Russia/EE Watch: How much diplomatic
progress feasible — short- & medium-term?
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The much-awaited "week of diplomacy" on the Ukraine issue and beyond between Russia,
Western states and relevant security bodies has begun. At the same time, events in
Kazakhstan have provided additional impetus. In the following we analyze both subjects
and relevant connecting lines.
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Ongoing diplomatic talks: No quick settlement - when "surrender" of one side is
called for
Ultimately, with the threat of escalation on Ukraine's borders, Russia has forced upon
the West, the US, the EU and NATO an uncomfortable discussion about spheres of
inﬂuence in Eastern Europe. To a certain extent, the West (US, NATO, EU, OSCE) will have
to respond and is willing to talk about a new East/West security architecture, limiting its
own and NATO military activities up to a certain extent (incl. the CEE region), much less
about the sovereignty and territorial integrity of countries (e.g. according to the Paris
Charta as of 1990ies, not mentioned in the Russian Draft proposals to US and NATO).
We do not think that a sustainable solution can be found in the coming days with
regard to Russia's “red lines” or so-called zones of inﬂuence in (Eastern) Europe. It seems
that Russia has possibly linked the “Ukraine question” with too many other issues
that a quick agreement is hardly feasible. Moreover, the Russian side's far-reaching
proposal is hardly possible for the West to agree.
Firstly, parts of the proposals issued by the Russian Foreign Ministry to the USA and NATO
in December 2021 could be interpreted in a way that also Sweden and Finland shall have
no right to join NATO at any point in time. Secondly, in some parts the proposals also
include demands to limit the presence of US and Russian nuclear weapons to their own
territories, which would put the NATO into a huge disadvantage. In fact, NATO's concept
of nuclear sharing is also actively questioned. The same applies to practical concepts
such as joint airspace surveillance over the Baltics. On a more general note the draft
agreements very often speak of measures that would be "[...] perceived by the Parties as
a threat to their national security". Such vague wording also contains a (non-measurable)
perception that is very strongly driven by Russia and Russian interests, which the West
cannot accept in this way. Other aspects are more reasonable like the presented need
for channels of crisis/emergency contacts or the “revival” of the NATO-Russia Council. For
details in regard to Russian proposals towards the US plus NATO see the following links
(Treaty between The United States of America and the Russian Federation on security
guarantees; Agreement on measures to ensure the security of The Russian Federation
and member States of the North Atlantic Treaty Organization.)
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NATO and its member states have already publicly scaled back their expectations for
diplomatic talks this week. The West is betting to some extent on the fact that an unlikely
full annexation of Ukraine will come at a very high or punitive costs to Russia not only
in the short run, but also in the long run. At present, we also do not see any exuberant
rationality on the Russian side to quickly settle the “perceived” conﬂict. If the focus were
purely on the Ukraine issue, a sustainable agreement would be more likely. However, with
the current list of demands (and the associated inability of the West to comply), a scenario
of Russia being threatened by the West can be maintained from a Russian point of view.
Overall, both sides are not seeking a quick settlement. Therefore, ﬁnancial markets and
investors will have to live with the on and oﬀ pricing of geopolitical risks in the
Eastern European region for some time to come. At present, we see geopolitical risks
(suﬃciently) being priced in again, especially with regard to Russia; as long as a complete
escalation on the sanctions front can be avoided, as has been the case so far.
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Recent events in Kazakhstan, implications for Eastern Europe
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Kazakhstan was hit by unprecedented social unrest in the ﬁrst days of the year which
was sparked by an increase of gas prices for people. The recurring shutdowns of the
internet in the country make the available information highly fragmented complicating
the analysis. Still, a clear lack of initial reaction by the government makes us think that
the unrest might have been inspired from the inside of some parts of the government
or military — at least this would justify the President Tokayev's call for support of the
Russia-led bloc of the Collective Security Treaty Organization (CSTO). From today’s
perspective, the situation looks like a (failed) coup attempt, as a result of which the
President Tokayev strengthened his position essentially ending the short era of dual
power (with the ex-President Nazarbajev) with the help of Russia. From this point of view
the power transition could be possibly now considered as completed.
Overall, we see the situation as stabilizing, as President Tokayev manages to suppress
the riot on the one side and address the protestors’ economic demands on the other
(resignation of the government, price regulation proposals). At the same time, this comes
at cost of a likely increasing political dependence of Kazakhstan on Russia, with
the latter also gaining more weight in Central Asia as a result and just in time for the
Russia-U.S. and Russia-NATO summits this week. For the President Tokayev who is now
consolidating the powers this will likely require a greater eﬀort to balance between the
economic/political interests of China/West/Russia going forward.
We tend to interpret the Kazakh crisis as internal triggered by the accumulated
social tension that was further picked up by some parts of the government elites to
attempt a change in the political status quo. Hence, no major direct spillovers to other
countries in the region are envisaged. However, from a regional perspective most recent
developments in Kazakhstan made clear that Russia will be likely ready to intervene
in Belarus (CSTO member, currently Belarus holds the General Secretary position of the
CSTO) if needed — where a Western/foreign involvement in case of any wobbles can
be presumably more easily claimed than in case of Kazakhstan. Moreover, the strong
engagement by Russia in Kazakhstan (possibly aligned with China, but without active
engagement by China) shows that China accepts also a certain “zone of inﬂuence” of
Russia in the region. Moreover, events in Kazakhstan and the less than successful dual
leadership make a so-called "Belakazakhstan scenario" unlikely (i.e. that the current
President will use a power sharing setup to instigate a transition).
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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.
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A description of the concepts and methods used in the preparation of macro economic analyses is available under:
www.raiﬀeisenresearch.com/concept_and_methods.
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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.
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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.
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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.
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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.
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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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