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Abstract: As global sustainable development concepts continue to gain traction, the role of
Environmental, Social, and Governance (ESG) factors in investment decisions has become
increasingly prominent, particularly in cross-border investment. Companies, when making
cross-border investment decisions, now consider not only traditional financial returns but
also the ESG environment of the host country and their own ESG performance. This study
explores the mechanisms through which ESG factors influence cross-border investment
decisions by reviewing literature, constructing a theoretical model, conducting empirical
analysis, and carrying out case studies. The study examines how ESG factors impact
investment decisions through channels such as corporate reputation, risk management,
resource acquisition, and strategic positioning. Through the analysis of global corporate
ESG scores, cross-border investment data, and macroeconomic environments, this paper
reveals that good ESG performance can enhance a company's attractiveness for cross-
border investment, reduce investment risks, and improve investment returns. Additionally,
the study highlights that the ESG environment in different regions and industries
significantly affects cross-border investment decisions. The findings provide a theoretical
foundation for companies to effectively integrate ESG factors into their cross-border
investment strategies and offer practical guidance for governments and regulators to
optimize policies.
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1. Introduction

With the deepening global emphasis on sustainable development concepts, especially the rise of
the domestic dual-carbon economy, the importance of Environmental, Social, and Governance
(ESG) factors in investment decisions has become increasingly prominent [1-3]. Investors are not
only concerned with financial returns but also pay greater attention to a company's performance in
environmental protection, social responsibility, and corporate governance [4]. This trend has been
widely recognized and embraced globally, exerting a profound impact on cross-border investment
decisions (as shown in the literature review analysis in Figure 1). According to the Global
Sustainable Investment Alliance (GSIA) report, by 2020, the total global sustainable investment had
reached $35.3 trillion, accounting for 36% of the total assets under management worldwide [5].
This data indicates that sustainable investment has moved from the periphery to the mainstream,
becoming a significant force influencing global capital flows. The United Nations' launch of the
"Principles for Responsible Investment” (PRI) in 2006 further promoted the dissemination and
implementation of ESG concepts among global investors [6].

In the field of cross-border investment, the influence of ESG factors is more complex and
multifaceted. On one hand, investors need to consider the host country's environmental regulations,
social culture, and governance structures, which directly affect the feasibility and expected returns
of investment projects [7]. For example, stringent environmental regulations may increase
compliance costs but can also enhance a company's social image and long-term competitiveness.
On the other hand, a company's ESG performance can affect its reputation and brand value in the
international market, thereby influencing its financing capabilities and investment opportunities [8].
For emerging markets and developing countries, the importance of ESG factors is increasingly
evident. Some countries have imperfect regulations and practices in environmental protection, labor
rights, and corporate governance, introducing uncertainties and risks to cross-border investments [9].
Meanwhile, the international community has higher expectations and demands for companies' ESG
performance in these countries. For instance, if a company causes environmental pollution or
violates labor rights in the host country, it may face condemnation and sanctions from the
international community, severely impacting its global reputation and market position [10].

With the advancement of the "Belt and Road" initiative, the scale of Chinese enterprises' cross-
border investments has grown rapidly. However, some companies have encountered legal disputes,
social protests, and reputational losses in overseas investments due to neglecting ESG factors [11].
For example, certain investment projects in Africa and Southeast Asia were forced to halt due to
environmental damage and labor disputes, resulting in significant losses for the companies. This
underscores the importance of ESG factors in cross-border investment decisions.

It is evident that current research on how ESG factors specifically affect cross-border investment
decisions remains limited. Most studies focus on the impact of ESG on corporate financial
performance or domestic investments, with relatively less exploration in the field of cross-border
investments [12-13]. This study aims to fill this research gap by deeply investigating the
mechanisms and extent of ESG factors' impact on cross-border investment decisions. Theoretically,
by incorporating ESG factors into the analytical framework of cross-border investment decisions,
the study enriches and expands traditional international investment theories, providing new
perspectives for understanding modern investors' behavior patterns and helping to fill existing
research gaps. Practically, this research can help companies more comprehensively assess and
manage ESG risks, formulate more effective cross-border investment strategies, and enhance their
competitiveness in the international market. Simultaneously, it provides theoretical support for
governments and regulatory bodies to improve relevant policies and regulations, create a favorable



investment environment, and attract high-quality cross-border investments. Socially, this study
contributes to promoting companies to practice sustainable development concepts globally, fulfill
environmental protection and social responsibilities, and promote the coordinated development of
the economy, society, and environment, aligning with global sustainable development trends and
requirements.
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Figure 1: Literature Review Analysis.
2. Literature Review

In recent years, Environmental, Social, and Governance (ESG) factors have been increasingly
important in the global investment field, becoming a focal point for both academia and industry (as
shown in the cross-national institutional analysis in Figure 2). With the deepening of sustainable
development concepts, the impact of ESG factors on cross-border investment decisions has become
a frontier and hot spot in research. Key areas of focus include the definition and measurement of
ESG factors, their impact on investor behavior, the relationship between ESG factors and cross-
border investment decisions, and the shortcomings of existing studies.

ESG factors encompass a company's overall performance in environmental protection, social
responsibility, and corporate governance. Major international rating agencies such as MSCI,
Sustainalytics, and the Dow Jones Sustainability Index have established ESG rating systems to
provide investors with standardized tools for assessing corporate ESG performance [14]. In recent
years, with the development of big data and artificial intelligence technologies, the acquisition and
analysis of ESG data have become more precise and real-time. For example, Li Ming et al. (2022)
proposed an ESG evaluation model based on machine learning, improving the objectivity and
timeliness of ESG scoring [15].

An increasing number of studies indicate that investors are incorporating ESG factors into their
investment decision-making processes. Larry Fink, CEO of BlackRock—one of the world's largest
asset management companies—emphasized in his 2020 letter to shareholders that ESG factors will
become central to long-term value creation for companies [16]. Academic research supports this
view as well. Zhang Hua (2021), through a survey of global investors, found that over 70% of
institutional investors consider ESG factors in their investment decisions, with environmental and
corporate governance factors being particularly important [17].

In the field of cross-border investment, the influence of ESG factors is becoming increasingly
prominent (as shown in the analysis of related research publication volumes in Figure 3). On one
hand, when selecting investment destinations, companies need to evaluate the host country's ESG
environment—including the strictness of environmental regulations, social stability, and the level of
corporate governance. These factors directly affect the risks and returns of investment projects.
Wang Qiang (2022) found that countries with strong ESG environments are more capable of
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attracting high-quality foreign direct investment (FDI) because investors perceive lower investment
risks and more stable market prospects in these countries [18]. On the other hand, a company's own
ESG performance also affects its cross-border investment strategies and outcomes. Liu Yang's
(2023) empirical study showed that companies with excellent ESG performance are more
competitive in overseas markets, can gain support from local governments and societies, and reduce
operational risks [19]. Additionally, these companies are more favored by international investors
during financing, resulting in relatively lower financing costs.
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Figure 2: Analysis of Cross-Border Investment Research Institutions.
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Figure 3: Analysis of Related Research Publication VVolumes.

The development of emerging technologies has brought revolutionary changes to the
transparency and accessibility of ESG information. The application of blockchain technology
allows for the traceability of environmental and social impacts within supply chains, enhancing the
reliability of ESG information. Chen Lei (2023) proposed that blockchain technology can be used to
build platforms for corporate ESG information disclosure, strengthening investors' confidence in a
company's ESG performance [20]. Artificial intelligence and big data analytics have also provided
new tools for ESG risk assessment, helping investors to more accurately predict and manage ESG-
related risks.

Despite a large number of studies focusing on the impact of ESG factors on investment decisions,
there is still insufficient research in the field of cross-border investment:
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Lack of in-depth research on impact mechanisms: Current studies mostly concentrate on the
correlation analysis between ESG factors and investment outcomes, lacking deep exploration of the
impact mechanisms. Further research is needed on how ESG factors influence cross-border
investment decisions by affecting corporate reputation, risk management, and strategic positioning.

Insufficient research on regional and industry differences: Significant differences exist in
ESG environments and requirements across different regions and industries. Existing studies pay
inadequate attention to the impact of these differences. In-depth analyses targeting specific regions
(such as emerging markets) and industries (like energy and technology) are necessary.

Inadequate research on dynamic changes: Both ESG factors and the cross-border investment
environment are dynamically changing, influenced by global political, economic, and social events.
There is a need to construct dynamic models to study the long-term impact of ESG factors on cross-
border investment decisions.

3. Research Methodology

The study will adopt a mixed research method combining qualitative and quantitative approaches,
integrating theoretical construction and empirical testing to deeply explore the mechanisms and
extent of the impact of ESG factors on cross-border investment decisions. The specific research
methods are as follows:

1)Literature Review

Sort and analyze domestic and international research related to ESG factors and cross-border
investment decisions to provide a solid theoretical foundation and research framework for the study.
Retrieve keywords such as "ESG factors,” "cross-border investment,” "Foreign Direct Investment
(FDI)," and "sustainable development investment" from databases like CNKI, Web of Science,
Scopus, and EBSCO to obtain major research literature from the past five years. Then, classify and
organize these literatures according to research topics, methods, and conclusions, summarizing the
main viewpoints and shortcomings of existing studies. On this basis, combine institutional theory,
strategic management theory, and sustainable development theory to construct a theoretical model
of ESG factors influencing cross-border investment decisions.

2)Construction of Theoretical Model

Establish a theoretical framework of how ESG factors affect cross-border investment decisions,
clarifying the mechanisms and hypotheses. Based on theories and literature, identify key variables,
including corporate ESG performance, cross-border investment decisions (such as investment scale,
choice of investment regions), corporate characteristics (size, industry), and external environmental
factors (host country's ESG environment, institutional quality, etc.). We will explain how ESG
factors influence cross-border investment decisions through pathways such as corporate reputation,
risk management, resource acquisition, and strategic positioning, propose corresponding theoretical
hypotheses, and draw theoretical framework diagrams to clarify the relationships between variables,
providing a basis for empirical analysis.

3)Empirical Validation

Conduct data collection and processing, model building, and empirical analysis. Data Collection:
Obtain corporate ESG score data from globally authoritative ESG rating agencies (such as MSClI,
Refinitiv, Bloomberg) to ensure data reliability and international comparability. Use databases from
institutions like the United Nations Conference on Trade and Development (UNCTAD) and the
World Bank to acquire data on corporate cross-border investment activities, including investment
amounts, destinations, methods, etc. Obtain corporate financial indicators and basic information
from annual reports, Bloomberg databases, Wind databases, etc. Collect macroeconomic indicators
of host countries, ESG environmental indicators (such as Environmental Performance Index [EPI],
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Global Governance Index [GGI]), institutional quality, and other data. Sample Selection: Choose
data from the past five to ten years to ensure the timeliness of the research. Select listed companies
with cross-border investment activities, covering different countries and industries to enhance
sample representativeness. Data Processing: Clean the data, eliminating samples with severe
missing data or outliers to ensure data quality. Clarify the calculation methods and units of each
variable, and appropriately standardize or log-transform continuous variables.

Model Building and Analysis: Employ econometric methods to establish regression models
between cross-border investment decisions and corporate ESG performance. Since the data have
both time and individual dimensions, use fixed effects or random effects models to control for
unobservable individual characteristics. To address possible endogeneity issues, select appropriate
instrumental variables, such as the average ESG score of the industry in which the company
operates. Test the robustness of the results by changing models, variables, or estimation methods.

Additional Analyses: Conduct grouped regression and difference analysis by grouping samples
according to the development level and institutional environment of investment destinations to
compare differences in the impact of ESG factors across regions. Group samples based on the
environmental sensitivity of industries to analyze the impact of ESG factors in different sectors.
Test whether corporate reputation and risk management capabilities mediate the relationship
between ESG factors and cross-border investment decisions. Analyze whether external
environmental factors moderate the impact of ESG factors on cross-border investment decisions.

4) Case Studies

Through in-depth case analysis, verify the conclusions of the empirical research and reveal the
specific processes and details of how ESG factors influence cross-border investment decisions.

Case Selection: Choose companies with excellent ESG performance and active cross-border
investment activities. Include companies from different countries and industries to enhance
representativeness.

Data Collection: Gather public information such as corporate annual reports, ESG reports, news
articles, and industry research reports. Conduct in-depth interviews when necessary to obtain first-
hand data.

Analysis: Provide detailed descriptions of the companies' ESG practices and cross-border
investment decision-making processes. Analyze how ESG factors influence decision-making stages
such as investment motivations, destination selection, and risk management. Compare different
cases to identify commonalities and differences. Summarize patterns and draw conclusions.
Introduction of Emerging Technologies Utilize big data analysis technologies to obtain more
comprehensive ESG information and improve analytical accuracy.

Data Enhancement: Crawl unstructured data from social media, news reports, regulatory
documents. Use text analysis and sentiment analysis techniques to extract ESG-related information.

Advanced Modeling: Employ machine learning algorithms to enhance the model's predictive
capabilities. Capture complex nonlinear relationships between variables.

Blockchain Application: Explore the potential of blockchain technology in enhancing the
transparency and credibility of ESG information. Provide technical references for companies and
investors.

4. Conclusions

The study demonstrates that ESG factors have a significant impact on cross-border investment
decisions. First, strong ESG performance enhances a company's international reputation and brand
value, thereby increasing its attractiveness to investment destinations. Second, ESG performance
influences cross-border investment decisions through mechanisms such as risk management,
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resource acquisition, and strategic positioning. In terms of risk management, companies with strong
ESG performance can better identify and mitigate environmental and social risks, reducing
investment uncertainty and potential losses. In terms of strategic positioning, companies focusing
on social responsibility and environmental protection can build long-term, stable investment
relationships in host countries, gaining support from governments and societies. Moreover, the
study emphasizes that regional and industry differences are crucial in shaping the impact of ESG
factors on cross-border investment decisions. The political, economic, and social environment in
different regions directly affects the effectiveness of ESG factors, particularly in emerging markets
and developing countries, where ESG considerations are more critical. Finally, the study suggests
that the advancement of emerging technologies such as blockchain, big data, and artificial
intelligence will further enhance the transparency and reliability of ESG information, providing
investors with more precise decision-making tools. Overall, ESG factors have become an
indispensable consideration in cross-border investment decisions, and companies must place greater
emphasis on identifying and managing ESG risks to enhance their international competitiveness and
sustainable development capabilities.
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