Ukraine
September 2016
Key Statistics
GDP, US$ bln (2015)
Population, mln*

$91.0
42.75

Can the economy find another gear?
“There is nothing either good or bad, but
thinking makes it so”

GDP/Capita, US$
$2,129
GDP/Capita, PPP basis, US$
$7,450
Source: State Statistics Committee Ukraine
* all data and forecasts exclude Crimea

Key Macro Indicators & Forecasts
Growth, real % YoY
Consolidated bdgt, % GDP
Industrial production, % Yo
Retail sales, % YoY

2016E
1.2%
‐4.0%
0.5%
3.0%

2017E
2.5%
‐3.0%
2.0%
4.0%

Unemployment, % eop
CPI, % YoY eop

10.0%
13.0%

9.0%
11.0%

Current account, % GDP
Trade balance, US$ bln
FDI, US$ bln

‐2.3%
‐$3.0
$4.5

‐3.0%
‐$3.0
$3.5

FX reserves, US$ bln
Sovereign debt*/GDP, eop
Foreign debt/GDP, %

$14.0
80%
131%

$18.0
84%
141%

NBU key rate, eop
14.0%
12.0%
Hryvnia/US$, eop
28.0
29.0
Hryvnia/US$, average
25.5
28.5
Gas imports, US$/1000 cm
$205
$200
Source: State Stats, Macro‐Advisory estimates
* includes state guarantees

William Shakespeare, Hamlet









Sovereign Credit Ratings
S &P
Moody's
Fitch
Source: Rating agencies

B‐ Stable
Caa3, Stable
CCC, N/A



Capital Markets*
Hryvnia/US*
UX (Local) Equity Index
WIG‐Ukraine Index

Level
25.98
814.21
523.18

YtD
‐7.5%
18.7%
37.0%

Ukraine 20, 7.75%
8.01%
9.80%
Ukraine 27. 7.75%
8.37%
8.98%
Ukreximbank 25. 9.75%
10.59% 12.08%
MHP 20, 8.25%
9.31% 12.10%
Source: Bloomberg * all as at 23 September



Tax Rates
Corporation
Personal
Sales
Social Security
of which corporate
of which employee
Source: Ukraine government information

Chris Weafer

18.0%
20.0%
20.0%
53.3%
49.7%
3.6%
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Economic recovery. Ukraine’s economy has now stabilized and is
showing a slow but steady recovery. GDP is set to expand by 1.2%
this year and by 2.5% next year. That follows a decline of almost 10%
in 2015.
Inflation is under control. One of the big success stories has been the
large cut in headline inflation from over 43% at the end of last year to
under 8% this summer. It is expected that the pace will pick up in the
autumn and winter but it should stay close to the NBU’s target of
12% (+/‐3%). This has allowed the NBU to cut its refinancing rate
from 22% at the start of the year to 15% in mid‐September.
IMF releases some money. The IMF agreed to release US$1 bln of the
US$3.3 bln, which it held back from the US$17.5 bln financing
package. That payment facilitated the issue of a US$1 bln US‐backed
Eurobond and should also allow the EU to pay an agreed EUR600 mln
loan which was also conditional on the IMF payment.
Equities and debt have performed strongly. These are some of the
reasons why the local UX equity index jumped 13.9% since the start
of September and is up 18.7% YTD. The Warsaw‐listed WIG‐Ukraine
Index is up 37% since 1 January. The bond rally has also been
impressive, with the Ukraine‐20 yield falling from 9.8% to 8.0% since
the start of the year, while on the corporate list MHP’s 2020 bond
yield fell from 12.1% to 9.3%.
Political risks are rising. But that is where the good news ends.
Ukraine is set for a difficult period in terms of domestic politics
through this coming winter. The opinion polls show a big swing away
from the government coalition and from President Poroshenko
personally. If elections were to take place tomorrow Yulia
Tymoshenko and her Fatherland party would dominate along with
other opposition parties.
Protests are expected. It is expected that the opposition parties will
be unsupportive of government initiatives in the coming months and
instead will push for early elections, possibly in the spring of 2017. A
possible catalyst for an opposition supported public protest may be
when people get their first hiked heating and hot water bills in
October/November. This will be the first impact of the doubling of
gas tariffs in early summer.
IMF mission in October. Another big issue for investors will be
whether the IMF will pay the rest of the outstanding loan and return
to the agreed schedule. The next mission to Kyiv is due in October
and the report will have a big impact on investor sentiment.
Privatizations have stalled. The IMF and investors will also be
sensitive to progress on the so‐far failed privatization program and
whether the anti‐corruption electronic reporting system is deemed to
be working or not. Another concern is the replacement of the head of
the presidential administration with a politically inexperienced
technocrat. This is seen as reducing pressure on the oligarchs.

No warranties, promises, and/or representations of any kind, expressed or implied are given as to the nature, standard, accuracy, or likewise of the information provided in this
material nor to the suitability or otherwise of the information to your particular circumstances. Macro‐Advisory Limited does not accept any responsibility or liability for the accuracy,
content, completeness, legality, or reliability of the content contained in this note. © Copyright Macro‐Advisory Limited
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Stable on the surface but with dangerous undercurrents
Edging back to growth. Ukraine’s economy has now stabilized and is showing a slow but steady recovery.
GDP is set to expand by 1.2% this year and by 2.5% next year. That follows a decline of almost 10% in 2015
and 6.6% in 2014.
Big drop in inflation and interest rates. One of the big success stories has been the large cut in the headline
inflation rate from over 43% at the end of last year to under 8% this summer. It is expected that the pace will
pick up in the autumn and winter, but it should stay close to the NBU’s target of 12% (+/‐3%). This has
allowed the NBU to cut its refinancing rate from 22% at the start of the year to 15% in mid‐September.
IMF partially resumed payments. Another big positive in this year’s story is that the IMF has finally agreed
to release US$1 bln of the US$3.3 bln which it held back from the US$17.5 bln financing package. That
payment allowed for the issue of a US$1 bln US‐backed Eurobond and should also allow the EU to pay an
agreed EUR600 mln loan, which was also conditional on the IMF payment.
Big gains for markets, albeit on low volumes. These are some of the reasons why the local UX equity index
has jumped 13.9% since the start of September and is up 18.7% YTD. The Warsaw‐listed WIG‐Ukraine Index
is up 37% since 1 January. The bond rally has also been impressive: the Ukraine‐20 yield has fallen from 9.8%
to 8.0% since the start of the year, while on the corporate list MHP’s 2020 yield fell from 12.1% to 9.3%.
Big jump in capital inflow in 1H16. Ukraine attracted US$2.9 bln of new investment through the first half of
2016, nearly tripling the US$1 bln received in the same period of 2015. In the second quarter, capital inflow
totaled US$1.8 bln while US$1.1 bln was received in the first quarter.
Half the money was for subsidiaries of Russian banks. Russia was the main investor in the period,
accounting for US$1.3 bln, according to a report from the Ukrstat state statistics agency published on 16
August. Most of the Russian investment was to recapitalize the Ukrainian subsidiaries of Russian banks.

Ukraine ‐ Macro Trends & Forecasts
GDP, Nominal, UAH bln
GDP, $ bln
GDP, Real growth
Industrial production, % YoY
Retail, % YoY
Benchmark Interest Rate, %, eop
Inflation, % eop
Unemployment Rate
Budget Execution, % GDP
Budget Execution, consolidated, % GDP
Current Account, % GDP
Trade Balance, $ bln
FDI, $ bln
Public sector debt*, $ bln
Public sector external debt, % GDP
Private sector external debt, $ bln
Total Pub/Priv external debt/GDP, %

2011
1,300
$163
5.5%
8.0%
14.0%

2012
1,405
$176
0.2%
‐0.5%
11.5%

2013
1,465
$183
0.1%
‐4.7%
9.5%

2014
1,587
$132
‐6.6%
‐10.7%
‐8.6%

2015
1,980
$91
‐9.9%
‐13.4%
‐20.7%

2016E
2,261
$89
1.2%
0.5%
3.0%

2017E
2,566
$90
2.5%
2.0%
4.0%

2018E
2,874
$97
3.0%
4.0%
5.0%

4.6%
7.9%

0.0%
8.0%

0.5%
7.8%

14.0%
24.9%
12.0%

22.0%
43.3%
11.0%

14.5%
13.0%
10.0%

12.0%
11.0%
9.0%

10.0%
9.0%
8.0%

‐2.8%
‐4.4%
‐6.3%
‐$16.3
$7.2

‐4.4%
‐5.5%
‐8.1%
‐$19.5
$8.2

‐4.8%
‐6.7%
‐9.0%
‐$20.0
$4.5

‐4.5%
‐10.1%
‐4.0%
‐$6.1
$0.9

‐1.1%
‐2.0%
‐0.3%
‐$3.5
$3.0

‐4.0%
‐4.0%
‐2.3%
‐$3.0
$4.5

‐2.5%
‐3.0%
‐3.0%
‐$3.0
$3.5

‐2.0%
‐2.5%
‐4.0%
‐$2.0
$4.5

$59
36%
$88
78%

$64
37%
$91
77%

$74
41%
$85
79%

$70
70%
$76
96%

$66
72%
$75
131%

$71
80%
$69
131%

$76
84%
$75
141%

$77
79%
$78
132%

15.80
12.00

24.00
21.80

28.00
25.50

29.00
28.50

30.00
29.50

Hryvnia/US Dollar EOP rate
8.00
8.00
8.00
Hryvnia/US Dollar average
8.00
8.00
8.00
Source: State Statistics Agency, National Bank, Macro‐Advisory estimates
* including state guarantees
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But that is where the good news ends. Ukraine is set for a difficult period in terms of domestic politics
through this coming winter. The opinion polls show a big swing away from the government coalition and
from President Poroshenko personally. If elections were to take place tomorrow Yulia Tymoshenko and her
Fatherland party would be the dominant force along with other opposition parties.
Opposition parties want early elections. It is expected that the opposition parties will be unsupportive of
the government initiatives in the coming months and instead will push for early elections, possibly in the
spring of 2017. A possible catalyst for opposition supported public protest may be when people get their
first hiked heating and hot water bills in October/November. This will be the first impact of the doubling of
gas tariffs in early summer.
IMF mission will be closely watched. Another big issue for investors will be whether the IMF will pay the
rest of the outstanding loan and return to the agreed schedule. The next mission to Kyiv is due in October
and the report will have a big impact on investor sentiment. One key issue will be how the new anti‐
corruption electronic reporting system is being used. The delay in getting this system live was one of the
reasons why the IMF had stalled in resuming payments. If the new system is deemed to be in‐effective or
being abused in some way then the IMF may not release any additional funds.
Warnings that reforms are too slow. The head of the IMF has also been quite critical about the slow pace of
reforms in Ukraine and more‐or‐less implied that further disbursements will depend on the government
showing more progress. This is also the message from the US Vice President, Joe Biden, who warned that
slow reform progress with tackling corruption and other reforms may lead to frustration within the EU and
allow them to start reducing sanctions against Russia in early 2017.
Privatization progress has been too slow. The IMF and investors will also be sensitive to progress on the so‐
far failed privatization program and whether the anti‐corruption electronic reporting system is deemed to
be working or not.
Oligarchs are still powerful. One area of concern is the replacement of the head of the presidential
administration with a politically inexperienced technocrat. This is seen as reducing pressure on the oligarchs
who still exert considerable influence over the economy.

Range of Macro Forecasts
GDP, % YoY

Fitch Rating Agency
World Bank
Ukraine Economy Ministry ‐ Consensus
National Bank of Ukraine
Ukraine Finance Ministry
I.M.F.
EBRD

Inflation, % YoY

2016E

2017E

2016E

2017E

0.9%
1.0%
1.0%
1.1%
1.5%
1.5%
2.0%

2.8%
2.0%
2.9%
3.0%

9.5%

10.5%

13.1%

9.0%

15.1%

11.0%

2.5%
2.0%

Source: IMF, World Bank, EBRD, NBU, Fitch, Economy Ministry Ukraine
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Capital markets
Strong performance in 2016. Ukraine’s main equity indexes jumped sharply with the news that the IMF had
agreed to release another US$1 bln of the delayed US$17.5 bln funding package. The UX Index gained 13.9%,
to bring the year‐to‐date gain to 18.7%. The Warsaw‐listed WIG‐Ukraine rose 4.0% to extend its strong year‐
to‐date performance to 37%. These gains compare with a gain of 15.5% for the MSCI EM Index.
Drivers from here. What will influence investor sentiment and the market performance from here will
include:



More IMF funding. Will the IMF release more money, i.e. it has only paid US$1 bln of the US$3.3
bln delayed over the past 12 months?



OPP privatization. The government is set to try again to sell the Odessa Port Plant (OPP).



Electronic reporting system. Everybody is looking closely at the new electronic reporting system to
see whether it can make a difference or whether it is simply there to satisfy the IMF.



EU‐Ukraine association agreement. If the EU approves the Ukraine‐EU association agreement then
this will be seen as a positive step.



Aggressive opposition tactics. The opinion polls show that there has been a big swing in public
support away from the ruling coalition parties and it has grown for the opposition parties and their
leaders.



Public protests against austerity. The government faced very little protest when it doubled the
price of gas in the early summer. But that action will be felt for the first time when households get
their first big heating and energy bills in October and November.



Earnings recovery. The economy is now on a slow but steady recovery path.



Interest rates. If inflation stays close to the targeted 13% by the year‐end, or lower, then the NBU
should be able to cut its refinancing rate by another 50‐100 bps.



Ceasefire and Minsk. Investors will continue to react to any news concerning the ceasefire in the
east of country.

Politics
Swing to the opposition. Opinion polls show a big swing in public support away from the President’s party
and his supporters in favor of the opposition parties. Yulia Tymoshenko is now the most popular politician
and her party, Fatherland, would be the biggest in the Rada if elections were held tomorrow, according to
the polls.
Opposition parties want an early election. There is now no incentive for the opposition parties to support
any government initiatives in the Rada. The strategy expected from Fatherland and others is to cause
disruption and to force an early general election. The big increase in heating tariffs, which were imposed in
the early summer without much of a reaction, is expected to become a hugely contentious issue when
households start to get their heating bills in late October and November. This is an issue when the
opposition parties will use to try and further undermine the government.
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Controversial proposals from hero pilot. Nadiya Savchenko returned from a Russian prison to a hero’s
welcome in May. Since then she can become a more divisive figure after she called for referendums to be
held about federalization, a change in the legislative structure and over constitutional change. It is widely
believed that because Nadiya is a member of Yulia Tymoshenko’s Fatherland party that her proposed
program is a deliberate floating of ideas from the party so that Tymoshenko may gauge the level of public
opinion on these issues ahead of the next general election.

Economy
On track to at least 1.0% growth this year. The economy expanded by 1.3% in Q2, the best quarterly growth
rate since 2013. A lot of that is the base‐effect and the outlook for 2H16 still looks challenging for sure.
Growth for the first seven months of the year is estimated at 0.7%.
Households have been hardest hit. The decline in household incomes has been very damaging. Retail is the
biggest sector of the economy and sales fell by over 20% in 2015 and by almost 10% the previous year. This
year’s expected gain of 3.0% in retail sales is therefore no more than stability at the bottom.
Unemployment is a challenge. Official unemployment is above 10% while the anecdotal evidence suggests a
much higher under‐employment rate. Getting the numbers lower is a big challenge and is likely to be the key
factor in whether public support for the government or the opposition grows.
Spending deficit is manageable. The government’s draft 2017 budget assumes a deficit equal to 3% of GDP.
That would be an improvement over the 4% consolidated budget expected for 2016. The core budget is
improving with, e.g. a 40% increase in personal tax receipts this year. But the revenue side has been badly
hit with the absence of the usual NBU dividend payment so far in 2016. It is expected, however, that the
NBU will be able to pay approximately US$1 bln by the year‐end.

Confidence is starting to edge up
Steady rise in business confidence. After taking a big hit in 2014, the graph below shows that business
confidence has been recovering steadily since early 2015. The release of the IMF money and the steady
recovery in macro indicators should help sustain that recovery. The big threat is either a worsening of the
conflict in the Donbas or a breakdown in domestic political stability during the coming winter.

Business Confidence

Source: National Bank of Ukraine
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People are more cautious. In comparison to the steady rise in the business confidence indicators, the
consumer indicators have been slower to recover, albeit they are still moving in the right direction. This is
actually a normal event as people tend to be more skeptical after a crisis than the business community.

Consumer Confidence

Source: GFK Group

Central Bank Watch
Cutting inflation has been a major success story for the NBU. From a rate of 43% at end‐2015, the expected
end‐2016 rate should be 13%. The NBU has set very ambitious inflation targets, e.g. a rate of 8% by end‐
2017, and has linked further cuts to its refinancing rate to this target. The NBU cut 100 bps off the rate at
end‐July to 15.50% and another 50 bps in mid‐September to 15%. It is expected to make another 50‐100 bps
cut by the year‐end.
Hryvnia down 8% against the dollar YTD. The hryvnia has lost 8% against the US dollar since the start of the
year and that followed a 35% drop in 2015. Part of the reason is the trend in easing capital controls and also
because of increased demand for FX from importers of energy in particular. The NBU now allows individuals
to withdraw the equivalent of UAH250,000 (US$9,600) per day, up from UAH100,000 per day in the spring.
Exporters still have to convert 65% of their FX earnings into hryvnia. That requirement, which was reduced
from 75% in June, was rolled over until the next review in December.
Systemically important banks. The NBU has designated three big banks as being systemically important to
the financial wellbeing of the country. It means that these banks will be more closely monitored and will
have to comply with tougher balance sheet ratios. Ukraine banks have one of the worst dollarization
problems among the CIS countries, according to Fitch. That is mostly because foreign currency loans are
largely unhedged. The level of NPLs in the banking system is now estimated at 35%.
Ukraine’s state debt to GDP is now at 72%. The total at the year‐end will depend on whether the IMF
resumes payment of the loan installments agreed last year and how much it will pay. It is estimated that
total state debt will equal just under 80% of GDP at the end of this year due to the impact of the weaker
currency and the slow economic recovery in the dollar value of GDP. Ukraine state debt and total external
debt, as a percentage of GDP, should peak in 2017 and start to fall by the end of that year. Mainly, this is due
to an expected stabilization of the current account and a pick up in the pace of economic growth.
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Hryvnia v US Dollar from January 2014

Source: OTC Interbank

IMF
IMF released US$1 bln of delayed payments in September. The IMF executive board approved a payment
of US$1 bln to Ukraine on 14 September as part of the US$17.5 bln aid package agreed in 2015. This decision
allowed Ukraine to issue a US$1 bln Eurobond (with a coupon of 1.47%) on 23 September under the US
guarantee program and it should also allow the EU to release the EUR600 mln financial support package
which was stalled pending the resumption of the IMF program.
US$6.67 bln of the US$17.5 bln package had been released. Of the US$17.5 bln package agreed by the IMF
in 2015, US$5 bln was paid in March 2015 and a further US$1.67 bln was released in July 2015. Since then,
the program had been suspended as the IMF accused the Ukrainian government of not implementing some
major reforms and of not effectively dealing with corruption. The launch of the new electronic reporting
system allowed the IMF to release the US$1 bln.
US$2.3 bln is still held back. However, the US$1 bln payment is only part of the US$3.3 bln which was
supposed to have already been paid under the terms of the original program. The head of the IMF made
clear that she is far from satisfied with the pace of reforms, with the efforts to tackle corruption and with
the slow pace of privatization. The IMF will send a mission to Kyiv in the autumn and its report will
determine whether any further disbursements will be made this year and under what conditions.
US$1 bln US‐backed Eurobond. Following the release of the latest funds, Kyiv announced the placement of a
US$1 bln Eurobond, which is guaranteed by the US, on 23 September. The bond has a duration of five years
and pays a dividend equal to 1.47%.
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Capital markets
Release of IMF funds buoys Ukraine equity markets. Ukraine’s main equity indices jumped sharply on the
news that the IMF agreed to release another US$1 bln of the delayed US$17.5 bln funding package. The UX
Index gained 13.9%, bringing the year‐to‐date gain to 18.7%. The Warsaw‐listed WIG‐Ukraine rose 4.0% to
extend its strong year‐to‐date performance to 37.0%. These gains compare with the 15.5% advance for the
MSCI EM Index year‐to‐date.
Apart from the IMF release, the other reasons why the equity indices have been performing relatively well
this year include:



Trade volume remains low so that relatively little buying has been pushing the indices higher. The
big international investment funds are still mostly side‐lined.



The economy has returned to positive headline growth and the expectations are for a further
improvement in the coming year.



Success in bringing inflation lower has allowed the National Bank of Ukraine (NBU) to cut its
refinancing rate to 15.5% (as of end‐July) and it should have scope for another 50 to 100 bps cut by
the year‐end.



The receipt of US$1 bln from the IMF has enabled the issue of a US$1 bln US‐guaranteed Eurobond
which should allow for the receipt of EUR600 bln promised by the EU. All of this will ease Ukraine’s
liquidity position.



The peace agreement in eastern Ukraine, in place since 1 September, has largely held.



There are hopes for a meeting of the Normandy group in the coming weeks and that may advance
progress towards achieving the Minsk II agreement.



The introduction of the anti‐corruption electronic monitoring system is seen as the first major step
in tackling corruption within state agencies and amongst bureaucrats and other state employees.

Ukraine Equity Index Performance
Index Name
UX ‐ Local Curency

Index Level* Year to Date*
814.21

September* Past 3 months* From Jan 2015* From Jan 2014*

18.7%

13.9%

27.0%

‐18.2%

‐10.5%

PFTS Index

240.00

‐0.4%

6.2%

10.6%

‐38.0%

‐20.3%

WIG‐Ukraine

523.18

37.0%

4.0%

15.9%

117.9%

‐49.8%

MSCI EM Index

917.50

15.5%

2.4%

2.3%

‐4.1%

‐8.5%

25.98

‐7.5%

2.5%

‐3.5%

‐39.1%

‐68.3%

Hryvnia ‐ US$ Rate
Source: Bloomberg

* as at, or until, 23 September close
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The big questions now are:



whether markets have run ahead of themselves and are at risk of pull‐back?



and, has the situation changed enough to start attracting interest from the big international
investment funds?

The answer to those questions will depend on the following:



More IMF funding. Will the IMF release more money, i.e. it has only paid US$1 bln of the US$3.3
bln delayed over the past 12 months? If this is only a one‐off and further payments are delayed
then investor interest will again cool. The next big event will be the IMF mission to Ukraine which is
expected in October. The report will be very important for investor sentiment (see the IMF
comment on page 7).



OPP privatization. The government is set to try again to sell the Odessa Port Plant (OPP). It failed to
attract any bids when it put the OPP up for sale in July with a starting price of US$500 mln. Now it
plans to set the starting price at US$150 mln in order to get it done. Still, there are major issues
surrounding the OPP which will concern potential investors and which will encumber the process. If
the sale is successful then optimism will grow that a more aggressive privatization program can be
achieved in 2017. Another failure will hurt sentiment (see the Privatization comment on page 13).



Electronic reporting system. Everybody is looking closely at the new electronic reporting system to
see whether it can make a difference or whether it is simply there to satisfy the IMF and “for
show”. If it is seen to make a difference in the battle to tackle corruption, especially amongst state
officials, then this will be seen as a big step forward by investors as well as helping to ensure the
IMF resumes the full funding package agreed in 2015.



EU‐Ukraine association agreement. If the EU approves the Ukraine‐EU association agreement then
this will be seen as a positive step. A question mark hangs over the deal because 60% of Dutch
voters rejected the pact in an April referendum. The Dutch Prime Minister recently said that the
country will not ratify the agreement. The president of the EU Commission reacted by saying that
he will seek to conclude the deal without Dutch approval. Ratifying the deal will also help improve
sentiment while a failure to sign the deal will hurt sentiment.



Aggressive opposition tactics. The opinion polls show that there has been a big swing in public
support away from the ruling coalition parties and towards the opposition parties and their leaders.
Yulia Tymoshenko is now the most popular politician and her party, Fatherland, would win the
largest number of seats in the Rada if elections were to be held tomorrow. It is expected that the
opposition parties will not be supportive of government initiatives in the Rada and will instead push
for early elections. How this plays out over the winter will also impact investor perception of risk
(see the Politics section on page 16).



Public protests against austerity. The government faced very little protest when it doubled the
price of gas in the early summer. But that action will be felt for the first time when households get
their first big heating and energy bills in October and November. This may result in more street
protests and a further swing in support away from the government. In this case, investors will also
react to any perception of raised risk.
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Earnings recovery. The economy is now on a slow but steady recovery path. If the data continues
to confirm that trend then analysts will be able to start raising earnings forecasts for the listed
companies. That will lower the ratings valuation and provide further support for the equity indices
(see the Economy section on page 23).



Interest rates. If inflation stays close to the targeted 13% by the year‐end, or lower, then the NBU
should be able to cut its refinancing rate by another 50‐100 bps. That will also help boost sentiment
(see the Central Bank Watch on page 31).



Ceasefire and the Minsk deal. Investors will continue to react to any news concerning the ceasefire
in the Donbas and concerning trade relations with Russia. An agreement over the disputed US$3
bln loan would also considerably ease concerns that the political‐trade situation could worsen.

PFTS Stock Index

Source: PFTS Stock Exchange

10

Ukraine

Debt Market
The price of Ukraine debt has also rallied strongly this year for broadly the same reasons as the equity
markets. The one difference is that the debt market anticipated the IMF release in August and adjusted
prices then, rather than as a reaction to the news.

Ukraine Eurobonds ‐ YTMs
Issue

Yield to Maturity, %

Size, US$ mln S&P/Moody's
9/23/2016

9/1/2016

6/1/2016

1/1/2016 9/8/2015

Ukraine 20, 7.75%

$1,740

B‐/Caaa3

8.0%

8.0%

9.1%

9.8%

14.5%

Ukraine 27, 7.75%

$1,307

B‐/Caaa3

8.4%

8.3%

9.0%

10.2%

N/A

UkreximBank 25, 9.75%

$600

NR/Caaa3

10.6%

10.5%

11.9%

12.1%

12.0%

MHP 20, 8.25%

$750

B‐/NR

9.3%

9.5%

10.6%

12.1%

8.3%

Source: Bloomberg

On Friday 23 September, the government placed a US$1 bln US‐guaranteed bond with a coupon of 1.471%.
This placement was agreed with the US in June, but it was conditional on the receipt of at least US$1 bln of
the delayed IMF funding.
Other debt news



Privatbank paid US$8 mln interest on its US$200 mln worth of Eurobonds on 22 September. This if
part of the agreed restructuring which also required that 20% of the principal be paid on 23 August
this year and on 23 February 2017, plus 15% every six months thereafter until 23 January 2018. The
restructuring also saw the interest rate increase to 10.25% from 9.375%.



Privatbank also agreed with the NBU to repay all of its refinancing debt (US$1.2 bln in hryvnia
equivalent) by August 2017, in monthly installments, which will increase in size towards the latter
stages.



Metinvest distributed an additional US$4.7 mln to creditors in late August, including US$3.4 mln to
bondholders. Under the standstill agreement with bondholders, the company paid a 30% interest
rate, or US$2.8 mln, to these bondholders. This was separate to the US$3.4 mln in extra payment.
The company must keep US$180 mln of unrestricted cash on its balance sheet as part of the
agreement and the extra payment was possible when the cash holdings rose above that level.



Ukrzakiznytsia, the state rail company, failed to restructure US$242.5 mln of debt due to local
banks. This means that other bond holders may now demand cross acceleration of bonds valued at
US$500 mln. The company is now in technical default but has said it plans to hold consultations to
agree new restructuring terms.



The Finance Ministry made its second payment of US$487.7 mln for its restructured Eurobond,
issued in November 2015. As part of the deal agreed with bondholders, Ukraine issued nine new
Eurobonds totaling US$11.95 bln to facilitate the restructuring of old bonds maturing between
2015 and 2023. The new Eurobond issues have the same coupon dates (1 March and 1 September)
and mature at one‐year intervals between September 2019 and September 2027.
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Inward Investment
Big jump in capital inflow in 1H16. Ukraine attracted US$2.9 bln of new investment through the first half of
2016, nearly tripling the US$1 bln received in the same period of 2015. In the second quarter, capital inflow
totaled US$1.8 bln, while US$1.1 bln was received in the first quarter.
Half the money was for subsidiaries of Russian banks. Russia was the main investor during the period,
accounting for US$1.3 bln, according to a report from the Ukrstat, the state statistics agency, published on
16 August. Most of the Russian investment was for the recapitalization of the Ukrainian subsidiaries of
Russian banks. The equity of the three largest Russian banks increased by UAH35 bln (US$1.3 bln) in the first
half of 2016.
Should revert to trend in 2017. FDI totaled approximately US$3.0 bln in 2015, up from less than US$1.0 bln
in 2014. This year, because of the boost to the subsidiaries of Russian banks, FDI should reach approximately
US$4.5 bln. In 2017, the trend should revert back to normal, i.e. without the one‐off bank injections, and
total approximately US$3.0 bln. What could change that would be, e.g. an acceleration in privatization, a
faster economic recovery and a settlement of political uncertainties. For the sake of prudence, we assume
that this will only be the case in 2018.
US$52.7 bln of accumulated FDI. The total value of FDI to Ukraine increased by 4.6%, or by US$2.3 bln, to
US$52.7 bln according to the Ukrstat report.

Foreign Direct Investment, $ million

Source: National Bank of Ukraine

Major deal with China. Amongst other notable deals agreed so far this year is that between Antonov, the
state aircraft builder, and China Aerospace for the joint production of the world’s biggest cargo plane the
An‐225 Mriya. It is reported that there will be no transfer of the An‐225 Mriya ownership rights to the
Chinese side or separate use of the plane's drawings and specifications. The An‐225 is 84 meters long and 88
meters wide. Including fuel and cargo, it has a maximum take‐off weight of 640 tonnes and a range of
15,400 km.
Capex spending is rising. Investment in fixed assets in Ukraine grew by 9.6% YoY in the first half of the year,
according to the Ukrstat state statistics agency. Almost all sectors reported growth except for
telecommunications (down 65% YoY), arts and sports (down 28% YoY), the financial sector (down 11% YoY)
and construction (down 2% YoY).
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Privatization


The government’s major privatization effort in 2016, the proposed sale of the Odessa Port Plant,
failed badly in July. It did not attract a single formal bid.



The state is now preparing to try again and has reportedly cut the minimum price from US$500 mln
to US$150 mln. Any new owner will, however, have to cover up to US$300 mln of debt and inject
up to US$100 mln of working capital. There is also a question mark over ownership of the business.



The state has revised the list of companies to be sold in 2016‐2017, which now numbers 330.



The state owns one‐quarter of all agriculture land in Ukraine and is reportedly ready to start selling
land from the first quarter of 2017. However, the lack of an electronic land registry will make the
process more difficult.

Efforts to revive the privatization program. The head of the State Property Fund announced in August that
the government is revamping the privatization process after the embarrassing failure to sell the Odessa Port
Plant in July and the failure to push ahead with any other sales. He said that the draft plan would, if adopted,
increase the term for holding auctions from 45 to 180 days to give potential investors enough time to act.
The draft legislation also eliminates the involvement of ministries in preparing assets for privatization, which
should prevent them from dragging out the process, as well as proposing penalties for slack work by SPF
officials.
Well short of revenue target. The state budget had expected to receive UAH17 bln (US$650 mln) from
privatizations in 2016; but, to date, the actual receipts have totaled only UAH42 mln.
Expanded list of assets to be privatized. As part of the effort to revive the privatization program, the
government, in late August, confirmed a list of 330 companies to be privatized in 2016 and 2017. The list
includes:



Turboatom

largest producer of turbine equipment



Electrotyazhmash

producer of turbo generators



United Mining & Chemical

extractive industries



State Food & Grain Corp.

agriculture sector



Artyomsol

largest salt producer



Ukrspyrt

monopolistic alcohol producer



Lviv Jewelry Factory



Powder Metallurgy Plant



Cherkasy Instrument‐Making Plant



Azov Shipyard
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Ukrinterautoservice



Kharkiv Electromechanical Plant



Melitopol Plant Hydromash



Kyiv Automatics Institute

transport company

Power sector. The State Property Fund (SPF) has set a US$73 mln starting price for the privatization of the
state’s 65% stake in one of its largest power distribution companies Kharkivoblenergo. The company
reported net revenue of UAH4.94 bln and EBITDA of UAH0.31 bln in 2015. It had no debt outstanding and
had UAH9 mln in cash, as of end‐2015. The starting price, therefore, implies a 2015 EV/EBITDA multiple of
8.9. The sale, and that of the country’s second‐largest thermal power generator, Centrenergo, is not
expected until the first quarter of 2017.
Plans to see farming land privatized in 2017. The government has committed to allowing the sale of state‐
owned agricultural land from 2017 and to the opening for sale of agricultural land held in private ownership
from 2019. This commitment is part of the action plan for 2016‐17, which was published in the spring. The
article stated that the government wants to create "a full‐fledged land market" after the moratorium on the
sale or alienation of agricultural land in Ukraine was extended in late 2015 to the start of 2017. The state
owns approximately 25% of all farmland today.
Registry is a problem. The big issue for investors and for farmers in Ukraine today, is that there is no
electronically‐based register of land ownership in the country. That makes it very difficult to see who the
owner is and, therefore, to facilitate a purchase or for the owner to get a mortgage or other credit
securitized by land.

Odessa Port Plant
Crown jewel or dud? The effort, and failure, to sell the Odessa Port Plant provides a useful case study of the
problems facing the privatization program.
Largest fertilizer plant. The Odessa Port Plant (OPP) is a fertilizer producing plant located on the Black Sea
coast in the port of Odessa. It accounts for 17% of the country’s ammonium nitrate production and 19% of
urea production. Exports account for 85% of all production with major markets being the US and the EU.
EBRD was previously interested. Prior to the launch of the privatization effort, the managing director for
Eastern Europe and the Caucasus at the European Bank for Reconstruction and Development (EBRD) said (in
May) that it could acquire a 15‐20% stake in OPP as part of the privatization process.
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Question mark over ownership. In 2009, OPP was privatized in a sale to Nortima, a company allegedly
controlled by local oligarch, Ihor Kolomoisky. The government deemed the privatization illegal and
confiscated the plant from Nortima. It then put a 99.567% stake for sale in July of this year, with a starting
price of US$530 mln. The sale attracted no serious bids. The reasons being:



Nortima challenged the confiscation by the state and a Kyiv court accepted that the authorities had
no valid grounds not to recognize Nortima as the winner of the 2009 privatization tender. However,
the court also refused to declare the tender's cancellation illegal.



The new owner of the plant will have to pay US$251 mln to Ostchem, a company owned by oligarch
Dmytro Firtash, and US432 mln to banks and traders.

Drastic cut in asking price. The head of the State Property Fund said earlier this month that a second
attempt will be made to sell OPP and indicated that the starting price may be cut to US$150 million to reflect
the high level of debt which the new owner will have to accept and also the requirement for an injection of
up to US$100 mln in working capital. Reportedly, the cabinet has now agreed to lower the starting price.
Suspended operations. To make the issue even more complicated, OPP was forced to suspend operations
on 11 August because it was simply no longer commercially viable. That came about partly because of the
big hike in gas prices over the past 12 months and also because of the unfavorable global market conditions.
At a cabinet meeting on 22 September the Prime Minister said that the plant would resume operations from
1 October after the government “imposed special liabilities” on Naftogaz to resume supplying gas to OPP.
Without this new “arrangement” the plant may have to declare bankruptcy, according to officials.
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Politics


Opinion polls show a big swing in public support away from the President’s party and his supporters
in favour of the opposition parties.



Yulia Tymoshenko is now the most popular politician and her party, Fatherland, would be the
biggest in the Rada if elections were held tomorrow according to the polls.



There is now no incentive for the opposition parties to support any government initiatives in the
Rada. The strategy expected from Fatherland and others is to cause disruption and to force an early
general election.



The big increase in heating tariffs, which were imposed in the early summer without much of a
reaction, is expected to become a hugely contentious issue when households start to get their
heating bills in late October and November. This is an issue that the opposition parties will use to
try and further undermine the government.



The opinion polls also show that many former journalists, activists, volunteers and combatants who
have fought in the east and who were elected to the Rada in October 2014, would lose their seats
to the old generation of politicians if the elections were held tomorrow.



It is clearly in Poroshenko’s interest to try and weather the storm and hope that further progress in
reviving the economy and, possibly an improved deal with the EU and a deal to stabilize the Donbas
would then start to change public opinion back in his favor. But he clearly faces a long and very
difficult winter ahead.



Nadiya Savchenko returned from a Russian prison to a hero’s welcome in May. Since then she has
become a more divisive figure after she called for referendums to be held about federalization, a
change in the legislative structure, and constitutional change.



It is widely believed that, because Nadiya is a member of Yulia Tymoshenko’s Fatherland party, that
her proposed program is a deliberate floating of ideas from the party so that Tymoshenko may
gauge the level of public opinion on these issues ahead of the next general election.



Mikheil Saakashvili, governor of the Odessa Region, is a very vocal critic of the slow pace of reforms
and of corruption amongst government institutions. He has suggested that he may seek an active
role in the next general elections, e.g. contesting seats with a new political party. He is expected to
have a high profile in the process.



President Poroshenko was elected for a five‐year term in May 2014 with a 54.70% share of the
vote.



The last Rada election was held in October 2014 and the next election must take place no later than
November 2019.
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Support for the opposition has strengthened. The latest opinion polls carried out by the Kyiv‐based Rating
sociological group show just how far public support has drifted from the president’s party and that of his
coalition partners. The poll shows that, amongst those who have made their mind up and are ready to vote
today, only 9.1% would vote for Poroshenko’s Solidarity party compared to its current 29.3% share of the
Rada. The People’s Front, which is the party of the former Prime Minister, Arseniy Yatsenyuk, currently holds
an 18.2% share of the Rada seats; however, they would lose all seats if elections were to be held tomorrow.
Tymoshenko is the big winner. The winners in terms of public support are Yulia Tymoshenko’s Fatherland
Party, which could expect to be the main party in the next Rada with an 18.3% share of the latest poll. The
pro‐Russian Opposition Party has also seen its support grow, moving from the 6.4% share of the votes in the
October 2014 election to a poll indication of 12.6%.
No incentive for the opposition to support government initiatives. The big shift in public support means
that there is little incentive for the opposition parties to support the work of the Rada as the new election
season starts. Instead it is assumed that these parties will try to force dissolution of parliament as early as
they can and force a new general election.
Pushing for early elections. It is clearly in the best interest of parties such as Fatherland to have early
elections given the loss of support for Poroshenko and his partners. The danger for the opposition parties is
that if they wait too long for the next election then public opinion may shift back in support of the
government, e.g. if there is a deal to end the conflict in the east and/or the pace of recovery in the economy
picks up.

Structure of Ukraine parliament (Rada)* & Voting Intentions
Party

Seats

Share of Vote

If election were held now**

132

29.3%

9.1%

People's Front

82

18.2%

Samopomich ‐ Self Reliance

33

7.3%

11.0%

Radical Party

22

4.9%

11.0%
18.3%

Poroshenko Bloc ‐ Solidarity

Fatherland

19

4.2%

Independents

68

15.1%

Opposition Bloc

29

6.4%

Economic Development

18

4.0%

People's Will

20

4.4%

Svoboda ‐ Far Right Party
Vacancies***
Total Rada

0.0%
27

6.0%

450

100.0%

Source: Kyivpost, other news agency reports

*as of 9 September 2016

** according to a 1 September poll by Rating
*** vacancies are seats allocated for Crimea & eastern areas ‐ not contested
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The big heating tariff increase will be a source of friction in the autumn/winter. Fatherland and the other
opposition parties are expected to gain even more support in the coming months as the big gas tariff
increase, which will double the cost of heating and hot water this winter, starts to hurt households. The
government did not face much of a backlash about the tariff increase (see the Central Bank Watch section
for comment) when it introduced it in the summer simply because of the low usage at that time. But that is
already starting to change as the weather cools and winter approaches. The opposition parties are latching
onto the effects of the tariff increase and are accusing the government of engaging in “politics aimed against
the interests of ordinary Ukrainians”.
Opposition led protests are expected. Parliament has been unable to create a special commission to set the
tariffs. The opposition parties have blocked the Rada’s efforts to create a special commission to set tariffs
and have held some protests outside it over the tariff issue. But a new wave of bigger protests is expected in
late October or early November when people start receiving much higher heating bills.
Tymoshenko appears focused on early elections. The big question is whether the high popularity of
Fatherland and the other opposition parties plus the expected resentment against the high tariffs will force
the government to seek some negotiations with Tymoshenko and others, i.e. to look for some way to
accommodate them in government. More likely, the opposition will not be interested in such negotiations
but will push hard for early elections.
Poroshenko’s own popularity is also down. A similar picture has emerged in polls asking people’s voting
intentions if the presidential election were to be held tomorrow. Yulia Tymoshenko would secure the most
votes while Poroshenko would only be the third choice. Of course it is well understood that mid‐term polls
have usually little bearing when it comes to the actual election if the presidential term runs its full course.
People like to protest mid‐term but have different opinions when it comes to the actual vote. Between now
and 2019, when the next election is due, a great deal will happen in terms of the economic performance, the
conflict in Donbass and in relations with Russia and the EU.

Voting Intentions if oll was held today
Name

Party Affiliation

Poll Result *

Yulia Tymoshenko

Fatherland

17.7%

Yuriy Boiko

Opposition Bloc

11.5%

Petro Poroshenko

Solidarity

10.7%

Oleh Lyashko

Radical

9.8%

Andriy Sadovyi

Self‐Reliance

8.9%

Source: Rating
* if poll took place 1 September

Mikheil Saakashvili. The position of Mikheil Saakashvili is still unclear, especially what role he may seek in
the future of Ukraine’s national politics. He was formerly Prime Minister of Georgia (2004‐2013) and from
May 2015 he has served as governor of the Odessa region. He is a very outspoken critic of the government’s
slow pace of reform and of the continuing high level of corruption. He has “suggested” that he may lead a
new party to contest the next general election but so far no firm plans have been revealed. He is, however,
expected to have a very public role in the next election campaign and to have some influence on the debate
at least.
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The curious case of Nadiya Savchenko
Returned from Russia a hero. Nadiya Savchenko was a helicopter pilot captured by the separatists and
imprisoned in 2014. She was sentenced to 22 years by a Russian court but released in a prisoner swap in
May of this year. During her imprisonment, much of which she spent on hunger strike, she was elected to
the Rada in the October 2014 elections as a member of Tymoshenko’s Fatherland party. Upon her return to
Kyiv, she was awarded the Hero of Ukraine medal and was ranked the most popular politician in the country
as the poll conducted in July (below) shows.

Most/Least Popoular Ukraine politicians
Name

Party Affiliation

Approve

Disapprove

Nadezhda Savehenko

Fatherland

45.0%

34.0%

Andriy Sadovyi

Self‐Reliance

33.0%

48.0%

Mikhail Saakashvili

Odessa Governor

26.0%

62.0%

Yulia Tymoshenko

Fatherland

23.0%

Petro Poroshenko

Solidarity

19.0%

Arseniy Yatsenyuk

Former PM

6.0%

87.0%

Source: Rating
* poll taken first week of July

But that changed after her period of reflection. She said that because he she did not know the “political
kitchen” very well she would take two months to “understand the situation the country is in, meet everyone
that I can” and promised to report back to the people after that. This she did in August and, as a result of her
comment, has faced a severe backlash from nationalists. Some have gone so far as to claim that she was
brainwashed while in the Russian jail or that she is an agent for Russia.
Six very controversial points. The points she made at her August press conference and which led to the
backlash against her, are:



She called for a referendum on federalism. Her point being that there is no real difference between
federalism and centralization.



She called for a referendum on military alliances. The people should decide if the country joins
NATO and not the government.



She was very critical about President Poroshenko and said he is mostly to blame for the poor state
of the country and for the continuing war in the Donbas.



There should be a constitutional convention to rewrite the constitution in a way that truly
represents the diversity of the country.



She said her preference is to move away from a presidential system to a true parliamentary
republic.
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Public concerns
Security ranks top of concerns. The table below shows the ranking of people’s greatest concerns. The Kyiv
International Institute of sociology is one of the most active polling companies which regularly produce
updates for these surveys.

Public Concerns* ‐ Ranked in order of Importance
1

Security of Ukraine

2

War in eastern Ukraine

3

Revival of the Ukrainian nation

4

Relations with the European Union

5

Relations with Russia

6

Relations between Ukraine citizens of different nationalities

7

Ecology

8

Economy

9

Criminality

10

Annexation of Crimea

11

Standard of living

12

Political situation in Ukraine

13

Status of Russian language in Ukraine

Source: Kyiv International Institute of Sociology

President pays great attention to public opinion. Opinion polls matter a great deal in Ukraine, especially
since the events of early 2014. It was in response to the public’s loss of confidence in the government in the
spring which forced President Poroshenko to remove the former Prime Minister, Arseniy Yatsenyuk, and
replace him with 38‐year old Volodymyr Groysman in April this year.

Public Frustration in March led to Cabinet Changes in April

Source: Kyiv International Institute of Sociology
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Some actions to tackle egregious corruption. The Health Ministry is regarded as one of the most corrupt
and poorly run of all government agencies. But that is starting to change. The newly appointed minister,
Ulyana Suprun, is a Canadian of Ukrainian descent, who famously volunteered to organize medical supplies
for soldiers fighting in the east. She has a reputation for being a tough and resolute manager. The challenges
she faces are well known and formidable; in previous years the ministry was little more than a lobbying
centre for the pharmaceutical industry.

Administration changes
Surprise change in the presidential administration. President Poroshenko sprung a surprise with the
appointment of a new, and relatively unknown, head of the presidential administration. Ihor Rainin, who
replaced Borys Lozhkin, was formerly head of the Kharkiv Region Administration, where, according to
Poroshenko, “he proved himself as a talented state manager who turned an uneasy region close to the
Donbas frontline into a role model for decentralization”.
Critics say it lets the oligarchs off the hook. The key criticism about Rainin’s appointment is that he does not
have the political weight to be able to deal with the oligarchs and, therefore, may be an indication that there
is no serious intent to reduce the power and influence of oligarchs in the economy.
Poroshenko is preparing for re‐election. It is also assumed that the appointment is just the start of a wider
restructuring of the Administration to come. It is believed that Poroshenko will replace several of the highly‐
politicized figures with technocrats – effectively becoming the manager for Poroshenko’s campaign for re‐
election.
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Economy


The economy expanded by 1.3% in Q2, the best quarterly growth rate since 2013. A lot of that is
the low base‐effect and the outlook for 2H16 still looks challenging for sure. Growth for the first
seven months of the year is estimated at 0.7% and we estimate growth at around 1.2% for the full
year.



There is better optimism for 2017 and we estimate growth of 2.5%. But this depends on a number
of still uncertain factors such as a resumption of external funding, at least stabilization in the
security situation, no domestic political conflicts and a steady gain in consumer confidence.
Without these we may have to reduce our 2017 growth forecast.



The slump in extractive industries, especially the mining sectors in the eastern region, has been
very damaging for the overall economy. Data collection and the reliability of data is still
questionable.



The decline in household incomes has also been very damaging. Retail is the biggest sector of the
economy and sales fell by over 20% in 2015 and by almost 10% the previous year. This year’s
expected gain of 3.0% in retail sales is therefore no more than stability at the bottom.



The IMF conditions, which include much higher utility tariffs and a higher tax rate, have cut into
disposable incomes. Foreign worker remittances fell from US$7.5 bln in 2014 to US$6 bln last year
and that also hurt.



Official unemployment is above 10% but the anecdotal evidence suggests a much higher under‐
employment rate. Getting the numbers lower is a big challenge and is likely the key factor in
whether public support for the government or the opposition grows.



The trade deficit for the first six months was less than US$700 mln. But this is set to rise according
to our forecast of US$3 bln for the year, as gas purchases will rise substantially in 2H16. Ukraine’s
shift to the EU and away from the CIS continues as exports to the latter fell by 31% YoY in 1H16,
while to the former exports rose 7% YoY.



The government’s draft 2017 budget assumes a deficit equal to 3% of GDP. That would be an
improvement over the 4.0% consolidated budget deficit expected for 2016.



The core budget is improving with, e.g. a 40% increase in personal tax receipts this year. But the
revenue side has been badly hit in the absence of the usual NBU dividend payment so far in 2016. It
is expected, however, that the NBU will be able to pay approximately US$1 bln by the year‐end.



The current account and capital account both benefited from the economic crisis in 2015; the
former reported a very small deficit equal to 0.2% of GDP while the latter reported its first surplus
in five years.



This year, as the economy returns to growth and trade flows improve, the NBU expects a current
account deficit of US$1.8 bln which is close to our estimate of US$2.0 bln or 2.3% of GDP.
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Trend in GDP
Q2 growth was the best since 2013. The Economy Ministry estimates that GDP grew 0.7% YoY in January‐
July. It confirmed its full‐year outlook at growth of 1.0% YoY (see range of forecasts in graph below). Within
that seven‐month period, however, growth of 1.3% YoY in Q2 was the fastest quarterly rate increase since
2013.

Ukraine: Real GDP Quarterly YoY % change

Source: Ukraine State Statistics Service

The outlook for 2H still looks difficult. But, while the Q2 number was encouraging, the outlook for the next
twelve months still looks difficult and suggests that growth is more likely to remain subdued than to start a
steady climb. The main risks are:



The continuing conflict in the Donbas and the security concerns



Weak export growth



Unresolved political concerns



Low FDI (on the back of the issues mentioned)



Still weak business environment over such issues as corruption, etc.



Question mark over future financial assistance payments



Rising utility tariffs and the strain on household spending

23

Ukraine

Optimism for 2017 is growing. The range of growth forecasts from Ukraine’s government agencies and from
international agencies is relatively tight for 2016, with the consensus in the 1.0% to 1.5% YoY growth range.
There is still a lot of optimism that the low base effect – after the 2014‐15 recession – should allow for up to
3.0% growth in 2017, but almost all agencies have a clear caveat on forecast assumptions for now.

Range of Macro Forecasts
GDP, % YoY

Fitch Rating Agency
World Bank
Ukraine Economy Ministry ‐ Consensus
National Bank of Ukraine
Ukraine Finance Ministry
I.M.F.
EBRD

Inflation, % YoY

2016E

2017E

2016E

2017E

0.9%
1.0%
1.0%
1.1%
1.5%
1.5%
2.0%

2.8%
2.0%
2.9%
3.0%

9.5%

10.5%

13.1%

9.0%

15.1%

11.0%

2.5%
2.0%

Source: IMF, World Bank, EBRD, NBU, Fitch, Economy Ministry Ukraine

Industrial production is up due to the base effect. Industrial production rose 3.4% YoY in August, following
modest 0.2% YoY growth in July. The July number was, in turn, a big improvement on the decline of 3.5%
YoY reported for June. What the trend shows is that there is still a lot of uncertainty and volatility in the
numbers. For the first eight months of the year industrial production was up 1.5% YoY. That is mostly due to
the base effect of the previous months and some recovery in oil refining and chemical production. This is
where the base‐effect kicks in most. Manufacturing, which has been a big drag on the economy, is starting
to pick up, food output rose 1.2% YoY, metal output is up 5% YoY and chemicals output rose 12.4% YoY – all
from a low comparison base.
Smaller base‐effect in 2H. For the second half, the expectation is that the pace of growth in industrial
production will slow, i.e. as the base‐effect is smaller, and we forecast a full‐year gain of between 0.5% and
0.8%, rising to a healthier 2.0% growth in 2017.
Data from the Donbas region is erratic. Over the first six months, industrial production rose by 2.0% YoY, a
big improvement over 1H15 when it fell by 20% YoY. The eastern region is still very volatile and data
collection is patchy at best. For example, industrial production in the Luhansk region fell 12.0% YoY in June
after a gain of 83.0% YoY in May.

Industrial Production, % change YoY

Source: Ukraine State Statistics Service
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Extractive industries have taken a big hit. The graph below shows the relative trend in output in the mining
and agricultural sectors. While agriculture is stable to showing a slight pick up, the downward trend in
mining is very clear from the start of the conflict in the Donbas region. Part of the reason for the sharp
decline is the disruption from the war while a lack of data, or reliable data collection since early 2014 is also
a factor. Recovery in the mining and other extractive industries, which are mostly concentrated in the
Donbas, will clearly depend on a permanent end to fighting and some re‐integration into the rest of the
economy.
Agriculture is more stable. Agriculture is concentrated in the west and central regions and is one of those
still contributing strongly to the economy. But the potential of the sector will depend on how successful will
be the government’s plan to open up more land for privatization and also on an improved trade deal with
the EU.

Contribution to GDP, Mining and Agriculture, UAH millions

Source: Ukraine State Statistics Service

A shift in the GDP mix due to the crisis. The table below shows the estimated breakdown of GDP by industry
in 2015. It shows that extractive industries have fallen steeply to only a 4.8% contribution, while agriculture
has risen to 11.9%. It will of course be the recovery in the other big sectors, such as retail and manufacturing
plus recovery in such areas as construction and finance that will be key to the overall recovery of the
economy in the years ahead.

GDP: Industry Breakdown
Retail & Wholesale Trade
Manufacturing
Agriculture & Fishing
Others
Social, Education, Health
Transport & Communications
Real Estate
Extraction Industries
State Administration
Utilities
Finance
Construction
Net taxes
Source: State Statistics Service

2015
14.6%
12.1%
11.9%
8.4%
7.7%
6.6%
5.6%
4.8%
4.8%
3.2%
3.1%
2.3%
14.9%
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Retail has been badly affected. The biggest sector of the economy is retail and wholesale and, as the graph
below shows, this has taken a big hit since the start of the conflict in early 2014. Retails sales fell by almost
9% YoY in 2014 and by almost 21% YoY in 2015. But that trend is starting to improve. In Q2, retails sales
growth was 3% YoY, up from the 1.6% YoY growth in Q1. Here also the main reason is the low base‐effect
rather than a solid pick up in confidence or disposable incomes. Still, we expect retail sales growth of circa
3.0% for this year and rising a little stronger in 2017.

Retail Sales Growth, % YoY

Source: State Statistics Service of Ukraine

Disposable incomes have been hit badly. The chart below shows the trend in the volume of consumer
spending – in UAH millions – on a quarterly basis since early 2013. It shows the big drop in 2015. The figure
for 1Q16 is slightly down on the same period of 2015 but also includes other spending in addition to retail
sales. It does, however, clearly illustrate the pressure is still heavy on individuals and households.

Quarterly Consumer spending trend ‐ UAH millions

Source: State Statistics Service of Ukraine
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Underemployment is a big problem. One reason is the increase in unemployment which was official
calculated at 10.3% for end‐Q2. The true rate is probably higher as under‐employment is a big factor.

Unemployment Rate, %

Source: State Statistics Service of Ukraine

IMF demands have hit households badly ... Another reason for the drop in spending power has been the
huge increase in utility and gas tariffs, measures insisted on by the IMF as part of the bailout deal. That cut a
big hole in disposable incomes. Part of that package agreed with the IMF was the rise in personal income tax
to 20% from the previous figure of 17%. Consumers will take some time to adjust to the combination of
higher utility charges, higher taxes, low income growth and job security fears.

Personal Income Tax Rate, %

Source: Ministry of Revenues

… as has the drop in worker remittances. The drop in foreign worker remittances is also playing a part in the
retail sector problems. 7% of the country’s total GDP in 2015 was made up of remittances which totaled
US$6 bln. That was down from almost US$7.5 bln in 2014. About half of that loss came from remittances
from workers in Russia which fell from US$3.8 bln to US$3.1 bln last year. Russia remittances still make up
just over half of the total.
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Worker Remittances in CIS and Central Asia

Source: Intellinews

External trade
Trade deficit set to worsen. Ukraine reported a trade deficit of US$683 mln for the first half of the year. That
compares with a surplus of US$341 mln for the same period in 2015. The swing factor in the country’s trade
statistics is natural gas purchases. The deficit for the first half was smaller than it should otherwise have
been because the country delayed buying gas to fill its reservoir tanks ahead of the winter. It has already
started that process and the cost of imports will rise substantially as a result. It is estimated that the country
only imported 3 bln cubic meters (bcm) in the first half of this year, while the annual usage is more like 12
bcm. The balance will have to be purchased in the second half.
The shift away from Russia and other CIS towards the EU continues. For the first half, exports to the CIS
dropped 31.3% YoY, while exports to the EU rose 6.7% YoY.

Balance of Trade, US$ million

Source: State Statistics Service Ukraine
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Budget deficit of 3% for 2017
Draft budget assumes a 3% deficit in 2017. This month the government approved its 2017 draft budget with
total spending set at UAH876.9 bln (US$33.6 bln). That is a 17% increase from 2016. It also means that the
planned deficit for 2017 (UAH 77.5 bln or US$11.3 bln) is set at 3% of forecasted GDP. The Prime Minster
said that the steady improvement in the economy will allow for a gradual 20‐30% increase in the salaries of
teachers and health workers. But, apart from this statement, there is so far little other information about
spending and revenue assumptions.
Assumptions. The key assumptions for 2017 include:



Real GDP growth

3.0%



CPI average increase

8.1%



UAH‐USD average exchange rate

27.20



Nominal GDP, UAH bln

2,584

Absence of NBU dividend hurts revenues this year. Over the first six months of this year, total budget
revenue increased 13.7% YoY while spending increased by 19.9% YoY. That meant the deficit for 1H16
reached UAH35.1 bln. For the first five months, the deficit was UAH26.4 bln. The big difference on the
revenue side this year is the absence of the NBU dividend payment and the revived VAT reimbursement in
July. Offsetting that, however, is a steady increase in such areas as personal income tax collection, which
jumped almost 40% YoY in July. It is also expected that the NBU will be able to pay a dividend of around
US$1 bln by the end of the year.

Budget Deficit as a % of GDP

Source: National Bank of Ukraine
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Current account returns to normal
Crisis had some positives in 2015. Ukraine's current account surplus fell to US$110 mln in July from US$241
mln in June and US$395 mln in May. The July surplus was almost 75% lower than the US$438 mln surplus
recorded in July 2015. The balance of payments surplus in January‐July stood at US$516 mln and that
compared with a deficit of US$862 mln in the same period of last year. The current account deficit narrowed
to US$204 mln or 0.2% of GDP in 2015, a very big improvement on the 2014 deficit of US$4.6 bln or 3.5% of
GDP the previous year. That was the result of the big contraction in economic activity and consumption (a
year in which GDP fell 9.9%) and the drop in energy prices.
Revised deficit for 2016 at US$1.8 bln. The NBU has recently revised its current account forecast for this
year to US$1.8 bln from the previous figure of US$2.3 bln. It said: "The downward revision reflected lower
natural gas imports, improvements in the terms of trade, projected high crop yield and larger private
remittances from abroad”. This revised deficit is almost in line with our forecast deficit of US$2 bln.
Balance of payments surplus was a one‐off. The reduction in the current account deficit last year was the
main reason giving the country its first balance of payment surplus in five years. The surplus totaled US$849
mln last year compared to a deficit of US$13.3 bln in 2014.

Lower imports helped the Current Account ‐ C/A as % of GDP

Source: National Bank of Ukraine

30

Ukraine

Central Bank Watch


Cutting inflation has been a major success story for the NBU. From a rate of 43% at end‐2015, the
expected end‐2016 rate should be 13%. The end‐August annualized rate was under 8% but the
impact of utility tariff increases, including a doubling of household gas tariffs, will increase inflation
pressures in the autumn and winter.



The NBU has set very ambitious inflation targets, e.g. a rate of 8% by end‐2017, and has linked
further cuts to its refinancing rate to this target. The NBU cut 100 bps off the rate at end‐July to
15.50% and another 50 bps in mid‐September to 15%. It is expected to make another 50‐100 bps
cut by the year‐end.



The hryvnia has lost 8% against the US dollar since the start of the year and that followed a 35%
drop in 2015. Part of the reason is the trend in easing capital controls and also because of increased
demand for FX from importers of energy in particular.



The outlook is for further currency weakness as Ukraine’s energy companies need to step up
imports of gas and other fuels through the winter. The government is also in favor of modest
devaluation as it tries to balance the need for stability with the effort to boost the price
competitiveness of domestic manufacturing and service providers.



The NBU now allows individuals to withdraw the equivalent of UAH250,000 per day, up from UAH
100,000 per day in the spring.



Exporters still have to convert 65% of their FX earnings into hryvnia. That requirement, which was
reduced from 75% in June, was rolled over until the next review in December.



The delay in the receipt of IMF loans means that the NBU has cut its year‐end FX reserves target to
US$18.7 bln. Reserves have been rising steadily this year and currently cover 3.5 months of imports.



The NBU designated three big banks as being systemically important to the financial wellbeing of
the country. It means that these banks will be more closely monitored and will have to comply with
tougher balance sheet ratios.



Ukraine banks have one of the worst dollarization problems among the CIS countries, according to
Fitch. That is mostly because foreign currency loans are largely unhedged.



The level of NPLs in the banking system is now estimated at 35%.



Ukraine’s state debt to GDP is now at 72%. The total at year‐end will depend on whether the IMF
resumes payment of the loan installments agreed last year and how much it will pay.



The resumption of IMF payments will also allow other delayed loans to be made. That includes the
US$1 bln US guaranteed Eurobond which Ukraine issued on 23 September.



It is estimated that total state debt will equal just under 80% of GDP at the end of this year due to
the impact of the weaker currency and slow economic recovery on the dollar value of GDP.
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Total Ukraine external debt reached 130% of GDP at end‐2015 and is expected to be close to that
percentage again at end‐2016, as some debt restructuring deals in the private sector balance out
the rising state debt.



Ukraine state debt and total external debt, as a percentage of GDP, should peak in 2017 and start
to fall by the end of that year. Mainly, this is due to an expected stabilization of the current and a
pick up in the pace of economic growth.

Inflation targeting
Dramatic cut in inflation this year. Ukraine reported deflation of 0.2% MoM in August and that followed
0.1% MoM deflation in July. It was the third consecutive month of falling prices. The main reason is because
of the seasonal drop in, e.g. food prices. As at end‐August, the annualized rate of inflation was running at
7.4% which compares with a rate in excess of 40% this time last year.
Deflation trend will not last. Inflation is, however, expected to pick up through the autumn and winter and
to end the year at our forecast rate of 13% annualized. Part of the reason is because of the impact of the
weaker trend in the currency, but the main reason why inflation will pick up again is because of the tariff
increases required by the IMF as a condition for resuming its loan program.
90% increase in household heating cost. The big increase is that of hot water, which rose sharply in July. Of
course the main impact of that will only be felt from this month as the weather changes. The reason for the
increased tariff is because of the government decision (on 27 July) to approve a single gas price for
households and industry from 1 May. It should lead to a unified price of UAH6,879 per 1,000 cubic meters of
natural gas to all customers. It effectively means that the cost to households will rise by almost 90%.

Inflation

Source: Ukraine State Statistics Service
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Inflation targeting. The NBU has said that it is using an inflation‐targeting regime to ensure price stability. It
has said that it now has targets for year‐end inflation of:



End‐2016

12%, +/‐ 3%



End‐2017

8%, +/‐ 2%



End‐2018

6%, +/‐ 2%



End‐2019

5%, +/‐ 1%

NBU cut its rate to 15% in mid‐September. One of the main mechanisms for inflation targeting is the setting
of interest rates. The NBU reflected the sharp drop in inflation with a further cut in its refinancing rate from
16.5% to 15.5% at its 29 July meeting and to 15% in mid‐September. If it becomes clear that the year‐end
target can be achieved and the NBU becomes confident that the trend in 2017 can deliver its end‐year target
then it should be able to cut the refinancing rate by at least 50 bps towards the year‐end. Our forecast is
that inflation will end the year at 13% and that should allow for a further 100 bps cut to 14.0%.

Central Bank's benchmark interest rate & Interbank Rate

Source: Ukraine State Statistics Service
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Hryvnia weakening
Hryvnia lost 8% YTD. The US Dollar–hryvnia exchange rate started the year at 24.09 and reached a low of
27.40 in mid‐September. Although the currency has rallied a little (to 25.98 on 23 September), the medium‐
term outlook is for further weakness.

Hryvnia v US Dollar Since the Start of the Crisis

Source: OTC Interbank

Increased energy imports. There are two main reasons for the currency weakness:



Increased demand for foreign currency from the energy importers, as they need to boost gas
purchases to meet winter demand. Ukraine also needs to import more anthracite and nuclear fuel
coming into the winter season.



The government supports a weaker trend in the currency in order to improve the price
competitiveness of domestic goods both in the export market and against imports.

NBU is more focused on inflation control. As always, there is a conflict with the NBU which is more focused
on inflation targeting and also currency stability in order to prevent capital outflows and to support the
attractiveness of hryvnia deposits.

Capital controls are being eased
Allowable level of FX withdrawals more than doubled. The NBU continues to ease capital controls and
currency allowances as the situation in the economy stabilizes. Earlier this month, the limit on foreign
currency withdrawals from bank accounts was eased to the equivalent of UAH250,000 (US$9,600) per day. It
was previously set at UAH100,000 per day. In addition, the NBU now allows for the purchase of foreign
currency to repay external debt even if the purchaser has its own foreign currency.
Rolled over the export sale requirement. The NBU has prolonged until the end of the year the requirement
for exporters to sell a minimum 65% of foreign currency proceeds and to keep the time for export proceeds
return to 120 days. Previously (until June), the requirement was for 75% sale and a 90 day limit.
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Follows previous easing. This move towards a further easing of controls is consistent with statements made
by the NBU in the spring when it suspended the compulsory sale in the interbank FX market of loans in FX
from non‐residents in order to pay for imports.
Delay in IMF receipt hits reserves accumulation. The National Bank of Ukraine (NBU) cut its end‐2016 FX
reserves forecast to US$18.7 bln from the US$19.6 bln estimated previously because of the delay in
receiving money from the IMF. Even though the IMF has now resumed payments (see IMF comment later)
the delay has disrupted the NBUs reserves accumulation program.
Export earnings helped. Gross international reserves rose by over US$100 mln to $14.1 bln in July, according
to NBU data. That was the highest level since early 2014. The sum equals approximately 3.5 months of
imports. The main drivers are:



The NBU’s purchases of foreign currency was worth US$257.8 mln in July



Money from local Eurobonds placement worth US$98.0 mln



Set against that were total external debt service costs of US$330 mln

Foreign Exchange Reserces, $ million

Source: National Bank of Ukraine

Tightening bank sector regulations
Banks which are too important to fail. In February, the NBU identified the country’s largest lenders and
designated them to be systemically important financial institutions. The banks named are:



Privatbank



Oschadbank



Ukreximbank
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Tougher capital requirements. It means that the NBU is paying special attention to these banks given their
significant influence and importance to the country’s financial stability. It set the following ratios as a
minimum:



total assets weighting ratio was set at 35%; with 35% due to individuals, business entities and non‐
banking financial institutions



amounts due from other banks are at a ratio of 7.5%



amounts due to banks are at 7.5%



loans granted to business entities for industry, agriculture and construction are set at 7.5%



As of January 2019, a bank designated as systemically important will have even tougher ratios to
meet. One such requirement will be that the instant liquidity ratio limit should reach not less than
30% and the single counterparty credit risk ratio should reach not more than 20%



As of January 2020, these banks will be required to maintain an extra buffer calculated as a
percentage of its risk‐weighted assets as mandated by the Instruction on the Procedure of Banking
Regulation in Ukraine.

One of the biggest dollarization problems in the CIS. In a May report the rating agency, Fitch, said banks in
Ukraine and Azerbaijan have been the most severely affected by the combination of dollarization and
currency depreciations. While the percentage of loans in dollars and euros in Ukraine is not the highest in
the CIS, Fitch reported that Ukraine banks are the least hedged.
NPLs at 35%. Fitch also calculated that NPLs in the banking sector is now over 35%. The agency reported
that partly this is because of the decline in the economy but also it is due to a legacy of problem loans dating
back to 2008 or even earlier. Banks have either been unable or unwilling to deal with the problem and the
NBU, until recently, has not applied any pressure to do so.

Debt is rising
State debt rose to 72% of GDP. As of July, the total value of Ukraine state debt was US$67 bln, according to
the Finance Ministry. Of that total, the local debt content was US$22.8 bln and the external portion was
US$44.2 bln. That is not much changed from the year‐end position when total government debt accounted
for approximately 72% of GDP. That compares to a target level debt at 60% of GDP.
The debt level at year end will depend on the IMF. How much total state debt will be at the end of this year
will depend almost entirely on whether the IMF resumes paying the loan installments agreed as part of last
year’s US$17 bln external debt package but which was quickly suspended (see IMF comment later). It does
now seem very likely that the IMF will pay at least one of the two suspended tranches (US$1.7 bln each)
later in September or early October. In that event, Ukraine will be able to issue a US$1 billion Eurobond
which will be guaranteed by the US government and it will also allow the stalled EUE600 million from the EU
to be paid.
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Total state debt is expected to rise to almost 80% of GDP by year end. The table below assumes that the
IMF will pay US$1.7 bln in the coming weeks and the US$1 bln bond plus the delayed EU loan will be paid in
Q4. That will bring total state debt up to US$71 bln by the year‐end and that will be equal to just under 80%
of our estimated GDP (see GDP comment earlier). For 2017, assuming co‐operation with the IMF continues
uninterrupted then at least two more tranches should be received and possibly more. Given the trend
expected in the dollar value of GDP, i.e. taking into account the downward trend in the hryvnia exchange
rate, the level of government debt to GDP may peak at around 85% before starting to decline in the
following years.

Trend in External Debt
2015

2016E

2017E

GDP, $ bln

$91

$89

$90

State Debt, total, $ bln

$66

$71

$76

local content, $ bln

$23

$23

$25

external content, $ bln

$43

$48

$51

State Debt as % of GDP

72.1%

79.5%

84.4%

$75

$69

$75

Total Ukraine external debt, $ bln

$118

$117

$126

Total Ukraine external debt, % of GDP
Source: National Bank Ukraine, Macro‐Advisory estimates

130%

131%

140%

Private External Debt, $ bln

2014 saw a spike in debt to GDP. Government debt as a percentage of GDP climbed rapidly in 2014 as a
result of the crisis in the economy and the steep decline in the value of the hryvnia. There are always some
balancing items in the numbers published by the National Bank and by the Finance Ministry which can result
in slight variations between published numbers. In early February, the Finance Ministry reported that state
and government‐guaranteed debt was equivalent to US$65.48 bln at the end of 2015, down 6.19%, or
US$4.32 bln, on the beginning of the year.

Government Debt to GDP, %

Source: National Bank of Ukraine
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Total external debt has fallen due to restructuring … The Finance Ministry also reported in Q1 that total
Ukraine external debt as at 1 January was US$118.7 bln, down US$7.6 bln from the previous year. That was
mostly due to the debt restructuring deal carried out by the government and also the accumulated effect of
some corporate debt deals and the fact that external debt markets were mostly closed, or very difficult, for
Ukrainian companies.
… but is rising as a % of GDP due to the currency and slowdown. At the end of 2014, the total value of
Ukrainian external debt equaled 96% of GDP. By the end of 2015, that percentage had risen to 131% (mostly
due to the impact of the currency and recession on dollar‐denominated GDP). The percentage at end of this
year is expected to be at 141% before the start of a decline (133%) by end‐2017, as the economy starts to
recover.

Gross External Debt ‐ US$ million

Source: National Bank of Ukraine
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Source: American Chamber of Commerce Ukraine
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Who are we?
Macro‐Advisory Ltd. is the leading strategy firm focused on the Eurasian region. The firm provides economic,
political and industry analysis for strategic and portfolio investors. Macro‐Advisory’s specialty is helping its
clients to optimize their business strategies and to make their forecasts more reliable. Macro‐Advisory cuts
through the noise to help businesses focus on the underlying trends, the real political risks, and the
opportunities across the region.
The firm’s senior partner, Chris Weafer, was voted best Russia/CIS strategist for 2013‐14 in separate surveys
carried out by Institutional Investor and Thomson Reuters Extel. He is a frequent contributor to the Financial
Times, Wall Street Journal, Bloomberg, CNBC, and other media outlets on issues associated with the region.
Macro‐Advisory’s consulting services range from access to reports covering macro, political and risk trends
in the region, to one‐off presentations and projects, and fully bespoke services covering individual company
requirements. The firm frequently assists companies in educating their respective boards and shareholders
on the real risks and opportunities in the region.

What we do:


Help investors to better understand the current trends in the economies of Russia and the other
states of the CIS and broader Eurasia region



Cut through the noise to identify the real risks, whether political, economic or business related



Highlight changes in government strategies to clarify future trends and priorities so as to help
investors better identify business and profit opportunities across the region



Undertake specific project work, whether sectoral, thematic or macro focused



Provide investors with detailed medium‐range macro forecasts to help with planning and budgeting



Prepare bespoke reports and presentations, examining macro or industry themes, aimed at an in‐
house or external client/investor audience



Provide a monitoring service to highlight specific areas of interest for individual clients across all
countries in the region

What we deliver:


Create a “roadmap” of political forces, stakeholders, and influencers who could potential impact
our clients’ businesses and investments



Provide economic, political, and industry‐specific strategy recommendations based on the
prevailing political dynamics in Russia, Ukraine, Kazakhstan, and other markets within the CIS and
Eurasian Economic Union



Execute deep and discreet due diligence on potential partners, suppliers, distributors, or acquisition
targets



Assess the impact and influence of both domestic and global competitors’ lobbying interests on
national and regional decision makers, regulators, and legislators



Assist in differentiating between political noise and legitimate commercial threats to a company’s
business interests in the region



Conduct an ongoing monitoring service of the legal and regulatory environment
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Recent research publications*
Russia Macro Monthly:

A Pause in growth (September 2016)
Does June mark recovery or just the eye of the economic storm? (August 2016)
In need of some lazy, hazy days of summer (July 2016)
May shows some growth (June 2016)
A more sober assessment (May 2016)

Preview 2016‐18:

In search of political and economic equilibrium (January 2016)

In Context:

Sanctions: Perception is as damaging as reality (July 2016)
What does Brexit mean for Russia? (June 2016)
Is the rally in oil and the ruble sustainable? (May 2016)
Oil price scenarios: The impact on Russia (January 2016)
Ruble is stuck between weak oil and a hard Fed (August 2015)

Market Outlook:

Partying like its 1999 or 2009 … but with less to celebrate (April 2015)
What may rally Russian assets in 2015? (January 2015)

Eurasian Union:

The hype versus the hope (June 2016)
Initiation report (May 2015)

Country Profile:

Iran: In need of fresh catalysts (August 2016)
Mongolia: MPP promises Khan do attitude (August 2016)
Mongolia: Finely balanced between default and next boom (March 2016)
Iran initiation report (November 2015)
Kazakhstan: A difficult balancing act (October 2015)
Ukraine: Dangerous conflicts (July 2015)
Georgia: What to do when reality intrudes? (June 2015)
Armenia: Country profile & macro update (May 2015)
Turkmenistan: At a crossroads or, in a cul‐de‐sac? (April 2015)
Azerbaijan: Country profile & macro update (February 2015)

Caspian Corridor:

Inaugural Caspian Corridor report (October 2015)

Sector Overview:

Russia Insurance (July 2016)
E‐commerce in Russia (Published in April 2016)
Russian Agriculture: Update (January 2016)
Russian Infrastructure: Boosting the Present by Building the Future (November 2015)
Kazakh Agriculture: Lagging but with huge potential (November 2015)
Russian Agriculture: Moving from a neglected to a priority industry (October 2015)
Pharmaceuticals: The long road to localization (July 2015)

Special Focus:

Russia Books Review 1H16 (July 2016)
Deteriorating labor demographics (January 2015)

Upcoming publications
Sector Overview:

Regions of Russia (TBP in Octber 2016)
Russian Demographic Trends (TBP in Octber 2016)

* Clients may request copies of any published reports via: jpn@macro‐advisory.com
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