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Key rate: kept unchanged yet cut

Ukrainian bond market

Foreigners buy UAH bonds after a long pause
After a six-week break, last week, foreign investors restarted buying
bonds.

Eurobond prices keep declining
Cautious global sentiment remains the key factor determining the price
for Ukrainian Eurobonds.

Foreign exchange market

Hryvnia cash rate weakens marginally
After two months of strengthening, the hryvnia cash exchange rate edged
down last week.

Economics

Key rate: kept unchanged yet cut
NBU has kept the key rate at 25%, but simultaneously changed the
monetary policy design by cutting the overnight CD rate to 20% from 23%.

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

Banks’ reserves market
(17 March 2023)

Last Weekly YoY
chg (%) chg (%)

1
NBU rate (%) 25.00 Y +1,5000p

ON rate (%) 9.76 +0bp +0bp
Reserves (UAHM)? EGhaE 2421 +220.95
CDs (UAHM)® KIGkyed 966 | +160.94

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)
(17 March 2023)

Last Weekly YoY
chg (%) chg (%)

NBU 696,970 +0.00 +111.14
Banks 532,169 +0.51
Residents 111,052 +40.46
Individuals 34,234 +35.65
Itoreigners1 56,234 -24.98

Total 1,433,769 +38.02
Source: NBU, ICU.

FX market indicators (17 March 2023)

Last Weekly YoY
chg (%) chg (%)

USD/UAH 36.9237
EUR/USD 1.0670
DXY 103.708
UAH TWI' 111.747

Notes: [1] UAH trade-weighted index.
Source: Bloomberg, ICU.

Market gov’t bond quotes’

(20 March 2023)

Maturity Bid Ask
6m 22.00 17.00
12m 23.00 18.00
2y 25.00 21.00
3y 26.00 22.00
12m ($) 6.00 4.50
2y (9) N/A N/A
Source: ICU.
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Foreigners buy UAH bonds after a long pause

After a six-week break, last week, foreign investors restarted buying bonds.

On the primary market, the Ministry of Finance attracted only UAH2.7bn (US$75m) to the
budget, and most of it via "reserve" bonds (see details in the auction review). Thus, the total
amount of bonds banks can use to cover part of required reserves increased to UAH87bn
(US$2.4bn). Ordinary and military bills are in litle demand, bringing only UAH71m (US$1.9m)
to the budget last week.

Trading activity on the secondary market decreased again. In total, 6,054 deals worth
UAH4bn (US$108m) were concluded in one week. Traditionally, bills maturing in February
2025 have been the most active, but this week, notes maturing on May 24, 2023 also traded
actively. Volumes were UAH1.1bn (US$31m) and UAH1.6bn (US$44m), respectively, or 28%
and 41% of the total for the past week.

All groups of investors increased portfolios of UAH government bonds, with banks and
foreigners growing their holdings by UAH1.5bn (US$40m) and UAH0.5bn (US$15m),
respectively.

ICU view: Banks did not use in full the available limit of "reserve” government bonds
and reduced their purchases. According to our calculations, banks can invest another
UAH20bn (US$547m) in "reserve” bonds. Still, they are in no hurry due to the long
tenor of these securities.

During last week’s press conference about the new key rate, the governor of the NBU
abstained from answering a question whether foreign investors will be able to
repatriate funds from redemptions of bonds after April 1. He said that the NBU plans
to make an appropriate decision this week. Some market participants took this as a
confirmation that the NBU's plan to allow the repatriation of funds from April remains
unchanged. Therefore, on the same day, foreigners increased their portfolios by
UAHO0.6bn (US$17m). Bonds maturing in May of this year were actively traded this day.
If the NBU confirms the possibility of repatriating the funds, trading activity on the
secondary market is likely to surge.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 1. Local-currency 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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Source: MFU, ICU.

Chart 2. FX-denominated bonds

Three-year history of domestic government bond placements at primary market:
proceeads (in billions) and yielas-to-maturity (%)
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Source: NBU, MFU, ICU.

Fair value of domestic government bonds as calculated by NBU versus
placements via primary market auctions
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Eurobond prices keep declining

Cautious global sentiment remains the key factor determining the price for Ukrainian
Eurobonds.

Over the past week, Ukrainian Eurobonds fell in price by 1-2% and traded mainly in the range
of 17-23 cents. VRIs fell in price to less than 27 cents per dollar of notional value.

ICU view: Turbulence in the US and Swiss banking sectors prompted investors to
further reallocate investments to safe-haven assets, pushing up US treasuries and
German bunds prices. Accordingly, interest in EM bonds, including Ukraine paper,
weakened.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 3. Ukrainian Eurobonds prices

Prices of USD-denominated Furobonads as of last Frigay, prior the russian
Invasion and a week before
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Historical data since February, 2022
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Hryvnia cash rate weakens marginally

After two months of strengthening, the hryvnia cash exchange rate edged down last week.

Over the past week, the

hryvnia cash rate at leading retail banks weakened for the first time

since January, but only by 0.2%, to UAH37.9-38.8/US$. Banks increased the bid rate more
than the sell rate, narrowing the bid-offer spread by UAH0.03 to UAH0.90.

In the interbank market,

bank clients (legal entities) reduced the volume of hard currency

trading, and the balance shifted in favour of buying hard currency. Therefore, the NBU

increased interventions to US$376m.

ICU view: Banks' expectations that the strengthening of the cash hryvnia will not be a
long-term trend proved to be correct so far. They responded with narrower bid-offer
spreads last week on a faster increase in the bid rate. The population is currently not
in a hurry to sell cash hard currency, waiting for further exchange rate correction.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 4. FX market indicators, 3-year history
Ukraine hryvnia UAH exchange rate per US dollar at the interbank market and NBU interventions (weekly data)
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Key rate: kept unchanged yet cut

NBU has kept the key rate at 25%, but simultaneously changed the monetary policy design
by cutting the overnight CD rate to 20% from 23%.

Starting April 7, the regulator will also offer three-month CDs yielding 25%. Banks would be
eligible to purchase such instruments only if they managed to attract enough deposits with
three months or longer initial maturity. In due course, the NBU will provide detailed guidance
on how such an instrument will work.

Additionally, NBU is imposing a fourth hike of the reserve requirements in May regarding term
deposits. Banks will be able to apply the current reserve rates (0% for UAH term deposits
and 10% for FX term deposits) only regarding deposits with an original maturity of three
months or longer.

ICU view: Due to lower-than-expected inflation, NBU has de-facto started cutting the
rate despite technically keeping it unchanged. This decision is a step towards softer
monetary policy with more of the same likely to come in the following months.

Banks have accumulated massive amounts of UAH retail current accounts that
threaten financial stability should the clients' mood change in favour of higher
spending. Therefore, the NBU seeks to tie that liquidity into term deposits to ease
potential inflationary pressure.

However, the NBU risks keeping rates too high for too long as banks fail to respond to
monetary policy stimulus by raising the deposit rate sufficiently and attracting a vast
amount of term deposits.

Mykhaylo Demkiv, Kyiv, (044) 377-7040 ext.723
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