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= The NBU has increased the discount rate by 50bps to 18.0%

= Foreign currency reserves of the NBU in August decreased by
$0.5bIn MoM to $17.2blIn

= Consumer inflation in August was absent in MoM terms, but
increased to 9.0% YoY
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The NBU has increased the discount rate by 50bps to 18.0%.
According to the press release, monetary policy has been tightened
primarily in response to a hike in external risks that stem from
deteriorating terms of trade with other EM economies (a result of relative
currency devaluation abroad), and potential for commodity price
weakness in the wake of an escalating US-China trade war. Internal
pressures generated by growing disposable income (on the back of labor
migration) and elevated inflation expectations were also noted to be a
concern.

Our view: Taking into account that the NBU has spent over $650min of
reserves over August to stabilize the interbank FX market, the rate
increase did not come to us as a surprise. Moreover, we do not exclude
that the regulator will tighten monitory policy even further if pressures on
the hryvnia continue to build just like they did in 4Q17. Since the latter is
a part of our base-case macroeconomic scenario (a devaluation driven
by negative expectations), we bump our discount rate forecast for the
end of December to 19.0%. In our view, potential for a more relaxed
policy will be greatly increased by a positive outcome of negotiations
with the IMF (a mission has already arrived in Kyiv).
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Foreign currency reserves of the NBU in August decreased by
$0.5bln MoM to $17.2bin. Outflows were caused primarily by $1.1bin of
state debt interest and amortization payments (including $607min to the
IMF) and the regulator’s net interventions worth of $650min. Inflows
came on the back of local FX notes and eurobond placements by the
government that raised $460min and $725min, respectively.

Our view: The decline in reserves substantially exceed our expectations
due to the sizeable amount of interventions conducted by the NBU. In
fact, our previous base-case scenario envisioned that the regulator
would be able to purchase FX currency from the market until September,
when a seasonal shift in sentiment usually occurs. Adjusting our model
for the new reality, we decrease the private sector’s funding contribution
to the BoP to just $0.1bIn from $2.0bln previously. Taking into the
account the surprise $725min private placement, we downgrade our
end-of-year reserves estimate by a smaller amount: to $19.4bIn from
$20.8bln previously. We note that we continue to expect that Ukraine will
receive the upcoming $2.0bIn tranche from the IMF, EUR0.5bIn from the
EU, and $0.5bln from the World Bank. Additionally, we model that the
state will place an additional $1.0bin net via a eurobond operation.
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Consumer inflation in August was absent in MoM terms, but
increased t0 9.0% YoY from 8.9% previously. Following a 0.7% MoM
deflation in July, prices remained flat, owing to even cheaper food
(mostly a result of seasonality of fruit and vegetable markets) and
clothing (sales on old collections). Categories that pushed the CPI
forward were transportation services (partially due to more expensive
bus and metro tickets), as well as alcohol and tobacco. Core inflation
landed at 0.1% MoM.

Our view: The reported data came generally in line with our estimates,
which allows us to retain our EOP inflation outlook for the year at 9.5%.
Over the next three months we continue to expect the CPI to be driven
by three principal factors: an increase in natural gas prices and heating
tariffs (as per the upcoming agreement with the IMF), a seasonal
devaluation of the hryvnia (at c. 4% since the beginning of August), and
growing disposable income. With regard to the latter we note that
average salaries in July were up by 25% YoY, which is a slight
acceleration from June. In its published commentary, the NBU has

remarked that inflation landed above expectations, which may mean that

its 8.9% target will experience an upward revision.
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Appendix

Banking system 3m liquidity (lhs, UAHbIn) vs NBU CD rates (%) Banking system inflows from the state treasury and the DGF
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Local market liquidity (as measured by the aggregate amount of NBU correspondent accounts and investment CDs)
has decreased by UAH 2.2bin to UAH 70.4bin over the last week. On September 11 the Ministry of Finance conducted
local hryvnia denominated placement maturing in December 2018, March 2019 and September 2019 with yield of 18.5%
and USD denominated placement maturing in June 2019 and July 2020 with yield of 5.95%. A total of UAH 134.6mIn and
$10.3mIn was raised as a resullt.

The UAH/USD interbank rate appreciated by 1.4% over the week starting out with 28.50 and ending at 28.10.

FX interbank trade volume (lhs) and FX rate (rhs), past 12 months Local market yield curve: yield (lhs, %) and maturity (rhs, days)
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Ukraine vs selected countries: 10y USD yield spread, bps
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State and NBU next 12m FX debt repayment schedule, $bin
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Global commodity price indices, past 12 months
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Ukraine eurobonds: yield (lhs, %) vs duration (years)
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State and NBU FX debt repayment schedule 2018-28, $bin
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Key macroeconomic indicators

1Q17 2Q17 3Q17 4Q17 2017 1Q18 2Q18E 2018E
Real GDP growth, YoY 2.8% 2.6% 2.4% 2.2% 2.5% 3.1% 3.6% 3.3%
Nominal GDP, UAHbIn 591 665 833 894 2,983 700 775 3,449
Nominal GDP, $bin 22 26 32 33 112 26 30 125
GDP deflator growth YoY, % 26.2% 20.9% 21.1% 20.9% 22.0% 14.9% 12.5% 11.9%
Period average CPI YoY, % 14.0% 13.8% 16.1% 14.0% 14.5% 13.8% 11.6% 11.5%
End of period CPI YoY,% 15.1% 15.6% 16.4% 13.7% 13.7% 13.2% 9.9% 9.5%
Consolidated budget deficit, % of GDP' -0.7% -7.2% 1.3% 9.4% 1.4% 0.4% -1.7% 2.5%
Broad public sector deficit, % of GDP? 3.8% -7.2% 4.0% 12.7% 4.1% 0.4% -1.2% 2.6%
Public debt as % of LTM GDP, UAH 77.4% 73.9% 72.7% 71.8% 71.8% 66.4% 62.4% 64.8%
Public external debt as % of LTM GDP, $2 46.9% 47.4% 46.5% 43.7% 43.7% 41.7% 39.1% 40.0%
Total external debt, $bin 114 115 117 117 117 116 116 117
Export of goods and services, $bin 12.6 12.9 13.6 14.9 60.8 13.8 14.6 54.8
Import of goods and services, $bin 13.7 14.2 15.9 17.0 54.0 15.7 16.6 65.1
Trade balance, $bin -1.1 -1.3 -2.3 -2.1 6.8 -1.9 -2.0 -10.3
Current account, $bin -0.8 -0.3 -1.7 -1.0 -3.8 -0.7 0.0 -3.5
Financial account, $bin* -0.2 -1.9 -2.5 -1.7 -6.4 -0.4 -0.5 -4.5
End of period NBU reserves, $bin 151 18.0 18.6 18.8 18.8 18.2 18.0 19.4
Average interbank exchange rate, UAH/$° 271 26.0 25.9 26.9 26.6 27.3 26.2 27.5
EOP interbank exchange rate, UAH/$ 27.0 26.0 26.6 28.1 28.1 26.3 26.3 28.0
EOP key policy rate NBU, % 14.0% 12.5% 12.5% 14.5% 14.5% 17.0% 17.0% 19.0%

(1) Includes net loans given out to state enterprises from the central budget

(2) Includes quasi-fiscal expenditures such as the recapitalization of Naftogaz, state banks, and the DGF. Also accounts for state guarantees.
(3) GDP calculated in $ according to the average UAH/$ exchange rate for the year

(4) As per the 6" ediition of the IMF’s Balance of payments and international investment position manual

(5) Based on official NBU data of average daily interbank rates. Not weighted by volume traded

Source: NBU, SSSU, State treasury, Ministry of Finance, IMF, Adamant Capital estimates

Indicative Eurobond prices, yields, and recommendations

Bond name Recommendation Rec date Coupon Maturity Bid Yield Bid Price 1 week A Dur, yrs Out, $min
Ukraine 2019 Not rated - 0.0 Feb-19 8.3 99.5 0.1 0.9 725
Ukraine 2019 Hold 1-Dec-16 7.8 Sep-19 8.3 99.5 0.1 0.9 661
Ukraine 2023 Hold 1-Dec-16 7.8 Sep-23 8.6 96.8 0.4 4.2 1,355
Ukraine 2027 Hold 1-Dec-16 7.8 Sep-27 9.2 91.2 0.8 6.5 1,307
Ukraine 2032 Hold 1-Dec-16 7.4 Sep-32 9.3 84.9 1.1 7.9 3,000
MHP 2024 Hold 24-Jul-18 7.8 May-24 7.8 99.6 -0.4 4.6 500
MHP 2026 Hold 24-Jul-18 7.0 Apr-26 8.3 92.5 -0.2 5.7 550
DTEK 2024 Buy 4-Sep-18 10.8 Dec-24 10.6 100.8 -1.4 4.6 1,344
Ferrexpo 2019 Buy 7-Aug-18 10.4 Apr-19 6.3 102.2 0.2 0.5 346
Metinvest 2023 Hold 4-Sep-18 7.8 Apr-23 9.6 93.4 -1.3 3.9 945
Metinvest 2026 Hold 4-Sep-18 8.5 Apr-26 10.0 92.4 -0.7 5.5 648
Ukrlandfarming 2018 Sell 13-Jun-17 10.9 Mar-18 nm 20.4 -0.6 2.4 543
Avangard 2018 Sell 5-Jun-18 10.0 Oct-18 nm 20.4 0.2 0.1 214
FUIB 2018 Buy 7-Aug-18 11.0 Dec-18 8.7 100.7 -1.0 0.2 59
Privatbank in default (10.250) Not rated 7-Aug-18 10.3 Jan-18 nm 23.0 -0.3 2.7 160
Privatbank in default (10.875) Not rated 7-Aug-18 10.9 Feb-18 nm 23.3 -1.7 2.6 175
Oschadbank 2023 Buy 7-Aug-18 9.4 Mar-23 9.4 99.8 -0.3 1.3 700
Oschadbank 2025 Buy 7-Aug-18 9.6 Mar-25 10.0 98.2 -0.8 2.4 500
Ukreximbank 2021 (UAH) Buy 7-Aug-18 16.5 Mar-21 24.2 86.3 -0.6 241 150
Ukreximbank 2022 Buy 7-Aug-18 9.6 Apr-22 9.5 100.5 -0.2 1.3 750
Ukreximbank 2025 Buy 7-Aug-18 9.8 Jan-25 101 98.3 -0.6 2.9 600
Ukrainian Railway 2021 Buy 17-Apr-18 9.9 Sep-21 10.0 99.7 -0.3 1.2 500
Mriya 2018 Hold 19-Jun-18 9.5 Apr-18 nm 7.6 0.0 1.3 400
Kernel 2022 Buy 17-Jul-18 8.8 Jan-22 8.3 101.2 -0.3 3.0 500

Source: Bloomberg, Adamant Capital estimates

Fixed Income 2 week event calendar

Event Type Date
SSSU - Agricultural production monthly data Exact 17-Sep
SSSU - Q2 2018 GDP Exact 18-Sep
SSSU - Wholesale and retail turnover monthly data Exact 20-Sep
SSSU - Transportation monthly data Exact 20-Sep

SSSU - Industrial production monthly data Exact 21-Sep
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Disclaimer

This report has been prepared solely for information purposes and is not intended to be an offer, or a solicitation of an
offer, to buy or sell any securities. Descriptions of any company or companies or/and their securities, or markets, or
developments mentioned herein are not represented to be complete. There is no responsibility on our part to revise or
update any information or correct any inaccuracies contained in this report on an on-going basis. Although the
information in this material has been obtained from sources that Adamant Capital believes to be reliable, we do not
guarantee its completeness or accuracy. In making their investment decisions investors are expected to rely on their
own analysis of all risks associated with investing in securities. Adamant Capital, its top executives, representatives
and employees accept no liability whatsoever for any direct or consequential loss arising from the use of the material or
its contents. Adamant Capital, third parties related to it, its directors and/or employees, and/or any persons connected
with them, may have interests in the companies or provide services to one or more companies discussed herein and/or
intend to acquire such interests and/or to provide any such services in the future. All estimates and opinions expressed
in this report reflect the judgment of each research analyst, who is fully or partially responsible for the contents of the
document, and may differ from the opinions of Adamant Capital. This document, or any part hereof, may not be
reproduced or copies circulated without the prior express consent of Adamant Capital.



