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Abstract

We study the international trade effects of bilateral investment treaties (BITs)
and compare them to those of regional trade agreements (RTAs). We find that a
typical BIT increases bilateral trade flows by similar amounts as an RTA if the
RTA contains an investment chapter. BITs have larger trade effects than RTAs
without an investment chapter. Results are robust to controlling for the effects of
unilateral investment laws. They imply that evaluations of trade and investment
agreements should also consider investment regulation.
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1 Introduction

There are currently 2338 bilateral investment treaties (BITs) in force worldwide. Policy
makers see BITs as a tool to create a stable investment environment to spur not only
foreign direct investment (FDI) but also international trade. The literature has looked to
identify the effects of BITs on FDI, however, little is known about their trade effects.1

Theoretically, trade and investment are linked: Exporters may require investment in the
export market to create a distribution network, see Arkolakis (2010). Standard models of
offshoring like Grossman and Rossi-Hansberg (2008) imply that a reduction in the cost
of operating a plant abroad brought about by, e.g., a BIT leads to an increase in trade
flows between the home and foreign country. From this perspective, BITs can help to
reduce effective trade costs. If investment is not seen as secure due to political risks of
expropriation or uncertainty about legal protections, firms may not invest, leading to less
trade. BITs may alleviate these issues.

We study the trade effects of BITs by estimating a structural gravity model. We find
that BITs have a significant trade effect similar to RTAs which contain an investment
chapter, but larger trade effects than RTAs without them. Our results have major policy
implications as they stress the importance of investment regulation for international trade.

We proceed as follows: Section 2 describes our empirical strategy and data, and Section
3 presents results. Section 4 concludes.

2 Empirical Strategy and Data

We use Poisson Pseudo Maximum Likelihood (PPML) to estimate a state-of-the-art2

specification consistent with a wide class of trade models:

Xijt = exp(ηit + υjt + β1RTAijt + β2BITijt + ξij + εijt), (1)

where Xijt denotes merchandise trade flows from country i to country j in year t, including
international and domestic trade created from the EORA26 database by Lenzen et al.
(2012, 2013) for 172 countries from 1990 to 2015.3 ηit and υjt are exporter×year and
importer×year fixed effects which control for multilateral resistance terms and ξij is a
directional bilateral fixed effect to control for the endogeneity of trade and investment
policy. RTAijt is a dummy which is 1 if a country pair has a regional trade agreement in

1See, e.g., Dixon and Haslam (2016) and Aisbett et al. (2018) and references cited therein. Carr et al.
(2001) and Egger and Merlo (2012) focus on BITs and foreign affiliate sales, abstracting from intra-firm
intermediates trade.

2See, e.g., Yotov et al. (2016).
3We prefer EORA26 over other international input-output databases such as WIOD due to larger country
coverage.
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t, and 0 otherwise, from Mario Larch’s Regional Trade Agreements Database by Egger
and Larch (2008).4 BITijt is a dummy which is 1 if a country pair has a ratified BIT
in t. We use information on BITs and country-specific unilateral investment laws from
UNCTAD’s Investment Policy Hub.5 RTAijt and BITijt are 0 for domestic trade. We also
use information on investment chapters in RTAs from the DESTA database by Dür et al.
(2014).6 We use three-way clustered standard errors (exporter, importer, year) following
Egger and Tarlea (2015).

3 Results

3.1 Trade Effects of BITs

We present results in Table 1. Column (1) reproduces gravity models used in the liter-
ature, estimating a significant trade-creating effect of RTAs of 36%.7 Column (2) swaps
RTAijt with BITijt. BITs increase trade by 42%. The correlation between RTAijt and
BITijt is 0.20, indicating that the coefficient of RTAijt may be biased upwards when
not controlling for BITijt. When adding both regressors simultaneously in column (3),
RTAs and BITs increase trade by 31% and 37%. The effect of RTAs is smaller than in
column (1), confirming the omitted variable bias. BITijt is 1 for ratified BITs. As ratifica-
tion takes time, trade may increase already for signed BITs. Column (4) therefore swaps
BITijt with BIT signed

ijt which is 1 once a BIT is signed. Results remain similar. It may
be that the effects of an RTA are larger when the country pair also has a BIT. Column
(5) therefore adds an interaction, but it is not significant. Investment protection by BITs
seems to have positive trade effects, in addition to RTAs. Some RTAs contain an invest-
ment chapter. If BITs have positive trade effects, then RTAs with an investment chapter
should have larger trade effects than RTAs without them. We construct RTA+Invest.ch.

ijt ,
a dummy which is 1 if an RTA contains an investment chapter and include it in column
(6). In line with this reasoning, an investment chapter nearly doubles the trade effects of
an RTA. Still, BITs increase trade by 39%. To control for trends in country-pair-specific
trade costs and trade policy, we interact our directional country-pair-specific fixed effects
with a trend in column (7), following Bergstrand et al. (2015), and results are robust. In
column (8), we follow Cheng and Wall (2005) and estimate column (6) only for every fifth
year to allow for slower adjustment of trade to policy changes. Results remain similar,
except RTAijt losing significance, likely due to the lower number of observations.

4See https://www.ewf.uni-bayreuth.de/en/research/RTA-data/index.html. We use version
rta 20181107.dta.

5See https://investmentpolicy.unctad.org/.
6We prefer DESTA over the data by Kohl et al. (2016) because of larger coverage.
7For dummy variable k, the marginal effect is given by (eβk − 1) × 100.

2

https://www.ewf.uni-bayreuth.de/en/research/RTA-data/index.html
https://investmentpolicy.unctad.org/


Table 1: Trade Effects of BITs

(1) (2) (3) (4) (5) (6) (7) (8)

RTA BIT RTA & BIT Signed BIT Interaction
RTA with

Investment Chapter
Country-Pair

Trends
5 Year

Intervals

1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015
1990, 1995, 2000,
2005, 2010, 2015

RTAijt 0.307*** 0.268*** 0.280*** 0.259*** 0.192** 0.198** 0.152
(0.081) (0.072) (0.073) (0.082) (0.095) (0.097) (0.102)

BITijt 0.352*** 0.312*** 0.305*** 0.329*** 0.346*** 0.285***
(0.076) (0.064) (0.069) (0.066) (0.068) (0.081)

BIT signed
ijt 0.316***

(0.073)
BITijt ×RTAijt 0.021

(0.070)
RTA+Invest.ch.

ijt 0.144** 0.158** 0.175**
(0.064) (0.065) (0.075)

N 769184 769184 769184 769184 769184 769184 769184 177504

Notes: Table reports structural gravity estimates using PPML for 172 countries from 1990 to 2015. Column (8) uses every fifth year. Dependent variable are trade flows, Xijt, including domestic trade.
Regressions include exporter-year, importer-year, and directional country-pair fixed effects except column (7) which interacts directional country-pair fixed effects with a trend. Three-way clustered standard
errors (importer, exporter, year) in parentheses. * for p < 0.1, ** for p < 0.05, and *** for p < 0.01.

Table 2: Trade Effects of BITs and Unilateral Investment Laws

(1) (2) (3) (4) (5) (6) (7) (8)

RTA BIT RTA & BIT Signed BIT Interaction
RTA with

Investment Chapter
Country-Pair

Trends
5 Year

Intervals

1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015
1990, 1995, 2000,
2005, 2010, 2015

RTAijt 0.268*** 0.239*** 0.248*** 0.225*** 0.190** 0.198** 0.152
(0.074) (0.069) (0.069) (0.076) (0.092) (0.094) (0.098)

BITijt 0.291*** 0.259*** 0.247*** 0.273*** 0.287*** 0.238***
(0.059) (0.052) (0.056) (0.054) (0.055) (0.058)

BIT signed
ijt 0.268***

(0.060)
BITijt ×RTAijt 0.033

(0.062)
RTA+Invest.ch.

ijt 0.096 0.106* 0.128**
(0.060) (0.060) (0.064)

(Investment law)it 0.352*** 0.340*** 0.320*** 0.326*** 0.320*** 0.302*** 0.329*** 0.238**
(0.074) (0.069) (0.060) (0.061) (0.060) (0.062) (0.064) (0.098)

N 769184 769184 769184 769184 769184 769184 769184 177504

Notes: Table reports structural gravity estimates using PPML for 172 countries from 1990 to 2015. Column (8) uses every fifth year. Dependent variable are trade flows, Xijt, including domestic trade.
Regressions include exporter-year, importer-year, and directional country-pair fixed effects except column (7) which interacts directional country-pair fixed effects with a trend. Three-way clustered standard
errors (importer, exporter, year) in parentheses. * for p < 0.1, ** for p < 0.05, and *** for p < 0.01. *** for p < 0.01.

3.2 Controlling for Unilateral Investment Laws

Countries which sign BITs may simply provide a better investment environment to firms
in general, and BITijt may pick up this effect. As our data contain domestic trade flows,
we can use the method from Heid et al. (2020) and Beverelli et al. (2018) to control for
the international trade effects of investment laws. We present results in Table 2 which is
organized as Table 1 but adds (Investment law)it, a dummy which is 1 for all international
trade flows of country i if it has an investment law in year t.
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Across all specifications, investment laws have a significant trade effect, larger than
RTAs without an investment chapter. Still, BITs have a trade effect of similar size as
investment laws. Results are robust to using OLS, see Table 3.

4 Conclusion

Recently negotiated “mega-regional” trade agreements like the failed Transatlantic Trade
and Investment Partnership (TTIP) or the successful Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) aim at broader trade and investment
liberalization which encompasses aspects of BITs. Our results imply that evaluations of
such trade and investment agreements that go beyond the content of traditional RTAs
may underestimate their effects if they do not consider the broader investment policy
between countries.
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Appendix

Table 3: Trade Effects of BITs and Unilateral Investment Laws. OLS Estimates.

(1) (2) (3) (4) (5) (6) (7) (8)

RTA BIT RTA & BIT Signed BIT Interaction
RTA with

Investment Chapter
Country-Pair

Trends
5 Year

Intervals

1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015 1990-2015
1990, 1995, 2000,
2005, 2010, 2015

RTAijt 0.051* 0.041 0.044* 0.028 0.029 0.027 0.049
(0.027) (0.025) (0.025) (0.024) (0.024) (0.024) (0.052)

BITijt 0.089*** 0.084*** 0.068*** 0.088*** 0.084*** 0.108*
(0.024) (0.021) (0.020) (0.021) (0.021) (0.048)

BIT signed
ijt 0.063***

(0.022)
BITijt ×RTAijt 0.050***

(0.016)
RTA+Invest.ch.

ijt 0.136*** 0.128*** 0.140***
(0.021) (0.020) (0.032)

(Investment law)it 0.171 0.167 0.165 0.165 0.165 0.163 0.224* 0.108
(0.112) (0.112) (0.111) (0.110) (0.111) (0.111) (0.115) (0.123)

N 769184 769184 769184 769184 769184 769184 769184 177504

Notes: Table reports structural gravity estimates using OLS after log-linearizing equation (1) for 172 countries from 1990 to 2015. Column (8) uses every fifth year. Dependent variable are trade flows,
Xijt, including domestic trade. Regressions include exporter-year, importer-year, and directional country-pair fixed effects except column (7) which interacts directional country-pair fixed effects with a trend.
Three-way clustered standard errors (importer, exporter, year) in parentheses. * for p < 0.1, ** for p < 0.05, and *** for p < 0.01.
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