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Abstract
Regional Financing Arrangements (RFAs) constitute an integral layer of the 
Global Financial Safety Net (GFSN) on the regional level. They play a key role in 
providing regional expertise, crisis response mechanisms and financial resources 
tailored to the specific needs of member states. Through a decade of cooperation, 
RFAs have enhanced the effectiveness of the GFSN, contributing to the prevention 
and management of crises, the mitigation of external shocks, and the preservation 
of confidence in the global economy. In collaboration with the IMF, RFAs continue 
to contribute to a more resilient international financial architecture by bridging 
financing gaps, facilitating economic recovery, and implementing the necessary 
reforms, particularly for vulnerable economies. 
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Introduction

After each economic crisis, the global financial and economic architecture changes 
noticeably. Crises draw attention to the shortcomings and limitations of the dominant 
economic theories, and the mechanisms and institutions underlying them. The above 
fully applies to the international monetary system. The Bretton Woods institutions 
emerged in response to the need for a new global financial architecture after World 
War II. Later, the limitations of the established global financial system became apparent, 
which led to an increase in its regional component. 

The global financial crisis (2007–2009) became a catalyst for systemic changes 
in the global financial architecture. Its depth showed that the anti-crisis function in 
international monetary system needed to be strengthened. In 2010, The G20 stated that 
the global financial system needs a more powerful Global Financial Safety Net (GFSN).1 
The GFSN is an essential pillar for supporting a well-functioning international financial 
architecture. It is an international multi-level financial system and institutions that 
provide financial support to countries in the event of a financial crisis or in order to 
prevent it. The GFSN has three main objectives: (1) provision of financial resources 
for the prevention of a financial crisis; (2) provision of liquidity to deal with a crisis or 
minimize its negative consequences for the national economy; and (3) encouragement of 
responsible macroeconomic policies. 

The GFSN refers to the different layers of resources for crisis prevention and 
resolution, which come mainly from (i) international reserves held by national central 
banks, (ii) bilateral swap arrangements between central banks (BSAs), (iii) Regional 
Financing Arrangements (RFAs), and (iv) the International Monetary Fund (IMF).

But we may also find a broad variety of definitions of the GFSN’s boundaries, 
all accompanied by different arguments. For instance, some authors only include 
three elements in the GFSN: the IMF with a central role, while the second and third 
layers include regional arrangements and bilateral arrangements that rely on foreign 
reserves accumulated by individual countries (e.g. [Hawkins et al. 2014]). Rana [Rana 
2017] highlights that the G20 is at the apex of the multilayered GFSN. Becker et al. 
[Becker et al. 2006] conclude that countries can self-insure against shocks through 
their own policies and institutions. Gallagher et al. [Gallagher et al. 2020] include 
bilateral credit facilities and even national policies such as capital flow management 
measures. But what, in any case, unites all of these definitions is the question that the 
GFSN is facing.

After the COVID-19 crisis, we saw another stage of the GFSN’s evolution. In addition to 
the above elements, other sources of stabilization financing appeared that are significant 
both for the donor community and for the recipients. Sometimes their volumes may 
exceed the level of actual support from the GFSN elements mentioned above. These 
sources include policy based lending (PBL) provided by multilateral development banks 
(MDBs), as well as bilateral financial support in the form of Debt Service Suspension 
Initiatives.

1	 The G20 Seoul Summit leaders’ declaration. Seoul, November 12, 2010. Available at: http://www.g20.
utoronto.ca/2010/g20seoul.html
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Geoeconomic fragmentation is on the rise amidst heightened geopolitical tensions 
and a surge in inward-looking policies aimed at increasing economic and national 
security. Investment and trade relations are gradually reorienting along geopolitical 
lines, reshaping global supply and value chains and potentially also the nature of 
globalization at large. Notwithstanding uncertainty about how this emerging trend 
will evolve, including its possible extent and duration, an increasingly divided 
international trade and financial system could lead to significant welfare costs, impair 
our ability to tackle international challenges, and pose risks to global and regional 
financial stability. 

We may suggest that now, during a period of geoeconomic fragmentation, we may see 
another stage of GFSN development.

This article examines and analyzes the evolution of the GFSN, briefly describes the 
GFSN’s various layers and elements, and identifies the role of RFAs in its functioning. The 
author has highlighted the main features of RFAs in the GFSN. Also, gaps and limitations 
in the current GFSN are identified, and policy recommendations given. 

The GFSN’s different layers and elements

Since the global financial crisis, the GFSN has grown to $3.5 trillion (excluding 
international reserve assets at the country level), more than 10 times its pre-2008 level 
[Muehlich et al. 2020]. Over the past 10 years, the IMF has been recapitalized, and the 
European Stability Mechanism (ESM) and the Eurasian Fund for Stabilization and 
Development (EFSD) have been established.

Each element of the GFSN has its own unique features, and is suited to different types 
of shocks. 

(I) The GFSN’s national layer: FX reserves are the most reliable form of self-insurance, 
with direct control by the national authorities. They serve as the very first line of defense 
and are the biggest in terms of the volume element of the GFSN. While reserves are an 
effective safeguard against crises, the lack of access to other elements of the GFSN could 
lead to excessive accumulation of reserves. The cost of holding reserves is high, and the 
return is low. Most reserve assets are low-yield, low-risk foreign government bonds, and 
they are exposed to both valuation and foreign exchange risks.

Despite being the largest component of the GFSN, low-income countries do not have 
a large share of FX reserves, which leave them vulnerable to external shocks. Also, we 
should keep in mind that the utility of FX reserves may be limited by market perceptions 
of their large-scale use. Some emerging economies, in particular, may hesitate to use 
their reserves in times of crisis, because it could be a bad signal to the market and weaken 
investor confidence.

(II) Bilateral swap arrangements are the least transparent element of the GFSN. Their 
primary role is to ensure major currency funding markets continue to operate during 
crises, because BSAs are not designed to provide BoP support.

According to 2023 data, about $1.5 trillion was accessible in BSAs, according to 
the interactive database compiled by the Institute for Latin American Studies at Freie 
Universität Berlin and the Global Development Policy Center at Boston University. These 
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swaps are being offered by a wide range of central banks, predominantly the US Federal 
Reserve and the People’s Bank of China. 

Federal Reserve swaps are exclusive, affecting only developed countries with close 
economic, trade, financial and military relations to the US, like the ECB, Bank of England, 
Bank of Japan and Bank of Canada. Among the EMEs, only Brazil and Mexico had the 
opportunity to establish a currency swap agreement with the United States. Major 
EMEs such as China and India cannot participate in it [Zhang and Chen 2023], which is 
problematic.

(III) The regional layer: RFAs have emerged as an important line of defense in 
the safety net to safeguard financial and macroeconomic stability in the regions they 
cover. Inaugurated on 8  October  2012, the European Stability Mechanism  (ESM) 
replaced the European Financial Stability Facility (EFSF), becoming the permanent 
crisis resolution mechanism for the euro area, with a lending capacity of €500 billion. 
The BRICS Contingent Reserve Arrangement (BRICS CRA) was set up as a pool of swap 
lines of $100 billion among the five big emerging market economies in June 2014. At 
the same time, some existing RFAs were further strengthened institutionally and 
financially. For instance, the Arab Monetary Fund  (AMF) doubled its authorized 
and subscribed capital in 2013 to 1.2 billion Arab Accounting Dinars, the equivalent 
of $5.4  billion. In Asia, the overall lending resources available in the Chiang Mai 
Initiative Multilateralization (CMIM) were doubled to $240 billion in 2014 from $120 
billion, and in the same year a crisis prevention facility was introduced. Moreover, the 
ASEAN+3 Macroeconomic Research Office (AMRO) was established in April 2011 as an 
independent regional surveillance unit to monitor and analyze regional economies 
and support the decision-making of the CMIM; it became an international organization 
in February  2016. The Anti-Crisis Fund of the Eurasian Economic Community, 
established in June 2009, was transformed into the Eurasian Fund for Stabilization 
and Development (EFSD) with a dual mandate of providing crisis-time liquidity and 
long-term support (see Table 1 on p. 59).

Table 1. 	 The RFA family

 Name Establishment Resources, USD billion Countries Number of operations

Arab Monetary Fund 1976 3.8 22 n/a

The BRICS Contingent Reserve 
Arrangement

2014 100.0 5 0

The Chiang Mai Initiative 
Multilateralization

2010 240.0 14 0

Eurasian Fund for Stabilization 
and Development

2009 9.4 6 33

European Stability Mechanism 2012 794.0 20 5

Latin American Reserve Fund 1978 3.9 8 n/a

Source: author’s calculations.
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In 2015, coinciding with the Third International Conference on Financing for 
Development in Addis Ababa, aiming at further strengthening of the GFSN, the RFAs 
established multilateral cooperation aimed at further strengthening the GFSN. Since 
that time, the RFAs have substantially augmented their financial capacities, operational 
frameworks, and institutional coordination, thereby considerably enhancing their ability 
to support member countries in addressing economic shocks and reinforcing resilience. 

Despite the growth of available resources in the GFSN, the coverage of the safety net 
is uneven, with sizeable financing gaps in many emerging and developing economies, 
undermining its effectiveness in preventing contagion. More than half the world’s 
economies have access to only one element of the GFSN: the IMF. Moreover, most 
countries would need to use several components of the GFSN to fully cover their 
financing needs, which could probably raise coordination issues.

RFA institutions do not cover most of Africa, including Sub-Saharan Africa, as well as 
significant parts of Eurasia and Latin America, while all these regions and sub-regions are 
prone to sizeable shocks (see Figure 1 on p. 60). For instance, the absence of this financial 
stability mechanism leaves indebted African countries to struggle with debt distress and 
other challenges with lesser capacity than other regions.

Figure 1. 	 The regional layer: uneven coverage

Failing to solve the issue of uneven geographical coverage may lead to a shortfall in 
inclusive stabilization, failure to address macrostabilization and other emerging issues, 
such as climate, in many lower-middle and low-income economies.

EFSD

AMF

AMRO

ESM
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(IV) The global layer: In many ways, the GFSN development process is related to 
changes in the IMF. As a result of the global financial crisis of 2007–2009, its supervisory 
and lending capabilities have increased. In 2009, the IMF added preventive tools to its 
toolkit designed to protect member countries affected by the secondary effects of a 
regional or global crisis. The IMF also strengthened its support for low-income countries 
and created a Poverty Reduction and Growth Trust (PRGT) with preferential lending 
mechanisms. Despite the progress made, key aspects of the IMF’s work continue to 
provoke discussion. For example, it is proposed that the IMF’s management is reformed 
and its activities coordinated with other elements of the GFSN. 

Given the rapid growth of developing countries, the issue of matching the IMF 
quota mechanism to the increasing weight and influence of these countries in the global 
economy has become urgent. This contradiction creates a serious problem of institutional 
legitimacy. Against this background, the G20 initiated a quota review process in 2010. As 
a result of the 14th revision, which came into force in 2016, the corresponding resources 
were doubled to 477 billion SDR (about $660 billion). At the same time, more than 6% of 
quotas were redistributed from developed countries in favor of developing ones. As a 
result, China became the third largest member state of the IMF, and Brazil, India and 
Russia are among the 10 largest shareholders. However, the 15th quota review in 2019 and 
the 16th one in 2023 ended unsuccessfully.

Another important element of stabilization support for countries is financing from 
MDBs. They are originally out of the scope of the GFSN, but their activities should be 
taken into account [Vinokurov et al. 2021]. The policy‑based lending of MDBs and bilateral 
financial support proved to be significant channels of stabilization support during the 
COVID‑19 crisis. MDBs have committed resources of around $150 billion. In 2020, the debt 
service suspension provided by official bilateral creditors was estimated at $5.7 billion 
(including the China Development Bank, participating as a commercial creditor). The 
importance of the MDBs’ crisis response and bilateral financial support raises the need 
to better articulate their place in the GFSN.

Key roles of RFAs in the international monetary system

Complementing the IMF and strengthening  
the Global Financial Safety Net

This is the most direct and critical role. RFAs act as a first line of defense against balance 
of payments crises and speculative attacks. The GFSN’s core global lender is the IMF. RFAs 
act as a first line of defense, providing quicker, more accessible financing for smaller 
or temporary shocks. This complements the IMF’s role as a lender for larger, more 
fundamental crises. RFAs provide emergency short-term loans to member countries 
facing sudden capital outflows or liquidity shortages. This can stop a minor shock from 
escalating into a full-blown crisis. This rapid financing while a larger, more complex 
negotiation with the IMF is arranged effectively bridges the gap to prevent a disorderly 
default. RFAs often co-finance programs with the IMF, combining their regional expertise 
with the IMF’s vast resources and experience. This was exemplified during the European 
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debt crisis where the European Stability Mechanism, the European Commission, and the 
IMF formed the Troika to design bailout programs.

Since the beginning of the COVID‑19 crisis, RFAs have been actively working to 
help their member states. Measures were broadly of three types: revision of lending 
instruments and policies; financing their members through different lending modalities; 
and timely economic monitoring and provision of technical assistance. From the 
currently existing RFAs, the Arab Monetary Fund and Eurasian Fund for Stabilization 
and Development provided financial support to member countries, partly in combination 
with IMF programs. Moreover, in Eurasia the EFSD approved nearly the same amount 
of stabilization financing from the year of its establishment as the IMF did (see box on 
p. 62). As a result, the collective resource base of RFAs has come to rival that of the IMF, 
with their lending capacity matching the IMF’s $1 trillion lending capacity [Mühlich 
et al. 2022].

The EFSD: a RFA in Eurasia

The EFSD was established in 2009 by Armenia, Belarus, Kazakhstan, Kyrgyzstan, Russia, and Tajikistan 
in order to promote economic and financial stability in the participating states, as well as support their 
sustainable development. In 2024, the Fund was transformed into an independent international financial 
institution by amending the Agreement on the Establishment of the EFSD in 2009.

The EFSD is a key source of stabilization financing for recipient states. Over the past 16 years, it has 
provided about $7 billion to maintain macro stability and create conditions for sustainable development, 
and it continues to provide assistance to participating states.

Providing tailored and regionally sensitive support

RFAs have deep knowledge of their member countries’ specific economic structures, 
political contexts, and challenges. This allows them to design conditionality that is 
more appropriate and politically palatable than standard IMF programs, which are 
sometimes criticized as a “one size fits all” approach; responding with greater speed and 
understanding of regional spillover effects (contagion risk). Fixing macro imbalances 
is likely to have only a temporary positive impact on the economic development of 
countries, which are likely to remain vulnerable to shocks if critical structural and 
institutional barriers are not properly addressed. With this understanding, beyond 
their crisis response mandate, the RFAs begin to play an active role in advancing critical 
development priorities. By fostering macroeconomic stability, improving fiscal and 
external sustainability, and supporting sound policy frameworks, RFAs help to create 
establish conducive preconditions for sustainable and inclusive economic growth. 
Increasingly, RFAs within their mandates and operations advance specific development 
objectives, including poverty alleviation, resilient infrastructure development, 
inclusive financial systems, and climate change. Their financial assistance and policy 
dialogue emphasize the protection of social spending, the promotion of economic 
equity, and the acceleration of progress toward the 2030 Agenda for Sustainable 
Development.



63The Role of Regional Financial Mechanisms in the International Monetary System

CONTEMPORARY WORLD ECONOMY. VOL. 3. NO 4 (12) 2025

Promoting regional financial integration and policy coordination

RFAs serve as platforms for deeper economic cooperation. They encourage the 
harmonization of macroeconomic policies and financial regulations across member 
states; facilitate discussions on regional exchange rate mechanisms and monetary 
cooperation (e.g. the European Monetary System preceding the euro); and promote 
the use of local currencies in trade and settlement, reducing dependence on third-
party currencies like the US dollar. The ESM issues bonds on international markets 
to raise funds for its lending programs. This creates a large, liquid, and high-quality 
benchmark asset that fosters the development of deeper regional bond markets. 
Other RFAs could explore similar initiatives. RFAs have also become centers of 
expertise on regional economies. They organize forums, training, and technical 
assistance, building a community of policymakers with shared understandings 
and goals.

RFAs can contribute to greater intra-regional cooperation as their members 
navigate possible risks to economic and financial stability arising from geoeconomic 
fragmentation. The readiness of rescue funds, and the ability to adapt tools and policies, 
will be essential to ensure effective safety nets. In this context, RFAs could consider 
ways to, within their remits, fine-tune their analytical capabilities to better detect 
geoeconomic and attendant macro-financial risks and their impact; provide policy 
advice to help members address vulnerabilities and (re)build fiscal and financial buffers 
against shocks; expand capacity-building initiatives to include new challenges that 
members face; enhance lending toolkits as necessary to safeguard their effectiveness; 
and assess the adequacy of their respective financial firepower and financing structures 
to respond to any request for assistance from members. 

The latter is of importance not just because the demand for RFA resources could 
potentially increase, but also because reduced risk diversification could make shocks 
more correlated and concentrated within blocs. 

Enhancing regional voice and autonomy

The lack of scale and efficacy across the IMS is in part a function of the fact that the 
countries that most rely on the IMS have the least amount of voice and representation 
in the governance of the IFIs. By and large, institutions for global economic governance 
do not provide adequate voice and representation to emerging markets and developing 
countries and their citizens. This is manifest in the “gentleman’s agreement” whereby 
the heads of the WB and the IMF are citizens of the United States and Europe 
respectively. These institutions also grant veto power to a small handful of advanced 
economies whose decisions dominate decision-making [Dreher et al 2015]. Within 
the IMF and the WB there is also a significant gender and nationality imbalance in 
representation, especially in senior positions. Finally, there are limited opportunities 
for non-state actors to meaningfully engage on IMF policy. Some progress has been 
made in recent years, most notably with the addition of a third Executive Board chair 
for Sub-Saharan African countries at the IMF, and the inclusion of the African Union 
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in the G20. However, there have been missed opportunities, too, such as with the 2023 
IMF quota increase that did not include a realignment of voting shares.

For emerging and developing economies, RFAs offer a way to increase their collective 
bargaining power within the global IMS, which is still largely dominated by Western 
economies and the G7; and to create alternatives and reduce perceived over-reliance 
on the IMF and the World Bank, institutions whose governance structures (e.g. voting 
shares) are seen by many as outdated and not reflecting current global economic realities.

Crisis prevention and surveillance

Challenges facing RFAs include adapting to new global economic risks like climate change, 
digital transformation, and geoeconomic fragmentation, while also strengthening their 
own tools and capabilities to prevent and resolve financial crises alongside the IMF. Many 
RFAs have developed their own regional economic surveillance units (e.g. the AMRO for 
the CMIM). These units monitor regional economies, identify vulnerabilities, and issue 
early warnings. This regional surveillance complements the IMF’s global surveillance 
(Article IV consultations), providing a more focused perspective on interconnected 
regional risks.

One may suggest that the RFAs are not intended to act as the first line of defense 
in case of sudden shocks; moreover, they were not designed to address humanitarian 
and natural disasters [Vinokurov et al. 2021]. In most cases, the RFAs’ instruments are 
targeted at ex‑post conditionality. There are some challenges associated with the RFAs 
that may remain in place in some cases: 1) their adequacy in the event of simultaneous 
shocks affecting the whole region; 2) their shortage of expertise and institutional capacity 
needed for surveillance and program design and monitoring; 3) complexities with respect 
to imposing program conditionality; 4) the potential effect of stigmatization on market 
sentiment from the viewpoint of policymakers. 

The last issue should be addressed with well communicated precautionary and 
preventive instruments and approaches. At this stage, it is not clear whether the RFAs 
are prepared to provide the necessary liquidity without reliance on adjustment programs 
and conditionality. If they are not, then the RFAs should either build up their own 
capacity or coordinate their activities with the IMF. Although significant improvements 
in coordination between the IMF and the RFAs have been made, questions remain about 
the proper rules guiding access to financing, about sharing data and information, and 
about the possibility of joint surveillance missions and provision of technical assistance. 
Moreover, there have been very few cases of testing such coordination in practice. 
Despite of the indicated above challenges, for the RFAs it might be worth exploring 
and quantifying how the availability and adequacy of the financial safety net positively 
impacts market sentiments and increases market confidence.

GFSN limitations and policy proposals

There are two challenges for the GFSN: the uneven geographical coverage and the 
provision of efficient coordination between its elements [Levenkov et al. 2024].
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First, widening geographical coverage of existing RFAs is crucial as well as, 
specifically, establishing an RFA for Africa. Africa, particularly the Sub-Saharan region, 
still lacks its own RFA. Meanwhile, the region experiences protracted fiscal and balance 
of payments deficits, and further actions are needed to address acute challenges such 
as food insecurity and inflation pressures. It is vital to establish a regional financing 
arrangement for Africa as an institutional solution to enhance macrofiscal and financial 
resilience. Such emergency support could complement the existing architecture and 
provide much needed fiscal space, contribute to avoiding a scenario in which countries 
falling into illiquidity end up insolvent, and limit regional spillovers. An African RFA 
would protect the continent from financial crises and help resolve those that have 
emerged. As a complement to the GFSN, this mechanism would help drive regionalization 
of fiscal rules, and facilitate home-grown green structural reforms that promote long-
term and sustainable growth in Africa. In addition, Eurasia is only partially covered by 
the Eurasian Fund for Stabilization and Development as a regional crisis mitigation and 
prevention mechanism.

Second, coordination should be further enhanced both within the GFSN and with 
other sources of stabilization financing, such as multilateral development banks. The pool 
of available resources for stabilization financing is actually increasing. This stresses the 
issue of coordination among them. There are several low-hanging fruits within the GFSN 
coordination agenda, e.g. timely data collection and public availability are prerequisites 
for monitoring coverage and enhancing convergence of approaches. This would, in turn, 
help to prevent overlaps and facility shopping. 

The RFAs and the IMF have already significantly strengthened cooperation through 
various activities, including consultations on economic developments and policies, joint 
research seminars, technical assistance missions, high-level dialogues, and test runs. 
RFAs report to the G20 International Financial Architecture Working Group on their 
cooperation, including with the IMF.

Conclusion 

In this article, the GFSN’s current situation is observed. We may conclude the following:
• 	 The GFSN is an essential pillar for supporting a well-functioning international 

financial architecture. It was proved to be so during the GFC and the COVID-19 crisis. 
• 	 In order to increase resilience, especially for emerging and developing economies, 

it is necessary to further strengthen the GFSN. Further strengthening of the GFSN 
is expedient for effective counteraction to inevitable crises in the future. It should 
be noted that MDBs’ stabilization financing could be benchmarked toward GFSN 
instruments in order to better understand the amount of funds available for crisis 
response, and their specific conditions and terms.

• 	 RFAs have become indispensable components of the 21st century international 
monetary system. They are no longer minor adjuncts, but essential pillars that 
add diversity and resilience to the global financial architecture, offering tailored 
solutions that reflect regional realities, and empowering emerging economies 
with a greater voice.
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