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Primary auction yields remain steady

Domestic liquidity 2

Liquidity decline continues ..........ccccooeeiiei 2
Liquidity continued to decline for the third consecutive day and fell
below UAH100bn this Tuesday. Outflows were UAH1.35bn, less than
the previous day. Banks significantly decreased the amount of ON CDs
to UAH22.20bn, purchasing an additional UAH0.85bn of 14-day CDs, as
total CDs outstanding declined UAH2.30bn to UAH64.11bn. 2

Primary auction yields remain steady..............cccccceeii. 2
Yesterday, the MoF kept interest rates at about 16% at the first auction
of 2018. Accepting 94.6% of demand, the MoF borrowed UAH986.02m,
mostly in the shortest offered bond with a 6-month maturity, the most

expensive for the budget. 2
Foreign exchange markets 3
UAH extends l0SSEeS ... 3

On Wednesday, the hryvnia weakened another 0.45% against the USD
to 28.3288 UAH/USD. The hryvnia’s depreciation was prompted by an
ongoing low supply of foreign currency on the local FX market. At the
same time, inflation accelerated to 13.7% YoY in December from 13.6%
YoY in the previous month, which fed into the UAH’s weakness. The
hryvnia sold for 27.99 UAH/USD versus 28.22 to buy at the Ukrainian
cash market. Its CPl-based real trade-weighted index fell 0.25% to
106.14; in year-on-year terms, it is down 2% from 108.30 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 10 January 2018)
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Source: Bloomberg.

Selected indicators of the financial markets
(three months through 10 January 2018)

Last Daily YTD
chg (%) chg (%)

DOMESTIC LIQUIDITY

NBU key policy rate (%) 14.50 +0bp +0bp
Overnight rate (interbank) IR0 +10bp  +80bp
Banks reserves (UAHm) RZNRKE +2.81 -27.86

Deposit certificates* (UAHm) 64,109 -3.46 © +10.34

FOREIGN EXCHANGE MARKET

UAH per US dollar 28.3450
Total trade volume (US$m) 160.70
UAH index CPI-based 106.138
UAH index PPI-based 168.261

UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 4270p  +0bp

GLOBAL FINANCIAL MARKET INDICATORS

S&P 500 2,748.23
MSCI EM 1,197.53
US dollar index (DXY) 92.332
EUR /USD 1.1948
Crude oil WTI (US$/bbl) 63.57
Crude oil BRENT (US$/bbl) 69.20

CRB, commodities index 194.83
Gold (US$/ounce) 1,316.92

Notes: * NBU's short-term bonds.
Source: Bloomberg, ICU.
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11 January 2018

Liquidity decline continues

Liquidity continued to decline for the third consecutive day and fell
below UAH100bn this Tuesday. Outflows were UAH1.35bn, less than the
previous day. Banks significantly decreased the amount of ON CDs to
UAH22.20bn, purchasing an additional UAHO0.85bn of 14-day CDs, as total
CDs outstanding declined UAH2.30bn to UAH64.11bn.

Some funds from CDs were allocated at banks’ correspondent accounts with
the NBU, increasing reserves by UAHO0.95bn to UAH34.63bn.

ICU view: Currently, the budgetis conserving expenditures as most
social payments were paid at the end of December rather than at the
beginning of this year. As we see no significant flows of funds from the
Treasury, this situation could continue through the end of this week.

Primary auction yields remain steady

Yesterday, the MoF kept interest rates at about 16% at the first auction of
2018. Accepting 94.6% of demand, the MoF borrowed UAH986.02m, mostly
in the shortest offered bond with a 6-month maturity, the most expensive for
the budget.

While all bids for 6-month bonds were accepted, with the cut-off rate at
16.00% as the weighted-average rate increased to 15.97%, the 9-month
bond cut-off rate was set at 15.75% and the 2-year at 15.70%.

ICU view: Despite no apparent need for extra borrowings, the MoF is
not refusing to raise funds from bond sales. Yields remained
unchanged with no indication of raising them. The higher level for
shorter bonds indicates that the MoF is unprepared to increase the rate
further and that rates must decline.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Interest rates in the banks' reserves market
(three months through 10 January 2018)

[ NBU's O/N depo rate | |
NBU's policy rate

NBU's O/N lending
Overnight rate

20.0 (%)
I (.
150 IE .
' 14.50
13.60
[
10.0 m—‘ T T r
Oct-17 Nov-17 Dec-17 Jan-18

Source: Bloomberg, ICU.

Key indicators (as of 10 January 2018)

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

BANKS’ RESERVES MARKET (%)
NBUrate' 1450 +Obp  +Obp [EEINN
ON rate IRXOR +10bp = -10bp +140bp

ONS$swap  13.44 EESPIEEESIEERERE -+0bp
DOMESTIC LIQUIDITY (UAH MILLION)

TRkl 281 762 -18.84
DepCerts® 64,109 [ERIT A YRECL )

Total W2V 135 552 | +30.94
BREAKDOWN OF GOVT BOND HOLDERS (UAH MILLION)

NBU 360,573 +0.00 +0.00 +0.00 +0.00
Banks 361,028 +9.40 +0.03
Residents 22,215 +262 -1.59
Individuals 1,470 +2525  +0.16
Non-res® 5219 +9.18  +0.02
Total 750,506 +450 -0.03

IMPLIED YIELDS OF THE UAH NDF MARKET (%)

1 month IRRCRN -355bp  +54bp - -31bp -248bp
3 months ALY +86bp +21bp | -152bp +80bp
6 months IAWEN +48bp  +6bp  +18bp | -62bp
1 year 11.82 EEFA] -3bp  +51bp = -32bp
UKRAINE SOVEREIGN EUROBOND MARKET

CDS 5yr 47 +0bp

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 extends losses

On Wednesday, the hryvnia weakened another 0.45% against the USD to
28.3288 UAH/USD. The hryvnia’s depreciation was prompted by an ongoing
low supply of foreign currency on the local FX market. At the same time,
inflation accelerated to 13.7% YoY in December from 13.6% YoY in the
previous month, which fed into the UAH’s weakness. The hryvnia sold for
27.99 UAH/USD versus 28.22 to buy at the Ukrainian cash market. Its CPI-
based real trade-weighted index fell 0.25% to 106.14; in year-on-year terms,
it is down 2% from 108.30 last year.

The greenback traded lower on the back of the news that Chinese authorities
announced that they will consider tapering or even halting purchases of US
Treasuries. Most notably, China is currently the largest holder of US debt
securities. The DXY index reacted on this news with a decline of 0.2% to
92.33, while during the trading session it traded at 91.92-92.56.

The USD’s weakness supported other currencies: the euro strengthened
0.1% to 1.1948 USD/EUR, after Tuesday’'s decline of 0.3%, while the
Chinese renminbi appreciated 0.3% to 6.5082 CNY/USD.

The Russian ruble struggled to find direction. While rising oil prices
supported the currency, market anticipation of next Tuesday's decision of the
MoF regarding volumes of FX purchases in January caused the ruble to
trade at 56.7680-57.1014, closing down 0.3% to 57.0547 RUB/USD.

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 10 January 2018)

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

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

UAH 28.3450 +174  +457
usp' 92.332 +018  -1.67
EUR 11948 -0.56 | +1.49
JPY 111.4400 -095 -1.80
GBP? 1.3507 -0.07 | +0.87
ONY 6.5082 +0.08 | -1.70
RUB 57.0547 -017  -350

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 January 2018)
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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 10 January 2018)
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UAH exchange rate misalignment' from
fundamental level? (%)
(three months through 10 January 2018)
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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

11 January 2018 Daily Insight  Primary auction yields remain steady ' I C g

Appendix #1: Domestic liquidity

Chart 1. Banks reserves usages over last reporting date (UAHm)
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Chart 2. Banks reserves usages over last 90-day period (JAHm)
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10-0ct-17) Jan-18)

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)

60.0 @ O/N loans

40.0 mmmmm Tender loans

20.0
Other loans (dues by
0.0 | solvent banks)

——1 Other loans (dues by

-20.0 insolvent banks)
mmmmm /N certificates of deposit
-40.0
600 ULM Tender certificates of
' deposit
-80.0 e \ et POSItion by banks vs.
10-Oct-17 24-Qct-17 7-Nov-17 21-Nov-17 5-Dec-17 NBU

Source: NBU, ICU.


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