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Ukraine, together with 
the rest of the world, is 
facing an economic crisis. 
The financial situation, 
however, carries only part 
of the blame for Ukraine’s 
current problems. 

Generally speaking, an eco-
nomic crisis like the one at 
hand possesses some com-
mon main features. At first, 
it involves a drop in the 
production volume of main 
Ukrainian industry branches. 
The Ukrainian economy is 
young, open to the surround-
ing world and greatly oriented 
towards export with the met-
allurgy, chemical and machine 
building industry as the main 
export players. 

With the (free) fall of the 
world economy, the drop of 
demand and the price reduc-
tions, the volume of Ukraini-
an heavy and chemical indus-
try production has decreased 
substantially. However these 
areas of production are of 
national importance and the 
government is now taking 
measures to support them.

Over-consumption 
and “bank run”
Another problem for is the 
current over-consumption, 
which is often incorrectly 
linked to the crisis in the 
banking system. In fact, the 

over-consumption crisis has 
been manifesting itself over 
a long period of time; Ukrai-
nian prices for land and real 
estate are irrationally high and 
exceed the market prices of 
the European countries by far. 
The Ukrainian consumer has 
had no choice but to deal with 
the high prices in terms of us-
ing numerous bank credits. 

Now, due to the worldwide 
economic crisis, most debtors 
have become insolvent. The 
population, frightened by the 
economic crisis, has started an 
actual “bank run” (withdraw-
ing all money from their ac-
counts). 

As a result, the National Bank 
of Ukraine has banned any 
withdrawals from time bound 
deposits, and the banks are 
currently attracting money 
from clients in return for high 
deposit rates (15-21% UAH, 
13% USD, 12% EUR). By do-
ing so, the banks seem to be 
restoring their credibility at 
the moment.

The effect on 
real estate
According to the analysts the 
situation with real estate may 
have several possible out-
comes. The points of view are 
diverse, but they all tend to 
agree on one specific point: 
the development of the real 
estate market will slow down 
due to the low possibility of 
a sudden boost of finances to 

the construction companies. 

Also, there seem to be some 
agreement among analysts 
that projects in commercial 
and office real property are 
the most popular as their 
profitability is estimated to 
25-30 %. 

Experts also argue that the 
construction of new hotels 
will slow down since the prof-
itability in the branch is only 
12-15 %, whereas the normal 
average load is 60 %. The ho-
tels will not become profitable 
before seven to ten years after 
the opening and this makes 
them risky investment object 
for the time being. 

A decreasing demand for 
housing real estate has caused 
price reductions, which - ac-
cording to experts – are as 
high as 20 % in some regions 
of Ukraine. For now, it is hard 
to make any precise forecasts 
and the majority of analysts 
do not dare to make any con-
clusions. Nevertheless, it is 
obvious that a considerable 
number of people, who have 
bought their apartments us-
ing a bank credit, will not be 
able to pay off a mortgage. In-
evitably, these people will be 
forced to sell their apartments 
to pay off the credits.

Stocks and wages 
Ukraine’s stock-exchange 
market has also taken a hit - 
stocks have dramatically lost 

about 60 % of their value. The 
damaged is confined however, 
since the stock-market in Kyiv 
is young, and only 10 % of 
all Ukrainian companies sell 
their shares on it. 

Related hereto, one can ob-
serve a reduction in staff 
numbers and wages in almost 
all branches, with the most 
dramatic cut backs being seen 
among bankers and workers 
in the heavy metallurgy and 
the construction sectors.

IMF grant and the 
way forward
According to almost all ex-
perts, the Ukrainian eco-
nomic crisis will last at least 
1-1.5 years. The duration, 
however, is dependent upon 
the effectiveness and tim-
ing of measures taken by 
Ukraine’s state bodies in the 
months to come.
Good news is that on No-
vember 6th the IMF has ap-
proved to grant Ukraine a 

credit of 16.4 billions USD. 
The Ukrainian state authori-
ties will use this grant to de-
crease the impact of the eco-
nomic crisis and to secure the 
banking sector and the main 
industrial capabilities.

Keep yourself updated: sub-
scribe to MAFCON’s news-
letter - click here. 
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The financial crisis surely 
comes as bad news for the 
Ukrainian suppliers of raw 
materials and some employ-
ees. But on the other hand 
it brings new opportunities 
for Western European com-
panies, who have to cut their 
costs. 

As the financial crisis kicks in, 
cutting cost will be the most 
important objective for many 
companies. This increases the 
interest in low cost produc-
tion, and hence the interest in 
Ukraine. 

Cut costs and reap the profits
In Ukraine efficiency and qual-
ity equals the efficiency and 
quality in Western Europe, but 
as a general rule of thumb total 
production costs are only 1/3 
of production costs in Western 
Europe. As illustrated on the 

right hand side, this is only be-
cause of the much lower labour 
costs.

Thus, while many compa-
nies with a Western-based 
production will struggle to 
make a profit in coming years, 
Ukraine-based companies pro-
ducing the same quantity and 
selling its products at the same 
price will be very competi-
tive. Surely, the company in 
Ukraine will incur additional 
logistic/transport costs, and 
perhaps some extra manage-
ment costs, but all these are by 
far offset by the much lower 
salaries paid.

Brain sourcing
Not only the blue-collar sala-
ries are lower in Ukraine - so 
are the salaries of well-educat-
ed workers, such as IT-pro-
grammers. These people are at 
least as skilled as their Western 
European or Asian colleagues. 
Furthermore, some oblasts 
emphasize close ties with col-

leges and universities in order 
to attract businesses. Lviv in 
Western Ukraine is one such 
oblast.

Lviv is a target
Lviv hosts two universities, 
from which more than 1,000 
students gratuated in 2007, 
and at least another 15 scien-
tific institutions. A long term 
presence of Western companies 
in the region has resulted in a 
substantial transfer of know-
how to local companies, and 
Lviv is eager to learn more. But 
barriers exist. In the business 
community, the Ukrainians 
will worry about the increas-
ing competition; the scientific 
institutions will be concerned 
about reimbursement for their 
services; and the universities 
will have to redefine their fu-
ture role. 

Promising partnerships
To overcome these barriers, 
the Lviv Oblast and the pri-
vate business consultancy of 

Mafcon - a “one stop shop” for 
establishment and investment 
in Ukraine – are considering 
to join forces. Together, and in 
corporation with the scientific 
institutions, they will coordi-
nate the region’s know-how 
and make things simpler for 
potential investors by extend-
ing the “one stop shop” prin-
ciple.  Potential investors will 
be offered a free consultation 
in order to determine their 
requirements, and based upon 
Mafcon creating an individual 
guide, including sector specific 
data, information on relevant 
institutions and universities 
etc. Furthermore, the investors 
can ask a qualified advisor to 
assist them in the process on a 
paid-for basis.

The tide is changing and Lviv 
is well prepared for the next 
wave. And you better believe 
that it will come - right now!

Calculate your cost saving po-
tential by clicking here.

Ukraine takes on the international financial crisis
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