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Abstract

We adopt a granular approach to investigate the impact affdodl investment treaties (BITS)
and regional trade investment agreements (RTIAs) on fordigect investment (FDI). Using de-
tailed and under-exploited databases, our empirical aisagxplicitly takes into account the het-
erogeneity of both treaties and FDI projects. We find thatB$pecifically granting access to
an investor-state dispute mechanism and RTIAs specifipadiiecting foreign investors from dis-
crimination have a large, positive, and statistically gigant effect on FDI. These results hold
when we distinguish FDI flows according to the partners wed| the entry mode, or the destina-
tion sector. The focus on narrowly identified investment/jgions and various robustness checks
suggest that our findings are not driven by reverse causaliiyn omitted variable bias. Overall a
‘pro-FDI’ BIT or RTIA can be expected to increase the numbigeDI projects by 35% and 58%

respectively.

Keywords:bilateral investment treaties; discrimination; investitnehapter; investor-state dis-

pute mechanism; regional trade agreem@éBL code:F23.

*University of Strathclyde. E-mail: rodolphe.desbordes@hb.ac.uk. The author would like to thank Loe Franssen
for his excellent research assistance.

1



1 Introduction

Many countries actively seek to attract foreign direct stweent (FDI) because they believe that multi-
national enterprises will actively contribute to econogriowth by generating new job opportunities,
increasing capital accumulation, and raising total fapi@ductivity. Indeed, a large body of em-
pirical evidence shows that FDI tends to generate net gainisdth home and host countriesThe
growth-enhancing effects of FDI flows have motivated a thgroinvestigation of their determinants.
Robust push and pull factors are market size, cultural andipal proximity, relative labour market
endowments, corporate tax rates (Eicher et al., 2012; Bé&nand Piger, 2014). Bilateral investment
treaties (BITs) and regional trade investment agreem@&TtAS) could potentially be added to this

list.

Figures 1 and 2 show that the number of BITs and RTIAs have tagedly growing since the mid-
nineties? The purpose of the investment provisions included in thessties is to promote bilateral
or intra-regional FDI by creating and enforcing a busindseate favourable to foreign investors.
For example, foreign firms can be promised the absence aimisation, free transfer of payments,
protection against expropriation. Most notably, foreigmeistors may gain access to international

arbitration when a dispute with a host country arises.

International investment agreements (lIAs) offering b&ibstantive and credible promises ought
to increase FDI. However, in the case of BITs, the empiritaldture is very far from having reached
a consensus regarding their impact on FDI. The recent nmetlysis of Chaisse and Bellak (2015)
highlights the wide range of estimated elasticities of Fithwespect to the entry in force of a BIT.
These can be extremely large, very small, positive, negastatistically significant or not. The
authors conclude that the absence of a statistical reldtiprtannot be rejected on the basis of current
empirical evidence, especially when publication bias tolwgositive results is accounted for. In the
case of RTIAs, empirical studies are few and limited to deitivestment provisions but suggest that

RTIAs can increase FDI (Berger et al., 2013).

'Excellent surveys of the literature can be found in MoranO@0 Navaretti and Venables (2005), Caves (2007)
Dunning and Lundan (2008), or Moran (2011).

2For these figures, the raw data come from UNCTAIDp: / / i nvest ment pol i cyhub. unct ad. org/ | | A)
and DESTAbttp://invest nent poli cyhub. unctad. org/11A).

3Sauvant and Sachs (2009) provide an excellent overviewedftdrature.
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In the Introduction of the book they edit, Sauvant and Sa2869) highlight that current research
is extremely coarse. Balance of payments FDI data haveeséwdtations, including poor coverage
and the absence of distinction between entry modes or déstirsectors. BITs and RTIAs are treated
as homogenous entities despite the fact that the provigheysnclude can vary widely across treaties.
The presence of other international agreements, such rdasthregional trade agreements (RTAS)
or double tax treaties (DTTSs), is frequently ignored. Hiyaource and destination countries’ push
and pull factors, especially those specific to FDI, are irfgaly controlled for. In other words, many

further insights could be gained from a granular approathédceffects of BITs and RTIAs on FDI.

Thanks to the use of detailed and under-exploited datapbtsspaper adopts such an approach
and fully acknowledges the heterogeneity of both treatiesFDI. Real new FDI projects are distin-
guished according to their entry mode (greenfield or M&A) dedtination sector (natural resources,
manufacturing, services). BITs and RTIAs are unbundledvia diifferent categories of investment
provisions. The econometric model exhaustively controtscbuntry-specific factors and accounts
for a large number of bilateral determinants, including 3T RTAs, or currency unions. Finally,
the sample covers most source and destination developedemetbping countries over the period

2003-2010.

We find that both BITs and RTIAs have a large, positive, antissizally significant effect on
the number of FDI projects provided that they include spegifovisions. BITs are effective only if
they grant foreign investors access to international mtain of investment disputes and RTIAs are
more likely to promote FDI if they guarantee the absence ghtiee discrimination. The effects of
these various provisions do not appear to differ acrosy embdes and destination sectors of FDI. In
other words, our granular approach shows that specific gilmg can have general effects on FDI.
The focus on narrowly identified investment provisions aadous robustness checks suggest that
our findings are not driven by reverse causality or an omiteedhble bias. Overall a ‘pro-FDI’ BIT

or PTIA can be expected to increase the number of FDI prosc85% and 58% respectively.

The rest of the paper proceeds as follows. In Section Il werdssour data. In Section Ill, we

outline our empirical methodology. In Section IV, we invgate the heterogenous effects of BITs on
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heterogeneous FDI. In Section V, we also take into accounpdttential role of RTIAs. Section VI

offers concluding remarks.

2 Data

We use detailed novel data on BITs, RTIAs, and FDI. Their eitgtion provides the tremendous
opportunity to investigate in depth the precise nature eflitks between the presence of IIAs and

the attraction of foreign investors.

Chaisse and Bellak (2015) have created the ‘BITSel Infiekhis database codes the eleven most
important provisions included in BITs/RTIAs. The value igegd to each component of BITSel
ranges from 1 (least favourable to FDI) to 2 (most favourableDI).> We group each component in

five broad categories:

e ENTRY: average of (i) entry rules (admission vs. establisht)y (ii) non-economic standards

(yes vs. no); iii) free transfer of investment-related faifido vs. yes).
e TREAT: average of i) national treatment (no vs. yes); ii) tfagoured nation (no vs. yes).

e SCOPE: average of i) definition of investment (narrow vs.ald)pii) umbrella clause (no vs.

yes); iii) temporal scope of application (short vs. long).

e EXPR: i) fair and equitable treatment (no vs. yes); ii) diraed indirect expropriation coverd

(no vs. yes).

e ISDM: investor-state dispute mechanism (no vs. yes).

The BITSel Index does not cover the full universe of BITs addA®. We address this issue in
tne next section. Figures 3 and 4 show that, on average, B&rg fpreign investors more substantive

rights than RTIAs, notably in terms of access to internati@mbitration.



Figure 3: Provisions in BITs
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We also take into account that two countries may have signgaoluale taxation treaty (DTT),
based on data provided by UNCTADAs shown in Figure 5, as for BITs or RTIAs, the global number
of DTTs has rapidly grown since the mid-nineties. A key pwgof DTTs is to deal with issues
related to the taxation by home and host countries of thentea® generated by FDI. The impact
of DTTs on FDI has been found to be ambiguous (Sauvant andsSa009), possibly because the

benefits of greater tax treatment predictability are otiged reduction of tax avoidance opportunities.

Figure 5: The rising number of DTTs
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Notes: Raw data come from UNCTAD. Signed treaties.

The fDi Marketsdatabase compiled by fDi Intelligence, a division of thedfiaial Times, provides
unique data on greenfield FDI projeétsThis database is the most comprehensive source of firm-
level information on cross-border greenfield investmeiailable, covering all countries and sectors
worldwide since 2003. A drawback of tfiBi Marketsdatabase is that it does not cover M&A FDI

flows. This issue can be solved by using tephyrdatabase, a product from Bureau Van Djik,

“ht t p: / / www. cuhk. edu. hk/ | aw/ proj / Bl TSel /
SThese values have been recoded ‘0’ and ‘1’ respectively.
Shttp://unct ad. or g/ en/ Pages/ DI AE/ | nt er nat i onal \ %201 nvest ment \ %20Agr eenent s\
%0( 11 A)/ Country-specific-Lists-of-DITs. aspx. UNCTAD does not report the date of entry into force.
"http://ww. fdi markets. com
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which provides comprehensive information on cross-bohM&A deals, covering all countries and
sectors worldwide since 20G3Both thefDi Marketsand theZephyrdatabases include the name of
the country in which the firm engaging in a new FDI project isdted, the name of the destination

country, the year of the transaction, and the recipienbsect

In the context of this paper, these two databases providech better picture of new FDI activity
than balance of payments (BOP) FDI data. They cover a vegg laumber of countries and sectors,
distinguish FDI projects according to their entry mode, dbignore locally-financed projectsare
not distorted by ‘round-tripping’ and ‘trans-shipping’ @omena® and do not mix together exit-
ing and new FDI activities! This last point is important given that the purpose of thipgyds to

investigate whether BITs and RTIAs attract new foreign @cts.

Unfortunately, value of the investment is missing for mangemfield and M&A FDI projects.
Hence, we will use the number of bilateral FDI projects axpuf real bilateral FDI. Our results will

therefore reflect the extensive margin of FDI.

Country-specific fixed effects will control for all countspecific determinants of FDI. At the dyadic
level, we take into account geographic distance, time zdffereihce and the existence of a common
border/ language/ religion/ legal origin/ colonial pastat® come from Head et al. (2010). We also
control for the existence of a RTA or a currency union. Dateelaeen coded by Jose de Sousa and

can be found on his websité.

In some regressions, countries will be splitin North (depeld) and South (developing/emerging)

countries. The latter are all countries which are not carsid to be traditional industrial countri&s.

8htt p: / / www. bvdi nf 0. con? en- gb/ pr oduct s/ econoni c- and- m a/ m a/ zephyr

SBOP FDI data only capture the portion of the funding of erigtand new foreign affiliates coming from the parent
company. Feldstein (1995) illustrates how using only BOR €kils to provide an accurate picture of the activities d8U
MNEs abroad.

10‘Round-tripping’ refers to the situation where differergatments of foreign and domestic investors encourage the
latter to channel their funds into special purpose ent{§#Es) abroad in order to subsequently repatriate thene ifotin
of incentive-eligible FDI. With ‘trans-shipping’, fund$ianneled into SPEs in offshore financial centres are redil¢o
other countries, leading to strong divergences betweesdhece country of the FDI and the ultimate beneficiary owner.

1BOP FDI flows also include sources of funds for already ethbd foreign affiliates, e.g. reinvested earnings.

Pnttp://jdesousa.univ.free.fr/data. htm

13See the '‘AAA codes’ dataset availablehatt p: / / gr aduat ei nsti t ut e. ch/ nd4st at a.
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Interaction terms involving three proxies for the qualifytlee business climate will also be tested.
The first two proxies are the principal components of all (G@kst three Worldwide Governance
Indicators (RL): Political Stability; Rule of Law; Contralf Corruption; Voice and Accountability;
Government Effectiveness; Regulatory QualityA higher value means better governance. The third
proxy (OPFDI) corresponds to the Heritage Foundation limaest Freedom inde¥X. This index
evaluates a variety of restrictions that are typically irsgaon FDI and ranges from 0 to 100 (closed
to liberal FDI regime). Finally, we will also include in a restness check the all-inclusive World
Bank trade costs measure for the year 2003. This measursead ba dividing intra-national trade by

international tradé®

3 Empirical methodology

In a first stage, we estimate variants of the following exmiaémodel:

FDIO410” = €$p(5lB]TZ] -+ CONTmﬁ -+ 9FD[03U + o + Ozj)Eij

whereF'D1I;; is the cumulated number of FDI projects of firms headquaditeresource country in
destination country over the period 2004-201@/7;; indicates the existence, for at least two years,
of an enforced BIT or of various BIT-related investment psans, CONT;; is a vector of dyadic
control variablesf'DI03;; is the (log +1) value of the number of bilateral projects i©20xs are
country fixed effects, and; is a multiplicative error term. The overline bar indicateattall values
have been averaged over the period 2003-2010. Given the pature of our dependent variable,
we estimate our model using a Poisson quasi-maximum liketihestimator. Standard errors are

clustered at the country-pair level.

In a second stage, on a smaller sample for which we have datajlialso investigate the effects

lseeht t p: / /i nfo.worl dbank. or g/ gover nance/ wgi / i ndex. aspx.
Bntt p: // ww. heri t age. or g/ i ndex/ i nvest ment - f r eedom
®ntt p: // dat a. wor | dbank. or g/ dat a- cat al og/ t r ade- cost s- dat aset



of RTIAS:

FDIO410” = 6.I'p(5lB]Tij + (ngTIAZ] + CONTUﬁ + QFDI()g” + a; + Oéj)Eij

whereR1T'I A;; indicates the existence, for at least two years, of a RTIA wadous RTIA-related

investment provisions.

Our econometric model controls for a large number of obgkavel unobserved (throughD 703)
variables which could be correlated both with new FDI prtgend the presence of BITs or RTIAs.
We could have gone one step further by making use of the timemsion of our data and include
country-pair fixed effects. However, we decide not to adb émpirical strategy. Like domestic
investment (King and Thomas, 2006), FDI projects are discoecasional, and asynchronous. Yearly
variation in FDI could be too noisy to identify the effectslis. In addition, many BITs and RTIAs
have entered into force before the beginning of our data.nBlding country-pair fixed effects, we
would discard not only the information provided by thosedkl/ahich never experience FDI but also
those which have signed a treaty before 2004. The effectdTef &1d RTIAs are also likely to take
time to occur rather than reaching their full magnitude anfttst year of their existence. Finally, as
we will show, there are other ways to control for the potdrraogeneity of these IlAs. These four

reasons explain why we use the cumulated number of FDI geogee@r the period 2003-2010.

As previously mentioned, the BITSel database does not ¢bedull universe of BITs and RTIAs.
About 66% of all BITs have been coded and no values are giveadme RTIAs, such as the Eu-
ropean community or Chile-Colombia. To ensure that our te@rgroup’ does not in fact include
BITs/RTIAs which are not present/coded in the BITSel dasabave omit from our sample first all
non-coded country-pairs for which a BIT is reported by UN@Iand also, when we estimate equa-
tion (2), all non-coded country pairs for which a RTA is rejgarby the WTO. In our initial sample,
about 7% of the (about 24500) country pairs have a BIT. In do®sd sample, about 4% and 2% of

the (about 22500) country pairs have a BIT or a RTIA.
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4 Empirical results

Table 1 provides some baseline results. As in existing reegae use here an UNCTAD BIT dummy
variable and aggregated FDI data. In column (1), we find th&lfTatends to increase the cumulated
number of FDI by about 12%. However this effect is only stat&ly significant at the 10% level.
In columns (2)-(5), we investigate whether the impact of @ Bries with i) source and destination
countries’ governance (GOV); ii) source and destinatiomntoes’ rule of law (RL); iii) source and
destination countries’ FDI openness (OPFDI); iv) numbeB@dfs signed by the destination country
with other countries (BITSTOCKY. None of these interaction terms are statistically significan
column (6), we look at whether the effects of BITs depend @ndinection (nature) of the country
pairs (North-South [NS], South-South [SS], other). Thigslmot appear to be the case. Lastly,
in column (7), we use yearly panel data, and replace the wanging country-specific effects with
country-pair fixed effects as well as time-varying contratigbles. This implies that identification of
the BIT effect relies here only gpositivechanges in FDI associated with the entry into forcaeiv
BITs during the period 2003-2010. The coefficient on the Béfiable is small and not statistically

significant*®

Table 2 replicates the empirical exercise carried out ineldpusing now the BITSel dummy vari-
able which covers fewer country pairs than the UNCTAD dummable and may not be similarly
coded in terms of year of entry into force. Results are qa@htly similar to those found in Table
1 but the magnitude of the BIT effect, which is also more @elyi estimated, is nearly three times
larger. We now find that a BIT tends to increase in a stati$ficignificant manner the cumulated
number of FDI by about 31%. In column (7), the UNCTAD BIT dumnariable is once again used.
In a smaller sample, a BIT is expected to increase FDI by absut. Hence, two-thirds of the larger
effect found when using the BITSel dummy variable can bebaitted to differences in sample and

the rest to differences in coding.

The two other types of international agreements reportddlates 1 and 2 tend to have a large and

17All these variables have been initially centered around thean.
BNote that we ignore about 85% of the available country paiir sample.
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Table 1: Aggregate FDI and UNCTAD BIT dummy variable

Cumulated number of FDI projects Yearly nb.
) 2) 3) (4) ®) (6) ()
UNCTAD BIT 0.117* 0.195**  0.190**  0.149**  0.277** 0.147 0.97
(0.066) (0.088) (0.081) (0.074) (0.119) (0.133) (0.090)
DTT 0.406*** 0.408*** 0.408*** 0.410*** 0.402*** 0.400*** 0.166**
(0.059) (0.059) (0.059) (0.060) (0.058) (0.058) (0.083)
RTA 0.273*** 0.270** 0.270*** 0.269*** 0.270*** (0.258*** 0.072
(0.075) (0.074) (0.075) (0.073) (0.074) (0.073) (0.118)
BIT X GOV, -0.031
(0.023)
BIT X GOV 0.007
(0.027)
BIT XRL; -0.042
(0.032)
BIT XRL; 0.005
(0.034)
BIT X OPFDI; -0.002
(0.002)
BIT X OPFDI; 0.003
(0.003)
BIT X BITSTOCK; -0.084
(0.074)
BIT X NS -0.098
(0.159)
BIT XSS 0.202
(0.143)
Observations 28911 28911 28911 28911 28911 28911 27174
Country-pairs panel 4094

** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. t@ofixed effects and the dyadic
control variables described in section 2 are included inrals (1)-(6). GDP, GOV, OPFDI, country-pair fixed effectsd gear fixed effects
are included in column (7).

positive impact on FDI. A RTA is associated with an FDI in@eaf 17-30%. FDI can be expected

to increase by about 45-51% when a DTT is signed.

Tables 1 and 2 outline the limits of existing research. Blasd( RTAs) are considered to be
homogenous, FDI flows are not disaggregated according itodéstination sector, and no distinction
is made between GF and MA FDI. Endogeneity of BITs is alsouegqly not addressed. This is the

topic of the next subsection.

In Table 3, we address the possibility that the BIT variablendogenous, due to reverse causality or

an omitted variable bias.

Our previous and forthcoming results could be driven by auftemeity bias ifex-antelarge FDI
12



Table 2: Aggregate FDI and BITSEL dummy variable

Cumulated number of FDI projects Yearly nb.
1) 2 3) 4) (5) (6) @) (8)
BITSEL BIT 0.264***  0.323** (0.303*** (.342*** 0.101 0.302x* -0.063
(0.064) (0.094) (0.086) (0.081) (0.156) (0.148) (0.082)
UNCTAD BIT 0.221%**
(0.068)
DTT 0.371** 0.371** 0.371** 0.371** 0.372** 0.370***  (0.378*** 0.100
(0.065) (0.065) (0.065) (0.065) (0.065) (0.065) (0.065) .083)
RTA 0.167** 0.166** 0.166** 0.168* 0.168**  0.161* 0.165** 0.126
(0.083) (0.082) (0.083) (0.082) (0.083) (0.083) (0.083) .122)
BIT X GOV; -0.019
(0.027)
BIT X GOV, -0.009
(0.029)
BIT XRL; -0.021
(0.037)
BIT XRL; -0.008
(0.038)
IBIT X OPFDI; -0.004
(0.003)
BIT X OPFDI; -0.000
(0.003)
BIT X BITSTOCK; 0.085
(0.083)
BIT X NS -0.072
(0.169)
BIT X SS 0.034
(0.157)
Observations 17321 17321 17321 17321 17321 17321 17321 471961
Country-pairs panel 2968

*** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. tGofixed effects and the dyadic
control variables described in section 2 are included inmais (1)-(7). GDP, GOV, OPFDI, country-pair fixed effectsd gear fixed effects
are included in column (8).

activity contributes to the signature of a BIT. In presentcpesfect reverse causality we would expect
that aratified BIT matters as much as anforcedBIT which has become legally binding. Column
(1) shows that this is not the case. The coefficient on a rdtBid dummy variable is smaller and

identified with less precision than the BIT coefficient tha previously found. Column (2) provides
a more stringent test by looking at whether a ratified but nébreed BIT exerts the same effect on

FDI than an enforced BIT. A BIT has no impact on FDI if it has eatered into force.

To address the issue of a potential omitted dyadic-specdi@ble, we have included a large
number of control variables, including a measure of infBl. In column (4), we also control for an
index of ‘revealed’ trade frictions, the World Bank tradestsomeasure. A comparison of the estimates

of column (4) with those of column (3) shows that an omittedalde bias may explain one-third of
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Table 3: Assessing the endogeneity of BITs

Cumulated number Sectetyearly number
1) 2 3 (4) ®) (6) ()
Enforced BIT 0.253***  0.223**  0.147**
(0.065) (0.065) (0.060)
Ratified BIT 0.162**
(0.067)
Rat./not enf. BIT -0.105
(0.147)
DTT 0.388*** (0.373** 0.408*** (0.376***
(0.065) (0.065) (0.071) (0.066)
RTA 0.161* 0.170** 0.119 -0.060
(0.084) (0.083) (0.088) (0.072)
WB trade costs -1.276***
(0.106)
MEDSIZE, X BIT 0.260***  0.246***  0.242***
(0.050) (0.088) (0.090)
MEDSIZE, X GOV; -0.162***  -0.144***
(0.033) (0.045)
MEDSIZE, X OPFDI; -0.002
(0.003)
Observations 26093 26093 11567 11567 321176 279792 275004

*+* p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. tGdixed effects and the dyadic control
variables described in section 2 are included in columng4)L)Country-pair-year and sector fixed effects are inetlith columns (5)-(7). 38
sectors in column (5) and 36 sectors in columns (6)-(7) astitiging sectors ‘Oil’ and ‘Tourism’ are omitted.

the BIT effect. Nevertheless, the entry into force of a BIBtidl expected to increase FDI by about

16%.

In the last three columns we address the issue of omittedhblarbias by adopting a difference-
in-differences approach. Intuitively, assuming that Bfrsvide favourable conditions to foreign
investors, their effect should be larger for FDI in sectorlving an initially large fixed investment.
FDI in these sectors is presumably more sensitive to palitisk due to the size of the potential losses
foreign investors can incur in case of foreign troubles (leeand Lawrence, 2014). Using yearly data

for greenfield FDI, we test this hypothesis by estimatingftiiewing econometric model

GF;'jst = 6.I'p(51[B[7—‘Z]t X MEDS[ZES] + o + aijt)eijst

whereM EDSIZE is the logarithm of the median value of the reported greehfiélF) invest-
ments in 38 different sectossover the period 2003-201@., are sector fixed effects;;, are country-

pair-year fixed effects, and;; is the error term. We expe¢} > 0.
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Column (5) shows that BITs have a larger effect on relativé iRDnitial investment-intensive
sectors. Holding other factors constant, a BIT would inseehilateral FDI in a typically fixed
investment-intensive sector like ‘Metals’ 28% more thanl Fa typically fixed investment-light
sector like ‘Textiles’. This effect is robust to omittingelmost and least investment-intensive sectors
(‘Oil and ‘Tourism’) and controlling for the interactiondtween)M EDSI1Z E and destination gov-
ernance (column 6) and also for the interaction betweeiD S1 7 E and destination FDI openness

(column 7).

Overall, we expect results of this paper not to be the outcofmeverse causality or an omitted

variable biag?

In Table 4 we unbundle the effects of BITs on aggregate FDolkihg at the individual impact of
each main category of investment provision. Columns (2h@Wsthat all categories have a large,
positive, and statistically significant effect on FDI. Thigeet of favourable ENTRY conditions is

particularly large.

Table 4: Specific BIT provisions

Cumulated number of FDI projects

BIT ENTRY TREAT SCOPE PROTEC ISDM
€)) 2 ®) (4) () (6)

BIT provision 0.264** 0.402%* 0.196** 0.276** 0.275** (0.302***
(0.064)  (0.106)  (0.071)  (0.072)  (0.063)  (0.063)

Observations 26093 26093 26093 26093 26093 26093
*** p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itise@, DTT and RTA, are included in all columns.

In Table 5, we examine whether the effects of the BITSel camepts vary with the direction

(nature) of the dyadic relationship (North-South; Southf). This does not appear to be the case.

19To control for endogeneity, (e.g. Kerner (2009)) has suggkthe use of instrumental variables, based on BITs signed
by a source country with countries in the same region as thiindéion country. We tested such instruments and we found
that they never satisfied the exogeneity condition. Thitssarprising given that FDI is often spatially interdepentd
(Blonigen et al., 2007). See subsection 5.5.
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In unreported regressions, we also failed to find a mediatiieggfor source and destination countries’

characteristics (governance, rule of law, FDI openneesksif existing BITS).

Table 5: Specific BIT provisions and FDI direction

Cumulated number of FDI projects

BIT ENTRY TREAT SCOPE PROTEC ISDM
€)) 2 3) (4) () (6)

BIT provision 0.302** 0.586** 0.369** 0.369%* 0.351* 0.7+
(0.148) (0.241) (0.161) (0.143)  (0.143)  (0.134)

Prov. X NS -0.072 -0.280 -0.217  -0.142  -0.104  -0.241
(0.169) (0.274) (0.182) (0.169)  (0.164)  (0.156)
Prov. X SS 0.034 0041 -0231  0.008 -0.066  -0.082

(0.157) (0.266) (0.176) (0.168)  (0.154)  (0.154)

Observations 26093 26093 26093 26093 26093 26093
*** p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itise@, DTT and RTA, are included in all columns.

In Tables 6 and 7, we disaggregate FDI by entry mode (gredrifi@lseline] or M&A) and then by
destination sector (manufacturing [baseline], servinagjral resources [NR]). We find no statistical

evidence that the effect of each BITSel component differesscentry modes or sectofs.

Table 6: Effects of specific BIT provisions according to gmtrode

Cumulated number of FDI projects
Greenfield or M&A

BIT ENTRY TREAT SCOPE PROTEC ISDM
€)) (2) ©) (4) ©) (6)

BIT provision  0.257** 0.386*** 0.154* 0.250%* 0.268** 0.300%**
(0.066)  (0.107) (0.072) (0.073)  (0.066)  (0.064)

Prov. XM&A  -0.014  -0.002  0.067  -0.015  -0.021  -0.089
(0.073)  (0.119) (0.080) (0.084)  (0.074)  (0.082)

Observations 52186 52186 52186 52186 52186 52186
**x p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itige@, DTT and RTA, are included in all columns.

20The number of observations increase because we ‘stackatiagtal test cross-equation restrictions.
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Table 7: Effects of specific BIT provisions according to desion sector

Cumulated number of FDI projects

MAN, SERV, NR

BIT ENTRY TREAT SCOPE PROTEC ISDM

1) (2) 3) (4) ©) (6)

BIT provision ~ 0.212%* 0.300%**  0.144* 0.241%* 0.210%* (0.242%
(0.069)  (0.112) (0.074) (0.077)  (0.068)  (0.068)
Prov. XSERV  0.095 0.163  0.081  0.047 0.098 0.107
(0.082)  (0.138) (0.092) (0.091)  (0.084)  (0.085)
Prov. X NR -0.024  0.078 0.253* 0051  -0.024  -0.007
(0.150)  (0.226) (0.152) (0.178)  (0.152)  (0.147)
Observations 78279 78279 78279 78279 78279 78279

** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. toun
fixed effects, the dyadic control variables described itige@, DTT and RTA, are included in all columns.

In Table 8, we explore which investment provision seducestiost foreign investors. In the horse

race of column (1), ISDM is the only category which remaimgistically significant. Columns (2)-(6)

shows that other categories do not individually matter ameeontrol for the presence of an investor-

state dispute mechanism. These results are fully in link thié belief of many legal scholars that

the principal advantage of BITs is to provide foreign ineestwith access to international arbitration

(Walde, 2005; Allee and Peinhardt, 2010).

Table 8: Most important BIT provisions

Cumulated number of FDI projects

1) (2) (3) (4) (%) (6)
ISDM 0.282* 0.287* 0.297* 0.308** 0.327*  0.265*
(0.153) (0.145) (0.123) (0.076)  (0.128) (0.145)
BIT 0.016
(0.145)
ENTRY -0.019 0.009
(0.216) (0.202)
TREAT -0.024 -0.012
(0.082) (0.083)
SCOPE -0.129 -0.035
(0.192) (0.143)
PROTEC 0.159 0.042
(0.199) (0.144)
Observations 26093 26093 26093 260093 26093 260903

*** p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itise@, DTT and RTA, are included in all columns.
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5 RTIAsand FDI

In Table 9, using a smaller sample of country pairs, we ingatt the effects of RTIAs on aggre-
gate FDI. Column (1) shows that the coefficient on the RTIABehmy variable is small and sta-
tistically insignificant, suggesting that RTIAs have no empon FDI. However, a different picture
emerges when we examine the impact of each broad categonyestment provisions in columns
(2)-(6). Most category have a large, positive, and staafii significant effect on FDI. The effects of
favourable ENTRY and TREATMENT conditions are particwddrge. These results are in line with
the ‘multilateral’ findings of Buthe and Milner (2014). Oretbther hand, presence of ISDM does not
appear to matter, possibly because this provision is ptesgyin very few and recent RTIAs in our

sample.

Table 9: FDI and specific RTIA provisions

Cumulated number of FDI projects

RTIA.  ENTRY TREAT SCOPE PROTEC ISDM
) 2 ®) (4) ©) (6)

RTIAprovision ~ 0.012  0.425% 0.460*** 0.339* 0.254**  0.18
(0.136)  (0.186)  (0.165)  (0.171)  (0.112)  (0.171)

BIT 0.216% 0.252%%% (.247** (.215%* (0.203%* 0.220%**
(0.076)  (0.077)  (0.074)  (0.076)  (0.076)  (0.076)
DTT 0.183%  0.192%% 0.173*  0.188%*  0.192%*  0.186**

(0.073)  (0.072)  (0.073)  (0.072)  (0.071)  (0.072)

Observations 22585 22585 22585 22585 22585 22585
**x p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects and the dyadic control variables describe@atien 2, are included in all columns.

Table 10 shows that favourable investment provisions inARTdre particularly relevant when
South countries are involved, possibly because the latterige a more uncertain and regulated
business climate than North countries. However, it must dq@ kn mind that many North-North
relationships are omitted from the sample due to data dihila In unreported regressions, like for
BITs, we failed to find a mediating role for source and desitmacountries’ characteristics, such as

governance, rule of law, or FDI openness.
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Table 10: Specific RTIA provisions and FDI direction

Cumulated number of FDI projects

BIT ENTRY TREAT SCOPE PROTEC ISDM
€)) 2 ®) (4) ®) (6)

RTIAprovision  -0.124  0.118  0.724** 0372  -0.038  -0.020
(0.145)  (0.248)  (0.197) (0.294)  (0.176)  (0.275)

Prov. X NS 0.583*  0.404  -0.453* -0.101 0.427*  0.343
(0.264)  (0.319)  (0.270)  (0.326)  (0.207)  (0.353)
Prov. X SS 1.642%+ 1357+ 0193  0.183  0.908*  0.284

(0.383)  (0.560)  (0.572) (0.331) (0.356)  (0.584)

BIT 0.192%*  0.198**  0.191** 0.169** 0.201** 0.195**
(0.077)  (0.077)  (0.076) (0.077) (0.077)  (0.075)

Observations 22585 22585 22585 22585 22585 22585
*** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. toun
fixed effects, the dyadic control variables described itiee@, and DTT are included in all columns.

In Tables 11 and 12, we disaggregate FDI by entry mode (gedemmii M&A) and then by destination
sector (manufacturing, natural resources, services). &erglly find no statistical evidence that
the effects of the various investment provisions differoasrentry modes or sectors. A potential
exception is FDI in service sectors which appears to be glyanfluenced by the presence of an
anti-discrimination provision. This is possibly becaulsese sectors tend to be more regulated than

other industries.

Table 11: Effects of specific RTIA provisions according torgmode

Cumulated number of FDI projects

Greenfield or M&A
BIT ENTRY  TREAT SCOPE PROTEC ISDM
1) (2 ©)] (4) ©) (6)
Provision -0.057 0.379*  0.456***  0.270* 0.232** 0.177

(0.143)  (0.194)  (0.177)  (0.161)  (0.115)  (0.158)

Prov. XMA  -0.065  -0.241  -0.156 0.197 -0.003  -0.196
(0.152)  (0.180)  (0.133)  (0.183)  (0.110)  (0.141)

BIT 0.207** 0.240%* 0.241** 0.206** 0.200** 0.215***
(0.079)  (0.079)  (0.078)  (0.079)  (0.079)  (0.079)

Observations 45170 45170 45170 45170 45170 45170
*** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itiee@, and DTT are included in all columns.
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Table 12: Effects of specific RTIA provisions according tatileation sector

Cumulated number of FDI projects

MAN, SERV, NR
BIT ENTRY TREAT SCOPE PROTEC ISDM
(1) (2) (3) (4) ©) (6)
Provision -0.044  0.356**  0.361**  0.198  0.232*  0.161

(0.136) (0.178)  (0.161) (0.169) (0.108)  (0.148)

Prov.x SERV  0.088 0085  0.263* 0.255 -0.009  -0.097
(0.156)  (0.190)  (0.155) (0.184) (0.123)  (0.185)
Prov. X NR 0.438  -0.255  -0.760* 0.438  0.078  -0.042
(0.311) (0.438)  (0.429) (0.370) (0.231)  (0.303)

BIT 0.177* 0.217%* 0.212%* 0.179% 0.182%* 0.190**
(0.071) (0.071)  (0.069) (0.071) (0.070)  (0.070)

Observations 67755 67755 67755 67755 67755 67755
**x p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses.toun
fixed effects, the dyadic control variables described itise@, and DTT are included in all columns.

In Table 13, we explore which investment provision sedubegiost foreign investors. In the horse
race of column (1), TREAT is the only category which remaitatistically significant. Columns
(2)-(6) show that other categories do not individually reatbnce we control for the presence of

anti-discrimination provisions.

Table 13: Most important RTIA provisions

Cumulated number of FDI projects

(1) (2) (3) (4) (5) (6)
TREAT 0.679**  0.460%*  0.390* 0.436**  0.349  0.722*
(0.301)  (0.165)  (0.213)  (0.163)  (0.220)  (0.281)
RTIA 0.007
(0.134)
ENTRY 0.033 0.119
(0.259) (0.235)
SCOPE 0.256 0.287*
(0.242) (0.169)
PROTEC 0.128 0.119
(0.213) (0.148)
ISDM -0.432 -0.294
(0.273) (0.256)
BIT 0.240%  0.247** (.253** (0.244%* (0.234%* (0.252%+

(0.077)  (0.074)  (0.076)  (0.074)  (0.074)  (0.073)

Observations 22585 22585 22585 22585 22585 22585
*** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses.t§oun
fixed effects, the dyadic control variables described itise@, and DTT are included in all columns.

20



In Table 14, we address the potential endogeneity of RTIAmblding the World Bank trade costs
measure or adopting the difference-in-differences amprgaesented in subsection 4.2. At the ex-
ception of column (6), presence of anti-discriminationyismns in a RTIA has always a statistically

significant and positive impact on absolute or relative FDI.

Table 14: Assessing the endogeneity of BITs

Cumulated number Sectetyearly number
1) (2) 3) (4) ) (6)
TREAT 0.431%**  (0.414%**
(0.159) (0.099)
MEDSIZE,; X TREAT 0.245* 0.402**  0.378** 0.287
(0.125) (0.196) (0.165) (0.187)
BIT 0.189** 0.100
(0.074) (0.068)
MEDSIZE, X BIT 0.191*=* 0.285***  0.168* 0.140
(0.065) (0.094) (0.095) (0.108)
WB trade costs -1.245%**
(0.117)
MEDSIZE, X GOV, -0.154***
(0.054)
MEDSIZE, X OPFDI; -0.011*** -0.002
(0.002) (0.003)
Observations 8909 8909 207252 187668 181548 175500

** p-value<0.01 ** p-value<0.05 * p-value<0.10. Cluster-robust standard errors in parentheses. tGdiixed effects, the dyadic control
variables described in section 2, and DTT are included inmok (1)-(2). Country-pair-year and sector fixed effectsiacluded in columns
(3)-(6). 38 sectors in column (3) and 36 sectors in columhpg@¥as the outlying sectors ‘Oil’ and ‘Tourism’ are omdte

Before concluding this subsection, it is worth emphasisivaypoints. First, the coefficient on the
TREAT variable is unlikely to merely capture the fact that/R3 guarantee access to a larger market
for FDI. If this were the case, the RTIA dummy variable woulavé been statistically significant.
Buthe and Milner (2014) reach the same conclusion, i.e. RTiRatter because they include provi-
sions designed to promote FDI. Second, in every RTIA-rdlaggression, the coefficients on BIT and
DTT are always large, positive, and statistically significa1Ts, RTIAs, and DTTs appear therefore

to have complementary positive effects on FDI.

21



Table 15 provides some robustness checks and extensions.

Table 15: Robustness checks and extensions

Cumulated number of FDI projects

1) (2) 3 4) (5)

BIT_ISDS 0.242*** 0.308** 0.337*** 0.274*** (0.346***

(0.085) (0.077) (0.079) (0.077) (0.082)
X 2008-2010 -0.020

(0.106)
RTIA_TREAT 0.445**  (0.454***  0.456*** 0.439*** (0.479***

(0.158) (0.155) (0.147) (0.163) (0.148)
X 2008-2010 0.073

(0.108)
Common WTO membership -0.154

(0.529)
NAFTA -0.437
(0.266)
BITs with neighbours 0.384**
(0.175)
Bilateral ICSD cases -0.642*
(0.336)
Multilateral ICSD cases 0.504**
(0.243)

Observations 39882 22585 22585 22585 22585

** p-value<0.01 ** p-value<0.05 *p-value<0.10. Cluster-robust standard errors in parentheses. toun
fixed effects, the dyadic control variables described irtige2, and DTT are included in all columns.
Column (1) includes a period 2008-2010 dummy variable.

In column (1), by splitting the sample in two periods (20@B2 and 2008-2010), we investigate
whether the effects of the most important provisions of Béifisl RTIAs were different during the
global financial crisis. This does not appear to be the casleeasoefficients on the two interaction
terms are small and not statistically significant. In colgr() and (3), we do not find that controlling

for joint WTO/NAFTA membership affects our results.

In column (4), we examine whether a country receives lessWwii#n neighbouring countries
sign a BIT with a given source country. The coefficient on quatel BIT variable, which is the
distance-weighted sum of BITs signed by a country with otteéghbouring destination countries, is

statistically significant but positive. Hence we find no @ride of harmful ‘BIT competition’.

Finally, in column (5), we investigate whether BITs coulduee FDI by making disputes between
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foreign investors and host countries visible to the inteomal business community. Using data com-
piled by Wellhausen (2016), we include both dyad-specipdies and disputes with investors from
other source countries. These two variables are lagged byéars. We find that recent ‘dyadic’

disputes reduce FDI whereas recent ‘multilateral’ disputerease FDI. These results are in line
with those of Wellhausen (2015). She argues that foreigrsfinmm the same source country share
risks and resources and that foreign firms from other sowuatdes may see a foreign competitor’s

breach of contract as generating space for new investmeoromities?!

6 Concludingremarks

We have adopted a granular approach to investigate thetetiédeterogeneous BITs and RTIAs
on heterogeneous FDI projects in heterogeneous counitVesfind that both BITs and RTIAs can
strongly encourage greenfield and M&A FDI projects in alteexand most countries as long as these
treaties include specific investment provisions. In thecdBITs, the presence of an investor-state
dispute mechanism is the only provision which appears téenat/ithout the guarantee of access to
international arbitration, any substantive promises madereign investors in BITs are likely to lack
credibility. In the case of RTIAs, foreign investors seenb&particularly sensitive to the guarantee
that they will not be discriminated against. In contrastitose included in BITs, anti-discrimination
provisions included in RTIAs may matter because they arsiptysmore comprehensive or because
they take place along measures supporting the liberalisafiintra-regional trade and, by extension,
the creation of regional supply chains. Few RTIAs contaimnaestor-state dispute mechanism and
therefore, even when both BITs and RTIAs are present, theseytpes of IIAs are likely to be
complementary. Finally, while they were not the object of study, we find a persistent positive

effect of double taxation treaties on FDI.

21The generality of our findings across countries, entry mpded sectors makes sense when the diversity of public
international investment arbitrations is considered. INgelsen (2016) documents that disputes between investdrs a
states take place in all sectors and involve both developédiaveloping countries.
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