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Market insists on compromise

Yesterday’s demand for new bonds slightly tightened with interest rates correcting to
a lower level, but many bids were with rates above the cut-off level. This caused a low
amount of budget proceeds to be raised, significantly lower than demand. As the
result, the MoF received US$4m and UAH142.8m of proceeds, which was less than
last week.

For six-month and 12-month maturities, demand for local-currency bills was fully
satisfied, as all bids had an 18.5% rate. For three-month paper, the highest rate slid
25bp to 20.5%, but demand was mostly between 18.5% and 20.5%, and it was
rejected.

Also, the market slightly moved towards the MoF’s view for FX-denominated debt. For
nine-month bills, the highest rate slid to 6%, while for 14-month debt, it was 6.50%.
As expected, for US$14.6m of demand, the MoF kept the cut-off rate at 5.95%, and
rejected most of bids.

Table 1. Details of domestic government bonds placed at the auction (UAHbn)

ISIN Coupon Pay- Maturity Qty of Price Pro- Volume? YTM3 Out-
rate (%) ment bonds  (UAH) ceeds’ (UAHm) (%) standing

freq' sold (UAHm) (m)*

UA4000202055  0.00 @Mty 19-Dec-18 113,844 95591 108.82 11384 1850 1,339.36
UA4000202287  0.00 @Mty 27-Mar-19 32,023 91258 2922 3202 1850 51.03
UA4000202295  0.00 @Mty ~ 4-Sep-19 5,634  849.33 4.79 563 1850 23.47
Total UAH 151,501 14283 151.50 1,413.86
UA4000201453  0.00 @Mty 19-Jun-19 1,987 95754 5352 5589 593 2,189.33
UA4000199244 540 SA  23-Oct-19 2,073 1,016.16 ~ 59.26  58.31 6.04 7,181.14
Total USD 4,060 11278 114.21 9,370.47

Note: [1] payment frequency abbreviations: M - monthly, Qtly - quarterly, SA - semi-annually, @Mty - at maturity date; [2]
proceeds and volumes for the USD-denominated bonds are calculated based on the previous day's exchange rate 28.13/USD,
31.3/EUR; [3] yields on coupon-bearing bonds are effective yields to maturity. Sources: Ministry of Finance of Ukraine,
Bloomberg, ICU.

Finally, it is ruled out that the market slightly moved towards the MoF with decreased
rates on bids. For the most popular three-month bills, most of the demand was above
the cut-off rate despite a slight decline of rates. So, the market indicated that it was
ready to buy longer bills at 18.5%, but wants a higher rate for shorter instruments.
The MoF is not ready to move towards the market, probably because it expects a
positive decision from the IMF, and new financing from abroad.

READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION

UAH-denominated domestic gov't bonds:
yield curve in past two auctions
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USD-denominated domestic gov't bonds:
yield curve in past two auctions
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EUR-denominated domestic gov't bonds:
yield curve in past two auctions
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Appendix: Yields-to-maturity, repayments

Chart 1. Three-year history of domestic government bond placements at primary market: proceeds (in billions) and yields-to-maturity (%)
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Chart 2. Future repayments on domestic government bonds (in billions of currency)
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Chart 3. Fair value of domestic government bonds as calculated by NBU versus placements via primary market auctions
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