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Inflation slowed to 8.6% YoY Iin March

Domestic liquidity and bonds market

Investments in government bills increase

Last week, the bond portfolios of foreign investors rose above UAH25bn,
increasing concentration in local-currency bills. We expect portfolios to
rise this week, too, and exceed US$1bn.

Liquidity steady

The total amount of banking-sector liquidity was steady most of last week
in the range of UAH105-108bn with increase last Friday, and this week it
should stay in the same range with slight volatility.

Foreign exchange market

Foreigners supported the hryvnia

New inflows from foreign investors in government bills provided FX
supply, which allowed the hryvnia to stay below UAH27/US$ in the
expected range of UAH26.7-27.3/US$. This week we should see a similar
situation.

Economics
Inflation slowed to 8.6% YoY in March

Tight monetary and fiscal policies along with lower energy prices will
contain consumer price growth in 2019.

IMF updates economic forecasts for Ukraine
The IMF confirmed its forecast of 2.7% real GDP growth in 2019 with an
acceleration to 3% next year.

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

Banks’ reserves market
(12 April 2019)

Last Weekly YoY
chg (%) chg (%)

NBU rate (%)’ 1800 -+0bp STV
ON rate (%) 16.47 +3bp +37bp
ON $ swap (%) 14.57 +16bp ~ -154bp
Reserves (UAHM)? 57,596 Ly N
DepCerts (UAHM)°® 51,045 ST RPEREEVVI

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)
(12 April 2019)

Last Weekly YoY
chg (%) chg (%)

NBU 337,103 +0.00 -3.77
Banks 359,404 -1.63 +2.87
Residents 26,059 +3.97 -2.86
Individuals 8,139 +2.64 +244.23

Non-res” 25,586 +12.12 +79.88
Total 756,291 -0.26 +1.77
Notes: [1] non-residents

Source: NBU, ICU.

FX market indicators (12 April 2019)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 26.7578
EUR/USD 1.1299
DXY? 96.972
UAH TWI 121.462

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

Gov’t bond quotes' (15 April 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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Chart 1. Local-currency bonds
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Investments in government bills increase

Last week, the bond portfolios of foreign investors rose above UAH25bn, increasing
concentration in local-currency bills. We expect portfolios to rise this week, too, and exceed
Uss$ibn.

As expected, foreign investment in government debt increased to UAH25.6bn at the end of
last week, which included a slight decline to UAHO0.9bn of investments in FX-denominated
bills after redemptions last Thursday.

Private investors also increased their portfolios to above UAH8bn, an increase of UAH2.1bn
since the beginning of the year. This includes an additional UAH1.1bn of local-currency bills.
So, we see a steady increase in local-currency debt, although it is still slightly below one-third
of portfolios.

Only the portfolios of banks declined last week due to significant redemptions of both local
and FX-denominated bills from their portfolios without reinvesting.

ICU view: The amount of local-currency denominated bills continues to increase in
portfolios supported by a quite steady exchange rate and high interest rates. In
addition, private investors have tax relief for these revenues. So, we should see new
record levels in portfolios, with foreign investors increasing investments to above
US$1bn this week.

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
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Source: Ministry of Finance of Ukraine, ICU.

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 (%)

Volume (US$bn, right scale) |1 year M2 years M3 years
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Source: Ministry of Finance of Ukraine, ICU.

Liquidity steady
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Fair value of domestic government bonds as calculated by NBU versus
placements via primary market auctions
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Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.

The total amount of banking-sector liquidity was steady most of last week in the range of
UAH105-108bn with increase last Friday, and this week it should stay in the same range with

slight volatility.

Last week, banks continued to exchange reserves in cash, but liquidity had large inflows from

other sources. In cash, banks exchanged UAH5.8bn, while from the NBU via the FX market,

liquidity received UAH1.5bn, and from the Treasury via budget expenditures there were

UAH9.9bn of inflows. By the end

ICU view: This week, there is

of last week, liquidity was at UAH110.7bn.

a possibility that the NBU will increase FX purchases

from the market, providing larger support for liquidity. At the same time, the Treasury

may provide less funds via ex

penditures. As the result, we expect liquidity to remain

steady at around UAH105-110bn.

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

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

60,000

+6,680 -98 57,596
58,000 -
+1,109 -4,248
96,000 +13,323
54,000 I
52,000
50,000
48,000
46,000
44,000
42,000 40,830
40,000 ——— . . . . . . . .
Banks 0/N loans 0/N Tenders of  Tenders of Other Change in Operations by Other Banks
reserves (as certificates of liquidity certificates of monetary cash Treasury, operations*** reserves (as
of opening 8- deposit support deposit operations* DIF** of closing 11-
Apr-19) Apr-19)



15 April 2019 Weekly Insight Inflation slowed to 8.6% YoY in March l C S

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.

Foreigners supported the hryvnia

New inflows from foreign investors in government bills provided FX supply, which allowed the
hryvnia to stay below UAH27/US$ in the expected range of UAH26.7-27.3/US$. This week
we should see a similar situation.

Last week, the hryvnia weakened by a mere 0.3% to UAH26.76/US$ as the result of
reasonable selling of FX by foreigners. This inflow of FX to the market compensated the
decline in supply from exporters. Total daily FX turnover slid 10% to US$267m compared
with US$297 a week before.

The hryvnia's CPI-based real trade-weighted index (which includes currencies of 27 countries
that are trade partners of Ukraine) declined 0.9% to 121.5, while in YoY terms, it was up
4.3%.

ICU view: This week we expect that the inflow of FX from foreign investors will be
similar, and this should allow hryvniato remain steady at the same level, with volatility
within the same range of UAH26.7/US$ to UAH27.3/US$.

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


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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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.

Inflation slowed to 8.6% YoY in March

Tight monetary and fiscal policies along with lower energy prices will contain consumer price

growth in 2019.

In March, consumer-prices growth slowed to 8.6% YoY, a 2.5-year low, per data from the
State Statistics Service of Ukraine. Unlike previous months when inflation decelerated
primarily thanks to slower growth of transport prices, in March, the CPI declined mostly thanks
to lower growth in prices on food products (+7% YoY). On the flip side, there was some
acceleration in prices on transport (+7.3% YoY), communication (+17.5% YoY), and clothing
and footwear (+2% YoY). Core inflation fell by 0.2ppt to 7.6% YoY. The NBU forecasts
headline CPI at 6.3% YoY for the end of 2019.

ICU view: Lower world oil and gas prices, a stronger UAH, and low inflation in the key
trading partners of Ukraine prompted inflation slowdown in 1Q19. Tight monetary and
fiscal policies as well as decelerating economic growth of Ukraine will continue to
contain consumer price growth in 2019. Nevertheless, there remain significant
inflationary risks, including solid consumer demand, high inflationary expectations,
and rising nominal wages. We maintain our CPI forecast at 8.5% YoY growth by

YE2019.

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

IMF updates economic forecasts for Ukraine

The IMF confirmed its forecast of 2.7% real GDP growth in 2019 with an acceleration to 3%

next year.

Nominal GDP will increase by 14.2% to UAH3.87tn in 2019, and to UAH4.41tn in 2020, which
is equivalent to US$135bn and US$147bn, respectively, per data from the IMF. This implies
a year-average exchange rate of 28.68 UAH/USD in 2019, followed by a weakening to 29.96
UAH/USD in 2020. The C/A deficit forecast was improved to 2.5% of GDP in 2019 from 2.9%
expected earlier, while in 2020, it will be close to 2.4% of GDP. The CPI forecast remained
unchanged at 7% by YE2019, and was slightly worsened to 5.6% by YE2020.
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ICU view: IMF forecasts for 2019 are more optimistic compared with our expectations:
real GDP growth at 2.3%, CPI at 8.5% (see the previous comment), and C/A deficit at
3.3% of GDP. We tend to view that tight monetary and conservative fiscal policy, less
favourable external conditions and uncertainty due to the double elections in Ukraine
will bring about a more severe slowdown of economic growth this year compared with
the IMF’s expectations.

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