomberg consensus forecast in December says Ukraine will
have -34% growth in 2022. It also says 2023 growth will be +5%, but
for that to happen, analysts say Ukraine would need 33% of growth
between the fourth quarter of 2022 and 2023 and an immediate end to
war, followed by a big boom in investment to overcome a huge negative
base effect.

And the bill to be paid is enormous: Ukraine’s post-war
reconstruction could cost up to €600bn, World Bank Vice President
for Europe and Central Asia Anna Bjerde told Austrian newspaper Die
Presse. Ukrainian President Volodymyr Zelenskiy himself has warned
the international community that the cost could rise to over $1 trillion if
the war goes on for much longer.

According to Bjerde, the reconstruction of Ukraine requires an
extensive Marshall-like plan, which needs to combine public and private
money. The vice president noted that before the attacks on civilian
infrastructure, the bank had predicted a drop in Ukraine's GDP this year
by 35%, but now this indicator may be higher – up to 40%. "Without
infrastructure, there is no economy, and therefore no tax revenues for
the Ukrainian state. This is a very alarming situation," said Bjerde.

The mere fact of the war is bad news for Ukraine’s long-term
economic outlook, according to an analysis from the EBRD of the
economic damage after wars in general. The development bank
estimated that in half of countries recovering from wars growth was still
below the trend rate in comparator economies 25 years after peace had
returned. Projections indicate that the contraction in Ukraine’s GDP will
be among the worst 10-20% of the conflicts in the last 200 years, the
EBRD said. Ukraine was already the poorest country in Europe before
the war started.

“The big threat to the [September] forecast is the destruction of
infrastructure in Ukraine due to shelling by Russia,” chief economist
Beata Javorcik told bne IntelliNews in an interview. The EBRD
predicted a 30% contraction in 2022 in its economic outlook in
September and 8% growth in 2023.
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• Inflation and monetary policy rates
  The war immediately lifted CPI inflation levels from 10% y/y in
4Q21 to above 20% in 2Q22 and around 30% in 4Q22.

The NBU introduced extraordinary measures, including capital controls
and FX interventions, to defend the hryvnia and maintain financial
stability. But as FX reserves declined, it was forced to hike interest rates
by 15pp to 25% in early June, and introduce 25% UAH devaluation in
mid-July.

The NBU says it will leave the price rate at 25% until it can bring
inflation under control sometime in 2023.

Earlier Ukraine agreed with external creditors to defer debt payments
by two years. Provided the situation remains broadly unchanged,
interest rates will remain flat in 2023 as inflation pressures ease, before
gradually declining later on say analysts.

There has already been some progress. The growth of consumer prices
in Ukraine in November 2022 slowed down to 0.7% from 2.5% in
October, 1.9% in September, 1.1% in August, having returned to the
level of July, the State Statistics Service of Ukraine said in December.

In November last year, inflation was recorded at 0.8%, so y/y, in
November this year it fell to 26.5%, from 26.6% in October.

Underlying inflation declined to 1.3% in November from 1.9% in
October, 2.4% in September and 2.1% in August.
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In the middle of October, the National Bank of Ukraine (NBU) kept its
inflation forecast for 2022 at 30%, while the government improved it
from 30.1% to 29.3% at the end of October.

• Industrial production

The government has not reported industrial production numbers
since the war started. At least three quarters of Ukraine’s companies
have reduced their output or have ceased to trade completely.

In an exclusive interview Vadym Novynskyi, the owner of the Smart
Holding Group that includes Ukraine’s biggest metals company
Metinvest as well as a raft of other businesses, told bne IntelliNews that
his group is working at 20-30% of capacity and the only profits it is
making come from its assets outside Ukraine.
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• FX and gross international reserves

Ukraine’s economy is not stable. Inflation has been accelerating
thanks to the monetary printing to fund the budget. Economist Adam
Tooze predicts that the hryvnia will be forced to devalue again in 2023
unless Ukraine gets more funding from its international partners.

The parallel, cash exchange rate is already running significantly higher
than the official exchange rate.
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Ukrainians abroad stimulate the economies of other countries.
Spending by Ukrainians abroad in 2022 will reach $2bn per month,
which is three times more than the previous year and a drain on the
country’s hard currency reserves, the head of the National Bank, Andriy
Pishnyi, said in December.

According to Pishnyi, because of spending and employment of
Ukrainian citizens abroad, the European economy enjoys a positive
fiscal effect and a long-term positive impact. Due to contributions from
Ukrainian migrants, GDP in, for example, Estonia, Poland and the
Czech Republic in 2026 will be 2.2-2.3% higher than models without
migration.

The NBU has taken the decision not to limit the foreign withdrawals as
Ukrainian refugees struggle to survive while out of the country.

Pre-war Ukrainians working abroad used to send home between
$10bn-$14bn a year in remittances.

Since the beginning of the war, Ukrainians in Poland have paid
PLZ10bn ($2.4bn) in taxes, which significantly exceeds the amount of
aid provided, said the head of NBU. The bank considers fears and
pessimistic forecasts regarding the negative impact of the multi-million
person flow of migrants from Ukraine unfounded, as they do not
consider the beneficial financial impact of the Ukrainian people.
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• Income and labour

According to the annual Global Wage Survey report from the
International Labour Organisation (ILO), Ukraine will see the biggest fall
in wages in the world this year.

Wages are declining almost everywhere thanks to the raging inflation.
For the first time in 20 years, global wage growth has not been able to
outpace inflation and decreased by an average of 0.9%, and excluding
China, is down by 1.4%, according to the ILO.

The maximum decline among the regions of the world is in Eastern
Europe (3.3%), where Ukraine has made the largest contribution to the
reduction of the indicator and could lose some 15% of its jobs,
according to the ILO. By contrast, the biggest gains were recorded in
the countries of Central Asia (average earnings in the region rose by
2.5% in six months) and the Asia-Pacific region (1.3%).

The NBU estimates that including all the refugees that have left the
country, the current level has tripled from pre-war levels to 35%,
although in the current conditions this is a rough estimate.

In addition, several government employment support programmes have
been launched, including the issuance of subsidies when an employee
moves from one region of the country to another. Another direction is
programmes to support the creation of your own business through the
issuance of grants.

At the end of 2022, the labour market of Ukraine may lose only about
15.5% of its jobs, which is almost half the reduction predicted by the
ILO at the beginning of Russia's military operation in this country. In
April of this year, the ILO made the first forecast of job losses in Ukraine
– then analysts predicted a reduction in the number of jobs in the
country by 4.8mn, or almost a third.

The level of employment in Ukraine may not decrease as much as
previous forecasts suggested, the ILO notes. However, the
organisation's analysts make a reservation that in the current
conditions, all indicators of the Ukrainian labour market will depend on
the scenario for the development of the Russian military operation.

At the same time, as the number of Ukrainian refugees in Europe
continues to grow, it is clear that the recovery in employment this year
will be limited by the supply of labour. As of the end of September,
7.4mn people left Ukraine, although, according to the ILO, the rate of
outflow has slowed in the last months of 2022.

In addition, as of August, about 7mn people were listed as internally
displaced persons in Ukraine. Of these, before the start of the military
operation, 1.6mn people, or 10.4% of the total number of workers, were
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represented on the national labour market: the biggest categories of
them were office workers (19%) and workers in the service and trade
sector (14.3%).

Ukraine must make a triple economic jump from a transitional economy
to a developing one. In particular, the challenge is to increase the GDP
per capita from a pre-war level of $4,000 up to $12,000, announced
First Deputy Minister of Economy Denis Kudin. According to Kudin, this
leap can be made only through Ukraine's path to the European Union,
as well as active entrepreneurship and a change in the Ukrainian
mindset. As reported earlier, the government has identified the first
projects to be financed at the expense of the European Investment
Bank (EIB) as part of the Ukraine Recovery Programme. In the first
stage, 83 projects with a total cost of UAH4.7bn have been selected,
which will be implemented in 10 regions of Ukraine.
and to full sc

• External sector and trade balance
In 2022 Ukraine's exports of goods declined by 43% and imports
by 28%. According to the National Bank of Ukraine, the surplus from
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the consolidated balance of payments of Ukraine amounted to $2.4bn
in November 2022. At the same time, the export and import of goods for
the year decreased by 43% and 27.7% respectively.

The main factor in the decrease in export volumes to $3.6bn was the
75.4% decrease in exports of ferrous and non-ferrous metals.

In November 2022, a deficit of $1.1bn in service trade was recorded.
Exports of services slumped by 24.5%, and imports rose by 190%.

The NBU explained this by the growth of refugees, whose expenses
grew 390% to $2bn. The NBU estimated the net inflow of foreign direct
investment at $143mn, while in November of 2022 this figure was
$603mn. As of November 1, 2022, the volume of international reserves
amounted to $28bn, which is sufficient to provide import financing for
3.5 months.

Ukraine's trade turnover reached over $90bn in 11M22: Ukraine
buys from China and sells to Poland.

In January-November, goods were imported to Ukraine worth $49.4bn
and products were exported from Ukraine totaling $40.7bn, the State
Customs Service reported.

The countries from which Ukraine imported the most: China $7.6bn,
Poland $5bn and Germany $4bn.

Ukraine purchased the following categories of goods the most:
machinery, equipment and transport for $13.8bn, fuel and energy
products for $11.7bn, and products from the chemical industry for
$8.7bn.

Ukraine exported the most to Poland for $6.2bn, Romania for $3.5bn
and Turkey for $2.7bn. On the other hand, Ukraine predominantly sold
food products, worth $21bn, metals and their derivatives for $5.7bn,
machines, equipment and transport for $3.9bn.

Ukraine’s balance of payments situation was deteriorating in the
last months of 2022 and has little chance of improving in 2023 as
long as the war rages.

Ukraine recorded a current account deficit of $693mn in October of
2022, widening from the $70mn gap in the corresponding period of the
previous year and marking the largest deficit since the start of the
Russian invasion this year.

The goods account gap widened to $1,416mn from $623mn in October
2021, while the services account recorded a deficit of $1,178mn from a
surplus of $366mn in September.
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At the same time, the primary account swung to a surplus of $975mn
from a gap of $196mn. Lastly, the secondary account surplus widened
to $926mn from $383mn.

The current account deficit in October contrasted with wide surpluses in
recent months, largely due to a monthly plummet in receipts from the
secondary account, according to the National Bank of Ukraine.

Ukraine continues to export its key products – grain and food products
– as best it can via its western border with the EU. Metal exports have
largely stopped, mainly as the train system is now clogged up with most
bulk goods being sent to the EU and there is not enough rolling stock to
carry it all. The ports are also not available for metal exports and only
limited grain exports.

Grain shipments were halted for several months after war started as
Russia imposed a naval blockade on its Black Sea ports, but a renewal
of the Istanbul grain deal for another 120 days, signed on November
17, was still holding as the year drew to an end.

Ukraine should earn some $20bn from grain exports, but this is still only
half of what it earns in normal times. The rest of the economy has
largely been brought to a standstill and has hobbled exports.

In 2022, Ukraine received more than $21bn from food exports. In the 11
full months of 2022, Ukraine exported 50.9mn tonnes of agricultural
products and food for $21.1bn.

The latest data from Ukraine’s Agriculture Ministry shows that Ukraine
has exported around 18.1mn tonnes of grain as of December 5 in the
2022/23 season, a decline of 30% from the same period last year.

Total corn shipments stood at 9.7mn tonnes (+63% y/y), while wheat
exports fell 53% y/y to 6.9mn tonnes as of December 2.

Among the products from the agro-industrial complex and the food
industry, the most exported were: corn (21.9mn tonnes for $5.3bn),
wheat (9.6mn tonnes for $2.3bn), sunflower oil (3.9mn tonnes for
$5bn), rapeseed (2.9mn tonnes for $1.4bn) and meal from vegetable
fats and oils (2.9mn tonnes for $671.2mn).

Minister of Economy Yulia Svyridenko said the grain initiative and the
new Grain from Ukraine programme initiated by President Zelenskiy are
important in restoring export volumes.

Ukrainian exporters have experienced problems with access to EU
markets. Many Ukrainian exporters are complaining to the Ministry of
Economy about the refusal of EU customs authorities in member states
to process goods. This stems from the EU’s decision on October 6 to
ban the import of goods from the territories of the Zaporizhzhia and
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Kherson regions not under the control of the Ukrainian government.
Therefore the Ministry of Economy and the State Customs Service have
issued recommendations to exporters whose production facilities are in
the Zaporizhzhia and Kherson regions, as well as other regions near
the contact line. The agencies advise that when exporting products to
EU member states, it is mandatory to issue a EUR.1 movement
certificate in paper form, despite having the status of an authorised
exporter.
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4. Budget & Debt

Budget 2022
The last month of 2022 brought in record revenues to the state
budget of Ukraine. December 2022 brought two records in Ukraine’s
history at once, foreign aid to Ukraine and the state budget’s total
monthly funding amount for a month, the parliamentary finance
committee reported.

In December, Ukraine received $5.5bn, or more than UAH200bn, in
international loans and grants for the budget. This is a record during the
war; the previous largest amount was UAH172bn ($4.7bn) in August.

The total revenue for December is also an absolute record in Ukraine’s
history: more than UAH365bn ($10bn) per month. Moreover, according
to President Volodymyr Zelenskiy, Ukraine expects the first tranche of a
$19 trillion support package from the EU in January, following a call with
EC president Ursula von der Leyen.
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The war has eroded internal capacity to mobilise public revenues
and made the country dependent on external grants and loans.
Public expenditures have been driven by defence and essential social
spending and have led to an unprecedented fiscal deficit of about 20%
of GDP in 2022 (with grants, the estimate is c.8% of GDP).

Since the war began until the end of October, Ukraine has disbursed
$23bn in financial assistance, largely from the US, EU, IFIs and as
bilateral aid from Western countries and Japan. Up till September,
around $10bn of fiscal deficit was monetised at the NBU. Given that
exports fell more than imports, the external trade gap increased but
should moderate in the next few years.

The deficit in Ukraine’s state budget amounted to $22bn over the
first eleven months of 2022, the Ekonomicheskaya Pravda news
outlet reports, citing data from the finance ministry.

The budget deficit grew by $4.4bn in November alone and climbed to
$22bn from January to November, it said.

In early November, the Ukrainian legislative assembly approved the
2023 budget with a record high deficit of $38bn. The budget stipulates
an inflation level of 28%. The minimum wage and living wage were left
unchanged at $186 and $72 respectively, amongst the lowest levels in
the FSU.

Defence expenditures are projected to exceed 18% of GDP. On
October 25, Ukrainian President Vladimir Zelenskiy suggested that the
West cover the Ukrainian budget deficit of $38bn.

In 2022, Ukraine received more than $21bn from food exports. In
the 11 full months of 2022, Ukraine exported 50.9mn tonnes of
agricultural products and food for $21.1bn.
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In terms of volume, this is less by 16.7%, and in terms of value, less by
13.7% than the corresponding period last year, said Minister of
Economy Yulia Svyridenko.

Among the products from the agro-industrial complex and the food
industry, the most exported were: corn (21.9mn tonnes for $5.3bn),
wheat (9.6mn tonnes for $2.3bn), sunflower oil (3.9mn tonnes for
$5bn), rapeseed (2.9mn tonnes for $1.4bn) and meal from vegetable
fats and oils (2.9mn tonnes for $671.2mn).

Svyridenko added, the grain initiative and the new Grain from Ukraine
programme initiated by President Zelenskiyy are important in restoring
export volumes.

Budget 2023

Ukrainian President Volodymyr Zelenskiy signed Ukraine’s State
Budget for 2023 into law in December. In the new budget, the real
2023 GDP growth forecast was adjusted to a more conservative 3.2%
instead of the previous forecast of 4.6%, although the forecasts for
growth in 2023 vary widely amongst the IFIs, although most are still
predicting a mild recovery.

The inflation forecast for 2023 has been reduced from 30% to 28%.
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The budget also contains more optimistic expectations for financial
support from international partners, which has made it possible to
adjust the hryvnia’s exchange rate to the dollar. By the end of the year,
the rate will be UAH45.8 per dollar instead of the UAH50 per dollar in
the previous forecast.

The state budget’s revenues for 2023 are foreseen as UAH1.330 trillion
($36.1bn), including general fund revenues of UAH1.173 trillion and
special fund revenues of UAH156bn.

The state budget deficit was also raised by UAH17bn, up to 20.6% of
GDP.

Resources for national security and defence make up about 50% of the
total budget. This is UAH1.141 trillion ($31bn), or 18.2% of GDP. Russia
is spending a similar share of its GDP on defence and security, but its
economy is some 20 times larger than Ukraine’s, and its industry is still
functioning, whereas that of Ukraine is not.

The EU and the US will cover the 2023 budget deficit of $38bn.
Ukraine expects the budget deficit next year will be covered by support
from its international partners, said Prime Minister of Ukraine Denys
Shmyhal.

Shmyhal added that in December Ukraine received political promises,
and the funds have already been voted on, for €18bn from the EU and
$9.8bn from the US. In addition, work is ongoing with the IMF, with
which there is already a monitoring programme.

It is expected that an extensive IMF financial programme will be
ready no later than the first quarter, which will also become a
significant source of Ukraine’s financial support. This will make it
possible to eliminate the 2023 budget deficit entirely.

Shmyhal notes that Ukrainian authorities are now actively working on
this issue with international financial organisations and institutions as
well as with the G7.

The West has set up a “financial Ramstein” group to help it raise money
in October and the government hopes to hold the first meeting in the
first quarter of 2023. According to Prime Minister Denys Shmyhal,
preparation for the meeting had already started in December.

Donors were already starting to prepare for a multi-year war in
December. The EU has approved the Ukrainian action plan for
2023-2026 worth a record €50bn in December. The Committee of
Ministers of the Council of Europe adopted the “Resistance, Recovery
and Reconstruction” action plan for Ukraine in 2023-2026, according to
the Council of EU website.

In addition to providing ongoing support to Ukraine for it to fulfil its
obligations as a member state of the Council of Europe, the action plan
aims to support Ukraine’s European reform programme after granting it
EU membership candidate status.
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The total budget for the four-year cooperation is estimated at €50bn,
which will not be enough to fund Ukraine’s budget if the war continues
throughout this period, but it is the largest budget in the entire history of
the Council of Europe for a specific country’s action plan.

Debt

Ukraine’s hryvnia-denominated debt has risen by 45% between
February and December to almost 80% of its GDP, Yaroslav
Zheleznyak, a member of the Ukrainian parliament, said on December
6.

As of November 1, the debt totalled $93.5bn. In hryvnias, that means
an increase of 45% since February. Domestic debt has risen by 23%,
while foreign debt has soared by 63%.

Daniil Getmantsev, the head of the parliament’s committee on finances
and tax and customs policy, earlier said the debt burden was expected
to reach 90% of GDP by the end of the year and climb to 100% of GDP
next year. According to the government’s latest forecast, GDP will total
UAH4.73 trillion ($128.59bn) in 2022.

The parliament’s budgetary committee has said the country’s 2023
budget proposal raises the limit for government debt to UAH6.42 trillion
(more than $172.7bn), or 102.3% of the projected GDP for next year,
which is estimated to reach more than UAH6.27 trillion ($169bn).
Finance Minister Sergey Marchenko has said just one-third of Ukraine’s
budget revenue comes from domestic sources, while the rest consists
of foreign grants and loans.

Currently, Ukraine’s creditors have  agreed to pause servicing its
external debt obligations – around $20bn – owed to private creditors
until August 2024.

However, some analysts say that the two-year hiatus is not enough as
the debt continues to swell, and that a more comprehensive
restructuring is needed, including drastic haircuts – a Ukrainian version
of the Brady Plan launched in March 1989 to reduce developing
markets debt.

Part of the problem is Ukraine's GDP has collapsed by as much as 40%
this year alone, which means the country's external debt-to-GDP ratio
will very likely balloon next year, making it an unfavourable outlier
among emerging economies.

More to the point, Ukraine's current stock of liabilities to external
creditors amounts to $22bn, and its total external debt service
obligation total (excluding IFIs) over the next five years is almost $18bn,
over 70% of its foreign exchange reserves. This is not a sustainable
trajectory.
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A financial crisis could be around the corner, but Ukraine is urgently
implementing strategies to ensure the country stays afloat.

With Ukraine simply unable to finance the war against Russia’s
aggression on its own, debts are hanging over Ukraine’s head. The
war-torn country had to pay UAH100bn ($2.73bn) in November and
needed to pay UAH52.2bn ($1.4bn) by the end of 2022.

External debt for 2023 comes to $11.307bn, with the first quarter seeing
the largest amount due, $3.235bn, according to data from the National
Bank of Ukraine (NBU). In the second quarter, Ukraine must pay
$2.014bn; in the third, $2.996bn and $3.062 in the final quarter. The
government, the NBU and Ukrainian enterprises will pay the debts.

Despite the blockade of its Black Sea ports for several months, Ukraine
earned $21bn from food exports between January and November,
remarkably just 13.7% less than in the same period last year. In total
Ukraine exported 50.9mn tonnes of agricultural products, 16.7% less
than last year, according to Minister of Economy Yulia Svyridenko,
Ukraine Business News reported.

According to Svyridenko, the government believes agriculture,
alongside military tech, metallurgy and IT, will be the four pillars of
Ukraine’s economic recovery. As such Ukraine is keen to direct
investments into these areas. President Zelenskiy spoke with CEO of
investment company BlackRock Larry Fink in September to discuss
driving investments into Ukraine.

As a result of the talks, BlackRock’s financial market consulting
department will support a Recovery Fund, free of charge. The goal of
the fund is to attract public and private investors to help reconstruct and
rejuvenate Ukraine’s economy, the President’s Office reported. It aims
to promote investment into rebuilding Ukraine as a “digital green
economy” and is expected to collect between $25bn and $100bn.

Ukraine’s state debt has increased by another $4.3bn. As of
November 30, Ukraine's state and state-guaranteed debt amounted to
UAH3.929 trillion, or $107bn, according to the Ministry of Finance.
During November, the amount of debt increased in hryvnia equivalent
by UAH158.7bn and in dollar equivalent by $4.34bn. Since the
beginning of the year, the deficit has grown by 47.1%, or UAH1.257
trillion, and by 9.7% in foreign currency, or $9.51bn. According to
Danylo Hetmantsev, head of the parliamentary committee on tax and
fiscal policy, the main reason for the increase in November’s state debt
was external borrowing to finance the budget deficit. In particular,
two-thirds of the rise in the national debt for the last reporting month is
due to long-term preferential loans from the EU, mainly €2.5bn of
macro-financial assistance.
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Funding
Ukraine's Western allies will cover the majority of the 2023 budget
deficit. The EU has confirmed it will provide Ukraine with €18bn in
2023, distributed in tranches of €1.5bn per month, according to Prime
Minister of Ukraine Denys Shmyhal. At the same time, the US has
promised to send $9.8bn, bringing the total amount of international aid
to $28.7bn.

The US will allocate $44.9bn to Ukraine and its Nato allies in 2023.
The US Congress has received a 2023 state financing bill for $1.7
trillion, compared with the $1.5 trillion allocated in 2021, out of which
$44.9bn is to be allocated for Ukraine and the US-Nato allies, the
Washington Post writes. It is noted that the leaders of the Senate and
the House of Representatives plan to pass the bill and send it to US
President Joe Biden for signature by the end of the week. Democrats
and Republicans clashed over how much money should be allocated to
military and non-military programmes. At the same time, next year the
US will adopt a record defence budget, which will amount to $858bn
and exceed last year's, which reached $740bn.

Ukraine received $27.2bn in financial aid by December after Russia
launched a special military operation in late February. Deputy
Finance Minister Roman Ermolichev said that next year the amount of
assistance will increase up to about $38bn to cover the budget deficit.

The NBU has expressed its expectations for the new IMF credit
programme. The National Bank anticipates a full-fledged programme
of expanded IMF financing in 2023. This may happen following the first
results from the monitoring programme, the approval of which is
expected at the end of the current year, said Deputy Chairman of the
NBU Serhii Nikolaychuk.

In November, Ukrainian authorities and the IMF reached a staff-level
agreement on economic policies for a Programme Monitoring with
Board Involvement (PMB) that will start the process of a full
IMF-supported programme.

“The PMB will help provide an anchor for macroeconomic policies and
catalyse donor support. Strong policy implementation would help pave
the way towards a full-fledged IMF-supported programme,” head of the
IMF mission to Ukraine Gavin Gray stated.

The IMF programme will ease the concerns of Finance Minister Serhiy
Marchenko, who warned in the autumn that the first quarter of next year
will pose the biggest challenge for Ukraine in terms of covering the
budget deficit. He noted that despite the funding from international
allies since the start of Russia’s full-scale invasion, more money has
been going out than coming in, threatening the exchange rate, macro
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stability and inflation.

“The IMF monitoring programme should lay the basis of our
macroeconomic policy and the foundation for obtaining financing from
other international partners. Also, this monitoring programme should
become a transitional bridge to a full-fledged programme with the IMF,
which will provide funding," Nikolaychuk explained.

Reserves

As of December 1, 2022, Ukraine's international reserves,
according to preliminary data, amounted to $27.951bn (in
equivalent), while at the beginning of November they stood at
$25.244bn, according to data from the NBU released on December 6.

Ukraine has been struggling to maintain enough reserves to keep it at
the level of over three months of import cover, the minimum economists
say is needed to ensure the stability of the national currency. However,
with the transfers to the budget made by the international donors since
September, that level has been reached and maintained at around four
months. Debt relief by Ukraine’s international creditors has also helped.

WIth a heavier debt schedule in 2023 and a collapsing economy things
might be more difficult and economists anticipate reserves falling below
the three-month threshold and for another 25% devaluation in the
hryvnia unless the war ends soon.
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5. Real Economy

Agriculture:

The total direct damage caused to Ukraine’s agricultural industry
by the end of 2022 amounts to $9.3-9.8bn, according to the
National Academy of Agrarian Sciences of Ukraine (NAAS),
Interfax reports.

This includes damage from the blockade of Ukrainian seaports and
forced changes in export transportation logistics ($7.5-8.0bn), the cost
of unsold grain from last year ($0.5bn), and the cost of warehouses and
granaries destroyed or seized by invaders ($1.3bn). This figure is
almost equal to the total profit of the country's agricultural enterprises in
2020 and 2021.

The Centre for Food and Land Use Research of the Kyiv School of
Economics (KSE Agrocenter) estimates that the total amount of indirect
losses suffered by the agriculture industry of Ukraine due to the
Russian invasion was $34.25bn from February 24, 2022 to September
15. This represents an increase of 47% compared to mid-June,
equating to an additional $10.8bn in losses.

According to the KSE Agrocenter, direct losses suffered by the
Ukrainian agribusiness as of September 15, 2022 were estimated at
$6.6bn, or 23% of the total value of Ukrainian agricultural assets.

The majority of indirect losses (54% were a result of a shortfall in
income due to lower prices for foodstuffs exported by Ukraine and
problems with its export abroad, some $18.5bn. The other factors were
the reduction in crop production, $14.2bn (34% of total losses), a rise in
agricultural output costs due to an increase in the cost of fertilisers and
fuel, $862mn (2.5%), a decrease in livestock production, $348.7mn
(1%), and a decrease in the production of perennial crops, $322mn
(less than 1%).

Overall, the full-scale Russian invasion has caused significant damage
to the agriculture industry of Ukraine, both in direct and indirect losses.
It is clear that the country will have to take significant steps to recover
from the losses suffered.

In 2022, the Ukrainian agricultural sector earned around $22bn
from exports. The value of 2021 unsold grain is $0.5bn, and the cost
of elevator warehouses destroyed or seized by the occupiers is valued
at $1.3bn.

Since the beginning of the port blockade, the cost of logistics in the
export structure has increased five to seven times, and has reached
$180 per tonne of grain. Given this logistics cost, grain producers are
forced to sell goods below their cost. According to average calculations,
the selling price of a tonne of wheat in the field decreased to
$100-$120, with a production cost of at least $120-$150.
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Ukraine’s harvest fell by about a third from normal levels in 2022
due to land lost to Russia and the destruction of land and
machinery. .

A third of Ukraine’s corn crop still stood in the fields as winter set
in. The war, constant blackouts and the record autumn rainfall that has
muddied fields have hit Ukrainian farmers’ harvesting efforts.
Additionally, the war has decreased how much farmers can fetch for
their goods. As well, strikes on the country’s infrastructure have limited
the availability of electricity needed to dry soggy grain, reported
Bloomberg.

While Russia’s invasion has curbed exports, Ukraine remains the
world’s fourth-largest corn shipper and significantly affects global
supply. The grain can still be collected into spring, although the
prospects for its quality and quantity are ebbing.

The US Department of Agriculture cut its Ukraine corn crop outlook to
27mn tonnes on December 9, down by 4.5mn tonnes, citing relentless
autumn rains in three key regions. That would be a five-year low. The
United Nations predicts an even lower forecast of 24mn tonnes.

Russia has stolen or destroyed $1.9bn worth of agricultural
products in Ukraine. An estimated 2.8mn tonnes of grain and 1.2mn
tonnes of oil seeds have been destroyed or stolen because of Russia’s
war against Ukraine, according to the Centre for Food and Land Use
Research of the Kyiv School of Economics (KSE).

After the successful counter-offensive in September Ukraine has
recovered a large amount of its agricultural land, but some of the
country’s most fertile land remains inside Russian occupied territory or
in the battle zone.

The structure of planting crops will change in Ukraine in 2023. In
2023, the cultivated grain crop area in Ukraine will amount to 8.7mn
hectares, 22% less than in 2022 and 45% less than in 2021. At the
same time, the sown oil crop area is forecast at 9.7mn hectares, which
is 32% higher than the figure for 2022 and 9% more than the figure for
2021, the Ukrainian Agrarian Business Club predicts.

This trend is defined by the fact that the share of logistics in the price of
grain crops has risen significantly in 2022. The Agrarian club predicts
that in 2023 the gross harvest of grain may amount to 34mn tonnes,
which is 37% less than in 2022 and 60% less than in 2021. The export
potential of grain and oil crops next year will be about 35mn tonnes, or
3mn tonnes per month. In the 2021/22 marketing year, it was at 85mn
tonnes of grain and oilseeds, or 7mn tonnes per month.
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Construction and real estate:
Ukrainian developers predict a moderate increase in demand for
housing in 2023 – within 15% due to the expansion of mortgage
programmes and a request for the restoration of de-occupied regions,
but the main factor will be the success of the defence forces at the
front. In the best case, in 2023 demand for new buildings can grow by
only 15% compared to 2022, but it will be more than 60-70% less than
in August-October 2021, predicts co-founder and managing partner of
INSPI Development Volodymyr Sementsov.
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Due to the war, Ukraine lost out on UAH3bn in rent payments.
State and local budgets for the first half of 2022 lost more than UAH3bn
in rent, the Accounting Chamber said. At the same time, over the past
2.5 years, the consolidated budget received UAH196bn from rent, in
particular: UAH179bn from the use of subsoil, UAH6bn from the use of
radio frequency resources, UAH3.9bn from the use of forests,
UAH3.5bn from transportation, and UAH2bn from water use. In the first
half of 2022, income from annuities began to fall. Until 2022, Ukraine
received more than UAH1bn annually for the transit of Russian
ammonia. Currently, the only operator of the main ammonia pipeline in
Ukraine is not operating or paying rent. Revenues from rent for forest
use also decreased due to Russia's temporary occupation of the
territories where wood is harvested. Also, 69% of its customers stopped
paying rent for water use.

Retail:
The government has not been reporting retail sales numbers since
the start of the war, but consumption clearly has taken a massive
hit.

IT Sector:

One of the few sectors that has been doing well, other than
agriculture, is the export of IT services, which brought in $6bn
from exports in 2022.

IT is one of the government’s four pillars of the economy, along with
agriculture, metal and military equipment.

Over the first ten months of 2022, the export of IT services grew by
9.9% and brought in more than $6bn, surpassing the 2021 figure by
$542mn, according to data from the National Bank.
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At the same time, during this period, the total export of services from
Ukraine decreased by 10.8% compared to last year's corresponding
period. However, negative trends are observed in the IT sector as well.
Compared to September, the export volume of IT services decreased
by 7.4% in October, or a reduction of $43mn m/m, for a total of $535mn.
However, against a significant reduction in services exports, computer
services still make up a significant part of the export structure - 43.8%,
which is 5.7% more than last year.

Utilities and energy:

Total gas production in Ukraine fell to a 20-year low due to the war.
Gas production in Ukraine for 2022 fell by 6% to 18.5bn cubic metres,
the lowest production volume in the last 20 years.

The main reason for the reduction in production was the full-scale war.
In addition, the occupation of a portion of Ukraine’s territory, particularly
the Kharkiv region, hurt gas production in these regions. The country's
largest gas production company, Ukrgazvydobuvannya, produced 13.2
bcm last year, which is 3% less than the previous year.

Also, Ukrnafta reduced gas production by 7% to 1 bcm due to ageing
fields and low investment in gas production.

Private gas producers showed the biggest drop, by 15%, to 4.3 bcm,
because their sales market has significantly narrowed, and the export of
domestically produced gas has been banned. Due to a sharp drop in
income and difficulties with implementation, private companies have
practically stopped investment in gas production.

The state gas mining company Ukrgazvydobuvannya, despite the
destruction and occupation of part of its production facilities in the east
of the country, produced 12.5 bcm of natural gas, which is only 3% less
than a year earlier.

Moreover, as the company reported, it managed to drill 47 new wells,
almost equal to the previous year's figure. At the same time, the
company's drills set two records for at least the last 15 years: monthly
and daily penetration.

It also performed 74 hydraulic fracturing operations and set another
record, the most significant number of monthly operations by its fleet.

The company also managed to keep the number of other functions at a
high level: 191 well overhauls, 486 coiled tubing installation operations,
and 2,333 geophysical operations; also, 141 wells are equipped with
mechanised mining systems, almost twice as many as in 2021.
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Ukraine needs $1bn to restore its energy sector. Ukraine needs as
much as $1bn to restore critical infrastructure quickly in order to get
through the winter following the Russian bombing campaign of energy
infrastructure that started on October 10, Prime Minister Denys
Shmyhal said on December 12.

The state energy operator has received loans of €400mn to repair
the grid after Russian attacks. The package includes a €300mn loan
from EBRD, a €72mn grant from the government of the Netherlands,
and a €32.5mn loan from a German bank. More assistance has been
offered as Zelenskiy estimated the damage as of December at closer to
$2bn.

During a video conference with the G7 club of wealthy nations in
December, Zelenskiy said Ukraine also needs "about 2 bcm" of
additional gas or coal equivalent to get through the winter.

Russia has been sending 42,000 cubic metres per day via the Ukraine
gas pipeline network during the war, about a third of normal volumes,
but this supply remains uninterrupted and together with the gas going
through TurkStream is the only gas being delivered to Europe.

However, Ukraine has been unable to store enough gas to meet its
winter needs. It started the heating season with around 14 bcm of gas
in storage, or about 4 bcm less than normal. Even with the reduced
demand caused by the war, Kyiv says it still needs an extra 2 bcm that
it hopes to import from its friends in the West.

Missile strikes have destroyed 50% of Ukraine’s energy facilities
as of December, Zelenskiy said in a call with US President Joe Biden,
according to a statement published on the Ukrainian leader’s website
on December 9.

Ukraine plans to double commercial electricity tariffs. The national
energy company, Ukrenergo, has proposed an increase in tariffs for the
transmission of electricity and for dispatching management beginning
January 1, 2023. In particular, the company is offering to set the
electricity transmission tariff at the UAH636.17/MWh level for 2023,
while in 2022, it was UAH345.64/MWh. It is proposed that the tariff for
dispatch management services is raised from UAH62.13 to
UAH207.63/MWh. If Ukrenergo's proposal is approved, the two-fold rise
in prices for businesses will be transferred to consumers through an
increase in the prices of goods, which will reflect the new tariffs. Among
the main reasons for the need to raise tariffs, the company cited the
destruction of the energy infrastructure, which has led to a significant
upsurge in the volume of physical work and cost.

Russia's invasion of Ukraine will lead to a doubling of green
energy capacity. The International Energy Agency (IEA) noted that the
global capacity of renewable energy will double over the next five
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years. Experts predict that worldwide capacity will grow by 2,400 GW to
5,640 GW by 2027, equal to the entire energy capacity of China. The
global energy crisis has made renewable energy technologies more
attractive this year. In addition, the US, China and India are
implementing policies and reforms aimed at the faster-than-expected
deployment of renewables. “These technologies have already been
growing rapidly, but the global energy crisis pushed them to a new
acceleration phase. After all, countries seek to benefit from their
advantages in the field of energy security," said IEA director Fatih Birol.
In the next five years, the world will add as much green capacity as it
has done in the previous 20 years.

Ukraine already had upped its share of green power in its energy mix to
around 25% as part of its efforts to wean itself off Russian gas. Former
president Petro Poroshenko offered very generous green power tariffs
and investors – both domestic and foreign – rushed into the sector to
build renewable power facilities over the last four years. Many of those
facilities have been destroyed or stolen by Russia, but post-war the
government is expected to focus on renewables to replace the
destroyed facilities.

6. Banking Outlook
Since the war, the profits of Ukrainian banks have decreased by
more than 80%.

Whereas each monthly profit of the bank system rose from UAH490mn
in 2017 to circa UAH35,000mn in 2019-2021 as the economy finally
emerged from the recession caused by the 2014 revolution, it has fallen
again in 2022 to an average of UAH4,828mn thanks to the war.

Still, it is a testimony to the strength of the system that this average
profit is still higher than in 2017, despite the heavy losses made in the
first months of the war.

And by the last quarter the sector was clearly recovering from the worst
of the shock, although indicators like NPLs were also rising fast.

Nevertheless, banks earned only UAH11bn in 2022, down from
UAH58bn in 2021.

Of the 67 banks in Ukraine, a third, 21 banks, ended the period with
losses of UAH19bn. The total profit of banks with positive dynamics for
ten months amounted to UAH30bn.

The share of state banks in the total profit is the largest. Over the year,
their percentage climbed to 62.5%. The shares of banks with foreign
capital decreased to 26%, and banks with private capital from 18% to
11.5%. In first place is PrivatBank with a profit of UAH17.8bn (-33%). At
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the same time, the share of Privatbank is 59% of the profit of all banks
with positive capital.

Out of 16 banks with foreign capital, only nine were profitable.
Ukraine banks made five times less profit in 2022 compared to the
same period a year earlier. From January to October, Ukrainian banks
earned net profits of $298mn, compared to 2021’s $1.58bn. Revenues
grew by 32%, however, though expenses ballooned by 73%.

In Q3, the banking sector continued to adapt to crisis conditions,
the NBU says. The banks maintained the operation of their
networks and rapidly reopened branches in liberated regions.

The system’s liquidity grew thanks to continued inflows of client
deposits. Hryvnia term deposits have started to increase for the first
time since the start of the full-scale war in November, while FX term
deposits have returned to growth, which has not been seen since the
coronavirus crisis.

This is partly due to the health of the banking sector that had been
comprehensively cleaned up starting in 2014. Non-performing loans
remain a problem but have fallen to below half of the sector’s loan
book, but as over 90% of debt was already provisioned for before the
war started, the NPLs do not pose a systemic risk.

Still, banking activity is minimal. Net loan portfolio declined overall.
Corporate loan portfolios grew only at state-owned banks on the back
of state support programmes. The ratio of non-performing loans (NPL)
rose as expected after the war started, with the fastest growth seen in
the retail segment, but still at manageable levels.

Despite heavy provisioning, the sector posted a profit in the third
quarter of UAH12bn. This profit compensated for the losses of the
year's first half, so the financial result for nine months is a net positive
UAH7.4bn, the NBU reports.

It is noted that banks' interest income has continued to grow,
commission income is gradually recovering, and positive results from
currency and securities revaluations have significantly increased the
overall financial result. For the third quarter, deductions to reserves for
loans amounted to UAH33.5bn, and for securities UAH7.1bn. The
regulator also pointed out that banks' net assets rose by 7.5% in the
third quarter and exceeded the pre-war level.

On the other hand, net hryvnia corporate loans for the quarter
decreased by 2.2% and foreign currency by 10%. The specific weight of
NPLs increased by 3.9% over the quarter.

But Ukrainian banks’ 9M22 profits are only 14% of those in 2021 –
one of the best years since the EuroMaidan revolution in 2014. As

35 UKRAINE OUTLOOK 2022 www.intellinews.com

https://nvua.esclick.me/Hou23iA5bsGu
https://nvua.esclick.me/Hou23iA5bsGu
http://www.intellinews.com


of October 1, out of 67 solvent banks, 44 were profitable and had a net
profit of UAH25.6bn, and 23 were unprofitable, with a loss of
UAH18.2bn.

For the first nine months of the year, solvent banks earned UAH7.4bn in
net profit, compared to UAH51.4bn for the corresponding period in
2022. The sector’s return on capital was 4.3% compared with 32.1% a
year previously, the National Bank noted.

The regulator explained these dynamics by the increase in reserves for
incurred and expected losses because of the war. Since the beginning
of the year, banks have accumulated reserves of UAH99bn.

The largest state bank’s profits fell by more than 50%. The net profit
of the state-owned PrivatBank for the first nine months of 2022
amounted to UAH13.8bn. The bank said this is UAH7.4bn (54%) less
than the result for last year's corresponding period.

Since the beginning of the war, the financial institution has introduced
several measures to reduce the credit burden on clients. In addition,
due to the decrease in the population’s solvency, especially in the
occupied territories and war zones, the bank gathered UAH9.4bn in
reserves for credit risks over the first three-quarters of the year.

Privatbank and Oschadbank are Ukraine’s most profitable banks
in 2022. For the 10 full months of the year, Ukraine’s solvent banks
generated UAH7.37bn in profit after taxes.

State-owned PrivatBank became the most profitable, earning
UAH13.828bn, according to data from the NBU. In second place was
state-owned Oschadbank, with profits of UAH3.36bn.

The banks with foreign capital that followed in profitability were led by
Raiffeisen Bank with UAH2.395bn in profits, Ukrsibbank with
UAH2.099bn, and Citibank with UAH1.506bn.

Overall, 44 out of 67 banks made a cumulative profit of UAH25.56bn,
and 23 banks showed losses totalling UAH18.185bn.

State-owned trade bank Ukreximbank suffered the biggest loss,
UAH7.906bn. The other unprofitable banks with foreign capital were the
formerly Russian-owned Alfa-Bank, with a UAH4.318bn loss, and
state-owned Ukrgazbank, with a loss of UAH3.359bn.

Volumes of hryvnia retail deposits climbed by 2.7%, mainly due to
larger account balances with state-owned banks. Volumes of FX retail
deposits remained almost unchanged. Thanks to higher deposit rates,
retail term deposits returned to growth, rising by 2.2% for the first time
since the start of the war. As the NBU allowed buying foreign currency
to open FX term deposits, these deposits grew by 5.9% in the US dollar
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equivalent.

In 2023, the central bank will hold an asset quality review to make
sure the banks use correct approaches to credit risk assessment.
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NPLs % of loan book

Oct 20 Oct 21 Oct 23

ratio of non-performing loans, % 45.62 33.26 35.54

incl. banks:

with state participation, of which: 61.9 50.63 50.58

PrivatBank 79.24 70.21 70.65

state banks ex-PrivatBank 43.54 34 35.85

Foreign owned 30.67 20.51 16.73

Privately owned 16.81 10.46 20.55

Insolvent 0 0 0

Source: NBU
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