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MoF's decision was ambiguous

The Ministry of Finance refused to raise interest rates on some offered bills and
attracted UAH3.1bn (US$84m) to the budget yesterday.

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)*

UA4000226195 0.00 @Mty 5-Jul-23 68,273  925.46 63.18 68.27 14.00 2,379.86
UA4000222152 12.70 SA 30-0ct-24 1,003,634 907.74  911.03 1,003.63 20.51 7,307.88
Total UAH 1,071,907 974.22 1,071.91 9,687.74
UA4000226039 250 SA  15-Jun-23 54,214 1,009.46 2,115.65 2,095.82 3.01 4384.74
Total EUR 54,214 2,115.65 2,095.82 4,384.74

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

The budget attracted the most funds from EUR-denominated bills due June of next
year, almost EUR55m (UAH2.1bn), two-thirds of the funds received at yesterday's
auction.

Another UAHO0.9bn (US$25m) was raised through two-year bills for which the Ministry
agreed to raise rates by another 25bp to 19.5%, and UAH63m (US$1.7m) through
seven-month paper, for which the MoF set the rate similar to the semi-annual bills.

However, the Ministry of Finance refused to sell two ordinary (non-military) securities.
While demand for one-year paper was insignificant and could not affect the total
volume of borrowing, the decision regarding 1.5-year bills strikes us as ambiguous.
Only one bid with a rate of 19.25% in the amount of UAH3bn (US$82m) was submitted
for this instrument. Compared with the 16-month bills sold last week that had a rate
of 19%, 25 bp looks like a reasonable increase for three months of additional maturity.
The same is true for the two-year paper, which now has a 19.5% interest rate. The
amount of funds the budget could receive would also exceed by three times
yesterday's proceeds from the two-year paper.

Nonetheless, the budget continues to attract funds on the primary market. Still, the
decisions of the MoF regarding the accepted bids do not always look logical,
especially when the refinancing of redemptions remains low. Next week another
UAH14bn (US$383m) must be repaid.

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 (%)
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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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