
Russia Watch: Violent conflict in Ukraine ...
default delayed for now — why?
Further hardening rather than easing signals dominate in the Ukraine war. In the
economic sphere Russia is still trying not (yet) to be forced into a (technical) default
(for corporate bonds technical defaults on external debts are mounting) — preserving a
minimum degree of economic rationality. Meanwhile, an ultra-strong RUB can be sold as
a policy success domestically. We remain on alert regarding further (Western) steps of
"economic warfare" ahead (e.g. asset seizures, enforced external sovereign default).

Creeping further hardening and preparation of further escalation steps

Currently, all indications are pointing to a further hardening of positions in war in
Ukraine on the ground as well as in regard to the geopolitical positioning in the
background and in the days and weeks to come. Meanwhile, we see preparations for
additional steps of "economic warfare".

• Diplomatic/peace talks between Russia and Ukraine got completely off track in
recent days with no indication for a further continuation near terms. Ukraine remains
committed to diplomacy on a Presidential level only. The fate of the Azov Steelworks
fighters remains unclear, but they are more likely to face war crimes tribunals in the
occupied territories or in Russia than a mere prisoner exchange.

• In eastern Ukraine, it looks like Russia now wants to achieve further military sub-
goals with all its vehemence and determination. Following the ultimate capture of
Mariupol local territorial gains are taking place in Eastern Ukraine. A certain lack
of speed should not obscure from the fact that, according to official indications
(such that of the Russian Defense Minister) Russia is setting itself up for a long
conflict despite unprecedented pressure of sanctions. Meanwhile, it seems that the
military strategy of Russia in other parts of Ukraine also aims at destroying key
economic infrastructure and facilities. Moreover, there are indications that Russia
(despite current official denials) may prepare for further votings on joining Russia
or recognition of new People's Republics either on Ukraine territory and/or in other
occupied territories (e.g. South Ossetia).

• At the same time, the conflict or polarization between the West and Russia
continues to intensify. Russia is currently even being actively accused by the West
of deliberately causing a global hunger, poverty and refugee crisis ("using food
supplies as a weapon" like with energy). Russia blames the West and its sanctions
policy for the emerging global food and poverty crisis, while the West probably also
wants to support Ukraine with weapons systems (e.g. anti-ship missiles) that could
help break the naval blockade. At the same time, further logistical support for Ukraine
is being worked on. The EU is (still) calling on Russia to engage in dialogue on these
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issues and unlocking Ukrainian food exports. An escort of cargo vessels by Western
navies could lead to direct conflicts with Russia. Moreover, the last few days have again
brought clear signals of diplomatic support for Russia by China (see, for example, joint
military drills in Asia in the middle of US diplomatic activities there).

• Within the EU, public calls for the confiscation of frozen Russian state and private
assets are gaining significant momentum in policy circles. Some EU countries
(the three Baltic countries plus Slovakia) are currently actively advocating for such a
move, while European Commission Chief von der Leyen confirmed the EU is looking
at making use of frozen Russian assets (CBR assets & private assets). Legislative
measures are also being prepared currently (at least for private assets), while some
EU officials remain highly cautious on confiscating Russian state assets.

• Meanwhile, the EU has not managed to agree on an embargo on Russian oil yet,
while this was possibly the assumption on behalf of Russia. It remains to be seen
whether the EU will manage to broker a political solution in the coming days or if single
EU countries will move on their own going forward.

The Ruble Conundrum - a sign of strength?

In some ways, Russia can claim (supposed) success on financial markets. The USD/
RUB exchange rate has even broken through the 60 mark to the south on the local
market in recent days, trading much stronger compared to pre-war times. The
local currency remains supported by FX market restrictions and enforced conversion.
Moreover, short-term market technicals like tax payments and conversion of payments
for gas into RUB also play a role. Therefore, the RUB is among the best performing
global (EM) currencies in turbulent markets YTD (currently leading the pack), while
the analyst community (incl. us) do see the fundamental value at much lower levels.
However, capital controls and dysfunctional markets are not supporting any (short selling)
positioning against the RUB. Therefore, the exchange rate continues to trade at ultra-
strong levels, while sovereign and corporate default topics do remain with investors (see
next paragraph). Currently, the RUB might be already at too strong levels from a local
perspective as indicated by the decrease of mandatory FX sales for exporters in recent
days.

Exchange rates vs. USD (%, YTD)
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Russian sovereign default – a rehash of the topic or material change?

Since the launch of sweeping Western financial sanctions Russia has been seen already
few times on a cusp of an external (technial) sovereign default, though so far making
good on foreign obligations. This week, however, sees another landmark change in the
sanction landscape as the U.S. Treasury is said to not roll over the special waiver
(license) allowing the Russian FinMin to service external debt, hence making the technical
default a matter of time. A non-renewal was decided, possibly also because Russia was
probably too optimistic and pronounced that the USA would not "dare" to take this step.
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Perhaps minding that the license expires on 25 May, the Russian FinMin took care of the
two Eurobond coupons worth ~USD 100 mn (2026 USD and 2036 EUR) falling due on 27
May already last week.

Respectively, a formal non-payment might not occur as yet, though few nuances
should be noted. Both Eurobonds in question were issued through the domestic
financial infrastructure and bear "RU" ISINs. This means the funds are distributed via
the National Settlement Depository (NSD), which makes it less clear how smooth can
be the transfer to foreign investors given the sanctions-driven disconnect between NSD
and Euroclear/Clearstream. At the same time, both issues may be serviced in "alternative
currencies" (EUR, GBP, CHF — for the 2026 bond; USD, GBP, CHF or RUB — for the 2036
bond) if principal or interest cannot be paid in the originally agreed currency for “reasons
beyond control” of the Russian government. In fact, almost 70% of Russia’s sovereign
Eurobonds outstanding (by principal amount) are equipped with the “alternative payment
currency” clause, where around a half contain an option to pay in RUB (including for all
EUR-denominated issues).

RU Eurobond payments due in 2022*
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In other words, with the OFAC waiver expiring, the risk of a missing payments for
foreign creditors is disproportionately higher on Russia’s plain vanilla dollar bonds (no
legal option to pay in RUB), where the nearest coupons are due in June (~USD 400 mn)
having also a formal 30-day grace period on top. Having said that, we do not expect the
Russian government to declare bankruptcy — rather, in case of technical (compliance)
issues with money transfers it would pay in roubles and on local NSD accounts regardless
of the bond documentation, i.e. in line with the established counter-sanctions regulation.
A payout of the credit protection would be the base case here, however further litigation
strategies for creditors might prove limited in the current sanctions environment
given also additional challenges related to sovereign immunities.

A lack of creditors' initiative to claim bond payments we also see in the corporate
universe where already about twenty Russian companies have fallen overdue with
their Eurobond coupons because of the sanctions-driven restrictions since March. In
total, these embrace around USD 14 bn of bonds principal amount that is now in
technical default but prompting no legal action by creditors that we would be aware
of. We note that the issuers' strategy varies here, as some companies pay in roubles
(e.g. Sber, VTB, VEB) while others apply for an exemption (license) that would allow them
transacting in hard currencies for the purpose of debt service (none has been granted so
far to our knowledge).

All in all, it seems that at some point in time in the coming months Russia cannot
avoid a "default" label being pretty much forced into a technical non-payment event.
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One may question the rationale of this move from the U.S. side, since it does not change
much Russia's (locked-out) position on the international financial market while scrapping
a legit tool to deplete its fresh FX revenues and putting U.S. holders of Russian debt in the
line of fire. However, this will still count as a strong political statement and escalation
in the sanctions pressure. From the Russian side, it seems rational to delay this step as
long as possible, as it could certainly entail some imponderables (such as how non-
sanctioning countries can act with Russia). However, we remain skeptical that in a few
weeks or months the circumstances will be such that a technical (external) state default
— induced by Western sanctions — can really be avoided.

 

4 PLEASE NOTE THE RISK NOTIFICATIONS AND EXPLANATIONS AT THE END

Th
is

 r
ep

or
t i

s 
in

te
nd

ed
 fo

r 
re

pl
ac

em
e@

bl
ue

m
at

ri
x.

co
m

. U
na

ut
ho

ri
ze

d 
di

st
ri

bu
tio

n 
of

 th
is

 r
ep

or
t i

s 
pr

oh
ib

ite
d.



 Risk notifications and explanations

Disclosure
Risk notifications and explanations

Warnings

• Figures on performance of economic data presented in this publication refer to the past. Past performance of these data is not
a reliable indicator for future results and the development. This is particularly true in cases when the data has been available
short (e. g., for less than 12 months). In particular, this very short comparison period is not a reliable indicator for future results
and the development of economic data.

• The performance of economic data can rise or fall due to exchange rate fluctuations.
• Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may deviate from

the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of economic data.

The information in this publication which is contributed by analysts from RBI’s subsidiary banks are disseminated unaltered under
RBI’s responsibility.

A description of the concepts and methods used in the preparation of macro economic analyses is available under:
www.raiffeisenresearch.com/concept_and_methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context of
macro economic analysis) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

 
Disclaimer

Responsible for this publication: Raiffeisen Bank International AG („RBI“)

RBI is a credit institution according to §1 Banking Act (Bankwesengesetz) with the registered office Am Stadtpark 9, 1030 Vienna,
Austria.

Raiffeisen RESEARCH is an organisational unit of RBI.

Supervisory authority: As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International
AG is subject to the supervision by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank
of Austria (OeNB, Oesterreichische Nationalbank). Additionally, RBI is subject to the supervision by the European Central Bank
(ECB), which undertakes such supervision within the Single Supervisory Mechanism (SSM), which consists of the ECB and the
national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation). Unless set out herein explicitly otherwise,
references to legal norms refer to norms enacted by the Republic of Austria.

This document is for information purposes and may not be reproduced or distributed to other persons without RBI’s permission.
This document is a macro economic analysis, which contains no recommendations on financial instruments, indices or issuers of
financial instruments. This document constitutes neither a solicitation of an offer nor a prospectus in the sense of the Austrian
Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act (Börsegesetz) or any other comparable foreign law.
An investment decision in respect of a financial instrument, a financial product or an investment (all hereinafter “product”) must
be made on the basis of an approved, published prospectus or the complete documentation for such a product in question, and
not on the basis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Austrian
Securities Supervision Act (Wertpapieraufsichtsgesetz). Neither this document nor any of its components shall form the basis for
any kind of contract or commitment whatsoever. This document is not a substitute for the necessary advice on the purchase or
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sale of a financial instrument, a financial product or advice on an investment. In respect of the sale or purchase of one of the above
mentioned products, your banking advisor can provide individualised advice suitable for investments and financial products.

This analysis is fundamentally based on generally available information and not on confidential information which the party
preparing the analysis has obtained exclusively on the basis of his/her client relationship to a person.

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any
assurances regarding its accuracy and completeness.

The information in this publication is current as per the latter's creation date. It may be outdated by future developments, without
the publication being changed.

Unless otherwise expressly stated (https://www.raiffeisenresearch.com/specialcompensation) the analysts employed by RBI are
not compensated for specific investment banking transactions. Compensation of the author or authors of this report is based
(amongst other things) on the overall profitability of RBI, which includes, inter alia, earnings from investment banking and other
transactions of RBI. In general, RBI forbids its analysts and persons reporting to the analysts from acquiring securities or other
financial instruments of any enterprise which is covered by the analysts, unless such acquisition is authorised in advance by RBI’s
Compliance Department.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK): This document does not
constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter „KMG“) nor a
prospectus in the meaning of the KMG or of the Austrian Stock Exchange Act (Börsegesetz). Furthermore, this document does
not intend to recommend the purchase or the sale of securities or investments in the meaning of the Austrian Supervision of
Securities Act (Wertpapieraufsichtsgesetz). This document shall not replace the necessary advice concerning the purchase or the
sale of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact
your RAIFFEISENBANK. This publication has been either approved or issued by RBI in order to promote its investment business.
Raiffeisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Authority and subject to
limited regulation by the Financial Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA are available
on request. This publication is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall
therefore not be distributed to them. Neither the information nor the opinions expressed herein constitute or are to be construed
as an offer or solicitation of an offer to buy (or sell) investments. RBI may have affected an Own Account Transaction within the
meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position or holding in such
investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities
mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or
distributed within, the United States of America or Canada or their respective territories or possessions, nor may it be distributed
to any U.S. person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC
(“RBIM”), a U.S. registered broker-dealer, and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for
institutional investors and is not subject to all of the independence and disclosure standards that may be applicable to research
documents prepared for retail investors. This report was provided to you by RB International Markets (USA) LLC (RBIM), a U.S.
registered broker-dealer, but was prepared by our non-U.S. affiliate Raiffeisen Bank International AG (RBI). Any order for the
purchase or sale of securities covered by this report must be placed with RBIM. You can reach RBIM at 1177, Avenue of the Americas,
5th Floor, New York, NY 10036, phone +1 212-600-2588. This document was prepared outside the United States by one or more
analysts who may not have been subject to rules regarding the preparation of reports and the independence of research analysts
comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or
qualified as research analysts with the Financial Industry Regulatory Authority (“FINRA”) in the United States, and (ii) are not allowed
to be associated persons of RBIM and are therefore not subject to FINRA regulations, including regulations related to the conduct
or independence of research analysts.
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The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject
to change without notice. The information contained in this report has been compiled from sources believed to be reliable by RBI,
but no representation or warranty, express or implied, is made by RBI or its affiliated companies or any other person as to the
report’s accuracy, completeness or correctness. Securities which are not registered in the United States may not be offered or sold,
directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S under the Securities Act of
1933 [“the Securities Act”]), except pursuant to an exemption under the Securities Act. This report does not constitute an offer with
respect to the purchase or sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report
nor anything contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever.
This report provides general information only. In Canada it may only be distributed to persons who are resident in Canada and
who, by virtue of their exemption from the prospectus requirements of the applicable provincial or territorial securities laws, are
entitled to conduct trades in the securities described herein.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as
it is severable from the remaining terms, be deemed omitted from this Disclaimer. It shall in no way affect the legality, validity or
enforceability of the remaining terms.
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