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Regional Financial System Integration Potential:
 Implementation Conditions

By the end of the first decade of the XXI century the necessity of financial system modernization became one of the major imperatives of Russian economic policy. Academism of reasoning on desirability of existing financial institutions reorganization, characterized  development of the country for the last 7-8 years, was replaced by aggressive advancement of offers on radical transformation of the developed systems at all levels of economy organization: global, national, regional and corporate. 

On the one hand, this is reflection of particular covenants of economy functioning under the influence of world financial crisis aggravating accumulated problems and accelerating reform initiatives. On the other hand, such shift can be considered as the prevalence sign (under the classical formulation, «overtake human minds») of ideas about creation the financial system more adequate to the purposes and problems of economic development in the country. Necessity of such reforms admits both in governmental structures, and in public opinion, and in professional circles.
However, real shifts in the organization of more perfect financial institutions occur not fast. Methods of the decision on the transformation problems in this sphere are not trivial on character and obvious on an orientation, i.e. they are connected with a high level of transformation risks.
 One of the major aspects of present uncertainty overcoming is the establishment of an order and sequence of carried out actions. These are procedures which require obligatory implementation in connection with multilevel organization of the financial system and necessity of organization the effective cross level transition for economic agents. With allowance for decisions of this structural problem essentially probably two options  in the logic of reforms and, accordingly, realization of any algorithm of actions exist: creating the scheme of changes from large scale institutes – to the detailed studies on the mezo - mikro - nano - and other substructures level (i.e. forming of architecture of reforms on model «from above – downwards») or movement in an opposite direction - from transformations of elementary cells of financial system organization to macroeconomic structures, and then to global.
At realization of any of the described reform variants there is essentially important problem: maintenance of conditions for incorporating the new elements into the system. It is necessary as at transition from higher to lower level, and at opposite direction. Integration of new institutional structures within the developed system structures represents an independent problem. Efficiency of such processes in which participate both new and old financial organizations and institutes is connected with economic system development level, their openness for incorporating, the existence of qualifications of the admission in system (both quantitative, and qualitative), with an estimation the potential benefits by financial organization from entry into the system.
In this article we will consider the questions connected with realization of incorporating programs in territorial financial systems of the credit organizations, being residents of local level (regional banks). For such structures as objects for realization of integration potential for the purpose of expansion and perfect functioning it is necessary to consider the following spatially limited platforms:  the cross regional formations of various levels including financial markets of several territories, the national financial market, financial markets of adjacent territories (states), the global markets. Certainly, not all regional bank structures are capable to carry out ascension on the high levels of financial markets organization, however, any integrative transitions in the incorporating logic and process of acceptance of corresponding decisions do not differ essentially.

The direction and activity level in realization of integration programs by local banking institutes is the constituent of the general model of financial resources allocation. Its substantial part is advanced by set of external and internal factors, indicators of credit organization activity, reached in the certain period, system of priorities in development strategy of functioning financial institution.

The major factor in decision-making on expansion of a spatial area of functioning and incorporating realization for this in more high level territorial system is distinct submission about character of its long-term development and a corresponding estimation of perspective expenses and benefits.

In modern practice this information has no high degree of reliability. On the one hand, there are diverse variants of program development of separate functional sectors of national financial system. They are developed as the structures which are carrying out a governmental policy in given sphere (Russian Ministry of Finances, Central bank, State Commission on Financial markets, etc.), and as the expert organizations representing financial community. However, on the other hand, formation of the general ideology of reforms and its differentiated implementation  in various subsystems have essential significance for forecasting by financial processes participants of spatial development strategy and an estimation of expected results.
For regional banks, and, in particular Russian Far East banks, the definition of reorganization scenarios of national financial system and a local Far Eastern financial system has special significance.  

The general problems which are put forward before a financial system by national economy advance its integrated characteristics. As a whole, reference points of development necessary for the account and main imperatives for a financial system are set in the Concept of long-term social and economic development of the Russian Federation till 2020.

However, it is necessary to consider that in a cover which is formed by a national financial system contains the specific local parts ensuring the decision of different economic problems that is why having various quantitative, structural and functional characteristics.

It is obvious that this requirement extends on the territorial organization of national economy. Modern economic science theoretically and methodically defined that effective development of regions is ensured, if for each of them the financial system corresponding to its formed model of development to the greatest degree.
Such situation makes enough difficult working out variants of regional development on prospect, considering variety of these models. We will demonstrate it on an example of the Far East.

For the last few years discussion of problems of Far East development and definition the basic directions of effective social and economic development has taken one of leading places in the Russian economic science and in economic policy.
  

Now there were some approaches to on what model it is necessary to develop the region, what ideology should be mortgaged in long-term plans, what it is necessary to expect from its results. According to the basic considered functional models of Far East development the financial segment of its economy can be formed at least in three alternative variants: financial system for traditional (primary or raw) model of development, for modernization (innovative) model and for infrastructural model. It’s obviously that exact choice of development imperative will advance an orientation of institutional maintenance and financial architecture of regional economy.

Traditional strategy is focused on continuing regional development of primary productions. Its supporters argue that existing now Far Eastern orientation on primary sector of economy reflects real possibilities of its development, and has no real economic alternatives as only at the expense of rich resources base it is capable to ensure regional economic growth in the long run. The major investment resources are concentrated in regional primary sector, the companies with a global rating work here and show strategic interest to continuation of operation. 
Besides, it is necessary to consider that objectively primary sector will save a powerful place in region economy. Replacement of many raw productions not only in intermediate term, but also in long-term prospect is unreal, as many of them are connected by obligations on long-term contracts deliveries.

The model of financial sector organization to development of such (traditional) economy will be rather specific. In a variant when the Far East in long-term prospect basically will execute functions of an effective raw province to be positioned as the large supplier of crude oil, petroleum, gas, coal, metal ores, creation of special conditions of financing of production becomes necessary. It is necessary in the huge scales (from 1 bln. USD) and for long terms (10 and more years) for realization of prospecting works, increments of stocks, working off the effective schemes of extraction and enrichment. Besides, this variant assumes effective financial support for realization of export operations in Asian-Pacific region. Other directions of financial activities will not have essential significance. Actually without requiring development of accompanying productions, primary sector does not create multiplicative effects of regional development, so, does not create essential additional demand for financial resources.
In a financial sphere such quantitative and qualitative characteristics of the organization of financing can correspond with utilization of resource potential of global corporations, attraction of resources of the international financial institutions, and also large-scale government financing. More activity and expansion of operational potential of regional banks in this situation are rather problematic.

Other regional development strategy is connected with modernization of regional economic system, orientation of its development to innovative processes. Its realization assumes formation the highly effective production units and the centers of development in the Far East, using the most progressive technological, economic and social decisions in their activity. 
Such orientation of regional processes coincides with macroeconomic orientation of Russia as a whole. However, it is necessary to consider that realization of innovative sector formation projects in the region is connected with a number of specific risks which should receive reflection in characteristics of an ensuring financial system. In particular, moving of economic activity from primary sectors into the processing one change important parameters of regional development such as structure of employment, demand for financing facility, an orientation and intensity of financial flows and others All it, in the end, along with new “growth points” formation creates zones of degradation of economy.

Besides, high sensitivity of innovative technologies to characteristics of resource base, restriction on potential use of the internal and external markets in development of innovative structures can become overwhelming force at implementation of such regional development model. 
In case of a choice of innovative model the formation of resource base for venture investors should become specific priorities in financial system development and maintenance of functioning of capital-intensive productions in hi-tech sectors, realization of specific financing of regional human capital gain. In this case reception of strong impulses for development of regional banks as the structures focused on fast reaction to requirements of venture productions is possible, however in this variant the great value for formation of a specific financial system has allocation of "seed money” from the budget or official reserves.
The third development strategy of the Far East assumes to use infrastructural shift for regional development (analogue of "big push" strategy for developing countries).

The argument in protection of such strategic model priority is connected with following reasoning. The long experience of Far Eastern development has shown that in region, there are a number of the serious barriers limiting the enterprise initiative, creating «scissors» between potential possibilities of sharing of business in Far East economy and their realization. First of all, it is connected with critically low infrastructural security of region. It has insufficient level of production infrastructure for development, i.e. roads, communications, networks. The region lacks on social infrastructure security – the prepared labor force, housing accommodation, medical care. There are serious problems with necessary institutional infrastructure for region, i.e. favorable legislative base for economic activities, energy and transport tariff policy, and system provision of financial institutions.

It is supposed that at realization of programs on improvement of security of regional infrastructure in the Far East the investment climate will essentially improve that will cause inflow of private funds into the region (including foreign capital) and, accordingly, the accelerated development of industrial branches.

At the first stage the infrastructural model of development assumes disposal from charging economy of region of productions and replacement of their production with effective delivery from other regions where they have best conditions of production, and also realization of programs on population reduction. At the second stage in the region ensured by an infrastructure probably high-grade use of mechanisms of market selection of projects of development, stimulation of a high competitiveness at access to infrastructural capacities. It means that the Far East in the long term begins to develop not as marginal region with particular covenants, and as standard territorial structure.

For a regional financial system the given variant of development creates possibilities of use a wide resource and organizational variety of financial structures. In such system effective allocation of resources can use not only the large-scale players of financial markets focused on slowly paid back realization, but actually infrastructural projects supported by the state, but also the local credit organizations for which the wide economic space in granting of financing facility to developing small and medium business, and also the growing population is formed can find.      

But items which advance Far East, development are not described by hierarchy of intraeconomic priorities. Other – not less important - the block of strategic decisions is connected with the external economic positioning of the Far East, region sharing in global financial process.

In modern economic policy the strategic orientation of Russian Far East development as the base region for incorporating with the Asia-Pacific countries is distinctly traced. It can be considered as the major integration problem for region as a whole, and also for corporate and financial structures functioning in it.

With allowance for these items in definition of development strategy of financial institutions some issues are obligatory positions.  First, for definition the development directions with the account developed in world practice, institutional conditions and norms is necessary. Besides, orientation to an activisation of bilateral and multilateral contacts in Asia-pacific assumes the estimation of influence of national economic mechanisms variety in the adjacent countries and the financial systems built in them on integration processes. From the point of view of strategic planning, it requires creation of special adaptable blocks for cross-country integration.

Thus, recognizing necessity of modernization of a financial system regional economic policy inevitably joins in triune system of estimations for conducted transformations: international, national and interregional. It is obvious that their significances in each of these measurements will not be identical, as a circle of the problems decided at its formation of system, on each of levels will be differs from problems of other levels. Accordingly, it is the question of designing of consistent architecture of the financial system, capable to ensure effective support for all levels of economy organization, including local financial institutions.

The last will advance dynamics and directions of integration processes in a financial field, or potentially possible contacts realizing, or, on the contrary, disregarding them. In practical banking there is an unequivocal conformity between tasks in view and levels of development model realization, estimations of possibilities of changes coordination in external (market) conditions trends and expected internal (corporate) parameters. As a result of this procedure there is a choice of level for incorporating in economic system, a niche (market segment) in which maximization of results is expected, and, at last, concrete object (the client, the project) in this niche, through interaction with which occurs incorporation into new system.

Certainly, realization of such choice assumes the developed system of realization of procedural actions. The great value for realization of the integration project has a choice of principles and criteria of variants selection realization, definition of intervals of admissible significances at use of various financial products, a look-ahead estimation of new to the credit organization risks, and decision-making on scale of the realized project. The list of quantitative reference points joins the minimum and maximum characteristics (volumes, terms, and cost) of involving capital (resources), probable significances of profit earning.

As a result the bank organization in an obvious or implicit kind formulates the block of basic decisions advancing interrelations between indicators of the Integration project and the General development strategy, including priority directions of activity expansion, a basis of a credit, deposit, percentage policy, and also risk-management. It is obvious that thus the essential significance will be had by the base significances of commercial results reached by bank: profits at the given significance of the used capital, level of risks, etc. The obvious limiting factor in decision-making is the level of admissible supervising and market parameters: prudential standards, other restrictions and rules of national financial market regulators.

Besides, the invariant priorities of chiefs and proprietors of bank will extend on the concrete integration project: desirable and undesirable primary audiences (sectors, segments of consumers, territories)

The experience which has been accumulated in bank community in the decision of such problems during the Post-Soviet period of development shows existence of some serious both strategic and technological character problems.

First, for a regional bank even an exit on the lowest level of integration interaction (inter-regional) represents a complex of new problems. Functioning in home region, it is initially focused on financing the traditional (and largely, backbone) for the given territory sectors and enterprises. It has high-grade informing on characteristics of their activity, leaning on long strong corporate and personal interactions. In case of an exit for limits of the given territorial system level of reliability and completeness of the received information sharply decreases, and risks, accordingly, increase.

Secondly, regional banks, joining the more risky projects, inevitably should solve a problem about definition of an admissible share for their financing in total amount of operations. On the one hand, entry in a new operational niche should not contradict the requests accepted in the credit organization on a reliability level, yield, liquidity, and also cannot represent threats for its stability, i.e. basically more brave share should aspire to minimization. On the other hand, an exit on more saturated and more competitive markets requires resource maintenance corresponding to this level. Having essential restrictions under the capital, regional banks consider a dilemma: preservation of conservative items in home territory or incorporating into more difficult integration projects. Certainly, the great value in acceptance of such decisions has the resource potential accumulated by the credit organization and possibilities of its effective allocation in traditional region, however, basic changes of trends can be carried out and at a low saturation of the local markets.

Thirdly, integration projects in not properly executed institutional levels are characterized not by direct interrelations with all community, but an input in it through cooperation with one or with its several participants. So, for example, becoming the project participant in the “Program of economic development of the Far East and Transbaikalia” the bank actually represents itself as the counterpart to any of the subjects included in federal program. Inclusion in the international program of cooperation coordination between Northeast China and the Russian Far East, a financial structure interacts with some from program list objects or projects. From these items, system benefits from integration actions can be neutralized actions of the concrete economic partner, i.e. the credit organization actually accepts a part of risks of integration project participants.       

Considering the mentioned issues participating in the integration project (program or institutional character) can be characterized as a variant of reception of commercial results and, accordingly, to be evaluated in this case by business criteria; or as formation of spatial structure activity, and in this case it is not necessary to expect direct reception of commercial results in the short-term period, and to evaluate on more difficult items of special activity expansion, reception of potential partners; or as compulsory fulfillment of non economic obligations to the governmental structures interested in financing of the certain project. In conducted research we do not consider the last variant though in modern (crisis) conditions bank structures activity it is observed often enough. Thus, thoughts should be led about the coordination of current business interests – reception of high profitable results, on the one hand, and strategic development of economic space, on the other hand.

This duality of purposes advances not only distinctions in strategic reference points of development and mechanisms of their realization, but also necessity of the coordination of estimated criteria and target parameters of look-ahead conditions of region.

Thus, at realization of program actions in region the estimation of influence of innovations not only on a complex of global problems, but also on productivity improvement of financial process participants activity, formation of the adequate to problems of internal development local financial system is necessary. And, accordingly, construction of a new financial system inevitably begins with comprehension and development of items in regional financial architecture, and not just in the decision of national and global economic problems.
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� So, for example, export deliveries of LNG from Sakhalin completely contracted for 20-25 years forward


� Implemented now “The Program of social and economic development of the Far East and Transbaikalia” is focused on such system transformation till 2013. From the 566 billion rbl. of investments provided by it, over 80 % are put in infrastructural objects
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