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Summary

A The key sources of risks for financial stability are the war that drags on, terrorist attacks on
energy infrastructure, and depressed economic activity they provoke.

A International assistance for Ukraine has increased and provides a solid support for state budget,
balance of payments, and international reserves.

A On the housing market, situation is gloomy: b u y eappetide is low, prices are out of equilibrium.
However, financial stability risks are low due to the small size of mortgage portfolio.

A Uninterrupted payments and continuous work of branch networks are among cornerstones
supporting financial stability.

A Se ct liguiditysgrowth is uneven, and some small banks lack liquidity.

A Loan demand remains weak, state programs for business lending support underpin it, and only
in certain segments. Market-based lending will only resume as economy recovers.

A As repayment holidays in retail segment were over, credit losses on loans falling past due are
recognized in full. Thanks to active restructurings, provisions on business loans are building up
only gradually, and b a n lessindates on expected losses are overly optimistic.

A Destruction of energy infrastructure and slower economic recovery increase the credit risk, thus
war-related losses may amount to 30% of the portfolio.

A Bank losses from operational risk have already reached UAH 13 billion and are set to grow on.

A Despite substantial provisioning, the sector generated profits thanks to high interest income,
recovery of fee and commission income, and revaluations.

A In 2023, as economy stabilizes, the NBU plans to assess asset quality and banking system

resilience, as well as b a n keedin capital.
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A In H2, the FSI was volatile and hovered around high levels.

A Attacks on energy infrastructure provoked FSI surge in October; however, in November,
financial s e ¢ t semsitviy fell considerably; almost all sub-indices were subsiding.

A At the moment, the stress level is at its lowest since the beginning of the war.



External environment: international assistance for Ukraine increases

Committed official assistance for Ukraine, from end-
January through end-November 2022, euro billions
(equivalent)

USA

EU institutions*

EU stsats

IFIs**

UK

Other countries***
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® Financial Military B Humanitarian

* Funds from European Commission, EU Council, and European Peace
Facility, including announced 18 billion euro package. ** IMF, World Bank,
EBRD, UN. Assistance under multidonor programs is counted as
assistance from individual countries. *** Australia, Canada, New Zealand,
Norway, South Korea, Taibei, Turkiye, Switzerland, and Japan.

Source: Kiel Institute for World Economy (Germany).
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* Emerging and developing Europe including Balkan countries.
Source: IMF, World Economic Outlook, October 2022.

A The war turns into a protracted one, yet the assistance from partners only grows stronger.

Ukraine and its partners search for a mechanism to finance U k r a i paseviasrecovery.

A Because of impact of the war, economies of Uk r a i panérscountries slow down, their

inflation rates remain elevated, primarily because of high commodity prices.



Macroeconomic risks are under control

Contribution into CPI change by components, pp*
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* Data for 4Q2022 through 4Q2023 7 N B U forecast as of October 2022..

Source: State Statistic Service, NBU estimates.
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Source: NBU.

A Destruction of infrastructure slows down the economy and pushes prices up.

-

Unprecedented assistance from partners boosted e ¢ o n o mesifieace margins. By end-
November, the international reserves exceeded pre-war levels.

>\

Pressure on FX market has subsided, yet the market is still not in the position to re-balance

itself. Thus, the NBU has to compensate further for the foreign currency deficit.

A Payments to servicemen compensated for a decline in in incomes in private sector. However,

consumer demand remains depressed.
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Housing market is out of balance: prices are rising, demand is low

Housing market activity Price-to-rent ratio
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A Housing demand remains weak and volatile: b u y eintesest depends on the shelling intensity of
a given town or city.

A Building of housing supply has slowed down. Coupled with demolition of housing stock because
of shelling, it may lead to a deficit of supply in the future.

A Announced buy prices mostly grow, while rent remains almost half of that seen prior to the war.
This is a sign of the market imbalances.

A While the war drags on, markets for real estate and mortgages will stagnate.



Risk map of the financial sector

Macro- Macroeconomic risk has not change. The economy
economic risk is in a deep crisis, public debt and budget deficit
L relative to GDP are high.
EX risk Credit risk of o _

households Credit risk of households has declined (-1) due to
lower debt burden. At the same time, credit losses

increase the risk.
o creditrisk of ~ Credit risk of corporates has remained the same.

Liquidity risk

corporates The situation in the real sector is complicated,
expectations of enterprises are downbeat, share of
Capital defaults is on the rise.

adequacy risk Capital risk has not changed: most of the banks
maintained solid resilience and replenished capital
with profits from this year. Yet risks of further credit
losses persist.

Profitability risk has abated (-2) due to the increase
of key incomes and better operational performance of
banks. However, expenses provisioning will increase
further.

Liquidity risk has decreased (-1). Bank funding is

stable. The Stock of high quality liquid assets has

increased, yet some of the banks face liquidity issues.

Scale - | - FX risks has declined (-2), primarily due to lower
10 5 1 volatility of exchange rate on foreign currency cash
market and replenishing of international reserves. .

Profitability risk
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