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= Consumer inflation in November amounted to 0.1% MoM and 5.1%
YoY

= Ukraine’s foreign currency reserves increased over November by
$0.5bIn to $21.9bIn

= Ukraine has reached a staff-level agreement with the IMF

= Normandy summit results: another attempt at a ceasefire
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Consumer inflation in November amounted to 0.1% MoM and 5.1%
YoY. Key categories contributing to growth versus October were utilities
(14bps) and alcohol & tobacco (7bps). Prices of food and clothing
demonstrated a decrease by 0.2% and 1.4% MoM respectively (-16bps
impact on the topline figure).

Our view: Headline CPI turned out to be even lower than our forecast,
which already looked rather optimistic versus that of the NBU. In
contrast to our projections, food prices actually contracted MoM, with
meat and fruit driving this dynamic the most. Vegetables, which we
expected to push ahead in a similar fashion to last year were up by just
1.5%. Taking into account a further strengthening of the hryvnia and a
likely absence of shocks in December, we now think that inflation in
annual terms will land at just 4.5% at year-end, which is 100bps below
our previous estimate. Given such figures, we believe that the NBU is
likely to cut the key rate by 150bps to 14.0% during its next decision
date scheduled for December 12. Looking ahead into 2020, we continue
to see end of period CPI at around 5.0%, but expect it to dip below this
level at certain periods, depending on how quickly monetary policy is
softened.

MoM CPI growth contributions by category

Utilities R 1 4bps
Alcohol & tobacco ] I 7bps
Other | Il sbps
Healthcare | B2bps
Restaurants & hotels | B2bps
Transportation ] -3bps
Clothing & footwear ] -7bps
Food | [ -9bps
CPI growth -0.1 %

Source: SSSU, Adamant Capital estimates

Ukraine’s foreign currency reserves increased over November by
$0.5bin to $21.9blin. Outflows came primarily on the back of debt
servicing and amortizations of $0.6blIn. Inflows were generated by
$0.3bln worth of local FX bond placements and interventions, which
totaled $0.9bln.

Our view: The figure for November came in significantly above our
forecasts (made at the beginning of the month) due to a surprisingly large
foreign currency surplus on the interbank exchange, which occurred
despite relatively low non-resident inflows into local hryvnia bonds (just
$0.2bln). We believe that this may have been created by high export
volumes of agricultural goods, elevated levels of trade financing that
covered a sizeable amount of imports, and, possibility, unofficial cash
currency sales by the population. Taking into account that the NBU was
already able to acquire $0.4bln via interventions during the first week of
December, we set our estimate for this indicator for the month as a
whole at $0.8bin. Together with the actual data for November, this
assumption allows us to upgrade our end-of-year reserves projection by
$0.4bln to $22.5bin. Given that Ukraine has already reached a staff-level
agreement with the IMF with regard to a new 3-year $5.5bln program, in
2020 we expect to see two tranches from the Fund totaling $2.0bIn, a
$0.5bln loan from the World Bank, and two more disbursements from the
EU via the MFA IV (EURO0.5bin each). We also think that the FinMin
should be able to raise some $2.5bin via new eurobond issues.
Assuming further that the NBU’s interventions amount at c. $3.5blIn (the
average of 2018 and 2019), we calculate that reserves should end 2020
at a level of c. $25.0bln.
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Ukraine has reached a staff-level agreement with the IMF. According
to the institution’s official press release, the arrangement was reached
during a phone call between the Fund’s Managing Director Kristalina
Georgieva and President Zelenskyi.

Our view: Taking into account that an IMF mission visited Kyiv just two
weeks ago and left without any tangible results, the timing of the
announcement came to us as a somewhat of a surprise. That said, we
still think that Executive Board Approval is unlikely to happen before the
end of the year (a meeting on Ukraine has not been added to the official
calendar so far), which means that funds will only be disbursed in 1Q20
(in line with our earlier logic). While prior actions listed in the new
memorandum have not been disclosed to date, we think that subjects
discussed during the call strongly hint at measures that will prevent ex-
shareholders of Privatbank from regaining ownership via local court
disputes. Emphasis has also been made on strengthening the rule of law
and the integrity of the judiciary, suggesting that the program may
include a heavy focus on these topics.

Normandy summit results: another attempt at a ceasefire. On
December 10 president Zelensky has met with his Russian, French, and
German counterparts in Paris to discuss the possibility of reaching a
peace deal with regard to the war that has been enduring in eastern
Ukraine since 2014. According to the official common statement (the
Common Agreed Conclusions) the parties have concurred to implement
immediate measures to stabilize the situation in the conflict zone and to
exchange prisoners on an “all for all” basis, expressed their interest in
reaching an accord on all legal aspects of a special status for the Donbas
region, and have decided to hold another meeting within four months. As
per an interview given by Zelensky to local mass media, the talks also
brought Russia and Ukraine closer to a gas transit deal.

Our view: Though on the whole the summit did not actually yield any
tangible results, negotiations did seem to progress, albeit mildly, towards
reaching an agreement on how to end the war and on what terms to
transit Russian gas over Ukraine’s territory in the coming years (both of
which are of high importance). With regard to the latter, we believe that a
deal will be reached relatively soon, given that Nord Stream 2 is likely to
only come online in mid-2020 and Gazprom will require Ukraine’s
infrastructure until this date. Talks on the former may drag on for much
longer, in our view, as geopolitically Russia is likely to continue pushing
for options that leave Ukraine in a weakened state (i.e. an active conflict
rather than one that is resolved on Zelensky’s terms).
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Appendix

Banking system 3m liquidity (lhs, UAHbIn) vs NBU CD rates (%)
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Banking system 6m 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 increased by UAH 16.2bln to UAH 147.5bin over the last week. On December 10 the Ministry of Finance conducted
local hryvnia denominated placement maturing in September 2020, August 2022 and November 2023 with yields of
13.00%, 12.01% and 11.67% respectively. A total of UAH 4.4bin was raised as a result. Demand for the 4-year notes

exceeded supply by almost four times.

The UAH/USD interbank rate over the last week appreciated by 1.9%, starting out with 23.96 and ending at 23.68.

FX interbank trade volume (lhs) and FX rate (rhs), past 12 months
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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 2019-29, $bin
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Key macroeconomic indicators

4Q18 2018 1Q19 2Q19 3Q19E 4Q19E 2019E 2020E
Real GDP growth, YoY 3.5% 3.3% 2.5% 4.6% 4.2% 3.0% 3.3% 3.5%
Nominal GDP, UAHbIn 1,048 3,559 807 950 1,152 1,161 4,070 4,487
Nominal GDP, $bin 37 131 30 36 46 47 157 179
GDP deflator growth YoY, % 13.5% 15.0% 11.7% 12.0% 11.2% 7.5% 10.7% 6.5%
Period average CPI YoY, % 9.7% 11.0% 8.9% 9.1% 8.5% 5.7% 8.0% 4.7%
End of period CPI YoY,% 9.8% 9.8% 8.6% 9.0% 7.5% 4.5% 4.5% 5.0%
Consolidated budget deficit, % of GDP' 7.9% 1.9% 1.1% 1.0% -0.9% 8.5% 2.5% 2.1%
Broad public sector deficit, % of GDP? 8.3% 2.2% 1.1% 1.0% -0.9% 8.5% 2.5% 2.1%
Public debt as % of LTM GDP, UAH 60.9% 60.9% 58.6% 55.3% 50.5% 48.3% 48.3% 45.4%
Public external debt as % of LTM GDP, $* 38.6% 38.6% 37.5% 36.0% 33.3% 31.2% 31.2% 28.6%
Total external debt, $bin 115 115 114 116 115 115 115 117
Export of goods and services, $bin 16.0 59.1 15.1 15.5 16.2 16.2 63.0 62.0
Import of goods and services, $bin 19.2 70.4 16.9 18.3 20.2 20.0 75.4 75.8
Trade balance, $bin -3.2 -11.3 -1.8 -2.8 -3.9 -3.8 -12.4 -13.8
Current account, $bin -0.9 -4.3 -0.2 -0.5 -2.1 -1.4 -4.0 -5.4
Financial account, $bin* -4.2 =71 -0.4 -1.1 -2.2 -3.5 -6.4 -7.3
End of period NBU reserves, $bin 20.8 20.8 20.6 20.6 20.1 221 225 25.0
Average interbank exchange rate, UAH/$° 28.0 27.2 27.3 26.6 25.2 24.5 25.9 25.0
EOP interbank exchange rate, UAH/$ 27.7 27.7 27.2 26.2 24.2 25.0 25.0 25.0
EOP key policy rate NBU, % 18.0% 18.0% 17.5% 17.5% 16.5% 14.0% 14.0% 8.0%
(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" edition of the IMF’s Balance of payments and intemational investment position manual
(5) Based on official NBU data of average daily interbank rates. Not welghted 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 2023 Hold - 7.8 Sep-23 5.6 107.1 2.0 3.3 1,355
Ukraine 2024 Hold - 9.0 Feb-24 5.9 111.3 2.2 3.5 750
Ukraine 2027 Hold - 7.8 Sep-27 6.5 107.3 2.6 5.9 1,307
Ukraine 2028 Hold - 9.8 Nov-28 6.9 118.5 3.8 6.3 1,600
Ukraine 2032 Hold - 7.4 Sep-32 6.9 104.3 3.8 8.1 3,000
Avangard in default Sell 9-Apr-19 10.0 Oct-18 nm 8.0 0.4 nm 214
DTEK 2024 Hold 3-Dec-19 10.8 Dec-24 10.4 101.2 -1.0 3.7 1,344
Kernel 2022 Buy 3-Dec-19 8.8 Jan-22 5.7 106.0 0.2 1.9 500
Kernel 2024 Buy 3-Dec-19 6.5 Oct-24 6.3 101.0 0.4 4.0 300
Metinvest 2021 Buy 5-Nov-19 7.5 Dec-21 7.7 99.4 -0.2 1.9 115
Metinvest 2023 Hold 5-Nov-19 7.8 Apr-23 6.6 103.4 0.1 2.8 505
Metinvest 2025 (EUR) Buy 5-Nov-19 5.6 Jun-25 5.8 99.4 0.4 4.8 333
Metinvest 2026 Hold 5-Nov-19 8.5 Apr-26 7.6 104.4 0.7 4.9 648
Metinvest 2029 Hold 5-Nov-19 7.8 Oct-29 7.9 98.8 0.5 7.0 500
MHP 2024 Hold 19-Nov-19 7.8 May-24 6.2 105.8 0.3 3.8 500
MHP 2026 Hold 19-Nov-19 7.0 Apr-26 6.4 102.7 0.3 5.2 550
MHP 2029 Hold 19-Nov-19 6.25 Sep-29 7.0 95.0 0.4 7.3 350
Naftogas 2022 Hold 1-Oct-19 7.4 Jul-22 6.6 101.9 0.2 2.4 335
Naftogas 2024 (EUR) Hold 1-Oct-19 71 Jul-24 5.9 104.8 0.7 4.0 672
Oschadbank 2023 Buy 12-Nov-19 9.4 Mar-23 6.8 104.1 0.0 1.6 245
Oschadbank 2025 Buy 12-Nov-19 9.6 Mar-25 6.6 104.5 0.0 15 500
Privatbank in default (10.250) Not rated b 10.3 Jan-18 nm 29.1 0.8 nm 160
Privatbank in default (10.875) Not rated - 10.9 Feb-18 nm 30.8 -1.1 nm 175
Ukraine Railway 2021 Buy 8-Oct-19 9.9 Sep-21 5.6 104.0 0.2 1.0 200
Ukraine Railway 2024 Not rated - 8.3 Jul-24 6.9 105.2 0.2 3.8 595
Ukreximbank 2021 (UAH) Buy 12-Nov-19 16.5 Mar-21 16.4 100.0 -0.2 1.1 150
Ukreximbank 2022 Buy 12-Nov-19 9.6 Apr-22 6.7 103.8 0.1 1.3 313
Ukreximbank 2025 Buy 12-Nov-19 9.8 Jan-25 7.0 105.4 0.2 2.0 600
Ukrlandfarming in default Sell 13-Jun-17 10.9 Mar-18 nm 6.8 -1.2 nm 543
Note: all bonds are rated in relation to the sovereign, which is assumed to have a ‘Hold’ rating
Source: Bloomberg, Adamant Capital estimates
Fixed Income one-week event calendar
Event Type Date
NBU - Decision on the key policy rate Exact 12-Dec
SSSU - Agricultural production monthly data Exact 13-Dec
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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.



