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	Abstract: International investment arbitration is a rapidly developing dispute resolution mechanism as foreign investment flows to various countries continue to increase. This mechanism is designed to provide legal protection to foreign investors through an independent, neutral, and binding dispute resolution process. However, in practice, international investment arbitration not only provides legal certainty for investors, but also raises various legal issues related to the exercise of state sovereignty. Arbitral awards that require the state to pay large amounts of damages are often considered to limit the state's authority to set public policies, particularly in the areas of environment, health, taxation, and natural resource management. This study aims to analyze the investor protection mechanism in international investment arbitration and examine the relationship between investor protection and the principle of state sovereignty. This study addresses two key questions: how the investor protection mechanism operates within international investment arbitration, and how investor protection can be balanced with state sovereignty from the perspective of international law. The research method used is normative legal research with a statutory approach, a conceptual approach, and a case approach through the study of various international legal instruments, conventions, and international investment arbitration awards. The results of the study show that investor protection is an important part of creating a conducive investment climate, but its implementation must still pay attention to the state's right to regulate for the public interest. Therefore, a balance between investor protection and state sovereignty is needed to realize a fair, effective, and legal arbitration system for all parties.
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INTRODUCTION
	Foreign direct investment flows (Foreign Direct Investment/FDI) has experienced significant increases in recent decades as a consequence of economic globalization and liberalization of international trade. Foreign investment is seen as one of the important instruments in encouraging economic growth, creating jobs, increasing technology transfer, and strengthening national development in various developing countries. This condition has caused almost all countries to try to create a conducive investment climate through the drafting of various regulations that provide legal certainty to investors. One form of legal protection is realized through the international investment arbitration mechanism. This mechanism gives foreign investors the opportunity to file lawsuits against the recipient country when the state is considered to have violated obligations stipulated in international investment agreements.[footnoteRef:1] [1:  United Nations Conference on Trade and Development (UNCTAD), World Investment Report 2024: Investment Facilitation and Digital Government (New York: United Nations, 2024), hlm. 1–20.] 

Historically, the development of international investment arbitration cannot be separated from the birth of the 1965 Convention on the Settlement of Investment Disputes between States and Nationals of Other States (ICSID Convention) which was under the auspices of the World Bank Group. This convention marked a major milestone in the establishment of an international investment dispute settlement system. It provides an independent arbitration forum, and it also includes a mechanism for enforcing awards that the convention's member states recognize. In addition, investment dispute resolution has also developed through the UNCITRAL Arbitration Rules, various Bilateral Investment Treaties (BITs), and investment provisions in Free Trade Agreements (FTAs). These instruments give investors the right to sue the state directly through the Investor-State Dispute Settlement (ISDS) mechanism.[footnoteRef:2] [2:  Christoph H. Schreuer et al., The ICSID Convention: A Commentary, 3rd ed. (Cambridge: Cambridge University Press, 2022), hlm. 1–45.] 

The existence of international investment arbitration basically aims to provide legal protection guarantees to foreign investors in order to obtain fair and equitable treatment, Full Protection and Security, National Treatment, and treatment that is no less favorable than investors from other countries (Most Favoured Nation Treatment). These protection standards are expected to increase investor confidence to invest their capital, thereby providing economic benefits for the investment recipient country.[footnoteRef:3] [3:  Rudolf Dolzer, Ursula Kriebaum, dan Christoph Schreuer, Principles of International Investment Law, 3rd ed. (Oxford: Oxford University Press, 2022), hlm. 95–180.] 

However, the development of international investment arbitration has also given rise to various debates regarding the relationship between investor protection and state sovereignty. In various international arbitration awards, states are often required to pay enormous amounts of compensation due to government policies that are deemed to be in violation of the provisions of investment agreements. This condition raises criticism that the investment arbitration mechanism prioritizes the interests of investors over the state's right to regulate public policies for the benefit of the community.
Several international investment disputes show that state policies in the fields of environment, public health, energy, taxation, and natural resource management can be the object of investor lawsuits. For example, the Philip Morris Asia Limited v. Commonwealth of Australia dispute related to plain cigarette packaging policy, as well as the Vattenfall AB v. Federal Republic of Germany dispute related to environmental and energy policy. These disputes show that policies made in the public interest can be considered a violation of investment protection obligations and thus have legal consequences for the state.[footnoteRef:4] [4:  M. Sornarajah, The International Law on Foreign Investment, 5th ed. (Cambridge: Cambridge University Press, 2021), hlm. 323–389.] 

From the perspective of international law, states basically have the sovereignty to regulate their own territory, natural resources, and public policies. The principle of state sovereignty is one of the fundamental principles recognized in the Charter of the United Nations and various other international legal instruments. However, when a country becomes a party to an international investment agreement, some of these authorities are limited by international obligations that must be complied with. This condition raises a dilemma between the protection of foreign investors and the right of the state to carry out its government functions freely.
Building on this dilemma, the problem grows increasingly complex as the number of bilateral and multilateral investment agreements that provide investors with direct access to sue the state continues to increase. On the one hand, the mechanism provides legal certainty and increases investor confidence. However, on the other hand, there are concerns that such mechanisms can reduce the government's space to formulate public policies, especially those related to environmental protection, public health, human rights, and sustainable development.
Based on these conditions, there are several legal issues that are the focus of the study in this study. First, there is a vague norm regarding the limits of the application of investor protection standards, especially the concept of Fair and Equitable Treatment which is still often interpreted differently by international arbitration tribunals. Second, there is a conflict of norms between the state's obligation to provide protection to investors based on investment agreements and the state's obligation to carry out government functions and protect the public interest based on the principle of state sovereignty. Third, there is a legal vacuum regarding regulation that expressly accommodates the balance between investor protection and the state's right to regulate, thus often creating legal uncertainty in the practice of international investment arbitration.[footnoteRef:5] [5:  Malcolm N. Shaw, International Law, 9th ed. (Cambridge: Cambridge University Press, 2021), hlm. 445–470.] 


METHODOLOGY
This research uses normative legal research methods that focus on the study of legal norms that govern international investment arbitration and investor protection from an international law perspective. The approaches used include the statute approach, the conceptual approach, and the case approach. The statute approach is carried out through the analysis of various international legal instruments, including the Convention on the Settlement of Investment Disputes between States and Nationals of Other States (ICSID Convention) 1965, the Convention on the Recognition and Enforcement of Foreign Arbitral Awards (New York Convention) 1958, the UNCITRAL Arbitration Rules, and various Bilateral Investment Treaties (BITs) that regulate investment protection. The conceptual approach is used to examine theories regarding international investment arbitration, investor protection, and the principle of state sovereignty, while the case approach is carried out through the analysis of several relevant international investment arbitration awards. The legal materials used consist of primary legal materials, secondary legal materials, and tertiary legal materials that are analyzed qualitatively using descriptive-analytical methods to obtain systematic conclusions in accordance with the research problem.

RESULTS AND DISCUSSION
A. Definition of International Investment Arbitration
International investment arbitration is one of the dispute resolution mechanisms that has developed in international investment law as a means of resolving disputes between foreign investors and host countries. These disputes generally arise due to alleged violations of state obligations as stipulated in international investment agreements and investment contracts made between investors and the state. In contrast to dispute resolution through national courts, international investment arbitration provides a forum that is neutral, independent, and impartial to one party. This mechanism is designed to provide legal certainty to foreign investors in order to obtain protection for investments that have been invested in a country.[footnoteRef:6] [6:  Rudolf Dolzer, Ursula Kriebaum, dan Christoph Schreuer, *Principles of International Investment Law*, 3rd ed. (Oxford: Oxford University Press, 2022), hlm. 1–15] 

In practice, international investment arbitration is based on the consent of the parties (consent to arbitration). Such consent can be granted through various legal instruments, such as Bilateral Investment Treaties (BITs), Multilateral Investment Treaties (MITs), investment provisions in Free Trade Agreements (FTAs), and arbitration clauses included in investment contracts. With this agreement, investors have the right to file a lawsuit directly against the state if the state is considered to have violated international obligations that provide protection for investments. The existence of this mechanism indicates an important development in international law, because previously individuals or legal entities generally did not have a direct standing to sue the state in international forums without going through diplomatic protection from their country of origin.[footnoteRef:7] [7:  Campbell McLachlan, Laurence Shore, dan Matthew Weiniger, *International Investment Arbitration: Substantive Principles*, 3rd ed. (Oxford: Oxford University Press, 2024), hlm. 3–28.] 

International investment arbitration has different characteristics from international commercial arbitration. Commercial arbitration generally resolves disputes between two private parties who have a contractual relationship, while investment arbitration involves the state as one of the parties to the dispute. Therefore, the disputes that are resolved are not only related to the implementation of the content of the contract, but also to the implementation of state obligations under international law. The arbitration tribunal will assess whether the government's actions are in accordance with the investment protection standards set out in international agreements, such as the principles of Fair and Equitable Treatment, Full Protection and Security, National Treatment, Most Favoured Nation Treatment, and provisions on expropriation.[footnoteRef:8] [8:  Andrew Newcombe dan Lluís Paradell, *Law and Practice of Investment Treaties: Standards of Treatment* (Alphen aan den Rijn: Kluwer Law International, 2009), hlm. 25–54.] 

The development of international investment arbitration cannot be separated from the birth of the Convention on the Settlement of Investment Disputes between States and Nationals of Other States (ICSID Convention) in 1965. This convention was established on the initiative of the World Bank Group as an effort to create an investment dispute resolution mechanism that is neutral, independent, and has legal certainty. The main objective of the establishment of ICSID is to increase foreign investors' confidence in the investee countries through the provision of a dispute resolution forum that is free from the influence of the national judicial system. To date, ICSID is the most widely used international investment arbitration institution in resolving disputes between investors and countries.[footnoteRef:9] This is illustrated by one of the earliest disputes registered before ICSID, in which the tribunal's handling of provisional measures demonstrated in practice how the Convention's institutional framework operates to accommodate direct claims by investors against a host state (Holiday Inns S.A. and Others v. Kingdom of Morocco, ICSID Case No. ARB/72/1, Decision on Provisional Measures, 2 July 1972). [9:  Christoph H. Schreuer et al., *The ICSID Convention: A Commentary*, 3rd ed. (Cambridge: Cambridge University Press, 2022), hlm. 1–52.] 

In addition to ICSID, investment dispute resolution can also be carried out through the UNCITRAL Arbitration Rules, the Permanent Court of Arbitration (PCA), and various other international arbitration institutions in accordance with the agreement of the parties. Such flexibility gives investors and countries the option to determine which dispute resolution forum they consider best suited to their needs. In practice, many international investment agreements give investors the option to choose which arbitration forum to use, thereby strengthening the protection of investors' rights in conducting cross-border investment activities.[footnoteRef:10] A notable example of how disputes may proceed outside the ICSID framework while still producing an award binding on the host state is CME Czech Republic B.V. v. Czech Republic (UNCITRAL, Final Award, 14 March 2003). [10:  United Nations Commission on International Trade Law (UNCITRAL), *UNCITRAL Arbitration Rules* (New York: United Nations, 2021), hlm. 1–12.] 

One of the most important developments in international investment arbitration was the birth of the Investor-State Dispute Settlement (ISDS) mechanism. Through this mechanism, foreign investors are given the right to file a lawsuit directly against the recipient country if the government's policies or actions are deemed to be contrary to international obligations contained in the investment agreement. The presence of ISDS is a breakthrough in international law because it reduces investors' dependence on diplomatic protection mechanisms that were previously the only way to resolve disputes. Thus, investors have more effective access to dispute resolution through international arbitration tribunals.[footnoteRef:11] A landmark illustration of ISDS in operation is Metalclad Corporation v. United Mexican States (ICSID Case No. ARB(AF)/97/1, Award, 30 August 2000, (2001) 40 ILM 36), in which the tribunal held Mexico liable for measures amounting to indirect expropriation of the investor's landfill project. [11:  Jeswald W. Salacuse, *The Law of Investment Treaties*, 3rd ed. (Oxford: Oxford University Press, 2021), hlm. 381–425.] 

However, the development of international investment arbitration has also given rise to various debates. Many people consider that the ISDS mechanism tends to provide greater protection to investors than the state. In some arbitration awards, the state is required to pay a very large amount of compensation due to government policies that are considered to be in violation of investment protection standards. This condition raises concerns that the state has become reluctant to set public policies for fear of facing arbitration lawsuits and the obligation to pay large compensation. This phenomenon is known as regulatory chill, which is a situation when the government limits or delays public policy due to concerns about potential investor lawsuits.[footnoteRef:12] The disputes in Philip Morris Asia Limited v. Commonwealth of Australia and Vattenfall AB and Others v. Federal Republic of Germany, both referred to earlier, are frequently invoked in the literature as examples of the kind of high-value claims that give rise to regulatory chill concerns. [12:  M. Sornarajah, *The International Law on Foreign Investment*, 5th ed. (Cambridge: Cambridge University Press, 2021), hlm. 323–352.] 

Criticism of investment arbitration also arises because the dispute resolution process is often perceived as lacking transparency and gives arbitration tribunals a very wide range of interpretation. Some concepts, such as Fair and Equitable Treatment (FET), do not have strict boundaries so that the tribunal's decision can differ from one case to another. These differences in interpretation create legal uncertainty, both for investors and the state. Therefore, various international organizations and countries have begun to push for reform of the investment arbitration system to be more transparent, accountable, and able to create a balance between investor protection and the public interest [footnoteRef:13]. This inconsistency is well illustrated by Técnicas Medioambientales Tecmed S.A. v. United Mexican States (ICSID Case No. ARB(AF)/00/2, Award, 29 May 2003, (2004) 43 ILM 133), in which the tribunal adopted a broad, investor-favourable reading of the FET standard that has since been criticised and distinguished by later tribunals applying a narrower interpretation. [13:  Stephan W. Schill (ed.), *International Investment Law and Comparative Public Law* (Oxford: Oxford University Press, 2010), hlm. 15–39.] 

In its development, various modern investment agreements have begun to accommodate the state's right to regulate, especially in the fields of environment, public health, employment, national security, and sustainable development. The recognition of this right shows that investment protection is no longer seen as an absolute goal, but must go hand in hand with the state's obligation to protect the interests of the community. Thus, international investment arbitration not only serves as an instrument of investor protection, but must also be able to maintain a balance between economic interests and public interests.[footnoteRef:14] [14:  Stephan W. Schill (ed.), *International Investment Law and Comparative Public Law* (Oxford: Oxford University Press, 2010), hlm. 15–39.] 

Based on this description, it can be understood that international investment arbitration is one of the important pillars in the modern international investment law system. Its existence provides legal certainty for investors through an independent and neutral dispute resolution mechanism, while encouraging the state to create a stable and predictable investment climate. Nevertheless, the effectiveness of international investment arbitration depends heavily on its ability to maintain a balance between protection for investors and respect for the principle of state sovereignty. Therefore, reforms to the international investment arbitration mechanism continue to be carried out so that the system is able to respond to global challenges and support sustainable economic development.[footnoteRef:15] [15:  Malcolm N. Shaw, *International Law*, 9th ed. (Cambridge: Cambridge University Press, 2021), hlm. 445–470.] 

B. Principles of International Investment Arbitration
International investment arbitration is conducted on the basis of a number of basic principles that develop in international law and various investment treaties. These principles serve as guidelines for arbitral tribunals in assessing whether a country has carried out its international obligations to foreign investors. The existence of these principles is also the basis for investors to file a lawsuit if they feel aggrieved by the actions of the host state. In its development, the principles of investment arbitration not only aim to provide protection to investors, but also maintain a balance between legal certainty, economic interests, and respect for state sovereignty.[footnoteRef:16] [16:  Rudolf Dolzer, Ursula Kriebaum, dan Christoph Schreuer, Principles of International Investment Law, 3rd ed. (Oxford: Oxford University Press, 2022), hlm. 95–110.] 

The first principle that is the basis in international investment arbitration is Fair and Equitable Treatment (FET). This principle is one of the most important investment protection standards and is the basis for lawsuits in international investment disputes. Basically, FET requires the state to provide fair, reasonable, transparent, consistent, and non-discriminatory treatment to foreign investors. The state is also obliged to respect the legitimate expectations of investors, which are expectations that investors reasonably have based on policies, regulations, and guarantees provided by the state at the time of investment.[footnoteRef:17] In Waste Management, Inc. v. United Mexican States (II) (ICSID Case No. ARB(AF)/00/3), the tribunal articulated a widely cited formulation of FET, holding that a breach occurs where state conduct is arbitrary, grossly unfair, discriminatory, or exposes the investor to sectional or racial prejudice, or involves a lack of due process. [17:  Andrew Newcombe dan Lluís Paradell, Law and Practice of Investment Treaties: Standards of Treatment (Alphen aan den Rijn: Kluwer Law International, 2009), hlm. 245–270.] 

In international arbitration practice, violations of the FET principles can occur when the government changes policy abruptly for no apparent reason, applies regulations in a discriminatory manner, or takes arbitrary administrative actions that cause losses to investors. However, until now there has been no uniform limit on the scope of FET principles. Each arbitration tribunal may give a different interpretation according to the facts and provisions of the investment agreement on which the dispute is based. These differences in interpretation often cause legal uncertainty and are one of the main reasons for the emergence of demands for reform of the international investment arbitration system.[footnoteRef:18] In Waste Management, Inc. v. United Mexican States (II) (ICSID Case No. ARB(AF)/00/3, Award, 30 April 2004), the tribunal articulated a widely cited formulation of FET, holding that a breach occurs where state conduct is arbitrary, grossly unfair, discriminatory, or exposes the investor to sectional or racial prejudice, or involves a lack of due process. [18:  M. Sornarajah, The International Law on Foreign Investment, 5th ed. (Cambridge: Cambridge University Press, 2021), hlm. 332–349.] 

The next principle is Full Protection and Security (FPS). This principle requires the state to provide full protection for the security of foreign investments, both physical security and legal security. Initially, the FPS principle was only interpreted as the state's obligation to protect investors' assets from third-party interference, such as riots, armed conflicts, and criminal acts. However, the development of arbitration practice shows that the scope of this principle is getting wider, which includes the obligation of the state to create a legal system that is able to provide protection for the legal interests of investors and ensure regulatory stability related to investment activities.[footnoteRef:19] This evolution can be traced back to Asian Agricultural Products Ltd (AAPL) v. Republic of Sri Lanka (ICSID Case No. ARB/87/3), one of the earliest ICSID awards to address FPS, in which the tribunal found the state liable for failing to exercise due diligence in protecting the investor's property during a military operation. [19:  Campbell McLachlan, Laurence Shore, dan Matthew Weiniger, International Investment Arbitration: Substantive Principles, 3rd ed. (Oxford: Oxford University Press, 2024), hlm. 315–340] 

Furthermore, there is the principle  of National Treatment, which is the state's obligation to provide treatment to foreign investors that is no less favorable than the treatment given to domestic investors in comparable circumstances. The main purpose of this principle is to prevent discrimination based on citizenship so that all business actors get the same opportunity in carrying out investment activities. The principle of National Treatment also plays a role in creating a healthy business competition climate and increasing investor confidence in the legal system of the country receiving the investment. However, in some circumstances states may still be allowed to treat differently on legitimate grounds under international law, such as to protect national security or certain strategic sectors.[footnoteRef:20] A frequently cited example is Occidental Exploration and Production Company v. Republic of Ecuador (LCIA Case No. UN3467, Final Award, 1 July 2004), in which the tribunal found that a difference in tax treatment between the claimant and comparable domestic exporters amounted to a breach of the National Treatment standard. [20:  Rudolf Dolzer, Ursula Kriebaum, dan Christoph Schreuer, Principles of International Investment Law, 3rd ed. (Oxford: Oxford University Press, 2022), hlm. 167–182.] 

In addition, there is the principle  of Most Favoured Nation (MFN) which requires the state to provide treatment to investors from one country that is no less favorable than the treatment given to investors from other countries. This principle aims to create equality of treatment among all foreign investors and prevent preferential treatment that is only given to certain countries. In investment arbitration practice, MFN clauses are often leveraged by investors to benefit from more favorable provisions in other investment agreements that the recipient country of the investment owns. Therefore, the application of the MFN clause is often the object of debate because it can expand the rights of investors beyond the provisions contained in the investment agreement that is the basis of the lawsuit.[footnoteRef:21] A frequently cited example is Occidental Exploration and Production Company v. Republic of Ecuador (LCIA Case No. UN3467, Final Award, 1 July 2004), in which the tribunal found that a difference in tax treatment between the claimant and comparable domestic exporters amounted to a breach of the National Treatment standard. [21:  Jeswald W. Salacuse, The Law of Investment Treaties, 3rd ed. (Oxford: Oxford University Press, 2021), hlm. 230–258.] 

Another important principle is Compensation for Expropriation. In international law, the state has the right to expropriate foreign investment if it is done in the public interest. However, such actions can only be justified if they meet several conditions, namely carried out in accordance with the law, in the public interest, not discriminatory, and accompanied by the provision of adequate, adequate, and effective compensation. If these conditions are not met, the investor has the right to file a lawsuit through the international arbitration mechanism to obtain compensation.[footnoteRef:22] The leading illustration of this debate is Emilio Agustín Maffezini v. Kingdom of Spain (ICSID Case No. ARB/97/7, Decision on Objections to Jurisdiction, 25 January 2000), in which the tribunal allowed the claimant to rely on the MFN clause to import a more favourable dispute-resolution provision from a different treaty, a holding that has since divided subsequent tribunals. [22:  Andrew Newcombe dan Lluís Paradell, Law and Practice of Investment Treaties: Standards of Treatment (Alphen aan den Rijn: Kluwer Law International, 2009), hlm. 341–386] 

In its development, the arbitration tribunal also knows the concepts  of direct expropriation and indirect expropriation. Direct expropriation occurs when the state directly takes over the ownership or assets of an investor through nationalization or confiscation. In contrast, indirect expropriation occurs when government policies do not take ownership directly, but result in a significant loss of economic value or investment benefits. The concept of indirect expropriation is often debated because its limits depend heavily on the arbitral tribunal's assessment of the impact of government policies on foreign investment.[footnoteRef:23] Metalclad Corporation v. United Mexican States, discussed above, and Compañía del Desarrollo de Santa Elena, S.A. v. Republic of Costa Rica (ICSID Case No. ARB/96/1) are commonly cited as leading examples of tribunals finding indirect expropriation despite the absence of a formal, direct taking of title. [23:  M. Sornarajah, The International Law on Foreign Investment, 5th ed. (Cambridge: Cambridge University Press, 2021), hlm. 390–421.] 

On the other hand, the development of international investment law also increasingly recognizes the existence of the principle of Right to Regulate, namely the right of the state to establish public policies to protect the interests of society, the environment, health, national security, human rights, and sustainable development. The recognition of this principle is a response to increasing criticism of the Investor-State Dispute Settlement (ISDS) mechanism which is considered to be too much of a priority for investors. Nowadays, many modern investment agreements expressly include provisions that recognize the right of the state to regulate as long as the policy is carried out proportionately, non-discriminatoryly, and in accordance with agreed international obligations.[footnoteRef:24] Metalclad Corporation v. United Mexican States, discussed above, and Compañía del Desarrollo de Santa Elena, S.A. v. Republic of Costa Rica (ICSID Case No. ARB/96/1, Final Award, 17 February 2000, (2000) 39 ILM 1317) are commonly cited as leading examples of tribunals finding indirect expropriation, the latter in the context of a state's environmental conservation measures, despite the absence of a formal, direct taking of title. [24:  Stephan W. Schill (ed.), International Investment Law and Comparative Public Law (Oxford: Oxford University Press, 2010), hlm. 611–640.] 

Thus, the principles of international investment arbitration show that protection against foreign investors is not absolute. The state still has the right to carry out government functions and make public policies in the interest of the people, as long as the policy does not conflict with the provisions of international law. Therefore, the biggest challenge in the development of international investment arbitration today is to create a balance between the protection of investor rights with respect for the sovereignty of the state. This balance is the main foundation in realizing an investment dispute resolution system that is fair, transparent, provides legal certainty, and is able to support sustainable economic development in the midst of the dynamics of global economic relations.[footnoteRef:25] This trend is reflected in Philip Morris Brands Sàrl, Philip Morris Products S.A. and Abal Hermanos S.A. v. Oriental Republic of Uruguay (ICSID Case No. ARB/10/7, Award, 8 July 2016), in which the tribunal dismissed the investor's claims and upheld Uruguay's tobacco-control measures as a legitimate, good-faith exercise of the state's right to regulate in the interest of public health. [25:  Malcolm N. Shaw, International Law, 9th ed. (Cambridge: Cambridge University Press, 2021), hlm. 445–470.] 

Thus, the principles of international investment arbitration show that protection against foreign investors is not absolute. The state still has the right to carry out government functions and make public policies in the interest of the people, as long as the policy does not conflict with the provisions of international law. Therefore, the biggest challenge in the development of international investment arbitration today is to create a balance between the protection of investor rights with respect for the sovereignty of the state. This balance is the main foundation in realizing an investment dispute resolution system that is fair, transparent, provides legal certainty, and is able to support sustainable economic development in the midst of the dynamics of global economic relations.[footnoteRef:26] [26:  Malcolm N. Shaw, International Law, 9th ed. (Cambridge: Cambridge University Press, 2021), hlm. 445–470.] 


CONCLUSIONS
	Based on the results of the research, it can be concluded that international investment arbitration is a dispute resolution mechanism that has an important role in providing legal protection to foreign investors. This protection is realized through various international legal instruments, such as the Convention on the Settlement of Investment Disputes between States and Nationals of Other States (ICSID Convention) 1965, the Convention on the Recognition and Enforcement of Foreign Arbitral Awards (New York Convention) 1958, the UNCITRAL Arbitration Rules, and various Bilateral Investment Treaties (BITs). In practice, investor protection is carried out through the application of international investment law principles, including Fair and Equitable Treatment (FET), Full Protection and Security (FPS), National Treatment, Most Favoured Nation (MFN), and compensation for expropriation actions. The existence of these principles aims to create legal certainty, increase investor confidence, and encourage the growth of foreign investment as one of the supporting factors for a country's economic development.
On the other hand, the international investment arbitration mechanism also poses challenges to the implementation of state sovereignty. The right of the state to set public policy (the right to regulate) is often confronted with international obligations in providing protection to investors. This condition raises various legal problems in the form of vague norms regarding the limits of the application of investor protection standards, conflict of norms between investment protection and the principle of state sovereignty, and the vacuum of norms regarding the balance between investor interests and public interests. Therefore, it is necessary to develop a more adaptive international investment law through the reform of the international investment arbitration mechanism in order to be able to create a balance between investor protection and the rights of the state in carrying out its government functions, so as to create a fair, effective investment dispute resolution system, and provide legal certainty for all parties.
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    INTRODUCTION     Foreign direct investment flows ( Foreign Direct Investment /FDI) has   experienced significant  increases in recent decades as a consequence of economic globalization and liberalization of international  trade. Foreign investment is seen as one of the important instruments in encouraging economic growth,  creating jobs, increas ing technology transfer, and strengthening national development in various developing 

