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IMF may exchange Ukraine’s programme

Domestic liquidity and bonds market

Bonds rates up

As expected, the NBU’s key rate hike caused an increase in government
local-currency bond rates. Until the next monetary committee at the end of
October, this level of rates should be steady and be benchmark for the
market.

Liquidity at record low
Despite NBU’s purchasing FX last week, loan repayment and outflows to
cash left liquidity at its lowest level this year.

Foreign exchange market

Hryvnia exchange rate under the influence of international
creditors

This week, the exchange rate of the national currency will be supported by
expectations of a positive decision from the IMF mission.

Economics

Inflation inched up marginally to 9% in August

Seasonal weakening of the UAH, robust consumer demand, and a probable
hike in gas prices for the population will put pressure on consumer prices in
the following months.

IMF may exchange Ukraine’s financial aid programme
Exchange of the current EFF programme with a stand-by facility significantly
lowers risk of Ukraine’s ability to service external debt in 2018-19.

Ukraine wins appeal against Russia in English court

Last Friday, the Court of Appeal in London ruled that the dispute between
Ukraine and Russia over the US$3bn Eurobonds issue will have to be
adjudicated through a full trial.

Forecast of grain yield increased to 63.1 mt

Growth in yields in combination with higher world grain prices reinforces our
expectations of an increasingly positive impact of agricultural exports on
Ukraine's trade balance in 2018-19.

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

Banks’ reserves market

(18 September 2018)
Last Weekly YoY
chg (%) chg (%)
NBU rate (%)’ 18.00  +0bp R0
ON rate (%) 18.20 +670bp
ON $ swap (%) 17.14 +481bp
Reserves (UAHm)2 56,120 +7.53
DepCerts (UAHM)® 20,972 -16.31

Notes: [1] NBU’s key policy rate; [2] stock of banks’
reserves held at NBU; [3] stock of NBU’s short-term bonds.

Source: NBU, Bloomberg, ICU.

Breakdown of govt bond holders (UAHm)

(18 September 2018)
Last Weekly YoY
chg (%) chg (%)
NBU 348,104 +0.00 -3.90
Banks 369,545 +20.27
Residents 20,045 -11.78
Individuals 4,636 +518.92
Non-res” 7,461 +233.56
Total 749,791 +7.85

Notes: [1] non-residents
Source: NBU, ICU.

FX market indicators (18 September 2018)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 28.1300
EUR/USD 1.1667
DXY? 94.640
UAH TWI 115.872

Notes: [1] UAH trade-weighted index.
Source: Bloomberg, ICU.

Gov’t bond quotes' (19 September 2018)

Maturity Bid Ask
6m 19.75 17.75
12m 19.75 17.75
2y 19.50 17.50
3y 19.50 17.25
12m ($) 5.50 5.00
2y ($) 5.70 5.15

Notes: [1] Actual quotes you can see at www.icu.ua.
Source: ICU.
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Chart 1. Local-currency bonds
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Bonds rates up

As expected, the NBU'’s key rate hike caused an increase in government local-currency bond
rates. Until the next monetary committee at the end of October, this level of rates should be
steady and be benchmark for the market.

Hiking the key rate by 50bp to 18% caused the same increase in local-currency bonds rates,
which were up 50bp to 18.5% at last week’s primary auction for bills with maturities up to one
year (see our comment here). Now, the short-team end of yield curve is at 18.5%.

At the same time, USD-denominated bills held steady at a cut-off rate of 5.95%, as demand
was very low to push up rates, which resulted in low amounts of FX-denominated funds being
raised. Last week, just 10% of FX-denominated domestic debt repayments were refinanced,
increasing pressure on FX accounts and the government’s ability to repay FX-denominated
debt.

ICU view: Demand for local-currency bills rose, but it was above the cut-off rate set by
the MoF. So, this week, part of last week’s rejected demand was corrected to 18.5%
and accepted. At the same time, low demand for FX-denominated bills and MoF’s
disinclination to increase the cost of these borrowings decreased its ability to repay
FX-debt. This is important due to large repayments scheduled for October of US$532m
and EUR215m.

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

Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonds as calculated by NBU versus
proceeds (in billions) and yielas-to-maturity (%) placements via primary market auctions
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Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.
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Chart 2. FX-denominated bonds

Three-year history of domestic government bond placements at primary market:
proceeds (in billions) and yields-to-maturity (%)
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Source: Ministry of Finance of Ukraine, ICU.

Liquidity at record low

IMF may exchange Ukraine’s programme
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Despite NBU’s purchasing FX last week, loan repayment and outflows to cash left liquidity at

its lowest level this year.

For a few days last week, liquidity recovered to above UAH75bn, but after repayment of
UAH3bn of ON loan, outflows of UAH3bn into cash, and the negative balance of Treasury
operations, liquidity fell to UAH70.1bn last Friday, a new record low for this year.

ICU view: This week, liquidity will mostly depend on the FX market and NBU’s
participation in deals, as ON loans and repayments could once more push liquidity to
another record low. This dynamic in liquidity can create additional support for the
hryvnia, as due to expensive local-currency funding, some companies could sell FX to
finance their operations, instead of taking out short-term loans. This is especially
important prior to month-end tax payments, which should start this Friday.

Chart 3. Banks reserves usages over last week(UAHm)

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 4. Banks reserves usages over last 90-day period (UJAHm)
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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.

Hryvnia exchange rate under the influence of international creditors

This week, the exchange rate of the national currency will be supported by expectations of a
positive decision from the IMF mission.

After the IMF mission arrived, last week, the hryvnia began to strengthen against the US
dollar. This happened against the backdrop of the NBU’s key policy rate hike, and shifting the
supply and demand balance, which allowed the regulator to repurchase foreign currency from
the market in a total amount of US$70m over two days. This did not allow the hryvnia to
strengthen above 28 UAH/USD, but the national currency increased by 0.5% to 28.1175
UAH/USD.

The hryvnia's CPI-based real trade-weighted index (which includes currencies of 27 countries
that are trade partners of Ukraine) decreased 0.4% to 116.2 for the period. In year-on-year
terms, real trade-weighted indices (CPI and PPI based) increased 3.4% and decreased 1.3%,
respectively.

ICU view: Appreciation of the local-currency and positive expectations that the IMF
mission will be successful will encourage greater use of the foreign currency to
finance activities rather than attracting more hryvnia funding. This increases the
supply of foreign currency, and allows the NBU to partially recover reserves. At the
beginning of the week, the hryvnia will receive support from the expectation of a
positive decision by the IMF mission to provide another tranche. On the other hand,
the NBU will continue to redeem excess foreign currency from the market, not allowing
a significant increase of the hryvnia exchange rate, while at the same time reducing
the range of fluctuations in the exchange rate.

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


https://bank.gov.ua/control/uk/publish/article?art_id=38643651&cat_id=40807142
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Chart 5. FX market indicators, 3-year history
Ukraine hryvnia UAH exchange rate per US dollar at the interbank market
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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.
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Notes: [1] "+" overvalued, "-" undervalued; [2] based on the UAH’s CPI- and PPI-
based real TWIs. Source: ICU.

Inflation inched up marginally to 9% in August

Seasonal weakening of the UAH, robust consumer demand, and a probable hike in gas prices for

the population will put pressure on consumer prices in the following months.

The acceleration in inflation happened mainly due to higher growth rates in prices on transport,
which accelerated for the fourth consecutive month to 16.2% YoY in August. On the flip-side, there

was some slowdown in the growth rates of prices on alcoholic beverages and tobacco products

to 17.9% YoY, while growth of food prices stabilized at 7.1% YoY. Core inflation inched down to
8.7% YoY. The NBU forecasts headline CPI at 8.9% YoY for the end of 2018.

ICU view: Despite approaching the NBU'’s target in July and August, headline inflation will
be under pressure from the following factors: 1) robust consumer demand, 2) probable
increase in gas prices for the population, 3) seasonal weakening of the UAH, and 4) high
world energy prices. Thus, we maintain our CPI forecast at 10.2% YoY for the end of 2018.

Dmytro Dyachenko, Kyiv, (044) 377-7040 ext.738

IMF may exchange Ukraine’s financial aid programme

Exchange of the current EFF programme with a stand-by facility significantly lowers risk of

Ukraine’s ability to service external debt in 2018-19.

According to MP Iryna Lutsenko as cited by Interfax Ukraine, the International Monetary Fund

exchanged the EFF programme with a stand-by facility.

Also, as reported in Ukrainian News, the programme exchange would allow Ukraine to avoid a

sharp increase in gas prices for the population. According to the information agency, the planned

hike in gas prices will be 23.5% in October. The new credit facility will amount to $4-5bn and will

last for 1.5 years. Ukraine and the IMF are reportedly going to sign a new programme

memorandum as soon as the government raises gas prices. The new memorandum is reported
to raise again the issue of opening the land market in Ukraine. Prime Minister Volodymyr
Groysman has already stated he is against the full liberalization of the land market in Ukraine.


https://goo.gl/XW1RjP
https://goo.gl/3b1hk3
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ICU view: The programme exchange should allow Ukraine to lower financial risks in the
election year of 2019: 1) while the current EFF program ends in March 2019, a stand-by
facility would enable Ukraine to receive money from the IMF during the entire year of 2019;
2) stand-by credit capacity will exceed the remaining EFF tranche of $1.9bn by 2-2.5 times.

Also, the programme exchange mitigates the issue of rising gas tariffs for the population
in the critical period of elections. According to the recent decision of the government, the
current price for industry is in the range of UAH12,300-13,300/tcm, versus the
UAHG6,960/tcm price for the population. Therefore, to eliminate the price difference as per
the basic requirement of the IMF, the government would have to hike gas prices for the
population by 76-91%. The possible 23.5% price rise reported by Ukrainian News is in line
with our expectations.

At the same time, the key discerning feature of the stand-by facility is the much shorter
term for repayment, which may substantially increase debt repayments in 2021-22.

Alexander Martynenko, Kyiv, (044) 377-7040 ext.726

Ukraine wins appeal against Russia in English court

Last Friday, the Court of Appeal in London ruled that the dispute between Ukraine and Russia
over the US$3bn Eurobonds issue will have to be adjudicated through a full trial.

The Court of Appeal ruled against the lower court’s decision to throw out claims brought by Ukraine
claiming that the contract with Russia was concluded under circumstances that could potentially
amount to duress. The Court rejected other grounds of the appeal. “Ukraine has lost on the issues
of capacity, authority, implied terms, and countermeasures, as well as on the issue as to whether
there are any other compelling reasons for the case to go to trial”, but “the Summary Judgment of
the first-instance English Court is set aside in full”, the Ministry said on its web-site. The Ministry

also said that it expects the final court judgement at the end of 2019.

ICU view: This judgement postpones probable claims from Russia for the repayment of
US$3bn debt. Taking into account the likely timing of the new trial, we assume that the
resolution of this debt could be postponed at least until the end of 2019.

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

Forecast of grain yield increased to 63.1 mt

Growth in yields in combination with higher world grain prices reinforces our expectations of an
increasingly positive impact of agricultural exports on Ukraine's trade balance in 2018-19.

According to updated data from the Ministry of Agrarian Policy and Food of Ukraine, the yield of
grain crops in the 2018/19 marketing year is expected at 63.1 mt.

The increase in the grain-yield forecast is provided by late grains, since yields have been better
than previous expectations. Accordingly, the forecast for grain exports has increased to 42 mt,
which is 6.6% higher than the results of the last marketing period.

ICU view: The updated forecast of the Ministry of Agrarian Policy reflects the growing
likelihood of a better grain harvest in Ukraine, which means a 2% increase in grain
production compared with the 2017/18 marketing year. In addition, we expect world prices
for wheat and maize to grow by 7-10% and 3-5%, respectively, in 2018. This confirms our
expectations of the increasing positive impact of the agro-industrial complex on exports
and the trade balance of Ukraine in 2018-19.

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


https://goo.gl/wzyzhb
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