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Outlook Last update  This week in focus: NBU delivers 100bp hike, signals unchanged rate in 2021

Fitch B STABLE 26.02.2021  NBU has delivered a larger-than-expected rate hike by 100bp in response to
S8p B STABLE 12032021  soaring inflation. A full-point key rate increase to 7.5% followed the acceleration
of annual inflation to 8.5% in March. At the same time, the central bank stressed
S&P (N) uah ) 1203201 g expectations of stabilizing inflation around mid-year, and projects the key rate
Moody's B3 STABLE 12.06.2020  to remain at the current level until year-end.
FX and interest rates: Border tension weighs on hryvnia
:z Interbank Volumes, USDmn . * The USD/UAH pair seems to have lost seasonal support as a rising tension
= USD/UAH (RHS) ~ at the country's eastern border makes market participants hold onto hard
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currency. The USD/UAH rate is currently trading at 27.95, losing 0.04% on a

%% daily basis.

275
,70 Russia has been actively building-up military forces on Ukraine’s borders and in

,5s Cfimea since the beginning of April. The movements have also been
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200
100 s, @ccompanied with hostile statements by Russia's officials.
! 255 While there is no rush to cash in the FX market yet, increased uncertainty

E2SEZ22SSES22S5SE2  weighs on FX supply, hence allowing bearish traders to continue pressure the
hryvnia rate lower against the U.S. dollar.

Flgure 2. Banking liquidity (UAH bn) . The downtrend may be expected to continue over the next week or so, with

Total liquidity: UAH197 bn
nc NBU CDO U130 bn developments in the eastern border remaining the primary driver.

The fundamental picture is dimmed. The prospects for economic recovery
remain constrained by quarantine measures imposed across Ukraine. Moreover,
® market observers are becoming increasingly concerned about soaring consumer
% prices and the price of taming inflation. The pace of ongoing consumer price
4 growth could result in more buying of FX.
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We do not rule out, however, a healthy FX bounce back in late April, provided
2 tensions on the country's eastern border abate. Today's sharp rate hike may
accelerate hryvnia’s recovery.
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Hryvnia liquidity in the banking system little changed over the past two

Flgure 3. Correspondent account balances (UAH bn) weeks. As of April 9, the balance of correspondent accounts with the NBU was

o | 736 0% 022 4168 JAHAT.7bn, up 0.66% on a previous week, and position in NBU CDs increased
6 | by 2.03% to UAH149.9bn.

44 1 The State treasury remains the major supplier of liquidity. Last week State
42 treasury operations resulted in a UAH7.67bn inflow.

7 Considering an easy tax schedule for the ongoing week and weak last primary

debt auction, redemption of government bonds for UAH11.7bn on April 14 could
push total liquidity again above UAH200bn level by the end of the week.
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AR e et ST RE omee " The only factor helping to counterbalance liquidity increase is a typical for the
first half of month cash withdrawals.
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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 (%)

Government bond market

Place-
ment
size, mn

CCY Maturity ::;::—off Max bid Min bid Number Bids Bid size,

WA rate rate rate of bids accepted mn

UAH  6M 850% 8.07% 850%  8.00% 6 6 13350 133.50
UAH 1Y 10.75% 10.75% 10.75% 10.75% 3 3 7023 7023
UAH 15Y 11.10% 11.10% 11.10% 11.10% 4 4 5.69 5.69
usb 2y 390% 390% 420% 3.90% 50 48 49.02 4882

FinMin keeps experiencing tepid interest for government bonds. The range
of instruments auctioned this week was not much different from the preceding
offerings. But the ministry managed to sell only UAH200mn of local currency
bonds and USD49mn of USD-denominated securities.

The outcome of the auctions of UAH bonds was particularly surprising amid the
scheduled for April 14 redemption of bonds for UAH11.7bn. These securities
were initially placed in late November 2020, before offshore investors started
actively increasing their position in local government bonds.

The reluctance of the local market participants to rollover the debt suggests a
wide gap between offered and required yield, especially before another
monetary policy meeting.

But the ministry may currently benefit from volatile FX and rising inflation,
implying an improvement in tax revenues. This could allow the issuer to remain
firm at current cut-off levels for some more time.

EUR/USD heads back up toward 1.2000
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Figure 7. EUR USD spot (mid)
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The EUR/USD pair has been firmly on the front foot over the last few
weeks, rallying from the low 1.1700s seen two weeks ago to current levels
around the 1.2000 level.

The safe-haven dollar has come under pressure as recent statistics proved to
be very strong, supporting the narrative that the U.S. economy continues to
recover and at a seemingly accelerating pace.

Another sell-off in the dollar followed the release of U.S. inflation figures on
Tuesday (April 13). As the Core Consumer Price Index (CPI) growth only met
expectations, the central bank may continue holding low rates for longer.

Failing to surprise inflation has also sent the U.S. government 10-year bond
yield back to 1.64% from above 1.74 at the end of March.

The weakness in the dollar, however, might prove to be unsustainable. The
U.S. economic strength, as well as a rising tide of Covid-19 infections in Europe
causing fresh lockdowns, may well limit the associated with a safe-haven assets
USD downside.
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Figure 8. Key rate vs CPI evolution NBU delivers 100bp hike, signals unchanged key rate until year-end
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- NBU has delivered a larger-than-expected rate hike by 100bp in response to
1, Soaring inflation. A full-point key rate hike to 7.5% followed the acceleration
s, of annual inflation to 8.5% in March.
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o " Food prices were the biggest contributor to the monthly gain, surging 2.1% in

0% % .
Marfs  Septd  Mard  Septo  Mard) Sep20 Marzt  Sep2t  Marz  March and responsible for more than half of the overall CPI growth.

- - The food prices increase mostly resulted from a strong growth of global prices
F|gure 9. Monthly change in CPI for soft commodities, pulling up production costs in the categories of meats (incl.
' mim2021 mim2020 poultry), bakery products, and sunflower oil.

CPI

o 12%
B%yly Koy The consumer price index rose 1.7% in March on the previous month, the

Nextmeeting
17Jun o /u/ highest monthly gain since October 2018. Year-to-date inflation reached 4.1%.
& Inannual terms inflation accelerated to 8.5% last month, exceeding both NBU

» and market expectations.

NBU's CPI target
band

w Transport prices nudged higher as well, up 1.8% for the month, reflecting

10% .. Tecovery in global energy prices.

05% A big gain was also seen in prices for closing and footwear, which, however,

- followed their usual seasonal pattern, with a typical price spike in early spring
and autumn.

00% ——i

0.5%

The inflation report clearly indicates cost-push drivers behind the mounting

0% inflation. The minimum wage rise, higher grains, and energy costs get passed
Jan  Feb  Mar  Apr  May Jun Jul Aug Sep Oct Nov Dec . . . .

on to the consumer prices. The impact of these factors is likely to be transitory

and should ease in 2Q.
Figure 10. Contribution to monthly change in CP!I v in2Q

Another driver of the more aggressive hike is increased volatility in
financial markets following growing geopolitical risks with Russia
amassing a large number of troops alongside the border of Ukraine before the
upcoming May 9th dates (Victory Day). This already caused a sell-off on the
short end of the government bond curve by international investors and caused
an unusually high demand for local currency. A due increase in the key rate is a
good signal to international markets and also to the IMF.

We also note increased iterations between Ukrainian authorities and the Fund
Food and nonalcoholic beverages over the last weeks, which could imply good news in terms of getting back on
+2.1% Transpert +1.8% ) .

track with the SBA program.

It is important that the NBU stressed its expectations of stabilizing
inflation around mid-year following the arrival of a new harvest and expiry of
the normalization period for energy prices. This goes in line with our
expectations. We project the key rate to remain at 7.5% until year-end, agreeing
with the guidance provided by the central bank.
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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 93 95 8.8 82  101* 93 85
Nominal GDP (UAH bn) 1989 2385 2984 3561 3975 4194 4370 4537
Nominal GDP (USD bn) 90 93 112 131 155 156 156 151
Prices

CPI (average %YoY) 485 149 144 110 79 27 75 57
CPI (end of year %YoY) 433 124 137 9.8 4.1 5.0 6.4 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 37 36 35 39 48 51 50
Interest and exchange rates

NBU discount rate (% end of year) 220 140 145 180 135 6.0 75 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 |
12.04.2021 13.04.2021 14.04.2021 15.04.2021 16.04.2021 17.04.2021 18.04.2021

LGB* % UAH 524.1mn LGB % USD 7.9mn
LGB % UAH 1,117.8mn NBU: MPC
LGB P UAH 11,684.7mn

FOUR WEEKS AHEAD

19.04.2021 20.04.2021 21.04.2021 22.04.2021 23.04.2021 24.04.2021 25.04.2021

Ukrstat: Retail rade LGB* % UAH 473.6mn LGB % USD 11.6mn  LGB* % UAH 62.5mn
LGB % UAH 951.7mn  Ukrstat: Industrial
LGB* P UAH 1,100.0mn  Production
ECB: MPC

26.04.2021 27.04.2021 28.04.2021 29.04.2021 30.04.2021 01.05.2021 02.05.2021

NBU: Minutes LGB* % UAH 895.1mn IMF SDR 0.0mn IMF SDR 45.3mn
LGB P UAH 11,606.0mn NBU: BoP FGB % USD 78.0mn
Ukrstat: Nominal & Real NBU: Cost of Real Sector
Wage External Debt
Fed: FOMC

03.05.2021 04.05.2021 05.05.2021 06.05.2021 07.05.2021 08.05.2021 09.05.2021

LGB* % UAH 535.0mn LGB % EUR 2.6mn LGB* % UAH 203.1mn
LGB % UAH 222.8mn Ukrstat: Price indices
Ukrstat: Busines
confidence
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.

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

