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Declining of business activity of global consumefsnetallurgy products is considered
in the article, also it describes the negative ltesaf metallurgy industry of Ukraine. There
were defined the problems of management in theitond of production decline in MMC
and the appearance of crisis situation on the megg market.

1. INTRODUCTION

Apparently metallurgy, one of the main branchestid Ukrainian economy, is
gradually recovering from the crisis. It can bevaw by the fact that the prices have
stabilized. For example, in November steel sheatsewvorth USD 400-420 per tone,
rebar and rolled products USD 320-340 per tonéAugust-October the market was off
and the prices were declining, sometimes by USBG@er week. However, nowadays
we may conclude that the metal sector can grolwersecond quarter of 2009 [10].

Metallurgy, that is steel works, metal works andnp$, was the first Ukrainian branch
of the economy influenced by the global financiasis. The majority of the steelmakers
traditionally deliver the lion’s share of the praea metal abroad, as the domestic market
is not capable of consuming the full volumes ofpotit The technical facilities of
Ukrainian plants surpass domestic consuming capaitd it also should be mentioned
that the principal buyers of Ukrainian metallurdgipaoduction are metal traders, which
since August have stopped purchasing Ukrainian dtgeto the prices (USD 1000-1200
per tone) and recession of demand of the ultimatets. So August was the start of the
dead season of the branch.

Traders accumulated tones of steel in stock angseelfto buy Ukrainian products at
the existent price, while producers refused to cedthe prices due to high net cost.
Consequently, companies with big storage facilitiad an advantage; they were able to
not have to halt the production (so they won't fdue complicated technological problem
of its renewal.) For example, up to November Metgtvproduced slabs, square billet and
rolled steel in almost the same amount as befoge“¢hisis.” But, at the same time,
Zaporizhstal, Alchevsk and llyich had to shut paft their production facilities in
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September-November. However, in November, Metine¢ést had to reduce volumes of
output: there was already no place where the ptamucould be stocked. Yenakiyevo
Steel & Iron Works has reduced metal release bye28ent, Azovstal Steel & Iron Works
by 47 percent. Makeyevka metallurgical plant astdpped producing pig-iron.

Orders for the Ukrainian steel production beganappear in the first decade of
November, 2008. Small Ukrainian building comparsested buying small lots of rebar.
In November some plants offered buyers a discol@®16 percent). And by the end of
November, traders which work in the markets of Nwar East and Asia have also
increased their business activity.

The occurrence of buyers may be explained by thetfeat the prices of Ukrainian
steel have been reduced a great extent. In Novethbesteel price stabilized at the USD
350-420 level due to the lowering of net costs.ti#t time, traders from the Eastern
countries fill up their stocks at the expense afagher Ukrainian rolled products, thereby
allowing our steelmakers to load capacities in tomditions of global recession in
demand [12].

It can’t be omitted that prices on the freight nerkave also changed greatly (lowered
by USD 30-50, they are now at prices of approxityatsSD 40 per tone), which helps to
activate purchases made by foreign traders. In eoisgn with China, Ukraine has an
advantage in the metals sector. The Chinese pdalfcprotectionism has resulted in
a backlash of making the prices on the domesticketaioo high for the majority of
consumers. Moreover, a lot of small Chinese steetlycers substantially reduced the
level of their output. In such conditions, Ukraimas a good chance to fill undersaturated
Chinese steel markets.

There is no exact data about the volumes of thiedgbroducts which have been
already exported to China during the last montht. &ill Ukraine may construe the very
fact of exporting steel to China as a positive amtias in 2007, for example, there was
nothing exported at all. Ukrainian metallurgy hast neached the lowest point yet. In
November, steel output was 14 percent lower whenpesed with the October rate, to
1.6 million tones.

In December-January steel production, most likelyi, fall to 1.4 million tones per
month as a result of traditional winter decreaskusiness activity. But in February 2009
production could increase to 1.6 million tones, &mwan April up to the end of the year
the possible growth of volumes of output have bestimated at 1.7-2 million tones per
month. The activation of sale is expected due W bailding projects in the Near East
and North Africa in the second quarter of 2009 [11]

The management of large industrial complexes basedcentralization is also
inflexible, centralized resources allocation untter command-administrative system. In
general, such enterprises are non-competitiveamthrket system. That's why among the
modern conditions within the reforms, implementedransitive economy, the processes
of transformation of such industrial giants througteating the system of small and
medium business and also the systems of regiomal &ipport acquire great actuality.
Such projects have special actuality for Left-batkraine with more than 50% industrial
production of the country. The latest American jmailons note that many mega-
corporations, created by means of fusion, haveosgrproblems. This confirms the
necessity of examination and implantation of indaktransformation methods and forms
based on West experience and standards.
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There are great quality of publications, dedicatedenterprises transformations,
creating and work of small and medium business;tfaning of enterprises alliances.

Several recent papers have argued that organiaatifitrms, mechanisms and
procedures of enterprise transformation, is operguestion and far from clear and
complete. The interrelations between organizatibbhusiness and value of development
economies and a firms within them is of increasimgortance of as emerging markets
around the world look to the developed markets ésidk how to set up their own
economic and business - system , working in comlitiof high uncertain market degree.

2.RESULTS

The national economic system is integrated into weld economy closely
enough to be involved in the global processes.érbded macro-stability of international
markets could not but impact internal developméntdkraine [10, 12] — Figs. 1, 2, 3.

Comparative analysis of export of unprecious metals from
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Comparative analysis of export and import
from 2000 to 2007 years
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Fig. 3. Comparative analysis of export and impiooim 2005 to 2007 years

The global financial crisis of 2007-2008, as anlyeof has been unfolding in several
waves. We have survived the first two without ligdes, although not without mistakes.
The first wave rose in 2007, when stock indicethefworld’s leading banks and financial
institutions went down. Under the circumstancesk dapital looking for stable yet high-
profitability markets moved from developed to enieggmarkets, which continued to
show high growth rates and profitability. Accorditg financial experts, the risk to
profitability ratio in those emerging markets wagsrlfy attractive. As a result, stock
markets in respective countries grew in 2007, Cleind Ukraine being leaders of such
growth. The inflow of credits was also substantiial2007, Ukrainian economy borrowed
USD 24.3 hillion in middle- and long-term credits.

The second wave started in early 2008, when theioggfall in the world stock
markets re-directed cash flows from one class aktasto another, in particular to
commodities and energy resources. These assetsmbecaore marketable, and
commodity prices soared up. In January-July, aweragtal prices in eight regions of the
world rose by 81%; “Brent” oil price rose by 32%y Bhe time first favorable forecasts
appeared as to the global gross grain harvest /2009 marketing year, wheat prices
(USA, FOB) for 2007/2008 marketing year had growr7B%, on average.

Ukraine’s economy responded to the above challemgdbe following way. The
overall inflationary background intensified. Inflatary spiral, set spinning in 2007, has
been in motion in 2008. Political instability affed economy. Over the first eight months
of 2008, industrial manufacturers’ prices grew /536, especially in such sectors as
mining of mineral resources (except for fuel-ané+gy ones) by 70.4%; metallurgy and
metal works by 68.1%, coke production by 64.3%; tralchemical industry by 55.9%.
All of these sectors are oriented towards foreigarkats or towards servicing export-
oriented production.
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The convergence factor (resulting from opennegh@fUkrainian economy to global
trends, e.g. to the 2008 consumer price rise intnoosintries of the world) also
accelerated inflation processes in the domesticswmer markets. In September CPI
amounted to 101.1% (in January-September it amdunt&16.1%), but it was much less
than in 2006 and 2007, when it grew by 2.0% anéo212spectively. So in general, in Q3
Ukraine had the lowest rate of price rise in th&t f@ur years — as low as 0.5%. The
overall inflation was driven, first and foremosy, fising prices (tariffs) for services [11].

The second wave of the global financial crisesodktipples in the Ukrainian stock
market. The PFTS index lost 43.5% in the first sewenths of 2008, primarily due to the
withdrawal of some foreign investors (the so-caljebers”) from Ukrainian, as well as
from the global, markets and to political instaliln Ukraine.

The third wave of the global financial crisis isimg on right now. It has already
caused a series of bankruptcies of the world'siteafinancial companies and financial
crisis rollover to the real economy sector, dropdamand on global markets and, as
a result, plummeting commodity prices and stagnatibleading economies. In August-
September, average metal prices in eight regiotiseofvorld fell by 18.3%, and oil prices
fell by 26.5% (Fig. 4).

The Ukrainian economy has not yet felt the conseges of the third wave in full. At
this juncture, it is hard to estimate their seyeaihd duration, but some impact has been
obvious [11].
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Fig. 4. Waves of global financial crisis

Thus, in August, for the first time since Octob®&02, industrial production decreased
by 0.5% , in particular in metallurgy — by 8.6%ethhemical industry — by 9.1%, and
coke production and oil refining — by 4.9% (Fig- 5)

In other words, a set of external shocks, coupl& the export-oriented companies’
strategy geared towards searching out niches eigormarkets while underestimating
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domestic ones, slowed growth, which, in the filghemonths of 2008, was as low as 2%
in metallurgy and 3.5% in the chemical industrygbmeral, rates of industrial production
growth fell to 6.3% in the first eight months of @8 Devaluation processes became
manifest in the currency market, and in Septembezidn currency reserves reduced by
USD 0.6 billion. Negative inflation expectationsntdbuted to the overall turmoil.
A negative balance of sale/purchase of cash foreigrency by the population amounted
to USD 1,321 million.

Decline of production in August 2008

metallurgy chemical industry coke production and oil
refining

Fig. 5. Decline of production in August 2008

The third wave of global financial crisis forcedvgonments in the world’s largest
economies to revise their policy wisvis financial markets. In particular, the govermise
of the USA, the UK, Germany, Russia, the Benelwatest and other countries decided to
support some of the troubled financial institutiohsvestors expect the government of
Ukraine to take similar measures. However, theedsiwf mortgage and financial crises in
the USA and other developed economies and thosarfgrpotential negative tendencies
in Ukraine’s economy are different.

In order to find solutions allowing for mitigatiast the influence of the global crisis
on the Ukrainian economy, we should analyze thet dilasdy channels of this influence.
As matters stand, the channel relating to glotmadkstnarkets is not the most powerful and
painful for Ukraine’s economy. Of course, it pugstain pressure on the currency market
as the risk (speculative) capital flows out, buwili hardly affect the development of the
real economy sector in Ukraine. For one thing, tganized stock market is
underdeveloped — only 4.66% of all transactionse takace on it. For another thing,
foreign investors and other sources of fundingluidiog stock market funds, account for
as little as 5-7% of all investments. There areeptthannels of influence, more deeply-
felt by the Ukrainian economy.

The first channel is foreign trade. Widespread rfmal problems have already
undermined demand in the international markets.eRgon in the world’s leading
economies will be accompanied by the decreasingsiment demand and poorer
dynamics of construction. This, in turn, will camiie to drive down prices for metallurgy
and machine building products.
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Since the Ukrainian economy is highly dependenerports making up more than
47% of the country’s GDP, the above trends in tloba markets will be harmful for the
development of export-oriented sectors, with subeat] repercussions on industries
relying on exports directly and indirectly.

The second channel is the banking system. The agioet of foreign capital into
Ukraine’s financial institutions is considerabléneTfinancial sector is one of the national
leaders in attracting foreign direct investmen@%lof total accumulated foreign capital).
The share of foreign capital in the banking seatopunts to 37.2% of total capital, which
exceeds the threshold of economic security estaddligt 30%; in the insurance sector it
approaches the threshold value, currently constgu8.1% [10, 11].

Given the large share of transnational financiaboaations on the Ukrainian banking
sector, the global financial crisis could have adirect adverse impact if mother
companies suffer great losses or have liquidity|enms.

In this context, it is noteworthy that investmertsd development of Ukrainian
manufacturing companies hinge more on lending tbanthe stock market: 16% of
investments in fixed assets are funded from lod@hs. most credit-dependent sectors are
agriculture, construction, processing industrias|uding the chemical and petrochemical
industry, the food industry, coke production and&fining.

The third channel of influence is debt. In June &0@ross foreign debt made up
59.9% of GDP at USD 100.06 billion. Almost 85% bfst debt was that of the private
sector. According to IMF data, the maximum limit fofeign debt for low and middle
income countries is set at 49.7% of GDP; once lthii is exceeded, the probability of
financial crisis increases to 70%.

Deteriorating liquidity in global financial marketsould slow up lending to the
Ukrainian economy. As a result, Ukrainian borrowen have difficulty refinancing
their credit liabilities in external markets.

Furthermore, the share of short-term capital irifpr debt is large (28.2% as of late
June 2008). Over the first six months of 2008, thgo of short-term foreign debt
coverage with reserves fell by 15% to 1.258. Tlapital, in the event of its sudden
outflow could contribute to destabilization of thational currency exchange rate.

In order to prevent dramatic devaluation, the NaidBank of Ukraine will have to
sell hard currency from its reserves. And yet, iit be a difficult task to achieve. Under
the circumstances, GDP growth could slow down t6-3%, CPI will go beyond
20% [11].

It is not about mere situation modeling, other d¢isirbeing equal. Nor is it about
analyzing scenarios based on the “what if’ prineigbince the 1998 crisis, the national
economy has become much more integrated into atiemal financial markets; its
structure and development characteristics have gathisignificantly. Today economic
growth is determined by domestic potential, rattiean external factors. Households’
consumer demand is growing rapidly, together withestments in renovation of fixed
assets and introduction of modern technologies.aldkr has become an international
market player. In light of the escalating globahaficial crisis, the government and
National Bank have taken a number of measures altp¥or the reduction of the risk of
its profound destructive influence. They includgackage of anti-inflation initiatives,
steps to enhance banking sector stability and toimize the impact of the global
financial crisis on Ukraine’s economy. In early 80Qhe National Bank passed a
resolution toughening requirements to calculatimg banks’ regulatory capital adequacy
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(long-term asset transactions with time of floatatexceeding the time of funding should
be additionally risk adjusted at 50% rate and sp which enabled banks to adjust and
improve their position.

The Government and National Bank of Ukraine conbtamonitors the inflationary
developments because of their significant socigcgd. And in July the Government had
managed achieve negative price development.

However, as | had mentioned above, in August, @rashange in trends of
development had taken place.

New statistical data, published during that perisioke for the fact that economic
situation in a number of European countries, ad alin the USA, had been affected
adversely.

GDP had grown less considerably in Estonia (by%),8ltaly (by -0.3%), Ireland
(by -0.5), Germany (by -0.5%), France and Lithuaflig -0.5%) (Il quarter, 2008, to
| quarter, 2008).

In July to August, in some countries of EU-27 daseein construction industry output
had been observed. In particular, in August asmsgjdiuly such a decrease had made: in
Bulgaria (-4.7%), Czech Republic (-0.4%), Franc@.1%), the Netherlands (-1.7%),
Poland (-1.8%), Portugal (-6.6), Slovenia (-4.99h).general, as for EU-27, seasonally
adjusted decrease in August as against July had ra2i6.

Against the background of drop in output, the peoblof unemployment had become
strained, as well. Generally, in August, 2008, itJ-F5 countries, the level of
unemployment had grown by 7%, as against 6.9%,uig. Jn Estonia the level of
unemployment had made 11.3%, in France — 8.0%lova&ia — 9.9% and in Hungary —
7.9%. Even now the anchor companies of the worldgaged in construction,
metallurgical, chemical and other industries, predmployment layoffs [12].

As a result of recession processes that had affebie world markets the slump of
prices had begun in the markets of raw materia@mdovery important for less developed
countries, including Ukraine.

In August to September, 2008, the average pricaatél in 8 regions of the world had
grown less by 18.3%, while the price of oil hadrdesed by 26.5%.

Ukraine has just entered those processes, duratidrintensity of which is hardly to
be estimated, at present. So what had happened?

In August to September, 2008, for the first timacsi October, 2002, cut-back in
industrial production as against relevant month)720s observed. The most dramatic
drop in production is observed in export-orientedtsrs of economy.

For example, in September, 2008, as against Septer®07, the volume of drop in
metallurgical industry production had made 17%, levhthat of chemical and
petrochemical industries had made 2.1%. Cut-bagkaduction of those industries had
entailed a drop in production of coke and petroledenivatives — by 22.3%, mining
operations (except for those relating to fuel aodigr resources extraction) — by 2.3%. In
general, industrial output had grown less by 4.5%.

In other words, as a result of implementation & #trategies, focused on preferred
search for niches in the foreign market and undienaion of domestic market capacity,
low-diversified export-oriented sectors of econoang affected, at present, by a number
of foreign challenges resulting in production catk.

According to the results of 9 months, 2008, aftetatiurgical industry output growth,
the volume of drop in its production had made 0.03¢hile the volume of chemical
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industry production had grown less by 0.5%. In geheaccording to the results of
9 months, 2008, the rates of industrial output gholsad gone down to 5.1%.
In addition, for the purposes of objectivity, itaathd be noted that food-processing
industry, focused on domestic market, had beenradieaffected this year, as well.
Industrial output of this sector of economy growss each month during last quarter,
entailing considerable deceleration of cumulatia¢es of development: in January to
September, 2008, food-processing industry outpdtgnawn by 3.3% (as against 4.4% in
January to August, and 5.5% in January to July).
Furthermore, this year, owing to extremely highcesi in the world markets, our
exporters had realized a large volume of profit.metallurgical industry, the volume
of profit had grown by 36.3%, while the profit, liead by chemical and petrochemical
industries, had increased in 2.7 times. MoreoVerse industries are able to finance their
capital outlays at their own expense. In other wptheir investment/profit ratio is far less
than one. Of course, drop in demand and decregsécis in the world markets will have
an adverse effect on financial position of the grtses. According to estimates of the
Ministry of Economic Affairs, if August-to-Septembdrends of metallurgical and
chemical industry development last to the end efyibar:
¢ metallurgical industry will lose UAH 7 to 8 billioduring the next 4 months, and,
following the results of the year, the level of geofitability growth will make
14.5%, as against 36%, observed in January to Aug088,

¢ chemical industry will lose UAH 1.7 to 2.3 billioand, following the results of the
year, the level of its profitability growth will nka 90%, as against 170%, observed
in January to August, 2008.

3. CONCLUSOON

For the purpose of minimization of adverse effeatehe world financial crisis on
Ukraine we need:

First of all, expedient to revise state budgets2@d8 to 2009, increase the volume of
state capital expenditures and expand domesticiment demand, as well as the demand
for constructional services and goods, being noteimand in the foreign markets (such as
metal products).

What is meant here is increase in volume of buégpenses for the construction of
already planned state-financed infrastructural lif\es and acquisition of affordable
housing by making use of tender procedures, togetlith minimization of prices for
housing and, at the same time, completion of hatfstructed facilities.

As a result of abovementioned arrangements, thpuowf building industry will
grow, metallurgical sector will be focused on dotitemarket and the number of half-
constructed facilities will grow less.

The second of all, stock market stabilization. Néedexpedient to expand stock
market instruments, and, at the same time, tigbtenrol over professional stock market
participants, in order to prevent market fragmeéataand manipulation of prices.

It is practical to formulate minimum criteria wittegard to volume of trade in
securities and gross amount of authorized caitalet applied to trade institutors, which
will provide grounds for the licensing of tradetiigtion activities.

The third major direction is minimization of adversocial effects and attainment of
consensus between social actors.
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We need to consultations with social actors remtesiges with regard to introduction
of coordinated arrangements, focused on prevemtfamemployment growth, observed
in other countries of the world.
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MUPOBOM ®UHAHCOBBII KPU3UC U MEHEI)KMEHT
B METAJUIOIIPOAYKINN YKPAUHBI

AuHOTALUS

PaccmaTpuBaeTcst CHI)KEHHME JEJIOBOM AaKTHBHOCTM MHPOBBIX IOTpeOuTeneld Meramno-
NPOJYKIMH, U UX HETATHBHOE OTPAXKEHHUE B MOKA3aTeIAX PaboThl METAIUTYPTHUECKUX MPEATPUITHI
VYkpauHsl, 3alaudl MEHEPKMEHTa IPU CHIDKEHWH TPOU3BOACTBA IMPOIYKIMU B TOPHOMETAILTYp-
THYECKOM KOMIUIEKCE ¥ BOSHUKHOBEHUU KPH3UCHOM CUTYallMM Ha PhIHKE METAJIa B LIEJIOM.

KnroueBbie cioBa: MupoBoil (HMHAHCOBBIII KpHU3HUC, YIpaBiIeHHE, CPAaBHUTENBHBIM aHAIH3,
METaJLLyprusl, SKCIOPT, UMIIOPT, LEHbL

GLOBALNY KRYZYSFINANSOWY A MANAGEMENT W HUTNICTWIE UKRAINY
Streszczenie

Rozpatrzono obaenie aktywnéci biznesowegwiatowych nabywcow produkcji hutnictwa oraz
negatywne odzwierciedlenie tych procesow we wskach przedsbiorstw hutniczych Ukrainy.
Okreslono zadania managementu w warunkach zmniejszergdufcji w hutniczo-gérniczym
przemyle i powstania sytuacji kryzysowej na tym rynku.

Ztozono w redakcji w czerwcu 2009 r.



