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Interest rates continue to decline

Ukrainian bond market

Interest rates continue to decline
Last week, the MoF decreased the cut-off rate for 18-month bills to 18.9%
from 19.5% where they were at the beginning of June.

Eurobond prices edge lower
The Ukrainian Eurobonds rally may have ended last week with a
subsequent slight price correction.

Foreign exchange market

NBU FX interventions up last week
The imbalance in the interbank FX market worsened last week, requiring
greater interventions by the NBU. The cash market remains stable.

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

Banks’ reserves market
(21 July 2023)

Last Weekly YoY
chg (%) chg (%)

NBU rate (%)" 2500  +0bp  +0bp
ON rate (%) Solg Ay S

Reserves (UAHM)? CERE  +205 +242.80
CDs (UAHM)® RGN 4353 +234.10
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)
(21 July 2023)

Last Weekly YoY
chg (%) chg (%)

NBU 691,846 40,00
Banks 557,540
Residents 115,166
Individuals 40,067
Itoreigners1 50,611

Total 1,457,364
Source: NBU, ICU.

FX market indicators (21 July 2023)

Last Weekly YoY
chg (%) chg (%)

USD/UAH 36.7922
EUR/USD 1.1124
DXY 101.071
UAH TWI' 111.947

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

Market gov’t bond quotes

(24 July 2023)

Maturity Bid Ask
6m 18.00 16.00
12m 20.00 18.00
2y 21.00 19.50
3y 21.50 19.75
12m ($) 6.00 4.50
2y (9) N/A N/A
Source: ICU.
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Interest rates continue to decline

Last week, the MoF decreased the cut-off rate for 18-month bills to 18.9% from 19.5% where
they were at the beginning of June.

At last week's primary auction, most securities sold were military and "reserve" bonds, and
the MoF raised UAH5.7bn (US$313m). The interest rate for military bills decreased and more
than half of the demand for "reserve" notes was rejected. See details in the auction review.

In the secondary bond market, trading of UAH bonds declined by 26% to UAH5.3bn
(US$156m), and was again concentrated in securities due February 2025, which represented
37% of total trades in UAH bonds.

After the redemption of USD-denominated bonds' last week, portfolios of all investor groups
declined, except foreign investors who usually do not buy such bonds. Foreigners increased
their portfolios by UAH1.1bn (US$34m) of UAH bonds.

ICU view: The trading pattern and changes in bond portfolios leads us to believe that
foreigners continued to change the term structure of their portfolios to maximize the
repatriation of invested funds. Foreigners likely decreased some bonds due in
February 2025, and purchased new military and "reserve"” bonds at the primary
auction. Taking advantage of great demand, the MoF continued to decrease interest
rates for ordinary and military bills while keeping rates for "reserve"” bonds
unchanged. Expectations of the NBU making its first move toward monetary policy
easing this week may increase pressure on the interest rates at the primary auction
tomorrow.

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

Chart 1. Local-currency bonds

Three-year history of domestic government bond placements at primary market:
proceeds (in billions) and yields-to-maturity (%)

Fair value of domestic government bonds as calculated by NBU versus
placements via primary market auctions
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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: NBU, MFU, ICU.

Eurobond prices edge lower

The Ukrainian Eurobonds rally may have ended last week with a subsequent slight price
correction.

Last week, Ukrainian USD-denominated Eurobonds declined in price by around 3%, and
prices moved to 27-32. The range of prices for instruments with different maturities widened
to 8.8% from 7.9%. VRIs lost 1.5% and were quoted slightly below 45 cents per dollar of
notional value.

ICU view: The impact of positive news from the NATO summit for Ukraine waned last
week, and the prices of Ukrainian Eurobonds started to decline. Without important
economic news or news from the battlefield, Ukraine Eurobonds are expected to drift
in line with other EM bonds.

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

Chart 3. Ukrainian Eurobonds prices

Prices of USD-aenominated Eurobonds as of last Friday, a week and a month Historical data since February, 2022
ago
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Source: Bloomberg, ICU.
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Foreign exchange market

NBU FX interventions up last week

The imbalance in the interbank FX market worsened last week, requiring greater
interventions by the NBU. The cash market remains stable.

In the interbank FX market, bank clients (legal entities) decreased sales of hard currency by
4%, while purchases were up by almost 10%. Therefore, demand for hard currency among
bank clients exceeded supply by US$206m, forcing the NBU to increase FX sale interventions
by 48% to US$595m, the largest amount since the end of February.

The retail FX market remains steady with exchange rate almost unchanged at UAH36.6—
37.4/US$.

ICU view: The interbank FX market was likely under a psychological effect of the
suspension of the Black Sea grain corridor deal by Russia. The supply of hard
currency decreased as some sellers likely decided to delay conversions. However,
NBU'’s sale interventions were still at an acceptable level.

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

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)

e Purchase (NN Sale

1.0 (ussbn)

0.5
0.0
-0.5
-1.0
-15

-2.0
Jul-20 Oct-20

Source: NBU, Bloomberg, ICU.

Jan-21

USD/UAH exchange rate (rhs)

(USDUAH) 38

36

34

w
S

w
o

MG

28

26
24

22
Apr-21 Jul-21 Oct-21 Jan-22 Apr-22 Jul-22 Oct-22 Jan-23 Apr-23 Jul-23



24 July 2023 Weekly Insight Interest rates continue to decline

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 O

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

Senior financial 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 LLC is 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 for information purposes for its 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 that the information contained herein is not untrue or misleading at the time of publication, Investment Capital Ukraine makes
no representation that 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 consent of Investment Capital Ukraine LLC. All rights 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 experience in financial matters to evaluate the merits and
risks should consider an investment in 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/
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

