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Outlook Last update  This week in focus: Ukraine is likely to see a marginal key rate hike in 2021
Fitch B STABLE 04.09.2020  The NBU expectedly kept the policy rate on hold at 6%, as remaining out of
) B STABLE 11002020  control pandemic still weighs heavily on the economy, while gaining momentum

inflation is likely to end the year just below the target of 5%. Though expecting

S&P(N) u2A ) 11092020 inflation to enter its forecast range by the next MPC meeting, the NBU seems to

Moody's B3 STABLE 12.06.2020  have taken a balanced view on a key rate hike in the next year.

FX and interest rates: UAH recovers against USD amid resumed flows in LGB

Interbank Vlumes, USDmn The USD/UAH rate returned below 28 reading as foreign investors into local
700 29.0 .. .
e USD/UAH (RHS) government bonds injected fresh FX in the market.

600 285
50 i ] — \~_ 0 The FinMin's generosity at the last auctions met with a strong reception -
400 ,75 investors snapped up circa UAH50bn in hryvnia denominated securities in two
- ,70 Weeks. And foreign participation was noted during the auction.
200 265 Demand for FX, however, was week, with the recent weekend lockdown being
100 260 the main reason behind. Moreover, the government announced on December 9

0 255 reintroduction of tight quarantine measures in early January. Although it will last

g % % 285325388322 23g8:5385  about 2 weeks (from January 8 to 24, almost 4 times as short as the first
lockdown) it can push more long-struggling businesses to the wall. Another

Figure 2. Banking liquidity (UAH bn) tough lockdown is likely to spell more troubles to the economy and hryvnia in

28 Total liquidity: UAH186 bn o 1H20
240 incl. NBU CDs UAH120 bn . . .
We expect hryvnia to stay in an uptrend as long as the government is ready to

20 7 pay lavish interests on its debt. But as soon as FinMin starts redirecting
¢ attracted funds for public spending the pressure on FX will gradually recover.

% Banking system liquidity grew by 3.5% to UAH175bn by December 11.

* Balance of correspondent accounts was UAH89%bn, up by 60.7% to the
% preceding week. The major build-up represents pull out of funds from the central
2 pank's CDs, the position in which narrowed by 24.3% to UAH86bn.
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In addition to this, the NBU injected in the system some UAH10.9bn via

. refinancing loans and UAH2.2bn via interventions in the FX market.
Figure 3. Correspondent account balances (UAH bn)

120 Cash withdrawals produced the major outflow of liquidity, draining some
o Bz 2 S e 0 e UAH2.2bn. Demand for cash typically rise in December as Christmas and

S . holiday season approaches. Total cash outstanding usually end up the month
% I around UAH20bn above the starting position (UAH534bn as of the end of
6o | 538 November). Then the money returns to the system through the whole January.

But things may run differently in 2021, taking into account the upcoming
lockdown. Cash withdrawals have notably increased since COVID strike.

40

20

Treasury operations drained another UAH1bn. But Treasury might boost liquidity
in by the end of the month following the recent attraction of funds by the FinMin.

04Dec  Monetary OtherNBU  Cash Treasury Other 11-Dec
operations  operations and DGF  operations
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Figure 4. Local UAH bonds market Government bond market

Place-
ment
size, mn

Cut-off

CCY Maturity - WA rate Max bid Min bid Number Bids Bid size,

14% rate rate of bids accepted mn

12%

UAH 3M  10.00% 10.00% 10.50% 10.00% 23 22 434336 431836
10:/“ UAH 6M  10.50% 1050% 11.50% 10.50% 12 11 985232 984232
:i UAH  6M  10.75% 10.75% 11.00% 10.75% 15 13 11167.43 10 992.43
" UAH 1Y 1160% 1156% 11.85% 11.35% 40 34 925115 739877
0 :::g:ﬁ UAH 15Y  1175% 11.70% 11.80% 11.50% 28 27 359119 3541.19
- UAH  3Y  1200% 11.98% 12.09% 11.70% 21 20 295028 2800.28
weoou oo S AR 4y 1225%  12.18%  1250%  12.08% 33 30 2784.02 2634.02
. usb 1Y 380% 3.80% 4.00% 3.77% 67 63 26667 265.32
EUR 1Y 250% 2.50% 2.50%  2.45% 10 10 5653 5653
35% / The market has taken the bait. The last primary auctions were met with strong
30% demand, showing the market is open to the government’s plan to borrow heavily
25 in December. And the recent uptick in yields helped to draw investors' appetite
- for the securities, with strong foreign participation in auctions.
15% The same as a week ago, this Tuesday the FinMin offered a wide range of
10% instruments: 7 bond issues in UAH with tenure starting from 3 months to 4 years
05% e 25 of Nov 30 coupled with 1-year bonds in USD and in EUR.

e 35 of Dec 15

00% - o - " » The highest demand received the 7m bonds in UAH, followed by 6m and 1y
securities. High demand was also seen for 1y USD bond, which received 67
bids worth USD266mn in total. In spite of zero change to cut-off yield of 3.8%,
nearly the whole issue was sold.

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  EUR/USD hovers around two-year high

v Ukiaine 23 Ukraine 25 Uksaine 7 Ueanezs The EUR/USD pair trades around the two-year high amid an elevated

80 appetite for risky assets.

70

Hopes for a U.S. stimulus package worth USD1.4tn support investors' risk-
60 on mood, driving them away from safe-haven currencies.

50 Further steps toward broader vaccine distribution also play against the
greenback. Moderna Inc’'s COVID-19 vaccine appeared set for regulatory
authorization this week after U.S. Food and Drug Administration staff endorsed

coccccsorrccrczr< ~ « « « It as safe and effective.
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Investors are also keeping an eye on the outcome of a two-day Federal Reserve
policy meeting on Wednesday. Policymakers are expected to keep the key
overnight interest rate pinned near zero and signal it will stay there for years to
come, a decision that analysts say will further boost investors’ risk sentiment.

Figure 7. EUR USD spot (mid)
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The European Central Bank delivered its pledge to add stimulus via expanding
its bond-buying scheme by EUR500bn and through March 2022. Moreover, the
Frankfurt-based institution left its language on the exchange rate unchanged,
only saying it is "monitoring” it.
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e U.S. Treasury yields inched higher ahead of the Federal Reserve’s latest policy

decision. The yield on the benchmark 10-year Treasury note rose slightly to
1100 - 0.942%. Yields move inversely to prices.

1120

The bank
for a changing
world

) UKRSIBBANK

¥ BNP PARIBAS GROUP



.~ UKRAINIAN CAPITAL MARKETS WEEKLY

20% 20%

e The NBU expectedly kept the policy rate on hold at 6%, as remaining out of
1, control pandemic still weighs heavily on the economy, while gaining momentum
1% 1w, inflation is likely to end the year just below the target of 5%. Though expecting
1
1

25 inflation to enter its forecast range of 1pp around the target by the next MPC

10% Key rale 6.0% 0% meeting, this time CB sounded not as bold as at the previous monetary briefing,

&% VBl CPirg) pemeeins % admitting headwinds to consumer prices growth in 1H21. The NBU seems to
6% band = %% have taken a balanced view on a key rate hike in the next year.
4% 4%
3.8%y/ . . . . .
% = 2 Ukraine continues experiencing economic fallout from COVID. The

0 « ~ ~ ; ~ : ~ ~ - 0% pandemic remains hardly controlled, with the 7-day moving average of newly-
Nov17 ~ May18 Nov18 May19 Nov19 May20 Nov20 May21  Nov21 . .
confirmed cases standing above 12th.

Tightening of lockdown measures in November, with obligatory closure of all
non-essential businesses on weekends, resulted in a double-digit drop in
consumer spending — the major contributor to GDP growth recovery in 3Q20.
Although this lockdown was not extended, the state officials have already
announced the introduction of a tougher lockdown from January 8 to 24. All
public events will be banned and non-essential consumer services shuttered.

Weekend

Natinal full
8 lockdown

lockdown

Since the pandemic strike, firms more than ever have relied on monetary

Consumer support, helping them meet liquidity needs. As long as the outbreak of COVID

ppkances and remains out of control and rolling out of vaccines program hardly expected

0 before mid-spring 2021, the dovish monetary policy serves an important role as
3Dec  29Fe 30 Apr 30Jun 31 Aug 310c st @ backstop for still-strained and vulnerable economy.

Gaining momentum inflation might lose steam following the reintroduction of
0 another lockdown. As we warned (see our report of October 22) among
important factors behind November's consumer prices growth were weaker
hryvnia and some recovery in energy commodities prices. Weak harvest has
also added pressure on food prices. Though will hold relevance in December,
these factors seem to be an old story. The announced measures to help reduce
the spread of COVID-19 will again negatively affect consumer expenses and

Consumer sentimentindex values range from 0

% 10 200. Indices of ess tan 100 indicate te
80 prevalence of negative assessments.
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Representative samplewas CSindex turned souh

modifd n April 2014 ascovinecions  therefore limit the scope for prices hike.
30 every day hitnew
2 " Hryvnia recovers against the U.S. dollar following the recent FinMin's success in
10 attracting financing. This should help offset price growth for imports, and energy

0
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Worth also mentioning, that most of the bonds sold during the last primary
auction mature in 12-month period. The forthcoming local debt repayments in

w B B 2021 should discourage the government from boosting state budget revenues
w075 Hawkish Biases via inflation tax, as such move might ricochet on future debt price.
up0.5 ﬂﬂ
9] 9] [5]9] 5] 6] mEmEE We, however, do not rule out price shocks in 2021. Consumers may go on a
out0.25 spending spree following initial success in combating pandemic. This is likely to
cut0.5 n n e X . . . .
i m outpace the ability of firms to restore and expand their capacity, causing prices
it 6] to rise. But such price growth is likely to be not sustainable.

2 o
s Dovih Bses a4 Monetary policy tightening in 2021 loses ground. Charted following the
BTEY; previous MPC meeting key rate hike in 2021 was barely mentioned during the

por 18 0ct18 Aor19 0ct19 Aor20 ou last meeting. The CB did say that it "stands ready to raise its key policy rate in
response to accelerating price growth..." But the NBU sounded more moderate
compared to the previous briefing, producing more factors, which to curb
inflation. So the statement at this stage might serve rather as a warning to
prevent an aggressive prices hike in the future.

Worth also noting a lack of hawkish biases among policymakers since 2018.
Even the reshaped board appears to be inclined towards a loose policy, with 9
votes for putting rate on hold and one for 25bp rate cut at the last meeting.
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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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14.12.2020 15.12.2020 16.12.2020 17.12.2020 18.12.2020 19.12.2020 20.12.2020

LGB* % UAH 1,487.7mn LGB % USD 8.7mn NBU: External Debt
LGB P UAH 10,265.3mn
Fed: FOMC

21.12.2020 22.12.2020 23.12.2020 24.12.2020 25.12.2020 26.12.2020 27.12.2020

NBU: Minutes LGB* % UAH 655.1mn
Ukrstat: GDP Ukrstat: Industrial
Ukrstat: Retail rade Production

28.12.2020 29.12.2020 30.12.2020 31.12.2020 01.01.2021 02.01.2021 03.01.2021

Ukrstat Nominal & Real  NBU: IIP LGB* % UAH 561.7mn
Wage NBU: FDI NBU: BoP

04.01.2021 05.01.2021 06.01.2021 07.01.2021 08.01.2021 09.01.2021 10.01.2021

LGB* % UAH 413.2mn  NBU: FX Reserves
(deadline - 7th day)

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.
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