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The Relationship between Domestic Economic Performance and Regional Cooperation
  The word “regionalism” refers to the “negotiation and construction of interstate or inter- governmental agreements or regimes, involving specific and conscious policy decisions by governments to coordinate economic and political activities within a region.” [footnoteRef:1]To be simplified, the word represents cooperation among states on a regional level. It’s a special case of international or global cooperation and includes different areas of cooperation such as security, economic integration, environmental issues, and human rights issues.  [1: ] 

    Economic integration which includes the areas of trade, investment, finance and etc is a powerful measurement of regionalism. A regional trade arrangement is a typical reflection of regional economic integration, taking two basic forms of free- trade areas and customs unions. In a free trade area, like the North American Free Trade Agreement, governments eliminate tariffs on other members’ goods, but each member retains independent tariffs on goods entering their market from nonmembers. In a customs union, like the EU, member governments eliminate all tariffs on trade between customs union members and impose a common tariff on goods entering the union from non-members.[footnoteRef:2] RTAs do liberalize trade because members will increase the amount of intra- regional trade and enhanced trade promotes regional development by eliminating barriers, bringing competition, and fully taking advantage of domestic comparative advantages.  [2: ] 

   The proliferation of Regional Trade Agreements (RTAs) in the 1980s and 1990s marks the new regionalism, which shows a post- Cold War logic and is often developing from within the region. Compared with the old regionalism that was always under the shadow of Cold War, the new regionalism is extroverted, linked with globalization; it is comprehensive and multidimensional, including different levels of cooperation; it is also inclusive and open. The new regional cooperation is a worldwide and heterogeneous phenomenon indicated by the fact that countries in different regions simultaneously formed RTAs (MERCOSUR, NAFTA, ASEAN, and NEPAD). In this new wave of regionalism, more actors besides states (market and civil market) are involved. At the same time, world trade has grown at historically unprecedented rates accompanied by the dramatic decrease in the cost of transportation and telecommunications. [footnoteRef:3]Since 1980s, the number of MNCs operating in the global economy, international financial flows, as well as world trade have increased sharply. [footnoteRef:4]Information Revolution has not only brought dramatic changes to the whole world, but also changed the atmosphere of domestic economy: Science is becoming a productive force, the productivity is high and economic growth is fast. Thus, there must be some relationship among the three phenomena which happened almost simultaneously--- Regional cooperation, Globalization and Domestic Economic Development. I’m going to focus on this relationship in my paper. [3: ]  [4: ] 

There has been a very controversial issue around “new regionalism”- What accounts for the resurgence of regionalism in the 1980s and 1990s? More broadly, which factors explain the increased and enhanced regional cooperation as a worldwide phenomenon in the last three decades? 
According to the conventional wisdom, different scholars have given different theoretical explanations to the enhanced regional cooperation as a world phenomenon. From the perspective of institutionalist, regional institutions (or regimes) are seen as a joint attempt by states to manage the problems generated by increased interdependence. For example, during 1980s, U.S had been regularly using antidumping and countervailing duty investigations to protect American producers from Canadian imports. The Canadian government hoped that NAFTA would give Canada “some degree of exemption” from these measures of U.S- the most important destination for Canada’s exports. From the perspective of Realists, regional blocs formed as a response to external, or extra- regional threats or challenges. For instance, some scholars argue that countries enter RTAs to increase their bargaining power in international organizations such as WTO. After all, it’s very powerless for a small country to bargain individually in WTO. Moreover, realists also link regionalism to hegemony, stating that the presence of regional hegemon will have effects on regional cooperation either by facilitating or by hindering it. Also, from the perspective of constructivists, regional cooperation is facilitated by shared culture, such as cognitive frameworks of regional elites, as well as shared identity like a sense of community. 
According to the domestic level approaches to analyze regional cooperation, the preferences and goals of governments to open the economy to its neighbors and the preference of business groups to conduct economic activities in a borderless market also contribute to the regionalism. From the statist arguments, some scholars believe that a government’s need to signal a strong commitment to economic reform plays an essential role in regional cooperation. Governments use RTAs to convince foreign partners that they will maintain open markets and investor-friendly policies. For example, Mexico shifted from a highly protectionist to a more liberal trade policy in the mid- 1980s and NAFTA would allow it to signal to American investors the depth of its commitment to market liberalization. From the view of interest group explanations, certain domestic business groups influence the government to participate in regional cooperation. Ronal W. Cox, in his article “Explaining Business Support for Regional Trade Agreement”, pointed out that foreign direct investors, multinational bankers, and exporters formed major social groups in U.S to lobby for NAFTA, while the steel, textile and auto industries preferred a protectionist trade policy in North America to secure industry interests.
Additionally, the new regionalism literature tends to extend beyond those mainstream approaches stated above, especially when it comes to the relationship between globalization and regionalism. On the one hand, some scholars emphasize the symbiotic relationship between the two: RTAs are building blocs to multilateral trade liberalization by decreasing the number of actors and making it easier and faster to negotiate; RTAs tend to go further than tariff reduction, and include more cooperative measures such as common market, custom union and economic union, which can be mirrored by multilateral trade liberalization; Regionalism highlights openness, which is compatible with multilateralism. On the other hand, many other scholars deem that RTAs are stumbling blocs to multilateral trade liberalization: RTAs are incompatible with the WTO principle of non- discrimination; RTAs form protectionist actions toward non- members; Regionalism threatens to erode support for multilateralism since it’s slower than multilateralism.
So far, a lot of scholar works on regionalism have intensively used quantitative such as comparative case study to illustrate arguments and draw conclusions. Also, there’re not so many articles emphasizing the effect of internal economic development on regionalism. I’m interested in such a relationship between domestic economic performance and regional cooperation and believe that conducting research on this topic will definitely yield fruitful results. In my final paper, I will mainly use the quantitative tools- correlation and regression to analyze the relationship between those two variables, holding domestic economic performance as an independent variable and regional cooperation as a dependent variable. At the same time, I also believe that globalization may have some effect on regional cooperation. So I will hold globalization as a controlled variable. Such an analysis will not be inclusive because of the limited time and length. After all, it’s a research proposal instead of an empirical research. But I hope such a proposal will be meaningful and an empirical research could be conducted in the future based on this proposal. 
There’re certain criteria for a good social research question: First, there must be feasibility of the research. Since regional cooperation, globalization, and economic development are macro phenomena that have been discussed for decades of years, it won’t be hard to get ready and credible data on these variables. Second, the research question should have social relevance, that- it’s important to the real world. The issue about the causes of enhanced regional cooperation has important implications for the real world: It looks into regionalism, which has been developing quickly in a world of fast economic progress and globalization; It can also predict the future trend of regional cooperation as a world- wide phenomenon. Finally, the research question should have scientific relevance.  The question about what leads to enhanced regional cooperation has been under theoretical debates for many years: Different scholars (institutionalists, realists, constructionalists, and scholars emphasizing domestic influences) hold different perspectives to explain regional cooperation. Such a research on the relationship between domestic economic performance and regional cooperation will contribute to those literatures by relating domestic economy to regional development.
Raising a Hypothesis & Methods That are Used
Here, it’s very important to clarify my theory and my methods to prove my theory at first. My hypothesis is: Sound economic performance in the domestic level leads to enhanced cooperation in the regional level.  In this paper, I will take an epistemological position to analyze those variables- that is, the scientific approach. Through such an approach, I expect to use empirical observation to obtain generalizations about relationship between two social phenomena- which are domestic economic performance and regional cooperation in my paper. In the paper, I will try to focus on identifying, explaining and predicting the causes of regional cooperation. More specifically, I will employ the positivist approach to analyze my variables. The positivist approach views social phenomena as economic processes that can be measured quantitatively and emphasizes deductive reasoning about testing the hypotheses.
Resting on the observation and measurement of repeated incidences of a social phenomenon, quantitative tools will be used in the paper as a research strategy for data collection and analysis. Quantitative research allows for generalization about a social phenomenon- here, regional cooperation. Because regionalism has been a world- wide social phenomenon in the last 3 decades resulting from the proliferation of regional trade agreement in different regions all over the world ( Europe, Asia, North America, South America and Africa), I think that it’s better to use quantitative tools to generalize the relationship between domestic economic performance and regional cooperation. Quantitative research can also help develop causal explanations among different variables and clarify the effect of one over another, using statistical tools such as correlation and regression, which is hard to achieve in qualitative research. 
Therefore, in my paper, I’m going to estimate the effect of domestic economic performance on regional cooperation, controlling for the effects of globalization.
Conceptualization and Operationalization
   After identifying each variable, I’m going to look at how to measure these variables. As stated above, the positivist approach of social research views a social phenomenon as an economic process that could be measured quantitatively. 
   Regional cooperation involves cooperative or collaborative efforts with the jurisdictions with which we have a common border. By taking joint action, countries can improve their development prospects and strengthen their ability to address many complex goals. There’re different levels of regional cooperation, including regional and sub- regional programs on cross-border infrastructure and related software; intra- regional trade and investment; intra- regional money and finance; and regional public goods such as prevention of communicable diseases and environmental degradation. In this article, I will mainly focus on the economic efficacy of regional cooperation. Here, I will use the intra- regional trade flows ( imports plus exports from country to country within the region)  to measure regional cooperation because regional trade agreement is a crucial part of regional cooperation, which also represents the beginning of regional cooperation by eliminating regional trade barriers and the accessibility and availability of data on trade can be more easily located than data on other measurement of regional cooperation, such as money and finance, political cooperation, and so on. 
Economic performance in domestic level regards those issues dealing with the amount and value of money, wealth, debt, and investment within a country. It includes: economic productivity, economic satellite accounts, economic well- being, labor time productivity, national debt and trade deficit. I’m going to measure economic performance by GDP in a region. The gross domestic product (GDP) is a measure of a country's overall economic output. It is the market value of all final goods and services made within the borders of a country in a year. GDP is a broad and comprehensive measure of a country’s economic performance. 
Globalization describes a process by which regional economies, societies, and cultures have become integrated through a globe-spanning network of communication and trade. It can be measured by economic integration, personal contact, technological connectivity, and political engagement.  I will focus on the economic integration part of globalization since this paper focuses on the economic aspect of regional cooperation and on the domestic economic performance. There’re two measurement of economic integration- Trade and Foreign Direct Investment (FDI). I will use the data of FDI to measure economic globalization: First, using international trade will cause duplication of variables because I use intra- regional trade flows to measure regional cooperation. Second, Foreign direct investment (FDI) refers to long term participation by country A into country B and it is an indication of growing transnational ownership of production assets. Although globalization is a multidimensional concept, we can still use FDI as a powerful measurement of economic globalization. 
Data Collection and Data Analysis- A Simplified Model
After conceptualizing and operationalizing all the variables, I’m starting to collect data on intra- regional trade flows, GDP by country, and world FDI flows. Ideally and empirically, I should collect data of each country in several major regions in the world such as Europe, South America, North America, East Asia, and Africa separately. Moreover, since RTAs began to proliferate since 1980s, I should conduct a time- series research from 1980 to the present since it can produce a successive and reliable result from a year- to –year base. However, it’s very hard to develop an empirical research using huge amount of data in such a short paper. Therefore, in this proposal, I’m going to focus on two large regional trade arrangements that were built in the last 3 decades (MERCOSUR; NAFTA) and focus on 5 years: 1985, 1990, 1995, 2000 and 2005. The aim of building such a simplified model is to provide a sample for the further empirical research on the same topic.
MERCOSUR is a Regional Trade Agreement (RTA) between Argentina, Brazil, Paraguay and Uruguay founded in 1991 by the Treaty of Asunción, with the aim to promote free trade and the fluid movement of goods, people, and currency; The North American Free Trade Agreement or NAFTA is an agreement signed by the governments of the United States, Canada, and Mexico creating a trilateral trade bloc in North America. The agreement came into force on January 1, 1994. These 2 RTAs are good representations of regional cooperation since 1980s. 
I use the UN comtrade Database to obtain data of intra- regional trade flows, the Foreign Direct Investment database of UNCTAD to get data of FDI, and the World Bank Open Data Initiative to get data of GDP by country. I use Excel to calculate my output. Here are all the data I’m going to analyze. 
Here is an example of how I get intra- regional trade flows:
	MERCOSUR Intra Regional Trade 1985 (export from column to row)

	

	
	Argentina
	Brazil
	Paraguay
	Uruguay
	Total
	

	Argentina
	496.293
	72.277
	99.006
	667.576
	

	Brazil
	548.232
	
	301.431
	140.339
	990.002
	

	Paraguay
	15.69
	60.075
	
	6.427
	82.192
	

	Uruguay
	63.062
	143.388
	6.107
	
	212.557
	

	Total
	626.984
	699.756
	379.815
	245.772
	1952.327
	



The following tables show the intra- regional trade flows in both MERCOSUR and NAFTA in the 5 years:
	MERCOSUR Intra-Regional Trade From 1985- 2005 ( millions of dollars)

	

	1985
	1952.327
	
	
	
	

	1990
	4,126.95
	
	
	
	

	1995
	14,481.13
	
	
	
	

	2000
	17,725.98
	
	
	
	

	2005
	21,137.67
	
	
	
	

	NAFTA Intra-Regional Trade From 1985- 2005 ( millions of dollars)

	

	
	1985
	142,495.55
	
	
	

	
	1990
	225,753.52
	
	
	

	
	1995
	392,901.91
	
	
	

	
	2000
	681,262.29
	
	
	

	
	2005
	824,514.80
	
	
	



   Here are the data of GDP by country in each region:
	Domestic Economic Performance Measured by GDP ( million of USD) in MERCOSUR

	

	

	
	1985
	1990
	1995
	2000
	2005

	Argentina
	186.6822
	182.3264
	250.2579
	284.2037
	313.4897

	Brazil
	412.7472
	455.9307
	538.4399
	601.732
	670.3018

	Paraguay
	5.249672
	6.35346
	7.450396
	7.721719
	8.48165

	Uruguay
	12.29446
	14.86673
	18.69234
	20.67651
	21.71872

	Total
	616.9735
	659.4773
	814.8405
	914.3339
	1013.992

	
	
	
	
	
	

	Domestic Economic Performance Measured by GDP ( million of USD) in NAFTA

	

	

	
	1985
	1990
	1995
	2000
	2005

	U.S
	6,075.41
	7,120.47
	7,972.80
	9,817
	11,134.80

	Canada
	458.8082
	527.5809
	582.2876
	714.4583
	825.6194

	Mexico
	374.8512
	407.3195
	446.5194
	581.4264
	642.7544

	Total
	6,909.07
	8,055.37
	9,001.61
	11,113
	12,603.17



Here is World FDI flows in the five years:
	World FDI Index From 1985 (Measurement: U.S Dollar in million at current price and exchange rate)

	

	
	1985
	1990
	1995
	2000
	2005

	Flow
	55,887.16
	207,237.30
	341,144.30
	1,381,675
	973,329.10

	Stock
	964,307.40
	1,942,207
	2,915,311
	5,757,360
	10,050,885



   Apparently, all these 3 variables are interval-level variables that have values communicating exact differences between subjects on the measured characteristic. So we can use correlation and regression to analyze the relationship among those variables. At the beginning stage of analysis, we often use correlation techniques to get an overall picture of the relationship. Correlation analysis produces a measure of association, Pearson’s correlation coefficient, that gauges the direction and strength of a relationship between two interval-level variables. 
   I use SPSS to create two databases about each RTA using the data I collected above. Furthermore, I use the software to conduct correlation among the 3 variables. Here are two correlation tables, illustrating the relationship among GDP, Intra- regional trade flows and world FDI flows in MERCOSUR and NAFTA: 
MERCOSUR
	Correlations

	
	
	world FDI flow
	intra-regional export+import
	GDP value by region

	world FDI flow
	Pearson Correlation
	1
	.831
	.849

	
	Sig. (2-tailed)
	
	.081
	.069

	
	N
	5
	5
	5

	intra-regional export+import
	Pearson Correlation
	.831
	1
	.989**

	
	Sig. (2-tailed)
	.081
	
	.001

	
	N
	5
	5
	5

	GDP value by region
	Pearson Correlation
	.849
	.989**
	1

	
	Sig. (2-tailed)
	.069
	.001
	

	
	N
	5
	5
	5

	**. Correlation is significant at the 0.01 level (2-tailed).
	
	



NAFTA
	Correlations

	
	
	world FDI flow
	intra-regional export+import
	GDP value by region

	world FDI flow
	Pearson Correlation
	1
	.898*
	.872

	
	Sig. (2-tailed)
	
	.039
	.054

	
	N
	5
	5
	5

	intra-regional export+import
	Pearson Correlation
	.898*
	1
	.995**

	
	Sig. (2-tailed)
	.039
	
	.000

	
	N
	5
	5
	5

	GDP value by region
	Pearson Correlation
	.872
	.995**
	1

	
	Sig. (2-tailed)
	.054
	.000
	

	
	N
	5
	5
	5

	*. Correlation is significant at the 0.05 level (2-tailed).
	
	

	**. Correlation is significant at the 0.01 level (2-tailed).
	
	



 The Pearson’s correlation coefficient, r always has a value that falls between -1, signifying a perfectly negative association between the variables, and +1 , a perfectly positive association between them. Both correlation tables above show that: there’s a strong positive relationship between each two of the 3 variables, which means that as the GDP increases, the intra- regional trade will increase; and as the world FDI increases, the intra-regional trade will also increase. Also, the relationship between the two independent variables is also strong positive. The result proves that there’s a strong relationship between economic performance and regional cooperation. But it also detects a relationship between globalization and regional cooperation. It’s still confusing about the causes of regional cooperation. It could be either globalization or domestic economic development. The strong relationship between the two independent variables shows that there might be a spurious relationship here. Furthermore, we just examine the strength of the relationship between variables through correlation. However, we still have to decide the direction of the relationship, which is to establish causality. More importantly, we have to pay attention to the statistical significance of each independent variable in explaining the dependent variable. Here we have to rely on the regression analysis.
Regression analysis produces a statistic, the regression coefficient that estimates the effect of an independent variable on a dependent variable. Regression also produces a PRE measure of association, R- square to indicate how completely the independent variables explain the dependent variable. The t- ratio and P- value produced by the regression analysis illustrate the statistic significance of each independent variable. 
Using SPSS, I do a multiple regression analysis for both MERCOSUR and NAFTA to estimate the partial effect of economic performance in the domestic level on regional cooperation, controlling for the effects of economic globalization. Multiple regression is ready made for detecting spurious relationships and for modeling additive relationship. Here are the results:
MERCOSUR:

	Variables Entered/Removedb

	Model
	Variables Entered
	Variables Removed
	Method

	1
	GDP value by region, world FDI flowa
	.
	Enter

	a. All requested variables entered.
	

	b. Dependent Variable: intra-regional export+ import




	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.989a
	.978
	.955
	1791.47448

	a. Predictors: (Constant), GDP value by region, world FDI flow




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-28983.539
	6742.432
	
	-4.299
	.050

	
	world FDI flow
	.000
	.003
	-.031
	-.156
	.890

	
	GDP value by region
	51.183
	10.130
	1.015
	5.053
	.037

	a. Dependent Variable: intra-regional export+import
	
	
	



NAFTA:

	Variables Entered/Removedb

	Model
	Variables Entered
	Variables Removed
	Method

	1
	GDP value by region, world FDI flowa
	.
	Enter

	a. All requested variables entered.
	

	b. Dependent Variable: intra-regional export+import




	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.997a
	.994
	.989
	31108.43079

	a. Predictors: (Constant), GDP value by region, world FDI flow




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-656116.755
	104443.524
	
	-6.282
	.024

	
	world FDI flow
	.065
	.056
	.125
	1.154
	.368

	
	GDP value by region
	112.303
	13.771
	.886
	8.155
	.015

	a. Dependent Variable: intra-regional export+import
	
	
	



Both regression models proved my hypotheses that sound economic performance in the domestic level leads to enhanced regional cooperation. Of all the variation among intra- regional trade flows, about 90 percent is explained by GDP by region and World FDI flows. The regression coefficient for GDP value in a region, with a P- value less than .05 and a t-ratio more than 2 is statistically significant. On the other hand, the regression coefficient for World FDI flow, with a P- value more than .05 and a t- ratio less than 2 is not statistically significant. As a result, GDP in a region retains much of its predictive power to explain intra- regional trade flows. Controlling for the World FDI, GDP in a region is significantly related to intra- regional trade flows. The strong relationship showed by the correlation table between the World FDI and intra- regional trade flows is a spurious relationship. In other words, it might be that economic development at the domestic level attracts more FDI, which causes the increase in intra- regional trade. Thus, the hypotheses could be testified. 
Weakness of the Model and the Way to Extend the Research 
   The model above is just a very simplified model. There’s still a lot of work to be done in the future research: First, credible correlation and regression analysis is built on the huge amount of data. Just analyzing data from several countries in a region based on separate years is far from being enough. There might be a selection bias problem if I just include a small case. To solve this problem, I think I should include data for each country in one region in each year from 1980 onward. Second, the measurement of economic performance could be refined: maybe we can find a better measure than GDP to represent economic performance. After all, GDP summarizes economic activities rather than economic growth. Finally, with regard to the multiple regression, there might be a problem of multicollinearity when the independent variables are so strongly related to each other that it becomes difficult to estimate the partial effect of each independent variable on the dependent variable. To make regression a finer point on the relationship among different variables, it’s crucial to include much more values of all the variables than the number of the MERCOSUR and NAFTA countries. 
   When the sample expands to allow for a time- series research about every country in one certain region, it’s necessary to identify the problem of central tendency. For example, when it comes to the measure of domestic economic performance, in the future research, we can not just add together all the GDP values by country as I did in the simplified model, it’s better to use a variable’s central tendency- that is, its typical or average value to describe the variable. Since GDP value is an interval variable, I should find the central tendency after identifying the mode, median and mean. I should also calculate the value of skewness and the standard error of skewness to determine which one we could use to describe the variable. If the distribution of the variable is significantly skewed (divide skewness by its standard error and get a number whose magnitude is greater than 2), the median value of the variable instead of the mean should be used as the best measure of central tendency. 
Although quantitative research could yield generalizations and build causality, it fails to capture the complexity of the social world. Also, problems concerning conceptualization and measurement assumptions about data and model specification might invalidate conclusions. Quantitative research could be greatly improved if qualitative research is followed. For example, after generalizing the relationship between economic development in domestic level and regional cooperation, we could use comparative case study to illustrate our argument. We could compare the case of NAFTA or EU with the case of African regionalism to see whether different economic performance leads to different level of regional cooperation.
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