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system and the Joint 
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Countries for the eurozone
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The similarities were obvious: countries linked by a 
free-trade area and a common currency were divided 
into ‘haves’ and ‘have-nots’ by their ability (or inabili-
ty) to finance budget and trade deficits. The tension 
between the goal of convertibility at par of the com-
mon currency and the desire to reduce the sovereign 
indebtedness of members led to increased pressure on 
the ‘have-nots’ to exit the common currency area. In 
the Council for Mutual Economic Assistance (CMEA) 
case (referred to here as the ruble zone), the desire to 
reduce exposure to sovereign debt won out and the 
members exited the area. Are there lessons from that 
case for the current situation of the Eurozone?

I conclude that although there are important similari-
ties, there are also key differences in the two cases. 
While exits from the ruble zone were almost inevitable 
given the unstable economic conditions of all its mem-
bers, the Eurozone offers a more stable environment 
for members and stronger economic partners. Should 
there be an exit, the member may well claim it was 
forced to leave; just as in the ruble zone, such an exit 
will be in response to a tightening of conditions for in-
debted members due to a perception that the latter 
were using low-cost borrowing arrangements without 
undertaking the budgetary adjustment necessary to 
re-attain a responsible membership position.

The Eurozone countries following the international 
financial crisis

To understand the sovereign-debt crisis in the 
Eurozone that began in 2010, it is necessary to return 

to the creation of the euro in 1 January 1999. As 
Thomas (2014) puts it: 

“In order to join the Eurozone, each prospective 
member agreed to adhere to a common set of 
standards pertaining to budget deficits and debt 
levels, price level behavior, bond yields, and other 
key economic variables. Leaders of the euro move-
ment implicitly assumed that characteristically di-
vergent economic behavior and performance across 
Eurozone nations would thus be reduced to man-
ageable differences.
This optimism turned out to be unwarranted. 
Peripheral Eurozone nations such as Greece, Ire-
land, Portugal, Spain and Italy continued to expe-
rience slower productivity growth and more rapid 
increases in price levels after joining the currency 
union than did stronger, northern members like 
Germany, Austria, the Netherlands and Finland.
Induced in large part by the abnormally low interest 
rates that financial markets made available to such 
traditionally high interest-rate nations upon the 1999 
introduction of the euro, major bubbles in credit and 
house prices were inflated in Spain and Ireland. 
These same low borrowing rates led to government 
spending sprees in Greece, Italy and Portugal”.

The trigger for the international financial crisis that pri-
marily affected advanced economies as of 2008 was the 
downturn in housing values in US real estate markets in 
the mid- to late-2000s. At its base, this crisis was rooted 
in a speculative bubble. Kindleberger (2000) was an ear-
ly expositor of speculation, and documented that it 
would lead to a rapid run-up in price followed by a 
crash. In this case the primary bubble formed in the US 
real-estate market. While speculators believed that their 
purchase of credit default swaps had hedged their risks, 
the failure of the American International Group (AIG), 
the major issuer of these swaps, appeared to return the 
risk to the speculators. Many of these speculators were 
European banks. As Blinder (2014, 410) puts it, “when 
the housing and bond market bubbles burst, recession 
quickly descended upon Europe”.

The sovereign debt crisis followed the international fi-
nancial crisis by two years. With the deep recession, * University of North Carolina at Chapel Hill.
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Greece, Italy and Portugal found it necessary to ex-
pand their budget deficits still further as tax revenues 
fell and social-protection expenditure rose. Ireland 
and Spain chose to guarantee delinquent private debt, 
thus greatly increasing their sovereign debt obliga-
tions. Financial market participants began to lose 
faith in the GIPSI governments’ ability to service their 
obligations, leading to higher interest rates on their 
debt denominated in euros than the rates demanded 
of fellow Eurozone members Germany or the 
Netherlands. Serious thought has been given to the 
Grexit – the possible decision by Greece to leave the 
Eurozone. Should this occur, the other GIPSI mem-
bers would be candidates too.

The CMEA countries and the convertible ruble

The CMEA (or Comecon) was established in 1949 as 
an analog and counterweight to the Marshall Plan in 
Western Europe. Its original members were Bulgaria, 
Czechoslovakia, Hungary, Poland, Romania and the 
republics of the Soviet Union. As Europe united with-
in the European Economic Community (EEC), 
CMEA also attracted new members as its socialist al-
ternative. As of 1987 the members of CMEA were 
Soviet Union, Bulgaria, Czechoslovakia, the German 
Democratic Republic, Hungary, Romania, Poland, 
Cuba, the Mongolian People’s Republic, and Vietnam.

The stated purpose of the organisation was to enable 
member states to exchange economic experiences, ex-
tend technical aid to one another, and to render mu-
tual assistance with respect to raw materials, food-
stuffs, machines, equipment, etc. (Curtis 1992). Inter-
national trade between countries was arranged in 
terms of physical quantities for a five-year period. The 
price for these goods was set by averaging the world 
price of the product or commodity in question over 
the five years previous to that arrangement. Trade was 
‘free’, in the sense of occurring without tariffs, al-
though the economic plans on which it was based ef-
fectively set quotas on bilateral trading volumes.

The International Bank for Economic Cooperation 
(IBEC) was established by the CMEA members in 
1963 to facilitate international transactions among 
CMEA members, and between CMEA members and 
the rest of the world. IBEC’s functions included mak-
ing multilateral settlements, advancing credit to mem-
bers to finance temporary trade imbalances, accepting 
deposits of uncommitted funds, accepting gold and 

convertible currencies on deposit, and conducting ar-
bitrage and other financial operations with them 
(Prust 1993, Appendix 3).

In 1964 the IBEC introduced its common currency for 
denominating transactions among members: it called 
this currency the transferable ruble (TR). Each mem-
ber’s currency was linked to TR through administrative-
ly set fixed exchange rates and comprehensive exchange 
controls. The TR was defined to be equal in value to 
0.987412 grams of pure gold, but it was never ex-
changed for gold by the central banks of these coun-
tries; nor was it exchanged for banknote (i.e. cash) ru-
bles. Transactions at IBEC were government to govern-
ment; very few non-governmental entities held corre-
spondent accounts at IBEC. (Prust 1993, Appendix 3).

Curtis (1992) states:

“Although the bank provided a centralized mecha-
nism of trade accounting and swing credits to cov-
er temporary imbalances, it could not establish a 
system of multilateral clearing given the centrally 
planned nature of the members’ economies and the 
inconvertibility of their currencies. In 1987 the 
transferable ruble remained an artificial currency 
functioning as an accounting unit and was not a 
common instrument for multilateral settlement. 
For this reason, this currency continued to be 
termed ‘transferable’ and not ‘convertible’”.

While the TR was called ‘transferable’, it was non-
transferable in an important sense. As Kenen (1991, 
238) puts it, “if  Poland built up a credit balance with 
IBEC by running a trade surplus with Hungary, it 
could not use the credit to finance a deficit with 
Bulgaria. For this and other reasons, each CMEA 
country sought to balance its trade bilaterally with 
each CMEA partner”. Due to the essentially bilateral 
nature of transactions accounting, a 1 TR credit held 
by Poland was worth about 0.34 US dollars in Western 
imports in 1989, while at the same time a 1 TR credit 
held by Czechoslovakia was worth about 0.66 US dol-
lars in Western imports. At that time, the ‘official ex-
change rate’ was 1 TR = 1.60 US dollars (Kenen 1991).

Among international reserve assets, the most similar is 
probably the Special Drawing Right (SDR) of the 
International Monetary Fund. Kenen (1986) provides 
a short description of this reserve asset, first author-
ized in a 1969 amendment to the IMF Articles of 
Agreement. It too was an accounting asset without 
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physical counterpart, and it too was only used in gov-
ernment-to-government transactions. The SDR had 
the advantage of true transferability, in that a credit 
earned in transaction with one country could be used 
to offset a debit to another country. It also differed 
from the TR in that it was distributed to IMF mem-
bers strictly in proportion to their quota. While there 
was discussion in the 1970s and 1980s of a ‘SDR-aid 
link’ – a distribution of newly created SDRs to devel-
oping countries – this innovation was never approved 
by the members. With the TR, by contrast, the Soviet 
Union used TR creation to offset persistent bilateral 
trade deficits (often in energy products) between itself  
as exporter and other CMEA members as importers. 

The IBEC phased out its accounting for trade transac-
tions in TR as of 1 January 1991. From that point on, 
the unit of account was the European Currency Unit 
(ECU) – and as of 1 January 1999, the euro.

The centrifugal force of the ruble zone

The last years of the Soviet Union saw increasing 
Soviet budget deficits. These were financed through 
foreign borrowing and through the seigniorage cap-
tured by the accelerated creation of money and credit. 
In a market economy, this demand pressure will trans-
late into increased consumer prices. In the Soviet 
Union of the time, there were price controls in place. 
This led to shortages of goods and services and forced 
saving by consumers unable to find goods and services 
at the stated prices. This forced saving translated di-
rectly into the seigniorage captured by the government 
in each period through creation of both cash rubles 
and bank balances (Conway 1995).

The TR was discontinued on 1 January 1991, but the 
use of rubles among the republics of the Soviet Union 
continued. The central bank of the Soviet Union, 
Gosbank, remained the monetary authority and host-
ed accounts for clearing inter-republican transactions. 
While Gorbachev’s perestroika had led to greater au-
tonomy in productive decisions, the history of central 
planning resulted in substantial inter-republican trade 
in raw materials and semi-finished goods, as well as in 
final products: payments for that trade from one re-
public to another continued to flow through Gosbank.

With the dissolution of the Soviet Union at the end of 
1991, the ruble zone was created by the new political re-
ality. Each republic established its own central bank 

based on the republican office of Gosbank. The Central 
Bank of Russia (CBR) also assumed the responsibili-
ties of monetary authority for issuing cash rubles and 
served as the clearing-house for inter-republican trans-
actions. The ruble zone of 1 January 1992 thus included 
all the former republics of the Soviet Union.

The economic difficulties facing these new countries 
are presented in detail in Conway (2001). They can be 
summarised as follows:

• Hyperinflationary pressures from the ruble over-
hang once price controls were removed.

• Ruble cash shortages in the ruble zone, as CBR 
cash issuance did not keep pace with demand for 
liquidity.

• A large fall in output due to the breakdown of nor-
mal commercial relations between suppliers and 
purchasers (often in different republics).

• The loss of financial transfers from the Soviet gov-
ernment to the republican government. In return, 
the republican government had rights to turnover 
tax revenues on commercial transactions. However, 
these revenues fell substantially during the post-in-
dependence period.

• Financial repression due to the negative real inter-
est rates offered on saving instruments.

The governmental response in these republics to the 
resulting recession was, in most cases, to maintain 
consumer subsidies and social-protection expenditure, 
despite the large fall in tax revenues, thus giving rise to 
large republican budget deficits that were financed 
through the republican central bank.

The republican central bank had three avenues for re-
financing this deficit. Firstly, it received seigniorage 
from paying out any cash rubles shipped to it from the 
CBR. Secondly, in many republics the central bank is-
sued its own cash supplement, or coupon, to meet the 
demand for liquidity. Thirdly, the republican central 
bank ran a deficit, or overdraft, on its correspondent 
account at the CBR.

These overdrafts were pervasive among ruble zone 
members. The CBR as the monetary authority of the 
ruble zone went through four stages in its response to 
these overdrafts. At the beginning of the crisis (in the 
first half  of 1992) it accepted the overdrafts and ex-
tended zero-interest ‘technical credits’ to overdraft 
countries. In mid-1992 it changed its policy and im-
posed ceilings on the size of overdrafts. In early 1993 it 
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refinanced overdrafts with Russian state credits with 
positive real interest rate and short maturity. The evo-
lution of this policy reflected the Russian recognition 
that the maintenance of the common currency re-
quired fiscal responsibility by all members: if  mem-
bers could not be responsible, they should exit the ru-
ble zone. As Conway (1995) notes, this evolution in at-
titude was also evident at the IMF and the World 
Bank. They initially supported maintaining the initial 
membership of the ruble zone, but shifted their posi-
tion by mid-1993 to encouraging the introduction of 
national currencies.

The Baltic republics were among the first to introduce 
national currencies: Estonia in June 1992 and Latvia 
and Lithuania in June 1993. The other former Soviet 
republics followed shortly after, ending with Ukraine 
in 1996 and Tajikistan in 2000.1

Lessons of the ruble zone for the Eurozone

The most important lesson of the ruble zone for the 
Eurozone was probably observed in real time by the 
Maastricht Treaty negotiators in 1991 and early 1992. 
A common currency area depends upon the fiscal re-
sponsibility of its members for its sustainability: the 
ruble zone members’ inability to deliver that responsi-
bility was the centrifugal force that spun the member 
countries out of the area one by one.2 The Maastricht 
Treaty, which defines the roadmap for the introduc-
tion of the euro in 1999, includes limits on govern-
ment debt/GDP and the fiscal deficit/GDP ratios that 
will, when upheld, preclude the strategic exploitation 
of the Eurozone observed by ruble zone members.3

A second lesson of the ruble zone is that a negative 
economic shock common to all members of the zone 
will put great pressure on the zone. Even with respon-
sible fiscal policies in place in all members, the zone 
will either require resource transfers from the less-
hard-hit to the harder-hit, or the availability of financ-
ing for a period of adjustment. The cost of these 

1 Ukraine stopped receiving cash shipments of rubles in late 1992, 
and from that time until 1996 relied upon its coupon, called the 
Karbovanets, as its currency. It remained with the Karbovanets until it 
had established rough budget balance, and then introduced the new 
currency, the hryvnia.
2 It is important to note that the first exit from the ruble zone, by 
Estonia, was probably due to the fact that the Estonians were more 
fiscally responsible than the Russian government was prepared to be 
at the time. By exiting early with a budgetary balance, the Estonian 
economy was able to avoid most of the hyperinflation shared by ruble 
zone members in 1992–1993 (Conway 1995).
3 See also http://eur-lex.europa.eu/legal-content/EN/
TXT/?uri=URISERV%3Axy0026.

transfers, and of this financing, was too high for the 
newly independent Russian republic – and this led to 
the downfall of the ruble zone.

The Eurozone had far greater resources in place for the 
highly indebted countries of the Eurozone in 2010 and 
2011. The Council of the European Union created the 
European Stabilisation Mechanism ‘to present financial 
stability in Europe’ by providing guarantees of up to 
500 billion euros in sovereign borrowing from interna-
tional capital markets (Europa 2010). Simul taneously, 
Greece reached an agreement with the IMF, the 
European Commission and the ECB on a focused pro-
gram to stabilise its economy with the support of a 
110-billion-euro financing package. Ireland and Portu-
gal followed shortly thereafter with similar agreements.

A third lesson of the ruble zone is that the provision 
of no-cost overdraft privileges to the members’ central 
banks led to overspending and strategic manipulation 
of the common currency (Conway 1995), as well as to 
the eventual demise of the ruble zone. The President 
of the ECB during the initial years of the debt crisis, 
Jean Claude Trichet, had absorbed this lesson; while 
the ECB bought modest amounts of GIPSI sovereign 
bonds in 2010 and early 2011, it eschewed larger inter-
ventions for the potential cost in inflation that they 
represented (Blinder 2014). The next President of the 
ECB, Mario Draghi, expanded these existing purchas-
es both in size and in maturity. With the ‘Outright 
Monetary Transactions’ program the ECB expanded 
sovereign-debt purchases still further, so long as the 
benefiting member agreed to budgetary conditions de-
fined in negotiation with the staff  of the European 
Stability Mechanism (Blinder 2014). In this case the 
Eurozone, and particularly the ECB, has learned a 
more nuanced lesson. In the ruble zone crisis, there 
was a pre-existing cause of inflation that was exacer-
bated in its impact by strategic manipulation. The 
ECB has evidently concluded, based upon the Federal 
Reserve’s experience in the United States, that the 
threat of inflation in the current international environ-
ment is quite low. Furthermore, the EU and ECB have 
negotiated carefully to obtain conditions on budget 
performance in the GIPSI countries that they believe 
will minimise the risk of such strategic deficits.

Important differences between the zones

There are a number of important differences between 
the situations of the ruble zone and the Eurozone that 
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will diminish the importance of any lessons drawn 
from the ruble zone. 

• Membership of the Eurozone has greater benefits 
to its members in international transactions than 
the ruble zone offered its members. The ruble was 
not a convertible currency during the first few years 
of independence, while the euro is fully convertible. 
Membership of the Eurozone has led to signifi-
cantly lower international borrowing costs for 
members, even for the GIPSI countries; no such 
benefit was evident in the ruble zone.

• The management of the ruble currency in 1991–
1993 was not designed to maintain stability, but to 
accommodate inflationary pressures. Remaining in 
the ruble zone implied that the member would im-
port the inflationary pressures generated by the ac-
commodating Russian monetary policy. The man-
agement of the euro in recent years has been more 
focused on price stability – despite the large expan-
sion of liquidity.

• The central members of the Eurozone have recov-
ered from the financial crisis and thus represent a 
strong anchor for the zone. In the ruble zone, 
Russia as an anchor was itself  in economic free-fall 
and found its ability to assist its fellow-members to 
be limited. 

• The financial markets of the Eurozone remain in 
stable health. While there are large and growing 
holdings of sovereign GIPSI debt in European fi-
nancial institutions, there is none of the financial 
repression or inconvertibility of the common cur-
rency evident in the former Soviet economies that 
led to the fragility of those financial markets.

Conclusions

Policy-makers in the Eurozone will do well to look 
back on the demise of the ruble zone as they ponder 
the way forward with their heavily indebted members 
in the GIPSI group. The ruble zone was a currency 
area of long standing and its members were comfort-
able with their common currency: the Soviet ruble. 
The break-up of the Soviet Union, however, made the 
maintenance of the ruble zone too costly for its mem-
bers; one by one they were thrown out of the ruble ‘or-
bit’ until only Russia remained. Can such a scenario 
be envisaged in the Eurozone?

While the Grexit debate indicates that such an out-
come is possible for at least some members of the 

Eurozone, there are three main reasons why the mech-
anism observed in the ruble zone will not be determi-
nant in the Eurozone. In the ruble zone, 

1. The benefits of remaining with the ruble were 
small. The ruble was non-convertible on interna-
tional markets, and the currency under Russian 
management of the time was in the midst of a hy-
perinflationary period.

2. The ‘anchor member’ (Russia) was itself  in deep re-
cession and was unable to divert substantial re-
sources to ruble zone members through overdraft 
privileges or technical credits. International re-
sources for members (e.g. from the IMF or the 
World Bank) were also small in magnitude.

3. The financial repression and hyperinflation of the 
time led to little ongoing reliance by the population 
on ruble-denominated assets.

In the Eurozone, members recognise the high value of 
membership. They have fellow members in the EU 
with the ability to provide substantial funding during 
the period of adjustment from large fiscal deficits to 
fiscal balance, as well as strong support from interna-
tional financial institutions. They continue to have a 
well-functioning banking and financial system that 
provides proper incentives for euro-denominated sav-
ing and investment.

There is one question on which the jury is still out: will 
the availability of low-cost resources from the EU, the 
IMF, the European Stability Mechanism and the ECB 
lead to the same degree of strategic exploitation of 
monetary authority observed in 1992 in the ruble 
zone? If  so, the ECB is likely to respond in a similar 
way to the CBR in 1992 and 1993 – by tightening cred-
it conditions, which prompted ruble zone members to 
exit the currency area.
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