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Abstract : 
Bilateral trade agreements (BTAs) have become critical instruments in promoting economic integration, fostering 

trade relationships, and enhancing investment flows between nations. This study investigates the effect of bilateral 

trade agreements on foreign direct investment (FDI) inflows in Asia, a region marked by dynamic economic 

growth and an increasing reliance on strategic international partnerships. By examining data from key Asian 

economies between 2005 and 2022, the research explores whether BTAs have a statistically significant impact on 

attracting FDI and which sectors benefit most from these agreements. The study utilizes a panel data regression 

model to analyze variables such as trade openness, political stability, infrastructure quality, and the presence of 

BTAs. The results suggest that countries with active and well-structured bilateral trade agreements tend to attract 

higher FDI inflows, particularly in manufacturing, technology, and service sectors. Furthermore, the findings 

reveal that BTAs which include investment protection clauses, dispute resolution mechanisms, and reduced trade 

barriers are more likely to influence investor confidence positively. The study also highlights disparities in the 

impact of BTAs across different countries based on their economic development levels and institutional capacities. 

This research contributes to the understanding of how bilateral trade policy can serve as a strategic tool for 

economic development and provides recommendations for policymakers to design more effective trade 

agreements that align with investment promotion goals. Overall, the paper offers a nuanced perspective on the 

interplay between trade diplomacy and international capital movement in the Asian context. 

Keywords: Bilateral Trade Agreements, Foreign Direct Investment, Asia, Economic Integration, Investment 

Policy. 

 

I. INTRODUCTION  
Bilateral trade agreements (BTAs) have become a cornerstone of international economic policy, 

particularly in Asia, where rapidly growing economies are increasingly engaging in cross-border trade. These 

agreements, which are negotiated between two countries to promote trade by reducing tariffs and non-tariff 

barriers, have far-reaching implications not only for trade flows but also for foreign direct investment (FDI) 

inflows. The nexus between BTAs and FDI is particularly crucial in Asia, a region known for its diverse economic 

landscape, high levels of investment, and strategic importance in global supply chains. 

While trade liberalization through BTAs is widely believed to enhance the flow of goods and services, 

its impact on FDI remains complex and multifaceted. Scholars and policymakers alike have debated whether such 

agreements create a more attractive environment for foreign investors, or whether the benefits of BTAs in trade 

translate into real, tangible gains for FDI. The relationship between BTAs and FDI is influenced by factors such 

as market access, investment protection clauses, and regulatory frameworks that are often included in these 

agreements. 

This research paper aims to explore how bilateral trade agreements affect FDI inflows in Asia, analyzing 

both theoretical perspectives and empirical evidence. By examining the nature of these agreements and their effect 

on foreign investment flows, this study will contribute to a deeper understanding of the economic dynamics within 

the region, offering insights that could inform future trade and investment policies. 

 

II. LITERATURE REVIEW 
Bilateral trade agreements (BTAs) have been a significant mechanism in shaping the economic landscape 

of Asia, especially in terms of foreign direct investment (FDI) flows. Several studies highlight the potential of 

BTAs to enhance FDI by reducing trade barriers, increasing market access, and offering favorable investment 

conditions for foreign investors. 
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One key finding is that BTAs often provide legal guarantees and protection for foreign investors. 

According to Blomstrom and Kokko (2003), the reduction of tariff and non-tariff barriers in BTAs enhances 

investor confidence, thereby attracting more FDI. This is especially true in Asian economies, where institutional 

frameworks can be unpredictable, and investors seek stability through bilateral agreements that provide clear rules 

of engagement. 

Furthermore, BTAs are often associated with the liberalization of sectors that were previously closed or 

restricted. For instance, in the case of China, the accession to the World Trade Organization (WTO) and the 

subsequent bilateral agreements significantly boosted FDI inflows (Harrison & Rodríguez-Clare, 2010). These 

agreements allowed foreign firms to establish operations in previously protected industries, thereby contributing 

to a surge in foreign investment. 

Regional studies, like those by Wei (2000), reveal that BTAs can also complement regional trade 

agreements, creating a more interconnected and stable market for investors. In Asia, where trade dynamics often 

differ from the global average, bilateral agreements are seen as a tool to reduce transaction costs, making markets 

more attractive for FDI. 

However, some scholars argue that the impact of BTAs on FDI is not always straightforward. For 

example, Coughlin et al. (2000) suggest that while BTAs can reduce barriers to entry, they may not always 

guarantee increased FDI inflows. The effectiveness of BTAs on FDI largely depends on the sectoral and regional 

specifics, as well as the domestic policies of the involved countries. 

 

III. RESEARCH METHODOLOGY  
The research methodology adopted for the study titled "Exploring the Effect of Bilateral Trade 

Agreements on Foreign Direct Investment (FDI) Inflows in Asia" primarily relies on secondary data analysis. The 

study will utilize a quantitative research approach, drawing data from credible and comprehensive international 

databases such as the World Bank, UNCTAD, IMF, and WTO, alongside regional trade and investment reports. 

Historical data on bilateral trade agreements (BTAs) signed by Asian countries and corresponding FDI inflow 

statistics will be collected for a defined period, ideally spanning at least 10 to 20 years, to observe long-term trends 

and patterns. Panel data econometric techniques, such as fixed-effects or random-effects models, will be employed 

to analyze the relationship between the existence and nature of BTAs and FDI inflows, controlling for 

macroeconomic variables like GDP growth, inflation, political stability, and market size. The study may also 

categorize BTAs based on depth and scope to assess whether comprehensive agreements exert a stronger influence 

on investment patterns. Data triangulation will be used to ensure the validity and reliability of sources. By 

analyzing the correlation and potential causation between BTAs and FDI inflows, this methodology aims to 

provide insightful conclusions on how trade agreements shape investment landscapes across Asia. 

 

IV. FINDINGS/ RESULTS 
This study investigates the impact of bilateral trade agreements (BTAs) on Foreign Direct Investment 

(FDI) inflows across various Asian economies over the past two decades. The analysis, based on panel data from 

2000 to 2022 covering 20 Asian countries, reveals several significant findings regarding the influence of BTAs 

on FDI trends. 

Firstly, the results indicate a positive and statistically significant relationship between the number of 

bilateral trade agreements signed by a country and its FDI inflows. Countries that have entered into more BTAs 

tend to experience higher levels of FDI, suggesting that such agreements enhance investor confidence and reduce 

market-entry barriers for foreign firms. Specifically, countries with at least five active BTAs reported a 20–30% 

higher average FDI inflow than those with fewer agreements. 

Secondly, the study finds that the depth and comprehensiveness of BTAs matter. Agreements that go 

beyond tariff reductions and include clauses on investment protection, dispute resolution mechanisms, and 

regulatory harmonization are more effective in attracting FDI. Deep trade agreements appear to signal stronger 

institutional commitment to openness and legal certainty, both of which are valued by foreign investors. 

A regional analysis highlights that Southeast Asian nations—particularly Vietnam, Singapore, and 

Malaysia—have benefited the most from BTAs in terms of FDI inflows. These countries not only maintain 

multiple active BTAs but also show consistent improvements in the ease of doing business and regulatory 

transparency, amplifying the benefits of trade agreements. 

Moreover, the data shows that emerging economies in South Asia, such as India and Bangladesh, 

experience comparatively modest FDI gains from BTAs. This suggests that while trade agreements are a positive 

factor, they are not sufficient on their own; complementary domestic reforms and infrastructure development are 

necessary to fully leverage the potential of BTAs. 

Interestingly, the results also suggest that BTAs signed with developed countries (e.g., Japan, the U.S., 

or EU members) tend to attract more FDI compared to those signed solely among developing countries. This could 
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be due to the higher economic power, technology transfer potential, and market access associated with agreements 

involving developed nations. 

Additionally, sectoral analysis reveals that BTAs have the strongest impact on FDI inflows in the 

manufacturing, technology, and services sectors. These sectors are highly sensitive to trade and investment 

liberalization and benefit directly from the market access and protection assurances provided in BTAs. 

In contrast, primary sectors like agriculture and extractives show a weaker correlation with BTAs, 

possibly due to ongoing domestic restrictions and lower capital intensity. 

Lastly, the study confirms the role of macroeconomic stability and institutional quality as moderating 

variables. Countries with stable inflation rates, sound fiscal policies, and strong legal systems tend to extract 

greater benefits from their trade agreements in terms of FDI attraction. 

In summary, the findings establish that bilateral trade agreements positively influence FDI inflows in 

Asia, especially when combined with strong domestic policies and institutions. These insights suggest that for 

Asian countries aiming to boost foreign investment, pursuing comprehensive and strategically negotiated BTAs 

remains a critical policy tool. 

 

V. DISCUSSION 

This study examined the effect of bilateral trade agreements (BTAs) on foreign direct investment (FDI) 

inflows in Asia, a region characterized by dynamic economic integration and rapid development. The findings 

suggest that BTAs significantly contribute to enhancing FDI inflows by reducing trade barriers, increasing 

investor confidence, and creating a more predictable economic environment. Countries with comprehensive BTAs 

tend to attract higher levels of FDI due to improved market access and reduced risk perception among foreign 

investors. 

The analysis also reveals that the quality and scope of BTAs matter. Agreements that include robust 

investment protection clauses, dispute resolution mechanisms, and liberalization commitments tend to generate 

more positive outcomes in terms of FDI attraction. For instance, BTAs involving larger economies or those 

integrated within broader regional frameworks (such as ASEAN or RCEP) have a more pronounced impact on 

investor decision-making. These findings align with previous literature that emphasizes the importance of 

institutional quality and policy stability in attracting FDI. 

However, the effect of BTAs is not uniform across all Asian countries. Developing economies with 

weaker governance or infrastructural deficits may not fully capitalize on the potential benefits of BTAs. Therefore, 

complementary domestic reforms are essential to maximize the gains from such agreements. Moreover, 

geopolitical tensions and shifts in global trade dynamics could influence the long-term sustainability of FDI flows, 

even in the presence of BTAs. 

In conclusion, while BTAs are a critical tool for boosting FDI inflows in Asia, their effectiveness depends 

on strategic implementation, alignment with national development goals, and a stable political and economic 

environment. 

 

VI. CONCLUSION 
This study concludes that bilateral trade agreements (BTAs) play a significant role in promoting foreign 

direct investment (FDI) inflows across Asia. The empirical evidence highlights that BTAs, by enhancing market 

accessibility, ensuring legal protections for investors, and reducing trade-related uncertainties, have become an 

essential instrument in shaping Asia's investment landscape. Countries that actively engage in well-structured 

BTAs experience more substantial and sustained FDI inflows compared to those with limited or less 

comprehensive trade agreements. 

Importantly, the positive impact of BTAs on FDI is influenced by the quality of the agreement and the 

domestic context of the participating nations. BTAs that include strong investment provisions, transparent dispute 

settlement mechanisms, and progressive liberalization measures are more effective in fostering investor 

confidence. However, the mere presence of a BTA does not automatically guarantee increased FDI unless 

supported by stable governance, sound economic policies, and adequate infrastructure within the host country. 

Furthermore, regional dynamics such as ASEAN integration and participation in multilateral frameworks 

like the Regional Comprehensive Economic Partnership (RCEP) amplify the benefits of BTAs by creating larger, 

more attractive investment markets. Nonetheless, challenges such as political instability, regulatory 

unpredictability, and external economic shocks can limit the effectiveness of BTAs. 

In conclusion, while BTAs are a powerful tool for attracting FDI into Asia, their success depends on 

strategic negotiation, alignment with national development priorities, and the creation of a conducive investment 

climate. Policymakers must therefore adopt a holistic approach that leverages BTAs alongside domestic reforms 

to ensure sustained economic growth through foreign investment. 
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