Austrian Banks’ Activities in CESEE
1 The Expansion of Austrian Banks to CESEE

Austrian banks started to enter the Central, Eastern and Southeastern European
(CESEE) markets as early as in the mid-1980s, thus being among the first to move
into the region.2 This step was primarily motivated by the wish to provide services
to domestic corporations that had expanded to CESEE. In addition, it gave domestic banks the opportunity to gain ground in markets that – mainly for geographical
and historical reasons – had close links with Austria. By the early 1990s, three
Austrian banking groups had established subsidiaries in neighboring countries and
also in Poland and Russia. Chart 1 shows the presence of the major Austrian banking groups in CESEE and in the Commonwealth of Independent States (CIS) in
terms of the number of local subsidiaries.
During the recessions that struck most CESEE countries in the 1990s, Austrian
banks and their subsidiaries – contrary to many state-owned banks – stayed clear
of default, as at that time the subsidiaries were almost exclusively greenfield
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Banks included: UniCredit Bank Austria AG, Erste Bank der oesterreichischen Sparkassen AG (Erste Bank), Raiffeisen Zentralbank Österreich AG (RZB),
Volksbank AG (VBAG), Bank für Arbeit und Wirtschaft und Österreichische Postsparkasse AG (BAWAG P.S.K.), and Hypo Group Alpe Adria (HGAA)
or their respective predecessors.
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Serbia and Montenegro (CS) until 2005, from 2006 Montenegro (ME) and Serbia (RS).
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operations with less risky loan portfolios than many state-owned banks that struggled with bad loans inherited from Communist times. While the restructuring
and refinancing of state-owned banks proved costly and led many CESEE governments to proceed with full or partial privatization, more Austrian banks expanded
into CESEE in the second half of the 1990s (see Barisitz, 2006). That period was
marked by a significant departure from the banks’ formerly homogeneous business
models as their strategies diversified. Some banks continued to concentrate on
their initial greenfield operations and a strategy of organic growth, whereas others
acquired stakes in large state-owned banks in the first wave of privatization to
accelerate their expansion.
At the turn of the millennium, the economic environment in most CESEE
countries stabilized and banking activities entered a path of sustained expansion,
boosted by robust economic growth and the anchor or prospect of EU accession
(see Barisitz, 2006). EU-15 banks began to enter the markets in significant numbers, taking advantage of further large-scale privatizations. Apart from a few large
domestically-owned national players or state-owned banks, the banking markets
in CESEE were dominated by EU-15 banking groups at that time. As the CESEE
countries began to prosper and EU membership negotiations started, in particular
three Austrian banks (UniCredit Bank Austria, Erste Bank, and RZB) had already
seized the opportunity of an early expansion into the region. They are now among
the largest foreign investors in terms of total banking assets in CESEE.
In addition, the CIS started to become more important for Austrian banks at
the turn of the millennium. With many of the CESEE markets passing on to a
more mature stage of development, the CIS offered an opportunity for Austrian
banks to prolong their strategy of pioneering expansion.
2 Current Exposure of Austrian Subsidiaries in CESEE3

The recent past has been characterized by both an increase in market shares that
Austrian subsidiaries hold in CESEE and the CIS and a rise in the region’s importance for the Austrian banking system. Regarding market shares, disaggregated
data on the subsidiaries of the 11 Austrian banking groups active in the region
reveal that these subsidiaries hold considerable cumulated shares in CESEE that
come to or exceed 30% in six countries4 (see chart 2). For the entire region
(excluding Russia), Austrian subsidiaries’ market share recently dropped by 1 percentage point to 22% at year-end 2008. Including Russia, this share stands at 15%.
Although some markets account for a significant share in Austrian banks’ overall
exposure to the CESEE and CIS markets – in terms of subsidiaries’ aggregate total
assets, the largest exposure is vis-à-vis the Czech Republic (more than EUR 50 billion), followed by almost equally large exposures to Croatia, Slovakia, Romania,
Russia, and Hungary (around EUR 30 billion each) – no single country contributes
more than 20%.
3

4
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In response to the increasing importance of CESEE operations for the entire domestic banking system, the OeNB
started to collect data on the subsidiaries that primarily operate under host country supervision. At the beginning
(i.e. in 2002), these data included basic balance sheet information, which were later augmented by more detailed,
risk-related information. Section 2 is mainly based on data from these reports that have been available over the
entire reporting horizon.
Albania, Bosnia and Herzegovina, Croatia, the Czech Republic, Romania, and Slovakia.
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The recent rise in subsidiaries’ total
assets (see chart 3) was mainly boosted
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restructuring that followed the 2007
takeover of HVB Group (then Bank
Austria’s parent bank) by the Italian UniCredit Group (its current parent bank).
The latter, also a pioneering institution in the region, put its Austrian subsidiary,
henceforward UniCredit Bank Austria, in charge of the entire group’s CESEE segment.6
Even on the aggregate level, this transaction had a significant impact on the
Austrian banking system’s overall exposure to the region. Given the fact that EU
membership has always been cited as a major stabilization factor, this transaction
notably increased the share of assets outside the CESEE-10 (from 25% at end20067 to 34% at end-2007). However, there are many other, more refined ways to
assess subsidiaries’ risk positions, amongst which external sources such as bank or
sovereign ratings play an important role. Up to early 2008, rating outlooks for the
region were consistently positive, and up to mid-October 2008, actual downgrades were limited to sovereigns which are of only marginal importance to
Austrian banks.8 From October 2008 on, however, the large rating agencies issued
qualitative analyses some of which described the outlooks as deteriorating both at
bank and sovereign level. Shortly after, the first downgrades relevant to Austrian
Chart 2
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CESEE-10 refers to the eight CESEE countries that joined the EU in 2004 (CESEE-8: the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, and Slovenia) plus the two that joined in 2007
(CESEE-2: Bulgaria and Romania).
The sale of the Polish Bank BPH (which became necessary as the Polish subsidiary reports directly to the Italian
parent bank) and of the Croatian Splitska banka (which was required based on competition rules) was more than
offset by the acquisition of Bulbank (BG), Živnostenská banka (CZ), Zagrebačka banka (HR, the largest local
bank), UniCredit Bank (LV), UniCredit Tiriac Bank (RO), IMB (RU) and Unibanka (SK). In addition, UniCredit Bank Austria took control of the 40% stake in the Turkish joint venture Yapı Kredi.
If one includes the exposure to Bulgaria and Romania already in the CESEE-10 category.
For instance, Standard & Poor’s downgraded the ratings of Kazakhstan and Lithuania.
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Chart 3

Austrian Subsidiaries’ Total Assets in CESEE and the CIS (2002–2008)
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Source: OeNB.
Note: In this chart, CESEE-6 includes CZ, HU, LV, PL, SI and SK, CESEE-2 refers to BG and RO, SEE covers AL, BA, HR, ME, and RS, and CIS includes
BY, KG, KZ, RU, Tajikistan (TJ), and UA.

banks followed.9 Nevertheless, at year-end 2008, more than one-half of Austrian
subsidiaries’ total banking assets in the region were still held in countries with
investment grade ratings.10
3 Direct Cross-Border Lending by Austrian Banks to CESEE11

In addition to the assets of local subsidiaries, Austrian banks hold substantial
exposures to CESEE and the CIS in the form of direct cross-border loans. From
year-end 2002, credit to nonbanks more than quadrupled to EUR 67.4 billion. On
an aggregate basis, direct lending to CESEE and the CIS grew at a steadily increasing pace, but local and regional differences are quite significant (see chart 4). In
terms of total (i.e. direct and indirect12) cross-border lending to nonbanks in the
region, the relative importance of direct cross-border lending remained constant
at just under one-third of the total volume.
Regarding cross-border credit extended to customers resident in the CESEE-10,
direct lending to the CESEE countries that joined the EU in 2004 increased at a
fairly steady pace of about 20% per year to EUR 36.2 billion, whereas direct lending to Bulgaria and Romania grew at a significantly faster rate of more than 50%
9

10
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Still in 2008, Moody’s reduced the sovereign ratings of Estonia, Latvia and Hungary, and Fitch cut the ratings of
Bulgaria, Kazakhstan and Hungary by one notch and Romania’s rating even by two notches.
Looking at Moody’s Bank Financial Strength Ratings (BFSRs) instead of the country ratings, at year-end 2008,
39% of assets were held in countries with an average individual bank rating of C (adequate intrinsic financial
strength), 58% in countries with an average rating of D (modest intrinsic financial strength) and only 3% in
countries that were not rated at all or had an average rating of E (very modest intrinsic financial strength)
(Moody’s, 2009).
The OeNB’s primary data source for direct cross-border lending is the Central Credit Register, which provides
detailed information on Austrian banks’ credit portfolios on a customer-by-customer basis. For domestic and
foreign borrowers, the register contains data on securitized and nonsecuritized lending as well as guarantees and
other off balance sheet items exceeding a volume of EUR 350,000. For each borrower, banks report the outstanding volume, granted credit lines, the sum of collateral and finally their internal rating. A detailed description of
the Central Credit Register is available in OeNB (2008) (German only).
In this contribution, direct (cross-border) lending refers to loans extended by Austrian banks to customers resident
outside Austria, whereas indirect (cross-border) lending covers loans extended by Austrian banks’ foreign subsidiaries to customers resident outside Austria.
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Chart 4

Development of Cross-Border Lending by Regions (2002–2008)
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Note: CESEE-6 includes CZ, HU, LV, PL, SI and SK, CESEE-2 refers to BG and RO, SEE covers AL, BA, HR, ME, and RS. CIS includes BY, RU, and UA.

to EUR 10.7 billion at year-end 2008. Together, the two regions account for a
steady share of slightly over two-thirds of overall direct lending to CESEE and the
CIS countries.
In contrast to indirect cross-border lending to CESEE and the CIS, customers
from Croatia (with a share of 17%), Poland (13%), the Czech Republic, Hungary
and Romania (12% each) were the leading recipients of credit from Austrian banks
at year-end 2008. In Romania, and to a lesser extent also in Bulgaria, direct crossborder lending has grown faster than in all other countries since 2002. This development to some extent mirrors the trend of indirect lending to the entire region,
which has also been expanding rapidly in the CESEE-8 (and also SEE and the CIS)
– at the expense of the relative weight of the CESEE-2. This would suggest that,
by and large, direct lending activities of Austrian banks have accompanied the
expansion of indirect lending.
However, the co-movement of direct and indirect lending is far from ubiquitous. In Russia, for example, indirect loans expanded rapidly through both organic
growth and acquisitions, whereas the relative importance of direct lending
decreased markedly. The same applies e.g. to Slovenia and Ukraine. As a consequence of the ongoing financial crisis and the associated reassessment of the risk
posed by the regional credit exposure, the dynamics of credit expansion lost
momentum across the region in the second half of 2008. Notwithstanding differences among the countries, growth almost came to a standstill at year-end with as
yet no sign of a recovery.
So far, the analysis was restricted to aggregate data, so that the large Austrian
banking groups dominated observations. But direct cross-border lending to
CESEE has become important for small and medium-sized banks, as well. Puhr et
al. (2009) show that these banks, particularly in the eastern provinces of Austria,
tend to extend loans to borrowers from immediate CESEE neighbors.13
Chart 5 shows a breakdown by province of aggregate direct cross-border lending to Austria’s four CESEE neighbors at year-end 2008 (represented by the light
13

Austria’s immediate CESEE neighbors are the Czech Republic, Hungary, Slovakia, and Slovenia.
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Chart 5

Neighborhood Effects of Cross-Border Lending at End-2008
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blue slices within each circle).14 Moreover, the chart provides information about
the respective customers’ countries of residence (represented by the columns next
to each blue slice). The two measures indicate the influence of geographic proximity on whether Austrian banks extend loans to the region at all and if they do,
whereto. The dominance of the Czech Republic in the north, Hungary in the east,
and Slovenia in the south indicates that geographic proximity is indeed a significant factor in the choice of destination for direct cross-border lending by Austria’s
small and medium-sized banks.
4 The Impact of the Expansion to CESEE on the
Austrian Banking System

As shown in the previous two sections, the staggering organic growth of established subsidiaries, further acquisitions, as well as surging direct lending have contributed to an increase in the exposure of Austrian banks to CESEE and CIS markets. To assess the impact of this rapid expansion of the Austrian banking system’s
activities in CESEE as a whole, we need to take a look at the consolidated level.
Unfortunately, systematic reporting with a breakdown by regions of balance
sheet and profit and loss data was only implemented in 2008. However, the
business segment reports15 of the six major Austrian banks active in the region
have shown a steep relative increase in total assets and an even steeper relative rise
in pretax aggregate profits. In the second half of the decade, the share of total
14

15
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All Austrian provinces are included in chart 5 with the exception of Vienna. Home to all large Austrian banking
groups except HGAA, Vienna more or less reflects the aggregate Austrian banking systems’ geographic diversification of direct cross-border lending.
The six major Austrian banking groups (see footnote 1 of chart 1) increasingly published business segment reports
as part of their annual reports. For those who did not, the OeNB drew that information from bilateral surveys.
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Chart 6

Austrian Subsidiaries’ Operating Income (2002–2008)
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a ssets in CESEE and the CIS rose by approximately 10 percentage points to just
over one-quarter at year-end 2007. At the same time, the contribution of the
CESEE and CIS business to pretax profits improved to more than 40%, thus
significantly outpacing the growth of the regions’ share in Austrian banks’ total
assets.
At end-2008, the 40 banking groups subject to this new reporting standard16
held more than 30% of Austrian banks’ total consolidated assets in CESEE and the
CIS. At the same time, they hauled in EUR 2.9 billion in pretax profits, which
helped to offset the losses incurred domestically and in the rest of the world.
Again, subsidiaries played an important role (see chart 6), which can be partly
explained by an observation made by Liebeg and Schwaiger (2007): They show
that in CESEE – contrary to other emerging markets – foreign ownership had a
positive effect on interest margins. They attribute this to the fact that for sub
sidiaries, refinancing is cheaper than for their domestic peers, as the subsidiaries
have access to the internal capital market of the holding group and profit from
implicit guarantees by the parent institution.
In the same study, Liebeg and Schwaiger confirm the assumption that interest
rate margins in CESEE are the lower, the more developed an economy is. Thus,
they provide evidence of a fact that is one of the main incentives for banks to move
further east to less developed markets, where, however, higher profits have gone
hand in hand with higher risks. Although financial deepening, and therefore a
benign climate for banks, is expected to resume in CESEE and the CIS in the long
run, the short- and medium-term outlook is less positive. Still, Austrian banks
have on numerous occasions confirmed their intention to support local subsidiaries through these harder times.
While financial markets are already factoring in the region’s economic downturn, the risk positions in bank balance sheets as well as the data reported reflect
this development with a lag. In view of the adverse developments, profit contribution can be expected to shrink notably in the near future, and total asset growth in
the region can be expected to decelerate (or even turn negative), at least in the
16

In 2008, business segment reports were formally introduced as part of the OeNB’s regulatory reporting requirements.
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short term.17 After all, expanding lending without providing for additional own
funds would inevitably lead to lower capital ratios,18 and investors are currently
demanding higher capital ratios, which they consider a sign of a bank’s higher riskbearing capacity.
In their assessment of the impact of the crisis on Austria’s financial sector,
Schürz, Schwaiger and Übeleis (2009) claim that “judged by the sequence of events
in previous crisis episodes, at the current juncture, the brunt of the feedback of
the real economic downturn on the banking sector is yet to come.” Accordingly,
the risk emanating from the Austrian banking system’s CESEE and CIS exposure
was partially reflected in the size of Austria’s bank package, which was comparatively large by EU standards.19 The political will in Austria, but also internationally,20
should instill confidence regarding the long-term success of Austrian banks’
expansionary business model. But as events are still unfolding, it would be premature at this point to attempt a final assessment of the impact the global crisis will
have on Austrian banks and of the role their CESEE and CIS business will play in
that ongoing story.
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