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Signalling Demand for Foreign Investment:
Postsocialist Countries in the Global Bilateral
Investment Treaties Network

NINA BANDELJ, MATTHEW C. MAHUTGA
& KRISTEN SHORETTE

Abstract

A unique dataset on bilateral investment treaties provides a novel source of evidence on the link between
neoliberal globalisation and market transition. We argue that postsocialist countries of Europe and Eurasia,
more than other developing regions in the world, signed such treaties to signal demand for foreign investment
in the spirit of neoliberalism. We calculated the density of the whole BIT network since its inception in 1959
to 2009, and density and centrality of different regional blocks within it, and found strong support for our
argument. Yet, even if bilateral investment treaties are designed to promote foreign direct investment,
dynamic panel regression models show that signing them does not automatically translate into foreign direct
investment inflows for postsocialist European and Eurasian countries in the 1990-2010 period.

MORE THAN 20 YEARS AFTER THE PIVOTAL EVENTS OF 1989, IT is important to take stock of
the economic transformations in Central and Eastern Europe. The region has undeniably and
dramatically transformed from socialist command economies to liberal markets, even if
differences remain across countries. Scholars have tried to understand these economic
transformations, and the role of the states, domestic elites and firms in this process (Amsden
et al. 1994; Campbell & Pedersen 1996; Rona-Tas 1997; Stark & Bruszt 1998; Eyal et al.
1998; Hanley et al. 2002; Ekiert & Hanson 2003). They have also examined the intersection
of globalisation and postsocialist transformation, in particular the role of a neoliberal policy
agenda on various kinds of market reforms (Bockman & Eyal 2002; Orenstein 2005, 2009;
Bohle & Greskovits 2007, 2012), and the determinants and consequences of foreign
investment in the region (King & Varadi 2002; Jensen 2006; Cass 2007; Bandelj 2008b;
Drahokoupil 2008a; Bandelj & Mahutga 2010). We contribute to this literature by
investigating unique data on the complete worldwide network of bilateral investment
treaties (BITs) since its inception in the period from 1959 to 2009, which provides the
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institutional framework for material flows of foreign direct investment (FDI). We argue that
postsocialist countries of Europe and Eurasia—more than any other developing region in the
world—have signed BITs to signal demand for foreign investment as an anticipated
neoliberal growth strategy, but that these institutional inter-state efforts did not necessarily
translate into actual FDI inflow. Theoretically, we aim to further our understanding of the
interplay between globalisation and postsocialist transformation by highlighting the
complex relationships between global diffusion of policy ideas and material flows of foreign
capital into the postsocialist European and Eurasian countries.

BITs are international institutional agreements between two countries for the reciprocal
encouragement, promotion and protection of FDI (UNCTAD 2011). Multinational
corporations (MNCs) that engage in foreign investment activities create a deeply integrated
contemporary global economy (Gereffi 2005), compared to other historical periods of
globalisation. Their pervasive activities are also consistent with the prominence of a
neoliberal agenda in economic policy circles since the 1980s, which advocates the freer flow
of capital across borders, along with other tenets of the Washington Consensus (Gore 2000;
Campbell & Pederson 2001; Prasad 2006; Bandelj ef al. 2011).

Given the prominence of the neoliberal agenda, the rapid proliferation of institutional
arrangements to promote and protect FDI over the past few decades may come as no
surprise. The first BIT was signed in 1959 between Germany and Pakistan. By 1969, 71
treaties were signed, almost exclusively between advanced capitalist countries and African
and Middle Eastern developing countries. The 1990s saw a rapid increase in the number of
BITs, rising from 386 in 1989 to 1,813 in 1999, and reaching 2,678 by 2009. Figure 1 shows
this extraordinary growth trend in BITs. The number of countries involved in BITs has also
increased to near universal inclusion: by 2009, 188 sovereign states and the Palestine
Authority had signed at least one BIT, out of 192 states recognised by the United Nations.
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FIGURE 1. CUMULATIVE BITS AND EXISTING COUNTRIES PER YEAR.
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In this article we scrutinise the position of postsocialist countries in the worldwide BIT
network and its consequences for FDI inflows. We make two arguments. First, we suggest
that postsocialist countries signed many BITs to forge connections to potential investor
countries in hopes of attracting FDI, which was claimed to facilitate market transition.
We test this argument by calculating the density and centrality of the whole BIT network,
and different regional blocks, in particular postsocialist Europe and Eurasia, within it. Our
results show that while the network has become denser overall, the centrality position for
postsocialist countries in the network rose the fastest, leaving other developing regions
behind, and by 2009 closely approached those of advanced capitalist countries." We
understand this phenomenon as part of the efforts by postsocialist countries to encourage an
influx of FDI into their territories, or what we call signalling demand for FDI.

Our second argument is about the consequences of BIT signing for actual inflows of FDI
into postsocialist countries. We argue that institutional efforts to open economies to FDI
happened as part and parcel of neoliberal policy diffusion (Henisz et al. 2005; Kogut &
Macpherson 2007; Lim & Tsutsui 2012), and did not translate into actual FDI flows due to
decoupling between policies and practices in uncertain economic environments of market
transition (Borocz 2000; Bandelj 2008b). Dynamic panel regression models show that the
BIT count is a poor predictor of FDI into postsocialist countries for the 1990-2009 period,
with or without considering alternative FDI determinants. This is consistent with the
interpretation of BITs as a policy script diffused to postsocialist (and other developing)
countries in the post-1989 period, which may not have the anticipated causal effect on
material FDI flows.

We proceed by providing a definition and brief historical background of the empirical
anchor of our study, the BITs. In the following section, we then discuss the economic
transformation of postsocialist countries in the context of neoliberal globalisation, in
particular these countries’ efforts to promote FDI, which is seen as a catalyst of market
transition, but also how formal institutional arrangements are often bypassed by informal
considerations when economic action happens in uncertain transforming environments.
In the data and methods section we explain the two empirical components of our research.
The first one is a network analysis to examine prominence of BITs signed by postsocialist
countries since 1989, by calculating density scores for the BIT network and centrality scores
for different regional blocks, at five, ten-year intervals beginning in 1959 when the first BIT
was signed. The second one is a regression analysis to examine the influence of BITs on FDI
inflow. In the final section we address the discrepancies between BIT network centrality of
the region and its positional power in the material global capital network.

A definition and brief history of BITs

The United Nations Conference on Trade and Development (UNCTAD), the principle
organisation collecting BIT data, defines BITs as follows:

BITs are agreements between two countries for the reciprocal encouragement, promotion and
protection of investments in each other’s territories by companies based in either country. Treaties

'Degree and eigenvector network centrality each indicate the importance of the country in the network.
Degree centrality for any given country is the sum of the number of its treaties. Eigenvector centrality weights
connections with more central countries more heavily.



Downloaded by [matthew mahutga] at 12:52 12 August 2015

SIGNALLING DEMAND FOR FOREIGN INVESTMENT 873

typically cover the following areas: scope and definition of investment, admission and establishment,
national treatment, most-favoured-nation treatment, fair and equitable treatment, compensation in
the event of expropriation or damage to the investment, guarantees of free transfers of funds, and
dispute settlement mechanisms, both state—state and investor—state. (UNCTAD 2015)

In cases of disputes, many BITs allow for international arbitration under the auspices of
the International Center for Settlement of Investment Disputes. This means that many
foreign investors whose rights may have been violated could seek international arbitration
rather than resort to suing the host country in its national courts (Vandevelde 2009). This
provision and the aims of the treaties have stayed remarkably constant over the 50-year
period since the first treaty was signed in 1959. For example, the introductory text of one of
the first treaties between Germany and Malaysia (signed in 1960) is almost identical to that
of a treaty signed between Germany and Jordan in 2009, and to another one between
Guatemala and the Czech Republic in 2001 (UNCTAD 2011).

Germany was the first to conclude a BIT in 1959 with Pakistan. Observers argue that
because Germany lost its foreign investments as a result of its defeat in World War I1, it was
especially sensitive to the political risks to which foreign investment was exposed (Salacuse
& Sullivan 2005). Other western European countries quickly followed Germany’s lead,
including France, which signed BITs with the Central African Republic, Chad and Congo in
1960, and Switzerland, which signed a BIT with Tunisia in 1961. Thus, the period from
1959 to 1980 was one in which BITs were driven primarily by the attempts of advanced
capitalist countries to protect their investments abroad, particularly in the context of a wave
of decolonisation and pro-communist political upheavals in Africa, Asia and Latin America.
All BIT ties thus linked advanced capitalist countries to countries in the global South.

Significant changes occurred in the pattern of BIT ties starting in late 1980s. While fewer
than 400 BITs had been concluded in the 30 years from 1959 to 1989, during the next 20
years more than 2,000 BITs were signed. Since 1999, the BIT network has become
extremely dense. One notable trend is the increasing percentage of developing countries that
sign treaties with each other, rather than with advanced capitalist countries. Each of the five
BITs signed in 1970 included at least one western or advanced capitalist country (see
categories 1 or 7 in Table 1) compared to only 15 of the 61, or about 25%, of the BITs signed
in 2009. This indicates that the meaning of BITs may have shifted in the context of
neoliberal globalisation from instruments of protection of investment to instruments of
promotion of investment, signed more and more indiscriminately with countries with low
rather than high outward FDI.

The interplay of neoliberal globalisation and postsocialist economic transformation

A key aspect of the postsocialist economic transformation was market liberalisation—that
is, allowing free foreign capital exchange and allowing foreign economic actors to
participate in the postsocialist economies as investors. According to Eyal et al. (1998), there
were no domestic capitalists in Eastern Europe to help build capitalism because private
property was abolished during socialism. So how could these countries ‘build capitalism
without capitalists’ (Eyal ef al. 1998)? Relying heavily on foreign capital seemed like a
good strategy for many countries, including Hungary, Estonia and the Czech Republic,
which structured the process of large-scale privatisation in a way that encouraged foreign
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TABLE 1
COUNTRY BY REGIONAL DESIGNATION
Afghanistan 5 Dominican 2 Libya 5 San Marino 7
Republic
Albania 3 Ecuador 2 Liechtenstein 7 Sao Tomé and 6
Principe
Algeria 5 Egypt 5 Lithuania 3 Saudi Arabia 5
Andorra 7 El Salvador 2 Macedonia 3 Senegal 6
Angola 6 Equatorial 6 Madagascar 6 Serbia 3
Guinea
Antigua and Barbuda 2 Eritrea 6  Malawi 6 Seychelles 4
Argentina 2 Estonia 3 Malaysia 4 Sierra Leone 6
Armenia 3 Ethiopia 6  Maldives 4 Singapore 4
Australia 1 Fiji 4 Mali 5 Slovakia 3
Austria 1 Finland 1 Malta 7 Slovenia 3
Azerbaijan 3 France 1 Marshall Islands 4 Solomon Islands 4
Bahrain 5  Gabon 6  Mauritania 5  Somalia 6
Bangladesh 4 Gambia 6 Mauritius 6 South Africa 6
Barbados 2 Georgia 3 Mexico 2 Spain 1
Bhutan 4 Germany 1 Micronesia 4 Sri Lanka 4
Belarus 3 Ghana 6 Moldova 3 Sudan 6
Belgium Luxembourg 1 Greece 7 Monaco 7 Suriname 2
Belize 2 Grenada 2 Mongolia 4 Swaziland 6
Benin 6 Guatemala 2 Montenegro 3 Sweden 1
Bolivia 2 Guinea 6  Morocco 5 Switzerland 1
Bosnia & Hercegovina 3 Guinea-Bissau 6 ~ Mozambique 6  Syria 5
Botswana 6  Guyana 2 Myanmar 4 Taiwan 4
Brazil 2 Haiti 2 Namibia 6  Tajikistan 3
Brunei 4 Honduras 2 Nauru 4 Tanzania 6
Bulgaria 3 Hong Kong 4 Nepal 4 Thailand 4
Burkina Faso 6  Hungary 3 Netherlands 1 Timor-Leste 4
Burundi 6  Iceland 7  New Zealand 1 Togo 6
Cambodia 4 India 4 Nicaragua 2 Tonga 4
Cameroon 6 Indonesia 4 Niger 5  Trinidad and 2
Tobago
Canada 1 Iran 5 Nigeria 6  Tunisia 5
Cape Verde 6 Iraq 5 Norway 1 Turkey 5
Central African Republic 6 Ireland 1 Oman 5 Turkmenistan 3
Chad 6 Israel 7 Pakistan 5  Tuvalu 4
Chile 2 Ttaly 1 Palau 4 Uganda 6
China 4 Jamaica 2 Palestinian National 5 Ukraine 3
Authority
Colombia 2 Japan 1 Panama 2 United Arab 5
Emirates
Comoros 6  Jordan 5 Papua New Guinea 4 United Kingdom 1
Congo 6 Kazakhstan 3 Paraguay 2 United States 1
Democratic Republic of the 6  Kenya 6  Peru 2 USSR 3
Congo
Costa Rica 2 Kiribati 4 Philippines 4 Uruguay 2
Cote d’Ivoire 6 North Korea 4 Poland 3 Uzbekistan 3
Croatia 3 South Korea 4 Portugal 7 Vanuatu 4
Cuba 2 Kuwait 5 Qatar 5 Venezuela 2
Cyprus 7 Kyrgystan 3 Romania 3 Vietnam 4
Czech Republic 3 Lao Republic 4 Russia 3 Yemen 5
Czechoslovakia 3 Latvia 3 Rwanda 6 Yugoslavia 3
Denmark 1 Lebanon 5 Saint Lucia 2 Zambia 6
Djibouti 6  Lesotho 6  Saint Vincent and the 2 Zimbabwe 6
Grenadines
Dominica 2 Liberia 6 Samoa 4
Notes: 1 = Advanced Capitalist, 2 = Latin America; 3 = Postsocialist Europe and Eurasia; 4 = Asia; 5 = North

Africa/Middle East; 6 = Africa; 7 = Other Western. East Germany and North and South Yemen were included from
1969 through 1989, while all the post-socialist countries were omitted in this period. Yugoslavia ceased to exist and

was omitted in 2009, replaced by Serbia and Montenegro.



Downloaded by [matthew mahutga] at 12:52 12 August 2015

SIGNALLING DEMAND FOR FOREIGN INVESTMENT 875

investors to participate by bidding in contests for the purchase of state owned enterprises
involving both domestic and foreign actors. This resulted in foreign-led economies (Bohle
& Greskovits 2007, 2012; Drahokoupil 2008b).

Moreover, international financial organisations envisioned FDI as the catalyst of market
transition, even in the early transition period (IMF 1997; UNCTAD 1998). This was integral
to the ‘Washington Consensus’, a neoliberal policy agenda advocated by international
development agencies like the IMF and the World Bank located in Washington, DC (Gore
2000). Economic principles captured in the Washington Consensus include stabilisation,
privatisation, deregulation and liberalisation of trade and capital flows, and rest on
neoclassical tenets that the growth in the stock of capital is the primary driver of economic
expansion (Barro & Sala-i-Martin 1995). Accordingly, the rapidity with which developing
countries would grow economically was stipulated to depend on the extent to which they
received expansive FDI. We should note here that openness to foreign investment as a
growth strategy should not be considered a natural and obvious response to foster economic
development. Throughout history various approaches have been found to stimulate growth,
from mercantilist protectionism of the sixteenth to eighteenth centuries, to command
economy of socialism, to embedded autonomy that drove the growth of the Asian Tigers,
among others (Bandelj & Sowers 2010). Moreover, much research in the sociology of
development, adopting world-systems and dependency theoretical lenses points to negative
consequences of foreign investment (Dixon & Boswell 1996; Kentor 1998, 2001; de Soysa
& Oneal 1999; Alderson & Nielsen 2002; Beer & Boswell 2002; Alderson 2004; Mahutga &
Bandelj 2008). Further, recent studies on the link between FDI and growth have actually
found a negative relationship (Herzer 2012; Curwin & Mahutga 2014). All this considered,
neoliberalism that promotes FDI as a growth strategy is treated here not as based on
objective economic relationships but as a policy paradigm that is constructed as more or less
legitimate by states that embrace the Washington Consensus (Fourcade & Babb 2002;
Mudge 2008).

It is in this context that the rise of the Washington Consensus as a policy paradigm (Gore
2000) in the late 1980s coincided with the period of dramatic transformations in Eastern
Europe and Eurasia. Indeed, researchers have noted the interplay between the processes of
neoliberal globalisation and postsocialist transformation, and have identified the influence
of neoliberal economic policy on various market reforms in the region (Srubar 1996;
Stuckler et al. 2009; Orenstein 2009). As Bandelj (2009) argues, postsocialist countries
began to institutionalise demand for FDI soon after 1989. Integral to these efforts were
actions to institute the regulatory framework that encouraged foreign investment with
various tax breaks and incentives. In addition, all postsocialist countries created professional
agencies charged with attracting FDI and facilitating deals with foreign investors (Cass
2007). Moreover, the legitimacy of FDI was also enhanced after several important state
monopolies, for example in telecommunications or banking, were sold to foreign investors,
which signalled to potential investors that postsocialist countries were serious about
attracting FDI, but also diffused the idea that domestic firms should actively pursue foreign
partners to the domestic business community (Bandelj 2008a, 2009). Likewise, Drahokoupil
points to the role of ‘investment promotion machines’, or coalitions of actors ‘that form in
the process of bidding for investors and promoting them in [Central and Eastern Europe]’
(Drahokoupil 2008b, p. 197). Such coalitions include politicians, bureaucrats and economic
actors at the national, regional and municipal levels, together with international actors.
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Drahokoupil also notes some domestic resistance to ‘promotion machines’. Indeed,
adverse reactions to foreign investment as an anticipated growth strategy should have been
expected from postsocialist countries. Given foreign control of most of Eastern Europe by
the former Soviet Union during the socialist period, it would appear that newly sovereign
Eastern European states would try to protect their ‘family silver’ from foreign ownership
(Sinn et al. 1997). These protectionist tendencies were indeed voiced in public debates in
several postsocialist countries, especially those with more pervasive nation-building efforts
(Bandelj 2008a). Nevertheless, if we bracket domestic politics for and against FDI, on
average, Central and Eastern European countries had opened their door widely to FDI by the
late 1990s. The pressure from the international environment to do so was significant but it
would be incorrect to assume that the neoliberal policy scripts were simply imported into
postsocialist Europe due to external pressure (Bockman & Eyal 2002; Bockman 2011).?

At the same time it would be incorrect to assume that the adoption of certain institutional
arrangements directly translates into economic practice. Research in the world society
tradition shows that economic policies can be considered as scripts that are part of
contemporary global culture and are diffused through international governmental and non-
governmental associations (Meyer et al. 1997; Boli & Thomas 1997; Ramirez et al. 1997,
Frank et al. 2000; Longhofer & Schofer 2010). As such, decoupling, or the difference
between formal policies or scripts and practices on the ground, can be expected (Meyer et al.
1997). Moreover, research on postsocialist transformations has pointed to a discrepancy
between formal rules and informal arrangements (Borocz 2000; Bandelj 2009). Based on this,
we would expect that signing BITs, in the spirit of neoliberal reforms, is used to promote FDI
but it might not necessarily have an impact on actual FDI inflows. Indeed, the literature on the
impact of BITs on FDI is inconclusive. While some studies find support (Neumayer & Spess
2005), there are others that find a weak or even insignificant link between BITs and FDI
(Gallagher & Birch 2006; Yackee 2008; Berger et al. 2011; Peinhardt & Allee 2012).3

In what follows, we empirically evaluate two arguments. The first is that postsocialist
European and Eurasian countries have started to give prominence to signing BITs to
promote FDI, and to a greater extent than other developing regions. The second is that BIT
signing by individual postsocialist European and Eurasian countries has a weak effect on
FDI inflows. Hence, we conduct the empirical analysis in two parts: first, network analysis
of the BITs network over time and the centrality of regional blocs within it; and second,
dynamic panel regression analysis of determinants of FDI.

Data and methods for network analysis

The data for the network analysis come from the online UNCTAD database on BITs, which
includes all BITs entered into by any country (UNCTAD 2015). We coded the year of the
signing of a BIT between two sovereign4 countries in a particular year. For the network

2Obviously, there have been differences across countries along this dimension. We acknowledge country
variation but bracket it in the present analysis that attempts to portray regional trends in postsocialist
European and Eurasian countries, compared to other world regions.

3For a summary review see Sauvant and Sachs (2009).

“We used the UN membership list as a criterion of national sovereignty and counted the 192 countries that
the UN lists as the population of countries in the world. In addition, we added the National Palestine Authority
since its establishment as an administrative unit in 1994, since the National Palestine Authority is the only
non-officially recognised country that signs BITs.
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analysis, we coded a tie (or lack thereof) between two countries as the presence (or absence)
of a BIT in each year from 1959 (when the first BIT was signed) to 2009 (the most recent
year for which we have data).

In order to examine the role of postsocialist countries in the BIT network, we created a
series of theoretically driven group designations that correspond both to geographical
regions and status in the world-system. We count all countries that were under communist
party rule before 1989 as ‘Postsocialist Europe—CIS’ (where CIS stands for the
Commonwealth of the Independent States and refers to the former USSR).” We compare
them to ‘Advanced Capitalist’ countries, which include the wealthiest 18 members of the
Organization for Economic Cooperation and Development (OECD). ‘Other European’
countries include European countries that are not among this high status group. ‘Asian’
countries include all countries from east, south and south-east Asia except for Japan, which
is included in the Advanced Capitalist group. The ‘Latin America’, ‘Middle East and North
Africa’ and ‘Africa’ groups include countries that are in these respective geographical
regions. Table 1 displays a list of countries by regional designation, though not all countries
are present in the dataset in all years. The presence or absence of a country corresponds to
the date of its proclamation of sovereignty and international recognition as indicated in the
CIA Factbook on countries (in the 1959-1989 period) and membership in the United
Nations (in the 1990-2009 period, when UN membership becomes synonymous with
international recognition).6

Density, centrality and eigenvector centrality measures

Our primary concern here is the assessment of the density and centralisation of the whole
BIT network, as well as the density and centrality of the postsocialist countries vis-a-vis
other regions over time. Density measures the number of ties as a proportion of all possible
ties, and can be assessed at the country, region or world levels. Thus, network or global-level
density is the proportion of ties in a network relative to the total number possible, while the
density of ties within and between regions reflects the number of ties within and between
regions as a proportion of the total possible. We also measure the centrality of both
individual countries and regional groups with two measures of centrality. One of the most
common measures is degree centrality, which is simply a count of the number of ties an
actor has to others (Freeman 1979). It can be expressed as a raw count or (normalised) as a
percent of the total possible. We use the normalised degree centrality measure, or the
percent of total possible ties. (A score of 30 for a country on this measure, for example,
would mean that a given country has signed 30% of all possible BITs).

While informative, degree centrality does not capture the overall position of an actor in
the whole network because it does not take into account the centrality of the actors to which
one is connected. Consider the case in which actor A had relations with n—1 others
(maximum degree centrality), but these others only had relations with A. Actor A is
certainly powerful vis-a-vis those she or he is connected to, but may be less influential than
an actor who is even moderately connected to actors that are themselves central to the whole

SCIS countries include the Russian Federation, Ukraine, Belarus, Kazakhstan, Kyrgystan, Turkmenistan,
Uzbekistan, Moldova, Armenia, Azerbaijan, Georgia and Tajikistan.

“See, CIA Factbook, 2015, available at: https://www.cia.gov/library/publications/the-world-factbook/,
accessed 15 May 2015.
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FIGURE 2. NEW BITS WITH ADVANCED AND POSTSOCIALIST COUNTRIES OVER TIME.
Note: Figure 2 depicts the total number of new BITs at each five-year interval along with the total number of treaties
including Advanced Capitalist and Postsocialist countries separately.

network. Indeed, the prominence of an actor is greater if this actor is connected to other
powerful actors, rather than to many peripheral ones. Hence, we also use eigenvector
centrality to compare to degree centrality as shown in Equation (1) (Bonacich 1972).
In Equation (1), a is the presence/absence or size of the tie between i and j, depending on the
underlying relation; x is the centrality of j. Given that i is the focal node, this formula
weights the presence or absence and value of each tie by the centrality of the focal actor’s

partner.7
n
Ci = Z a,-jxj (1)
j=1

Conceptually, eigenvector centrality simply weights an actor’s degree centrality
proportional to that of its neighbourhood so that countries that are strongly tied to other
central countries are proportionally more central than those which are tied to less central
countries.

Results of the network analysis

We first provide a preliminary test of our argument about the centrality of postsocialist
countries in the worldwide BIT network, by comparing the number of new BITs signed in
any particular year with advanced capitalist or postsocialist countries. Figure 2 clearly
shows that after 1990, postsocialist countries are represented in a very significant share of
these new BITs, even more than the advanced capitalist countries.

“For another application of eigenvector centrality measure see the study of Mahutga ez al. (2010) on global
cities.
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The BIT network became increasingly dense over the period as an increasing number of
countries signed BITs. Moreover, the rate of increase increased dramatically following the
collapse of the communist regimes, as evinced by the rapid increase in density following
1989.% Despite the trend toward increasing density, however, the low overall level of peak
density in 2009 suggests that just less than 15% of the possible number of BITs were signed.
Clearly, some countries were more likely to sign BITs than others. Thus, much of the
increase in density must be explicable by the tendency of a subset of countries to sign a
disproportionate number of BITs.

Table 2 identifies which regions signed BITs with which other regions by reporting block
models for the BIT network in the years 1969, 1979, 1989, 1999 and 2009. The cells in each
yearly matrix report the density within and between each of the regional groupings outlined
above, with within-group densities located on the diagonal and displayed in bold, and
between-group densities reported in the off-diagonal cells. Because the treaty network is
symmetrical by definition (a treaty is either present or absent, and a treaty from i to j implies
a treaty fromj to i), the off-diagonal entries above and below the diagonals are identical, and
therefore not reported.

Consistent with the trend in network density shown in Figure 3, these block models
indicate a rising amount of interconnection over time, as indicated by the movement
from many zero blocks in 1969 to no zero blocks in 2009. Advanced Capitalist countries
have an important position in the network; most of the largest observed increases in
density are between the Advanced Capitalist group and all others. Nevertheless, and
consistent with our argument here, the Postsocialist Europe—CIS bloc shows a rapid
increase in density with other regions over time, forging ties to all other regional blocks
(albeit less with Africa), but also within its own regional grouping. By 2009, the density
of ties between the Advanced Capitalist and Postsocialist Europe—CIS bloc countries was
the highest of all possible inter-regional and intra-regional densities at 0.581 (which
means almost 60% of all possible ties were forged). This is followed by the density
within the Postsocialist Europe—CIS bloc countries at 0.545. North Africa/Middle East
and Asia have more ties to the Postsocialist countries than to any other developing
region. Other Europe has more ties to the Postsocialist countries than to any other region.
The density between the Postsocialist and Latin American countries is surpassed only by
those Latin America has to Advanced Capitalist and Other Europe regions. All this
suggests that by 2009, the Postsocialist Europe—CIS countries had signed more BITs
than any other developing region, including Other Europe, North Africa/Middle East,
Asia, Latin America and Africa, and had become an important centre of gravity in the
worldwide BIT network.

To specify what influence the Postsocialist Europe—CIS countries carry in the BIT
network, the second stage of our analyses involves calculating degree and eigenvector
centrality scores for all regional blocks. (The higher the score, the more connected the
region is as a result of its BITs with other regions.) Figures 3 and 4 track these values for
1959, 1969, 1979, 1989, 1999 and 2009. Figure 3 shows that Advanced Capitalist countries
were the most central in degree centrality of all of the blocks, but also that Postsocialist
Europe—CIS increased their centrality markedly after 1989. In fact, eigenvector centrality,

8Interestingly, BITs continued to be signed even in the period of the worldwide economic crisis; between
2008 and 2009 more than 100 new treaties have been signed.
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TABLE 2

DensiTy BLock MobpgLs, 1969-2009
1969 1 2 3 4 5 6 7
Advanced Capitalist 1 0.000
Latin America 2 0.005 0.000
Postsocialist Europe/Eurasia 3 0.000 0.000 0.000
Asia 4 0.011 0.000 0.000 0.000
North Africa/Middle East 5 0.023 0.000 0.000 0.000 0.012
Africa 6 0.053 0.000 0.000 0.000 0.000 0.000
Other Western 7 0.018 0.000 0.000 0.000 0.000 0.000 0.000
1979 1 2 3 4 5 6 7
Advanced Capitalist 1 0.000
Latin America 2 0.010 0.002
Postsocialist Europe/Eurasia 3 0.047 0.000 0.000
Asia 4 0.044 0.000 0.003 0.000
North Africa/Middle East 5 0.077 0.000 0.005 0.001 0.026
Africa 6 0.071 0.000 0.005 0.000 0.003 0.000
Other Europe 7 0.035 0.000 0.000 0.000 0.005 0.000 0.000
1989 1 2 3 4 5 6 7
Advanced Capitalist 1 0.000
Latin America 2 0.061 0.004
Postsocialist Europe/Eurasia 3 0.205 0.003 0.000
Asia 4 0.112 0.000 0.024 0.018
North Africa/Middle East 5 0.117 0.000 0.030 0.006 0.055
Africa 6 0.099 0.000 0.014 0.001 0.005 0.000
Other Europe 7 0.064 0.000 0.022 0.000 0.010 0.003 0.000
1999 1 2 3 4 5 6 7
Advanced Capitalist 1 0.000
Latin America 2 0.321 0.129
Postsocialist Europe/Eurasia 3 0.485 0.047 0.427
Asia 4 0.244 0.035 0.114 0.109
North Africa/Middle East 5 0.265 0.017 0.164 0.070 0.233
Africa 6 0.172 0.006 0.009 0.023 0.034 0.007
Other Europe 7 0.064 0.050 0.193 0.026 0.063 0.023 0.000
2009 1 2 3 4 5 6 7
Advanced Capitalist 1 0.000
Latin America 2 0.407 0.168
Postsocialist Europe/Eurasia 3 0.581 0.056 0.545
Asia 4 0.280 0.056 0.149 0.158
North Africa/Middle East 5 0.407 0.021 0.286 0.138 0.419
Africa 6 0.267 0.010 0.012 0.039 0.089 0.058
Other Europe 7 0.070 0.072 0.246 0.056 0.135 0.035 0.000

Notes: Density is the number of present ties as a proportion of the total possible. Diagonal values in bold are within

group densities.
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Note: Degree centrality measures the total number of ties a node has compared to all possible ties. The degree
centrality score indicates the percentage of possible connections made.
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FIGURE 4. AVERAGE EIGENVECTOR CENTRALITY FOR REGIONAL CLUSTERS, 1959-2009.
Note: Eigenvector centrality scores indicate the relative importance of a country in the BIT network by accounting
for the centrality of the nodes to which a given node is connected.

which accounts for the centrality of each country’s neighbourhood and is presented in
Figure 4, shows that in 1999 and 2009, the eigenvector centrality scores for the Advanced
Capitalist and Postsocialist Europe—CIS block were almost indistinguishable.
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Data and methods for regression analysis

The goal of the second part of the analysis is to examine what influence signing BITs had on
actual FDI inflow into postsocialist European and Eurasian countries. Here the dependent
variable is FDI inflow measured as the yearly inflow of FDI, which we obtain from
UNCTAD (2014). These data were logged for skewness, because taking the natural log of
the raw data results in a better approximation of a normal distribution. The key independent
variable of interest is BIT count per country in any particular year as derived from the
network analyses described earlier.

We examined the role of BIT on FDI, but then also ran models where the BIT effect
appears together with several key variables identified by previous research as FDI
determinants (Blonigen 2005). Because FDI scales with size (Billington 1999; Chakrabarti
2001), we controlled for Gross Domestic Product (GDP) (World Bank 2014). Inflation
captures economic risk and is measured by the annual percentage change in the cost to the
average consumer of acquiring a basket of goods and services, and we implement the
inflation data of the World Bank (2014). Transition countries also vary in terms of economic
structure, where some are much more industrialised than others. For example, Montenegro’s
average industrial output was 21.8% of GDP over the period, while Azerbaijan’s was over
48%. Because industrialised countries receive more FDI, on average, we controlled for
industrialisation output as a percentage of GDP (World Bank 2014). Finally, in terms of
economic conditions, previous research suggests that countries with open economies
receive more FDI (Blonigen 2001; Swenson 2004). Thus, we controlled for trade openness
with the sum of imports and exports of goods and services over GDP (World Bank 2014).
Building on research on FDI determinants in the political science literature (Li & Resnick
2003; Jensen 2006), we also controlled for political risk. We included the International
Country Risk Guide’s (ICRG) average political risk score. This is an average of the 12
components of risk compiled in ICRG’s Political Risk Ratings (Political Risk Services
2014), summarising expert assessment of issues such as government stability, conflict,
corruption, law and order, democratic accountability and bureaucracy quality.

Because of specificities of FDI into postsocialist countries, which was often related to
privatisation (Bandelj 2008b; Bandelj & Mahutga 2010), we also included a variable
measuring the size of the private sector (logged to normalise), which is measured as the
private sector’s share in GDP (EBRD 1999, 2003, 2011). In addition, we included a variable
that captures whether a country is a European Union (EU) member, because this has been
shown to matter for attracting FDI (Bevan & Estrin 2004; Clausing & Dorobantu 2005;
Cirtautas & Schimmelfennig 2010). This is a country and time-varying dummy variable that
equals 1 when a country is an official member of the EU.

Dynamic panel regression models

In order to assess the FDI effects of BITs, we regress the yearly inflow of FDI (log) on
contemporaneous and lagged counts of BITs. The data are pooled across the years from
1990 to 2010. Pooling these data allows us to account for omitted variables that vary across
countries but not over time (unit effects). Panel data such as these often result in serially
correlated errors. We rejected the hypothesis that the error terms are serially uncorrelated at
conventionally modest levels of significance. Because the path-dependent nature of FDI is
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of substantive interest (and found as a significant predictor in previous studies), we estimate
the Arellano—Bover/Blundell-Bond (ABBB) dynamic panel model. To eliminate the
problem of unobserved time invariant country effects, the estimator applies the first
difference transformation to both sides of the equation. Differencing leads to correlation
between the lagged dependent variable and the unobserved country effect and thus to bias
estimates of the parameter on the former. To address this source of bias, Blundell and Bond
(1998) developed a Generalized Method of Moments (GMM) system estimator that uses
additional moment conditions to those proposed by Arellano and Bond (1991). In the
original ‘Arellano—Bond’ (AB) estimator, the lagged dependent variable is instrumented by
all available lagged levels of the dependent variable, as well as the standard instruments in
the first stage regression. Blundell and Bond (1998) developed the more efficient ABBB
estimator by exploiting additional moment conditions—all available lagged differences of
the lagged dependent variable are included as additional instruments in the first stage. The
consistency of the ABBB estimator depends on the validity of the assumption of zero
second-order serial correlation in the error term. We thus implement the AB test for second-
order serial correlation, which tests the null hypothesis of zero second-order serial
correlation in the error term. We also correct for heteroskedasticity, or the unequal
variability of an independent variable at different values of the dependent variable, by
implementing robust standard errors, and include a linear time trend.

While the coefficients we report below come from the ABBB model, we also replicate
these results with two additional estimators. First, we replicate these models with a fixed
effects estimator that addresses serial correlation through the implementation of a
heteroskedasticity and serial-correlation consistent variance/covariance matrix. Second, we
replicate these models with a fixed effects estimator that addresses serial correlation with a
Prais—Winston transformation, and both heteroskedasticity and cross-sectional dependence
with panel corrected standard errors. These results were substantively identical and are
available upon request.

Because of missing data and the application of the first-difference transformation, less
than the full set of possible countries appear in the models (listed in Table 3). The panels are
also unbalanced, with countries yielding a varying number of observations across time.
Table 1 lists the countries that appear, the time period in which we observe them, and the
number of missing observations within each country-period. All regressions were carried
out with Stata 12.0.

Results of regression analysis

We first examine a simple association between the number of BITs signed by countries and
yearly inflows of FDI that these countries receive. The least-squares linear smoother
suggests the relationship is almost exactly zero, presented in Figure 5.

Table 4 reports the results of six ABBB regression models in which we include BITs, the
lagged dependent variable and a linear term for time. Unsurprisingly, the time trend is steeply
upward and there is a degree of inertia in FDI flows, with previous flows significantly
predicting future flows. Holding constant these two factors, none of the contemporaneous or
lagged BIT counts have a significant relationship with FDI inflows. These ABBB coefficients
are not the result of model inconsistency, as we cannot reject the null hypothesis of zero
second-order auto correlation in the residuals in any of models 1 —6. While these null findings
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TABLE 3
COUNTRIES INCLUDED IN REGRESSION ANALYSES
Flow = BIT +

Flow = BIT + Year Year 4+ Controls

(Table X, Model 1) (Table Y, Model 1)

e e — Missing
Country First Last First Last in range
Albania 1993 2010 1994 2010 0
Armenia 1993 2010 1994 2010 0
Azerbaijan 1994 2010 1995 2010 3
Belarus 1993 2010 1994 2010 0
Bosnia & Hercegovina 1999 2010 2000 2010 0
Bulgaria 1991 2010 1992 2010 0
Croatia 1993 2010 1994 2010 0
Czech Republic 1994 2010 1995 2010 0
Estonia 1993 2010 1994 2010 0
Georgia 1994 2010 1995 2010 0
Hungary 1991 2010 1992 2010 0
Kazakhstan 1993 2010 1994 2010 0
Kyrgystan 1994 2010 1995 2010 2
Latvia 1993 2010 1994 2010 0
Lithuania 1993 2010 1994 2010 0
Montenegro 2009 2010 2010 2010 0
Poland 1991 2010 1992 2010 0
Romania 1991 2010 1992 2010 0
Russia 1993 2010 1994 2010 0
Serbia 2009 2010 2010 2010 0
Slovakia 1994 2008 1995 2008 0
Slovenia 1993 2008 1994 2008 0
Tajikistan 1993 2010 1994 2010 0
Turkmenistan 1994 2010 1995 2010 0
Ukraine 1993 2010 1994 2010 0
Uzbekistan 1993 2010 1994 2010 2

are consistent with our argument that postsocialist transition countries motivate BITs with a
desire to signal their ‘investability’ to all potential investors rather more than to facilitate FDI
from a particular signatory partner, it is also possible that an association between BITs and
FDI may emerge once we control for additional causes of FDI.

Thus, Table 5 replicates the specification of Table 4, but also includes economic, political
and institutional factors shown to correlate with FDI elsewhere. The coefficients in models
1-6 are consistent, as evinced by the non-significant AB test. As a group, these covariates
do explain cross-national and temporal variation in FDI insofar as they reduce the size of
the lagged dependent variable, and explain away the time trend. GDP is the strongest
predictor among these additional factors, as FDI scales with economic size. Only private
sector size and the EU member dummy bear a significant relationship to FDI. The private
sector size is in the expected positive direction, confirming previous research, which
stipulated that much of FDI into postsocialist countries was related to the processes of
privatisation. The significantly negative association between EU member and FDI in models
1—4 appears counterintuitive, but current EU member transition countries experienced rapid
inflows of FDI before formal membership in 2004 and 2007, and the excluded category in
this dummy variable includes the country-years of current EU member countries, before
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FIGURE 5. BIVARIATE ASSOCIATION BETWEEN FDI AND BIT.

TABLE 4
UNSTANDARDISED COEFFICIENTS FROM ARELLANO—BOVER/BLUNDELL—BOND LINEAR DYNAMIC
PANEL-DATA REGRESSION oF FDI INFLows oN BIT Counts

(1) (2) (3) 4) (5) (6)
Lagged dependent  0.421%%%  0410%%  0453%%%  (452%%%  (429%%%  (549%%*
(8.171) (8.045) (7.550) (8.464) (9.905) (9.026)
BIT —0.011
(- 1.177)
BIT ( — 1) 0.012
(1.364)
BIT (t — 2) 0.006
(0.854)
BIT (¢ — 3) 0.003
(0.398)
BIT (r — 4) —0.002
(—0.219)
BIT (r - 5) —0.004
(—0.607)
Year 0.035%%%  0.042%%%  0.037#%  0.036%F  0.037FFF 0026
A.771) (5.856) (5.398) (5.878) (6.272) (4.347)
Constant —68.617%%  —8].780% k%  —72.979%kx  —T0276FkE  —T2A9]FkE  —50.570%%%
(—4.690)  (—5.781)  (—5333)  (—5798)  (—6.178)  (—4.279)
AB test® 0.397 0.416 0.715 0.615 0.774 0.879
N 421 421 417 413 396 373

Notes: Robust Z-statistics in parentheses, two-tailed tests, p > 0.05%, p > 0.01%%*, p > 0.001***
# Arellano—Bond test for second-order serial correlated errors tests the null hypothesis that the error terms have zero
second-order serial correlation.
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TABLE 5
UNSTANDARDISED COEFFICIENTS FROM ARELLANO—BOVER/BLUNDELL—BOND LINEAR DYNAMIC
PANEL-DATA REGRESSION OF FDI INFLows oN BIT Counts

(1) (2) (3) (4) (5) (6)
Lagged dependent 0.23] % 0.230%3#:* 0.307%:* 0.295%3#:% 0.285%3:# 0.28 ] %%
(4.843) (4.908) (5.191) (5.297) (4.940) (4.737)
BIT —0.003
(—0.332)
BIT(r— 1) —0.002
(—0.135)
BIT (1 — 2) 0.006
(0.652)
BIT (r — 3) —0.003
(—0.401)
BIT (r — 4) 0.007
(0.549)
BIT (r — 5) 0.011
(1.123)
GDP (log) 0.786%: 0.788%3#:% 0.695%3: 0.751 %% 0.787%: 0.859%:#:%
(4.752) (4.583) (4.193) (4.366) (4.142) (4.115)
Inflation 0.000 0.000 0.000 0.000 0.000* 0.001 %
(1.289) (1.300) (1.594) (1.228) (2.552) (3.080)
Industrialisation 0.038 0.038 0.096 0.036 0.047 0.129
(log) (0.060) (0.060) (0.174) (0.066) (0.081) (0.200)
Trade openness 0.492 0.499 0.555 0.613 0.688 0.730
(1.272) (1.322) (1.451) (1.517) (1.641) (1.383)
Political risk —0.004 —0.004 —0.003 —0.004 —0.004 —0.006
(—0.624) (—0.699) (—0.566) (—0.717) (—0.614) (—0.692)
EU member —0.201* —0.200%* —=0.176* —0.186* —=0.179 —=0.172
(—2.081) (—2.109) (—2.022) (—2.142) (—1.909) (— 1.640)
Private sector size 0.900* 0.945% 0.997%* 0.852 0.667 0.616
(log) (2.547) (2.478) (2.603) (1.897) (1.229) (0.975)
Year 0.013 0.013 0.012 0.007 0.009 0.005
(0.742) (0.670) (0.661) (0.370) (0.476) (0.284)
Constant —35.012 —34.638 —32.590 —21.793 —25.381 —19.140
(—1.026) (—0.929) (—0.935) (—0.633) (—0.767) (—0.586)
AB test* —0.780 —0.799 —0.406 —0.546 —0.819 —0.978
N 248 248 244 240 234 226

Notes: Robust Z-statistics in parentheses, two-tailed tests, p > 0.05%, p > 0.01**, p > 0.001%**
# Arellano—Bond test for second-order serial correlated errors tests the null hypothesis that the error terms have ero
second-order serial correlation.

they were EU members. What is clear from the coefficients on BITs in Table 5, however, is
that BITs do not bear a significant association with FDI, even when controlling for these
additional correlates.

Discussion and conclusion

BITs are an increasingly important form of economic institutional agreements between two
countries. They are international policy instruments intended to promote and protect foreign
investment between signatory countries. Our article links the growth in BITs since the 1990s
to creation of liberal markets in postsocialist countries after 1989. We posit that the desire of
European and Eurasian postsocialist countries to integrate into a global economy is a
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significant driver of the rise of this region in a worldwide BIT network. Specifically, we
argued that postsocialist countries signalled demand for FDI by striving to forge connections
to potential investors via BITs, but that these formal institutional efforts did not have a
significant effect on actual FDI inflows.

In order to bring evidence to bear on this argument, we first conducted an historical
network analysis of the BIT network and the role of different regional clusters in it.
Specifically, we examined the trend in network density, which showed that the BIT network
has indeed become denser over time. At the same time, we also showed that the density of
ties both within the postsocialist group and between this group and other regional blocks has
increased much more than that within and between other regions, and that the overall density
of ties between the postsocialist group and any other world region is, in 2009, the highest
among the developing countries. It seems that postsocialist countries have embraced BITs as
a vehicle of FDI promotion much more than other comparable developing countries. The
unique contribution of postsocialist countries to the evolution of the BIT network is also
reflected in its ascending degree and eigenvector network centrality scores, which rose more
substantially than other regions to approach very closely those of advanced capitalist
countries by 2009.

We interpret these findings as integral to the process of signalling demand for FDI in
postsocialist countries. While others pointed to the establishment of professional FDI
agencies and sales of strategic monopolies to foreign investors (Bandelj 2008b, 2009), as
well as the active role of ‘investment promotion machines’ (Drahokoupil 2008b), our study
points to how postsocialist states adopted, rather indiscriminately, a globally diffused
institutional arrangement, BITs, in the spirit of neoliberal economic policy.

These findings also speak to arguments about the diffusion of global policy scripts in
the world polity literature (Beckfield 2003, 2010). Given that international bodies such
as UNCTAD heavily promoted BITs (Bandelj & Mahutga 2013) we might expect that
BITs would spread rather uniformly across the globe. Indeed, all world regions start
signing more BITs beginning in the late 1980s, which is consistent with the proliferation
of neoliberal policy making. However, the striking growth in the postsocialist European
and Eurasian countries is a specific regional effect related to market transition, and to
understand it we must take into account the interaction between the ideas diffused
by the international community and the socio-historical developments within
specific regions. Based on our findings, scholarship interested in the outcomes of
world culture would be well served to incorporate mechanisms operating at the local/
regional scale.

Finally, we examine the extent to which the encouragement of FDI by the use of BITs
actually translates into material FDI inflows. We find that the number of BITs signed by
individual countries is not associated with increased FDI inflows into these countries at
subsequent points in time. This conclusion is in line with other studies on the link between
BIT and FDI which fail to find evidence for the expected positive relationship (Sauvant &
Sachs 2009). This finding is also in line with research that finds how adoption of formal
policies in Eastern Europe does not automatically translate into economic effects on the
ground (Bandelj 2009). Theoretically, the lack of association between BITs and actual FDI
provides evidence of ‘decoupling’, where national actors institutionalise a world policy
script that does necessarily lead to its successful implementation (Meyer et al. 1997).
While postsocialist countries have generally increased their FDI inflows between 1990 and
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2010, it appears that the increase is less related to BITs than it is to privatisation, economic
conditions and path-dependency of the process, whereby FDI at one point leads to more FDI
at a subsequent point.

We hope our effort should encourage further empirical testing, such as examining
bilateral FDI rather than country aggregate flows, differentiating between signed and ratified
BITs, and examining a longer period of time. Our findings point to a complex interplay
between material and institutional aspects of globalisation, as well as interactions between
global and local (regional) forces, which all deserve further scrutiny in our effort to study
postsocialist economic transformation in the context of economic globalisation.

University of California, Irvine
University of California, Riverside
State University of New York, Stony Brook
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