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ABSTRACT

The hub and spokes structure that characterises Euro-Mediterranean
relations is often attributed to the lack of integration among Arab
countries. Successive regional projects implemented in areas like the
Maghreb have been supported by empirical evidence on the potential
welfare effects of trade and the costs of non-integration. However, the
high interest in these aspects contrasts with a limited effort to investigate
the root causes of non-integration.

The aim of this work is to understand the reasons behind the
apparent contradiction between the potential of South-South regionalism
and the limited scope of its achievements in the Euro-Mediterranean area.
Taking into account the intricate relationship between economic
integration and foreign policy affairs, this thesis analyses the interplay
between the different frameworks that coexist in this area through a
historical review that focuses on the interests of the agents involved.

The case of Morocco shows the role of preferential agreements in the
continuity of economic relations prior to decolonisation and the role of
international institutions in their settlement. In particular, archival
research on the Association Agreements following European integration
offers an interpretation of Euro-Mediterranean trade that contrasts with
institutional analyses of the same phenomenon. The path of the European
Union’s neighbouring countries suggests that South-South agreements in
this framework were designed to strengthen North-South relations in a
context of open regionalism favourable to the interaction between
economic blocs. Thus, the critical analysis of South-South agreements
implemented since the 1980s in the Euro-Mediterranean area calls into
question the causality between economic integration, trade and welfare
that conventional theories presuppose. And, consequently, it invites to
reconsider the pertinence of assuming the potential welfare effects of
integration as straightforward determinants of integration processes.






RESUMEN

La estructura de centro y radios que caracteriza las relaciones Euro-
Mediterraneas se atribuye con frecuencia a la escasa integracion entre los
paises arabes. Los sucesivos proyectos regionales implementados en
areas como el Magreb se han sustentado en la evidencia empirica sobre
los efectos potenciales del comercio para el bienestar y sobre los costes
de la no-integracion. Sin embargo, el elevado interés por estos aspectos
contrasta con un limitado esfuerzo por indagar en las causas
fundamentales de la no-integracion.

Este trabajo tiene como objetivo comprender los motivos que
subyacen a la aparente contradiccion entre las potencialidades del
regionalismo Sur-Sur y el escaso alcance de sus logros en el area Euro-
Mediterranea. Teniendo en cuenta la intima relaciébn que existe entre
integracion econdémica y politica exterior, esta tesis analiza el encaje
entre los distintos marcos que cohabitan en este contexto a través de una
revision histérica que presta especial atencion a los intereses de los
agentes implicados.

El caso de Marruecos muestra el rol de los acuerdos preferenciales
en la continuidad de relaciones econdémicas precedentes a la
descolonizacion y el papel de las instituciones internacionales en su
arbitraje. En concreto, la investigacion archivistica sobre los Acuerdos de
Asociacion tras la integracion europea ofrece una clave de lectura sobre
el comercio euro-mediterraneo que contrasta con el andlisis de las
instituciones sobre este mismo fenomeno. La senda de los paises vecinos
de la Union Europea sugiere que la integracion Sur-Sur en este marco
refuerza las relaciones Norte-Sur en un contexto de open regionalism
favorable a la interaccion entre bloques econdmicos. Asi pues, el analisis
critico de los acuerdos Sur-Sur implementados desde los ochenta en el
area Euro-Mediterranea pone en entredicho la causalidad entre
integraciéon econdmica, comercio y bienestar que presuponen las teorias
convencionales.






RESUMO

A estrutura de centro e raios que caracteriza as relacions Euro-
Mediterraneas atribuese con frecuencia 4 escasa integracion entre os
paises arabes. Os sucesivos proxectos rexionais implementados en areas
como o Magreb sustentaronse na evidencia empirica sobre os efectos
potenciais do comercio para o benestar e sobre os custos da non-
integracion. Con todo, o elevado interés por estes aspectos contrasta cun
limitado esforzo por indagar nas causas fundamentais da non-integracion.

Este traballo ten por obxectivo comprender os motivos que subxacen
a aparente contradicion entre as potencialidades do rexionalismo Sur-Sur
e o escaso alcance dos seus logros na area Euro-Mediterranea. Tendo en
conta a intima relacion que existe entre integracion econdémica e politica
exterior, este traballo analiza o encaixe entre os distintos marcos que
cohabitan neste contexto a través dunha revision histérica que presta
especial atencion aos intereses dos axentes implicados.

O caso de Marrocos amosa o rol dos acordos preferenciais na
continuidade de relacions econdmicas precedentes a descolonizacion e o
papel das institucions internacionais na sua arbitraxe. En concreto, la
investigacion arquivistica sobre os Acordos de Asociacion tras a
integracion europea ofrece unha clave de lectura sobre o comercio euro-
mediterraneo que contrasta cos traballos das institucions sobre este
mesmo fendmeno. As caracteristicas da senda rexional seguida polos
paises vecifios da Union Europea suxire que a integracion Sur-Sur neste
marco vén reforzar as relacions Norte-Sur nun contexto de open
regionalism favorable & interaccion entre bloques econdémicos. Xa que
logo, a analise critica dos acordos Sur-Sur implementados dende os
oitenta na drea Euro-Mediterranea pon en entredito a causalidade entre
integracién econdmica, comercio € benestar que presupofien as teorias
convencionais.
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GENERAL INTRODUCTION

Regionalism and multilateralism appear nowadays as two
complementary pieces of the global puzzle. The different disciplines of
Social Sciences that study the structure of international relations are
linked by the awareness that globalisation is a block-to-block one.
Regardless of the nature of the flows analysed or the context of
transnational relations, a number of features gather consensus in this
regard.

The first one is that regionalism, as we know it, builds on the
ashes of WWII. Reconstruction in Europe and decolonisation in the
South would become key elements in the battlefield of a longstanding
Cold War. To a large extent, the massive size of the East-West quarrel
reduced the capacity of single states to have a say in the international
arena. Following this logic, it is not surprising that Third World
movements and European recovery were to be thought as transnational
projects.

The first economic document identified by Fritz Machlup (1977, p.
10) in his inquire into the genealogy of integration had been handled by
George F. Kennan when drafting the Marshall Plan. In 1947, he received
from three economists the proposal of a “coordinate European Recovery
Program” directed “toward a strong and economically integrated Europe”.
The urge to rekindle the economic and political weight of post-war
Europe led to the enlarging protectionist concerns to the supranational
regional sphere (Machlup, 1977). Against that background, Viner (1950)
tried to elucidate the conditions under which CUs are not harmful to
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global output in a context where multilateralism is not feasible in the
short term. The Customs Union Issue (Viner, 1950) gave rise to numerous
publications that, throughout the decade, would build the theoretical
corpus of the discipline by answering, completing, criticising or merely
implementing the arguments presented by Viner. Ten years after Viner’s
contribution to the analysis of Customs Unions (CUs), Balassa’s Theory
of Economic Integration (1961) described the standard phases of the
phenomenon and distinguished between static and dynamic effects.
Among the former, the concepts of Trade Creation (TC) and Trade
Diversion (TD) became key analytic instruments to evaluate the effects of
integration on welfare. Notwithstanding, the stagnation of the European
process would spread the perception of ‘obsolescence’ (Haas, 1976) of
what came to be called Old Regionalism (Hettne and Inotai, 1994, p. 1) to
offer sound explanations and predictions about international integration.
This, together with the rapid advance of globalisation, opened new
avenues for New Regionalism to deepen on the dynamic effects of
integration through the lenses of New Trade Theories (NTT), economic
geography and other related strands.

After the fall of the Berlin Wall, it looked like the road towards
multilateralisation would be definitely reopened. Notwithstanding, far
from disappearing, integration processes awakened an unprecedented
interest in many fields of Social Sciences. The proliferation of preferential
treaties relatively neutralised the regional exception to the Most Favoured
Nation (MFN) clause and, together with stronger inter-regional
exchanges, led to a situation of de facto multilateralism (Baldwin, Freund,
2011). Against this background, among mainstream theories, the
assessment of dynamic effects of integration became increasingly
sophisticated. Within this framework, some authors tried to solve the
shortcomings in the study of dynamic effects on competitiveness,
investment flows, economies of scale or productivity (De Melo,
Panagariya, 1993; Fernandez, 1997; Lawrence, 1997). Besides, guided by
the consideration of capital as the only factor with actual mobility,
dynamic effects for Foreign Direct Investment (FDI) attracted great
attention (Baldwin et al., 1995; Dunning, Robson, 1998; Schiff, Winters,
1998,2003).

The second one is the place of the European Union as the
archetype of regionalism ever since. In the North, the coincidence
between the first theoretical contributions to the phenomenon and the
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establishment of the European Economic Community would be followed
by an everlasting parallelism between the advance of integration and the
developments of the discipline. In the South, both the aim to catch-up
with developed countries and the will to delink from their hegemony were
bound by a great attention to the European process. Similarly, current
debates on European regionalism differ on its effects, but not on the scope
of its impact.

In this regard, some strands of new regional approaches argue that
EU acts a hegemonic regional power that uses its economic and
normative weight to build a series of asymmetric bilateral relations to
transfer of its norms and values (Haukkala, 2011). In this light, several
authors agree that EU’s strategy does not allow for a significant
participation of its partners in the agenda-setting: the goals and means are
non-negotiable and the sole moment when partners could be consulted is
when individual action plans are negotiated under clear benchmarks
(Haukkala, 2011, p. 56). In this sense, they note in EU’s behaviour the
will to “replicate itself by encouraging regional integration around the
world” (Nicolaidis and Howse, 2002). However, they point out that it
often fails to recognise that what is being promoted “is not the EU as
such, but an EU-topia” (Nicolaidis and Howse, 2002).

The last one is that the ‘direction’ of regionalism matters. In this
regard, the conditions, goals and effects of integration appear to obey to
different logics depending on their North-North, North-South or South-
South nature. Particularly, the latter scheme is frequently regarded as a
sort of testing-ground that should enhance the capacity of developing
countries to entertain international balanced relations.

In the framework of the debate set by Viner and Balassa on CUs,
some economists paid attention to welfare outcomes depending on the
relative level of development (Linder, 1961; Sakamoto, 1969; Bhagwati,
1971) or on the size of the participating economies (Kreinin, 1964). They
questioned the purely negative view of trade diversion for welfare in less
industrialised countries (Bhambri, 1962; Sakamoto, 1969). In this sense,
Cooper and Massell (1965) pointed out that for Southern countries, a CU
can be understood as an efficient protectionist policy that may also help
industrialisation. Indeed, the intensification of trade between the Northern
regions during the 1960s and the weak trade relations between countries
of the South led some economists to promote ‘developmental
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regionalism’ (Sloan, 1971). Notwithstanding, others (Hirschman, 1945;
Perroux, 1954; Myrdal, 1957,1958) criticised the excessive optimism of
integration theories and their scant adaptability to the problems of the
South (Amin, 2013).

North-South debates reached their peak of influence in the 1960s,
which were baptised in the United Nations (UN) as the “Decade of
Development”. In the field of orthodox economics, W. W. Rostow (1960)
published the book that some consider a foundational work of
development economics under the title The stages of economic growth.
While mainstream economics was concerned about how to steer Southern
countries towards the path of growth within global capitalism, numerous
authors (Meier, 1960; Allen, 1961; Bhambri, 1962; Mikesell, 1963;
Balassa, 1965; Cooper, Massell, 1965) argued that the orthodox analysis
of economic integration was designed by and for industrialized countries
and hence was of little applicability in LCDs. For the Ilatter, the
incoherence of the analysis began from its actual goals. Where the
orthodox economy was wondering about the effects of discriminatory
trade preferences on global welfare, the question for the South was how to
undertake the path of progress without deepening into structural
dependence from the North. The aim to reverse the structure of the
international division of labour inherited from European colonialism was
at the centre of their contributions on South-South regionalism, which
they saw as a means to enhance their self-sufficiency and bargaining
capacity in international trade (Baer, 1972). Theories of dependence
criticised the rhetoric of development as an instrument to conceal the
perpetuation of colonial power relations, through the means of what
André Gunder Frank (1966, p. 27-28) called the “development of
underdevelopment”.

After the 1973 oil crisis, North-South negotiations within the
framework of UNCTAD culminated in the establishment of the NIEO
(Amin, 1980). Inspired by the changes in the balance of power brought
about by the oil crisis (Dumas, 1976), countries of the South demanded
for a framework that allowed an upward adjustment of raw material prices
and the recovery of control over their resources. In this context, the
approaches of dependence reached their peak (Gunder Frank, 1969;
Marini, 1973; Sunkel, Peace, 1975; Wallerstein, 1979). Over the years,
the American and British approaches of International Political Economy
(Keohane and Nye, 1977; 1987; Cohen, 2009) on regionalism would put
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power relations into North-South debates. Accordingly, among central
concerns on the phenomenon of integration, together with ‘integration for
what’, the question of ‘integration why’ appeared (Krauss, 1972). Later,
the rise of open regionalism in the 1980s would strengthen the vision of
South-South and North-South as a form of “pre-adhesion to globalisation”
(Frikha, 2002). Be as it may, it stems from such analyses that, since the
1950s, the core defining characteristics of regional projects have been
discussed in terms of the participants’ hemisphere.

Statement of the problem. The coalescence of these three arguments
in the Mediterranean has attracted for decades the attention of scholars
and institutions. Although the Ecuador does not cross the area, few would
define Euro-Mediterranean relations as North-North ones. In this regard,
whereas European integration appears as the epitome of the virtuous
circle of integration, Euro-Mediterranean relations are often put as the
example of its opposite. Indeed, the Euro-Mediterranean area is a
prominent example in regional studies insofar as it holds the first position
in the world North-South income gaps and South-South non-integration.
Despite successive attempts to mitigate the prevalence of vertical trade
flows and the scarce horizontal integration in this area, a structure of hub
and spokes prevailed over the set overlapping initiatives undertaken since
decolonisation at different levels and speeds. In areas like the Maghreb, a
number of South-South initiatives have been implemented with the
support of empirical evidence on the potential welfare effects of trade and
the costs of non-integration. However, the high interest in these aspects
contrasts with a limited effort to investigate the root causes of non-
integration.

During the last decade, the EU has been particularly concerned with
strengthening its hegemony beyond its borders. The promotion of its
regional model is identified as its hallmark as a Normative Power, i.e. a
power that is able “to shape conceptions of the normal” (Manners 2002,
p.239) for others, which it exercises through a mechanism of rewards
subject to conditionality. In 2003, the European Commission declared its
commitment with “further regional and sub-regional cooperation and
integration amongst the countries of the Southern Mediterranean” (EC,
2003, p.10). The events of 2011 reawakened EU’s interest in this issue.
According to the European Commission, “the Arab Spring has
highlighted the political, economic and social challenges that can only be
dealt effectively at regional level” (EC, 2012, p.22). Moreover, it
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recognised the importance of supporting this process of sub-regional
construction, by claiming that “the Maghreb as a sub-region could emerge
as a front-runner in the Mediterranean area while maintaining consistency
with wider approaches” (EC, 2012b, p.13).

Among Maghreb countries, Morocco has for long remained as the
closest partner of the EU. Its geographical location and longstanding
commitment to strengthening ties with the Community has been
traditionally rewarded with financial cooperation and political support by
European countries, in particular from France and Spain. Together with
Tunisia, it was the first Mediterranean country to sign an Association
Agreement with the EEC (1969) and holds since 2008 an “Advanced
Statute” that recognises its efforts to get closer to the European policy
framework. Nevertheless, its declared engagement with North-South
integration did not prevent the country to participate as a founding
member in South-South agreements like the Arab Maghreb Union (AMU)
(1989), the Great Arab Free Trade Area (GAFTA) (1997), or the Agadir
Agreement (2004). For a number of reasons, the most striking of these
initiatives was the AMU. Since the blurring of post-colonial militancy in
favour of a United Maghreb to that date, no political or economic move
by Morocco had pointed in that direction. On the contrary, that was the
period of Moroccan withdrawal from the Organisation of African Union
(1984), its demand of accession to the European Community (1987) and,
in 1994, the closure of terrestrial borders with Algeria. Similarly, the
endorsement of the other South-South initiatives often reveals
contradictory with the subsequent behaviour of its trade and capital flows.
In a nutshell, regardless of its failure to meet the goal of regional
integration, two unresolved questions remain that previous research has
failed to address:

a. How: The first one is related to the interplay between the
promotion and endorsement of overlapping North-South and
South-South agreements in the Euro-Mediterranean framework.

b. Why / For What. The second one lies on the actual goals of the
apparently contradictory Moroccan choices and behaviours in
terms of economic integration.

Objectives of this work. In the light of the above-mentioned
considerations, this research has been held with the aim to seize the
reasons and goals underlying the overlapping, contradictory and ill-
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performing South-South initiatives endorsed by Morocco within the
broadest framework of its strong commitment to North-South relations
with the EU. This overriding goal has been pursued through a number of
specific interwoven objectives.

The first one is to assess the links between the different theories of
economic integration, their empirical assessment and the changing nature
of regional processes. To do so, we will critically review the main
orthodox and heterodox approaches to regional integration, their
crosscutting debates and their relationship with the different regional
processes in which they focus.

The second one is to examine the role of the actors involved in the
regulation and evaluation of specific schemes of integration. To this end,
the critical analysis of the role of the International Economic
Organisations (IEOs) in charge of trade and financial international
relations will build on contributions from the disciplines of International
Relations and International Political Economy to this issue.

The third one is to grasp the options, choices and outcomes of the
Moroccan path of economic integration since independence. Archival
research on the negotiations of preferential agreements, together with the
analysis of official documents concerning the regulatory changes implied
by their endorsement will serve to reconstruct the evolution of Moroccan
approach to foreign affairs and regional economic relations until our days.

Finally, the fourth objective is to evaluate the interaction between
North-South and South-South integration in the Euro-Mediterranean
region. Accordingly, quantitative data on trade and capital flows, as well
as the assessment of welfare indicators in the country are complemented
with a particular focus on the qualitative changes implied by South-South
agreements within the prevailing North-South structure in the area. The
ultimate purpose of this exercise is not only to test the coincidence
between the declared objectives of those arrangements and their actual
results, but also to understand the reasons why they have been so actively
supported by international actors despite the limited extent of their
predicted outcomes and the low performance of their implementation.

Research outline. Building on the links between the objectives
described above, the structure of this study is articulated as follows:
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The first chapter develops a critical review of the discipline of
economic integration with particular attention to the links between its
theoretical developments and the path of European integration since the
end of WWIIL. By doing so, it offers an interpretation of the reasons why
the major premises of the subject fit only certain cases, mainly located in
the Northern hemisphere of the globe. In this regard, the chapter
highlights the debatable applicability of conventional theory to integration
processes for developing countries (North-South or South-South
processes), as well as the limitations of its analytical tools, rooted on the
distinction between static and dynamic effects conceived by and for
developed countries (North-North processes). After that, an insight on
missing debates is developed by analysing the IEOs that regulate,
evaluate and promote economic integration around the globe.

The second chapter presents a synthesis of the rationale and
objectives of the main empirical contributions to integration and their
relevance to the institutions that regulate the international economic
order. Accordingly, it examines the means through which orthodox
economics tried to quantify the phenomena described by theory and
opposes this choice to heterodox efforts to underscore the structural,
historical and material conditions of the regional economic order. Thus,
the evolution of empirical assessments is reviewed together with the
variables and methods used to evaluate the effects of integration. This
exercise derives into a reflection on the role of trade in the assessment of
integration that recalls the cross-cutting discussions analysed in chapter
one.

The third chapter examines the regional initiatives undertaken by
Morocco since its independence by underscoring the role of economic
integration as a foreign policy instrument. Following this reasoning, the
first part deals with the historical, socio-political and economic context in
which those processes took place. Supported by historical research on
archive documents, it describes particularly the transition from French-
Spanish colonial rule to the current Euro-Mediterranean framework. The
second part looks at the same process from the point of view of IEOs. A
careful assessment of their functions in terms of the theories explained in
previous chapters puts into question the neutrality of agents and hence
their neglect by the discipline of economic integration.
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The fourth chapter tests the consistency of the analyses and
recommendations from [EOs about Moroccan integration by analysing
trade, growth and welfare figures from a critical point of view. The
evidence on ambivalent impact of integration on those variables nourishes
the premise that regional processes are to be analysed in a case-by-case
fashion. Therefore, the second part analyses the causes that led to the
establishment of the AMU and of the Agadir Agreement taking into
account the political aspects of the phenomena, the specific goals that
spurred them and the nature of the relations set among the actors
involved.

Finally, we conclude with a summary of the key findings and policy
implications.






1 THEORIES OF ECONOMIC INTEGRATION:
CORE TENETS AND MISSING DEBATES

1.1 INTRODUCTION

Halfway between protecting national interests and enhancing free-trade
gains, economic integration theories emerged in the 1950s as a sui generis
field of international trade. Supported by neoclassical theories and the
regulatory margin given by the GATT, the emergence of regionalism
allowed some countries, under rather specific conditions, to push away
their economic borders without dismantle them. In this regard, few would
be able to avoid mentioning the European Union, outstanding example of
an almost perfect match between rules, theories and reality. Nowadays,
regionalism and multilateralism appear as two complementary pieces of the
global puzzle.

From an actor-centred approach, this chapter develops a critical review
of the discipline of economic integration that pays particular attention to the
circumstances in which it was set up. In particular, it links its theoretical
developments to the roots and path of European integration since the end of
WWIL By doing so, it offers an interpretation of the reasons why the major
premises of the subject fit only certain cases, mainly located in the Northern
hemisphere of the globe. In this regard, the chapter highlights the debatable
applicability of conventional theory to the analysis of integration processes
involving developing countries (North-South or South-South processes) and
the limitations of conventional analysis designed from and for developed
countries (North-North processes).

11
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The first part of the chapter places the evolution of regional studies in
their historical context and underscores the relationship between their core
premises and the specific features of European integration. The second part
reviews critically the major orthodox and heterodox approaches to
regionalism. Particular attention is paid to the discussion between static and
dynamic effects of integration, as well as to the longstanding North-South
divide in the approaches to the phenomenon. After that, an insight on
missing debates is developed by analysing the agents that currently regulate,
evaluate and promote economic integration around the globe. The fourth and
fifth parts concentrate on the means and goals that guide the role of
International Economic Organisations (IEOs) in accomplishing such tasks.

1.2 REGIONAL PROCESSES AND THEORIES OF
INTEGRATION

Since the second half of the XX century, Regionalism gained salience as
a multidisciplinary field that deals with an intermediate level of analysis
between national and global borders. In the context of the Cold War, theories
of Economic Integration occupied the gap between the liberal principles of
Neoclassical Economics and the geopolitical needs of FEuropean
reconstruction (Machlup, 1977). For decades, its most significant success
was to turn socio-political circumstances into universal laws of the discipline
(Acharya, 2012). Accordingly, not only such premises built on the
particularities of post-war Europe, but they also contradicted, without
refuting them, the pro-liberal axioms of the Bretton Woods order. Therefore,
since the 1950s, the interest of Neoclassical Economics in customs unions
(CUs) remained closely linked to the process of European integration and to
the will to present it as a step towards multilateral trade.

Critics and promoters of Regional studies coincide in referring to the
European Community as a starting point and a normative model of the
current analyses that, from different fields of Social Sciences, determine
the success or failure of the numerous projects undertaken since then.
However, a number of them criticise the theorisation of regional
phenomena on the basis of European peculiarities (see Figure 1.1 below).
While various branches of Social Sciences are interested in socio-political
and historical aspects of the construction of regional realities, the
economic discourse is often restricted to the concepts, axioms and
methods of the Neoclassical thinking.

12
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1.1.1 The role of European integration on regional theories

The first economic document identified by Fritz Machlup (1977, p.
10) in his inquire into the genealogy of integration had been handled by
George F. Kennan when drafting the Marshall Plan. In 1947, he received
from three economists the proposal of a “coordinate European Recovery
Program” directed “toward a strong and economically integrated Europe”.
In 1949, Paul Hoffman, administrator of the Economic Cooperation
Administration (ECA), an American counterpart of the Organization for
European Economic Cooperation (OEEC), wrote:

“The substance of such integration would be the formation
of a single large market within which quantitative restrictions on
the movements of goods, monetary barriers to the flow of
payments and, eventually, all tariffs are permanently swept
away” (Machlup, 1977, p. 11).

At that time, the General Agreement on Trade and Tariffs (GATT)
(1947) had been implemented to consolidate multilateralism and avoid the
return to protectionism that characterised the two post-war periods.
Signed by 23 countries and debtor of the multilateralist spirit imposed by
Bretton Woods, it soon turned out to be too ambitious for such a context,
just like the International Monetary Fund did (IMF) (Du Bois, 2005, p.
20). A widespread tendency to State intervention in monetary policy and
growing rivalry with the Soviet Union (USSR) prompted Washington to
consider its priorities. In 1947, Secretary of State George Marshall
launched the plan to accelerate European growth, and with it, a regionalist
perspective that relegated to a second place the “universalist aspirations
of a world economy founded on a liberalised international cooperation”
(Du Bois, 2005, p. 18). In the following years, the rhetoric of cooperation
gave space to a discourse of integration that politics called for and
academia would legitimise.

Against this background, the European Coal and Steel Community
(ECSC) was established in 1951. Supported by financial aid for
reconstruction and building on the guidelines of the New International
Economic Order (NIEO), it aimed to rebuild alliances and to guarantee
that shared interests could prevent the proliferation of conflicts. It is in

14
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this context that the academia begins to look at international trade from a
regional angle, without yet referring to it as integration.

The urge to reinforce the economic and political weight of post-war
Europe led to push protectionist concerns to the supranational regional
sphere (Machlup, 1977). Viner's influential work (1950) tried to elucidate
the conditions under which CUs are not harmful to global output in a
context where multilateralism is not feasible in the short term. The
Customs Union Issue (Viner, 1950) gave rise to numerous publications
that, throughout the decade, would build the theoretical corpus of the
discipline by answering, completing, criticising or merely implementing
the arguments presented by Viner. In this regard, although neither the
European Community is the first regional project to exist nor neoclassical
theories were the first to address this type of processes, both conformed
the basis of orthodox regionalism:

“Whether in the economic, social, political or security
realm, regionalism in practice had always had a multiple, global
heritage. Yet from the 1960s onwards, a narrow theoretical
approach developed by a group of European and US scholars
came to dominate international relations scholars’ idea of what
regionalism means and how to study its origins, evolution and
effectiveness. This paradigm of regionalism emerged with the
establishment of the ECSC in 1951 and evolved through the
creation and progress of the European Community. Although
commonly known as regional integration theory, it would be
more accurate, following Wiener and Diez, to call this body of
work, including its main variants, federalism, neofunctionalism
and transactionalism (also known as communications theory),
European integration theory’” (Acharya, 2012, p. 7).

Nevertheless, as mentioned above, Economics was not the only
discipline concerned by the matter of Regionalism. Since the mid-1950s,
the neofunctionalist school of International Relations (IR) and the
neoclassical perspective of International Trade developed the concept of
integration as an evolutionary process that aimed to achieve the most
efficient point of political cooperation through market-based cooperation
and its spillover effects (Hettne, 2006, p. 130). A few years later, the
intergovernmental approach took hold with its theses on the centrality of

15
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the nation-state in regional integration. As for the previous cases, this
shift coincided in time and was coherent with a parallel institutional crisis
in the EEC. Specifically, the intergovernmental approach gained
momentum when disputes within the Council of European Ministers led
to the “crisis of the empty chair” (1965) conducted by General De Gaulle,
reluctant to share European hegemony with the United Kingdom (UK).

In the same period, Article IV of the GATT was added in order to
grant special treatment to developing countries, to which Article XXIV
had previously applied without exception. Although it does not explicitly
mention regional integration, its emphasis on the need to increase exports
from developing countries and the introduction of “special measures” to
promote trade and development opens for them the possibility to
implement certain preferential agreements (Kuneralp, 1993, p. 115). At
the same time, the European Community began to forge Association
Agreements (AAs) and special treaties with its ex-colonies and
neighbouring countries (Spain, Israel, Turkey, Greece) that standard
theory tended to ignore.

From the neofunctionalist point of view, not only political integration
was to be preceded by economic integration, but the latter appeared as a
natural phenomenon leading to the “political community” (Haas, 1958,
1961). What Bela Balassa characterised as the evolutionary process of
economic integration was adopted by Ernst Haas (1961) as a de facto
reality to apply a complementary logic in the political field, whereby
integration would derive from induced effects or spillovers (Perrotta,
2013). To this regard, Bela Balassa published in 1961 the theory of
economic integration that best reflected the conditions and objectives of
the European Economic Community (EEC). In the same year, Ernst Haas
(1961, p. 375), a central theorist at the neofunctionalist school of IR,
stated that “integration proceeds most rapidly and drastically when it
responds to socio-economic demands emanating from an industrial-urban
environment, when it is an adaptation to cries for increasing welfare
benefits and security born by the growth of a new type of society”.

1.1.1.1 Stagnation and restoring of regional processes

In the 1970s, the Oil crisis, the phenomenon of stagflation and the
collapse of the Bretton Woods system would push international trade
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towards protectionism. In the field of economic integration, the stagnation
of the European process and the failure to implement similar schemes
between countries of the South caused growing disappointment and a
relative loss of interest (Boas et al. 2003; Cohen, 2008; Perrotta, 2013). In
1976, Haas wrote:

“Theories of regional integration are becoming obsolescent
because the core assumptions on which these theories have been
based are becoming less and less relevant to the behaviour
patterns actually displayed by governments active in regional
organizations. (...) The explanation for the new trend is to be
found in awareness of the various novel kinds and dimensions
of interdependence between countries, issues, and objectives,
particularly with reference to policies involving those aspects of
highly industrial societies which do not respond readily to the
incentives of a customs union” (Haas, 1976, p. 173).

The challenges arising from growing economic interdependence,
which added up to former relations of dependence reproduced in
international trade flows (Cohen, 2008, p. 21) made it impossible to set
politics aside. According to Benjamin Cohen (2008, p. 23), “the world
economy would be depoliticised no longer”. On the 28 November 1979,
the Enabling Clause on the “Differentiated and More Favourable Treaty,
Reciprocity and Greater Participation of Developing Countries” was
introduced into GATT, which allowed for the ratification of preferential
agreements for trade in goods between developing countries.

In any event, such a circumstance stimulated contributions from other
disciplines like Political Science or Sociology. As a consequence, some
authors in the field of IR opened a debate on the “separatist comfort of
specialisation” (Strange, 1996) among social disciplines, referring
especially to the economic and political sides of IR. The weaknesses
revealed by the rationalist architecture of Economics to explain regional
trends in Europe and elsewhere rekindled interest in the “reciprocal and
dynamic interaction in IR of the pursuit of wealth and the pursuit of
power” (Gilping, 1975, p. 43). In this context, Robert Keohane and
Joseph Nye (1977, 1987) published Power and Interdependence, which
some authors describe as the work marking the return of the International
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Political Economy (IPE). Based on the tradition of classical 19th-century
Political Economy, the IPE sought to bridge the gap between Political
Science and International Economics.

The 1980s would be marked in the North by the expansion of
Neoliberalism and, in the South, by strong economic crises tackled
through Structural Adjustment Plans (SAPs) that aligned their
macroeconomic structure with the prerogatives of the Washington
Consensus (1989). In the field of economic integration, the acceleration
of the European process and the proliferation of open regional schemes in
the Global South rekindled interest in the issue. At the same time,
growing concerns for the political nature of the phenomenon led to the
concept of Regionalism taking hold alongside the term ‘“economic
integration”. The signature of the Single European Act (1986) represents
for many authors (Schiff, Winters, 2003; Majluf, 2004) a milestone in the
architecture of regional integration whose implications would become
central to the debate on the phenomenon in subsequent years. The
awakening of the European process and the prevailing ideology of the
geopolitical context favoured the reinsertion of the neoclassical rhetoric in
the rationale of reforms proposed by the IMF or the World Bank (WB).

Having overcome the “dark years of the community” (Keohane,
Hoffman, 1991; Moravcsik, 1998), Regionalism regained strength with a
new name for old premises. The fall of the Soviet bloc reawakened trust
in the markets and favoured the rescue of neofunctionalism and
neoclassical postulates in academia. Bhagwati and Panagariya (1996, p.
24-25) speak of a new or “second” regionalism and the “dynamic time-
path question”, in opposition to the static question of Viner’s analysis.
Whereas the latter had emerged together with the creation of the
European Community, the so-called Second Regionalism would stem
from “US conversion to preferential trade agreements” (PTAs) as a means
of achieving global free trade after its failed attempt to open a GATT
round of negotiations in 1982.

Panagariya (1999, p. 7) sums up the process as follows:

“Proposals were made during the 1960s for a North
Atlantic Free Trade Area but received no attention from the US.
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All this changed, however, when, at the GATT Ministerial in
November 1982, the US began efforts to start the eighth round
of multilateral trade negotiations. Unable to persuade the
European Community to go along, she felt obliged to abandon
her long-standing opposition to regional arrangements.
Recognizing that PTAs were the only means left for keeping the
process of trade liberalisation afloat, the US went on to
conclude a Free Trade Agreement (FTA) with Israel in 1985
and Canada in 1989. Though the Uruguay Round was launched
in the meantime, because the European Community remained a
reluctant player at the negotiating table, the US moved ahead
with yet another Preferential Trade Agreement (PTA), this time
jointly with Mexico and Canada. Side by side, the European
Community continued its expansion, adding Greece in 1981,
Portugal and Spain in 1986 and Austria, Finland and Sweden in
1995.”

1.1.1.2 The rise of open regionalism

The relative failure of what came to be called Old Regionalism
(Hettne and Inotai, 1994, p. 1) to offer sound explanations and predictions
about international integration, together with the rapid advance of
globalisation, opened two avenues for the transformation of the discipline
under the title of New Regionalism since the mid-decade. The most
conservative, linked to the subject of European Studies, tried to solve the
weaknesses of the orthodox stream from a post-positivist approach.
Against this backdrop, within the realm of IPE attempts were made to
overcome the limits of the neoclassical and Eurocentric frameworks that
had dominated the discipline hitherto. Along the decade, authors like Cox
(1981, p. 144-146) criticise the submission of national policies to the
demands of the global economy. In this regard, they interpret
Regionalism as a tool for states to implement offensive strategies (by
supporting competitive industries) or defensive ones (by protecting weak
sectors) in the field of international trade. The increasing global mobility
of capital (Gill, Law, 1988), as a critical feature of the globalisation
process, will be reflected in a large part of the critical contributions to
Regionalism. Cox’s (1993, p. 261) assertions about the growing influence
of the transnational managerial class, or what Susan Strange (1995, 1996,
1998) called “international business civilisation” will spark interest
among critical perspectives on the structure of the global economy.
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After the fall of the Berlin Wall, it looked like the road towards
multilateralism would be definitely reopened. Notwithstanding, far from
disappearing, integration processes awakened an unprecedented interest
in Social Sciences. Since 1994, Regionalism has been regulated by the
renewed Article XXIV of GATT, Article V of the General Agreement on
Trade in Services (GATS) and the Enabling Clause. In 1996, the World
Trade Organization (WTO, formerly GATT) appointed a Committee on
Regional Trade Agreements to manage the limits and possibilities of a
supra-state configuration that moved ahead towards globalisation
(Panagariya, 1999). In the academy, the metaphor of the ‘spaghetti bowl’
popularised by Baghwati (1995) became an icon of the proliferation of
preferential treaties.

The North American Free Trade Agreement (NAFTA) and the
Mediterranean policy of the EU consolidated a structure of hub-and-
spokes that helped them strengthening their bargaining power in global
economic relations. At the same time, significant South-South initiatives
encouraged the reformulation of South-South integration from positions
more open to global market conditions than in the Seventies. Among
them, the Mercado Comun del Sur (Mercosur) (1995), the Southern
African Development Community (SADC) (1992), the Association of
South-East Asian Nations (ASEAN) (1992) or the Asia-Pacific Economic
Cooperation Conference (APEC) (1989) took part in this process. In the
neoclassical economy, the new theories of endogenous growth and other
contributions that introduced certain ‘non-economic’ phenomena
penetrated the mainstream discourse of integration. Authors like Krugman
(1991b) and Frankel (1996) made substantial progress in the analysis of
transport costs and spatial effects of integration. In this vein, another key
concept of the period would be that of “natural blocks”, proposed by
Wonnacott and Lutz (1989) and supported by others such as Krugman
(1993). For Bhagwati and Panagariya (1996), on the contrary, transport
costs do not have any specific characteristics distinguishing them from
any other costs. Moreover, at this stage, CUs as the main subject of
analysis lost relevance face to trade blocs that do not necessarily fall
within the limits of one single preferential treaty. In a synthesis of the
neoclassical theory of integration since the 1950s, Baldwin and Venables
(1995, p. 1638) underscored as follows the main grey areas of the
discipline in that period:

20



THEORIES OF ECONOMIC INTEGRATION: CORE TENETS AND MISSING DEBATES

“Perhaps the most important conclusion to be drawn is
that —despite theoretical ambiguities— regional integration
agreements (RIAs) seem to have generated welfare gains for
the participants, with small, but possibly negative spillovers
onto the rest of the world. (...) The study of RIAs should
remain an important research topic for economists, and our
survey has identified many areas where research is still
needed. What determines the cross-market interaction
between firms, and what is meant by a ‘single market’? What
are the effects of RIAs on long-run growth? Will RIAs serve
to promote convergence or divergence of members’ income
levels? Above all, better empirical evaluations are needed.”

In addition to ‘inward-looking’” perspectives, other approaches
nourished the debate on the relationship between regionalism and
multilateralism (Freund, 1998; Ethier, 1998). In this regard, inspired by
NAFTA and by the latest steps of European integration, Wilfred Ethier
(1998) summed up the six characteristics that broadly defined
Regionalism in the 1990s:

a. One or more small countries are bound to a large country
b. Small countries have implemented significant unilateral reforms

c. The degree of intraregional liberalisation is relatively modest, so
the Vinerian paradigm is not a “natural starting point”

d. Liberalisation is achieved first by small countries, not by large
ones: the agreements are one-sided

e. Regional agreements often involve “deep” integration measures
harmonising or adjusting other economic policies

f. Regional agreements are geographically based: countries are
neighbours

From this characterisation, Ethier (1998, p. 1161) concluded that
“new regionalism reflects the success of multilateralisation - not its
failure”. According to him, regionalism was the “means by which new
countries seeking to enter the multilateral system (and small countries that
are already part of it) compete among themselves for the direct
investment necessary for their participation in such system” (1998, p.
1160). For Ethier, regionalism in the context of globalization “plays a key
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role in expanding and preserving the liberal order of trade”. Baldwin
(1997, p. 886) offers a similar interpretation: “Regionalism is part of the
trade liberalisation ‘wheel’ that has been rolling towards global free trade
since 1958

1.1.1.3 Bloc-to-bloc multilateralism

The proliferation of preferential treaties relatively neutralised the
regional exception to the Most Favoured Nation (MFN) clause and,
together with stronger inter-regional exchanges, led to a situation of de
facto multilateralism (Baldwin, Freund, 2011). Against this background,
among mainstream theories, the assessment of dynamic effects of
integration became increasingly sophisticated. Within this framework,
some authors tried to solve the shortcomings in the study of dynamic
effects on competitiveness, investment flows, economies of scale or
productivity (De Melo, Panagariya, 1993; Fernandez, 1997; Lawrence,
1997). In fact, guided by the consideration of capital as the only factor
with actual mobility, dynamic effects for Foreign Direct Investment (FDI)
attracted great attention (Baldwin et al., 1995; Dunning, Robson, 1998;
Schiff, Winters, 1998, 2003).

Out of the realm of orthodox regionalism, the influence of other
disciplines of Social Sciences and critical approaches of IPE enlarged the
debate on the relationship between regionalism and globalisation
(Mittleman, 2000). Discussions on the best circumstances for the
implementation of regional agreements were replaced by debates on their
role in the global era (Soderbaum, 2004). A number of scholars reflected
on regionalism as a ‘stumbling block’ or ‘stepping stone’ for
multilateralism (Lawrence, 1996; Soderbaum, 2004; Hettne, 2006; Mann,
Liu, 2009).

In this regard, Bjorn Hettne (1994, p. 1-2) highlighted three major
transitions in the shift from ‘old’ to ‘new’ regionalism:

(1) from the bipolar order of the Cold War to a multipolar
context;

(2) from externally and top-down regionalism to a ‘more
spontaneous process from within and from below’; and

(3) from specific objectives to a broader, multidimensional
process.
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From those premises, the so-called Political Economy of New
Regionalism focused on the constructed (Wendt, 1999) and changing
features of regions, as well as on the weight of identity and ideas in
shaping them (Soderbaum, 2003; Gamble, Payne, 2003). Thus, beyond
relations between the market and the State, IPE adopted some aspects of
Sociology and Social Anthropology (Murphy, Tooze, 1991; Cox, Sinclair,
1996). Furthermore, Cox’s precept “theory is always for someone, and for
some purpose” (Cox, 1981, p. 128) took hold in that period as flagship of
reflectivist contributions to regional phenomena, especially for the
scholars of the World Order Approach (WOA). Among them, Gamble
and Payne (1996) underscored the unequal relations that regional blocs
tend to deepen and perpetuate when disparities are not taken into account
a priori. For their part, Hook and Kearns (1999) saw the new wave of
regionalism as an attempt by global elites to promote neoliberal policies
in a relatively veiled manner.

During the 1990s, Hettne’s theories would gradually move closer to
what would eventually be called the New Regionalism Approach (NRA),
which was to gain salience in the first ten years of the 21st century.
Unlike the WOA, this approach focuses on the role of civil society in
building bottom-up regional processes from a more optimistic view on the
role of regionalism in the global era (Hettne, Inotai, 1994; S6derbaum,
2004, p. 32). Gary P. Sampson (2003) characterised the global landscape
as follows:

“In the space of one decade, the world has witnessed both
the successful conclusion of the most ambitious round of
multilateral trade negotiations in the history of humankind and
the launching of another. At the same time, the world has seen a
proliferation of regional trading arrangements unprecedented at
any period in history. To say the least, these parallel
developments appear to be paradoxical: on the one hand, non-
discrimination is the pillar of the multilateral trading system; on
the other, all but 2 of the 140-plus members of the WTO are
parties to at least one — and some as many as 26 — preferential
trading arrangements.” (Sampson, 2003, p, 3).
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Along the years, New Regionalism put greater emphasis on the
political dimensions of regional schemes, defined as market-driven and
outward looking (Hettne, 2006, p. 135) and inserted into the rules and
dynamics of globalisation. Cable and Henderson (1994) defined “open
regionalism” as a ‘“negotiating framework consistent with and
complementary to GATT” (Hettne, 2006, p. 135). For Pia Riggirozzi
(2010, p. 3), it was the simultaneity of the processes of regionalisation
and globalisation that brought about a new regionalism characterised by
“a new porosity to the global rules”, in a context in which the
phenomenon of integration no longer responds to post-war protectionism.

Together with the strengthening of inter-regional relations and so-
called “bloc-to-bloc agreements” (Majluf, 2004), the consolidation of
hub-and-spokes models triggered by the NAFTA and the Euro-
Mediterranean Association evolved over the years as another central
debate on the regional issue from the international point of view. The
economic crisis of 2008 and the rejection of the European Constitution in
2009 stimulated the discussion. In political circles, the concept of
sovereignty grew increasingly sensitive. In the academic context,
disagreement on the benefits of regional integration rose from within
orthodox and heterodox perspectives. In any case, both heterodox and
mainstream visions share, to some extent, that nowadays "the region is
not only an arena, but can also be seen as an actor" (Hettne, 2006, p. 141).
In this regard, a renewed interest on the role of international institutions
and hegemonic actors emerged. As Maljuf (2004, p. 7) puts it:

“For developed countries, and also for the multilateral
financial institutions, it seems that the only true
developmental content of this feature of the new regionalism
is the possibility of locking in reforms through legally binding
rule-based commitments which the developed partner(s) can
use to enforce the terms of the agreements. Market logic, it
seems, will do the rest. Some developing countries’
governments have also participated in trade negotiations with
this objective in mind, anchoring structural reforms to avoid
possible reversal by future Governments (Mexico is one such
example)”.
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Therefore, during the last three decades, the rise of critical
perspectives from different disciplines has consolidated opposing visions
of regionalism. Beyond the orthodox proposal, the NRA (Soderbaum,
Shaw, 2003; Hettne, 2006) denounced the normativity of Western
regionalism under the hegemony of the European project. In this regard, a
number of authors argue that EU acts a hegemonic regional power that
uses its economic and normative weight to build a series of asymmetric
bilateral relations to transfer of its norms and values (Haukkala, 2011).
According to this reasoning, EU’s strategy that does not allow a
significant participation of its partners in the agenda-setting: the goals and
means are non-negotiable and the sole moment when partners could be
consulted is when individual action plans are negotiated under clear
benchmarks (Haukkala, 2011, p. 56). In this sense, they note in EU’s
behaviour the will to “replicate itself by encouraging regional integration
around the world” (Nicolaidis and Howse, 2002). However, they point out
that it often fails to recognise that what is being promoted “is not the EU
as such, but an EU-topia” (Nicolaidis and Howse, 2002).

In opposition to this, these new approaches stand for non-hegemonic
frameworks that seek to fit better the economic and political needs of
Southern countries (Riggirozzi, Tussie, 2012). From different angles, this
strand aims to “challenge the core rationalist and problem-solving
features, such as the separation of subject and object, fact and value, state-
centric ontology and rationalist epistemology” (S6derbaum, 2004, p. 28).
These proposals not only question the ‘economicist’ neoclassical vision of
the previous theories of integration, but also analyse the links between the
local and the regional from a structuralist perspective. Moreover, these
approaches assign a prominent role to civil society (Soderbaum, 2004) in
regional processes built from below, as opposed to the top-down orthodox
model based on political decisions or the influence of large corporations.

In recent years, New Regionalism as a concept has lost its
singularities. Employed both in the field of European studies, comparative
politics, international economics, IR and IPE (Hettne, 2006, p. 129), it
seems to generate the sole consensus that regionalism is a wavering
concept. Thus, while Hettne (2006, p. 128) states from the NRA that
“regionalism means different things to different people”, Jovanovic
(2006, p. 20) supports the same idea from the orthodox neoclassical
tradition.
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To conclude, international institutions (including the EU in its role of
normative actor) have become a central element of the analyses that study
the relationship between regionalism and globalisation. Among them,
perspectives inherited from structuralist theories, the theories of
dependence and the WOA (Gamble and Payne, 2003; Wallerstein, 2004;
Amin, 2014) focus on the effects of hegemonic regionalism on centre-
periphery relations and on its effects on the expansion of neoliberal
postulates. On another vein, scholars of the NRA (Hettne, 2005,2006;
Soderbaum, Sbragia, 2010), research on the structural determinants of the
‘normative power’ of the EU. Apart from that, they take into account non-
conventional actors and regional projects that challenge the limits and
prerogatives of the nation-state. Within this framework, considerable
efforts to create a specific and rigorous theoretical corpus, capable of
offering the disciplinary tools that are necessary to compare different
levels of “regionality” (Hettne, Soderbaum, 2000).

1.1.2 Main definitions and typologies of integration: Neoclassical
approaches and Europe as a model

From the review of the definitions and typologies provided by the
most prominent theories of economic integration, two major features
arise. On the one hand, neoclassical approaches prevail over institutional
or heterodox ones. On the other hand, the historical and socio-political
dimensions that distinguish regional projects have been largely neglected
in conventional theories. These two elements favoured what Whitman
(2011) calls the ‘normative power’ of the EU.

Ten years after Viner’s contribution to the analysis of Customs
Unions (CUs), the first great attempt to give a solid theoretical body to
the neoclassical view on CUs was Balassa’s Theory of Economic
Integration (1961), where he incorporated, criticised and developed the
elements of Viner’s analysis. Balassa also defined integration as a state
and as a process and, focusing on the latter, described its standard phases.
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Figure 1.2. Standard phases of economic integration

FTA FTA al) ‘Common market EMU Full integration
Reductien of tariff
restrictions
Elimination of tariffs X
and quotas
Common external tariff X X
Free factor mobility * * *
Harmonisation of X X X X
econemic policies
Total unification of X X X F X
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Source: Own elaboration based on Jovanovic (2006).

The book develops a carefully selected network of past theoretical
contributions from economic theory whereby regional integration is not
contradictory with free-market, and links them to the rationale behind the
process of European integration. Balassa conceived integration as a
process involving “measures aimed at abolishing discrimination between
economic units belonging to different countries” (1961, p. 1). It also
defined integration as opposed to cooperation, which would reduce such
discrimination without removing it completely (Balassa, 1961, p. 2).
From that moment onwards, the modalities of integration gradually built
on a number of his assumptions and followed the path of the European
process.

Among the first sources of disciplinary dissent, discussions were held
on the level of preference needed to talk about integration and on the
reasons behind the choice to set up a regional agreement. In this vein,
while the definitions provided by authors like Meade (1955), Lipsey
(1960), Baldwin and Venables (1995) or Lahiri (1998) do not necessarily
imply the removal of all kinds of barriers between member countries,
Balassa’s distinction between integration and cooperation explicitly
sought to exclude from the debate any agreement or preference that did
not completely eliminate them. For its part, Krauss (1972, p. 427)
suggests that, in some instances, preferential agreements may be a form of
protectionism rather than an instrument of trade liberalisation. Tinbergen
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(1954, p. 122) goes beyond purely commercial considerations and
distinguishes between negative integration - i.e. elimination of barriers to
trade- and positive integration - i.e. establishment of institutions and
policies with coercive powers. Other divergences had to do with the
importance given to factor mobility (Holzman, 1976; Machlup, 1979; El-
Agraa, 1985), to coordination mechanisms (Maksimova, 1976; El-Agraa,
1988), or to the relative cession of economic sovereignty (Anderson,
Blackhurst, 1993) that integration entailed. At the end of the 1970s,
Machlup (1977) published a compendium of the discipline from the
perspective of the history of economic thought in which he emphasised
the scant clarity of the definition and the limited consensus on the object
of study, methodology or purposes (1977, p. 18). Notwithstanding, he
identified three essential elements that gathered consensus.

“A wide consensus exists on three issues: one, that
economic integration refers basically to division of labor; two,
that it involves mobility of goods or factors or both; and three,
that it is related to discrimination or nondiscrimination in the
treatment of goods and factors (for example, with regard to
origin or destination). This consensus does not imply
agreement on a definition” (Machlup, 1977, p. 18).

In a way, it could be affirmed that, over the last half-century, the
theory of integration has sophisticated its architecture by softening its
underlying assumptions without abandoning its neoclassical foundations.
The need to adapt the changing reality to the orthodox precepts of
equilibrium and welfare (Bhagwati, 1971) led to widening the margins of
definition until tautology.

The following statement by Jovanovic (2006, p. 20) in one of the
best-known manuals of economic integration is a good example:

“Integration means different things in different countries
and at different times. In the developed market economies,
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integration is taken to be a way of introducing the most
profitable technologies (often linked with economies of scale),
allocate them in the most efficient way and foster free and fair
competition; during the period of central planning in Central
and Eastern Europe it meant the planning of the development of
certain industrial activities; while in developing countries,
integration was one of the tools of economic development. At
the time of the German Zollverein the grouping of countries
meant the development of economic interdependence, nation
building and self-reliance. Today, international economic
integration refers to an increase in the level of welfare.”

1.2 MAIN DEBATES ON ECONOMIC INTEGRATION

The recent history of the discipline of economic integration has
witnessed the development of the theory around two major cross-cutting
axes. The first derives from Viner's analytical distinctions and centres on
the debate between static and dynamic effects. The second builds on the
differences between North-developed countries and South-developing
ones. In its orthodox version, it mitigates some of the assumptions and
conclusions of static and dynamic analyses to adapt them to the
conditions and assumed goals of developing countries. The heterodox
approaches to this subject, arising from the divergences between Western
regional models (especially the EEC and NAFTA) and those of the rest of
the world and often articulated around North-South dialectics, puts into
question the alleged universality of a discipline conceived by and for the
hegemonic actors of global geopolitics.

1.2.1 Static and dynamic effects for trade

If Viner is considered the founding father of the theory of economic
integration, Balassa (1961) appears as its chief architect. Perhaps the only
element of this influential work that is more often cited than the phases of
integration is its distinction between static and dynamic effects and the
emphasis on the latter. The main difference between the two is that the
analysis of the former requires the assumption of perfectly competitive
markets and constant returns, while the latter concentrates on the effects
for which such assumptions are not met.
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It would be difficult to find a handbook on Integration Economics
that does not distinguish between static and dynamic effects of trade
liberalisation (Balassa, 1961; Baldwin, Venables, 1995; Jovanovic, 2006;
Baldwin, Wyplosz, 2012). The idea is that, through changes in the volume
of trade and factor allocation among a certain number of countries,
economic integration produces ambivalent effects on welfare. Such
effects are analysed by looking at the variation in the possibilities of
consumption or production deriving from foreign trade. Notwithstanding,
despite the success of these approaches both among scholars and IOs, a
number of authors criticise that the increasing sophistication of theories
occurs at the expense of reality. According to Combes et al. (2008, p. 35):

“To a large extent, the modelling constraints have quite
spontaneously led economists to concentrate—probably for too
long— on the combination involving constant returns and
perfect competition, which is easier to handle. Exaggerating a
little, it can be concluded that the elegance of the neoclassical
model and, especially, the absence of alternative models have
generated a lock-in effect that economists had a lot of trouble
escaping.”

Through different perspectives on static and dynamic effects, the
economy of integration managed to offer scientific support for political
purposes that it considered devoid of “economic rationality” (Krauss,
1972).

1.2.1.1 Static effects

The most widely analysed effects are trade creation (TC) or trade
diversion (TD) and, at least in in some periods and schools, the issue of
terms of trade. They are classified as static effects for allocation, which
are considered to appear in the short-term (Baldwin, Venables, 1995;
Jovanovic, 2006). Without altering the production—possibility frontier
(PPF), the possibilities of consumption increase due to a reallocation of
factors (productive specialisation) and to an improvement in terms of
trade. Bhagwati and Panagariya (1996, p. 3) see trade creation and
diversion as “two possibilities that define the second-best character of the
static analyses of PTAs”. Based on a Ricardian model, this distinction
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helped Viner to justify his scepticism about the contribution of Customs
Unions (CU) to global welfare which, according to his approach, was
directly linked to the level of openness of international trade. The idea is
that, by granting preferential treatment to a specific group of countries,
any of the following processes might happen:

TC: trade increases because the countries that endorse the agreement
stop producing certain goods to import them from relatively more
efficient member countries. That is, a trend of specialisation arises
within the region.

TD: trade with the rest of the world (RoW) is diverted towards
relatively less efficient member countries whose prices become more
competitive in the absence of tariff barriers to trade. In this case,
global welfare does not increase because this specialisation occurs to
the detriment of imports from relatively more efficient non-member
countries. Also, domestic consumers acquire goods at a higher price.

Figure 1.3. Static effects of integration

TRADE CREATION vs TRADE DIVERSION
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Source: Own elaboration based on Balassa (1961).

As shown in Figure 1.3, the rationale of the theory is the following:
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In a context of equilibrium, the Home Country (H) has a curve of
demand (D) and supply (S) whereby it produces (Q2) and imports (Q2Q1)
a certain product from the rest of the world (W) at a lower Price (Pw) than
from Other Country (O). If:

A. The Home Country applies a general tariff (tf) on imports:
domestic production increases (Q4) and imports decrease (Q4-
Q3). In that case, a welfare decrease will occur that is represented
by the area (a ¢ e) and (f i j). So, the decrease in consumer
surplus would be higher than the increase in producers’ surplus
plus the government revenue.

B. The Home Country and Country O establish a CU (or FTA)
whereby they remove the general tariff (t) between them and keep
it with the rest of the world (W): domestic production decreases
(Q6), while H imports increase (Q6Q5) and come from the higher
cost country, which has become relatively more competitive due
to the difference between its Price (Po) and Pw(t). Compared to
situation A, the quantities (Q4-Q6) and (Q3-Q5) represent trade
creation, while (Q3-Q4) corresponds to trade diversion. The net
effect for welfare would result from the sum of the positive
effects from trade creation (b ¢ d + f h g) and the negative effect
of trade diversion (d g e 1).

According to this logic, participating in a CU can reduce inefficient
domestic production by assigning to each country the production of goods
in which it has a comparative advantage, improving the allocation of
resources through intensified interindustrial trade (Riveiro, 2005, p. 4).
Such outcome would occur in an environment where the exchange of
goods takes place between different industries in a framework of perfect
competition. However, CUs’ overall effects can be detrimental if
diversion exceeds trade creation.

In this regard, R. G. Lipsey and Kelvin Lancaster’s theorem of
Second Best (1956) would help to determine the conditions under which
regional agreements are desirable in the context of multilateral trade. In
particular, the theorem specified when is it desirable a sub-optimal
situation in which not all the Pareto conditions are fulfilled. According to
it, on certain occasions, if an obstacle prevents the fulfilment of all of the
conditions, it is not desirable that the other conditions be fulfilled.
Translated into the area of economic integration, this theorem questioned
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the conception of regional integration as a progressive path towards
multilateral trade, and suggested that, if certain distortions to market
equilibrium (tariffs, subsidies, monopolies, etc.) cannot be eliminated, the
removal of others does not necessarily imply an improvement in welfare.

Two relevant contributions complemented Viner’s in the 1950s. The
first significant amendment to his work criticised the assessment of
welfare effects through a partial equilibrium model that only takes into
account the supply side (Lipsey, 1957, p. 41). The second reformulation
concerns the assumption of perfect competition and constant returns
(Lipsey, 1960). Such amendments would result in numerous ramifications
that put the focus on the relevance and applicability of Viner’s theory,
rather than on the reasons or means whereby regional phenomena as such
occurred (Krauss, 1972, p. 417).

According to James E. Meade (1955), Viner’s analysis is only correct
under inelastic demand conditions and perfectly elastic supply (Hosny,
2013, p. 136). In the same vein, Sheer (1981, p. 44, op. cit. Hosny, 2013,
p. 136) considered that the major weakness of Viner’s model was the
assumption that consumption is independent of relative price changes due
to the reduction of tariff barriers. Starting from a general equilibrium
model, Meade (1955) reinterprets the effects of trade diversion, taking
into account the elasticity of demand and allowing the possibility of a
‘trade expansion’ effect. This would consist of an increase in the volume
of trade - with a consequent increase in welfare, according to the model’s
premises - despite the existence of trade diversion.

In a similar logic, authors like Corden (1965) concentrated on the
analysis of economies of scale. According to them, Viner considered the
effects on the location of production as “the only source of variation of
welfare”. As a consequence, they argued, the Vinerian theory ignored the
effects for welfare derived from the reduction in production costs of
existing resources, without these involving the transfer of production to
more efficient units. In this regard, Melvyn B. Krauss (1972, p. 414), a
firm supporter of Viner’s contribution and its formal architecture, stressed
that the mistake was to consider Viner’s analysis as an attempt to create
an a priori law that approached reality as much as possible. For him, he
just aimed at “focusing attention on a particular aspect of the problem of
CU that he considered important”. In fact, according to Krauss, this
interpretation of the theory as a universal law had resulted in “the birth of
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the non-problem of trade diversion CU resulting in welfare
improvements” (1972, p. 414).

Contrary to the usual conception of economies of scale within
dynamic effects for allocation (Balassa, 1961, Baldwin and Venables,
1995; Jovanovic, 2006), both Corden and Krauss consider them as part of
static effects (Corden, 1965; Krauss, 1972). However, where Corden
(1965) resolves his objections to the Vinerian model by including
economies of scale in what he calls “cost reduction effect” and “trade
suppression effect”, Krauss (1972, p. 420) argues: “once Viner’s
assumptions are discarded it is inappropriate to refer to the creation and
diversion of trade in the orthodox sense”. In any case, according to
Krauss, “scale effects should be accommodated by broadening the
definitions of trade creation and diversion rather than supplementing
them” (1972, p. 420).

With a view to resolving such inconsistencies, a number of
publications tried in subsequent years to abandon the assumptions of
perfect competition and constant returns. Literature on economic
integration started to analyse from various angles the potential effects of
integration in a context of economies of scale or taking into account
unbalances in terms of trade (Arndt, 1968,1969; Kemp, Wan, 1976;
Lipsey, 1970; Melvin, 1969; Vanek, 1965). Works such as those of
Corden (1972), Ethier and Horn (1984), Venables (1987) or Haaland and
Wooton (1992) concluded that the welfare effects of RIAs might be much
stronger if industries are imperfectly competitive (Baldwin, Venables,
1995, p. 1606).

As for the terms of trade, Viner’s model is composed of small
countries that are unable to influence international prices. On the
contrary, these authors showed that by eliminating this assumption, the
possibility appears that the participation of large countries in certain RIAs
modifies the terms of trade in their favour both within the region and
towards the RoW. Given this effect, Meade (1955) had already suggested
in the mid-fifties that a regional agreement could change the capacity of
member countries to negotiate in their favour the conditions of
international trade. Pearce (1970), for his part, argued that the goal of
CUs is a redistribution of global welfare to the benefit of the country or
countries that take the initiative in this policy (Krauss, 1972, p. 421).
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Other debates about Viner’s contributions concerned the nature of the
goods exchanged and the structure of regional markets. Authors such as
Meyer (1956) focused on the typology of goods, arguing that
complementary markets were most likely to lead to a rise in welfare
through trade. He suggested that this type of trade would be more
beneficial as it would allow to import complementary goods with
domestic ones and to export those considered competitive. On the
contrary, Meade (1955, op. cit. Hosny, 2013, p. 137) argued that a CU
could improve welfare if member countries are indeed competitive, but
potentially complementary.

Regarding the structure of regional markets, several economists
questioned the conclusions derived from the theory of specialization
based on the comparative advantage used by Viner (Hosny, 2013).
Disagreements over effects on the relative endowment of factors or on per
capita income gave rise to vast research which, being closely linked to the
dynamic effects of integration and North-South relations, will be
discussed in greater depth in the following sections. In any case, although
the analysis of static effects for trade is often discredited by its excessive
restrictions and the impossibility of endogenising relevant variables,
many authors deduce from it the factors that turn a RIA susceptible of
increasing welfare (Jovanovic, 2006, p. 61-62).

e The lower the relative weight of goods imported from non-member
countries in the country’s overall consumption previous to integration

e The more competitive (less complementary) are the productive
structures of the countries involved

e The greater the difference in production costs for similar goods is

e The higher the tariffs with future partners and the lower the tariffs
with future non-members, as well as the lower the Common External
Tariff to be established after the union are

e The larger the CU’s size in terms of area and number of members

e The smaller the countries that join the regional area

e The closer the countries are to each other and the lower the transport
costs are

e The more inelastic the demand of countries that remain outside the
integrated region is

e The greatest the number of small companies in the same sector in the
countries that integrate
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e The less developed the economies are before integration, as they have
greater potential opportunities for specialisation

Nevertheless, the performance of these theoretical models is bound to
a few restrictive assumptions like perfect competition, constant returns,
etc., which constitute both their greatest weakness and strength. Certainly,
such assumptions imply an important gap between theory and reality.
However, the relative simplicity of the theoretical exercise and the clarity
of the concepts at stake make it a quite appealing tool of analysis.

1.2.1.2 Dynamic effects

Regarding dynamic effects, which are rather related to the medium-
long term, they appear to be the most relevant for growth and structural
change. They have to do with conditions of imperfect competition, non-
equilibrium market situations, foreign investment or technology transfer
(Baldwin, Venables, 1995). Dynamic effects may alter the PPF through
the exploitation of economies of scale, increased competition, greater
differentiation of products and incentives to R+D+i, further expanding the
possibilities of consumption. However, although there is broad consensus
on the significance of such effects, many authors of the neoclassical
school underscore the persistence of difficulties to endogenise variables
and to explain integration in terms of structural change (Baldwin,
Venables, 1995; Jovanovic, 2006; Combes et al., 2008). As Combes,
Mayer and Thisse (2008, p. 31-32) point out:

“Increasing returns and imperfect competition must be
combined for a relevant integration of space into economic
theory. Combining these two elements within a fully fledged
general-equilibrium model has so far been out of reach and this
probably explains why space has been put aside for so long.”

A vast scientific production has tried to solve the theoretical setbacks
by trying to lighten those assumptions. However, their relevance for
modelling performance continuously imposes a trade-off between
robustness and realism of the premises in which the latter tends to be
sacrificed.
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The central dynamic effects to Balassa (1961) were related to the
relative size of the markets and Marshallian externalities linked to
location. Assumptions like imperfect competition, sectors or countries
with the capacity to influence prices, or incentives to agglomeration for
firms in a sector, were necessary to anticipate the medium and long-term
effects of economic integration. Moreover, only by incorporating them,
certain trends could be grasped that contradicted the assumptions of
models based on the principle of comparative advantage. Furthermore, the
results of Cooper and Massell’s work (1965) questioned resource
allocation as the main driving force behind the formation of CUs. Other
types of analyses were needed that could explain the effects of integration
in terms of the goals actually pursued (Krauss, 1972; Hosny, 2013).
Likewise, increasing awareness that the trend towards market equilibrium
predicted by the postulates of comparative advantage was far to be
fulfilled (Sheer, 1981) made it necessary to reformulate the causes
underlying regional phenomena.

In their review of the theory of integration, Baldwin and Venables
(1995) distinguish between

e ‘resource allocation effects’, which include static analysis of the
changes in terms of trade and economies of scale generated by the
relative size of two markets and imperfect competition
mechanisms;

e ‘cumulative effects’ of productive factors, which would include
consequences for medium- and long-term growth; and

e spatial ‘localisation effects’, which are particularly relevant to
economic geography

The New Trade Theories (NTT) justify the gains of free trade
between similar or identical countries in terms of preferences, factor
endowment and technology when they exchange differentiated goods
belonging to the same industry, whose production is subject to economies
of scale in a context of imperfect competition (Riveiro, 2005, p. 4). Intra-
industrial flows are expected to have positive effects arising from
competition and the use of economies of scale, as well as increased
productivity of products in this area without sacrificing their diversity.
Venables and others (2003) show that trade of this type will be more
likely the more similar countries are regarding factor endowment and per
capita income. Pro-competitive effects, increased technology transfer and
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incentives for innovation are expected as well. Baldwin and Venables
(1995) argued that the success of an integration process will depend on
the “cumulative effects”, i. e. structural change resulting from interlinked
effects on investment, growth rate and other variables they consider
relevant to welfare.

Inspired by the models of Krugman (1979,1981), Lancaster (1980)
and Helpman (1981), these theories concentrate on the trade of
horizontally differentiated goods through models of monopolistic
competition (Dixit, Stiglitz, 1977). In this type of trade, the consumer
chooses between practically identical goods concerning quality belonging
to the same industry and where each variety is produced under increasing
returns. In the case of vertical product differentiation, it is assumed that
the analysis does not require the use of models of imperfect competition
since trade would meet the conventional criterion of comparative
advantage (Riveiro, 2005, p. 5). However, authors like Combes et al.
(2008, p. 376) stress the growing importance of competitive dynamics in
terms of quality in large metropolitan areas that trigger the “selection of
agents: only (more) innovative companies and (highly) skilled workers
can be placed in such spaces”. This type of externalities for local
development that fall outside the dynamics of orthodox models are the
focus of many studies on regional integration from the perspective of
economic geography, for which “competition in space is inherently
oligopolistic and its analysis must be placed in a framework that allows
strategic decision-making” (2008, p. 34).

“The spatial impossibility theorem tells us something
really new and important: whenever agents are mobile, there
is no competitive equilibrium (hence the term “impossibility”
in the name of the theorem) such that regions trade goods. In
other words, factor mobility and interregional trade are
incompatible in a neoclassical world. This result is especially
meaningful insofar as it is internal to the theory itself.”
(Combes et al