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Executive Summary

< An IMF mission visited Kiev from September 6™ to 19" to assess the status of conditionality under the IMF's
EFF Program. The mission is still finalizing its work in Washington DC and has not reported its findings
yet. The two pending matters are increases in residential gas prices, and issues in the state fiscal budget.

+¢+ In October, the agenda of the Verhovna Rada includes amendments to anticorruption legislation, which should
put it in line with the Venice Commission’s recommendations. In addition, it is expected that the operations of
the State Bureau for Investigation would be fully equipped with the required legal framework.

+«+ The State Statistics Service has revised upwards its estimate of GDP growth in the second quarter of the year
from 3.6% yoy to 3.8 % yoy. This higher-than-expected economic growth follows a first quarter growth rate of
3.1% yoy. The principal drivers of economic growth were strong domestic investments and consumption.

+ The latest monthly data for August 2018 show strong performance by the agricultural sector (with a growth rate
of 9.0% yoy), retail trade turnover (7.5% yoy growth rate), and passenger turnover (5.1% yoy growth). On the
other hand, Ukrainian industrial output fell by 0.5% yoy in August.

+» The consolidated fiscal budget remains satisfactorily, with a surplus of UAH 27.0 billion in August. For the
period January-August, the consolidated surplus expanded to UAH 34.4 billion (about 1.7% of the period GDP.)

+«+ Consumer inflation remained below 10% in August but above the NBU's target inflation range of 5% + 1%. The all
items index reached 9.0% yoy slightly above 8.9% yoy reported in last month.

+ In the banking sector, both deposits and lending continued to improve in August. Hryvnia deposits expanded by
11.3% yoy while Hryvnia loans expanded by 13.5% yoy. Foreign currency loans almost doubled to 3.6% yoy.

«» Despite some trend reversals during September, the exchange rate remained almost unchanged, finishing the
month at around 28.2 UAH/USD.

«¢+ In August 2018, the current account deficit shrank by 45% to USD 0.6 billion, compared to a current account deficit of
USD 1.1 billion in July 2018. On a month-to-month basis, exports of goods increased by 12.7 % to USD 3.7 billion,
while imports of goods declined by 1.6% mom to USD 5.0 billion. The current account deficit of USD 0.6 billion was
fully covered by financial inflows, with the level of international reserves remaining at about USD 17.2 billion.

GDP, USD bhillion 173 180 130 93.4 113 125
Real GDP Growth, % yoy 0.2 0.0 -6.6 -9.9 2.4 25 35
Fiscal Balance (incl. Naftogaz/Pension Fund),% of GDP -5.5 -6.5 -11.7 -2.1 -2.3 -1.4 -2.5
Public Debt, External and Domestic, % of GDP 36.6 404 694 791 809 718 675
Consumer Inflation, eop, % yoy -0.2 05 249 433 124 137 9.0
NBU Key Policy Interest Rate, % eop 7.5 65 140 220 140 145 180
Hryvnia Exchange Rate per USD, eop 8.1 82 158 240 271 281 280
Current Account Balance, % of GDP -8.3 -9.2 -3.5 1.8 -1.9 -2.5 -3.0
Merchandise Exports, USD billons 64 59 51 35 34 40 43
Merchandise Imports, USD billions 86 81 58 39 40 49 52
FDI, Net Annual Inflow, USD billion 8.4 4.5 0.4 3.0 3.3 2.3 5.0
International Reserves, USD billion 245 20.4 7.5 13.3 155 18.8 18.0
Public External Debt, USD billion 321 317 349 426 425 47.0 500
Private External Debt, USD billion 102.3 110.3 91.2 76.0 69.9 70.0 71.0
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Political and Reform Developments

An IMF mission visited Kiev from September 6" to 19" to assess the status of loan conditionality under the
IMF's EFF Program and discuss future financial assistance. The mission is still finalizing its work in
Washington DC and has not yet reported its findings. But it has been reported that the two pending issues are
increases in residential gas prices to international levels and final settlement of some issues in the state fiscal
budget. The government expects that these issues will be resolve in the near future. The possibility of a new
IMF Standby program was also discussed during the mission.

In October, the agenda of the Verhovna Rada includes amendments to anticorruption legislation, which should
put it in line with the Venice Commission’s recommendations. In addition, it is expected that the operations of
the State Bureau for Investigation would be fully equipped with the required legal framework. The Bureau is
modeled after the US' FBI and should be a powerful mean for fighting corruption in Ukraine.

On September 26", President Poroshenko participated in the general debates of the 73" session of the United
Nations General Assembly. In order to resolve the conflict with Russia in Eastern Ukraine, President
Poroshenko proposed the rapid introduction of UN peace-keepers in the territories in conflict. He noted that
preliminary approval was already received from the US, Canada, France, Estonia and several other European
states. If implemented, the conflict could be resolved promptly.

Economic Growth

The State Statistics Service has revised upwards its estimate of Expenditure side of the GDP of Q2 2018
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sectors showing output decreases were the following: coke & ] _
refined petroleum products (-7.6% yoy); pharmaceutical Ukraine Economic Performance, % yoy
products (-6.5% yoy): wood products, paper & printing (- 7o (To cortesponding monfh fprevicusyeer)

1.9% vyoy); textile industry (-1.7% yoy); machinery & 60 :
equipment (-1.5% yoy); furniture (-1.1% yoy); foodstuffs (-  *°

Agricultural production index
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From a regional distribution point of view, in August 2018 10 - s

industrial output increased of the following oblasts: Sumy 0 -
(13% yoy), Luhansk (12% vyoy), Kharkiv (10.6% yoy), ;g
Chernivtsi (8.2% yoy), Chernihiv (7.2%yoy), lvano-Frankivsk
(7.1% yoy), Ternopil (6.1% yoy), Mikolayiv (4.9% yoy),
Zakarpattya (4.6% yoy), Volyn (4.5% yoy), Kherson (4.3%
yoy), and Khmelnytskiy (3.6% yoy). On the other side, in
August 2018, negative results took place in the following oblasts: Odesa (-24.7% yoy), Zhytomyr (-6.5% yoy),
Vinnytsya (-6% yoy), Rivne (-5.9% yoy), Donetsk (-5.6% yoy), Cherkasy (-4.0% yoy), Zaporizhzhya (-3%
yoy), Kyiv city (-2.9% yoy), Kyiv (-2.2% yoy), Lviv (-0.7% yoy), Dnipropetrovsk (-0.5% yoy), Kirovohrad (-
0.3% yoy), and Poltava (-0.2% yoy).

2017 2018

Source: State Statistics Committee, the Bleyzer Foundation

Fiscal Policy

The consolidated fiscal budget remains satisfactorily, Dynamics of consolidated budget components
with a surplus of UAH 27.0 billion in August. (From the beginning of the year) ’o
Surpluses were observed at both central state and local "o Balance, bin (right scale) 180
levels. The central state budget was executed with a 75 Revenues, % yoy (left scale) 150
surplus of UAH 25.2 billion mainly due to sharp 22 Expenditures, % yoy (left scale) égo
deceleration in growth of expenditures. The 30 60
cumulative surplus of local budgets was much smaller 18 go
at about UAH 1.7 billion. The government borrowed ;5 230
Hryvnias to repay public debt, decreasing cumulative -30 _ JellalalataTalelal ool Ter=la -60
net repayments from the beginning of the year by SeE28352802388¢8828352
around UAH 14.4 billion. At the same time, tight 2017 Jo18

monetary policy withdrew significant amounts of cash » _ _
resources in a quest to control inflation. UAH 405 Source: The Ministry of Finance of Ukraine, The Bleyzer Founc
billion of withdrawn cash more than offset new borrowings of the government. The January-August cumulative
consolidated budget surplus expanded to UAH 34.4 billion, which is around 1.7% of the period GDP.

Consolidated budget revenues continued to grow at high rates in August although the pace of growth decelerated
as compared to July. The 17.1% yoy increase was 2.0 percentage points below that observed in the previous
month and was driven by expansion of both tax and nontax revenues. The former grew faster at 17.7% yoy
mainly on the back of receipts from personal income taxes (which grew by 24.0% yoy), corporate profit tax
(grew by 30.9% yoy), and internal taxes on goods and services (expanded by 22.3% yoy). In particular, among
internal taxes on goods and services, the fastest growth was observed in receipts from VATs (23.3% yoy on
goods of domestic production and 24.9% yoy on imported goods). The 10.3% yoy growth of nontax revenues
was mainly ensured by NBU’s transfers to the budget of its last year's profits. Growth of cumulative
consolidated budget revenues saw little changes for the third month in a row being at 15.3% yoy in January-

August 2018.
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Growth of the consolidated budget expenditures significantly decelerated in August. The year-on-year growth of
7.1% was more than three times lower compared to July. Such a deceleration in growth took place because of
reductions in both current and capital expenditures; but the former saw a more significant deceleration (from
19.7% yoy to just 2.5% yoy). Current expenditures decelerated in growth mainly because of decline in social
security expenditures (by 20.1%yoy) and expenditures on debt servicing (by 20.6% yoy), particularly domestic
debt servicing. Other groups of current expenditures also experienced deceleration in growth. Only payroll
expenditures grew at high rates (27.5% yoy). Capital expenditures expanded by 51.4% yoy which is 14.8
percentage points less than in July. Growth of cumulative consolidated budget expenditures further decelerated
to 22.7% yoy in January-August.

Payments by the government and the NBU on external debt servicing significantly expanded in August. The
governement and the NBU paid USD 607.4 million equivalent to the IMF. Other principal and servicing
payments on state debt denominated in foreign currency totaled USD 447.9 million equivalent, of which USD
389.2 million were principal and servicing payments on state securities.

Monetary Policy

Inflation. Consumer inflation remained below CPI, PPI, and Growth of Prices for Select Goods
10% in August but above the NBU's target and Services, % yoy

inflation range of 5% * 1%. The all items index 50 o

reached 9.0% yoy Sllghtly above 8.9% yoy e F00CIStUFFS and nonalcoholic beverages

reported in last month. Similarly, core inflation ) o ot e

inched down just by 0.1 percentage point to 8.7% | e——"iomeappliances

yoy.
As in July, only a few major groups of goods and 10 |
services recorded notable changes in prices.
Deceleration in growth of prices took place in
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alcohol and tobacco products (from 18.5% yoy to E 8 5525529282385 258552s35¢9
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17.9% yoy) and in restaurants and hotels (from
15.3% yoy to 14.7% yoy). Transport and . 2017 _ 2018
recreation and culture reported some increases in Source: State Statistical Service of Ukraine, The Bleyzer Founda

price growth (from 15.4% yoy to 16.2% yoy and from 3.7% yoy to 4.2% yoy).

The Board of the NBU decided to raise the policy interest rate by 0.5 percentage points to 18% starting on
September 7" due to greater inflationary risks associated both with unfavorable export prices and with domestic
demand growth. The regulator was concerned that these factors may prevent the inflation rate from reaching the
medium-term target band of 5% + 1%. Taking this into account and observing the latest available information,
we decided to leave our inflation forecast unchanged at 9.0% yoy for 2018.

Banking Sector. Bank deposits continued to improve in August. National currency deposits expanded by 11.3%
yoy, with household deposits increasing by 18.2% yoy and corporate deposits rising by 5.1% yoy. Although
substantive, these rates were lower than in the previous month because companies had to pay quarterly taxes,
while households had additional expenditures in order to prepare children for school. Growth of foreign
currency deposits denominated in USD remained negative, although the decline decelerated to 1.2% yoy.

Bank lending activities further intensified in in August, in both national and foreign currencies. The growth of
national currency loans accelerated to 13.5% yoy, while the growth of foreign currency loans denominated in
USD almost doubled to 3.6% yoy. Acceleration in the growth of national currency loans was the result of faster
expansion of corporate loans (at 7.0% yoy) which more than offset some deceleration in growth of household
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loans (to 44.7% yoy). Regarding foreign currency

loans, loans to households slowed down to 8.6% Dynamics of Money Supply, Deposits, and Loans
yoy, while loans of the corporate sector grew at a % yoy

rate of 6.2% yoy. gg ] =
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Hryvnia Exchange Rate. The UAH/USD exchange
rate posted several trend changes during September.  Dynamics of the Official UAH/USD Exchange Rate
As non-residents increased their dollar purchases, (Average Weighted Rate at the Interbank Market)
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September 25" Finally, the exchange rate |[26.50 1 W
depreciated again during the last week of the month | 26.00 f vV v

because of VAT reimbursements to exporters, which | 2550
expanded Hryvnia resources at the market. Overall, | 55 o . . . .
the exchange rate remained almost unchanged 09-01-17 12-01-17 03-01-18  06-01-18  09-01-18
finishing the month at around 28.22 UAH/USD.

International Trade and Capital

In August 2018, the current account deficit shrank by 45% to USD 0.6 billion, compared to a current account
deficit of USD 1.1 billion in July 2018. On a month-to-month basis, exports of goods increased by 12.7 % to
USD 3.7 billion. This increase in exports was due principally to increased exports of agricultural products,
which expanded by 27.3% mom to USD 1.6 billion, or 43% of total exports. On the other hand, imports of
goods declined by 1.6% mom to USD 5.0 billion.

The August deficit in the trade of goods of USD 1.3 billion was partly offset by surpluses in primary and
secondary foreign income of USD 0.6 billion and by a surplus in service exports of USD 0.1 billion.

demand for dollar by non-residents and increased | . J Mot
dollar supply by exporters led to a gradual ' r r
appreciation of the exchange rate. The exchange rate 27.50 .J l J
remained relatively stable from September 12" until | 27-00 : AT v‘\ /

Source: The NBU, The Bleyzer Foundation

On a year-over-year basis, in August 2018 the largest increases in exports took place in mineral products (28%
yoy), followed timber & wood products (17.9% yoy), machinery & equipment (12.1% yoy), industrial goods
(11.8% yoy), metals (11.2% yoy), other informal trade (9% yoy), chemicals (7.3% yoy), and agricultural
products (6.5% yay).

On the import side, the major expansion of imported goods took place in industrial goods (36.4% yoy), metals
(31.6% yoy), other informal trade (26% yoy), machinery & equipment (20.5% yoy), mineral products (15.4%
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yoy), agricultural products (13.1% yoy), timber &
wood products (11% yoy), and chemicals (5% yoy).

Regarding regional trade distribution, in January-
August 2018, Ukrainian exports to Europe increased
by 18.2% vyoy, increase the share of Europe to
37.8% of the total. On the other hand, the share of
Asia declined slightly to 31.6% of total exports
(despite a 10.4% yoy growth). The share of Russia
in Ukrainian exports fell to 7.2% of the total, as
exports to Russia declined by 9.1% yoy during the
period. On the imports side, during January-August
2018, the main supplier of Ukraine continues to be
Europe, with 40.4% share in total Ukrainian imports
(and with an 11.6% yoy growth). The share of Asia
advanced by 1.3% to 21.3% of Ukrainian imports
(23.3% yoy growth). Russia continued to increase
its own share of imported goods to Ukraine to
14.3% of the total amount of imports (with a 21.4%
yoy growth). Therefore, Ukrainian trade imbalance
with Russia reached USD 3.0 billion in January-
August 2018, compared to USD 1.9 billion a year ago.

The August 2018 current account deficit of USD 601
million was fully compensated by financial account
inflows of USD 625 million. These financial inflows
resulted from the placement by the government of
USD 648 million of discount Eurobonds and by
foreign direct investments of USD 176 million.

As a result, the overall balance of payments in August
2018 had a small surplus of USD 27 million.
International reserves remained at about USD 17.2
billion. After USD 521 million in repayment to the
IMF, international reserves amounted to USD 17.2
billion (covering 2.9 months of future imports), as of
September 1%, 2018.
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