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Outlook Last update  This week in focus: Record current account surplus to reduce FX risks
Fitch B STABLE 04.09.2020  Ukraine sees record current account surplus, with 12M trailing reading hitting a
S8p B STABLE 11092020  record high at USD5.7bn as of end-September 2020. Favorable commodities

prices will likely continue helping local currency to escape a material devaluation
S&P (N) uah ) 11.09.2020 following the recent controversial ruling by the constitutional court that puts at
Moody's B3 STABLE 12.06.2020  risk foreign financial support.

FX and interest rates: UAH faces extra pressure after court crisis

Z:: After spending a few sessions in a sluggish decline toward the year low, the
:0 Ukrainian hryvnia broke lower against the U.S. dollar on October 29 after
.75 the constitutional court struck down anti-corruption laws.
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- 270 On Monday (November 2) the USD/UAH pair has set a fresh year-low at 28.65,
%% but then bounced back to 28.4 area during the next sessions, as the market

o zzz hopes for a prompt and effective reaction by the authorities to the situation.
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250 The court's movement threatens with a full halt of foreign support, which is
0 245 conditional on Ukraine’s performance on reforms and tackling entrenched

% % 288225833 corruption. A programme agreed in June with the IMF and contingent on it
financial aid from EU are of great importance against a backdrop of sharp

Figure 2. Banking liquidity (UAH bn) economic downturn and limited opportunities to fund growing expenditures.
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.Js‘ié%”ﬁéysm;ﬁiﬁ The downtrend was also fueled by recent VAT redemption, further shortening
0 ' ® FX supply, and growing demand for FX from the population, reallocating
200 7 accumulated in lockdown savings into liquid assets.

® The widening demand-supply imbalance forced the NBU to step in with
% interventions, selling during the past week USD147.5bn.

NBU CDs outstanding

' While admitting local rebounds, especially if authorities find a widely accepted
“0 3 solution to the court impasse, we nevertheless expect hryvnia to remain in a

Correspondent account baances

0 2 bullish trend though the end of the year, driven by growing demand for safe-
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€ 25552  havenforeign currencies.

- Banking liquidity exceeded UAH178bn in the week ended on October 30.
The major factor behind the change was a UAH10bn central bank’s liquidity
' ' injection via refinancing facility. The NBU does not specify recipients in loans
with maturity up to 30 days. The supportive transaction is not seen in the
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: — monetary operations bar in Figure 3, since a similar amount was reallocated to
55 I I CDs, resulting in a 7.5% increase of total CDs outstanding to UAH123bn.
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1 Worth also pointing out, that after the transaction costs of funds in the interbank

%31 money market jumped over 77pb to 5.69% from below 5% the last Friday.
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Cash deposits and State treasury operations contributed UAH2bn in total. But
2306 Nonday OhaNBU  Cah  Temuy one  aco  duU€ to the mentioned central bank's FX interventions, draining some UAH3.7bn,
operations - operations and DGF  operatiors the balance of correspondent accounts declined by the end of the week by 0.8%

to UAH55.6bn.
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Government bond market

Cut-off Maxbid Minbid Number Bids  Bidsize, ' ace"

12% 5L rate L rate rate of bids accepted mn :;:Ztmn
10% m— UAH 3M 750% 750% 7.50% 7.50% 1 1 2000.00 2000.00

8% UAH 1Y = - 1150% 10.75% 9 0 29030 0.00
6% UAH 3y  1095% 1095% 1250% 10.95% 7 4 17774 2.79
4% Local currency government bonds keep losing appeal to investors, at least

e a5 of Oct 30 at rate levels offered by FinMin.

e a5 0f Nov 02

0% This Tuesday the ministry again limited proposal to hryvnia denominated bonds,
WS Y a2 3 Y with maturity ranging from 3 months to 3 years.

Figure 5. Local USD bonds market Without a single UAH2bn worth application for the shortest issue, with round

2%

40% amount pointing at the likeliness of being submitting by a state-owned bank, the
35% auction was a failure. Worth also pointing out that cut-off rate was lited by 20bp
30% \7 to 7.5% per year.

25% A year bonds received 9 bids for UAH290mn in total with rates ranging from
20% 10.75% to 11.5%. But the auction was ultimately canceled.

1o With regard to the 3-year bonds, though received bids for some UAH178mn, the
10% ministry only raised UAH2.8mn with a required rate below 10.95%. The max bid
05% :zjzzsoi rate for long-term bonds was 12.5% per year, with no change compared to the
00% ; ; » max rate required by investors for 3.5y bonds at the previous auction. But this

6M 1Y 15Y

rate looks in line with the ones offered by foreign accounts in the secondary
market. And as long as the local political situation remains tightened, FinMin will
continue struggling to attract any meaningful demand.

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  EUR/USD bounces around 1.17 mark amid a tight election race

9'0 0 . 0
o Ukiaine 23 Ulcane 25 Ulcane 27 ueanezs The U.S. dollar gained notably against the euro in the last week as

80 . escalating coronavirus cases in Europe stoked investor fears that fresh
\/'/\\ lockdowns would further hit the already fragile economic recovery.
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o Apart from that, the ECB sent the euro tumbling earlier in the past week after

o suggesting the introduction of further monetary stimulus measures in December.
55 ECB President Christine Lagarde, in particular, assured that policymakers are
50 prepared to “recalibrate” their tools at the final in this year's meeting.
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euro as investors' attention migrated quickly to U.S. election process. Polls
give Democrat Joe Biden a solid lead. But the contest is much tighter in

Figure 7. EUR USD spot (mid) battleground states that could decide the outcome. Besides, some still fear that

1200 the election results could be contested, leading to a protracted period of
1190 uncertainty.

1180

1470 \/\‘\r/\/\'\M But as the uncertainty in the economic outlook has not changed, the EUR/
1122 USD pair has limited bullish potential in the near-term.

1140 Treasuries yield climbed to the highest level since early June. The yield on the
1130 benchmark 10-year Treasury note last traded at 0.892%, its highest level since
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1100 Fixed-income investors are cautious of drawn out process - regardless of who

§8E53225 2832 ulimately occupies the White House in 2021.

June 8. Yields move inversely to prices.
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Figure 8. Current account (TTM), USDbn Record current account surplus to reduce UAH devaluation risks
100

iaMcaswlis noeasedty 57 UKraine sees record CA surplus, with 12M trailing reading hitting a record high
50 378 USD'.8%nmiminSep20 at USD5.7bn as of end-September. Favorable commodities prices will likely
. / continue helping hryvnia to escape a material devaluation following the recent

controversial ruling by the constitutional court that puts at risk foreign support.

327
N Ukraine's CA surplus reached a record high in the 3Q. The surplus in the 12
months to September was USD5.7bn, the equivalent of 3.9% of expected this

year's GDP. Favorable prices for soft commodities in the global markets, with

un grains witnessing double-digit growth in recent months, help to keep agri exports

200 o8 lagging not too far from last year's levels. But expected this year weaker harvest
20112012 2013 2014 2015 2016 2017 2018 2019 2020 2021 . . . . . .
for grains (mostly affecting the central part of Ukraine) will result in weaker agri

, : o production and export revenue levels.
Figure 9. Foreign position in LGB, UAHbn

140 l The rest of the contributors to exports of goods showed a mixed picture,

including metallurgy which struggles to take advantage of supportive prices for
iron ore. Going forward, the outlook for steel and mining products remains good,
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100

Foreign holding of acal gov emment debtcropped against the backdrop of global soft monetary conditions, stimulating demand for
» RS ey veivici steel, particularly in China. Overall, we note that Ukraine proved to be more

resilient to the global drop of demand in 2020 than other economies, in
particular, due to a large share of raw commodities in the export mix.

Surprisingly, remittances by migrant workers in September reached USD1.1bn,
f N ey AP exceeding the level in the same month of the previous year despite COVID-19
o1 012 2018 204 2015 0% 2017 2018 2019 200 202 related slowdowns in EU services sector. Nevertheless, the improvement may
be transitory as many counties are reintroducing lockdown measures.

AN 0. B REEERES Balance of services looks also supportive, with Naftogaz-Gazprom deal

40 Gross reservesforecast | 8 - . . . . .

providing support to transportation services inflows, IT services dynamic

. remaining on a good track and tourism (the main negative drag on Ukraine’s
balance of services) remaining limited comparing to the previous years.

3% Gross reserves 7
USD26.5bn

B Months ofimports (RHS)

25
Financial account will represent a major problem for hryvnia going

forward. While a USD2.4bn TTM balance drop in September has mostly to do

J MF's Funds with public debt redemption, FA has faced additional pressure after Ukraine’s

10 USD10.7bn 2 oy . . . . . .
. constitutional court issued a destructive ruling in an effort to dismantle an anti-
’ usorsoen R corruption architecture. The last is an important precondition to foreign official

0 H .
o W 3 04 05 00 2017 018 2019 200 a0 ﬁnanmallsupport. And LGB, a best§§ller among foreign accounts a year ago, are
now actively offered for sale, draining the central bank's FX reserves. At this
point of time sales of LGBs by international accounts do not represent any major

Figure 11. USD/UAH evolution in 2020 ! o , , i , ,
N issue, but the situation can change if country risks continue to rise or in case of

25 ®  any abrupt changes in sentiment in the global markets.
28.56

29
2% The room for maneuver is still there, and the authorities can turn the situation to
their advantage if prompt reaction follows and it finds support among Ukraine's

foreign partners. But still, it would be very difficult to ensure continuation of the

27

26 26.0
- J current IMF program which is already off track. In this light, Ukraine’s access to
" N global capital markets will be limited, whether through official or private
. channels. And taking into account sharply widening budget deficits, with most of
spending to be made in Nov-Dec, Ukraine will have to rely fully on domestic
2 - - - - - - - - - - - . . L . ,
gn Feb M Apr My An Wl Al Sep Ot Nov Dec sources. Possible indirect involvement of NBU's balance sheet may

subsequently increase UAH supply on the FX market.

Our USD/UAH forecast given in early April (see report of Apr 4) remains in line
with the pair movement since then. We reckon the USD/UAH rate to keep
trending towards 29.5 through the end of the year, fueled by accumulated
this year sizable amount of cash in hands and by likely to remain
inconsistent local political situation, supporting demand for liquid assets.
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Key Macroeconomic Indicators
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Real sector
Real GDP (%YoY) 66 98 24 25 34 32 58 38
Industrial production (%YoY) 150 5.1 66 05 1.1 67 18 0.0
Retail sales (%YoY) 110 250 40 8.8 62 105 -10.9 9.2
Unemployment rate end of year (ILO, working age) 93 9.1 93 95 8.8 8.2 10.1 93
Nominal GDP (UAH bn) 1587 1989 2385 2983 3559 3975 3926 4633
Nominal GDP (USD bn) 131 90 93 112 131 150 144 154
Prices
CPI (average %YoY) 121 487 165 144 105 79 45 5.0
CPI (end of year %YoY) 249 433 124 137 9.8 4.1 49 5.0
Real average wage growth (%YoY) 65 350 100 189 97 98 55 35
Fiscal balance (% of GDP)
State budget deficit (without Naftogaz) 49 23 29 16 24 1.8 75 3.0
Total public debt (% of GDP) 694 794 810 718 610 516 644 646
External balance
Exports of goods and services (USD bn) 654 479 460 540 590 634 562 626
Imports of goods and services (USD bn) 700 496 518 608 705 755 643 725
Current account balance (USD bn) 46 50 19 35 65 42 35 06
Current account balance (% of GDP) 35 56 20 3.2 49 28 24 04
Net FDI (USD bn) 03  -04 38 37 45 52 1.0 2.0
Foreign exchange reserves (end of year) 75 133 155 188 208 253 270 275
Imports coverage (months of imports of goods) 15 4.4 3.7 36 34 39 50 45
Interest and exchange rates
NBU discount rate (% end of year) 140 220 140 145 180 135 6.0 6.0
Exchange rate (USD/UAH) end of year 158 240 272 280 277 237 295 310
Exchange rate (EUR/UAH) end of year 230 262 283 335 318 264 330 347
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02/11/2020 03/11/2020 04/11/2020 05/11/2020 06/11/2020 07/11/2020 08/11/2020

NBU: Minutes LGB* % UAH 535.0mn  Fed: FOMC LGB* % UAH 203.1mn  NBU: FX Reserves
(deadline - 7th day)

09/11/2020 10/11/2020 11/11/2020 12/11/2020 13/11/2020 14/11/2020 15/11/2020

Ukrstat: Price indices NBU: Monetary Statistics LGB* % UAH 913.7mn LGB % EUR 4.7mn LGB* % UAH 141.3mn

16/11/2020 17/11/2020 18/11/2020 19/11/2020 20/11/2020 21/11/2020 22/11/2020

LGB* % UAH 431.8mn LGB* % UAH 1,256.6mn LGB* % UAH 195.6mn  Ukrstat: Refail rade LGB* % UAH 238.0mn

23/11/2020 24/11/2020 25/11/2020 26/11/2020 27/11/2020 28/11/2020 29/11/2020

LGB* % UAH 313.6mn LGB* % UAH 261.0mn LGB* % UAH 1,506.2mn LGB* % UAH 506.3mn LGB* % UAH 251.3mn LGB* % UAH 245.6mn
Ukrstat: Industrial LGB % UAH 642.6mn Ukrstat: Nominal & Real
Production LGB* P UAH 1,400.0mn Wage

LGB P UAH 10,414.8mn

MOST COMMON TERMS AND ABBREVIATIONS

GDP  Gross domestic product DGF Deposit Guarantee Fund

CPI Consumer price index Ukrstat ~ State Statistics Service of Ukraine

FDI Foreign direct investment NBU National Bank of Ukraine

BoP Balance of Payments ECB European Central Bank

CA Current account Fed Federal Reserve System

FA Financial account FOMC  The Federal Open Market Committee

P International investment position MPC Monetary policy committee meeting

VAT Value-added tax Minutes Summary of MPC meeting

CD Certificate of deposit IMF International Monetary Fund

FX Foreign exchange, foreign currency IFl International financial institutions

UAH Ukrainian hryvnia LGB Local government bonds

usD U.S. dollar FGB Foreign government bonds (Eurobonds)
EUR Euro P Principal due

SDR Special drawing rights % Interests due

UONIA  Ukrainian OverNight Index Average * government bonds held by NBU or issued for
WA Weighted average recapitalization of state-owned banks

bp basis point m/m in monthly terms; month-on-month change
pp percentage point T™ trailing twelve months

yly in annual terms; year-on-year change RHS right-hand scale
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Contacts

Investment Business Group

Serhiy Yahnych
Head of Investment Business
(+38044) 537-50-82 serhii.yahnych@ukrsibbank.com

Viktoriia Nebeska
Market Making Government Bonds
(+38044) 201-22-74 viktoriia.nebeska@ukrsibbank.com

Platon Yachmenov
Fixed Income Dealer
(+38044) 230-48-54 platon.yachmenov@ukrsibbank.com

Mykhailo Kharchuk
Market Analysis
(+38044) 537-49-75 mykhailo.kharchuk@ukrsibbank.com

Distribution of Capital Markets Weekly report:
macro@ukrsibbank.com

FX Business

Kostiantyn Rupchev
Head of FX Sales
(+38044) 537-50-04 kostiantyn.rupchev@ukrsibbank.com

Corporate Business

levgen Kulikov
Head of MNC team
(+38044) 201-22-43 ievgen.kulikov@ukrsibbank.com

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.

BNP PARIBAS GROUP

. UKRAINIAN CAPITAL MARKETS WEEKLY

UKRSIBBANK - annt;aiglé

world


mailto:serhii.yahnych@ukrsibbank.com
mailto:viktoriia.nebeska@ukrsibbank.com
mailto:platon.yachmenov@ukrsibbank.com
mailto:serhii.yahnych@ukrsibbank.com
mailto:ievgen.kulikov@ukrsibbank.com

