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Gradual increase In rates continues

The Ministry was not able to avoid having interest rates rise yesterday. There were
two possible choices: cancelthe auction, or increase rates and borrow alarge amount
of funds.

Demand for USD-denominated bills was low, just US$52.7m, less than half what it
was two weeks ago, and earlier this year. At the end of August, demand for FX-
denominated bills was lower. However, demand was consistentwith a3.5% interest
rate, therefore, the Ministry did not have to make a decision, just accept all 46 bids
and borrow US$52.7m or UAH1.5bn.

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

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

freq' sold (UAHm) (m)*

UA4000212468  0.00 @Mty 27-Jan-21 4,000,000 980.78 3,923.12 4,000.00 7.30 5,603.87
UA4000204986 15.36 SA  29-Sep-21 1,648,505 1,053.76 1,737.12 1,648.51 1051 9,613.05
Total UAH 5,648,505 5,660.24 5,648.51 15,216.92
UA4000211502  3.50 SA 21-0ct-21 52,674 1,00000 1,492.72 1,492.72 354 545266
Total USD 52,674 1,492.72 1,492.72 5,452.66

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 28.34USD,
30.23/EUR; [3] vields on coupon-bearing bonds are effective yields to maturity. Sources: Ministry of Finance of Ukraine,
Bloomberg, ICU.

However, for UAH-denominated bills, demand increased in both amountand interest
rates. Therefore,the MoF only rejected two bids with the highestrates, one for each
bill issue. Rejected bids amounted to UAH200m (US$7m), which were just a small
part oftotal demand.

For three-month local-currency paper, the Ministry received just two bids, UAH4bn
and UAH200m (US$141m and US$7m respectively). The larger one requested an
increasein the cut-off rate by 10bp, the smaller one by 230bp. Of course, the larger
onewas accepted with proceeds of UAH3.9bn (US$138m) at 7.3%, which was 10bp
above the cut-off rate two weeks ago, and 11bp above the weighted-average rate at
the previous auction.

The offering for 12-month bills was a bit more active, but with a lower amount of
demand. In total, demand was UAH1.8bn (US$65m) in 10bids, out of which nine at
UAH1.6bn (US$58m) at par value were accepted with proceeds of UAH1.7bn
(US$61m). The MoF decided to increase the cut-off rate by 30bp to 10.3%, whilethe
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UAH-denominated domestic gov't bonds:
yield curve in past two auctions
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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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weighted-average rate was set at 10.22%, as part ofdemand was at 10%.

Interestrates for UAH-denominated bills continued to rise, which the Ministry accepted, likely
when itis nota sharp rise, and notforall issues, as was seen last week. Therefore, it looks
likethe critical level ofrates has notbeen reached, and with large demand, the Ministry can
increaserates further, especially when demand is fully above the previous level of rates. The
reality is the Ministry has to finance the budget deficit. When there is lack of demand from
foreigners, then this demand has to be replaced with more expensive demand fromlocals.
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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.

USD- and EUR-denominated - domestic government bonds
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