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Ukraine before 2012

BY BO NYHUS
COMMERCIAL
COUNSELLOR,THE
DANISH EMBASSY,
KYIV

Ukraine is going to be a
big success! EURO 2012
has defined when; the big

question is for whom?

Ukraine’s economy is among
the fastest growing in Europe
and a prime example of a con-
vergence economy catching
up with the “old” Europe. At
the present 7% annual growth
rate the country is deemed
to be 33% more wealthy in 4
years!

A national
development
project

Several indicators point to
a sustained positive devel-
opment. One of the factors
speeding up the development
the
European Championship in
Football, which will be held
in Ukraine and Poland in
2012. Ukraine will have to
invest a sum corresponding to

and modernization is

the cost of six bridges across
the “Great Belt” in Denmark

- just to meet the minimum
requirements set by UEFA.
Furthermore, the investment
will be concentrated in only
four host cities — Kyiv, Dne-
propetrovsk, Donetsk and
Lviv.

As opposed to championships
held in Western Europe, this
is not simply a “plug & play”
event — it is a national devel-
opment project comparable
to the American Apollo Pro-
gramme. EURO 2012 should
be seen as an extra cash injec-
tion to the economy and as a
unique possibility for timing
investments and market en-
tries. EURO 2012 makes it
possible to predict the last
possible start-up time for most

large investment projects.

The end of

the cowboy

Any development produc-
es winners and losers, and
Ukraine produces a lot of
each kind. But those who win
and those who lose today are
fundamentally different from
the winners and losers of yes-

terday.

Now that the economy is big
enough, dynamic enough and
transparent  enough, there
are no longer room for the
“black-box” consultancies and
the lonely business “cowboys”,
who used to roam the Ukrain-
ian frontier. Both are now be-
ing crowded out by the more
structured and  disciplined
masters of the newest “busi-
ness tools”. Even the average
performers are crowded out by
the maturation of the market.

Ukraine’s hasty development

sets new standards for “high
performers”, individually and
corporately.

New boys in town
Netto, Rockwool, H+H and
SimCorp are all examples of
companies, who no longer
look at Ukraine as a project,
but as an operation, a strategic
choice. The country is becom-
ing a significant profit, or cost,
centre, a new footprint in glo-
balisation.

But Ukraine is not exclu-
sively for the big companies.
Smaller companies have also
recognized the development
and are now manning up and
structuring their operations.
These are the companies that
will be the winners in the
BRUIC economies (U for
Ukraine).

The message to the remaining
companies is clear — Ukraine
is too interesting a market to
miss. The best resources - not
necessarily the most willing
resources - should be assigned
to Ukraine.

Risks and rewards

Sure, Ukraine is still a devel-
oping, high-risk market. The
risks are not commercial or
but
This boomerang of globalisa-
tion is about to hit Ukraine

political, inflationary.

at a time, when the country
is rolling out an expansionary
financial polity.

However, if Ukraine manages
through 2008 without hyper-
inflation, success is granted
for the structured and disci-
plined companies. Welcome
to Ukraine... before 2012!

Investment opportunities beckon as
cheap energy runs out for Ukraine

BY GEOFFREY SMITH,
DEPUTY HEAD OF
RESEARCH, RENNAIS-
SANCE CAPITAL, KYIV

With some delay Ukraine
is now about to experience
a boom in energy invest-
ments.

All over the world, investment
in energy is booming. From
the Barents to Bolivia, Alberta
to Angola, more and more is
spent on developing resources
that lie deeper and deeper be-
low the earth’s surface, further
and further away from the
market; resources, moreover,
that require more and more
complex technology to make
them usable.

Meanwhile, in Ukraine, we
have loss-making coal mines
only a few miles from captive

two burning on the cooker if
we are too cold.

What is wrong with this pic-

ture?

Ukraine is running out of
time to kick the habit of
wasting energy. As a result of
its most recent dispute with
Gazprom in March, the age of
cheap gas is coming to an end
on Dec 31 2008, unless PM
Yulia Tymoshenko (or maybe
her successor) can somehow
persuade Gazprom to keep
the price below market levels
in return for a guarantee of re-
liable transit.

Rearguard fighting

The corollary of this should
be that there is money to be
made everywhere by investing
in producing, transporting
and saving energy in Ukraine.

energy companies down to
subsistence returns to keep the
blended price of domestic and
imported energy affordable.

Consequently, producers
shut gas wells rather than sell
it at prices that are below the
cost of production, power
generators and  distributors
are kept on little more than
life support by the regulator,
while refiners are routinely
threatened with
investigations if they attempt

anti-trust

to pass on rises in the price of
crude too quickly to custom-
ers. New car purchases rose by
60% last year, but legislators
would have you believe there
is no money to run them.

Changing course

It is an unsustainable situa-
tion. Fortunately, there are
signs that both industry and

of strong cash flow allowing
industry to invest in greater
efficiency is  everywhere:
chemicals company Stirol has
cut its gas requirements by
20% in the last three years;
Mariupol steel mill replaced
gas in its blast furnaces with
pulverized coal injection;
IFIs are increasingly active in
refurbishing municipal util-
ity infrastructure; Industrial
Union of Donbass and Evraz
will build a CHP plant to use
blast furnace gas that has done
nothing but warm the planet

for the last decade.

We are sure households will
behave similarly when con-
fronted with the real cost of
their energy. They are already
doing it. With petrol prices
where they are, who would
not think twice before buy-
ing a Ukrainian-built Volga

trial collapse of the 1990s
has left it with a large surplus
of carbon emissions to sell to
developed countries. We very
much hope that the money
the state receives from these
credits — worth over EUR2
billion a year at current prices
for CO2 permits — will be
ploughed back into modern-
izing the energy sector. And
whatever one may think of the
EU’s policy for biofuel pro-
duction, Ukraine is one of few
countries with massive surplus
agricultural potential where
that can be realized without
threatening either rainforests
or the traditional way of life
of indigenous peoples.

As a net importer of energy,
Ukraine faces the same eter-
nal balancing act as the EU
in needing energy supplies
that are secure, economic and
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