
CEE Banking Watch: What is your stance on
Russian exposure?
Western and European banks have slashed their Russian exposure and business by on
average 35% in 2022. This means that Russia now accounts for only ~6% of CEE exposures
at Western banks (year-end 2021: ~10%). Russia's integration with the Western financial
system and the macro-economic role of Western banks has thus become negligible.

Pre-war risk-reduction vs. 2022 exposure cuts

We have already stressed in several articles that Western and especially European banks
have noticeably reduced their Russia exposures in recent years in a (geopolitically)
risk-conscious manner. In our opinion, the latest (official) aggregated figures on the
Russia-related exposures of Western and especially European banks until year-end 2022
now offer a pretty clear picture of the further exposure and risk reduction in the
course of the escalation year 2022 (war, sanctions). In addition, the fundamentally justified
Rouble depreciation starting in the latter half of 2022 (in contrast to previous artificial
Rouble strength) permits a fairer picture of the local Russian exposures of Western banks.
This is because the latter are largely in local currency today (more than 50% as of 2022,
compared to 15-30% in pre-war and pre-Crimea-annexation times).
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In concrete terms, according to fresh figures from the Bank for International Settlements
(BIS), Western banks' Russia-related exposures have declined by around 35% over the
whole year 2022. This figure is roughly in line with the decreases in local lending put
forward by leading Western European banks operating in Russia. As a result, Russia's
share of the total CEE banking business of Western banks has declined further and
dramatically from just over 10% in Q4 2021 down to 6.6% in Q4 2022. According to
the latest figures, (credit) exposures to the private sector and non-banks have been
reduced particularly sharply. Exposure declines of almost 50% were recorded in this area
over the course of the year. In contrast, exposures to banks and the public sector have
been reduced by only a smaller 10 per cent. In our opinion, this is related to aspects of
banking regulation, liquidity management, risk management and the partial maintenance
of certain payment/settlement channels.

RU: Exposure cuts Western banks - by sector
(2022)
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RU: Exposure cuts Western banks - by
country (2022)
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Differing options for action, clear reduction everywhere

In essence, the most recent aggregate banking sector data also show that a radical
reduction in exposures (with limited exit options) is (more) difficult for banking sectors
with substantial local operations. According to BIS data, the banking sectors of Austria,
Italy and the USA (host countries of remaining large foreign banks) "only" managed to
reduce their Russia exposure by 26% on average in 2022, in contrast to the international
sector average of nearly 36%. The latter value also includes "radical" Russian exposure
cuts or disinvestments, such as by UK banks and French banks (-70% to -80% in the
course of 2022). Other financial sectors such as Germany or Japan, on the other hand,
have "only" achieved exposure reductions of 15-20% (here, too, we see a link to still-
upheld linkages in the real economy). In relative terms, the country shares in Western
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banks' (still existing) Russian business have not shifted significantly. European or EU
banking sectors continue to account for the bulk of the remaining Russian exposures in
international banking statistics (just under 60 %).

The contraction of local lending activity we see also on a single-bank level. Looking at
the combined market position in loans by the local subsidiaries of RBI, UniCredit, Citi and
OTP, it has declined from 3.1% in Q3 2021 to 1.5% in Q1 2023, where the main “cliff-edge”
correction was recorded in Q2 2022. In the context of the recovering performance of the
Russian banking sector in aggregate (net profits up and above pre-war levels in Q1 2023),
this clearly indicates a deliberate downsizing strategy. While a further downward trend
can be expected in case of loans, the relative size in terms of total assets does not adjust
that much fluctuating around 3% for the four foreign/Western banks concerned. As
noted above, this has to do with the needed liquidity leeway, so effectively up to 60-70%
of the assets can be actually allocated to money market instruments (cash, deposits,
reverse repo). Subject to the broader sanctions course, this pattern may well continue
given that certain level of trade flows persists, which means some minimum Russia-West
payment channels need to be spared. Indeed, for select categories of goods having
global/humanitarian importance we see U.S. OFAC maintaining necessary exemptions,
in particular to support energy trades and the UN “grain corridor”, explicitly allowing to
deal with black-listed banks for narrowly defined transactions in USD. Having said that,
the U.S. authorities do not backtrack on the restrictions, so a re-connection of Russian
banks to SWIFT is not on the cards.

In this environment, foreign banks’ strategies targeting a full withdrawal from
Russia remain confined by local legal hurdles. This generally resonates with recent
developments in the corporate universe where Western firms struggle to leave the
market while also facing tougher actions. Thus, the Russian government basically took
over local assets of Finland's Fortum and Germany's Uniper, although refusing to label
it a “seizure” but rather a “temporary control”, which according to the Kremlin was a
response in kind to asset-blocking measures by “unfriendly” states. As a base case, we do
not expect a similar approach to be adopted with regard to the largest foreign banks,
since it would peril their role as a conduit for cross-border payments. Interestingly,
there are also examples of successful exits and what is more, not empty-handed, though
these could well be rather special cases. In April, Dutch Shell was granted presidential
consent for transfer of proceeds (USD 1.2 bn equivalent) from the sale of its stake in the
Far East gas project (Sakhalin-2). We note that the Russian Central Bank (CBR) is vigilant
to potential impact from such transactions on the financial market that is constrained by
currency controls. This justifies the ideas being floated on paying foreign companies that
sell their Russian assets not in cash but with special central bank bonds tied to Russian
reserve assets frozen abroad.
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 Local market share (loans)
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Limited 'financial integration' vs. 'no' money ties not an option at all

From a macro-economic standpoint, the significance of Western banks for the Russian
economy has declined drastically in recent years and then in particular against the
backdrop of recent drastic exposure reductions in 2022. Currently, the balance sheet
positions of Western banks correspond to only 3% of economic output (GDP) in Russia
(both calculated in foreign currency). For this indicator we come from values around
15% or at least 9% in 2008 and 2015 respectively. Not only in a historical comparison,
but also in the international emerging markets context, this is a minimal value and
speaks volumes for Russia's barely existent integration into the Western international
financial system. In the CEE context, the Russian international banking exposure ratio is
also to be classified as particularly low (where Western cross-border banking exposures
amount to 30-80% of GDP on average). In addition, it should be emphasized that after
the outbreak of the Ukraine war, Russia-related exposure reduction at Western lenders
in 2022 is about as significant as after the Crimean annexation in relative dimensions.
This is worth noting in that we believe there was certainly more "easy" banking and
wholesale business to be reduced at that time. In this respect, we would not downplay
the Russia exposure reductions over the course of the year.

RU: International banking integration*
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Despite the scaling back of international financial integration, it should be stressed
that Russia is still a relevant foreign trading partner of the EU that should not
be underestimated. We refer here to a foreign trade share of 30% from a Russian
perspective (20229 and still relevant export volumes of the EU in the range of 2-3% of
the overall EU foreign trade (despite a halving of that numbers in the course of 2022).
Even if further declines in bilateral trade volumes are to be expected in the course of 2023
(and beyond) or if economic relations continue to be rationally reduced, there will still
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be a certain amount of foreign trade. And this is true as long as the West does not want
to completely exclude Russia or the Russian population from the international exchange
of goods. The latter is probably also a consequence of certain ethical and moral limits
on sanctions. Not to mention that not all the EU's foreign trade partners or EU countries
can or want to completely reduce their trade with Russia (e.g. in the agricultural sector or
certain specialized products). This raises the question of which channels can be used to
conduct such trading transactions in the most target-oriented and compliance-sensitive
manner.

EU foreign trade with Russia (USD bn)*
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Risk notifications and explanations

Disclosure
Risk notifications and explanations

Warnings:

• Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the development of
a financial instrument, a financial index or a securities service. This is particularly true in cases when the financial instrument,
financial index or securities service has been offered for less than 12 months. In particular, this very short comparison period
is not a reliable indicator for future results.

• Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees and other
charges, which depend on the individual circumstances of the investor.

• The return on an investment in a financial instrument, a financial or securities service 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 a financial
instrument, a financial index or a securities service.

A description of the concepts and methods used in the preparation of financial 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
financial analyses) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI: www.raiffeisenresearch.com/
disclosuresobjectivity.

Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12 month
prior to this publication (acc. to Art. 4 (1) i) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is available under: https://
raiffeisenresearch.com/web/rbi-research-portal/recommendation_history.

 
IMPORTANT LEGAL NOTICE

By opening and/or using the information, services, links, functions, applications or programmes (hereinafter: "contents"") offered
on this website, the user hereby agrees to be bound by the terms and conditions set out below:

Copyright law

The contents offered on this website and subsites (hereinafter: the “RBI Research-Website”) are protected by copyright law. The
downloading or storage of applications or programmes contained on the RBI Research-Website and the (complete or partial)
reproduction, transmission, modification or linking of the contents of the RBI Research-Website shall only be permitted with the
express and written consent of Raiffeisen Bank International AG ("RBI"").

Information content, timeliness of information

The contents of the RBI Research-Website you are seeking to access is for information only and does neither qualify as investment
advice nor constitute or form part of any offer to buy or sell any securities or other financial instruments as defined in Article 5 para
1 number 15 of EU Directive 2014/65 (“MiFID II”) in any jurisdiction or jurisdictions, (and must not be considered in any way as an
offer or sale in relation to any securities or other financial instrument). In particular, no securities have been or will be registered
under the United States Securities Act of 1933, as amended (the “Securities Act”), and no such securities may be offered or sold in
the United States absent registration or exemption from registration under the Securities Act.

RBI has made every effort to ensure reliability in researching the information published on the RBI Research-Website or sent via RBI
Research-Website as well as in selecting the source of information used. Nonetheless, RBI does not assume any liability whatsoever
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for the correctness, completeness, timeliness or uninterrupted availability of the information made available on the RBI Research-
Website or as regards the sources of information used.

The information contained on the RBI Research-Website as well as forecasts published on the RBI Research-Website are based on
the information available and the market assessment at the point in time stated in the respective publications. Certain information
on this website constitutes forward-looking statements. RBI does not assume and hereby as far as possible expressly excludes
any liability for the correctness, completeness or actual occurrence of the events described in the forward-looking statements.
Such statements are not guarantees of future performance and involve a number of risks, uncertainties and assumptions. Certain
financial data (e.g. stock exchange prices) may in some cases only be published after a certain interval of time has lapsed as defined
by the data vendor (usually about 15 minutes or previous day end-of-day quotes). Furthermore, please note that many of the times
are given in Greenwich Mean Time (GMT).

You agree and acknowledge that the information and statements contained in the materials you are accessing on the RBI Research-
Website speak only as of the date of such document and such information and statements will become inaccurate, stale and/or
out-of-date thereafter. These materials should not be relied upon at any time for any investment decision.

RBI assumes no responsibility to maintain documents posted on the RBI Research-Website or to update any documents. Therefore,
users of the RBI Research-Website acknowledge that the content of documents available on the RBI Research-Website may not
show the most recent scenarios, analysis or conclusions.

Restricted access due to local regulations

Users of the RBI Research-Website can access some documents and information without registration requirements and without
further barriers (the respective area on the RBI Research-Website is hereinafter referred to as “Unrestricted Area”). By accessing
the Unrestricted Area, you agree and acknowledge that the materials on the RBI Research-Website may lawfully be made available
in accordance with the laws of the jurisdiction in which you are located.

Other documents are only available to persons who have registered themselves in accordance with the required procedure. The
part of the RBI Research-Website which can only be acceded by way of registration is hereinafter referred to as “Restricted Area”).

Due to the laws applicable in some jurisdictions or regulations imposed by capital market or securities authorities, some of the
information published on the RBI Research-Website (e.g. stock analyses) is not addressed to private individuals. In order to ensure
the enforcement of such local access restrictions, RBI retains the right to take any (technical) measures it may deem suitable for
restricting such information or segments of information subject to the aforementioned restrictions. The passing on of information
contained on the RBI Research-Website, which is subject to local access restrictions valid in certain countries, to the persons stated
in the relevant restrictions may constitute a breach of securities law or of other laws of said countries.

The distribution or dissemination of information published on the RBI Research-Website as well as the purchase and offering of the
respective products in certain jurisdictions may be subject to restrictions or additional requirements. Persons who retrieve such
information from the RBI Research-Website or into whose possession such information comes are required to inform themselves
about and to observe such restrictions. In particular, the products to which such information published on the RBI Research-
Website refers, may generally not be purchased or held by U.S. persons (the term “U.S. person” refers to any legal/natural person
having its seat/residence in the U.S.A and any other person within the meaning given to it by Regulation S under the Securities
Act 1933 as amended).

Users of the Unrestricted Area should be aware that the documents available on this part of the RBI Research-Website are not
made available on the basis that any customer relationship is created between RBI and such user solely on the basis of such user
having access to the respective documents. The documents available in the Unrestricted Area are intended to be available to users
in the European Economic Area and in the United Kingdom.
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Links to websites or URLs of third-party providers

With the exception of the cases regulated under § 17 of the Austrian E-Commerce Act, RBI does not assume any liability for
the content of websites or URLs of other providers to which links are provided. Neither does RBI assume any liability for the
uninterrupted availability or full functionality of the links to websites or URLs of third parties.

Exclusion of liability

RBI makes no warranty and will accept no liability for any damages whatsoever (including consequential or indirect damages, or
lost profits) relating to the access to the RBI Research-Website, the opening, use or querying of the contents on the RBI Research-
Website or relating to the links set up on the RBI Research-Website to websites or URLs of third parties. This applies also in cases
in which RBI points out the possibility of incurring such damages.

Furthermore, RBI shall not be liable for technical disruptions such as server breakdowns, operating disruptions or failures of the
telecommunications links and other similar events, which could lead to the (temporary) unavailability of the RBI Research-Website
as a whole or parts of it.

Storage of registration data

The content in the Restricted Area of the RBI Research-Website is only available to registered users. By sending the completed
online registration form, the user confirms the completeness and correctness of the data given and also confirms having truthfully
answered the questions asked. Furthermore, by sending the completed online form, the user hereby declares his or her consent
to the electronic processing of his or her registration data by RBI for both internal banking organisational purposes and for
transmission to other credit institutions within the Raiffeisen Banking Group, which may in turn also process, pass on or use such
data.

Changes to the RBI Research-Website

RBI retains the right to change and to remove the RBI Research-Website at any time (if necessary also without prior notice), in
particular as regards changing existing contents (in full or in part) and adding new contents.

General terms and conditions of business

For (authorised) users who use the services of RBI provided on the RBI Research-Website, the General Terms and Conditions of
Business, as amended, of RBI shall apply in addition to the terms and conditions of this Disclaimer.

Please also take note of the general information provided pursuant to § 5 of the E-Commerce Act!

Thomas SternbachLegal and ComplianceRaiffeisen Bank International AGAm Stadtpark 9, 1030 WienTel: +43-1-71707-1541Fax:
+43-1-71707-761541thomas.sternbach@rbinternational.com

IF YOU CANNOT SO CERTIFY, YOU MUST CLICK THE BUTTON LABELLED “I DECLINE” OR OTHERWISE EXIT THIS WEBSITE.

BY ACCESSING THE MATERIALS ON THIS WEBSITE, YOU SHALL BE DEEMED TO HAVE MADE THE ABOVE REPRESENTATIONS
AND CONSENTED TO DELIVERY BY ELECTRONIC TRANSMISSION.
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