. +44 20 8123 2220
Market Publishers info@marketpublishers.com

Ukraine Business Forecast Report Q4 2013

https://marketpublishers.com/r/U68345DAC7BEN.html
Date: September 2013

Pages: 53
Price: US$ 1,195.00 (Single User License)
ID: U68345DAC7BEN

Core Views

In line with our view for Ukraine to enter a recession, real GDP contracted for a second
consecutive quarter in year-on-year terms, shrinking by 1.1% on the back of weak
exports and minimal fixed capital investment. We maintain our expectations for growing
external account imbalances to drive a devaluation of the hryvnia by end-2013. We see
political risks as likely to growth over the next 12 months, as the government is forced to
decide over closer relations with the EU or Russia.

Major Forecast Changes

We have downgraded our outlook for real GDP growth for 2013 and 2014, and now
expect GDP to contract by 1.4% in 2013 and grow by just 1.0% in 2014. This change
reflects our bearish outlook for global metallurgical markets next year, our expectations
for hryvnia devaluation, and expectations of a retrenchment in government spending.

Key Risk To Outlook

A sharper than expected devaluation could trigger major shockwaves through the
domestic economy, particularly within the financial sector which has barely recovered
from the 2008 devaluation. Existing capital buffers may prove insufficient to deal with a
devaluation of 20% magnitude or greater. We see significant downside risks to our fiscal
deficit forecasts, as government energy spending looks set from already elevated levels
in the winter months.
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EXECUTIVE SUMMARY

CORE VIEWS

MAJOR FORECAST CHANGES
KEY RISK TO OUTLOOK

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Foreign Policy
EU Overtures Risk Russian Trade War
Ukraine's government seems to be slowly shifting its policy focus towards the EU after
the president and parliament approved new laws, enabling the country to sign an
Association Agreement in November. This will not only end Ukraine's chances of joining
the Eurasian customs union, but could spark a trade war with Russia, with significant
consequences for the domestic economy.

TABLE: POLITICAL OVERVIEW
Long-Term Political Outlook
At A Political Crossroads
Ukraine's long-term political trajectory is far from certain, with the coming years likely to
prove crucial to the country's convergence prospects over the next decade. Weak
institutions remain the greatest challenge to long-term stability, though we also highlight
systemic tensions in bilateral relations with Russia and growing demographic issues as
additional threats likely to confront future governments. Going forward, the most likely
scenario is a future where Ukraine remains torn between closer relations with West
while remaining under Russia's sphere of influence.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis

BMI Economic Risk Ratings

Economic Activity

More Economic Pain Ahead

Massive structural economic challenges combined with bureaucratic inertia will cap
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Ukraine's rate of growth over the next five years. Uncertainty over near-term policy
trajectory implies sizeable risks to our 2013 and 2014 growth forecasts of -1.4% and
1.0% respectively, but the longer-term story is likely to be one of further economic pain.

TABLE: ECONOMIC ACTIVITY
Balance Of Payments
Major Risks To Current Account Financing
The recent narrowing of Ukraine's current account deficit does not signal a notable
improvement in balance of payments pressures. Even if the authorities are able to
substantially diversify their energy dependence from Russia in the short term, which we
doubt, there are major risks to Ukraine's ability to finance what remains a structural
current account shortfall without devaluing the currency.

TABLE: CURRENT ACCOUNT
Monetary Policy
Devaluation Concerns Jam Monetary Policy Transmission
The National Bank of Ukraine's surprise rate cut in August is a clear sign that the
authorities are becoming seriously concerned about the lacklustre pace of economic
activity. We do not expect the rate cut to have a material impact in the wider economy,
though, as concerns over the stability of the currency will continue to disrupt the
monetary policy transmission system and push up the cost of borrowing.

TABLE: MONETARY POLICY
Fiscal Policy
External Financing Urgently Required
The Ukrainian government cannot finance a widening fiscal deficit, current account
shortfall and hefty debt repayment schedule over the next 12 months without external
support. At present we believe a deal with the IMF looks the most likely option, but
given the damage this could do to President Yanukovych's re-election prospects, we
cannot rule out closer ties with Russia.

TABLE: FISCAL POLICY
Banking Sector
Remaining The Regional Underperformer
Ukraine's banking sector is set to remain a regional underperformer, plagued by
ongoing asset quality problems, a weak macroeconomic environment and systemic FX
risks.

TABLE: EUROPE SOVEREIGN RISK RATINGS — EVOLUTION OF WILLINGNESS
TO PAY

TABLE: CHANGE IN WILLINGNESS TO PAY SCORE FROM LAST QUARTER
Regional Outlook
Debt Selloff Already Baked Into Ratings
Emerging Europe's sovereign risk profile has deteriorated slightly this quarter on the
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back of investors' reassessment of US Federal Reserve policy trajectory, which
prompted a swift outflow of capital from regional debt markets. However, since we have
long anticipated regional sovereign borrowing costs to rise in 2013 and 2014, the overall
impact on our ratings has been muted.

TABLE: EUROPE SOVEREIGN RISK RATINGS — EVOLUTION OF ABILITY TO PAY

CHAPTER 3: 10-YEAR FORECAST

Ukraine's Economy to 2022
Colossal Structural Reform Needed To See Through The Decade
Having failed thus far to break free from its dependence on cheap energy and a low-
value added export base, Ukraine has arguably squandered the economic windfall
experienced over the last ten years.

TABLE: LONG-TERM MACROECONOMIC FORECASTS

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis

BMI Business Environment Risk Ratings

Business Environment Outlook
TABLE: BMI BUSINESS AND OPERATION RISK RATINGS
TABLE: BMI LEGAL FRAMEWORK RATING
TABLE: LABOUR FORCE QUALITY
TABLE: EMERGING EUROPE — ANNUAL FDI INFLOWS
TABLE: TRADE AND INVESTMENT RATINGS

Operational Risk

Pharmaceuticals

CHAPTER 5: KEY SECTORS

TABLE: PRESCRIPTION DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: PHARMACEUTICAL TRADE DATA AND FORECASTS (UAHMN)

TABLE: PATENTED DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: GENERIC DRUG MARKET INDICATORS, HISTORICAL DATA AND
FORECASTS

TABLE: PHARMACEUTICAL TRADE DATA AND FORECASTS (US$SMN)
Telecommunications
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TABLE: TELECOMS SECTOR — MOBILE HISTORICAL DATA AND FORECASTS
TABLE: TELECOMS SECTOR — INTERNET HISTORICAL DATA AND FORECASTS
TABLE: ARPU — HISTORICAL DATA AND FORECASTS (UAH)
Other Key Sectors
TABLE: FREIGHT KEY INDICATORS
TABLE: DEFENCE AND SECURITY SECTOR KEY INDICATORS
TABLE: INFRASTRUCTURE SECTOR KEY INDICATORS
TABLE: FOOD AND DRINK SECTOR KEY INDICATORS
TABLE: AUTOS SECTOR KEY INDICATORS

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Lowering EM Growth Forecasts

TABLE: GLOBAL ASSUMPTIONS

TABLE: DEVELOPED STATES, REAL GDP GROWTH, %

TABLE: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

TABLE: EMERGING MARKETS, REAL GDP GROWTH, %
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