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Ukraine reaches new agreement with the IMF

Domestic liquidity and bonds market

Domestic bond repayments refinanced

A difficult period with large FX domestic bond repayments in October will
be over this week, as after holding an extra auction, the Ministry of
Finance collected enough FX to fulfil its obligations.

Liquidity stays below UAH80bn

Last week, banking-sector liquidity remained under the negative impact
from the Treasury. The NBU increased this pressure with FX selling at the
end of last week, keeping liquidity below UAH80bn. This week, the FX
market and month-end tax payments should continue to weigh on
liquidity.

Foreign exchange market

VAT refunds and seasonally lower exports to weigh on UAH
Higher volumes of VAT refunds this week, as well as seasonally subsiding
export revenues, will nudge exporters to retain foreign currency, which
will reduce FX supply and weaken the UAH.

Economics

Ukraine reaches new staff level agreement with the IMF

The current EEF programme is replaced by a new 14-month Stand-By
Arrangement in the amount of US$3.9bT1. The new deal will allow Ukraine
to unlock financing from other international financial institutions for
repaying and servicing FX debt in 4Q18 and 2019.

Merchandise-trade-balance deficit rises 46% YoY in 8M18
The merchandise-trade-balance deficit widened to US$5bn in 8M18. High
world prices on energy products, gas prices and robust consumer imports
will put pressure on the trade balance, but this will be offset by higher-
then-expected metal prices.

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

Banks’ reserves market

(23 October 2018)
Last Weekly YoY
chg (%) chg (%)
NBU rate (%)’ 19.00  -+Obp GG
ON rate (%) 18.33 +683bp
ON $ swap (%) 17.46 +561bp
Reserves (UAHm)2 55,485 +7.80
DepCerts (UAHM)® 21,898 S -8.69

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)
(23 October 2018)

Last Weekly YoY
chg (%) chg (%)

NBU N/A
Banks N/A
Residents N/A
Individuals N/A
Non-res” N/A
Total N/A

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

FX market indicators (23 October 2018)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 28.1580
EUR/USD 1.1471
DXY? 95.961
UAH TWI 115.661

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

Gov’t bond quotes' (24 October 2018)

Maturity Bid Ask
6m 19.75 18.50
12m 19.75 18.10
2y 19.50 18.00
3y 19.50 17.50
12m ($) 7.50 5.00
2y ($) 7.50 5.20

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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Domestic bond repayments refinanced

A difficult period with large FX domestic bond repayments in October will be over this week,
as after holding an extra auction, the Ministry of Finance collected enough FX to fulfil its
obligations.

Last week, the MoF redeemed USD-denominated bills, having collected funds during the two
weeks leading up to the repayments. Increasing the rates for these instruments helped attract
investors. Maintaining them at this new level, the MoF collected an additional US$283m last
week, most of it at the extra auction held last Thursday, which allowed it to raise enough
funds for debt repayments in FX scheduled for this week. For additional information about
last weeks’ borrowings, please read our overviews of Tuesday’s and Thursday’s auction.

But this week debt repayments are scheduled in euros instead of US dollars. So, it was
important for the MoF to refinance repayments and not exchange FX. Regardless, with only
partial refinancing, the peak of domestic debt repayments in FX was met successfully.
Currently, the MoF has refinanced 100% of October’s FX debt principal repayments.

ICU view: At the beginning of October, the MoF hiked the cut-off rate for euro-
denominated bills to 4.6%. So, the MoF fully refinanced October’s FX redemptions
which comprised the peak payments during these two weeks.

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 yields-to-maturity (%) placements via primary market auctions
Volume (UAHbn, right scale) W1 year M2 years W3 years
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Source: Ministry of Finance of Ukraine, ICU.

Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.


https://goo.gl/K6LV7t
https://goo.gl/8e9Lpx
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Chart 2. FX-denominated bonds

Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonas as calculated by NBU versus
proceeds (in billions) and yields-to-maturity (%) placements via primary market auctions
Volume (US$bn, right scale) W1 year M2 years W3 years EDom sov bonds (USD) 3a 23-XKoB-18 EDom sov bonds (EUR) 3a 23-XKos-18
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Source: Ministry of Finance of Ukraine, ICU. Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.

Liquidity stays below UAH80bn

Last week, banking-sector liquidity remained under the negative impact from the Treasury.
The NBU increased this pressure with FX selling at the end of last week, keeping liquidity
below UAH80bN. This week, the FX market and month-end tax payments should continue to
weigh on liquidity.

The Treasury started to accumulate funds in its accounts in preparation for a very difficult
November, when a large amount funds in local currency will be required for debt repayments.
Total debt repayments will amount to UAH26bn, with nearly half owed to the NBU. So, the
MoF and Treasury have to be ready for these payments, a large part of which is scheduled
for the beginning of the month. As a result, this week, the Treasury will continue to negatively
impact liquidity, which will be somewhat offset by VAT refunds.

ICU view: Liquidity will stay below UAH80bn and should decline close to this years’
low although most likely not below UAH70bn. Support for liquidity will provide VAT
refund and cash exchangein reserves. But these inflows will be insufficient to increase
liquidity significantly.

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

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

Foreign exchange market

VAT refunds and seasonally lower exports to weigh on UAH

Higher volumes of VAT refunds this week, as well as seasonally subsiding export revenues,
will nudge exporters to retain foreign currency, which will reduce FX supply and weaken the
UAH.

The hryvnia started last week strengthening thanks to higher FX supply from exporters and
lowed FX demand because of the holiday on Monday in Ukraine. However, after this effect
had exhausted, the trend changed, not least due to a globally stronger USD. Thus, last week,
the UAH weakened 0.7% to 28.12 UAH/USD.

Chart 5. FX market indicators, 3-year history
Ukraine hryvnia UAH exchange rate per US dollar at the interbank market UAH exchange rate misalignment’ from fundamental levef (%)

Market rate m  NBU's bid | NBU's offer

CPI-based real 5yr

PPI-based real 5yr
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Notes: the chart provides labels for the average exchange rate at last two NBU Notes: [1] "+" overvalued, "-" undervalued; [2] based on the UAH’s CPI- and PPI-
auctions (one on buying FX from the market and one on selling it). Source: NBU, based real TWIs. Source: ICU.

Bloomberg, ICU.

The hryvnia's CPI-based real trade-weighted index (which includes currencies of 27 countries
that are trade partners of Ukraine) decreased 1% to 115.5 for the period, while in YoY terms,
it was up 2.7%.


https://bank.gov.ua/control/uk/publish/article?art_id=38643651&cat_id=40807142
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ICU view: This week, we expect higher UAH volatility due to increased pressure from
higher volumes of VAT refunds, which will allow exporters to retain FX currency, thus
reducing FX supply. At the same time, last week, the NBU reduced the hryvnia’s
volatility first by buying excess FX supply and then selling FX at the end of the week.
It will likely continue to conduct such policy this week.

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

Ukraine reaches new staff level agreement with the IMF

The current EEF programme is replaced by a new 14-month Stand-By Arrangement in the
amount of US$3.9bT. The new deal will allow Ukraine to unlock financing from other
international financial institutions for repaying and servicing FX debt in 4Q18 and 2019.

Ukraine’s government increased gas tariffs by 23.5% on Friday following Parliament’s
approval of the 2019 budget in the first reading the day before.

Shortly after the government’s announcement on the gas tariff hike, the IMF announced that
it had reached a staff level agreement on a new financial aid programme. The new Stand-By
Arrangement (SBA) will replace the existing Extended Fund Facility (EFF) that is due to expire
in March 2019. The amount of the new 14-month SBA is equivalent to US$3.9 bn. The
agreement is subject to further IMF approval and will be conditioned on passing the 2019
budget in the final reading.

ICU view: The announcement of the new deal with the IMF is a very positive sign for
Ukraine since the country is facing an approximate $1bn financing gap for its FX debt
payments before YE2018, and peak FX debt repayments in 2019. Securing a staff-level
deal with the IMF may be sufficient to unblock EU (EUR1bn) and World Bank ($800m)
loans, as well as it gives the Ministry of Finance a greater chance of successfully
placing Eurobonds (the government expects to attract $2bn). The main condition is
parliament’s passing the 2019 government budget in the final reading.

We see two major remaining threats to the approval of budget, and, therefore, the IMF
deal. The primary issue is the Capital Exit Tax (CET) that should replace the income
tax. The IMF sees it as a threat to financial stability since income tax revenues
(UAH90bnN for 2019) amount to 2.3% of GDP or 7% of consolidated budget revenues.
We believe that the compromise solution will suggest gradual replacement of the
income tax with CET. The other possible problem might be lack of parliamentary
support of a budget with spending, which does not satisfy MPs’ election-year appetites
due to the IMF criteria. We believe that such a scenario is possible, but not plausible.
In the base-case scenario, Parliament supports the deal. We expect final voting on the
budget to take place either on 8 November or between 20-22 November.

For more details, please see our separate note.

Mykhaylo Demkiv, Kyiv, (044) 377-7040 ext.723

Merchandise-trade-balance deficit rises 46% YoY in 8M18

The merchandise-trade-balance deficit widened to US$5bn in 8M18. High world prices on
energy products, gas prices and robust consumer imports will put pressure on the trade
balance, but this will be offset by higher-then-expected metal prices.

Exports of goods rose 12.4% YoY or US$3.4bn, to US$30.9bn, per data from the State
Statistics Service. The largest contribution to this increase was made by base metals and


https://goo.gl/iRT5Li
https://goo.gl/oAujLw
mailto:mykhaylo.demkiv@icu.ua?subject=Re:
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products made from them (+28% YoY), which account for 26% of total exports, electric
machines (+22% YoY), and wood and articles made from wood (+35% YoY).

Imports of goods amounted to US$35.9bn, having increased by 16.1% YoY or US$5bn. The
growth was primarily due to higher energy imports (+14.3% YoY), which account for 23% of
total imports, electric machines (+27% YoY), and products of the chemical and allied
industries (+11% YoY).

ICU view: Imports of goods will continue to rise faster than exports due to solid
consumer demand and higher volumes of energy imports against the backdrop of high
energy prices. At the same time, the growth rate of exports will be supported by higher-
than-expected steel prices and a better harvest this year, which will constrain widening
of the merchandise-trade-balance deficit.

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



24 October 2018 Weekly Insight  Ukraine reaches new agreement with the IMF

This page is intentionally left blank



11th floor, LEONARDO Business Centre
19-21 Bogdan Khmelnytsky Street

Kyiv, 01030 Ukraine

Phone/Fax +38 044 3777040

INVESTMENT ADVISORY

Makar Paseniuk, CFA, Managing Partner
makar.paseniuk@icu.ua

Ivan Shvydanenko, Director
ivan.shvydanenko@icu.ua

ASSET MANAGEMENT

Grigoriy Ovcharenko, Director
Head of Local Asset Management
grigoriy.ovcharenko@icu.ua

TRADE OPERATIONS

Konstantin Stetsenko
Managing Partner
konstantin.stetsenko@icu.ua

Vlad Sinani, Director
Strategy and Business Development
vlad.sinani@icu.ua

RESEARCH

Alexander Valchyshen
Head of Research
alexander.valchyshen@icu.ua

Taras Kotovych
Senior financial analyst (Sovereign debt)
taras.kotovych@icu.ua

Investment Capital Ukraine LLC is regulated by Securities and Stock Market State Commission of Ukraine (license numbers: dealer

WEB www.icu.ua

Roman Nikitov, ACCA Director
roman.nikitov@icu.ua

Yuriy Kamarytskyi, Vice President
yuriy.kamarytskyi@icu.ua

Liliya Kubytovych
Head of Marketing and Sales
liliya.kubytovych@icu.ua

Sergiy Byelyayev
Head of Fixed-Income Trading
sergiy.byelyayev@icu.ua

Yevgeniya Gryshchenko
Head of Brokerage Services Department
yevgeniya.gryshchenko@icu.ua

Alexander Martynenko
Head of corporate research
alexander.martynenko@icu.ua

Mykhaylo Demkiv
Financial analyst (Banks)
mykhaylo.demkiv@icu.ua

Ruslan Kilmukhametov, Director
ruslan.kilmukhametov@icu.ua

Ruslan Patlavsky, Director
ruslan.patlavsky@icu.ua

Vitaliy Sivach
Trader, Fixed-Income & Forex
vitaliy.sivach@icu.ua

Bogdan Vorotilin
bogdan.vorotilin@icu.ua

Dmitriy Dyachenko
Junior financial analyst
dmitriy.dyachenko@icu.ua
Artem Gladchenko

Junior financial analyst
artem.gladchenko@icu.ua

activity AE 263019, broker activity AE 263018, underwriting activity AE 263020 dated 11 April 2013).

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.


http://www.icu.ua/
mailto:makar.paseniuk@icu.ua
mailto:grigoriy.ovcharenko@icu.ua
mailto:konstantin.stetsenko@icu.ua
mailto:sergiy.byelyayev@icu.ua
mailto:vitaliy.sivach@icu.ua
mailto:vlad.sinani@icu.ua
mailto:yevgeniya.gryshchenko@icu.ua
https://www.facebook.com/pages/ICU/148699395242028
https://www.youtube.com/channel/UC5iIHoHO9jOg903zplrCEkQ
https://twitter.com/ICU_UA
https://twitter.com/Kubytovych
https://twitter.com/kstetsenko
https://twitter.com/VitaliySivach
https://twitter.com/b_vorotilin
https://twitter.com/AlexValchyshen
https://twitter.com/AlexsVMartyn
https://twitter.com/TKotovych
https://twitter.com/demkiv_m

