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Outlook Last update  This week in focus: NBU reserves up on healthy trade and buoyant debt flow
Fitch B STABLE 04.09.2020  Ukraine has accumulated USD29.1bn in FX reserves (+15% yly), the highest
S&P B STABLE 11.09.2020 level §ince October 2912. An impressive performance of the government dgbt
flows in December amid unprecedentedly strong current account was the major
S&P(N) u2A ) 11.09.2020  griver for the recovery. Resumed cooperation with the IMF will most likely further
Moody's B3 STABLE 12.06.2020  improve the sustainability of the country's external payments.
FX and interest rates: USD/UAH up from month lows on steady FX inflow
jz Interbank Volumes, USDmn z:z The hryvnia keeps edging higher against U.S. dollar, extending a rebound from
——— USDIUAH (RHS) - the month low at 28.45 hit in the second week of the year (January 4). The local
600 28,

° currency takes strength from sustainable demand for local public debt and the
?%% prospect of continued cooperation with the IMF.
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400 ! 275
20 .70 The government's heavy borrowing in the first half of December boosted
0 25 Supply of FX . Although some of the fresh FX liquidity was mopped up by the

.50 NBU, the demand present at that time was not enough to absorb the remaining
. FX. This resulted in USD/UAH rate ending the year below our forecast.

5§5cizscimssz-ozszc229  And the CB has continued intervening in FX market in 2021. While all the FX
purchased in the short week ending January 6 was sold back to the market, the

Figure 2. Banking liquidity (UAH bn) NBU has pressed on with purchases this week.
280 9

e e tnIn turn, another national lockdown, enforced on January 8 is likely to keep

demand for FX subdued. Being much tougher than the November’s quarantine,

200 . 7 the new action implies obligatory closure of all non-essential businesses. It will
¢ hold until the 24th of January, but some state officials admit its extension.

% The IMF holds remote talks with the Ukrainian authorities for a review of
4 the country’s USD5bn loan programme. So far, Ukraine received USD2.1bn
53 in June. Since then the programme was suspended because of Fund's concerns
over progress on reforms and the independence of the central bank. Provided
progress in review, a new loan tranche could be disbursed in February or
March. Moreover, as an important benchmark of economic reforms, the IMF
decision could unlock financing from other sources as well as increase offshore
take-up at the primary debt auctions.
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Banking liquidity narrowed to UAH191bn over the last week after reaching
UAH201bn as of the end of last year. The notable expansion in December has
mostly to do with reallocation of attracted funds by the government. Last week,
30 1 however, some UAH8.7bn returned back to the State treasury following another
20 primary debt auction. In addition to this, about UAH1.2bn were drained via cash
money channel amid Christmas holidays in the country.

Monetary operations for UAH16.7bn represent reallocation of banks' funds from

3tDec  Monday OheNBU Cash  Teauy Ot 08Jam the central bank's certificates of deposits to correspondent accounts with NBU.

operators  operatons and DGF - operators By the end of last week, banks' position in CDs narrowed by 10.3% to
UAH146.8bn, with UAH41 held in ON CDs.
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Place-
ment
size, mn

Cut-off Max bid Min bid Number Bids Bid size,

rate rate of bids accepted mn

UAH  6M 10.75% 10.73% 10.75% 10.69% 24 24 248591 248591
UAH 1Y 11.70% 11.69% 11.80% 11.60% 43 37 473425 443225
UAH 2y 11.85% 11.85% 11.85% 11.85% 6 6 26225 262.25
UAH 35Y  1215% 12.15% 12.15% 12.15% 9 9 28369 283.69
usb 1y 3.80% 3.80% 3.80% 3.80% 29 29 50.04  50.04

The ministry of finance raised around UAH8.9bn through a government bond
auction on January 11. Although the ministry again offered a wide range of local
currency bonds with maturity up to 3.5 years the major market demand was

Figure 5. Local USD bonds market concentrated around short-term securities.
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Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)

Nearly UAH4.4bn was mobilised from the 1-year bonds and around UAH2.5bn
from 6-month securities. The former were sold with an accepted annual interest
rate of 11.7% and the latter with a cut-off rate of 10.75%, no change from the
previous auctions.

Along with local currency bonds, the ministry offered 1-year USD-denominated
bonds, which attracted demand for some USD50mn (around UAH1.4bn in
hryvnia equivalent).

. In spite of a large number of bids for these bonds, investors seem to be

reluctant to expand aggressively positions before the IMF produced its verdict
following the ongoing first review of the loan program. And lengthy discussions
in the past serve as the main hindrance for early proactive purchases.

EUR/USD bounced from multi-year lows
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Figure 7. EUR USD spot (mid)
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The U.S. dollar has managed to recover partly from its drop to near three-
year low against the euro, and was last seen trading with modest losses in the
middle of the 1.21 region.

Late in 2020 the American currency suffered substantial pressure due to the
persistent optimism related to a U.S. stimulus package and a post-Brexit trade
deal. The risk-on mood among investors was also supported by the Fed's
decision to leave its monetary policy unchanged followed by its commitment to
long-term dovish stance.

This, however, resulted in a significant increase in yields in longer-dated bonds
U.S. government bonds. Appealing yields amid rising expectations of a
continued economic recovery in the United States, even as countries in Europe
introduced new lockdowns, helped the greenback to regain ground in recent
sessions.

In turn, the situation in Europe looks worse than in U.S., with Germany recording
a new mortality peak. The government in the old continent are under pressure to
ramp up their vaccination campaigns.

Driven by the forceful outflow of funds into shares and risk assets amid
expectations of higher government spending under the Joe Biden
administration, the yield on the benchmark 10-year Treasury note exceeded
1.1% by the end of last week.
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Figure 8. Ukraine’s FX reserves
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NBU reserves up 15% in 2020 on healthy trade and buoyant capital markets

Ukraine has accumulated USD29.1bn in FX reserves (+15% yly), the highest
l " level since October 2012. An impressive performance of the government debt
flows in December amid unprecedentedly strong current account was the major
5 driver for the recovery. Resumed cooperation with the IMF will most likely further
4 improve the sustainability of the country's external payments.

Most of the full-year results could be attributed to the last month of the
year. December witnessed strong public debt flows bringing fresh FX liquidity to
' the country. The government fetched at the local primary market about
o USD3.1bn., with the active participation of international investors who are willing
to take on more positions in hryvnia denominated bonds. Along with this, the

2021

- — - government raised cash proceeds of USD670 mn via placement of 2033
s ) B2 Al et Uaiblon Eurobonds and borrowed USD340mn directly from a foreign bank. The
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government success largely came on the back of massive supportive monetary
stimuli introduced by the largest central banks following the COVID outbreak.
With positive COVID vaccine news, moderate central banks, and relegated to

i 7] the background trade war global markets hold strong demand for riskier assets.

According to IIF data, portfolio flows to emerging markets stood at USD45.9 bn
in December, closing on a positive note one of the most volatile years on record.

Cooperation with the IMF could expand the appetite for Ukraine's debt. We
expect the completion of the first review of Ukraine’s economic reform program
could allow the authorities to draw at least USD1bn under the Stand-By
Arrangement (SBA) and unlock financing from other sources. The mission of the

2021

Figure 10, Public debt payouts scheduled for 2021 IMF fgr ‘the f|r§t revision of the SBA begap its work in December and resumgd
negotiations in January after the holidays. It is crucial that domestic
u Remaining local debt payoffs USD 12.8bn

m Remaining externa debt payoffs USD 5.0bn
m Remaining payoffs to IMF USD 0.6bn

policymakers understand the importance of IMF program as an anchor for
private investments in the country and deliver on agenda, outlined in the
program.

Bumpy debt repayments guarantee active primary market. A solid FX
position will help Ukraine to pass through other debt spikes scheduled for the
following 12 months. Total debt payments (principal and interest) amount to
around USD21bn, including USD5.9bn related to foreign debt. The major debt
spike occurs in September when two issues of Eurobonds are to be redeemed.

2t Feb2l Ver2l A2t Ney2! in2i W21 A2 Sep2t 0a2i Nou2i Deczr BUL Material local debt payoffs in March and June should also be closely

watched for likely FX outflows to non-residents. All in all, the ministry of finance

Figure 11. External trade breakdown (TTM to Nov 20) will need to stay tuned during the year, and the primary market for Ukrainian

— debt likely to remain hot.

13% Terms of trade remain supportive of Ukraine. Ukraine's current account hit
115% another record high at USD6.5bn in November as COVID-induced consumption
1% contraction coupled with favorable energy prices drove imports to the level of
0% exports. And early statistics from Customs authorities point at likely further
139% surplus growth in December. The upturn in global energy prices supported by
12% expectations of global economic recovery and the rise of tourist flows following
3% the COVID vaccination rollout could erase a big chunk of last year's gains. This,
129% however, should be accompanied by strong prices for major Ukrainian export
1% commodities (steel, iron ore, and soft commodities), which should help alleviate
pressure on the local currency (if any).
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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 82  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 5.0 5.0
Real average wage growth (%YoY) 65 350 100 189 97 98 55 35
Fiscal balance (% of GDP)

State budget deficit (without Naftogaz) 4.9 23 29 16 24 1.8 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) 654 479 460 540 590 634 562 626
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 5.6 20 3.2 49 28 2.4* 04
Net FDI (USD bn) 03  -04 38 37 45 52 1.0* 2.0
Foreign exchange reserves (end of year) 75 133 155 188 208 253 291 275
Imports coverage (months of imports of goods) 15 4.4 3.7 36 34 39 4.8 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 158 240 272 280 277 237 283 310
Exchange rate (EUR/UAH) end of year 230 262 283 335 318 264 347 347

*estimates, no official data yet available
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11.01.2021 12.01.2021 13.01.2021 14.01.2021 15.01.2021 16.01.2021 17.01.2021

Ukrstat: Price indices LGB* % UAH 223.7mn
NBU: Monetary Statistics

18.01.2021 19.01.2021 20.01.2021 21.01.2021 22.01.2021 23.01.2021 24.01.2021

LGB* % UAH 1,400.1mn NBU: MPC Ukrstat: Industrial
LGB* P UAH 11,948.3mn Ukrstat: Refail rade Production
ECB: MPC

25.01.2021 26.01.2021 27.01.2021 28.01.2021 29.01.2021 30.01.2021 31.01.2021

LGB* % UAH 725.5mn  LGB* % USD 9.6mn
FGB % EUR 54.7mn Ukrstat: Nominal & Real
LGB P UAH 5,603.9mn  Wage

Fed: FOMC

01.02.2021 02.02.2021 03.02.2021 04.02.2021 05.02.2021 06.02.2021 07.02.2021

IMF SDR 49.7mn LGB* % UAH 1,542.5mn IMF SDR 98.5mn NBU: FX Reserves
FGB % USD 33.7mn (deadline - 7t day)
NBU: Minutes

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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