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      ABSTRACT: 

Chiang Mai Initiative Multilateralization was developed from Chiang Mai Initiative or CMI 

which has started since 2000 due to the economic crisis in Asia in 1997. It was the first step 

in developing mechanism to stabilize the economic stability in Asia. It was designed for 

the purpose of strengthening the economy and financial services in the region.  

There are a lot of restrictions on CMIM such as the size of CMIM which is only 240 billion 

US dollars. It is still relatively small which will be restricted in providing assistance to 

member countries. Another challenge is that IMF-Delinked Portion is smaller than the 

maximum amount that member countries can receive for the assistance from IMF or other 

fund. CMIM itself is standby facility or can be called as earmarking which is the agreement 

without putting real money into the fund and this will cause the problem in terms of 



  
 

confidence over the mechanism. However, the mechanism of CMIM has been much 

developed compared with the mechanism of the CMI. It was developed under the aim to 

enhance crisis-Prevention with more specific modalities for providing assistance to 

member countries experiencing economic crisis and facing the problem of lack of liquidity 

or difficulties in balance of payments. CMIM will add more channels to provide assistance 

to member countries through new facilities and also extend duration of assistance 

(Maturity), due to the economic crisis that may be protracted. 

This analysis aims to analyze the development of CMIM as a mechanism to stabilize the 

financial stability in the ASEAN and plus three countries and how it serves as a mechanism 

to promote financial integration in ASEAN countries, as well as offering guidance on how 

to enhance the effectiveness. In this regard, comparative analysis will be conducted to 

calibrate the effectiveness of the mechanism as well as to analyze the challenge and future 

implications especially for ASEAN countries. 

Keywords: CMIM, ASEAN, FINANCIAL ARRANGEMENT, CHIANGMAI 

INITIATIVE MULTILATERALIZATION, FINANCIAL SURVEILANCE 

MECHANISM 

Student ID: 2014-24240 

 

 

 



  
 

Table of Content 

Abstract………………………………………………………………...………..i 

Table of content………………………………………….……………………...ii 

Abbreviation………………………………………….…………………………iii 

Chapter I Introduction……………………………………………………….….1 

Chapter II Research Purpose and Background…………………………….……5 

1. Research purpose……………………………………………..…………..…....5 

2. Background…………………………………………………………….………6 

2-1 CMIM and the Lessons from crisis for regional financial cooperation…....6 

2-2 Precondition for ASEAN financial arrangement…………………………..9 

2-3 CMIM’s role as a platform for regional financial arrangement…………..11 

Chapter III Research Scope & Analytical Framework………………………....15 

1. Comparative analysis…………………………………………………...15 

1-1 IMF as a benchmark for regional arrangements…………………………..16 

1-2 Comparative analysis of CMIM and Latin American  

reserve Fund (FLAR)……………………………………………………...20 

1-3 Comparative analysis of CMIM and Arab Monetary Fund (AMF)……… 23 

1-4 Comparative analysis of CMIM and European financial safety net……....28 

1-5 Case study of South Korea’s financial crisis in 2008……………………..32 

Chapter IV Analysis of effectiveness and challenge of CMIM………………...33 

1. Effectiveness and improvement of CMIM…………………………………… 33 

2. Challenge of CMIM………………………………………………………...... 38 

Chapter V CMIM’S future development……………………………………… 41 

Chapter VI Conclusion…………………………………………………………43 

Bibliography……………………………………………………………………46 

 



  
 

Abbreviation 

 

AEC   ASEAN Economic community 
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ASA    ASEAN Swap Arrangement 

ASEAN  Association of Southeast Asian Nations 

ASEAN+3  Association of Southeast Asian Nations and Plus Three 

BCLMV Brunei Darussalam, Cambodia, Lao People’s Democratic 

Republic, Myanmar, and Viet Nam (the five newer member states 
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BSAs   Bilateral Swap Arrangements 

CMI   Chiang Mai Initiative 

CMIM   Chiang Mai Initiative Multilateralization 

EC   European Community 
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EU   European Union 
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CHAPTER I 

Introduction 

By 2020, the accumulation of Asia’s GDP is speculated to be 60%, higher than 

EU’s and North America’s. Asia’s per capita income is also expected to double from $3000 

to $5000 in 2020. This is one of the empirical examples to emphasize the importance of 

regional cooperation. Financial integration is vital for Asia’s economic growth in the future 

due to its function that could promote rational allocation of financial resources and mitigate 

the damages from the financial crisis. As the path to integrate regional financial system is 

complex, the collective effort of signatories is much needed and operational framework 

must be well organized as well as regulatory structures.  

Regional financial cooperation in East Asia has been developed by establishing regional 

financial arrangements, gradual financial liberalization with increasing capital flows and 

developing local currency bond markets. Regional cooperation itself is not a safeguard tool, 

but it can enhance the effectiveness of regional safeguard measures. At the end of the day, 

developing countries cannot always depend on wealthier countries, on the contrary, they 

have to find their own way to develop further regional financial surveillance mechanism as 

former minister of finance of Brazil has also emphasized the necessity of having regional 

self-insurance. 
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“Developing countries […] would go their own way […]. We will seek self-insurance by 

building up high levels of international reserves, and we will participate in regional 

reserve-sharing pools and regional monetary institutions. The fragmentation of the 

multilateral financial system, which is already emerging, will accelerate.” 

(Statement to the IMF’s International Monetary and Financial Committee by Guido 

Mantega, Minister of Finance of Brazil, Washington DC, 20 Oct. 2007) 

Moreover, the centralized global financial safety net has evolved towards more 

decentralized multilayered system. As the picture depicted below, there are several evolved 

Regional financial safety nets (RFSNs) globally. 

 

(Rana, 2017) 
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The multilayered global financial safety net has been evolved and needs to be strengthened 

further to prevent a systemic crisis and protect countries from future crises. The relationship 

between institutions at different layers also needs to be well established. In this regard, the 

declaration during Seoul summit also emphasized the collaboration between the global 

financial safety net and regional financial arrangements; 

“Strengthened Global financial safety nets can help countries to cope with financial 

volatility, reducing economic disruptions from sudden swings in capital flows and the 

perceived need for excessive reserves accumulation.” They also agreed to elevate “ways to 

improve collaboration between regional financing arrangements and the IMF, 

acknowledging the potential synergies from such collaboration” (The G20 Seoul Summit 

Leaders Declaration 11–12 November 2010). The G20 leaders also endorsed six broad 

principles for cooperation between the regional financial safety net and the IMF (G20 2011) 

to provide recommendations to strengthen ASEAN+3 Regional financial safety net and its 

complementarity with the IMF.  

However, many scholars have argued that the relationship between the regional financial 

safety net should be complementary and must be in cooperative way. On the other hand, 

some scholars argued that the regional financial safety net should be independent and stand 

alone. The main question of this thesis is whether CMIM possess good qualifications to 

become IMF’s supplementary financing facility compared with other region’s financial 

safety net while complementing global institutions. The main hypothesis is regional 

financial safety nets should have different comparative advantages and different expertise 
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and cooperate with global institutions and regional financial safety nets. However, the ad 

hoc method between ASEAN+3 regional financial safety net and IMF is not good enough 

in promoting complementarity. Moreover, CMIM is the only standby facility so there are 

a lot of restrictions in disbursement process and IMF is still a main enforcer in disbursement 

process. Lacking robust and independent monitoring mechanism also demonstrates 

institutional weakness in CMIM. However, the recent acquired international organization 

status by AMRO demonstrates the regional collective effort in enhancing CMIM’s 

effectiveness. 
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CHAPTER II  

Research purpose 

It has been over one and a half decade since the Chiang mai initiative has been 

activated. The global financial landscape has also changed a lot due to the fluctuation and 

its inconsistency. Global Financial crisis also acts as the catalyst for enhancing the 

effectiveness of regional surveillance mechanism. Analysis on current challenges of CMIM 

can also point out disable functions and ultimately fortify the strength of its mechanism in 

the future. Moreover, it could be vital in speculating the direction towards the future of 

regional economic cooperation. 

Specifically, the financial landscape in ASEAN has been changed due to its establishment 

of ASEAN Economic Community (AEC) at the end of 2015. It has been brought into sharp 

focus, on the issue of financial and economic integration. Therefore, the possibility for 

regional integration amidst new financial landscape in ASEAN should be reconsidered.  
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Background  

CMIM and the Lessons from crisis for regional financial cooperation 

Chiang mai initiative Multilateralization or CMIM was developed from Chiang mai 

initiative or CMIM which was started in 1997 due to the economic and financial crisis in 

Asia, particularly in East and Southeast Asian countries. These countries have experienced 

balance of payment crisis as well as the short-term liquidity problem. Some of ASEAN 

countries had to accept conditional financial aid from IMF which worsened the economic 

crisis and also affected the economy in terms of growth and stability as a whole. 

There are many lessons to be learned from the crisis including the intervention of IMF in 

Republic of Korea, Indonesia and Thailand. It has been claimed that several IMF 

misjudgements actually exacerbated the crises in the countries where they intervened (IMF 

2003). There are many failures that made IMF failed as being the last resource in providing 

financial aid during the crisis such as the problematic size of the financing package, tight 

fiscal policy that deteriorated aggregate demand, tight monetary policy for banking sector, 

policy on free floating of currencies which led to severe exchange rate depreciations, wrong 

management for banking sector during the crisis and lack of early detection of crisis. 

From the mistake during the crisis, East and Southeast Asian countries have learned and 

are aware of the need in developing their regional financial and economic cooperation to 

strengthen their economy in the collective manner.  
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In order to maintain the economic stability of countries in the region, the cooperation has 

been done under the cooperative framework during the meeting of finance +3 which was 

held in Chiang Mai, Thailand. The ASEAN +3 Finance Ministers have announced 

initiatives of economic and financial cooperation among ASEAN+3. Chiang Mai initiative 

is also the mechanism in place to help stabilize the economy in the region.  

The main objectives are (1) being a mechanism for financial cooperation in the region 

(regional financial arrangement) in liquidity support during experiencing balance of 

payment crisis or lack of short term liquidity and (2) being complementary to international 

financial assistance received from international financial organizations. 

Such initiative also strengthens pre-existing financial cooperation in the region which is 

the ASEAN swap arrangement or ASA which covers ten countries after the pre-existing 

one which covered only five ASEAN countries: Indonesia, Malaysia, Philippines, 

Singapore and Thailand. The amount of ASA also increased from 200 to 1,000 million 

USD (and the limit under ASA has been increased from 1,000 to 2,000 million USD in 

2005). The initiative also creates the network of Bilateral Swap Agreement or BSA among 

ASEAN countries and a bilateral agreement on the repurchase agreement or the Repo 

agreement which is a mechanism to provide financial assistance to members experiencing 

short term deficit. 

However, there are some limitations in terms of the uncertainty of the amount that country 

can disburse and the implementation of the swap activation process under the bilateral 

agreement. It also takes time to go through the consultation process prior to the decision to 
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give financial assistance to countries that ask for help, hence the ASEAN+3 countries want 

to reduce such limitations by developing Chiang Mai initiative into multilateralization. In 

order to increase the performance, especially the certainty of the amounts that countries 

can disburse and withdrawal process under the multilateral agreement, CMIM had to go 

through the preparation and multilateralization process. 
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Precondition for ASEAN financial arrangement  

In recent decades, after the formation of ASEAN, the region has enjoyed the increase of 

inter-regional trade and capital flows. Intra-ASEAN trade also has grown rapidly, on the 

contrary, the further regional financial liberalization is not fully developed which can cause 

the problem in the future in terms of intra and inter regional trade competitiveness. 

Asian development Bank has done research on the speculative preconditions for ASEAN 

financial integration that members of ASEAN countries would be guided by the following 

principles in pacing their financial liberalization. However, the biggest limitation is the 

different speed of development on financial infrastructure within the region. Here are the 

speculative preconditions for ASEAN countries. 

“(i) liberalization through the ASEAN minus X formula, where member states that are 

ready to liberalize can do so first and be joined by others later; 

(ii) respect for national policy objectives and differences in the level of economic and 

financial sector development among the member states; 

(iii) flexibility of member states in setting their own preconditions for liberalization and 

establishing their own timelines; 

(iv) adherence to internationally recognized standards of financial regulation; and 
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(v) adoption of adequate safeguards against macroeconomic instability and systemic 

risk that could arise from the liberalization process, including the right to uphold the 

regulatory discretion of the national authorities of member states in taking the 

necessary measures.” 

These preconditions have showed that adequate safeguards against macroeconomic 

instability are very essential as thresholds for financial integration in ASEAN. ADB 

suggested that ASEAN+3 should strengthen the ASEAN‑wide safety net for liquidity 

support in addition to the Chiang Mai Initiative Multilateralization, reform the financial 

sector to better meet the needs of members’ economies, improve the evaluation system and 

manage risk exposure in financial institutions, build an ASEAN‑wide early‑warning system, 

harmonize the regulatory systems of the individual member states and develop the 

framework for cross-border resolution of regional financial institutions. By following these 

paths, CMIM will surely be a very effective safety net and contributively help in ASEAN 

regional financial arrangement. 
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CMIM’s role as a platform for regional financial arrangement  

CMIM would serve as starting point for building a regional exchange rate regime in the 

future. The awareness and demanding for regional cooperation was tremendously increased 

after Asian Financial Crisis in 1997. This led Asian countries to rethink about the proper 

means to tackle with external shock and the issue of regional risk sharing. The aftermath 

of the crisis brought the stigma to many Asian countries. Without the solid regional 

financial safety net and adequate financial surveillance mechanism, Asian countries, 

especially Korea and Thailand, undeniably had to depend on external help mainly from 

IMF or wealthier country such as the United States. In return, borrowing countries had to 

alter their macroeconomic policies which are not suitable enough to tackle the root of 

problems and ultimately led to another unstable financial situation. This incident left the 

deep trauma on the Korean economy so called, IMF crisis. It also led to the formation of 

ASEAN plus three countries. Another important reason to annex plus three countries or 

Japan, China and South Korea is because half of ASEAN countries are developing 

countries and without plus three countries, aggregate resources of ASEAN countries will 

not be enough to initiate the proper mechanism to tackle crisis in the future. In response to 

the crisis, two years later, Japan was the first country to propose the creation of AMF or 

Asian monetary fund. The proposal was rejected due to many limitations and political 

obstacles from the United states and other countries. However, that meeting turned to be a 

milestone for regional financial cooperation among East Asian countries and ASEAN 

countries. This is the quote during the APT finance minister meeting in 2000 that 

accentuate the collective effort of ASEAN+3 countries to create cooperation mechanism. 
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“they agreed to strengthen policy dialogue, coordination and collaboration on the financial, 

monetary and fiscal issues of common interest, focusing initially on issues related to 

macroeconomic risk management, enhancing corporate governance, monitoring regional 

capital flows, strengthening banking and financial systems, reforming the international 

financial architecture, and enhancing self-help and support mechanisms in East Asia 

through the ASEAN+3 Framework, including the ongoing dialogue and cooperation 

mechanism of the ASEAN+3 finance and central bank leaders and officials” (Government 

of Japan, Ministry of Foreign Affairs 1999).  

This attempt to create regional self-help mechanism was brought into action by the creation 

of CMI or Chiang mai initiative. CMI is the first solid Bilateral Swap agreement (BSA) in 

the region. CMI originally is the augmentation of ASEAN Swap arrangement or ASA but 

annexes plus three countries and it is made to fully cover 10 ASEAN countries. 

The initial value of bilateral swaps was limited to $30 billion and then it was raised to $120 

billion in 2009. 

However, CMI was not fully functional due to its limitations such as inconsistency of 

lending amounts as well as the retarded swap activation process. Moreover, CMI was not 

successful in the attempt to become an independent institution. This led to the need in 

solidifying and enhancing the proper functions of the mechanism.  

In the 10th AFMM+3 at Kyoto, Japan, Signatories agreed to elevate the level of cooperation 

from Chiang mai initiative to Chiang mai initiative multilateralization or CMIM. CMIM is 

the network of bilateral swap under single contract and also contains the function of self-
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managed reserved pooling arrangement (SRPA) in order to promote regional self-help 

mechanism and reduce the dependency from external resources. 

As the goal of creating ASEAN Economic community (AEC) by 2015 is to “transform 

ASEAN into region with free movement of goods, services investment, skilled labour, and 

freer flow of capital”, the regional financial arrangement in ASEAN became a very 

important issue. Even though, in terms of trade integration, ASEAN countries did quite 

well in the collective manner, however, financial systems in most ASEAN countries are 

quite undeveloped. CMIM was introduced as a regional financial mechanism with the 

purpose to enhance the financial stability in the region. This integration needs collective 

efforts from ASEAN countries even though they have to get through some challenges such 

huge gap between wealthy countries and poverty-stricken countries. 

ASEAN countries are ambitious to follow the path of EU full economic integration. The 

recent European financial crisis exposed a lot of important lessons and challenges for 

developing countries in implementing policies for financial arrangement. Regardless of 

other effective compounds, the integration will be impossible without effective surveillance 

mechanism. Therefore, CMIM has a very important role in helping ASEAN countries to 

reach the target level of such integration.  

Over the past two decades, ASEAN countries have put a lot of collective effort in enhancing 

the efficiency and soundness of their financial institutions. Unfortunately, financial 

institutions have not been much improved recently due to the diversity of countries in the 

region. According to the study of ADB, ASEAN banks and other financial institutions are 
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not large enough in the asset size to compete effectively against global players in 

international financial markets. (ADB, 2015) Small, segmented, illiquid and various 

financial markets in ASEAN are vulnerable to shocks from the outside region. (ADB, 2015) 

The only way that ASEAN can continue deepening its regional financial integration is 

improving its regulatory system and other financial facilities. 

According to the ASEAN Framework for policy coordination, mutual assistance over 

2011-2020 Capital account liberalization (CAL) and financial services liberalization (FSL) 

must be concretely implemented. These two frameworks can be guideline for ASEAN5 or 

original ASEAN members and BCLMV respectively.  

Unlike EU, ASEAN countries possess special characteristics. One of those is diversity, 

they differ in size, aggregate income, ethnicity, and infrastructure. Therefore, all ten 

ASEAN countries cannot follow the single pattern of framework.  
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CHAPTER III Research Scope and Analytical Framework 

1. Comparative analysis 

CMIM has never been activated so far so there are a lot of limitations in numerical data 

collection and conducting the quantitative analysis. However, the quality of financial 

arrangement could be judged and can be compared with several pre-existing arrangements 

in several regions which share similar and different characteristics such as The North 

American Framework Agreement (NAFA), Medium-term Financial Assistance (MTFA), 

The Arab Monetary Fund (AMF), and The Latin American Reserve Fund (FLAR). The 

study can point out the speculated effectiveness and challenge by conducting comparative 

analysis. The case study can also be a guideline for future implication. 

 

2. Criteria for the effective regional financing arrangement 

In order to evaluate the quality and effectiveness of regional financing arrangement, some 

reliable criteria must be applied where the standard of IMF would be used as a benchmark 

for the evaluation in this study. As CMIM is the latest one among regional pooling 

arrangements, the benchmarking analysis would be beneficial in enhancing and fortifying 

mechanism. 
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IMF AS A BENCHMARK for regional arrangements 

IMF is working to foster global monetary cooperation, secure financial stability, facilitate 

international trade, promote high employment and sustainable economic growth, and 

reduce poverty around the world ". IMF. Retrieved 14 October 2012. However, IMF was 

accused of providing wrong advice and or even counterproductive measures in several 

crises such as Brazilian crisis, Asian crisis and the latest US subprime crisis. This is one of 

many reasons that persuades many countries to build their own mechanism to prevent 

future financial crisis as well as the formation of self-pooling reserves. However, IMF plays 

an important role as a role model and benchmark for other regional pooling arrangements. 

And ultimately, if any region fails to utilize their surveillance mechanism as a first line of 

crisis defense, IMF is a last resort lender to any countries that suffer from the crisis. 

The regional financing arrangement in this term is the arrangement within which a group 

of countries pledges financial support to other members of that group that are experiencing 

balance of payment problems, through either a pool of contributed or borrowed reserves or 

the swap of financial assets (usually foreign exchange reserve). The most important 

motivation in forming agreement is to complement IMF financing or ultimately substitute 

for IMF’s financing. This is very challenging and hypothetical especially for the emerging 

market economies or EMSs countries.  
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McKay et al. (2010) presents six criteria for an effective regional financing arrangement:  

“(i) the size of the financing pool or resources accessible,  

(ii) timely access to relevant information,  

(iii) high quality analytical expertise,  

(iv) speed in decision-making,  

(v) impartiality in lending decisions,  

(vi) mechanisms for monitoring and enforcing conditionality.” 

Magnitude of the available finance 

According to McKay’s criteria, sufficient financial resources to provide in the time of crisis 

are very crucial. The optimal size of the resource is diverse and depends on countries’ 

capacity’s endowment. The size of available finance must be adequate for all of the suffered 

countries in the region on the brink of crisis. The adequate amount can be measured by the 

percentage of aggregate foreign reserves. Also, the adequate amount can be estimated from 

the availability in the past crisis. For example, Thailand received 17.2 billion USD from 

IMF as lending money and this amount was not adequate in alleviating the situation during 

the crisis. Another essential criterion is the ratio between countries’ short-term external 

debts relative to Gross Domestic Product (GDP). The country’s degree of openness must 

also be taken into account as well as the size of foreign currency liabilities in domestic bank 

account. 
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Timely access to relevant information 

When the crisis takes place, the most important thing is imposing the proper time frame in 

order to solve the problem in time. As well as in the normal situation, another important 

task is monitoring and analyzing the macroeconomic situation in order to detect the 

abnormality in the system with the proper information such as economic indicator, 

government sensitive information. The much earlier is better in detecting vulnerability and 

will be beneficial in applying adequate response. 

Analytical Practice 

It is really important to choose adequate respond to the crisis in order not to deteriorate the 

situation. As IMF has showed that picking the wrong means to tackle with the crisis could 

worsen the situation, analytical expertise is required as criteria for optimal financing 

arrangement. Level of qualification of the staff and the size of the permanent professional 

staff can be used as a measurement for these criteria. 

Speed of decision- making 

Quick decision-making is very important to measure the quality of financial arrangement. 

Precision is also needed in the process of decision making. Speed of decision making also 

covers the disbursement procedure in order to alleviate the crisis on time. These criteria 

also apply for the government’s reaction when tackling with the crisis domestically. 
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Impartiality in lending decision 

As regional financial arrangement requires intergovernmental cooperation, impartiality is 

very important for its lending decision. Therefore, the voting system and veto rights of 

powerful countries could be used as the measurement. Powerful countries in the region 

should not solely dominate power and lending decision. The decision should be made in 

the collective manner based on the overall votes. 

Monitoring and enforcement mechanism 

The issue of mechanisms for monitoring is debatable. The mechanism was designed to 

ensure that the borrowing country will pay back the debt. These criteria can be measured 

by the capabilities of mechanism. However, the lending conditionality should be reasonable 

and fair for all signatories. 
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Comparative analysis of CMIM and Latin American reserve Fund (FLAR) 

FLAR was founded in 1978 and it has head-quarter at Bogota, Colombia. Member States 

are Bolivia, Colombia, Costa Rica, Ecuador, Peru, Uruguay, Venezuela, and Paraguay. 

Main objectives of FLAR are to support the member countries’ balance of payments by 

providing credits and guaranteeing third party credits, improve investment conditions of 

international reserves made by member countries, contribute to the harmonization of 

member countries exchange, monetary, and financial policies.  

Magnitude of the available finance 

Using the criteria above, FLAR’s fund size is relatively small compared with other financial 

arrangements. However, the resource of FLAR is enough to respond to the short-term debt. 

But the fund has not been able to respond to the liquidity demands of large countries. The 

disbursements by member countries amount two thirds of the total amount that can be 

borrowed from IMF which is considered as a decent amount for the good quality fund. For 

smaller countries, there is no problem about the available fund. In this case FLAR shares 

some similarities with CMIM such as the characteristic of signatories and the large gap 

between the available fund for large and small countries. CMIM can follow the pace of 

FLAR and improve its quality by increasing the quota of its members in the future. Another 

remark is that CMIM should expand the fund. And there must be some changes in 

governance and voting mechanism among signatories.  
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Timely access to relevant information 

In terms of timely access to relevant information, FLAR has high potential in accessing the 

relevant information. On the contrary, CMIM is not granted timely access to relevant 

information as much as FLAR is granted. CMIM can learn from FLAR in terms of 

improving higher degree of ownership so they can support each other more in coordinating 

and sharing information. Compared with CMIM, FLAR is much more effective since high 

politics does not relate as much as it does in CMIM member countries. 

Analytical Practice 

Comparatively, FLAR also did a great job in analytical expertise, and it provides technical 

services to country members who were in need. However, AMRO has limited professional 

officers. At the time when research has been done, AMRO has not more than 10 

professional officers which is comparatively small in the number of officers.  

Speed of decision- making 

In terms of speed and decision making, FLAR also did a better job than CMIM. It has 

provided emergency liquidity in time during the crisis which took place in Peru. In this 

term, FLAR has played its role at its best to timely alleviate the financial crisis.  

Impartiality in lending decision 

When it comes to impartiality in lending decision, CMIM and FLAR also share the same 

characteristic by having the big three countries in dominating the vote. Three countries in 

FLAR are Colombia, Venezuela and Peru while three big countries in CMIM are China, 
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South Korea and Japan. CMIM can learn how to manage the voting system effectively from 

FLAR. In FLAR, it adopted the veto system while there is no veto system in CMIM since 

the cultural contexts and governing system of Asia and Latin America are quite different.  

Monitoring and enforcement mechanism 

Lastly, there are some problematic issues for FLAR in terms of monitoring and 

enforcement mechanism. Because FLAR has no conditionality for short-term credits. It 

also does not have systematic disbursement system, and FLAR’s board of director mainly 

made the decision in disbursement. 
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Comparative analysis of CMIM and Arab Monetary Fund (AMF) 

AMF was founded in 1976, it has several objectives but mainly to maintain the stability of 

the Arab financial market. It also provides short-term and medium-term credit facilities and 

attempts to remove restrictions on payment between signatories. CMIM and AMF share 

the similarity in the ultimate goal which aims to promote the development of the regional 

financial market and pave the way towards Asian and Arab monetary cooperation and 

ultimately create its regional currency. From its establishment to 2015, it has made 174 

loans benefiting 14 countries for the total value of USD 8.2 billion. Most of AMF members 

did not experience the balance of payment crisis often since most of the member countries 

are energy exporters. However, it appears that the fund is quite scarce compared to the 

overall needs of member countries. Owing to the fact that in 2009, the paid-up loan stood 

for AAD 596 million from the total capital of AAD 600 million.  

The size of the financing pool or resources accessible 

The analysis which was made by McKay in 2010 implies that the available resources for 

CMIM is totally scarce. But the new amendment of the size of resource has not been taken 

into account at the time when the analysis was done. Originally ASEAN Swap arrangement 

contained only 2 Billion USD which is relatively small to its ideal function. However, the 

first arrangement was the inauguration for the latter one. Before the AFM meeting in 2009, 

the total size of pooling reserve was increased to 90 Billion USD. Unfortunately, the 

amount was still relatively small and obviously not enough in tackling with the abrupt 

external shock. The progress was relentless and during that time, global crisis just took 
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place and it was the biggest catalyst in raising the amount of regional pooling reserve. The 

fund was increased from 90 to 120 Billion USD with the collective effort from ASEAN 

and plus three countries. 80% of the fund came from plus three countries which possess 

much bigger amount of foreign reserve than ASEAN countries. On the other hand, ASEAN 

countries provided only 20% due to the reason that half of the signatories are developing 

countries and they did not have enough foreign reserves to endow. However, the available 

facilities nonetheless exceed the region’s less developed countries’ quotas at the IMF by 

several multiples. (Mckay,2010) 

Table 1 CMIM contributions and Swap amounts 
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Timely access to relevant information 

By the time that CMI agreement was reached, the secretariat or legal entity had not been 

created in order to circulate and share the information. The only practice for information 

sharing had been done only directly among governments. 

There was also no fixed period in sharing information and it was unclear in practice in how 

the governments share data among each other.  

The Bali agreement stimulated the creation of an independent regional surveillance agency. 

ASEAN+3 countries agreed in forming the ASEAN+3 Macroeconomic research Office or 

AMRO which is located in Singapore and the operation has been activated since 2011. 

Mckay defines the good characteristic, which is explained as being in a strong position to 

get timely access to relevant information from all the governments of member countries as 

well as financial markets. (Mckay) AMRO did not surpass the criteria of timely access to 

relevant information because it does not have the characteristic of independent body.  

Analytical Practice 

Currently, new practices have been implemented in order to improve the efficiency of 

AMRO. AMRO now prepares quarterly consolidated report to inform all the countries with 

reliable data and macroeconomic condition.  
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Figure 2. AMRO Organization Structure (August 20, 2014) 

 

The structure of the organization has been restructured as illustrated in figure2. During the 

AFMM+3 meeting in 2011, there was collective attempt to fortify and strengthen AMRO’s 

legal status. Turning AMRO into full scale of international organization would be the 

ultimate goal. AMRO has 50 staffs currently, while AMF has around 100 staffs. 

Some market movements have been manifested to reduce excessive U.S. dollar dependency 

in East Asia and to enhance the use of local currencies. (KIEP)  
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Speed of decision- making 

AMF has several kinds of loans; the fastest type is the automatic loan. Therefore, it can 

work swiftly after the crisis happens. While CMIM does not have such kind of automatic 

loan, the disbursement procedure might take several weeks to finish. 

Impartiality in lending decision 

Both CMIM and AMF share the same characteristic in lending decision. “There are eight 

voting seats on the Board, of which three are single seat. These three are Saudi Arabia 

with 13.58%, Algeria and Iraq, each with 11.96%, and their combined shares (at 37.5%) 

are lower than their contributions to subscribed capital (40.8%). Of the five 

constituencies, the voting shares range from 7.05% to 19.96%.” (Mckey, 2010) 

Monitoring and enforcement mechanism 

Since the automatic loan has no conditionality attached, AMF has to ensure that the loans 

are used safely. “In this case the AMF undertakes consultations aimed at monitoring the 

effectiveness of the programs in alleviating the member’s balance of payments deficit 

during the loan’s maturity period.” (Mckey,2010) 
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Comparative analysis of CMIM and European financial safety net  

Currently, European Union has three financial facilities which consists of Medium-Term 

Financial Assistance (MTFA) which covers only non-Euro zone, The European Financial 

Stability Mechanism (EFSM) and The European Financial Stabilization Facility (EFSF) 

which covers only Euro zone countries. In this regard, MFTA, EFSM and EFSF will be 

compared with CMIM. MTFA was established in 1971 in order to facilitate financial 

support to European countries. Although it is a late comer, it appears to be the strongest of 

all existing regional agreements in terms of fund size, legal basis, paid in capital and 

leverage capacity. European Financial safety nets hold the distinction by being treaties. 

However, they have the similarity in having ex ante crisis prevention facility and only 

CMIM and ESM that have linkages with IMF. In terms of fund utilization, the CMIM 

remains deactivated since its inception.  

Magnitude of available finance 

In terms of financial capacity, European financial safety net appears to be stronger 

compared to CMIM. Its maximum capacity of ESM is 500 billion Euro. Compared to $240 

billions of CMIM, European financial safety net has much more capacity to deal with 

financial contingency in its region. In addition to ESM, EFSM possesses 60 billion Euro 

and maximum capacity of MTFA is 50 billion Euro.  
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Timely access to relevant information 

In terms of timely access to relevant information, it is relatively fast since European 

countries have concrete structure of commission. In this context, the commission possesses 

detailed information of each countries’ economic conditions.  

Analytical expertise 

The commission of Economic and financial affairs council is perceived as well-qualified. 

They also collaborate closed with the international Monetary Fund in resolving financial 

crisis. Compared to CMIM, commission of economic and financial affairs’ staff outnumber 

the staff of CMIM. 

Speed of decision making 

It has a very quick response to the crisis. Compared to CMIM, European financial safety 

net did the better job in the speed of the disbursement procedure.  

Impartiality in lending decisions 

European countries have been through very similar political and economic crisis. Therefore 

they have very strong collective effort in preventing balance of payments crisis and they 

have impartiality in lending decisions. 

Monitoring and enforcement mechanisms 

European countries do have their own commission that the decisions are taken by the 

Economic and Financial Affairs Council based on the recommendations of the Commission. 
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In this regard, the member who faces financial contingency can also request financial 

assistance from the council. Therefore, we can conclude that European financial safety net 

has a very fortified enforcement mechanism. On the other hand, CMIM does not have its 

own commission like European countries, in this regard, CMIM has to learn how to 

effectively use monitoring and enforcement mechanism.  
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Conclusion of comparative analysis on Regional financial safety net 

Regional 

Financial  

Safety net  

Chiang Mai 

initiative 

Multilateralizatio

n (CMIM) 

The Latin America 

reserve fund (FLAR) 

The Arab 

Monetary Fund 

(AMF) 

European 

Financial 

safety net 

Magnitude of 

available 

finance 

Relatively large but 

no paid-in capital 

Very small but it is paid-in 

capital 
Very small but it is 

paid-in capital 

The largest paid-

in capital 

Timely access 

to relevant 

information 

Relatively fast Relatively fast Relatively fast Relatively fast 

Analytical 

expertise 

AMRO has been 

established 

International 

Organization. It has 

better capacity in 

analytical expertise. 

When it comes to regional 

knowledge, it has a 

comparative advantage 

over the IMF.  

 

It has a technical 

staff of 100 people. 

 

The commission 

is well-staffed, 

and the workforce 

is well-qualified 

Speed of 

decision 

making 

Procedure 

established, but could 

be slow 

Relatively fast Relatively fast Relatively fast 

Impartiality in 

lending 

decisions 

Impartial Impartial Impartial Impartial 

Monitoring and 

enforcement 

mechanisms 

“AMRO’s purposes 

are to (i) monitor and 

analyze regional 

economies and (ii) 

contribute to (a) an 

early detection of 

risks, (b) policy 

advice for remedial 

actions, and (c) 

effective decision- 

making of the 

CMIM.”(Rana,2017)  

 

“FLAR has an Economic 

Studies Department and is 

quite effective.”(Rana, 

2017) 

 

“It has a technical 

staff of 50 and 

conducts regular 

country 

reviews.”(Rana,2017

) 

 

“Decisions are 

taken by the 

Economic and 

Financial Affairs 

Council based on 

the 

recommendations 

of the 

Commission or 

request of a 

member: strong 

surveillance.”(Ra

na,2017) 
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Case study of South Korea’s financial crisis in 2008 

 

Following the failure of Lehman Brothers, some Asian countries, especially South Korea 

and Indonesia, faced the severe liquidity shortage in 2008-2009. The remarkable point is 

that Korea didn’t respond to the liquidity shortage by activating CMIM but borrowed from 

US instead. Unsurprisingly, South Korea was reluctant to seek any help from IMF due to 

the stigma from Asian financial crisis in 1997-1998. Korean won plummeted against major 

currencies such as US dollar due to the outflow of foreign investments as the graph depicted. 

Korean won fell by 28% comparing to US dollar and stock price fell by 36.3%. South Korea 

tackled with this turmoil by entering into USD 30 billion swap arrangement with US 

Federal Reserve and 180-billion-yuan swap arrangement with People’s bank of China. This 

case study implies the failure of cooperation under CMIM when country face impending 

crisis. 
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Chapter IV  

Analysis of effectiveness and challenge of CMIM 

Effectiveness and improvement of CMIM 

First, we have to look at the definition of effective regional surveillance mechanism. Takagi 

(2010) proposes the standard principles of the effective regional surveillance mechanism. 

Prior to the real disbursement and activation of CMIM, it has to make sure to possess these 

qualifications in order to become effective and prompt to tackle the financial crisis when 

the time has come. The first one is avoiding duplication with other organizations. Avoiding 

duplication does not mean that surveillance unit should be refrained from conducting its 

own analysis of global and national level of economic development. In this regard, IMF is 

the world leader in conducting high quality analysis on global economic and global 

surveillance mechanism. However, CMIM has advantages in providing insightful regional 

information. The second one is clearly defining the purpose of surveillance. In this regard, 

CMIM has effectiveness in defining the content of surveillance and surveillance activities. 

The third one is centralizing surveillance activities in single unit which CMIM proves its 

capacity in this by upgrading the legal status to international organization. As depicted in 

the picture, CMIM has centralized its activities in single unit which are surveillance, 

coordination, decision making and ex-post monitoring activities. Moreover, it has the task 

in identifying risks and vulnerabilities. 
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       (Watanabe,2017) 

 

Crisis prevention facility of CMIM 

ASEAN +3 countries has acknowledged the necessity of developing precautionary system 

in order to prevent member countries from financial crisis. Systems were designed to detect 

the sign of problems when the country faces the liquidity problem or balance of payment 

crisis in order to prevent such crisis to spread to other member states. Such mechanism will 

help much in maintaining the economic stability of the region. The mechanism was 

established under the name of CMIM-PL or CMIM precautionary line. 

Stability Facility will be used for the assistance under the traditional system of CMIM. 

However, there are some conditions for CMIM-PL. In this case, ASEAN countries must 

elevate the quality of financial infrastructure in order to meet the standard and access to 

such mechanism. In assisting member states to prevent financial crisis, the member states 

must be countries with strong economic fundamentals and having decent economic policies. 

Such standard was set to make sure that the country members will be able to pay back. The 
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qualification criteria consist of the international financial and market access, fiscal policy, 

monetary policy, financial stability and data adequacy.  

The development of CMIM has continued. But there are still some limitations that can be 

improved to enhance the effectiveness of this mechanism. The limitations include the size 

of the CMIM and IMF-Delinked portion, the form of contributions to the CMIM. CMIM 

should increase its role and potential of the Office of macroeconomic Research of ASEAN 

+3. 

AMRO Agreement 

AMRO has been upgraded to the international organization in 2016. The concrete AMRO 

treaty has been implemented since 9th February 2016. In article 2, it states that AMRO will 

conduct regional economic surveillance and support the implementation of the regional 

financial arrangement. This statement certified that CMIM and AMRO can act as a 

platform for managing ASEAN regional financial arrangement. Moreover, in article 3, 

AMRO ensures its commitment in monitoring, assessing and reporting to members on their 

macroeconomic status and financial soundness. In addition, AMRO will identify for 

members macroeconomic and financial risks and vulnerabilities in the region and assist 

them, if requested, in the timely formulation and policy recommendations to mitigate such 

risks. 
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Yokohama vision 

CMIM’s latest substantive improvement has been shown through the “Yokohama Vision” 

in May 5th 2017. Whereas Finance Ministers and Central Bank Governors of ASEAN, 

China, Japan and Korea agreed upon maintaining the robust growth along with the effective 

implementation of macroeconomic policies. These regional collective efforts paved the 

way to reaffirm the commitment to ASEAN+3 regional cooperation.  

Yokohama vision concludes two main pillars which aim to enhance the effectiveness of 

CMIM. It was already 20 years after the most disastrous financial crisis happened in Asia. 

Many ASEAN countries have undertaken significant macroeconomic reforms. CMIM is 

still the signature of ASEAN+3 countries’ collective effort in protecting the region from 

the financial crisis. The first pillar is enhancement of regional resilience against economic 

and non-economic shocks. The first pillar aims to ensure that CMIM is an integral part of 

global financial safety net and is in effective coordination with IMF through the 

collaboration between CMIM and IMF. In addition, CMIM needs to strengthen its function 

as a front runner of regional financial arrangements. The activation process of De-linked 

portion of the CMIM must be built on clarification. All the efforts and significant progress 

have been made are appreciated in working towards increasing the IMF-delinked portion. 

Furthermore, AMRO should be improved in capacity and governance to ensure that it can 

support the smooth operation of CMIM activation. The first pillar also aims to promote the 

expansion of bilateral swap arrangement networks in order to complement the CMIM as 



 
 
                                                                         37 
 
 

the regional financial safety net. Lastly, the first pillar intends to mitigate the region’s 

vulnerability including establishing the South east Asia Disaster Risk Insurance facility. 

The second pillar is the promotion of local currency use to support ASEAN financial 

integration. It aims to expand the diversity of local currency by building up financial 

markets, in perspective of expected increase in local currency funding needs. In this regard, 

as the regional intermediary, CSD-RTGS linkages will advance regional cross-border 

transactions. In addition, the second pillar also bolsters the deepening of the regional local 

currency bond market, uses the “good practices in developing Bond market”, continues to 

utilize technical and supports for human resource development through the common 

collaboration. The governors and ministers of ASEAN+3 countries also perceive new 

difficulties rising with the changing landscape of the regional economic and financial 

situation and they will further and broaden regional financial cooperation in the future. 
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Challenges 

Political challenges 

Apart from the main problem of CMIM’s structure itself, there are several external 

blockages for CMIM to fully perform as a regional surveillance mechanism for ASEAN. 

One of those is political commitment among ASEAN countries which is a very important 

demanding precondition before going deeper with integration and the creation of 

supranational institutions. Compared to other regions such as Latin America or European 

countries, CMIM member countries currently are not in favored for political integration 

and also reluctant to reproach regional partners. We can learn from the interpretation of 

comparative analysis that Asian surveillance differs from its counterparts such as the 

European Union, IMF and other regional financial safety nets. As the deeper integration 

unconditionally requires the intervention in the other nations’ affairs, ASEAN has the 

informal rule as known as non-interference or sometimes referred to “ASEAN way”. 

ASEAN countries government sare always suspicious of strong supranational institutions. 

According to Eichengreen (2002), CMIM member countries tend to exercise their 

autonomies on the basis of soft institutionalism or can be described as weak formal 

institutions. Their concerns with sovereignty leaves Asian governments reluctant to 

delegate significant authority and decision-making power to a supranational body. 

(Eichengreen,2002) Another point should be noted is ASEAN countries did not share 

common historical or cultural characteristics in the past. Therefore, it is a tough job to 
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combine all these distinctive conditions and following the European model is unlikely to 

work.  

The way to eliminate IMF link and establish the solid institution seems to occur against the 

background of ASEAN way which previously can be mentioned as the limitation to 

governments’ authority and capacity. Selecting the way in developing financial 

infrastructures is also important for ASEAN countries as member countries’ economic 

sizes are completely different as well as the openness.  

The problematic function of AMRO (ASEAN+3 Macroeconomic and Research Office) 

The functions and effectiveness of AMRO is quite ambiguous since they do not have 

authority to serve as CMIM’s lending function.  

Magnitude of the size 

CMIM is based on pledges with no paid-in capital. According to empirical data, CMIM 

fund size appears to be insufficient for preventing future crisis even though the size has 

been doubled to 240 billion USD. 

With this amount of reserves, ASEAN+3 countries cannot control the contagion effect 

when the crisis takes place and when the crisis happens in several countries at the same 

time. 

Crisis detecting mechanism 

The analysis about AMRO above has shown that CMIM still lacks effective surveillance 

unit in the region. The existing Economic Review and policy dialogue (ERPD) appears to 
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perform low level of its function compared to the information sharing system in IMF. The 

biggest challenge of CMIM in the future is lacking robust and independent surveillance 

and monitoring mechanism and it is still relying on IMF as enforcer and activator. 

Legal structure 

CMIM is based on agreement while high quality financial safety net such as ESM, is based 

on treaties under corporate law. Therefore, it can be concluded that CMIM has legal 

uncertainty.  
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CHAPTER V  

CMIM’S future development 

In terms of the future implication for using CMIM as a basis for developing ASEAN 

regional currency arrangement into the single exchange rate arrangement, according to the 

assumption of Eichengreen (2002), it can be predicated in to the two assumptions, one is 

positive, and one is negative. The positive one is ASEAN currencies can be adjusted by the 

proper regional exchange rate mechanism. Kawai had proposed future implication for the 

Asian Monetary fund to emerge by following these procedures.  

(i) contribute part of their foreign exchange reserves to the fund 

(ii) establish a secretariat in charge of all aspects of the CMIM, including its 

activation; and  

(iii) Delink the CMIM from the International Monetary Fund (IMF) programs     by 

upgrading their capacity to conduct regional surveillance, formulate 

independent conditionality associated with crisis lending, and monitor policy 

and economic performance. 

(Kawai, 2015) 

However, the counterargument claimed that the ASEAN countries cannot live with floating 

rate as it can encourage severe competitive depreciation that might cause the contagious 

spread of crises and the floating rates are incompatible with ASEAN’s export-oriented 

model. Without the developed mechanism to maintain the soundness of volatility of 

exchange rate in the future, the single exchange rate arrangement is unlikely to be the 
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suitable choice for the entire region. Another problematic issue is filling the gap between 

developing countries and least developed countries in the region.  

To enhance harmonious work in the future, CMIM should work with IMF to acquire high 

quality analysis. However, CMIM cannot rely on IMF forever since there is the possibility 

in the future that CMIM can be activated without IMF. 
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Chapter VI  

Conclusion  

Although the analysis shows that CMIM cannot entirely substitute IMF and current 

capacity is not enough to solely act as surveillance mechanism, CMIM has a value as a 

very vital milestone and the threshold for the ASEAN regional financial integration. It is 

also a solid successful outcome in ASEAN+3 cooperation. In the current stage, CMIM does 

not have the capacity to fully complement and substitute IMF crisis lending. In view of 

these criteria, the current operational guideline of the CMIM is not enough to satisfy them. 

In fact, the CMIM is not a full-fledged arrangement and has not tapped in times of the 

global financial crisis. This section examines the weakness of the CMIM as a regional 

financial arrangement. (KIEP) 

However, it was proved in many aspects that CMIM as surveillance mechanism together 

with successful regional financial integration will enhance the convergence within ASEAN 

and narrow the gap within region and increase real income. 

Although many scholars claimed that the most problematic issue about CMIM is the 

adequacy of CMIM fund size, however, it is now the sole major issue. In order to analyze 

major problems and enhance the effectiveness of CMIM, interdisciplinary knowledge is 

needed such as international relation theories, which will help in defining how each country 

in the region makes decision regarding with policies or economic integration.  
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“ASEAN way” or ASEAN style of decision-making seems to be a big obstacle in 

accelerating the financial integration process in ASEAN. However, in order to achieve such 

goal, ASEAN countries have to realize that financial integration requires collective effort 

and make long-term investment in financial infrastructure. In this era, financial 

protectionism can be harmful in some cases in the long run since some countries do not 

comply with collective policies and as a result, the gap between countries will increase. 

Therefore, policy frameworks for financial integration must be achievable in the long term 

and flexible for different crises and situations.  

CMIM has been proved that it will be beneficial for the ASEAN region in the long term if 

the optimum effectiveness is fully enhanced. However, ASEAN cannot solely rely on the 

financial safeguard and use it as an excuse for inaction. In other word, ASEAN countries 

cannot be passive and solely seek help from wealthier countries. In order to achieve the 

goal of creating the successful self-help mechanism, ASEAN countries have to learn and 

follow the pace of success model from other regions. Theories and experiences from others 

could help much in fortifying ASEAN’s regional financial architecture in the future. 

Financial inclusion also helps in narrowing the gap in the least developing countries and 

also help much in increasing per capita incomes which will be helpful when the financial 

integration has been realized.  

Slow pace in developing financial infrastructure in low-income ASEAN countries seems 

to be problematic. In this case, it is important duty for policy makers to strengthen 

macroeconomic frameworks and design the best practices in different levels for all 
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countries to follow. Moreover, vulnerabilities in the financial sector in low income 

countries in ASEAN could trigger the regional economic imbalance in the future and may 

create the vicious cycle in capital flows. 

Regarding with the trend of decentralization of the global financial safety net, it is expected 

to continue. The capital account crisis is also expected to increase. The current ASEAN+3 

regional financial safety net might not ready to be a fruitful crisis prevention. This is the 

result of ad hoc modality of cooperation with IMF. In this manner, CMIM should learn 

from more structured form of cooperation between IMF and European union including 

technical resources and pooling of finance. AMRO, an international organization, should 

do joint analysis and evaluation of all the CMIM liquidity’s applications. In addition, joint 

AMRO-IMF observation, assessment and supervision are needed. More structured 

cooperation between AMRO and IMF, together with new status of AMRO will eventually 

lead to an effective regional financial safety net in Asia. 
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