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The Ministry of Finance found reserves

In yesterday’s unscheduled, although expected, auction, the MoF offered only USD-
denominated bills, and received nearly UA$242m of budget proceeds. These will go
toward October's FX debt repayments.

Demand for nine-month bills was rather small, with only US$254.3m at par in six bids.
Only one competitive bid was at a rate of 7.5% and was it rejected, which resulted in
the MoF decreasing borrowings by only about US$30,000. From accepted demand,
only US$234,000 was non-competitive, and all accepted competitive bids had a yield
of 7%, as was the case during recent weeks.

This small number of bids and large volume of demand was likely due bids from large
banks. It is likely that this reserve was raised by the Ministry because transactions in
US dollars take a lot of time. On Tuesday, banks and their clients may not have been
convinced that when the time comes for payment for new government bonds, they
will receive funds from debt repayment.

An additional factor that could have encouraged primary dealers and their clients to
take part in this auction is that the next offering of USD-denominated bills was
scheduled in November, with a maturity of more than one year, which will mean they
will come due in 2020.

Thus, this unscheduled auction allowed the MoF to get back some funds in FX. But
even refinancing most of the payments in euros next week, the MoF will not be able
to form a sufficient stock of FX for debt repayments in November.

Therefore, both next week and before the end of October, we expect changes to the
auction schedule. We expect the MoF to offer additional
instruments.

FX-denominated

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

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

freq' sold (UAHm) (m)*

UA4000202576 0.00 @Mty  18-Jul-19 254,234  950.94 6,779.95 7,129.74 6.92 7,129.74
Total USD 254,234 6,779.95 7,129.74 7,129.74

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

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