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Demand for military bills is narrowing

Borrowing at the primary auction increased almost four times yesterday, but remains
small. Demand is very small to allow for an increase borrowing even with increased
rates.

After the MoF rejected most of last week’s demand because it did not want to increase
interest rates, yesterday's demand narrowed further with only two small bids requiring
a rate hike.

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

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

freq' sold (UAHm) (m)*

UA4000225940  0.00 @Mty 11-Jan-23 217,234  956.00 207.68 217.23 12.00 6,562.21
UA4000226195  0.00 @Mty ~ 5-Jul-23 53,290 892.20 47.55 53.29 14.00 2,309.42
UA4000226260 16.00 SA 27-Sep-23 21,703 1,064.13 23.09 21.70 16.69 6,510.14
Total UAH 292,227 278.32  292.23 15,381.76

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

Demand was concentrated in five-month bills. There were 19 bids for this paper. Only
one of them for UAH1m (US$0.03m) was at a rate of 18%, while the remaining 18
bids for UAH217m (US$6m) were satisfied at a rate of 12%. Similarly, there were 20
bidders for 13-month paper looking to purchase UAH27m (US$0.7m). Only one of
them required a rate increase to 24% for UAH5m (US$0.1m) of bonds at face value,
so this bid was also rejected.

For 11-months bills, all demand was unanimous with rates of 14%, so all seven bids
for UAH53m (US$1.5m) were satisfied.

In general, there is still demand for military government bonds, but it has decreased.
Likely, the buyers are banks and traders who work with individuals and make
government military bills available for their clients. But at this level of interest rates,
the shape of potential investors narrowed, which led to less demand at the primary
auction to meet the needs of this small group of potential investors. The rest of the
market players prefer the secondary market with ordinary bonds and expect changes
in the conditions at the primary auctions before they will take part.

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

UAH-denominated domestic gov't bonds:
yield curve in past two auctions
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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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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 (%)
USD-aenominated domestic government bonds
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Chart 2. Future repayments on domestic government bonds (in billions of currency)
USD-aenominated domestic government bonds
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Chart 3. Fair value of domestic government bonds as calculated by NBU versus placements via primary market auctions
UAH-denominated domestic government bonas USD- and EUR-aenominated domestic government bonas
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