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Global Lending falls

@ @ @ @ Foreign lenders

Russian firms

after the 2014 sectoral sanctions

Overall debt level

~40% decline
vs. EM control group
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Global Lending falls
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Global Lending falls
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Sanctioned vs Non-sanctioned Firms

e regulatory “de-risking”: financial institutions terminating relationships with
certain clients or jurisdictions perceived as posing heightened compliance or
reputational risks

‘ @ m eoe @ Foreign lenders

[ Russian borrowers / ]

Russian firms

Overall debt level Interest expense Overall debt level Interest expense
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Sanctioned vs Non-sanctioned Firms

Table 1: Russian Sanctions and Firm-level Debt

&) (2) ®3) (4)

Post x Russia -0.519*%**| 0.00836 -0.260 0.0188

(0.117) | (0.0192) (0.182) (0.144)
Post x Russia x Sanctioned 0.179 -0.0340* 1.411%%* 1.137*+**

(0.105) (0.0189) (0.0863) (0.0734)
Estimator OLS OLS OLS OLS
Dependent Variable Total Debt Leverage Interest Expenses Debt Burden
Observations 832 832 517 493
R-squared 0.951 0.923 0.886 0.868
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Dollar vs Euro/Sanctioned vs Non-sanctioned Firms

@ @ eoe @ Foreign lenders
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Dollar vs Euro/Sanctioned vs Non-sanctioned Firms

Table 2: Russian Sanctions and Firm-Level Debt Currency Composition

(1 () (3) (4)

Post x Russia -0.705%** 0.942%%* -0.0930 0.181%***

(0.241) (0.196) (0.0576) (0.0391)
Post x Russia x Sanctioned -0.213 -0.986%** 0.0582* -0.123%**

(0.159) (0.162) (0.0310) (0.0371)
Currency USD EUR USD EUR
Estimator PPML PPML OLS OLS
Dependent Variable Total Debt Total Debt Currency Share Currency Share
Observations 852 188 852 202
R-squared 0.895 0.953 0.905 0.895
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Dollar vs Euro

e extra-territorial enforcement: legal jurisdiction in the dollar payment system
exposes all dollar transactions to compliance risk

P N

U.S. bank

direct U.S. participant

direct Other foreign bank

access

O
IT1 European bank

USD payment / USD payment /
USD loan USD loan

A

non-U.S., non-Russian bank

@ Only U.S.-regulated banks have direct access

O
U.S. correspondent bank

|

@ Fedwire / CHIPS
U.S. dollar payment systems

 Foreign banks must use correspondent accounts

® Createsa U.S. nexus

® Falls under U.S, jurisdiction

o Higher sanctions / compliance risk
Euro payment system l

© NoUS. correspondent bark needed

@ No comparable U.S. nexus i Russian borrower / Russian firm

o Lower compliance risk

10/30



Dollar vs Euro/Coalition vs Non-Coalition

fﬁ U.S. bank
ABE . tioningjurisdiction

not under EU/U.S. sanctions regime

European bank Non-sanctioning-jursdidiction bank
m 4 m b

sanctioning jurisdiction

Higher sanctions

Higher sanctions
compliance risk

compliance risk
De-risking Besisling Smaller decline
in lending
Larger decline in

Larger decline in
lending to Russia

lending to Russia

[ - Russian borrowers / Russian firms ]

USD channel EUR channel
Higher compliance risk Lower compliance risk
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Dollar vs Euro/Coalition vs Non-Coalition

<« Crimea invasion Full-scale invasion <« Crimea invasion Full-scale invasion
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e “Other Coalition” includes CAN, CHE, GBR, JPN




Russia vs Other EMDE

O O
TIT VY-S bank European bank
sanctioning jurisdictions
Larger decline Spillover decline
in lending to Russia in lending to other
EMDEs (excl. Russia)

Russian borrowers / Other EMDE borrowers /
- Russian firms firms (incl. BRICS, excl. Russia)

® — 0

EUR channel

Lower compliance risk

USD channel
Higher compliance risk
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Comment: Dollar Settlement

‘ fﬁ U.S. bank

direct U.S. participant

O . g
II1 European bank direct I Other foreign bank
L LY access == hon-U.S., non-Russian bank
USD payment / USD payment /
USD loan USD loan

O
m U.S. Correspondent bank ® Only U.S.-regulated banks have direct access

New York ® Foreign banks must use correspondent accounts

Fedwire / CHIPS ® Createsa U.S. nexus
hd l ‘ @ U.S. dollar payment systems ® Falls under U.S, jurisdiction
© Higher sanctions / compliance risk
Euro payment system
® No U.S. correspondent bank needed
© No comparable U.S. nexus i Russian borrower / Russian firm

® Lower compliance risk




Comment: Dollar Settlement

e Dollar settlement risk should be heterogenous

e “The within-bank shift from dollars to euros is homogenous across jurisdictions,
in line with U.S. extra-territorial jurisdiction increasing sanction compliance risk in
dollars vs euros for all banks globally US banks”

e ‘“‘currency-toggle” provisions in cross-border loan contracts:
- keeping contracts denominated in dollars
- permitted payment in an alternative currency in case the borrower was prevented
access to dollar clearing
e Eurobond issued in 2016 included an “Alternative Payment Currency Event
Clause” allowing repayment in euros, pounds sterling, or Swiss francs if dollar
payments
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Comment: Dollar Settlement

e Why banks suddenly discovered dollar payment risk in 2014?

e For decades, Western payment system infrastructures maintained geopolitical
neutrality.

e This neutrality began to shift in 2010. New US legislation extended
extraterritorial powers to impose secondary sanctions enabling the exclusion of
foreign banks from dollar-based payment systems if they engaged in transactions
with sanctioned entities. (CEPR 2025)

e 2014, BNP Paribas Agrees to Plead Guilty and to Pay $8.9 Billion for lllegally
Processing Financial Transactions for Countries Subject to U.S. Economic
Sanctions.
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Comment: Currency Bias

.6
1

Share of External Portfolio
4
1

2
1

AUS CAN CHE DNK EMU GBR NOR NZL SWE USA

|_ USD ] Home Currency




Comment: Currency Bias

e |nvestors have home currency bias
e European banks may naturally prefer to lend in euros

e Dollar settlement risk can trigger heterogenous preferences from lenders
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Comment: Does sanction work?

e “restricted the ability of a sub-set of systemically important Russian firms to
access new financing and therefore to refinance their existing foreign liabilities”
e |ndiscriminate attack ?

‘ @ @ eoe @ Foreign lenders

= Russian borrowers /
- Russian firms
I
v 12
Sanctioned firms Non-sanctioned firms
USD debt EUR debt USD debt EUR debt
e O s o LT
S ‘ - ™ \‘ = -~
USD debt fell EUR debt did USD debt fell

lower level and lower

share of total debt iotincreass

EUR debt increased

lower level and lower
share of total debt
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Comment: Does sanction work?

e Why interest do not change/decreases for non-sanctioned? Loan market power

Table 1: Russian Sanctions and Firm-level Debt

1) 2 ®) @

Post x Russia -0.519%**| 0.00836 -0.260 0.0188

(0.117) | (0.0192) (0.182) (0.144)
Post x Russia x Sanctioned 0.179 -0.0340* 1.411%%% 1.137%%*

(0.105) | (0.0189) (0.0863) (0.0734)
Estimator OLS OLS OLS OLS
Dependent Variable Total Debt Leverage Interest Expenses Debt Burden
Observations 832 832 51
R-squared 0.951 0.923 0.886 0.868
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Comment: Does sanction work?

e |ndiscriminate attack ?

O <O
TIT U-S.bank European bank
sanctioning jurisdictions
Larger decline Spillover decline
in lending to Russia in lending to other
EMDESs (excl. Russia)

Russian borrowers /

- Russian firms
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Comment: Timing

<+ Crimea invasion Full-scale invasion < Crimea invasion Full-scale invasion
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Comment: Asset vs Liability

FIGURE 1.3 RUSSIA’S NIIP, 2010-2024 (US$ BILLIONS)
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Source: IMF, Balance of Payments Statistics and Central Bank of Russia.
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Comment: Asset vs Liability

-
Russia, central-bank reserves

Foreign currency and gold, by location
January 1st 2022, % of total
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Comment: Asset vs Liability

FIGURE 1.2 RUSSIAN RESERVES: CHANGE IN CURRENCY SHARES, 2014-21
(PERCENTAGE POINTS)
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Comment: Asset vs Liability

FIGURE 1.4 RUSSIA'S CLAIMS ON BIS-REPORTING BANKS, 2015-24 (US$ BILLIONS)
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Comment: Payment

FIGURE 3.7 RUSSIA'S TRADE WITH CHINA AND INVOICING IN CURRENCIES OF COUNTRIES
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Comment: Payment

Evolution of RMB’s share as a global payments currency RMB Ranking
Live and delivered, MT 103, MT 202 (Customer initiated and institutional payments), and ISO equivalent
Messages exchanged on Swift. Based on value. RMB Share
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Comment: Payment

FIGURE 3.5 ACTIVITY IN CHINA'S CROSS-BORDER INTERBANK PAYMENT SYSTEM
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Notes: The figure shows the evolution of activity in CIPS including the number of transactions in millions and the value of
the transactions in question in USD trillions.

Source: People's Bank of China and authors’ calculations.
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World Piece

SIS Wartare,
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