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1. INTRODUCTION 

Foreign direct investments (FDIs) are protected by a dense web of more than 3000 international 

investment agreements (IIAs), mainly negotiated on a bilateral level (UNCTAD 2014), and the 

mushrooming of these agreements  has been called “one of the most remarkable phenomena in 

international law” (Vandevelde 2009, p. 3). The first IIA was negotiated in 1959 between 

Germany and Pakistan. Yet, until the late 1980s, IIAs have been negotiated at a rather low pace. 

During the 1990s, however, the pace has accelerated and the number of newly signed IIAs has 

increased substantially. This heyday of the international investment regime was, at least partly, 

driven by IIAs signed among developing countries. This is particularly noteworthy, since most 

of these South-South dyads did not display any bilateral investments at levels worthy of 

mention. The political economy literature on IIAs is largely based on the assumption that IIAs 

are driven by the aim of promoting FDI flows. This economic argument, however, is 

insufficient to explain South-South IIAs that are not governing substantial investment flows. In 

fact, the conclusion of IIAs is not only determined by the desire to promote investment flows 

but also to promote bilateral political relationships. In this paper we therefore assess the 

determinants of China’s IIAs. 

China is a particular interesting case as it is one of the most important stakeholders in the 

international investment regime. After its accession to the World Trade Organization (WTO) 

in 2001, China has become the “workbench of the world”, attracting large amount of foreign 

productive capital. By 2013, China has been the second most important host country of global 

FDI (UNCTAD 2014). But the country is also becoming an increasingly relevant exporter of 

capital: In less than ten years, Chinese outward FDI flows have increased significantly and in 

2013 China was the third most important FDI source country (UNCTAD 2014).  

But China is not only an important destination and source when it comes to cross-border floss 

of direct investment, it is also an active player in setting bi- and minilateral investment rules. 

Over the last 3 decades, China has negotiated a large number of IIAs with developed and 

developing countries alike. In total, it has signed 131 bilateral investment treaties, one trilateral 

investment treaty with Japan and Korea and 4 preferential trade and investment agreements 

with substantial investment chapters. These IIAs have been signed with very different countries, 

with different underlying motives and display a rather high variation with regard to the level of 

protection they provide for foreign investors. Our key hypothesis is that propensity for outward 

FDI of a partner country has been a key determinant in the early period of Chinese IIA-making, 

but less so in the years following the political isolation in the aftermath of the Tiananmen protest 
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and the subsequent international isolation of the country. During these years (1991-1997), IIAs 

were mainly politically motivated and served as an instrument for political South-South 

cooperation. This tendency has continued also in the following years, but the period around 

China’s accession to the World Trade Organisation (1998-2008) is also marked by a renewed 

trend to conclude agreements with capital exporting countries. Most recently (since 2009), 

China’s investment policy making is, again, clearly characterized by economic motivations, 

with IIAs with high income countries. But it is also motivated by regional interests, both in 

economic and geopolitical nature, in China’s immediate neighborhood (Taiwan and ASEAN).  

A hitch in analyzing IIAs is often very imprecise information about the quality of the latter. 

Since it is not only of relevance if countries conclude an IIA, but also what kind of IIA, we use 

a new legal strength index, developed by Berger (2015), which allows taking into account the  

heterogeneity of China’s international investment policy. 

The paper is structured as follows: In a next chapter (Chapter 2) we describe available data on 

IIAs, the necessity of using more detailed information as usually available when it comes to the 

content of these agreements, and the new set of indicators that we will use. Chapter 3 illustrates 

major aspects of China’s investment policy making over time and key trends with regard to the 

content of these agreements as well as the characteristics of China’s partner countries. The 

econometric analysis and the empirical results are shown in Chapter 4. Chapter 5 concludes. 

2. OPENING UP THE BLACKBOX OF IIAS 

The political economy literature on international investment agreements (IIAs) has resulted in 

varying assessments with regard to the determinants and effects of these agreements. While 

econometric methods being used to analyze IIAs have improved significantly, the data that is 

fed into these often elaborate models is deficient. The problematic nature of FDI data is well 

documented (see e.g. Schüler-Zhou / Schüller 2009), but much less attention has been paid to 

the inadequacy of available IIA data. In fact, most studies simply use a binary variable for 

indicating the absence or presence of an IIA between two countries: The variable takes the value 

1 if an IIA exists in a bilateral relation and 0 if not.  

In reality though, IIAs can be very different in nature. They consist of provisions addressing 

very different issues, such as standards how investors should be treated (fair and equitable 

treatment, most-favoured nation and national treatment), how foreign investors should be 

compensated when their property is expropriated by the host state, financial transfer provisions, 

or the entry of personnel and physical security of foreign investors. Most importantly, some 
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IIAs contain investor-state dispute settlement (ISDS) provisions that allow foreign investors to 

sue their host countries in case of alleged breaches of the IIAs substantive provisions. Thus, 

IIAs can have very different characteristics and comparing them without having a closer look 

at their content can be akin to comparing apples and oranges. In order to correct this deficiency, 

some studies try to open up the black box and focus on the variation of selected IIA provisions 

(e.g. Yackee 2008; Berger et al. 2011; Berger et al. 2013). However, these approaches do not 

take the broad spectrum of IIA provisions into account, nor do they provide a method to measure 

the importance of single provisions.  

We will therefore use a new index –the IIA legal strength score--, developed by Berger (2015) 

for analyzing the determinants of specific IIA characteristics. This IIA legal strength score is 

innovative for three reasons: (1) it covers a broad range of IIA provisions, (2) it distinguishes 

these provisions according to variation in their content, and (3) it weights the importance of 

individual provisions according to the frequency they are used in investor-state dispute 

settlement proceedings.  

(1) The IIA legal strength score includes all key provisions found in global IIA practice. 

Altogether, 17 provisions have been analyzed. The coverage of this index is thus much broader 

than the coding methods found in previous studies (Yackee 2008; Berger et al. 2011; Berger et 

al. 2013). Only the BITsel index covers a similar broad number of IIA provisions which, 

however, are only coded on a binary way.3  

(2) The legal strength score does not only include a broad number of provisions, it also codes 

these provisions in a much more elaborated way: The index displays differences across the 

provisions of different treaties, ranging from low (0) to high (1) investor protection. Depending 

on their level of investor protection, individual provisions have then been distinguished in 

different categories, which were developed following the international law literature on this 

topic (see e.g. UNTAD 2007, Dozer and Schreuer 2008, Newcomb and Paradell 2009). As an 

example for this methodology, Figure 1 illustrates the coding method the example of the fair 

and equitable treatment (FET) standard. All available texts of Chinese IIAs have been coded 

according to this method.  

 

 

                                                           
3 See online: http://www.cuhk.edu.hk/law/proj/BITSel/ (accessed: 28 July 2014).  

http://www.cuhk.edu.hk/law/proj/BITSel/
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Figure 1: Coding scheme for the fair and equitable treatment (FET) provisions of IIAs.4 

No FET 

 
0 

FET subject to customary international law/international minimum 

standard 

 

0.5 

FET subject to international law 

 
0.75 

unqualified FET 

 
1 

Source: Berger (2015) 

(3) The IIA legal strength score is built upon a rigorous method of weighting individual 

provisions according to their importance from the perspective of foreign investors. For this 

purpose, the weighting draws on quantitative date available on the frequency with which 

individual provisions have been invoked by foreign investors in ISDS proceedings.5 Figure 2 

displays the weight of individual provisions in the IIA legal strength score, based upon the 

frequency with which they have been invoked in ISDS cases.  

Figure 2: Individual provisions and their contribution to the legal strength score of the 

substantive part of IIAs 

Provision Share of legal strength 

War and civil disturbance 0.010 

Transfer of funds 0.010 

Entry of personnel and senior management 0.010 

Subrogation 0.010 

Investment opportunities 0.010 

Publication of laws 0.010 

Consultation 0.010 

Performance requirement 0.019 

Non-discriminatory measures 0.019 

MFN 0.028 

Umbrella clause 0.057 

Scope 0.062 

National treatment 0.066 

                                                           
4 Note: FET is one of the most important treatment standards found in IIAs. Traditionally, IIAs have referred to 

FET in an unqualified and broad manner, stating that “Investments of investors of each Contracting Party shall at 

all times be accorded fair and equitable treatment in the territory of the other Contracting Party” (China-Germany 

BIT 2003, Art. 3,1.). In light of a number of ISDS proceedings that have been filed on the basis of FET clauses, 

some contracting parties have started to define FET in greater detail. Broadly speaking, there are two ways to 

define FET, first to subject FET to international law which is less restrictive than the second option to subject FET 

to customary international law (CIL) or to the international minimum standard (IMS). 
5 For this purpose, we use the database provided by UNCTAD on ISDS cases, see online: 

http://iiadbcases.unctad.org/ (accessed: 28 July 2014).  

http://iiadbcases.unctad.org/
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Full protection and security 0.104 

FET  0.283 

Expropriation 0.292 

Source: Berger (2015) 

We distinguish two components of IIAs: The first component refers to the “substantive” 

dimension of IIAs, which includes the provisions that define how foreign investments should 

be treated and protected by host country governments. The second component refers to the 

“procedural” dimension, which defines and weights the dispute settlement mechanisms that can 

be used by foreign investors to arbitrate alleged breaches of substantive provisions. We 

distinguish between both dimensions because they address two different aspects of foreign 

investment governance. For example, an IIA that is strong with regard to the substantive 

dimension but which does not contain an adequate dispute settlement mechanism would mean 

that foreign investors have to rely on the diplomatic protection of their home country in case of 

a dispute. Thus, overall, such an agreement would be considered as rather weak. Vice versa, an 

agreement with a strong dispute settlement dimension but with weak substantive provisions 

remains, overall, toothless. Hence, in the following, we use three different measures: A first 

one for the strength of substantive provisions, a second one for the strength of the dispute 

settlement mechanism and a third one, which combines the previous two ones and which 

indicates the overall legal strength of an agreement. 

3. CHARACTERISTICS OF CHINESE IIAS 

China began in the early 1980 to sign IIAs and the country’s agreements –BITs, trilateral IIAs 

and PTIAs- are shown in Figure 3. China's international investment policy can be classified in 

four phases that are distinct when it comes to the legal strength of the treaties and the 

characteristics of the partner countries (Berger 2015).  
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Figure 3: Chinese IIAS signed per year (left axis) and cumulative (right axis), 1982-2013 

 

Source: Berger (2015) 

The characteristics of Chinese IIAs in each of the four periods, 1982-1990; 1991-1997; 1998-

2008; and 2008-2013, are shown below. Each agreement that has been signed is depicted with 

the respective year, the strength of its substantive provisions (Figure 4), the legal strength of its 

dispute settlement procedures (Figure 5), and its overall IIA legal strength score, respectively 

(Figure 6). 

During the first period, 1982-1990, China has signed IIAs mainly with capital-exporting 

countries, such as Sweden, Norway or Denmark. The objective was to attract FDI inflows in 

order to jump start the Chinese economy after years of the disastrous experience of socialist 

economic planning and political turmoil during the Mao years. Chinese IIAs signed during this 

first period contained almost all standard provisions, such as fair and equitable treatment and 

indirect expropriation, which explains the rather high score of substantive provisions. Chinese 

IIAs signed during this period, however, did not guarantee foreign investors national treatment 

in light of the prevailing discrimination in favour of state-owned companies. With regard to the 

procedural dimension, it is important to note that the first Chinese IIAs did not include ISDS 

provisions but only the possibility to settle disputes among the contracting parties. Only later, 

China has adopted ISDS provisions, but has restricted their scope to disputes on the amount of 

compensation in the case of direct expropriation.  
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Figure 4: Strength substantive provisions, by period 

 

Figure 5: Strength dispute settlement mechanism, by period 

 

Figure 6: Overall IIA legal strength score, by period 

 
Source: Authors, based on data from Berger (2015) 
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While the strength of Chinese IIAs has remained rather unchanged during the second phase, 

1991-1997, the main difference is that China has signed significantly more treaties during these 

years and the focus of China's international investment policy has shifted from developed 

countries to developing countries. Agreements have been concluded, for instance, with 

Mongolia, Bolivia, Belarus and the Philippines. These South-South IIAs represent a puzzle as 

they cannot be explained by the standard argument, which is that IIAs are signed to protect and, 

ultimately, to promote FDI. Most of China’s partner countries during this period have received 

no Chinese outward FDI and did not invest in China.  

The third period, 1998-2007, was characterised by a shift towards stronger investment 

provisions. Higher scores reflect changes in the strength of the procedural dimension, as China 

has broadened the scope of its ISDS provisions to "any kind of investment". This new clause 

was first introduced in a number of IIAs signed with developing countries. In the early and mid- 

2000s, China has also introduced national treatment provisions as a standard feature of its IIAs. 

Interestingly, the strength of national treatment provisions varied according to the partner 

countries: National treatment provisions included in IIAs, signed with developing countries, 

were systematically weaker than those included in IIAs, signed with developed countries. In 

general, the IIAs signed by China during this period were the strongest both in terms of their 

substantive as well as procedural provisions. Agreements have been negotiated both with high 

income countries, such as Germany or the Netherlands, and developing countries, such as 

Myanmar, Djibouti or Benin. 

The fourth period of China’s international investment policy, since 2008, is marked by a gradual 

retreat from strong substantive investor protection and the introduction of transparency 

requirements on ISDS provisions. In line with the global trend towards more balanced 

agreements, China started to introduce a number of refinements that lowered the legal strength 

of key provisions, such as the fair and equitable treatment and indirect expropriation standards. 

These more balanced agreements have been negotiated with high income capital exporting 

countries, such as Canada or Switzerland, and regional partners, namely Taiwan and the 

ASEAN member countries. 

The characteristics of China’s partners in each of the four periods is indicated below, with the 

dot indicating the year of the agreement and the geographic distance to the partner country 

(Figure 8), its GDP in constant 2005 US$ (logarithmic form) at the time when the agreement 

was concluded (Figure 9), and, respectively, its GDP per capita in constant 2005 US$ (Figure 

10). 
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Figure 7: Characteristics of China’s partners, by period: geogr. Distance 

 

Figure 8: Characteristics of China’s partners, by period: GDP 

  

Figure 8: Characteristics of China’s partners, by period: GDP per capita 

 
Source: Authors, based on data from Berger (2015) 
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As it can be seen, the partner countries of Period I are characterised by geographic 

concentration, mainly in Europe, and a high propensity for outward FDI, with large GDPs and 

high GDP per capita levels. The spatial distribution of China’s partners became much more 

diverse in Period II and included low and middle income countries in Asia, Latin America, 

Africa and Eastern Europe. Most of these countries, with relatively small market size and low 

GDP per capita levels, had little or no outward FDI at the time of the agreement. After China’s 

international ostracism, following the suppression of the Tiananmen protests in 1989, IIAS were 

primarily used as a political instrument to knot political ties with other developing countries. 

This tendency is also discernible in the early phase period III (1998-2008), which then, in light 

of China’s accession to the WTO, saw a stronger trend towards to conclusion or renegotiation 

of agreements with capital-exporters, such as Germany, Finland or Luxembourg. Phase IV, 

since 2009, is characterised by agreements with high income countries, namely Switzerland and 

Canada, and agreements that were concluded for, both, economic and geopolitical/geostrategic 

reasons with countries in China’s immediate neighbourhood, i.e. Taiwan and the ASEAN 

members. Thus, the partner countries in each period reflect the respective motivation of China 

to conclude IIAs and can be categorised as follows: Period I: high income countries - capital 

exporters; Period II: developing countries - political partners, Period III: both high income 

capital exporters and developing countries as political partners; Period IV: high income capital 

exporters and regional partners. 

4.       DETERMINANTS OF CHINESE INVESTMENT AGREEMENTS  

This paper’s key hypothesis is that the objectives of China’s investment policy-making vary 

considerably over time. Whereas an early objective (1982-1990) of IIA-formation was clearly 

to attract FDI, political motivations became stronger in the two subsequent periods (1991-1997 

& 1998-2008) and BIT-formation was used as a political instrument to foster South-South 

cooperation. Besides signing politically motivated South-South IIAs in period III, China has 

also started re-negotiating a number of old IIAs with European capital-exporting countries in 

the context of the country’s accession to the multilateral trading system. From 2008 on, 

economic considerations became, again, even more important and China has selected highly 

industrialized countries as partners. In addition, it has concluded agreements with its fast 

growing Asian neighbors that are important, both, from an economic and a geopolitical 

perspective. It is noteworthy that these latter agreements do not only aim to attract inward FDI, 

but also to secure outward FDI and to strengthen the region’s position as a nod in international 

value chains.  
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Thus, China’s interest in concluding IIAs to promote FDI could be compared to a U-shape – It 

was high during the 1980s, then subsided in the following decade, but slowly increased again 

in the context of the WTO accession, and increased even more strongly recently. In order to 

empirically assess the drivers for China’s IIA-formation, we use an econometric set-up akin to 

the gravity model.  

Our regressand is the legal strength of China’s investment agreements. The key independent 

variable of interest is the propensity of other countries’ outward FDI, defined as the product of 

GDP and GDP per capita. We argue that FDI propensity of partner countries is a stronger 

determinant for the conclusion and the quality of an agreement with China in Period I and 

Period IV than in Periods II & III.  

We control for the standard gravity variables, i.e. geographic distance, spatial contiguity, 

common language, and common legal history. In addition, in order to control for the political 

relationship between China and another country, we include the year when both countries have 

established diplomatic relations, arguing that early diplomatic relations are a proxy for good 

political relations. Hence, the estimator takes the following form: 

Ω𝑖𝑡 = 𝛾0 + 𝛾1𝐷𝑖𝑠𝑡𝑎𝑛𝑐𝑒𝑖 + 𝛾2𝐹𝐷𝐼𝑝𝑟𝑜𝑝𝑒𝑛𝑠𝑖𝑡𝑦𝑖𝑡 + 𝛾3𝐶𝑜𝑛𝑡𝑖𝑔𝑢𝑖𝑡𝑦𝑖 + 𝛾4𝐶𝑜𝑚𝑚𝑜𝑛𝐿𝑎𝑛𝑔𝑢𝑎𝑔𝑒𝑖

+ 𝛾5𝐶𝑜𝑙𝑜𝑛𝑦𝑖 + 𝛾6𝐿𝑒𝑔𝑎𝑙𝐻𝑖𝑠𝑡𝑜𝑟𝑦𝑖 + 𝛾7𝐷𝑖𝑝𝑙𝑜𝑚𝑎𝑡𝑖𝑐𝑅𝑒𝑙𝑎𝑡𝑖𝑜𝑛𝑠𝑖 + 𝛾8𝜙𝑡 + 𝜀 

Where Ω𝑖𝑡 denotes the legal strength of an agreement between China and country i, concluded 

at time t (Ω𝑖𝑡= 0 if no agreement is established). 𝜙𝑡 denotes a time dummy. Distance and FDI 

propensity are used in their logarithmic form. Data is from World Bank Indicators, the CEPII 

gravity database and Berger (2015). A correlation table and summary statistics are given in the 

Appendix. When an agreement has been established, the partner country is removed from the 

sample from the subsequent year on. Each of the legal strength scores –substantive provisions 

(SP), dispute settlement mechanism (DSM), and overall legal strength (Overall) – are tested 

separately, respectively, 5 times: The entire period of the sample plus each of the four periods 

separately. Since we are interested in, both, whether an agreement has been concluded and the 

quality of this agreement, we use a Poisson estimation approach. 

Before testing each of the three different legal strength indicators, we use a probit estimation to 

regress, as conventionally done, on a binary variable (IIA) that equals 1 if an agreement is 

concluded in a given year and 0 otherwise. The results are shown in Table 1. 
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Table 1. Dependent variable: Binary (Probit estimation) 

 (1) (2) (3) (4) (5) 

Probit IIA IIA IIA IIA IIA 

 All years 1982-1990 1991-1997 1998-2008 2009-2012 

Distance (log.) -0.517*** -0.636*** -0.378* -0.440** -1.216** 

 (0.114) (0.224) (0.216) (0.171) (0.558) 

FDI propensity (log) 0.0642*** 0.103*** 0.0414** 0.0528*** 0.163*** 

 (0.0118) (0.0392) (0.0184) (0.0175) (0.0326) 

Contiguity -0.579***  -0.636* -0.397 -0.690 

 (0.186)  (0.340) (0.277) (0.481) 

Common language 1.883*** 1.704**    

 (0.543) (0.684)    

Colony 0.584     

 (0.646)     

Legal history 0.294** -0.322 0.536*** 0.154 0.201 

 (0.121) (0.480) (0.185) (0.210) (0.484) 

Diplomatic relations -0.0130*** -0.0305*** -0.00736 -0.0122** -0.0295** 

 (0.00337) (0.00957) (0.00568) (0.00520) (0.0135) 

Constant 26.33*** 60.81*** 14.33 24.46** 62.14** 

 (7.084) (20.17) (12.17) (10.68) (25.63) 

Wald-χ2 166.23*** 57.65*** 32.44*** 36.25*** 46.68*** 

Pseudo R2 0.16 0.27 0.09 0.08 0.367 

Year FE Yes Yes Yes Yes Yes 

Observations 2,718 634 791 1,012 243 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

The coefficients for the total sample (Column 1) largely display the expected signs: Geographic 

distance has a strong negative impact, whereas a common language has a strong positive effect 

on the likelihood of establishing an IIA. Similarly, a common legal history is positively 

associated with the likelihood of IIA formation. Diplomatic relations appears to be a strong 

determinant for the decision whether to sign an agreement or not: The probability of concluding 

an IIA decreases, the younger official diplomatic relations are. Contiguity has, interestingly, a 

strong and statistically significant negative effect on the likelihood of IIA formation and might 

be understood as another proxy for political relations and the often tense and historically 

burdened relationship between China and its immediate neighbors. However, it disappears in 

one and is not statistically significant in two of the estimations. FDI propensity has a positive 

and statistically significant impact on the probability of IIA-formation. Yet, as it can be nicely 

seen in columns 2-4, the affect seems to vary considerably over time. The coefficient for Periods 

I & IV is substantially higher than in Periods II & III (by approximately factor 2). In a next step 

we turn to a series of Poisson estimations, using the different legal strength scores as dependent 

variables. The results for the substantive provisions score is shown in Table 2. 
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Table 2. Dependent variable: Substantive Provisions score (Poisson estimation) 

 (1) (2) (3) (4) (5) 

Poisson SP SP SP SP SP 

 All years 1982-1990 1991-1997 1998-2008 2009-2012 

Distance (log.) -0.930*** -1.100** -0.732** -0.829*** -1.791*** 

 (0.179) (0.450) (0.365) (0.273) (0.564) 

FDI propensity (log) 0.115*** 0.209** 0.0692* 0.112*** 0.247*** 

 (0.0240) (0.0912) (0.0366) (0.0391) (0.0477) 

Contiguity -0.991*** -20.37*** -1.077* -0.682 -0.904** 

 (0.368) (0.764) (0.652) (0.597) (0.460) 

Common language 1.768*** 2.496***   0.677* 

 (0.469) (0.710)   (0.383) 

Colony 1.016 -4.262*** 3.246***   

 (1.029) (0.940) (1.135)   

Legal history 0.578** -0.383 0.944*** 0.307 0.286 

 (0.239) (1.090) (0.335) (0.438) (0.382) 

Diplomatic relations -0.025*** -0.058*** -0.0136 -0.0246** -0.040*** 

 (0.00684) (0.0205) (0.0109) (0.0113) (0.0117) 

Constant 50.34*** 113.3*** 26.70 48.18** 82.60*** 

 (14.42) (43.88) (23.91) (23.36) (22.67) 

Wald-χ2 44379*** 4383.3*** . 40.04*** 16025*** 

Pseudo R2 0.15 0.27 0.12 0.07 0.39 

Year FE Yes Yes Yes Yes Yes 

Observations 3,110 800 903 1,012 395 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

The results are qualitatively similar to the regressions as above. FDI propensity is strongly and 

statistically significantly associated with the substantive provisions score in each of the 

estimations: A higher potential of the partner’s outward FDI can be associated with a stronger 

agreement, holding everything else equal. Yet, again, substantial differences appear over time. 

Whereas the results for the regression on Period II (1991-1997) have to be interpreted with 

caution since the Wald-χ2 has been rejected, the overall trend corresponding to the U-shape as 

describe above becomes clear, with considerably higher coefficients in Period I and IV. For 

example, a 10 percent increase in FDI propensity in Period I can be associated with a 2 percent 

increase in the Agreement’s substantive provision score, compared to an increase of 1.1 percent 

only in Period III. In a next step, we repeat this estimation using the score indicating the strength 

of the dispute settlement mechanism. Results are shown in Table 3. 
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Table 3. Dependent variable: Dispute Settlement Mechanism score (Poisson estimation) 

 (1) (2) (3) (4) (5) 

Poisson DSM DSM DSM DSM DSM 

 All years 1982-1990 1991-1997 1998-2008 2009-2012 

Distance (log.) -0.965*** -1.035** -0.757** -0.775*** -1.969*** 

 (0.179) (0.410) (0.353) (0.296) (0.556) 

FDI propensity (log) 0.119*** 0.222** 0.0658* 0.113*** 0.247*** 

 (0.0244) (0.0950) (0.0364) (0.0379) (0.0466) 

Contiguity -0.886** -18.47*** -1.209* -0.606 -0.930** 

 (0.362) (0.744) (0.656) (0.597) (0.450) 

Common language 1.698*** 3.065***   0.686* 

 (0.417) (0.623)   (0.362) 

Colony 0.861 -6.210*** 3.070***   

 (0.982) (0.967) (1.125)   

Legal history 0.557** -0.657 1.042*** 0.317 0.296 

 (0.244) (1.129) (0.346) (0.440) (0.360) 

Diplomatic relations -0.028*** -0.066*** -0.0131 -0.0260** -0.039*** 

 (0.00652) (0.0237) (0.0111) (0.0107) (0.0117) 

Constant 55.45*** 128.0** 25.49 50.36** 82.32*** 

 (13.61) (49.89) (24.14) (22.22) (22.74) 

Wald-χ2 53673*** 4073.2*** . 39.12*** 19079*** 

Pseudo R2 0.17 0.26 0.11 0.08 0.42 

Year FE Yes Yes Yes Yes Yes 

Observations 3,110 800 903 1,012 395 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

The results are, again, comparable to those of the previous two sets of estimations. FDI 

propensity, i.e. a larger market and higher income levels, is positively associated with the 

strength of the agreement’s procedural dimension. The coefficients are in a similar range as in 

the previous finding, which confirms the robustness of the results. Again, the U-shape is 

cognizable with a considerably higher coefficient and, thus, stronger link between FDI 

propensity and the dispute settlement score in the first and last Period of observations. Finally, 

we turn to a series of estimations to regress on the overall legal strength score. The results are 

shown in Table 4. 

 

 

 

 

 

 



 
 

16 
 

Table 4. Dependent variable: Overall legal strength score (Poisson estimation) 

 (1) (2) (3) (4) (5) 

Poisson Overall Overall Overall Overall Overall 

 All years 1982-1990 1991-1997 1998-2008 2009-2012 

Distance (log.) -0.948*** -1.081*** -0.752** -0.804*** -1.889*** 

 (0.176) (0.416) (0.362) (0.283) (0.559) 

FDI propensity (log) 0.117*** 0.213** 0.0686* 0.113*** 0.247*** 

 (0.0240) (0.0900) (0.0372) (0.0384) (0.0471) 

Contiguity -0.936*** -21.21*** -1.115* -0.644 -0.918** 

 (0.361) (0.741) (0.653) (0.594) (0.455) 

Common language 1.730*** 2.683***   0.681* 

 (0.439) (0.664)   (0.370) 

Colony 0.935 -5.186*** 3.170***   

 (1.008) (0.939) (1.137)   

Legal history 0.577** -0.473 1.001*** 0.312 0.291 

 (0.238) (1.099) (0.338) (0.434) (0.369) 

Diplomatic relations -0.026*** -0.061*** -0.0124 -0.0252** -0.039*** 

 (0.00660) (0.0212) (0.0110) (0.0109) (0.0117) 

Constant 51.95*** 118.2*** 24.18 49.25** 82.42*** 

 (13.85) (45.23) (24.01) (22.52) (22.67) 

Wald-χ2 44404*** 4907.8*** . 39.23*** 16551*** 

Pseudo R2 0.16 0.26 0.12 0.07 0.40 

Year FE Yes Yes Yes Yes Yes 

Observations 3,110 800 903 1,012 395 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

Using detailed information about the content of IIAs allows gaining insights on the inter-linkage 

between the independent variables and, not only the likelihood of an agreement, but also the 

quality of the latter. The results for the overall legal score clearly show that a higher FDI 

propensity is strongly positively associated with deeper investment agreements, i.e. agreements 

that promote a stronger investor protection, both, with regard to the substantive and the 

procedural dimension. Thus, to attract FDI appears to be a key determinant of China’s 

investment policy, and possibly more recently to protect outward FDI as well. However, the 

finding largely confirm our hypothesis: The link is much stronger in Period I and IV than in the 

time in-between, with coefficients that are on average more than twice as high. In addition, 

countries with higher GDP and GDP per capita levels have, by definition, considerably higher 

FDI propensity levels than other countries. Even small differences in the coefficients can 

therefore suggest substantial differences in the overall quality of an Agreement.  
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4.       Conclusion 

The economic globalisation of the last three decades has been accompanied by the 

establishment of thousands of international investment agreements. Generally, the political 

economy literature understands such agreements as “credible commitment devices” to anchor 

reform, to provide a secure environment for investors and, ultimately, to attract FDI (see Büthe 

and Milner, 2008, for an overview on the literature). However, a puzzling observation 

challenges this assertion: Many of the existing IIAS were concluded between developing 

countries, with little or no bilateral direct investment flows. We use the case of China to study 

the determinants of IIA-formation and argue that economic objectives play a role, but to a 

varying degree over time. Investment agreements can also be used as an instrument to 

strengthen political ties across developing countries. In periods, where foreign policy making 

focuses on establishing new political alliances, FDI-potential of a partner becomes a weaker 

determinant for the establishment as well as the quality of such an agreement.  

From an academic perspective, a hindrance for studying IIAs is a lack of data availability. Most 

of the existing data does not allow much insights into the content of existing agreements. Thus, 

whereas conclusions about the establishment of IIAs could be drawn, little could be said about 

the quality of these agreements. We use new data provided by Berger (2015) that renders 

possible detailed insights in the substantive as well as procedural dimensions of China’s 

international investment agreements. Based upon this data, we test the hypothesis that China’s 

interest in attracting FDI as key objective of its investment policy making can be compared to 

a U-shape: It was strong in the 1980s against the backdrop of first economic reforms. However, 

in the aftermath of the Tiananmen protests and China’s international isolation from the 1990s 

on, political objectives have superposed China’s investment policy. It was only from the mid-

1990s on, and in particular since China’s last wave of IIAs after 2009, that economic objectives 

became dominant again, combined with a strong interest in regional cooperation. Our empirical 

findings support this hypothesis. The FDI propensity of a partner countries is a much stronger 

determinant for the conclusion and the quality of an agreement in the first (1982-1990) and last 

period (since 2009) than during the time in-between. In quantitative terms, the effect is roughly 

twice as strong. Whereas these findings strongly support the hypothesis that economic 

motivations alone cannot consistently explain China’s investment policy over time, more 

research in this direction is required in order to gain a better understanding of the political 

economy dynamics of IIA formation of developing countries. 
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Appendix 

Correlation table  

             |   Dista     FDIprop Contig Language  Colony  LegalH     Diplo 

-------------+--------------------------------------------------------------- 

      Dista  |   1.0000 

     FDIprop |  -0.1466   1.0000 

      Contig |  -0.4673  -0.0771   1.0000 

    Language |  -0.1723   0.0983  -0.0289   1.0000 

      Colony |  -0.2541  -0.0603   0.3112  -0.0090   1.0000 

      LegalH |  -0.3395  -0.0285   0.3328  -0.0503   0.1790   1.0000 

       Diplo |   0.1137  -0.1397  -0.2168   0.0661  -0.1453   0.0177   1.0000 

 

Summary statistics 

    Variable |       Obs        Mean    Std. Dev.       Min        Max 

-------------+-------------------------------------------------------- 

          SP |      4898    .0153679    .1066222          0   .9064351 

         DSM |      4898    .0122297    .0890312          0         .9 

     Overall |      4898    .0137275    .0957847          0   .8703908 

  Dist (log) |      6272    9.023133    .5445297   6.925665   9.857974 

FDIpro (log) |      5044    31.07184     3.55935   22.61311   41.27306 

-------------+-------------------------------------------------------- 

    Language |      6272    .0223214    .1477385          0          1 

      Colony |      6272    .0044643    .0666713          0          1 

      LegalH |      6272      .15625    .3631211          0          1 

year_chine~o |      4928    1974.369    14.71253       1949       2007 

 

 

 


