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Outlook Last update  This week in focus: NBU restrains from further policy tightening
Fitch B STABLE 26.02.2021  The NBU has decided to hold the key rate at 7.5%, expecting inflation to return
) B STABLE 12032021  Into the target range in 1H22. Indeed, a high base being laid by the current price

growth should contribute to inflation moderation over the next 12 months — the

S&P(N) u2A ) 12032021 maip objective of the central bank's policy. And prudent NBU's interventions in

Moody's B3 STABLE 12.06.2020  the FX market should reinforce the impact of the acting monetary policy.
FX and interest rates: USD/UAH touches year low, further decline is likely
jz Interbank Vdlumes, USDmn zzz The USD/UAH pair witnessed some heavy selling during the last week and
——— USDIUAH (RHS) ~ dived to year lows, below the 27.00 mark this Monday (June 14).

600 285
500 A 250 While the local currency continued benefiting from elevated global prices for
40 ! Y ~ .75 Steel and iron ore, the pair met with some fresh supply from foreign investors.
20 V| Op top of this, appreciating hryvnia feeds up an increase in FX sales by working
0 ,55 Migrants.
100 260 The inflow prompted the central bank to step in. During the last week, the NBU

0 255 mopped up some USD315mn through interbank FX interventions. The

$SS5:5225  purchases apparently targeted investment flows only.

The USD/UAH seems poised to repeat the 2019 path when the pair

Figure 2. Banking liquidity (UAH bn) extended decline through the end of the year. Considering an increasing

280 - 9
oy s o contribution of steel and iron ore producers to total FX supply, and untypically
.8 strong commodity market in general, the hryvnia could break out of the seasonal
7 pattern — strengthening in spring followed by depreciation in autumn — which is

¢ largely tied to work cycles in the agricultural industry.

240

5 This, however, will largely depend on progress in talks with the IMF.

80 NBU CDs outstanding 4 Though increased recently, foreign position in local government bonds remains

40 5 some UAH20bn (circa USD760mn) below the maximum seen in 2020.

. Correspondent accourt balances , Expectations for further hryvnia appreciation could attract some more offshore
% % % % % g jg’ ; % % % % % g g % g g é investments, but they are hardly capable of triggering any sizable inflow.

In this regard, foreign investment sentiment should also be closely watched
amid continued speculation on sooner than anticipated monetary policy

° 1017 695 54 tightening by leading central banks.
70 14.90 . [ 042 6279
o0 L Banking liquidity reached UAH213bn by the end of last Friday (June 11),
I . up 3% from the preceding week.
40 - The central bank's operations were the major source of fresh local currency. FX
30 - interventions brought in some UAH10bn. In addition to this, the NBU injected
20 some UAH8.6bn via refinancing loans.
b Meantime State treasury operations and cash withdrawals absorbed about
. 04-Jun Monetary  Other NBU Cash Treasury Other 11-Jun UAH126bn

operations  operations and DGF  operations
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Figure 4. Local UAH bonds market Government bond market

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

12% : EC LR rate LD rate rate of bids accepted mn :;;:tmn
10% ’ UAH 1Y 1099% 1097% 11.20% 10.95% 19 16 2516.57 2000.00

o UAH 15Y  1130% 1130% 1130% 11.30% 6 6 6111 6111

o UAH  2Y  1200% 1200% 1208% 1200% 23 22 141042 140542

0 UAH 3y 1230% 1230% 1230% 1230% 13 13 73869 73869

” wdlyZ AR BY  1259% 1250% 1280% 1250% 34 30 176556 160436

. ST B Y 250 250% 250% 250% 28 23 6073 6073
3M 6M 1Y 15Y 3Y 35Y

FinMin met tepid demand for government bonds this Tuesday (June 15),
compared to a fruitful primary auction on June 8.

Figure 5. Local USD bonds market

40% Out of a range of securities being on offer this week, the highest demand
attracted 1-year UAH bonds. Total bids for the issue exceeded UAH2.5bn or

35% _//
30% // UAHO0.5bn above an auctioned volume. Thanks to a volume cap, the ministry

has managed to reduce the cut-off rate by 21bp to 10.99%.

25%

20% Demand for 5-year bonds fell to UAH1.7bn from UAH4.1bn a week ago. With
15% cut-off rate held unchanged at 12.59% and half of last week's demand
10% remaining unsatisfied due to the volume limit at UAH2bn, the sharp decline in
059 as of May 28 total take-up may signal of a cooling appetite for government bonds among
oo . —asd o Iforeign investors.

6M 1Y 15Y

But the offshore purchases could resume next week following the NBU's
decision to hold the key rate unchanged.

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%) EUR/USD dips below 1.2000

90 . . .
Ukraine 23 Ulaine 25 Ulcaine 27 ueanez  The EUR/USD dropped below 1.2000, the level the pair was trading around in

80 April, as the U.S. dollar extends gains across the board. The greenback rose
- sharply on the back of the Fed's decisions to hold interest rates and the

o M quantitative easing (QE) program unchanged.
. M The statement by the U.S. central bank was little changed compared with the

previous one. There was no mention of tapering in asset purchases. Meantime
the FOMC staff projections now show more rate hikes likely for 2023 compared
30 to March.
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However, the US central bank’s upward revision to economics and rate forecast
triggered the market’s rush to the U.S. bonds and greenback the previous day.

Figure 7. EUR USD spot (mid) Amid these plays, US 10-year Treasury yields jumped to 1.57% from 1.49%.

1230
1920 Meantime, the Euro is under selling pressure on mixed economic data

1210 released on Wednesday. The Hourly Labor costs rose 1.5% in 1Q21, the Trade
1200 Surplus widened five times to EUR10.9bn in April, amid a sharp recovery in the
1190 global demand, and the Eurozone Industrial Production jumped 0.8% in April,
1180 much above the market expectations at 0.4%.

e Earlier, ECB Chief Christine Lagarde said that the monetary and fiscal stimulus

will be continued until clear signs of a solid and sustainable economic recovery
are visible.
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Figure 8. Consumer price index vs Key rate NBU restrains from further policy tightening
20%
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2% 2 The consumer price index growth accelerated to 9.5% year-over-year in
0% o May, up from 8.4% for the year ended in April, according to the Ukrstat. Most of
May18  Nov18 May19 Nov19 May20 Nov20 May21 Nov21 May22 . .. . . . . . .
the increase in inflation came from a rise in food prices, which leapt 1.7% in May

- from April. Price increases were broad-based, but for eggs and vegetables. The
Flgure 9. Monthly CPI growth food prices that jumped the most in May included fruits, up 14.5%, and
mim2021 mim2020 sunflower oil, which climbed 6.8%.

fzi The Ukrainian central bank has decided to hold the key rate at 7.5%, expecting
1 inflation pressure to ease in the next 6 months and CPI growth to return into the
1, target range in 1H22. Indeed, a high base being laid by the current price growth
oyere should contribute to inflation moderation over the next 12 months — the main
Neximestng 0% objective of the central bank's policy. And prudent NBU's interventions in the FX
¢ market — mostly targeted at hot money inflow - should reinforce the impact of the

%% acting monetary policy.

15%
Utility costs also picked up sharply. Prices for natural gas surged 14.6% in May

.. compared with the prior month, resulting in a 3.6 price growth on an annual
- basis. Utilities accounted for about a quarter of the CPI increase.

10%

05%

— - We expect CPI inflation to peak out during the summer months driven by

; record harvest. As shoppers pull back on goods purchases and shift more of
5% - their spending to services following restrictions easing, food contribution — one
of the major sources of current inflation - will decline. Several factors that have
i Feb Mar A Mey wn Wl A Sep 0 Nov Dec pushed up inflation are likely to fade in the coming months, including base
effects and the impact of rising energy prices. Current UAH appreciation will
Figure 10. Contribution to monthly change in CP!I also support price stability in the short run.

-1.0%

At the same time, inflation pressure will likely remain elevated. With
Ukraine being an open economy, higher prices for soft commodities and energy
will likely be translated into the CPI basket. Even if inflation pressure unwinds
soon, fears that consumer prices could become more persistent may continue
feeding up further price growth. Because of this, we upgrade our inflation
forecast for 2021 and now expect a 9% price increase in 2021.

Meanwhile, we hold unchanged our forecast for the next year at 5%, keeping in
mind that today’s high inflation could become disinflation next year.

Recre | Hou
Food and nonalcoholic beverages +1.7% +2.2% . . . .
As higher prices flow through to more consumers, it will make it harder for
the NBU to ignore them. In this environment, the NBU could be forced to keep

Figure 11. Global soft commodity prices evolution rates higher than the initial forecast, even though it contradicts to the essential

goals of the central bank, like launching mass mortgage loans, supporting
growth etc.

200
On the other hand, the across-the-board rise in commodity prices, standing
behind the acceleration, provides little room for monetary policy
manoeuvres. We expect this should curb the key rate hike above 8.5% by
the end of the year.

Sunflower Oil

The NBU has also decided to phase out anti-crisis monetary instruments,
including long-term standing facility and interest rate swaps. This, coupled with
Decd?  Juni8  Decds  Jun19  Deedd  Jun20  Des20 prudent interventions in the FX market should reinforce the price impact of the
acting monetary policy.
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Key Macroeconomic Indicators
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Real sector

Real GDP (%YoY) -9.8 24 25 34 32 40 44 38
Industrial production (%YoY) -12.3 4.0 1.1 30 05 45 15 1.0
Retail sales (%YoY) -19.8 43 6.5 62 103 8.4 92 100
Unemployment rate end of year (ILO, working age) 9.1 9.3 95 8.8 82 10.1* 9.3 8.5
Nominal GDP (UAH bn) 1989 2385 2984 3561 3975 4194 4492 4664
Nominal GDP (USD bn) 92 93 112 131 155 156 160 155
Prices

CPI (average %YoY) 485 149 144 110 79 2.7 95 7.1
CPI (end of year %YoY) 433 124 137 9.8 4.1 5.0 9.0 5.0
Real average wage growth (%YoY) -20.2 90 191 125 9.8 74 35 3.0
Fiscal balance (% of GDP)

State budget deficit (without Naftogaz) 23 29 16 24 18 5.5* 30 25
Total public debt (% of GDP) 794 810 718 610 516 644* 646 615
External balance

Exports of goods and services (USD bn) 479 460 539 592 636 606 626 650
Imports of goods and services (USD bn) 502 525 627 706 761 623 725 780
Current account balance (USD bn) 50 1.9 35 64  -41 66  -06  -32
Current account balance (% of GDP) 5.6 20 3.1 49 27 4.2 04 21
Net FDI (USD bn) -0.5 3.8 37 45 59  -04 2.0 3.0
Foreign exchange reserves (end of year) 133 155 188 208 253 291 310 325
Imports coverage (months of imports of goods) 3.4 3.7 3.6 35 39 48 5.1 5.0
Interest and exchange rates

NBU discount rate (% end of year) 220 140 145 180 135 6.0 8.5 6.0
Exchange rate (USD/UAH) end of year 240 272 281 277 237 283 298 310
Exchange rate (EUR/UAH) end of year 262 284 335 317 264 347 373 403

*estimates, no official data yet available
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| Mon | twe [ W ] ot | R ] sa ] s |
14.06.2021 15.06.2021 16.06.2021 17.06.2021 18.06.2021 19.06.2021 20.06.2021

LGB* % UAH 1214.1mn LGB % USD 11.5mn NBU: External Debt FGB % EUR 67.5mn
LGB % UAH 2057.8mn NBU: MPC

LGB P UAH 14 025.1mn

Fed: FOMC

FOUR WEEKS AHEAD

21.06.2021 22.06.2021 23.06.2021 24.06.2021 25.06.2021 26.06.2021 27.06.2021

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

28.06.2021 29.06.2021 30.06.2021 01.07.2021 02.07.2021 03.07.2021 04.07.2021

NBU: Minutes LGB* % UAH 553.0mn

Ukrstat: Nominal & Real LGB % UAH 345.0mn

Wage LGB P UAH 4 143.7mn
NBU: BoP

05.07.2021 06.07.2021 07.07.2021 08.07.2021 09.07.2021 10.07.2021 11.07.2021

Ukrstat: Busines LGB % UAH 939.1mn Ukrstat: Price indices
confidence LGB P UAH 7 297.7mn NBU: Monetary Statistics
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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