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  Abstract 

 

Today, the global financial system is inefficient 

in bridging the gap between the developed and 

developing countries. The dynamically 

developing countries, such as Asian states, are 

not satisfied with modern international financial 

institutions and are actively involved in regional 

integration, creating new international financial 

institutions. The newly formed financial 

institutions contribute to the formation of a 

different system of financial relations in Asia, 

which, in turn, is being transformed into the 

Asian financial system. These trends cannot 

avoid the impact of the global imbalances. The 

object of the article is to prove the efficiency of 

the Asian financial institutions in fighting global 

imbalances in the region. The major task of these 

institutions is not the substitution of the current 

global mechanisms, but their assistance and 

helping them in solving the global problems on 

the regional level. The major results include the 

proof that the developing economies in Asia are 

more consolidated and capable of conducting a 

single economic strategy in the long run and the 

proof of the higher efficiency of Asian financial 

institutions and their single geo-economic 

strategy in the long run; this suggests that a new 

Asian financial system is being built. 

 

 

  Аннотация  

 

Сегодня мировая финансовая система 

неэффективна в преодолении разрыва 

между развитыми и развивающимися 

странами. Динамично развивающиеся 

страны, такие как государства Азии, не 

удовлетворены современными 

международными финансовыми 

институтами и активно участвуют в 

региональной интеграции, создавая новые 

международные финансовые институты. 

Вновь образованные финансовые 

институты способствуют формированию 

иной системы финансовых отношений в 

Азии, которая, в свою очередь, 

трансформируется в азиатскую 

финансовую систему. Эти тенденции не 

могут избежать воздействия глобальных 

дисбалансов. В статье показано, что 

создание этих институтов в Азии связано с 

фундаментальными недостатками мировой 

финансовой системы, и новые 

международные финансовые институты 

могут эффективно справляться с этими 

недостатками. Основной задачей статьи 

было объединить новые финансовые 

тенденции в Азии и структурировать их в 

систему взаимосвязанных процессов, чтобы 

доказать появление азиатской финансовой 

системы. Авторы показали, что 
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развивающиеся экономики в Азии более 

консолидированы и способны проводить 

единую экономическую стратегию в 

долгосрочной перспективе. Основной вклад 

статьи - доказательство более высокой 

эффективности азиатских финансовых 

институтов и их единой геоэкономической 

стратегии в долгосрочной перспективе; это 

говорит о том, что строится новая азиатская 

финансовая система. 

 

Ключевые слова: Азия, мировая 

финансовая система, международные 

финансовые институты, фундаментальные 

недостатки. 

Introduction  
 

The development of the global financial system 

today is uneven and undermined by numerous 

flaws, which are expressed in the inability of 

modern institutions to prevent a crisis and 

balance the world economy in such a way that it 

does not face regular depressions. In addition, the 

modern global financial system cannot offer 

ways to close the gap between the developed and 

developing economies. These factors lead to the 

creation of new international financial 

institutions that provide alternatives to modern 

financial regulation. Most of these alternatives 

are in Asia, further, they are closely related to 

each other. 

 

Fundamental differences in approaches to the 

regulation of global finances by the developed 

and developing countries suggest that initiatives 

aimed at changing the current situation will 

emerge in the developing countries, especially in 

financial institutions, including several 

developing economies with similar development 

characteristics. This situation is observed in Asia, 

so the initiative to transform the economy will 

arise from Asia. 

 

The hypothesis of our research is based on these 

trends – Asian international financial institutions 

unite Asian countries in a single financial system, 

which has many differences from the modern 

global financial system and is more efficient in 

overcoming its flaws. To prove this, the authors 

use dispersion analysis based on indicators 

characterizing the main flaws of the global 

financial system. The authors put forward three 

main directions for the development of 

cooperation between Asian international 

financial institutions and the development of the 

Asian financial system as a whole. 

 

 

Literature review 

 

First of all, we suggest concretizing the 

theoretical framework. The global financial 

system is a highly debated term, especially in the 

context of globalization (Schmidt and 

Hryckiewicz, 2006). The authors adhere to the 

definition of the global financial system as those 

financial institutions and regulations that operate 

at the international level, as opposed to those that 

operate at the national or regional level. Key 

players are global institutions such as the 

International Monetary Fund (IMF) and the 

World Bank, national agencies and government 

departments, such as central banks and ministries 

of finance, as well as private institutions 

operating globally, such as banks and hedge 

funds (James, and Patomäki, 2007). The 

discussed hereinafter global imbalances are quite 

often referred as the failures of global financial 

system (Buckley & Arner, 2011), which cause 

crises, but this attitude is too narrow, as the 

global financial system includes, but has little 

influence of global financial regulation, so these 

failures refer to the global financial regulation 

too. This point of view is expressed in (Jones & 

Knaack, 2019), where the failures are named as 

the shortcomings. As a result, in order to 

summarize these approaches, the term 

“fundamental flaws” is used in the article. This 

term arises from global imbalances, put forward 

in (Obstfeld & Rogofh, 2009), where these 

imbalances were described, but not 

substantialized. 

 

The literature on integration processes in Asia is 

extensive (over 6800 articles in the Scopus 

database). The authors have singled out several 

important blocks. The first block includes 

studies, especially by Stiglitz (Basu et al. 2019; 

Blanchard, 2012; Stiglitz, 2015), in the field of 

reforming the global financial system. According 

to them, the global financial system needs 
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reforms, its mechanisms are outdated and are 

used by the most powerful economic actors to 

gain extra profits. These studies also provided an 

analysis of the imbalances of the global financial 

system, which has been put in the basis of 

identifying the fundamental flaws of the global 

financial system within our research. Based on 

(Biswas, 2018), the authors have discussed 

emerging economies and their role in reforming 

the global financial system (World Bank, 2019), 

provided a link between global financial 

regulation and regional international financial 

institutions. Previous studies provided a strong 

basis for this article, however, the situation with 

global imbalances is not stable, and this study 

offers a new approach to their research in the 

context of developing Asian economies. 

 

The second block refers to integration processes 

in Asia. It includes numerous works on regional 

integration, which describes new opportunities 

for Asian developing countries in the current 

state of abundance of development institutions in 

the Asian region (Codeço, 2018; Xu, Ren, and 

Wu, 2019), provided a brief overview of the 

situation in Asia regarding institutionalization of 

integration. (Bird, et al. 2020), gave a 

comprehensive analysis of the Belt and Road 

Initiative as the basis for further development of 

the Asian financial system. This study focuses on 

interactions between institutions in Asia, their 

systematic review, whereas previous studies 

focused on assessing the efficiency and role of an 

individual institution. The Asian financial system 

was not the subject of the research. 

 

The third block is closest in its scope to this 

research. It includes the studies on the influence 

of regional financial institutions on regional 

economies (Ozili, 2020)  contributed to the study 

of the initial goals of Asian financial institutions, 

allowing to conclude that their efficiency largely 

depends on the economic response of regional 

economies to their actions (especially in the field 

of social development). (Jędrzejowska, 2020), 

contributed to understanding the transformation 

of financial government in Asia; although the 

author did not put forward the idea of a new 

Asian financial system, but proved the massive 

changes in financial regulation, provoked by 

changes in financial flows (Taghizadeh-Hesary 

et al, 2019), provided the analysis of financial 

integration outcomes for Asian countries and 

highlighted that Asian countries benefit 

significantly from the new financial institutions 

in Asia. These studies do not have the necessary 

predictive potential, as they mainly focus on 

short-term changes or systematic potential for 

change, while this article puts forward specific 

scenarios. 

 

Despite the fact that the literature is vast, it did 

not explore the development potential of Asian 

institutions from the point of view of the 

fundamental flaws of the global financial system. 

 

Therefore, this article contributes to 

substantializing the Asian financial system 

through international financial institutions that 

are involved in building the Asian financial 

system and are more efficient than the existing 

ones. These institutions function in accordance 

with a single strategy that is implicitly provided 

for by the Asian financial system and the major 

economies of the region.  

 

Methodology 

 

First, the authors give a concrete vision of the key 

terms used in this article. International financial 

institutions (IFI) are represented by regional and 

global development banks, investment 

mechanisms (for example, the Silk Road 

Investment Fund) and supra-regional projects 

(such as the Belt and Road Initiative or CETA), 

which all have a financial component in one way 

or another. Trade agreements, such as ASEAN or 

numerous free trade agreements (FTAs), have a 

significant impact on the development of the 

global financial system, but are not included in 

the IFI within this research.  

 

Further, the authors prove that the modern global 

financial system is not efficient enough, 

therefore, its institutions that existed before the 

globalization of developing countries should be 

replaced by new institutions. An example of 

Asia, as one of the fastest developing regions, is 

the most representative. Thus, we: 

 

1) give the fundamental flaws of the global 

financial system arising from its inefficient 

institutions; 

2) prove the high efficiency of the new 

development institutions of Asia in solving 

the economic problems of Asian countries; 

3) demonstrate the systematic creation of an 

alternative financial system in Asia. 

 

To prove the high efficiency of Asian 

international financial institutions, the authors 

conducted a dispersion analysis of economic 

data, referring to the key indicators 

characterizing the flaws of the global financial 

system. The methodology of dispersion analysis 
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is as follows (analytical dispersion characteristic 

– ADC) (1): 

 

𝐴𝐷𝐶 =  
√

∑(𝑥𝑛−𝑥)2

(𝑛−1)
∑(𝑥1,𝑥2…𝑥𝑛) 

𝑛

⁄

  (1) 

 

where n is the number of countries included in 

the equation (within this research – 10 developed 

countries, 10 most dynamically developing 

economies, consequently n=10 for the developed 

and developing countries dispersion value and 20 

for the total dispersion value), x(n) – the value of 

a parameter for a specific country, ¯x is the 

average value for the specific year for all 

countries.  

 

The countries selected for analysis are divided 

into two groups, the first includes the developed 

countries: France, Germany, Greece, Iceland, 

Ireland, Italy, the Great Britain, the United 

States, Japan and Singapore. The second includes 

the most dynamically developing economies      

(in accordance with the average GDP growth rate 

since 2000): China, the Republic of Korea, 

Mongolia, Thailand, Vietnam, Indonesia, India, 

Brazil, Malaysia and South Africa. Such a choice 

of the studied countries is explained by their 

rapidly growing influence and active 

participation in integration initiatives and the 

formation of IFI. The developed countries are 

chosen due to their high influence on the modern 

global financial architecture. 

 

The higher the ADC, the more unequal is the 

distribution of value between the countries of the 

group. The high dispersion of value leads to the 

different goals of the states, as the countries 

follow their own strategies to gain more and to 

conquer a higher position, as the differences 

between them are high and allow to gain 

significant profits is moving up in the “list”. The 

integration of such countries into a sustainable 

structure in order to overcome fundamental flaws 

is very difficult, while in those with low 

dispersion, these problems are easier to 

overcome through compromise. 

 

The proof of lower ADC in Asia will allow to 

make conclusion, that the Asian economies are 

not just forming short-run alliances, but are 

forming a new financial architecture in the 

region.  

 

The comparative study of the major financial 

indicators and their dispersion (deviation from 

the median) between the developing Asian 

economies, building the regional financial 

architecture and the countries, which have 

actively participated in the creation of the 

modern one, provides basis for the 

recommendation given in the article on the better 

development of the Asian economies in the 

conditions of the Asian financial architecture 

emergence. 

 

Results and discussion  

 

A. Fundamental flaws of the global financial 

system 

 

The modern global financial system is far from 

perfect functioning. The global financial crisis of 

2008–2010 and the European debt crisis of 2012 

demonstrated that the financial regulation system 

used today cannot withstand modern challenges 

and properly respond to them. The same idea was 

expressed by Stiglitz (Serra, and Stiglitz, 2008; 

Stiglitz, 2010), at the beginning of the century, 

after many authors discussed it, but there is no 

consensus on this issue. 

 

The global financial system functions on the 

basis of rules developed immediately after the 

World War II and the rules of the Washington 

Consensus (Agarwal, 2018), which are not 

specific and comprise recommendations on the 

strategic goals of the economy. 

 

The traditional division of countries according to 

their level of development into developed, 

developing economies and economies in 

transition is no longer sufficient. More 

sophisticated divisions (for example, see (Taleb, 

2010), do not reflect development potential and 

are more likely to be statistical in nature. The 

authors propose to introduce a new term – the 

most dynamically developing economies, which 

includes countries that have high rates of 

economic growth and at the same time high 

investment potential (host significant amounts of 

investments in the region where they are 

situated), and are highly integrated into the 

regional institutional infrastructure (actively 

involved in the creation, financing and promotion 

of regional IFI). These countries can compete 

with the developed countries, which are 

interested in maintaining their leading position 

and can use the flaws of the global financial 

system to achieve this goal (Davidson, 2004; 

World Bank, 2019). 

 

The most dynamically developing economies 

pose a problem for the modern global financial 

system, since they are not represented in its 

institutions at a level corresponding to their 

position in the global economy (Obstfeld, 2009; 
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Orastean, 2016; Timmis, 2018), their ambitions 

are not satisfied, therefore, to develop at a faster 

pace, they are looking for ways to build a fairer 

and more effective global financial system. This 

can be achieved by introducing a new IFI aimed 

at mitigating the consequences of fundamental 

flaws of the global financial system (as follows 

from the above, these flaws are one of the key 

reasons why the developing countries strive to 

create new institutions of global financial 

regulation). 

The flaws of global financial regulation, which 

cause deep concern among the developing 

countries, can be deduced from data on the 

creation of new financial institutions in the 

world. The authors extracted a list of financial 

institutions used in (Xu, Ren, and Wu, 2019), and 

examined the initiatives of international 

development banks (IDB) creation over time. 

The results are presented in Table 1. 

 

Table 1. 

Development banks creation: distribution over time.  
 

Period 1940-49 1950-59 1960-69 1970-79 1980-89 1990-99 2000-09 2010-19 
Total number of 

created IDB 
1 2 5 7 2 6 3 3 

Number of IDB 

created by the 

developing 

countries’ initiative 

0 0 3 5 1 3 3 3 

Share of IDB 

created by the 

developing 

countries’ initiatives 

0 0 60% 71% 50% 50% 100% 100% 

Source: created by the authors. 

 

The dynamics of creating development banks 

shows that the developing economies have been 

searching for new sources of capital and trying to 

attract investment over the past 20 years. This 

leads to the conclusion that the first fundamental 

flaw of the global financial system is the 

mismatch of investment flows between the 

developed and developing economies. 

 

An analysis of the data from (RTAs Database, 

2020),  allows to conclude that the pace of 

creating FTAs is slowing down, but most of them 

(over 80% of all FTAs created after 2000) were 

initiated by the developing countries. This leads 

to another conclusion about the flaws of the 

global financial system: the inability to 

effectively regulate trade and, consequently, the 

current account balance. 

 

This, in turn, leads to debt problems of the 

countries. Today, the IMF is one of the leading 

IFI in the field of debt management, but its 

resources are far from enough to ensure a balance 

in the global financial system (Table 2). 

 

Table 2. 

Share of IMF resources compared to the global level of debt.  

 

 

 

Hence, the third flaw of the global financial 

system is the inability to support countries in case 

of high debt and crisis. 

 

The next issue arises from the level of debt and 

the Triffin paradox (Campanella, 2009; 

Ikenberry, 2009) – the unipolarity of the 

monetary system. The US dollar is the key 

currency in the world (Lee, 2019), while the 

developed countries can manipulate their 

currencies exchange rate in order to make 

financial profits for their companies 
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(Veselovsky, 2017). Currency wars arise as a 

result of these actions and make the financial 

system unstable, and the development of the 

economies of the whole world uneven. 

 

Given the digitalization and globalization, 

another, the most recent, issue should be 

mentioned, which is the uneven distribution of 

non-material assets and human capital (Ngwu,  

2018; Ray, and Dutta, 2014), that, in turn, leads 

to asymmetric information distribution (in 

particular, in the financial sector). This is part of 

another flaw of the global financial system – the 

unreasonably high transaction costs leading to 

information asymmetry. 

 

The identified flaws of the global financial 

system lead to the formation of risks, which, in 

turn, are the key contributors to the beginning of 

economic crises and slowdown in GDP growth. 

 

All in all, inequality in the distribution of power 

and financial resources in one country (Stiglitz, 

2013),  leads to a decrease in performance of the 

country economy as a whole. On a global scale, 

inequality causes crises, leading to the 

devastation of economies both developing (to a 

lesser extent) and developed (to a greater extent 

due to higher levels of globalization and worse 

consequences of the transfer of crisis).  

 

B. Trends in the consolidation of the Asian 

region and the formation of the Asian 

financial system  

 

The choice of the role of IFI lies more in the field 

of its capabilities than in the will of its creators 

(Engen, L., and Prizzon, A. 2018). After 2000, 

Asian countries created a number of important 

international financial institutions, such as the 

Asian Infrastructure Investment Bank (AIIB), the 

Belt and Road Initiative (BRI), the BRICS New 

Development Bank (NDB), the Silk Road 

Investment Fund, the Comprehensive Economic 

Partnership and several less important initiatives.  

 

As a result, Asia is one of the most intensive 

integration regions in the world, while Asian IFI 

form a “noodle bowl”. At the same time, some of 

them (mentioned above) form a logical system of 

institutions interconnected through financial and 

economic interactions and similar task of 

regional development. 

 

To prove the high efficiency of these 

mechanisms, the authors have conducted 

dispersion analysis of economic indicators 

presented in Fig. 1. 

 

Fig. 1 shows the increase in the deviation in GDP 

of the most dynamically developing countries 

since 2000, while for the developed economies 

the deviation of GDP remains nearly the same.  

 

Since 2010, the average deviation of GDP has 

become lower than the deviation of the GDP of 

the developing countries, which means the 

following: with the active introduction of Asian 

IFI in the 2000s, some of the most dynamically 

developing countries have benefited 

significantly. From the same GDP growth of 

other studied developing countries, it can be 

concluded that there has been a change in the 

GDP growth of the developed or least developed 

countries’ (LDCs) economies. At the same time, 

the LDCs of Asia entered a new period of 

renaissance in economic development, therefore, 

the rise of deviation in GDP growth was achieved 

due to the decline in GDP of the developed 

economies. 

 

Exchange rate deviation remains high, but does 

not correlate with the dynamics of GDP 

deviation. It remains stable for the developing 

economies and falls slightly for the developed 

countries, while the average exchange rate 

deviation is significantly higher than both of the 

previously described deviations. This leads to the 

conclusion that the currencies of Asian countries 

are less interconnected than the currencies of the 

developed countries, while both currency groups 

are weakly interconnected. 

 

The dynamics of deviation of the developed 

countries reserves, which decreased significantly 

after the global financial crisis of 2008, along 

with the stable dynamics of deviation of the 

developing countries reserves, allows to 

conclude that the developing countries reserves 

are distributed more unevenly, but did not suffer 

as much from the global financial crisis. 

 

The constant decline in the deviation of the 

developing countries public debt with an increase 

in the same indicator for developed countries 

after 2008 proves that the developed countries, in 

competition with the economies of the most 

dynamically developing countries, consolidate 

them and contribute to the creation of a more 

stable system of relations between the 

developing economies and their more active 

cooperation in creating IFI. 

 

The dynamics of the dispersion of the foreign 

direct investment (FDI) inward flow 

demonstrates the higher stability of the 

economies of the most dynamically developing 

countries, while the dispersion of the FDI 
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outward flow shows the rapid growth of 

investment capabilities of some of these 

countries, which can be used in common 

development mechanisms, for example, in the 

mechanisms of institutional development, such 

as development banks. 

 

The rise in the dispersion of patent applications 

by the developing countries, along with a 

constant fall in this indicator for the developed 

countries, leads to the conclusion that the 

developing countries face unequal conditions in 

the development of non-material assets, while the 

developed countries consolidated through IFI 

managed to create mechanisms for the 

distribution of intellectual property and develop 

in this area in a more balanced way than the 

developing countries. 

 

All the mentioned trends (except the one related 

to the sphere of patents) are united by one 

important fact – all of them prove the 

consolidation of the Asian region, which in some 

aspects is hindered by the consolidation of the 

developed economies (for example, for 

intellectual property, this is confirmed by the 

dynamics of patent applications dispersion, and 

for monetary policy – by the exchange rates). A 

large number of IFI in Asia, consolidation of the 

region and high development pace demonstrate 

the efficiency of the IFI in Asia.  

 

 

 

Fig. 1. Results of the dispersion analysis.  

Source: created by the authors. 
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C. The role of Asia in creating a new financial 

system 

 

Despite the fact that many dynamically 

developing economies are not Asian, Asian 

financial institutions play the major role in 

creating a new financial system. As demonstrated 

above, Asian financial institutions play a 

consolidating role for Asian economies. This 

consolidation brings numerous benefits to Asian 

economies, for example, a single course of 

economic development allows to more 

effectively support the region's LDCs at the 

national level. 

 

Another important function of Asian financial 

institutions and their key difference from other 

IFI is their search for highly efficient measures 

taken to develop the regional economies. This 

thesis arises from the following important points: 

first of all, AIIB and NDB reduce operating 

costs. Their personnel are much smaller – 186 

and less than 250, respectively, compared with 

3,000 and 10,000 for the European Bank for 

Reconstruction and Development and the World 

Bank Group (AIIB, 2019; Crunchbase, 2020; 

EBRD, 2020;  World Bank, 2020). Secondly, 

AIIB and NDB projects are more practical – the 

share of consulting services in their project 

portfolio is less than 10% (AIIB, 2020., NDB, 

2020). As a result, their actions allow to attract 

more financial resources to the LDCs at lower 

cost, since consulting projects work better for the 

developed countries with a clear relationship 

between economic processes, while the 

institutional structure of the LDCs is weak and 

economic laws does not work as they should. 

 

The overall higher efficiency of AIIB and NDB 

is proved by both their actions and the 

institutional structure (Guliev et al, 2019), (while 

ADB seeks ways to improve efficiency 

(O’Keeffe et al, 2017). Furthermore, when 

speaking of BRI – the Asian financial system 

basic project, the pace of its spread across the 

countries of the Maritime Silk Road Belt (Chan, 

2018; Merics, 2018), is fast, and the investment 

in their economies is massive, creating a 

synergistic effect for the project as a whole. As a 

result, BRI has come to a new dimension – an 

investment megaproject, which was originally 

aimed at stimulating trade. 

 

Comparing BRI with CETA, for example, allows 

to draw the following conclusions: BRI has lower 

institutional quality but greater flexibility in 

solving infrastructure and energy issues; CETA 

is clearly a more trade-oriented agreement, while 

BRI plays a significant role in trade growth, but 

has an equally important role in the development 

of investment cooperation in Asia and beyond; 

CETA has clear geographical boundaries that are 

difficult to expand, while BRI is constantly 

expanding and creating new opportunities for its 

members; CETA provides effective bilateral 

cooperation mechanisms, BRI provides more 

opportunities for multilateral cooperation, but in 

the field of bilateral cooperation there is an 

imbalance in the role of China in the project 

(China Power, 2019; L 11/23, 2017; Hubner, et 

al. 2016; Prodi and Fardella, 2018). As a result, 

BRI is more flexible and more effectively adapts 

to the changing global conditions, thus showing 

the key difference of the Asian financial system 

– its flexibility and adaptability. 

 

At the same time, the Asian financial system has 

to interact with IFI that do not possess the same 

qualities as the Asian IFI. In addition, this 

interaction is necessary for a non-isolation 

strategy of Asian countries. Intermediary 

institutions such as ASEAN, the Shanghai 

Cooperation Organization (SCO) and the 

Eurasian Development Bank (EDB) play an 

important role in the Asian financial system. 

ASEAN stimulates trade in the Asia-Pacific 

region, one of the most dynamically developing 

regions of Asia (Litsareva, 2017), at the same 

time, it plays the role of a mechanism for 

unifying the institutional rules in Asia. The 

ASEAN Charter promotes a liberal attitude 

towards trade and development without strict 

regulation of both areas, which leads to the 

implementation of the “ASEAN way” (Cho and 

Kurtz, 2018), in the Asian financial system as a 

whole. SCO is a security dimension of 

cooperation in Asia: it links the countries of 

Central Asia that are least integrated into the 

framework of Asian institutions and promotes 

security. This connection is weak – security 

issues are not directly related to the Asian 

financial system, but the SCO Bank’s creation 

plans (Gabuyev, 2015; Reuters, 2016), allow to 

conclude that SCO is another organization 

contributing to the functioning of the Asian 

financial system as a whole, including the 

Central Asia region. 

 

EDB is a very important institution for the Asian 

financial system. Under the current unstable 

situation on the global market, the trade war 

unleashed by the United States against China and 

the new coronavirus pandemic, isolation trends 

in the Asian region are intensifying. EDB plays a 

vital role in preventing the collapse of the Asian 

financial system, because it offers a weak 

functional connection – it works in the EAEU 

and Central Asia and can be used as an 
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intermediary bank institution for Asian financial 

resources and for Asia–Europe financial flow. 

The same can be said about the Asian 

Development Bank, but due to its main 

shareholders, and because it is tending more to 

the World Bank Group structure and functioning, 

than to the new IFI of Asia, it has little or no 

influence on the Asian financial system’s 

overcoming isolation (Guttal, 2005; Jakupec, and 

Kelly, 2015). 

 

As a result, a key role in the process of creating 

the Asian financial system belongs to several 

Asian IFI, which proved to be more efficient in 

crisis situations and in combating the 

fundamental flaws of the global financial system 

at the regional level. Asian countries do not aim 

at creating a new global financial system, their 

role is to reform modern institutions, they do not 

have sufficient power or motive to create a new 

financial system at the global level. At the same 

time, the transformation and cooperation of 

regional IFI allows to predict the formation of a 

specific sector of the global financial system – 

the Asian financial system, the spread of which 

at the global level is unlikely due to institutional 

specifics and the need for economic conditions 

that are present mainly in Asia today (as 

described in (ESCAP, 2018; Howe and Park, 

2017), and which are difficult to copy and repeat. 

 

D. Possible scenarios 

 

The above results are the subject of active 

discussion, since they cannot be indicated either 

as a reason for better economic development or 

as its consequences. The authors have 

demonstrated how these features of Asian IFI 

contribute to economic development, but the 

prospects for the Asian financial system as a 

whole depend on the course of the Asian 

financial institutions. There are three main 

courses that arise from current trends:                      

1) maintaining the status quo, 2) the regional 

development and the formation of the Asian 

financial system as part of the global financial 

system, and 3) counteracting the global financial 

system, which is likely to lead to the isolation of 

the Asian IFI. 

 

The first scenario is the least promising for Asian 

IFI; they do not risk, but the development of the 

region does not acquire new drivers, and Asian 

countries do not receive additional support from 

specific points and higher efficiency of the Asian 

IFI. This track is most beneficial for the 

developed economies, as they preserve their 

dominance in the global financial system; the gap 

between the economic indices of the developed 

and developing economies grows, as is the gap 

between Asian economies, since Asian financial 

institutions will not be able to pursue a 

consolidating strategy due to fall in their 

efficiency (Saggu, and Anukoonwattaka, 2015), 

for China, as an example). As a result, Asian 

countries lose the opportunity to create a second 

center of power in the world. This scenario does 

not require any action from Asian IFI and Asian 

countries (Riedel, 2011). 

 

The second scenario is more risky: Asian IFI 

cooperate and develop the existing operational 

and institutional models, this leads to the 

formation of a part of the global financial system, 

which operates differently. This part should be 

integrated into the global financial system, or at 

least into its institutions; this, in turn, will lead to 

reform in the global financial system, since the 

need for cooperation with Asian IFI at the same 

level of efficiency requires the transformation of 

the main institutions of the global financial 

system. This scenario requires Asian IFI to 

narrow the gap between regional economies 

through higher investments. The main options for 

attracting these investments are as follows: 

 

1) Attracting investments from the developed 

economies – the EU, Japan and the United 

States. This investment flow is limited due 

to the difficult relationship between China as 

one of the main recipients of investments in 

Asia and the developed countries led by the 

United States (Bungenberg, and Hazarika, 

2017; Sung, & Uk, 2008). 

2) Attracting investments from the developing 

countries – this investment flow is limited in 

volume, and a significant amount of such 

investments is portfolio investment. 

3) Attracting investments from various groups 

of countries using instruments of non-Asian 

IFI, such as EDB (Vinokurov, et al. 2019), 

for example). At the moment, the scope of 

such instruments is not wide, and the flow of 

investment is very limited. 

 

These options should be used together, since all 

of them today tend to be limited by geo-

economic factors. 

 

The third scenario involves isolation of the Asian 

financial system due to the confrontation 

between the developed and developing 

economies. This scenario is the most devastating 

for the global financial system and for Asian 

economies. At the same time, it allows to quickly 

build a sustainable regional financial system. The 
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effectiveness of this scenario is doubtful for all 

parties, but in the case of higher tensions between 

China and the United States, it has a greater 

chance of implementation. In the case of this 

scenario, Asian IFI have two main options: 

retreat and accept the status quo scenario or 

continue the confrontation, trying to minimize 

risks. For this, Asian IFI should: 

 

1) Develop and apply a reservation system that 

will allow them to operate in the case of low 

capital inflows and high outflows (for 

example, reserve a fixed percentage of each 

financial project investment initiated by 

them). 

2) Develop an alternative system of access to 

the global capital markets; the basis of such 

a system today is the EDB. 

3) Introduce a long-term risk management 

system that will allow evaluating the 

portfolio of Asian IFI in terms of their ability 

to ensure sustainable growth of the region as 

a whole. 

 

All three scenarios are the most likely and 

include many additional scenarios that are not 

considered in this article. In general, Asian IFI 

are building the units of the new financial system, 

but the path of its development at the moment 

strongly depends on the position of the leading 

countries of the region (China, India, ASEAN 

countries) on their future and on the response to 

their actions from the developed economies. In 

addition, unexpected events can significantly 

affect the balance (Taleb, 2010), for example, the 

situation with COVID-2019 or natural disasters. 

 

Conclusions 

 

The global financial system is not balanced. It 

functions with many flaws. The main ones are: 

the mismatch of investment flows between the 

developed and developing countries, the inability 

to effectively regulate trade and, therefore, the 

current account balance, the inability to provide 

support to countries in case of high debt and 

crises, the unipolarity of the monetary system 

and the information asymmetry. These 

fundamental flaws lead to the need to transform 

the global financial system. One of the modern 

alternatives that is being created is the Asian 

financial system. 

 

Asian IFI have several differences from other 

IFI, which allows them to narrow the gap 

between the most dynamically developing 

economies and Asian LDCs. This leads to faster 

and more stable development of the region and 

the creation of a system of IFI, united by their 

positive impact on the fundamental flaws of the 

global financial system, at least in the Asian 

region. 

 

The Asian financial system allows the countries 

of the region to form close economic ties, 

cooperate with lower transaction costs, which, in 

turn, requires a change of roles on the global 

arena. This does not satisfy the developed 

economies, which counteract the formation of the 

Asian financial system. This counteraction leads 

Asian IFI to follow one of the scenarios: 

maintaining the status quo, a slow and steady 

reform of the global financial system through the 

integration of the Asian financial system as a 

sector of the global one or isolation of the Asian 

financial system. 

 

At present, the second scenario seems most 

likely, but in the current circumstances of 

massive efforts to isolate China and other Asian 

economies, the third scenario is likely to become 

a reality. 
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