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The rush for trade liberalisation has been a prominent feature of in-
ternational trade since the late 1980s. Mainly developing and newly 
industrialised countries followed this trade policy as a tool for eco-
nomic development. East Asian countries are signatories to almost 
80 trade agreements. Nearly half of them have been concluded with 
states within the area. However, economic cooperation is equally ac-
tive with the rest of the world, which makes East Asia the second 
most economically integrated region, uniformly outward and inward 
oriented. This paper evaluates theoretical approaches towards re-
gional cooperation by acknowledging the qualitative differences of 
its forms. Therefore, the main question is what and whose interests 
the trade and investment agreements serve and what their purpose 
is. Multiple linear regression analysis of the collected panel data for 
the 13 countries from 1960 to 2016 evaluates the relationship between 
the volume of the trade in goods and services and foreign direct in-
vestments and the number of trade and investment agreements in 
East Asian countries. Ambiguous results show the different effects 
of the trade and investment agreements on the volume of commerce 
and capital movement in countries with different levels of economic 
development. This leads to asymmetrical dependencies generating 
unequal relations driven by the principles of competition. 
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Regionalism
Regionalism comes in many forms, subject to endless debates and not 
only among academics. Even after detailed analysis it still does not lose 
its importance. The complexity of this phenomenon reflects the in-
tensity of relations among states in many areas of interactions ranging 
from trade and social affairs to peace and security. It is considered to 
be a part of almost all spheres of human activity. Some observers even 
claim that regionalism is fundamental to the functioning of all aspects 
of world affairs1 or that the current state of affairs can be described as 
an emerging regional architecture of global politics.2 Despite such a 
broad generalisation, this paper examines economic regionalism from 
the perspective of the International Political Economy (IPE), which 
acknowledges interdependence as an important factor in the states’ 
interactions and their probability of being involved in a peaceful or 
hostile relationship.3 

East Asian economies exhibit increasing trade interdependence 
within the region as well as with the economies outside the area. 
Moreover, a number of the trade agreements seem to have a statis-
tically significant correlation with foreign direct investments (FDIs) 
and trade flow. This estimation leads to the presumption that cooper-
ation among countries is a subject to a high level of economic interde-
pendence. However, a central aim of this article is to find a rationale 
for the large number of trade and investment agreements in the East 
Asian region. For this purpose, theoretical approaches are discussed, 
and their critical values are compared. 

This is not to say that only one hypothesis will or should be con-
sidered as the one with the most explanatory power. Following the 
rationale of Robert O. Keohane and Joseph S. Nye, each model of the 
states’ relationship will, under certain conditions, produce “accurate 
and satisfactory explanations”4, however, “the secret of understanding 
lies in knowing which approach or combination of approaches to use 
in analysing a situation. There will never be a substitute for careful 
analysis of the actual situation.”5

The article is divided into four parts. The first section evaluates 
the concept of economic regionalism and interdependence and their 
mutual conditionality. The second part focuses on the theoretical 
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approaches - each offers a different explanation of economic region-
alism and interdependence. The third part takes a closer look at the 
character of the regional cooperation and purposes it fulfils. Finally, 
objectives of regional trade and investment agreements are analysed 
by drawing from the literature on economic interdependence and its 
effects. Whether these agreements merely aim at economic develop-
ment or have a multivariate purpose is the subject of the last section. 

Economic Interdependence 
The intensity of states’ interactions is steadily increasing and creating 
dense networks of cooperation. These systems are characterised by the 
variability in the sense of a geographical determination as well as in the 
meaning of different dimensions of social interactions among a variety 
of actors.6 In other words, the concept of regionalism usually reflects 
the number of regions’ mutations and permutations. Such complexity 
makes it very difficult to coin only one definition of a region, let alone 
regionalism. This has contributed to its increased intricacy and frag-
mentation of its research.7 For almost seventy years, political science 
has been focusing on the institutions and political context of the inte-
gration describing and explaining the process and different reasons for 
doing so. Therefore, a variety of cooperation forms is recognised ac-
cording to their purpose, scope of activities, institutional designs and 
degree of power delegation. 

Security regionalism describes a process of cooperative activities in 
conflict management within the distinct region where states face and 
manage common security problems via shared institutional platforms.8 
Economic regionalism eliminates or removes trade barriers (i.e. tar-
iff and non-tariff barriers) among states to promote mutual trade via 
agreements. Today more than one-third of the total world trade takes 
place within the regional trade agreements (RTAs).9 Cultural region-
alism focuses on the process of regional identity formation via shared 
culture and identity. This type of regionalism does not have a settled 
form, although it might exist independently as a shared idea.10 Politi-
cal regionalism reveals an even more complicated structure than the 
previous types. Integration in a political sense results in “building the 
political community, with the political units as its contents, through 
establishing the same frame of rules, creating common institutions 
with the power of decision-making, and projecting an identity of the 
integrated community.”11
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Diverse forms of regionalism represent the changing character of 
world politics which is often described by the buzzword interdepen-
dence. The question arises of what exactly do we mean when we say 
that the world is becoming more interconnected, interdependent or 
even transformed into a global village?12 Intensified transactions of 
goods, services, people, capital or information have contributed to the 
increased mutual dependence among states. However, interdepen-
dence is not the same thing as interconnectedness. The latter is not as-
sociated with significant constraints or costs, while the former implies 
reciprocal costs of transactions. The concept of (complex) interdepen-
dence has been put forth by Robert O. Keohane and Joseph S. Nye in 
their books Transnational Relations and World Politics and Power and 
Interdependence. They define interdependence as a process by which 
transnational actors creates new pathways of connections which are 
later transformed into social interdependence. Hence, this approach 
is different from the traditionalist point of view, mainly due to the 
addition of new actors besides the unitary state and the transfer of 
connectivity among actors to other levels besides the state’s level. This 
consequently disrupts traditionalists’ view on the hierarchy of states’ 
interests.13 

Thanks to this new approach to the changing world politics and 
character of relations among states, we can better understand the 
complexity of regionalism. However, such relationships do not have 
to be always symmetrical. Whether or not these relations are symmet-
rical or asymmetrical depends on two factors identified by Robert O. 
Keohane and Joseph S. Nye: the sensitivity and vulnerability of states 
to the changes which determine the costs of the alternations in the 
transactions. In other words: the more costly the change is in trade 
and the less flexible states are in coping with the changes, the more 
asymmetrically dependent they are on their trading partners.14 States 
as participants in the trading network have to take the character of the 
dependency into consideration as every alternation in the division of 
labour may have severe economic consequences. 

However, economic interdependence is not novel, and it has be-
come a principal feature of the globalised economy founded on the 
specialisation and division of labour. Why then do states expand their 
economic linkages with other countries via trade and investment 
agreements that deepen their economic interdependence?
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Theoretical Perspectives toward Economic Regionalism
Economic regionalism leads to the discussion mostly on explaining 
possibilities of cooperation among the states and reasons for doing so. 
The liberal hypothesis claims that determination of the states’ inter-
ests is based on total benefits that enable collaboration in the anarchi-
cal system. Hence, long-term repeated cooperation brings more bene-
fits for all actors. This situation is analogous to the repeated prisoner’s 
dilemma game, because states experience repetitious and reciprocal 
contacts. However, such cooperation is possible only under the condi-
tion when the advantages override the costs. Since states are engaged 
in economic interdependence, they want to gain as many benefits as 
possible with the lowest price possible. This can be achieved only un-
der stable relations. Therefore, the liberal hypothesis claims that eco-
nomic regionalism helps bring peace and security to the states’ rela-
tions. Countries that are economically integrated and interdependent 
share vested interests in well-functioning cooperation.15 Trade agree-
ments can have, to some extent, a deterrent effect on states’ intention 
to become involved in a conflict. Some empirical research brings sup-
portive results to the liberal hypothesis. For example, Aysegul Aydin 
(2010) found a positive correlation between trade interdependence and 
the deterrent effect on the potential attacker with a significant role of 
institutions, which are critical factors in creating security and peace.16 
Institutions like regional trade agreements (RTAs) play a vital role in 
regulating states behaviour, and they contribute to cooperation on 
multiple issues which deepen interdependence beyond trade. There-
fore, economic regionalism and its institutions strengthen economic 
interdependence and zones of peace in the region.17 

However, the traditionalist hypothesis contradicts the contention 
that economic regionalism serves the purpose of peace and security 
via economic development and mutual benefits. Realists claim that 
trade and investment agreements can act as tools for securing the 
power position of the dominant state in the region, or as politics of 
weaker states for constraining actions of the dominant actor.18 This 
argument is especially evident when states are part of asymmetri-
cal trade relations, because “extreme interdependence asymmetrical 
or symmetrical has greater potential for increasing the likelihood of 
conflict.”19 Moreover, states are always evaluating their relative gains 
compared to other countries. Dependence on other state actors can 
lead to the loss of short-term relative gains to their rivals, and even if 
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countries would prefer absolute gains from cooperation, conflict may 
arise over their distribution. Hence, according to the traditionalists’ 
assumptions, cooperation among states should not take place. By the 
logic of the prisoners’ dilemma, formerly cooperating actors will even-
tually trick one another due to the fear of exploitation, and due to the 
fact that states coexist in an anarchical system driven by conflict and 
in the absence of a central authority that would enforce cooperation 
or any rules of interaction. Therefore, fear and uncertainty of the other 
states’ actions prevent them from cooperating, which would lead to 
the dependence on other countries. Nevertheless, neo-realists admit a 
particular scope of the coordination, even if it cannot be maintained 
permanently. States can be inclined to cooperate, but only certain cir-
cumstances, namely an external menace posing a threat to the nation-
al interests of states or a challenge such as a presence of a hegemon –  
regional or global. This kind of collaboration is for survival, while 
keeping in mind relative gains and national interests.20 On the other 
hand, the presence of the hegemon in the region does not have only 
adverse impacts. Hegemon presence can also be seen positively as a 
means to incur substantial costs and as a way for collective goods dis-
tribution, which would not happen without its presence in the region. 
Smaller and weaker states would not bear such a burden themselves, 
because this would collide with their national interests.21 Traditional-
ists’ critique of the liberal hypothesis is that they tend to focus on the 
beneficial aspects of trade and cooperation, assuming that its benefits 
will always be higher than costs. However, interdependence can be 
asymmetrical, which makes its costs far greater than benefits, at least 
for one party in such a relation. Dependency and neo-Marxist schools 
point to the problem of disadvantageous dependency, which can lead 
to adverse situations. Moreover, in some instances, dominant states 
can also use military power to maintain their advantageous position. 

Multivariate Purpose of the Regional Cooperation Schemes 
Each theoretical approach emphasises different purposes of econom-
ic regionalism based on the intensity and balance of interdependence 
among states, which also determines the probability of stable long-
term cooperation. Interests of the countries derived from the nature 
of world politics are also taken into consideration. However, none of 
the proposed hypotheses can be fully excluded at the expense of an-
other. Different cooperation schemes can have multiple purposes that 
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may even change with the widening of the issues on which countries 
collaborate. 

David H. Bearce (2003)22 points to the fact that some trade agreements 
and their institutional structure can be later in its existence supplement-
ed by other issues such as security agenda. Hence, their purpose “runs 
from commercial institutions to dispute resolution (and not only in the 
reverse direction).”23 In the analysis, David H. Bearce uses examples of 
the Economic Community of West African States (ECOWAS) and the 
Gulf Cooperation Council (GCC). In the latter case, founding documents 
mention solely economic cooperation, which, however, does not exclude 
the presence of the security threats in the region. These concerns were 
taken into account in the cooperation activities, as security issues prevent 
the expansion of economic cooperation and make the region less attrac-
tive to potential investors. In considering the former (regional coopera-
tion), economic goals were also at the heart of the founding document 
as in the case of GCC. However, leaders recognised the importance of 
a peaceful environment for the development of economic cooperation 
and “thus, economic development and regional security became linked 
concepts, and commercial coordination spilt over into defence issues.”24 
In conclusion, evidence from the analysed cases supports the liberal hy-
pothesis stating that trade institutions increase the opportunity costs of 
conflict and thus they contribute to peaceful relations. 

On the other hand, cases like economic interdependence between 
China and Taiwan supports traditionalists’ arguments that emphasise 
the negative impacts of asymmetrical dependency. Such asymmetry 
can lead to exploitation and security threats on the part of the weak-
er partner. That is to say that the less dependent partner will use its 
relative gains from the cooperation to manipulate and destabilise the 
weaker and more dependent partner. The weaker partner is expected 
to retreat. However, the space for manoeuvring is often relatively lim-
ited as was the case of economic relations between China and Taiwan 
in the 1990s.25 The results of the analysis are often very ambiguous. 
Evidence can be found for all main hypotheses about the purpose of 
economic interdependence and regionalism. Therefore, we can expect 
that economic cooperation in the East Asian region will be character-
ised by the mixture of the reasons for cooperation and by multiple pur-
poses that can be defined as a spill-over effect. 

Early regional projects among the countries of Southeast Asia were 
all marked by a profound security and postcolonial accent. Based on 
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the changing political and security situation in the region at the be-
ginning of the 1950s, an organisation of the Southeast Asia Treaty Or-
ganization (SEATO) emerged with mixed membership of states from 
and outside of the region. Although its main aim was to block further 
proliferation of communism, later its activities spilled over to domains 
such as culture, education or strengthening the foundation for eco-
nomic cooperation. However, for its numerous internal difficulties in 
efficient operation and also due to changes in international politics, 
SEATO was dissolved in 1977. 

Another cooperation platform was established at the beginning 
of the 1960s functioning alongside the SEATO. Southeast Asia Eco-
nomic and Cultural Cooperation Organization known as an Asso-
ciation of Southeast Asia (ASA) was declared a non-political organ-
isation with political stability and economic cooperation as its pri-
mary goals. Nevertheless, its non-partisan proclamations met with 
scepticism from some Southeast Asian states which believed in its 
pro-West orientation. Although ASA declared itself to be a solely 
economic organisation, its existence seems to be ambivalent regard-
ing its relationship with the U.S, which realised ASA’s importance 
for the containment of Communism in the region. For the U.S, re-
gionalism became a popular movement in the region.26 Later in its 
existence, it became clear that economics cannot be detached from 
politics and that similar efforts should be made on two fronts simul-
taneously. Military cooperation securing political stability should 
support economic transformation in the region. These foundations 
of economic cooperation can be explained in two ways. First, sup-
porting the liberal hypothesis, ASA can be interpreted as an aim to 
bring security and peace in the region via economic cooperation and 
its institutions. In other words, resolving the military conflicts in 
the area was necessary to assist regional economic development, 
because the only way to achieve economic transformation was to 
stabilise and strengthen the economy of every country in the region. 
Second, by the traditionalists’ approach, the U.S. support of the ASA 
and economic regionalism can be understood as an attempt by the 
dominant state to maintain its position in the region under contain-
ment politics. Although the position of the powerful actor can be 
considered as one factor explaining the development of regionalism 
in Southeast Asia, an asymmetrical economic interdependence was 
the central issue at the time. 
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Nevertheless, internal disputes among ASA and the Greater Malay-
an Confederation (MAPHILINDO) members led to the transformation 
of the cooperation into institutionalised structure of dialogue in 1967. 
The new organisation Association of Southeast Asian Nations (ASE-
AN) has been an expression for the desired economic development and 
further reconciliation of the relations among Southeast Asian states. 
However, cooperation principles were not limited only to economic 
ones. Members committed themselves to cooperate also in cultural 
and security realms to provide peace, stability and prosperity in the 
region. 

Before ASEAN members formed a free trade area (FTA) in 1992, 
trade cooperation had been conducted via the set of preferential trade 
agreements (PTAs) such as the ASEAN Industrial Projects (AIPs); ASE-
AN Industrial Complementation (AIC) and ASEAN Industrial Joint 
Ventures (AIJVs). Besides their economic goals, the intention was also 
to strengthen stability in the region at the time of the Chinese Cultural 
Revolution, Indonesian instability,27 and the fall of South Vietnam in 
1975.28 

In considering the political and security situation in the region, 
these PTAs represented continuity of the ASA principles of econom-
ic cooperation for the stabilisation of the area. On the other hand, as 
proponents of the traditionalist approach claim, these industrial PTAs 
were early attempts to solidify a position of the Southeast nations 
against the external threat of China and as a reaction to the changed 
position of the U.S. in the region.29

All mentioned examples of the old regionalism represent instanc-
es of the spill-over mechanisms which make regionalism a two-way 
street going either from economic to security agenda or vice versa. On 
the other hand, traditionalists would analyse these stages of regional-
ism from the principal actors’ position in the region crafting South-
east Asian regionalism, which is following their hegemony argument. 
However, at this point, neither of the theoretical approaches can use 
the argument of symmetrical or asymmetrical economic interdepen-
dence and exploitation of the dominant states’ power in the depen-
dency relations. 

Such relationships were strengthened at the beginning of the 1990s, 
which is in line with the so-called new wave of regionalism. ASEAN 
members formed FTA in 1992. This case of economic regionalism is 
explained as a reaction to the external threat posed by the foundation 
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of the Single European Market in 1992 and the free trade area con-
necting the two most developed industrial countries in North America 
(NAFTA) in 1993. It is argued by the neo-realists that the ASEAN coun-
tries’ decision to create the FTA had sprung from their high economic 
dependence on the European and the North American countries that 
would lead to the reduction of exports from ASEAN countries. More-
over, neo-realists argue that the EU and NAFTA would increase their 
relative gains to the rest of the states.30

The traditionalists’ argumentation is often applied also in other 
cases of East Asian regionalism. ASEAN China FTA (CAFTA) is ex-
plained as an attempt of states seeking economic cooperation only 
to constrain the hegemon’s freedom of action, because regional trade 
agreements are seen as a response to small countries “trapped in the 
world of strong.”31 Alternatively, it is an attempt by China to balance 
the power of the U.S. and Japan in the region via a strategy of peaceful 
ascendancy.32 

Since China is considered to be (at least) the economic hegemon 
in East Asia, its activism seems to have a more strategic character, 
which should solidify its position within the region. Therefore, this 
trading strategy might be considered as a tactic to become the domi-
nant actor with significant capabilities in the security realm, because 
this FTA is regarded as the Chinese attempt to secure raw materials 
for its production and economic growth.33 Changes in the economic 
and political situation in the region resonated with Japan and South 
Korea as well. However, a new wave of regionalism required strik-
ing a compromise between economic cooperation and competition 
and securing alliances. Therefore, CAFTA should not be explained 
only from the traditionalists’ point of view. Japan and South Korea 
were looking for the enhanced competitiveness of their domestic in-
dustries via FTAs with ASEAN as well as for the protection of their 
investments at the global and regional markets, although it has not 
diminished geopolitical concerns whatsoever. The stable neighbour-
hood is still considered to be central factor necessary for economic 
development; it has only been complemented by competitive liber-
alisation. 

The rapid increase in the trade and investment agreements can be 
attributed to the last added factor. Equally striking to the high number 
of agreements is their balanced inward and outward orientation (Figure 
1, Figure 2). Structural pressures emitting from globalisation lead to re-



152

CEJISS  
1/2018 

gionalism as one possible response. States can promote an open model 
of regionalism which aims at deeper engagement with the global trade 
networks. This approach to regionalism is supported by the increased 
numbers of trade agreements with outward-oriented characteristics.34 On 
the other hand, states can react by the closed model of regionalism aim-
ing at the protection of national interests in line with neo-realists’ fear of 
extensive dependency on other countries. Therefore, they choose to dis-
engage from the global market networks.35 However, the former model 
asserts that states can benefit from globalisation by the purposeful action 
of cooperation through which they can alter otherwise adverse outcomes 
of the global markets. By this logic, states, trapped in the system of the 
global capitalist markets and flow of global capital, will seek an attraction 
of capital needed for economic development. Thus, opened markets are 
an opportunity for a capital investment and trade in goods and services. 
Accordingly, regionalism serves as a handy tool for the attraction of trade 
and investment, which are benefits of globalisation and interdependence.36 

Figure 1

Source: WTO Regional Trade Agreements Database



153

What Purpose? Empirical Analysis of the Data 
East Asia is considered to be one of the most dynamic regions in the 
world regarding the pace of economic growth and intensity of coop-
eration within the region as well as with economies outside the area. 
However, countries’ motivations to cooperate in the realm of the 
economy have been a debated issue since the advent of regionalism. 
One of the aims of this article is to contribute to the clarification of the 
purpose of the trade and investment agreements. Are they concluded 
solely for economic reasons or do they also fulfil other roles such as 
securing peaceful environments or power positions of the dominant 
states in the region? States enter into trade agreements for various 
reasons, primarily for reciprocity, the prospect of economic growth, 
access to global markets and more available goods and services, and 
to avoid being left out. The last factor is connected with the concept 
of the competitive liberalisation when countries compete for trade 
and investments. C. Fred Bergsten (1996)37 attributes the situation to 
a “rapid increase of global interdependence” which explains why “so 
many countries, in so many different parts of the world, with such dif-
ferent economic systems, at such different stages of development, have 
all headed in the same direction.”38

Figure 2

Source: UNCTAD Regional Trade Agreements Database



154

CEJISS  
1/2018 

 If trade and investment agreements serve economic goals such 
as growth achieved via competitive liberalisation of trade and in-
vestment markets, then the number of these agreements should 
have a significant effect on the volume of trade and investments. 
On the other hand, if these agreements serve mostly political pur-
poses, then the number of concluded treaties should not affect 
the amount of commerce and investments in the region and par-
ticular countries. Therefore, the hypothesis is stated as follows:  

Null Hypothesis (H0): number of trade and investment agree-
ments does not affect the volume of trade and investments.  

Alternative Hypothesis (H): number of trade and investment agreements 
has a significant effect on the volume of trade and investments. 

The empirical part of the article concentrates on the statistical 
analysis of the relationship between the number of the trade and in-
vestment agreements and the volume of trade and investment in East 
Asian countries. Panel data has been extracted on the 13 East Asian 
countries for the period from 1960 to 2016. The delimitation of the 
region is derived from the concept of the Malaysian Prime Minis-
ter Mahathir encompassing the geographical areas of Northeast and 
Southeast Asia, including China, Japan, Republic of Korea, Brunei, 
Cambodia, Indonesia, Laos PDR, Malaysia, Myanmar, the Philippines, 
Singapore, Thailand, and Vietnam. 

Independent variables are trade and investment agreements con-
cluded by the selected countries. Data on trade agreements has been 
extracted from the World Trade Organization (WTO) Regional Trade 
Agreements Information System (RTA-IS) and the database on Prefer-
ential Trade Arrangements. Data on the investment agreements has 
been extracted from the United Nations Conference on Trade and 
Development (UNCTAD) database on the International Investment 
Agreements Navigator. 

The decision to include all types of the trade and investment agree-
ments has been made to cover as many specifics of the agreements that 
cover different areas of trade and investment liberalisation, and each 
can have a different effect on the volume of trade and investments in 
differently developed economies. Preferential trade agreements (PTAs) 
are non-reciprocal preferential schemes reducing trade barriers. How-
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ever, they are not eliminated and non-tariff barriers are less strict, al-
though still in place. Regional trade agreements (RTAs) such as free 
trade agreements (FTAs) and custom unions (CUs) eliminate tariff and 
non-tariff barriers. Hence they create more opened markets with the 
enhanced movement of goods and services. The degree of freedom 
and areas of economy covered by two types of trade agreements vary 
considerably. Moreover, PTAs are concluded mainly with developing 
countries. Therefore, both types are included to avoid leaving out 
some of the East Asian countries in the analysis. 

Although some trade agreements also include investment clauses, 
covered areas of the economy can differ from those in the investment 
agreements. The comparably ambiguous situation is the inclusion of 
the investment agreements where there are also different types. In-
ternational investment agreements are divided into three categories: 
bilateral investment treaties (BITs) promoting investments in the 
countries that are parties to the treaty; treaties with the investment 
provision (TIPs) that are not BITs and include limited investment pro-
visions like free transfer of funds or framework for future cooperation; 
and finally, investment-related instruments (IRIs) covering tools like 
dispute settlement rules or clauses from international conventions. 
The number of trade and investment agreements has been coded as a 
numeric variable giving a numeric response for each year for each type 
of the trade or investment agreement. 

Dependent variables include the volume of trade and investments 
covered by the amount of export and import of the goods and servic-
es and volume of inward and outward oriented foreign trade invest-
ments. Data on trade in goods has been extracted from the UNCTAD 
database under Merchandise: Total trade and share, annual, 1948-2016. 
“Imports include all goods entering the free circulation area of the 
compiling country, which means cleared through customs for home 
use, and exports include all goods leaving the free circulation area of a 
compiling country.”39

Data on trade in services has been extracted from UNCTAD da-
tabase under Exports and imports of total services, value, shares 
and growth, annual, 1980-2013. “Services are defined as the eco-
nomic output of intangible commodities that may be produced, 
transferred and consumed at the same time. International trade 
covers transactions between residents and non-residents of an 
economy.”40 Data on the FDI flow has been extracted from the  
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UNCTAD database under foreign direct investment: Inward and out-
ward flows and stock, annual, 1970-2016. The table contains informa-
tion on foreign direct investment (FDI) inward and outward flows and 
stock, expressed in millions of dollars. To avoid the bias of the statis-
tical analysis missing data from 1960 till 1970, multiple imputations 
have been applied. Aggregated data on the volume of trade and invest-
ment are used as response variables, which are also considered to be 
fundamental indicators of economic development.41 

Due to the possibility that every trade and investment agreement 
can potentially exert a significant effect on all specified response var-
iables, the regression analysis studies the significance of relationship 
among every response variable and the set of the explanatory variables 
in the collected data set. The data set has been transformed by using 
logarithm transformation due to both positive and negative values in 
the data set, and a constant has been added to produce a set of nonneg-
ative data, and to induce symmetry and variance homoscedasticity in 
the data, which range over several orders of magnitudes.

ln(Yjt) = ln(β0 ) + β1ln(RTAsjt) + β2ln(PTAsjt) + β3ln(BITsjt) + β4ln(TIPsjt) + 
β5ln(IRIsjt) + ln(ε)

Where ln(Yjt) stands for the dependent variable in the ln form for a 
particular country j  in the given year t, β0, β1, β2, β3, β4, β5 are parameters 
to be estimated, and ε stands for the error term. To control for unob-
served heterogeneity, a fixed model effect has been used according to 
the results of the Hausman test for fixed versus random effects model, 
where one of the models showed inconsistency. Separately fixed model 
estimation has been taken for each dependent variable with the set 
of the independent variables, and a cross-section dimension (Country) 
and a time dimension (Year) has been specified. Each model represents 
the analysis of one dependent variable for each independent variable in 
the following order: RTAs, PTAs, BITs, TIPs, IRIs.

Results of the fixed effects model show a significant effect of trade 
and investment agreements on FDI flow except for the PTAs. This can 
be explained by the fact that they cover only limited lists of the re-
duced tariff lines and no provisions for the movement of investments. 
On the other hand, the overall effect of PTAs is slightly better in the 
case of trade in merchandise, which is the area of liberalisation on 
which they focus. 
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However, results are different when the analysis focuses on the par-
ticular countries. The group of 13 states can be divided into three sub-
groups. In the first subgroup are countries like China, Japan, Malaysia, 
South Korea and Singapore, for which the number of the trade and in-
vestment agreements has the most significant effect on the volume of 
trade and investments. This can be explained by the character of their 
economies and volume of production and their foreign trade strategies. 
In the second subgroup are countries like Indonesia, Vietnam, Philip-
pines or Thailand, for which trade and investment agreements have a 
significant effect only in certain areas such as export of goods or inflow 
of the FDIs. In this case, the effect of trade and investment agreements 
fluctuates due to the level of the economic development. These coun-
tries are more likely to attract investments into production but are less 
likely to increase their investments in other nations. In the third sub-
group are countries like Laos, PDR, Cambodia, Myanmar or Brunei, for 
which the overall effect of trade and investment agreements have only 
limited or no effect on the volume of trade and investments. Only in 
the last case do trade agreements have a significant effect on its export, 
as Brunei is an important exporter of natural resources. The rest of the 
states in this group are developing economies with a weak production 
base and limited ability to accumulate capital that could be invested. 

The flow of commerce and investments into the East Asian coun-
tries varies considerably across the countries and over time. However, 
a significant number of the countries in the region are intensively en-
gaged in global trade, even though the effects are negligible or almost 
non-existing. Therefore, the question is: why are they willing to partic-
ipate in economic interdependence? Indeed, this cannot be answered 
only by looking at the number of trade and investment agreements, 
but also by considering other economic and political factors. This de-
mands further research to address the domestic political and econom-
ic issues, which is unfortunately beyond the scope of this article. 

Conclusion
Few concise conclusions can be deduced from the results of the mul-
tiple regression analysis. First, the number and character of the coop-
eration agreements seem to have an ambiguous effect on the volume 
of the international trade and capital in East Asian states. This can be 
caused by various factors like the level of economic development, the 
character of the production base, and ability to accumulate and invest 
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capital. Therefore, for some countries trade and investment agree-
ments cause increased volume of commerce and capital movement. 
For other countries, specifically developing ones, the effects of the 
agreements are relatively negligible. Moreover, other factors besides 
the character of the economy can influence the trade policy in a given 
country. Therefore, these factors should also be added in future re-
search on the impact of the trade and investment agreements on the 
flow of commerce and investments. 

Second, the assets of the economic regionalism and interdepen-
dence seem to benefit only a particular group of countries. However, 
states receiving only negligible advantages from the cooperation are 
also involved in global trade and interdependence, which begs the 
question on their motivation to do so. 

 The reasons for doing so are as varied as the effects of trade and 
capital liberalisation. On the one hand, proponents of the liberal hy-
pothesis can claim that state is willing to engage into interdependence 
even if it does not bring measurable benefits. It is because to be left 
out means to sacrifice potential mutual benefits from cooperation and 
liberalisation. Hence the opportunity cost of leaving is very high com-
pared to the opportunity cost of being engaged in economic interde-
pendence. Moreover, trade and investment agreements can also have a 
stabilising effect on the political situation in the region. 

On the other hand, traditionalists can point to the asymmetrical in-
terdependence among strong and weak economies in the region, and 
those principal actors can exploit their position toward the weaker 
economies. This creates a situation when the latter group of countries 
is heavily dependent on the former. However, the room for manoeu-
vring is insufficient, and therefore the asymmetrical relations persist. 
This applies to the relations among dominant and weaker actors, 
where asymmetries should not lead to an adverse situation and coop-
eration will continue.  In such cases,  the neo-realist argumentation 
stating that countries are reluctant to cooperate due to the fear of the 
potential loss to their partners, and therefore are unwilling to subordi-
nate the national interests to the supranational entity associated with 
the global trade, may not hold true.42 But asymmetrical dependency 
can lead to an adverse situation. Such argumentation can hold true 
in the cases of the unequal economic dependency between politically 
equal trading partners or the case when one partner is politically sup-
ported by the dominant actor. 
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Traditionalists then can ask the question of why dominant or de-
veloped economies are more than willing to engage in economic in-
terdependence and global markets. The character of regionalism and 
world trade has changed significantly since the advent of the so-called 
first wave of regionalism, when political and security concerns were 
at the centre of the debates on trade cooperation. It was a time when 
political situations had to be stabilised for future economic trans-
formation. The new wave of regionalism can be characterised by the 
prominence of the commercial competition among states, where the 
most economically powerful countries also gain political leverage. For 
example, Japan has changed its foreign trade strategy due to the rising 
economic power of China. Therefore, Japan started finding new ways 
of supporting their domestic industries in the international markets. 
The ultimate goal of trade cooperation is to be the most competitive 
even at the expense of economic interdependence. The closed model 
of regionalism suggested by the traditionalists’ approach is not a viable 
option because the current process of the trade cooperation is in line 
with the liberal argumentation. Nonetheless, its consequences can be 
traditionalist in its character. 
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Table 1 – Fixed Model Effects for the Dependent Variable FDI Flow

Table 2 – Fixed Model Effects for the Dependent Variable Trade in Merchandise
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Table 3 – Fixed Model Effects for the Dependent Variable Trade in Services
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Table 4a – Models of the Multiple Linear Regression for the FDIs Flow – Inflow
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Table 4b – Models of the Multiple Linear Regression for the FDIs Flow – Outflow
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Table 5a – Models of the Multiple Linear Regression for the Trade in Merchandise – 
Export  Merchendise
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Table 5b – Models of the Multiple Linear Regression for the Trade in Merchandise – 
Import  Merchendise
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Table 6a – Models of the Multiple Linear Regression for the Trade in Services – Export 
Services
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Table 6b – Models of the Multiple Linear Regression for the Trade in Services – Import 
Services
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