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Bond Market Insight
Yields and proceeds up

Large domestic debt repayments scheduled for October and November have
encouraged the Ministry of Finance to take more radical actions in the primary bond
market, and to change its view on interest rates. Yesterday, the MoF borrowed more
funds than during the last month: x2.5 more in local currency and x1.4 in FX. Cut-off
rates were increased for three out of five offered bonds: for the three-month and two-
year local-currency bills, and for the nine-month USD-denominated bills.

For the 77-day bill, the cut-off rate was up 50bp, which resulted in the MoF receiving
UAHB834.4m of budget proceeds. A fourth part of these funds was from non-
competitive bids, while competitive bids were mostly closer to the cut-off rate, moving
the weighted-average rate up by 41bp. Only two bids for these bills amounting to
UAH150m were rejected with insufficient impact on proceeds.

The offering of FX-denominated bills had a similar result. The cut-off rate was hiked
by 105bp with the weighted-average rate increasing by 87bp, which provided the MoF
with US$67m. With these proceeds, the MoF closed refinancing of debt repayments
done in September. For these bills, the non-competitive part of demand was small,
just US$5.3m. Our assumption is that without the increase in the cut-off rate, the
budget would have only been able to receive about US$15m of funds, which would
not have met the refinancing goal.

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-Tpy-18 867,640 961.64 834.36 867.64 18.91 2,215.83
UA4000201370  0.00 @Mty ~ 3-Ksi-19 13,475 91554 12.34 13.48 18.50 510.46
UA4000202295  0.00 @Mty  4-Bep-19 36,839  854.48 31.48 36.84 18.50 74.06
UA4000202469 17.25 SA 30-Bep-20 3,000 1,000.00 3.00 3.00 18.05 3.00
Total UAH 920,954 881.17  920.95 2,803.36
UA4000201453  0.00 @Mty 19-Yep-19 70,273  954.03 1,895.64 1,986.97 6.79 4,507.43
Total USD 70,273 1,895.64 1,986.97 4,507.43

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

For six-month and 12-month bills, rates remained steady at 18.5% with all bids
accepted. At the same time, for the two-year instrument, the cut-off rate was moved
up by 45bp compared with the last auction in August, prior the last key-rate increase.

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
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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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But the MoF accepted only one bid out of seven bids received, which should not cause a rise
in demand for this maturity.

So, the yield-curve for local-currency bills was moved up at the short and long ends closer to
the money-market rates. But interest rates remained low, although still high enough to
increase the attractiveness of bills, especially for maturities above three months. Yesterday’s
auction could slightly change the situation at primary market with an increase in demand and
a widening of the range of interest rates in bids. This should allow the MoF to increase
borrowings with increases in rates. This is especially important as the MoF has large debt
repayments scheduled, in particular in FX, refinancing of which is needed without new
external borrowings.
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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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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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