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Liquidity continues to decline 2 0

Banking sector liquidity fell UAH2.12bn to UAH104.30bn yesterday as banks’

correspondent accounts with the NBU declined UAHO0.81bn to UAH39.88bn 2re0

and total CDs outstanding were down UAH1.31bn to UAH64.42bn last Friday. 274

Non-monetary operations caused fund outflows of UAH2.53bn, which were 220

partially offset by other NBU monetary operations. 27.00

Primary auction today 2 EZZZ . . . .
At today’s auction, the MoF will offer only two bonds with redemption this 10-Jan 9-Feb 11-Mar 10-Apr

September and next February. These bonds, with 6-month and 12-month  Source: Bloomberg.

maturities, are the basic tenors in the auction schedule for 2Q17, and will be
Selected indicators of the financial markets
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Last Daily YTD
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offered each auction. The 6-month bonds were sold many auctions ago, while

thel2-month bonds were sold last week at 14.90%.

Foreign exchange markets .....cccccieimimiissmsismsssssss s s nnsnsnnene 3

DOMESTIC LIQUIDITY
. . . - NBU key policy rate (%) 14.00 +0bp +0bp
Appendix #1: Domestic liquidity...ccccecimemmemsmsmmemsmsmmsmsmsnsnsnannens 4 Overnight rate (interbank) PXl  -80bp -+200bp
Banks reserves (UAHmM) 39,885 -200 -19.80

Deposit certificates™ (UAHM) 73,670 IEESERES B3(0)

FOREIGN EXCHANGE MARKET

UAH per US dollar 26.8800
Total trade volume (US$m) 149.23
UAH index PCl-based 102.380
UAH index PPI-based 161.929

UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 6200p

GLOBAL FINANCIAL MARKET INDICATORS

+0bp

S&P 500 2,357.16
MSCI EM 958.00
US dollar index (DXY) 101.020
EUR /USD 1.0596
Crude oil WTI (US$/bbl) 53.08
Crude oil BRENT (US$/bbl) 55.98
CRB, commodities index 187.63
Gold (US$/ounce) 1,254.70

Notes: * NBU's short-term bonds.
Source: Bloomberg, ICU.

READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION
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11 April 2017 Daily Insight Primary auction today

Liquidity continues to decline

Banking sector liquidity fell UAH2.12bn to UAH104.30bn yesterday as banks’
correspondent accounts with the NBU declined UAHO0.81bn to UAH39.88bn
and total CDs outstanding were down UAH1.31bn to UAH64.42bn last
Friday. Non-monetary operations caused fund outflows of UAH2.53bn, which
were partially offset by other NBU monetary operations.

The Treasury collected UAH5.7bn into its accounts against slightly lower
expenditures, resulting in UA0.43bn of outflows. The main portion of outflows
was caused by a UAH2.11bn decline in cash.

Investment implications: Cash in banks has declined over the past
three days, being the main reason for the decline in liquidity. Last
Friday, the Treasury began paying VAT refunds again, albeit in small
amounts. When the new VAT refund mechanism comes into full effect,
inflows to liquidity could increase.

Taras Kotovych, Kyiv, (044) 220-0120 ext.724

Primary auction today

At today’s auction, the MoF will offer only two bonds with redemption this
September and next February. These bonds, with 6-month and 12-month
maturities, are the basic tenors in the auction schedule for 2Q17, and will be
offered each auction. The 6-month bonds were sold many auctions ago,
while the12-month bonds were sold last week at 14.90%.

While this auction, the last prior to the NBU's monetary committee meeting,
should collect large demand a key monetary rate cut has occurred in the
past, this time anticipations are different.

Investment implications: At previous auctions, the MoF routinely
satisfied the main portion of actual demand because a rate cut routinely
occurred. However, we do not expect large bids today as the market
does not expect a key rate cut. We expect bids be concentrated on 12-
month bonds and partially accepted at interest rates unchanged from
last week's 14.90%.

Taras Kotovych, Kyiv, (044) 220-0120 ext.724
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Interest rates in the banks' reserves market
(three months through 10 April 2017)
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Source: Bloomberg, ICU.

Key indicators (as of 10 April 2017)

Last Daily Weekly Monthly YTD
chg (%) chg (%) chg (%) chy (%)

BANKS’ RESERVES MARKET (%)
NBUrate'  14.00 +0bp +0bp +Obp  -+Obp

Overnight 1260
KYIV PRIME RATES (%)

Overnight NA NA O NA NA NA
1 week NA NA L NA O NA O NA
1 month NA NA O NA NA NA
2 months NA NA L NA O NA O NA
3 months NA NA O NA NA NA
DOMESTIC LIQUIDITY (UAH MILLION)

Reserves® 39,885 [EXVNREAL!

DepCerts® 73,670 [IREREINREKY)

Total AEEN 636 -11.40

BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)
NBU 381,089
Banks 285,477
Residents 23,099
Non-res” 5,407
Total 695,071
IMPLIED YIELDS OF THE UAH NDF MARKET (%)

3 months N/A N/A N/A N/A N/A
6 months N/A N/A N/A N/A N/A
9 months N/A N/A N/A N/A N/A
1 year N/A N/A N/A N/A N/A
UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr Gr(  +Obp -9bp  +5bp RN

Notes: [1] NBU's key policy rate; [2] stock of banks’
reserves held at NBU; [3] stock of NBU’s short-term bonds;
[4] non-residents.

Source: Bloomberg, ICU.
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Foreign exchange markets Key indicators (as of 10 kBiTHs 2017)

Last Daily Weekly Monthly YTD
chg (%) chg (%) chg (%) chg (%)

EXCHANGE RATES (PER US DOLLAR, EXCEPT EURO, POUND)

UAH 26.8800
usp' 101.020
EUR 1.0596
JPY 110.9400
GBP? 1.2415

CNY 6.9030
RUB 57.1718

Notes: [1] DXY, US dollar index; [2] British pound.
Source: Bloomberg, ICU.

Ukraine hryvnia UAH exchange rate
per US dollar at the interbank market
(three months through 10 April 2017)

Marketrate ™ NBU'sbid ™  NBU's offer

276
27.2252
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Notes: the chart provides labels for the average exchange
rate at last two NBU auctions (one on buying FX from the
market and one on selling it). Source: NBU, Bloomberg, ICU.

Ukraine hryvnia UAH exchange rate
per US dollar at the cash market
(three months through 10 April 2017)
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Source: NBU.

UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 10 April 2017)
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Readers may follow the ICU trade-weighted indices of the local-currency, 50
10-Jan 9-Feb 11-Mar 10-Apr

the hryvnia (UAH), on the ICU website. Notes: [1] "+" overvalued, "-" undervalued; [2] based on

the UAH'’s CPI- and PPI-based real TWIs. Source: ICU.


http://www.icu.ua/ru/research/currency-indices
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Appendix #1: Domestic liquidity

Chart 1. Banks reserves usages over last reporting date (UAHm)

43,000
-2,109
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+1,027
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o500 - B
Banks 0/Nloans ON Tendersof Tenders of Other Changein Operationsby  Other Banks
reserves (as certificates of liquidity certificates of monetary cash Treasury, operations*** reserves (as
of opening 7- deposit support deposit  operations* DIF* of closing 7-
Apr-17) Apr-17)

Chart 2. Banks reserves usages over last 90-day period (JAHm)

65,000 +19,631  -21,219

60,000
55,000 )
+13,619 1,258 2328
]
45,000 -1,908
38,730 +100 8 3088

Banks 0/Nloans O/N Tendersof Tenders of Other Changein Operationsby  Other Banks
reserves (as certificates of liquidity certificates of monetary cash Treasury, operations*** reserves (as
of opening deposit support deposit  operations* DIF* of closing 7-
10-Jan-17) Apr-17)

Notes: [1] data from the NBU's daily reporting https://bank.gov.ua/control/uk/publish/article?art id=38643651&cat id=40807142 ;
* operations repo, purchase and sale of government bonds, FX market interventions, stabilisation loans, FX swap agreements; ** DIF — deposit insurance fund;
*** interest payments on NBU's loans and on NBU's certificates of deposit, other operations. Source: NBU, ICU.

Chart 3. Stocks of NBU's monetary instruments and net position by banks versus NBU (UAHbn)

0.0 [ O/N loans

0.0 s Tender loans

0.0 Other loans (dues by
solvent banks)

0.0 —— Other loans (dues by
insolvent banks)

0.0 B O/N certificates of deposit

0.0 Tender certificates of
deposit

0.0 - T ) = Net position by banks vs.
NBU

Source: NBU, ICU.


https://bank.gov.ua/control/uk/publish/article?art_id=38643651&cat_id=40807142
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DISCLAIMER

This research publication has been prepared by Investment Capital Ukraine LLC solely for information purposes for its clients. It does not
constitute an investment advice or an offer or solicitation for the purchase of sale of any financial instrument. While reasonable care has
been taken to ensure that the information contained herein is not untrue or misleading at the time of publication, Investment Capital Ukraine
makes no representation that it is accurate or complete. The information contained herein is subject to change without notice. Copyright
and database rights protection exists in this report and it may not be reproduced, distributed or published by any person for any purpose
without the prior express consent of Investment Capital Ukraine LLC. All rights are reserved. Any investments referred to herein may
involve significant risk, are not necessarily available in all jurisdictions, may be illiquid and may not be suitable for all -
investors. The value of, or income from, any investments referred to herein may fluctuate and/or be affected by E E
changes in exchange rates. Past performance is not indicative of future results. Investors should make their own

investigations and investment decisions without relying on this report. Only investors with sufficient knowledge and

experience in financial matters to evaluate the merits and risks should consider an investment in any issuer or market EL
discussed herein and other persons should not take any action on the basis of this report.

Additional information is available upon request.
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