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cC - 23.06.2023  The NBU has made a surprising move setting the policy rate below its earlier

cee NEGATIVE  08.09.2023 forecast. The softened policy seems good for good times. At the same time, the
accelerated policy easing may lack sufficient safeguards against rapid changes
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in perceived risks, particularly in the context of deteriorating forecasts about the
CCC NEGATIVE 27.07.2022  length of military operations.

Figure 1. UAH exchange rate (UAH per USD) FX and interest rates: USD/UAH holds firm despite the key rate cut
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Weekly net NBU X terventors, USDon The Ukrainian hryvnia continues displaying notable resilience, appreciating by
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2 n Py s . " 1.1% against the U.S. dollar since the transition to the managed flexibility of
| % exchange rate regime in early October, peaking at 36.17 by the close of last
15 2 week.
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“ As the NBU FX interventions remain the only game in town, the USD/UAH

“ pair trend has remained unaffected by the recent key rate reduction.
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But the latest move might have long-term implications. Despite existing

" restrictions on cross-border currency transactions, the accelerated key rate
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02 Apr 2023 0244 2023 010ct 2023 s1pec2023 reduction against elevated international interest rates might deter Ukrainian
Sources: NBU, MinFin (media) gy norters from relying on FX sales for their capital needs, favouring new loans,

FlgureZ Banking liquidity (UAH bn) particularly with access to the government-backed lending program.
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3¢ Traditionally, seasonal FX sales by farmers ahead of the sowing campaign

e o Py ( o5 boosted the hryvnia in spring.
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. 10 counterbalance this, the NBU is considering shortening the export revenue
5% return period from 180 days to 90 days. Such a move however raises concerns
400 in the market as it contradicts prior central bank’s assurances of avoiding further
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tightgping in cross-border trade transactions following the currency regime
o o transition.
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SR e S In recent weeks, hryvnia liquidity in the banking system showed signs of
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0% recovery, rebounding to UAH704.5bn after dropping below the UAH660bn
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source: gy Mark at the end of October.

F|gure L0 e e o= (AR The earlier decline in liquidity was attributed to heightened FX interventions, with
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the NBU selling over USD3.7bn last month, marking a 14% increase from the
previous month.

-94.82
. Demand for paper hryvnia appears to have waned, possibly due to the rise in
non-cash FX exchange transactions permitted by the NBU in late August. Net
6.37 cash inflow over October amounted to UAH6.4bn.

As of the end of last week, banks' correspondent account balance stood at
UAH209.6bn, reflecting a 9.31% increase over the month. Concurrently,
positions in NBU CDs increased by 1.80% to UAH495.3bn. Notably, there was a

060ct  Mondary OtherNBU — Cash  Trewuy - Other — 06Nov G 3304 increase in 3-month CDs holdings to UAH195.1bn, in spite of the NBU's

operations  operations and DGF  operations

source:nBU  tightening of access to this instrument.
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Figure 4. UAH government bonds primary market Government bond market
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The public debt yields experienced a marginal decline following the NBU’s bold

18.35% 19.20% policy easing on 26 October. Notably, the yield curve shifted downwards by

U SRR B SR 45bp in the mid- and 30bp in the long end, in contrast to the substantial 4pp rate
15% 17.00% 17.50% cut implemented by the NBU.
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Demand for government bonds remains robust, with the last primary auction (7
. November) witnessing a bid-to-cover ratio of 3.76 for 6-month bonds, indicating
© [ atest auction: ov

5% demand significantly exceeding supply.
© Auction on 03 Oct

10%

eorvears OiMilarly, bid-to-cover ratios for 1.5-year and 3-year bonds stood at 1.39 and
0 05 1 15 2 25 3 35 ¢+ 1.15, respectively.

Source: FinMin
- The market may have heightened demand for bonds in anticipation of another
- LR R NS N N ANEIRETT ey rate cut at the upcoming meeting of policymakers in December, as signaled
by the NBU.
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However, this expectation along with the central bank's intent to maintain a

0% PO — L L stable rate through the end of the next year could potentially impact future

Po-—masn ”_.* l.-h--f""‘i . . T .
ol demand. The floored rate may curtail the price appreciation potential of long-
term bonds, consequently redirecting demand to short-end of the yield curve.
o Worth noting, however, that both the future monetary policy and the bonds
§% | Last10D performance remain heavily dependent on the situation on the battlefield.
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Figure 6. Ukraine’s Eurobond yields, bid/ask mid (%) EUR/USD rebounds to 1.0700 on dovish Fed tilt
Ukraine 25 The European currency rebounded, hovering near the 1.0700 level against the

Ukraine 23
Ukraine 27 Ukraine 32

120.0

U.S. dollar, propelled by a shift in the Fed’s stance towards a more dovish

1000 M approach and indications that the tightening cycle may be approaching its end.
80.0 ' . H ' : :

The market's confidence in the Fed's commitment to dovish stance was
reinforced by the recent release of Nonfarm Payrolls data for October, which fell

0 s
M below expectations, suggesting a potential slowdown in the labour market.

0 = Cooling the jobs market has been a key objective for the central bank
200 throughout its rate-hiking cycle, initiated in March 2022, aimed at supporting the
SEEEEE2228E2585 3525252 5 £ broadereconomy and curbing inflation.

Source: Bloomberg - Regarding the ECB, investors are leaning towards a prolonged pause in its rate-

Figure 7. EUR USD spot (mid) hiking cycle, likely extending into the second half of the coming year. This shift

1110 in sentiment is driven by easing inflationary pressures and a deteriorating
1100 economic outlook in the euro area.

1090

1080 The 10-year Treasury was last trading with yield at 4.585%, losing 16bp over the
1070 month. Investors are currently evaluating the interest rate outlook following the
1060 jobs report, and are preparing for a week with limited economic data.
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A bold walk amid rising uncertainty

The NBU has made a surprising move setting the policy rate below its earlier
2% forecast. Furthermore, the NBU has outlined its intention to further lower the key
rate to 15% at the upcoming meeting in December, with the commitment to
maintaining this level throughout 2024. The softened policy seems good for
15% good times. But it is likely to have a moderate effect on lending activity given the
persistent war-related risks. At the same time, the accelerated policy easing
may lack sufficient safeguards against rapid changes in perceived risks,
5% particularly in the context of deteriorating forecasts about the length of military
operations.
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sources:nau, ukistet 1€ NBU reduced policy rate to 16% from 20% on 26 October. The rates on
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central bank’s transactions with banks remained unchanged, as together with
Figure 9. Inflation expectations, 12 months ahead the rate cut the central bank has changed its monetary policy design. According

to the NBU, the new design improves the signalling role of the key policy rate
while maintaining the sufficient attractiveness of hryvnia savings.

The NBU has also outlined plans to lower the key rate to 15% at the upcoming
December monetary policy meeting and maintain this level throughout the next
year.

But the lending landscape continues to be constrained by the lingering effects of
the ongoing conflict. Security risks, rising production costs, insufficient demand,
~and tightening of the labour market owing to continuing migration are currently

2020 2021 2022 2023

Source: NBU

standing well above such issues as insufficient working capital or limited loan
opportunities. Both monthly and quarterly business sentiment polls echo these

Figure 10. Total corporate loans in UAH, UAHbn concerns.
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While banks express expectations of increased lending activity over the next 12
months, the specifics regarding the timing and basis of this increase - whether
solely based on banking activity or inclusive of state-run lending program - are
not specified.

Since its launch in mid-2020, the state-run lending program “5-7-9” has been
continuously eclipsing commercial lending in corporate sector. While corporate
loans in UAH have seen a 16.7% yly contraction in September 2023, the state-
run program has gained 31.2% over the year, now representing around 26% of
the total corporate loan portfolio in local currency. And it will remain beyond

sources: NBU, BDF  competition even assuming the policy rate cut to 15%.
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The latest monetary policy decisions align with a sharp deceleration in inflation
this year. Nonetheless, the policy transmission remains constrained by implied
war risks. While the accelerated policy softening may be good for currently
benign macroeconomic situation, it risks lacking robustness in case of a rapid
change in perceived risks, which may have implications for FX stability. The
central bank’s 2024 outlook worsening, with the length of the war extended until
at least the end of the next year and inflation forecast lifted by 1.3pp to 9.8%,
doesn't add to confidence over the central bank’s ability to maintain 15%
through the end of 2024.
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Real sector

Real GDP (%YoY) 25 34 32 -38 34 -29.1 3.0 5.0
Industrial production (%YoY) 1.1 30 05 45 19  -369 NA NA
Retail sales (%YoY) 65 62 103 84 107 214 NA  NA
Unemployment rate end of year (ILO, working age) 9.5 8.8 8.2 95 9.8 NA NA NA
Nominal GDP (UAH bn) 2984 3561 3975 4222 5460 5191 NA NA
Nominal GDP (USD bn) 112 131 155 157 201 161 NA NA
Prices

CPI (average %YoY) 144 110 79 27 94 200 145 8.9
CPI (end of year %YoY) 13.7 938 4.1 50 105 266 70 100
Real average wage growth (%YoY) 191 125 938 74 119 NA NA NA
Fiscal balance (% of GDP)

State budget deficit (without Naftogaz) 16 24 18 5.2 36 17.6 NA NA
Total public debt (% of GDP) 718 610 516 608 489 784 NA NA
External balance

Exports of goods and services (USD bn) 539 592 636 607 815  57.1 NA NA
Imports of goods and services (USD bn) 627 706 761 631 845 815 NA NA
Current account balance (USD bn) 35 6.4 4.1 53 21 8.4 NA NA
Current account balance (% of GDP) 3.1 49 27 3.4 1.0 52 NA NA
Net FDI (USD bn) 37 45 52 -0.1 6.0 06 NA NA
Foreign exchange reserves (end of year) 188 208 253 291 309 285 380 300
Imports coverage (months of imports of goods) 3.6 3.5 3.9 48 4.1 37 49 38
Interest and exchange rates

NBU discount rate (% end of year) 145 180 135 6.0 90 250 150 150
Exchange rate (USD/UAH) end of year 281 277 237 283 273 366 400 460
Exchange rate (EUR/UAH) end of year 335 317 264 347 309 390 440 529

*estimates, no official data yet available

NA - data is not available because of continuing military operations
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06.11.2023 07.11.2023 08.11.2023 09.11.2023 10.11.2023 11.11.2023 12.11.2023

NBU: Minutes NBU: FX Reserves LGB % UAH 1980.9mn NBU: Monetary Statistics
(deadline - 7th day) Ukrstat: Price indices

FOUR WEEKS AHEAD

13.11.2023 14.11.2023 15.11.2023 16.11.2023 17.11.2023 18.11.2023 19.11.2023

LGB % UAH 692.9mn

20.11.2023 PARKWIVA} 22.11.2023 23.11.2023 24.11.2023 25.11.2023 26.11.2023
LGB % UAH 889.8mn
LGB P UAH 15 248.8mn
LGB % UAH 1125.9mn
LGB % UAH 1998.1mn

27.11.2023 28.11.2023 29.11.2023 30.11.2023 01.12.2023 02.12.2023 03.12.2023

LGB % UAH 748.0mn  NBU: BoP

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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Viktoriia Nebeska Olha Koval
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(+38044) 298-83-36 (+38044) 298-83-35
viktoriia.nebeska@ukrsibbank.com olha.koval@ukrsibbank.com

Mykhailo Kharchuk
Market Analysis
mykhailo.kharchuk@ukrsibbank.com

FX Business Corporate Business

Kostiantyn Rupchev levgen Kulikov

Head of FX Sales Head of MNC team

(+38044) 298-83-34 (+38044) 201-22-43 Distribution:
kostiantyn.rupchev@ukrsibbank.com ievgen.kulikov@ukrsibbank.com macro@ukrsibbank.com

Important Disclaimer

Legal Notice: This document is CONFIDENTIAL AND FOR DISCUSSION PURPOSES ONLY; it constitutes a marketing communication and has been
prepared by a Sales and Marketing function within PUBLIC JOINT STOCK COMPANY “UKRSIBBANK” that is the part of BNP Paribas Graup (hereafter
- JSC “UKRSIBBANK”) and/or its subsidiaries or affiliates (collectively “we” or “BNP Paribas”). As a confidential document it is submitted to selected
recipients only and it may not be made available (in whole or in part) to any other person without BNP Paribas’ written consent. This document is neither
investment research nor investment recommendation, it doesn't suggest to engage in any action, does not constitute or form ary part of any offer to sell
or issue and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any part of it nor the fact of its distribution form the basis
of, or be relied on in connection with, any contract or investment decision. To the extent that any transaction is subsequenty entered into between the
recipient and BNP Paribas, such transaction will be entered into upon such terms as may be agreed by the parties in the relevant documentation.

The information contained in this document has been obtained from sources believed to be reliable, but there is no guarantee of the accuracy, complete-
ness or suitability for any particular purpose of such information or that such information has been independently verified by JSC “UKRSIBBANK” or by
any person. None of BNP Paribas, its members, directors, officers, agents or employees accepts any responsibility or liability whatsoever or makes any
representation or warranty, express or implied, as to the accuracy or completeness of the information, or any opinions based thereon, contained in this
document and it should not be used in place of professional advice. Additional information may be provided on request, at ourdiscretion. Any scenarios,
assumptions, historical or simulated performances, indicative prices or examples of potential transactions or returns are induded for illustrative purposes
only. Past performance is not indicative of future results. Investors may get back less than they invested. JSC “UKRSIBBANK"” gives no assurance that
any favourable scenarios described are likely to happen, that it is possible to trade on the terms described herein or that any potential returns illustrated
can be achieved. This document is current as at the date of its production and JSC “UKRSIBBANK” is under no obligation to update or keep current the
information herein. In providing this document, JSC “UKRSIBBANK” offers no investment, financial, legal, tax or any other type of advice to, and has no
fiduciary duty towards, recipients. Certain strategies and/or potential transactions discussed in this document may involve e use of derivatives which
may be complex in nature and may give rise to substantial risks, including the risk of total or partial loss of any investmert or losses without limitation and
which should only be undertaken by those with the requisite knowledge and experience. JSC “UKRSIBBANK" makes no representation and gives no
warranty as to the results to be obtained from any investment, strategy or transaction, or as to whether any strategy, securiy or transaction described
herein may be suitable for recipients’ financial needs, circumstances or requirements. Recipients must make their own assessment of strategies, securi-
ties and/or potential transactions detailed herein, using such professional advisors as they deem appropriate. JSC “UKRSIBBANK” accepts no liability for
any direct or consequential losses arising from any action taken in connection with or reliance on the information containedin this document even where
advised of the possibility of such losses.

As a bank with a wide range of activities JSC “UKRSIBBANK” may face conflicts of interest and you should be aware that JSC “UKRSIBBANK” and/or
any of its affiliates may be long or short, for their own account or as agent, in investments, transactions or strategies referred to in this document or relat-
ed products before the material is published to clients and that it may engage in transactions in a manner inconsistent with the views expressed in this
document, either for their own account or for the account of their clients. Additionally, JSC “UKRSIBBANK" may have acted as an investment banker or
may have provided significant advice or investment services to companies or in relation to investments mentioned in this document. The information in
this document is not intended for distribution to, or use by, any person or entity in any jurisdiction where (a) the distribution or use of such information
would be contrary to law or regulations, or (b) JSC “UKRSIBBANK” or a JSC “UKRSIBBANK" affiliate would become subject to newor additional legal or
regulatory requirements. Persons in possession of this document should inform themselves about possible legal restrictions ard observe them accord-
ingly.

This document is being communicated by JSC “UKRSIBBANK”, 2/12 Andriivska street, Kyiv, 04070, Ukraine; tel: +380 44 590 06 90
(www.my.ukrsibbank.com). © JSC “UKRSIBBANK” 2023. All rights reserved.
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