UKRSIBBANK

The bank for a changing world
BNP PARIBAS GROUP

ECONOMICS | INTEREST RATES STRATEGY [FX WSS =
8 December 2021 . UKH AIN I AN ‘\

Outlook Last update  This week in focus: Gas price crisis threatens to derail recovery in 2022
Fitch B POSITIVE 06.08.2021  Ukraine's economy remains on a recovery track. Although 3Q annualized GDP
S&P B STABLE 12032021  Tose by just 2.4%, we expect twice as high growth in 4Q driven by a pick-up in
retail sales, an increase in government expenditures, and an improvement in
S&P (N) uaA - 12.03.2021

trade balance. We are more concerned with the economic picture in 2022, as
Moody's B3 STABLE 12.06.2020  high natural gas prices and the new Covid variant threaten to derail recovery.

FX and interest rates: USD/UAH leaps above 27.00 barrier

Interbank Volumes, USDmn e The USD/UAH rate has expectedly reversed the steady trading around the low
——— USDIUAH (RHS) ’ 265 and has jumped above the 27.00 barrier over a few trading sessions. The
o % pair was last seen rebounding from the four-month low of 27.33, but the

?%% pressure seems to have not moved yet.
400 275

,70 As we warned because "green” electricity producers are typically burdened with
.5 their FX liabilities, nearly all the debt repaid to them promptly flew to the FX
.o Market (see weekly of November 10 for details).

o D 255 An extra demand equaling approximately to the par value of Eurobonds issued
SES88se-T28553285882232 by Ukrenergo for appropriate needs was largely made up by the NBU's
interventions.

Flgure 2. Banking liquidity (UAH bn) | The pressure in the local currency, however, has persisted. The rising tension

Total liquidity: UAH193 bn
ncl. NBU CDe UAH148 b between Ukraine and Russia, with reports of a Russian troop build-up near

200 1% Russia's borders with Ukraine, stimulated precautionary FX purchases.

8% The disbursement of USD700mn worth of financial tranche by the IMF had little
impact on the pair movement, as it had already been played out by the market.

6%

NBU CDs outstanding ., The USD/UAH decline appears to have met some contention near the 27.35

level. We find correction towards our year-end forecast of 27.00 still possible,

Conespondent acourts 2% considering stable FX supply by exporters of agricultural products . But, as long

. ., as the situation in the east of Ukraine remains tight, bearish sentiments about
28Jul 18Aug  09Sep  30Sep  230ct  12Nov  03Dec  hryvnia will continue ruling the market.

50

- Amount hryvnia liquidity in the banking system dropped below UAH200bn.

6 gure 3. Cospont acnt bces (UAH bn) As of the end of last week (November 3), banks' reserves held on correspondent

' - _ ' accounts with the NBU amounted to UAH45bn, down 4.3% on the week earlier,
- . 0B s position in central bank's CDs contracted by 4.8% to UAH147.6bn.

50 47.00

“1 The liquidity decline resulted from fiscal flows and NBU's interventions in the FX

30 - market, withdrawing roughly UAH12bn from the system.
20 The drain, however, had little impact on the money market interest rates. The
10 amount of liquidity in the banking system remains high. Besides, banks could

expect a typical in December heavy spending by the government.

26Nov  Monetary OtherNBU  Cash Treasury Other 03Dec
operations  operations and DGF  operations
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Figure 4. Local UAH bonds market Government bond market

. - . A Place-
" - 0 LM CCY Maturity Cut-off |1 ote Maxbid Minbid Number Bids Bid size, -t
11.9% 12.1% rate rate rate of bids accepted mn size. mn
12% )
11°6/ 1o : _/_12.4% UAH  5M  1070% 10.70% 10.70% 10.70% 2 2 1166.51 116651
10% 6% =2
UAH  6M  1150% 1149% 11.75% 11.45% 9 8 351356 3463.56
8%
» UAH  OM  1170% 11.70% 11.75% 11.70% 20 19 2599.20 2579.20
» UAH 15Y  1180% 11.79% 12.00% 11.75% 6 5 51302 454.02
" Preceding 10D e Lst 10D UAH  2Y  1265% 1264% 1265% 1255% 20 20 52503 525.03
- UAH 25Y  1285% 12.85% 12.85% 12.85% 5 5 1476 1476
SR A2 3 A 4Y 000%  0.00% 13.25% 13.00% 8 0 1678  0.00
o s = EUR 3M 1.75% 1.75% 1.75% 1.75% 7 7 3630 3630
igure 5. Loca onds marke
o g USD 5M  350% 350% 350% 3.50% 6 6 26587 265.87
1% FinMin attracted over UAH16.7bn at the last primary debt auction, with FX-
1% Preceding 10D === Last10D denominated securities accounting for roughly half of the amount.
10% Market demand was majorly concentrated in money market securities — with 5,
8% 6, and 9 months to maturity. A 5-75bp concession in yield allowed the ministry to
6% o get demand for UAH7.3bn in total. Nearly all bids were accepted.
3.5%
o — e ——— Demand for the rest of UAH-denominated securities fell short of UAH1bn.
2% 32% 3.6% . y . .
» Low acceptance in long maturities could result from rising expectations in the
oM oM 1y 15Y market of another rate hike by the NBU at the upcoming this Thursday MPC

meeting.

EUR/USD remains under pressure on hawkish Fed and dovish ECB

Ulcaine 23 Ukraine 25 A tweak in Federal Reserve Chairman Jerome Powell's tone about inflation

80 et imhe 32 inducing a rise in bets for a sooner rather than later policy rate lift-off, and

- contrasting European Central Bank's reluctance to tighten its monetary

policy in the face of spiking inflation keep pushing the EUR/USD down.

°0 The pair was last seen trading in the vicinity of the 1.13 level, down from the
50 1.16 level about a month ago.

40 Rising consumer prices have been a matter of growing concern for financial

30 markets lately. And Powell's statement before U.S. lawmakers that "it's probably

10/09
15/09
2009
2309
28/09

SE5=3353r:335=355333 agood time to retire that word (transitory)" has resulted in growing market
acceptance that the Fed would hike interest rates sooner rather than later to

- - contain stubbornly high inflation.
Figure 7. EUR USD spot (mid)

1190 High inflation is of no exception in the euro area. Despite the European Central

1180 Bank President Christine Lagarde's latest statement of “conditions to raise rates

1470 are very unlikely to be satisfied next year”, there are growing concerns that

. inflation will last longer than the ECB anticipates.

1150 Apart from this, the buck derived support from a further recovery in the U.S.

40 Treasury bond yields and easing concerns about the economic fallout from the
new Omicron variant. The yield on the benchmark 10-year Treasury note rose

1190 again above the 1.45% level by Wednesday (December 8).
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Constuction Ukraine's economy remains on a recovery track, with agriculture and
construction industries joining retail trade and industrial production in the
uptrend. Although the third-quarter annualized GDP rose by just 2.4%, we
expect twice as high growth in 4Q driven by a pick-up in retail sales, an increase
in government expenditures, and a further improvement in trade balance on the
back of strong crops. We are more concerned with the economic picture in
2022, as high natural gas prices and the emergence of the new Covid variant
threaten to derail the recovery.

40 oo wn me ws we wn wE we am Ukraine's annualized GDP rose by just 2.4% in 3Q21, according to the
preliminary flash estimate announced by the Ukrstat. The statistical office will
release details on the third-quarter GDP on December 20.

According to monthly statistics, annual growth in retail sales, accounting for the
major part of the private consumption, slowed to 11.5% in October from the year
high of 14.3% seen in May. While deceleration in June-September could be
attributed to a shift in spending from goods towards services, another
weakening in October seems to be driven by new factors. We see the
resurgence in COVID cases and the rising inflation pressure as the major ones.

Consumer sentmentindex values range from 0

to 200. Indices ofless than 100 indicate the
80 prevalence of negative assessments.
70
60

Representative sample

40 was modified in April 2014 The sentmentindex retreated 68.8 mark

in October as quarantine measures i N i i i idi i Wi
2 goibut pebiloeiiod Despite continuing vaccination, which allows .a\‘/0|d|ng tough national w!de
2 conaviuscases— [ockdowns, consumers seem to have turned skittish on news about alarming
10 infection figures. And retreat in consumer sentiment index below the barrier of
0 70 by October supports the case.
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The ongoing natural gas price shock could also make consumers pull back on

their daily expenses as high energy bills could squeeze household budgets.
600

We hold our year-end GDP growth forecast at 3.1%, with risks to the

500 downside. Apart from risking utility costs, which will likely have a statistical effect
14 day s moving averages per 1M people

of a growing consumption in 4Q21, we expect an increase in government
spending and a further improvement in trade balance driven by strong crops.

While Ukraine's state budget revenues over the ten months are above
budgetary forecast, expenditures fall behind the projections by some
UAH100bn. It is usual for FinMin, however, to accelerate spending at the end of
the year to meet projections, hence giving a boost to consumption and likely to
construction industry via the state-run program "Large construction".

0
Jan20  Apr20 Jul 0 Oct20  Jan21  Apr21 Jul 21 Oct 21 Jan 2

Regarding the performance of the agricultural industry, we expect Ukraine to
harvest in excess of 84mn tonnes of grains during the 2021-22 marketing year

0 (July-June), up 28% from the prior year. This should entail an increase in both

300 processing and exports.
CovID-19
20 But high natural gas prices and the emergence of the new Covid variant cast
200 shadow on the sustainability of economic growth in 2022.
Natural Gas
150 Rampant energy inflation, with natural gas being almost five times as expensive
100 as it was a year earlier, weighs heavily on the expectations and investment

sentiment of companies across all sectors, even of those with no direct
exposure. Apart from energy-intensive businesses, this could affect the

0o 203 e 055 w6 217 o o om0 o agricultural industry via expected rise in costs of fertilizers, as well as small and
medium-sized enterprises in the services segment.

50

0 -

Although we keep our forecast for annual GDP growth in 2022 at 3.8%, we
point out material downside risks, with future developments largely
depending on evolution of the natural gas price after the end of the
heating season (typically in mid-April).
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Key Macroeconomic Indicators
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Real sector

Real GDP (%YoY) -9.8 24 25 34 32 40 3.0 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 4830 5513
Nominal GDP (USD bn) 90 93 112 131 155 156 177 193
Prices

CPI (average %YoY) 485 149 144 110 79 2.7 96 9.8
CPI (end of year %YoY) 433 124 137 9.8 4.1 50 115 8.9
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 5.2 5.0 35
Total public debt (% of GDP) 794 810 718 610 516 609 646 615
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 03 17
Net FDI (USD bn) -0.5 3.8 37 45 59  -04 55 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 8.0
Exchange rate (USD/UAH) end of year 240 272 281 2717 237 283 210 298
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 |
06.12.2021 07.12.2021 08.12.2021 09.12.2021 10.12.2021 11.12.2021 12.12.2021

Ukrstat: Busines NBU: FX Reserves LGB* % UAH 327.1mn LGB % EUR 0.9mn
confidence (deadline - 7th day) NBU: MPC
Ukrstat: Price indices
NBU: Monetary Statistics

FOUR WEEKS AHEAD

13.12.2021 14.12.2021 15.12.2021 16.12.2021 17.12.2021 18.12.2021 19.12.2021

LGB* % UAH 1214.1mn LGB % USD 11.5mn NBU: External Debt
LGB % UAH 883.2mn LGB P USD 572.6mn
Fed: FOMC ECB: MPC

20.12.2021 21.12.2021 22.12.2021 23.12.2021 24.12.2021 25.12.2021 26.12.2021

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

27.12.2021 28.12.2021 29.12.2021 30.12.2021 31.12.2021 01.01.2022 02.01.2022

Ukrstat: Nominal & Real  LGB* % UAH 553.0mn NBU: BoP
Wage

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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(+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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