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Outlook Last update  This week in focus: Better prospects for UAH despite growing imports
Fitch B STABLE 26.02.2021  Ukraine’s 12M rolling CA remained in the positive territory in 1H21, reaching
S&P B STABLE 12.03.2021 USIZ?1.55bn. Bult with ene.rgy and machingry imports gaining momentum and
tourism recovering, we believe CA will continue to deteriorate. However, one-off
S&P(N) u2A ) 12032021 gishyrsement of SDR by the IMF, coupled with financing from official sources
Moody's B3 STABLE 12.06.2020  and from the global debt market, is likely to support the local currency.
FX and interest rates: USD/UAH dips below 27:00 mark
jz Interbank Volumes, USDmn z:z The Ukrainian hryvnia has witnessed supportive pressure against the U.S.
——— USD/UAH (RHS) - dollar since the last policy rate hike on July 22, driving the currency pair
600 285

below another key barrier of 27:00. The USD/UAH rate was last seen trading in
~ the mid-26.90s, with FX supply slightly exceeding sustainable demand.

., In contrast to our expectations, the support came from state-owned enterprises,

flooding the market with fresh FX during last week. The nature and sustainability
of such flows remain unclear. The massive supply sparked FX sales by other
market participants, giving the pair lingering inertial traction.
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FX inflow from foreign accounts, despite our modest expectations, was barely
notable and has even reversed in the last few days. This could result from a

Figure 2. Banking liquidity (UAH bn) summer lullaby at foreign capital markets, as well as from limited government's

2% Totaliquidity: U210 bn 1% Need for new debts amid rising tax revenues.
incl. NBU CDs UAH157 bn 9%

20 ° &, Supported by sustainable export revenues inflow, the USD/UAH pair holds

A 7 the strength to remain below the 27:00 level through the end of August.

150- UONIA RHS) f e M 6% And increasing certainty among market participants in resumed cooperation with

5% the IMF after the recent phone conversation between the head of the Fund and

10 NBU CDs outstanding “*the president of Ukraine could boost FX supply and hence help smooth typical
. zj for the end of summer hryvnia depreciation.

SoiEciepibe 1% We improved our year-end forecast USD/UAH to 28.0 (see details below),

22Mar T T OZAUQO% but held 3Q forecast unchanged, hedging our expectations against a hard-to-

foresee impact of the state-related entities on the market. With the resurging

: Covid spread across the world, we assume the government could produce
61U o, Sz ey (e EEeallit o s (L ] occasional lump-sum FX purchases to finance the vaccination campaign. And

66 -

6 | 2 e because of a low understanding of how big such demand might be, the effect of
62 - 365 . such purchases could be magnified with speculative trades.

:Z ] 4.00 . Banking liquidity declined by 1.6% to UAH214.2bn in the week ending 30
5 | July. Though little changed, banks' correspondent accounts with the NBU saw a
o | 5836 l 004 5375 UAH9.9bn outflow to the State treasury account. And considering a weak
5 primary debt auction in the reporting week, the foregoing FX sales by state-
50 ] owned enterprises could precede funds reallocation.

48 -

2300 Woneay OmeNaU Cash  Temwy ome  soya  NBU FX interventions, which absorbed some of the inflow, helped build up
operations - operations and DGF - operations liquidity balance by UAH3.65bn. Another UAH2.6bn returned into the system via
a cash channel.
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Figure 4. Local UAH bonds market Government bond market

: L : A Place-
o CCY Maturity Cut-off WA rate Max bid Min bid Nurr]ber Bids Bid size, ment
rate rate rate of bids accepted mn :
- size, mn
UAH 1Y 11.15% 11.45% 11.15% 11.10% 27 27 147919 147919
10%
UAH  15Y  11.30% 11.30% - - 11 1M1 4212 4212
8%
. UAH  2Y  1209% 12.09% 12.09% 12.09% 12 12 12523 12523
» UAH  3Y  1230% 1230% 12.30% 12.30% 9 9 150.08  150.08
o asof Jun29 UAH  5Y  1259% 1259% 12.59% 12.59% 4 4 1680  16.80
’ as of Jul 30
0% Another round of the government's debt auctions received a cool
s ou e . v SY reception. Nevertheless, FinMin keeps holding its head up proudly.
Figure 5. Local USD bonds market Out of bpnds auctloneq this week, the hlghgst demand drew 1-year securities.
0% But the issue attracted just UAH1.47bn of bids for a sale of UAH3bn. Normally,

250 such auctions of government debt are oversubscribed.

30% The other issues barely drew attention.

25% . . .
There are, however, reasons not to treat such slim results as a failure. Firstly,

20% the government has a sustainable revenue inflow. With all the efforts put to have

15% the IMF program back on track and the benefits, it can bring, the ministry can
10% afford not to yield in price to draw fresh money.

o as of Jun29
o as of Jul 30 Secondly, in the last two weeks FinMin had an easy debt repayment schedule,
oo o ' o ' . “implying low rollover demand. The next sizable payout comes next week — some

UAH12bn to be repaid. In spite of the recent key rate hike, FinMin is likely to
hold rates unchanged, trying to push rollover demand as much as possible
towards the long end of the curve.

Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%)  EUR/USD swings around mid-1.1800s as Fed fights over hawks or doves

90 . . . .
Ukaie 23 T Ukahe 7 seanezs The EUR/USD pair has been moving around mid-1.1800s since the

80 beginning of August, as speculation and concern have been mounting over
70 talk of tapering and penciling in earlier than expected interest rate rises by The
Federal Reserve.

60 W
VW Firstly, firming market expectations that the Fed will stick to its ultra-loose

" monetary policy stance for a longer period continued acting as a headwind for
40 N,\_./%——-———-'—‘ the greenback, pushing it towards the 1.1900 level against the euro.

30

Later on, Fed vice-chair Richard Clarida took a more hawkish turn and signalled
a move to taper bond buying later this year or early 2022, adding that risks to his
inflation outlook are to the upside. Moreover, he was joined by Mary Daly,

Figure 7. EUR USD spot (mid) president of the San Francisco Fed, who is usually a dove. That has been
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1230 supporting the dollar, rebounding below 1.1850 against the euro on Thursday.
1220

1210 But the euro appears staying firmly on the ground. The latest macro
1200 statistics from the old continent proved to be better than early estimates,
1190 showing robust growth prospects.

10 Besides, Europe has an advantage when it comes to coronavirus — the EU

vaccination rate has more than caught up with America. Falling cases in Spain
already point to an earlier exit from the current Delta variant-induced wave.

1170
1160
1150
1140 The yield on the benchmark 10-year Treasury note slipped to 1.19% from 1.27%
over the last two weeks.
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Better prospects for UAH despite growing imports

25 . . , , . . .
USD2.9bn received by Natlogaz fom Gamm‘"“‘efes“"‘)”“e“3”5“3”"“““ Ukraine’s 12M rolling current account remained in the positive territory in 1H21,

fﬂ Ne‘"ansfm ______ reaching USD1.55bn. This compares to the peak value of USD7.2bn seen in
10 I October 2020. With energy and machinery imports gaining momentum and
g Nettadeof IIIIIIIIIIIIII tourism recovering (import of services), we believe the current account will
0 \ continue to deteriorate. However, one-off disbursement of SDR by the IMF,
coupled with financing from official sources and from the global debt market, is
likely to support the local currency. There are growing expectations that NBU
) Mosafardon ] ] ‘ ' will deliver another 50bp key rate hike at September's MPC meeting and remove
~ avalble etnvestrentncone some of the temporary measures introduced last year to support liquidity. With

a8 Dects  unf  Decl9  anm D20 Jn2t  this in mind, we upgrade our end-year FX rate expectations to 28.0 from 28.8,

while remaining conservative on 2022.

Flgure9 Exports/ Imports breakdown, USDbn Ukraine continues enjoying hot demand for steel and iron ore on the

Nettrade of / L]
goods

[}
>

7 N et 1'% global markets (see the report of May 20). Although iron ore prices have shed
e 2 . Ghemical 1% some of their gains since mid-July, we still see opportunities for iron ore foreign
126% Metalrgy 1% sales, combined with steel exports, to reach USD20bn in 2021, up 45% from the
121% s | Industrial goods 14% preceding year.

6% Machinery 19.8 8%

161% Fuels & Minerals e% The recent plunge in iron ore prices followed the Chinese government's
125% 20 Veodspodcs 16 1 Statement, expressing mounting concerns over soaring commodity prices. The
1% 13 Overtiet ei)nformal 1225 Tesurging Covid spread across the world, which could impinge on the prospects
1% Services i 1% Of @ global economic rebound, as well as speculations about China's likely cut in
10%  Expors: USDGT.6bn TOTAL meors Usosa 7 10% Ste€l output to meet its carbon emissions goal, has added further fuel to prices.

But, demand for iron ore remains high as metals are vital to the global recovery

F|gure 10. Global commodity prices indices from the pandemic, and supply constraints are still there. This should impede

swift loosing of the remaining 15% of the price gain since the beginning of the
300 CoVD19 year. Besides, there will be some time lag related to contractual obligations

0 before current prices start squeezing sales margin.
20 Strong agricultural output will also support exports and FX revenues in 2H21.
5 Agri-food exports regained positive momentum in June, with 12-month rolling
< : revenue increased by 2%.
100 <= =X =
0 ! w/ Ministry of Agrarian Policy and Food expects favourable weather could help
ol Ges Ukraine to harvest at least 70mn tonnes of grain this year, versus 65mn tonnes

in 2020. With global prices for grains remaining elevated amid slowing exports
from Russia, agri-food exports could come close to USD24bn this year.

Flgure 11. Balance of payments evolution, USDbn Import is gaining momentum. While remaining solid prices for steel are

welcomed on the side of exports, they also affect costs of machinery - the

largest item of imports. Machinery and equipment imports have reached 9.7bn

s in 1H21, up 32.8% on the corresponding period of 2020, and could exceed

H - USD20bn through the end of the year. Yet, this may have positive long-run

; implications as the upswing mostly relates to increased purchases of production

and capital equipment amid improved business confidence, according to the

NBU. In particular, imports of commercial vehicles beats record due to demand
from road construction sector.
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* Bapggds ===t
10 NetF francing The expected in 2H21 increase in the trade deficit will also come amid rising
e Deets e Deets A BeeZd 2 imports of fuels. Remaining elevated global oil prices have already pushed up
the cost of importing fuel. The pressure is expected to ease in 4Q21 as the low
base effect will come off. But with the beginning of the harvesting campaign,
which will be followed by a heating season, energy imports are likely to remain

high till the end of the year.
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External position of banks
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¢ Strong increase in remittances competes with rising income repatriations.

Money transfers by working migrants have reached USD12.6 in the 12 months
to June. With a 12% pick up since the beginning of the year, work remittances
flow could reach a record high of USD13bn in 2021.

This, however, will likely not preserve CA from slipping into deficit by the end of
the year, along with recovering imports driven by deeply negative investment
income. The deficit has swelled over the 12-months to end-June to its widest
since detailed records began in Jan 2018. While some of the outflows could
return to the country via fresh FDI — so-called round-trip investments - the figure
also represents lavish dividend payments to foreign direct investors.

"Greenlight" from the IMF. Ukraine is about replenishing its FX reserves by
USD2.7bn. The money to be received from the IMF under a recently approved
general allocation of Special Drawing Rights (SDRs) equivalent to USD650bn
for 190 member-nation countries will arrive on August 23, right before another
significant foreign public debt payment.

Out of USD3.8bn of public debt payable in August-December, payouts coming
due in September amount to USD3.0bn in total, including redemption of two
issues of Eurobonds worth circa USD1bn each.

Besides the foregoing unconditional disbursement, Ukraine is seeking to receive
some USD700mn of macro-financial assistance under the IMF-backed stand-by
agreement (SBA). The authorities have by far stepped up their efforts to secure
one more financial tranche before the program expires late in the year. IMF chief
comments on "very constructive" phone call with Zelensky could herald a
positive outcome in the aftermath of Fund's mission visit to Kyiv in September.

Although symbolic in amount, another financial tranche under SBA will unlock
disbursement of EURG600mn from EU under macro-financial assistance
program, which is conditional on the country's progress in cooperation with the
IMF.

Moreover, this should clear the way for the government and later on to quasi-
sovereign and corporate issuers to the global debt market. With improved
sustainability of its FX position and relatively easy 2032 year, Ukraine could
attempt to tap into the market with an 11-year issue. Otherwise, the county still
has room to load 2030 year with roughly USD1bn worth issue.

FX windfall increases downside risk to our USD/UAH forecast. According to
the NBU estimates, Ukrainian commercial entities are to pay USD1.8bn in 3Q
and USD4.0bn in 4Q. The bulk of the debt comprises credits and internal loans.
Assuming most of them are represented by trade financing, barely USD0.5bn
will remain not refinanced or prolonged. If this is the case, Ukraine's financial
account is prone to end the year firmly in surplus.

We also factor in the growing chance of another key rate hike at the next MPC
meeting scheduled on September 9. The NBU is expected will also announce at
the meeting termination of temporary measures introduced last year to support
UAH liquidity shortages in time of the pandemic. Among such measures are
long-term refinancing and interest rate swaps. With this in mind, we upgrade
our end-year FX rate expectations to 28.0 from 28.8.

Yet, we keep closely watching the evolution of Covid spread in the country.
Resurged daily infections will likely bring about new expenditures on vaccines,
which could notably drain the country's FX stocks.
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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) 90 93 112 131 155 156 161 164
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 35 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 2.0
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 262 284 335 317 264 347 333  36.1

*estimates, no official data yet available
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| Mon | twe [ W ] ot | R ] sa ] s |
02.08.2021 03.08.2021 04.08.2021 05.08.2021 06.08.2021 07.08.2021 08.08.2021

NBU: Minutes IMF SDR 98.5mn LGB % USD 13.0mn Ukrstat: Busines NBU: FX Reserves
LGB* % UAH 700.3mn confidence (deadline - 7th day)
LGB % UAH 1279.2mn

FOUR WEEKS AHEAD

09.08.2021 10.08.2021 11.08.2021 12.08.2021 13.08.2021 14.08.2021 15.08.2021

Ukrstat: Price indices NBU: Monetary Statistics LGB* % UAH 448.0mn
LGB % UAH 892.2mn
LGB P UAH 11 153.0mn

16.08.2021 17.08.2021 18.08.2021 19.08.2021 20.08.2021 21.08.2021 22.08.2021

Ukrstat: GDP flash LGB* % UAH 377.0mn LGB % EUR 4.4mn Ukrstat: Retail trade
estimate LGB* P UAH 2 500.0mn
LGB % UAH 595.5mn

23.08.2021 24.08.2021 25.08.2021 26.08.2021 27.08.2021 28.08.2021 29.08.2021

LGB* % UAH 590.4mn LGB % UAH 48.9mn
LGB % UAH 1048.2mn Ukrstat: Nominal & Real
LGB* P UAH 1 000.0mn Wage

Ukrstat: Industrial

Production

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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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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