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1 Executive summary 
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 Ukraine got off to a very good start in 2020 and by the middle of the year 
bne IntelliNews was arguing in an op-ed that the country had grasped the 
nettle and was at least in control of the majority of its most serious problems. 
  
But by the summer everything rapidly fell apart and now Ukraine is facing 
the prospect of a debilitating currency and debt crisis in the second half of 
2021, as it doesn't have the resources to deal with $11bn of debt that matures 
in the third quarter of 2021, Elina Ribakova, deputy chief economist with the 
Institute of International Finance (IIF), and Evghenia Sleptsova, senior 
economist for Russia and the CIS of Oxford Economics, told bne IntelliNews in 
a podcast in December (listen here, watch here). 
  
“It's a typical Ukraine story: two steps forward, one step backwards,” says 
Sleptsova. 
  
“I was going to use exactly the same words, except to say actually we are in a 
phase now where it's more like: one step forward, two steps backwards,” 
Ribakova added. 
  
Political outlook: The coronavirus (COVID-19) epidemic dominated politics in 
2020 and will continue to dominate in 2021, as Ukraine is not expecting to 
receive more than 8mn doses of the vaccine until sometime in the first half of 
the year. The country was already hit twice as hard in the second wave as it 
was hit in the first but its economy is so weak it cannot afford to impose 
another lockdown. 
  
Having said that, considering the state of its healthcare system, Ukraine coped 
with the pandemic much better than most expected at the beginning of the 
year — according to official data, bed occupancy was above 50% in only 5 
regions as of December. And as 2021 gets underway the officially reported 
rate of infections has started to diminish.  
 
Macro outlook: After contracting by a relatively mild 5.5% in 2020 the 
economy is expected to return to 3.5% growth in 2021. However, the range of 
predictions is wide, running from only 1.5% to 5%, as the country remains 
vulnerable to a number of risks beyond its control. 
  
And the crisis is weighing on the main economic indicators that were starting to 
improve in 2020: inflation pressure reappeared in November, while industrial 
production sank again. The National Bank of Ukraine (NBU) has been cutting 
interest rates for several years now but has now paused the easing and kept 
rates on hold at its first meeting in January at 6%. The NBU said it may be 
forced to start tightening again soon if inflationary pressures remain high that 
would strangle the nascent growth. The hryvnia will also continue to fall 
against the dollar to reach UAH30 in 2021. 
  
Budget outlook: The Rada has passed a 2021 budget with a 5.5% of GDP 
deficit. However, this will prove extremely hard to fund without a new IMF deal. 
  
But the really big issue in 2021 is that Ukraine has $16bn of debt redemptions 
due, of which $11bn fall in the third quarter, which it currently cannot afford to 
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pay without significantly running down its currency reserves. While the 
government can muddle through the first half of the year it will have to strike a 
new deal with the IMF in the summer to tap the remaining $3.9bn left in its 
Stand-by Agreement (SBA) or face a crisis. Ukraine’s form is it usually pulls a 
deal out of its hat at the last minute when it has to. 
  
Real Economy outlook: The real economy was making good progress in 
2019 and started to recover in the second half of 2020, but industry and 
agriculture are still struggling and won't have an easier year in 2021 either. 
  
Banking sector outlook: Banks remain one of the bright spots in the 
Ukrainian economy. Following the clean-up of the last few years they went into 
the coronacrisis in relatively robust health and have weathered the storm well. 
Banking profitability had already returned to 2019 levels by the autumn of 2020 
and while there will be no boom in 2021 they should continue to grow, albeit at 
a slower speed. 
 

 Domestic politics were dominated by dealing with the coronavirus (COVID-19) 
epidemic for most of 2020, which swamped the reform agenda. 
  
The first lockdown in May was economically debilitating and the Cabinet was 
desperately trying to avoid a second lockdown as the second wave struck in 
the autumn, and twice as hard in the first wave. 
  
Ukraine’s public health sector is woefully ill equipped to deal with the crisis but 
managed to avoid collapse. Overworked and underpaid doctors quit their jobs 
in droves and the health system remains under threat should the epidemic 
expand again.  
Ukraine is simply under-resourced to deal with a public health emergency on 
this scale and local politicians were not helping but choosing to ignore 
weekend lockdown orders by Kyiv for the sake of short-term political gains in 
November and December. 
  
Ukraine will also be low down the list to receive adequate supplies of any of 
the vaccines currently being produced. While Russia’s Sputnik V vaccine has 
been sold to most of the countries in the Commonwealth of Independent 
States (CIS), and on favourable terms, Ukraine is not one of them. 
  
The vaccines produced in the West are being distributed in the rich nations 
first, so Ukraine may have to wait anything from six months to a year before it 
can inoculate its population. In November Health Minister Maksym Stepanov 
said that Ukraine was hoping to get 8mn doses of the vaccine sometime in the 
first half of 2021, which will cover the OAPs and frontline workers in health and 
education. 
  
It is highly likely that Ukraine will spend most of 2021 trying to cope with the 
coronacrisis, which will continue into the second half of the year. 
  
• Domestic policy making and battle with the oligarchs 
 
More generally, Zelenskiy’s position is weakening after his failure to deliver on 
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his election promises to stop corruption and end the war in the east. 
  
The talks with Russia got off to a good start with the Normandy Four meeting 
in Paris on December 9, 2019 that led to significant prisoner swaps, but the 
follow-up meeting slated for April 2020 never happened. 
  
Zelenskiy also successfully negotiated a ceasefire in the Donbas that has more 
or less held for several months in the last quarter of 2020, which is a significant 
step forward, but substantive progress on bringing the conflict to an end has 
stalled. 
  
The fight against corruption has gone nowhere. In addition to a Constitutional 
Court’s decision in November to nix the most important anti-corruption laws, 
which is believed to have been engineered by the oligarchs, the same 
oligarchs have improved their hand and to some extent the government has 
been captured by the country’s most powerful businessmen, who are actively 
and successfully blocking all attempts at reform. bne IntelliNews explored the 
issue in a feature "The Oligarch Problem" in January, with special reference to 
Ukraine.  
 
The extent that Zelenskiy is complicit in this effort is not clear. He raised 
eyebrows when he shook up the government with a major reshuffle on March 
3, that included the sacking of the technocratic Ukrainian Prime Minister 
Oleksiy Honcharuk, but later he lobbied for the passage of the so-called 
Anti-Kolomoisky banking law that was signed on May 18 that cleared the way 
for the release of the first tranche of IMF money. 
  
In the meantime, the popular support that swept Zelenskiy into office in April 
2019 is fading and will continue to do so in 2021. However, Zelenskiy remains 
the nation’s most popular politician, enjoying the trust of 44% of the public 
(compared to the 53% who distrust him), according to a poll released on 
December 2 by the Rating Sociological Group, but that is way down on the 
74% of the vote he took in the elections. All the other polls tell the same story: 
the share of respondents that think the country is going in the “wrong direction” 
has been rising steadily and is nearly back to the levels they were before he 
took office. 
  
Zelenskiy's falling popularity undermines his authority and weakens his 
position vis a vis the oligarchs, who will continue to work against him and the 
IMF deal in 2021. 

http://www.intellinews.com/
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 • GDP 
  
The consensus forecasts for GDP contraction in 2020 is -5.5% and improved 
slightly in the last months of the year as Ukraine began to recover from the 
multiple shocks. 
  
In 2021 the economy is expected to return to growth, putting in an expansion 
of 3.5% but will return to the same level of 2019 only in 2022. 
  
Ukraine’s real GDP dropped 5.2% y/y in 10M20, improving from a 5.5% y/y 

http://www.intellinews.com/
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decline in 9M20, according to estimates published on December 9 by the 
Ministry of Economic Development. 
  
The country suffered heavily from the lockdown in May with GDP contracting 
by 11.4% in that quarter and consequently will see a similar sized bounce back 
in the same quarter in 2021 on the low base effect. 
  
The trends that appeared in October of improved transportation, trade, and 
construction are expected to continue as they are based on the underlying 
growth tendency and not crisis related per se. At the same time, the decline in 
agriculture in 2020 remains deep, and production in most industrial sectors 
remains depressed, which will remain as structural problems. 
 
“The decline of Ukraine’s economy is slowing down. We expect GDP in 4Q20 
to decline 2.2% y/y compared to 3.6% y/y in 3Q20. Ukraine's GDP will 
conclude the year at around a 4.6% y/y drop compared to 3.2% y/y growth in 
2019, according to our forecast,” an analyst at the Kyiv-based Concorde 
Capital brokerage, said in a research note in December. 
 
The Economic, Trade and Agriculture ministry has two scenarios where growth 
returns to 3.8% in 2021 and then 4.1% in 2022 in the basic case but rises to 
5.5% and 6.5% in the most optimistic scenario. 
  
Comparing the various forecasts, there is a wide spread in the forecasts as the 
situation remains unpredictable and Ukraine’s economy vulnerable to external 
shocks as well as the internal political battles underway inside the government. 

Scenario І    

 Indicator 2020  2021  2022 

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

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

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

  
Scenario ІІ    

Indicator 2020  2021 2022  

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

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

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

source: The Ministry of Economic Development, 
Trade and Agriculture of Ukraine 
        

http://www.intellinews.com/
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 • Industrial production 
  
Ukraine’s industry has been struggling all year in 2020 and the decline of 
Ukraine’s industrial output intensified to 5.0% year on year in October from 
4.4% y/y in September, the State Statistics Service reported on November 23. 
Seasonally adjusted output slid 0.5% month on month in October. In 10M20, 
industrial output dropped 6.8% y/y. 
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Industry is being dragged down by lack of demand – both at home and abroad 
– as a result of the coronacrisis, but is expected to improve in 2021. 
  
Trading economics estimates industrial production to increase to 6.5% by the 
end of 2021, which is still not a stellar level. In the long-term, the Ukraine 
industrial production is projected to trend around 4.1% in 2021 and 1% in 
2022, according to Trading Economics as structural problems and the lack of 
investment hold industry back. 
  
The trends seen at the end of 2020 are likely to persist into 2021. 
Manufacturing output fell 6.6% y/y in October (after a 5.8% y/y decline in 
September). In particular, the decline in machinery plummeted to 18.6% y/y 
compared with 9.1% y/y in September, food production dropped 7.2% y/y 
compared with 8.7% y/y in September. 
  
At the same time, the decline in metallurgy slowed to 3.3% y/y compared with 
7.6% y/y the previous month, and chemical production grew 1.9% y/y 
compared with 5.8% y/y growth in September. 
  
Mining output declined 2.5% y/y compared with a 2.8% y/y slide in September. 
In particular, iron ore production decreased 1.5% y/y, coal production fell 
11.8% y/y and oil & gas production dropped 2.0% y/y. The supply of electricity 
& natural gas slid 1.8% y/y after a 0.2% y/y decline in September. 
  
Regionally, the steepest declines were observed in the Ternopil (-20.2% y/y), 
Chernivtsi (-17.7% y/y) and Sumy (-13.3% y/y) regions. Industrial output grew 
the most in the Ukraine-controlled Luhansk (20.3% y/y), Mykolayiv and 
Kherson (both 12.1% y/y) regions. 
  
“We expect industrial output to drop around 6% y/y in 2020 compared to a 
0.5% y/y decline in 2019,” an analyst at the Kyiv-based Concorde Capital 
brokerage said in a research note. 

 • FX and balance of payments 
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The exchange rate held up better than expected partly as the trade situation 
remains stable with import suppression outweighing the fall in exports. At the 
same time remittances held up a lot better than was expected and overseas 
workers sending home some $10bn. 
  
In 2019 the currency was also bolstered but some $4.5bn of inflows by 
non-residents into the domestic bond market that was hooked up to 
international settlements and payment system Clearstream in April 2019. 
  
While Ukraine continues to run a significant balance of payments deficit the 
current account remains more or less flat or in the black thanks to the 
remittances by the expat workers and bond investors. 
  
While in 2021 the remittances are expected to continue at the same level, the 
non-resident investors into Ukraine’s domestic debt started leaving in the midst 
of the coronacrisis and have been selling consistently throughout the second 
half of the year. 
 
Without a new IMF deal in place and uncertainty over the stability of the 
currency that causes – if Ukraine is forced to meet its debt obligations out of 
reserves that will probably lead to a devaluation – bond investors are unlikely 
to return to the local bond market in any numbers in 2021. As of the end of 
2020 the non-resident share of the local bonds was still falling, but the local 
banks, that stepped in to take up the slack, have almost been tapped out, 
argues Oxford Economics. 

http://www.intellinews.com/
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 • Inflation and central bank rates 
  
Inflation disappointed in the last months of December with consumer price 
inflation (CPI) rising to 3.8% in November, its first time over 3% all year and up 
from the nadir of 1.7% in May – a post-Soviet low. 
  
Rising food costs and the follow through from the steady devaluation of the 
currency were responsible. 
 
With inflation pressures up again the NBU is unlikely to cut rates again any 
time soon and kept its rates on hold at its first meeting in January at 6%. The 
central bank has kept rates high, increasing them to 18% in August 2018 when 
inflation has increased to 9% and has enormous success in bring price rises 
under control. 
  
The NBU started cutting rates again in April 2019 with a 50bp reduction but as 
that autumn got underway prices fell faster and the regulator started lopping 
whole percentage points off the rate, which dropped to finish 2019 at 13.5%. 
  
During the course of 2020 the NBU continued cutting rates aggressively to end 
the year at 6%, but analysts say the possibility for more cuts has been 
exhausted for the meantime and may even reverse in the first half of 2021. 

http://www.intellinews.com/
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 • Funding 
  
The main economic issue is to repair the relationship with the International 
Monetary Fund (IMF) that de facto suspended Ukraine’s $5bn Stand By 
Agreement (SBA) after the Constitution Court nixed several key anti-corruption 
laws in the last quarter of 2020. Ukrainian president Volodymyr Zelenskiy 
threatened to sack the judges on the court – five of whom happened to be 
subjects of corruption charges – nearly causing a constitution crisis in the 
process. 
  
As the year came to an end the show down had not been resolved and 
Ukrainian lawmakers were trying to replace the nixed laws, which the IMF sees 
as essential to Ukraine’s development and are a prerequisite for any future 
funding. Ukraine has already received $2.1bn of the $5bn in June and was due 
to receive another $700mn in the autumn. The remainder is due in 2021. 
  
The problem is that Ukraine has $16bn worth of debt redemptions to meet in 
2021 with $11bn of that coming due in the third quarter, and won’t be able to 
meeting the payments without the IMF’s help, leaving it with no other option 
other than digging into its hard currency reserves. 
  
As the government will be able to cover the debt redemption of some $2bn due 
in the first half of 2021 from reserves and the domestic bond issues the 
negotiations with the IMF are likely to drag on until the summer. However, 
Ukraine always cuts a deal at the last minute when a gun is held to its head 
and some sort of deal is likely to be reached to head off the financial crisis that 
would follow running down reserves to pay off debt. 
  
• Fiscal Policy 
  
Ukraine’s parliament voted on December 15 to adopt the 2021 state budget 
with a 5.5% deficit – down from the previous 6% version after negotiations with 
the IMF reduced spending. 
  
However, it is not clear at all how the Rada will fund this deficit as neither tax 
revenues nor the domestic bond market has sufficient resources to cover the 
gap without the help of the IMF. 
  
The 2021 budget assumes an increase of planned budget revenue of 
UAH1,092bn (vs. UAH1,071bn in the first draft) and expenditures of 
UAH1,347bn (vs. UAH1,331bn in the first draft). The planned budget deficit is 
UAH247bn ($8.9b) down from the UAH260bn in the first reading of the budget 
bill, or 5.5% of expected GDP. 
  
The adopted budget is a compromise document adjusted from the first reading 
to comply with the IMF's vision of a “realistic” financial plan for the country, 
which greatly needs the financial support of international financial institutions. 
  
The government was already having trouble meeting the funding needs for the 
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2020 budget: healthcare and economic activities were financed by only 60% in 
2020. 
  
ICU expects that borrowings in 2021 will also be less than the planned 
UAH246.6bn, but slightly more than in 2020, which will affect the size of the 
deficit, which, according to the investment group's forecasts, will be 4.5% of 
GDP. 
  
And at the beginning of 2021 a fresh row broke out after the government said it 
would “temporarily” cap domestic gas tariffs, a sensitive political topic in 
Ukraine, after promising the IMF to allow the market to set them. Zelenskiy is 
looking to shore up his support, but it is also unclear how the lost revenues will 
be replaced. 

 Ukraine’s real economy was starting to recover in 2019 despite the shock of 
the coronacrisis in the first half of the year the underlying recovery continues to 
support the economy. 
  
Big international retailers began to move in in 2019 with Metro, Ikea, Auchan 
and other international brands that are working in eastern Europe arriving with 
plans for stores and development. 
  
These are strategic players in for the long haul and are concerned to get into a 
market early to take as much market share as they can as market shares are 
difficult to take when the sector is more competitive. The result is these 
multinational retailers tend to come very early in the process and are willing to 
take losses for years, to see them offset later when the market finally takes off. 
  
This trend had a knock on effect for the real estate sector, which was also 
supported by the growth in real incomes in 2020, increased by the drastic fall 
in inflation (although incomes in dollar terms have been stagnant for about at 
year at $430 on average). 
  
There were was a regular flow of large retail deal as investors took positions in 
shopping malls and developers started construction of residential objects too. 
By October 2020 construction had recouped all of the ground lost during the 
coronacrisis and was flat year-on-year. 
  
Agriculture is another sector that is in difficulties and the backbone of the 
Ukrainian economy. Vying with Russia to be the biggest grain exporter in the 
world in 2019, in 2020 the crop harvest dropped  13% to 65.4 mmt of grains 
(13.1% lower y/y) from 15.3mn ha in 2020, according to the Ministry of 
Economy report on December 15.  The average crop yield declined 13.5% y/y 
to 4.3 t/ha. 
  
Grain exports has become a major source of income for Ukraine. The 2020 
harvest results are lower due to unfavourable weather conditions while the 
2019 harvest season was a record high for the last 20 years. Heavy snows this 
winter mean the seeds were well protected and given clement weather Ukraine 
can look forward to a good harvest. 
  
A good harvest could have a positive impact on the balance of payments, 
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value of the currency and the government’s ability to fund the budget deficit. 
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 Ukraine’s banking sector was one of the few bright spots in 2020 and 
continues to make good progress in recovering from the hits it has taken in 
2020 from external shocks. 
  
The bank sector clean up carried out by the former NBU governor Valeriya 
Gontareva team have paid dividends as the bank sector went into the 2020 
crisis in relatively good health. 
  
Bank assets have grown strongly for the last two years and continue to 
expand, rising from UAH1,359,703mn ($48bn) in January 2019 to 
UAH1,494,460mn a year later and reaching UAH1,739,726mn ($61.5bn) by 
November this year. 
 
Following a catastrophic 2017 when banks were in deep crisis, the return on 
assets (ROA) has recovered to 2.99% as of November 2020 and return on 
equity (ROE) to 23.22, down from the low 30s for over a year before that until 
July, when ROE fell back to the 20s as growth stabilised. 
  
Retail loan growth has been rising steadily for the last three years, but stalled 
in October as the second wave of the coronavirus (COVID-19) hit. Corporate 
loans were up at UAH829.3mn ($29.3bn) as of November vs UAH 211,238mn 
in loans to individuals. 
  
Loans to corporates, on the other hand, have been falling since their peak of 
UAH997,762mn in February 2019, after which there was a brief bump in April 
2020 as the corona-panic set in and banks loaded up on cash to deal with the 
shock, but quickly returned to falling in the summer and is currently back to the 
lows set in April. 
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The cumulative profits at the end of November remain well ahead of those at 
this point in 2017 and 2018, but well behind those in November 2019, which 
was the first year of strong growth after the 2014 revolution. By way of 
comparison, the Russian banking sector also took a hard hit from the 
coronacrisis in the summer months but cumulative profits are already back to 
pre-corona levels, whereas Ukraine’s banking sector posted a cumulative profit 
of UAH39,828mn in November this year, a bit more than half of the 
UAH59,000mn it posted in November the year before. 
  
The sector’s capital adequacy ratio (CAR) is a healthy 21.76% in November, 
and while NLPs remain high at 48.05% of the total loan book, some 90% of 
this bad debt has already been provisioned for and it doesn't represent a 
danger to the system. 
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NPLs % of loan book    

 Jun 18 Jun 19 Jun 20 

ratio of non-performing loans, % 56.05 51.3 49.62 

incl. banks:    

with state participation, of which: 71.83 66.03 64.79 

PrivatBank 85.07 81.63 79.27 

state banks ex-PrivatBank 60.14 52.13 51.05 

Foreign owned 42.83 37.4 34.25 

Privately owned 25.05 21.68 19.57 

Insolvent 58.38 0 0 

Source: NBU    
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