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What will happen with utility prices? 
 

Projected gas price increase will be very unequal among Ukraine’s regions. Utility 
price rise is unlikely to happen even after the elections. GDP will not grow in 3Q. 

Maryan Zablotskyy 
maryan.zablotskyy@erstebank.ua 

IMF will visit Ukraine in September 
On July 31 first deputy prime minister Valeriy Khoroshkovskiy met IMF 
director Christine Lagarde. According to Khoroshkovskiy’s statement IMF 
mission will visit Ukraine in September. IMF and Ukraine will discuss state 
budget for 2013, in particular subsidies for gas and heating. IMF insists that 
government raises retail gas prices by 30% and water heating by 58%. 
 

Most consumers pay less that quarter of gas cost 
Retail gas price for population 
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Heating prices are very different among regions 
Water heating price in regional center, UAH per bn calories 

 
Source: Ministry of regional development and utility services 

 
Most consumers pay less than a quarter of the import price. The price 
difference is covered by private companies (which pay times more compared 
to population) and state budget. The gas prices are being equally subsidized 
for all retail consumers independent of their income. Gas makes 36% of the 
total utility services bill, another third relates to heating. Heating prices are 
very different across country. For example in Khmelnytsk one billion calories 
costs UAH 209 while in neighboring Ternopil UAH 335. On May 12 president 
Viktor Yanukovych made public statement ordering government to “create 
unified approach for utility prices”. Increase of the utility prices creates more 
complicated, than it seems at first glance, problem as price increase will be 
very uneven across country. It will be hard to explain to population why some 
have seen a much stronger price increase than IMF demanded. Besides the 
share of gas and heating in total price bill is much higher in West of Ukraine 
than in the East. This is due to much lower wages in West and thus much 
higher relative costs of commodities. In Wasters regions gas and heating 
makes 75-80% of the total bill while in East makes only 65%. Thus Western 
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regions will suffer much more from the gas price rise. On the other hand, the 
debt for utility services in East is on average 4 months which is twice as high 
as in the West. Increasing prices will demand greater control for timely 
payments which will be more damaging for the East. 

 
Western and Central regional will be hit hardest by 
gas and heating price rise 
Share of gas and heating in utility price bill, 6M 2012 

Source: Ukrstat 

On East is the biggest debtor for utility services 
Debt for Utility services, months, June 2012 
 

 
Source: Ukrstat 

 
Increasing gas prices isn’t the goal itself for the IMF, its only an instrument 
which should stimulate investments into energy saving technologies. 
Increasing energy efficiency is IMF’s key demand as it wants Ukraine to 
decrease oil and gas imports and thus improve its balance of payments and 
fiscal situation. Yet investments into energy saving technologies can’t be 
currently effectively done due to very high interest rates on loans. High 
interest rates are in turn a result of fixed hryvnia exchange rate. Moving to a 
more flexible rate may imply devaluation and thus even greater difference 
between the gas import and retail price. There are also restrictions in 
legislation that forbid a single household to disconnect from a centralized 
heating system. Banks find it difficult to credit private organization uniting 
apartment owners due to their status of unprofitable organization. With fixed 
exchange rate and current legislation increase in gas prices will not lead to 
desirable effects. Along with price increase there should be a complex 
program of utility sector reform and exchange rate liberalization. At least until 
parliamentary elections in late October the ruling coalition will not go forward 
with unpopular steps. Yet even after the elections chances for dramatic 
reforms and quick resumption of cooperation with IMF are slim. Obstacles are 
not only it big technical complexity of the issue and it’s political sensitivity. 
Currently government does not need IMF help as its able to borrow on 
external markets. Having IMF program on track would at best make 
borrowings 1-2% cheaper. As long as Ukraine is not in a financial crisis and 
government is not cut from external borrowings there are no urgent reasons to 
accept IMF help. Even if Ukraine would get into financial troubles, IMF loans 
are really interesting if they can cover budget shortfall. IMF will not be 
interested in crediting state budget at least due to three reasons: high 
expenses of fighting EU debt crisis, bad experience of cooperation with 
Ukraine in the recent years, sharp decline in loans granted by Western banks 
to Ukrainian residents. Western banks’ loans declined from pre-crisis USD 
58bn to the current USD 36bn. Ukraine does not present such a big threat to 
global financial system as in the past. Most likely that even after the elections 
utility prices will remain unchanged. Thus its unlikely that IMF program will 
resume in the near future. 

 
 
Increasing retail energy prices 
will not lead to bigger 
investments into energy saving 
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EURO 2012 and lower inflation helped GDP in 2Q 
Real GDP grew 3% y/y in 2Q. The data was a positive surprise as industrial 
production was in decline. GDP was boosted by investments into EURO 2012 
and increased domestic demand. In 1Q real retrial trade grew by 12% y/y, in 
2Q growth accelerated to 15%. Reason behind household consumption 
growth were tourist inflows for EURO 2012 and lower inflation which boosted 
demand. 

 
Despite decline in industrial production, GDP 
growth was substantial 
Real GDP and industrial production 
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Domestic demand grew strongly in 2Q 
Real retail trade, y/y 
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Inflation will rise in 3Q as grain harvest will be lower this year. Investments will 
also shrink due to further rise in interest rates and end of the EURO 2012 
investments. Industrial production downward trend is unlikely to improve due 
to further deterioration of global economy. Real GDP will not grow in 3Q in y/y 
terms. 
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GDP 
 
Real GDP, y/y 
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Contributions to real GDP growth 
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Industrial production and commodity prices 
 
Industrial production, y/y 
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Fertilizer prices 
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Wheat and sunflower oil prices 
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Inflation 
 

CPI, core CPI, PPI 
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Exports and imports inflation 
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Consumer confidence 
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Business confidence 
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Retail and corporate loans, y/y 
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FX and UAH loans, y/y 
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Deposits 
 
Retail and corporate deposits, y/y 
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FX and UAH deposits, y/y 
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Interest rates 
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Macro forecasts 
2008 2009 2010 2011 2012F 2013F

Nominal GDP (UAH bn) 948 915 1 095 1 314 1 386 1 622

Population (mn) 46.1 46.0 45.8 45.6 45.3 45.1

GDP per capita (UAH) 1 928 1 704 2 243 2 777 2 831 2 740

Real GDP (y/y %) 2.3 -14.8 4.2 5.2 1.0 3.0

Private Consumption (y/y %) 12.0 -14.9 7.0 14.0 2.0 -2.0

Fixed Capital Formation (y/y %) 2.0 -50.5 4.9 9.0 5.0 -20.0

Nominal Wages (UAH) 1 806 1 906 2 239 2 633 2 804 3 141

Nominal Wages (y/y %) 33.7 4.0 17.5 17.6 6.5 12.0

Retail sales (y/y %) 18.6 -16.6 7.6 14.7 2.0 -2.0

Industrial production (y/y %) -3.1 -21.9 11.0 7.6 -1.0 4.0

CPI (y/y, average %) 25.2 16.2 9.4 8.0 1.1 12.0

CPI (y/y, year-end %) 22.3 13.0 9.2 4.6 3.0 14.0

Unemployment (%) 6.4 8.8 8.1 8.0 7.9 8.0

Exports fob (UAH, bn) 449 438 551 708 675 797

Imports cif (UAH, bn) 525 454 582 782 807 795

Trade balance (% of GDP) -7.9 -1.7 -2.9 -5.6 -9.6 0.1

Foreign direct investment (% of GDP) 6.1 3.8 4.3 4.2 4.0 5.0

Current account balance (% of GDP) -6.7 -1.7 -1.9 -5.6 -8.6 1.1

Govt. budget balance (% of GDP) -1.2 -6.3 -5.9 -2.6 -2.5 -2.0

Public debt (% of GDP) 20.0 34.6 42.0 30.6 30.2 30.8

Foreign debt (% of GDP) 55.4 90.9 80.0 76.7 72.7 81.6

Central bank intervention rate, average 12.00 11.10 8.90 7.75 7.65 7.50

Central bank intervention rate, year-end 12.00 10.25 7.75 7.75 7.50 7.50

Short term interest rate 1M, average 14.80 17.97 7.72 10.20 13.90 12.25

Short term interest rate 1M, year-end 23.60 18.10 6.50 25.00 28.00 12.00

Long term interest rate 2Y, average 12.90 25.40 15.40 11.90 16.60 14.75

Long term interest rate 2Y, year-end 25.00 26.00 12.00 19.00 25.00 14.50

USD/UAH average 5.25 8.07 7.95 7.98 8.00 10.50

USD/UAH year-end 7.80 7.98 7.98 8.00 8.00 10.50

EUR/UAH average 7.67 11.34 10.51 11.11 10.80 13.13

EUR/UAH year-end 10.67 11.67 10.66 10.37 10.80 13.13

Outstanding Loans (UAH bn) 734 718 724 792 851 1 063

Outstanding Deposits (UAH bn) 358 328 414 497 535 710

Disposable income of households (UAH bn) 638 674 813 1 251 1 373 1 579

Savings rate (% of disposable income) 10.6 12.2 16.7 10.1 11.0 14.0  
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Martina Valenta, MBA (Real Estate) +43 (0)5 0100 - 11913  Margit Hraschek +43 (0)5 0100 – 84117 
Gerald Walek, CFA (Machinery) +43 (0)5 0100 - 16360  Rene Klasen +43 (0)5 0100 – 85521 
Editor Research CEE   Marc Pichler +43 (0)5 0100 - 84118 
Brett Aarons +420 956 711 014  Sabine Vogler  +43 (0)5 0100 - 85543 
Research, Croatia/Serbia   Bank and Savingsbanks Sales 

Head: Mladen Dodig (Equity) +381 11 22 09 178  Head: Marc Friebertshäuser +43 (0)5 0100 – 85540 
Head: Alen Kovac (Fixed income) +385 62 37 1383  Geog Bartel +43 (0)5 0100 – 83215 
Anto Augustinovic (Equity)   +385 62 37 2833  Carsten Demmler +43 (0)5 0100 - 85580 
Ivana Rogic (Fixed income) +385 62 37 2419  Mathias Gindele +43 (0)5 0100 - 85562 
Davor Spoljar, CFA (Equity) +385 62 37 2825  Andreas Goll +43 (0)5 0100 - 85561 
Research, Czech Republic   Ulrich Inhofner +43 (0)50100 - 85544 
Head: David Navratil (Fixed income)  +420 224 995 439  Sven Kienzle   +43 (0)50100 – 85541 
Petr Bittner (Fixed income)   +420 224 995 172  Manfred Meyer +43 (0)5 0100 - 83213 
Head: Petr Bartek (Equity)  +420 224 995 227  Jörg Moritzen +43 (0)5 0100 - 85581 
Vaclav Kminek (Media) +420 224 995 289  Michael Schmotz +43 (0)5 0100 - 85542 
Jana Krajcova (Fixed income)  +420 224 995 232  Klaus Vosseler +43 (0)5 0100 - 85560 
Martin Krajhanzl (Equity) +420 224 995 434  Institutional Sales CEE 
Martin Lobotka (Fixed income) +420 224 995 192  Head: Jaromir Malak +43 (0)50100 – 84254 
Lubos Mokras (Fixed income)  +420 224 995 456  Central Bank and International Sales 
Josef Novotný (Equity)  +420 224 995 213  Head: Christoph Kampitsch +43 (0)50100 – 84979 
Research, Hungary   Abdalla Bachu  +44 207623 - 4159 
Head: József Miró (Equity) +361 235-5131  Antony Brown +44 207623 - 4159 
Orsolya Nyeste (Fixed income) +361 373-2026 Sales CEE 
Zoltan Arokszallasi (Fixed income) +361 373-2830  Tomasz Karsznia +48 22 538 6281 
Research, Poland   Pawel Kielek +48 22 538 6223 
Head: Piotr Lopaciuk (Equity) +48 22 330 6252  Piotr Zagan +43 (0)50100 - 84256 
Tomasz Kasowicz (Equity) +48 22 330 6251  Institutional Sales Slovakia 
Marek Czachor (Equity) +48 22 330 6254 Head: Peter Kniz +421 2 4862-5624 
Michal Hulboj (Equity) +48 22 330 6253 Sarlota Sipulova +421 2 4862-5629 
Research, Romania  Institutional Sales Czech Republic 
Head: Lucian Claudiu Anghel +40 37226 1021 Head: Ondrej Cech +420 2 2499 – 5577 
Head Equity: Mihai Caruntu (Equity) +40 21 311 2754 Milan Bartos +420 2 2499 - 5562 
Dorina Cobiscan (Fixed Income)  +40 37226 1028 Radek Chupik +420 2 2499 – 5565 
Dumitru Dulgheru (Fixed income) +40 37226 1029 Pavel Zdichynec +420 2 2499 – 5590 
Eugen Sinca (Fixed income) +40 37226 1026 Institutional Sales Croatia  

Raluca Ungureanu (Equity) +40 21311 2754  Antun Buric +385 (0)6237 – 2439 
Marina Alexandra Spataru (Equity) +40 21311 2754  Institutional Sales Hungary 
Research Turkey  Norbert Siklosi  +36 1 235 – 584 
Head: Erkin Sahinoz (Fixed Income) +90 212 371 2540 Institutional Sales Romania 
Sevda Sarp (Equity) +90 212 371 2537 Head: Ciprian Mitu +40 213121199 6200 
Evrim Dairecioglu (Equity) +90 212 371 2535 Ruxandra Carlan +40 21 310-4449 - 612 
Ozlem Derici (Fixed Income)  +90 212 371 2536 Institutional Solutions and PM 
Mehmet Emin Zumrut (Equity) +90 212 371 2539 Head: Zachary Carvell +43 (0)50100 – 83308 
Goker Mustafa Gorkem (Equity) +90 212 371 2534  Brigitte Mayr +43 (0)50100 – 84781 
Sezai Saklaroglu (Equity) +90 212 371 2533  Mikhail Roshal +43 (0)50100 – 84787 
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This research report was prepared by Erste Group Bank AG (”Erste Group”) or its affiliate named herein. The individual(s) involved in the preparation of the report were at the relevant time 
employed in Erste Group or any of its affiliates. The report was prepared for Erste Group clients. The information herein has been obtained from, and any opinions herein are based upon, 
sources believed reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. All opinions, forecasts and estimates herein reflect our judgment on 
the date of this report and are subject to change without notice. The report is not intended to be an offer, or the solicitation of any offer, to buy or sell the securities referred to herein. From time 
to time, Erste Group or its affiliates or the principals or employees of Erste Group or its affiliates may have a position in the securities referred to herein or hold options, warrants or rights with 
respect thereto or other securities of such issuers and may make a market or otherwise act as principal in transactions in any of these securities. Erste Group or its affiliates or the principals or 
employees of Erste Group or its affiliates may from time to time provide investment banking or consulting services to or serve as a director of a company being reported on herein. Further 
information on the securities referred to herein may be obtained from Erste Group upon request. Past performance is not necessarily indicative for future results and transactions in securities, 
options or futures can be considered risky. Not all transactions are suitable for every investor. Investors should consult their advisor, to make sure that the planned investment fits into their 
needs and preferences and that the involved risks are fully understood. This document may not be reproduced, distributed or published without the prior consent of Erste Group. Erste Group 
Bank AG confirms that it has approved any investment advertisements contained in this material. Erste Group Bank AG is regulated by the Financial Market Authority (FMA) Otto-Wagner-Platz 
5,1090 Vienna, and for the conduct of investment business in the UK by the Financial Services Authority (FSA). 

 
Please refer to www.erstegroup.com for the current list of specific disclosures and the breakdown of Erste Group’s investment recommendations 
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