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Liquidity steady

Ukraine's hryvnia exchange rate per US dollar

Domestic liqUIidity cuuurmmmmnmmnmmmsmsssssssssssssnsnssnnsnnsnnsnnsnnsnnnnnnnnnnnn (three months through 19 July 2017)
Liquidity steady 2 o0
Despite Tuesday's the large VAT, total banking sector liquidity rose only 26.70
UAHO0.18bn, remaining below UAH100bn at UAH99.64bn yesterday, as a gggg
result of Treasury operations, a large refund, and lower regular expenditures. 26.40
The net impact of Treasury operations was UAH0.22bn, which offset outflows gggg
via cash, resulting in a net positive impact of non-monetary operations of 26.10
UAHO0.18bn. The NBU provided no funds via monetary operations. iggg
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Foreign exchange markets ......c.cccuimimimimnmnmsmsmsmsmsssnsnsnsnsnsnnnee 3
Source: Bloomberg.

USD falls to multi-month lows 3

The USD tested multi-month lows on Wednesday amid doubts over Trump’s  Selected indicators of the financial markets

ability to carry out reforms. After two more senators from the Republican Party ~ (three months through 19 July 2017)

refused to cancel Obamacare, Donald Trump's anticipated tax reform and Last Daily  YTD
chg (%) chg (%)

fiscal stimuli plans appear less likely. The DXY index plunged over 0.6% to

94.6 on Tuesday and remained slightly above this level on Wednesday. In a DOMESTIC.LIGU'D'TY
i NBU key policy rate (%) N/A
report released on Wednesday, the US Department of Commerce said that Overnight rate (interbank) VA
housing starts rose 8.3% MoM, beating the forecast of 5.8% MoM growth, but  Banks reserves (UAHM) 50,430 [EE0TES W)
the data did not have significant impact on the USD. As of 9.00 a.m. Thursday,  Deposit cerfificates” (UAHm) 38,812 [ASCYAREERTRE)
the DXY index was 94.89, up/down 0.1% to the same time on Wednesday. FOREIGN EXCHANGE MARKET
UAH per US dollar 25.9425
Appendix #1: Domestic liquidity....cccemsmmmmsmsnmnmsnsnsnsnsnnnnsnsnnnneaa @ Tt trade volume USSm) — 136.73
UAH index PCl-based 109.192
UAH index PPI-based 168.292

UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 585bp +0bp -68bp

GLOBAL FINANCIAL MARKET INDICATORS

S&P 500 PRYRERE +0.54 +10.50
MSCI EM RCORPE  +0.65 +22.95

US dollar index (DXY) 94.779
EUR /USD 1.1515
Crude oil WTI (US$/bbl) 4712
Crude oil BRENT (US$/bbl) 49.70
CRB, commodities index 178.66
Gold (US$/ounce) 1,241.21

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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Liquidity steady

Despite Tuesday's the large VAT, total banking sector liquidity rose only
UAHO0.18bn, remaining below UAH100bn at UAH99.64bn yesterday, as a
result of Treasury operations, a large refund, and lower regular expenditures.
The net impact of Treasury operations was UAHO0.22bn, which offset outflows
via cash, resulting in a net positive impact of non-monetary operations of
UAHO0.18bn. The NBU provided no funds via monetary operations.

There was an additional reallocation of funds to banks’ accounts. Banks’
correspondent accounts with the NBU rose UAH3.76bn to UAH50.43bn while
total CDs outstanding fell UAH3.57bn to UAH49.21bn. Banks mostly
decreased investments in 14-day and ON CDs.

Investment implications: Most likely, banks accumulated funds prior to
month-end tax payments, putting additional pressure on liquidity. The
Treasury could soften this pressure by increasing regular expenditures
and/or VAT refunds.

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

Interest rates in the banks' reserves market
(three months through 19 July 2017)
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Source: Bloomberg, ICU.

Key indicators (as of 19 July 2017)

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

BANKS’ RESERVES MARKET (%)

NBU rate” NA  NA  NA  NA  NA
ON rate NA  NA NA NA NA
ON$swap NA NA  NA  NA  NA
DOMESTIC LIQUIDITY (UAH MILLION)

SN WRN +8.05 +10.40

DepCerts® 38,812 [N YANYA:Y

Total ERPYP) 1027 -10.30

BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)

NBU 371,007

Banks 293,019

Residents 21,585

Non-res4 1

Total 685,612
IMPLIED YIELDS OF THE UAH NDF MARKET (%)
IENORR +-24bp  -24bp  +18bp
3 months QOASOR +-58bp  +2bp | -362bp
6 months PR +20p  -72bp  -62bp

1 month

1 year IAWAE 6bp -292bp -284bp
UKRAINE SOVEREIGN EUROBOND MARKET
+0bp +15bp =~ -68bp

CDS 5yr 585 R[]

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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USD falls to multi-month lows

The USD tested multi-month lows on Wednesday amid doubts over Trump’s
ability to carry out reforms. After two more senators from the Republican
Party refused to cancel Obamacare, Donald Trump's anticipated tax reform
and fiscal stimuli plans appear less likely. The DXY index plunged over 0.6%
to 94.6 on Tuesday and remained slightly above this level on Wednesday. In
a report released on Wednesday, the US Department of Commerce said that
housing starts rose 8.3% MoM, beating the forecast of 5.8% MoM growth,
but the data did not have significant impact on the USD. As of 9.00 a.m.
Thursday, the DXY index was 94.89, up/down 0.1% to the same time on
Wednesday.

On Tuesday, the euro hit a 14-month high of 1.158 EUR/USD, but reversed
on Wednesday. Market participants awaited the outcome of the ECB policy
meeting scheduled on Thursday. While interest rates are expected to remain
unchanged, fears are rising that the ECB could begin to reduce stimulus
measures. The common European currency decreased 0.3% to 1.151
EUR/USD on Wednesday.

The hryvnia fell slightly against the USD on Wednesday. The UAH closed
down 0.05% to 25.944 USD/UAH on trading volume of US$217.28m as it
sold for 25.96 USD/UAH versus 25.78 USD/UAH to buy in the Ukrainian
cash market. The hryvnia's CPl-based real trade-weighted index declined
0.04% to 109.19, while in year-on-year terms, this index was up 9.54% from
99.68 last year. In the short run, the Ukrainian currency should weaken
slightly as the Treasury is projected to make sizable VAT refunds using funds
from its NBU account to the reserve accounts of commercial banks that
receive VAT refunds (so far UAH1.5bn has been transferred, while the
monthly average exceeds UAH5bnN).

The Russian ruble closed up 0.3% to 59 USD/RUB. As we reported
previously, tax and dividend payments which start this week should provide
support. At the same time, market participants await Thursday’'s ECB
meeting, the Federal Reserve's meeting on 26 July 2017, and, most
importantly, Russia’s central bank policy meeting on 28 July 2017.

Alexander Valchyshen, Kyiv, (044) 220-0120 ext.721
Dmitriy Dyachenko, Kyiv, (044) 220-0120 ext.738

Readers may follow the ICU trade-weighted indices of the local-currency,
the hryvnia (UAH), on the ICU website.
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Key indicators (as of 19 nunusa 2017)
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EXCHANGE RATES (PER US DOLLAR, EXCEPT EURO, POUND)

UAH 25.9425
1

USD 94.779
EUR 11515
Jpy 111.9700
GBP? 1.3022
ONY 6.7519
RUB 58.9847

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 19 July 2017)
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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 19 July 2017)
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UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 19 July 2017)
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Notes: [1] "+" overvalued, "-" undervalued; [2] based on
the UAH'’s CPI- and PPI-based real TWIs. Source: ICU.
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Appendix #1: Domestic liquidity

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

51,000 +224 3 50,430
+3,014 +311 -40 ) ’
50,500 —
50,000
49,500
49,000
48,500
48,000
47,500 +559 +10
47,000 46,674 + -
46,500 — . >
Banks 0/N loans 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 18- deposit support deposit  operations* DIF* of closing 18-
Jul-17) Jul-17)
Chart 2. Banks reserves usages over last 90-day period (JAHm)
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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)
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Source: NBU, ICU.
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