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• Standard & Poor’s downgraded Ukraine’s sovereign 
ratings on June 12, citing authorities' lack of 
counteractive policies to bridle inflation 

• The National Bank’s June 6 inflation report, quickening 
GDP growth (+6.4% yoy in 5M08) and the government's 
2008 macro forecast revisions two days ago (CPI to 
15.3%, PPI to 24.6%) suggest that concerns of 
overheating have legs 

• On the flipside, CPI growth slowed to 1.3% mom in May 
from 3.1% mom in April and PPI to 3.7% mom vs. 6.6% 
a month ago. We see inflationary pressure abating 
through year and keep our 2008 forecasts of 21.0% for 
CPI and 33.0% for PPI 

 
S&P downgrades Ukraine on inflation concerns 
Yesterday Standard & Poor’s, in its announcement downgrading 
Ukraine's sovereign ratings, singled out “the failure of Ukrainian 
authorities to put into place adequate policy measures to counter 
rising inflation in Ukraine's overheating economy.” Ukraine's 
long-term foreign currency rating was lowered from BB- to B+, 
the long-term local currency rating from BB to BB-. 
 
NBU issues inflation report 
A week earlier, the National Bank of Ukraine issued its first-ever 
special “inflation report." The report's language leaves no room 
for questions, saying that GDP growth was 1.7% above its 
sustainable level in 1Q08. As of May, real GDP growth was 6.4% 
yoy this year, accelerating for the fourth consecutive month. The 
NBU also argued that there is a probability inflation unfolds 
further, as Ukraine's narrow core inflation* sped up from 3.7% 
yoy in December 2007 to 6.2% yoy in April 2008. The report also 
noted that businesses' inflationary expectations are on the rise: 
in 1Q08, enterprises expected consumer prices to rise 15.6% in 
the next 12 months, vs. 11.1% in 1Q07.  
 
Government raises its inflation forecast 
As early as March, CPI, at 9.7% YTD, beat the government's full-
year projection of 9.6%. Just this week, on June 11, the Cabinet 
of Ministers lifted its forecast for 2008 CPI to 15.3%, and PPI 
from 19.2% to 24.6%, in addition to scheduling amendments to 
the state budget for June 17 (government forecasts are the basis 
for state budget projections).  
 
Our view... 
See next page 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
* The NBU calculates "broad core inflation" (excluding commodities and items with low 
level of processing) and "narrow core inflation" (excluding food and energy prices).
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Business cycle indicators 
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Source: State Statistics Committee 
 
Key macroeconomic indicators 

2007 2008E 2009F
Real Economy
GDP real growth, % yoy 7.6 6.8 6.5
Nominal GDP, USD bln 141.2 194.0 239.3
Industrial output growth, % yoy 10.2 8.7 7.5
CPI (eop), % yoy 16.6 21.0 15.0
PPI (eop), % yoy 23.2 33.0 18.0

Retail trade growth, % 28.8 25.5 25.0
Banking assets growth, % 76.0 50.0 45.0
Construction growth,% 15.8 20.0 25.0

External Sector
Trade balance, % GDP -5.6 -5.5 -5.8
Current account balance, % GDP -4.2 -4.5 -5.3
Net FDI, USD bln 9.2 10.4 13.5
NBU reserves, USD bln 32.5 38.7 37.5

Monetary & Fiscal Policy
Money supply, % yoy 51.7 25.0 40.0
UAH/USD (eop) 5.05 4.95 4.90
Consolidated budget, % GDP -1.1 -1.0 -0.5  
Source: State Statistics Committee, National Bank of Ukraine, 
Concorde Capital estimates 

 
Prices for core commodities, as of Jun 13 

Current %, YTD %, yoy

Gas imports, USD/tcm 179.5 0% 38%
Crude oil (URALS), USD/bbl 130.0 41% 94%
Winter wheat, USD/mt, FOB** 292.0 14% 44%
Semi-finished steel, USD/mt, FOB** 945.0 74% 77%
**Black Sea ports  
Source: Bloomberg   

F
L
A

S
H

 N
O

T
E
                   F

L
A

S
H

 N
O

T
E
                   F

L
A

S
H

 N
O

T
E

 



 
Inflation Woes. Real problem or temporary trouble?   June 13, 2008 

 

 
 
 

2 

 

CONCORDE CAPITAL 

CPI and food prices  
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Source: State Statistics Committee 

 

Our view 
The government's revised forecasts look unrealistic, and we 
believe could be overly optimistic for political reasons. Consumer 
inflation reached 14.6% YTD (+31.1% yoy) in May, close to the 
government’s full-year forecast of 15.3%. The same holds true 
for PPI, which hit 24.2% YTD (+39.4% yoy) in May. 
 
Nevertheless, we believe inflationary pressure will ease in the 
second half of the year, and retain our forecasts unchanged: CPI 
of 21.0% yoy and PPI of 33.0% yoy in 2008. We contend that 
domestic food prices will stop their upward trend this summer 
and may even deflate slightly, on the back of an expected 
plentiful harvest. 
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Disclaimer  
 
THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR 
INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, 
INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT. 
 
THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. 
THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS 
CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.  
 
CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED 
TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A 
MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES PRINCIPALLY RESPONSIBLE 
FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, 
STOCK PICKING, COMPETITIVE FACTORS, FIRM REVENUES AND INVESTMENT BANKING REVENUES. 
 
PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL 
INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK. 
 
DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE 
DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE AND DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY 
OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE WITHOUT NOTICE. 
REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.  
 
NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. 
PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED 
NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.  
 
THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL 
SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND 
MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA. 
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