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Economy rises 3.3% in 2018

Domestic liquidity and bonds market

Foreign investments increase

Foreign investment in Ukrainian domestic debt set a new record high of
UAH18.6bn, or UAH4bn more than the same time last year. This week,
total investments could decline due to debt repayments despite new
purchases.

Liquidity declines

Significant purchases of new bills caused a decline in liquidity, which was
not compensated from other sources, such as NBU’s FX purchases or
budget expenditures. Without purchase of FX by the NBU and with debt
repayments being refinanced, liquidity should decline further.

Foreign exchange market

Investments in bonds supported hryvnia

The FX market changed to positive for the hryvnia, which appreciated
slightly by 0.5% to UAH26.89/US$. But this week, volatility may rise, and
the hryvnia may weaken to above UAH27/USS$.

Economics

Economy rises 3.3% in 2018
In 2019, the real GDP growth rate is set to slow due to conservative fiscal
and tight monetary policies, as well as less favourable external conditions.

Retail trade turnover grew 7.2% YoY in February

Household consumption increased 8.9% in 2018, and it will remain the
key driver of economic growth this year thanks to further growth of real
incomes.

Industrial production fell 1.8% YoY in February
Solid consumer demand and an increase in the mining industry will
support industrial output this year.

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

Banks’ reserves market

(25 March 2019)

Last Weekly YoY

chg (%) chg (%)

NBU rate (%)’ 1800 -+0bp STV
ON rate (%) 16.56 +56bp
ON $ swap (%) 14.31 - -189bp
Reserves (UAHm)2 55,333 - +9.82
DepCerts (UAHM)® 44,401

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)
(25 March 2019)

Last Weekly YoY
chg (%) chg (%)

NBU 337,107 +0.00 -4.16
Banks 366,796 +0.34 +5.76
Residents 25,977 +0.63 -8.98
Individuals 7,784 +1.59 +263.10

Non—res4 18,168 +24.85 +24.18
Total 755,832 +0.69 +1.61
Notes: [1] non-residents

Source: NBU, ICU.

FX market indicators (25 March 2019)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 26.9250
EUR/USD 1.1312
DXY? 96.566
UAH TWI 120.269

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

Gov’t bond quotes’ (26 March 2019)

Maturity Bid Ask
6m 20.00 18.50
12m 20.00 18.25
2y 19.75 18.00
3y 19.50 17.50
12m ($) 7.50 5.25
2y ($) 7.50 5.50

Notes: [1] Actual quotes you can see at www.icu.ua.
Source: ICU.
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Domestic liquidity and bonds
market

Foreign investments increase

Foreign investment in Ukrainian domestic debt set a new record high of UAH18.6bn, or
UAH4bn more than the same time last year. This week, total investments could decline due
to debt repayments despite new purchases.

UAH10bn of local-currency bills were sold at last week’s auction, and, according to NBU
statistics, UAH4bn was purchased by foreign investors, mostly at primary auctions.
Secondary-market turnover was significantly lower, at just about UAH1.7bn. It appears that
foreign investors purchased three-month bills and likely part of the two-year bills offered,
which were sold at UAH5.1bn and UAH3.4bn respectively.

ICU view: Foreigners once more became active, setting a new record high. This week,
nearly UAH6bn in domestic UAH-denominated debt will be repaid, with part likely being
paid to foreign investors, decreasing their portfolios. However, new foreign
investments in bills are likely this week.

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

Chart 1. Local-currency bonds

Three-year history of domestic government bond placements at primary market:
proceeds (in billions) and yields-to-maturity (%)

Fair value of domestic government bonads as calculated by NBU versus
placements via primary market auctions
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Source: Ministry of Finance of Ukraine, ICU.
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Chart 2. FX-denominated bonds
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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
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Source: Ministry of Finance of Ukraine, ICU.

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

Liquidity declines
Significant purchases of new bills caused a decline in liquidity, which was not compensated

from other sources, such as NBU’s FX purchases or budget expenditures. Without purchase
of FX by the NBU and with debt repayments being refinanced, liquidity should decline further.

For the second consecutive week, liquidity declined below UAH100bn, falling to UAH97.6bn
last week. The NBU did not intervene in the FX market despite the hryvnia becoming a bit
stronger, until a purchase of US$15m on Friday.

Last week, non-monetary operations caused UAH2.2bn of liquidity outflows. This was
primarily due to the purchase of new bills on Wednesday, the settlement day after the auction,
when net outflows to treasury accounts were above UAH6bn, and during last week —
UAHA4.7bn. Absorption of funds by the Treasury was partially compensated by cash exchange
in reserves, which amounted to UAH2.3bn.

ICU view: This week, we may see nearly UAH6bn of VAT refunds and UAH6bn of debt
repayments. These inflows should support liquidity. At the same time, month-end tax
payments are due, and investors could buy new bonds at the auction on Tuesday. So,
without new inflows, liquidity could remain below UAH100bn and slightly decline.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 3. Banks reserves usages over last week(UAHm)
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Chart 4. Banks reserves usages over last 90-day period (JAHm)
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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.

Investments in government bonds supported hryvnia

The FX market changed to positive for the hryvnia, which appreciated slightly by 0.5% to
UAH26.89/US$. But this week, volatility may rise, and the hryvnia may weaken to above
UAH27/USS$.

New foreign investment in domestic debt was the key positive last week, as investors sold
FX to buy new bills. This supply likely satisfied all extra demand for FX and avoided negative
pressure on the hryvnia, allowing it to move below UAH27/US$.

The hryvnia's CPI-based real trade-weighted index (which includes currencies of 27 countries
that are trade partners of Ukraine) rose 0.7% to 120.9, while in YoY terms, it was up 4.6%.

ICU view: This week, we expect volatility in the exchange rate. On one hand, we expect
liquidity decline, which will cause additional FX supply. But on the other, this week the
main portion of VAT refunds should be paid, which will decrease FX supply from
exporters. In addition, there are scheduled debt repayments, which may be partially
exchanged in FX. As the result, this week, the hryvniais likely to weaken a bit to above
UAH27/US$, but probably less significantly than last Tuesday.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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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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UAH exchange rate misalignment’ from fundamental levef (%)
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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.

Economy rises 3.3% in 2018

In 2019, the real GDP growth rate is set to slow due to conservative fiscal and tight monetary

policies, as well as less favourable external conditions.

Real GDP growth accelerated to 3.3% in 2018, up from 2.5% seen in 2017, per data from the
State Statistics Service of Ukraine. Nominal GDP rose 19.3% to UAH3.56tn, which amounts
to US$131bn, while the deflator was 15.4%. The agency also improved its estimate of 4Q18
real GDP growth by 0.1ppt to a 3.5% YoY growth.

On the supply side, key drivers of real GDP growth in 2018 were agriculture (+7.8%),

wholesale and retail trade (+3.7%), and financial and insurance activity (+12.4%). These

categories account for almost 50% of total economic growth. The only sectors that posted a

decline were education (-1.1%), and health care (-1.7%). On the demand side, growth was

driven by household consumption (8.9%), and investments (+14.3%). Real exports declined

1.6%, while real imports rose 3.2%.

ICU view: Our baseline scenario envisages real GDP growth to slow to 2.3% in 2019
due to less favourable external conditions, tight monetary and restrictive fiscal
policies, as well as the double elections, which negatively impact business

expectations.

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

Retail trade turnover grew 7.2% YoY in February

Household consumption increased 8.9% in 2018, and it will remain the key driver of economic

growth this year thanks to further growth of real incomes.

Retail-turnover growth accelerated to 7.2% YoY in February, up from 6.3% YoY in January,
bringing the 2M19 growth to 6.8% YoY, per data from the State Statistics Service of Ukraine.
By region, the highest growth in retail trade was observed in the Zakarpattya region (+15%
YoY), the Kyiv region (+11% YoY), and the Vinnytsya region (+10% YoY).
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ICU view: Real wages growth, further increase in remittances, and inflation slowdown
will support domestic demand, which will remain the key driver of economic growth
this year. In addition, wages’ share of nominal GDP increased to 41.5% in 2018, up
from 38.9% in 2017, and will continue moving towards the pre-crisis level of 50% in the
following years, which is also supportive of consumer demand.

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

Industrial production fell 1.8% YoY in February

Solid consumer demand and an increase in the mining industry will support industrial output
this year.

Industrial production contracted for the fourth consecutive month—in February it fell 1.8%
YoY after a 3.3% YoY drop in January. In SA terms, industrial output fell 0.6% compared with
January. The processing industry fell 2.5% YoY, mainly due to decreased output in the
chemical industry (-19.5% YoY), engineering (-4.3% YoY), and metallurgy (-3.7% YoY). The
utilities sector contracted 4.9% YoY, and 3.5% MoM SA. The only sector that posted growth
was the mining industry (+1.7% YoY, flat MoM SA), where all subcategories increased. In
2M19, industrial production fell 2.5% YoY.

ICU view: Consumer demand, which remains the main driver of Ukraine’s economic
growth, as well as higher growth rates in the mining industry thanks to expanding gas
extraction and higher world prices on iron ore because of the tragedy in Brazil, will
support industrial production this year. We maintain our forecast of 1.9% growth in
full-year 2019.

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