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Executive Summary

X

On Septemberth, an IMF mission staed its work in Kyiv to assesshe current statu®f the programlt is
expected that thenain actionsthat Ukraine will need to implement in orddo unblock cooperation with the
Fund are increasdan gas tariffs for households to international parity lewaeicelerationof the privatization
program andagreement on a sustainable fiscal budigetuding pension reform

In the second quarter of 2018, GDP expanded by 3.6% yoy, compared to 3.1% yoy in the first quarter of the year.
This growth rate was the higheate achievedince 2016Monthly data for Julyindicatethatthe Ukrainian economy
hascontinued to growth at a solid padene industrial sectogrew d a rate 0f2.9% yoy in July, compared to 2.2%

yoy in June Retail trade turnoveacceleratedo 6.6% yoyandthe construction sectoexpanded by 10.6% yoy

But agricultural output declined by 11.2% yiyJuly, due principally tdadweathemwith high temperatures

In July 2018, the state buddedda deficit of UAH 3.6 billion. This deficit was partially offset lysurplusin
local budgets of UAH 0.Billion. Thus, the consolidated budget had a smaller deficit of UAH 2.9 billion.

Consumer inflation posted a significatéceleration for thehird consecutive month in Bu The all items index
dropped 1.0 percentage points t8% yoy.

In the banking sector, both deposits and lending showed positive deeelisgmJulyHouseholdHryvnia deposits
grew byabout20%yoy while corporateHryvnia depositéncreased b¥.7% yoy Total Hyvnia loanggrew by
12.8% yoyandforeign currency loans denominated in USD posted the first increase in five years at 1.9% yoy.

The UAH/USD exchange rastarted alepreciatory trendh the second week of Augudthe major reasons for
depreciation were increased demand for détam agricultural producetgrom nonresidentdanksfor
dividends repatriation purposes)dfrom importersfor contract closing purposeEhere were alsenhanced
Hryvnia resourcei the Forexmarket due to repayment sdvereign bonds denominated irykhias.

In July 2018, the deficit of the current accounitthe balancef-payment of Ukrainéncreasedo USD 1.1

billion (compared to a deficibf USD 4Q million in July 2017. This deficit was due to faster imports growrth
July (24.9% yoy than export$12.6% yoy). Merchandisexpors were affected bpbstaclesmposed by Russia
oncargo shipments in the Azov Seehich resulted in a large fall in the pacesmportgrowthin July.
Internationareservesieclined slightly taJSD 177 billion atthe end of July.

GDP, USD billion 173 180 130 93.4 113 125
Real GDP Growth, % yoy 0.2 0.0 -6.6 —9.9 24 25 35
Fiscal Balance (incl. Naftogaz/Pension Fund),% of GD -55 -65 -11.7 -21 -23 -14 -25
Public Debt, External and Domestic, % of GDP 366 404 694 79.1 809 718 675
Consumer Inflation, eop, % yoy -0.2 05 249 433 124 137 9.0
NBU Key Policy Interest Rate, % eop 7.5 65 145 170 167 164 17.0
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 Annualnflow, USD billion 8.4 45 04 3.0 33 2.3 5.0
International Reserves, USD billion 245 204 75 133 155 188 21.0
Public External Debt, USD billion 321 31.7 349 426 425 470 520
Private External Debt, USD billion 102.3 1103 91.2 76.0 699 700 72.0
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Political and Reform Developments

Ukraine celebratedhe 27th anniversary of its independenge August 24 A large rumber of high level
foreign officials joined the parade in Kyiv. The list of participants incluthedNational Security Adviser to
President TrumpMr. John Boltonand several defense ministers from NATO mensiates. Inhis opening
remarks [Pesident Poroshenko announced his initiative to introdaseendmentsinto the Ukrainian
Constitution which should definthe c 0 u n tEurgpéas and EurAtlantic course. This statement was re
confirmed by Poroshenko on the opening sessidhed¥erhovna Rada on Septemberlkraine has already
integrateddeeplyinto the NATO efforts in the region. For instance, in September Ukraine begaar joint
military exercises withenNATO states irthewestern part of the country.

On its ongoing 9th sessiontheVerhovna Rad#s expected to advance tlegal base for further reforms in the
country. The agenda for the fall term incudes pasainew law on electionthe preparation anore balanced
2019 state budget, passifigther legislation on antcorruption practicesand increasing the level of national
security and defense.

The Ukrainian Ministry of Foreign Affairshas prepared gpackage of documents to initiate proceduie
terminatethe Treaty on Friendship, Cooperation and Partnership with the Russian Federation. The treaty was
signed in 1997. Termination of the treaty should create a legatdabew Ukraine to undertakedal actions

against Russia in international courts.

On September @&n IMF mission stagd its work in Kyiv. The missions assasing the current statusf the
program. It is expected that thenain actionsthat Ukraine will need to implement in orddo unblock
cooperation with the Fund are incremBegas tariffs for households to international parity legeteleration
of the privatization program and agreement on a sustainable fiscal budgetluding pension reform
Agreement with the IMF on thesssuesshould provide Ukraine with the necessary foreign exchangasure
financial stabilityover the medium term

Economic Growth

According to preliminary data of the State Statistics Service of Ukraine, in the second quarter of 2018, GDP
expanded by 3.6% yoy, compared to 3.1% yoy in the
first quarter of the year. This growth rate was the
highestrate achievedince 2016.and was supported

both by higher domestic consumption and investments.
In turn, domestic consumption was stimulated by ot st
increases imominal andreal monthly wage$24.9% Inde of construction output
yoy and 14.7% yoy respectivelyas of July, and
declining inflation rates.  Similarly, capital e Pasenger tarmover

investments expanded by 26.5% in Jandrly 2018, . Linear (Retail rade turnover)
compared to the same period in 2017.

Ukraine Economic Performance, % yoy

(To corresponding month of previous year)

Agricultural pi ion index

Retail trade turnover

Freight turnover

The latest monthly data for July indicatbat the
Ukrainian economyascontinued to growth at a solid
pace.Thus, Ukrainian retail trade turnaveccelerated
to 6.6% yoy Similarly, the construction sector
expanded by 10.6% yoyFreight turnoverincreased
by 4.2% yoy, and passenger turnover by 2.8% yoy.

On the other hand, agricultural output declined by SourcesState Statistics Committee, Bieyzer Foundation
Headquarters Kyiv Office, Ukraine Kharkiv Office, Ukraine
123 N. Post Oak Ln., Suite 410 4A, Baseyna Street, «Mandarin Plaza», 8th floor Meytin House, 49 Sumska Street, Office 4
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Tel: +1 (713) 6243111 Tel: +38 (044) 2841289 Tel: +38 (057) 7141180
Fax: +1 (713) 624666 Fax: +38 (044) 284283 Fax: +38 (057) 714188
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11.2% yoy in July, due principally to volatile . . o
weather, with extremgummeremperatures. Ma““facwrg{,‘%ﬁ[ﬁﬂ}jﬁﬂg E}pEXOUSS?eEEOfS' % yoy
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activities, withindustrial output increasg by 2.9% Y e Industry
yoy in July, compared to 2.2% yoy in June, thanksto | :

mining output increased by4.5% yoy, while
manufacturing output increased y3%. The better
performance in mining was due to an 8.1% yoy.«
increase in mining of metal ores and a 5.7% yoy
increase inheextraction of crude and natural gas.
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Within manufacturingits expansion was ldaly both
domestic andexportoriented sectors as follows
manufacturing  of  furniture  (24.2%  yoy),
manUfaCturing of motor vehicles (143% ypy Source:State Statistics Committetie Bleyzer Foundation
manufacturing of chemicals (9.5% yoy), and

metallurgy (5.6% yoy) Coke and refined petroleumutput increased by 1.4% yoyOn the otherhand
negativegrowth in outputtook place inpharmaceutical products(-2.1% yoy), wood productsi.4% yoy),
foodstuffs (1.9% yoy),rubber &plastic products-0.9% yoy),andtextile industry {0.8% yoy)
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With regard to thegeographicaldistribution of
industrial output the main production growth Industrial Production by Regions, % yoy
occurred inthe following regions:Sumy (20.4% (To corresponding onth of previous year)

yoy), Mikolayiv (15.3%yoy), Volyn (11.7% yoy),
Chernihiv (11.3% yoy), Ternopil (9.3% yoy),
Zakarpattya (9.0% yoy), Ivano-Frankivsk (8.4%
yoy), Kharkiv (8.3% yoy), Poltava (7.9% yoy),
Dnipropetrovsk (6.6% yoy), Lviv (5.5% yoy),
Chernivtsi (4.6% yoy), Zaporizhzhya(3.4% yoy),
Vinnytsya (1.9% yoy), Donetsk (1.6% yoy), and
Zhytomyr (0.9%yoy).

— Kicv — Odessa

Volyn

Dnipropetrovs] Ukraine Karpathy

Kharkiv

On the other handyegativegrowth in outputwas
shown in Kyiv oblast(-23.8%yoy), Rivhe (-16.1%
yoy), Kirovohrad (-11.3% yoy), Luhansk (-10.0%
yoy), Kherson (-9.8% yoy), Odesa(-9.6% yoy),
Kyiv city (-5.9% yoy), Cherkasy(-3.2% yoy), and
Khmelnytskiy(-2.2% yoy).

Source:State Statistics Committethe Bleyzer Foundation

Fiscal Policy

In July 2018, the state budget was executed with a deficit of UAH 3.6 billion. This deficit was partially offset
by a surplusin local budgets of UAH 0.Billion. Thus, the consolidated budget had a smaller deficit of UAH
2.9 billion. The cumulativeconsolidaéd budget balancir JanuaryJuly remained posive but declined to

UAH 7.5 billion (about 0.4% of period GDP)

Headquarters Kyiv Office, Ukraine Kharkiv Office, Ukraine

123 N. Post Oak Ln., Suite 410 4A, Baseyna Street, «Mandarin Plaza», 8th floor Meytin House, 49 Sumska Street, Office 4
Houston, TX 77024 USA Kyiv 01004, Ukraine Kharkiv 61022, Ukraine
Tel: +1 (713) 6243111 Tel: +38 (044) 2841289 Tel: +38 (057) 7141180
Fax: +1 (713) 624666 Fax: +38 (044) 284283 Fax: +38 (057) 714188
Email: sbleyzer@sigmableyzer.com Email: kiev.office @sigmalelyzer.com.ua Email: kharkov.office@sigmableyzer.com.ua
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Growth of consolidated budget revenues accelerated to 19.1% yoy in July. This was the résstlt of
expansion of tax revenues (28.4% y@aiast 17.1% yoy in June). Tax revenues increased mainly thanks to
bettereconomic factors. In particulahefast growth of receipts from personal income tax contintineshks to
growing wages. Increase in production of tobacco products led to higheipteedeom excise taxes.
Accelerated growth of receipts from the VAT and taxes on international tradere&lated tosignificant
growth of imports Growth of cumulative consolidated

budget revenues remained almost unchangelb 8% Dynamics of consolidated budget components

yoy in the first half of 2018. (from the beginning of the year)
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Growth of consolidated budget expenditures alsoo Balance, bin (right scale)

increasedn July butless than thgrowth of revenues. g; Revenues, % yoy (left scale)
The growth ofexpenditurato 24.1% yoy was the result 4s
of faster increase in both current and capltaF”g 3
expenditures to 19.7% yoy and 66.2% yoy o 0

respectively. In particular, growth of current ! =

expenditures aqcelerate_d on the back of spending on csg 5 5Z532958385855553
goods and services (their growth more than doubled to "% 2<2= '<»w®z20°w3<3=

26.4% yoy).Expenditures on debt servicing declined by 2017 2018

17.3% yoy in July at the expense of domestic deBburce: The Ministry of Finance of Ukraine, The Bleyzer F
servicing share. Growth of cumulative consolidated

budget expenditures slightly déeeated to 25.3% yoy

in JanuaryJune.

Payments of the government and the NBU on external debt servicing decieahdy. Principal and
servicing payments on state debt denominated in foreign currency totaled USD 321.5 million, including
payments on sovereign bonds of USD 231.6 million.

Monetary Policy

Inflation. Consumer inflation continued to decelerate in dol.9% yoy The 1.0 percentage point decline in
the all-items price index was mainly the result of significatiyer growth inthe prices of foodstuffsCore
inflation also posted a minor deceleration to 8.8% yoy but remained tatiterdue to steady growth of

consumer demandctaused byfast real wage
y 9 CPI, PPI, and Growth of Prices for Select Goods and

rowth. .
J . ] Services, % yoy
Only a few major groups of goods and serviceso ==cri
Observed Slgnlflcant Changes In prlce dynamlcs :‘::d.\'mff\'llmllmnal:.'ﬂlmlicbeveruge.\'
in July. Foodstuffs saw the most significant ! Wearing apparel and footwear
deceleration in price growth from 9.5% yoy to 3 e i
7.1% yoy. Restaurants and hotels reported a 0.6 = Healthtare

e Transport

percentage point deceleration in price growth to

15.3% yoy. Growth of healthcare prices ' | Ih il I‘I Ilul\
decelerated at a much slower pace as it decreased m"!'fﬂ!!'_.__.,_..‘ O SLALS eo
by 0.5 percentage points to 8.2% yoy. Transport . sl iB
was the only major group reporting significant

acceleration in growthfgrices from 14.6% yoy ™% = = . . - ST Y855 zgsS8EEZEE
to 15.4% yoy.For now, we leave our inflation SERZAEZRT cnCZASRF S

forecast intact at 9.0% yoy for 2018. 2017 2018
Source: State Statistical Service of Ukraine, The Bleyzer Foundati

Headquarters Kyiv Office, Ukraine Kharkiv Office, Ukraine

123 N. Post Oak Ln., Suite 410 4A, Baseyna Street, «Mandarin Plaza», 8th floor Meytin House, 49 Sumska Street, Office 4
Houston, TX 77024 USA Kyiv 01004, Ukraine Kharkiv 61022, Ukraine
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Banking Sector. National currency deposits posted
accelerated gmth in July The gowth of household Dynamics of Money Supply, Deposits, and Loans,%
hryvnia depositsemained closatabout20%yoy. At yoy
the same time, corporate hryvnia deposits post(
accelerated growth of 9.7% yoy. Botorporate and |
household sectors observed accelerated growth| s
foreign currency deposits denominated in USD ¢ s

4.3% yoy and 2.7% yqQyespectively. a5

Lending activities of banks sapositive changes in |-2s
July. Total hryvnia loansgrew by 12.8% yoyand | 5
foreign currency loans denominated in USD poste 2=
the first increase in five years at 1.9% YOYy. Th| — _ .voneysupply - Hryvnia deposits  ——F5 deosits in usL
growth of national currency loans was the result g =——Hwwnialoans  ===FXloansin USD

growth ofhousehold loans (45.1% yoghdcorporate SourceThe NBUThe Bleyzer Foundation

sector loans§.5% yoy)

The monetary basavas virtually unchangedon a montkovermonth basisin July, asincreass in cash
resources offset the decline in balances at the correspondent accounts oHoarekeer, theyearoveryear
growth of the monetary base accelerated to 10.8%. Money supplydedgphly 1.4% mom thanks to increased
cash resources and inflows of total deposits denominated in hryvnia. Thysatbgeryear growth in money
supply accelerated to 10.3%.
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Hryvnia Exchange RateThe UAH/USD exchange rate was adepreciatory trend staniy from the second
week of August. The major reasons for depreciation were increased demand forfrdoilaxgricultural
producers from nonresidentsbanksfor dividends repatriation purposeand from importersfor contract
closing purposesThere were alsaenhanced hryvnia
resourcesin the Forex market due to repayment of
sovereign bonds denominated kryvnias The NBU
tried to level fluctuations at the interbank forex market
through dollar interventions either via auctions 07,
matching platform. But the regulator had limited
resources as it hasonstraintsregarding the size of g,
international reserves within thBMF Program and |,
significant principal and servicing payments on extern; 27,00
debt due in September. 26,50
26,00

Official UAH/USD Exchange Rate
(based on the Average Weighted Rate
at the Interbank Forex Market)

Within its program offoreign currency met reform
the NBU lifted the obligatory registration an
confirmation of the foreign exchange deals in its Syste o, 5717 110717 020718 050718  08.07.18

of Confirmation of Deals at the Interbank Forex Markeg 1.0 NBUThe Bleyzer Foundation

of Ukraine and allowed banks to transfer to Bloomberg

and Reuters trade and infaation systems starting on

August T\ However, the initiative backfired as many players of the foreign mbrkieaiccess to information

on the daily exchange rate dynamics at the interbank forex marketfaZaigim currency market players tried

to covertheir risks and increased their prices of the foreign exchange services increasing the gap between the
cash and interbank exchange rates. This, in turn, created opportunities for speculators and impiosed addit
depreciatory pressure ¢ime hryvnia.

d 25,50

Headquarters Kyiv Office, Ukraine Kharkiv Office, Ukraine
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International Trade and Capital

In July 2018, the deficit of the current accounf the

L Ukraine's External Balance of Payments, min USD
balanceof-payment of Ukrainéncreased byl 75% year " . 4

% Financial account, left scale, S mIn USD
Current account, left scale, $ min USD

overyearto USD 1.1 hllion (compared to a deficiof _ ——— QrertlBulaceof Payments Swn USD
USD 40 million in July 2017. This deficit was due to "] g mportofsoods nd services Fight scal, min UsD [

I 6000

faster imports growthn July (24.9% yoy than exports |
(12.6% yoy). Merchandiseexpors were affected by
obstaclesmposed by Russia ocargo shipments in the ** (%4

Azov Sea which resulted in a large fall in the pace of , | o
exportgrowthin July.
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In July, the main export growth took place in the | 1000
following commodity groups:mineral products/energy - -
(26% yoy), chemicals (21%oy), ferrous & nonferrous
metals (20%yoy), timber & wood products (17%oy), Source: NBU, The Bleyzer Foundation

industrial gmds (16%yoy), agricultural products (8%0y) and machinery & equipment (3%oy). Only

informal trade dropped by 19%6y.

Uk r a imereharglise impastincrease in eachsector,as follows:informal trade 89.1% yoy), mineral
products 83% yoy), ferrous & nonferrous metals (31%oy), agricultural products (30.8%oy), industrial
goods (28.% yoy), timber and wood product4.6% yoy), chemicals(18.3% yoy), and machinery &
equipment 16% yoy), respectively.

Regarding merchandise trade Ibggioral orientation,in International Reserve of Ukraine, min USD
JanuaryJuly 2018, Ukraine expors to Europe grew by  zm
18.19% yoy, while impors from the EU expanded atrate of s
10.9% yoy. At the same timeUkrainian merchandisdrade ™
with the Russian Federatiodropped by -8.3% yoy, but ™" 15990
import of goods from Russian Federatitm Ukrainegrew
by 25.1% yoy.

6,000

17 232

Net inflows of the financial accoufinancedonly a pation |, |
of the current account deficithey amounted to US®02 2000
million, compaedto USD 109 million, in July 2017These 0 e
financial inflows in July were generatedby Foreign Direct 127758
InvestmentqUSD 142million - 83% of whichdirected to
the real sector of Ukraingnd bans to the private sector Source: NBUThe Blevzer Foundation

(USD 956 million).

As the current account deficit exceeded financial inflotlie, overall balance of payments had éaiteof
USD 170 million. Accordingly, the level of international reserves declined to USD Aiflion by the end of
July 208, which were enough to cov8maontts of the futureimports.

Official reserve assets Foreign currency reserves
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