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REGIONAL FINANCIAL MECHANISMS AS A COMPONENT OF THE GLOBAL
FINANCIAL SAFETY NET

The preconditions of establishment and the tasks of the regional financial mechanisms
are pointed out; their place in the global financial safety net and in anti-crisis regulation of
regional development is determined in the article. The specific features of functioning of the
most influential regional financial initiatives are examined and their comparative analysis is
provided. Financial instruments used by regional financial mechanisms while performing
their tasks are considered. The advantages of regional financial mechanisms foundation and
directions of their activities coordination with other components of the global financial safety
net are defined.

Key words: regional financial mechanisms (initiatives), regional integration, global
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An important precondition for the efficient development of inter-regional economic
interaction is a stable economic state of regions developing this cooperation. The global
financial crisis of 2008-2009 and its consequences have shown that serious threats to stable
economic development of countries, their regional associations and the world in whole are
financial imbalances. Moreover, given the increasing likelihood of appearance and extent of
financial threats, as well as the global nature of the factors that cause the development of
crises, their adjustment is often beyond the capabilities of national financial policies.
Transformation of financial stability objectives into the common problem of countries and
regions required greater coordination between national regulatory institutions in this area,
which has embodied in the formation of a wide system of international financial institutions.

However, despite the existence of sufficiently developed network of international
financial institutions (IMF, World Bank Group, Bank for International Settlements, the Basel
Committee, G-20, etc.), just global mechanisms are insufficient to solve specific financial and
economic problems of regions. Intensification of regional integration processes is observed
not only in trade but also in the financial sector and requires establishment of multilateral
financial mechanisms of stabilization at the regional level. All these items determine the
relevance of the research topic.

The functioning of some regional financial mechanisms (RFMs), the history of their
formation and results of their activities are studied primarily by specialists of international
financial institutions [3-5]. Alongside it, there is a lack of a comprehensive approach to the
role of regional financial mechanisms in the global financial architecture and the benefits
obtained from their implementation by member states.

The scientific paper is aimed at defining the preconditions of regional financial
mechanisms establishment; studying the RFMs specific features and comparing the most
influential regional financial initiatives; determining the benefits of regional financial
mechanisms creation and directions of their activities coordination with other components of
the global financial safety net.
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One of the reasons for the development of financial mechanisms at the regional level
was the dissatisfaction of many countries on the results of international financial institutions
activities. First of all, these institutions generally offer fairly standard mechanisms for
countries to resolve financial conflicts and crises without taking into account appropriate
regional profile. In addition, nowadays the international financial institutions have increasing
difficulties while coping with their tasks. Regrouping of forces between the world economic
centers and the free flow of capital from one country to another based on the use of new
communication technologies can destabilize the global, regional and national financial
markets, as far as the regulation of such capital flows is very complicated. And finally, these
institutions are often unable to finance countries suffering from crisis in full volume,
especially as the accumulation of capital of these institutions is a long and complex process.
Therefore, an alternative direction of efficient solution of the financial problems that are
specific to a particular region, prevention of regional financial crises and achievement of
stable financial development is creation of regional financial mechanisms.

In the scientific sources regional financial mechanisms are also called regional financial
initiatives [6] or «safety nets» [4]. Creation of regional financial initiatives is associated with
the desire of regional integration associations to have their own flexible instruments of crisis
management. Usually regional financial mechanisms carry out the tasks of the participating
countries’ balance of payments and budget support and the crisis consequences overcoming.
High speed of development and good performance of some RFMs led to a significant increase
in their weight in the global financial architecture and global financial safety net. Therefore,
the current global financial safety net obtains the form of a four-level structure that includes:
1) national reserves; 2) bilateral swaps; 3) regional financial mechanisms; 4) the IMF.

The reasons for RFM establishment in each case varied considerably, ranging from
dissatisfaction with the functioning of global financial architecture and international financial
institutions to the need to involve significant financial resources at the regional level.

Today such financial mechanisms operate in almost all regions of the world, in
particular the following regional initiatives are considered to be the most developed ones:

— Arab Monetary Fund (AMF) (Algeria, Bahrain, Djibouti, Egypt, Jordan, Irag, Yemen,
Qatar, Comoros, Kuwait, Lebanon, Libya, Mauritania, Morocco, UAE, Oman, The State of
Palestine, Saudi Arabia, Syria, Somalia, Sudan, Tunisia);

— The Chiang Mai Initiative Multilateralization (CMIM) (Brunei, Vietham, Hong Kong,
Indonesia, Cambodia, Republic of China, Laos, Malaysia, Myanmar, Singapore, Thailand,
Philippines, South Korea, Japan);

— The European Stability Mechanism (ESM) (Eurozone countries);

— Fondo Latinoamericano de Reserves (FLAR) (Bolivia, Venezuela, Colombia, Costa
Rica, Peru, Uruguay, Ecuador);

— North American Framework Agreement (NAFA) (Canada, Mexico, United States);

— South Asian Association for Regional Cooperation (SAARC) (Afghanistan,
Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, Sri Lanka);

— Contingent Reserve Arrangement of the BRICS (CRA) (Brazil, Russia, India, China,
South Africa);

— The Eurasian Fund for Stabilization and Development (EFSD) (Armenia, Belarus,
Kazakhstan, Kyrgyzstan, Russia, Tajikistan).

The oldest regional financial mechanisms that operate today were established about 40
years ago by Arab (Arab Monetary Fund) and Latin American countries (Fondo
Latinoamericano de Reserves). The youngest RFMs are created by European countries (The
European Stability Mechanism) and BRICS countries (Contingent Reserve Arrangement).
Dealing with approximately the same problems, modern RFMs nevertheless differ
significantly in terms of peculiarities of the participating countries cooperation and used tools,
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as it is shown in Table 1.

The tools of interaction between participants of the RFMs may range from simple
financing facilities in the form of loans, grants, financial assistance and bilateral swap
agreements to the creation of a multilateral swaps system.

Regional financial initiatives

Table 1

Regional financial Year of Main tasks Essence of the mechanism
initiatives foundation, and its financial instruments
the number of
member states

Arab Monetary 1976 (22) The member countries payments | Main facilities:

Fund adjustment and harmonization; the | 1) financing the state budget
fight against payment restrictions | deficit of the participating
between the members of the Fund; the | countries;
improvement of monetary cooperation; | 2) the reservation of funds for
promoting the development of Arab | the sectoral reforms.
financial markets; the development of
trade relations within the Arab League.

Fondo 1978 (7) Maintaining the balance of payments of | Multilateral swap mechanism:

Latinoamericano the participating countries by providing | 1) management of part of the

de Reserves loans and/or loan  guarantees; | foreign reserves of the
improving conditions for international | participating countries;
reserves investment by member | 2) encouraging the
countries; promoting the harmonization | introduction of conditional
of exchange rates, monetary and | credit lines to limit the
financial policies of the Member States. | susceptibility of developing

economies to financial crises.

South Asian 1985 (8) Ensuring cooperation between member | The system of bilateral swap

Association for states in the social and economic | agreements.

Regional sphere.

Cooperation

North American 1994 (3) Development of the financial aspects of | The trilateral swap agreement.

Framework the integration of Member States by

Agreement means of making parallel financial
agreement to the North American Free
Trade Agreement

The Chiang Mai 2009 (14) Maintaining countries’ foreign reserves | The system of multilateral

Initiative and facilitating the work of other | swaps.

Multilateralization multilateral financial mechanisms and
institutions such as the IMF

The Eurasian Fund 2009 (6) Assistance to Member States to ensure | Main facilities:

for Stabilization the long-term economic and financial | 1) financial loans;

and Development stability and development of their | 2) investment loans;

(before 2015 — economic integration. 3) grants of EFSD net profit

EurAsEC Anti- share for financing

Crisis Fund) government programs in the

social sphere.

The European 2012 (19) Providing financial support to the | Main facilities:

Stability Eurozone countries in case of financial | 1) stabilization loan in the

Mechanism difficulties. framework of macroeconomic

adaptation program
(sovereign loan);

2) bank recapitalization
program;

3) preventive financial
assistance;

4) primary market support;
5) secondary market support.
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Contingent Reserve 2014 (5) Preventing and overcoming short-term | The system of bilateral swap
Arrangement of the balance of payments crises by | agreements.
BRICS arranging the currency swaps bhetween

the central banks of the Member States.

Note. Compiled by the author based on [1-4]

In terms of number of participating countries existing regional financial mechanisms
also vary considerably. The most numerous are now the Arab Monetary Fund and the
European Stability Mechanism, the smallest initiative by number of the participants is the
North American Framework Agreement.

The size of the countries forming regional financial mechanisms can also differ. For
instance, the Fondo Latinoamericano de Reserves (Latin American Reserve Fund) is a tight
little community, which includes seven small and medium-sized economies that are connected
by strong socio-cultural and economic ties and a wide range of common economic interests.
In addition to creating FLAR these countries for the past 60 years managed to implement
clearing mechanisms for intraregional settlements and to establish two banks for
development.

Moreover, even members of one regional financial initiative may differ in the size of the
countries. In particular, among 14 countries that form The Chiang Mai Initiative, the share of
China, Hong Kong and Japan accounts for 64% of the financial contributions to the
ASEAN + 3, reflecting the significant weight of their economies. Given the size of these
countries they act mainly as donors, not the borrowers. Meanwhile, the share of their quotas
emphasizes the important function of regional financial mechanisms as a means of managing
regional secondary effects and settling consequence of the problems arising outside the
region. Using capabilities of the regional financial mechanism allows to balance internal
regional trade and investment flows disproportion that immerged as a result of problems in
the small and medium-sized countries, and therefore to achieve stability of regional
development.

Another advantage that countries receive from the creation of RFM is enlargement of
the opportunities for them to access cheaper financing. For instance, the Latin American
Reserve Fund has a higher credit rating in comparison with individual Member States, so that
it can attract funds on financial markets at lower prices and distribute the resources received
in accordance with regional needs and priorities.

In the process of RFMs operating their tasks and functions often overlap with the
activities of international financial institutions, particularly the IMF. In order to improve
global financial safety net it is necessary to achieve a clearer harmonization of the IMF and
the RFMs activities and the distribution of powers between them. Taking into account the
relatively small size of the financial resources available in regional financial mechanisms, it is
advisable for them to act before crisis development or in its early stages, when the cost of
anti-crisis measures implementation is lower. Implementation of the IMF program may need
more time and should be used in terms of inefficiency of measures provided by regional
mechanisms.

In addition, the RFMs should focus on maintaining relatively small countries that do not
feel a constant need for finance and which economic crises will have no noticeable effect on
the economy of the region or the world economy as a whole. On the other hand, the IMF is
able to work with large countries, where the implementation of anti-crisis measures is more
expensive and the financial imbalances can significantly affect the global financial
architecture.

Thus, the optimum direction of strengthening global financial safety net is further
development of its regional component in the form of regional financial initiatives and
intensification of interaction between global and regional financial mechanisms. Existing
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RFMs have already proven their importance in terms of their role in the promotion of
integration cooperation in the regions as well as from the perspective of their contribution to
anti-crisis settlement of countries’ financial imbalances.

Taking into account the intensive development of regional integration processes,
particularly in the financial sector, most likely, further consolidation of regional financial
mechanisms and growth of their role in the global financial architecture can be expected in the
future. Prospects of creation of new regional financial initiatives in the world and directions
of existing regional financial mechanisms modification can be the subject of further research
in this respect.
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PET'TOHAJIBHI ®IHAHCOBI MEXAHI3MU SIK KOMIIOHEHT I'JIOBAJIBHOI
MEPEKI ®ITHAHCOBOI BE3IIEKH

Y cmammi 6cmanosneno nepedymosu cmeopenHs, 3a60aHHA OiANIbHOCMI PE2iOHANbHUX
Ginancosux mexamizmie ma UHaAUEHo ix micye y 2100anbHill Mepedici hinancosoi besnexu i y
AHMUKPUZ0B0MY — Pe2yNIio8aHHI  pecioHanbHo20  po3eumky.  [locnioxceno  cneyughiky
@yHKyionysanns ma 30ICHEHO NOPIBHAHHA HAUOLIbUWL BNAUBOBUX CYUACHUX PEeiOHAIbHUX
Qinancosux iniyiamue. Poszenanymo ¢hinancosi incmpymenmu, w0 GUKOPUCMOBYIOMb
PecioHANbHI  (DIHAHCOBI MeXaHi3MU NPpU BUKOHAHHI NOCMABIEHUX Neped HUMU 3A80aHb.
Busnaueno nepesacu CcmeopeHHs peciOHANbHUX (DIHAHCOBUX MEXAHI3MI8 mMa HAnpAMU
V32000iCeHH s IX OISIbHOCMI 3 ITHUWUMU CKIA008UMU 2]100ANbHOI Mepedici Qinancosoi be3nexu.

Kniouosi cnosa: pecionanvui ¢hinancosi mexamizmu  (iniyiamusu), pecionanvHa
inmezpayis, enobanvHa mepedica PiHancosoi bezneku, c6on-yeood, MidCHAPOOHI (BIHAHCOB0-
KpeoumHi yCmaHog6u.

V]IK 339.924(477:438):332.1
O.A. Be33y0ueHnko

PO3BUTOK MI’KPEI'TOHAJIBHOI'O CIHHIBPOBITHHUIITBA MIK
YKPATHOIO TA TMTOJIBIIEIO

Y emammi poszenanymo pizui acnekmu Misicpe2ioHanbHo2o cnigpodbimuuymea Ykpainu
ma Ilonvwi. Busnaueno, wjo 207108HOIO MemMOW MIdHCPE2IOHATbHO2O CHIBPOOIMHUYMEA €
CRIbHI Ol YUACHUKIB 3 NPUBOOY PO36UMK) 0A2AMOCMOPOHHbLOI, APMOHIUHOIL cnignpayi Midxc
MepUMOPIaIbHUMU 2POMAOAMU, MIHIMYM 080X pe2iOHI8, ujo He 0008 s3K0B0 MAlOMb CNIilbHI
KOpOOHU.VKpaina  cbo20OHi  3anyyeHa 00  6A2amoCmoOpOHHbLO20 — MIHCPELIOHANILHO2O
ChigpoOIimHUYymMea y momy Yucii mpaHckoOpOOHHO20. [[0CNiONHCeHO pO36UMOK YKPAIHCLKO-
NONbCHKO20 MIJCPE2IOHATbHO20 CRIBPOOIMHUYMBA Y OeKIIbKOX NIOUWUHAX.

Kniwowuosi cnoea: wmidcpecionanvie cnigpoOIimHUYymMe0, 308HIUHLOMOP2OBENbHE
CnigpoOimHUYmMeo, ineecmuyitine cnigpooOiMmHUYMEO.

[TornuGrieHHs €BponeichKoi iHTerpamnii 3yMoBiIoe (OpMYyBaHHS L€ perioHaaIbHOI
iHTerpanii B YKpaiHi BIANOBITHO A0 KOKHOTO PIBHS Ha SIKOMY BiOyBaeThcs 1i peanizaiis:
BHYTPIIIHBOPETIOHAJIBHOIO,  MDKPETIOHAIBHOTO, a TakoX  MbkiaepxkaBHoro. Curin
HIJKPECIUTH, L0 poJib AepXkaBu Yy (QOpMyBaHHI Ta peanizamii cTpaTerii perioHaJbHOTO
PO3BUTKY YKpaiHM 3 OIVIy Ha MOCTiHHE MOCWJIEHHS BIUIMBIB IHTErpaliifHUX NpoIeciB
MOBHMHHA 3pOCTaTH. B HOBI# reonomiTHYHIA CUTYaIlli, 0 CKJIajgacs OCTaHHIM 4acoM B CBITI,
JUIs peanizamnii cTpaTerii epeKTUBHOTO PO3BUTKY YKpaiHa MOBHHHA CHOUPATHCS Ha aKTUBHY
MO3UIII0 perioHiB. PosmupeHHs ¢yHKINM perioHiB B peajizaimii MpoIeciB MiKHAPOIHOL
1HTerpauii MOXe JaTH MO3UTHUBHI Pe3yJbTaTH 3a YMOBU ONTHMIi3allii €eKOHOMIYHUX 3B'S3KiB
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