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Inflation slows t0 5.1% YoY in November

Domestic liquidity and bonds market

Foreigners still active

Domestic bonds continue to attract demand from foreigners, and last
week, total portfolios outstanding rose to a new record high, UAH106bn
or US$4.5bn equivalent. This week, we could see portfolios rise to nearly
UAH110bn (US$4.6bn).

Liquidity sets new record

NBU's purchase of hard currency and the increase in budget expenditures
caused liquidity to hit a new record level. And we could see liquidity rise
this week as well.

Foreign exchange market

Hryvnia continues to appreciate

After appreciation at the end of November, the hryvnia strengthened
during the first week of December. This week can set a new record high
for recent years, and appreciate to UAH23.6/US$.

Economics

Inflation slowed to 5.1% YoY in November
Lower world energy prices and a stronger UAH will continue to constrain
consumer-prices growth this year and in next years.

Staff level agreement with IMF reached
If approved by the Fund’s management Ukraine will get up to $5.5bn.

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

Banks’ reserves market

(9 December 2019)
Last Weekly YoY
chg (%) chg (%)
NBU rate (%)’ 1550 +0np
ON rate (%) 13.18
ON $ swap (%) 12.44
Reserves (UAHm)2 44,991
DepCerts (UAHM)® 102,549

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)
(9 December 2019)

Last Weekly YoY
chg (%) chg (%)

NBU 337,065 +0.00 -3.17
Banks 327,010 7.71
Residents 26,145 +32.97
Individuals 9,677 +66.77

Non-res” 106,054 +1,573.88
Total 805,951 +9.77
Notes: [1] non-residents

Source: NBU, ICU.

FX market indicators (9 December 2019)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 23.6700
EUR/USD 1.1064
DXY? 97.644
UAH TWI 139.327

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

Gov’t bond quotes' (10 December 2019)

Maturity Bid Ask
6m 15.75 14.25
12m 15.50 13.75
2y 15.25 13.50
3y 14.75 12.70
12m (§) 5.00 3.00
2y (9) 5.00 3.50

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

Foreigners still active

Domestic bonds continue to attract demand from foreigners, and last week, total portfolios
outstanding rose to a new record high, UAH106bn or US$4.5bn equivalent. This week, we
could see portfolios rise to nearly UAH110bn (US$4.6bn).

Last week, the MoF sold UAH3bn of notes with a 3.5-year maturity, and today they offer 2.5-
year note along with new four-year notes, with total par value UAH4bn. Last week, the net
increase in foreigners' portfolio was UAH1.7bn or US$71.8m. That means that more than half
of new notes were purchased by foreigners, while this week the purchased amount could be
larger.

ICU view: We expect the offering of four-year notes capped at UAH3bn (US$126m) will
be mostly purchased by foreigners, the same as the 2.5-year note. So, we expect to
see their portfolios rise by about UAH3bn (US$126m), very close to UAH110bn

(US$4.6bn)
Taras Kotovych, Kyiv, (044) 377-7040 ext.724
Chart 1. Local-currency bonds
Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonads 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 (%)
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Source: Ministry of Finance of Ukraine, ICU.

Inflation slows to 5.1% YoY in November
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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.

Liquidity sets new record

NBU's purchase of hard currency and the increase in budget expenditures caused liquidity to

hit a new record level. And we could see liquidity rise this week as well.

Last week, the NBU paid UAH10.4bn for hard currency, which was the key reason for the
liquidity increase. At the same time, budget expenditures increased. On one hand, the budget

paid more in debt interest and principal repayments than was raised through new borrowings.
On the other, VAT refunds were UAH3.2bn (US$130m) last week, which was unusual since
during the first week of refunds, the usual amount is UAHO0.3-1.5bn.

The Treasury’s net impact on liquidity was UAH7.6bn of inflows, while outflows from reserves

in cash and other non-monetary operations was UAH1.1bn and UAHO.6bn respectively. As
the result, liquidity rose UAH16.2bn (US$684m) to UAH147.5bn (US$6.2bn).

With inflows of large amounts of liquidity, banks increased outstandings of NBU CDs by

UAH25bn to UAH102.5bn, using new funds and funds from correspondent accounts with the
NBU, decreasing their balances to UAH45bn.

ICUview: This week, we expect active new investments in government debt with NBU's
purchase of an extra supply of hard currency, while the budget will absorb some funds
due to larger borrowings compared with repayments, UAH4bn instead UAH1bn of
repayments. With this imbalance, the budget can pay more in VAT refunds and liquidity
will be able to rise above UAH150bn.

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 (UAHm)

60,000
so000 48239 -26,125 +55,957 -3,033 +263 50 44,991
| I
40,000
30,000
-1,481 -28,879
201000 —
10,000
0 r r r r v v
-10,000
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 9- deposit support deposit operations* DIF** of closing 6-
Sep-19) Dec-19)

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 continues to appreciate

After appreciation at the end of November, the hryvnia strengthened during the first week of
December. This week can set a new record high for recent years, and appreciate to
UAH23.6/USS$.

We could see some weakening of the hryvnia at the beginning of this month, but budget
financing needs and the lack of demand for FX-denominated bills (see auction comment)
induced the Ministry to change its auction schedule and offer longer notes with larger caps.
This caused an increase in hard currency supply and larger purchases by the NBU, but again
more just to restrict appreciation. Last week, the NBU purchased US$436.6m of hard
currency, the second largest weekly amount this year.

In total, last week, the hryvnia appreciated by 1% to UAH23.7215/US$, and on a trailing 12-
month basis, by 14.89%. The hryvnia's CPI-based real trade-weighted index (which includes
currencies of 27 countries that are trade partners of Ukraine) rose 0.6% to 139, while in YoY
terms, it was up 18.7%.

ICU view: New investments in local-currency notes by foreigners will increase the
supply of hard currency, which should not only keep the exchange rate below

4


https://bank.gov.ua/control/uk/publish/article?art_id=38643651&cat_id=40807142
http://bit.ly/349LsTo
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UAH24/US$, but can strengthen the hryvnia to around UAH23.6/US$. VAT refunds and
larger budget expenditures alone can increase demand for hard currency and weaken
hryvnia a little.

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

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 funaamental levef (%)
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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.

Economics

Inflation slowed to 5.1% YoY in November

Lower world energy prices and a stronger UAH will continue to constrain consumer-prices
growth this year and in next years.

In November, headline inflation slowed to 5.1% YoY from the 6.5% YoY seen in October,
which is the lowest reading since March 2014, while in MoM terms, prices rose 0.1%. Growth
rates of consumer prices slowed in all major subcategories, but the main positive impact on
inflation slowdown was deceleration of growth on food prices to 6.6% YoY. At the same time,
prices on transport fell for the second month—by 3.2% in November, while prices on utilities
grew only 1.1%. Core inflation fell to 4.8% YoY.

ICU view: A stronger UAH, lower world oil and gas prices, and improvement in
inflationary expectations currently constrain consumer-prices growth. The inflation
will likely remain in the NBU'’s target range of 51% by YE19

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

Staff level agreement with IMF reached

If approved by the Fund’s management Ukraine will get up to $5.5bn.

The IMF staff has reached an agreement with Ukrainian authorities on a new three-year, SDR
4 billion (about US$ 5.5 billion) arrangement under the Extended Fund Facility. Final approval
for the programme is conditional on meeting a list of prior actions in the areas of the rule of
law and integrity of the judiciary, reduction of vested interests, and preserving the gains of
the banking-sector reform.
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ICU view: We expect the new programme to be approved in early 2020. However, it is
far from being a done deal, considering the ambiguity of the new administration on the
banking-sector reforms. However, such amoveis important support for Ukraine ahead
of the Normandy meeting.

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