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The hryvnia appreciates to a new high

Domestic liquidity and bonds market

Ukraine continues to borrow actively

Last week, the country received almost UAH6.7bn fromthe placement of
T-bills, and NPC Ukrenergo placed its debut US$825mn Eurobond offer
under a guarantee by the state of Ukraine.

Foreign exchange market

The hryvnia appreciates to a new high

At the end of last week, the hryvniaexchange rate strengthenedto anew
high in thelast 19 months due to positive news and alarge supply of hard
currency in the market. This week, the strengthening will continue, and
NBU interventions may notkeep the exchange rate above UAH26/US$.

READ FIRST THE DISCLOSURES SECTION (ONLAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION

Banks’ reserves market
(5 November 2021)

Last Weekly YoY
chg (%) chg (%)

NBU rate (%) 850  -+0bp R
ON rate (%) 7.70 +9bp  +187hp
ON $ swap (%) N/A

Reserves (UAHM)? 46,045 -887 +0.58
CDs (UAHM)® 163,559 -454  +3060
Notes: [1] NBU’s key policy rate; [2] stock of banks’ reserves

held at NBU; [3] stock of NBU’s certificates of deposit.
Source: NBU, Bloomberg, ICU.

Breakdown of govt bond holders (UAHm)
(5 November 2021)

Last Weekly YoY
chg (%) chg (%)

NBU 312,606 +0.00 -3.69
Banks 494,774 +9.72
Residents 52,010 +60.05
Individuals 22,57 +169.81
Foreigners' 94,464 +21.65

Total 976,424 +9.22
Notes: [1] non-residents
Source: NBU, ICU.

FX market indicators (5 November 2021)

Last Weekly YoY
chg (%) chg (%)

USDUAH 26.0949
EURUSD 1.1567
DXY 94.320
UAH TWI' 130.644
Notes: [1] UAH trade-weighted index.
Source: Bloomberg, ICU.

Gov’t bond quotes’ (8 November 2021)

Maturity Bid Ask
6m 11.00 10.00
12m 12.00 11.50
2y 13.00 12.00
3y 13.50 1250
12m ($) 450 3.00
2y ($) 5.00 325

Notes: [1] Actual quotes you can see at www.icu.ua.
Source: ICU.
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Chart 1. Local-currency bonds
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Ukraine continuesto borrow actively

Last week, the country received almost UAH6.7bn from the placement of T-bills, and NPC
Ukrenergo placed its debut US$825mn Eurobond offer under a guarantee by the state of
Ukraine.

The budgetreceived almost UAH6.7bn from the bills’ placement, which was only UAH140m
less than from UAH-denominated bonds a week earlier. However, the cost of borrowing
increased, especially for semi-annual securities where the yield rose to 10.5% or by 80bp
(see details in the auction review). Having no repayments in the first two weeks of November,
these proceeds were a pretty good resultand replenished budgetaccounts.

At the same time, NPC Ukrenergo entered the market with a state guarantee and placed
US$825mn of Green and Sustainability-linked five-year Eurobonds at a rate of 6.875%.
Compared with sovereign Eurobonds, the spread was approximately 875bp. With a credit
rating in a line with the government’s paper, new Eurobonds have become attractive for
investors, and they were almost three times oversubscribed. Settlement on the bonds is
scheduled for 9 November. Theinflow of hard currencyintothe country is currently expected.
Preferably, most of the funds from the issue will be used to repay the debt to the state
enterprise "Guaranteed Buyer".

ICU view: Although the issuer of Eurobonds and the borrower is notthe government,
the inflow of hard currency into the country is certainly a positive result. As well, will
be the repayment of debt to the State Enterprise "Guaranteed Buyer" and to the
producers of "green" electricity for which most of the funds will be used.

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
proceeads (in billions) and yields-to-maturity (%) placements via primary market auctions
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Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.
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Chart 2. FX-denominated bonds
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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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Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.

The hryvnia appreciatesto anew high

At the end oflast week, the hryvniaexchangerate strengthened to anewhigh in thelast 19
months due to positive news and a large supply ofhard currency in the market. This week,
the strengthening will continue, and NBU interventions may not keep the exchange rate
above UAH26/US$.

Last week began with very low activity in the FX market and only minimal interventions by
the NBU on Tuesday and Wednesday when it bought hard currency for US$5m each day.
But after the placement of NPC Ukrenergo Eurobondson Wednesday, on Thursday, the hard
currency supply increased and caused the hryvnia to appreciate to UAH26.17/US$ despite
the NBU's buying about US$145m thatday. In total NBU purchased last week US$315m from
the market. Itis very likely thatthe company began sellingits hard currency reserves before
receiving funds fromtheissuance of Eurobonds to gradually accumulate resources to repay
its debt to the SE "Guaranteed Buyer".

The volume of hard currency sales by bank customers exceeded demand by more than
US$100m, probably supply was from both NPC Ukrenergo and other sellers who reacted to
the appreciationand decided to sell hard currency now.

Therefore, lastweek, the hryvniaexchange rate strengthened by 0.7% to UAH26.1/US$, and
from the beginning ofthe year by 7.9%.

ICU view: This is a new record level of the hryvnia exchange rate over the past 19
months or since the beginning of the COVID-19 pandemic. In our opinion, the
strengthening will continue. We expect that most of the funds from the Eurobond issue
can be sold this week. This will match the preparation for payment of quarterly taxes,
so thesupply of hard currency can belarge and even lead to a short-lived appreciation
of the hryvnia to less than UAH26/US$. Exceeding this level can bring buyers of hard
currency into the market, so the exchange rate may not stay at a level of less than
UAH26/US$ for long.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 3. FX market indicators, 3-year history
Ukraine hryviia UAH exchange rate per US dollar at the interbank market and NBU interventions (weekly data)

(e Purchase  @EEEED Sale = USD/UAH exchange rate (rhs)
20 sson)
15

1.0

05

0.0 h

?: A

-15
Oct-18 Jan-19 Apr-19 Ju-19 Oct-19 Jan-20 Apr-20 Ju-20 Oct-20

Source: NBU, Bloomberg, ICU.

Jan-21

Apr-21

Ju-21

(USDAUAH)

Oct-21

29

28

27

26

25

24

23

22



8 November 2021 Weekly Insight The hryvnia appreciates to a new high

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

Vitaliy Vavryshchuk Alexander Martynenko

Head of macro research Head of corporate research
vitaliy.vavryshchuk@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, CFA
Financial 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 E
investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may o
be iliquid and may not be suitable forall 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 experience in 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.



http://www.icu.ua/
mailto:dmitriy.dyachenko@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

Additional information is available upon request.



