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Outlook Last update  This week in focus: Increasing Agri-Food exports narrows CA deficit
Fitch B POSITIVE 06.09.2019  CA saw another improvement in October: a 12-month cumulative deficit
) B STABLE 97.09.2019 decreasedl by 1.6% m/m to USD3.7bn. The change seems to justify
strengthening of the local currency, but the gap stays too wide. We keep our
S&P (N) uaBBB ) 12.04.2013 year-end forecasts both for UAH FX rate and CA unadjusted to the recent
Moody's Caa POSITIVE 22112019  developments, though admit that final prints might prove better than we expect.
Figure 1. UAH exchange rate (UAH per USD) FX and interest rates: Hryvnia pushes higher against US dollar
00 otk Volmes e Lot Prics ° The upbeat momentum in the Ukrainian local currency remains firm for yet
600 another week and is now pushing the USD/UAH rate to fresh lows below the 24
500 % key mark.
0 i .5 The pair is up for the third consecutive session on Thursday, extending the
300 | upside on the back of persistent FX liquidity inflow related to both fresh foreign
200 ,so investments into local government debt and recurring single large scale FX
100 ; transactions. The latter is said to be related to the state company Naftogaz and
0 .5 the bulk of funds sold were absorbed by the central bank.

&S 3S  Regarding non-residents’ transactions, being not material in volumes they

currently produce a kind of psychological pressure, making the market to believe
that further hryvnia strengthening, at least for upcoming months, is inevitable.
160 Tomr uamizabn 0 The recent National bank’s (NBU) statements, confirming a natural course of the

140 nel. NBUCs UART30n 165 foreign currency market, only reinforce such expectations.
16.0

155 We noticed, however, that non-residents’ position in the public debt showed
150 negative change on certain days since the last decade of November. This may
"% indicate of a profit-taking before the New Year. If this is the case, the currency
EZ pair may reverse the upward trend for a while in case of intensification of such
1, debt sales.
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2% Total liquidity in the banking system increased by 4.2% - to UAH131bn in the
2338338ggegeegszzzczsgs "% week ended on November 29. The central bank's interventions in the foreign
currency market and changes in the volume of cash money were the main

. contributors to the increase. In particular, the NBU bought USD120mn during
i dHIER e oiTesaNdenigee b aeesl B ilEy) the last week (a 37.4% decrease compared with a week earlier), injecting into
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5562 B o gy wm 0w s the system UAH4.4bn. In turn, an inflow via a cash channel amounted to

50 - o UAH3.5bn.
o Monetary operations represent increase of investments into central bank’s
30 certificates of deposits (CDs) by 9.6% to 77.2%. Most of funds are allocated in 2
20 -week CDs (UAH62.8bn).
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Figure 4. Local UAH bonds market Government bond market

165% : S : S Place-
CCY Maturity Cut-off WA rate Max bid Min bid Nurr]ber Bids Bid size, ment
16.0% rate rate rate of bids accepted mn size. mn
16.5% \ UAH 3m 13.80% 13.06% 15.00% 13.00% 7 5 37258 5258
15.0% UAH 45y  1250% 12.38% 12.90% 1225% 19 14 4087.43 3000.00
145% usD 1y 400% 3.88% 450% 345% 30 24 2780 1825
o R usD 2y 425% 408% 500% 349% 23 19 4531 3446
135% The Finance Ministry attracted UAH3.4bn and USD53.9mn at the primary
. = UAH bonds (bids) === UAH bonds (offers) auction on December 3. Among UAH-denominated bonds there were offered
13.0% " . e .
am 6m 1y 2 3m bonds worth UAH3bn and 4.5y securities with a ceiling lifted to UAH3bn

from UAH2.5bn. The rising in the threshold is likely due to increase in FinMin’s

Figure 5. Local USD bonds market borrowing plan for 2019 by UAH16.4bn, as we mentioned in our previous report.

oo While the auction of the short-term bonds went poorly — there were sever

45% . . .
% _// applications for UAH373mn but the ministry accepted only five of them for

35% UAH53mn with a rate below 13.8% - the 4.5y securities draw a bid-to-cover ratio
3.0% - a gauge of demand - of 1.36. The bonds were sold at an average yield of
25% / 12.38%, and the cut-off rate was set at 12.5%, a 40 basis points below the
20% maximum bid rate.

15%

1.0% In addition to debt in local currency the ministry offered USD100mn worth of 1y
05% D b ) U bons (0 bonds and USD250mn worth of 2y securities in foreign currency. The auctions
00% . o N drew a cool reception with a total amount of bids at USD73mn. The shorter-

dated bonds were sold at an average yield of 3.88% with a cut-off rate at 4%
and the 2y securities were sold at an average yield of 4.08% (a cut-off rate was
set at 4.25%).

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  USD weakens against EUR on trade tensions

8 kane 20— Ukraine 23 Ukraine 27 wanee The greenback fell 1% in the last seven days, taking it to a one-month low
versus the single currency on renewed trade tensions. In early trading on
Thursday, the U.S. dollar edged up to 1.1082 against the euro.

o U.S. President Donald Trump’s statement that he had “no deadline” for an
o5 M agreement with China hurt sentiment as lengthy trade negotiations have already

50 weakened world growth, with many economies struggling to find their footing.
:Z Poor prints in the U.S. docket as of late have resurrected doubts regarding the
35 ‘good shape’ of the U.S. economy, while news on the U.S.-China trade front

= ¥ 2 85 5 3 have been also weighing on yields and morphed into extra weakness for the
buck.

Figure 7. EUR USD spot (mid)

o Data wise in Euroland, retail sales disappointed expectations in October, while

final 3Q19 GDP prints matched consensus. In general, the slowdown in the
region appears far from abated despite some positive results from key
111 fundamentals in Germany and the euro bloc as of late.

1.105

1115

Fixed income market focus is also largely attuned to global trade developments,
following a media report suggesting the world’s two largest economies were on

1.095 the cusp of signing a so-called “phase one” trade deal. The yield on the
109 benchmark 10-year Treasury note, which moves inversely to price, was seen on
1085 Thursday at around 1.807% compared to 1.767% a week earlier.
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Figure 8. Current account, 12M rolling (USD bn) Increasing Agri-Food exports narrows CA deficit

=)

= 12monh CA ;0 Current account (CA) saw another improvement in October. According to

Secondary income ¢ the central bank’s updated stats 12-month cumulative CA deficit decreased by
‘ ‘; 1.6% m/m to USD3.7bn. The change seems to justify strengthening of the local
v\-\\’:i—w:bo currency, but the gap stays too wide. We keep our year-end forecasts both for

2 UAH FX rate and CA unadjusted to the recent developments, though admit that
Goods :g final prints might prove better than we expect.
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j Not much changed in terms of major contributors to the trade balance as

12 :12 compared with the previous month (see report of Nov 13). Worth noting
-u:) b e i on meE e oxs s OM-M however, that record-breaking grain crops in 2019 — 74.3 mn tonnes according
to Ministry of Economic Development, Trade and Agriculture — contributed to a
- record high export revenue inflow per month — USD2.3bn. Total agrifood export
sales in the first ten months of the year increased by 22% - to USD17.9bn.
2% Agri-Food 110%
2% 21 Chemicals % Ayear-end CA deficit reading might prove better than we expect (below our
2% 104 Meallurgy 1% forecast at USD4bn). Agricultural export revenue inflow is likely to stay buoyant
% 07]  industialgoods 1% through the end of the year against strong crops and existing storage capacities
9% Machinery 189 1 9ap. Yet some decline in monthly sales might take place, taking into account
0% Fuels & Minerals 151 ,3 that harvesting campaign has been completed within a shorter period compared
7% 3 Wospodues | 13 1 With a year earlier, so some agroproducers could have pushed forward with their
14% i | Other(lgg(lj-el)nformal 1 €xport sales amid strengthening hryvnia.
0% 65 Services 52 16% Increasing machinery imports, however, will not allow the final print to
18%  Bxporl: USDG3.1on TOTAL mporis: USD74.80n— 17% ghow a surprising change. In addition to extensive investments into green
energy projects, draining incoming foreign currency, used cars imports from EU

Figure 10. Operations of Gazprom and Naftogaz seems to regain momentum amid favorable local currency conditions.
30

1 Volume of Russian gas transit, bom

© Revenues fiom gas trarsit servioes, USDbn (RHS) ‘ Focus on the services segment, and looming gas transit cut-off through

25 Ukraine in particular. On January 1, 2020 expires the current ten-year contract
,, between Naftogaz and Russia's Gazprom regarding the transportation of

Russian natural gas through Ukraine. Having its Nord Stream-2 project in the
'* final stage Russia is clearly reluctant to negotiate with Ukraine over a new long-
., term agreement on transporting natural gas to Europe. Some concessions from

the Russian side might be needed though, as the new gas pipeline is clearly
% lacking capacity for complete substitution of the Ukrainian transportation gas
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. .o channel. Ukraine-EU-Russia are continuing trilateral gas talks on the matter in
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Services net contribution to the external trade balance has tripled since 2016
and this year might reach USD2bn. Gas transportation services, in turn,
generate about USD2.5bn annually during the last three years. While a total halt
in Russian gas transit through Ukraine in 2020 is hardly likely, we expect a
notable reduction in volumes of gas transported, reducing current surplus in
external trade of services.
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Key Macroeconomic Indicators |
L 0130142015 2016 2017 2018 [019E J2020F |

Real sector
Real GDP (%YoY) 0.0 6.6 9.8 2.3 25 3.3 35 3.5
Industrial production (%YoY) 43  -10.7 6.0 2.4 -0.1 1.6 0.0 1.2
Retail sales (%YoY) 6.1 -11.0  -25.0 4.0 8.8 6.1 5.0 4.0
Unemployment rate end of year (ILO, working age) 1.7 9.7 11.5 9.3 8.7 8.5 8.5 8.4
Nominal GDP (UAH bn) 1466 1587 1980 2383 2983 3393 3830 4321
Nominal GDP (USD bn) 184 134 91 93 112 125 145 152
Prices
CPI (average %YoY) -0.2 12.1 48.7 16.5 14.4 10.5 9.2 8.1
CPI (end of year %YoY) 0.5 249 43.3 124 13.7 9.8 7.9 7.2
Real average wage growth (%YoY) 8.2 6.5 -350 10.0 18.9 9.7 8.0 6.0
Fiscal balance (% of GDP)
State budget deficit (without Naftogaz) 4.2 49 2.3 2.9 1.6 24 24 2.3
Total public debt (% of GDP) 39.9 69.4 79.4 81.0 71.8 61.0 60.0 61.0
External balance
Exports of goods and services (USD bn) 81.7 65.4 479 46.0 54.0 59.0 57.2 59.5
Imports of goods and services (USD bn) 974 70.0 49.6 51.8 60.8 70.5 69.1 71.8
Current account balance (USD bn) -16.5 -4.6 1.6 -1.3 2.4 4.7 -4.0 4.5
Current account balance (% of GDP) -9.0 -3.4 1.8 -14 2.1 -3.3 -3.3 -3.2
Net FDI (USD bn) 4.1 0.3 3.0 34 2.3 2.5 2.3 2.4
Foreign exchange reserves (end of year) 204 7.5 13.3 15.5 18.8 20.8 22.5 235
Imports coverage (months of imports of goods) 2.9 15 4.4 37 3.6 34 35 35
Interest and exchange rates
NBU discount rate (% end of year) 6.5 14.0 22.0 14.0 14.5 18.0 15.5 13.0
Exchange rate (UAH/USD) end of year 8.2 15.8 24.0 27.2 28.0 27.7 26.5 28.5
Exchange rate (UAH/EUR) end of year 1.3 23.0 26.2 28.3 335 31.8 29.2 314
Two Weeks Ahead
Date/Deadline Event Notes
07-Dec (Sat) NBU: FX Reserves by 7th day
09-Dec (Mon) Ukrstat: Consumer & Production Price Indexes November
10-Dec (Tue) FOMC: Monetary Policy Meeting 10-11 of Dec
NBU: Monetary & Financial Statistics November
12-Dec (Thu) ECB: Monetary Policy Meeting
NBU: Monetary Policy Meeting
18-Dec (Wed) ECB: Non-Monetary Policy Meeting
Upcoming pay offs related to local government bonds
Date Payment Amount
05-Dec (Thu) Coupon USDmn 14.6
11-Dec (Wed) Coupon UAHmN (capital notes) 3984
Coupon UAHmN 527.9
12-Dec (Thu) Principal USDmn 160.0
18-Dec (Wed) Coupon UAHmN (capital notes) 12141
Coupon UAHmN 273.6
*capital notes - government bonds, which were issued for recapitalization of state-owned banks
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Important Disclaimer

This document has been prepared by group of investment business of PUBLIC JOINT STOCK COMPANY “UKRSIBBANK" that is the part of
BNP Paribas Group (hereafter — JSC “UKRSIBBANK”) in strict compliance with related Ukrainian legislation.

JSC “UKRSIBBANK is the sole owner of the contents of this document (as well as the graphics, the layout, and the text) which is protected by
(Ukrainian and international) copyright laws. No materials featured herein can be reproduced or used in any format, in whole or in part, without
the prior written consent of JSC “UKRSIBBANK”.

This document is a marketing communication, not intended for public use, and is not considered to be an independent investment research.
The document has not been prepared in accordance to legal requirements designed to provide the independence of investment research, and
is not subject to any prohibition on dealing ahead of the dissemination of investment research.

The information and opinions contained in this report have been obtained from, or are based on public sources believed to be reliable, but no
representation or warranty, express or implied, is made that such information is accurate, complete or up to date and it should not be relied
upon as such. Nothing in this report can be rendered as explicit or implicit investment recommendation.

To the fullest extent permitted by law, neither JSC “UKRSIBBANK”, nor any other BNP Paribas group company, accepts any liability whatsoev-
er (including in negligence) for any direct or consequential loss arising from any use of or reliance on material contained in this report.

This document is intended to be distributed on the territory of Ukraine, to non-US persons only (most broad definition of US persons must be
applied).

By accepting this communication, a recipient hereof agrees with abovementioned limitations.
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