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Ukraine's hryvnia exchange rate per US dollar

Domestic liquidity 2 (three months through 5 December 2017)

Liquidity continues to deCline.......ccccovvciiiiiiiiei i 2 27.50

This Monday, liquidity remained under the pressure of bank operations g;?g

with cash outflows extended by an NBU FX auction. Banks exchanged 26.90

net UAH1.08bn of reserves into cash, while minor Treasury operations 22;8

and more significant other operations caused a net negative impact of gg?g

non-monetary operations to decline UAH1.09bn. The NBU absorbed 25.90

UAHO0.8bn via its FX auction of US$29.1m of FX, resulting in a total gggg

liquidity decline of UAH1.89bn. 2 5-Sep 5-Oct 4-Nov 4-Dec

Source: Bloomberg.
Bond interest rates iNCrease ........cceeviiiiiiiiiiie e 2

Yesterday, the MoF borrowed nearly UAH4.11bn as it sold four bond
issues, of which two were denominated in local currency, one in euros,
and one in US dollars. The interest rate for the 3-month bond rise to
16.00%, just 20bp lower than in 3Q16, allowing the MoF to borrow
UAHO0.29bn, while the 11-month bond interest rate increased 60bp
from the last auction rate in October to 15.30%. In local currency bonds,

the MoF borrowed UAHO0.49bn yesterday. 2
Foreign exchange markets 3
UAH UP SHIGNtY oo 3

At the beginning of the week, the hryvnia fell 0.6% to 27.2153
USD/UAH, the weakest level since mid-February. To satisfy excess
demand for foreign currency, the NBU held a currency auction on
Monday that attracted US$43.6m in bids, of which US$29.4m at a
weighted average rate of 27.1808 UAH/USD was satisfied. Thanks to
the auction, the hryvnia stopped declining and strengthened 0.2% to
27.1644 USD/UAH on Tuesday, bolstered by news that Ukraine’s FX
reserves rose to US$18.9bn, the highest level since early 2014. In the
local market, the hryvnia sold for 26.94 USD/UAH versus 27.10 to buy at
the Ukrainian cash market. Its CPI-based real trade-weighted index rose
0.58% to 111.07; in year-on-year terms, it is down 1.01% from 112.0 last
year. 3
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READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION

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

Last Daily YTD
chg (%) chg (%)

DOMESTIC LIQUIDITY

NBU key policy rate (%) 13.50
Overnight rate (interbank) 12.30
Banks reserves (UAHm) 42,779

Deposit certificates* (UAHm) 32,967

FOREIGN EXCHANGE MARKET

UAH per US dollar 27.1050
Total trade volume (US$m) 289.15
UAH index CPI-based 111.073
UAH index PPI-based 168.384

UKRAINE SOVEREIGN EUROBOND MARKET

CDS byr 434bp +0bp IREZAKI))

GLOBAL FINANCIAL MARKET INDICATORS
S&P 500 2,629.57
MSCI EM 1,117.69
US dollar index (DXY) 93.379
EUR / USD 1.1826
Crude oil WTI (US$/bbl) 57.62
Crude oil BRENT (US$/bbl) 62.86
CRB, commodities index 187.47
Gold (US$/ounce) 1,265.94

Notes: * NBU's short-term bonds.
Source: Bloomberg, ICU.
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6 December 2017 Daily Insight Bond interest rates increase

Liquidity continues to decline

This Monday, liquidity remained under the pressure of bank operations with
cash outflows extended by an NBU FX auction. Banks exchanged net
UAH1.08bn of reserves into cash, while minor Treasury operations and more
significant other operations caused a net negative impact of non-monetary
operations to decline UAH1.09bn. The NBU absorbed UAHO0.8bn via its FX
auction of US$29.1m of FX, resulting in a total liquidity decline of
UAH1.89bn.

At the same time, banks decreased investments in CDs by UAH3.17bn,
purchasing only UAH7.89bn of new ON CDs, and total CDs outstanding
declined to 32.97bn. However, UAH1.28bn of this withdrawal was accounted
at reserves, increasing banks’ correspondent accounts to UAH42.78bn.

ICU view: Liquidity remained under pressure from needs in cash, as
usual for the beginning of the month, which was increased by the FX
auction and NBU support of local currency. Yesterday’s issuance of FX-
denominated bonds could increase pressure on the hryvnia’s exchange
rate and force the NBU to support further and incur new outflows of
liquidity.

Bond interest rates increase

Yesterday, the MoF borrowed nearly UAH4.11bn as it sold four bond issues,
of which two were denominated in local currency, one in euros, and one in
US dollars. The interest rate for the 3-month bond rise to 16.00%, just 20bp
lower than in 3Q16, allowing the MoF to borrow UAHO0.29bn, while the 11-
month bond interest rate increased 60bp from the last auction rate in
October to 15.30%. In local currency bonds, the MoF borrowed UAHO0.49bn
yesterday.

Meanwhile, USD-denominated bond sales were US$26.02m (UAHO0.71bn) at
3.85%, while euro-denominated sales were EUR90.01lm (UAH2.91bn) at
3.95%, as the MoF rejected one bid at 4.00% for EUR2.0m.

ICU view: Currently, liquidity declined. Following the key policy rate
increase, the cost of local-currency funds rose and forced banks to
increase the interest rates in their bids. As the MoF is scheduled to
borrow more than UAH30bn through the end of the year, it amended the
auction schedule and is motivated to accept higher rates.

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

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

Key indicators (as of 5 December 2017)

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

BANKS’ RESERVES MARKET (%)
NBUrate' 1350 +Obp +0bp  +Obp
ON rate PO +20bp +10bp
(EETEVR PN +5bp +36bp  +5bp
DOMESTIC LIQUIDITY (UAH MILLION)

Reserves® 42,779 [N NRER: 7

DepCerts® 32,967 RGNS

Total GRITY 243 566

BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)

NBU 360,573 +1.24
Banks 326,822 +5.46 +3.72 +89.64
Residents 21,201 016 379 972
Individuals 1,167 +2.15 +20.25 +1,022.3
Non-res* 4,788 +017 +0.16 -24.62
Total 714,642 +243  +159 +29.81

IMPLIED YIELDS OF THE UAH NDF MARKET (%)
1 month IR +49bp  -199bp -171bp
3 months IRRCN  +4bp -175bp -177bp

6 months AN +12bp -106bp  -81bp

1 year ARG +7bp -46bp  -39bp
UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr ERZame v  +Obp  -6bp -219bp

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 up slightly

At the beginning of the week, the hryvnia fell 0.6% to 27.2153 USD/UAH, the
weakest level since mid-February. To satisfy excess demand for foreign
currency, the NBU held a currency auction on Monday that attracted
US$43.6m in bids, of which US$29.4m at a weighted average rate of
27.1808 UAH/USD was satisfied. Thanks to the auction, the hryvnia stopped
declining and strengthened 0.2% to 27.1644 USD/UAH on Tuesday,
bolstered by news that Ukraine’s FX reserves rose to US$18.9bn, the highest
level since early 2014. In the local market, the hryvnia sold for 26.94
USD/UAH versus 27.10 to buy at the Ukrainian cash market. Its CPl-based
real trade-weighted index rose 0.58% to 111.07; in year-on-year terms, it is
down 1.01% from 112.0 last year.

The USD remained supported by revived hopes that tax cuts for corporations
will stimulate the US economy. At the same time, the ISM services PMI fell
more than expected in November, while the US trade balance deficit widened
more than expected in October, putting pressure on the dollar. On Tuesday,
the DXY index traded at 93.04-93.49, closing up 0.2% to 93.38.

The euro weakened 0.3% to 1.1826 EUR/USD on the back of weak
macroeconomic statistics as retail sales in the Eurozone dropped 1.1% MoM
in October, while Germany's services PMI was revised downward by 0.6 to
54.3 in November.

The Russian ruble strengthened 0.1% to 58.7529 USD/RUB, supported by
the news that Russia’s headline inflation hit a new all-time low, decelerating
to 2.5% YoY in November. The Chinese renminbi remained traditionally flat
and closed almost unchanged at 6.6193 USD/CNY.

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.

ICE-

Key indicators (as of 5 December 2017)

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

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

UAH 27.1050 +056  +0.02
usD' 93.379 165  -8.64
EUR 1.1826 +1.88 +12.45
JPY 112.6000 129 373
GBP? 1.3443 +2.80 +8.94
CNY 6.6193 030 -4.69
RUB 58.7529 051 -453

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 December 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,

"

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

UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 5 December 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)
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Dec-17) Dec-17)
Chart 2. Banks reserves usages over last 90-day period (UAHm)
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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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