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Special Note
UAH bonds — attractive again

We remain constructive on Ukrainian local debt. Our view is supported by improved
geopolitics, strong macroeconomic performance, solid external balances, and attractive risk-
reward balance amid the global carry-friendly environment. Pushed by elevated fiscal needs,
Ukraine’s bonds offer relatively high yields against a background of relatively modest macro,
credit, and FX risks, especially on a short-term horizon. Meanwhile, a slowdown in structural
reforms and slow progress in negotiations with the IMF puta drag on economic performance and
may deteriorate risk metrics in the medium term.

High real rates, fast economic recovery, and favourable external conditions
support the currency. Ukraine's external balances continue to benefitfrom favourable terms
of trade and restrained travel as well as from recovering portfolio inflows. This helps the NBU to
further rebuild its FX reserves, which reached US$29bn at the end of 2020, the highestlevel for
the last eight years. Thanks to favourable seasonality and external conditions, and consistency
of NBU’s FX policy, by mid-2021, the hryvnia may strengthen even more than assumed in our
forecast (UAH27/USD). By the end of the year, we see the currency close to current levels
(UAH27.5-28/USD).

Carry-friendly environment, high real rates, and improved FX outlook have
rekindled foreign investors’ interest in UAH bonds. Given still light positioning, there
is a potential forongoing massive foreign inflows into UAH bonds. Moreover, local players have
also accelerated buying sincethe end 0f 2020. Demand at the weekly auctions ofthe Ministry of
Finance (MoF) remains strong, and oversubscription since mid-January led to a slightdecrease
inyields, mostnotable atthe frontend ofthe curve. Meanwhile, still elevated fiscal needs restrain
the MoF from aggressive cutting of interest rates.

Bonds with 1Y-2Y maturity look especially attractive from a risk-reward
prospective. By end-2021, we nowsee roomfor 1Y bond yields in Ukraine to lower slightly to
11% while 2Y bond yields should hover close to the current level of 11.7%. Even accounting for
growing inflation expectations, such rates provide good opportunity for a carry trade given still
manageable FX and creditrisks.

Main risks are currently associated with slowing reform momentum and
uncertainty around the IMF programme. These risks may worsen sentiment towards
Ukraine and weigh on the hryvnia in the medium term. Also, the deteriorating inflation outlook
may lead to delayed and, thus, aggressive tightening of monetary policy in the medium term,
causing a pass-through to bond yields. We believe that the current spread between 5Y and 1Y
bonds (around 120 bps) does notprovide adequate premium for such risks.

On the other hand, there are also upside risks stemming from foreigners’ better
access to the local bond market thanks to its improving infrastructure.
Establishing a link with Clearstream in 2019 substantially boosted foreign investors’ interest to
the Ukrainian bond market. Together with the favourable taxation regime, this remains a
competitive advantage of UAH bonds compared with peers like Egypt. Moreover, last year,
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the NBU introduced the mechanism of entering the Ukrainian government bond market via foreign
nominee accounts. This should simplify the access to the market for foreigners, especially US-
based fundsthat do notuse Clearstream. Additional foreign inflows are likely if Ukrainian bonds
are added into J.P. Morgan GBI-EM. One ofthe obstacles for bond index inclusionis the low level
of participation ofresidents in longer-dated bonds placed in the market during the last couple of
years. However, it is gradually improving thanks to support provided by the NBU via long-term
refinancing and IRS instruments. We believe that the growing supply of government paper and
involvement of domestic banks will improve the situation and push the inclusion of Ukrainian
bondsinto J.P. Morgan GBI-EM.

Ukraine’s local debt looks highly competitive versus emerging and frontier
market peers. The main high- yielding competitors of Ukraine are Egypt, Turkey, Georgia,
Armenia and a few Sub-Saharan African countries such as Kenyaand Uganda. However, except
Egyptand Turkey, these are niche markets with low liquidity. Moreover, some ofthem imposea
tax on interestpayments, forinstance, Ugandataxes 15% ofrevenues from bonds with maturities
below 10Y and 10% above. Compared with Egypt, Ukraine has less overcrowded local bond
market and better debt, fiscal and external account metrics, although lacks properly working IMF
programme. Turkey offers agood investmentopportunity in 5Y bonds; however, the case crucially
depends on the central bank’s ability to regain control over inflation and monetary stability, which
was notthe case in thelast decade.

The rest of the note presents charts supporting our main conclusions.
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1. UAH local debt in EM universe

e Real yields of Ukrainian bonds look attractive compared with peers, especially for bonds with 1Y maturity

e Aggregate risk score for Ukraine is moderate with some heightened measure of FX risk

e Even accounting for this aggregate risk score, real yields for 12m bills look very attractive while real yields for
5Y notes are in line with risk score

Chart 1. Real interest rates in selected EM countries
Real interest rates in Ukraine are among the highest among peers, especially for 12m yields
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Note: for calculating real rates, we deflate nominal yields by the average between last 12-month CPI inflation rate and IMF forecast of average YoY CPIin 2021 for 12m rates and
by the simple average between last 12-month CPl inflation rate and average YoY CPlin 2021-24 for 10Y(5Y) rates.
Source: Bloomberg, IMF WEO (October 2020), ICU
Table 1. Ukraine vs selected EM countries: Key metrics
Hard Public Fiscal Bal Debt Reserves Eurobonds ExtDebt Reserves CABto | REERto
Local currency Debtto serviceto toSTDby serviceto serviceto toARA cpPl GDP P
currency to GDP ) GDP 5Yav
GDP Revenues RM Reserves Revenues  metric
Country lastdata lastdata last data
for for for
Nominal Yield Real Yield CBrate YTM 2021 2021 2021 reserves, reserves, 2021 reserves, 2021  lastdata lastdata 4gma 6mma
2020for 2021 for 2019 for
STDbyRM Eurobonds ARA metric
10v(5Y) 12M(2Y) 10¥(5Y) 12M(2Y) % 10v % % % % % % % % % Yoy%  yoy% = yoy%
Ukraine 100%  10.6% 44%  45% 6.0% 63%  638% -1.8% 97%  89.0%  12.6% 84%  987%  -3.0%  36%  6.1% -42%  -2.4%
Hungary 2.3% 08%  0.7%  -23% 0.6% 28%  766% -8.3% 47%  222.7% n/a n/a 1295%  -0.9%  -40%  27% -3.0%  -0.6%
Poland 1.3% 03%|  -08%  -2.1% 0.1% 08%  601% -10.5% 34%  9R38% n/a n/a 1320%  18%  09%  24% -27%  4.3%
Romania 2.7% 1.7% 00%  -10% 1.3% 2% 41.2%  -9.6% 48%  846% n/a n/a 107.6%  -45%  34%  3.0% -22%  -21%
Israel 09%  01%  06%  03%  01%  16%  783% -129%  64% n/a n/a nfa V87005  35%  46%  -07% -12%  2.0%
Turkey 181%  12.9% 61%  -06%  17.0% 52%  436% -1.9% 96 B 20.0% 74%  326%  -0.9% -186%  15.0%
Russia 65%  46%  26%  03%  43%  15% 190% -53%  13%  370.5% 06%  06% 2431%  18% nfa 5% 00%  0.0%
Kazakhstan 100%  10.0% 4.6% 3.3% 9.0% 09%  238% -53%  -13%  81.7% 2.4% 27%  65.0%  -2.8% nfa  74% -11%  -3.7%
Armenia 9.7% 6.8% 6.7% 4.0% 5.5% 39%  612%  -5.8%  114%  354.9% 23%  118%  712%  -7.3% nfa  37% nfa  -28%
Georgia 8.5% 8.0% 5.7% 5.3% 8.0% 22%  8.7%  -81% 61%  1210%  133% 102.8%  -8.5% nfa  28% -30%  2.0%
Moldova 62%  57%  12%  10%  27% nfa  385% -8.0% 34%  142.2% 6.0%  2269%.  -10.6% nfa 7% 00%  0.0%
South Africa 8.5% 43% 4.4% 0.8% 3.5% 43%  808% -14.0%  175%  85.3% 6.2% 50%  60.7%  -18%  -35%  3.1% -57%  -47%
Egypt 14.4%  13.2% 7.6% 7.9% 9.3% 6.1%  886% -7.5%  465%  184.6% 4.7% 6.6%  57.2%  -4.2% nfa  43% n/a
Pakistan 10%  75% 3%  03%  7.0%  54%  866% -80%  ALS%  1247% 94%[108%  385% -25% 9% 57% nfa  nja
India 6.0% 4.0% 21% 0.1% 4.0% nfa  89.6% -131%  326%  190.8% 1.3% 28%  1917%  -0.9%  -10%  41% -61%  -23%
Indonesia 6.2% 4.4% 3.9% 2.9% 3.8% 20%  402%  -63%  154%  20L9% 9.0%  135%  1213%  -24%  -16%  L16% -2.0% n/a
Malaysia 2.8% 2.2% 1.4% 1.7% 1.8% 08%  668% -65%  125%  8.5% nfa”  nja 113.7%  18%  -31%  -14% 56%  02%
Philippines 14%  1a%[ 008 2% 2.0%  18%  S0.7%  -81%  12.0%  474.9% 2% 62% 7%  -15%[6H 4% 934  n/a
S. Korea 1.8% 0.9% 0.8% 0.1% 0.5% 13%  503% 3%  -19%  226.0% n/a n/a 17.5%  3.4% nfa 0.6% 00%  0.0%
Thailand 14%  10%  03% 0%  05% nfa  S34%  52%  21%  3160%  03%  09%  2382%  46%  25%  -03% -6.2% n/a
Brazil 78%  39%  44% 0%  20%  34%| 1021%) -168%  17.0%  208.4% 18%  23%  1423%  00%. -247%  46% -34%  16%
Chile 2.6% 03%  04%  -26% 05% 18%  352%  -87% 31%  99.0% nfa’  nfa 833%  -29%  -3.0%  31% -66% -13%
Mexico 5.6% 41% 2.5% 0.6% 4.0% 26%  656% -5.8%  157%  204.9%  140%  116%  1160%  -0.1%  23%  35% -83% -5.9%
Peru 38%  -13%  16%[00Sas%  03%  20%  393% -94%  81%  497.3% 10%  29%  2663%  03%  -69%  27% -102% -8.6%
Colombia n/a 2.0% n/a 0.1% 1.8% 27%  681%  -95%  12.7%  169.4% 9.6% 9.6%  147.7%  -3.9%  5.7%  16% -56%  -86%

Note: GDP 4g ma indicates GDP growth rate, moving average for the last four quarters; IP 6m ma indicates industrial production growth rate, moving average for the last six months.

Source: Bloomberg, IMF WEQ (October 2020), IMF International Investment Position, WB International Debt Statistics, IMF Assessing Reserve Adequacy DataMapper ICU.
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Table 2. Ukraine vs selected EM countries: Risk scorecard

FXRISK
COUNTRY Public Fiscal Bal D?bt Reserves Euro?onds Ext !)ebt Reserves REER to GDP P
Debt to service to| Average |to STD by| service to | service to | Average | to ARA CAB Average CPI Average
to GDP . 5Y av (4gma) | (6mma)
GDP Revenues RM Reserves | Revenues metric

Ukraine 3 4 2 3.0 3 2 3.0 3 4 4 3.7 2 4 3.5 3.3
Hungary 4 4 3.1 3.4 2 3 2 2.4 2 4 3.5 3.0
Poland 3 4 2.7 3 2 2 3 2.3 4 2 2.2 3.0
Romania 4 B 4 3 3.4 4 3.1 33
Israel 4 2 3.7 3.4 4 1.9 4 3 2.5 3.0
Turkey 4 2 2.2 2 3 3.0 3] 2.8 3.1
Russia 2 3 2 26 2 3 3 26 | 19 |
Kazakhstan 2 3 2 2.5 4 3 3.6 3.1
Armenia 3 3 2 2.7 2 3 1.9 4 1.9 3.0
Georgia 3 4 2 3.0 2 3.5 2 4 19 3.5
Moldova 2 4 2.3 2 2 1.7 3.8 3 3 g 3.0 2.6
South Africa 4 3 3 3 2.4 3 3 3.6 2 3.8 3.4
Egypt 4 4 2 2 1.6 4 2 2.6 3.4
Pakistan 4 4 2 3 2.9 4 2 3.7 3 1.8 3.5
India 4 4 2 5] 3 2.4 2 3.8 2.8
Indonesia 3 3 2.2 B] 3 2.2 2 4 3 3.1 4 1.9 2.4
Malaysia 3 3 2 2.7 3] 2 2 2 2.0 4 3.1 3.0
Philippines 3 4 2 3.0 2 2 1.6 8 4 2.7 2 2.6 2.5
S. Korea 3 3 2.4 3.4 2 2.5 3 3 2.2 2.7
Thailand 3 3 2.4 4 1.9 2.2

Brazil 3 2 2 2 17 2 4 3.5 2.6
Chile 2 4 2.3 3 3 4 2 3.1 2 4 3.5 3.2
Mexico 3 3 3 3.0 3 2.5 2 3 3 2.7 2 3.8 2.8
Peru 2 4 2 2.6 2 3 2 2.1 34 2.1
Colombia 3 4 2 3.0 3 2 1.9 2 4 2 2.8 34 2.7

Note: We assign a numerical score from 1 to 5 with higher numbers corresponding to greater vulnerability based on selected threshol ds. Then we calculate an aggregated risk
score for each country based on the weighted average of all available indicators. Weights are based on expert judgments regarding relative importance of factors and
categories of factors. For instance, macro risk indicators have lower weights compared with ones from other categories.

Source: Bloomberg, IMF WEO (October 2020), IMF International Investment Position, WB International Debt Statistics, IMF Assessing Reserve Adequacy DataMapper ICU.

Chart 2. Ukraine vs selected EM countries: Risk-reward ratio for 12m bonds
Ukraimian yield for 72m bonds provides good premium to the level justified by risk metrics
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Chart 3. Ukraine vs selected EM&FM countries: Risk-reward ratio for 5Y(10Y) bonds
Ukraimian yield for 5Y notes is relatively high compared with peers, but in line with risk indicators
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2. Macroeconomic developments

e Afterthelockdown-induced sharp decline in 2Q20, the Ukrainian economy swiftly wentinto recovery, exceeding
expectations of nearly all economic forecasters. We currently estimate a GDP decline of 4.2% in 2020, and
project a 5.6% rebound this year, which outperforms major peers.

e External accounts considerably benefit from COVID-19 crisis while deterioration in fiscal balances is moderate
and much smaller compared with peers

e In December 2020, headline inflation expectedly accelerated and hit the NBU target of 5%. We expect inflationary
pressure to intensify in the near term due to a surge of global energy and agri prices and a hike in the minimum
wage; however, inflation should remain not far from the upper bound of the 5%1% target range as the ongoing
food-price spike starts to unwind

Chart 4. Real GDP in 2020-21 (YoY, %) Chart5. CPI (eop) in 2020-21 (YoY, %)
FEconomic performarce of Ukraine exceeds most peers while lagging behind Ukrainian infiation remains close to 5% target avoiding defiation or infiation
selected Asian and African countries soaring as In selected peers
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Chart6. CAbalance in 2020-21 (% of GDP) Chart7. Fiscal balance in 2020-21 (% of GDP)
After surprising positively in 2020, current account balance is expected to While deteriorating due to the pandemic and infrastructure projects, fiscal
worsen the mast in 2021 while still remaining at a sustainable level stance in2020-21 is one of the most pruaent in EM universe
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Chart8. Real GDP
After sizable pandemic-induced 7all in2Q20, the economic activity almost
completely recovered in 2H20

Chart 9. Key economic indicators (YoY, %)
Trade and construction returned to positive YoY growth in mid-20 while
Inaustrial proaliction only did so at the end of the year
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Chart 10. Industrial production (YoY, %)
Industrial production benefits from favourable condiitions on global markets for
iron ore and steel as well as from robust domestic aemand
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Chart 11. Retail sales and real wages (YoY, %)
Retall sales came back to pre-pandemic trend in mid-20 amid fast recovery of
income ana switching expenditures o spending aomestically
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Chart12. CPI, Core CPI and targets (YoY, %)
Consumer infiation hit 5% target in December 2020 as monetary easing and
food and supply-siae factors fuelled price growth at the end of the year
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Chart 13. Inflation expectations (YoY, %)
While deteriorating slightly at the end of 2020 amid raising food and energy
prices, infation expectations remain relatively well anchored
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3. Public debt overview

Ukraine’s debt burden is relatively moderate. After four years of rapid decline, the debt-to-GDP ratio surged to
63% in 2020, reflecting a 4% fall of real GDP and UAH real depreciation amid high share of FX denominated debt
In recent years, the outstanding amount of UAH bonds grew sizably and reached US$30bn at the end of 2020.
Still, their share in public debt just barely exceeded 39% in January, indicating strong potential for future growth
and replacement of FX debt

Banks accumulated the major part of UAH bonds while the NBU continues its gradual quantitative squeezing as
the bonds in its portfolio are redeemed. The share of foreigners after their gradual exit in 2020 is moderate
compared with peers

Government has ambitious plans for borrowings via UAH bonds this year. We believe that these plans have a
high chance to be fulfilled if bond buying keeps the pace of January—February

Chart 14. Ukraine’s debt-to-GDP ratio, % Chart 15. Debt-to-GDP ratio, Ukraine and selected EM
countries, end of 2019 and 2020, %
Strong downward frend was reversed in 2020 amid pandemic effects while we AS aeleriorating debt metrics in 2020 were a common trend in all EMs, Ukraine
project the ratio to aecline as soon as tis year aves not look like an outlier
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Chart 16. Ukraine vs selected EM countries: Public debt and change in public debtin 2020 (% of GDP)
In 2020, an increase in aebt-to-GDP  ratio in Ukraine was relatively large due to real depreciation amid high FX debt share
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Chart 17. Debt structure by type (as of 1 January, 2021)

About a quarter of public debt comes from external market sources while
concessional financing from IFs is aoproximately of the same Size

Chart 18. Debt structure by currency (as of 1 January, 2021)

Less than 30% of Ukrainian public aebt is in national currency indicating the
potential for UAH bonds replacing the external aebt gradually

= Domestic bonds
IFls

= Eurobonds
Domestic guarantees
Extemal guarantees

u Other

Source: MFU, ICU.

Chart 19. UAH bonds: Volumes and share in overall debt
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Source: MFU, NBU, ICU.

In recent years, outstanding amount grew fast and reached US$30bn at the end of 2020. However, UAH bonds share inpublic debt only occasionally exceeds 35%

@S UAH-denominated bonds (UAHIN) (Ihs)

1,000 (UAHbR)
900

o

Share in tota debt (ths)

40%

10 Bh 12 13
Source: MFU, ICU.

(%)
35%

800
700 / 0%
600 25%
500 20%
400 -
30
0 10%
A BN I

0 0%

14 15 16 "7 18 19 00 21

Chart 20. UAH bonds portfolios (UAHbn) and 12M bills’ YTMs (%)
In2019-20, NBU's share declined from 57 to 38%, while banks increased their holdings 67 %. Foreigners are active players since 2019, when link with Clearstream is

established
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Chart 21. UAH bonds held by local banks

Local banks increased their portiolios of UAH almost by 70% since May 2020,
using liquidity sugport from the NBU

Special Note UAH bonds — attractive again
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Chart 22. UAH bonds held by the NBU
NBU s portiolio contracts gradually as the bonds are redeemed
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Chart 23. UAH bonds held by non-banks

In November-December 2020, non-banks increased their UAH bonds holdings
by 60%
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Chart 24. UAH bonds held by local individuals

Since December 2020, individuals express high interest in local bonds due to
attractive yields compared with deposits and improving trace infrastructure
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Chart 25. UAH bonds held by foreigners
Foreigners have been building yo UAH bonas holdings again, although their
portolios are stil below the peak in February 2020 by more than US$16n
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Chart 26. Share of local bonds held by foreigners
There is a potential for further increase of foreigners’ share as Ukraine lags behind
mary peers by this indicator
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Chart 27. UAH bonds structure by residual maturity, UAHbn Chart 28. Bond issues’ structure by maturity, UAHbn
Bonds with maturities longer than 7Y are not traded: paper is held by the NBU In 2020, the MoF was prone to issue short-term paper, but this year sugoly is more
and S0Bs focused on 1Y-2Y maturifies
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Source: NBU, ICU. Source: MFU, ICU.

Chart 29. UAH bonds: Principal repayments and new issues, UAHbn
We project that government will finance the fiscal aeficit with net issue of UAH bonas in the amount close to 2020 volume (UAH130bn); however, the net suoply of UAH bonds

should be more equally distributed in time
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4. NBU monetary policy

e Both the NBU and we see an increase of the key policy rate by 100bp to 7% this year. However, we expect that
the NBU will postpone the hikes amid inflows of foreign portfolio investments and corresponding UAH
appreciation

e We assess the current monetary policy stance as relatively dovish. Even though the key rate remained
unchanged since June 2020, the ex-post real rate has fallen to just 1% as the end of 2020. Meanwhile, ex-ante
real rate deflated by our 12M ahead CPI forecast hovers around zero since mid-2020

e Moreover, while the NBU continued its gradual quantitative squeezing as bonds from its portfolio are redeemed,
the additional supply of liquidity went to government accounts via banks, which substantially increased their
UAH bond portfolios by UAH166bn (+68%) since the start of 2020

e Investments in local bonds considerably boosted excessive liquidity of the banking sector (credit to NBU less
the debt to the NBU) that reached UAH250bn at its peak in 2020. Last six months excessive liquidity hovered
around UAH90bn keeping short-term interbank rates close to the floor of NBU interest rate corridor

Chart 30. Key policy rate in selected EM countries, %
While Ukraine remains a country with one of the highest key policy rates across the EM universe. . .
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Source: Bloomberg, ICU.

Chart 31. 12M change in key policy rate in selected EM countries, bps
.. aespite being one of the biggest rate cutters inlast 12M period

800

575
600
400

200

0 - = = m m g
%5 25 30 5 5 i1l I I I I I I
-200 =100 -115 ~425 -125 _q4q .

-200 -200

- =250 -250_ 975 _ogs =300
-600
-800 N S > g
D ¥ XS SRR GO R SR PP SN
PN S ® S % & \fﬁ\ O & F F FE &S o & @Y S
N ¢ @éQ@@’S & ¥ SO QQ@%@@& T

Source: Bloomberg, ICU.

11



23 February 2021

Chart 32. Key policy rate forecast

Special Note UAH bonds — attractive again

ey

We expect the NBU to delay an increase in the key policy rate until July as foreign inflows will cause UAH aooreciation and contain inflation pressure
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Chart 33. Key policy rate and inflation

MBU has kept the key policy rate unchanged despite the rise in inflation
factoring in the slump in the economy caused by the pandemic

Ar-21 Jn-21 Aug-21 0dt-21 Deg-21

Chart 34. Ex-post and ex-ante real rates

Monetary policy stance switched from very hawkish to moderately dovish as a
response 1o pandemic arag on economy and low infiation in mid-2020
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Chart 35. Selected banks’ assets and liabilities Chart 36. Banks exposure to the public sector
Lower rates made banks switch their liquidity from CDs to bonds Banks increased their holdings of government and government-related aebt
s (JAH boNds held by banks (cumulative change from start of 2020) )
Refinancing loans from NBU 600 kb = Government bonds m Other credit
s NBU' s CDs
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Source: NBU, ICU. Source: NBU, ICU.

Chart 37. UAH liquidity surplus (+) / deficit (-) in Ukrainian banking system
Structural liguidily surplus keeps the interbank O/ rates close to the lower bound of NBU's rate corridor
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Note: liquidity stance is determined as a difference between banks’ claims on the NBU (corresponding accounts at the NBU and holdin gs of NBU’s CDs) and debt to the NBU on
refinancing loans

Source: NBU, ICU

13



23 February 2021 Special Note UAH bonds — attractive again 1@&

5. UAH bond yield outlook

UAH yield curve steepened recently with long-term yields rising and short-term yields falling

NBU’s intention to keep rate at 6% and abundant liquidity are behind the falling yields at the front end of the
curve. These factors also play at the long end, but to a far lesser extent. Rising inflation expectations and
uncertainty around the IMF are more important issues at the long end

By end-2021, we see room for 1Y bond yields in Ukraine to slide to 11% and 2Y bond yields to stay close to the
current level of 11.7%

Table 3. Benchmark UAH government bonds

Outstanding Issued

Maturity Coupo‘y: rate. amount, amount (YTD), YTM, % cn::;Me”E s cnYaZMeYTbD s cr1Ya1—nM;2ths
UAHbn UAHbn 9¢€. bp 9¢€. bp 9¢. bp
19- May- 21 10.97 | 0.8 0.8
11-Aug-21 16.00 ] 9.7 05
05- Jan-22 1725 ] 10.9 5.1
03-Aug-22 16.06 ] 6.9 0.0
12-0ct- 22 1291 ] 9.4 0.0
23-Aug- 23 10.00 ] 10.4 0.0
22-Nov- 23 11.67 ] 11.0 0.0
22_May- 24 9.90 [ 4.4 53
26-Feb- 25 15.84 0.0
26- May- 27 o079 [l 5.2 2.4
Source: MFU, NBU, ICU.
Chart 38. Bonds rates in primary market (%) Chart 39. Primary and secondary YTMs (%)
Normal yield curve points out to expectations of rising short-term rates and Until recently, the MoF provided an addlitional premium at the primary market
addlitional premium for long maturity o meet high financing needas
Jan2019 Jan2020 = Jan2021 ® TyerPM) ®  Syears (PM)
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Source: NBU, ICU. Source: NBU, ICU.
Chart 40. Yields on 1Y bonds, secondary market (%) Chart 41. Yields on 2Y bonds, secondary market (%)
Yields are lower slightly to 71% by the end of 2021 Yields are expected to hover around current level of 11.7% through 2021
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. Prices for Ukraine’s key exports—metals, ores, and grains—will remain elevated compared with 2018-20,

despite likely decline towards the end of 2021

e While surging oil and gas prices and rebounding expenditures for transportation and travel abroad may result
in tripling the trade deficit, strong remittances will help keep C/A deficit below 2% of GDP in 2021

e Elevated export prices imply high upside risks for our C/A balance and FX forecasts

e Recovering capital inflows result in continuation of FX reserves growth to US$31bn

e UAH is likely to further strengthen to UAH27-27.5/USD by mid-2021 amid favourable terms of trade and
supportive seasonality, and end 2021 within UAH27.5-28/USD

Chart 42. il prices (US$/bbl)

Oil prices will continue to grow due to recovering global demand, high sugoly
discipline of OPEC+, slow recovery of non-OPEC prodliction

Chart 43. Natural gas prices in Europe (US$/tcm)
Gas prices are sugported by rising oil prices, recovering economies, lower
lnventories, and slower LNG supply growth
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Source: Bloomberg, Refinitiv, ICU.
Chart 44. Steel HRC price in Black Sea region (US$/t)

Steel prices should quickly darap from their current levels due 1o rising ex-China
Steel ouput and lower iron ore prices, but on average will be higher YoV in 2021
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Source: Bloomberg, Refinitiv, ICU.

Chart 45. Benchmark iron ore prices (US$/)
Although iron ore prices may arap 45% by YE2T due to strong seaborne supplies
and slowing China demand, on average they will gain 14% YoY in 2021
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Source: Bloomberg, Refinitiv, ICU.

Chart 46. Corn prices (US$/t)
Corn prices should remain elevated in 2021, supported by higher ail prices, China
demana, and lower 2020121 production affected by droughts
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Chart 47. Wheat prices (US$/)
Wheat prices should moderately decline due to high stocks and ample suoply;
however, they are poised for an average 10% YoY growth in 20271
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Chart 48. Exports (US$bn)

While volumes of steel products, transportation, and travel services were most
affected and drove exports aown 5% in 2020, they should aiso hejp exports to
recover the same 5% in 2021, aided by favourable steel, ore, and grain prices

Chart49. Imports (US$bn)

Mostly due 1o crisis-hit oil and gas prices, foreign travels and transportation
services, and deteriorated demarnd for investment goods, imports 1ell 18% in
2020. Fast recovery of the same drivers should help imports to grow 15% in 2027
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Chart 50. Trade balance (US$bn) and commodity prices (2019=100)

Historically strong drivers of import costs, oil and gas prices will catch yo with
grains and metals in growth in 2021, hence, the trace deficit will quickly

expand
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Chart51. Currentaccount (US$hn, % of GDP)
Despite more than trijpling trade deficit, the current account deficit should still
be a maderate 1.2% of GDP, as private remitiances should remain strong
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Chart 52. Ukraine’s trade balance vs selected EM countries (% of
GDP)

Highly dependent on energy imports, Ukraine should be among EM countries
which will see the fastest expansion of their trade daeficit in 2021

2015 2016 2017 2018 2019 2020  2021F
Source: NBU, ICU

Chart53. Ukraine’s G/A balance vs selected EM countries (%
of GDP)

Slgnificant migrant labour force and their cash remifiances home make
Ukraine's 2021 current account deficit one of the lowest among EMs
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Chart 54. Capital flows (US$ bn)
While private sector showed a net capital outfow in 2020, the situation should
reverse in 20271

Special Note UAH bonds — attractive again

Chart55. Capital flows of private sector (US$ bn)
In 2021, capital fight from the private sector should face out while FDI will
recover, albeit still 40% below pre-pandemic levels
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Source: NBU, ICU.

Chart 56. Changes in Reserves (US$ bn)
We expect IMF financing will help Ukraine to continue accumulating FX reserves
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Chart 57. FDI in Ukraine vs selected EM countries (% of GDP)
Ukraine's FDI recovery in 2021 is expected to be one of the strongest in EMs
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Chart 58. Reserves (US$ bn) and the ratio to IMF ARA metric (%)

Reserves reached 100% of IMF ARA metric in 2020

2020 = 2021
5 (%)

0

N Q . 3 «® 0 Q>
S P o %&YL‘\@ of & mfz}l‘\%\ﬂ&\ e
N

Source: NBU, ICU

Chart59. Reserves in Ukrainevs selected EM countries (% to IMF
ARA metric)

Ukraine ouperforms peers like Turkey and Egypt
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Chart 60. UAH/USD forecast
UAH Is likely to further strengthen to UAH27-27.54/SD by mid-2021 and then
end 2027 within UAH27.5-28USD

Chart 61. UAH/USD and NBU FX interventions
The NBU will stick o floating exchange rate regime, but smoothening role of
FX interventions may be enhanced
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Chart62. Price levels and GDP per capita relative to the US

UAH looks strongly undervaluea, even accourting Tor the gap in productivity
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Chart63. Average C/A and trade balance (US$ m) and change
of UAH/USD (%, YTD) by months in 2016—20
UAH tends 1o appreciate sizeably amid seasonal improvement of trace in 2Q
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Chart 64. Devaluation expectations in Ukraine
Devaluation expectations Started improving since November
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Chart 65. EoP change in FX rates of selected EM countries (%)
Ukraine's slowaown of local currency aepreciation on 2021 should be among
the sharpest in EM
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Historical data for 2010-19

Forecast by ICU

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020E 2021F
Activity
Real GDP (%, YoY) 42 B 0.2 0.0) (6.6) 9.8) 24 25 34 3.2 (4.2) 5.6
Nominal GDP (UAHbn) 1079 1300 1405 1465 1,587 1989 2385 2984 3561 3975 4032 4596
Nominal GDP (US$hn) 136 163 174 180 133 90 93 112 131 155 149 167
Unemployment (%) 8.2 8.0 76 7.3 9.3 9.1 9.3 95 8.8 8.2 10.0 9.5
Inflation
Headline inflation (%, YoY, €.0.p) 9.1 4.6 0.2) 0.5 249 43.3 124 137 9.8 4.1 5.0 6.0
Headline inflation (%, YoY, avg,) 94 8.0 0.6 0.3) 12.1 48.7 139 144 10.9 79 2.7 6.4
GDP deflator (%, YoY) 135 142 7.8 43 159 389 171 221 154 8.1 5.9 8.0
Exchange rates
UAHASD (e.0.p.) 794 8.04 8.05 824 1582 2403 2730 2810 2772 2381 2832 28.00
UAHUSD (avg) 795 7.98 8.08 815 1201 2195 2555 2661 2719 2580 2697 27.52
External balance
Current account balance (US$bn) 3.0 (102 (14.3) (16.5) 4.6) 5.0 1.9 (3.5) 6.5) @.1) 6.6 (2.0
Current account balance (% of GDP) 2.2) 6.3) (8.3) 9.2) (3.5) 56 2.0) (3.1) 4.9 2.7) 44 (1.2
Trade balance (US$bn) @.7) 1.7 08 0.5 0.7) 0.6) 0.4) (1.0) 0.1 (12.5) 1.7) (7.5)
Trade balance (% of GDP) (2.0) 1.0 04 0.3 (0.6) 0.7) 0.5) 0.9) 0.1 @8.1) (1.1) (4.6)
Exports (US$bn) 0.6) 03) 0.3) 0.6 03) 03 0.2 0.0 0.0) 63.6 60.6 63.9
Imports (US$bn) 112 9.1 10.3 123 8.0) (3.5) 3.0) 25 52 76.1 62.3 71.4
Capital flows (F/A) (US$bn) 79 7.7 10.1 18.6 9.1) (4.6) 31 6.1 9.3 10.1 (4.6) 4.9
FDI (US$bn) 5.8 7.0 7.2 4.1 0.3 0.4) 38 37 45 5.2 0.4) 3.0
FDI (% of GDP) 42 43 41 2.3 0.2 (0.5) 41 83 34 34 0.3) 1.9
Reserves (US$bn) 346 318 245 204 75 13.3 155 18.8 20.8 253 29.1 311
Reserves % of ARA metric 82 67 48 52 24 46 56 65 72 86.7 1012 107.9
Interest rates
NBU’s key policy rate (%, e.0.p.) 7.75 7.75 7.50 650 1400 2200 1400 1450 1800 1350 6.00 7.00
Fiscal balance
Budget balance (% of GDP) (5.9) (1.8) 3.8) 4.4 (5.0) (2.3) 2.9) (1.5) (2.4) @2.1) (5.3) (4.5)
Public debt (% of GDP) 40.1 364 36.7 399 69.4 79.0 80.9 718 60.9 50.6 63.3 56.9
Wages
Average nominal wage (UAH) 2,247 2,639 3,032 3,274 3475 4207 5187 7105 8867 10504 11597 13,999
Real wage (%, YoY) 7.6 8.8 143 8.2 (6.2) (18.5) 7.8 19.7 126 99 74 13.5

Source: Ukrstat, NBU, MoF, ICU.
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