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Summary

Risks of a global recession are easing. World energy prices mainly decreased, while prices for commodities,
prevailing in Ukrainian exports, moved in different directions, with grain prices decreasing and those for steel
increasing. Inflation pressures remained significant and persistent, despite the downward trend in energy prices. As
a result, the interest rates of major central banks may peak at higher levels than previously expected. In
contrast, most EM central banks take a wait-and-see position

Consumer inflation started to decline earlier than the NBU expected. CPI growth decelerated to 26.0% yoy in
January due to ample supply of foods and fuels, weak consumer demand, further effects of the de-occupation of
Ukraine's regions, improved situation on the FX market, and unchanged utility tariffs. According to the NBU'’s
estimates, the slowdown in price growth continued in February. However, underlying inflation pressures remained
elevated, reflecting pass-through effects of rising business costs, in particular due to the electricity shortages

In February, improved energy sector performance and more favorable external environment, the activation of the
work of the "grain corridor" and better consumer and business sentiments helped revive activates in both the
manufacturing and services sectors. However, to a large extent, the revival was caused by the seasonal factors

The labor market also continued to recover seasonally, with both labor supply and demand on the rise. However,
the number of candidates per job opening remained high, and a significant number of Ukrainians who used to
work before the full-scale invasion were still unemployed. This restrained the growth of household income. The
number of migrants abroad was gradually increasing

In January-February, as expected, the state budget showed a significant deficit, which was financed with the
help of external disbursements and domestic debt borrowings. The increase in the latter was largely due to
the mechanism allowing the banks to use certain benchmark securities to meet the requirements

In January, the deficit in trade in goods narrowed due to market saturation with machinery products, primarily
with emergency power supply goods. However, the current account turned to a deficit amid lower
disbursements of grants. The international financing was key for the capital inflows, helping to raise
international reserves to USD 29.9 bn as of the end of January

The attractiveness of certain hryvnia assets has been increasing in response to maintaining the key policy
rate high and tightening of reserve requirements. An increase in cash and non-cash FX supply helped to improve

National Bank FX market situation and to decrease the NBU'’s interventions 9

of Ukraine



L
AR RAAAGAAAN

ARG

e
A
T
N
T
WO
RN RANARARAR

External Environment

T
ST
T
T
T
T
T
AR A RARAR AR

XN
el




Risks of a global recession are easing. Inflation pressures
% remained significant and persistent

Manufacturing PMI of selected countries CPl in selected countries and UAwWCPI (price index in
MTP of Ukraine), % yoy
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Source: S&P Global. Source: National statistical offices, NBU staff estimates.

= Leading indicators in February signaled the recovery of economic growth in most countries. This was
underpinned by a warm winter and a reduction in supply shortages, including thanks to improvements
in supply chains. The service sector activity showed a sharp upturn

= Inflation pressures in Ukraine’s MTP countries (UAWCPI) remained high and persistent as food prices
stayed elevated due to limited supply and costs of services were on a rise, mostly due to higher wages

= On the other hand, the decrease in global energy prices pushed inflation down. However, the expiration
In some countries (in particular, the U.S., France, Poland, and the Czech Republic) of a number of
state support measures to compensate for high tariffs/prices for fuels and electricity led to an increase

NationalBank 1IN domestic energy prices
of Ukraine 4



Global energy prices, primarily for natural gas, showed a
% downward trend

World Brent oil prices (USD/bbl) and Netherlands U.S. ending stocks of crude oil, million barrels
TTF natural gas prices (USD/kcm)
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Source: Refinitiv. Source: U.S. Energy Information Administration, as of 17.02.2023.

= Throughout February, world oil prices fluctuated within narrow range with a prevailing downward pressure.
The downward factors for prices were: the growth of stocks in the USA (to the highest level since May
2021); weak global demand and increased concerns of its further slowdown due to hawkish signals from
representatives of the leading central banks (the Fed and the ECB) against the background of strong labor
market data and high inflation. In contrast, Russia's plans to cut exports from its western ports by 25% in
March amid the EU embargo on the purchase of Russian oil and petroleum products along with the price
caps restrained the decline in prices

= Gas prices have been steadily decreasing due to relatively mild winter weather conditions, high gas
inventory levels (45% above the 5-year average) in Europe, continued significant volumes of EU LNG
imports, increased U.S. gas inventories allowing to export actively, and restored operation of the Freeport
() havonal Bank | NG terminal (the second largest export-oriented LNG plant in the U.S.) 5
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opposite directions: decreased for grains and increased for steel

% World prices for major Ukrainian export commodities moved In

World grain prices, USD/MT World steel and iron ore prices, USD/MT
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National Bank
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World grain markets were mainly under the influence of factors pressuring prices downwards. These
factors included: forecasts of an increase in the U.S. harvest (according to preliminary estimates by the
USDA), negotiations on the continuation of the "grain corridor" from Ukraine, and increased
competition from cheaper grains from the Black Sea region

Global steel and iron ore prices resumed growth in February due to China's gradual recovery following
the end of the New Year holidays and the lifting of quarantine measures. An additional factor was the
seasonal accumulation of stocks on the eve of spring work



Major CBs are set to tighten their policy further: rates may peak
% at higher levels. Most EM CBs are in a wait-and-see mode

Key interest rates in selected developed countries, % Key policy rates in selected EM countries, %
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Source: official web pages of central banks. Source: official web pages of central banks, Focus Economics,

Oxford Economics, as of 28.02.23.

= The Fed has again slowed the pace of monetary policy tightening, but foresees a “couple" of more rate
hikes and will continue to reduce the size of the balance sheet. The policy rates may peak at higher
levles than previously forecast, although the disinflation process has already begun. Markets expect a
25 bp rate hike by the Fed (with a probability of about 74%) in March

= The ECB has raised its rates by 50 bps, plans the same step in March, and has signaled it will continue
monetary policy tightening in the future. Financial markets raised the expected level of the deposit rate
peak to about 3.75% (up from previous 3.4%)

= Although most EM CBs take a wait-and-see approach and admit the need to maintain the restrictive

@ vatonalgank POIICY for some time, the CB of Moldova have already cut rates
of Ukraine 7
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Headline and underlying inflation measures, and

inflation target, % yoy
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Source: SSSU, NBU staff estimates.

Consumer inflation started to decline earlier than expected, but
underlying pressures remained elevated

Inflation expectations for the next 12 months,%
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* The dotted line indicates a change in the method of survey
for a telephone interview.
Source: NBU, GfK Ukraine, Info Sapiens.

= |n January 2023, headline consumer inflation declined to 26% yoy. The NBU estimates that the

slowdown in price growth continued in February

= The decline in headline inflation started earlier than the NBU had expected in its forecast (January
2023 Inflation Report), in part due to an improved situation in the energy sector and a warm winter

= However, underlying inflation pressures, as measured by core CPI, remained high, reflecting ongoing
pass-through of higher business costs, including due to the electricity shortages

National Bank
of Ukraine



Inflation declined due to sufficient food supply, de-occupation of
the territories, a stable exchange rate,...

Selected CPl components,% yoy
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Contributions to the annual change in food prices,
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= The growth in food prices, especially for raw foods, slowed due to an increase in the supply of borshch
vegetables, meat, and cereals. Mild weather conditions, the effects of the de-occupation of part of the
Kherson oblast, which unblocked supplies of goods from other regions of Ukraine, and a favorable
situation on the foreign exchange market were important factors behind the slowdown in food inflation

= |n contrast, the slowdown in inflation was restrained by the continued pass-through of higher costs
incurred by businesses earlier, in particular due to the electricity shortages. As these factors, as well as

National Bank
of Ukraine

the stock depletion of durable goods, continued to drive up prices for processed foods and non-foods

10



... better situation in the energy sector, and fixed utility tariffs

Contributions to the annual change in administered Fuel prices, UAH /L

prices, pp
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* Data for February reflects nowcast.
Source: SSSU, NBU staff estimates. Source: minfin.com.ua, NBU staff calculations.

= Fuel price growth declined sharply amid ample supply and weaker demand for fuels, including due to
an improved situation in the energy sector and relatively warm weather, as well as a decline in global
oil prices in annual terms

= Due to lower pressure from fuel prices, the costs of transportation services grew at a slower pace. The
rise in prices for alcoholic beverages slowed down due to weaker consumer demand

= The growth in administered prices continued to be restrained by the moratorium on increases in utility
tariffs for households

National Bank
of Ukraine 11
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After an extremely hard 2022...

How have your sales volumes changed? % Assessment of the state of own business, %
responses responses
35
30
25
20
15
10
5
0
D S Se > =2 BoeX = Very good Good/Satisfactory
@ 2 >3 28 £38 253 -
o @ o Fb F6 oE Lg m Hard to say/neutral m Rather unsatisfactory
3] S L LS LS 9 >a
£ c L — m Yoo m Very poor
) a =
Source: AmCham. Source: EBA.

= According to the AmCham survey, almost half (47%) of the surveyed companies reported their sales
declined by 30% or more in 2022, including a decline of more than 50% for 19% of respondents. Most
often, the loss of more than half of sales volumes was reported by trade and transportation businesses
(67% of respondents each), agriculture, mining and food industries (63%)

National Bank
of Ukraine 13
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...business expectations for the near term are cautiously

optimistic
Forecasts of changes in the state of the business for
the next six months, % of responses

m will improve

significantly

will improve slightly
mwill not change

= will get a little worse

m will get much worse

Source: EBA.

Assessment of changes in the state of your
business* in the next six months, % of responses
4.5

4.0
3.5
3.0
2.5
2.0
15
1.0
0.5
0.0

3.9

2017 2018 2019 2020 2021 2022

* The answers to the questions were converted into a score in
the range from 1 (the worst score) to 5 (the best score)
Source: EBA.

= According to the EBA survey, the shares optimists and pessimists were almost equal: 38% of
companies predicted that the business situation will deteriorate in the next six months, 33% expected
the situation to improve, and the rest (29%) do not expect significant changes.

= At the same time, % of respondents (76%) planned to expand their business

ank
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https://eba.com.ua/wp-content/uploads/2023/02/Prezentatsiya-MSB-indeksu-2023.pdf

National B
of Ukraine

Improved situation in the energy sector and a seasonal pick-up in
activity supported industrial sector...

NBU's business activity outlook index, p
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Source: NBU.
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Industry - Construction
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— Cast iron

Source: Ukrmetalurgprom.

07.21 0122 07.22 01.22

Steel —Rolled steel

From the beginning of February, the electricity deficit began to decrease and was absent in the second
half of the month thanks to imports, warmer weather and repairs, and increases in hydropower

generation due to flooding and renewable generation amid increased daylight hours and clear weather.

As a result, electricity imports were minor by the end of February

This helped increase the loading of metallurgical and pipe enterprises and, along with more favorable

global pricing environment, restore the work of certain MPPs and the iron ore mines

Chemical enterprises increased the production of mineral fertilizers in the run up to spring sowing

A number of large food factories have resumed operations. The impact of the energy crisis on milk and

meat processing industry has eased, although in February it saw a seasonal slowdown in activity.

Bread factories continued to install generators

15


https://minprom.ua/news/292051.html
https://minprom.ua/news/291764.html
https://minprom.ua/news/291590.html
https://minprom.ua/news/292342.html
https://ua-energy.org/uk/posts/ukrenerho-vidmichaie-postupove-zrostannia-spozhyvannia-ee-v-kraini
https://uaprom.info/news/187557-import-elektroenergiyi-ye-povnocinnim-virishennyam-problemi-cherez-visoki-cini-rizhenkov.html
https://uprom.info/news/cars/sentravis-vyviv-vyrobnycztvo-trub-u-nikopoli-na-povnu-potuzhnist/
https://gmk.center/ua/news/metinvest-planuie-zbilshiti-potuzhnist-girnicho-vidobuvnih-kombinativ-do-minimum-30/
https://minprom.ua/news/291968.html
https://groupdf.com/uk/pres-tsentr/novini/ostchem-zbil-ca-b9shyv-zavantazhennya-vyrobnychykh-potuzhnostey/
https://ukragroconsult.com/news/na-mykolayivshhyni-vidnovyly-robotu-zavody-pepsico-ta-agrofusion/
https://uprom.info/news/other/eat/u-sichni-zroslo-vyrobnycztvo-ukrayinskyh-molokoproduktiv/
http://milkua.info/uk/post/kriticnogo-vplivu-energeticnoi-krizi-na-virobnictvo-ne-peredbacaetsa
http://asu.pigua.info/uk/news/1254/?type=asu
https://ukragroconsult.com/news/generatory-vid-nimechchyny-vzhe-otrymaly-7-hlibzavodiv-ukrayiny/
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...and the services sector

New business registrations, thousands

Power outages from 10.10
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9
8
7
6
5
4 |
3
2
1
0
0

Number of new buildings for sale
1200

1000
800
600
400
200

0
01.21

07.21

01.22 07.22
South ®mNorth mEast

02.23

« MWest mKyiv m Center

an
Source: Lun.City.

Performance indicators of the restaurant business, %
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Consumer sentiments also improved

Components of the consumer sentiment index, p
120

Index of expected changes in
100 F personal financial standing

- Nrenh

40

20 F Index of current personal
financial standing
O 1 1
01.20 01.21 01.22 02.23

From March 2022, the survey method was changed from face-
to-face to telephone interviews.

Source: Infosapiens.

Indicators of taxi operation and online purchase of
goods, % to pre-war level

160%
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—Taxi Online purchase of goods

National Bagk . .
ofa dﬁp;negource: Opendatabot (Bond taxi service and Khoroshop

service).

The first registration of passenger cars, thousand
units

120 The effect of customs clearance of 12

100 used cars on foreign registratio 10
80 8
60 6
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20 : 2
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01.18 01.19 01.20 01.21 01.22
—sed —New (RHS)

* New and used ones, excluding customs clearance of cars with
foreign registration, which were imported in violation of the
customs regime.

Source: SSSU, Ukravtoprom.

* In February, the number of visits to cafes and
restaurants increased in almost all regions in
the west and in the center of the country, while
in Kyiv it remains 15% lower than before the
war

 However, the trade in fuels decreased, as
farmers delayed purchases of fuels for sowing,
and in the second half of February sales of fuels
for generators have decreased significantly

17


https://rau.ua/novyni/novini-kompanij/vidviduvanist-zakladiv/
https://ukragroconsult.com/news/cziny-na-benzyn-prodovzhuyut-padaty-na-foni-slabkogo-popytu-ta-velykyh-postavok/

At the end of February, spring sowing began. Transportation
through the "grain corridor” was increasing

Corn harvest volumes, million tons, cumulative

Freight transportation by railway, million tons

45 35
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35 | 25 -56.8% yoy  -53.5% yoy
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0 : : : :
02.09 07.10 11.11 16.12 20.01 23.02 = Grain cargo Other cargo
2021 — 2022

Source: MinAgro, SSSU. Source : SSSU, Rail.insider, UZ.
= Spring sowing has begun, which is, however, complicated by the late harvesting of corn (still 5% of
areas remained unharvested). Greenhouse plants have started selling cucumbers of a new turnover

= In animal husbandry, the supply of raw milk decreased seasonally, but it is expected to increase from
the end of February. Thanks to a rise in the number of chickens, an increase in eqgg production is
expected in the coming months

= |n February, transportation through the "grain corridor” increased by 19% mom; average daily UZ loads
were at the level of previous month (the volume of ore transportation increased against the background
of favorable external conditions and the release of train cars due to lower volumes of grain
transportation. The resumption of electric transport operations supported passenger transportation

National Bank
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https://ukragroconsult.com/news/posivna-bude-skladnoyu-fermeram-potribno-obrobyty-zemlyu-pislya-piznogo-zboru-silgospkultur/
https://uga.ua/news/valovij-zbir-zernovih-v-ukrayini-dosyag-54-mln-tonn/
https://east-fruit.com/uk/novyny/ukrayinski-teplychni-kombinaty-pochaly-vidvantazhennya-ohirka-novoho-oborotu/
https://avm-ua.org/uk/post/cire-moloko-ukripluetsa-v-cini
http://milkua.info/uk/post/zakupivelni-cini-na-moloko-v-ukraini-na-40-nizci-niz-v-es-pidsumki-2022-go
https://ukragroconsult.com/news/stalo-vidomo-koly-podeshevshayut-yajczya/
https://www.un.org/en/black-sea-grain-initiative/vessel-movements
https://ukragroconsult.com/news/na-merezhi-uz-navantazheno-z-pochatku-lyutogo-2-mln-t-zerna/
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The seasonal recovery of economic activity supported the labor

market...

Labor demand, four-week average
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Source: work.ua, Opendatabot, NBU staff estimates.
The number of candidates per job opening
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National Bank —SESU Work.ua

Tk s hurce: work.ua, SESU, NBU staff estimates.
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Labor supply, four-week average
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Job search index*, 01.01.20=100
— Search for work abroad index**, 01.01.20=100
IT candidates djinni, thnd

* Includes job search queries in Ukrainian and Russian. **
Includes job search requests in Poland, the Czech Republic,
Russia and Germany in Ukrainian and Russian from Ukraine.
Source: work.ua, Opendatabot, Google Trends, NBU staff
estimates.

= |n February, both the number of resumes and
the number of job openings grew, mainly due to
the seasonal revival of activity after the holidays

= However, the market was dominated by
employers - the number of candidates per job
opening remained significant

20



...but many Ukrainians who had a job before the war were still
% unemployed/ This hindered the growth of household income

Current employment status among those who Indirect indicators for estimating household incomes
worked before the full-scale war, % of responses in real terms*, % yoy
m Not working 30
20
10
Other 0
-10
-20
m Working at a new -30 |
job -40

01.20 07.20 01.21 07.21 01.22 07.22 01.23

lWorkinlg/ _ —\Nage, estimated by Pension Fund
remotelylpart time Full amount of SSC
® Working as usual — Private sector SSC
—PIT
Source: Rating Group survey (Dec 2022). * Deflated by CPI. Source: Pension Fund of Ukraine, SSSU,

STSU, NBU calculations.

Changes in the number of employees at enterprises i .
g ploy P = According to the Rating survey, 33% of those who

in 2022, % of responses

45 had a job before 24 February 2022 were still
40 unemployed in December (35% in June). This was
35 due, in particular, to enterprises optimizing their
30 staff - according to the AmCham survey, such
25 enterprises constituted more than a half of the total
ig i = |tis estimated that in early 2023, the growth of
10 + household income will be supported mainly by
5 t payments in the public sector, in particular to the
0 ‘ military. According to the EBA survey, in 2023, the
Increased Unchanged | by less | by 10%- | by 30%- | by more majority of firms (61%) do not plan to change
NitiGHALBATK wages, while 28% plan to increase them. Pensions

of Ukiaineg, - AmCham. are to be indexed by 19.7% in March 21



https://www.kmu.gov.ua/news/uriad-rozshyryv-indeksatsiiu-ukraintsi-z-naimenshymy-pensiiamy-otrymaiut-zbilshennia-dokhodiv-maizhe-na-20
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The scale of internal and external migration remains significant.
Adaptation of Ukrainians abroad is growing

Number of citizens who crossed the border of Have you changed your place of residence after 24
Ukraine, millions of people February 20227 % of responses
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Stayed Left Returned m Yes, and still remain away from home

Yes, but | have already returned home
mNo

Source: UNHCR. Source: Rating Group survey (Dec 2022).

ank

According to the UNHCR, as of 28 February 2023, 19 million people left Ukraine, and 10.6 million
returned. There were still 8.5 million people outside Ukraine, of whom 4.9 million had temporary
protection status in the EU. According to the IOM, the number of IDPs as of 23 January 2023 was
estimated at 5.4 million

According to the Rating survey (23-26 December 2022), conducted in Ukraine, 28% of respondents
changed their place of residence after the start of the full-scale invasion, 16% of respondents still lived
outside their homes, most of them (63%) were from the war zone (south-east) and (30%) were from
the de-occupied territories. 52% planned to return home when the war ends, 11% did not plan to return

According to a survey by the EU Agency for Fundamental Rights, 1/3 of Ukrainian migrants in the EU
planned to return home. However, another third already felt as a part of the recipient country, meanlng
that the adaptation of Ukrainians abroad is growing



http://data2.unhcr.org/en/situations/ukraine
https://dtm.iom.int/node/21236
https://www.eurointegration.com.ua/news/2023/02/28/7157066/
http://data2.unhcr.org/en/situations/ukraine
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A considerable state budget deficit was covered by international
financing and domestic debt borrowings

Main state budget indicators*, UAH bn State budget financing**, UAH bn
500 210 m UAH gov't
400 F 180 bonds & bills
150
= NBU gov't
300 120 bonds & bills
200
90 FX gov't bonds
100 60 & bills (eq. in
UAH)
0 30 m External
0 borrowings (eq.
-100 = g in UAH)
-30 m Other (gov't
-200 -60 deposits)
-300 -90 O Deficit ("-"
01.21 0621 1121 0422 0922  02.23 01|02|03|04|05|06|07|08[09|10]|11]12]01|02
2022 2023 surplus)
mmm Balance ——Revenues Expenditures

* Dotted lines and patterned fillings show relevant indicators excluding grants. Balance includes net lending. ** Debt
transactions are net borrowings. Other financing represents active operations (in particular, includes the change in volumes of
government funds accumulated in the previous periods) and privatization.

February — preliminary data from the MoF website and NBU staff calculations based on these data.

Source: Treasury, MoF, NBU staff calculations.

* The state budget ran a significant deficit in January - February (UAH 161.1 bn and above UAH 249 bn
excluding grants in revenues) due to sizable expenditures and weak tax revenues

= Budget needs were financed by:

International financing, which, as in 2022, came in the form of both grants (USD 2.4 bn) and loans
(USD 3.9 bn)

An increase in domestic debt borrowings (to UAH 84 bn), which was largely due to the mechanism

allowing the banks to use certain benchmark securities to meet the reserve requirements 04


https://mof.gov.ua/uk/news/u_liutomu_do_zagalnogo_fondu_derzhavnogo_biudzhetu_nadiishlo_1322_mlrd_griven-3867

Revenues from domestic sources remained subdued

Revenues of the state budget's general fund* Growth in revenues of the state budget's general
' fund in 2022, monthly*, % yo
UAH bn , y®, 70 yoy
240 80
200 60
40
160
20
120 0
80 '20
-40
40
-60
-80 : :
01.21 06.21 11.21 04.22 09.22 02.23 Revenues *PIT ~ CIT Renton ExciseDomestic Import Taxes on
subsoil use VAT  VATinternational
m Other revenues m Domestic VAT ® Import VAT trade

CIT mPIT # Grants

* February — preliminary data from the MoF website and NBU calculations based on these data. ** Excluding grants.
Source: Treasury, MoF, NBU staff calculations.

= |n January-February, revenues (excluding grants) were lower than in the respective period last year,
primarily on account of weaker tax proceeds. The decrease in revenues was due to a narrowed tax base
as a result of the full-scale war, the base effect due to an early transfer of NBU profits in February last
year, and rather high volumes of VAT refunds in January-February 2023

= Revenues were supported primarily by considerable payments to military personnel (supporting the
proceeds from PIT and other consumption taxes), inflation and exchange rate factors, as well as an
increase in the excise tax rate on tobacco products

hetonal Bk Owing to grants, the general fund revenues grew by 27% yoy in two months of 2023 25



Expenditures continued to grow at high paces

Contributions to annual change in expenditures of Growth in expenditures* of the state budget in
the state budget*, pp 2022-2023**, % yoy
160 600
120 | Expenditures, % voy o 500
80 400
40 i l 300
0 1 : 200
40 100
01.21 06.21 11.21 04.22 09.22 02.23 0
Social security m Health care 100
m Education m General public services ) Wages Military Goods Current Pensions Other  Capital
= Economic activity m Defense and security allowance ar_1d transfers socie_\I expend.
m Other sevices benefits

* February — preliminary data from the MoF website and NBU calculations based on these data.
** January 2023 is shown with a pattern fill.
Source: Treasury, MoF, NBU staff calculations.

= Defense and security related expenses (primarily on military allowances), spending on social programs
and the use of goods and services were the major expenditure directions

= At the same time, capital expenditures increased in January and probably February, in particular due to
the need to restore damaged infrastructure

National Bank
of Ukraine 26
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Ukraine: Balance of Payments



In January, the current account returned to negative values,
despite the narrowed deficit in trade in goods

Current account balance, USD bn

[ Current account balance =

01.21 04.21 07.21 10.21 01.22 04.22 07.22 10.22 01.23

Other operations
Official grants

® Interest payments

m Dividends and reinvested earnings

m Remittances (gross)
Services (net)

®m Goods (net)

Source: NBU staff calculations.

Merchandise trade, USD bn

O Fr N W b 01 O N

Exports Imports
® Foods Ores ® Energy ® Chemicals
Industrials = Metallurgy = Machinery Other goods

Source: NBU staff calculations.

= |n January, compared to December, the decline in imports of goods was more significant than that of
exports due to lower import volumes of machinery and industrial products. As a result, the deficit in
trade in goods narrowed, although remained significant

= However, due to lower grant receipts, the current account returned to a deficit

National Bank
of Ukraine
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The obstruction of the grain corridor by russia and a lower
harvest last year restrained the recovery in exports of goods

Exports of selected goods, m t

S B N W A 00 O

=1 T Ilii e iill
NN | NI NI
BRI I AR A R I A I B P A R 1 R B 0 R R e
— — D) O~(00|O)| ~/00|O)
OO OO0 01010) OI0I00I0IOH
‘ Oil seeds Sunflower oil Ores Ferrous metals

m Grain corridor m Other routes = Average of the previous three years

Source: SCSU, Black Sea Grain Initiative JCC.

National Bank
of Ukraine

In January, export volumes of key food products decreased compared to previous months due to
russia's obstruction of the grain corridor and last year's lower crop harvest

In the meantime, the decrease in food exports freed up some transport capacities for other products,
and, coupled with an improvement in energy sector and rising external prices, led to some increase in
iron ore exports. At the same time, exports of ferrous metals remained at the low levels of previous
months

29



Import of goods decreased, primarily due to a certain saturation
of domestic demand for machinery products

Non-energy imports, USD bn
7

Import of emergency power supply goods, USD m

o P, N W A O O
B |
[ B |
[ B |
b |
[ |
| b |
| b |l
[ |
I B
b |

01.21 04.21 07.21 10.21 01.22 04.22 07.22 10.22

® Machinery Industrials

® Foods m Metallurgy

Other goods

Source: NBU staff calculations.

m Chemicals
= Wood products

500 -

Q4 2022: 16.4% of machinery X
400 | imports

January 2023: 26.4% of B
300 | mMachinery imports
200 B

]
100 ™
|| ]
0 --I-----.. __----

01.21 04.21 07.21 10.21 01.22 04.22 07.22 10.22 01.23
Other electrical equipment m Electrical transformers

Batteries&accumulators  mElectric generating sets

Source: SCSU, NBU staff calculations.

= Import volumes of emergency power supply goods and petroleum products declined due to the
domestic market being saturated with these goods at the end of last year, as well as an improvement of

the energy situation thanks to warmer weather

= Additionally, wmports of industrial goods, particularly clothing, declined, possibly because the major
needs of Ukraine's defense and security forces were met in the previous months

National Bank
of Ukraine
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The international financing was an important source of capital
inflows ...

Financial account: net external liabilities, USD bn Real sector: net external liabilities, USD bn
4 1
3
O — —
2 I || I
1 1 l l l l .
0

3 ]
-4
-4
-5 -5
01.2104.21 07.2110.2101.22 04.22 07.22 10.22 01.23 01.22 03.22 05.22 07.22 09.22 11.22 01.23
m Public sector Banks m Real sector* m Loans = Trade credits m FX cash outside banks = Other

* Including E&O
Source: NBU. Source: NBU.

= As before, capital inflows to the public sector were ensured by the significant amounts of international
financial support. Thus, in January, Ukraine received the first tranche in the amount of EUR 3 bn under
the new large-scale EU Macro-Financial Assistance Program for 2023

= Also, the net capital outflows from the real sector decreased due to the lower accumulation of trade
credit liabilities by non-residents and the inflows of guaranteed loans to the energy sector

= At the same time, the capital outflows from the banking sector increased amid the increase in deposits
of non-financial corporations in foreign currency, which is partly related to the seasonal accumulation of
. funds by agrarians before the sowing campaign
National Bank
of Ukraine 31



... helping increase international reserves

International financial assistance from the beginning  International reserves, USD bn
of the full-scale war, USD bn

5 40
4 »
1.3 1.0 30
30 1.5
3 = .
1.4 1.3 2.3
20
2
1 10
0
8§ § 8§ 8 8 8 R 8§ 8 & @ Q 0
M O B O~ 0O O O «=H & «=HA 8:‘.&&3&’82238&'&%
© © 0o o o o o 4 S < o O e e e e e e e e e e e B
O O O O O O O O o o o o o o
® Loans and guarantees Grants IMF = Net international reserves IMF credit
Source: open sources data, MoFU, NBU. Source:

= Since the beginning of the full-scale war, the amount of international aid exceeded USD 38 bn as of the
end of February 2023

= Thanks to the inflow of foreign financing, international reserves grew starting in October 2022 and
reached USD 29.9 bn as of the end of January 2023

National Bank
of Ukraine 32
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The NBU'’s interventions in the FX market declined due to
iImproved FX supply

Net sale and purchase of non-cash and cash Exchange rates UAH/USD
foreign currency by bank customers, USD m
500 45
0
-500 40
-1000
-1500 35
-2000
-2500
30
-3000
-3500
-4000 25
01.22 0422 0722 1022 0123 02.22 05.22 08.22 11.22 02.23
Cash market bid
. . . Cash market ask
©NBU interventions m Balance of customer operations — — Official exchange rate
Gray market bid
Gray market ask
Source: NBU Source: NBU, open public

= |n February, the seasonal increase in FX sales mainly by agricultural businesses to prepare for the
spring sowing campaign, as well as the market saturation with FX cash supported the supply. The
available options for individuals to purchase cashless foreign currency for the purpose of making
deposits reduced demand for FX cash

= The absence of monetary financing of the budget deficit since the beginning of 2023 was an additional
factor for the FX market stabilization

National Bank
of Ukraine 34
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The attractiveness of hryvnia assets was rising on expectations
that the key policy rate will be kept high for some time

Ukrainian index of retail deposit rates*, % Welghj[ed average interest rates on new hryvnia
deposits, %
14 14
12
12 10
8 I~
10 6 |
4 -
8 2 |
O 1 1
6 Y S S . . o S S S S 01.21 07.21 01.22 07.22 01.23
01.22 04.22 07.22 10.22 01.23
——NFC term NFC demand
=3 months =——6 months 9 months =12 months
—HH term - HH demand
* 5-day moving-average. Source: NBU.

Source: Thomson Reuters.

= Interest rates on hryvnia deposits have been gradually rising, however they remain much lower than
the key policy rate. This does not create strong incentives for investors to give preference to hryvnia
assets over the FX instruments

= The NBU is taking additional steps to enhance monetary transmission and encourage the banks to
compete more actively for term deposits, in particular by increasing reserve requirements for banks

ank
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Transactions with hryvnia government debt

securities*, UAH bn

60
50 |
40 |
30 |
20
10
0

2022
Redemption (without NBU)
m Benchmark securities

m Borrowing

* Without taking into account hryvnia bonds issued in

43.2

December for the recapitalization of “Ukrfinzhytlo”.

Source: NBU.

30.

Jan|Feb[Mar|Apr{May|{Jun| Jul [Aug|Sep|Oct|Nov|Dec|Jan|Feb
2023

18

16

Benchmark securities accounted for the lions' share of
transactions with domestic gov't bonds in the primary market

Yields on hryvnia government bonds in the
primary market, %

20

01.22 04.22 07.22 10.22 02.23

=—O0=—=< 3 m 36m e=o=—6-12m =—o—1-15y

—0—15_2y 2_3y .......>3y

Source: NBU staff estimates.

= Having been allowed to use benchmark securities to cover up to 50% of their total required reserves,
banks increased their participation in the primary market for domestic government debt securities

= The attractiveness of hryvnia government debt securities increased on the back of increase in some

yields in the primary market

National Bank
of Ukraine



The banking system liquidity resumed growth

Banking system liquidity, UAH bn Factors affecting the liquidity of the banking system
600 (correspondent accounts + CDs), UAH bn
250
500 200
150
400 100
50
300 0
-50
200 ¢ -100
-150
100 ¢ 02.22 05.22 08.22 11.22 02.23
® Government operations
0 & incl. due to NBU's transactions with domestic government bonds*
01.21 06.21 11.21 04.22 09.22 02.23 ® Currency in circulation
m NBU FX interventions
m Correspondent accounts = Certificates of deposit :(tht-:-;enresfinancing of banks
=Change of correspondent accounts +DC
Source: NBU. * The NBU's purchase of the war bonds (+) / principal and
interest payments on government bonds (-) in the NBU's
portfolio.
Source: NBU.

National Bank
of Ukraine

The banking system liquidity rose somewhat in February as a gradual increase in government
expenditures and a decline in cash in circulation outweighed the impact of the NBU’s net FX sales

Due to the increase in reserve requirements for banks, average daily balances of certificates of deposit
decreased by UAH 51.4 billion in February (for the period from 10 to 28 February, compared to the
previous corresponding period of fulfilling reserve requirements). At the same time, the average daily
balances of correspondent accounts grew up by almost the same amount

37



Cash hryvnia has been returning to the banking system

Cash outside banks, YTD, UAH bn
140

120

100

80

60

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

—2019 —2020 —2021 —2022 2023

Source: NBU.

= The main drivers of accelerated decrease in cash in circulation at the beginning of the year were both
seasonal factor and adaptation of businesses and households to power outages

= Another important contributor to this was the improvement in FX market conditions, including due to
successful implementation of deposit instruments to hedge foreign exchange rate risks, demand for
which has been growing over the last few months

National Bank
of Ukraine 38



