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Abstract

Intellectual property (IP) and foreign direct investment

(FDI) are seen as important contributors to economic

development. However, once given a closer look, a

complex economic landscape emerges. Although, both IP

and FDI can be beneficial to the economic development

of a country their presence does not automatically

guarantee it. From a legal perspective, the treaties gov-

erning the two international legal regimes, international

IP law and international investment law (IIL), reflect the

positive developmental aspirations ascribed to IP and

FDI. Nevertheless, once these international treaties are

put to the test in international adjudication, economic

development becomes a contested notion. In particular,

investor‐state dispute settlement (ISDS) tribunals are

often confronted with economic development as a legal

concept and the way they treat it can vastly differ. By

relying on the Salini test in ISDS cases dealing with IP, the

Tribunals had the chance to address the developmental

dimension of IP as FDI. Philip Morris v. Uruguay and

Bridgestone v. Panama give a detailed outlook on the

different outcomes such considerations might result in.

Focusing on those cases this article will argue that
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economic development deserves a place in the realm of

IP and IIL.

K E YWORD S

economic development, foreign direct investment, ISDS, key

topics, organizations and agreements, TRIPS

1 | INTRODUCTION

Intellectual property (IP) and foreign direct investment (FDI) are oftentimes perceived as quintessential elements

for achieving economic development (Katainen, 2017; Nenova, 2018).1 This perception is based on theories which

posit that IP and FDI act as catalysts throughout the economy thereby creating positive economic spillovers

(Idris, 2003, pp. 43–44; Denisia, 2010, p. 53).2 Moreover, IP and FDI are thought to work in symbiosis, facilitating

each other's presence. (Idris, 2003, pp. 38–42). These positive economic aspirations are largely reflected in the

international legal instruments governing the two respective legal fields—international IP law and international

investment law (IIL).3 However, the actual state of economic and legal affairs might not reflect what is posited in

economic theory or inscribed in international treaties. At the empirical level studies show the ambiguous effects of

IP and FDI on economic development (Hanafy, 2015; Hudson & Minea, 2013, pp.73–74).4 Moreover, in interna-

tional adjudication, arguably clear legal provisions addressing economic development might be sidelined or

downplayed. (Slade, 2014, p. 355).5 Nevertheless, the notion of economic development still holds ground in the

remit of international law. A particularly interesting place to observe its role are investor‐state dispute settlement

(ISDS) cases, due to them offering insightful analyses of the matter. The notion of economic development is

addressed most during jurisdictional deliberations. As ISDS case law reveals, a multitude of diverging views as to

the role of economic development can be found. More recently, the rise of ISDS cases having IP as the object of

investment protection effectively created a link between the two legal regimes and ushered in a new dimension to

the economic development discussion. The cases which substantially elaborate the issue, Philip Morris v. Uruguay6

and Bridgestone v. Panama,7 will be the focal points of the present investigation. The aim of this article is hence to

offer an analysis of the role of economic development in those cases and reflect it against the economic and legal

background vis‐à‐vis IP and FDI/IIL. The article will focus on the Salini8 test as an adjudicatory tool for determining

jurisdiction in an ISDS case, due to it explicitly addressing the investment's contribution to the economic devel-

opment of the host state.9 The fact that the test was substantially addressed in both of the abovementioned cases

further militates in favor of this approach. However, it must likewise be noted at the outset what the article will not

attempt. The Salini test is only one of the possible ways through which the notion of economic development might

find its way into investment arbitration cases. Other interpretative approaches or contingencies based on the text

of the international investment agreement (IIA) itself are possible.10 Although the article acknowledges their

existence, they will not be discussed here. The article will proceed in the following manner: Chapter 2 will provide

the reader with an overview of the relationship between IP, FDI, and economic development, from both economic

and legal viewpoints. Chapter 3 will briefly explain how IP is imported into the IIL regime and what are some of

the potential implications thereof. Chapter 4 will explain how jurisdiction is established in ICISD arbitrations and

how the Salini test with its economic development factor operates in the jurisdictional assessment. Chapter 5 will

address the use of the Salini test and its economic development prong in Philip Morris v. Uruguay and Bridgestone

v. Panama. Chapter 6 will provide some criticism and analysis on the contemporary use of economic development in

determining jurisdiction in ISDS cases dealing with IP and offer some suggestions for its future uses and devel-

opment. Chapter 7 will conclude.
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2 | IP, FDI, AND ECONOMIC DEVELOPMENT

2.1 | What is economic development?

The current paradigm of economic development finds its roots in the post‐WWII era and its focus on decolonization,

modernization, and national economic growth. This view of economic development lies at the core of the UN system, the

BrettonWoods Initiatives, theWorld Bank and theWTO, thus shaping the global economy and the modern development

agenda (Chon, 2006, pp. 2861–2863). Economic growth is seen as the essential component of economic development

(Schwartz, 2013, p. 222). Steered by productivity improvements, more goods and services are produced by utilizing the

same amount of labor, capital, energy and materials, thus fueling economic growth (Almfraji & Almsafir, 2014, p. 207).

However, too often are economic growth and economic development equated, when in fact they are not one and the

same. It is possible to have growth without development (Feldman et al., 2016, pp. 9–10; Nafziger 2006, pp. 15–16). So,

what does economic development entail then? As Sen (1999), Nafziger (2006, pp. 15–16), and Feldman et al. (2016,

pp. 7–8) hold economic development entails the creation and strengthening of the capacities necessary for economic

actors to participate in and exert change to the economy. As such economic development nonexhaustively includes

improvements in hunger and poverty levels, life expectancy, literacy, unemployment, environmental protection, in-

equality, alongside the already mentioned economic growth (Feldman et al., 2016, pp. 7–8; Nafziger, 2006, pp. 15–16). In

essence economic development should result in an overall betterment and prosperity of a society. However, translating

the changes in economic development into measurable data is not a straightforward task. While economic growth can be

fairly reliably expressed through measuring changes to the GDP, in contrast measuring economic development

can be done in numerous, often unmatching ways (Nafziger, 2006, pp. 20–44; Stiglitz et al., 2018).11 Consequently, a

multitude of factors can play into shaping economic development. Some of them can be of a more apparent, purely

economic kind (Solow, 1957).12 However, state‐induced political and policy decisions (Barro, 1990)13 or societal

circumstances can impact it as well (Bloom & Canning, 2005).14 More importantly, these factors do not operate in

isolation, with a possibility of having multiple contingencies between them. Therefore, broad generalizations about the

definitive impact of one measure or occurrence on economic development cannot be justifiably used, lest an over-

simplifying portrayal is desired (Easterly & Levine, 2001, p. 211).

This applies mutatis mutandis to IP and FDI. One of the key theoretical arguments for the promotion of IP and

FDI is that both contribute to economic development. However, once a closer empirical look is taken complex

considerations emerge (Chu & Peng, 2011, p. 284; De Backer & Sleuwaegen, 2003, pp. 79–80).15 Therefore, both IP

and FDI are better perceived as conduits for achieving economic development, rather than its natural manifes-

tations. Simply put, although the presence of IP and FDI might suggests that a positive contribution to the economic

development had happened, their mere existence does not automatically guarantee it. For IP and FDI to suc-

cessfully contribute to economic development properly structured IP and FDI policies need to be set up, primarily

expressed through the positive law governing them.

2.2 | IP and economic development

From an economic perspective the primary purpose of IP is two‐fold. On the one hand, IP establishes exclusive rights to

incentivize the creation of knowledge and other intangible values. On the other, IP serves to disseminate that

knowledge and intangible values. The two goals are in themselves contradictory, hence the correct way to structure an

effective IP policy is to find a satisfactory trade‐off resulting in the optimal levels of both (Maskus, 2000, p. 474). When

set up accordingly, such an IP policy should positively affect broad areas of economic activity, subsequently leading to

economic development. These economic and legal mechanics are manifested in numerous ways. For example, IP is a

constituent factor of innovation, an activity heralded as a big contributor to economic development (WIPO, 2015).

IP can be used to create or open new, often foreign, markets (Maskus, 2000, p. 480). IP is a vehicle for technology transfer,
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also widely recognized as a contributor to economic development (Park & Lippoldt, 2014, pp. 74–76). Moreover IP, or

more precisely, the protection thereof, is regarded as an important factor for attracting FDI (Awokuse & Yin, 2010, p. 223).

However, IP is not a concept of a monolithic nature. Different IP types function in different ways. The policy rationales and

legal mechanics of patents and trademarks are notably different. Nevertheless, they often serve complimentary purposes

from the perspective of economic development (Maskus, 2000, p. 480).16

Although principally IP can contribute to economic development there are several factors that need to be

accounted for. First, IP does not operate in isolation and it is dependent on external socioeconomic factors to make

an effective contribution (Mercurio, 2010, p. 68).17 Furthermore, looking within the IP system, there seems to be a

correlation between on the one side, the desired and actual IP protection, enforcement, and compliance, and on the

other, economic development. Therefore, IP policy choices can reflect both positively and negatively on a country's

economic development depending on the country's current level of development. Studies show that in economically

and technologically developed countries a strong IP policy, favouring high IP protection, consistent enforcement,

and due compliance indeed contributes to economic development. The scenario presupposes that these countries

already possess vast amounts of IP‐protected intangible value and as a consequence a strong IP regime secures the

subsequent creation of new intangible value. A different scenario plays out for countries lower on the development

spectrum. In such cases an overtly strong IP regime can stifle economic development. Countries which a priori are

not able to create new intangible value and whose economic development hinges on competition through imitation

do not react well economically to strong IP protection standards. In such circumstances competition by imitation is

curbed and it is difficult for those countries to play catchup (Kim et al., 2010, p. 374; Maskus, 2000, pp. 476–479).

2.2.1 | International IP law and economic development

The principle concepts found in economic theories on the relationship between IP and economic development have to

a degree been reflected in international legal sources. International IP treaties tend to recognize IP as a vehicle for

economic development and this is readily reflected in the treaty texts. The WIPO Developmental Agenda is an

elaborate and clear example of this tendency (Lerner, 2008).18 The problem with the WIPO Developmental Agenda

however, is its essentially soft law nature. The Agenda is intended to serve as a set of implementing guidelines for

legislating in the field of IP, while accounting for WIPO Member States developmental concerns.19 A legally much

more relevant manifestation of the relationship between IP and economic development is found in the TRIPS, the

world's overarching IP treaty. Articles 7 and 8 which set out the object and purpose of the treaty make clear

references to economic development (Slade, 2016, pp. 954–955).20 The articles posit that IP should contribute to

economic welfare21 and that legislating in the field of IP should take into account the socioeconomic development of

the state.22 Articles 7 and 8 have been put to the test in a series of cases before the WTO's Dispute Settlement Body

thus shedding some light on the relationship between IP and economic development in the context of WTO law.23 In

a more indirect fashion, the link between economic development and international IP rules appears in preferential

trade agreements (PTAs). The references to economic development are often found in the preamble of a PTA, which

is subsequently used to interpret the whole agreement, including the IP chapter.24 Although clear references to

economic development exist in international IP law, there seems to be some doubt as to their impact at the national

level, in particular when recounting the experiences of some developing economies (Gervais, 2013, p. 102).25

2.3 | FDI and economic development

FDI is commonly seen by policymakers as a desirable economic category with assured economic gains for the investment‐
receiving countries. At face value the idea of bringing capital to a country is almost synonymous with economic growth and

development. The traditional argument states that FDI brings positive economic spillovers by stimulating the flow of new

STEPANOV | 739



technologies and know‐how, increasing employment, creating links between domestic and foreign firms and providing

direct capital financing, thereby contributing to economic development (Alfaro & Chauvin, 2016, pp. 2–3). Moreover,

economic theory predicts a tendency of capital movement from capital‐abundant countries to capital‐desiring countries,

thereby contributing to economic development where it is most needed (Bonnitcha et al., 2017, pp. 34–37).26 It thus

seems logical to favor the creation of an economic environment, including a legal system, capable of attracting FDI.

However, empirical literature paints a more complex landscape. Similarly to IP, the effect of FDI on economic development

is dependent on a multitude of factors. The capital importing countries need to be capable of reaping the benefits of the

economic spillovers. For example, FDI contributes positively to the economic development of a state when levels of human

capital are adequately high, whereas in cases to the contrary, a state can even endure negative effects (Borensztein

et al., 1998, p. 134). The impact of FDI is also dependent on the structure of the FDI (Mecinger, 2003, p. 500)27 and the

FDI's economic sector of entry (Hanafy, 2015). Moreover, some studies could find no link between FDI and economic

development (Mecinger, 2003, pp. 497–499). Due to the multifaceted nature of FDI with many pertinent questions

remaining unresolved “there is a growing consensus that [the] effects of foreign direct investment are contingent on

multiple parameters in the host country—e.g., varying levels of indigenous human resources, private‐sector sophistication,
competition, and host‐country policies including trade‐ and investment policies” (Pohl, 2018, p. 15).

2.3.1 | IIL and economic development

IIL was created as a legal system for the facilitation of FDI flows. However, it does not necessarily reflect all of the FDI

economics' complexities. IIL was established with the belief that FDI as such will bring economic development,

primarily in postcolonial, capital‐desiring countries. However, there was also the fear that the developing countries'

existing legal systems did not provide an appropriate level of protection sufficient to attract FDI (Sornarajah, 2017,

pp. 26–30). Therefore, the primary purpose of IIL is not to facilitate economic development per se but rather to

protect the foreign investor and the foreign investment, independent of the domestic legal and political regimes'

perceived pitfalls, thereby creating a secure environment for the flow of foreign capital. It was implied that economic

development would automatically follow (Grabowski, 2014, p. 289; Vandevelde, 1998, pp. 626–627). However recent

studies cast doubt as to the veracity of such claims. First, it is questionable whether and to what degree IIAs actually

stimulate FDI inflows. And second, even in the cases where this is true, IIAs do not usually account for the quality and

type of FDI. Therefore “high quality” FDI which is responsible for capital formation and consequently economic

development is not necessarily incentivized through the existence of IIAs (Pohl, 2018, pp. 28–29, 37–38). Never-

theless, the positive aspirations toward economic development are reflected in the texts of the legal instruments

governing IIL. The usual way that the notion of economic development becomes a part of the applicable law in

investment arbitration cases is through IIA text interpretation, specifically through the parts used to determine the

object and purpose of the treaties. These references are found in the IIA themselves28 or in the preambles of PTAs29

which are used to interpret the provisions of the investment chapter. Undoubtably, the most notable reference to

economic development can be found in the ICSID Convention, the most pertinent IIL treaty.30 Based on the text of

the Preamble, where the reference is located31 the notion of economic development has found its way to numerous

ICSID arbitration cases. As such, the role of economic development as a legal notion has been thoroughly analysed in

the course of ICSID's historical jurisprudence. Despite its relatively long and profound existence any consistent

agreement on its role in case law remains to this day highly contested (Burger, 2013; Grabowski, 2014).

2.4 | Relationship between IP and FDI

IP and FDI are linked in a number of ways. Conceptually, one of the functions of IP is to protect the investment in

intangible value. This applies equally to FDI. As economic literature shows foreign investors are likelier to invest in
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countries that offer adequate levels of IP protection (Tanaka & Iwaisako, 2014, p. 119). Conversely, countries that

are deemed not to offer adequate IP protection might deter FDI, particularly in IP intensive industries

(Maskus, 1998, p. 132). Strong IP protection ensures that intangible assets are not easily copied or imitated,

thereby opening the door to profitable activities based around them. Through IP protection foreign investors

are further assured that they can successfully compete in the domestic market, which also makes the country more

desirable for investment. With such assurances foreign investors are more willing to set up production in the

country instead of simply importing products (Maskus, 1998, p. 148) and they are more inclined to conduct

innovative activities (Mansfield, 1994, p. 19). Foreign investors are also likelier to conduct mergers and acquisitions

activities, when their IP is adequately protected (Alimov & Officer, 2017, p. 374). Additionally, technology transfer

which is facilitated through IP can be a conduit for the importation of capital in the form of new technologies and

know‐how by foreign investors (Park & Lippoldt, 2014).

All of the abovementioned activities are traditionally associated with economic growth and development,

potentially justifying an assumption of a positive causality between IP and FDI on one side and economic devel-

opment on the other. However, if the previously described economic complexities are taken into account, can such

a link be so easily justified? Moreover, what role, if any, do these economic nuances play in case law? The legal

nexus of IP and FDI can appear in several legal regimes albeit not necessarily as the primary legal question.32

Nevertheless, the legal system that puts the investment perspective first and which regularly considers economic

development is IIL. Once IP is introduced to IIL a comprehensive legal discourse on IP, FDI and economic devel-

opment is made possible. In both Philip Morris v. Uruguay and Bridgestone v. Panama these relationships are ad-

dressed in considerable detail. However, the factual perceptions of economic development and their legal

implications remain notably different between the two cases. Moreover, the jurisdictional decisions tellingly reveal

the difficulties of relying on economics in arbitral proceedings. The following sections delve into these issues.

3 | IP AS INVESTMENT IN IIL

In order for a foreign investor to gain access to ISDS and for the acting tribunal to seize jurisdiction over the matter,

there needs to be a valid investment in existence. What an investment is, is defined by the IIA. It is generally

accepted that IP falls under the category of the defined investment (Mercurio, 2013, pp. 874–876). This fulfils the

principal requirement for IP to be the object of ISDS proceedings. However, defining IP as an investment can

assume a number of different modalities and be dependent on a number of factors. The most direct way to define

IP as an investment is through express treaty language.33 Alternatively, IP can be defined as an investment through

treaty language allowing for an accommodating interpretation when no express reference to IP as an investment in

the IIA exists. A commonly found term, relating to the definition of an investment in IIAs is an asset. The asset is a

broad notion which usually encompasses different types of property, including IP as its subcategory.34 Moreover in

the unlikely case that IP is not directly mentioned in the treaty or that it is considered nonderivable from the treaty

language there might be provisions which recognize profit generating activities as an investment. This might also be

applicable to IP, assuming such IP is used to generate profit through fees and royalties (Mercurio, 2013,

pp. 874–875). In practice these considerations are not themselves problematic. Historically IP has been defined as

an investment since the early days of modern IIL35 and there does not seem to be much doubt on the matter.

However, defining IP as an investment can be contingent on additional factors, where a purely textual defi-

nition in the IIA might not suffice. For example, defining IP as an investment might depend on the definition of IP in

domestic law.36 Similarly, there are instances where defining IP as an investment depends on international law

external to the applicable IIA. In PTAs, for example, there can be an indirect, yet very relevant relationship between

the definition of an investment in the investment chapter and the IP chapter. A type of clause often found in the

investment chapter states that “[i]n the event of any inconsistency between this Chapter and another Chapter of

this Agreement, the other Chapter shall prevail to the extent of the inconsistency.” Applying the rule to the
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definition of IP as an investment would mean that the definition of IP itself must be in line with the IP chapter of the

relevant PTA.37 Even when no such express link exists, reliance on other legal sources like the TRIPS might

nevertheless be relevant (Dreyfuss & Frankel, 2018; Klopschinski, 2016).

Another common practice employed by investment arbitration tribunals in the jurisdictional assessment, is to

perform a substantive analysis of the investment. Namely, compelled by treaty language or through arbitral

reasoning the tribunals often have to determine whether that which is defined as an investment in the treaty text

also has the characteristics of an investment. In these cases, a textual definition is not automatically enough for a

tribunal to assume jurisdiction. The tribunal will thus look at the factual circumstance surrounding the defined

investment and make an appropriate decision. Historically the practice can be tracked to the early ICSID

jurisprudence and to the Salini case (Ghaffari, 2011, pp. 607–608). This practice applies mutatis mutandis to IP, as

we have seen from recent case law.38 The following section looks more closely at the issues of jurisdiction,

definition of an investment and the role of economic development in ICSID jurisprudence.

4 | DEFINITION OF INVESTMENT UNDER ICSID
JURISPRUDENCE— SALINI TEST AND ECONOMIC DEVELOPMENT

ICSID arbitrations are different from ad hoc or other institutional ISDS arbitrations in the sense that they are

always governed by at least two international treaties—the applicable IIA and the ICSID Convention. Therefore, in

the cases arbitrated under the auspice of ICSID several specific conditions need to be met for jurisdiction to be

established. The acting tribunal needs to determine whether the definition of the investment is satisfied both under

the ICISD Convention and under the applicable IIA. The two notions of investment are assessed separately and

each definition is given an autonomous interpretation by the tribunal (Dolzer & Schreuer, 2012, pp. 60–62). As a

consequence, should the determination of an investment fail on either of the assessments, the jurisdictional

requirement will not be fulfilled (Schreuer et al., 2013, pp. 117–119, §§ 122–128). The rules on jurisdiction in the

ICSID Convention are found in Article 25(1). When assessing Article 25(1) the acting tribunal needs to determine

whether three types of jurisdictional requirements are satisfied. First, an investment needs to exist (ratione ma-

teriae). Second, the investor has to come from a contracting state, different from the state being sued (ratione

personae). Third, the parties need to confer arbitral consent to ICSID for the adjudication of their dispute (ratione

voluntatis) (Ghaffari, 2011, p. 605).

The ratione materiae jurisdiction depends on the interpretation of the term investment found in Article 25(1).

Contrary to the relatively clear definitions found in IIAs,39 the term is left undefined in the ICSID Convention

(Dolzer & Schreuer, 2012, pp. 60–61). During the Convention's drafting process attempts had been made to define

it and several working definitions had even been proposed. However, after failing to find an acceptable definition, a

carte blanche solution was finally chosen (Schreuer et al., 2013, pp. 114–117, §§ 113–121). Therefore, when

adjudicating cases, it is left up to each acting tribunal to ascertain the meaning of the term. However, such an open‐
ended definition is invariably laced with some legal uncertainty. Therefore, to give meaning to the term, as a

practical measure the ICSID tribunals resort to doctrinal approaches often not based on any statutory definition.

Through such practices the tribunals developed what is now known as the Salini test.

4.1 | Salini Test

The Salini test is an attempt to objectively define what an investment is, without relying solely on the agreed upon

definition established by the parties in the IIA (Grabowski, 2014, pp. 289–290). By applying the test, the acting

tribunal engages in an analysis where it observes whether, that which is defined as an investment in the IIA, also

has the characteristics usually associated with an investment. Schreuer in his seminal commentary on the ICSID
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Convention gives guidance as to which characteristics are typical for an investment in the context of Article 25(1).

He states that an investment should have a certain duration, a certain regularity of profit and return, an assumption

of risk, a substantial commitment and a contribution to the host state's economic development (Schreuer

et al., 2013, p. 128, § 153). Interestingly, out of all of the factors, the only one having a clear foothold in the ICSID

Convention is the one requiring the investment's contribution to the economic development of the host state. The

Preamble of the Convention refers to “the need for international co‐operation for economic development and the

role of private international investment therein.” According to the VCLT the object and purpose of the treaty

should be used to interpret the rest of the treaty's terms and provisions. Therefore, the tribunals applying the VCLT

rules have relied on the notion of economic development found in the ICSID Convention's Preamble when defining

the term investment from Article 25(1).40 The first recorded reference of a tribunal assessing Article 25(1) and

looking at the characteristics of an investment was in Fedax v. Venezuela.41 However due to its relative obscurity

the case never attracted much attention, unlike its successor Salini v. Morocco.

Salini, a construction company from Italy, was awarded a tender for roadworks in Morocco, payment of which

was refused.42 In the ensuing investment arbitration Morocco, as the respondent state, objected to Salini com-

pany's claims on several grounds. One of the objections put forward stated that the Salini company did not have a

valid investment both under the applicable IIA43 and ICSID Article 25(1).44 The Tribunal while interpreting Article

25(1) relied on four factors to determine whether Salini's construction works indeed had the characteristics of an

investment.45 In its analysis the Tribunal noticed that the term investment is not defined by the ICSID Conven-

tion46 and by reference to the Fedax case the Tribunal constructed the following doctrine47:

The doctrine generally considers that investment infers: contributions, a certain duration of performance of

the contract and a participation in the risks of the transaction (cf commentary by E. Gaillard, cited above,

p. 292). In reading the Convention's preamble, one may add the contribution to the economic development

of the host State of the investment as an additional condition.48

From there on the Salini test took on a life of its own. Its current status and application remain nevertheless

ambiguous if not controversial. First of all, although the test displays some characteristics of a precedential ruling,

in practice it is not a precedent. There is no obligation for subsequent tribunals to follow it but its persistence in

case law is telling (Grabowski, 2014, pp. 302–303, 306). How the Salini test is applied likewise depends on the

acting tribunal's stance as it is not usually compelled by any law to apply it in a particular way. The tribunal is free to

choose between what is called the jurisdictional requirements approach and the typical characteristics approach.

The difference between the two are found in the obligatory or nonobligatory presence of the established Salini

factors. The former strictly requires all of them to be present, whereas the latter takes a holistic approach allowing

for a potential absence of certain factors when determining whether there is an investment according to Article

25(1) (Schreuer et al., 2013, pp. 129–130, §§ 158–160). Moreover, since its inception Salini has also seen varying

application in relation to the test's content. Some Tribunals remained true to its original formulation,49 while others

even added more factors to the test.50 However, Salini is often referred to in its reduced form. In both types of

situation, where the tribunals either discuss how to apply the test or which factors belong to the test, it is common

that the economic development factor sparks the most contention (Martine, 2011, pp. 7–9).51 In those instances

tribunals are often reluctant to address the notion of economic development or even reject it outright due to the

uncertainty and difficulties of performing such an assessment,52 despite a strong case for its application being

based on the VCLT53 or other relevant international legal sources (Grabowski, 2014, pp. 302–303, 306). However,

as ICSID jurisprudence shows several factors have emerged which provide the contours to the legal definition

of economic development in the Salini test. Although historically never jointly applied they entail “(a) the extent

to which the investment benefits the public interest; (b) whether any transfer of technological knowledge or

“know‐how” from investor to the host State has taken place; (c) the degree to which the investment has enhanced

the GDP of the host country; and (d) whether the investment has had a positive impact on the host State's
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development” (Garcia‐Bolivar, 2011, p. 604). This goes to show that such assessments are not only possible but

eventually useful as well. The next section will address the application of the Salini test in ISDS cases dealing with IP

and the role of economic development therein.

5 | IP, SALINI TEST, AND ECONOMIC DEVELOPMENT IN CASE LAW

As a matter of principle IP like any other category of investment found in IIAs can be subject to the Salini test.

First of all, IPRs are rights designed to last, either temporally or perpetually.54 This satisfies the duration

requirement. IP is also subject to potential legal55 and commercial56 risk, thus satisfying the risk factor. The

creation of IP through R&D, creative work or brand building often assumes large costs, potentially satisfying

requirement for a substantial commitment of resources. Finally, by demonstrating that the IP in question con-

tributed to the betterment of the domestic economy the economic development factor could be satisfied as well

(Grosse Ruse‐Khan, 2015, § 7.15; Vanhonnaeker, 2015, p. 26). Although it is foreseeable that IP might satisfy all

of the Salini factors, it is by no means a guarantee that it will do so (Grosse Ruse‐Khan, 2015, § 7.16). Therefore, it

is necessary for the acting tribunal to establish whether and how the IP in casu was actually used in the host state

and how it corresponds with the Salini factors. Considering that investment arbitration cases dealing with IP have

had a relatively recent onset, there have been only two publicly available cases employing the Salini test in

the context of IP. The next sections are dedicated to examining how the Salini test was applied and what role did

the economic development factor have in the cases.

5.1 | Philip Morris v. Uruguay

In the past two decades a number of governments around the world have resorted to implementing a series of

restrictive measures in relation to tobacco sales and advertising. These measures have been met with resistance by

the tobacco industry and have resulted in a variety of legal disputes played out it multiple national and interna-

tional jurisdictions (Griffiths, 2015, p. 344). Perhaps the most prominent from the lot was the investment arbi-

tration case between Philip Morris, the multinational tobacco corporation, and the state of Uruguay. The claimants,

Swiss companies and their subsidiaries in Uruguay, are members of the same Philip Morris multinational corporate

conglomerate. The government of Uruguay, as a part of its regulatory measures, implemented rules for cigarette

packaging health warnings. These new rules resulted in less space and less variance for trademarks to be displayed

on the cigarette packaging, essentially circumscribing their use. As Philip Morris owned and controlled a multitude

of trademarks, they claimed that their investments, that is, the trademarks, have been mistreated.57 Uruguay, in

their jurisdictional objection retorted by questioning the nature of the trademarks as investments referring pre-

cisely to the Salini test. Uruguay's pivotal argument focused on the failing of the investment to fulfil the economic

development factor. They argued that Philip Morris' activities centered around the trademarks not only failed to

contribute to Uruguay's development but in fact had a negative impact on the country. Uruguay argued that the

negative effect smoking has on health, consequently leads to generally poorer national health outcomes and a net

negative effect on domestic economic development. Therefore, Uruguay requested the Tribunal to reject Philip

Morris' trademarks as an investment.58

However, this view was not upheld by the Tribunal. In its analysis the Tribunal stated that the term investment

in Article 25(1) should be interpreted broadly with the “outer limits” of the term used to exclude unreasonable

definitions by the parties.59 According to the Tribunal, even when the ICSID Preamble is used to interpret the term,

the broad language of the Article does not justify the limitations which can arise by reading the economic de-

velopment factor into it.60 The Tribunal concluded that the ordinary meaning of the term investment in Article

25(1), when interpreted in light of the object and purpose of the Convention points to its broad meaning whose
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purpose is to exclude economic activity that “would not encompass within the notion of investment.”61 The

Tribunal then turned to the Salini test itself. It questioned whether there is any basis for using the Salini test to

interpret Article 25(1) considering that the test has not become a jurisprudence constante which would make its

application obligatory.62 Furthermore even if the test were to be applied, the Tribunal held that the test factors

should not be viewed as “mandatory legal requirements” but as the typical features of an investment.63 The

Tribunal then turned to analysing the economic development factor. It raised the issue of the difficulty in

determining and measuring the contribution of the investment to the economic development of the host state. By

relying on historical ICSID case law, the Tribunal stated that to make such a determination it must engage in a post

facto analysis which can result in a variety of different but similarly valid outcomes. This would include “post hoc

evaluation of the business, economic, financial and/or policy assessments that prompted the claimant's activities”

which the Tribunal views as “second‐guessing” and “not [be] appropriate” for a Tribunal to use.64 It continued

by agreeing with the view espoused by the Tribunal in the Pey Casado v. Chile65 case. The Pey Casado Tribunal

interpreted the Preamble of the ICSID Convention in a manner which led it to conclude that “by protecting

investments, the Convention facilitates the development of the host State” and hence the contribution to

the economic development should be seen as a “consequence and not a condition of the investment.” Such an

approach essentially excludes the notion of economic development as a “constitutive element of the concept of

investment.”66 Summing up its findings the Tribunal concluded that there is no justification to exclude Philip Morris'

activities centered around their trademarks as an investment considering the other Salini factors have probably

been fulfilled.67

5.2 | Bridgestone v. Panama

Bridgestone v. Panama is a currently ongoing case arbitrated under the United States—Panama TPA.68 Bridgestone

is a tire and rubber product manufacturer which maintains a complex corporate network wherein its subsidiaries

own, license and operate trademarks in Central America, including Panama.69 The case relates to a failed trademark

opposition by Bridgestone against one of its competitors. Although successful in lower instance courts Bridgestone

ultimately lost the case before the Supreme Court of Panama. In addition to losing Bridgestone was ordered to pay

compensation for the commercial damages the competitor sustained during the proceedings.70 Fairing unfavorably

in the Panamanian courts Bridgestone, through its subsidiaries, claimed that the court decision will have a long

term negative impact on Bridgestone's possibility to use its trademarks and trademark licenses, rendering them less

valuable.71 According to Bridgestone this was a violation of its rights as a foreign investor under the US—Panama

TPA.72 In its rejoinder Panama raised several jurisdictional objections including some regarding ratione materiae,

which are relevant here.73 A number of mutually related issues underpin Panama's objections and they can be

summed up in two general questions. First, whether and under which circumstances trademark constitutes an

investment? Second, whether and under which circumstances a trademark license constitutes an investment?74

The Tribunal started the analysis by acknowledging that the investment has to be an asset and that it must

have the characteristics of an investment as required by the US—Panama TPA. The TPA in its Investment Chapter

provides examples of those characteristics naming the “commitment of capital or other resources,” the “expectation

of gain or profit” and the “assumption of risk.”75 The Tribunal added that other requirements like “a reasonable

duration of the investment and a contribution made by the investment to the host State's development” might be

factored in as well, therefore recognizing all of the Salini factors as possible constituents of the analysis. However,

the Tribunal continued by stating that “there is no inflexible requirement for the presence of all these char-

acteristics, but that an investment will normally evidence most of them.”76 Moreover, the Tribunal stated that it

“finds it hard to envisage an investment within the definition in Article 10.29 of the TPA that would not qualify as

an investment under Article 25 of the ICSID Convention,”77 effectively amalgamating the TPA's Investment

Chapter definition of investment and the definition in the ICSID convention.
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The Tribunal continued by recognizing that IPRs are in principle capable of being investments.78 Looking at

trademarks specifically, the Tribunal turned to explaining their function. In the view of the Tribunal, trademarks are

used for the easy identification of the producer's goodwill by the consumers. As such the goodwill can be generated

in two ways. The first way is to produce products with desirable qualities. The second one is to invest in the

promotion and marketing of the brand, therefore making the goodwill recognizable by the consumers in the

trademark bearing product.79 The Tribunal continued by stating that “the promotion involves the commitment of

resources over a significant period, the expectation of profit and the assumption of risk that the particular features

of the product may not prove sufficiently attractive to enable it to win or maintain market share in the face of

competition.”80 It is through this exercise that the Tribunal for the first time, successfully assessed an IPR in light of

the characteristics of an investment. The assessment not only demonstrated that requirements set out in the US—

Panama TPA were directly satisfied,81 but it also implicitly showed that the majority of the Salini factors were

fulfilled as well. Notably, the only factor not addressed was the economic development factor. However, the

analysis did not end there. The Tribunal continued by trying to ascertain at what moment a trademark does indeed

constitute an investment.82 The Tribunal rejected the idea that a mere registration of a trademark is enough for it

to be regarded as an investment. A registered trademark is primarily a negative right.83 Therefore, relying ex-

clusively on this negative right would imply utilizing the trademark solely to exclude competition from using the

same or similar marks. Such use would not comprise any positive use of the trademark on the side of the trademark

holder. This modus operandi, according to the Tribunal “confers no benefit on the country where the registration

takes place, nor, of itself, does it create any expectation of profit for the owner of the trademark.”84 The situation

changes when the trademark is positively used. The positive use of a trademark inevitably implies the engagement

of the trademark holder in some economic activities. In such instances the trademark is central to the manufacture,

promotion and sale of the products bearing the mark. These activities usually necessitate the commitment of some

resources as well. The Tribunal stated that the economic activities which the trademark is central to contribute to

the domestic economy by spurring further economic activity like the sale of goods bearing the mark, providing

after‐sale servicing and also contributing through taxation.85 Consequently, the Tribunal concluded the trademark

is transformed from a purely exclusionary right into an asset worthy of investment protection because the positive

use of a trademark will generally display the characteristics of an investment including the contribution to the

economic development of the host state.86 The Tribunal briefly but decidedly stated that trademark licenses

constitute an investment if they are used in the same fashion as a trademark, meaning the licenses need to be

exploited (Upreti, 2018, p. 16).87

6 | MAKING CASE FOR ECONOMIC DEVELOPMENT

Philip Morris v. Uruguay and Bridgestone v. Panama offered a vista into arbitral reasoning behind the Salini test and

the role of the economic development factor in IP cases. In a short span of time two different approaches could be

seen from two ICSID Tribunals. The Tribunals generally agreed that Salini is not an obligatory standard and that

there can be a number of ways one approaches its application.88 However, while substantively appraising the role

of the economic development factor in the jurisdictional assessment, two principally diverging views were pre-

sented. The Philip Morris Tribunal practically refused to consider economic development as a factor at all.89

Conversely, The Bridgestone Tribunal not only engaged in the analysis but also provided a convincing roadmap for

future uses.90 From a teleological standpoint the Philip Morris Tribunal failed to address the developmental di-

mension of IIL and IP law, inherent to both legal systems.91 The Tribunal rejected to consider the contribution to

the economic development of the host state both as a matter of fact and law.92 It held that there is no solid

foothold in the legal texts to justify such an analysis. It also predicted that the complexities of empirical analysis

would render the assessment impractical, possibly useless. Implicitly the view taken by the Tribunal also accounted

for legal certainty and judicial economy in the overall jurisdictional analysis. If the jurisdictional analysis is taken as
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holistic process, it can be said that the Tribunal indeed had a valid point. Defining and measuring economic

development is no facile endeavor.93 Just a brief encounter with the economic literature on the topic reveals this

fairly quickly.94 Therefore, similar instances can lead to confusing and undesirable outcomes which can in turn

prolong and complicate the case. However, this difference between the approaches taken by the Tribunals could be

attributed to how the parties positioned their arguments. On the one hand, in Bridgestone v. Panama it was argued

that the trademarks and the trademark licenses did not produce enough economic activity to warrant investment

protection.95 On the other, in Philip Morris v. Uruguay the economic activity of the investor was not put into

question. What was put into question was the harmful contribution of such activity that resulted in a net negative

to the economic development of the host state.96 Moreover, one additional aspect could have been in play in the

decision‐making process. Unlike in Bridgestone v. Panama where the Claimants solely relied on trademarks and

trademark licenses as investments to put their claims forward,97 the Claimants in Philip Morris v. Uruguay had other

assets that fell within the category of an investment under the respective investment treaty and the ICSID

Convention. These more traditional investments like the brick and mortar manufacturing facilities or shares in the

host state business entity98 could have prompted the Philip Morris Tribunal to forego the economic development

assessment due to the perception that the bundle of assets held by the investor was sufficient to demonstrate the

existence of a valid investment.99 If these considerations are taken into account one can show some sympathy

towards the Philip Morris decision.

The Bridgestone Tribunal took a different path from its predecessor and addressed the matter with more

reverence. Although not directly prompted by the arguments of the parties100 the Tribunal understood it needed to

look at the functionality of the trademark as a core notion for determining whether it constituted an investment or

not. As the analysis progressed, it led the Tribunal to conclude that the use of a trademark can indeed involve

activities which could be conducive to the economic development of the host state.101 By doing so the Tribunal

heuristically developed a test which can be used to determine whether an IPR displays actual characteristics of an

investment. Moreover, this test enables an acting tribunal to ascertain whether the economic development factor

has been fulfilled without an overtly complicated and potentially untenable analysis. If it can be proved that the

activities traditionally associated with economic development can be convincingly ascribed to the trademark right it

can also be convincingly argued that the economic development factor has been fulfilled. An important takeaway

from Bridgestone v. Panama is that this kind of assessment formally and nominally engages with the Salini test and

the economic development factor as an expression of the VCLT's application to the ICSID Convention's Preamble

(Grabowski, 2014, pp. 303–304). More implicitly, the approach also resonates well with the spirit of IIL and IP law

as legal systems and the economic aspirations ascribed in the pertinent international legal instruments.102

However, the Bridgestone criteria rely on theoretical assumptions and not on any empirical determinations. So,

does this pose as a problem? Does it fall short of truly revealing the relationship between IP, FDI, and economic

development? At first glance the Bridgestone approach might appear to leave something to be desired. Never-

theless, if one takes ISDS holistically and account for the already‐mentioned judicial economy and legal certainty as

its pillars, such an approach momentarily becomes more appealing. It must be born in mind that the decisions on

jurisdiction in ISDS cases are often early, interim decisions and only one of the many which need to be taken during

the course of the case. Although the decision is of a make‐or‐break character, getting bogged down in possibly,

overtly difficult assessments103 does no favors to the already lengthy, complex and expensive proceedings.

Moreover, the problems of measuring economic development104 create friction and uncertainty not only in the

case at hand but the value of such assessments for subsequent uses can also be put into question, as it can lead to

similar problems of adjudication or the economic development assessment being discarded altogether (Johnston &

Trebilcock, 2013, p. 622).105 One also needs to be aware of the tribunals' limitations as they are not allowed nor

truly capable of going beyond the case they are adjudicating. Therefore, a global assessment of a state's economy

and economic development should not be on the tribunals' agenda for the purposes of establishing jurisdiction.

Therefore, the hesitation of the Tribunal to address such far‐reaching arguments in Philip Morris v. Uruguay are at

least partially understandable.106 Nevertheless, Bridgestone v. Panama has undeniably showed that taking into
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consideration the economic development factor in IP ISDS cases is not only possible but for a broader, contextual

understanding of IIL and IP law, justifiable and even desirable. However, the question remains whether the

Bridgestone Tribunal could have nevertheless conducted a different and more insightful analysis, while still re-

maining faithful to the efficiency of the arbitral process. First, from a formal and jurisprudential point, while

recognizing that the Tribunal was not formally bound by any precedent, the Tribunal could have taken a look at

the ICSID jurisprudence on the criteria used to determine the Salini notion of economic development.107 Second,

the Tribunal assumed a direct causality from the establishment of the preceding factors, ie the commitment of

resources, assumption of risk, expectations of profit and in the particular case of a trademark right, its positive use,

to the finding of an economic development contribution and consequently a valid investment.108 However, this

linkage is perhaps worthy of a deeper look. The Tribunal could have observed the economic development factor

individually and not as a dependant of the preceding factors. Such a position could reaffirm and strengthen the

relationship between the case facts and the purpose of the ICSID Convention. The notion of economic development

would not be treated as a pesky afterthought, assessed purely pro forma. Finally, and related to the previous point,

what the Philip Morris Tribunal openly stated109 and the Bridgestone Tribunal silently bypassed, is the omission to

define the notion of economic development. Absent a working definition it is hard to imagine economic develop-

ment being an individual factor in the analysis. As demonstrated repeatedly in this article the definition is not an

easy one to make. However, as it was also shown some general characteristics of what constitutes economic

development can be discerned (Feldman et al., 2016, pp. 7–8; Nafziger, 2006, pp. 15–16; Sen, 1999). Moreover,

there are recognized instances where IP is clearly a contributor to economic development (Alimov & Officer, 2017;

Awokuse & Yin, 2010; Maskus, 2000; Park & Lippoldt, 2014). Therefore, engaging with some form of a definition,

predicated on generally accepted economic theories would be commendable, as this would undeniably raise the

degree of legal certainty in the assessment for all parties involved, while also accounting for the object and purpose

of international IP law and IIL.

6.1 | Moving forward

The Bridgestone Tribunal provided a blueprint for future cases where IPRs will be assessed as investments.

Somewhat differently the outcome of Philip Morris v. Uruguay will also have an impact on how those cases are

shaped. The implicit limitations recognized by the Philip Morris Tribunal in the jurisdictional analysis will be a useful

signpost for future tribunals. Although both cases scrutinized trademarks as investments, some of the legal prin-

ciples set out by the Tribunals carry universal appeal toward other types of IPRs. Trademarks, copyrights and

patents serve very different functions in the way they relate to a business and the economic activity surrounding it.

However, the pervasive, intangible nature of those rights lends itself to drawing some parallels (Cohen, 2014,

pp. 692–697).110 Furthermore, as all of the stated IPRs also potentially relate to economic development, albeit in

different ways (Maskus, 2000), it will be interesting to see how future tribunals grapple with such issues. Therefore,

it is probable that the Bridgestone criteria will appear in some future ISDS IP cases, with the likely recurrence of the

economic development factor. Nevertheless, there is no guarantee that the criteria established in Bridgestone

v. Panama will always be fit for use.111 Future tribunals and parties who argue the case need to be aware of some

potential adaptations which can or should be made.

First, the Bridgestone criteria will need to be adapted to the IPR in question. To do so the acting tribunal and the

parties will not only need to account for the differences between the IPRs themselves but also the differences that

stem from different subject matter being covered by the same type of an IPR.112 This has implications for how the

contribution to the economic development is to be analysed. For example, while trademarks require some local

engagement to fully maintain the rights, copyright and patents require little113 to no exploitation in order for the

rights to remain with the right holder. Therefore, trademarks are the type of IP with the smallest effort necessary

to demonstrate the contribution to the economic development of the host state. In addition, copyright covers
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artistic and literary works. It would be interesting to see what role, if any, the economic development factor would

play there. Moreover, IPRs can be used purely to secure the importation and trade of goods (protected by those

IPRs) without any further economic engagement. Whether such use is enough to satisfy the economic development

factor remains questionable as the Bridgestone Tribunal114 and the Philip Morris Tribunal115 arguably hold differing

views on the matter.

Second, the Bridgestone Tribunal correctly recognized that merely holding a trademark registration or poten-

tially using the trademark right purely to exclude others does not amount to an activity which contributes to

the economic development of the host state.116 According to the Tribunal only uses which lead to those activities

are worthy of investment protection. However, a precise line which divides negative uses as unworthy and positive

uses as worthy of investment protection, cannot be automatically made. Not all positive uses of an IPR could

necessarily be classified as pro‐economic development. An obvious example would be engaging in anti‐competitive

behavior using an IPR. For example, an IPR can be positively exercised but at the same time used to close off

markets or to charge excessive prices, which are all known forms of dominance abuse (Arezzo, 2006, pp. 469–485).

This well‐known form of anti‐competitive behavior is recognized as a negative contributor to economic develop-

ment (Fox, 2007, p. 116).117 Therefore the premise that the positive use of an IPR always implies the contribution

to the economic development of the host state and hence the recognition of investment protection over the IPR

might actually need to be argued and analysed and not taken as an almost self‐evident conclusion. This stresses the
need of future tribunals to be well aware of IP's economic realities.

Third, determining the functionality of an IPR might have implications on how the economic development

factor is subsequently also determined. The Bridgestone Tribunal established the functions of a trademark in a

general way, primarily by exercising its prerogative as a Tribunal and not addressing the arguments of the parties

per se.118 By applying a traditional common law perspective (Bone, 2006, pp. 575–614), it focused on the goodwill

covered by the trademark and a broad set of economic activities that stem from it. However, the civil law view of

trademarks, which is the prevalent one in EU law for example, perceives trademark functionality somewhat dif-

ferently. Goodwill as a concept is not directly recognized in civil trademark law (Kur, 2014). The understanding of

trademark functions in EU law is more segmented and it distinguishes between the traditional function of the

trademark as an indicator of origin to more recently recognized functions of advertising and investing.119 Therefore

properly determining the function of an IPR is a crucial first step as the economic activities stemming from that

function will subsequently influence how the economic development factor is perceived and assessed.

Fourth, the Salini test and the economic development factor can be used to resolve a particular problem that is

idiosyncratic for IPRs as investments. In Bridgestone v. Panama the question arose whether the trademarks and the

licenses constituted investments in Panama. The strong necessity to localize an IPR to determine whether it

warrants investment protection in the host state stems from the ubiquitous and intangible nature of IP. The

localization assessment is performed by analysing whether the IP creates rights that are protected under domestic

law and whether those rights are exploited. A positive finding requires the cumulative presence of both factors.120

Considering that the second part of the assessment is used to determine how the rights were exploited a link with

the economic development factor can be established. Simply and logically, if it can be proved that the IP in question

contributed to the economic development of the host state, there is no further necessity to establish whether the

IPR is localized in the host state. Moreover, such an approach demands a factual economic analysis of the IP,

thereby bringing the two legal systems closer to their intended purpose of contributing to the host state's economic

development.

Finally, one can draw some conclusions from the Salini experience itself. The approach taken by the Bridgestone

Tribunal is a viable but noncompulsory way for subsequent tribunals to assess IP as an investment.121 First, in non‐
ICSID arbitrations where the ICSID Convention does not play a direct role there is no obligation for the tribunals to

follow this jurisprudence. A stronger case for the use of the Bridgestone criteria can be made in instances where the

governing IIA requires the acting tribunal to look at the characteristics of an investment.122 However, even in ICSID

arbitrations there is no guarantee regarding the application of the test, particularly putting the application of the
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economic development factor into doubt. This uncertainty can be amplified depending on whether the IPR is a

stand‐alone investment or bundled with other assets.123 As the Bridgestone criteria is invariably an adaptation of

the Salini test similar doubts remain. In that regard, reliance on tests like Salini and the Bridgestone criteria as

adjudicatory tools per se should not be the focus of the jurisdictional assessment. In order for the developmental

aspect of IP as an investment to be recognized in ISDS the parties and the tribunals need to recognize and focus on

the very nature of IPRs which is reflected in the relevant treaties as its legal‐teleological background and economic

theory as its buttress.

7 | CONCLUSIONS

The economic relationship of IP and FDI manifests itself in the international legal sphere bringing the same, if not

bigger complexity. This article tried to elucidated how one of its manifestations appears in IIL. Economic devel-

opment is recognized as an important aspect in the economics of IP and FDI. The international legal regimes

governing the two economic fields explicitly recognize it as well. Nevertheless, economic development can be a

demanding concept to engage with when it comes to adjudication. This creates a possible disconnect between what

is posited in economic theory and international legal instruments on the one side and arbitral decisions as their

invigoration on the other. However, this gap can be bridged with a degree of success as the Bridgestone Tribunal

demonstrated. It should be recognized that taking on an undoubtedly complicated jurisdictional analysis can be

burdensome for the investment tribunals but that this endeavor is also a desirable one, as this article attempted to

demonstrate. Hence the role of tribunals should be the one of the gatekeepers. However, those gatekeepers should

not focus on closing off the gates. Rather they should ensure that economic development passes through them and

enters the realm of IIL and IP, where it deservedly belongs.
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ENDNOTES
1“Europe's economic growth and competitiveness largely depends on our many entrepreneurs—from start‐ups to large

companies—investing in new ideas and knowledge. The comprehensive package we are presenting today improves the

application and enforcement of intellectual property rights (IPRs) and encourages investment in technology and product

development in Europe”; The author lists a number of reasons why FDI is desirable, including contribution to economic

growth, technology exchange, and innovation.

2“Economists believe that FDI is an important element of economic development in all countries, especially in the de-

veloping ones.” “From a macro perspective, they are often regarded as generators of employment, high productivity,

competiveness [sic], and technology spillovers. Especially for the least developed countries, FDI means higher exports,

access to international markets and international currencies, being an important source of financing, substituting bank

loans.”

3The Preamble of the ICSID Convention refers to “the need for international Cooperation for economic development, and

the role of private international investment therein;” Convention on the Settlement of Investment Disputes between States

and Nationals of Other States, Preamble, March 18, 1965, 17 U.S.T. 1270, 575 U.N.T.S. (hereinafter ICSID Convention);

TRIPS Articles 7 and 8(1) state the following: “The protection and enforcement of IPRs should contribute to the promotion

of technological innovation and to the transfer and dissemination of technology, to the mutual advantage of producers and

users of technological knowledge and in a manner conducive to social and economic welfare, and to a balance of rights and

obligations.” “Members may, in formulating or amending their laws and regulations, adopt measures necessary to protect

public health and nutrition, and to promote the public interest in sectors of vital importance to their socio‐economic and

technological development, provided that such measures are consistent with the provisions of this Agreement.” (emphasis

added) Agreement on Trade‐Related Aspects of Intellectual Property Rights, April 15, 1994, Marrakesh Agreement

Establishing the World Trade Organization (WTO), Annex 1C, 1869 U.N.T.S. 299 (1994) (hereinafter TRIPS).
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4For example, increasing the level of IP protection can have different effects on innovation and economic growth de-

pending on the current gross domestic product (GDP) level of a country. Therefore, countries with high levels of GDP can

benefit more from higher IP protection in comparison to countries with lower GDP levels; the impact of FDI can range from

positive to negative depending which sector it is directed toward.

5The decisions of WTO's Dispute Settlement Body display diverging attitudes toward TRIPS Articles 7 and 8. The decisions

vary from conferring the Articles a strong interpretative and operational character to depriving them of de facto power and

ascribing them a descriptive and passive role.

6Philip Morris Brands Sàrl, Philip Morris Products S.A. and Abal Hermanos S.A. v. Oriental Republic of Uruguay, ICSID Case No.

ARB/10/7, Decision on Jurisdiction (July 2, 2013) (hereinafter: Philip Morris v. Uruguay), https://www.italaw.com/cases/460.

7Bridgestone Licensing Services, Inc. and Bridgestone Americas, Inc. v. Republic of Panama, ICSID Case No. ARB/16/34, Decision

on Expedited Objections (December 13, 2017) (hereinafter: Bridgestone v. Panama), https://www.italaw.com/cases/4475.

8Salini Costruttori S.p.A. and Italstrade S.p.A. v. Kingdom of Morocco [I], ICSID Case No. ARB/00/4, Decision on Jurisdiction §52

(July 31, 2001) (hereinafter: Salini v. Morocco), https://www.italaw.com/cases/documents/959.

9The contribution to the economic development of the host state comes from applying Article 31(1) VCLT thereby using

the object and purpose of the treaty, in the case of the ICSID Convention found in its Preamble, to interpret the rest of the

treaty terms. Vienna Convention on the Law of Treaties art. 31(3)(c), opened for signature May 23, 1969, 1155 U.N.T.S.

331 (entered into force January 27, 1980) (hereinafter VCLT).

10For example, VCLT Articles 31(2), 31(3) and 32 might also be utilized in the context of IIA treaty terms interpretation

therefore relying on external treaties such as the TRIPS.

11For example, measuring the Human Development Index is one way. Another is the “basic‐needs” approach which takes

into account food, education, health, sanitation, water supply as indicators (Nafziger, 2006, p. 35–36, 42).

12For example, the accumulation of physical capital.

13For example, government tax expenditure policy.

14For example, the population's health.

15From a macroeconomic perspective the strengthening of patent rights increases global economic growth but worsens

income inequality in both developed and developing countries; In some cases, FDI was found to have a negative impact on

domestic producers by crowding them out.

16The weak enforcement of trademarks resulting in counterfeits can hamper companies who wish to place innovative,

patented products in the market.

17“Moreover, the experience of successful economic development since the 1960s demonstrates that IPRs are merely one

contributing factor to economic growth, with other necessary factors including governance, stability, agriculture and

industrial policy, wider trade, competition, education and health policies.”

18WIPO, Proposal by Argentina and Brazil for the Establishment of a Development Agenda for WIPO, WIPO Doc. WO/GA/

31/11 (August 7, 2004) (hereinafter: WIPO Developmental Agenda), https://www.wipo.int/meetings/en/doc_details.jsp?

doc_id=31737.

19The WIPO Developmental Agenda is expressed through 45 guiding recommendations which lay out the behavior of

WIPO vis‐à‐vis the Member States. The 45 Adopted Recommendations under the WIPO Development Agenda (2007),

https://www.wipo.int/export/sites/www/ip-development/en/agenda/recommendations.pdf.

20As some argue they are to be treated as operational articles of the TRIPS and not provisions used purely for interpreting

the rest of the treaty in a traditional sense.

21TRIPS Article 7.

22TRIPS Article 8.

23Most recently TRIPS Articles 7 and 8 were addressed in the WTO Australia Plain Packaging Case. Panel Report, Australia—

Certain Measures Concerning Trademarks, Geographical Indications and Other Plain Packaging Requirements Applicable to Tobacco

Products and Packaging, WTO Doc. WT/DS435/R, WT/DS441/R, WT/DS458/R, WT/DS467/R §§ 7.2399–7.2404 (adopted

June 28, 2018).

24For example, the CETA Preamble states: “REAFFIRMING their commitment to promote sustainable development and the

development of international trade in such a way as to contribute to sustainable development in its economic, social and

environmental dimensions.” Comprehensive Economic and Trade Agreement Between Canada of the One Part, and the

European Union and its Member States, of the Other Part, Can.‐EU, October 30, 2016 (hereinafter CETA), http://trade.ec.

europa.eu/doclib/docs/2014/september/tradoc_152806.pdf.
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25“This would explain why countries with very low absorptive capacity (such as many LDCs) do not show measurable gains

when introducing higher levels of IP rules without a series of accompanying and parallel measures on several different

fronts. To that extent, the proaddition narratives were woefully incomplete. Simply put, standard or mechanical TRIPS

implementation with a view to avoiding WTO disputes was and is unlikely to produce net developmental benefits.”

26These assumptions rest on the Heckscher‐Ohlin model which has been shown not to fit historical data.

27“Furthermore, while a strong link between FDI in the form of greenfield investments and capital formation seems self‐
evident, acquisitions cannot be automatically considered as investments in real assets. The proceeds from the sales of

assets might be spent on current consumption and imports. In such a case, FDI would not directly contribute to the growth

of productive capacities and to economic growth.”

28For example, the Finland—Panama IIA states the following: “RECOGNISING that agreement on the treatment to be

accorded such investments will stimulate the flow of private capital and the economic development of the Contracting

Parties.” Agreement between the Government of the Republic of Finland and the Government of the Republic of Panama

on the Promotion and Protection of Investments, Fin.‐Pan., Preamble, February 19, 2009 2748 U.N.T.S. 296 (hereinafter:

Finland—Panama IIA).

29CETA Preamble.

30Out of the total known 942 ISDS cases 508 have been arbitrated under the ICSID Convention. The data was extracted

from UNCTAD Investment Policy Hub. https://investmentpolicy.unctad.org/investment-dispute-settlement.

31“Considering the need for international cooperation for economic development, and the role of private international

investment therein;” ICSID Convention Preamble.

32For example, the ECJ recognizes the investment function of a trademark. Case C‐323/09—Interflora v. Marks & Spencer, §

35, 2011 E.C.R. I‐08625.
33Panama—Finland IIA Article 1 states: “The term “investment” means every kind of asset established or acquired by an

investor of one Contracting Party in the territory of the other Contracting Party in accordance with the laws and

regulations of the later Contracting Party, including in particular, though not exclusively:… (e) IP rights, such as patents,

copyrights, trade marks [sic], industrial designs, business names, geographical indications as well as technical processes,

know‐how and goodwill.”

34Other nonproperty rights like contracts could be regarded as an investment.

35The Germany—Pakistan BIT recognized patents and technical knowledge as an investment. Treaty for the Promotion and

Protection of Investments (with Protocol and exchange of notes), Ger.‐Pak, November 25 1959, Art. 8, 457 U.N.T.S. 24.

36For example, ASEAN Comprehensive Investment Agreement, February 26, 2009, Art. 4(a) & 4(c) http://investasean.

asean.org/files/upload/Doc%2005%20-%20ACIA.pdf.

37North American Free Trade Agreement, Can.‐Mex.‐U.S., Ch 11, Art. 1112.1., December 17, 1992, 32 I.L.M. 289 (1993)

(hereinafter NAFTA).

38Philip Morris v. Uruguay & Bridgestone v. Panama.

39The definition of an investment in an IIA usually contains a detailed wording, “combining general definitions (eg 'all

assets') with illustrative lists of categories of such assets.”

40VCLT Article 31(1).

41The main point of contestation arose out of the question whether promissory notes, a type of financial instrument issued

by the Venezuelan government constituted an investment. Although principally agreeing that promissory notes could

constitute an investment under Article 25(1), the Tribunal went on to hand down the decision by looking at the char-

acteristics of the investment, thereby creating the contours of the test. A direct citation of Schreuer's commentary was

used by the Tribunal. Fedax N.V. v. The Republic of Venezuela, ICSID Case No. ARB/96/3, Decision of the Tribunal on

Objections to Jurisdiction, § 43 (July 11, 1997), https://www.italaw.com/cases/432.

42Salini v. Morocco, §§ 2–5.

43Morocco alleged that the proper interpretation of the investment should be done according to Moroccan national

investment law, which in their view the condition was not fulfilled. This argument was not accepted by the Tribunal. Id., at

§§ 37–38, 46, 49.

44Id., §39.

45The only difference between the two approaches is the explicit omission of the expectation of regularity of profit or

return.

46Salini v. Morocco, § 51.
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47Id., § 52.

48The Tribunal looked at the case facts and decided that the company's construction works were indeed an investment in

the sense of Article 25(1). Id., at §§ 52–58.

49Joy Mining Mach. Ltd. v. Arab Republic of Egypt, ICSID Case No. ARB/03/11, Award on Jurisdiction, § 153 (August 6, 2004),

https://www.italaw.com/cases/590.

50The Tribunal added the test of bad faith. Phoenix Action, Ltd. V Czech Republic, ICSID Case No. ARB/06/5, Award, § 37

(April 6, 2007) https://www.italaw.com/cases/850.

51Besides omitting the economic development factor, the regularity of profit and return is sometimes likewise excluded.

See Deutsche Bank AG v. Democratic Socialist Republic of Sri Lanka, ICSID Case No. ARB/09/2, Award, § 295 (October 31,

2012) (hereinafter: Deutsche Bank v. Sri Lanka) https://www.italaw.com/cases/1745; Saba Fakes v. Republic of Turkey, ICSID

Case No. ARB/07/20, Award, §§ 108–113 (April 26, 2008), https://www.italaw.com/cases/429; Victor Pey Casado and

President Allende Found. v. Republic of Chile, ICSID Case No. ARB/98/2, Award, §§ 231–2 (May 8, 2008) (hereinafter: Pey

Casado v. Chile), https://www.italaw.com/cases/829.

52Deutsche Bank v. Sri Lanka, § 306.

53VCLT Article 31(1).

54The temporal length of patents and copyrights are limited to a certain number of years beyond which renewal is not

possible, whereas trademarks can be renewed indefinitely.

55Even an IPR granted by the appropriate authority, which is then presumed valid, can be contingent on the decisions of

the court.

56Investing in the creation of IP and competing in the market with that IP necessarily implies the risk of potential business

losses.

57Philip Morris v. Uruguay, §§ 1–8.

58Id., §§ 180–182.

59Id., §§ 199–200.

60Id., § 201.

61Like one‐off commercial transactions. Id., §§ 202–203.

62Id., § 204.

63Id., § 206.

64Id., § 207.

65Pey Casado v. Chile.

66Philip Morris v. Uruguay, § 208.

67“Applying that analysis, however, the Tribunal sees no basis for concluding that the Claimants' long‐term, substantial

activities in Uruguay do not qualify as “investments” under the BIT and the ICSID Convention.” Id., § 209.

68Bridgestone v. Panama, § 1; United States‐Panama Trade Promotion Agreement, Pan.‐U.S., June 28, 2007 (hereinafter

US‐Panama TPA), https://ustr.gov/trade-agreements/free-trade-agreements/panama-tpa/final-text.

69Bridgestone v. Panama, §§ 1, 4, 5.

70Bridgestone sent out a cees‐and‐desist letter during the course of the proceedings to which the competitor complied and

stopped selling the product bearing the contested trademark. Once the opposition ended favorably for the competitor it

counter‐sued and asked for compensatory damages for the time it suspended its activities. Id., § 43.

71Id., §§ 54–59.

72Id., §§ 64–67.

73Aside from the ratione materiae objection, Panama objected on the grounds that the dispute does not arise of out the

investment, that Bridgestone cannot be an investor under the US—Panama TPA, that their claim constitutes an abuse of

process and that parts of Bridgestone's claims are out of the territorial scope of the US—Panama TPA. Id., §§ 27, 37, 41–43,

45, 49.

74Id., § 160.

75Referring to the Article 10.29 of the US‐Panama TPA, Id., § 164.

76Id., at § 165.
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77Id., at § 158.

78Id., at § 166.

79Id., at § 167–168.

80Id., at § 169.

81US—Panama TPA, Article 10.29.

82The preceding part of the Tribunal's analysis provided a theoretical/hypothetical view of trademarks as investments.

83A negative right is a right whose main purpose is to prevent third parties from using the object of the right. It does not

necessarily guarantee that the object of the right can be indiscriminately used by the rightsholder. “The owner of a

registered trademark shall have the exclusive right to prevent all third parties not having the owner's consent from using in

the course of trade identical or similar signs for goods or services which are identical or similar to those in respect of which

the trademark is registered where such use would result in a likelihood of confusion” TRIPS, Article 16 TRIPS.

84Bridgestone v. Panama, § 171.

85Id., § 172.

86Indirectly rounding of the Salini test as well.

87Bridgestone v. Panama, § 173.

88Bridgestone v. Panama, § 165; Philip Morris v. Uruguay, §§ 204, 206.

89Philip Morris v. Uruguay, §§ 207–208.

90“So far as the Tribunal is aware, this is the first case in which it has been necessary to analyse the different types of

investments that can arise in relation to trademarks.” Id., at § 222.

91ICSID Convention Preamble and TRIPS, Articles 7 & 8.

92The Tribunal questioned the legal basis of Salini and noted the unsurmountable complications for the economic devel-

opment factor analysis. Philip Morris v. Uruguay, §§ 202–204, 207.

93Id., § 207.

94See section of this article “2. Intellectual Property, Foreign Direct Investment and Economic Development.”

95Bridgestone v. Panama, §§125–128.

96Philip Morris v. Uruguay, §§180–182.

97Bridgestone v. Panama, § 135.

98Philip Morris v. Uruguay, § 183.

99Philip Morris v. Uruguay, § 209.

100It should be noted that the way parties argued the issue of jurisdiction and trademarks as investments was vastly

different in the two cases. The notable differences in the nature of Philip Morris' and Bridgestone's activities played into

the way how the Tribunals treated the trademarks as investments.

101Bridgestone v. Panama, § 172. Dreyfuss and Frankel (2018, p. 408) share and elaborate this position: “The mere ac-

quisition of local IP rights does not fulfil the goals of these agreements. What does further them is investment in local

enterprises such as laboratories, experimental farms, printing presses, studios, and factories. These give rise to domestic

employment and training opportunities and thus enhance development.”

102ICSID Convention Preamble and TRIPS Articles 7 & 8, supra note 4; See section of this article “2. Intellectual Property,

Foreign Direct Investment and Economic Development.”

103Philip Morris v. Uruguay, § 207.

104What the Philip Morris Tribunal alluded to when mentioning “a wide spectrum of reasonable opinions” Id.

105“When international investment arbitration tribunals engage in cross‐treaty interpretation, they interpret the governing

treaty in light of other international investment treaties and prior arbitral decisions interpreting those other treaties”

Referencing the work of Stephan Schill.

106On the one hand, one can easily side with Uruguay and accept their bottom line “argument which rested on the fact that

smoking eventually brings net economic losses to a society. On the other hand, one cannot deny that Philip Morris did in

fact engage in economic activity which generated jobs, income, taxes and so forth. Philip Morris v. Uruguay, §§ 180–2, 208.

107As derived from case law by Garcia‐Bolivar (2011, p. 603).
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108Bridgestone v. Panama, §§ 171–173.

109Philip Morris v. Uruguay, § 207.

110The ease of copying, the incentive protection rational or the protracted use of licensing are present for all of the

major IPRs.

111As has been the case for Salini. See section of this article “4.1. Salini test.”

112For example, the economic and legal workings behind the publishing of academic journals and the production of

computer software are notably different although both industries rely on copyright protection.

113Patents are only subject to limited rights limitations in prescribed cases of compulsory licenses.

114The Tribunal held that there is no real obstacle for a simple sale of an imported product bearing the mark to be

considered an investment, as they consider this an exploitation of the right which consequently confers investment

protection. Bridgestone v. Panama, §§ 175–177.

115Tribunal held that the notion of investment should exclude one‐off commercial transactions which one can easily

imagine being a sale of a trademarked good Philip Morris v. Uruguay, §§ 202–203.

116Confirming the position of Dreyfuss & Frankel. Bridgestone v. Panama, § 171.

117“In sum, the people of developing countries are impacted by cartels and monopolistic practices. These practices include

those that raise consumer prices and input prices to their businesses, which exclude or build hurdles to their outputs, and

foreclose domestic suppliers. They do so by all means: coercive practices such as boycotts, covenants not to compete, price

manipulation, and predation. They shore up their power to do so by mergers. Anticompetitive practices are rife in areas of

physical and business necessity, such as milk, soft drinks, beer, chicken, sugar, cotton, paper, aluminum [sic], steel, chemicals

(for fertilizer), telecommunications including mobile services, cement and other construction materials, transportation

including trucking, shipping, and port access, industrial gases, banking, insurance, coal and electricity. Many of the practices

are local, many are facilitated by the government, and many others are offshore, resulting in inbound restraints.”

Concluding a section of the article devoted to dominance abusive practices in the developing world.

118See note 93.

119“[I]nclude not only the essential function of the trade mark, which is to guarantee to consumers the origin of the goods

or services, but also its other functions, in particular that of guaranteeing the quality of the goods or services in question

and those of communication, investment or advertising.” Case C‐487/07—L'Oréal v. Bellure, § 58, 2009 E.C.R. I‐05185.
120Bridgestone v. Panama, § 198.

121See section of this article “4.1. Salini test.”

122US‐Panama TPA, Article 10.29.

123The enterprise mode of an investment which envisages the IPR grouped with other assets is discussed by Correa and

Vinuales in more detail (2016, pp. 108–109).
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