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The Effects of International Investment Arbitrations
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Abstract:

Do international investment disputes only ever have a downside for the governments involved, or can they also
have an upside? The question is tackled empirically in the context of Foreign Direct Investment (FDI). FDI
arguably drives economic growth, but governments of low-income countries may face a temptation to
expropriate foreign investors, e.g. to redistribute wealth. As scholars noted, countries that expropriate may
suffer damages to their reputation as safe investment locales, especially when investors lodge complaints with
international institutions, thereby discouraging future FDI. Current studies assume that any dispute damages
the trustworthiness of the host country involved, regardless of the outcome. This study shows how the
outcome of a dispute may matter more than its filing and contributes an original causal mechanism to the
literature: when countries lose a dispute, their reputation takes a hit, but when they win or settle a dispute their
reputation can improve. The article contributes to the empirical literature on foreign direct investment,
investment treaties and dispute resolution mechanisms. The empirical contribution is a statistical analysis of
how international arbitrations help shaping the reputation of host states as trustworthy investment
destinations. The results can inform policy debates on investment agreements, at a time when many are

terminated unilaterally, and on the impact of transparency in dispute settlement.
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