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FINANCIAL INTEGRATION AND BANKING
COOPERATION IN THE EAEU: PROBLEMS
AND DEVELOPMENT PROSPECTS

The article examines the state of financial integration and banking
cooperation of the EAEU countries in detail, with emphasis on the major
challenges to creating a common financial and banking market. It takes
into account important differences in legislative regulation, the level
of capitalization of banks and stock markets, and the heterogeneity of
economic development of the member states. We focus on the dynamics of
banking assets, the degree of capitalization of stock markets, and credit
conditions, and we also take into account the influence of economic and
political factors on integration.

The paper continues to study possible areas for enhanced financial
cooperation, like the elimination of legal hurdles, the harmonization of
regulatory standards, transparency in the financial sector, and promoting
conditions for attracting private and foreign investment. The findings of
this research could serve as a groundwork for further strengthening of
economic relations within the framework of the EAEU and promoting
financial integration.
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Introduction

The study of investment on a national scale has been a subject of research to
assess the development of the national economy for many years and the significant
importance of investment in shaping the socio-economic structure of the country.
As such, financial integration, including coordination of banking systems, the
unification of regulatory standards, and the development of securities markets,
would be of paramount importance in terms of more sustainable economic
growth and increased competitiveness of the EU countries in a global commonly
paired with economic integration. This includes lack of consistency in banking
supervision, financial market structure and development as well as low liquidity
of the member states’ stock markets [1].

The EAEU countries are closely positioned with regard to their geographical
and historical similarities, but differences in concentration of bank assets in the
stock market, capital requirements, and ownership structures of their financial
systems are significant. These anomalies hamper the free flow of capital and
constrain the potential for more integration of financial markets.

This paper aims to review the status of financial integration and the interaction
of the banking system of the countries of the EAEU, to highlight the main problems
and develop measures to overcome them in order to create a single financial
environment.

Materials and methods

The study uses a comprehensive methodological approach, including
comparative and structural analysis, statistical analysis and assessment of economic
indicators of financial integration in the EAEU countries. The main focus is
on studying the structure of the banking sector, investment dynamics and the
interaction of the financial markets of the participating states.

The research methodology includes the following stages:

— Comparative analysis of the banking system of the EAEU countries based on
indicators of capital, assets and the level of competition between second-tier banks.

— Statistical analysis of data on the dynamics of foreign direct investment
(FDI) for 2022-2024, including sources of income and key sectors of financing.

— Assessment of the level of financial integration based on indicators of
the volume of settlements in national currencies and the degree of unification of
financial regulation.

—The use of macroeconomic indicators, such as the share of banking assets to
GDP, capitalization of stock markets and the volume of lending to the private sector.
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The data for the study was obtained from official sources, including the
Eurasian Development Bank (EDB), the Eurasian Economic Commission (EEC),
the International Monetary Fund (IMF) and the Bank of Russia. Additionally, the
national financial reports of the EAEU member states were used.

The proposed approach made it possible to identify key trends in financial
integration and develop practical recommendations for improving the effectiveness
of cooperation in the EAEU banking sector.

Results and discussion

The financial integration of the EAEU member states has the following
properties: A unified historical foundation with CIS countries creates a strong base
for the creation of one single securities market. However, it is important to note that
this is not the only consideration in determining the course of integration efforts.

The simplifications for stock exchange consolidation would serve the interests
of the EAEU countries that traditionally have a decentralized administrative
structure. Ambition remains among many of the countries involved in seeking
prudent government engagement in the economy, which drives the growth of fiscal
cooperation. The common interest for the merge of stock exchanges is given by
means of a need for economic gains, expanding trading, and enhancing liquidity.

The activities carried out will facilitate an analysis at a deeper level of the
foreign currency regulatory environment and key factors influencing the EAEU
foreign currency space. As R. Pashkov explains: «These initiatives aim to ensure
coordination of member states’ actions in the sphere of international taxation
and to highlight the need for convergence of the approaches of central monetary
authorities to the formation and implementation of monetary and foreign exchange
policies» [2].

It is vital to emphasize that EAEU countries have more confidence in the
financial services area than in the stock exchange. This pattern is consistent with
evidence summarized in Table 1, which shows that a sizable fraction of the union’s
assets are held within its monetary institutions.

Table 1 — Parameters of development of the financial and banking system
of the EAEU countries in 2024

Assets Assets of | Bank de- Banks’ Stock GDP per
of banks the 5 larg- | posits, % loans to market capita,
attracting est banks, to GDP the private | capitaliza- uUSD

deposits, % % of bank sector, % to | tion, % to

to GDP assets GDP GDP

Armenia 36,5 64,5 19,2 31,9 0,45 3614
Belarussia | 45,3 93,4 23,1 32,3 5,6 4989
Kazakhstan | 43,5 72,3 26,5 349 26,5 7414
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Kyrgyzstan | 25,4 76,6 12,5 13.1 2,3 1770
Russia 47,7 41,1 35,5 42,8 53,3 8748
Note: complied by the author according to source [3]

The fraction of banks and financial assets against GDP is still small enough.
The countries of the EAEU have the characteristics of underdeveloped states
whose financial infrastructure is still not completely in line with the standards
of international financial transparency—60 % of the world trade volume passes
through offshore zones.

An in-depth examination of the financial market structure highlights the
dominant role of the banking sector with significant asset concentration among
the five largest financial companies. Together, these institutions represent over
half of total assets in each national banking sector (Figure 1).

Figure 1 — Percent breakdown of representatives in the financial market in 2023
Note-prepared by the author on the basis [3]

The Interparliamentary Assembly of the EAEU proposed a range of
recommendations for harmonization of financial regulations of the member
countries of the union in 2005. Such directives highlight the need to streamline
and fortify the legislative bases governing monetary activities within the member-
states of the EAEU [4]. Even so, variances in criteria for bank registration across
the union’s member nations pose a major obstacle to seamless unification of
financial services. The requirements for minimal equity vary significantly for
financial institutions among EAEU states (see Table 2).

Table 2 — Minimum amount of authorized capital for a newly established bank

Country National currency Converted into rubles
Russia, RUB min. 300 300
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Kazakhstan, bln. tenge 10 1318400
Belarus, mln. bel. rub. 45 1546392
Kyrgyzstan, mIn. soms 600 718747
Armenia, bln drachmas 30 625975
Note: compiled by the author according to source [5]

According to the analysis, the minimum required capital for the Russian Ruble
is the lowest among the countries of the Russian Federation, and in Belarus the
largest among the EEA countries. Therefore, in order to regulate business entities
in these countries, it is required to create a unified approach to assessing business
entities’ authorized capital in EAEU countries.

Financial integration within the framework of the Eurasian Economic Union
(EAEU) is a strategically important area for the development of regional economic
cooperation. In the context of global economic instability, the EAEU member
states are striving to unify financial systems, create a single payment space and
improve banking regulation. This paper examines the classification of second-tier
banks in the EAEU countries, and also substantiates the need for their integration
for sustainable economic growth.

Second-tier banks in the EAEU countries play an important role in the
financial system, providing loans, investment activities and support for economic
initiatives. They are classified into the following categories:

State—owned banks — are funded by the state and serve strategic projects.

Banks with foreign participation are subsidiaries of international financial
organizations.

Private commercial banks — operate in a competitive environment without
significant government intervention.

Specialized banks — focused on supporting small and medium-sized
businesses, innovative projects and infrastructure development.

As shown in Table 3, the banking system of the EAEU countries is
characterized by significant diversity in the structure and number of second-tier
credit institutions.

Table 3 — Classification of second-tier banks in the EAEU countries

State- Banks with . Special-
Total number . Private com- .
Country owned foreign par- . ized
of banks s mercial banks

banks ticipation banks
Kazakhstan 21 2 11 8 1
Russia 330 60 100 170 -
Belarus 24 4 9 11 -
Kyrgyzstan 23 2 11 10 -
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- |14 '3
Note: compiled by the authors based on the source [6]

Armenia ‘ 17

The financial system of the Eurasian Economic Union (EAEU) has significant
differences in the development of the banking sector among its members. The
table below shows the classification of second-tier banks in the EAEU countries,
which makes it possible to identify the key features of their banking systems and
determine the prospects for financial integration:

The largest number of second-tier banks is represented in Russia (330 banks),
which is explained by the scale of the economy, the development of the financial
market and the historically multi-level structure of the banking sector. Kazakhstan
ranks second in the number of banks (21 banks), which is due to the high degree
of consolidation of the banking market after the crises of recent years. In Belarus
(24 banks), Kyrgyzstan (23 banks) and Armenia (17 banks), the banking system
is significantly less diversified, which limits competition and the availability of
financial services.

Government support for the banking sector varies: Russia and Belarus rely
on state-owned banks, while Armenia and Kazakhstan are focused on attracting
foreign investment.

The concentration of private banks in Russia creates high competition,
whereas in countries with a small number of banks (Armenia, Kyrgyzstan),
competition is limited.

The low presence of specialized banks indicates the need to develop financing
tools for certain sectors of the economy.

Financial integration can contribute to the unification of banking regulation
and expand access to investment capital in less developed banking systems
(Belarus, Kyrgyzstan, Armenia).

The size of the banking sector in relating to GDP and other relevant indicators
are shown in Figure 3.
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Figure 3 — Sizing the banking sector in relation to GDP and other relevant
indicators
Note-Compiled by the author according to the source [7]

Specifically interesting for bank assets in this sense is that the rate of growth
for bank assets—which were once viewed more financially historically per the
financial crises—did become negative when a more purified—and larger—capital
vs. the offered rate was sharpened. However, the banking sector has expanded
rapidly since 2016.

This is a promising investment opportunity in the EAEU because of the banking
sector’s contribution to the economy. The shortage of state-level private funding
limits the growth of banking operations, as depicted in Figure 4. Therefore, a major
objective in the development of bank sectors is to efficiently attract foreign capital [7].

Figure 4 — Assets to GDP ratio in 2015-2024, in percent
Note-Compiled by the author according to the source [7]

The dynamics of financial integration in the EAEU over the past three
years has demonstrated both positive changes and certain challenges related
to macroeconomic instability and external factors. Also this dynamic has been
characterized by several key trends over the past three years:

1 Economic growth

2 Investment inflows
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Based on data from the International Monetary Fund (IMF) for 2022-2024,
the following trends of economic growth and financial integration in the EAEU
countries can be identified. (see Table 4)

Table 4 — Economic growth and financial integration in the EAEU countries
(2022-2024)

Country GDP Growth 2022 | GDP Growth 2023 | Forecast for | The share of
(%) (%) 2024 (%) settlements in

national cur-
rencies (2023,

%)
Kazakhstan 2.8 -1.5 32 75
Russia 33 4.9 5.1 70
Belarus 2.7 2.2 3.0 65
Kyrgyzstan 3.9 6.0 6.5 80
Armenia 12.6 7.8 6.0 85

Note: compiled by the authors based on the source [8]

The data show that the economic downturn in Russia in 2023 (-1.5 %) led
to a reduction in foreign investment, but a recovery is expected in 2024 (+3.2%).
Kazakhstan is showing steady growth (5.1 % in 2024), while Armenia and Kyrgyzstan
continue to attract investment due to high GDP growth rates and expanded financial
integration. Settlements in national currencies account for 75 % on average in the
EAEU, in Armenia — 85 %, which indicates a decrease in dollar dependence.

As shown in Table 5, the dynamics of the inflow of foreign direct investment
(FDI) to the EAEU countries in 2022-2024 shows a change in the structure of foreign
investments towards technological and industrial sectors, which underlines the
growing role of innovative development in the financial integration of the EAEU.

Table 5 — Dynamics of FDI in the EAEU (2022-2024)

Year Total volume of FDI ($bil- | Main recipients of invest- | Key investment
lion) ments sectors

2022 46.1 Kazakhstan, Russia, Be- | Raw materials
larus sector, transport

2023 42.7 Armenia, Kazakhstan, | Financial sector,
Russia logistics

2024 46.1 (forecast) Kazakhstan, Uzbekistan, | Industry, technol-
Azerbaijan ogy

Note: compiled by the authors based on the source [9]
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As Table 456 illustrated, in 2022, the volume of FDI amounted to 46.1 billion
dollars, with Kazakhstan, Russia and Belarus becoming the main recipients. The
funds were mainly allocated to the raw materials sector and transport.

In 2023, there was a decrease in investments to 42.7 billion dollars (-7.4 %), due
to external sanctions and macroeconomic instability. During this period, investment
growth was recorded in Armenia and Kazakhstan, and the financial sector and
logistics became priorities.

In 2024, the volume of FDI was expected to recover to 46.1 billion dollars,
with Uzbekistan and Azerbaijan among the main recipients. This indicates the
expansion of the geography of financial flows. The main investments are directed to
industry and technology, which indicates a change in priorities in the development
of the region’s economy.

The main trends in the financial integration of the EAEU countries over the
past three years demonstrate a significant redistribution of investment flows. If
the raw materials sector remained the key investment area in 2022, then in 2024
there is a transition to investments in industry and high technologies, which
indicates the desire of states to modernize the economy. An important aspect
is the diversification of financial flows: Armenia, Uzbekistan and Azerbaijan,
which were not previously the main recipients of FDI, are strengthening their
positions, which expands the economic base of integration. At the same time, the
role of the financial sector and logistics is increasing, which became especially
noticeable in 2023, when investors began to prefer these areas as more stable and
promising in the face of global economic instability. These changes confirm the
need for further coordination of the investment policies of the EAEU countries
and the formation of a single financial space focused on innovative development
and sustainable growth.

Also, significant discrepancies are revealed in the analysis of the integration
potential of the securities markets of EAEU countries. As can be seen from Table
6 below, the market capitalization of the stock market of the Russian Federation
is the largest among the compared stock markets, which is 2.8 times greater than
the stock market of the members of EAEU other than Kazakhstan, and 74.4 times
greater than that of Belarus.

Table 6 — Performance of the stock markets of the EAEU countries in 2023.

Russia Kazakhstan | Belarus Armenia Kyrgyzstan
Volume of the stock | 359165 125369 4823 115 142
market, mln USD
Total capitalization | 37,7 28,8 21,2 5,4 6,3
of the domestic stock
market (to GDP), %
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Share in the stock | 73,25 25,71 0,99 0,02 0,02
market of five coun-
tries, %

Note-Compiled by the author according to the source [5]

The owner structure of shareholders is monopolistic, and the market of Belarus
is highly centralized — about 80 % of shares are owned by the same people. It is
also exacerbated by a privatization policy characterized by limited privatization,
a lack of dividend distribution culture, and a lack of a competitive environment.

As a result, the Belarusian securities market is notable for its low liquidity
and profitability. As the shares traded in Kazakhstan are very few and with a lack
of establishment for public financial disclosure, investors have been seeking and
thus accumulating securities, which resulted in reduced liquidity in the market [10].

Compared to the EAEU members, Armenia’s stock market, with a market
capitalization of 1.3 % of GDP, is the most underdeveloped and least liquid. A
similar phenomenon can be seen in Kyrgyzstan, where the high degree of political
instability in tandem with the low socio-economic development is creating hurdles
to its securities market.

Conclusion

The researchers stated that in the EAEU member states, the banking sector
determines the development of the economy as banks possess the overwhelming
majority of assets in the financial sector, making banking services relatively
limited. That is particularly true of Kazakhstan and Belarus.

Overall, the study allows to draw several significant scientific conclusions
and offer recommendations for the further development of integration processes.
Firstly, there is a strengthening of financial cooperation between the EAEU
countries, expressed in an increase in settlements in national currencies and a
decrease in dependence on the dollar. Secondly, there have been significant changes
in the structure of investments: if in 2022 the main focus was on the raw materials
sector, then by 2024 industry and high technologies have become priorities, which
indicates the desire of the EAEU countries to diversify their economies and reduce
dependence on exports of raw materials.

Based on the data obtained, a number of practical measures are proposed to
further deepen financial integration:

Creation of a single investment space within the EAEU, including the
harmonization of tax regulation and the removal of barriers to cross-border
investment.

Development of financing mechanisms for technological industries, including
the digital economy, industrial production and innovative start-ups.
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Improving the EAEU unified payment system to speed up payments and
reduce transaction costs.

Strengthening the coordination of national financial regulators to ensure the
stability of the banking sector and stimulate investment activity.
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EAS3O EJAEPIHAETT KAPXDBIJBIK MHTEI'PALIUSA
7KI9HE BAHK BIHTBIMAKTACTBIT'bI: MOCEJIEJIEPI
MEH JAMY BOJIAITIATBI

Byn maxanaoa Eypazusnvik sxonomuransi ooax (EA20) endepiniy
KapoiCculablK uHmezpayusacbl Mmen OAHKMIK bIHMbIMAKMACMbIZLIHbLY
agbiMOazvl Hcatl-KyiHe e2oceli-me2oceliii manoay ricacanein, Oipmymac
Kapoicol Jicone O6AHK HAPbIeblH KYpY JHCONbIHOARbL Hezi3ei Kedepainepeze
epexuie cinmeme dcacanovl. Taroay 3aynamanvix pemmeyoezi eneyiui
QAUbLIPMAUUBLTBIKMAPObL, OAHKMEP MeH KOP HAPbIKMAapblH KANUmManoanobipy
Oeneellin Jcone myuie memiexemmepoily IKOHOMUKANLLE OAMYbIHbIY
biprenki emecmicin Kapacmuipaovl. Makana agmopaapsi OaHK
aKmuemepiniy OUHAMUKACLIHA, KOP HAPLIKMAPBIHLIY KANUMAIOaAHObIDY
Oeneelline dcane Hecue wapmmapsiid, COHOAU-aK UHMEZPAYUATLIK
yoepicmepee IKOHOMUKANBIK JHCIHE CAACU aKmopaapowly acepine
epekuie nazap ayoapaovl. Maxanaoa Kaprcoliblk bIHMbIMAKMACTbIKHIbL
oHcaKcapmyovly blKMumMal 6agblmmapul, COHblY iWiHOe KYKbIKMbLK
Kedepeinepoi Hcow, pemmeyuii CmaHoapmmapobsl Yiiecmipy, Kapicol
CEKMOPbIHbIY AUIBIKIMBIZLIH APIMBIPY, JHCEKe IHCIHE UtemendiK Kanumanovl
mapmy wapmmapuvli dsHcaKcapmy mankviianaovl. Ocel maxaraoa
keamipineen myxcvipoimoap EADO ascvinoa KapicolivlK UHmMepayusHbl
mepeyoemyee JHcane IKOHOMUKAILIK bIHMBIMAKMACMbIKIMbL HbI2AUMY2d
bIKNAN emyl MYMKIH.

Kinmmi ce30ep: KapoicoLiblk unmezpayus, GAHKMIK bIHMbIMAKMACbIK,
Eypasuanvix sxonomuxansix 00ak, Kop Hapulkmapei, Oauk akmuemepi,
KapoiCbl CEKMOPbIH pemmey, UHBECTUYUS Mapmy.
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OUHAHCOBASA UHTEI'PALIMA U BAHKOBCKOE
COTPYJAHMNYECTBO B EASC: IPOBJIEMBI
N NNEPCIIEKTUBBI PA3BUTUA

B cmamve 0an nodpobubvlll anHaiu3 mexyweco COCMOosIHU
Gunancosou unmezpayuu u 6AHKOBCKO20 COMPYOHUYECMEa CMPAH
Espa3zutickoeo saxonomuyeckoeo coioza (EA2C), 6 vacmnocmu, 0cHo8HbIX
npensmcmeuil Ha nymu CO30anusl eOUH020 QUHAHCOB80-OAHKOBCKO20
puinka. B xode ananuza paccmampusaromes cywecmeenmvie paziuus
6 3AKOHOOAMENbHOM Pe2YIUPOBAHUU, YPOBEHb KANUMANU3AYUY OAHKOS
U (hoHOO0BBIX PLIHKOB, HEOOHOPOOHOCHL IKOHOMUUECKO20 PA38UMUSL
eocyoapcms-unenos. Ocoboe eHuManue agmopsvl cmamovu YO0easom
OuHamure OAHKOBCKUX AKMUBOS, YPOBHIO KANUMANUZAYUU POHOOBbIX
PBIHKOG U YCIOBUSM KPEOUMOBAHUSL, 4 MAKICE GIUSHUIO IKOHOMUYECKUX
U NOIUMUYECKUX (axmopos Ha npoyecc unmezpayuu. /laree ¢ cmamove
PACCMAMPUBAIOMCIL BO3ZMOJICHbIE HANPABIEHUS COBEPULEHCTNBOBAHUS
Gunancogozo compyonuuecmea, 8 mom yucie yCmpaHeHue npasoebix
bapvepos, 2apMoHU3AYUS PE2YISIMUBHBIX HOPM, NOBbLIUEHUE NPO3PAYHOCTIU
@unancoeo2o cexmopa, yryuuienue yCio6uti NPUGIeueHus Yacmmuo2o u
UHOCMPAaHH020 Kanumand. Bvleoowsl, npedcmagnennvie 6 cmamove, Mocym
€cnocobcmeosams yenyonenuo GUHAHCOBOU UHMeZPaYUY U YKPEenIeHuo
9KOHOMUYecKo20 compyoHudecmsa ¢ pamkax EADC.

Kniouesvie cnosa: ¢unancogas unmezpayus, OAHKOECKOe
compyonuwecmeo, Eepazutickuil 39KOHOMUYeCKUil coi3, onoosvie
PBIHKU, OAHKOBCKUE AKMUBHI, PeyIupo8aHue GUHAHCOBO20 CEKmopd,
npueieyeHue UHBeCmuyuil.
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