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the hryvniawill be supported, and it can appreciate toward UAH27.5/US$.

FX market indicators (23 April 2021)
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Industry growing again
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In March, industrial production grew by 2.1% Yo' after weak performance EURLSD 12097

in the first 2M21. In addition, the growth of retail trade accelerated DXY 90.859
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tightening of quarantine restrictions, economic activity intensified Notes: 1] UAH trade-weighted index.
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Chart 1. Local-currency bonds
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Interest rates for local-currency debtincrease

Last week, at thefirstauction after the NBU hiked the key policyrate to 7.5% the MoF agreed
to increaseinterestrates for UAH-denominated bonds. Tomorrow, interestrates will rise for
maturities that were notoffered last Tuesday.

Generally, the hike in interest rates was small, just 20-40bp, except the three-month hills,
where the rate was up 73bp. But for the latter, there are quite clear reasons for such an
increase. Two weeks earlier, three-month bills were sold at 7.77%, which was at a 127bp
premium to the key policy rate and rate for seven-day CDs. Therefore, after the NBU hiked
the key rate to 7.5%, rates for three-month bills were up to 8.5%, giving banks a premium of
just 100bp. More details about lastweek's auction in our review.

However, the amount of borrowings rose, partially due to foreigner’s slower pace in selling
bonds. In total last week, they sold UAHO0.96bn of local-currency bills, or almostthree times
less than a week before. There has been very important improvement in market senti ment
after therisk of escalating hostilities in the east of Ukraine declined, with immediate increase
in Eurobonds’and VRIs’ prices.

ICU view: Large debt redemption of UAH11bn is scheduled for this week, and demand
is unlikely to be enough to refinance it in full. Therefore, we assume that investors'
portfolios will decline slightly. However, partial refinancing will not cause problems for
the MoF, as last week, the NBU transferred UAH24bn of its profit from 2020 to the state
budget, and the MoF will have enough funds for these debt repayments.

At the same time, we expect to see further increases in rates at the primary bond
market, especially for maturities that were not offered last week, e.g. half year, two and
three-year papers, where interest rates should move up to smoothen the yield curve.
The largest increase likely will be for the half-year paper, at least by 50bp to 9%, which
will give banks less premium to the key policy rate than before. Two and three-year
paper rates should rise by about 30bp.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonds as calculated by NBU versus
proceeds (in billions) and yields-to-maturity (%) placements via primary market auctions
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Chart 2. FX-denominated bonds

Three-year history of domestic government bond placements at primary market:
proceeds (in billions) and yields-to-maturity (%)
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Fair value of domestic government bonds as calculated by NBU versus
placements via primary market auctions
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Liquidity above UAH200bn

The total amount of banking-sector liquidity is still fluctuating above UAH200bn with low
impactfromnon-monetary operations. This week, fluctuation can be larger due to month -end
tax payments and VAT refunds.

Last week, the Treasury caused outflow from liquidity at UAH3.7bn while banks exchanged
in cash justUAH2.5bn. NBU's impactwas low; it did notintervenein the FX market and new
loans to banks were insignificant UAH204m.

ICU view: Most month-end tax payments and VAT refunds will take place this week.
They can be not matched and, therefore, will cause additional liquidity fluctuations.
However, in total, liquidity will stay above UAH200bn.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Chart 3. Banks reserves usages over last week(UAHm)
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Chart 4. Banks reserves usages over last 90-day period (UAHm)
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Notes: [1] data from the NBU's daily reporting https:/bank.gov.ua/control/uk/publish/article?art id=38643651&cat_id=40807142 ;
* operations repo, purchase and sale of government bonds, FX market interventions, stabilisation loans, FX swap agreements; ** DIF — deposit insurance fund;
*** interest payments on NBU's loans and on NBU's certificates of deposit, other operations. Source: NBU, ICU.

Foreign exchange market

FX market is self-balanced

For the third consecutive week, the FX market was self-balanced, while the NBU allowed
wide fluctuations in the exchangerate. Nonetheless, the hryvnia appreciated a bit last week.
With month-end tax payments this week and foreigners slower to withdraw funds fromlocal-
currency debt, the hryvniawill be supported, and itcan appreciate toward UAH27.5/US$.

Better news from eastern Ukraine came last Thursday, which changed market sentiment
immediately, increasing prices of Ukrainian Eurobonds and VRI's. In the local market,
foreigners slowed the pace of funds withdrawal (see comment above). With lower demand
for hard currency, the hryvniaappreciated by 0.3% to UAH27.92/US$.

ICU view: Lower demand for hard currency, requirements for local-currency liquidity
formonth-end tax payments and for other expenses prior to the long period of holidays
in May, will give additional support to the hryvnia. Therefore, we anticipate that the
hryvnia will continue to appreciate slightly towards UAH27.5/US$.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Chart 5. FX market indicators, 3-year history
Ukraine hryvria UAH exchange rate per US dollar at the interbank market and NBU interventions (weekly datg)
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Industry growing again

In March, industrial production grew by 2.1% YoY after weak performancein the first 2M21.
In addition, the growth of retail trade accelerated noticeably to 13.1% YoY. So, as we
expected earlier, despite the tightening of quarantine restrictions, economic activity
intensified significantly in March. As a result, we assesstherate ofdeclinein GDPto remain
at about 0.5% YoY in 1Q21, and we expectdouble-digiteconomic growth in 2Q21.

In March, industrial production returned to YoY growth, while the seasonally adjusted
indicator increased by 2.4% MoM and returned to the level of November—December. High
prices and demand on global markets stimulated iron ore mining (+3.2% YoY) and
metallurgical production (+5.2% YoY), output of the machine-building industry increased
(+7.6% YoY) thanks to stable domestic demand, and energy production accelerated to 7.3%
YoY. At the same time, as in previous months, dueto poor harvests ofthe previous year, the
food industry continued to decline (by 6.2% YoY in March).

In total for 1Q21, industrial production decreased by 1% QoQ SA and by 2% YoY, the most
inthe processingindustry by 3.3% YoY.

In 1Q21, retail sales increased by 7.5% YoY compared with 13.6% YoY in 4Q20, but
decreased by 2.3% QoQ SA. The decline occurred in the first months of the year, but by
March, retail trade rebounded considerably, despite the deterioration with the COVID-19
pandemic and the introduction of additional quarantine restrictions. Thishappened againsta
continuing highrate ofincome growth, while consumer sentimentremained quite depressed.

ICU view: March performance for industry and retail sales were consistent with our
expectations based on leading indicators and confirmed the insignificantimpact of the
new quarantine restrictions on economic activity. Factors such as logistical
complications due to weather conditions, the impact of poor harvests of the previous
year, and the effect of an "extra" day in leap-year 2020, played a key role in slowing
economic activity at the beginning of the year.

As aresult, according to our estimates, in 1Q21, GDP decreased by 0.5% YoY and by
0.6% Qo0Q SA. In 2Q21, despite the ongoing surge in Covid-19 cases and the
introduction of new quarantine restrictions at the regional level, we expect
consequential economic growth to resume and double-digit growth rates on an annual
basis. This will befacilitated by the further recovery of the global economy dueto rapid
vaccination rollout and the resilience of domestic demand. Meanwhile, geopolitical
tensions with Russia, a slow pace of vaccination within the country, and the spread of
new strains of coronavirus pose downside risks.

Sergiy Nikolaychuk, Kyiv, (044) 377-7040 ext.721
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Chart 6. Industrial output, % YoY Chart 7. Retail sales and real wages (% YoY), and consumer
sentiment
e T(td] em— \lining 0f Metd OreS e |Metallurgy e Engineering mmmmm Consumer Conficence Index (RHS) emmm Retai] Sales emm— Real wages
25% 20% 160
20%
15% 15% 140
10% 10% 120
5%
0% 5% 100
o 0% — - 80
-10%
-15% -5% 60
-20%
-25% -10% 40
-30% -15% 20
-35%
-40% -20% 0
Jan-19 Apr-19 Ju-19 Oct-19 Jan-20 Apr-20 Ju-20 Oct-20 Jan-21 Jan-18  Ju-18  Jan-19  JuU-19  Jan-20  Ju-20  Jan-21
Source: UkrStat, ICU. Source: UkrStat, Info Sapience, ICU.



26 April 2021 Weekly Insight Industry growing again

This page is intentionally left blank



11th floor, LEONARDO Business Centre
19-21 Bogdan Khmelnytsky Street
Kyiv, 01030 Ukraine

Phone/Fax +38 044 3777040 WEB www.icu.ua [l > |

RESEARCH

Sergiy Nikolaychuk Alexander Martynenko

Head of macro research Head of corporate research
sergiy.nikolaychuk@icu.ua alexander.martynenko@icu.ua
Taras Kotovych Mykhaylo Demkiv
Seniorfinancial analyst (Sovereign debt) Financial analyst (Banks)
taras.kotovych@icu.ua mykhaylo.demkiv@icu.ua

Dmitriy Dyachenko

Juniorfinancial analyst
dmitriy.dyachenko@icu.ua

Investment Capital Ukraine LLCis regulated by Securities and Stock Market State Commission of Ukraine (license numbers: dealer
activity AE 263019, broker activity AE 263018, underwriting activity AE 263020 dated 11 April 2013).

DISCLAIMER

This research publication has been prepared by Investment Capital Ukraine LLC solely forinformation purposes forits clients. It does not
constitute an investment advice or an offer or solicitation for the purchase of sale of any financial instrument. While reasonable care has been
taken to ensure thatthe information contained herein is not untrue or misleading at the time of publication, Investment Capital Ukraine makes
no representationthat it is accurate or complete. The information contained herein is subject to change without notice. Copyright and database
rights protection exists in this report and it may not be reproduced, distributed or published by any person for
any purpose without the prior express consentof Investment Capital Ukraine LLC. Allrights are reserved. Any
investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may
be illiquid and may not be suitable for all investors. The value of, or income from, any investments referred to
herein may fluctuate and/or be affected by changes in exchange rates. Past performance is not indicative of
future results. Investors should make their own investigations and investment decisions without relying on this
report. Only investors with sufficient knowledge and experiencein financial matters to evaluate the merits and
risks should consider an investmentin any issuer or market discussed herein and other persons should not
take any action on the basis of this report.

Additional information is available upon request.


http://www.icu.ua/
https://www.facebook.com/pages/ICU/148699395242028
https://www.youtube.com/channel/UC5iIHoHO9jOg903zplrCEkQ
https://twitter.com/ICU_UA
https://twitter.com/AlexsVMartyn
https://twitter.com/TKotovych
https://twitter.com/demkiv_m

