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Bond Market Insight

In looking for a compromise

he regular primary auction resulted in unchanged yields that the MoF uses for the bids
acceptance, and low budget proceeds. But this week, we also saw a decline in
demand, which is not positive for the Ministry prior to large debt repayments.

The most interesting item from yesterday’s auction was that probably the first time,
the MoF used its right to set rates for non-competitive bids when there were no bids
with interest rates. The Ministry used this procedure for six-month local-currency bills,
setting the rate at the same level as short end of the yield curve. For euro-
denominated bills, the MoF set the cut-off rate at the same level as this past May, the
last time this issue was sold.

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 8,830 959.16 8.47 8.83 18.50 1,348.19
UA4000202287  0.00 @Mty 27-Mar-19 3,395 915.54 3.1 3.40 18.50 54.42
UA4000201768  0.00 @Mty 3-Jul-19 3,900 875.72 3.42 3.90 18.50 44.24
UA4000202295  0.00 @Mty ~ 4-Sep-19 13,750  851.90 11.71 13.75 18.50 37.22
Total UAH 29,875 26.71 29.88 1,484.08
UA4000201453  0.00 @Mty 19-Jun-19 11,312 95859 303.84 316.96 593 2,497.73
UA4000201743  5.65 SA 22-Jul-20 9,245 1,004.73 260.27  259.04 6.05 2,052.47
Total USD 20,557 564.11  576.01 4,550.20
UA4000200711 412 SA 27-Nov-19 1,247 1,014.10 41.69 4112 411 8,892.48
Total EUR 1,247 41.69 41.12 8,892.48

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 28.02/USD,
32.97/EUR; [3] yields on coupon-bearing bonds are effective yields to maturity. Sources: Ministry of Finance of Ukraine,
Bloomberg, ICU.

In total, demand for UAH-denominated bills fell tenfold to UAH150m. Only a fifth part
of it was satisfied with just UAH26.7m of budget proceeds. This amount was sixfold
lower than last week, and fivefold less than two weeks ago, although larger than it
was at the beginning of September. During the month, total MoF borrowings were
only UAH350m, when it repaid UAH4.7bn in local-currency debt principal and interest.

The situation was similar, but quite a bit better with FX-denominated bonds. The MoF
repaid US$103m in September, but received US$47m and EUR1.3m, meaning nearly
half the repayments were refinanced. Usually the MoF does not change rates, and
yesterday they borrowed the above-mentioned EUR1.3m and US$20.1m.

READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION
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UAH-denominated domestic gov't bonds:
yield curve in past two auctions

M Auction on 25-Sep-18 M Previous auction on 18-Sep-18
19.0 (%)

185 m ] B

18.0
17.5
Duration (vears)
17.0 « T T T T r "
0.00 020 040 060 080 100 120

Source: Ministry of Finance of Ukraine, ICU.

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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Currently, it looks like market’s expectations that the MoF will increase interest rates will not
be met. Dealers purchased the amounts they needed for their clients or for their own
portfolios, and did not submit bids with higher rates. As the result, for the next two weeks, the
MoF has to use funds from its Treasury account to repay UAH8bn in hryvnia, and be prepared
to repay US$528mand EUR215m in second half of October. Due to low demand, the MoF
should not count on refinancing these debt repayments.
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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 (%)

UAH-denominated domestic government bonas USD-aenominated domestic government bonds
Volume (UAHbn, right scale) M1 year E2 years M3 years Volume (US$bn, right scale) M1 year M2 years M3 years
250 (%) 450 9.0 (%) 0.70
4,00 8.0' (] 0.60
200 35 7.0 h.
[} 2 3 0.50
3.00 6.0 - --
15.0 250 50 L UL 0.40
2.00 4.0
100 0 0.30
1.50 3.0
0.20
5.0 100 20
050 10 010
0.0 - r r r r r 0.00 0.0 r r r r r v 0.00
29-Oct-15  29-Apr-16  29-Oct-16  29-Apr-17  29-Oct-17  29-Apr-18 20-Jan-16  20-Jul-16  20-Jan-17 ~ 20-Jul-17  20-Jan-18  20-Jul-18

Source: Ministry of Finance of Ukraine, ICU. Source: Ministry of Finance of Ukraine, ICU.

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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