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ABSTRACT:
The paper explores the monetary cooperation within the Eurasian Economic Union
(EAEU). It discusses theoretical approaches to the development of monetary policy
in macro-regional integration alliances. The research analyses the current
economic conditions for developing a monetary union within the EAEU. The results
prove the significance of monetary cooperation for participating countries.
However, the examination of the present macro-economic situation and factors in
the institutional environment demonstrates that today there are no prerequisites
for forming a full-fledged monetary union within the EAEU. The article proposes an
approach to choosing a monetary policy that allows the existing economic union to
maintain or potentially amplify its positive synergy effect.
Keywords: Eurasian Economic Union, monetary integration, international trade,
GDP, economic growth, sustainable development.

RESUMEN:
El artículo explora la cooperación monetaria de los países de la Unión Económica
Euroasiática (UEEA). Se discuten los enfoques teóricos para el desarrollo de la
política monetaria en las asociaciones de integración macrorregionales. Se realiza
el análisis de las condiciones económicas actuales para el desarrollo de la unión
monetaria en el marco de la UEEA. Como resultado del estudio, se demuestra la
importancia de la cooperación monetaria entre los países participantes. Sin
embargo, el examen de la situación macroeconómica actual y los factores en el
entorno institucional demuestra que hoy no existen los requisitos previos para
formar una unión monetaria completa dentro de la EAEU.
Palabras clave: Unión Económica Euroasiática, integración monetaria, comercio
internacional, PIB, crecimiento económico, desarrollo sostenible.

1. Introduction
The Eurasian Economic Union (EAEU) is an international alliance of regional economic integration established in 2015 which replaced the
Customs Union. The EAEU embraces five states: the Republic of Armenia, the Republic of Belarus, the Russian Federation, the Republic of
Kazakhstan and the Kyrgyz Republic. The union initially pursued the following purposes: to implement comprehensive modernization of the
national economies; to enhance their competitiveness; to create a single commodity and financial market, including currency integration as an
integral part of the rapprochement. There were attempts made to promote integration initiatives in the countries through creating a customs
union and encouraging labor and capital mobility, but so far no efforts have been taken to coordinate monetary policy. However, the issues of
monetary cooperation are still high on the agenda, since there is no conventional decision on the time frame and stages of its implementation.
The main reason behind that is a lack of clear system-wide approaches to managing currency relationships within the Eurasian Economic Union.
Over the past years, the discussions on problems and prospects of creating a monetary union within the EAEU nations have become increasingly
relevant. This is due to the fact that under the growing trend towards regionalization of the global economy the EAEU countries need to develop
coherent positions on implementing a competitive monetary policy. An approach with a theoretical and empirical grounding will make it possible
to maintain or potentially amplify a positive synergy effect arising from the creation of the very economic union. Nevertheless, in the context of
today’s economic challenges faced by some nations, the future of the monetary union is ambiguous.
The purpose of this study is to examine the prospects for cooperation between the EAEU member states in the monetary sphere. We aim to
complete the following objectives: to investigate theoretical approaches to forming a monetary policy in macro-regional integration alliances as
well as to analyze the current economic conditions in the EAEU and prospects for monetary integration taking into account the urgent
development issues.

2. Literature Review
There is a broad array of research on the prospects for monetary integration within the EAEU and the the Commonwealth of Independent States
(CIS) economies. Having analyzed a number of relevant scientific works, we conclude that some economists anticipate a further deepening of
integration processes in Eurasia, which can be interpreted as the emergence of a monetary union. Among other things, these processes embrace
a planned harmonization of fiscal policy, a transition to settlements in national currencies, the creation of a supranational currency, etc.
Kulakova (2016) analyzes the positive and negative aspects of monetary integration in the European Union and looks at a possibility to borrow
the European integration experience for establishing a common monetary system within the EAEU. She explores the reasons why the Russian
ruble cannot be used as a single currency and reveals the fundamental conditions for a monetary union to exist. We agree upon the major
objectives of setting up a single monetary system, which are: to devise an integrated structure of the payment space; to narrow the gap
between the development levels of the participating countries; to reduce the inflation rate and to overcome the exchange rate volatility.
Other researchers predict the financial systems of the EAEU states to function separately, since a substantial gap in the socio-economic
development of the nations makes further integration impossible. According to Kabzimanyan (2017), in the territory of the EAEU, there are no
prerequisites needed for creating a monetary union. It is advisable, therefore, to undertake urgent actions to harmonize the monetary policies
and other economic spheres of the EAEU countries.
Danilov et al. (2018) claim that, despite possible challenges and restrictions, the functioning of a monetary union gives numerous advantages:
existing separately, countries are vulnerable to external shocks, whereas an economic union would experience lesser economic fluctuations.
However, the EAEU still lacks a coordinated monetary policy that could be the next step towards closer integration. One of the most important
aspects of monetary integration is that the obtained monetary policy can better manage aggregate demand and stimulate investment
throughout the region, whereas a coordinated one stimulates trade and investment in the region. The national financial markets of the EAEU
member countries are characterized by low capacity and liquidity, and in some cases they do not have segments necessary to effectively support
the creation of a currency union. Of all the participating states, forward exchange markets in Russia, Kazakhstan and Armenia are able to hedge
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currency risks in trade operations with the EAEU. However, the derivatives markets of Russia and Armenia do not possess the tools for hedging
risks in foreign-currency transactions using the EAEU currencies without applying a reserve currency as an intermediary.
Speaking of the possibility of forming a monetary union, it is reasonable to address the experience of the European Union (Dubauskas, 2012;
Dudzeviciute & Prakapiene, 2018). For example, the primary benefit of a monetary union is foreign trade, although empirical estimates of this
effect are ambiguous. According to Vinokurov et al. (2017), trade expansion may produce two additional dynamic effects on economy. Firstly,
foreign trade expansion results in a growth in GDP. Secondly, it is able to influence business cycle: as stated by Rose (2008), trade expansion
implies business cycles of the member countries to become more synchronized, which will facilitate implementing a unified monetary policy. This
effect is proved to be statistically significant for the EU states.
At the same time, Krugman (1993) argues that monetary integration causes specialization to intensify and, consequently, increases the
probability of asymmetric shocks. This hypothesis is also empirically justified. Caporale, De Santis and Girardi (2013) find that the Eurozone
nations are approaching increased specialization, especially if comparing the main and peripheral countries. Earlier estimates show the impact to
be positive and highly significant. Rose applied gravity models of foreign trade to demonstrate that the European Union increased trade within
the euro area by 8–23%. Nevertheless, a recent study by Glick and Rose (2015) displays that there is an insignificant, if any, effect of euro on
stimulating export. The role of export in economic growth is discussed by Travkina (2015).
We support the view of Vinokurov et al. (2017) that, once a substantial progress in creating a common customs territory and regulations is
achieved, integration alliances have to deal with potential disruptions due to poor coordination of their monetary policy. These disruptions may
occur in the form of currency shocks and subsequent trade conflicts. This is evidenced, for example, by the volatility of national currencies in
2014–2015, which led to significant shifts in competitiveness. This resulted in a currency crisis in some Eurasian states. All this raises a question
of how to gradually achieve a more coordinated monetary policy, what options for monetary policy are available, and how they will affect
macroeconomic stability.
To establish a monetary union, there should be a number of factors existing simultaneously. Robert Mundell, who won the Nobel Prize in
Economic Science for the theory of optimum currency areas, was first to study these factors. His followers supplemented the theory with other
factors, such as inflation convergence (Fleming, 1962), unemployment (Ogrodnik, 1990) and openness of an economy (McKinnon, 1963).
Thus, our literature review shows that countries are able to create a monetary union, if they enjoy a high mutual mobility of production factors;
business cycles in all countries are unidirectional (there is a convergence of these cycles); they experience a similar reaction to external shocks
of demand and supply; the countries are close to common elasticity of price and wage, and market mechanisms lead to optimal distribution of
production factors. It is also noteworthy that the central result of monetary integration is accelerated convergence and a reduced impact of crisis
shocks.

3. Materials and Methods
The theoretical and methodological basis of the research includes the scientific principles of currency integration; provisions on the theory,
methods and organizations of monetary and tax policy.
To achieve the purpose and objectives of the study, we have applied general and specific scientific methods: dialectical cognition method – to
evaluate the probability of creating a monetary union within the EAEU; monographic and system-analytical methods (Batkovskiy et al., 2015)
are used when substantiating proposals regarding the measures designed to deepen financial integration that should be applicable to the current
conditions and latest trends; methods of description and formalization are utilized to assess the possibility of harmonizing the norms of national
legislation in the EAEU states and identifying effective tools for regulating these processes; abstract logical method is applied to justify the
expediency of introducing a single currency within the EAEU.
The present study sticks to the theory of optimum currency area. The analysis of economic conditions for monetary integration within the EAEU
is based on statistical data released by the International Monetary Fund (IMF), the World Bank, the Eurasian Development Bank and the
European Economic Commission, as well as national central banks of the EAEU participating countries.

4. Results
The development of currency cooperation depends on the structure of economy, macroeconomic conditions and the state of institutions
functioning in the financial market. Despite the common historical development of the EAEU countries, as well as strong economic and political
ties, many characteristics of the states do not coincide, which may cause difficulties in the process of financial convergence. The analysis of the
institutional environment and macroeconomic conditions in the EAEU nations, performed to determine the prospects for their monetary
integration, indicates the following:
1. The EAEU states are characterized by a significant share of state ownership in the financial sector and the dominance of several major banks
(Zhukova, 2015; Chunikhin, Kuzmin & Pushkareva, 2019). Low competition in the banking sector and the leading role of state-owned banks
impair the functioning of the banking system and violates the mechanisms of transmission channels, since they do not operate in market
conditions.
2. There are signs of a crisis in the interbank lending market. The structure of the banking system in the EAEU is characterized as follows: in
Kyrgyzstan, Kazakhstan and Belarus, the share of bank assets in Gross Domestic Product (GDP) is not more than 70%, whereas in developed
countries this indicator is significantly higher than 100% (Goryunov, 2015).
3. Dollarization of the Eurasian economies is underway. Due to the instability of the Russian ruble, the dollar is still the dominant currency in
trade operations between the EAEU states. For example, in 50% cases, the Republic of Belarus used the dollar in trade with the EAEU states
(excluding Russia), for the Republic of Kazakhstan and the Kyrgyz Republic this indicator is even higher – approximately 80% (Danilov et al.,
2018, p. 19; Manenok, 2014).
4. Russia remains the leading economy among the EAEU; in 2018, its GDP reached 1.5 billion US dollars. The size of GDP of the Republic of
Kazakhstan – the second largest economy of the Union – is nearly 10 times smaller (Fig. 1).

Fig. 1
GDP of the EAEU countries

in 2018, billion dollars

The abovementioned factor demonstrates the leading role of Russia’s monetary policy. The Russian ruble plays a crucial part in the trade
between the EAEU countries: during the period of 2013–2018, the ruble was used in 62–75% of business deals (Shvandar, Anisimova &



Yakovleva, 2018). At that, in 2018, the share of ruble settlements slightly decreased, while payments in dollars and euros showed a modest rise;
national currencies were practically not used in settlements between the countries (Table 1).

Table 1
Currency structure of export–import payments
between the EAEU states in 2013–2018, in %

Currency of
payment

2013 2014 2015 2016 2017 2018

Ruble 61.8 67.4 68.1 74.1 74.9 72.7

US dollar 30.3 26.3 25.0 19.3 18.3 19.2

Euro 6.8 5.2 5.1 5.2 5.2 6.8

Other 1.1 1.1 1.8 1.4 1.6 1.3

5. The export structure of the EAEU countries is characterized by weak diversification of the majority of the economies, with the exception of
Belarus. Commodities export is of special importance for the region, which makes all the nations susceptible to market shocks. The exposure to
these shocks varies, because the share of commodities exports is different in each country, but it is obvious that Russia, Kazakhstan (oil price)
and Kyrgyzstan (gold price) are highly sensitive to market shifts. The CIS nations, which are potential candidates for the EAEU membership,
exhibit a similar business environment in external markets (Humbatova et al., 2019).
6. Tax policies of the EAEU members are inconsistent (Table 2). This is due to the volatile geopolitical situation and the level of global oil prices
that limit the opportunities for tax cuts in Russia.

Table 2
Tax rates in the EAEU states in 2019

Country Corporate tax Value
Added Tax

(VAT)

Income
tax

Insurance
payments

Russia 20 20 13 22

Belarus 10–25 10–20 13 29

Kazakhstan 10–20 12 10 9.5

Armenia 20 20 9–15 0

Kyrgyzstan 20 12 10–20 >17

Source: The data was obtained from the 
databases of the EAEU tax authorities

The tax competition of particular countries of the EAEU is escalating. This results in a mismatch between the economic and financial policies,
which affects the transformation of trade and investment flows within the EAEU.
7. The EAEU members still find themselves amid the economic and financial crisis. As a result, over three years, the state budget deficit in all the
EAEU countries, excluding Belarus, has increased (Fig. 2). At that, in Russia and Kazakhstan, it is at the upper limit of the budget deficit criterion
established for the EAEU (3%), whereas in Armenia and Kyrgyzstan it exceeds the upper limit.

Fig. 2
Ratio of the budget deficit (surplus) 

of the EAEU states to GDP, in %

Source: Statistical data of public finances 
of the Eurasian Economic Union (EAEU, 2018).

8. Instability of the political factor which is of significant importance when forming monetary policy.
All the aforementioned factors indicate that the creation of a single currency space within the EAEU is hardly possible in the nearest future.
However, it is necessary to take further efforts to develop and encourage integration processes, as a deepening monetary integration stimulates
economic development and makes conditions for cross-country cooperation more productive.
Overcoming the obstacles is possible through the EAEU integration, improving the investment climate, diversifying the economy, creating
multinational corporations to operate in the Eurasian space, developing a single financial market and stimulating small and medium-sized
enterprises (Litau, 2018; Toomsalu et al., 2019). It is required, therefore, to eliminate numerous constraints in mutual trade and build strong
business ties between the EAEU countries.

5. Discussion
A currency union in any form suggests abandoning independent monetary policy. This results in that the issue of establishing a currency union
within the EAEU is widely debated at all levels.



Within the framework of the classical theory of economic integration, Balassa (1982) argues that a currency and economic union represent the
fourth stage of integration preceded by the free-trade zone, the customs union and the joint market for the free movement of products, services
and capital. In our case, the EAEU was jumping ahead in creating institutions of the fifth stage, namely political integration, while there were
serious unresolved problems in establishing a single market and even in implementing a common customs policy. In this respect, the experience
of the European Union is rather indicative, since only 19 out of 28 its members are members of the euro area (Akelyev & Ermushko, 2011). New
economic mega partnerships no longer raise the issue of currency integration. The primary purpose of new alliances is to ensure the free
movement of goods, services and capital within a common barrier-free internal market.
The creation of a single currency space is only reasonable if the benefits of its creation exceed the associated costs, which is not true for the
current situation. The theoretical benefits and drawbacks of a currency union within the EAEU are presented in Table 3.

Table 3
Benefits and drawbacks of a 

currency union within the EAEU

Currency (monetary) union and currency area

Benefits Drawbacks

A rise in GDP as a dynamic result of
other factors;

accelerated development of
intraregional trade and investment;

convergence of the countries
regarding the major monetary
indicators;

decreasing transaction costs
associated with currency exchange;

anticipating and dealing with
asymmetric external shocks;

reducing a negative effect of
currency volatility;

reducing the level of dollarization
(settlements, credits and
investments are conducted in the
national currency);

lowering interest rates;

improved transparency in pricing and
enhanced competition

Lack of flexibility when performing
monetary policy (no leverages to
react to asymmetric external
shocks);

resolving the problems of peripheral
countries at the expense of the donor
states;

a growing public debt of the crisis
countries;

additional costs incurred in the
introduction of the new currency

The creation of a currency union should produce significant benefits for the participating economies; on the other hand, it may cause much more
serious drawbacks. The experience of the European Union has shown that the forced introduction of a single currency might lead to acute
problems that outweighed all its advantages. That is why the central banks of the EAEU member states are so cautious about initiating the
currency union (Ivanova, 2016). Financial turmoil and economic shocks are projected onto a company’s sustainability translated into its survival
capability. In Russia, the level of long-term survival rate is established to be higher than in the EU; at the same time, the short-term survival
rate of Russian companies is lower (Kuzmin, Vinogradova & Guseva, 2019).
The economies of the EAEU countries differ significantly in term of the level of economic development and the scale of the economy as a whole.
Kyrgyzstan and Armenia are remarkably different from the other member states in such aspects as low GDP per capita, high external debt and
the dependence on transfers due to labor migration. From the perspective of the structure of the economy in Belarus, the ratio between export
and import is quite balanced, whereas the share of imports in GDP of Kyrgyzstan and Armenia is extremely large. Almost all countries of the
EAEU are engaged in the raw materials sector. At that, mostly Belarus exports secondary products to external markets (Ivanova, 2016).
Despite the economic problems faced by the countries at the national level, the issue of further integration, including currency union, are still
vigorously debated. In the long-term, a single currency space is expected to bring about an additional positive effect equalizing the levels of
economic development of the EAEU nations. As for the medium and short-term scenario, monetary policies of the EAEU countries should be
coordinated.
The coordination of monetary policy within the EAEU does not obviously entail significant costs. Such cooperation should mostly exert a positive
effect on the development of intraregional trade and mutual investments (through stabilization of agents’ expectations about the national
currencies volatility towards each other), as well as the economic development of the countries at large. We can assume that this stage of
currency cooperation will be successfully completed.
The deepening of integration processes in the monetary sphere can deliver considerable long-term benefits for three “small” economies of the
EAEU, namely Armenia, Belarus and Kyrgyzstan. The benefits will be derived from the “import” of economic stability due to falling long-term
interest rates (Vinokurov, 2017). The EAEU nations should make a concerted push to stabilize inflation, reduce the economies’ dollarization, and
ensure the effective functioning of the monetary policy transmission mechanisms.

6. Conclusion
All the EAEU countries are characterized by a low degree of the economy’s monetization. Since the Russian Federation plays a primary role in the
CIS economy, the currencies of the participating countries are much dependent on the trends detected in the Russian economy. Moreover,
despite the common structure of the member states’ transition economy and the similarity of their problems, there exists a differentiation in the
present tools applied in the monetary and currency markets, as well as in the institutional environment as a whole.
The analysis of the current macroeconomic conditions has demonstrated that at the moment there are no prerequisites for forming a full-fledged
currency union within the EAEU. However, currency integration is a natural stage in the development of international economic partnership,
therefore it is possible to use its simpler forms, coordination of currency policies, and the creation of unified and settlement systems as the first
step towards the formation of a currency union. In the long term, a single currency space is expected to bring about an extra positive effect that
should equalize the levels of economic development of the EAEU member countries.
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