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Abstract

The article investigates the transformation of approaches to understanding
the processes of regional economic integration. The macro-region as a structural
element of regionalism is explored. Criteria for typology of regional economic in-
tegration are systematized and divided into dichotomous and trichotomous. Fac-
tors influencing regional integration and current tendencies of its development
are determined. A modern group of regional integration associations is identified,
thus improving the existent typology. It includes regional and multilateral associa-
tions, hub and spoke regionalism, gravity agreements, plurilateral, bilateral, mini-
lateral regionalism.
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Topicality of the research topic

The processes currently occurring in the world economy, namely globaliza-
tion, changing market conditions, increasing competition and the associated un-
certainty of international economic and political relations, have led to the emer-
gence of new imperatives of the mutual arrangement of states. Thus, economic
integration is perhaps the most important process contributing to the sustainable
development of the world’s leading and developing countries. Regionally inte-
grated territories, that is, those that meet both the criterion of concentration of
more intensive economic relations between states and the criterion of institutional
coordination on the basis of long-term common norms are becoming increasingly
important. Among the main tasks of any form of regional integration are the ex-
pansion of mutual trade, elimination of obstacles to the free movement of capital
flows, labour, industrial and scientific cooperation. These lead to an increase in
economic growth, balance and sustainability of economic development. Effective
regional integration enables the formation of a stable, supportive and predictable
political environment, a fair distribution of forces in the world economy and equal
opportunities for development.

1. Ontology of regional economic
integration processes

In economic terminology, the word «integration» was first used in relation to
the environment of industrial organizations when referring to business alliances of
companies. These took various institutional forms, including that of a simple
agreement, a cartel, a concern, a trust and, ultimately, merger and acquisition,
where horizontal integration meant merging with competitors, while vertical — with
suppliers and consumers (Machlup, 1977). The term «integration» (from the Latin
Integrum — whole, integratio — restoration) is used in the broad sense of «uniting
something into one» (Ukrainian Dictionary in 11 Volumes, 1973) and is widely used
in economic, mathematical, engineering, sociological, biological sciences. The his-
tory of its application for denomination of state associations is relatively short. The
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study by F. Machlup (1977) attempted to find the author who first used the term
«economic integration» in its modern sense. It pointed to two independent sources:
(1) a popular English translation of E. Heckscher's work Mercantilism made by
M. Shapiro in 1935." (in the 1931 Swedish-language original, the author uses lin-
guistically-dissimilar terms); (2) a lesser-known statistical analysis of German sci-
entists H. Gaedicke and G. von Eynern Die produktionswirtschaftliche Integration
Europas: Eine Untersuchung (ber die Aussenhandelsverflechtung der eu-
ropdischen Lander of 1933. Interestingly, publications began to actively use the
term «political integration» as early as the 1920s.

Variations of modern economic definitions of the term «integration» are
shown in Table 1.

Specialized studies (especially western ones) usually refer to macro-
integration in its functional context as simply economic integration, while its terri-
torial dimension is called regional economic integration or regional integration. It
is not realistic to divide the concept of functional and regional integration fully.
Moreover, regional integration, with some approximation, can be seen as a sub-
type of functional integration implemented within narrow regional frameworks?®.
The opposing view of A. Bolafios (2016) is also true, which regards economic in-
tegration (along with political and physical) as a sub-type of the regional phe-
nomenon.

Economists have not yet come to a consensus even on the definition of
regional economic integration. For example, often the terms «regionalism», «re-
gionalization», «regional (economic) integration» are used as absolute syno-
nyms, although, in our opinion, there is a significant, primarily morphological, dif-
ference between them. In fact, regionalism is usually condensed to a deliberate
effort on the part of the authorities (formal or informal) to build institutional coop-
eration between states in a particular geographical area (or, conversely, impede
it). «Regionalization» is mostly understood as more spontaneous processes of
intensification or reduction of commercial and social transactions in a particular
geographical region, influenced by market factors. That is, de facto integration
can exist without regionalism. It should also be noted that flows of goods and fac-
tors are often the most intense at the interregional level (Kang, 2016).

Regarding regional economic integration, we adhere the modern theoreti-
cal mainstream (Bolafnos, 2016; Figuiére, 2006; Kang, 2016), considering it as a
simultaneous combination of upstream initiatives in the context of regionalization
with the downstream strategic institutional measures that embody regionalism?®.

' However, the term «disintegration» is used in the study.
2The assumption is not relevant for very broad or full integration cases.

Studies that are more specialized sometimes consider a more detailed structure of regional
economic integration. For example, A.Hurrell (1995) identifies 5 levels of regional cooperation /
integration: (1) social and economic regionalization; (2) regional self-awareness and identity;
(8) regional interstate cooperation; (4) state-initiated integration; (5) regional cohesion.
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Table 1
Range of economic definitions of the term «integration»

Application options

Economic definition of the category

local integration

Combining production process steps into one microeco-
nomic entity

1. Combining production process steps of a group of mi-
croeconomic entities;

2. Mergers and acquisitions of the micro-entities within:

e one industry (horizontal integration);

e single production chain (up and down vertical inte-

micro- R
integration glratl'on),' . . L .
(horizontal, ver- . d|str|blut|on chain (non-production vertical integration
tical, etc.) «up»); . . L
e unrelated industries and production chains (integra-
tion based on ownership criteria).
All the sub-types of micro-integration discussed above
can be implemented at both national and international
(transnationalization) levels
internal . . L .
. Complex of associated economic entities in a certain re-
meso-regional . o
. , gion (area) within one country
integration
national inte- | Associated sectors of several regional centres within one
gration state
interstate
» meso-regional | Associated sectors of several regional complexes within
Q integration several bordering countries
° (cross-border)
IS 1. Combining or harmonizing economic sectors of sev-
© macro- eral countries regardless of geography (functional macro
2 integration integration);
€ (functional and | 2. Combining or harmonizing economic sectors of sev-
Q regional) eral countries within the framework of regional institutes
g and norms
5 mega- Global economic space integration (including world eco-
] integration nomic order)

Niche definitions:

Integration as a stage in the money laundering process whereby the funds are
returned to their owners after masquerading as legal operations

The term «integration clause» refers to the condition of a contract that certifies its
finality and integrity

Source: systematized by the author.
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2. Macro-region as a structural
element of regionalism

When interpreting the multifaceted term «(macro)region»* we use the
paradigm approach of new / comparative regionalism®. Within it, the broad defini-
tion of J. Nye (1971) is considered canonical «... a quantitatively limited group of
countries that are geographically interconnected and share a degree of interde-
pendence». That is, the category of «region» does not mean a specific geo-
graphically defined area (which can be very fragmented, as in the case of the
European Free Trade Association (EFTA), or broad and inhomogeneous, as in
the case of the Trans-Pacific Partnership (TTP)). Rather it is a dynamic qualita-
tive description of the level of cooperation between states that position them-
selves together as a territorial alliance. A group of countries may be more or less
a region (English literature uses the term «regionness» for this purpose). The key
aspects of regional gradation, depending on the level of cohesion of its member
states, are shown in Figure 1.

Regional arrangements can be considered a basic structural element of
regionalism. They can be political, economic, military, etc. Among regional eco-
nomic arrangements are:

e regional trade arrangements (RTA), which are the most massive alli-
ances and, as they develop vertically, begin to encompass not only
trade but virtually the entire spectrum of economic relations;

e regional monetary arrangements, which, depending on the interpreta-
tion, may include regional payments unions, co-financing agreements,
examples of unilateral (dollarization) and collective (currency) unions
of monetary integration, as well as historical forms of monetary and
monetary systems, blocks and zones;

e regional financial arrangements, the typical representative of which is
the recent European Stability Mechanism (in general, a group of re-
gional financial institutions closely intertwine with monetary ones and it
is not always possible to clearly differentiate between existing alli-
ances).

* In the current context of globalization, of course, micro- and mesoregions also often have
a cross-border determinant.

® In its categorical plane there is a whole theoretical direction called «regionhood>, within
which the determination and classification of different types of regions is carried out (Van
Langenhove, 2003).
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Fig. 1

Macro-region features depending on the level of cohesion®

Region-state

multicultural supranational
political alliance with a de-
centralized system of gov-
ernment and decision-
making at micro, meso,
macro and supranational
levels

Historical em-
pires,

de jure EU (under
the Maastricht
Treaty)

Real region

Regional identification
Regional convergence

European Union
(EU)

Official region

regionalism in the form of of-
ficial regional cooperation
and integration

most of the offi-
cial regional as-
sociations

Unofficial re-
gion

spontaneous market- or so-
cially-induced processes of
regionalization in economic,

Scandinavian

political, cultural or military peninsula
sectors
Proto-region predominantly social con-
(pre-regional tacts between countries
area, primitive common environmental
or anarchic re- properties of the territory Balkans
gion) = relative geographical conti-
guity of states
REGIONNESS FEATURES TYPICAL
EXAMPLES

Source: author’s visualisation based on Hurrell (1995), Keating (1998), S6derbaum (2003)

® Basic architecture. For a more detailed overview of the category with some alternative
levels, see Hettne (2003).
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3. Criteria for typology
of regional economic integration

The growing diversity of regional arrangements in terms of institutional
support, tactical tools and ideology has led to attempts of modernising their ty-
pology. New complementary approaches are emerging that attempt to organize
territorial alliances from different perspectives. Such approaches can be roughly
divided into dichotomous and trichotomous, depending on the number of deter-
minant criteria.

The main dichotomous criteria are shown in Table 2. The first and fore-
most criterion is the level of actual effectiveness of regional integration, which
can be determined by estimating the share of intra-regional trade in total exports
and imports. For example, the share of intra-regional trade in the EU exceeds
60%, while in the West African Economic and Monetary Union (WAEMU) it does
not reach 10% (Kang, 2016). On the other hand, in the 1990s, even before the
start of institutional regionalism, Eastern Asian states demonstrated a high inten-
sity of mutual commodity and investment flows even without any preferential
trade regimes, which again raises the question of the overall effectiveness of re-
gionalism in principle.

Table 2

Dichotomous criteria for the typology of regional economic integration
Criterion Integration type

1. Effectiveness level De-jure integration De-facto integration

2. Openness Closed integration Open regionalism

3. Level of integration not ac-

counting trade liberalization Shallow integration deep

Source: author’'s modification of Kang Y. D. (2016)

The openness criterion of membership in an integration association deter-
mines the difference between closed and open regionalism. When we talk about
closed regionalism, we are referring not so much to the prohibitions or minimum
requirements for membership in the alliance, as to the relationship between the
integration association and the rest of the world. The first examples of closed re-
gionalism began to function in Latin America and Africa during the 1960s as at-
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tempts to expand restricted domestic markets through import substitution policies
and simultaneous promotion of intra-regional production. However, such peculiar
attempts at intra-regional autarchy and exclusion from international markets were
not very effective. First, preferential trade liberalization concerned a very limited
set of goods that could not result in a significant increase in trade. Second, be-
cause of the import substitution policy for regional production, less industrialized
association members essentially supported the underperforming industries of
their relatively more industrialized neighbours. And third, if preferential liberaliza-
tion could weaken the position of local oligarchic producers with powerful lobbies
in governments, then negotiations to mitigate tariffs or non-tariff measures be-
tween partners were usually deadlocked.

The conceptual framework of open regionalism has not yet been devel-
oped particularly comprehensively. According to F. Bergsten (1997), an open re-
gional association must be characterized by at least one of these three features:

e atrade block created on the basis of free membership and, in the case
of popularity, institutionally reorganized into a free trade area;

e an already closed regional association adopts the most-favoured na-
tion treatment to the rest of the world;

e an intergovernmental arrangement that uses the principles of consen-
sus in the decision-making process to solve common problems and
converge state policy initiatives around a particular model.

The Asia-Pacific Economic Cooperation (APEC) is sometimes called the
empirical embodiment of this model (Webber, 2001), however, is difficult to con-
sider this association an expression of regionalism since it bears no regional con-
tractual content.

In this regard, we must also mention the opinion of C. Deblock (2005), who
believes that the foundations of open regionalism were formed in the late 1980s
in the form of support for a multilateral trading system. That is, an increase in the
number of RTAs can be seen as a tendency to form fragmented multilateralism,
and regionalism is an obstacle to this progress.

The third dichotomous criterion concerns the depth of the integration proc-
ess. Researchers are less trying to clearly distinguish between the stages of re-
gional integration a /a B. Balassa, and instead use the generalized division of
«shallow» integration and «deep» integration. The «shallow» characteristic refers
to associations in which integration is manifested solely in the form of dismantle-
ment of trade barriers (including partial agreements), while regulation of capital
flows, monetary or financial harmonization are found only in declarations of in-
tent. Deep integration, however, implies the presence of certain features (though
perhaps not fully formed) of a common market or a monetary union. For exam-
ple, the term «customs and monetary union» used to denominate Africa’s cur-
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rency blocs (which, though not always meet the formal criteria of the customs un-
ion, do use common currency), has become quite a staple.

A trichotomous typology of regional integration in different variations was
proposed by a number of French researchers (Deblock, 2005) who were inspired
by the incompatibility trilogy (the so-called «blessed trinity»), stemming from the
Mundell-Fleming model. An aggregate version of two trichotomous models with
similar principles but different perspectives is shown in Fig. 2.

Fig. 2
Trichotomous typology of regional integration
Regulation and - Risk management:
sanction: rule of law (Pro-market) code of conduct and
and supranational autonomy dispute settlement
institutions (pure mechanism (pure
European model) \ /’ regional regime)

Institutionalized Intergovernmental
cooperation approach

|

Regulated market and organized
trade (regional governance)

Source: Deblock C. (2005).

The angles of the model reflect the features of regionalism, which are
compatible only in two «neighbouring» combinations: (pro-market) autonomy;
sovereignty of members (intergovernmental approach) and institutionalized co-
operation. Regionalism in such dimensions can be based on three fundamental
principles (only two of which are economic):

1. Regulation and sanction — a type of regionalism based on a market-
based approach with a rigid institutional framework and a supranational entity
(the EU is a typical example);

2. Risk management — regionalism based on market mechanisms with a
high level of sovereignty between members of an association (e. g. NAFTA);
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3. Regionalism based on administrative non-market regulation (the Soviet
Union is an example from the past).

The trichotomous typology has become an original example of the region-
alism typology, especially given its emphasis on deep integration. However, it
also has some drawbacks. First, the trichotomous model overlooks the regional
dimension; dialectical contradictions between regionalism and multilateralism,
regionalism and globalization are not outlined. Second, integration between
countries with different levels of development (North-South relations) is not taken
into account. In addition, it does not take into account the fact that one state can
be a member of several groups with different partners at the same time, i.e., de-
facto one regional group facilitates the emergence of other regional groups.
Moreover, in our opinion, the very methodological basis of the trichotomous
model is somewhat doubtful — the true degree of incompatibility of the proposed
dimensions of the «incompatible triangle» is not completely clear (we believe that
the EU simultaneously meets all three criteria).

4. Factors influencing regional integration
and patterns of its development

Since 2000, regional integration processes have reached unprecedented
complexity and variability. None of the above typologies is able to substantiate
their diversity fully.

The key factors that determine the face of contemporary regionalism are
quite diverse. Thus, the scientific debate on the interplay of multilateralism and
regionalism can be summarised in two key questions. The first one concerns the
nature and direction of the influence that preferential trade liberalization within
regional blocs has on the general trend towards the progress or regression of the
multilateral system. That is, whether the ambiguous role of regionalism is a cor-
nerstone or, conversely, a stumbling block to the unification and liberalization of
world trade. The scientific substantiation of the positive effect of regionalism is
found in the writings of L. Summers (1991), R. Z. Lawrence (2000), and R. Bald-
win (1993); while among the sceptics are J. N. Bhagwati (1995), A. Panagariya
(1999), and A. O. Krueger (1993).

The second, somewhat less controversial question is how the develop-
ment of multilateral trading systems affects the intensity of regionalism. This as-
pect is true for both developed and developing countries and is closely linked to
the preference margin of regionalism. While considering this issue, the specula-
tive hypothesis is the starting point: if multilateral trade liberalization brings satis-
factory results to states, then the desire to initiate regionalism should diminish.
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However, delays or lack of consensus in multilateral trade negotiations can make
regionalism more attractive.

Globalization of the economy is the second external factor affecting the
processes of regional integration, and it can manifest itself in three aspects. First,
the main manifestation of globalization is the growth of international trade and the
increased mobility of production factors, which are relatively regionally deter-
mined, as geographical distance continues to be an important element in deter-
mining the value of a product. That is, these are processes of regionalization
that, on an ascending principle, determine the geography of regionalism and, po-
tentially, may be the first phase of «total globalization».

In the context of the simultaneous functioning and interaction of different
regional blocks, a number of motivational effects can be distinguished:

e threat effect, which encourages states left behind by the integration
and other regional blocs to either create their own associations or in-
tensify existing ones;

e demonstration effect, through which successful models of regional alli-
ances find new implementation in other regions.

On the European continent, the manifestation of the threat effect can be
clearly traced: the creation of the European Free Trade Association was largely
motivated by fears of discrimination among states that did not join the European
Economic Community (Baldwin, 1994). Moreover, the EFTA completed internal
liberalization of trade even faster than the EEC, which, however, did not save it
from the loss of almost half of the members (Great Britain, Ireland, Denmark, and
in the long term, most likely Iceland, which have gradually transitioned to the
EEC / EU). The success of the EEC has also provoked a demonstration effect for
the rest of the world. In particular, it can be traced in the Latin American countries
that created the Latin American Free Trade Association in the 1960s to intensify
cooperation and increase political weight in the world.

Another effect of intensification of interregional interaction is more struc-
tural in nature and manifests in the formation of the so-called «hub and spoke»
regionalism, which is the reason for the rapid growth (proliferation) of regional
blocs. By hub and spoke regionalism, we mean the model of an association with
an explicit central leader-state, which is the nexus of all trade and production ties
of the integration alliance (relations between non-central powers, denominated
as spokes emanating from one centre in the model, are not significant). Once the
hub and spoke model of the regional bloc has set, it becomes difficult for spoke-
states to redirect capital flows to their own advantage and achieve significant
market volume growth. A possible way out of this situation is forming a new re-
gional bloc with other spoke-states, which due to the domino effect leads to the
proliferation of regional blocs. It is worth noting that, since the early 1990s, two
global regional hubs have emerged in the world — the EU and NAFTA — that have
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forced other nations to worry about their own relegation to the status of a
«spoke» and to launch processes of regionalism around the world (particularly in
Asia).

The second group of factors that influence the activities of modern regional
integration blocks is determined by the number of participants in the association.
Formally, a regional association with more than two participants is called plurilat-
eral. Initially, such associations originated between neighbouring countries and
often aimed at creating a regional market with a deep level of integration.

Since the 2010s, a new type of plurilateral alliances has been emerging —
the so-called mega-regional associations. Their distinctive feature is the geo-
graphical remoteness of member states and the existence of numerous bilateral
or multilateral agreements already in place between them. That is, mega-regional
associations are an attempt to combine an array of more «local» alliances into
one package, thereby eliminating the «spaghetti bowl effect»’. Excessive regula-
tory entanglement of bilateral agreements has become a real problem — accord-
ing to research (Kawai, 2009), less than a third of Asian entrepreneurs make ef-
fective use of preferential foreign trade regimes. Another important point of the
mega-regional blocs is the involvement of less developed countries, thus contrib-
uting to the regulatory convergence between the North and the South. Admit-
tedly, the blurry regional identity gives grounds to speak of mega-regionalism as
a category of commercial policy rather than politically motivated regional integra-
tion.

One more tendency can be distinguished in the context of the modern
plurilateral alliances, which C. Brummer (2014), in contrast to multilateralism,
calls «minilateralism». Minilateral trade alliances are created on the basis of in-
formal or «soft law» agreements and financial schemes aimed at liberalizing rela-
tions between members of the association.

An important aspect of modern regionalism is the emergence of a system
of gravity trade agreements involving two parties: a trade bloc and a non-bloc
country. With the help of gravity agreements, the trade bloc strengthens its posi-
tion as a regional hub, while the non-bloc state gains better access to markets
and increases its attractiveness as an FDI recipient. Gravity agreements should
be distinguished from bilateral partnerships with other regional associations or
large economies. Thus, considering the numerous European Union cooperation
agreements, several types can be identified. Among them: the European Eco-
nomic Area (agreement with the EFTA without Switzerland); Customs Union
(Andorra, Monaco, San Marino, Turkey); different types of Association Agree-
ments such as Stabilisation Agreements (with members of the Central European
Free Trade Area, CEFTA), Deep and Comprehensive Free Trade Areas (includ-
ing the partially implemented one with Ukraine); classic bilateral free trade zones;

” The term was first introduced by J. Bhagwati (1995). An adaptation is applied when dis-
cussing the Asian region: «noodle bowl effect».
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systems of non-reciprocal preferences, and so on. Only a small proportion of re-
gional agreements that EU is involved in, can be called gravity agreements (in-
cluding association agreements and bilateral free zones).

The global financial crisis of 2008—2009 has affected not only the global
economy, but also the intensity of regionalism. In trying to make up for the lack of
regulation in the pre-crisis decade, governments began to consider the possibility
of strengthening protectionism, which led to the suspension or delay of integra-
tion initiatives.

At the same time, the global crisis contributed to the reshaping of the trad-
ing landscape and gave impetus to the creation of new bilateral and regional
blocs with a focus primarily on their economic efficiency rather than diplomatic
«attractiveness» (e.g., mega-regional alliances). An additional motivation is also
the fact that in the context of economic turmoil, there is a greater possibility of
implementing even politically unattractive reforms.

In addition, crisis events often enhance cooperation between neighbouring
countries as the spill-over effect of regional public goods is reviewed. Research-
ers often note that the 1999 Asian financial crisis gave impetus to East Asian re-
gionalism (Bustelo, 2003; Lee, 2012), although before that the territory was de-
termined almost exclusively by processes of regionalization. Thus, while only
three FTAs operated in the region in 2000, ten years later 37 FTAs were
launched and negotiations were underway on 72 more, which led to the emer-
gence of a «noodle bowl effect».

In addition to the Asian region, in the post-crisis period, two «whales» of
the modern economy began to exhibit hyperactivity in the formation of regional
structures: the EU (the so-called Global European Initiative) and the US. Today’s
regional associations are increasingly incorporating regulatory considerations.
Researchers note (Bown, 2017; Horn, 2010) that both the US and the EU have
made considerable efforts to fragment the WTO-sponsored multilateral world into
smaller blocks that can be grouped into:

e WTO+ — associations that, in addition to tariff liberalization under multi-
lateralism, offer even more preferential terms for trading partners,
however, only for members of the alliance;

e WTO-X - associations that, in addition to trade liberalization, have ad-
ditional regulatory obligations, such as labour market or environmental
standards.

Both types of norm-generating arrangements that include EU and US are
sometimes referred to as «hegemonic multilateralisation of trading principles»
(Hoekman, 2007).
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Conclusions

Integration processes are one of the determining factors that shape the
general outlines of the modern geo-economic and geopolitical map of the world.
The theory of regional economic integration is characterized by the increased at-
tention of scientists in all fields of economic sciences. At the same time, there are
significant conceptual differences between different scientific schools (and often
within the same school), in particular regarding the interpretation of the terms
«regionalism», «regionalization», «regional (economic) integration».

Regional economic integration is a simultaneous combination of the spon-
taneous processes of intensification or reduction of commercial and social trans-
actions in a particular geographic region under the influence of market factors
(regionalization) and the downward strategic institutional measures of the formal
and informal authorities to reorganize mutual relations between states in geopo-
litical space (regionalism).

Regional trade arrangements can be considered the basic structural ele-
ment of regionalism and regionalization. While the classification of the forms of
RTAs proposed by B. Balassa in the 1960s was ahead of its time, it is gradually
losing its relevance. Transformation processes occurring in the global economy
have made it possible to identify a group of modern types of regional integration
arrangements: multilateral, hub and spoke, plurilateral, gravity, bilateral regional
and minilateral agreements.
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