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Domestic liquidity 2 (three months through 12 September 2017)
Liquidity continues to decline.........ccccooiviiiiiiienie e, 2 26.20
Liquidity declined this Monday and the structure also changed as some 26.10
funds were reallocated to banks’ accounts from CDs due to a change in iigg
the schedule of 14-day CD tenders. The decline was caused by the 25.80
NBU via its monetary operations. Total liquidity fell UAH1.90bn to 25.70
UAH77.22bn, the lowest level of this year. Total CDs outstanding also 2560
fell to this year's low, down UAH6.47bn to UAH30.04bn, while banks’ _

correspondent balance with the NBU rose UAH4.56bn to UAH47.19bn. 2 12-dun 12-ul 11-Aug 10-Sep
Source: Bloomberg.

Foreign exchange markets 3

UAH holds Steady ........ueeiiiiiiiiiiiiiieeee e 3 Selected indicators of the financial markets
(three months through 12 September 2017)

Last Daily YD

The hryvnia slipped lower against the USD on Tuesday, following a

slight rebound at the beginning of the week as demand for the US
currency in the domestic FX market was muted. As of Tuesday, the
UAH closed down 0.04% to 26.019 USD/UAH amid some strengthening
of the USD in the world FX market. The hryvnia sold for 26.04 USD/UAH
versus 26.28 to buy in the Ukrainian cash market. The hryvnia's CPI-
based real trade-weighted index rose 0.08% to 105.97; in year-on-year
terms, it is up 10.6% from 95.81 last year. The hryvnia aims to stabilize
to near 26 USD/UAH this week, being supported by the US dollar's
prolonged weakness. For the rest of 2017, however, the rising trade
balance deficit and peaking inflation may create pressure on the
Ukrainian currency. 3

Appendix #1: Domestic liquidity 4

READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION

chg (%) chg (%)

DOMESTIC LIQUIDITY

NBU key policy rate (%) 12.50
Overnight rate (interbank) 11.60
Banks reserves (UAHm) 47,187

Deposit certificates® (UAHm) 25,730

FOREIGN EXCHANGE MARKET

UAH per US dollar 26.0700
Total trade volume (US$m) 183.60
UAH index CPI-based 105.965
UAH index PPI-based 163.317

UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 445hp SR -208bp

GLOBAL FINANCIAL MARKET INDICATORS
S&P 500 2,496.48
MSCI EM 1,102.26
US dollar index (DXY) 91.882
EUR / USD 1.1967
Crude oil WTI (US$/bbl) 48.23
Crude oil BRENT (US$/bbl) 54.27
CRB, commodities index 181.41
Gold (US$/ounce) 1,331.81

Notes: * NBU's short-term bonds.
Source: Bloomberg, ICU.
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Liquidity continues to decline

Liquidity declined this Monday and the structure also changed as some funds
were reallocated to banks’ accounts from CDs due to a change in the
schedule of 14-day CD tenders. The decline was caused by the NBU via its
monetary operations. Total liquidity fell UAH1.90bn to UAH77.22bn, the
lowest level of this year. Total CDs outstanding also fell to this year's low,
down UAH6.47bn to UAH30.04bn, while banks’ correspondent balance with
the NBU rose UAH4.56bn to UAH47.19bn.

For the second consecutive day, non-monetary operations had a positive
impact, with UAHO0.54bn injected into the banking system, including
UAHO0.27bn from the Treasury. However, this amount was insufficient to
offset outflows to the NBU. This Monday, one bank repaid UAH2.44bn to the
NBU via a FX SWAP issued last week, causing liquidity to decline.

ICU view: This outflow should be the last reason for liquidity to decline
this week, and banking sector liquidity should slightly recover to above
UAH80bn. Total CDs probably rose yesterday as the NBU tendered 2-
week CDs and the purchase of 3-month CDs (offered for the first time)
should cause liquidity to rebound. This new instrument's rate should be
set at the tender based on accepted bids.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Interest rates in the banks' reserves market
(three months through 12 September 2017)
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Source: Bloomberg, ICU.

Key indicators (as of 12 September 2017)

Last Daily Weekly Monthly \4
chg (%) chg (%) chg (%) chg (%

BANKS’ RESERVES MARKET (%)
NBUrate' 1250 +Obp  +0bp
ON rate 11.60 +0bp  +0bp
ON$swap  12.44 EEESVEEEEE)
DOMESTIC LIQUIDITY (UAH MILLION)

+70bp +100by
+85bp  +97Dbf]

FSTPYREd 1070 +392  -3.02
INCSEREN 2951 2638  -45.24
Total 72,917 REE AN
BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)
NBU 363,485 +000  -0.61
Banks 306,240 +013  +3.44
Residents 23,312 +0.25 +3.62
Non-res’ 1,734 +196.4 +16,168.9
Total 694,772 +023  +1.53

IMPLIED YIELDS OF THE UAH NDF MARKET (%)

1 month KLY -211bp -330bp  -185bp

3 months 11.30 -108bp -7bp

6 months 11.72 -50bp -9bp -

1 year 11.42 -33bp -24bp -
UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr EVGREl  -54bp  -105bp -208by]

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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UAH holds steady

The hryvnia slipped lower against the USD on Tuesday, following a slight
rebound at the beginning of the week as demand for the US currency in the
domestic FX market was muted. As of Tuesday, the UAH closed down
0.04% to 26.019 USD/UAH amid some strengthening of the USD in the world
FX market. The hryvnia sold for 26.04 USD/UAH versus 26.28 to buy in the
Ukrainian cash market. The hryvnia's CPI-based real trade-weighted index
rose 0.08% to 105.97; in year-on-year terms, it is up 10.6% from 95.81 last
year. The hryvnia aims to stabilize to near 26 USD/UAH this week, being
supported by the US dollar's prolonged weakness. For the rest of 2017,
however, the rising trade balance deficit and peaking inflation may create
pressure on the Ukrainian currency.

The US dollar extended gains against other major currencies for the second
straight day as the cost of Hurricane Irma will probably be lower than
expected. At the same time, the USD was boosted by easing tensions
between Washington and Pyongyang as North Korea did not conduct
another nuclear test over the weekend. The DXY index rose 0.01% to 91.88,
being in 91.77 — 92.08 range over the trading session.

Slightly up against the USD despite some strengthening of it, the euro
remained under pressure due to several ECB officials' declaring that an
overly strong euro negatively affects inflation in the Eurozone. On Tuesday,
the euro inched up after two trading days of weakening and closed up 0.12%
to 1.1967 EUR/USD.

China aims to keep the renminbi stable before a Communist Party Congress
next month, so the central bank of China removed a 20% reserve
requirement on the trading of foreign-exchange forwards as the answer to a
significant strengthening of the renminbi over the last several months. The
renminbi weakened for the third consecutive trading session and closed
down 0.1% to 6.5354 USD/CNY.

The Russian ruble traded lower against the USD despite rising oil prices, and
closed down 0.8% to 57.6675 USD/RUB. The weakening of the ruble is due
to a decrease of investors’ appetite for high risk assets. In our view, the
Russian currency will remain stronger than 58 USD/RUB this week thanks to
external factors such as a weak US dollar and higher oil prices.

Alexander Valchyshen, Kyiv, (044) 377-7040 ext.721
Dmytro Dyachenko, Kyiv, (044) 377-7040 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 12 September 2017)

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

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

UAH 26.0700 +158 | -3.80
usD' 91.882 128 -10.10
EUR 1.1967 +124 +13.79
JPY 110.1700 +0.90 | -5.81
GBP? 1.3283 +2.07  +7.64
CNY 6.5354 192 590
RUB 57,6675 363  -6.29

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 12 September 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,
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Ukraine hryvnia UAH exchange rate
per US dollar at the cash market
(three months through 12 September 2017)
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UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 12 September 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)

50,000 +5,908 -2,441
49,000
48,000 -
. +282 +270 16 47,187
47,000 ——
46,000
45,000
44,000 +558
43,000 42,625 +50 _
42000
Banks 0/N loans 0/N Tenders of  Tenders of Other Change in Operations by Other Banks
reserves (as certificates of  liquidity  certificates of monetary cash Treasury, operations*** reserves (as
of opening 11- deposit support deposit operations* DIF** of closing 11-
Sep-17) Sep-17)
Chart 2. Banks reserves usages over last 90-day period (UAHm)
100,000
+7,082 -4,987
90,000 +41,086 - -36,655
80,000
70,000
60,000
-1,117 47,187
50,000 39911 74 +2,004 -61 —
Banks 0/N loans 0/N Tenders of  Tenders of Other Change in Operations by Other Banks
reserves (as certificates of liquidity certificates of monetary cash Treasury, operations*** reserves (as
of opening deposit support deposit operations* DIF** of closing 11-
12-Jun-17) Sep-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)
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Source: NBU, ICU.
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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 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
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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