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Domestic liquidity 2

Cash-flow directions change.......cccccevvvvvviiiieiiieeieiiieeeeeeeeeeeveveeees 2
Although the direction of cash flows changed yesterday, banking sector
liquidity (except govt bonds) declined once more. Banks’ correspondent
accounts with the NBU fell UAH1.66bn to UAH41.42bn while total CDs
outstanding was up just UAH1.32bn. At the 3-month (69 days) CD
tender, the NBU received only UAH0.38bn of demand and satisfied it at
13.50%, significantly above 12.70-12.89% seen earlier for these CDs

when the NBU accepted only part of the demand under the limit. 2
Foreign exchange markets 3
Hryvnia up SHghtly oo, 3

The prolonged decrease of the national currency ended on Thursday
when the hryvnia appreciated 0.03% to 26.7997 USD/UAH. The NBU,
for the second day in a row, entered the market with an auction to sell
foreign currency. This time the volume of FX currency sold was less
than the day before, amounting to US$15.5m at the weighted average
rate of 26.7710 USD/UAH when total demand reached US$16.2m.
Thus, the regulator sold US$60.5m in two days. Banking system liquidity
declined for the fifth day in a row and is close to a one-month minimum.
Thus, the hryvnia sold for 26.77 USD/UAH versus 27.08 to buy in the
Ukrainian cash market. Its CPl-based real trade-weighted
index rose 0.22% to 105.06; in year-on-year terms, it is up 3.63% from
101.25 last year. 3

Appendix #1: Domestic liquidity 4

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

Ukraine's hryvnia exchange rate per US dollar
(three months through 5 October 2017)
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Source: Bloomberg.

Selected indicators of the financial markets
(three months through 5 October 2017)

Last Daily YTD
chg (%) chg (%)

DOMESTIC LIQUIDITY

NBU key policy rate (%) 12.50 -150bp
Overnight rate (interbank) AR  +10bp  +80bp
Banks reserves (UAHM) 41,420 -3.86 -16.71

Deposit certificates* (UAHM) 35,519 [EECHETAREY VRCK]

FOREIGN EXCHANGE MARKET

UAH per US dollar 26.7550
Total trade volume (US$m) 235.56
UAH index CPI-based 105.058
UAH index PPI-based 161.920

UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 457bp +0bp | -196bp

GLOBAL FINANCIAL MARKET INDICATORS

S&P 500 2,552.07
MSCI EM 1,102.76
US dollar index (DXY) 93.961
EUR / USD 1.1711
Crude oil WTI (US$/bbl) 50.79
Crude oil BRENT (US$/bbl) 57.00
CRB, commodities index 182.94

Gold (US$/ounce) 1,267.42

Notes: * NBU's short-term bonds.
Source: Bloomberg, ICU.
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Cash-flow directions change

Although the direction of cash flows changed yesterday, banking sector
liquidity (except govt bonds) declined once more. Banks’ correspondent
accounts with the NBU fell UAH1.66bn to UAH41.42bn while total CDs
outstanding was up just UAH1.32bn. At the 3-month (69 days) CD tender,
the NBU received only UAH0.38bn of demand and satisfied it at 13.50%,
significantly above 12.70-12.89% seen earlier for these CDs when the NBU
accepted only part of the demand under the limit.

The main reason for such results was fund outflows, but this day not to
Treasury accounts. Treasury operations' net inflows was UAH1.02bn for the
first time after seven days of outflows. Although other operations also
changed their direction and banks exchanged UAHO0.24bn of reserves into
cash, the main outflow was caused by the NBU via the FX auction.

ICU view: Expectedly, the FX auction caused fund outflows; inflows
from the Treasury did not avert this but merely prevented further
declines. As declines are becoming less severe, liquidity should
recover soon, albeit slightly.

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

Interest rates in the banks' reserves market
(three months through 5 October 2017)
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Source: Bloomberg, ICU.

Key indicators (as of 5 October 2017)

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

BANKS’ RESERVES MARKET (%)
NBUrate' 1250 +0bp  +Obp
ON rate AR +10bp +20bp
ON$swap  11.54 ERPZloRRNEC]i]i))
DOMESTIC LIQUIDITY (UAH MILLION)

Reserves® 41 vl -38 -897 -878
OSSNl 387 664 +1.63
Total Xk 044 791 425
BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)
NBU 360,573 -0.80
Banks 309,386 +1.16
Residents 23,433 +0.77
Non-res® 2,800 +378.4
Total 696,192 +0.44

IMPLIED YIELDS OF THE UAH NDF MARKET (%)
1 month IRRZA -105bp +920bp
-20bp  +44bp

3 months 12.74
6 months jPX¥8 -11bp +23bp

1 year 11.74 -4bp  +7bp

UKRAINE SOVEREIGN EUROBOND MARKET

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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Hryvnia up slightly

The prolonged decrease of the national currency ended on Thursday when
the hryvnia appreciated 0.03% to 26.7997 USD/UAH. The NBU, for the
second day in a row, entered the market with an auction to sell foreign
currency. This time the volume of FX currency sold was less than the day
before, amounting to US$15.5m at the weighted average rate of 26.7710
USD/UAH when total demand reached US$16.2m. Thus, the regulator sold
US$60.5m in two days. Banking system liquidity declined for the fifth day in a
row and is close to a one-month minimum. Thus, the hryvnia sold for
26.77 USD/UAH versus 27.08 to buy in the Ukrainian cash market. Its CPI-
based real trade-weighted index rose 0.22% to 105.06; in year-on-year
terms, it is up 3.63% from 101.25 last year.

On Thursday, the USD grew against other major currencies, thanks to
positive macroeconomic statistics and comments from US Fed authorities.
Initial jobless claims declined to 260,000 against 265,000 as expected. The
US trade deficit tightened in August by 2.7% and exports rose 0.4% to the
highest level in 2.5 years. Also, the president of the Philadelphia Federal
Reserve noted that he expects one key policy rate hike this year and three
more in the next year. Thus, this pushed the dollar higher as the DXY index
traded at 93.41 - 93.99, closing up 0.5% to 93.961.

The euro moved inversely to the dollar and declined. ECB minutes showed
that the bank’s authorities considered various possible ways of easing the
asset purchasing program and was cautious about the strong euro. They
also discussed the weak inflation in the Eurozone despite its accelerating
recently. The EUR/USD pair traded within 1.1699 - 1.1779 EUR/USD, having
depreciated 0.4% to 1.1711 EUR/USD.

The Russian ruble appreciated during the day on Thursday on the back of
strong oil prices despite the increasing dollar as oil prices increased while US
inventories declined. Additionally, the ruble was supported by high demand
for government bonds at the MoF’s auction on Wednesday, which exceeded
the supply by four times. However the ruble retreated to the end of trading
session. The Russian ruble during the day traded at57.3852-
57.758 USD/RUB, having depreciated 0.1% to 57.729.

Alexander Valchyshen, Kyiv, (044) 377-7040 ext.721
Artem Gladchenko, Kyiv, (044) 377-7040 ext.737

Readers may follow the ICU trade-weighted indices of the local-currency,
the hryvnia (UAH), on the ICU website.

ICE

Key indicators (as of 5 October 2017)

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

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

UAH 26.7550 +320 | -1.27
usp' 93.961 +1.85 -8.07
EUR 14711 170 | +11.35
JPY 112.8200 +360 | -3.54
GBP? 1.3119 +0.66 +6.31
ONY NA - NA NA L NA NA
RUB Y@eey] +0.10 | -033 +0.35

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 5 October 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,

N

Ukraine hryvnia UAH exchange rate
per US dollar at the cash market
(three months through 5 October 2017)
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Source: NBU.

UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 5 October 2017)

e CP|-based real 5yr
40.0
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Notes: [1] "+" overvalued, "-" undervalued; [2] based on
the UAH’s CPI- and PPI-based real TWIs. Source: ICU.

PPI-based real 5yr

0 +28.4



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)
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of opening 4- deposit support deposit operations* DIF** of closing 4-
0Oct-17) Oct-17)
Chart 2. Banks reserves usages over last 90-day period (JAHm)
75,000
70,000 +26,595 -983 +1 ,859 '25,596
— ]
65,000
60,000
55,000
50,000
45,000 +2,353 -72 -1,687 41,420
000 3890 B — -_
300 . . . . . . . .
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 5- deposit support deposit operations* DIF** of closing 4-
Jul-17) Oct-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)

100.0 @ O/N loans
80.0
s Tender loans
60.0
40.0 Other loans (dues by
solvent banks)
20.0
——1 Other loans (dues by
0.0 ™ ™ ™ insolvent banks)
-20.0 mmm O/N certificates of deposit
400 Tender certificates of
ender certificates o
00 LU LU LT L] depoct
-80.0 e \ et POSItion by banks vs.
5-Jul-17 19-Jul-17 2-Aug-17 16-Aug-17 30-Aug-17 13-Sep-17 27-Sep-17 NBU

Source: NBU, ICU.


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