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l. Introduction

The impact of multinational firms on developing countries is one of the most hotlywahte
issues in the current debate over globalization. Much has been written aboutriite mac
economic impact of foreign investment. Our interest goes beyond these macroeconomi
implications to focus on the political and social effects of foreign direct imeggt(FDI). Our
general interest is in the decision-making processes of both foreign inestdnsst
governments. Although these processes are complex and multi-faceted, our focus pethis pa
on the role of Bilateral Investment Treaties (BITs), an instrument of ggowiportance as
emerging economies seek to attract foreign investment. This study ®iBpart of our ongoing
attempt to understand how foreign investors’ and host countries’ efforts toisiknétffect the
domestic business environment.

Investors always face risks because changes in market prices and oppsrtamitiot be
perfectly predicted ex ante. However, in many developing countries the risheyaesl
ordinary market risk. Investors may have little trust in the relialalig fairness of property
rights and government enforcement, and conversely, local businesses,,ctieepsliticians
may have little confidence in the motives and staying power of international lsugmesstors
complain that the rules are unclear and variable over time. Critics in the hosy coomir that
international investors will reap most of the gains and will flee at thiesfign of trouble. In the
extreme, the distrust on both sides can be so large that little or no investmentae&esvyan
when this investment would be beneficial to both parties.

Foreign direct investment has frequently been studied as if it were an werditiegd mass of
capital that moves around the world in response to domestic conditions in host countries. We
agree that investment is affected by domestic conditions, but we arguesti@ild be analyzed
as a series of deals between host countries and foreign firms that may inpolviEam the
firm’s home country as well. Especially in poor and emerging economies, éiieintly takes
the form of large projects each one of which represents a sizable share of twmuhtgts total
investment. Therefore, so long as the foreign investor has alternative patgesidbr its
investment, it has bargaining power vis a vis the host country’s government and rbégytoe a
negotiate terms that are more favorable than those available to domestorsivEsese terms
may take the form of exemptions from certain local laws, including tax lagsyfespecial
subsidies and public services, such as new roads and upgraded port facilitdgidn,doreign
investors may worry about being exploited by the host country after thestimeets are sunk
and will seek assurances that the government will not treat them worse thasticlames.

In recent years international investors have been aided by the growth ofbilatestment
treaties (BITs). These are treaties signed between the home uahtneestors and potential
host countries that set a general framework for the negotiation of F3I déaly bind the host
country to treat all foreign investors from the home country in ways that will ptbtsc
investments and that give them either parity with or advantages over domestiorgivest

The popularity of BITs suggests that many investors are not confident about thentbga
political environment in low and middle-income countries. Given this fact, host courgtiege
they will benefit from signing a treaty that seems on its face quite oneinitkebr of foreign



investors. The policy questions are then two-fold. First, do BITs stimulate ¢vd b the host
country? If the answer to this question is positive, do the treaties encourage types of FDI

more than others? Second, what is the impact of BITs on the environment for domeggc priva
investment? Is domestic investment stimulated or discouraged by an aggedfst to sign

BITs with many potential investment partners? In other words, is FDI a sitdstita

complement for domestic investment, and do BITs encourage countries to improve theoprotecti
of domestic property rights?

If countries concentrate on making special deals with foreign direct investmespeculate that
they might neglect measures that improve the investment climate ovenallcoOld study this
problem at the level of individual deals to see if their terms permit mudimads to opt out of
restrictive local rules or to get better protections from costly governpadintes. This is an
important research priority, but it is beyond the scope of this paper. Instead ua®foBITS,
the one generic policy that clearly singles out foreign direct investorsoasdler their effects.
However, we realize that our results will not be definitive. BITs are auwelljanew
phenomenon in international business, and their impact is only beginning to be felt.

We proceed as follows. Section Il provides a brief overview of the growth andtioffeDI on
low and moderate income countries and discusses its relationship to domestic pigipistty
Section Il is an introduction to BITs. Section IV discusses our empiriagtseSection V
concludes.

Il. Foreign Direct Investment, and Domestic Property Rights

Both theory and empirical evidence provide mixed results on the benefits versugdshs cos
FDI. On one side of the debate, scholars suggest that FDI brings new techmol@ggduction
techniques, raises wages, improves management skills and quality controihandes access

to export market§. Some of the costs include stifling of domestic competition and indigenous
entrepreneurship, increased income inequality, lower public revenues, an apprecidtgon of
exchange rate and a continuing reliance on local resource endowments, rather tha
modernization of the productive sector of the economy. Characteristics of the host-count
such as human capital, labor and wage standards, and the distribution of existing technology
across countries, will affect how much countries benefit (or lose) from foreigstment
opportunities (World Bank and UNCTAD data sources, Lall and Streeten (1977), Ladkes a
Venables (1996), Kofele-Kale (1992), and Blomstrom et al. (1996)).

Both the type of FDI and the mode of entry affect FDI's impact on host caunfiie existing
empirical work has only begun to sort out these complexities. In our view, the incemclus
results arise because the precise impact of FDI varies between irglasttieountries

depending on the characteristics of countries and their politiénpact also depends upon the
precise nature of the deal that is struck between the investor, the host countny giat a
venture partners.

2 For overviews of the theory of the influence oflRiD technology transfer see Caves (1996), Fin(lays),
Mansfield and Romeo (1980), Koizumi and Kopecky@R&lein et al. (2001), Cooper (2001), and Hang&001)
% Lankes and Venables (1996), Kofele-Kale (1992pn&itrom et al (1992).



In poor, high-risk environments FDI is likely to be the major source of investnaahs.f
Regardless of the inconclusive results concerning the pros and cons of FDI, low ard middl
income countries view it as a primary means for increased economic groWwtls, hbst country
governments work to attract FDI. They offer incentives to multinational corpasgiVINCS)
designed to attract FDI from competing countries and to offset potentidhctors that might
deter investment. Likewise, MNCs employ strategies to reduce the potishtiad investing in
unstable environments.

Over the period 1995-2000, FDI inflows grew at an annual average rate of 17 per cent for low
and middle-income countriésAlthough inflows of FDI to such countries continue to grow
yearly, their share of world FDI flows recently began to decline. FDiwslto developing
countries grew from US$187 billion in 1997 to $240 billion in 2000, although their share of
world FDI decreased to 19 per cent in 2000 down from 21 per cent in 1999 and 27 per cent in
1998 (figure 1a and 1B).FDI continues to be the largest source of external finance for
developing countries, exceeding the sum of commercial bank loans and portfoliinfiost

years (figure 2). Itis also more stable than financing from other extsarnales. Between 1997
and 2001, FDI was relatively flat as a share of the GDP of developing countries, tatitcthe
between FDI and non-FDI flows varied from 4.6 to 1.8.

[Insert figures 1a, 1b, and 2 here]

There are two principal ways to attract FDI, which may be complemestsbstitutes. The first
is to establish special, favorable conditions for FDI that do not apply to all investime
second is to improve the overall political\economic environment to reduce risk. @re wa
reduce risk is to have clearly defined and enforced property rights. Well ehforaperty rights
not only leads to greater amounts of current domestic investrbenglso creates a stable

* FDI inflows are defined as the gross level of FPWing into a region over a period of time (usyalhe year).
FDI stock is defined as the total accumulated vafuereign owned assets at a given point in tibeveloping
countries are defined according to the World Baimc®me classifications, based on gross natiomalime (GNI)
per capita. The category ‘Developing countriesludes low-income, lower-middle income, and uppeddie
income countries. See appendix A for exact clasdibns.

® All dollar figures are in constant 2000 US dollars

® Douglas North (1990) argues that inefficient propeights are “the most important source of bastdrical
stagnation and contemporary underdevelopment iffhiivel World.” Hernando De Soto (2000) claims theaperty
rights help people to borrow more easily and overedhe information constraints that enable martefanction
efficiently. In Firmin-Seller's (1995) study of gperty right in Ghana, she found that the key &dtate's economic
success lay in the ability of the government taesd property rights through its political instituts. Knack and
Keefer (1995) offer evidence that “institutionsttpeotect property rights are crucial to econonriavgh and
investment.” Likewise, Goldsmith (1995), using @ectional data found a correlation between pigpyhts and
economic growth in low and middle-income countriésa firm level study of political risk in devgling countries,
Borner, Brunetti and Weder (1993) found that “ifif\cal uncertainty is present, economically sowuanestic
investments are rare...institutional reform is theref crucial precondition for market-driven devetemt that
depends primarily on private sector investmentdrstensson (1994) found that “insecure propertytsigesult in
an inefficient allocation of investment funds amdirefficient use of human capital.” Taking intocaunt the time
dimension of economic growth, David Leblang demiatetl that nations that protect property rightsiagfaster
than those that do not. Stepping back to lookvatall policies that affect not only overall growtiut also the
incomes of the poor, Dollar and Kraay (2001) fotimat basic packages of good policies, within whiobperty
rights plays a vital role, raise overall incomesla@veloping countries and have an additional pasithpact on the



market environment that can promote FDI. Confidence in the enforcement of praglegy ri
reduces the incentive to insure against political risk and reduces the cost of dowegdus
(Abbott 2000). Studies on corruption and political risk show that foreign investors prefer to do
business in environments with well-enforced property rights.

If strong property rights are desirable for both domestic and foreign investyrslon’t

countries simply replicate the property rights systems of westermlstpgbcieties? One reason
is that most developing country governments do not have the legal systems anomedtitut
structures in place to adequately enforce laws. In other cases, it is swmhpiythe best interests
of governments to create or enforce strong property rights. Such governararas make
credible commitments not to violate their own country’s rules. It is only whelmethefits of
property rights enforcement outweigh the benefits of low levels of enforcéhaggovernments
will strengthen enforcemefitGovernments in countries with weak property rights may seek to
attract FDI by making special deals with investors that do not have to be exterled t
domestic economy as a whole, or even undermine domestic protéctions.

. Bilateral Investment Treaties

Given the weakness of the domestic political\legal environment in many low ane+mddine
countries, investors seek alternatives tailored to their needs. This can be dors@ibycase
basis, but transaction costs can be reduced if the host country commits itdedfio a

framework. This is what BITs do. They provide clear, enforceable rules &cpfoteign

investment and reduce the risk faced by investors. According to UNCTAD’s doemgiree

overview of BITs, the treaties promote foreign investment through a ségasitegies,

including guarantees of a high standard of treatment, legal protection of ienéstnaer
international law, and access to international dispute resolution (UNCTAD 199§)afhe
becoming a more and more popular tool for developing countries to promote and proteat foreig
investment.

The first BIT was signed in 1959 between Germany and Pakistan and entered anto i&62.

The number of new BITs concluded rose rapidly in the 1990s. According to UNCTAD, the
overall number of BITs rose from 385 in 1990 to 1,857 at the end of 1999. As of the end of
1999, 173 countries were involved in bilateral investment treaties (figure 3). Mydreaties

were signed between a developed and a developing country, generally atrigeotitige

developed country governments. Typically, before the 1990s, developing countries did not sign
BITs with each other, but throughout the 1990s more and more developing countries have been
signing the treaties with each other (figure 4).

incomes of the poor. Likewise, Hall and Jones @)96und that differences in government policy amstitutions,
with property rights playing a major role, equatedarge differences in income across countries.
" Although a number of authors have hypothesizesilihk, Anderson’s studies of corruption in EastEumope
confirm the relationship. See for example, Andersbal (2003) and Anderson (1998, 2000). See@tddsmith
g1995), LeBlang (1996), and Grabowski and Shiel®96).

See Barzel (1989) and Firmin-Sellers (198®)kner et al (1995) confirms Firmin-Sellers findimgtheir study of
property rights and investment in Ghana.

For example, Hernando De Soto argues that witblear ownership, land can be stripped from the poonake
way for government and foreign-led industrializatfarojects (De Soto 2000).



The proliferation of BITs has followed a general geographic pattern. MostBd@dywere

signed between African and Western European Countries. Asian nations slowly began to e
the arena in the 1970s, followed by central and eastern European countries. It uds theat

late 1980s that Latin American nations began to enter into these agreenge

A. BITs: History

International law on commerce and investment originally developed out of ssaefigendship,
Commerce, and Navigation treaties (FCNs) and their European equivalentsverbegyart of
the US Marshall Plan that was meant to reinvigorate the European economy afteYW&/ioH.
FCNs provided foreign investors with most favored nation treatment in host countriegréut
mainly signed between developed countries. The United States also attempbeelctofqreign
investors through investment guarantees and legal provisions. The OverseasrRegitecint
Corporation (OPIC) was established to protect investment in postwar Europesaedpaaded
to developing countries in 1959. Further, the U.S. Congress passed the Hickenlooper
amendment requiring the U.S. government to terminate aid to any country that exgdopria
property from a U.S. investor without adequate compensation. The amendment was used only
twice and did not serve its purpose in deterring investment (Mckinstry Robin 1984).

In 1967, the OECD attempted to establish a multilateral agreement on foreigimene
protection—the OECD Draft Convention on the Protection of Foreign Property. The convention
proposed an international minimum standard of protection for foreign investment but was
opposed by developing countries, mainly in Latin America, that insisted on sudpjeceign
investment to domestic control with disputes being settled in domestic todtdiowing the

failure of the OECD convention, European countries and later the United Staaesdeg

establish more and more bilateral investment agreements with developingesd@ntr

B. BITs: Basic Provisions
Overall, the provisions of BITs are meant to secure the legal environment fonforesgtors,
establish mechanisms for dispute resolution, and facilitate the entry andfexitdef BITs
cover expropriation of property as well as indirect takings that are tantarnaxyropriation.
BITs are currently the dominant means through which investment in low and middleeincom
countries is regulated under international law (Kishoiyian 1994, Schwarzenberger k&, W

10 Although Latin American countries were not sipn@s to BITs until the 1990s, their largest tragpartner, the
United States, provided political risk insurance gnarantee agreements to most Latin American Nsitio

Y5 1974, a number of developing countries supploat&nited Nations resolution to protect the natlon
sovereignty of the economic activities and resasiafehost countries (Charter of Economic Rights Bnties of
States, G.A. Res. 3281, 29 U.N. GAOR Supp. (Noa3Bbp, 51-55, U.N. Doc. A/9631 (1974)).

12 European treaties are generally known as Bilatex@stment Protection Agreements (BIPAs) althotighU.S.
treaties are known as BITs. The United Statesd@#d Investment Treaty program did not begin ut@82 with its
treaty with Panama. The United States signed twimee FCNs between 1946 and 1966, but did netr éntio any
other bilateral agreements on investment untilli®@2 BIT with Panama. Shenkin (1994) attributés i a
reluctance on the part of developing countriesttereinto FCNs with the United States as well @sdtiractiveness
of the European BIPA program.



1956). The treaties are a response to the weaknesses of customary internatiomagéta
which foreign investment is subject exclusively to the territorial sovenef the host country
(UNCTAD 1998).

The majority of BITS® have very similar provisions. The major differences lie in the protection
or non-protection of certain types of investment. The need for developing counta&srio r
control over certain types of investments and resources restricts thesbstaipli of an
international agreement on investment.

As with their predecessors, the FCNs, BITs provide national or most-favored-traatment to
foreign investors in the host country. However, most BITs contain clauses thateexc
investments in particular areas such as national security, telecomrnanscand finance.
National treatment ensures foreign investors the right to establish angdgsithat the host
government would have allowed a domestic investor to establish. National treatmant i
followed in all BITs. Some limit treatment to that considered “fair andt&ijei,” although
some require that all foreign investments gain approval regardless of thstidasiteation
(McKinstry Robin 1984). Further, the US model treaty as well as many Europ€are®&ablish
the right of the investor to transfer all earnings to the investing country.

BITs generally provide for resolution of investor-host country disputes by thigl \Bank

Group's International Center for the Settlement of International Disd@84¢D) as a

background provision (UNCTAD, 1998). In spite of these provisions, official sanctionstagains
countries not complying with BITs tend to be weak. However, violations of thesedrshtiuld
result in future reluctance of both the partner country and new countries to $iggm freaties,

loss of faith in existing treaties, and lack of faith in the investment environmére host

country. Thus, although only a small number of investment disputes have been heartDby ICS
hundreds of disputes are negotiated between interested parties because of the burding na
ICSID arbitration (Shenkin 1994).

Typically, developed countries prepare a model treaty based on the 1967 Draft ©onment
the Protection of Foreign Property and on already existing BITs (UNCTAD 1998)ese
model treaties are then modified for use in a variety of situations. Thusgreatanating from
a developed country are likely to be similar or even identical, but differenstdeiveen those
proposed by different developed countries. The principal aim of the treaties isrie thélhost
country obligations to the investors of the home country.

C. The Impact of BITs on Developing Countries

1. Costs and Benefits of BITs

13 We will use BIT to refer to both BITs and BIPASThe main difference between BITs and BIPAs is the
prohibition in BITs of investment performance raguanents.
14 For an example of a model treaty see Appendikd®4 US draft treaty.



Developing countries employ BITs as a means to attract inward invgsthine protections to
foreign investment are presumed to attract investment flows to developing counatirielt
lead to economic development. Developing countries hope that the treatiesosigreign
investors either a strong protective investment environment or a commitmeioréingn
investments will be protected through international enforcement of the treaty.

Beyond attracting investment, developing countries hope that BITs will have patipeeefits.
For example, binding foreign investment disputes to international arbitratipgsenae not only
as a signal that the current government is friendly towards FDI, but it ntalpeksfuture
governments into the same policy stance. Further, BITs may provide symbolitsiiertbie
current government. For example, signing a BIT may signal a willisgoesign international
treaties in other areas. For countries in transition, BITs may provide a shompalicy
credibility in the international arena (Martin and Simmons 2002).

These benefits must be balanced against the costs. Although developing €ouayrenter into
the treaties in the hopes of obtaining peripheral benefits, some countries regelded sign
the treaties to compete with similar countries. For example, if two caunffer relatively
similar investment environments and one signs a BIT with a major foreign inuestather
country may agree to sign a similar treaty—regardless of the potentigdyiveeimpacts of that
treaty—simply to remain on par with the competing country.

BITs may facilitate a division of profits that is less favorable than migtirounder other
regimes less highly controlled by the developed countries. They may also hatigene
consequences for domestic investors if they are treated less well reddoveign investors.
MNCs argue that BITs only level the playing field for them relativiawored domestic
investors, but it is at least possible that the scales may end up tilted in faverfafeign
investors.

Developing countries fear a loss of control over their internal economic adtirotygh

restrictions on their employment and development policies as well as throdigingés to

national industries. The loss of sovereignty over domestic investment disputes toayhigh a
burden for some developing countries and lead them to refuse to sign BITs (Kahler I2a0@)
early 1980s, the US BIT with Honduras was stalled for a few years becausesdiathe draft
treaty violated Honduran legislation. For example, in 1984, Honduras was counting on US$5
billion of US investment, but refused to sign the BIT because of the sovereigrdy atsstaké.

The US BITs and several European BITs prohibit investment performancesrequots.
Although this may lead to an end of a race to the bottom to attract investment ioftéams
holidays or other incentives, it may also take away from the host country leveradereign
investors. Investment performance requirements enable host countries to entheetrading
and locational decisions of foreign investors in favor of host country development. For
example, export requirements can improve the balance of payments accounts cbartogt
and locational incentives can aid the infrastructure development of the host cAurrgosts
versus the benefits of the removal of investment incentives have yet to be studiled ,|ss df

!> Torres, Manuel. “Honduras: Trade Talks With UABStandstill.” Inter Press Service, April 3, 1984



performance requirements may mean the loss of a key benefit of FDI féoglagecountries
(Shenkin 1994).

A claim of expropriation under a BIT may be resolved through a judgment that setingireost
country to pay compensation to the investor. In the absence of BITs, developed courtiries pus
for application of their own legal guidelines for “prompt, adequate and effectmpensation,”

and developing countries have long insisted that only host countries’ domestic trilmals c
decide upon appropriate compensation. BITs protect investments from developed<uuithitrie
violations subject to dispute resolution through ICISD (Kishoiyian 1994).

Repatriation of profits is another area that may have negative consequerdmsefoping
countries. The majority of treaties grant the investor the ability torrafgaprofits “without
undue delay”. At the same time, many of the treaties guarantee the host tdoeiatnifity to
delay the repatriation of profits in times of economic emergéfid§ the treaties are interpreted
to give a narrow reading to the term “economic emergency,” the abiligptdrrate profits could
intensify liquidity problems faced by host countries (Kishoyian 1994, McKinstry Robin 1984)
This issue may arise in the case of the French-Argentinean BIT. Suez, la Wedecand
energy firm that has invested in Argentina, is suing the government of Argentinahmder
expropriation provisions of their BIT for compensatory damages following tredwdgion of the
peso. Although this case is still pending, the validity of the claim under the BIT isevoer for
the economic situation in Argentina.

Nearly all BITs contain clauses that give firms the right to petition mgowents for damages
stemming from environmental or health regulations enacted after investasetaken place.
Firms have successfully sued for damages under an equivalent clause in NAFT#hiceigec
firms have been able to claim that newly enacted environmental and healttisagwanount to
the expropriation of profits. A Spanish waste management firm has brought aboutaseh a
Tecnicas Medioambientales SA, is suing the Mexican government under the provigioas
Spain-Mexico BIT for damages resulting from new environmental regulationse$ui of this
type of clause may keep governments that have signed BITs from enactinguir@nraental,
health, or labor regulation for fear that they could be sued under existing®BITs.

Finally, and perhaps most importantly for our purposes, is the issue of dispei@eetil
Foreign investors have recourse to international arbitration tribunals ®asetttlaims resulting
from what they believe to be unfair treatment of their property. Domestidansese left to the
property rights enforcement systems that developed country investors can avaith tBITs.

2. Property Rights and BITs

16 Kishoiyian(1994) points to an ICSID study of 338B. All provided for the immediate repatriationfits,
but 60 enabled the host country to take into accidsibbalance of payments situation in the courdand many
provided for interest or set the precise rate chexge in the event of a delay.

" EFE News Service, June 28, 2002. France-Argaetitiench Firm To Press Argentina For Indemnizafon
Losses.

18 peterson, Luke. “Opinion Debate Over Investor Righ Too Late.” The Toronto Star. April 22, 2001



Given the mixed impact of BITs, we would expect that low and middle-income counilties w
vary in their enthusiasm for BITs and in their insistence on the inclusion of exteptor
example, resource rich countries have an advantage in bargaining with fakegtors.

Therefore, we would expect resource rich states to try to avoid signingsatés or to sign
treaties with favorable clauses; in contrast, states with few disgérizenefits to offer investors
need to sign BITs (Kahler 2000 and Abbott 2000). Countries competing for the same types of
investment need to mimic the policies of competing countries, or they risk plaemgédlves at

a disadvantage. Thus, we would expect that if one country signs a BIT as a sigreapto f
investors that their investments will be protected, this will encourage stoilatries to act
likewise.

Weak countries may sign BITs to constrain stronger states, but in the processishageapt a
deal that is very favorable to the stronger state. Only risk-takers willtimvesuntries such as
Somalia, the Congo and Tanzania, these investors are likely mainly to care abiait na
resources, thus overall domestic investment remains minimal. Even if theséesaigtred
BITs, it is unlikely that investors would rely on the treaties to assure invespraections. In
contrast, a few middle-income countries, such as Korea, Chile, and Singapotne;dkavethe
property rights barrier and are considered to be low investment risks. Firmsomndidence that
those countries will enforce the property rights of all investors. In thesdras, BITs vary
more from the model treaties than in other developing countries. Their stablenenes
environment enables them to negotiate over the terms or even to refuse to segvidaiut
risking a lost of foreign investment. For example, Singapore refused to enteBifftavith the
United States based on its model treaty because of the limits on performanareqtsr
Further, its treaties with France, Great Britain, and the Netherland$He protection offered to
investors to specifically approved investment projects (Kishoiyian 1994).

The middle cases are the most interesting to us. These cases lie atmhaf-pmperty rights
evolution and could either stagnate or move forward. On the one hand, without BITs competition
for foreign investors could encourage property rights reform—perhaps aided by smesdtidom
investors who realize the potential benefits of establishing a rule of law. @th#rehand,

domestic elites and corrupt bureaucrats might attempt to maintain thegstatus

governmental decision to reform property rights is unlikely if the rents areddrom the non-
enforcement of property rights are high, if incumbents do not expect to gain nmefigsoeom

reform (perhaps because they risk losing political power) and, most impgrittte power of

the opposing interest groups is high.

Without BITs, improvements in property rights enforcement come from governmeésibdsdo
foster economic growth through increased foreign and domestic investment. Butll iindy
occur when the benefits of increased investment, combined with any politidal gamed from
those changes, outweighs the costs of enforcement and the political losses feowhihésse
out from the new system. The trade literature has demonstrated that foregjarshave a
great deal of power in host country political decisions. Thus, in the absence of BITs, these
investors might be advocates of broader reforms that could benefit all investatrast, a
world with BITs reduces the interest of MNCs in property rights reform andcemh@nt in
developing countries. Domestic reform may be less likely and the countrgueayegress
toward policies that harm domestic investors. In some countries, attemgitsratfesl, or no

10



attempts at reform are made at all. In such cases, the BIT, althougtiberefeign investors,
can have a negative effect on the trustworthiness of the business environment forcdomesti
investors.

It is instructive to mention a few cases that indicate the possible disjuncteeebegbroperty
rights and BITs. In many countries, western donor agencies, especiéllip US conjunction
with the local chamber of commerce, work to establish local arbitration tribianaésal with
investment disputes. USAID also promotes BITs to overcome the exact probégrtisetiocal
arbitration tribunals were meant to deal with. Thus, if BITs prove effectivgréssure for
property rights reform that was evident through these local tribunals magensdhled back.

Botswana and Namibia have the highest property rights rankings of all esuntgub-Saharan
Africa in both the International Country Risk Guide (ICRG) and the Heritage Foangatio
generally accepted ratings of property rights. Yet, as of 2000, Botswana \gaatarsi to two
BITs, only one of which is with a developed country (Switzerland) and Namibia mesi sagly
five. Zimbabwe and South Africa, neighboring countries with significantiel rankings on
the property rights scale, have signed 24 and 18 BITs, respectively.

In Latin America, cases do not stand out as clearly. However, Peru and Veneauela, t
countries that both embarked on specific programs of property rights reform addfaiwell
above the mean for BITs in the remainder of Latin America. Specifiéadiyu and Venezuela
have signed 26 and 22 BITs respectively, with the mean for Latin America beloverds P
attempt at reform is notable. A program to reform the property rights systeanaure its
enforcement was supported by a grant from the World Bank. Additionally, &meslin local
non-governmental organization initiated a public information campaign to inform pobtentia
investors of the benefits of property rights. Yet the program was termina¢ed and a half
into the project, before actual implementation ever béYdnis, of course, unlikely that BITs
played the primary role in impeding property rights enforcement reform in Pfowever, a
lack of pressure from major investors for reform appears to have played aot@jor r

D. Conclusions

Many observers of the global business environment view the growing internatinoalfa
commercial law, through BITs and international arbitration, as a desirabtk tThey urge its
expansion to cover a broader range of contract disputes. However, although international
commercial law norms and BITs reduce risk and solve collective action probhemsmpact
on social welfare is ambiguous. They may impose “discipline” on governments thdt woul
otherwise favor narrow interests or demand corrupt payoffs (Waelde 1999a#itely, these
standards may reduce a nation’s flexibility in negotiations and lead it todatside investors
or narrow local interests over the general population. Because BlTssatedramodels drafted
by capital exporting states and express little concern with improving thdldege structures
of developing countries, they may reduce the available benefits to the host caamtRCft
(Guzméan 1997).

V. Quantitative Analysis

19 LCHR (2000) and The Economist. “The dark sitithe boom,” August 5, 1995
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An empirical analysis of the effects of BITs requires a two-pronged agprdarst, we look at
how BITs interact with other determinants of foreign investment to affecinfflows. The

main benefit of BITs is purported to be increased FDI to developing countriesn#tysis takes
the first step towards understanding if this is true. Second, we analyzéetits ef BITs and
the domestic business environment through their effects on domestic private entestiohon
property rights.

The data for our study are based on various indicators of government performanaegniest
rates, social indicators, and investment treaties in up to 176 countries. The detesets
compiled from a variety of sources and therefore contain a different number ofatioses for
different variables. The data sets use panel data from the first Biddsiig 1959 through 2000
for low and middle-income countri@go take into account the dynamic nature of some of the
data, and to control for some of the statistical problems inherent in cross dextagaes of
this type.

A. FDI

There is a broad empirical literature on the determinants of FBIreview of the literature
shows that there is no clear agreement on the factors that determind/®ix o developing
countries. The studies use diverse variables and often come to opposing findings on the
relationship between certain variables and investment. Nevertheless) wsecpast work to
specify a reasonable model for the determinants of investment as a basis fetamaditey the
impact of BITs. We break our analysis into two parts, a general analysigtmuhe the impact
of signing the treaties on overall FDI inflows and a bilateral analgtigden the United States
and low and middle income countries.

1. General Analysis

As the dependent variable for our general analysis we use the broadest meaBuiiaftiws
available on a yearly basis from UNCTABWe measure FDI as inflows to a particular country
as a percentage of world FDI inflows for that year. In this case we aresteidin how each
country’s fraction of world FDI inflows increases (or decreases) based on therrafrireaties
signed. The ratio of inflows to a particular country for each year to overhfldvizs to all
countries is the best measurement of change in the fraction of worfd FBDI inflows are
provided on a net basis, and include capital provided (either directly or through otlest relat
enterprises) by a foreign direct investor to an FDI enterprise dategieived from an FDI

20 Appendix D contains a list of countries used inheanalysis. Appendix F contains correlations ketw
variables in each of the analyses.

2L Chakrabarti(2001) offers a good overview of theréture on the determinants of FDI. For more ifigec
analyses, see for example: Schneider, F. and B.(EB85), Root and Alimed (1979), Sader (1993)lifgjton
(1999), Markusen (1990), Gastanaga et al (1998gr@nd Rodrik(1992), and Henisz(2000).

2 See appendix E for sources and definitions ofamdeis and appendix F for summary statistics.

23 We re-ran the models using FDI as a percenta@D#f, and the results did not change significantliis ratio,
however, measures changes in the importance ofd-ibe overall economy, rather than changes il the
measure we are interested in, so we retained tiaraBFDI inflows to overall FDI flows.
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enterprise by a foreign direct investor. There are three components iadtlly; capital,
reinvested earnings, and intra-company loans. If one of these three componegédiie and
is not offset by positive amounts in the remaining components, the resulting medsie of
inflows can be negative, indicating disinvestméht.

Market size is universally accepted as the leading determinant of F@A#flWe use two
proxies that, taken together, indicate the value of investing to serve a courarigit.rithe first
is the log of GDP per capita, and the second is popul&®yond market size, there is general
disagreement on the determinants of FDI. Theoretically, the rate of groaitoohntry’s
economy would seem to be important for attracting FDI, as a fast growing econtme
present would indicate future development potential (Schneider and Frey 1985). We are
interested in understanding how growth, market size, and BITs affect subsequent foreig
investment. However, although growth and market size affect the level ainmerdsn a
country, it is also likely that the opposite direction of causation operateslasiat is, higher
investment leads to greater growth and a larger market. We deal with thenpimblagging
these variables in one case, and instrumenting for them with their lagged value iroadr sec
case.

Black market premia are a symptom of overvaluation of national currencies ancetlikslgrto
relate to lower levels of investment. They are often used in empirical ewakia a proxy for
distortions in the financial system. The black market premium is taken fromlEe |
International Financial Statistics and is defined as the ratio of the blakkteachange rate and
official exchange rate minus one.

According to UNCTAD (2001), the majority of FDI to the least developed coungriesough
natural resource investment. The presence of natural resources in a coarpgated to attract
foreign investment regardless of other factors that would usually attractouidige investors.
Natural resource endowments are measured through a composite of natural fueds and or
exported from individual countries, available from the IMF’s Internationalrf€éiah Statistics
Database.

We include political risk as a potential determinant of FDI inflows, theorifiagdountries with
high levels of political risk will attract less investment then those with éal$ of risk. There
are several readily available measures of political risk. For the pusposess-sectional
comparison across time, and to have the ability to separate out factors such rég pobpe risk
in our subsequent analysis, we use a measure produced by the International Celar@yidi
(ICRG). Their variable is based on institutional indicators complied by piiiviaeational
investment risk services. The ICRG political risk index utilizes measafrthe risk of
expropriation, established mechanisms for dispute resolution, contract enforguemment
credibility, corruption in government, and quality of bureaucracy. It is measuredoatedrom
one to 100 (the individual components are available in appendix C) with higher numbers
equating to lower (better) levels of risk in a country.

4 For more information see the World Investment Etivey Website:
http://r0.unctad.org/en/subsites/dite/fdistats stNgID.htm
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Other independent variables are also readily available for analysiglinggmeasures of human
development, level of democracy, and geography. To account for country sfaetifrs, we

also include a continent dummy and, latitude, a variable equal to the distance of thefconmtry
the equator, scaled between 0 arfd Theories of institutions and economic growth claim that
countries in more temperate zones have more productive agriculture and hdatthiesc
enabling more highly developed economies and institutions (Landes 1998, La PoR@0€&X) al
Social factors such as literacy or health are highly collinear with ocasunes of market size and
growth and were therefore excluded from the model.

Depending on the type of FDI, the level of openness (measured as exports plus impoR3 to G
could have a positive or negative impact on a country’s ability to attract FDIfo€lsed on

exploiting the local market would be attracted to a country with a less open ecamhBDI

focused on the tradeables sector would be positively related to openness. The opposing nature of
the theory as well as gaps in the data for our sub-sample of countries led us to exelndesope

from our estimation. Likewise, we exclude inflation from our analysis,easxpect the impact

of inflation to be ambiguous. On the one hand, if lending is done in the local currency,
unanticipated inflation benefits debtors. On the other hand, high inflation rates mayandic
domestic policy failures that discourage both savings and investfnentther variables that

could act as determinants of FDI that we excluded because of opposing theday or da
inefficiencies include the host country’s wage, government consumption, antetax Tae host
country wage has been shown in various studies to be both an inducement and a deterrent to FDI
based on the type of investment. For example, Schneider and Frey (1985) and Pistoresi (2000)
found that higher wages tended, on average, to discourage FDI, although Caves (1974) and
Wheeler and Mody (1992) found a positive association between FDI inflows and thageal w

Tax rates do not let us separate out tax incentives to attract investmehigdtotax rates that

deter FDI?” Likewise, overall measures of government consumption do not permit one to
separate out that which types of spending attract investment and that whielearents.

Data on BITs are available from a listing published by UNCTAD that docuntieatparties to
every bilateral investment treaty, the date of signature, and the dat&ryinto force. These
data are available for every BIT of public record from the first tregtyesi in 1959 between
Germany and Pakistan through December 2000 (UNCTAD 2000). Because of thernong-te
nature of BITs, we measure our BIT variable as the cumulative number osighled by a
particular country. We separate out those BITs signed with developed countmdatdse
signed with developing countries to determine if the treaty partner might tvaneeesffect on the
investment or property rights level in the host country.

25 \We also considered including legal origin in ooalysis. However, the meaning of this variablmidoubt. It
may simply be capturing general historical regtilesi For purposes of robustness we includedanhimversion of
our random effects specification, but it's coeffiai estimates across specifications was zero anghificant, and
its inclusion did not affect the remaining variable

28 Inclusion of inflation in our specifications doest change the results on the remaining variabldsesulted in
insignificant coefficient estimates.

27 \We included measures of taxes on goods and taxageome available from the IMF’s International &ntial
Statistics in both sets of regressions on FDI andhfe investment. The coefficients were equadm and not
statistically significant in any regression. Thisaddition to the problems discussed in the fext,us to exclude
them from the analyses.
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To avoid the impact of year-to-year variation caused by the pattern of individls)| @We use
five year averages for the BIT data for the period 1975 to Z00®. limit the problem of
simultaneity, we measure the potentially endogenous variables at the beginedaot five year
period and our dependent variables at the end of each period.

We chose to model the data in two forms. First, to account for differences acrosespwet
run a random effects generalized least squares regression with pareedostandard errors as
suggested by Beck and Katz (1995). In this model we account for the possible engadeneit
our regressors by measuring FDI at the end of the period and market sizeglp@ki and
growth at the beginning of the period. All other variables are measuredasethge over the
five-year period.

Our primary specification for foreign direct investment to low and middle incommetiges is as
follows:

Y, =a; +BX; +)D; +v,

Where Y is a vector of FDI inflows as a percentage of world FDI, X represendrix of
potential determinants of FDI that can change across time, including Blikevidse represents
a matrix of possible determinants of FDI, but these are country-specificsfétadido not
change across time. The subscript i represents country i and the subsprggdnts time
period t.

Our second specification accounts for changes within countries across timeod&kea
generalized least squares, fixed effects model. This model takes intott®oendogeneity
problem by instrumenting for growth and market size with their lagged valdesremaining
variables, natural resources, black market premia, and political risk aseired as the average
over the five year period.

Thus our second model is:

Yo =a, +BX, +uZ, +v,

where all other variables remain the same, but D, the vector of independenesgahabldo not
change across time is omitted, and Z is a matrix of individual dummies to measloservable
country-specific effects.

28 Although some of our data goes back to 1959, tlie &f the data covers 1975 to 2000.
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A Hausman specification test rejected the assumption that the error comipometiite random
effects model was uncorrelated with the error in that model. Thus, our randotsa eftetel
will be less efficient then our fixed effects model. However, because of thigypaiube data

across time for a number of our countries, we felt that it was important to ext@ine
implications of both models.
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Table 1
FDI and Bilateral Investment Treaties: Random Effects Mode (198(-2000

Base Case 2 3 4 5
Run: BITs signed with 0.0670 -0.00380"
High income (0.0329) (0.109)
Run: BITs signed with -0.0860 -0.049n
low income (0.0581) (0.288)
Run: BITs signed with 0.0160 -0.007200
Total (0.0091) (0.0672)
Natural log GDP per capita 0.139** 0.132* 0.118 0.129* 0.114*
(0.019) (0.0126) (0.0113) (0.0045) (0.0153)
Political Risk 0.0116+* 0.0109* 0.0111* 0.00980 0.00892*
(0.0053) (0.0049) (0.00523) (0.00111) (0.00261)
Risk*Total BITs 0.000450
(0.00149)
Risk*lowincome BITs -0.000720
(0.00608)
Risk*highincome BITs 0.00124
(0.00260)
Black Market Premium 0.00393 0.00098 0.00140 0.000824 0.00110+
(0.00607) (0.00056) (0.00878) (0.00043) (0.000430)
* * *
Natural log Population 0.209% 0.218* 0.230* 0.221* 0.234**
(0.0140) (0.0090) (0.00944) (0.00745) (0.010)
Growth (0.0008) 0.00046 0.0020 0.000381 0.00168
(0.0146) (0.0144) (0.0143) (0.0144) (0.0137)
Natural Resources -0.00021 0.00015 0.000092 0.000217 0.000206
(0.0015) (0.0014) (0.00136) (0.00134) 0.00142
*
Latitude -0.246** -0.118* 0.322 -0.0926 0.370
(0.101) (0.024) (0.345) (0.0843) (0.398)
Latin America 0.279** 0.395* 0.524* 0.404 0.540+*
(0.116) (0.0493) (0.0742) (0.020) (0.0790)
Africa 0.098 0.173 0.228" 0.176" 0.240**
(0.131) (0.086) (0.050) (0.078) (0.0480)
Intercept -4.82** -5.01* -5.25* -4.98* -5.20**
(0.819) (0.144) (0.243) (0.081) (0.147)
Country N 45 45 45 45 45
R-squared 0.405 0.413 0.438 0.414 0.440

**indicates significant at .05 level, *indicategaificant at .10 level; ~ indicates joint signifitee of f-test.

Standard errors in parentheses
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Table 2

FDI and Bilateral Investment Treaties: Fixed Effects Model 1980-2000)

Base Case 2 3 4 5
Run: BITs signed with 0.0181 -0.128
High income (0.024) (0.147)
Run: BITs signed with -0.0155 0.124
low income (0.0306) (0.189)
Run: BITs signed with 0.0083 -0.0555
Total (0.0167) (0.0859)
Natural log GDP per capita 0.191* 0.195 0.197* 0.193* 0.198**
(0.067) (0.0651)  (0.0647) (0.0674) (0.0660)
Political Risk 0.0140° 0.0137 0.0137 0.0106 0.00918
(0.0072) (0.0074) (0.0074) (0.0099) (0.0110)
Risk*Total BITs 0.00122
(0.00185)
Risk*lowincome BITs -0.00265
(0.00353)
Risk*highincome BITs 0.00279
(0.00307)
Black Market Premium 0.00154 0.00182 0.00190 0.00131 0.00119
(0.00227) (0.0021) (0.00212) (0.00231)  (0.00243)
Natural log Population 0.170 0.167* 0.167* 0.171* 0.171*
(0.0646) (0.0692) (.0693) (0.0677) (0.0687)
Growth -0.012  -0.0116 -0.0119 -0.0105 -0.010
(0.0137) (0.0135) (0.0136) (0.0146) (0.0152)
Natural Resources
* * *
Intercept -4.05* -4.49* -4.52* -4.39** -4.36**
(1.43) (1.47) (1.47) (1.58) (1.63)
Country N 46 46 46 46 46
R-squared 0.340 0.341 0.343 0.347 0.352
Root MSE 0.538 0.538 0.5405 0.5405 0.5410

**indicates significant at .05 level, *indicategaificant at .10 level; ~ indicates joint signifitee of f-test.

Standard errors in parentheses
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Both of our models clearly demonstrate the importance of GDP per capitagboisk, and
population or market size for determining FDI. Although the coefficients on pbtisksand
GDP appear small, it is important to remember that average FDI infowparcentage of
world inflows for the countries in our sample is 0.20 percent. In both of our base spensica
we find a positive and significant relationship between GDP per capita and FiNsnfl
controlling for the remaining determinants of FDI. Specifically, in our fixéecef model, a
one-percent increase in GDP per capita leads to a 0.19 percent increase in ascsharieyof
total world FDI, while in our random effects model that equates to a 0.13 percentencreas
Similarly, political risk has a significant and positive effect on FDI in @aselcase, with a one
unit increase in the political risk scale (equating to an improvement in pbitisk) equating to a
.01 percent increase in the share of a country’s FDI inflows as a percentaggddahflows, in
both models. Likewise, an increase of 1 percent in the population of a country, on average,
eguates to an increase of 17% in a county’s share of world FDI from our fixed efiedel, and
this share is even greater in the random effects model.

The remaining variables in our fixed effects model appear to have no effect oNM\FR2h we
add BITs into the model, the basic results remain the same, with BITs having\eepositi
relationship with FDI inflow$? However, the only point where this relationship is statistically
significant is the joint significance of the treties in their interactiah political risk. Thus, for
our analysis, column four in tables 1 and 2 is the most interesting. In our random ediéeks m
only the continent indicators of our time invariant variables retain signifidganoegh all of the
models. The joint effect of BITs and BITs interacted with political risk proved sigogicant

at the .05 significance level. This enables us to consider whether BITs may fenandéffects
on countries depending on their level of political A$kBy interacting the cumulative total
number of BITs signed with political risk, table 3 shows that as political riskcynes
(increases in the actual indicator) the conditional effect of an additiomadBFDI decreases.

In other words, as countries become less risky, BITs do less to attract RiBlis What we

would expect if BITs were basically identical across countries. They shau&lmore of a
marginal effect on countries that are relatively risky.

Thus, the number of BITs signed appears to have little impact on a country’staltslitsact
FDI. However, there does appear to be an interaction between the level oflpakiead
property rights protection. Countries that are relatively risky seem to &¢casiltract somewhat
more FDI by signing BITS. For those that are relatively safe for inveetitermarginal effect of
BITs is small. Of course, because the data do not include either very rigggy@afe countries,
we are much more confident of our findings for the middle range of countries in awedat

29 We estimated the model in three ways, just looknBITs signed with high income countries, sepagabut
high and low income BITs, and finally the cumulatiwtal of BITs. The results were robust to aleth
specifications, so we retain the cumulative totatiditionally, we separated out US BITs from thentlative total
of BITs and the estimates revealed that havingesignUS BIT actually decreases a country’s shaveodfl FDI
by two percent.

30 This analysis failed to present significant resutboth columns four and five of the fixed efentodel and
column five of the random effects model. The faflog analysis refers to column four of table .
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Table 3
Effects of BITs on FDI Conditional on Political Risk
Conditiona Standard

effects of error of t statistics 0 Countries
BITs on conditiona conditional with avg.
Range of PR FDI effect effect in range
0(high risk) 0.036 0.019 1.89
5 0.035 0.017 2.03
10 0.034 0.015 2.21
15 0.033 0.014 2.44
20 0.032 0.012 2.73
25 0.031 0.01 3.13
30 0.03 0.008 3.67
35 0.029 0.007 4.43 1
40 0.028 0.005 5.47 3
45 0.027 0.004 6.56 7
50 0.026 0.004 6.66 4
55 0.025 0.005 5.43 9
60 0.024 0.006 4.06 9
65 0.023 0.007 3.06 5
70 0.022 0.009 2.37 4
75 0.021 0.011 1.88
80 0.019 0.013 1.53
85 0.018 0.015 1.26
90 0.017 0.016 1.05
95 0.016 0.018 0.89

100(low risk) 0.015 0.02 0.75




2. Bilateral Analysis

The most comprehensive source for FDI data is the “U.S. International Tiransa&ccounts
Data,” produced yearly by the United States Bureau of Economic Analys#) B The data
comprise two broad areas covering all US FDI operations from 1950 through the.pfidsent
BEA reports balance of payments and direct investment data on transactiorendg8vearents
and their foreign affiliates abroad, and financial and operating data cpveeifioreign
operations of US-based multinational corporations. The BEA’s data generalbyrociof
international reporting standards and are available with substantial candtiydustry detail.
Thus, for understanding the bilateral relationship between FDI inflows and tBETBEA data
would seem ideal. Unfortunately, it is available only for MNCs based in the UnggbS
According to the United Nations Conference on Trade and Development (UNCTfsbada
on FDI, US-based MNCs accounted for only twelve percent of outward world FDI o@D
and 21 per cent of FDI outward stock. Further, more than half of U.S. FDI is directeddowa
the European Union. Nevertheless, the breadth and quality of the BEA data gorega str
indication of the relationship between US BITs and US FDI flows (Mataloni 199f&rQui
1990, Lipsey 2001, and UNCTAD 2001).

We measure FDI flows as capital inflows (outflows(-)) from the Wh8&ates in millions of US
dollars. In this case, we are interested in changes in overall US caqukairgd or out of a
country as a result of signing a BIT with the US. In other words, we care only aboughow s
a BIT with the US affects US FDI flows to that specific country. FDI flanesthe best indicator
of yearly changes in US capital stock in our countries of interest. OwaBild@ble is a dummy
equal to 1 in the year that a BIT was signed between the host country and the UShaiecieac
thereafter and a O for countries without US BITSs.

In addition to the variables used in the general analysis, we include a meadistanufe
between the US and the host country government in our pooled data analysis. Destascass
a proxy for the transport and trade costs that affect the firm’s decision &,iamd thus we
assume that the greater the distance between a host country and the US&rtheelpwobability
of US investment. Further, to account for the bilateral nature of the flows, we iaciodasure
of exchange rate stability of the host country, as well a variable to measuraitende in
average years of schooling between the US and the host country to proxy for skdhdéte
between the host and investing country. Theoretical analysis posits that tkee tpeat
difference in skill level between countries, the lower the level of invedgt(@arr et al 2002).
Specifically, we use the difference in total mean years of educationdretive United States
and the host country as our measure of skill difference. Theoretically, exchtatpvels and
stability have an important influence on FDI flows, but their impact is ambiguowhakge
rate stability could increase investment in low productivity investment or meestor
production in the local market, while decreasing investment in industries withritigtcests or
investment tended for re-export (Bénassy-Quéré et al 1999).

The endogeneity problem in our general model does not seem to be a concern inah&l8ase
FDI flows. Blonigen and Davies(2001), in their work on bilateral tax treatigstihe US, point

31 The BEA's U.S. International Transactions Accoubéta is available on line for interactive analyais
http://www.bea.doc.gov/bea/di/dilfdibal.htm
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out that the U.S. does not limit BITs only to countries that have high FDI activity. App@&ndi
demonstrates that there is no correlation between the levels of inflows of Uhdé e date

that the treaty was signed. In fact, in many cases, the US has seategbtwith host countries
with very low FDI inflows. Thus, we do not need to control for endogeneity in our estimates.

We again model the data using pooled and fixed effects analysis. Our modeta@ce are
identical to those used above, except that we include a time trend in this caskmibdians
necessitated year-to-year changes rather than observing meanseyeafiperiods as in the
general analysis. Our first two models lag only GDP per capita and grokite,our second
two models lag all economic variables to account for greater changetsnoee

Our results from this more detailed analysis are interesting and cintoiéwe in many cases.
Two of our most interesting results are the negative coefficients on both il mAhtical risk,
indicating that countries that have signed a BIT or have a BIT with the US ingoatikely to
have significantly lower FDI flows. Likewise, the negative sign on politis&lindicates that as
the political risk indicator increases (equating to a less risky envirojnk@itflows from the

US also decrease. Again, this runs counter to our intuition and accepted evidence ah politic
risk, and so we must look to the interaction between political risk and the BIT, which while
insignificant by itself, is significant at the 95% confidence levehfbthe regressions for joint
significance of BITs and political risk.

When we look at the conditional effect of the interaction, we observe an effect efpaositat
we saw in our general analysis. For US BITs, we see that as politicgbes down (increases
in the actual indicator), the conditional effect of signing a BIT with the W&kyg increases
conditional FDI inflows. In other words, as countries become less risky, aiBitThe US
actually aids in attracting greater FDI inflows from the US. Unfortupatet can only be
certain of this outcome at very high levels of political risk.

The negative sign on openness is not completely surprising. The results tell bs thate

open a country’s economy, the lower the inflows of US investment. This could be a result of
investment for the host country market, where more closed economies advantagestoe. i
GDP, time, education, and population all fit with our intuitive reasoning. GDP and population,
our proxies for market size, both agree with theoretical reasoning that ther gneamarket size,
the larger the size of FDI inflows. US outflows of FDI continue to increaadyy@and so it is

not surprising that FDI flows increase along with time. The coefficient oandistindicates that
the further a country is from the United States, the lower the level of invedtovesto that
country, though this variable remains statistically insignificant frora rethe equations.

Finally, the greater the difference in education levels between thadJ®ehost country, the
lower the level of FDI flows.

Overall, these results indicate that signing a BIT with the US does no$poncto increased

FDI inflows. Additionally, it does not appear that the US BIT alleviates palitisk factors for
investors based in the US.
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Table 4

FDI and Bilateral Investment Treaties:
Bilateral Relationship with the United States (1980-2000)

GDP lag All lag
Random Fixed Effects Random Fixed Effects
BIT signed
with US -408.51 -477.97 ** -370.01 -463.71 ***
(301.96) (208.07) (339.33) (195.50)
Ln GDP per
capita 223.02 *** 49.41 266.73 *** 120.02
(82.28) (187.92) (81.44) (191.63)
Political Risk -9.47 *** -10.65 *** -7.19 ** -0.45 **
(3.08) (3.29) (3.26) (2.91)
Risk*Total
BITs 4.39 6.03 * 4.15 6.58 **
(4.84) (3.31) (5.74) (3.41)
Growth 298.77 352.14** 240.91 284.56
(225.23) (176.85) (237.42) (178.09)
Population 0.00063 * 0.0025* .00066 ** 0.0029
(0.00032) (0.0016) (.00030) (0.0019)
Natural
Resources -1.81 -3.20 -1.69 -3.37 *
(1.64) (2.09) (1.66) (12.94)
Openness -2.89** -2.20 * -3.41 ** -2.64 **
(1.34) (1.35) (1.34) (1.32)
Exchange Rate
Stability 0.082 0.09 0.25 0.44
(0.057) (0.10) (0.19) (0.48)
Skill Difference -58.53 -236.64 *** -31.92 -247.05 ***
(40.50) (72.01) (35.66) (77.92)
Time Counter 51.97 ¥ 40.54 *** 50.86 *** 36.60 ***
(6.46) (9.35) (7.02) (8.82)
Distance -0.020 -0.02
(0.026) (0.02)
Constant -103646.6***  -78501.74 *** -102062.1 ***  -71163.91 ***
(12891.86) (18152.41) (14037.81) (17131.32)
Countries 54 54 0 54
Observations 667 667 0 622
R-Squared 0.17 0.59 0.18 0.61
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B. Private Domestic Investment
We estimate the determinants of private domestic investment in a similaenta our model of
FDI except that the dependent variable is measured in per tapi® We build on the
literature on the determinants of private investment in developing codhtridarket size,
proxied by GDP per capita, and growth rates of the country are again theorizedd@bmary
determinants of investment. The financial depth or overall size of the finaacial sf a
country is also likely to be an important determinant. We proxy financial deffttawneasure
of liquid liabilities. The hypothesis is that the greater the size of thedimasector in a country,
the more investment we should see. As in the FDI regression, we exclude taxesatiod Thfl
As with FDI, political risk is likely to be an important determinant of privatestment.
Finally, we include continent and latitude as country-specific effects.

Private domestic investment is defined as the difference between total gresidamestment
(from national accounts) and consolidated public investment. The variable isahaf rati
domestic private investment to GDP. The ratios are computed using local curréa@t uni
current prices, readily available from the World Bank’s World Development todsca

Aside from differences in variables, we model private investment identtoatiyr FDI
specification.

32 There are a number of good overviews of the detemts of private investment in developing coustri&ee for
example, Schmidt-Hebbel et al (1996), Wai, and W@dr8$2), and Ndikumana (2001).

33 Robustness checks again resulted in coefficidresrm with no statistical significance and no aj@to the
remaining estimates.
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Table 5
Private Investment and Bilateral Investment Treaties:
Random Effects Model (1980-2000)

Base Case 2 3 4
BITs signed with 0.3%
High income (0.13)
BITs signed with -0.29
Low income (0.09)
Total BITs -0.05 0.53**
(0.04) (0.26)
Natural log GDP per capita 2.08 1.96** 2.13** 2.08**
(0.68) (0.68) (0.68) (0.69)
Political Risl 0.0 0.0t 0.0 0.0&**
(0.03 (0.04 (0.04 (0.04
Risk*Total BITs -0.01
(0.01
Liquid Liabilities 0.04 0.04 0.04 0.05
(0.03) (0.03) (0.03) (0.03)
Growtt -0.0¢t -0.0¢t -0.0t -0.0¢
(0.14 (0.124 (0.13 (0.13
Natural Resources -0.65 -0.05** -0.05** -0.05**
(0.02) (0.02) (0.02) (0.02)
Time Counter 0.50 0.93** 0.78** 0.79*
(0.32) (0.36) (0.35) (0.37)
Latitude -13.63* -12.76** -12.46** -13.91**
(4.53) (4.58) (4.58) (4.64)
Latin America -3.90* -4.14** -3.70** -3.74
(2.39) (1.41) (1.41) (1.43)
Africa -7.68* -8.21* -7.76** -7.77
(1.66) (1.71) (1.71) (1.73)
Intercept 1.12 1.07 -0.22 -1.54
(4.33) (4.33) (4.34) (4.51)
Country N 40 40 40 40
R-squared 0.410 0.416 0.446 0.426

**indicates significant at .05 level, *indicategaificant at .10 level; ~ indicates joint signifitee of f-test.
Standard errors in parentheses
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TABLE 6
Private Investment and Bilateral Investment Treaties:
Instrumental Variables Fixed Effects regression (1980-2000)

Base Case 2 3 4
BITs signed with 0.4%
high income (0.29)
BITs signed with -0.3%
low income (0.13)
Total BITs 0.003 0.45
(0.044) (0.25)
Natural log GDP per capita 1.6 1.6** 1.84** 1.67**
(0.63) (0.63) (0.6) (0.62)
Political Risk 0.02 0.02 0.01 0.05
(0.05) (0.05) (0.05) (0.05)
Risk*Total BITs -0.0%
(0.01)
Liquid Liabilities 0.07* 0.07* 0.06** 0.07*
(0.03) (0.03) (0.03) (0.03)
Growth -0.06 -0.07 -0.05 -0.07
(0.12) (0.12) (0.11) (0.12)
Time Counter 0.52 0.64 0.64 0.58
(0.38) (0.46) (0.43) (0.46)
Intercept -2.33 -2.32 -4.4 -4.69
(4.97) (5.23) (5.01) (5.4)
Country N 40 40 40 40
R-squared 0.21 0.21 0.27 0.23
Root MSE 4.39 4.41 4.28 4.39

**indicates significant at .05 level, *indicategaificant at .10 level; ~ indicates joint signifitee of f-test.
Standard errors in parentheses



In both of our specifications, market size appears to be the most significantidaie roh

private investment. Specifically, an increase of one percent in GDP [ier iogapeases private
investment over GDP by approximately two percent in both of our models. Our fixets effec
model posits that for every one percent increase of liquid liabilities in tm®evy, private
investment increases by .07 percent. This is not true in our random effects modefbwhere
coefficient estimate is not significantly different from zero. The impeodaf natural resources
has a negative impact on domestic investment in the random effects model. We oatittel
resources from our fixed effects regression, as they had little impact enthader of the
model and would be accounted for in the country fixed effects. In our random effectsweode
are able to view some of the country specific effects. For example, thealomantry is to the
equator, the lower the level of private investment in the economy. Latin Ameriésrared

have lower levels of investment then do the countries of Eastern Europe and the Soviet Union.

In both cases, BITs have a significant effect on investment. Although the indivahificients
on the interaction between separated BITs and political risk were insigniticaRttest of the
joint significance of all four coefficients was positive at the 0.05 level. Spaityfi for each
additional BIT signed with a high-income country, private domestic investmentsesrea
average by .34 percent. At the same time, for each additional BIT signed withrectone
country, private investment decreases by about .29 percent. These resultsavigiderdical
in both of our models.

In the fixed effects model, adding BITs together produced a significact efierivate
investment when interacted with political risk, and this enables us to carry oatriheegercise
as with FDI. We see that as political risk goes down (increases in theiadigator), the
conditional effect of an additional BIT on domestic investment falls actuatiyrbieg negative

in the range of 70-100 (table 7). In other words, as countries become less risky, theafumbe
BITs in force appears to discourage domestic investment. We cannot tell frardiose why
this occurs, but one explanation is that the FDI that is encouraged by BITs is gowtlin
domestic investment in spite of the rather good political\legal environmesdntrast, at high
levels of risk, BITs may encourage FDI that takes the form of joint venturesow#hfirms.

Thus, BITs seem to have a positive relationship to private investment in developingesountr
except when political risk is low. Although we would like to know the type of investment they
encourage, that is not possible from the available data.
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Table 7
Effects of BITs on Private Investment Conditional on Political ksk
Conditiona Standard

effects of error of t statistics ¢ Countries
BITs on conditiona conditional with avg.
Range of PR FDI effect effect in range
0 (high risk) 0.53 0.25 2.16
5 0.49 0.23 2.16
10 0.45 0.21 2.15
15 0.41 0.19 2.15
20 0.37 0.17 2.14
25 0.32 0.15 2.13
30 0.28 0.13 2.12
35 0.24 0.11 2.11 1
40 0.20 0.10 2.09 3
45 0.16 0.08 2.06 7
50 0.12 0.06 1.99 4
55 0.08 0.04 1.86 9
60 0.04 0.03 1.44 9
65 0.00 0.02 -0.25 5
70 -0.05 0.02 -1.91 4
75 -0.09 0.04 -2.18
80 -0.13 0.06 -2.23
85 -0.17 0.08 -2.23
90 -0.21 0.09 -2.23
95 -0.25 0.11 -2.23
100 (low risk) -0.29 0.13 -2.23

The results obtained when separating BITs out by home country economy need furthe
explanation. There could be a number of reasons, both positive and negative for the observed
positive relationship between private investment and BITs with high income esuntile can
think of two possible alternatives. If the treaties stimulated FDI, this yp@sésult could be the
consequence of positive spillovers from foreign investment. However, our resultgpimothe
section on FDI suggest that this is not happening as a share of total FDI. Altéynttiseesult
could indicate increased investment from the existing domestic business desspnfident in
the maintenance of the property rights status quo. The negative result on BECkvsith
developing economies could be the result of increased investment and competition from
neighboring countries substituting for existing domestic investment. Thegtsrsuggest that it
is important to see if any relationship exists between BITs and propghtyg.riOur results are
preliminary, but give us an approximation of the relationship.
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C. Property Rights

Our final estimation is a first attempt to look at the effect of BITs on ptppghts. To estimate
the effect of BITs on property rights, we again begin with the base spgoifich determinants
of property rights other than BITs. This model is difficult to specify givenubgestive nature
of the available measures of property rights. A number of qualitative stagxist, as well as
proxy measures such as credit to the private sector as a percentage of GDRneRaxgs
generally correlate highly with investment. We operationalize propgtiis as a combination
of a series of factors from the ICRGs political risk rating (used indHeeeanalyses).
Specifically, we combine the four indicators that ought to have the stronfipestaet an
investor’s decision to invest in his property: the investment profile of a countgs(imed as a
combination of the viability of contracts, probability of expropriation, and the alwlitggatriate
profits), its level of law and order, and its level of corruption.

Although a great deal of evidence exists on the effects of property rights on ecgnowth
and stability, the determinants of strong property rights are hard to estiMassures of
economic growth and government stability will likely serve as the primtgrminants of
property rights. However, although these factors may influence the strermytpefty rights in
a country, stronger property rights will also have a positive influence on econatoisfa We
also include a variable for socio-economic indicators of the population drawn fromRe IC
dataset. We account for overall social conditions through ICRG’s composite intdenetisures
conditions that may constrain government action, unemployment, consumer confidence and
poverty. Finally, we include natural resources as likely determinants of fyroiggits.
Although higher levels of natural resources could have a positive effect on kFiNsntheir
effect on property rights should be zero or negative. As our above results indicate, poor
protection of property rights discourages FDI. However, countries with higher téuedsural
resources should have less need to protect property rights because FDI vidWitmas natural
resources regardless of the property rights regime. However, our own resulits reported
above did not find natural resource endowments to be a significant determinant of FDI.

We employ an independent variable, fixed-effects time series model withcparezted
standard errors. In this case we have a larger sample size with greatervacross time than
in our prior estimations. (We also ran the random effects model, but came up wigh nearl
identical results.) We instrument for economic growth factors with laggedsvailee
regressors to limit inconsistency arising from simultaneity biag mbdel is identical to our
earlier fixed effects regressions with instrumental variablesmxbat some of the included
variables are different.
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Table 8

Property Rights and Bilateral Investment Treaties (1980-2000)

Base Case 2 3
Run: BITs signed with 0.004
high income (0.05)
Run: BITs signed with 0.03
low income (0.02)
Run: BITs signed with 0.02
Total (0.01)
Natural log GDP per capita 0.68** 0.65** 0.65**
(0.19) (0.19) (0.19)
Growth -0.002 -0.005 -0.005
(0.024) (0.025) (0.025)
Natural Resources -0.01 -0.01 -0.01
(0.01) (0.01) (0.01)
Socio economic indicator 1.69 1.06** 1.06**
(0.11) (0.11) (0.11)
Time Counter 0.88 0.77* 0.78**
(0.11) (0.12) (0.13)
Intercept -4.85* -3.96 ** -3.99 **
(1.51) (1.59) (1.59)
Country N 68 68 68
R-squared 0.550 0.557 0.558
Root MSE 1.875 1.864 1.866
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In our base case, we find that GDP per capita, our indicator of the socioecotrantices, and
time are the primary determinants of property rights. Growth and natural resdoraot have
statistically significant results in any of our regressions. The megsitin on natural resources
is interesting, but may simply be a result of resource rich countries tending tpdiitical
systems with weaker institutions. Specifically, we find that an increaseegéercent in GDP
per capita leads to an increase of .68 on the property rights scale. Similanigrease of 1 in
the socio-economic indicator leads to an increase of one in the property rightarsddte
every additional 5 year period, property rights increase by .88. Adding BITs toodet had no
apparent effect on the results. Perhaps the most interesting result ipohamnoe of time for
improving property rights. Although some of the time effect may refleatffieets of BITs, it is
interesting to note that in general, countries tend to be moving towards greéeetion of
property rights, all else equdlhus, from this preliminary specification we cannot say that BITs
have any significant effect on domestic property rights. There do not seem tddegsgikither
negative or positive, on domestic institutions.

V. Conclusions

With the advent of BITs, foreign investors are assured of a strong, binding pnogletsysystem
outlined in international or industrialized country law. Local players in the mssgeetor,
however, are left with the often-unstable property rights system of their tmméy. When
foreign investors can able bypass local law and lower their risk through @&Veloping
country governments may have lost a major incentive to strengthen their dgmaserty

rights regimes. Thus BITs can have both costs and benefits for emerging Esormn
analysis takes a first step towards understanding the conflictingtenga8ITs on the domestic
business environment.

Overall, we conclude that the relationship between BITs and FDI is weakndrageBITs
appear to have little impact on FDI. Likewise, we find little relationshipvéxen the existence
of a BIT with the United States and the level of US FDI. Where there is @mslap, it is
weakly negative. However, BITs are not always ineffectual. Indeed, when cewantrie
relatively risky, we find that BITs do attract greater amounts of FDis ihdicates that one of
the major reasons for signing BITs, decreasing the risk of property rightgyaritent for
foreign investors, may indeed be fulfilled. BITs, therefore, appear to be impoganments
for riskier countries that wish to attract FDI, but, in general, they may riittheéir major
objective.

Analyzing the relationship between BITs and the domestic investment envitbisnmaportant
because we seek to understand whether the treaties might be disadvantageous tior domes
investors. We found that such disadvantages might arise in countries where pishtisaliow.
However, these are countries where BITs do not play a very significant roleallOvewever,
there seems to be a positive relationship between BITs and private domestio@mie$hus,
although the treaties may advantage foreign investors over domestic invesjous, o
appear to dampen domestic investment. Furthermore, although our analysis is@mnglino
relationship seems to exist, either positive or negative, between BITs anstidgonaperty
rights.

31



The reasons behind stalled reform and weak law enforcement in developing couatries ar
numerous, and BITs are certainly not the primary cause. At the same tpgedrs that a tool
designed to reduce risk and increase foreign investment to low and middle-incomesdastr
no impact on the overall investment environment. Signing BITs with high-income ceutdgs
seem to have a positive impact on private domestic investment, but the causation doas not fl
through the domestic legal environment. Instead, the effect may reflect jointeseatwther
direct spillovers from FDI for local entrepreneurs. BITs may evert tonnestic investment in
countries with relatively good institutions perhaps by crowding out local ingeSdoviously,
much work needs to be done to assess the repercussions of BITs. Further work needs to
disaggregate investment decisions to see if different types of FDloaeeamless affected by
BITs and, perhaps more importantly, to determine if differences in the contefitsoafect the
overall business environment.
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Figure 2

Private net resource flows to Developing Countries
(as a percentage of GDP*)
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Source: IMF International Financial Statistics.
Non FDI Flows include portfolio flows and commeidiank loans
*Percentage measured relative to GDP of all dewetppountries as a group (developing countriesdish footnote 7).
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Figure 3

Yearly, new BITs signed
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Figure 4

Number of New BITs Concluded by
Developing Countries, by decade
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Appendix A. World Bank Income Classifications:

The World Bank income classifications are divided according to 2000 GNI per capita, calculated using the
World Bank Atlas methodThe groups are: low income $755 or less; lower middle incomes756-

$2,995; upper middle incomes2,996- $9,265; and high income$9,266 or more (see
http://www.worldbank.org/data/databytopic/class.htm for more information).

Low-income economies (63)

Afghanistan Ghana Nicaragua
Angola Guinea Niger

Armenia Guinea-Bissau Nigeria
Azerbaijan Haiti Pakistan
Bangladesh India Rwanda

Benin Indonesia Sao Tome and Principe
Bhutan Kenya Senegal

Burkina Faso Korea, Dem Rep. Sierra Leone
Burundi Kyrgyz Republic Solomon Islands
Cambodia Lao PDR Somalia
Cameroon Lesotho Sudan

Central African Republic Liberia Tajikistan

Chad Madagascar Tanzania
Comoros Malawi Togo

Congo, Dem. Rep Mali Uganda

Congo, Rep. Mauritania Ukraine

Cote d'lvoire Moldova Uzbekistan
Eritrea Mongolia Vietnam

Ethiopia Mozambique Yemen, Rep.
Gambia, The Myanmar Zambia

Georgia Nepal Zimbabwe
Lower-middle-income economies (54)

Albania Guatemala Paraguay

Algeria Guyana Peru

Belarus Honduras Philippines

Belize Iran, Islamic Rep. Romania

Bolivia Iraq Russian Federation
Bosnia and Herzegovina Jamaica Samoa

Bulgaria Jordan Sri Lanka

Cape Verde Kazakhstan St. Vincent and the Grenadines
China Kiribati Suriname
Colombia Latvia Swaziland

Cuba Lithuania Syrian Arab Republic
Djibouti Macedonia, FYR Thailand
Dominican Republic Maldives Tonga
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Ecuador

Egypt, Arab Rep.
El Salvador
Equatorial Guinea
Fiji

Marshall Islands

Micronesia, Fed. Sts.

Morocco
Namibia
Papua New Guinea

Tunisia
Turkmenistan

Vanuatu

West Bank and Gaza

Yugoslavia, Fed. Rep.

Upper-middle-income economies (38)

American Samoa Grenada Poland

Antigua and Barbuda Hungary Puerto Rico
Argentina Isle of Man Saudi Arabia
Bahrain Korea, Rep. Seychelles
Botswana Lebanon Slovak Republic
Brazil Libya South Africa

Chile Malaysia St. Kitts and Nevis
Costa Rica Mauritius St. Lucia

Croatia Mayotte Trinidad and Tobago
Czech Republic Mexico Turkey

Dominica Oman Uruguay

Estonia Palau Venezuela, RB
Gabon Panama

High-income economies (52)

Andorra Germany New Caledonia
Aruba Greece New Zealand
Australia Greenland Northern Mariana Islands
Austria Guam Norway

Bahamas, The Hong Kong, China Portugal

Barbados Iceland Qatar

Belgium Ireland San Marino
Bermuda Israel Singapore

Brunei Italy Slovenia

Canada Japan Spain

Cayman Islands Kuwait Sweden

Channel Islands Liechtenstein Switzerland

Cyprus Luxembourg United Arab Emirates
Denmark Macao, China United Kingdom
Faeroe Islands Malta United States
Finland Monaco Virgin Islands (U.S.)
France Netherlands

French Polynesia

Netherlands Antilles
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Appendix B
Source: Office of the Chief Counsel for International Commerce, U. S. Daptiment of
Commerce

THE 1994 U.S. PROTOTYPE BILATERAL INVESTMENT TREATY

TREATY BETWEEN THE GOVERNMENT OF THE UNITED STATES OF AMERICA
AND THE GOVERNMENT OF
CONCERNING THE ENCOURAGEMENT AND RECIPROCAL PROTECTION O F
INVESTMENT

The Government of the United States of America and the Government of
(hereinafter the "Parties");

Desiring to promote greater economic cooperation between them, with respeeistmient by
nationals and companies of one Party in the territory of the other Party;

Recognizing that agreement upon the treatment to be accorded such investhséintwigte the
flow of private capital and the economic development of the Parties;

Agreeing that a stable framework for investment will maximize e¥fecitilization of economic
resources and improve living standards;

Recognizing that the development of economic and business ties can promotefoespect
internationally recognized worker rights;

Agreeing that these objectives can be achieved without relaxing health,ssafetgvironmental
measures of general application; and

Having resolved to conclude a treaty concerning the encouragement and répimtecsion of
investment;

Have agreed as follows:
ARTICLE |
For the purposes of this Treaty,

(a) "company" means any entity constituted or organized under applicableHatikewor not

for profit, and whether privately or governmentally owned or controlled, and irsclude
corporation, trust, partnership, sole proprietorship, branch, joint venture, associationt or othe
organization;

(b) "company of a Party" means a company constituted or organized under to¢ tlhatarty;

(c) "national” of a Party means a natural person who is a national of that Pantytsinde
applicable law;

(d) "investment" of a national or company means every kind of investment owned orledntrol
directly or indirectly by that national or company, and includes investmenttagsor taking
the form of:
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Appendix B (cont’d)
(i) a company;

(i) shares, stock, and other forms of equity participation, and bonds, debentures, afatrother
of debt interests, in a company;

(ii) contractual rights, such as under turnkey, construction or management toiraduction
or revenue-sharing contracts, concessions, or other similar contracts;

(iv) tangible property, including real property; and intangible propertydnad) rights, such as
leases, mortgages, liens and pledges;

(v) intellectual property, including:

copyrights and related rights, patents, rights in plant varieties, industsighdg, rights in
semiconductor layout designs, trade secrets, including know-how and confidentiakBusi
information, trade and service marks, and trade names; and

(vi) rights conferred pursuant to law, such as licenses and permits;

(e) "covered investment” means an investment of a national or company of an Ptaet
territory of the other Party;

(f) "state enterprise” means a company owned, or controlled through ownerstegtstby a
Party;

(9) "investment authorization" means an authorization granted by the foreignmenést
authority of a Party to a covered investment or a national or company of the athier Pa

(h) "investment agreement” means a written agreement between tirehatithorities of a
Party and a covered investment or a national or company of the other Panjygifzatté rights
with respect to natural resources or other assets controlled by the natiboatiastand (ii) the
investment, national or company relies upon in establishing or acquiring a covesthave

(i) "ICSID Convention" means the Convention on the Settlement of Investment Bispute
between States and Nationals of Other States, done at Washington, March 18, 1965;

() "Centre" means the International Centre for Settlement of InesstBisputes established by
the ICSID Convention; and

(k) "UNCITRAL Arbitration Rules" means the arbitration rules of the Unitetidia
Commission on International Trade Law.

ARTICLE Il

1. With respect to the establishment, acquisition, expansion, management, conduct, operation
and sale or other disposition of covered investments, each Party shall accorentreatiess
favorable than that it accords, in like situations, to investments in its tgwitds own nationals

or companies (hereinafter "national treatment”) or to investments erritoty of nationals or
companies of a third country (hereinafter "'most favored nation treatmehithever is most
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Appendix B (cont'd)

favorable (hereinafter "national and most favored nation treatment”). BatyhsRall ensure that
its state enterprises, in the provision of their goods or services, accambhatid most favored
nation treatment to covered investments.

2. (a) A Party may adopt or maintain exceptions to the obligations of paragraph 1 ictdhe se
or with respect to the matters specified in the Annex to this Treaty. In adspthagn
exception, a Party may not require the divestment, in whole or in part, of coverethemnsst
existing at the time the exception becomes effective.

(b) The obligations of paragraph 1 do not apply to procedures provided in multilateral
agreements concluded under the auspices of the World Intellectual Property&irgani
relating to the acquisition or maintenance of intellectual property rights.

3. (a) Each Party shall at all times accord to covered investments faigatabke treatment and
full protection and security, and shall in no case accord treatment less faubeabthat
required by international law.

(b) Neither Party shall in any way impair by unreasonable and discrimymatasures the
management, conduct, operation, and sale or other disposition of covered investments.

4. Each Party shall provide effective means of asserting claims and enfogbitsgvith respect
to covered investments.

5. Each Party shall ensure that its laws, regulations, administrativecpsaatid procedures of
general application, and adjudicatory decisions, that pertain to or affecedoneestments are
promptly published or otherwise made publicly available.

ARTICLE IlI

1. Neither Party shall expropriate or nationalize a covered investmentdrgwtly or indirectly
through measures tantamount to expropriation or nationalization ("expropriatioapt éxca
public purpose; in a non-discriminatory manner; upon payment of prompt, adequate and
effective compensation; and in accordance with due process of law and thé¢ peneades of
treatment provided for in Article 11(3).

2. Compensation shall be paid without delay; be equivalent to the fair market value of the
expropriated investment immediately before the expropriatory action was(téke date of
expropriation"); and be fully realizable and freely transferable. Thenfaiket value shall not
reflect any change in value occurring because the expropriatory actibed@de known before
the date of expropriation.

3. If the fair market value is denominated in a freely usable currency, riifgeosation paid
shall be no less than the fair market value on the date of expropriation, plus intarest a
commercially reasonable rate for that currency, accrued from the dageropeation until the
date of payment.
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4. If the fair market value is denominated in a currency that is not freely useble, t
compensation paid -- converted into the currency of payment at the market ratbarfge
prevailing on the date of payment -- shall be no less than:

(a) the fair market value on the date of expropriation, converted into a freblg asaency at
the market rate of exchange prevailing on that date, plus

(b) interest, at a commercially reasonable rate for that freelyausabincy, accrued from the
date of expropriation until the date of payment.

ARTICLE IV

1. Each Party shall accord national and most favored nation treatment to coveredentgeatm
regards any measure relating to losses that investments suffeemititsyt owing to war or
other armed conflict, revolution, state of national emergency, insurrectidndisturbance, or
similar events.

2. Each Party shall accord restitution, or pay compensation in accordance wgttaplase?
through 4 of Article 111, in the event that covered investments suffer lossessterritory, owing
to war or other armed conflict, revolution, state of national emergency, insumresvil
disturbance, or similar events, that result from:

(a) requisitioning of all or part of such investments by the Party's foraegturities, or

(b) destruction of all or part of such investments by the Party's forces oritesghtbiat was not
required by the necessity of the situation.

ARTICLE V

1. Each Party shall permit all transfers relating to a covered investmanttade freely and
without delay into and out of its territory. Such transfers include:

(a) contributions to capital;

(b) profits, dividends, capital gains, and proceeds from the sale of all or amf fheert
investment or from the partial or complete liquidation of the investment;

(c) interest, royalty payments, management fees, and technical assatdnather fees;
(d) payments made under a contract, including a loan agreement; and

(e) compensation pursuant to Articles Il and 1V, and payments arising outrofestment
dispute.

2. Each Party shall permit transfers to be made in a freely usable guatehe market rate of
exchange prevailing on the date of transfer.

3. Each Party shall permit returns in kind to be made as authorized or specified in andantest
authorization, investment agreement, or other written agreement betweenytenBar covered
investment or a national or company of the other Party.
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4. Notwithstanding paragraphs 1 through 3, a Party may prevent a transfer throughtéieequi
non-discriminatory and good faith application of its laws relating to:

(a) bankruptcy, insolvency or the protection of the rights of creditors;

(b) issuing, trading or dealing in securities;

(c) criminal or penal offenses; or

(d) ensuring compliance with orders or judgments in adjudicatory proceedings.
ARTICLE VI

Neither Party shall mandate or enforce, as a condition for the establishoogidijten,
expansion, management, conduct or operation of a covered investment, any requirement
(including any commitment or undertaking in connection with the receipt of a gosetaim
permission or authorization):

(a) to achieve a particular level or percentage of local content, or to purchasegtiszwise
give a preference to products or services of domestic origin or from any dosueste;

(b) to limit imports by the investment of products or services in relation tdiaypar volume or
value of production, exports or foreign exchange earnings;

(c) to export a particular type, level or percentage of products or servibes,ggnerally or to a
specific market region;

(d) to limit sales by the investment of products or services in the Partif@ryemn relation to a
particular volume or value of production, exports or foreign exchange earnings;

(e) to transfer technology, a production process or other proprietary knowledgeitmal roat
company in the Party's territory, except pursuant to an order, commitment or kinddhat is
enforced by a court, administrative tribunal or competition authority to rearediteged or
adjudicated violation of competition laws; or

(f) to carry out a particular type, level or percentage of research andgeeat in the Party's
territory.

Such requirements do not include conditions for the receipt or continued receipt of an advantag
ARTICLE VII

1. (a) Subject to its laws relating to the entry and sojourn of aliens, eachthdirpesmit to
enter and to remain in its territory nationals of the other Party for the purpes&blishing,
developing, administering or advising on the operation of an investment to which they, or a
company of the other Party that employs them, have committed or are in the process of
committing a substantial amount of capital or other resources.
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(b) Neither Party shall, in granting entry under paragraph 1(a), require aébbcation test or
other procedures of similar effect, or apply any numerical restriction.

2. Each Party shall permit covered investments to engage top managerial pefsthrane
choice, regardless of nationality.

ARTICLE VIII

The Parties agree to consult promptly, on the request of either, to resolve amgsdisput
connection with the Treaty, or to discuss any matter relating to the intéigreiaapplication
of the Treaty or to the realization of the objectives of the Treaty.

ARTICLE IX

1. For purposes of this Treaty, an investment dispute is a dispute between a Pantatowil
or company of the other Party arising out of or relating to an investment aatioorjzan
investment agreement or an alleged breach of any right conferred, cresdedgmized by this
Treaty with respect to a covered investment.

2. A national or company that is a party to an investment dispute may submit the dispute for
resolution under one of the following alternatives:

(a) to the courts or administrative tribunals of the Party that is a paiig dispute; or
(b) in accordance with any applicable, previously agreed dispute-settlproeatiures; or
(c) in accordance with the terms of paragraph 3.

3. (a) Provided that the national or company concerned has not submitted the dispute for
resolution under paragraph 2(a) or (b), and that three months have elapsed from the date on
which the dispute arose, the national or company concerned may submit the dispute for
settlement by binding arbitration:

(i) to the Centre, if the Centre is available; or
(i) to the Additional Facility of the Centre, if the Centre is not availaine;
(i) in accordance with the UNCITRAL Arbitration Rules; or

(iv) if agreed by both parties to the dispute, to any other arbitration institution @ardance
with any other arbitration rules.

(b) A national or company, notwithstanding that it may have submitted a dispute tabindi
arbitration under paragraph 3(a), may seek interim injunctive relief, not involvingyheepaof
damages, before the judicial or administrative tribunals of the Party thpartyao the dispute,
prior to the institution of the arbitral proceeding or during the proceeding, fprekservation of
its rights and interests.
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4. Each Party hereby consents to the submission of any investment disputecimesé tbly
binding arbitration in accordance with the choice of the national or company undeaphrag
3(a)(i), (i), and (iii) or the mutual agreement of both parties to the dispute pacgraph
3(a)(iv). This consent and the submission of the dispute by a national or company under
paragraph 3(a) shall satisfy the requirement of:

(a) Chapter Il of the ICSID Convention (Jurisdiction of the Centre) and theidwaaliFacility
Rules for written consent of the parties to the dispute; and

(b) Article Il of the United Nations Convention on the Recognition and Enforcement@&fi
Arbitral Awards, done at New York, June 10, 1958, for an "agreement in writing".

5. Any arbitration under paragraph 3(a)(ii), (iii) or (iv) shall be held in a gtatas a party to
the United Nations Convention on the Recognition and Enforcement of Foreign Arlveiad 2\
done at New York, June 10, 1958.

6. Any arbitral award rendered pursuant to this Article shall be final anchgiodi the parties to
the dispute. Each Party shall carry out without delay the provisions of any sucheaaaar
provide in its territory for the enforcement of such award.

7. In any proceeding involving an investment dispute, a Party shall not asseréfaisse d
counterclaim, right of set-off or for any other reason, that indemnification or aihgrensation
for all or part of the alleged damages has been received or will be receivednpiosan
insurance or guarantee contract.

8. For purposes of Article 25(2)(b) of the ICSID Convention and this Article, a congpany
Party that, immediately before the occurrence of the event or evemtg gae to an investment
dispute, was a covered investment, shall be treated as a company of the tgher Par

ARTICLE X

1. Any dispute between the Parties concerning the interpretation or applicatienToéaty, that

is not resolved through consultations or other diplomatic channels, shall be submitted upon the
request of either Party to an arbitral tribunal for binding decision in accordaticéne

applicable rules of international law. In the absence of an agreement byttas ®ahe

contrary, the UNCITRAL Arbitration Rules shall govern, except to the extese tludes are (a)
modified by the Parties or (b) modified by the arbitrators unless eithgrdtgects to the

proposed modification.

2. Within two months of receipt of a request, each Party shall appoint antarbiftee two
arbitrators shall select a third arbitrator as Chairman, who shall beoaalaif a third State. The
UNCITRAL Arbitration Rules applicable to appointing members of three mepdeels shall
apply mutatis mutandis to the appointment of the arbitral panel except that theiagpoint
authority referenced in those rules shall be the Secretary General ofitne. Ce
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3. Unless otherwise agreed, all submissions shall be made and all hearihigs sbadpleted
within six months of the date of selection of the third arbitrator, and the agazitral shall
render its decisions within two months of the date of the final submissions or the de&te of t
closing of the hearings, whichever is later.

4. Expenses incurred by the Chairman and other arbitrators, and other costs of therg®ceedi
shall be paid for equally by the Parties. However, the arbitral panel mesydescretion, direct
that a higher proportion of the costs be paid by one of the Parties.

ARTICLE XI

This Treaty shall not derogate from any of the following that entitle coverestingats to
treatment more favorable than that accorded by this Treaty:

(a) laws and regulations, administrative practices or procedures, or adativesor adjudicatory
decisions of a Party;

(b) international legal obligations; or

(c) obligations assumed by a Party, including those contained in an investmentatitmoar
an investment agreement.

ARTICLE XlI

Each Party reserves the right to deny to a company of the other Party theslodéniefs Treaty if
nationals of a third country own or control the company and

(a) the denying Party does not maintain normal economic relations with thedhintry; or

(b) the company has no substantial business activities in the territory ofrtyherter whose
laws it is constituted or organized.

ARTICLE Xl

1. No provision of this Treaty shall impose obligations with respect to tax makeept ¢hat:
(a) Articles 111, IX and X will apply with respect to expropriation; and

(b) Article IX will apply with respect to an investment agreement or an imesg authorization.

2. A national or company, that asserts in an investment dispute that a tax mattesianolve
expropriation, may submit that dispute to arbitration pursuant to Article IX(3) only i

(a) the national or company concerned has first referred to the competauatharities of both
Parties the issue of whether the tax matter involves an expropriation; and
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(b) the competent tax authorities have not both determined, within nine months from theetime t
national or company referred the issue, that the matter does not involve an expropriati

ARTICLE XIV

1. This Treaty shall not preclude a Party from applying measures ngcessae fulfilment of
its obligations with respect to the maintenance or restoration of internati@cal @esecurity, or
the protection of its own essential security interests.

2. This Treaty shall not preclude a Party from prescribing special foigsafh connection with
covered investments, such as a requirement that such investments be legdiijtemusider
the laws and regulations of that Party, or a requirement that transfersesfoyuor other
monetary instruments be reported, provided that such formalities shall not ingpsiraistance
of any of the rights set forth in this Treaty.

ARTICLE XV
1. (&) The obligations of this Treaty shall apply to the political subdivisions of tliePa

(b) With respect to the treatment accorded by a State, Territory or posseisgie United States
of America, national treatment means treatment no less favorable thagatheetnt accorded
thereby, in like situations, to investments of nationals of the United States oicAmesident in,
and companies legally constituted under the laws and regulations of, other Staitesiebeor
possessions of the United States of America.

2. A Party's obligations under this Treaty shall apply to a state enterptiseexercise of any
regulatory, administrative or other governmental authority delegatetyydhat Party.

ARTICLE XVI

1. This Treaty shall enter into force thirty days after the date of exchanggraments of
ratification. It shall remain in force for a period of ten years and sbatinue in force unless
terminated in accordance with paragraph 2. It shall apply to covered investristitg @t the
time of entry into force as well as to those established or acquired thereatfter.

2. A Party may terminate this Treaty at the end of the initial ten yeiadp® at any time
thereafter by giving one year's written notice to the other Party.

3. For ten years from the date of termination, all other Articles shall cortbrapply to covered
investments established or acquired prior to the date of termination, except isdbfzsea
Articles extend to the establishment or acquisition of covered investments.

4. The Annex [AND PROTOCOL (if any)] shall form an integral part of theiyre

IN WITNESS WHEREOF, the respective plenipotentiaries have signedreérasyT
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DONE in duplicate at [CITY] this [NUMBER] day of [MONTH], [YEAR], in theriglish and
languages, each text being equally authentic.

FOR THE GOVERNMENT OF THE UNITED STATES OF AMERICA:
FOR THE GOVERNMENT OF

Annex

1. The Government of the United States of America may adopt or maintain exceptions to the
obligation to accord national treatment to covered investments in the sectors mrspéct to
the matters specified below:

atomic energy; custom house brokers; licenses for broadcast, common carassnauacal
radio stations; COMSAT; subsidies or grants, including government-supportedgoaratees
and insurance; state and local measures exempt from Article 1102 of the Nortbaknfege
Trade Agreement pursuant to Article 1108 thereof; landing of submarine cables.

Most favored nation treatment shall be accorded in the sectors and mattetsdnalicye.

2. The Government of the United States of America may adopt or maintain exceptions to the
obligation to accord national and most favored nation treatment to covered invesinteats i
sectors or with respect to the matters specified below:

fisheries; air and maritime transport, and related activities; bankingranse* securities* and
other financial services*.

*Note: If the treaty partner undertakes acceptable commitments witbcte® all or certain
financial services, the Government of the United States of America wilidesrisniting these
exceptions accordingly, so that, for example, particular obligations as todrgatwuld apply
on no less favorable terms than in the North American Free Trade Agreement.

3. The Government of may adopt or maintain exceptions...

4. Notwithstanding paragraph 3, each Party agrees to accord national treatmentet cover
investments in the following sectors: leasing of minerals or pipeline fodhvwsy on
Government lands.
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Appendix C: ICRG Political Risk Rating

“The aim of the political risk rating is to provide a means of agsg#se political stability of the
countries covered by ICRG on a comparable basis. This is done by assignpajrisko a pre-set group
of factors, termed political risk components. The minimum number of poirttsahdoe assigned to each
component is zero, while the maximum number of points depends on the fixed weigbntpbanent is
given in the overall political risk assessment. In every case ther b risk point total, the higher the
risk, and the higher the risk point total the lower the risk.”

“To ensure consistency, both between countries and over time, points gnedssi ICRG editors on the
basis of a series of pre-set questions for each risk component.”

ICRG Political Risk Components

Component Definition Maximum Points

Government Stability: Ability to stay in office and carry out its declared

programs, based on measures of government unity,

legislative strength and popular support 12
Socioeconomic Conditions: that may constrain gowamt action: unemployment,

consumer confidence, poverty 12
Investment Profile: Contract viability/expropriatioprofits repatriation, and

payment delays 12
Internal Conflict: impact of political violence @overnance: civil

war/terrorism/political violence, civil disorder 12
External Conflict: risk to government of externatians from non-violent

external pressure such as trade restrictions dhaitiing o
aid to violent pressure, based on war, cross-baroteftict,
foreign pressures 12

Corruption: Financial corruption such as bribes connected kadnses
regulation and taxes, focuses more on "actual tarpial
corruption in the form of excessivaonage, nepotism, ji
reservations, favor for favors, secret party fuggdand
suspiciously close ties between politics and bssine

6

Military in Politics 6

Religious Tensions 6
Law and Order: strength and impartiality of thedlegystem and popular

observance of the law 6

Ethnic Tensions: racial, nationality of languageisions 6

Democratic Accountability 6

Bureaucracy Quality 4

Total 100
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FDI: Included US Bilateral FDI:
Countries Included Countries
ALGERIA ALGERIA
ARGENTINA ARGENTINA
BOLIVIA BANGLADESH
BRAZIL BOLIVIA
CAMEROON BOTSWANA
CHILE BRAZIL
COLOMBIA CAMEROON
COSTARICA CHILE
DOMINICAN REP. CHINA
ECUADOR COLOMBIA
EGYPT COSTARICA
EL SALVADOR DOMINICAN REPUBLIC
GAMBIA ECUADOR
GHANA EGYPT
GUATEMALA EL SALVADOR
GUYANA GHANA
HAITI GUATEMALA
HONDURAS GUYANA
INDIA HAITI
INDONESIA HONDURAS
IRAN HUNGARY
JAMAICA INDIA
KENYA INDONESIA
MALAWI IRAN
MALAYSIA KENYA
MEXICO MALAYSIA
NICARAGUA MALI
NIGER MEXICO
PAKISTAN NICARAGUA
PANAMA NIGER
PAPUA NEW GUINEA PAKISTAN
PARAGUAY PANAMA
PERU PAPUA NEW GUINEA
PHILIPPINES PARAGUAY
SENEGAL PERU
SIERRA LEONE PHILIPPINES
SOUTH AFRICA SENEGAL
SRI LANKA SOUTH AFRICA
SYRIA SRI LANKA
THAILAND THAILAND
TOGO TOGO
TRINIDAD & TOBAGO  TRINIDAD & TOBAGO
URUGUAY TUNISIA
VENEZUELA TURKEY
ZIMBABWE URUGUAY
VENEZUELA
ZAMBIA
ZIMBABWE

Private Investment:
Included Countries

ALGERIA
ARGENTINA
BANGLADESH
BOLIVIA

BRAZIL

CHILE
COLOMBIA
COSTA RICA
COTE D'IVOIRE
DOMINICAN REPUBLIC
ECUADOR
EGYPT

EL SALVADOR
GUATEMALA
GUINEA-BISSAU
GUYANA

HAITI

INDIA
INDONESIA
IRAN

KENYA
MADAGASCAR
MALAWI
MALAYSIA
MEXICO
MOROCCO
NICARAGUA
PAKISTAN
PANAMA
PAPUA NEW GUINEA
PARAGUAY
PERU
PHILIPPINES
SOUTH AFRICA
THAILAND
TRINIDAD & TOBAGO
TUNISIA
TURKEY
URUGUAY
VENEZUELA
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Property Rights:

Included Countries

ALGERIA
ARGENTINA
BAHRAIN
BANGLADESH
BOLIVIA
BOTSWANA
BRAZIL
BURKINA FASO
CAMEROON
CHILE

CHINA
COLOMBIA
CONGO
COSTA RICA
COTE D'IVOIRE

DOMINICAN REP.

ECUADOR
EGYPT

EL SALVADOR
ETHIOPIA
GABON
GAMBIA
GHANA
GUATEMALA
GUINEA-BISSAU
GUYANA
HAITI
HONDURAS
HUNGARY
INDIA
INDONESIA
IRAN
JAMAICA
JORDAN
KENYA
MADAGASCAR
MALAWI
MALAYSIA
MALI
MEXICO
MOROCCO
NICARAGUA
NIGER
NIGERIA
OMAN
PAKISTAN
PANAMA

PAPUA NEW GUINEA

PARAGUAY
PERU
PHILIPPINES
SAUDI ARABIA
SENEGAL
SIERRA LEONE
SOUTH AFRICA
SRI LANKA
SURINAME
SYRIA
THAILAND
TOGO
TRINIDAD & TOBAGO
TUNISIA
TURKEY
UGANDA
URUGUAY
VENEZUELA
ZAMBIA
ZIMBABWE
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Description of variables

Variable Name

Description and Source

Dependent Variables
Foreign Direct Investment

Private Domestic Investment

Property Rights

Independent Variables

Measures the total US dollar amounts of foreigeatimvestment
flowing into a country each year, divided by theat@mount of World
FDI inflows that year.

Source: UNCTAD database on FDI

The difference between total gross domestic invest(from national
accounts) and consolidated public investment.

Source: World Development Indicators

Measured as the sum of three indicators from tHRQEG political risk
scale: Investment profile: the sum of the investnpeofile (measure ¢
the risk of expropriation and contract viabilitigw and order and
corruption. Scale is out of a total possible of 24

source: International Country Risk Guide

Bilateral Investment Treaties, wEqual to the number of treaties signed with higteime countries for a

developed countries

particular year.
Source: UNCTAD database on bilateral investmesgitties.

Bilateral Investment Treaties, wEqual to the number of treaties signed with devielppountries for a

developing countries

Political Risk

particular year.
Source: UNCTAD database on bilateral investmegitties.

Assessment of the “political statyilof the countries covered by ICRG
on a comparable basis”, by assigning risk points poe- set group of
risk components. The minimum number of points assigo each
component is zero, while the maximum number of {zoma function
of the components weight in the overall politidakrassessment. The
risk components (and maximum points) are: Governrsiability (e. g.
popular support) (12), Socioeconomic conditiongy(epoverty) (12),
Investment profile (e. g., expropriation) (12),dmtal conflict (e. g.,
terrorism or civil war) (12), External conflict (g., war) (12),
Corruption (6), Military in politics (6), Religiom politics (6), Law and
order (6), Ethnic tensions (6), Democratic accobitity (6) and
Bureaucracy Quality (4). Scale from zero to 100; &rores indicate
high political risk.

source: International Country Risk Guide
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Variable Name

Description and Source

Log GNP Per Capita

Growth

Latitude

Continent

Natural Resources

Liquid Liabilities

Black Market Premium

Inflation

Population

Socio-economic indicator

Logarithm of GNP per capita expressed in curref dollars for the
period 1970-1995.

Source: WDI.

Growth rate of per capita GDP, measureth@epércent change per
year in GDP

Source: World Development Indicators.

The absolute value of the latitude of the courdpaled to take values
between 0 and 1.

Source: CIA 1996.

Dummy variables by continent for Africa, Asia, ltatAmerica and
Eastern Europe. Variables equal 1 if country ¢ated on that
continent.

Source: CIA 1996.

Measures total US dollar amafitiatural fuels and ores exported
from individual countries.

Source: IMF’s International Financial Statistigatabase.

Defined by the World Developmelmdicators as “the sum of currency
and deposits in the central bank, plus transferdépmsits and
electronic currency, plus time and savings depdfitsign currency
transferable deposits, certificates of deposit, sewirities repurchase
agreements, plus travelers checks, foreign currénmey deposits,
commercial paper, and shares of mutual funds okeb&unds held by
residents.” Measured as a percent of GDP

Source:Levine-Loayza-Beck Dataset, World Bank
Ratio of black market excharage and official exchange rate minus

one.
Source:Levine-Loayza-Beck Dataset, World Bank

Inflation rates are calculated using average anGR4ldata.
Source: International Financial Statistics

Total population in millions in a country each year
Source: World Development Indicators.

Rating of socio-econonainditionsin a country such as poverty lev
and unemployment as part of the political risk noeas

Source: ICRG
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Summary Statistics:

FDI Regressions

Variable Obs Mean Std. Dev. Min Max
FDI 128 0.27 0.58 -0.16 3.61
Hi Income BITs 128 1.95 2.90 0 13
Low Income BITs 128 0.58 1.35 0 8
Cumulative Total BITs 128 2.5 4 0 21
Ln GDP per capita 128 7.03 0.92 4.98 8.96
Political Risk 128 51.29 10.64 26 77
GDP growth 128 4.38 4.01 0 22.17
Black Market Premium 128 1.90 10.11 -0.04 109.91
Natural Resources 128 24.83 28.52 0 98.61
Latitude Abstract 128 0.18 0.10 0.01 0.39
Ln Population 128 16.4 1.42 135 20.6

Summary Statistics: Private Investment Regressions

Variable Obs Mean Std. Dev. Min Max
Private Investment 142 13,50 4,78 3.06 32.50
Hi Income BITs 142 3.38 411 0 17
Low Income BITs 142 2.33 5.07 0 28
Cumulative Total BITs 142 5.71 8.64 0 43
Ln GDP per capita 142 7.09 0.95 4.90 8.86
Political Risk 142  54.69 11.30 26 77
GDP growth 142 4.07 255 -2.37 10.28
Liquid Liabilities 142 3453 16.57 0.57 90.01
Natural Resources 142 21.04 26.14 0 97.12
Latitude Abstract 142 0.20 0.12 0.01 0.43

Summary Statistics: Property Rights Regression

Variable Obs Mean Std. Dev. Min Max
Property Rights 255 1131 2.76 3 18.60
Cumulative Total BITs 255 9.16 13.96 0 94
Hi Income BITs 255 4.61 4,95 0 24
Low Income BITs 255 4.55 9.71 0 70
GDP growth 255 4.43 4.22 0 25.01
Ln GDP per capita 255 6.98 1.07 451 9.36
Natural Resources 255 22.69 27.53 0 98.61
Socio-economic Indicator 255 5.34 1.33 1.40 9
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Correlations: Property Rights

Property Hiincome Low Income GDP Log GDP Natural Socio-econ.
Rights Total BITs BITs BITs Growth per capita Time Resources Inflation Indicator

Property Rights 1.00

Total BITs 0.25 1.00

H incone BITs 0.22 0.93 1.00

Low I ncone BITs 0.25 0.97 0.81 1.00

GDP Growt h 0.00 0.05 0.05 0.04 1.00

Log GDP per capita 0.40 0.16 0.12 0.16 0.08 1.00

Ti ne 0.35 0.30 0.31 0.28 0.18 0.15 1.00

Nat ural Resources 0.02 0.00 0.00 0.00 0.09 0.27 -0.03 1.00

Inflation -0.08 -0.01 -0.01 -0.01 -0.10 0.02 -0.06 0.03 1.00

Soci o-econ. | ndicator 0.44 0.17 0.18 0.15 0.06 0.33 -0.30 0.11 -0.09 1.00
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Correlations between Variables: Private Investment

Hi Low GDP Taxes Eastern
Private income Income Total Log GDP Political Growth Liquid on Natural Latitude Europe, Latin
Investment BITs BITs BITs per capitaRisk Rate Liabilities Time Inflation goods ResourcesdAbstract FSU  America/CaAfrica
Private
I nvest ment 1
H incone BITs 0.13 1.00
Low I ncone BITs 0.06 0.81 1.00
Total BITs 0.10 0.93 0.97 1.00
Log GDP per
capita 0.37 0.05 0.08 0.07 1.00
Political Risk 0.24 043 035 0.40 0.40 1.00
GDP Gowth Rate 0.21 0.03 0.04 0.04 0.03 0.05 1.00
Li qui d
Liabilities 0.24 0.04 0.10 o0.08 0.37 0.10 -0.02 1.00
Ti me 0.18 052 0.40 0.47 0.00 0.43 0.05 -0.01 1.00
Inflation -0.04 -0.05 -0.03 -0.04 -0.01 -0.08 -0.19 -0.05 -0.06 1.00
Taxes on goods 0.09 0.08 0.06 0.07 -0.01 0.04 -0.16 -0.05 0.00 0.09 1.00
Nat ur al
Resour ces -0.04 0.00 -0.01 -0.01 0.25 0.03 -0.01 0.05-0.03 0.03 -0.12 1.00
Latitude
Abstract -0.12 0.10 0.19 0.16 0.24 0.11 0.01 0.28 0.00 -0.02 0.10 0.05 1.00
East ern Eur ope,
FSuU -0.01 0.13 0.12 0.13 0.25 0.27 -0.25 0.03 0.00 0.14 0.23 -0.05 031 1.00
Latin
Ameri cal Car 0.03 -0.07 -0.06 -0.07 0.36 0.07 -0.01 0.02 0.00 0.03 0.16 0.04 -0.11 -0.23 1.00
Africa -0.24 -0.08 -0.16 -0.14 -0.50 -0.21 0.01 -0.36 0.00 -0.02 -0.19 -0.15 -0.36 -0.30 -0.37
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FDI / Hi Low Log GDP Bl ack Cuvil Latin
Wrld incone | ncomre Total per Political GDP Mar ket Nat ur al LatitudeLegal Anmerica/
FDI BITs BITs BITs capita Risk Growt h Premi um Qppenness Resources Tinme Abstract Origin Car Africa

FDI /World

FDI 1.00

H incone

Bl Ts 0.16 1.00

Low | ncone

Bl Ts 0.20 0.81 1.00

Total BITs 0.19 0.93 0.97 1.00

Log GDP per

capita 0.13 0.08 0.15 0.13 1.00

Political

Ri sk 0.29 0.43 0.35 0.40 0.44 1.00

GDP Growt h 0.08 0.08 0.05 0.06 0.08 -0.06 1.00

Bl ack

Mar ket

Prem um -0.05 -0.06 -0.03 -0.05 -0.05 -0.16 -0.01 1.00

Oppenness -0.16 0.00 0.01 0.01 0.30 0.23 -0.01 -0.02 1.00

Nat ur al

Resour ces 0.03 0.00 -0.01 -0.01 0.27 0.03 0.09 -0.04 0.08 1.00

Ti me 0.02 0.52 0.40 0.47 0.15 0.43 0.18 0.06 0.18 -0.03 1.00

Latitude

Abstract 0.08 0.10 0.19 0.16 0.21 0.11 0.03 -0.01 -0.10 0.05 0.00 1.00

Cvil Legal

Oigin -0.01 0.09 0.02 0.05 0.10 -0.01 -0.01 0.05 -0.32 0.13 0.00 -0.03 1.00

Latin

Aneri cal Car 0.10 -0.07 -0.06 -0.07 0.42 0.07 0.02 0.03 -0.03 0.04 0.00 -0.11 0.18 1.00

Africa -0.15 -0.08 -0.16 -0.14 -0.45 -0.21 0.02 -0.06 -0.05 -0.15 0.00 -0.36 0.00 -0.37 1.00

Tot al

Popul at i on 0.40 0.16 0.21 0.20 -0.19 0.04 0.12 0.00 -0.23 -0.05 0.06 0.18 -0.16 -0.08 -0.12
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Appendix G

Rank of Country in FDI

inflows out of all developing
countries at year of signing

Number of countries

ahead in ranking

without treaty in place

the treaty
Country Date of Signature

Panama 27-Oct-82 6 5
Senegal 6-Dec-83 24 22
Haiti 13-Dec-83 64 62
Democratic 3-Aug-84

Republic of Congo 77 74
Morocco 22-Jul-85 36 33
Turkey 3-Dec-85 19 18
Cameroon 26-Feb-86 99 91
Egypt 11-Mar-86 80 72
Bangladesh 12-Mar-86 50 45
Grenada 2-May-86 39 35
Poland 21-Mar-90 47 40
Tunisia 15-May-90 35 30
Sri Lanka 20-Sep-91 49 38
Czech Republic  [22-Oct-91 112 97|
Slovakia 22-Oct-91 135 119
Argentina 14-Nov-91 8 6
Kazakhstan 19-May-92 122 102
Romania 28-May-92 36 28
Russia 17-Jun-92 33 27
Armenia 23-Sep-92 97 81
Bulgaria 23-Sep-92 53 42
Ecuador 27-Aug-93 16 12
Belarus 15-Jan-94 73 53
Jamaica 4-Feb-94 21 16
Ukraine 4-Mar-94 137 109
Georgia 7-Mar-94 79 58
Estonia 19-Apr-94 113 87
Trinidad & Tobago [26-Sep-94 28 20
Mongolia 6-Oct-94 126 98
Uzbekistan 16-Dec-94 140 111
Albania 11-Jan-95 74 55
Latvia 13-Jan-95 118 88
Honduras 1-Jul-95 84 61
Nicaragua 1-Jul-95 126 95
Croatia 13-Jul-96 112 82
Jordan 2-Jul-97 120 86
Azerbaijan 1-Aug-97 13 11
Lithuania 14-Jan-98 80 53
Bolivia 17-Apr-98 32 20
Mozambique 1-Dec-98 58 36
El Salvador 10-Mar-99 23 13
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