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Abstract

Importance Almost all regions experience active processes of economic integration. As a result, national currencies
become more usable for international payments. The trends are observed in the Eurasian Economic Union (EEU),
with the Russian ruble obviously dominating the other currencies.

Objectives We identify factors that streamline invoicing processes denominated in national currencies throughout
the EEU.

Methods We refer to China to analyze the main reasons for using the home currency in international payments,
scrutinize the payment mechanism under stringent constraints on the currency laws. Summarizing and analyzing
the renminbi internationalization practices, we conclude on the most important factors that intensified payments
in national currencies throughout the EEU.

Results The article names key factors making the countries use their home currencies to close trade deals. We also
express our opinion on the future of payments denominated in the Russian rubles and EEU currencies.
Conclusions and Relevance National currencies are used for international invoicing purposes due to profound
trade ties with partners and accessibility of finance, stability of the exchange rate and intention to reduce the USD
dominance. The Russian ruble becomes more influential throughout the EEU due to a special status of Russia in
the EEU. Russia is the main supplier of energy resources, having the most developed financial market and being
free from any legislative barriers to making payments in national currencies throughout the EEU countries.
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The Russian ruble demonstrably tends to become
a regional currency for a growing number of reasons
seen for the recent years. This statement can be
illustrated with the active use of the Russian ruble in
the EEU cross-border payments. Thus, there should
be effective measures to maintain the high volume
of payments in the Russian ruble throughout
the geography of integration processes.

The U.S. dollar still circulates for the EEU payments,
remaining rather competitive. In 2014-2015,
the devaluation of the Russian ruble undermined
mutual trade and seriously affected the confidence
of Russia's Eurasian partners in the integration
project. However, they voice absolutely controversial
views on strengths and weaknesses of the Eurasian
Economic Space and Customs Union, including
payment issues.

Home currencies are no longer considered as
ameans of payment outside the EEU (Ukraine,
Turkey, Egypt), though such plans were quite
realistic. This is a testimony of risks which should not
be overlooked in relationships with the EEU partners.
Hence, it is worth the effort to maintain the existing
position and status of the Russian ruble in payments
throughout the Eurasian integration space and give
a new impetus to the project.

China demonstrates impressive results in promoting
its national currency worldwide [1, 2]. Before 2009,
when there were no bans to use the yuan for foreign
trade deals between the mainland and Hong Kong,
trade in goods and services was almost null. In 2015,
payments were made on a quarterly basis as much
as CNY 1.5-2 trillion (equivalent to USD 300-400
billion).

According to the Society for Worldwide Interbank
Financial Telecommunications - SWIFT, in 2015,
the yuan went fifth among the most circulating
international currencies (Fig. 7). However, the yuan
internationalization contradicts some key ideas of
the factors that contribute to its involvement into
international payments.

*For the source article, please refer to: LLBaHaap K.B.,
AHncmmoBa A.A., ikoenesa W./. MepcnekTrBbl BaNtOTHOM MHTErpaumun
cTpaH EASC. duHaHcosas aHanumuka: npobaemsl u peweHus. 2018. T. 11.
Ne 2. C. 205-222. URL: https://doi.org/10.24891/fa.11.2.205

The Chinese monetary legislation is not liberal. As
a matter of fact, the yuan held in mainland China
and offshore areas cannot be considered as one and
the same currency, circulating concurrently and
independently and being subject to different
jurisdictions. The home yuan can be used only for
the export and import of goods, while the offshore
yuan can also serve for the same purpose, but
including other current and capital transactions.

Nonresidents and residents were gradually
permitted to invest in the Chinese or foreign
financial markets respectively, but the pace of
the process was still slower than the increasing use
of the yuan for foreign trade deals, but rather
keeping the pace of the latter, if needed.
Furthermore, the legislative and regulatory
framework became even more stringent to support
the weakening yuan.

Currently, China Foreign Exchange Trading System
(CFETS, Chinamoney) features sections of 23
currency pairs including the yuan. This implies the
currencies should have market quotations, which
traders may consider as reference values. However,
they are not very representative.

For example, in February 2017, the CNY/USD pair
accounted for 96.2 percent of total deals closed.
Percentage of trade based on CNY/EUR and CNY/JPY
exceeded 1 percent. 13 currencies were lower than
1 percent, with seven of them falling below 0.1
percent (CNY/RUB pair is 0.03 percent). The rest
seven currencies were not involved in any
transaction.

In China the existing system of international
payments and invoicing is run through
correspondence banking and Chinese offshore
clearing banks. In 2015, China began implementing
the China Interbank Payment System - CIPS, which
settles the yuan-based payments among clearing
banks and the China National Advanced Payment
System - CNAPS. The system is a product of non-
liberal currency laws. Single-currency settlements are
handled within the CIPS [3].

It is worth mentioning how the People's Bank of
China created the China Domestic Foreign Currency
Payment System - CDFCPS for real-time interbank
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settlement in foreign currency, such as EUR, JPY,
GBP, CHF, USD, CAD and HKD [4]. As part of this Y-
system, the People's Bank of China receives payment
orders for transfer of loans, carries the netting of
each currency and circulates orders for transfer of
funds among direct participants' accounts to all
settlement agents'.

This example does not serve as an immediate
applied solution to arrange  multicurrency
settlements among two or several countries since it
constitutes a domestic payment mechanism
(the mainland part, to be more exact). However,
CDFCPS does not process settlements relating to
currency conversion transactions.

It is important to mention that multicurrency
settlements were arranged between CDFCPS in
mainland China and real-time gross settlement
systems (RTGS) in Hong Kong through Clearing
House Automated Transfer Systems - CHATS. To do
so, the People's Bank of China appointed settlement
institutions” to be in charge of four currencies (EUR,
GBP, USD and HKD). Settlement institutions partner
with agent banks in Hong Kong, which are mainly
their subsidiaries. Settlement banks and agent banks
can exchange orders and settle accounts with other
banks through local RTGS (CDFCPS and CHATS), with
the information being transferred via interbank
channels and RTGS means (Fig. 2).

The above example illustrates how an international
multicurrency system operates and makes real-time
settlements, but we should remember its purpose. It
is expected to process money transfers
denominated in freely circulating foreign currencies,
which have no relation to the region, but are actively
involved in domestic and bilateral payments. It is
generally intended to circumvent the unbundling of
payments through correspondents in the countries
of the currencies, cut costs and information risks.
This justifies costs for creating and organizing the
system and its operation.

' Settlements are made by direct participants, which have their own
accounts with settlement agents of the system, and indirect
participants, which act through direct participants. Both of them serve
payments of their customers.

2Bank of China (USD), Industrial and Commercial Bank
of China (EUR), Shanghai Pudong Development Bank (GBP)
and China Construction Bank (HKD).

Experts in the Asian Development Bank cite four
reasons explaining a rapid growth in international
yuan-based payments, notwithstanding the above
unfavorable legislative factors [5, 6]:

e considerable increase in the circulation of
commodities between China and neighboring
Southeast Asia in 2010;

« stable position of the yuan exchange rate against
the U.S. dollar due to the inflexible foreign
exchange regime in China. However, China
pursued to gradually strengthen the yuan, thus
making the yuan-based revenue more substantial
for foreign suppliers of goods. Doing so, China
actually paid for imported goods with its national
currency;

setting up a network of currency swaps (yuan-
based liquidity charged upon the national currency
of the second party to the agreement) between
the People's Bank of China and central banks of
respective counties willing to do so due to
the unstable situation in financial markets after
2008;

return of Hong Kong to China (1997), thus letting
China take control over the financial center with
well established international ties and
infrastructure.

Considering the effects of the above factors, China
laid the fundamental basis for the yuan
internationalization project and seized its available
opportunities to integrate into foreign financial
systems by setting up a network of banks tuning
the payment and settlement infrastructure. This
becomes possible since substantial financial
resources are concentrated in the national banking
system and the government controls too-big-to-fail
banks.

In early 2015, the pool of the yuan-denominated
liquidity held outside mainland China was estimated
as much as CNY 2 trillion, being equivalent to about
USD 400 billion).

Relying upon the yuan internationalization practice,
we can make some meaningful conclusions on key
factors influencing settlements in national currencies
of the EEU countries.
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1. The primary importance of the extent of trade ties
with partners and accessibility of funding, while
legislative and infrastructure aspects are
secondary;

2. Stability of the foreign exchange rate against
the reference currency (freely floating) is more
important than the existence of exchange rates
that are directly pegged to trade partners’
currencies, while the growing currency is welcome
by counterparts as a means of payment for
supplies;

3. The situation in the international monetary system
during and after the 2008-2012 crises contributed
to promotion of regional currencies as a means of
international payments.

The strategy for the development of mutual
settlements in the EEU raises the question of priority.
Shall the EEU countries opt for the Russian rubles
when trading with Russia? Shall they take efforts
expanding the area of using the partners' national
currencies for payments? The first scenario seems
more auspicious, while the second one is a matter of
a more distant future.

In the EEU the Russian ruble is actively used for trade
invoicing between Russia and the partners and
money transfers from Russia. However, few mutual
settlements among the Eurasian partners of Russia
are denominated in the Russian ruble. Their own
national currencies are almost out of use (Fig. 3 and
4). As mutual trade volumes and reciprocal transfers
are not substantial, except for the economic
cooperation between Kazakhstan and Kyrgyzstan,
the situation is unlikely to change considerably.
The EEU countries have yet to make a long way
towards an integrated payment space in retail
markets of goods and services and financial markets?
[7, 8.

3 Avdeeva D.B. [The development of payment and settlement
relations in the national currencies between the member States
of the EAEC, CIS and BRICS, and the fulfillment of mutual financial
operations]. Mezhdunarodnoe sotrudnichestvo evraziiskikh gosudarstv:
politika, ekonomika, pravo = International Cooperation of the Eurasian
States: Policy, Economics, Law, 2015, no. 4. URL:
https://cyberleninka.ru/article/v/razvitie-platezhno-raschetnyh-
otnosheniy-v-natsionalnyh-valyutahmezhdu-gosudarstvami-chlenami-
eaes-sng-briks-i-ispolnenie-vzaimnyh (In Russ.);
Sotnikov A.E. [Integration of national payment card systems in the EEU].
PLAS: Platezhi. Sistemy. Kartochki = PLUS Journal, 2015, no. 2. (In Russ.)

Therefore, costs for the ambitious project of
multicurrency payment infrastructure can hardly be
justified economically.

Low liquidity of markets of the EEU currencies
conversion is another hindrance, not to mention
macroeconomic conditions and policy which are not
conductive to stable exchange rates. In other words,
high foreign exchange risk impedes the initiative* [9-
111

The EEU countries hold multiple meetings discussing
the currency integration and concerted currency
policy so as to put an end to their ambivalence
between stable prices or stable exchange rate [12,
13].

After the Central Bank of Russia embarked on
inflation targeting through the ruble free float
regime, Kazakhstan followed the practice and
subsequently became incapable of steering
the tenge within the former currency policy. Belarus
also allowed its national currency to be flexible,
configuring its monetary policy so as to control
a growth in money supply. In both cases, the revision
of the monetary policy led to the devaluation and
increased volatility of national currency exchange
rates against the Russian ruble and the U.S. dollar.
The Kyrgyzstani som and Armenian dram have been
growing more volatile since 2013.

There is little likelihood that central banks will
reassume the exchange rate stability course in
the mid run due to, inter alia, the existing situation in
the global hydrocarbon market and limited liquidity
denominated in freely circulating currencies.
Lowering the inflation (stable prices) will remain
the priority, being regarded as a key driver of
the favorable investment climate and departure
from the overwhelming use of the U.S. dollar.

However, it does not seem realistic to set
the uniform benchmark inflation rate within the EEU
as offered by the Eurasian Economic Commission in
order to stabilize the exchange rates of the national
currencies due to a number of reasons.

“Matveev M.M. [Problems of currency integration in the conditions
of the Euroasian Economic Union]. Ekonomika i menedzhment
innovatsionnykh tekhnologii = Economics and Innovations Management,
2015, no. 9. URL: http://ekonomika.snauka.ru/2015/09/7916 (In Russ.)
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The five economies still preserve their fundamental
and structural distinctions and vulnerability to
asymmetric shocks, which may fuel the volatility of
exchange rates of certain currencies. Furthermore,
remaining on the focus of economic regulators,
the exchange rate of each national currency cannot
but be subject to their decisions and actions guided
by economic reasons and motivation.

The five economies would hardly have agreed upon
the rate to which the inflation should have been
reduced. It is mainly due to the fact that they have
no elaborated and generally accepted framework for
mathematical modeling, which would underlie such
a coordination effort. Central banks of the EEU
countries apply different mechanisms to attain
operational goals of their monetary policies, with
their efficiency also being unequal.

What seems even more difficult is to coordinate
the monetary and fiscal policy as part of
the multinational union. However, it is a crucial
requirement to make inflation targeting efficient,
especially considering the concerted monetary policy
of several countries.

It is difficult to capture benefits of inflation targeting
as a framework for the monetary policy in transition
economies. As seen from the case of Armenia, this
has not made prices less volatile for a ten year time,
but curbed the economic growth. The central bank of
Armenia has reoriented its attention from
the stability of prices to the stability of exchange
rates, i.e. the policy followed the opposite trend as
compared with other EEU countries.

It is reasonable to remember that the EEU countries
will be configuring their monetary policy in the mid
run so as to stabilize internal inflationary processes
but still pursuing their own goals of lowering
the inflation and leaving a considerable room for
mutual exchange rates and USD exchange rate to
fluctuate.

More stable (predictable) exchange rates can hardly
ever urge the EEU countries to settle their accounts
with national currencies. Right be those experts who
believe that the existing extent to which the Russian
ruble is used for payments between Russia and
the EEU partners and its further increase will give
impetus to the performance of the EEU Treaty,

including its provisions on concerted

macroeconomic and currency policy.

Hence, the long-term currency integration program
should focus on the use of the Russian ruble as
a unit of account, with legislative and infrastructure
aspects being of secondary significance.

Under the existing currency laws, the EEU countries
got to use the Russian ruble more actively through
interbank correspondence and over-the-counter
exchange of currencies, though quotations are not
very representative so far.

Considering all the above statements, we suppose
that the situation greatly depends on measures for
increasing the potential for mutual trade within
the EEU. In this respect, different options could be
practicable, ranging from dedicated proactive
solutions to adaptive tactics.

It is essential for the Eurasian integration to expand
the circulation of commodities among the EEU
countries (Fig. 5), diversify its composition, remain
competitive and expand their share, if possible.
Another important step is to minimize withdrawals
from the general trade regime and cut non-tariff
barriers.

Mutual trade and investment should be financially
supported.

As for weaknesses of inflation targeting, the EEU
countries will not manage to tackle a steadily high
interest rate, even if they attain their interim goals
and ensure the appropriate price growth rate. If
the economy needs some transformation, high
interest rates will prevent it from abolishing
outdated and lagging constructs and trigger
unproductive effects due to the inflation of costs.

As their monetary policy is primarily aimed to reduce
inflation (ensure the stability of prices), large
developing economies often create concurrent
systems to sustain the economic growth with
affordable loans. For example, Brazil, India and
South Korea.

As the Russian practice shows, export growth and
SME support programs, which were financed by
Vnesheconombank, failed to be sufficiently effective
[14, 15]. Budgetary funding was not enough to
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decrease the effective interest rate on loans down to
the expected level, and entities within
the Vnesheconombank system needed additional
capitalization.

Whereas fiscal revenue from oil and gas (considering
circumstances impeding the recovery of global oil
prices to the former level of 2014), fiscal deficit and
reduction in sovereign funds, the Russian
government cannot provide the same State aid to
Russian economic growth and export projects as it
used to. The Western sanctions obstruct access to
the global financial market.

It may take much more time for the domestic
financial market to reach such a development phase,
which would allow it to finance its economic needs in
the long run, as compared with the available time to
enjoy the existing competitive advantages after
the Russian ruble devaluation and reaffirm its results
in the EEU integration project.

Therefore, the establishment of the EEU currency
union and the use of a new collective unit of account
still remains a relevant topic for discussion, though it
is not stipulated in the Treaty on the Eurasian
Economic Union.

Currently, there are neither economic, nor political
premises for the single currency to be introduced.
However, as the European experience shows us, it
takes quite a long time to form a currency union,
with a good start often paving the way to the final
success. For example, experts share promising ideas
concerning the concept of settlements implying that
customs duties on import are distributed among
the EEU countries.

It is noteworthy that an increase in cashless
payments for goods and services may significantly
contribute to the development of the integrated
payment zone within the EEU in the case of retail
operations [16,17] and departure of Armenia and
Kazakhstan from the U.S. dollar. In this respect,

the countries should undertake measures to make
financial services more affordable and increase
the financial literacy of their population.

Hence we can make the following conclusions on
the current situation in trade settlements among
the EEU countries.

1. Russia is the main supplier of resources, including
energy, to other participants of the integration
process. It also has the largest or one of the most
promising markets consuming or manufacturing
industrial (agricultural) products, which is not very
competitive in other markets. This opens
opportunities to involve other participants into
the project, with Tajikistan being one of the most
obvious candidates.

2. Under all other things being equal, the Russian
financial market is lucrative for investors from
other EEU countries, in terms of its capacity,
liquidity, business volume and sustainability of
institutions  (intermediaries), development of
trading and post-trade facilities, supervisory and
regulatory apparatus. The EEU countries should
make additional efforts, including regulatory and
legislative ones, to make their financial markets
equally attractive for they are not homogeneous in
terms of their development level.

3.The EEU countries have liberal currency laws.
The specifics of the Belarus laws does not obstruct
the settlements in currencies, other than freely
circulating ones. According to the community of
experts, there are not legislative impediments for
the countries to use their national currencies for
invoicing purposes. The issues will be ultimately
resolved after the countries sign a document on
concerted approaches to regulating currency
transactions and undertaking liberalization
measures. April 14, 2017, the RF Government
released Instruction of the RF Government
Ne 697-p to do so.
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Figure 1
The use of the currencies in global payments and trade, 2014
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Figure 2
The operational model of cross-border transfers from Hong Kong to mainland China
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Department. Hong Kong Monetary Authority Quarterly Bulletin, June 2009

Figure 3
The mix of currencies flowing into Russia as part of trade in goods and services, 2016, percentage
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Figure 4

The mix of currency flowing from Russia as part of trade in goods and services, 2016, percentage
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Figure 5

Foreign trade of Russia with the EEU countries in 2016, billion USD
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