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Abstract  

What are the implications of hard economic times for regional economic cooperation? 

Existing research is sharply divided on the answer to this question. Some studies suggest 

that economic crises encourage governments to strengthen their regional institutions, but 

others indicate that they lead to decreasing investment in such initiatives. Both sides 

overlook the possibility that the passage of time conditions these relationships, however. 

We aim to bridge these opposing perspectives by distinguishing between short-term and 

long-term effects of economic hard times on institutionalized regional cooperation. We 

argue that in the short-term economic crises impede regional institutionalization due to 

protectionist pressures, nationalistic public sentiments, and political instability. This 

effect is reversed in the longer-term, as interest groups and the public adopt more 

favorable attitudes towards regional economic organizations (REOs) and governments 

employ these institutions to demonstrate their competence and to improve economic 

conditions. We evaluate this argument in relations to regional institutionalization, which 

refers to the functional scope and structure of REOs. Using a data set that contains 

information on this dimension for thirty REOs over four decades, we find strong support 

for the theoretical framework: regional institutionalization remains stagnant in the 

immediate aftermath of economic crises, but increases in subsequent years.   
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Introduction 

Economic crises are ubiquitous. Most countries around the world experience such hard 

times periodically. These downturns are usually associated with falling standards of 

living, unemployment, loss of social safety nets, and increasing indebtedness.1 Moreover, 

economic crises are often contagious and spill over national borders. In the current 

globalized world, domestic economic conditions in most countries hinge on the tides and 

turns of the global economy and other external shocks, such as the COVID-19 pandemic. 

Given the substantial impact of economic crises on states that experience them and their 

propensity to spread to neighboring countries, their potential effect on regional 

cooperation can be very significant.  What is the impact, then, of economic hard times on 

states’ willingness and ability to promote regional institution building? 

    Even though scholars spilled much ink on this question, there is little 

agreement on the answer. Some studies suggest that economic crises push governments 

to strengthen their regional institutions, as they open up opportunities for enhanced 

regional cooperation. Contrasting accounts indicate that hard economic times lead to 

decreasing enthusiasm and investment in regional institutional initiatives. Unfortunately, 

systematic analyses on this issue are scant, and most research relies on illustrative 

examples that fit its preferred perspective.2 Moreover, much of this literature is 

insensitive to temporal dynamics. That is, it overlooks the possibility that the impact of 

economic crises in the short-term is different from its longer-term effect.    

                                                           

1 We define economic crises broadly to include banking, debt, and currency negative economic shocks. 

More on this below.  

2 For a recent exception that employs statistical methods, see Mansfield and Milner (2018).  
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We aim to advance the understanding of this issue in two manners. First, after 

laying out the contending perspectives with respect to the nexus of economic hard times 

and regional cooperation, we develop an original argument that reconciles them. We 

conjecture that economic crises interrupt regional institutional cooperation in the short-

term, because they often lead to economic uncertainty and political instability. This dire 

situation is likely to compel governments to devote their attention to the domestic arena 

at the expense of the regional one. After a modicum of stability is obtained, however, we 

expect states to resume regional institutional building, which they view as a valuable 

instrument to speed up their economic recovery, improve their political standing, and 

guard against future economic shocks. Thus, we argue that economic crises will foster 

regional cooperation in the medium-term. 

Second, we take one of the first rigorous empirical investigations that bear on this 

question, employing a data set that contains detailed information on the functions and 

structure of thirty regional economic organizations (REOs) worldwide (Haftel 2012, 

2013).3 To bring the empirical analysis up to date, we have extended this data set into the 

2010s, such that the current study covers four decades (1982-2017).4 This update is 

valuable insofar as it allows us to account for developments in the aftermath of the 2008 

financial crisis. With these data, we examine the effect of economic hard times on 

variation in REO institutionalization. The findings provide ample support for our 

                                                           
3 This measure, labeled regional institutionalization, goes beyond trade liberalization and incorporates a 

variety of economic issue-areas. With respect to authority, it takes into account the secretariat, dispute 

settlement mechanisms (DSMs), and decision-making bodies. We elaborate on this concept in subsequent 

sections.     

4 For a preliminary analysis that does not include these more recent years, see Haftel and Wajner (2018).  
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hypothesis: economic crises are associated with higher institutionalization in the medium-

run, but not in the short-run.    

The reason for our focus on REOs is twofold. First, almost all regions have at 

least one such international organization (IO), promoting economic policy cooperation 

among its member-states. They are thus a very good reflection of the broader 

phenomenon of regional cooperation. Second, the scope and depth of these IOs’ 

objectives, policies, and responsibilities are remarkably diverse, in terms of both planned 

cooperation and the implementation thereof. This variation renders REOs an excellent 

‘lab’ to assess the relationships between economic crises and regional cooperation.  

This study contributes to our understanding of the relationships between 

economic hard times and international cooperation in several manners. Our findings 

underscore the need to pay greater attention to the conditions under which the former 

affect the latter. In particular, it appears that the length of time-intervals between the two 

can have important implications (Ballard-Rosa, Carnegie, and Gaikwad 2018; Jones 

Keleman, and Meunire 2016). From a more practical standpoint, insofar as international 

institutions restrain “beggar-thy-neighbor” economic policies during difficult times 

(Baccini and Kim 2012; Davis and Pelc 2017), it is imperative to understand the 

determinants of their institutionalization. From this perspective, the finding that the 

negative impact of economic crises on REOs tends to be only temporary is encouraging.   

This article proceeds as follows. The next section reviews the existing literature. 

The third section presents our theoretical argument. The fourth section discusses issues of 

research design and presents the data and main variables. The fifth section reports the 

results of the statistical analysis. The final section concludes.    
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Literature Review  

The nexus of economic crises and regional cooperation and integration did not go 

unnoticed by scholars who examined these phenomena. A glance at the extant literature 

indicates, however, that there is little consensus about the nature of these relationships. 

While some observers claim that such crises are conducive to regional cooperation, 

others argue that they are detrimental to it. This section examines these two conflicting 

views in turn. It underscores the reality that both sides of this debate pay little heed to 

temporal dimensions in their theoretical and empirical analyses.   

Economic hard times increase regional institutionalization 

The notion that negative economic shocks result in greater institutionalization is 

consistent with studies that conceive economic crises as potential catalyzers to 

institutional change. Much of this literature focuses on the role of political elites in 

pushing this process forward. Mattli (1999) offers perhaps the most theoretically 

sophisticated version of this argument. According to him, economic crises are an 

important condition for the success of regional integration.  Emphasizing the role of 

political leaders in building regional institutions, he maintains that they commonly lack a 

strong incentive to pursue regional integration at the expense of national autonomy. Only 

in times of crises, he argues, they are willing to invest in regional institutions – 

presumably to obtain greater economic efficiency. This, in turn, increases their chances 

of political survival – thereby disregarding ‘entrenched interest groups’ resistance to 

economic cooperation (Mattli 1999, 51). Thus, changing economic conditions provide 

regionally minded governments with greater room for political maneuver. Others, such as 

Henning (2011, 2013) and Krapohl (2015), also use this logic as a point of departure.  
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Notably from our perspective, this research overlooks the temporal aspect of 

these dynamics. Mattli, for one, does not address this issue explicitly in his otherwise 

sophisticated theoretical discussion, and discerning his view on this matter is difficult. On 

the one hand, he claims that “in times of crisis” (1999, 51; emphasis ours) leaders will be 

especially keen on regional integration, which implies a rather immediate action. In the 

following paragraph, however, he states that “the adoption of the Single European Act [in 

1986] was a response to slow economic growth in the early 1980s” and that “Latin 

American economies liberalized in part through regional agreements in the face of the 

debt crisis” (Mattli 1999, 51; emphasis ours). Here, one ought to keep in mind that the 

Latin American debt crisis erupted in the early 1980s, but that regional integration took 

off only in the late 1980s at the earliest. Later on, he argues (1999, 81-82; emphasis ours) 

“that a sustained performance gap always eventually triggers demand for integration.” 

These accounts suggest a longer-term effect of economic crises, but this possibility 

remains underspecified.   

Along similar lines, Kraphol (2015), who looks only at financial crises, focuses 

on the role of regional hegemons rather than time. Striving to account for cross-regional 

variation, he argues that REOs will tackle financial crises only when it is in the 

hegemon’s self-interest. It seems that orchestrating a joint response to a crisis can take a 

number of years, in the cases of the EU and ASEAN, 5 for example, but this is not clearly 

articulated. Likewise, Henning (2011, 2013) identifies several background conditions that 

are conducive to regional institutional building, but overlooks the issue of timing.  

                                                           

5 The full name of all REOs referred to in this article are listed in the Appendix.    
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Mansfield and Milner (2018) underscore the role of political leaders as well, but 

develop a somewhat different argument. They contend that leaders will sign more free 

trade agreements (FTAs) during times of crises in order to reassure voters that they are 

concerned with the health of the broader economy, rather than with the interests of 

narrow sectors or industries. This study highlights regime type as an important condition 

for these expectations, but does not consider the theoretical role of time. Nevertheless, the 

focus on leaders’ electoral prospects points to short-term considerations. Indeed, in the 

empirical analysis, the authors calculate the business cycle, which serves as a proxy for 

economic hard times, only with a one-year lag.6 There is no attempt to test longer time 

lags.  

A handful of other studies switch the focus from political leaders to economic 

interest groups, and suggest that domestic industries or multinational corporations that 

suffer from the crisis may push governments in the region to promote regional 

cooperation (Fioramonti 2012; Henning 2011; MacIntyre, Pempel, and Ravenhill 2008). 

This logic appears to be most applicable to highly integrated regions, especially those that 

have cross-border production networks.7 These case-study accounts are silent about the 

time it takes for private economic actors to convince their governments to act and 

advance the institutionalization of their REOs.  

One notable exception to the literature thus far discussed is Jones et al. (2016), 

which makes a distinction between short and long-term effects of crises on regional 

                                                           
6 More specifically, they use the change in gross domestic product (GDP) from year t-2 to year t-1.    

7 On the restraining impact of such vertical specialization on protectionism, see Gawande Hoekman, and 

Cui (2014).    
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integration. It argues that the EU is repeatedly ‘failing forward.’ That is, minimalist 

agreements in the short-run set off a movement towards deeper integration in the long-

run. The authors explain this dynamic with a combination of intergovernmentalist and 

neofunctionalist approaches: European leaders are reluctant to advance publicly 

unpopular regional initiatives in the midst of a crisis, thereby agreeing to the lowest 

common denominator. Nevertheless, transnational interest groups and pro-integration EU 

bodies build on these agreements to move the institutionalization of the EU forward in 

subsequent years.  

Jones et al. (2016) has some parallels to our own argument, but also important 

differences. For one, it is not clear that the ‘failing forward’ process is necessarily driven 

by economic crises. While the authors’ empirical analysis zeros in on the Eurozone crisis 

of the late 2000s, they actually apply their theoretical framework on the entire process of 

European monetary integration.8 For another, the theoretical framework is deeply 

embedded in EU realities and scholarly debates. Given the EU’s dense institutional 

environment and its supranational nature, the long-term dynamics described by Jones et 

al. (2016) are unlikely to be at work elsewhere (Henning 2013, Schneider 2017).  

Moreover, whether this theoretical framework is appropriate and applicable beyond the 

EU remains unexplored. Our theoretical argument should be applicable to REOs more 

generally.      

                                                           
8 This is in line with previous neofunctionalist arguments, which view crises as inherent to the integration 

process rather than a result of an external shock (Schmitter 1970). The Eurozone may be unique in this 

respect, because the process of monetary integration exacerbated the externally-induced economic crisis 

and complicated member-states’ responses to it (Frieden and Walter 2018).   
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In summary, the body of research that conceives a positive link between 

economic hard times and regional institutional cooperation largely overlooks the potential 

role of temporal dynamics. A close look at this literature suggests that some studies imply 

that this positive impact should be rather immediate, but that others point to a lengthier 

process. Our theoretical framework comports with those who see a positive effect of 

economic crises on regional institutionalization, but only in the longer-term.  

Economic hard times decrease regional institutionalization 

One is hard-pressed to identify systematic research that develops a theoretical framework 

that explicitly link economic crises and lower levels of regional integration. Such 

relationships nevertheless resonate with well-established models of political economy. 

One such model pertains to the political consequences of the business cycle. It draws a 

straight line between hard economic times, domestic interest groups, and inward-looking 

economic policies. Thus, periods of poor economic performance tend to shift the political 

balance in favor of protectionist sectors, thereby insulating them from competition and 

ensuring their viability. Conversely, periods of economic expansion tend to strengthen 

export-oriented interest groups, who benefit from and favor liberal trade policies. One 

might expect, then, that economic actors affected by the business cycle will attempt to 

access the domestic decision-making processes, mobilize mass media, and lobby for their 

preferred policies (Bagwell and Staiger 2003; Henisz and Mansfield 2006). Policy-

makers who rely on the support of these economic groups will be affected by the 

changing balance of their political power and adopt corresponding policies (Davis and 

Pelc 2015).  
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Taking this argument at face value, it has at least two significant drawbacks 

from our perspective here. First, most research examines unilateral trade policies rather 

than regional cooperation more broadly. Considering that most REOs tackle several 

issue-areas beyond trade, the preferences and political power of economic interest groups 

are likely to be more varied, nuanced, and complex. Second, almost all studies in this 

vein overlook temporal dynamics. As mentioned previously, the literature that 

emphasizes interest groups’ pressure assumes that leaders succumb to their demands in 

order to stay in office. This logic implies a short-term effect of economic hard times, at 

least in democracies, but explicit theorization of this issue is scant. In one recent 

exception, Ballard-Rosa et al. (2018) argue and show that, indeed, protectionist pressure 

and influence tend to wane over time. We partly build on their argument and ponder its 

bearing on regional institutionalization.         

 A second body of work relies on public opinion rather than narrow interest 

groups. In contrast to studies ascribing to the mass-public favorable attitudes towards 

economic openness in times of crisis, this literature contends that voters are more likely 

to turn against regional institutions during hard economic times. In particular, to the 

extent that REOs are perceived as instruments designed to stimulate economic growth, 

poor economic performance is likely to erode their legitimacy in the eyes of the public. 

Studies on the EU and Latin America find, for example, that economic downturns tend to 

result in lower support for regional integration (Belot and Guinaudeau 2016; 

Deutschmann and Minkus 2018; Seligson 1999). Leaders concerned with their political 

survival are argued to be constrained by such negative attitudes and are therefore 

expected distance themselves from regional economic institutions (Jones et al. 2016).    
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An advantage of this literature is that it examines individual attitudes rather than 

assuming them. The effect of economic performance on public opinion is nevertheless 

contested, and some studies discount this factor.9 In addition, this research is based 

mostly on the politics of the EU, and Latin America to a much lesser extent, but public 

opinion on regional integration in the rest of the world is poorly understood. In a recent 

exception, Schlipphak (2015) finds no effect of a country’s economic condition on 

attitudes towards regional IOs in Sub-Saharan Africa.  

Even if we accept the purported negative effect of hard economic times on 

personal views with respect to regional integration, its impact on actual policies is not 

straightforward. This may depend, for example, on the political salience of this issue and 

the weight policy-makers attach to public opinion. The latter condition points to the 

potential relevance of regime type. Here, too, the impact of public opinion on regional 

institutionalization makes sense in the context of the EU, in which member-states are 

democratic and regional institutions have a noticeable effect on individuals’ daily lives, 

but are much less certain with respect to other REOs (Schneider 2017, 234-235). Even 

with respect to the EU, the consequences of public opinion for its institutionalization are 

poorly understood and the potential divergence between short and long-term effects 

received only scant attention.  

In sum, the body of work that perceives a negative impact of hard economic 

times on regional cooperation offers several causal paths that might account for these 

relationships. For the most part, however, propositions associated with this perspective 

                                                           
9 This body of research is voluminous. For an overview, see Belot and Guinaudeau (2016) and Schlipphak 

(2015).     
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are yet to be applied to institutional variation across REOs. Moreover, it, too, ignores the 

potential role of time. We argue below that the theoretical logic emphasized by this 

literature is most applicable in the short-run, but carries lesser weight in the longer-run.       

Theoretical Framework 

How can we reconcile the sensible but conflicting views outlined in the previous section? 

In this section, we argue that economic crises tend to weaken regional institutionalization 

in the short-term but strengthen it in the longer-term. We thereby depart from most of the 

extant literature, which largely overlooks the possible impact of time. We use the 

experience of three REOs from three distinct regions – ASEAN, EAEC, and Mercosur – 

to illustrate our argument. 

Economic hard times decrease regional institutionalization in the short-term 

Beginning with the short-term – which we conceive as the first couple of years that 

follow the initiation of a crisis – the causal mechanisms identified by those who expect a 

negative effect of hard economic times appear especially prescient. With respect to 

narrow interest groups, they are likely to be especially powerful in the immediate 

aftermath of the crisis, after which their influence is expected to gradually diminish 

(Ballard-Rosa et al. 2018). Moreover, their preference for inward-looking policies is 

likely to be the most intense at the bottom of the business cycle. It is therefore reasonable 

to expect them to lobby for unilateral policies, rather than for regional integration, and 

often to have their way. And, to the extent that they do, policy-makers are likely to adopt 

policies that undermine regional economic cooperation, in letter or in spirit, thereby 

weakening member-states’ commitment to their REO. Retaliation by other members may 
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result in ‘beggar-thy-neighbor’ tendencies, which will compound this negative effect 

(Bagwell and Staiger 2003; but see Davis and Pelc 2015).  

A couple of anecdotes illustrate these dynamics. Like many other developing 

countries, Brazil and Argentina, the two leading members of Mercosur, suffered from a 

severe economic crisis in the aftermath of the 1997 Asian financial crisis. This reality led 

domestic industries in both countries to lobby for protection that infringed on these 

members' economic liberalization commitments made in the context of Mercosur (Hirst 

2002). As Gómez-Mera (2009, 757) points out, “the most consequential unilateral 

measures taken by Argentina and Brazil were preceded by intense lobbying by those 

sectors that stood to benefit from the violations.” These two countries’ beggar-thy-

neighbor policies resulted in a serious crisis of Mercosur. Among other things, member-

states postponed ongoing regional projects, abandoned plans for further cooperation, and 

failed to agree on common policies vis-à-vis third parties (Hirst 2002; Doctor 2013, 528; 

Wajner and Labadie 2009). 

Researchers identified similar tendencies among the members of the EAEC in the 

midst of the same financial crisis. Vinokurov and Libman explain (2014, 350): “If we 

look at the actual integration measures implemented by Kazakhstan during the 1998–99 

crisis…we observe a clear example of beggar-thy-neighbor protectionism.” They further 

argue that “The post-Soviet countries all engaged therefore in competitive protectionist 

measures and currency devaluation, destroying the existing free trade regimes.” 

Protectionist sentiments have also intensified in ASEAN in the two years that followed 

the 1997 financial crisis, propelling member-states to scale back planned trade 

liberalization schemes (Nesadurai 2003). Notably, many of the member-states of both 
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EAEC and ASEAN are not fully democratic, suggesting that the political impact of 

economic interest groups is not circumscribed to Western democracies.   

Turning to public opinion, we have already pointed to evidence suggesting that it 

tends to turn against REOs when the economy preforms badly. Nevertheless, given that 

most of this evidence is based on EU research and that even there this link is contested, 

we treat this mechanism with caution. Moreover, the direct effect of public opinion on 

member-states’ regional policies seems plausible in the EU (Belot and Guinaudeau 2016; 

Jones et al. 2016; Parsons and Matthijs 2015), but less certain with respect to other REOs.  

It is possible, however, that public opinion exerts an indirect effect on regional 

institutionalization. Here, we build on the impact of public opinion on domestic politics. 

When economic times are hard, the public expects its government to take action in order 

to mitigate its repercussions and revive economic growth. At least since the 1970s, 

societies in many countries have developed ‘great expectations’ that “governments [will] 

provide protection from economic downturns and the especially sharp shocks associated 

with severe financial crises” (Chwieroth and Walter 2017, 1108). It seems plausible, then, 

that governments will turn most of their attention to the pressing challenges in the 

domestic arena and will devote their resources to ‘damage control.’ Chwieroth and 

Walter (2017), for example, report high demand for and supply of bailouts of financial 

institutions in response to banking crises.10 Increased economic uncertainty and political 

instability as well as dwindling financial resources are likely to amplify the lower 

prioritization of regional projects. Taken together, these propensities limit the policy 

                                                           
10 Their analysis is restricted to democratic countries. Whether it is applicable to other regime types is an 

intriguing question.      



14 
 

options available to governments. We surmise that during such testing times, member-

states will put regional economic cooperation onto the ‘back-burner.’ As a result, 

government officials’ decision-making process as well as policy implementation by 

bureaucrats with respect to regional institutions and policies will be slow and 

disorganized. We expect such sluggishness to bring regional institutionalization to a halt 

in the short-run.   

The domestic political ramifications of economic crises can be even more far-

reaching. To the extent that the public holds the government responsible for its 

misfortunes and views current economic policies as wrongheaded, it is likely to punish 

the leader in office and demand political change. Indeed, Chwieroth and Walter (2017) 

find that voters punish governments that preside over a banking crisis in the next 

elections. Insofar as an economic crisis sets off a political transition, political instability 

and uncertainty are likely to be especially acute. Under such circumstances, states will 

address urgent challenges and defer other issues for a later time. One can reasonably 

expect member-states to sideline or postpone regional initiatives that require coordination 

with other countries, preparation of international meetings, and travel. Webber’s (2001, 

350) compelling description of these dynamics in the case of ASEAN are worth quoting 

in full: “Protests provoked by the economic crisis swept away the Suharto regime in May 

1998 and heralded the arrival of a period of extreme political uncertainty and instability. 

This uncertainty and instability reduced the level of attention that the post-Suharto 

governments could give to regional affairs and thus undermined Indonesia’s capacity to 

fulfill its former leadership role in ASEAN, leaving the organization effectively 

leaderless.” 
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The negative impact of leadership turnover on regional institutionalization will be 

particularly strong if the incoming government envisions different and, potentially, 

competing economic policy prescriptions than the outgoing one. This is certainly 

conceivable if the public places the blame for the crisis on the incumbent government’s 

economic policies. To the extent that previous governments advanced economic 

cooperation through REOs, succeeding leaders may want to change, reverse, or at least 

take a pause and reevaluate, existing policies. Crisis-induced rise of nationalistic 

sentiments, perceptions that investment in REOs squanders scarce resources, or criticism 

of the REO’s poor performance, may compel policymakers to reduce their involvement 

in regional projects or encroach on existing commitments. Gray and Kucik (2017) show, 

for example, that leadership turnover, especially from right to left, is associated with 

rising trade barriers among parties to FTAs. More generally, converting changes in 

direction and orientation to decisions and policies requires time and efforts that slow 

regional cooperation down.      

Political developments in Mercosur in the early 2000s exemplify this logic. That 

most member-states experienced a political transition from right-wing to left-wing 

governments in the aftermath of the crisis was a significant obstacle to regional 

integration. Moreover, given that relevant policy-makers and bureaucrats were 

preoccupied with the mounting challenges at the national level, it became increasingly 

difficult to coordinate and implement regional policies (Gómez-Mera 2009; Gray and 

Kucik 2017). Argentina, for example, suffered from a deep institutional and political 

crisis from 2001 to 2003. As a result, actual regional cooperation (as opposed to rhetoric) 

suffered a serious blow during these years.     
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Taken together, we conjecture that the preferences and power of interest groups, 

public opinion attitudes with respect regional and national politics, and governments’ 

priorities and resources will hamper the institutionalization of REOs in the short-term.11 

Here, a distinction between a ‘weak’ and a ‘strong’ version of this conjecture is 

warranted. The former refers to a situation in which regional institutionalization remains 

stagnant, while the latter signifies its decline. Given that regional institutions (like other 

social institutions) tend to be ‘sticky,’ we find the ‘weak’ version more plausible. It is 

especially likely to the extent that the negative effect is driven by short-term resource 

constraints rather than changing preferences. Nevertheless, insofar as one takes member-

states’ adherence to REO economic policies into account, one might observe falling 

levels of implementation and compliance. The empirical analysis reported below begins 

to sort this matter out.   

Economic hard times increase regional institutionalization in the longer-term 

Turning to the longer-term, by which we mean about five years, our expectations are 

more compatible with those who promote the proposition that economic crises increase 

regional institutionalization. After the initial challenges caused by such crises were 

internalized or addressed and economic conditions gain a modicum of stability, the 

reasoning advanced by those who view a positive link between the two phenomena kicks 

in. As with the short-term, we consider the role of interest groups, public opinion, and, 

especially, member-states’ governments.  

                                                           
11 We do not claim that all these mechanisms are at work in every region and in every economic crisis. 

Rather, we suggest that the presence of even one or two of these mechanisms in most REOs will produce 

the hypothesized effect.   
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We intentionally leave out the neofunctionalist logic that emphasizes 

supranational institutions, proposed by Jones et al. (2016). Even though others also point 

to the importance of powerful secretariats in fostering regional cooperation during 

difficult times, they, too, heavily rely on the experience of the EU (Henning 2011, 2013; 

Saurugger and Terpan 2016). Given its uniquely supranational nature, we believe that 

applying this mechanism beyond the EU is somewhat tenuous. Instead, we ground our 

argument in the less theoretically demanding intergovernmentalist perspective.       

Starting with domestic interest groups and public opinion, they should be less 

resistant to regional cooperation as time lapses.  With respect to the former, we concur 

with Ballard-Rosa et al. (2018, 714) that “Protection initially increases when industries 

lobby heavily for assistance, but then decreases as industries run low on resources to 

expend on lobbying and as firms in other industries mobilize to counter-lobby and 

demand liberalization.” In the context of REOs, we expect those sectors that favor 

unilateral policies over regional ones to weaken, while those that benefit from regional 

integration to have greater political sway over time. Improved economic conditions in 

Mercosur member-states, for example, tilted the political balance in favor of those who 

supported regional cooperation, which in turn enabled the Mercosur ‘relaunch’ in 2003 

(Gómez-Mera 2009, 771-72). Public opinion, too, should be more favorable towards 

regional cooperation as economic conditions improve. This is especially likely to the 

extent that governments push REOs in a direction that enjoys greater popular legitimacy, 

as was indeed the case in Mercosur (Wajner and Roniger 2019).   

Turning to policy-makers, with less uncertainty and urgency, they can turn their 

attention to long-term goals. In this respect, they are more likely to consider the sources 
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of the crisis and, more importantly, to contemplate strategies that might prevent its 

reoccurrence. Here, it seems, they often conclude that regional cooperation can either 

fend off or at least cushion the negative impact of economic crises and insulate the region 

from adverse global shocks (Henning 2011, 27-8; Solís 2011). REO institutionalization is 

very useful in this respect, as it fosters economic growth, improves physical 

infrastructure, and enhances coordination among the REO’s members. One possible 

response is the creation or reinforcement of regional mechanisms that pool financial 

resources and make them available to member-states when crises hit. It is not surprising 

that REO members sometimes launch such initiatives in the wake of painful economic 

crises.  

One example of such a mechanism is the Chiang Mai Initiative (CMI) within the 

framework ASEAN.12 This currency swap arrangement was established in 2003 in 

response to the 1997 Asian financial crisis (Pempel 2008). Notably, this mechanism was 

further expended and strengthened in response to the 2008 crisis (and was renamed the 

Chiang Mai Initiative Multilateralization (Henning 2011, 22). A second example is the 

EAEC Anti-Crisis Fund, created in 2009 in response to the 2008 crisis. This was a 

harbinger for the negotiations of and an agreement on the highly institutionalized 

Eurasian Economic Commission (EEC) in 2012. Vinokurov and Libman (2014, 351-3) 

argue that in contrast to previous efforts, member-states implemented the economic 

agreements associated with the EEC.        

                                                           
12 It includes three crucial non-ASEAN countries as well, however: China, Japan, and South Korea (also 

known as the ASEAN Plus Three).  
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As already mentioned, the political dynamics associated with economic crises 

may result in leadership turnover. While the short-term effects of such turnover can 

damage regional institutionalization, the longer-term effects are likely to be more 

positive. Given a recent crisis, the new leadership’s main goal is to improve the economic 

situation in order to cement its political power. Regional institutionalization is a good 

way to do just that, especially if member-states view the particular model of regional 

cooperation eye-to-eye. Governments can reasonably claim that cooperation efforts 

reflect a responsible and growth-inducing approach. In particular, new governments can 

use greater regional institutionalization to signal to both domestic and international 

audiences that they are competent, trustworthy, and deserve their support (Haftel 2010; 

Mansfield and Milner 2018). Given the time it takes for governments to change and take 

control, it is sensible to see the effects of these dynamics only several years after the 

crisis erupted.  

Mercosur is, again, a good example of this logic. In 2002, as political conditions 

in Argentina and Brazil began to stabilize, its member-states signed the Olivos Protocol, 

which increased the legalization of its DSM. Their willingness to delegate greater 

authority to this REO emanated from their desire to signal economic stability and 

political certainty, especially vis-à-vis foreign investors, in the wake of the financial 

crisis. As Arnold and Rittberger (2013, 113) explain: “In light of the economic and 

financial crisis besetting the continent in the latter part of the 1990s, Mercosur’s 

governments supported institutional reforms towards a more legalized DSS [Dispute 

Settlement System] to signal their commitment to the regional integration project, aiming 

to secure a prosperous economic environment capable of attracting intraregional and, in 
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particular, extraregional investments.” Based on the so-called ‘Buenos Aires Consensus,’ 

signed by Brazil’s President, Lula da Silva, and President Kirchner in 2003, Mercosur 

experienced a flurry of new economic activities, meetings, and institutions (Caetano 

2009, 52). It was, of course, helpful that these two leaders shared a programmatic vision 

with respect to economic development and regional cooperation.   

Similarly, Doctor (2013, 532) argues that “After losing momentum in 2008–

2009” because of the global economic crisis, “In late 2011, Mercosur stepped up efforts 

to develop a joint strategy in response to the worsening global scenario.” Since then, 

among other things, it devised a program to enhance regional trade and an agreement to 

protect and attract foreign investment (Doctor 2013, 531). Notably, in both instances, 

agreements were reached about three years after financial crises first hit (with additional 

time needed for ratification and implementation).     

   In summary, we expect shifting preferences and political power of interest 

groups and the public at large to result in greater societal support for institutionalized 

cooperation in the longer-term. These tendencies diminish the protectionist and 

nationalist constraints on policy-makers and give them greater room for maneuver. For 

their part, governments can devote greater physical and human resources to regional 

initiatives and commonly view regional institutionalization as a useful instrument to 

advance their economic and political goals. For all these reasons, we conjecture that 

economic hard times will result in greater institutionalization of REOs in the longer term. 

Taken together, our two-part theoretical framework leads to the following hypothesis:     
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H1: Economic crises result in lower levels (or no change) of REO 

institutionalization in the short-term, but higher levels of REO 

institutionalization in the medium-term  

Before turning to an empirical assessment of this hypothesis, we should caution 

that one should not necessarily equate regional institutionalization with greater economic 

liberalization. As we explain in the next section, the former refers to cooperation on a 

variety of economic issue-areas as well as to institutional structure. In some instances, 

regional institutionalization and economic liberalization go hand in hand. In others, 

greater institutionalization is accompanied by different orientations, such as those that 

emphasize economic development and regional self-reliance. In fact, it is not uncommon 

for governments to adjust their model of regional cooperation in the aftermath of 

economic crises (presumably concluding that the previous approach was wrongheaded). 

As we have noted with respect to Mercosur, for example, the incoming left-wing 

governments of its members were disillusioned by neoliberal policies and advanced a 

more inward-looking, state-led, alternative.  They nevertheless perceived Mercosur as a 

useful instrument to tackle some of the difficulties created by the crisis and to advance 

regional cooperation. With this in mind, we proceed to the empirical analysis.    

Research Design 

We use the regional level of analysis, defined by organizational membership, to test the 

hypothesized effect of economic crises on REO institutionalization. The data set utilized 

for this analysis includes thirty REOs from around the world, listed in the Appendix, 
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coded on the relevant variables in five-year intervals from 1982 to 2017.13 Given that the 

dependent variables (discussed next) are continuous, we employ an ordinary least squares 

(OLS) regression technique to estimate the various models. To minimize the risk of 

endogeneity and omitted variables bias, unless noted otherwise, all models include cross-

sectional fixed-effects and five-year dummies.14  

Dependent Variables 

Data for the dependent variables are based on Haftel (2012, 2013). The rationale for and 

construction of these variables as well as of the data are described, discussed, and 

justified in length therein. Rather than rehashing this information, we briefly summarize 

the main features of these variables. That being said, the abovementioned data set was 

stretched only until 2007. We have extended it up to 2017. This is a significant 

improvement, not least because it allows us to examine the repercussions of the 2008 

global economic crisis for institutionalized regional cooperation. Given this original data 

collection, we devote some space to describe recent trends and developments.  

Regional institutionalization is composed of twenty-nine indicators that capture 

the economic activities and institutional features of each REO.15 The first twenty-four 

indicators assess the economic scope of the organization. They take into account 

traditional integration schemes; that is free trade area, customs union, common market, 

                                                           
13 One might argue that the nature of regionalism has changed after the end of the Cold War, and that one 

should distinguish between the ‘old’ regionalism of the Cold War era and the ‘new’ regionalism, which 

emerged in the 1990s. To account for this possibility, we present results that exclude observations from the 

1980s.   

14 We also report results with a random-effects specification. The main results remain intact. Replacing the 

five-year dummies with a time counter (i.e. 0 for 1982, 5 for 1987, etc.) or the duration of the REO (starting 

with 0 for the year of formation) does not change the results (on file with Authors).   

15 A complete list of these indicators is available in Haftel (2013, 395).  
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and economic union. They also include other important areas of economic cooperation: 

foreign investment, development, industrial cooperation, and joint bargaining with 

external actors. These indicators are measured on two dimensions: institutional design 

and implementation. The former refers to approved agreements that specify the scope of 

the organization. Each indicator on this dimension can obtain a value of 1, if present, or 0 

if absent.  

The second dimension is implementation, which refers to the actual steps that 

member-states have taken to fulfill the agreements they have reached. This aspect is 

especially relevant for our analysis because, as mentioned in the theoretical section, 

regional institutionalization is most likely to decline through the violation of formal 

commitments to common policies. As a first cut into this institutional dimension, an 

ordinal scale is employed: zero for low implementation levels, one-half for partial 

implementation, and one for high implementation levels. The multiplication of designed 

scope with the implementation value produces the variable Implemented Scope, which 

can range from zero to twenty-four.  

The other five indicators account for the presence and depth of three institutional 

features: decision-making body, regional bureaucracy, and a DSM. These bodies and 

mechanisms enhance the functionality of the REO and provide it with crucial elements of 

independence and authority (Haftel and Thompson 2006; Hooghe, Lenz, and Marks 

2019). The combination of economic scope and these indicators produces the main 

dependent variable, labeled Implemented Institutionalization, which takes into account 

the actual functioning of the organization. This variable ranges from zero to twenty-nine.  
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Figure 1 presents the average level of Implemented Institutionalization for the 

nineteen REOs for which observations are available for the entire time-period. Not 

surprisingly, perhaps, it indicates that most REOs tend to expand their economic scope 

and increase their authority over time. It is nevertheless noteworthy that average 

institutionalization has increased some five years after many regions were hit by global 

financial crises, that is from 1997 to 2002 and from 2007 to 2012. This observation 

provides an indication, however preliminary, that economic crises do not necessarily 

inhibit regional institutionalization in the medium-term. Interestingly, though, this 

general trend upwards appears to have significantly slowed down after 2012, perhaps as a 

reflection of a broader backlash against globalization. Whether this is a temporary hiatus 

or a more permanent trend remains to be seen.    

Figure 2 reports the intuitional change from 2007 to 2017 for all thirty REOs 

included in the sample. It begins with the absolute level of regional institutionalization in 

2007, and then shows the increase or decrease from 2007 to 2012 and from 2012 to 2017. 

It appears that most REOs have witnessed an incremental change, if at all. As a result, the 

relative levels of institutionalization remained largely intact. Nevertheless, the EAEC and 

EAC benefited from a marked increase in their institutionalization, especially between 

2007 and 2012. With respect to the EAEC, mentioned earlier, this leap forward can be 

attributed to economic crises, at least in part. One can also observe a more modest 

increase of institutionalization in ASEAN and Mercosur, the two other cases referred to 

in the theoretical section. Finally, it is noteworthy that two REOs, SADC and GCC, 

actually lost institutional ground from 2012 to 2017. Regarding the latter, it was mostly a 

result of a political (rather than an economic) crisis. Be that as it may, Figure 2 
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demonstrates that regional institutionalization varies a great deal across REOs and over 

time.       

 

 

 

Figure 1: Average Level of Regional Institutionalization for Nineteen REOs, 1982-2017  
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Figure 2: Change in Implemented Institutionalization from 2007 to 2017 for Thirty REOs 
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Independent Variables 

We construct the explanatory variables in a manner that corresponds to the dependent 

variables’ five-year set up (Haftel 2012, 2013). Unless stated otherwise, we take the mean 

value of the five years prior to the year in which the dependent variable is measured. 

Explanatory variables that correspond to the level of Implemented Institutionalization 

in 1997, for example, reflect the average annual values of the years 1992-1996.  This 

five-year set up reduces potential short-term volatility in the data. The time-lag helps 

mitigating the risk of reversed causality.  

The primary independent variables capture the severity of economic difficulties in 

the REO’s members. We construct them in three steps: first, we code whether an 

individual member of the organization was in a banking, currency or sovereign debt crisis 

in a given year, based on data from Laeven and Valencia (2018). Our approach is similar 

to Davis and Pelc’s (2015, 412), who explain that it “allows for a broad definition of 

crisis that captures many sources of economic problems. It also incorporates variation in 

the severity and breadth of the economic crisis more than would be true of a separate 

measure such as single dimension of crisis or a dichotomous recession variable.” Next, 

given that the impact of economic hard times on regional cooperation is likely to increase 

with the economic size of the member hit by the crisis, we weight the crisis indicator by 

the member’s GDP (constant 2010 US$ form the World Bank’s World Development 

Indicators). On this, too, we follow Davis and Pelc (2015).  

Third, we sum the values for the entire membership for a given five-year period as 

well as for parts of this time-period. Specifically, we produced three different variables: 

Economic Crisest-1 – t-5, Economic Crisest-1 – t-2, and Economic Crisest-4 – t-5. Thus, for 
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regional institutionalization in 1997, Economic Crisest-1 – t-2 is the count of economic 

crises in 1995 and 1996 and Economic Crisest-4 – t-5 is the count of economic crises in 

1992 and 1993. We use the former to test the contrasting expectations emanating from 

the extant literature and the latter two to test the hypothesis based on our own theoretical 

framework. That is, breaking the five-year period into the two years immediately 

preceding the year in which we measure the level of institutionalization and the two most 

distant years in this period allows us to make a distinction between short and medium-

term effects of economic crises.16        

A look at values on these variables suggests that they vary quite a bit. With 

respect to Economic Crisest-1 – t-5, for example, about two-thirds of the observations score 

a value greater than zero, indicating that at least one member of the REO have suffered 

an economic crisis during the given five-year period. There are, of course, sizable 

differences across those REOs, which depend on the number of countries that suffered 

from economic crises as well as their size. SACU in 2017 explifies a high score on 

Economic Crisest-1 – t-5, about 0.84. Indeed, four out of its five members, including South 

Africa, the regional hegemon, suffered from economic crises during the 2012-2016 time-

period.  LAIA in 2012 offers a contrasting example. Only two out of twelve members, 

Ecuador and Venezuela, experienced economic crises during the 2007-2011 time period. 

Given their relatively modest economic size (compared to other members, such as Brazil 

and Mexico), the value on Economic Crisest-1 – t-5 is only about 0.006.  

                                                           

16 The middle year (t-3) is excluded so the distinction between the two time-periods is clearer. Adding it to 

either of the two variables does not alter our results in a noticeable manner. We also examined additional 

specifications of the temporal lags, going beyond the five-year time frame. For example, we measured the 

longer-term effect with the sum of economic crises in years t-4 to t-6 and the sum of years t-6 and t-7. The 

results, reported in the Online Appendix, do not affect our main conclusions.  
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To ensure that our results are robust to the inclusion of confounding factors, we 

take into account several economic and political variables in the statistical models. 

Beginning with economic factors, conventional liberal approaches expect economic 

interdependence to increase demand for regional institutions, such that the cross-border 

flow of goods, capital, and labor is regulated (Mattli 1999; Haftel 2013). We 

operationalize this variable with Trade Share, measured with intra-regional trade as a 

percentage of the total regional trade. Data for this variable are taken from the United 

Nations Conference on Trade and Development’s (UNCTAD), UNCTADStat.17   

Like international commerce, economic development is argued to foster regional 

cooperation through institutions. Presumably, more advanced and affluent countries can 

derive greater gains from economic integration (Mattli 1999). Moreover, wealthier 

countries have the required resources and capacity to negotiate and especially, implement 

regional economic institutions (Gray 2014; Vinokurov and Libman 2014). We control for 

this factor with Development, measured with the mean GDP per capita (logged). In 

contrast, unequal levels of intra-regional development may impede regional 

institutionalization, especially if the latter worsens existing income disparities (Nye 1971, 

83-4). We use the logged standard deviation on the mean level of development, labeled 

Development Diversity, to account for this potential confounder. The two development-

related variables are calculated with data from the Penn World Tables (PWT) (Heston, 

Summers, and Aten 2009).  

                                                           
17 https://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_ChosenLang=en. Accessed 

February 2nd, 2018.  

https://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_ChosenLang=en
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Turning to political factors, the regional distribution of power, and the presence of 

a regional hegemon in particular, is frequently mentioned as a condition for successful 

regional cooperation (Mattli 1999). We account for the existence of a regional hegemon 

with a measure of power asymmetry within the organization. This variable, labeled 

Concentration, is bounded between zero and one and decreases as symmetry increases 

(Mansfield and Pevehouse 2000). We employ GDP data from PWT to calculate this 

variable (Heston et al. 2009). Enthusiasm for regional institutions may also depend on 

shared political interests. To the extent that the geopolitical perspectives of states 

coincide, they may be more comfortable with institutionalized cooperation, compared to 

states that do not see international politics eye-to-eye (Hooghe et al. 2019). We take this 

factor into account with Ideal Point Diversity, which is the standard deviation of the 

members’ ideal point distance, based on United Nations General Assembly (UNGA) 

voting patterns (Bailey, Strezhnev, and Voeten 2017; Haftel and Hofmann 2019). 

A third set of confounding factors pertains to domestic politics. Foremost among 

them is regime type. Specifically, democratic countries are known to delegate greater 

political power to international institutions and to establish and use DSMs more often 

than other types of political regimes (Pevehouse and Russett 2006). We control for this 

possibility with Democracy Dummy – a binary variable that takes the value of one if the 

mean level of regional democracy is six or higher, and zero otherwise. The calculations 

are based on data from the Polity IV project (Marshall and Jaggers 2009).18  

                                                           
18 We used Cheibub, Gandhi, and Vreeland (2010) as an alternative measure of democracy. To further 

probe the potential role of domestic political factors, we measured the ideological convergence of the 

members’ executives. Both variables are statistically insignificant and do not change the effect of economic 

crises on regional institutionalization. We report these models in the Online Appendix.     
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A second potentially important political factor is domestic violence. Allegedly, 

states that suffer from civil wars and other forms of domestic unrest have to turn their 

attention and scarce resources to these problems rather than invest in long-term goals, 

such as REOs (Nye 1971, 82). We measure this variable, labeled Civil War, with the 

number of internal armed conflicts erupted in any of the REO’s member, based on the 

Uppsala Conflict Data Program’s (UCDP) Armed Conflict Dataset (Gleditsch et al. 

2002). Specifically, we sum up the number of conflicts over a five-year period and then 

divide it by the number of member-states. Finally, there may be a tradeoff between the 

number of members and the depth of cooperation (cf. Slapin and Gray 2014). We control 

for this possibility with Members, which is a five-year mean count of an REO’s 

member-states.  

Results 

Tables 1-3 present the results of the empirical analysis. Table 1 reports three models that 

examine the determinants of Implemented Institutionalization. They include Economic 

Crisest-1 – t-5, Economic Crisest-1 – t-2, and Economic Crisest-4 – t-5, as the main 

independent variables, respectively, as well as several basic controls. Table 2 repeats 

these three model specifications for the dependent variable Implemented Scope. Table 3 

zeros in on the effect of Economic Crisest-4 – t-5, and provides four robustness checks. 

Model 7 substitutes the fixed-effects with the random-effects specification, Model 8 

excludes observations from the 1980s, Model 9 substitutes Development Diversity with 

Ideal Point Diversity, and Model 10 includes Members as an additional control.   



32 

 

The results offer only weak support for the notion that economic hard times are 

conducive to regional institutionalization, and, by extension, no support for the 

counterargument that economic crises lead to lower institutionalization. As Models 1 and 

4 show, Economic Crisest-1 – t-5 is positive but weakly statistically significant with 

respect to Implemented Institutionalization and statistically insignificant with respect 

to Implemented Scope. Hence, taking into account the number and severity of economic 

crises in the five years prior to the one in which REO institutionalization is measured, we 

cannot say with confidence that the former affects the latter. Our theoretical discussion 

suggests that such a result may emanate from lumping together divergent short and 

longer-term effects of economic crises.  

Indeed, in line with our theoretical expectations, the results offer strong empirical 

support for H1. Models 2 and 5 show that the effect of Economic Crisest-1 – t-2 is negative 

but statistically insignificant. That is, REO institutionalization tends not to increase in the 

immediate aftermath of economic crises suffered by the organization’s members. While 

the negative sign points to institutional retreat, the statistical insignificance of the 

estimates suggests that level of institutionalization remains largely unchanged. This 

makes sense given the “stickiness” of international institutions and the power of inertia. 

Thus, the empirical analysis lends greater support for the ‘weak’ version of the short-term 

effect.   

Most strikingly, Economic Crisest-4 – t-5 is positive and statistically significant 

with respect to both dependent variables and across various model specifications. This is 

apparent in models 3, 6, and all models in Table 3 (and additional models in the Online 

Appendix). The substantive effect of this variable is meaningful as well. Based on Model 
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3 in Table 1, an increase from the minimum value of zero to the maximum value (about 

0.815) on Economic Crisest-4 – t-5 increases Implemented Institutionalization by about 

one-and-a-half points. This is an increase of about five percent on a twenty-nine points 

scale.19 Thus, once we exclude the years associated with short-term effects, the medium-

term positive effect of hard economic times on regional institutionalization becomes 

apparent. This result suggests that after an initial shock from such crises, member-states 

revive efforts to advance economic cooperation through regional institutions, possibly in 

response to these crises and as a way to prevent their occurrence or to mitigate their 

potential negative impact.   

  

                                                           
19 Reassuringly, excluding the EU, an exceptional organization in various respects, from the analysis does 

not change these results (on file with Authors).  
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Table 1: Estimates of Implemented Institutionalization, OLS with REO Fixed Effects, 

1982-2017 

 

 (1) (2) (3) 

Economic Crisest-1– t-5 1.038~   

 (1.42)   

    

Economic Crisest-1 – t-2  -0.288  

  (-0.36)  

    

Economic Crises t-4 – t-5   1.841** 

   (2.54) 

    

Trade Share -0.0572 -0.0437 -0.0497 

 (-0.52) (-0.39) (-0.47) 

    

Concentration -7.015 -6.766 -7.040 

 (-1.26) (-1.20) (-1.26) 

    

Democracy  1.401~ 1.353~ 1.435~ 

Dummy (1.49) (1.43) (1.53) 

    

Civil War -0.368** -0.364** -0.376** 

 (-2.12) (-2.08) (-2.23) 

    

Development 0.954 0.957 0.994 

 (0.66) (0.67) (0.68) 

    

Development  0.410 0.414 0.353 

Diversity (0.98) (0.99) (0.88) 

    

Constant -1.667 -1.852 -1.568 

 (-0.16) (-0.18) (-0.16) 

N 210 210 210 

R2 0.551 0.546 0.554 
t statistics in parentheses. All models include time dummies.  
~ p < 0.1 (one-sided), * p < 0.1, ** p < 0.05, *** p < 0.01 (two-sided) 
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Table 2: Estimates of Implemented Economic Scope, OLS with REO Fixed Effects, 

1982-2017 

 

 (4) (5) (6) 

Economic Crisest-1– t-5 0.642   

 (1.09)   

    

Economic Crisest-1 – t-2  -0.364  

  (-0.55)  

    

Economic Crises t-4 – t-5   1.239* 

   (1.74) 

    

Trade Share -0.00220 0.00720 0.00224 

 (-0.02) (0.07) (0.02) 

    

Concentration -6.360 -6.194 -6.390 

 (-1.27) (-1.23) (-1.27) 

    

Democracy  0.814 0.778 0.839 

Dummy (1.07) (1.02) (1.10) 

    

Civil War -0.184 -0.183 -0.190 

 (-1.20) (-1.18) (-1.26) 

    

Development 1.109 1.108 1.136 

 (0.93) (0.93) (0.94) 

    

Development  0.208 0.211 0.169 

Diversity (0.55) (0.56) (0.46) 

    

Constant -4.337 -4.435 -4.260 

 (-0.50) (-0.50) (-0.49) 

N 210 210 210 

R2 0.523 0.520 0.525 
t statistics in parentheses. All models include time dummies.  
~ p < 0.1 (one-sided), * p < 0.1, ** p < 0.05, *** p < 0.01 (two-sided) 
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Table 3: Additional Estimates of Implemented Institutionalization 

 

 (7) (8) (9) (10) 

 Random 

Effects 

1980s 

Excluded 

Ideal Point 

Diversity 

Included 

Members 

Included 

Economic  1.728** 1.091** 1.807** 1.788** 

Crises t-4 – t-5 (2.34) (2.07) (2.56) (2.56) 

     

Trade Share 0.0525 -0.0515 -0.0502 -0.0641 

 (0.59) (-0.60) (-0.49) (-0.58) 

     

Concentration -6.837* 2.812 -7.490~ -7.130 

 (-1.67) (0.59) (-1.38) (-1.30) 

     

Democracy  1.225~ 1.866** 1.255~ 1.490~ 

Dummy (1.44) (2.54) (1.36) (1.56) 

     

Civil War -0.416*** 0.249~ -0.380** -0.354** 

 (-2.72) (1.64) (-2.09) (-2.13) 

     

Development 1.179~ -0.643 1.511 1.199 

 (1.33) (-0.49) (1.11) (0.81) 

     

Development  0.0263 0.276  0.232 

Diversity (0.07) (0.57)  (0.63) 

     

Ideal Point    -2.973~  

Diversity   (-1.33)  

     

Members    0.0749 

    (0.53) 

     

Constant -1.707 12.51~ -1.682 -2.619 

 (-0.29) (1.39) (-0.17) (-0.26) 

N 210 172 210 210 

R2 0.544 0.522 0.563 0.556 
t statistics in parentheses. All models include time dummies.  
~ p < 0.1 (one-sided), * p < 0.1, ** p < 0.05, *** p < 0.01 (two-sided) 
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Interestingly, the longer-term effect of economic crises on Implemented Scope is 

somewhat weaker than the one on the overall measure. This suggests that when policy-

makers advance regional cooperation in the wake of a crisis, they prefer or find it easier 

to invest in the institutional structure of the REO, rather than in specific economic 

policies. For example, one Brazilian official explains the decision to increase the 

legalization of Mercosur’s DSS in the early 2000s as follows: “It was difficult to talk 

about economic issues themselves due to protectionist reflexes from the authorities. […] 

It was easier to advance on the institutional side than on the economic one due to the 

crises” (quoted in Arnold and Rittberger 2013, 114). Further examination of this issue is a 

promising avenue of future research.   

Taken as a whole, our findings help reconcile the divergent expectations with 

respect to the relationships between economic hard times and regional cooperation. They 

indicate that the opposing perspectives in this debate get parts of the story right, but 

overlook others. Specifically, it seems that those who emphasize the detrimental effects 

of economic crises look at their short-term effects, while those who underscore the 

positive impact capture longer-term dynamics. It seems, then, that economic hard times 

provide governments with greater room to maneuver, which in turn allows them to 

embark on ambitious regional projects.  

They also create greater demand for regional cooperation, perhaps as a way to 

renew economic growth and employment in the post-crisis period (Henning 2011; Mattli 

1999).  From the leaders’ perspective, moreover, such institutionalization can serve as a 

reassuring signal to the public that they take proactive measures to improve the economic 

situation (Arnold and Rittberger 2013; Haftel 2010; Mansfield and Milner 2018). At the 
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same time, governments are able to design and implement such initiatives only after they 

pull themselves out of the crisis and the economic situation begins to improve.  

Turning to the control variables, surprisingly perhaps, the three economic 

variables – intra-regional trade, development, and development diversity – are not 

statistically significant in most models and flip signs across them. These results appear to 

be driven, at least in part, by the fixed-effects specification, which does away with cross-

regional variation. In other words, these economic factors are better at accounting for 

variation across REOs with different levels of trade and development, but are less 

relevant to changing levels of institutionalization over time. Indeed, switching from a 

fixed-effects to a random-effects specification, Trade Share and Development have a 

positive sign, as expected, and the latter approaches statistical significance. In addition, it 

seems that the positive relationships between development and institutionalization were 

strong in previous decades, but have weakened more recently. Development turns 

positive and statistically significant if one excludes the 2010s, for example.20 In short, it 

seems that economic factors are rather sensitive to different model specifications.  

The results regarding political variables are mixed. The estimates of regional 

concentration of power are negative in most models and weakly statistically significant in 

two of them. They suggest that regional hegemony is not conducive to the 

institutionalization of REOs. Regime type appears to be a more important driver of 

economic cooperation through REOs, especially with respect to institutionalization as a 

whole (rather than economic scope) and in the post-Cold War period. Democracy 

Dummy is always positive, approaches statistical significance in models pertaining to 

                                                           
20 Both in a fixed-effects and a random-effects specification. Results are on file with Authors.  
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Implemented Institutionalization, and statistically significant at a ninety-five percent 

level of confidence in the model that excludes the 1980s (Model 8 in Table 3). It seems, 

then, that regions inhabiting democratic countries are more inclined to institutionalize 

their REOs, compared to regions with more autocratic countries. The effect of member-

states’ political alignment is also positive but falls short of conventional levels of 

statistical significance.  

As expected, Civil War has a negative sign and is statistically significant in most 

models pertaining to Implemented Institutionalization, suggesting that domestic 

violence is detrimental to regional cooperation. More surprising, perhaps, this result is 

not statistically significant with respect to implemented economic scope. Even more so, it 

turns positive and statistically significant in the model that excludes the 1980s. Possibly, 

the nature of these relationships have changed in recent decades and requires further 

investigation. Consistent with recent research, the sheer number of members in an REO 

does not affect the depth of regional cooperation (Slapin and Gray 2014). Finally, the 

time dummies (not reported in the tables) are mostly positive and statistically significant, 

indicating that REOs have become more institutionalized over the last four decades.  

Most importantly from this study’s perspective, the effect of Economic Crisest-4 – 

t-5 remains statistically significant after taking into account various confounding factors 

and temporal dynamics. In short, the association between economic hard times and 

greater institutionalization in the medium-term is statistically robust and offers ample 

support for our theoretical framework. 
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Conclusion 

The implications of changing economic conditions for institutionalized regional 

cooperation have received little systematic scrutiny thus far. This is surprising given the 

prominence of these relationships in historical and journalistic accounts of regional 

integration. It is doubly puzzling considering the diametrically opposed expectations of 

scholars studying specific regions or the broad phenomenon of regionalism. While some 

of them argue that economic hard times strengthen regional institutions, others maintain 

that they are detrimental to them.  

This study begins to fill this gap. Theoretically, it identifies an important 

condition under which the contending perspectives are at work. Building on recent 

advances in research on the political economy of regional cooperation as well as 

historical accounts of several REOs, we posit that economic crises undermine regional 

institutionalization in the short-run, but encourage it in the medium-term. We test these 

expectations with a recently updated data set that includes numerous REOs from around 

the world and measures of their level of institutionalization over four decades.  

The empirical analysis offers ample support for the notion that the effect of hard 

economic times is contingent on the passage of time. They are consistent with the view 

that the immediate effect of an economic crisis is to increase economic volatility and 

political uncertainty, thereby forcing governments to shift their attention to the domestic 

arena. In addition, political instability and leadership turnover, which occasionally 

accompany economic crises, are likely to slow collective decision-making and 

implementation of regional policies. In the longer-run, in contrast, our empirical results 

indicate that member-states resume regional institutional building in order to boost 
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sustainable economic growth and to improve their position vis-à-vis other regions and 

powers around the world.  

These findings suggest broader lessons for the politics of REOs as well as 

cooperation through international institutions in the current globalized world. First, they 

underscore the reality that international cooperation through institutions is a dynamic 

process that has tides and turns rather than a linear one. The theorization of this process, 

then, would benefit from greater attention to time and timing. This is doubly important 

given the stickiness of international institutions, because the visibility of their response to 

the push and pull of economic and political developments may be delayed. Here, this 

article joins a handful of recent studies that advance this research agenda (Ballard-Rosa et 

al. 2018; Jones et al. 2016). 

Second, from a more practical perspective, our results should be encouraging for 

those who view regional cooperation as a vehicle of economic prosperity and political 

stability. They show that economic hard times are unlikely to lead to a complete 

breakdown of REOs, only to temporarily halt or slow regional institutionalization down. 

In the long-run, such crises tend to cement regional cooperation. Brexit is an interesting 

case in point. Even if Britain’s decision to leave the EU was motivated, at least in part, by 

economic hard times (Fetzer, 2019), it is not at all clear that it weakened the 

institutionalization of this REO. In fact, it appears that the remaining members are 

determined to further strengthen the EU. Given that many countries around the world, 

especially developing ones, experience economic crises rather frequently, this conclusion 

can have considerable implications. For example, they suggest that REOs may be 
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conducive for economic growth in the wake of such global shocks as the COVID-19 

pandemic, at least in the longer-term.    

 This study points to promising avenues of future research. One issue that 

warrants greater scrutiny is the changing nature of regional cooperation. As we noted 

above, we examine the level of REO institutionalization rather than its commitment to 

economic liberalization. As REOs such as ASEAN and Mercosur illustrate, economic 

crises can potentially affect the preferred model of cooperation. In the case of Mercosur, 

for example, the pendulum has swung from neoliberalism to neo-developmentalism (and 

back to neoliberalism in the mid-2010s) in response to economic hard times. Whether this 

phenomenon is more widespread is not sufficiently clear and calls for further 

investigation of the relationships between institutionalization and political-economic 

orientation. It also points to the potential significance of ideological convergence (or lack 

thereof) among the governments of the REO’s members, a factor we were able to treat 

only cursorily in this study.      

Second, and possibly related, the role of leadership turnover requires further 

attention. While it appears that such turnover operates as an intervening variable between 

economic crises and regional institutionalization in some instances, we lack systemic 

evidence on these relationships. Additional analyses of the effect of crises on the type of 

government change and the effect of the latter on regional institutional cooperation will 

shed additional light on this issue. Such inquiry is especially timely given the rise of 

populist governments around the world. Third, a more nuanced treatment of different 

types of economic crises might facilitate a better understanding of the specific 
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implications of banking, debt, and currency crises. Given data limitations, qualitative 

analysis may be more appropriate in this respect.    

Finally, exploring the applicability of the theoretical framework to a broader set of 

international institutions may prove fruitful. One possibility would be to apply it to FTAs 

and other economic agreements that are not subsumed by formal IOs. Considering that 

such agreements lack a formal institutional framework, scholars might explore outcomes 

that go beyond signature (Mansfield and Milner 2018) and include agreement ratification, 

renegotiation, and termination (Thompson, Broude, and Haftel 2019). Another direction 

would be to consider the implications of economic crises for the entire set of IOs. This 

would require a compelling measure of institutionalization across different types of IOs, 

which is currently not available. In the meantime, it is worthwhile to examine the 

relationships between economic hard times and the withdrawal from or termination of 

IOs, outcomes that attract a growing scholarly interest (Bearce and Jolliff-Scott 2019; 

Eilstrup-Sangiovanni 2020; Gray 2018; von Borzyskowski and Vabulas 2019).  
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Appendix 

1. List of Thirty REOs 

Arab Maghreb Union (AMU), Community of Andean Nations (CAN), Association of Southeast 

Asian Nations (ASEAN), Asia-Pacific Trade Agreement (APTA), Central American Common 

Market (CACM), Caribbean Community (CARICOM), Monetary and Economic Community of 

Central Africa (CEMAC), Economic Community of the Countries of the Great Lakes (CEPGL), 

Central European Free Trade Agreement (CEFTA), Common Market for Eastern and Southern 

Africa (COMESA), East African Community (EAC), Eurasian Economic Community (EAEC), 

Economic Community of Central African States (ECCAS), Economic Cooperation Organization 

(ECO), Economic Community of West African States (ECOWAS), European Free Trade 

Association (EFTA), European Union (EU), Gulf Cooperation Council (GCC), 

Intergovernmental Authority on Development (IGAD), Indian Ocean Commission (IOC), Latin 

American Integration Association (LAIA), Mercado Comun del Sur (MERCOSUR), Mano River 

Union (MRU), North American Free Trade Agreement (NAFTA), Organization of Eastern 

Caribbean States (OECS), Pacific Island Forum (PIF), South Asian Association for Regional 

Cooperation (SAARC), South African Customs Union (SACU), Southern African Development 

Community (SADC), and West African Economic and Monetary Union (WAEMU). 
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Online Appendix – Robustness Checks  

 This Online Appendix includes several robustness checks, most of which are 

referred to in the article. We first discuss the aims of the models and their 

implications for the analysis. We then present the statistical results in two tables, 

OA1 and OA2.  

 In Model 1 in Table OA1, we substitute the mean GDP per capita with the median 

value. This variable is positive, but statistically insignificant. The results on other 

independent variables remain intact.  

 In Model 2 in Table OA1, we replace the Polity data with Cheibub et al.’s measure of 

democracy, taking the proportion of democracies for a given REO/5 years (note that 

data from Cheibub et al. are available only up to 2008, which results in a reduced 

sample). This variable is negative, but statistically insignificant. The results on other 

independent variables remain intact.  

 Possibly, civil war in one member might be enough to undermine regional 

institutionalization. We therefore converted this continuous variable to a binary one, 

see Model 3 in Table OA1. The binary variable is still negative but loses statistical 

significance and does not change the results on other independent variables. We think 

this makes sense - the number of states experiencing domestic violence does matter.  

 One might think that ideological convergence among the members of an REO and its 

interaction with economic crisis might have implications for institutionalization. To 

begin exploring this conjecture, we created a measure of ideological divergence of the 

REO’s member-states. Specifically, we coded each member on the ideology of the 

Executive, based on a variable taken from the Dataset of Political Institutions. We 

then calculated the standard deviation for the entire REO. A model with this variable 

and an interaction term with economic crisis is reported in models 4 and 5 in Table 

OA1. It appears that greater divergence is associated with higher regional 

institutionalization, but this variable falls short of statistical significance. The 
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interaction term is also statistically insignificant. Admittedly, this is a rather 

preliminary and somewhat crude treatment of this issue.  

 One might think that the baseline level of institutionalization matters. We address this 

issue by logging the dependent variable, which helps to reduce its dispersion. As 

Model 6 in Table OA2 shows, this does not affect the results.      

 It may be the case that financial crises affect mostly institutional features that touch 

on financial crises most directly (a common currency, macroeconomic coordination, a 

development bank, and a compensation mechanism). This is examined in Model 7 in 

Table OA2. As one can see, (longer-term) economic crises remain positive, but 

becomes statistically insignificant. Given that different REOs institutionalize in 

different ways, this should not be entirely surprising.      

 Table OA2 presents three models that examine whether the results are robust to 

alternative specifications of lagged economic crises. With respect to the short-term 

effect, Model 8 reports a one-year (rather than a two-year) lag. The estimate remains 

statistically insignificant. With respect to the long-term effect, Models 9 and 10 report 

the sums of the previous fourth, fifth, and sixth years (t-4 to t-6) and the previous 

sixth and seventh years (t-6 & t-7), respectively. These specifications thus go beyond 

the five-year period and account for longer-term effects. In line with our theoretical 

expectations, the estimates of economic crises remain positive and statistically 

significant. That said, the estimate on the latter variable (t-6 & t-7) is only weakly so, 

suggesting that the positive effect of economic crises peaks around the fifth year and 

wanes afterward.  
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Table OA1: Additional/Alternative Control Variables  

 (1) (2) (3) (4) (5) 

 Median 

GDP per 

Capita 

Democracy 

Cheibub  

et al. 

Civil War 

Dummy 

Ideological 

Diversity 

Ideological 

Diversity* 

Economic 

Crisis 

Economic Crises  1.854** 1.582** 1.635** 1.660** 2.490* 

(t-4 to t-5) (2.52) (2.23) (2.50) (2.27) (1.82) 

      

Trade Share -0.0468 -0.0670 -0.0503 -0.0406 -0.0444 

 (-0.43) (-0.64) (-0.47) (-0.38) (-0.41) 

      

Concentration -7.130 -5.387~ -5.958 -7.621 -7.678 

 (-1.27) (-1.50) (-1.03) (-1.30) (-1.30) 

      

Democracy  1.405~  1.513~ 1.383~ 1.426~ 

Dummy (1.49)  (1.43) (1.39) (1.42) 

      

Civil War -0.374** -0.703***  -0.405** -0.396** 

 (-2.21) (-4.40)  (-2.45) (-2.33) 

      

Median GDPPC 0.541     

 (0.93)     

      

Development  0.582 0.476 0.411 0.300 0.290 

Diversity (1.17) (1.26) (1.04) (0.73) (0.69) 

      

Democracy   -1.846    

Cheibub  (-0.88)    

      

Development  2.527** 1.140 1.189 1.176 

  (2.19) (0.74) (0.80) (0.79) 

      

Civil War Dummy   -0.769   

   (-1.08)   

      

Ideological     -1.195~ -1.094~ 

Diversity      (-1.49) (-1.36) 

      

Ideological      -1.056 

Diversity* Economic 

Crisis 

    (-0.64) 

      

Constant 0.550 -14.20~ -3.541 -1.431 -1.296 

 (0.10) (-1.65) (-0.32) (-0.14) (-0.13) 

N 210 152 210 210 210 

R2 0.555 0.581 0.548 0.562 0.563 

t statistics in parentheses 
~ p < 0.2, * p < 0.1, ** p < 0.05, *** p < 0.01 
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Table OA2: Alternative Specifications of Dependent & Independent Variables 

 (6) (7) (8) (9) (10) 

 Logged  

Regional  

Institut.  

DV – 

Selected 

Financial 

Indicators 

Short-Term 

Crisis: t-1 

Long-Term 

Crisis: 

t-4 to t-6 

Long-Term 

Crisis: 

t-6 to t-7 

Economic  0.339*** 0.0513    

Crises (t-4 to t-5) (3.36) (0.36)    

      

Economic    0.872   

Crises (t-1)   (0.83)   

      

Economic     1.966**  

Crises (t-4 to t-6)    (2.66)  

      

Economic      1.809* 

Crises (t-6 to t-7)     (1.97) 

      

Trade Share -0.00880 0.0367** -0.0468 -0.0488 -0.0494 

 (-0.80) (2.07) (-0.42) (-0.46) (-0.44) 

      

Concentration -0.685 0.205 -6.773 -7.047 -3.535 

 (-0.66) (0.26) (-1.20) (-1.27) (-0.56) 

      

Democracy 

Dummy 

0.303* -0.0946 1.368~ 1.569* 1.666* 

 (1.85) (-0.64) (1.47) (1.72) (1.73) 

      

Civil War -0.0943** 0.00756 -0.365** -0.360** -0.0999 

 (-2.68) (0.20) (-2.14) (-2.21) (-0.50) 

      

Development 0.110 -0.125 0.982 0.983 0.134 

 (0.36) (-0.48) (0.68) (0.69) (0.09) 

      

Development 

Diversity 

0.188~ 0.170~ 0.391 0.413 0.470 

 (1.50) (1.36) (0.92) (1.04) (0.71) 

      

Constant -0.350 0.146 -1.876 -1.979 8.006 

 (-0.20) (0.08) (-0.18) (-0.20) (0.77) 

N 210 210 210 210 193 

R2 0.479 0.343 0.546 0.557 0.505 
t statistics in parentheses 
~ p < 0.2, * p < 0.1, ** p < 0.05, *** p < 0.01 
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