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Bond Market Insight
Raising rates postponed

Yesterday’s auction was the first since the NBU raised the key policy rate. In
response, the Ministry of Finance raised rates only on the 13-month bhills. The cut-off
rates did notchange on the other bonds offered yesterday. Under these conditions, a
total of UAH3.1bn was borrowed for the budget, including proceeds from USD-
denominated bills.

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

ISIN Coupon Pay-  Maturity Qtyof  Price Pro- Volume® YTme Out-
rate (%) ment bonds (UAH) ceeds’ (UAHm) (%) standing

freq' sold (UAHm) (m)*

UA4000219778 11.15 SA 26-Aug-22 877,520 1,046.35 91820 877.52 1149 87752
UA4000216774 11.10 SA 23-Nov-22 291,366 101647 296.16 291.37 1165 9,691.95
UA4000213227 10.95 SA 1-Nov-23 70,393 1,002.82 70.59 70.39 1249 414050
UA4000219208 12.30 SA 3-Jul-24 12,547 1,007.62 12.64 12.55 1268  867.25
UA4000207518  9.79 SA  26-May-27 78,452 89529 70.24 78.45 13.19 7,096.93
Total UAH 1,330,278 1,367.83 1,330.28 2267414
UA4000218812  0.00 @Mty 23-Jun-22 67,359 967.73 1,758.29 1,816.92 3.69 6,768.29
Total USD 67,359 1,758.29 1,816.92 6,768.29

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 26.97USD,
32.13/EUR; [3] vields on coupon-bearing bonds are effective yields to maturity. Sources: Ministry of Finance of Ukraine,
Bloomberg, ICU.

For the third time this month, the Ministry of Finance did not offer bonds with maturities
of less than one year. The shortest maturity yesterday was 13-month paper with a
semi-annual coupon. This issue attracted the greatest demand, although the amount
was restrained at less than a billion hryvnias. Total demand for UAH-denominated
bonds was slightly above UAH1.4bn. In fact, the Ministry of Finance increased interest
rates only for the 13-month paper. Both the cut-off and the weighted-average rates
were up by 16 bpsto 11.15%.

The remaining instruments did not receive much demand, although the weighted
average rate on the three-year securities fell by 3 bps up to 12.27%.

The placement of USD-denominated bills was as usual. Eleven-month USD-
denominated paper was sold at US$67m par value with US$65m of budget proceeds.

In general, the auction wasn’t active, and although the number of bids in total was
more than a hundred, the volume of demand was insignificant. It seems that those
market participants who wanted to buy bonds directly from the Ministry of Finance
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USD-denominated domestic gov't bonds:
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B Auction on 20-Jul-21
3L (%)
2.8

B Previous auction on 15-Jun-21

26
)|

2.4

22
Duration (years)

20 r T r "
0.0 05 1.0 15

Source: Ministry of Finance of Ukraine, ICU.



28 July 2021

1
Bond MarketInsight Raising rates postponed l Cll

took partin the auction. Others likely are waiting to see how the Ministry responds to the
performance of budgetfinancing and its readiness to further increase interest rates and offer
shorter maturities, e.g. three and six months.

So far, the primary bond market has barely reacted to the changein the key policy rate, so
demand is unlikely to be high inthe near future. Borrowings may increase in FX-denominated
bills, as the MoF has to redeem US$350m of bills this week and some of these funds may
return to boost demand in the near future. Although the offering of FX-denominated bills is
scheduled forthe end of August, it may occur earlier.
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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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