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Disputes caused by carbon neutrality policies in the context of
investment arbitration and their coping approaches
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Abstract In order to cope with the global environmental crisis caused by climate change, climate protection obligations are constantly
being incorporated into international economic and trade agreements, which will further affect the global market and urge countries to
implement carbon neutrality policies through market mechanisms. On the other hand, to advance trade and investment in the fierce glob-
al market competition, countries have long implemented loose regulatory systems on investment and signed a large number of interna-
tional investment agreements to emphasize the protection of foreign investment, but these agreements lack the orientation of environ-
mental protection. In this context, increasingly strengthened climate protection obligations and rising investment protection obligations
have intensified conflicts in the global market. This is shown by the fact that the national implementation of carbon neutrality policies
may violate the investment protection obligations under international investment agreements, resulting in disputes over investment in
climate protection. Most international investment agreements allow foreign investors to initiate investment arbitration against host coun-
tries. If the results of the arbitration tribunal are in favor of the investor, the host country may face huge compensation. This has also
prompted many Western law firms and third-party sponsors to vigorously urge the affected enterprises to challenge the policies of the
host countries. An increasing number of such investment arbitration cases are showing up and continuing to produce effects in environ-
mental, economic, and social dimensions. It is true that the investment arbitration mechanism focuses on the economic interests of inves-
tors and ignores the public interests of the host countries. Some investment arbitration practices are undermining the efforts of the host
countries to implement carbon neutrality policies. However, the essence of these disputes lies in the imbalance of rights and obligations
between investors and host countries in the global market. Therefore, abandoning investment arbitration cannot solve the problem per
se. Moreover, the current international situation is unstable, and the overseas investment of Chinese enterprises needs the protection of
an investment arbitration mechanism. For disputes over climate protection investment, we should focus on how to balance the conflict
between national carbon neutral policies and investment protection obligations in the context of the investment arbitration mechanism
and how to restrict the excessive discretion of arbitral tribunals. In this regard, we should improve international investment agreements,
strengthen host countries’ regulatory rights and public interests of host countries, incorporate investor obligations, improve investment
arbitration rules, and strengthen dispute prevention measures.

Key words carbon neutrality; market; disputes over climate protection investment; investment arbitration
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