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                Ukraine: Economic Overview
Moving Toward Democracy and Free Markets

After Russia, the Ukrainian republic was by far the most important economic component of the former Soviet Union, producing about four times the output of the next-ranking republic. After decades as a constituent republic of the USSR, Ukraine attained its independence in 1991. With rich farmlands, a well-developed industrial base, highly trained labor, and a good education system, Ukraine has the potential to become a major European economy. Beginning in 2000 economic growth has averaged 7.4% per year. Personal incomes are rising. The macro economy, as well as Ukraine's currency introduced in 1996, the hryvnia, has remained stable while economic growth continues. Ukraine's long-term economic prospects depend on acceleration of market reforms.
Economic Indicators:
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The GDP per capita (PPP) of Ukraine as of 2005 stands at $7,200. It is composed of 18% agriculture, 45% industry, and 36% services. Investment comprises 20.9% of the country’s GDP.

· Ukraine’s fertile black soil generates a great amount of agricultural output, including grain, sugar beets, sunflower seeds, vegetables, beef, and milk. It also produces considerable amounts of coal, electric power, ferrous and nonferrous metals, machinery and transport equipment, chemicals, and food processing (especially sugar).

· Ukraine encourages foreign trade and investment. The foreign investment law allows Westerners to purchase businesses and property, to repatriate revenue and profits, and to receive compensation in the event that property was to be nationalized by a future government.
Economic Structure:
· Major export commodities for Ukraine include ferrous and nonferrous metals, fuel and petroleum products, chemicals, machinery and transport equipment, and food products.

· While countries of the former Soviet Union remain important trading partners, especially Russia and Turkmenistan for energy imports, Ukraine’s trade is becoming more diversified. Europe is now the destination of over one third of Ukraine's exports, while around one quarter of Ukraine's exports goes to Russia and the CIS. Exports of machinery and machine tools are on the rise relative to steel, which constitutes over 30% of exports.
· Ukraine’s main trading partners are Russia (18%), Germany (5.8%), Turkey (5.7%), Italy (5%), and the United States (4.6%).

Political Considerations:
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Ukraine is a republic under a semi-presidential system with separate legislative, executive, and judicial branches. The President is elected by countrywide popular vote and is the head of the executive branch. The Prime Minister is appointed by the 450-seat parliament. The parliament also approves the Cabinet of Ministers, proposed by the Prime Minister and the President. The heads of all central agencies and regional and district administrations are appointed by the President.
· The general corporate income tax is 25 per cent, with income tax rates at a flat rate of 13 percent and value-added tax (VAT) at 20 per cent.

· Since Viktor Yushchenko became president, Ukraine has made clear its aspiration towards EU membership. Foreign Minister Tarasyuk has mentioned 2015 as a possible target entry date. 
 Ukraine applied for membership in the WTO in 1995 and progress on its application has picked up momentum in 2004 and 2005. The government has made accession to the WTO a priority.
Attractions:
· Abundant resources: Ukraine is rich in natural resources. It has a major ferrous metal industry, producing cast iron, and steel, and its chemical industry produces coke, mineral fertilizers, and sulfuric acid. It also is a major producer of agricultural goods and has a broad industrial base, including much of the former USSR's space and rocket industry. Although oil and natural gas reserves are small, it has important energy sources, such as coal, and large mineral deposits. It is one of the world's leading energy transit countries, providing transportation of Russian and Caspian oil and gas across its territory.
· Friendly Investment Environment: Ukraine encourages foreign trade and investment. The parliament has approved a foreign investment law allowing Westerners to purchase businesses and property, to repatriate revenue and profits, and to receive compensation if the property is nationalized by a future government.
· Strong Economic Growth: The Ukrainian economy has grown by leaps and bounds—by nearly 10% in 2005—and is likely to continue to do so in the near future.

Troubled Spots:
· Slowdown in Reform: Economic restructuring has been delayed by vested bureaucratic and economic interests eager to preserve elements of the country’s centrally planned system, a legacy of Soviet days. It has also been delayed by the lack of consensus among political and business leaders over the desirability of these market reforms.

· Underdeveloped Financial Systems: According to the Economist Intelligence Unit, "All parts of the sector—including banks, non-bank financial institutions and the securities market—are still largely underdeveloped and suffer from insufficient capital, an unsatisfactory legal infrastructure and limited investment opportunities." According to the U.S. Trade Representative, "Foreign insurance firms and banks are permitted to operate in Ukraine, but they cannot open branches, a prohibition that impedes participation of foreign businesses in Ukraine.”
· Overregulation: The U.S. Department of Commerce reports that "the number of regulations, required certificates, and inspection regimes in Ukraine impose a significant regulatory burden on private enterprise… The [government] requires enterprises to obtain numerous permits to conduct business. Procedures are complex, unpredictable, burdensome, and duplicative creating confusion, increasing the cost and time to do business in Ukraine, providing opportunities for corruption, and driving business into the shadow economy.… ‘One-stop Registration Shops' have been introduced in several cities [for] land use and other permits.”
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Dynamics of real GDP in Ukraine by Percentage, 1992-2004†





Ukraine’s Parliament in 2006
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