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Outlook Last update  This week in focus: NBU pivots from backing growth to fighting inflation

Fitch B STABLE 26.02.2021  The NBU raised the key rate to 6.5%, accompanying the move with a hawkish
) B STABLE 11002020 tone. The central bank signalled readiness to guard against inflation and
admitted phasing out of relief programmes. We bring forward our forecast for

S&P (N) uah ) 11.09.2020 expected this year rate hikes. We still admit no change in the policy rate in April
Moody's B3 STABLE 12.06.2020 if infection spread in the country regains strength.
FX and interest rates: UAH extends appreciation against USD

jz Interbank Volumes, USDmn z:: The USD/UAH pair has advanced to another resistance level at 27.7 on

——= USDIUAH (RHS) ~ Thursday (March 4). By the end of the trading session, the hryvnia showed a
o \ N e tepid corrective decline against the U.S. dollar on the back of slim speculative
°0 _ el ~—\_ **" trades, which typically dominate the FX market throughout the first and the last
40 ?"% trading hours but fade against the fundamental supply/demand.
300 27.0
- ,55 Fundamentally, the USD/UAH pair has been long rangebound between the
- . 27.8-28.0, but is being supported by a limited demand and continuous FX

'5 inflow both from exporters and from foreign investors. And for this reason, a
~ recent VAT refunding, which should have narrowed FX supply in the market,
had little impact on the pair movement. As demand for FX remained constrained

- — by the pandemic-related restrictions, the USD/UAH quickly regained ground
Figure 2. Banking liquidity (UAH bn) after peaking at 27.9 last week.
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@ Total liquidity: UAH194 bn

240 nd. NBU CDs UAH143 b0 4 Today's decision by NBU to raise the key rate by 50bp, supplemented by
0 , aggressive commentaries about the future policy response to likely inflation
. acceleration, could help hryvnia to appreciate below the foregoing bound.

s On the other hand, future FX supply could be dented by the recent rally in U.S.
Treasuries. A bounce in the U.S. Treasury yields and declining interest in global
stock markets could provide further support to the greenback, reducing

* investment FX inflow into Ukraine.

2
Banking liquidity continues fluctuating around UAH195bn figure.
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Typical for the second half of the month return of paper money into the banking
S0 E e el el e e (2 e system s currently the major source of liquidity. Some UAH3.8bn of cash was

’ e 02 g5 . Placedinbank accounts during the last week.

61 - .

60 - o Despite the recent VAT refunding, the State treasury conducted balanced

59 operations, producing little pressure on interbank interest rate movement. This

58 126 0.00 helped the UONIA index return closer to the lower bound of NBU's OMOs.

57 4 —

o | 5560 . The central bank did not conduct FX market interventions in the last two weeks

5 ending February 26.

51 By the end of the week (February 26), the balance of bank accounts with the

R Voreary ObaNEU  Cmh  Temuy one 257 NBU TOSE by 8.8% to UAHB0.5bn, while the amount of NBU CDs outstanding
operatons - operations and DG operatons contracted by 0.8% - to UAH133bn. And most of the funds remain allocated in 1-

week CDs.
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Government bond market

B . oy S0 warw V04 M N B s,
10 / UAH 3M  850% 847% 9.00% 8.40% 22 12 167292  500.00
8% UAH 1Y 10.75% 1067% 10.99% 10.30% 33 25 470781 2000.00
6% UAH 15Y  1105% 11.04% 11.15% 10.80% 25 17 205525 1500.00
4% UAH  2Y  1180% 11.80% 11.90% 11.80% 27 24 225101 212601
- asdllan2?  UAH  3Y  1205% 12.05% 12.15% 12.00% 20 18 80499 629.99
” P USD 2y 390%  390%  390%  3.90% 14 14 16300 163.00
&M 1Y 15Y 3Y 35Y 4Y

The primary bond market keeps standing on a strong footing. The FinMin
continues offering a wide range of instruments while pushing investors into long

Figure 5. Local USD bonds market maturities with volume caps set for 3m-1.5y bonds.

40%
The highest demand was received for 1y UAH bonds. In spite of volume limit set

35%
30% at UAH2bn, the issue attracted a total bid of UAH4.7bn. This helped the ministry
250, to cut marginal rate by 10bp to 10.75%.

20% Total demand for 3m bonds was lower. Yet, with volume cap set at UAH0.5bn,
15% the issue had the bid-to-cover ratio, which measures the amount of bids versus
10% the amount of bonds actually auctioned, of 3.35. The FinMin reduced the issue's
059 asof Jan27 cut-off rate by 65bp to 8.5%. After the NBU's 50bp rate hike, the yield spread to
oo . . as of Mar 01 . 1-week NBU CDs narrowed to 1 percentage point.

3M 6M 1Y

The ministry raised UAH11.5bn (in UAH equivalent) from the auction this week.

Going forward, the NBU's monetary policy tightening could notably cut demand
for short-term maturities, as well as have price implications for long-term ones.

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  EUR/USD continuously returns into 1.20-1.21 area

90 . . - . -
Ukcane 23 Ukahe 25 Ukcane 27 ueanezs The EUR/USD continues trading within an untypical for the pair wide

80 range. The pair returned below 1.2050 mark by this Thursday (March 4) after an
70 attempt to reach 1.2200 level a week ago.

60 The main upside driver of the U.S. dollar has been the rise in U.S. Treasury

* W yields, with returns on 10Y Treasuries — the global benchmark - remaining too

close to the 1.50% level. Cheaper government bonds and higher yields gathered

40 W investor appetite for USD.

30 Elevated U.S. yields come as President Joe Biden accepted a compromise on

stimulus checks — potentially paving the way for approving his covid relief
package in the Senate. Higher certainty of government spending is adverse for

Figure 7. EUR USD spot (mid) bonds and positive for the greenback.
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1230 Fed Chair Jeremy Powell is set to make a speech on Thursday (March 4) about
1220 the U.S. economy at the Wall Street Journal Jobs summit. Investors are waiting
1210 to hear Powell's opinion on yields and whether the latest rally may affect the
1200 current monetary policy

1190

1180 Across the pond, the slow pace in the vaccine rollout in Europe threatens to
170 cool down expectations of a strong economic recovery in the region.

1160

1150 The 10-year U.S. Treasury yield was mostly flat on Thursday after weekly
L o jobless claims report that new claims remain elevated roughly a year into the
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pandemic. The yield on the benchmark 10-year Treasury note, which surged by
around 30pb to 1.518% in the last two weeks, slipped to 1.467% on Thursday
(March 4).
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20% 20%

e o The NBU board decided to raise the interest rate by 50bp to 6.5% per year,
- « accompanying the move with a hawkish tone. The central bank signalled
4% 4, readiness to guard against inflation and admitted phasing out of relief
12% = programmes. We bring forward our forecast for expected this year rate hikes (so
10% Noimetey 1% that the hike materialized sooner than expectations), now expecting another
&% 15pr 8% 50bp rise and a terminal rate of 7% for 2021, provided no change in global
6% B o et " financial markets conditions. We still admit no change in the policy rate in April if

4% 4% . . .
” ” infection spread in the country regains strength.

0"/3an e me o am wm e um e Ukraine's central bank says the key rate hike from 6% to 6.5% is an effort to

ease inflation pressure which recently left the NBU target range. While such a
move, followed by another rate hike on April 15, was embedded into the central
bank's forecast, the market has been divided on whether the NBU would hold
support to businesses or raise rates. With infection spread in the country
. regaining strength, possibly implying another lockdown, the decision to increase
ALl the policy rate was a debatable one, even though some emerging markets
120 central banks already started hiking interest rates. The move also signalled

\
mf about readiness to raise the key policy rate more resolutely, despite the
& L/ h% ) negative effects on economic recovery.

Natural Gas

40 Our base case - another 50bp increase at the next MPC and then flat until
e e e year-end. NBU monetary policy committee sticks to the view that the main
0 factors accelerating inflation are mostly temporary and largely beyond the

20122013 2014 2015 2016 2017 2018 2019 2020 2021 2022 . ) . . : .
effective influence of monetary policy, such as an upsurge in commodity prices.

NBU will most likely try to anchor to the future deceleration path of inflation.

0 Under this assumption, a tightening move could follow in the second quarter.

122 Since the end of 2020, the inflation numbers have been largely boosted by
0 [E— cost increase, with minimum wage, energy prices and FX rate being the major
2 % Real Wage factors behind. These just pushed up costs, which will have some lingering
10 Z ~———  impact through the end of March. It is also important to understand that much of
8 the inflation is caused by prices normalization - gradual return to pre-pandemic
60 levels. This is especially true for energy-related commodities. Other items of
4 CPI, e.g. sunflower oil, skyrocket due to increasing global prices. Last but not
2 Note: Indicesabove 100indicate — |egst is the poor harvest of 2020 which has implication for domestic foodstuff

pickup in consumer demand
’ rices
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 p '

On the other hand, the NBU said that it might reschedule future rate increases,
depending on the future evolution of the pandemic. The Ukrainian Prime
Minister Denys Shmyhal has announced yesterday (March 4) the beginning of a
third wave of COVID-19 in Ukraine and does not rule out that new lockdown
restrictions could be introduced. Considering that the reaccelerated spread of
infection started before the MPC meeting, only a new lockdown is likely to be
factored in another policy rate decision.

Along with this, the NBU said that it has begun work on the development
of a plan for gradual phasing out of anti-crisis measures introduced last
% year. These could affect long-term refinancing loans. Again, implementation of

0 , . , . , . , . the plan will depend on the future evolution of the pandemic.
Jan 18 Jul 18 Jan 19 Jul 19 Jan 20 Jul 20 Jan 2 Jul 21 Jan 2

Considering the change in NBU' policy stance, we frontloaded our key rate
forecast, expecting no rate hikes in 2H21. We see this year's marginal rate
at 7%. How quickly it will be reached (either on April 15 or June 17) will depend
on the government response to the pandemic reacceleration.
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Key Macroeconomic Indicators
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Real sector

Real GDP (%YoY) 66 98 24 25 34 32 40 44
Industrial production (%YoY) 101 -123 4.0 1.1 30 05 45 0.0
Retail sales (%YoY) -89  -198 43 6.5 62  10.3 8.4 9.2
Unemployment rate end of year (ILO, working age) 9.3 9.1 93 95 8.8 82 10.1* 9.3
Nominal GDP (UAH bn) 1587 1989 2385 2984 3561 3975 3918* 4370
Nominal GDP (USD bn) 131 90 93 112 131 155 145 156
Prices

CPI (average %YoY) 121 485 149 144 110 79 27 75
CPI (end of year %YoY) 249 433 124 137 98 4.1 5.0 6.4
Real average wage growth (%YoY) 65 -20.2 90 191 125 9.8 74 35
Fiscal balance (% of GDP)

State budget deficit (without Naftogaz) 49 23 29 16 24 18 7.5* 3.0
Total public debt (% of GDP) 694 794 810 718 610 516 644 646
External balance

Exports of goods and services (USD bn) 654 479 460 539 592 636 606 626
Imports of goods and services (USD bn) 700 502 525 627 706 761 623 725
Current account balance (USD bn) 46 5.0 1.9 35 6.4 41 6.6 06
Current account balance (% of GDP) 35 56 20 3.1 49 27 45 04
Net FDI (USD bn) 04 05 3.8 37 45 59 04 2.0
Foreign exchange reserves (end of year) 75 133 155 188 208 253 291 310
Imports coverage (months of imports of goods) 13 3.4 37 36 35 39 48 51
Interest and exchange rates

NBU discount rate (% end of year) 140 220 140 145 180 135 6.0 7.0
Exchange rate (USD/UAH) end of year 158 240 272 281 277 237 283 298
Exchange rate (EUR/UAH) end of year 192 262 284 335 317 264 347 373

*estimates, no official data yet available
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01.03.2021 02.03.2021 03.03.2021 04.03.2021 05.03.2021 06.03.2021 07.03.2021

FGB % USD 334.6mn LGB* % UAH 125.8mn NBU: MPC LGB* % UAH 135.0mn NBU: FX Reserves
Ukrstat: Nominal & Real LGB % UAH 3,253.6mn Ukrstat: Busines (deadline - 7th day)
Wage LGB P UAH 11,743.3mn confidence

NBU: BoP

08.03.2021 09.03.2021 10.03.2021 11.03.2021 12.03.2021 13.03.2021 14.03.2021

Ukrstat: Price indices LGB* % UAH 682.7mn ECB: MPC IMF SDR 295.5mn
LGB % UAH 369.2mn
NBU: Monetary Statistics

15.03.2021 16.03.2021 17.03.2021 18.03.2021 19.03.2021 20.03.2021 21.03.2021

FGB % USD 94.3mn IMF SDR 59.7mn LGB % UAH 118.3mn NBU: External Debt
NBU: Minutes LGB* % UAH 199.6mn

LGB P UAH 14,952.5mn

Fed: FOMC

22.03.2021 23.03.2021 24.03.2021 25.03.2021 26.03.2021 27.03.2021 28.03.2021

Ukrstat: GDP Ukrstat: Industrial LGB % UAH 162.5mn  FGB % USD 110.6mn
Ukrstat Retail trade Production LGB* % UAH 1,715.9mn
LGB P UAH 9,983.5mn

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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