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Outlook Last update  This week in focus: GDP growth remains robust even in rocky recovery
Fitch B POSITIVE 06.08.2021  Ukraine's GDP jumped by 5.4% yly in April-June, making the beginning of
) B STABLE 12032021  €conomic recovery from the impact of the pandemic. Although the fastest since

2010, the 2Q growth surprised to the downside against a strong rebound in most

S&P (N) uaA ) 12032021 of inqustries. Considering much slower than expected economic growth in 1H21,
Moody's B3 STABLE 12.06.2020  we cut our forecast for 2021 to 3.1%.
FX and interest rates: USD/UAH retreats above 27.00 mark
jz Interbak Vdlumes, USDmn z:z After rising to 26.61 area in the week preceding to the recent prolonged
——— USDIUAH (RHS) ~ holidays, the USD/UAH pair lost its traction and now trades above a key
ow *° barrier of 27.00.
500 280

.75 While the week started on a positive note, the trend in the pair reversed on
,70 Tuesday with the USD/UAH losing 0.3% on the day. With a UAH3.2bn interest
,5 payment on local government bonds (on Wednesday) that were actively
.5, Marketed among non-residents, the reverse could have been caused by an
. increased demand for FX from foreign accounts. Expecting for another key rate
hike at the monetary policy meeting on September 9, investors cut demand for
public debt to the lowest since beginning of the year, preferring to withdraw their

: S incomes instead of refinancing.
Figure 2. Banking liquidity (UAH bn)

260 Totaliquisiy: UaHi7obn 0 FX supply remains strong. A similar retreat was observed last week, likely
ndl NBY CDs UAH 115 bn driven by a pent-up demand accumulated during the prolonged holidays.

20 Nevertheless, the pair nearly halved loses over one trading session on Monday.
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i V0N RHS) S e e S 1 o And a sizable FX inflow forced the central bank to step in with interventions.
While some of Monday's FX supply could be attributed to IT companies,

4+, regularly selling FX before paying out monthly salaries, there is also a persistent

supply of foreign currency liquidity by exporters.
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100 NBU CDs outstanding

. Comsspondent accourts o If, however, sustained through the end of the week, the downtrend in

0 o hryvnia could develop into a seasonal pattern, when the UAH depreciates
16Apr  12May - 020un o 244n f6ul 06Aug  30Aug  ggainst the USD on the back of increased demand for FX from agro producers.

We assume FX financing, both received end expected (see weekly of August 18
Figure 3. Correspondent account balances (UAH bn) - nancing " P (see weekly of Augu

o for details) could help lessen seasonality this year. That said, the expected
6 e e amounts are likely to arrive no sooner than in the last decade of the month. By
60 that time, speculations could draw the rate close to our 3Q forecast of 27.50.
58 - w000 Banking liquidity dropped to UAH175bn by the end of last week, down 3.1%
56 I 026 4, ontheweekand 18% since our last report.

53.11 —
” The decline entirely results from State treasury operations, most of which
2 represent seasonal tax collection. The outflow, however, greatly exceeds those
1 in the preceding years. Besides, it have had little effect on demand and cost of
48 -

AU Monday OheNsU Cah  Temuy  ome  28aug  NTYVNIA liquidity at the interbank market. This could hint that there was also a
operations  operations and DGF - operatiors one-off transaction in the outflow, like transfer of profits by some state-owned
entity to the single treasury account of the government.
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Figure 4. Local UAH bonds market
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Figure 5. Local USD bonds market
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Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)
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Government bond market

Place-
ment
size, mn

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

rate rate of bids accepted mn

UAH 1Y 11.15% 11.15% 11.15% 10.75% 17 17 9459  94.59
UAH 15Y 1130% 11.30% 11.30% 11.30% 1" 11 1227.90 1227.90
UAH 2y 12.09% 12.09% 12.25% 12.09% 14 13 364.01 264.01
UAH  3Y 1245% 12.40% 12.45% 12.30% 9 9 108422 1084.22
UAH  55Y  1275% 12.75% 12.75% 12.75% 17 17 27841 27841
usb 2y 390% 3.90% 3.90% 3.90% 51 51 12836 128.36

FinMin borrowed UAH6.5bn from the local debt market on Tuesday (August
31), accepting all but a one outstanding bid. There was a wide range of
instruments offered, including UAH-denominated bonds maturing from 1 to 5.5
years, and 2-year USD-denominated bonds.

The increase in amount of funds raised was achieved through offering of
foreign currency bonds, receiving 51 bids worth UAH128.3mn in total with a
single bid rate of 3.9% per annum. All of the applications were accepted. Yet,
because a high take-up has mostly to do with a pent-up demand, this could
suggest a limited depth there at future auctions.

Demand for local currency bonds again was low. Having received
UAH53.4bn into its single account over the last two weeks, FinMin could afford
holding rates unchanged for longer. In turn, market participants have little
interest to buy government bonds at the current levels of rates, especially in the
face of a growing probability of another key rate hike.

EUR/USD rebounds above 1.1800 mark on risk-on mood
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Figure 7. EUR USD spot (mid)
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An onset of a risk-friendly environment on the global markets brought
about a selling pressure around the U.S. dollar, driving the EUR/USD pair
from nine-month troughs above the 1.1800 barrier.

The risk sentiment has turned in favour of the optimists on the Fed’s Chairman
statements at Jackson Hole Symposium. Jerome Powell acknowledged that the
central bank aims to taper its USD120bn a month bond-buying program this

decisions would be made.

The renewed USD weakness seems followed the release of U.S. employment
report for August, which proved to be much worse than expected, hence further
cooling down tapering speculation. This came ahead of the release of the
August's nonfarm payroll report on Friday. Investors will be looking at this report
closely too.

Investors, however, cannot ignore worries about the gaining momentum spread
of the Covid delta variant. And support for the greenback could come in the
form of renewed coronavirus concerns.

The U.S. Treasury yields has traded choppily in recent weeks but generally
been moving upward. The yield on the benchmark 10-year Treasury note ticked
up 34 basis points to 1.307% over the last two weeks.
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jii Fozs f:i Ukraine's GDP jumped by 5.4% yly in April-June, making the beginning of
” Consumption " economic recovery from the impact of the pandemic. Although the fastest since

10% ‘2;% I 3.5%' e Wl 1% ;O// 2010, the 2Q growth surprised to the downside against a strong rebound in most
BT EEN © of industries. Before release of a detailed statistics on September 20, we
Cn e, ™o, assume the slower than expected pick-up could result from a sharp drop in

g | #ew o, inventories. With price for most commodities remaining elevated, this factor
could keep weighing on GDP through the year end. Considering much slower

Govemment expendifures
than expected economic growth in 1H21, we cut our forecast for 2021 to 3.1%.
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25% Country's GDP grew almost as much in the 2Q21 as some forecasters expected
for the entire year. Since beginning of the year consensus growth forecast have
improved to 4.3% from 3.6%, according to the survey conducted by the NBU,
with the best expectation ranging from 5.3% to 5.6% in the four quarters of

s /‘V\ e Nefbnataion COVID1S 2021. The new flash estimate from the Ukrstat shows that the economy grew
\_/ J“ just by 5.4% in the 2Q after a 11.4% drop in the correspondent period of 2020.

25%
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1; The weak recovery is particularly surprising amid a strong rebound in
o - most of !ndustrles. Rgtall sales for Jalntllary throggh July rose 13% yly, led
o0 Russan ko by sustainable spending on food, building materials, furniture, as well as
g5 oo — pharmaceutical products. Some slowdown in June and July could result from
80 lockdown increased expenditures on services. As daily infections have notably dropped
75 from the levels seen in April, consumer switched their interest to services and
702012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 tourism in partiCUIar'

Industrial production also looks promising. The cumulative IP index for
January-July advanced 1.8% compared to the corresponding period of 2020,
deriving support from the global reopening. Despite iron ore prices have shed
10 Utities 110 some of their gains since mid-July, demand for iron ore remains high, and
105 Supply constraints are still there. Assuming this should impede swift loosing of

the remaining price gain, we hold our expectations that industrial production

may come out of 2021 much stronger than before the pandemic.
95
Looking at the agriculture, and construction industries, they performed weakly in

1H21. But the correspondent indices nearly rebound to the level seen in 2Q20,

95

90 90

Industrial
85 Production 8 implying a little downside pressure on 2Q21 GDP on this side.
O s avs 0d a0 aote 207 st aote awe omi - Considering expenditures, we assume a sharp drop in inventories was the

major drag. This looks reasonable against a weak last year's agricultural
harvest, a rampant global demand for steel and iron ore, and a slower than last
10 year buildup in energy reserves. Because of record high prices for energy
90 o BT T e commaodities, volume of natural gas in storage sites dropped by 21% (as of mid-

range from 0 to 200. Indices of less ki i
80 than 100 indicate the prevalence of August), coal reserves contracted 3.4 times, petrol and diesel stocks shrank by
70 negative assessments.
60

18% and 32% correspondingly.

Even if agricultural and metallurgical industries manage to pile up inventories in
4Q (provided strong harvest and cooled demand for steel and iron ore), low

30 energy commodities stocks may keep weighing on GDP through the year end.

20 Representative sample was

10 modiied in Apri 2014 Worth also pointing out, that consumers' mood remains vulnerable to news on
0 the COVID. The sentiment index retreated 1.6 to 71.3 mark in July as a threat of

2012 20132062005 206 2007 20182019 200 21222 nay [ockdowns reappeared amid an increase in coronavirus cases caused by a

surge in the Delta variant. This has not affected spending yet, and running
vaccination campaign could lessen a likely impact of the potential wave. That
said shoppers could pull back if lockdowns are reinstated.

Considering the above, we cut our GDP growth forecast for 2021 to 3.1%.
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Key Macroeconomic Indicators
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Real sector

Real GDP (%YoY) -9.8 24 25 34 32 40 3.1 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 4748 5319
Nominal GDP (USD bn) 90 93 112 131 155 156 171 186
Prices

CPI (average %YoY) 485 149 144 110 79 2.7 9.2 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 8.0 3.0
Fiscal balance (% of GDP)

State budget deficit (without Naftogaz) 23 29 16 24 18 5.5* 3.0 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 17
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 2717 237 283 280 298
Exchange rate (EUR/UAH) end of year 262 284 335 317 264 347 323 361

*estimates, no official data yet available
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| Mon | twe [ W ] ot | R ] sa ] s |
30.08.2021 31.08.2021 01.09.2021 02.09.2021 03.09.2021 04.09.2021 05.09.2021

NBU: BoP LGB* % UAH 125.8mn LGB* % UAH 135.0mn
NBU: Gross External LGB % UAH 3 253.6mn
Debt Future Payments FGB % USD 334.6mn

FGB P USD 974.1mn

FOUR WEEKS AHEAD

06.09.2021 07.09.2021 08.09.2021 09.09.2021 10.09.2021 11.09.2021 12.09.2021

Ukrstat: Busines NBU: FX Reserves LGB* % UAH 682.7mn NBU: MPC
confidence (deadline - 7th day) LGB % UAH 1066.7mn Ukrstat Price indices
ECB: MPC

NBU: Monetary Statistics

13.09.2021 14.09.2021 15.09.2021 16.09.2021 17.09.2021 18.09.2021 19.09.2021

IMF SDR 295.5mn LGB % UAH 118.3mn  IMF SDR 59.7mn NBU: External Debt
LGB* % UAH 199.6mn
LGB P UAH 1000.0mn
FGB % USD 9%4.3mn

20.09.2021 21.09.2021 22.09.2021 23.09.2021 24.09.2021 25.09.2021 26.09.2021

NBU: Minutes LGB % UAH 162.5mn FGB % USD 110.6mn
Ukrstat: GDP LGB* % UAH 864.8mn
Ukrstat: Retail rade Ukrstat Industrial

Production

Fed: FOMC

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

