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Post-crisis measures of economic policy in Ukraine 

After a sharp fall in GDP by almost 15% in 2009 as a result of the world 

financial crisis and internal imbalance of the economy, Ukraine faced economic 

growth in 2010 and 2011 – by 4.2% and 5.2% respectively. Market reforms 

conducted over the last 20 years resulted in transformation of economic policy – 

from plan and administrative methods to mostly economic instruments.  

Table 1. Macroeconomic situation in Ukraine (last decade) 

percentage  2002-2007  2008  2009  2010  2011 

Average annual 

GDP growth rate  
7,5  2,1  -15,1  4,1    5,2 

Inflation rate  5,4  25,2  15,9  9,4    8,0 

Budget deficit  -1,0* 
*2002 (+0,8)  

-1,5  -3,6  -6,0   -1,8 

Government debt  22,03  19,9  33,0  39,9   36,0 

Exchange rate 

against euro  
6,6  10,9  11,7  10,6   10,5 

Unemployment  5,4  6,4  8,8  8,1   7,9 

ECONOMIC GROWTH   

 Agriculture is one of the largest sectors supporting economic growth in 

2010-2011.  Better agricultural technologies and more investments led to a 

historical record grain output of 55 million tons in 2010. The Ministry of 

Agriculture estimates that Ukraine may harvest about 46-47 million tons of grain 
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in 2012, which would still be significantly above the average output of 33 million 

tons for the last 20 years.  

Public investments related to the Euro 2012 football championship have 

provided some relief to the deeply depressed construction sector and 

infrastructure.  

Pic. Ukraine harvest, million tons

 

Initial forecast of economic growth in  2012 was 3,6%, but actually in January—

June it was only 2,0% and many experts and international organizations have 

changed this data to 1,8-2,0%. The main reasons of economic slowdown are: 

- decline of export demand for products of the metallurgy and engineering 

sectors; 

-  negative impact on agricultural sector of the cold winter; 

- reduction of domestic demand.  

This research focuses on the analysis of the so-called “Real Politik”, i.e. practical 

economic policies in Ukraine after the 2008 – 2009 crisis. In particular, during the 
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post-crisis period the key role was played by fiscal and monetary policies due to 

lack of accentuated industrial and agrarian policies. The 2008 – 2009 financial 

crisis demonstrated lack of necessary “safety margin” of domestic fiscal policy 

(Shevchuk, Kopych, 2011(Ukr.)), testified by the state budget deficit of 8.7% of 

GDP in 2009. Consolidation of fiscal policy during the post-crisis period allowed to 

reduce gradually budget deficit to 5.9% in 2010, 1.8% in 2011 and 1.6% in 2012 

(Institute of economic research and political consultations, № 1 (53), January 

2012 (Ukr.)). It has to be pointed out that tough fiscal policy is carried out, on the 

one hand, in accordance with the government programs of financial stabilization, 

and, on the other hand, under pressure of IMF.  

Among the main directions of fiscal policy is adoption of the Tax Code in 

December 2010, similar by its philosophy to the European norms and standards, 

implementation of pension reform (2011), development and implementation of 

measures aimed at stabilization and gradual reduction of the gross state debt – 

GDP ratio. Financial balance as an indicator of efficiency of the fiscal policy is 

calculated on the basis of Levi macro-econometric model (Godley W., Lavoie M., 

2006): 

NAFA – GD - BP = 0, 

where NAFA – the net acquisition of financial assets by the household sector; 

GD – government deficit; 

BP – the balance of payments on current account. 

Underdevelopment of financial sector in Ukraine, lack of sufficient statistic 

data concerning acquisition of financial assets by private sector don’t allow to 

calculate accurately financial balance. According to our estimations, this equation 
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is not observed in the economy of Ukraine, because the sum GD + BP exceeds 

NAFA.  

One of the key directions of tax policy is gradual transfer of its central point 

from production to consumption by introducing estate property tax, taxation of 

luxury goods, increase of petrol excise duty rate to reach the European level as 

well as 2 – 3 times rise in excise duty rates for alcohol and tobacco. 

Due to the political sphere (parliamentary elections in October 2012), on 

the one hand, and in connection with the problem of 

forecast              forecast             forecast

Pic. Fiscal pressure to the Economy
(share of taxes in GDP)

 

economic growth, on the other hand, government tried to improve the fiscal 

policy in order to get additional costs for social policy and to accelerate economic 

dynamics (see table 2). 

Table 2. New tax reform concept (government draft) 

Tax Suggestion Change 
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Value Added Tax 12% for monopolies, 

import, 7% for the rest 

Down from 20% 

Single social tax 18,6% shared equally by 

employer and employee 

Down from 37,6% 

Personal income tax 20%, 15% or 10% Currently 15 and 17% 

Turnover tax 2,5% Currently not used 

Development of viticulture 

duty 

Cancel  

 Special electricity tax Cancel  

Payment to pension fund 

from currency purchases 

3% Currently not used 

Sources: Kyiv Post, July 20, 2012. 

An important indicator of fiscal policy efficiency is the gross external debt. 

According to Maastricht convergence criteria, these parameters are within 

admissible limits in Ukraine (42% and 76.6%). But for the countries with transition 

economy a safe level of the sovereign debt is estimated at 15 - 35% of GDP 

(Shevchuk, Kopych, 2011 (Ukr.)), so the government introduced a special program 

aimed at improvement of management of the sovereign debt for 2011-2013 

(Uriadovy Courier, 4.04.2011 (Ukr.)). According to this program, it is proposed to 

pass the law of Ukraine “On the sovereign debt and the debt guaranteed by the 

government”, to coordinate directions of the sovereign debt management policy 

with directions of budgetary and monetary policy in order  to reduce the amount 

of sovereign   debt   relatively  to GDP to the level of 28-30%.  
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Monetary policy in the transition economy of Ukraine is directed to a large 

extent to stabilization of the national currency and to a lesser extent to 

stimulation of economic growth. The principal tasks of the monetary policy during 

the post-crisis period were stabilization of the currency market, reduction of 

inflation pressure, creation of conditions for credit support by commercial banks 

of the real sector of economy. The National bank’s policy ensured stability of 

hryvnya, increase of deposits of both the population and legal entities, relative 

balance on the monetary and credit market. The National bank’s rate was 

reduced from 10.25% to 9.5% per year in June 2010, and to 7.75% in August 

(23.03.12 – 7.5% [bank.gov.ua/control/uk/publish/article]). Inflation level was 

109.1% in 2010, 104. 6% in 2011. Exchange rate of hryvnya during 2010 grew 

relative to US dollar by 0. 3%, euro – by 7, 7%, Russian rouble – by 1.1%. Relative 

stability of hryvnya can be explained by its actual pegging to US dollar in a form of 

‘currency board’. Proposals to introduce a more flexible exchange rate (according 

to experts hryvnya is underestimated) can cause greater import expansion from 

foreign companies, that will result in rise of negative trade balance.  

Cooperation with the International Monetary Fund, the World Bank, other 

international economic and financial organizations remained an important 

constituent of economic policy. Ukraine is fourth on the list of the IMF debtors, 

having received about 13% of all its credits (Dzerkalo tyzhnya, 29.04.2011(Ukr.)). 

In 2011 cooperation with the IMF in the form of getting loans was suspended due 

to failure by Ukraine to meet certain conditions under the agreed program, in 

particular, concerning adjustment of tariffs on natural gas and other utilities for 

the population, cancellation of a legislative requirement to buy out recapitalized 

bonds of commercial banks by the National Bank, adopted during the crisis etc. 
The next steps of improving monetary policy are as follows: 
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- strengthening of banking system in terms of increasing its assets and 

possibilities to lend a real sector of economy; 

-  set up a more flexible and floating exchange rate in order to take into 

account changes of domestic and foreign juncture; 

-  establishment of a mechanism of coordination between monetary and 

fiscal policy.  

Foreign economic policy in post-crisis period was concentrated of two main 

directions: EU and CIS. Undoubtedly, Ukraine needs an Association Agreement 

with the EU including Free trade area, institutional reforms, technical assistance 

etc. Negotiations of it started in 2007, and finally a profound and comprehensive 

Free trade agreement of some 1,000 pages was prepared. But due to political 

reasons it failed. At the same time an Agreement of Free trade area in the 

framework of CIS (2012) and Memorandum with Customs union (Russia, Belarus, 

Kazakhstan) (2012) were concluded. It means perhaps turning of foreign 

economic policy from West to North-East and Far- East (China). 

Economic policy in Ukraine during the post-crisis period has been carried 

out in the context of the Program of economic reforms for 2010 – 2014 

“Prosperous society, competitive economy, efficient state”. It includes stable 

economic development, increasing quality of life, improvement of business 

climate and attraction of investments, modernization of infrastructure and basic 

sectors and so on. The National plan for 2012 of actions on implementation of 

economic reforms for 2010 - 2014 was approved by the decree of the President of 

Ukraine, it provides for implementation of 15 key directions in economic and 

social sphere of the country, in particular: 

-  restoration of economic growth; 
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-  fiscal consolidation; 

-  improvement of business climate and attraction of investments; 

- modernization of infrastructure and basic sectors  etc.  

As a whole macroeconomic parameters in Ukraine are  within admissible 

bounds, excluding interest rate (7.5%) and trade deficit -5,7 bln US $ in June 2012. 

I define this condition as a transition paradox. Relatively weak economy (under 

10% of the GDP per capita of the Euro area) has almost optimal macroeconomic 

measures. It can be explain in such a way. There are at least four additional 

sources for ensuring the macroeconomic equilibrium: 

- extraordinary  tax administration, tax pressure; 

- low wages and social payments; 

- privatization of state ownership; 

- legalization of shadow economy. 

To take into account temporary and exhaustive character of these factors 

the government has to transform its economic policy into 2 main classic 

instruments - fiscal and monetary in the context, of course, of transition period in 

Ukraine. 
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