
6. Trade and Investment Treaties	

!  6.1 The Politics of FDI 

!  6.2 Investment Treaties 
!  Purpose 

!  6.3 Trade Agreements 
!  Purpose 

!  Consequences 
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6. TRADE AND INVESTMENT TREATIES 
6.1.　THE POLITICS OF FDI	

!  FDI and Economic Development 
!  FDI and Host Countries 

! Patterns of Investment and Host Country 
!  Motives of Investment – Ownership/Market/Internalization 
!  Production – Vertical integration vs. Horizontal integration 

!  Foreign Investment Promotion and Regimes 
!  Democratic advantages 

! Policy stability (" Veto players, Audience costs),  
! hospitality economic competence 
" Policy opposition  

 !  antimonopoly, indiscriminate spending and tax incentives, labor 
protection (" Autocracy) 

!  Foreign Investment Consequences 
!  Risk of expropriation 
!  Development 

  ! Human rights, human resources, etc. (" Foreign Aid/Lecture 11) 



76 

6. TRADE AND INVESTMENT TREATIES 
6.2　INVESTMENT TREATIES	

!  Historical Context 
!  Host Country Hold-up vs. Due Process 

!  Protection against -- unequal, unfair treatment/arbitrary policy/performance 
criteria/expropriation (Calvo Doctrine)  

!  non-discriminatory, prompt, adequate, effective compensation (Hull Rule 
1938) 

!  Three Waves 
!  1960s~/late 1980s and 1990s/2001~  
"  Time inconsistency problem/global standard for legitimacy and acceptance/ 

return to the initial problem 

!  Purpose 
!  Host Country 

!  Capital competition (≈ capital liberalization) 
!  Domestic commitment and credibility 

!  “tying ones hands” and “sunk costs”/“hold-up problem 

!  Investor Country 
!  Dispute settlement (! ICSID clause " Calvo Doctrine) 
!  Effect of treaty violation 

!  Loss of investment ! taken before ICSID < losing ICSID 



6. Trade and Investment Treaties 
6.3　Trade Agreements	

!  Trade and Democracy 
!  Democratization " single party autocracies, or markets? 
!  Asymmetrical affects (open among develop/NTB protection against LDC) 

!  Trade Agreements 
!  Purpose (# Lectures 4 &5) 

!  Economic Motives (! Market Opening) 
!  Political Motives  

!  Economic Integration and Domestic Reform 
 ! the opposing effects of Democracy/Veto players 
!  Dispute Settlement 

!  Consequences 
!  Effect on trade agreement expansion 

!  The logic 
!  Trade creation/trade diversion (Viner: GATT/WTO XXIV) 

!  Third party alternative to trade diversion !  join / counter / sanctions / WTO  
!  FTA expansion ! openness/size similarity/political and economic similarity  

!  Effect on investment 
!  Effect on political survival (?) 
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6.1　Foreign Investment 

Democratic advantages 

Democracy and FDI: 1970-97 (Jensen 2003)	
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6.1　Foreign Investment 
Democratic advantages 

Property rights, democracy and FDI (Li and Resnick 2003)	



Inequality, institutions and expropriation risks (Fails 2012)	
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6.1 Foreign Investment 

Expropriation risks	
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6.1 Foreign Investment  
Consequences 

Human rights and FDI (Blanton and Blanton 2007)	
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6.2 Investment Treaties  

Domestic causes 

BITs and Domestic Substitutes　(Neumayer and Spess 2005)	
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6.2 Investment Treaties  

Regional competition 

BIT signatories (Elkins, Guzman and Simmons 2006)	
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6.2 Investment Treaties  
Regional competition 

Determinants of BITs (Elkins, Guzman and Simmons 2006)	



6.2 Investment Treaties  
Institutions and Ratification	

BITS ratification (Haftel and Thompson 2013)	
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6.2 Investment Treaties  
Consequences 

Consequences of BITs (Kerner 2009)	
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6.2 Investment Treaties  
Dispute Settlement 

International Centre for the Settlement of International Disputes (Allee and Peinhardt 2010)	



6.2 Investment Treaties  
Treaty Violation	

Impact of Investment Treaty Violation (Allee and Peinhardt 2011)	 88 



Democratization and tariff rates  (Milner and Kubota 2005) 89 

6.3 Trade Agreements 
Trade and Democracy	



6.3 Trade Agreements 
Trade and  Democratization 
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Democratization and openness (Milner and Kubota 2005)	



6.3 Trade Agreements 
Trade and  Non-democracies	

Authoritarian regimes and trade (Hankla and Kuthy 2012)	
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6.3 Trade Agreements 
Trade and  Non-democracies	

Authoritarian regimes and trade (Hankla and Kuthy 2012)	 92 



6.3 Trade Agreements 
Asymmetric consequences	

Asymmetric consequences of trade (Kono 2008)	 93 



6.3 Trade Agreements 
Trade and economic institutions	

94 Effect of Democracy and Market Protection on Trade (Souva et al. 2008) 
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6.3 Trade Agreements 
Trade agreements and regimes	

Democracy and trade agreements (Mansfield et al. 2000) 



6.3 Trade Agreements 
Trade agreements and regimes	

Democratization and FTAs (Baccini 2012)	 96 



6.3 Trade Agreements 
economic interests 

97 NAFTA lobbying and Tariff Phasing (Chase 2003)	



6.3 Trade Agreements 
Trade agreement and institutions 

98 Veto players and trade agreements (Mansfield et al. 2007)	



6.3 Trade Agreements 

Trade agreement depth 

99 

PTA: selected access 
FTA: comprehensive access 
Custom Union: common external tariff 
Common Market: free factor movement 
Econ. Union: fiscal and monetary policy coordination 

Veto points and the depth of trade agreements (Mansfield et al. 2008)	
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6.3 Trade Agreements 
Trade agreement and dispute settlement	

PTAs and dispute settlement design (Smith 2000) 
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6.3 TRADE AGREEMENTS  
EFFECTS ON INVESTMENT 	

PTAs and FDI flows (Büthe and Milner 2008)	



6.3 Trade Agreements  
Effects on political survival	

FTA and political survival (Hollyer and Rosendorff 2011)	 102 


