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Rating Outlook Lastupdate  This week in focus: ~ NBU steers reserves on the recovery path
Fitch B STABLE 22042020  NBU’s FX reserves are back on the recovery path: by the end of April total funds
) B STABLE 13.03.2020 he!d by the NBU increased by 3.1% to USD25.7bn, with the Iusablel amount
being as many as USD16.8bn. That makes the country safe with paying back
S&P(N) u2A ) 13032020 the USD1bN of U.S.-guaranteed bonds on May 29. In turn, the IMF’s support to
Moody's Caa POSITIVE 22112019  come secures the authorities against a strain on the cash position.

Figure 1. UAH exchange rate (UAH per USD) FX and interest rates: Hryvnia keeps benefiting from declining demand for FX

1009 Iterbark Volunes »»> The USD/UAH rate edges lower on the back of subdued demand for

—Last Price . 275 foreign currency. Against the U.S. dollar, the hryvnia was up 0.3% on Tuesday
270 at 26.75. Although picked up after a prolonged holidays, demand for FX was

2" effectively covered by increased FX sales.
29 , The major impediment to a more accelerated local currency appreciation

245 constltute the central bank’s interventions. Last week the NBU purchased circa
240 JSD200mn in the FX market and bought another USD65mn (early estimates)
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. 55, ON Tuesday.
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In addition to that, the state company Naftogaz Ukraine sold USD500mn on
Tuesday, according to the media. Yet, the transaction did not affect the currency

Flgure 2. Banking liquidity (UAH bn) pair, as the funds were fully absorbed by the central bank.

“ The government’s movement towards easing of coronavirus containment

o e measures from Monday might contribute to increase in consumption of

* ,; imported goods. In particular, warehouse clubs, barber shops, restaurants with

15 @ summer terrace, and some stores and shopping malls are allowed to open on

13 May 11 provided they abide by so-called normalisation rules. The effect on the
11 FX market, however, is likely to become visible in the second half of the month.

UIIR OIN UAH (RHS)
UIIR OIN USD (RHS)

- A Banking sector liquidity little changed as compared with a level a week
o Comespondent account baances , before. By the end of last Friday total funds in the system amounted to
UAH205.6bn, incl. UAH49.7bn held on correspondent accounts with the NBU.
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Cash money and State treasury operations kept on following the pattern we

F|gure 3. Correspondent account balances (UAH bn) highlighted in our previous report. Last week the correspondent liquidity flows

a0 exceeded UAH10bn and have nearly counterbalanced each other.
58.25

l 53¢ 015 1113 007 44 The central bank’s FX interventions have drained UAH5.3bn out of the system.

60

50
0 L . . Monetary operations are largely represented by increased allocation of excess
funds into the NBU’s certificates of deposits (CDs), resulting in UAH17.5bn

o outflow from the system.

20

On the other hand, the central bank conducted its debut LTRO auction on

Friday (May 11). The acronym LTRO was coined to represent "long-term

Ao Nonday OhaNBU  Cmh  Temuy  Ohe  oswa, TENNANCING operations’, which are used by the central banks to lend ‘long”

operations - operations and DG~ operatiors money at low interest rates. The NBU has provided 11 banks with UAH2.4bn in
flexible interest 5-year loans.
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Government bond market

. - . A Place-

” CCY Maturity Cut-off WA rate Max bid Min bid Nurr]ber Bids Bid size, ment
rate rate rate of bids accepted mn :
size, mn

12% = N -~

UAH 3M 11.30% 11.26% 11.50% 11.00% 21 20 13402.87 13377.87
10%

UAH  6M 11.28% 1128% 11.50% 11.28% 14 11 6829.90 670584

8%

The Finance Ministry of Ukraine raised UAH19.4bn in its bond auction on
Tuesday. The ministry limited its offer to local currency short-term instruments
with no target volume.

6%

%
2% o= as of Apr 30
0 — asoiMay08 The sale of new 3m bonds attracted UAH13.4bn worth of bids with a yield
aeooewovootsy2vasy 3y 35y 5 ranging from 11% to 11.5%. As interest rates on the secondary market
continue declining, the ministry decided not to move its cut-off rate (remained

Figure 5. Local USD bonds market unchanged at 11.3%) and rejected one offer for UAH25mn.

%

. A second bond offered, maturing in 6m, garnered total bids worth
0 / UAH6.7bn. Unlike the previous issue, the 6m bonds were priced at 1.18-1.4
% percent points below the mid range of comparable bonds on the secondary
% market. Nevertheless, being optimistic about market conditions, FinMin set cut-
off rate at 11.28% and sacrificed 3 of 14 applications.

30/0

2% Local currency government bonds' yields at the secondary market have
. e oflar 3t settled around 12% per annum. Resumed cooperation with the IMF might give
a5 0fMay 07 a boost market activity and contribute to further adjustment of yields.
00/0
M 15Y

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  EUR/USD keeps the consolidative mood around the 1.085 level
B0 e 20— Ukrine 23 Ukrsine 27 ueanez EURIUSD continue trading on a mixed fashion in the 1.085 neighborhood.

16.0
For a while, positive coronavirus news and decision taken by several countries

to reopen their economies with a gradual easing of lockdown measures
contributed to recovery of risk sentiment in markets and correspondingly

\ lowered demand for U.S. currency. Optimism, however, was cooled after the
Chinese city of Wuhan, the original epicenter of the Covid-19 pandemic,
reported its first new cases since lifting lockdown measures.

20 Despite US annual inflation tumbled in April to lowest since October 2015,
market participants nearly ignored the data, reckoning there will not be
outright deflation and hence more monetary policy stimulus by the Fed.

Figure 7. EUR USD spot (mid) European currency look bleak due to renewed concerns over the

1 coronavirus outbreak. According to the German disease and epidemic control
L center, Robert Koch Institute (RKI), the number of confirmed coronavirus cases
1120 rose to 170,508, with a total of 7,533 deaths reported on Tuesday.
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U.S. government debt yields hold steady since last week. The yield on the
benchmark 10-year Treasury note remains broadly around 0.7%. Bond yields
1050 rise as prices fall. Investors are cautious about the easing of coronavirus
1070 lockdown measures in a number of countries and put statistics on new cases on
1080 watch.
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Figure 8. NBU's international reserves
30

Months of imports (RHS)

IMF's Funds
USD8.9bn

Netreserves USD16.8 bn
+6.6% ytd

Apr17  Aug17 Dec17 Apr18 Aug18 Dec18 Apr19 Aug19 Dec19 Apr20

Gross reserves USD25.7 bn
+1.6%ytd

NBU steers reserves on the recovery path

’ Ukraine’s gold and currency reserves are back on the recovery path after a drop

5 in March: by the end of April total funds held by the NBU increased by 3.1% to

\ USD25.7bn, with the usable amount (net reserves) being as many as
USD16.8bn. That makes the country safe with paying back the USD5.6bn of

s external debt that comes due this year. In turn, the IMF’s support to come

, secures the authorities against a strain on the cash position, resulting from the
COVID outbreak.

1 COVID has reduced pressure on the FX reserves. Stabilized market
o conditions have allowed the NBU to press ahead with mopping up excess FX
liquidity. In April, the central bank filled up FX reserves via FX interventions by
USDO0.8bn vs USD2.2bn spent in March to prop up the hryvnia against the virus-

Figure 9. Public debt payments due in 2020 fueled market turmoil

40 -
Passed payort = Remaining local debt payoffs USD 7.5bn

35 1 Remaining externd debt payoffs USD 4.9bn
B Remaining payoffs to IMF USD 0.7bn
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Figure 10. History of Lending Arrangements

Lending arrangements since 1995
Upcoming stand-by
arrangement

Firstarrangement USD5bn
Apr 1995
USD1.4bn

, -0

Stand-by arrangement|
Dec 2018
USD3.9bn

Note: Values in USD as coverted from Special DrawingRights (SDR)
1 SDR = 1.36179 USD as per 12/05/2020

1995 2000 2005 2010 2015 2020
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35 Contraction in imports, outperforming decline in exports, supported the case too.
50 On this background reserves to import ratio, a gauge of financing coverage
,5 expressed in number of months, has hit its highest since 2015 at 4.5 worth of
,, imports and is likely to continue ticking up going forward.

15 Reduced external pressure on the central bank’s reserves make the country
10 safe with repayment of USD5.6bn of external debt that comes due between now
15 and the end of this year, incl. over USD1bn to be paid out on May 29 under
,, Maturing U.S-guaranteed bonds.

Shorter engagement implies shorter repayment period. Ukrainian authorities
are on the verge of final approval of a banking law (so called “anti-Kolomoisky’
bill"), which unlocks further cooperation with the IMF. The Parliament is
conducting the second reading of the law on Wednesday, May 13.

In turn, the Fund has stated recently, that negotiations with Ukraine’s authorities
have shifted to 18-month Stand-by arrangement (SBA) from 36-month Extended
Fund Facility (EFF) program worth USD5.5bn. The former is aimed at
supporting countries’ external financing needs with short-term financing, while
the main purpose of latter is to provide assistance to countries experiencing
serious payment imbalances.

Indeed, the SBA seems better fit the county’s needs and profile, with front-
loaded disbursements allowing for timely financing of the government’s fiscal
policy. Worth noting, however, that amounts drawn under a SBA are to be
repaid over 3-5 years, unlike up to 10 years within EFF. This implies new
“spikes” in public debt repayment in 2024-25 with annual charges exceeding
USD10bn.
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2014 2015 2016 2017 12018 12019 [2020E [2021F |

Real sector
Real GDP (%YoY) 6.6 9.8 24 25 34 3.2 -4.5 3.8
Industrial production (%YoY) -15.0 -5.1 6.6 -0.5 1.1 6.7 -1.8 0.0
Retail sales (%YoY) 110  -25.0 4.0 8.8 6.2 105 -10.9 9.2
Unemployment rate end of year (ILO, working age) 9.3 9.1 9.3 9.5 8.8 8.2 10.1 9.3
Nominal GDP (UAH bn) 1587 1989 2385 2983 3559 3975 4117 4633
Nominal GDP (USD bn) 131 90 93 112 131 154 144 154
Prices
CPI (average %YoY) 121 48.7 16.5 14.4 10.5 7.9 6.0 5.5
CPI (end of year %YoY) 249 43.3 124 13.7 9.8 4.1 75 6.0
Real average wage growth (%YoY) 65 -35.0 10.0 18.9 9.7 9.8 -5.5 3.5
Fiscal balance (% of GDP)
State budget deficit (without Naftogaz) 4.9 2.3 29 1.6 24 1.8 7.5 3.0
Total public debt (% of GDP) 69.4 79.4 81.0 71.8 61.0 51.6 64.4 64.6
External balance
Exports of goods and services (USD bn) 65.4 47.9 46.0 54.0 59.0 63.4 50.5 55.6
Imports of goods and services (USD bn) 70.0 49.6 51.8 60.8 70.5 75.5 59.5 66.6
Current account balance (USD bn) -4.6 1.6 -1.3 24 4.7 -1.1 -1.0 2.1
Current account balance (% of GDP) -3.4 1.8 -14 2.1 -3.3 -0.7 -0.7 -1.3
Net FDI (USD bn) 0.3 3.0 3.3 26 24 25 1.0 35
Foreign exchange reserves (end of year) 7.5 13.3 15.5 18.8 20.8 25.3 235 26.5
Imports coverage (months of imports of goods) 15 44 3.7 3.6 34 3.9 4.7 4.8
Interest and exchange rates
NBU discount rate (% end of year) 14.0 22.0 14.0 14.5 18.0 13.5 6.0 5.0
Exchange rate (UAH/USD) end of year 15.8 24.0 27.2 28.0 21.7 23.7 29.5 31.0
Exchange rate (UAH/EUR) end of year 23.0 26.2 28.3 335 31.8 264 33.0 34.7
Two Weeks Ahead

| Moo | Twe | Wed ] the | Fi ] osa ] s |
11/05/2020 12/05/2020 13/05/2020 14/05/2020 15/05/2020 16/05/2020 17/05/2020

NBU: Monetary Statistics
(Preliminary)

18/05/2020 19/05/2020 20/05/2020 21/05/2020 22/05/2020 23/05/2020 24/05/2020

Ukrstat: Retail trade Ukrstat: Industrial
Production
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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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