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Abstract

Inrecent decades, foreign investment has evolved from a purely profit-driven approach toward the integration

of non-financial requirements into investment decision-making. The main issue addressed in this study is
that, within the traditional legal and economic framework, compliance with environmental, social, and
governance (ESG) standards is often regarded as a constraint on profitability and an additional cost, whereas
neglecting these requirements may lead to creeping expropriation, violations of the fair and equitable
treatment (FET) standard, and increased political and legal risks. The main research question is how non-
financial requirements influence the reciprocal rights and obligations of host states and foreign investors, and
whether they enhance investment efficiency from an economic perspective.

The study adopts a descriptive-analytical approach combined with quantitative econometric analysis. In
the quantitative section, the Technique for Order Preference by Similarity to an Ideal Solution (TOPSIS) is
employed as a multi-criteria decision-making method. The study examines the role and necessity of non-
financial requirements, particularly environmental, social, and corporate governance (ESG) criteria, within
the legal framework governing foreign investment.

The findings indicate that, contrary to the traditional view that considers these requirements merely as
compliance costs, they function as effective mechanisms for internalizing externalities and correcting market
failures. From a legal perspective, the study analyzes the evolution of international legal instruments toward
binding treaty obligations and examines the status of these requirements in Iranian law within the framework
of public economic order and Article 50 of the Constitution. Finally, the TOPSIS analysis demonstrates
that investment projects committed to non-financial requirements achieve higher economic efficiency than
conventional investments by reducing political and legal risks while ensuring long-term profitability.

sadeghilaw@ut.ac.ir JEL Classification: K12,K32,F21

Keywords: Foreign Investment, Non-Financial Requirements, Economic Analysis of Law, Environment, Social Issues,
Corporate Governance, Economic Efficiency.
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1. Optimal Risk Allocation
2. EIA (Environmental Impact Assessment)

3. Reduction of Transaction Costs

W D | oo | o A58t 3 8 5



P ‘..\j@ b oyl g 0,510 ase (5yls ghlasl ax ails po (bl s oo 1alS]) coahad sue
D90 0 plal LI (6 )Ia8 e ps a5 060 o 00l (5y5l0 L oIS 4y (6,168 3N
'edbcusdbablic Jo! =
3g3 adlie ol gl Sledbl o)las pac b sols)l,3 slads 5l solatlsgu e dbois s
Sl slaansa iolidls slezel ol 5oyl 51 bL censas 4 jomie by (ol 00 Sk ol 40
{oler ( Bolo)ogis o
dg Judo ar Joe jo Lol S ooliswl SL (655L8 51 el oo dgrie 395 010,118 ;5 (6,135 Loy
aye Lol (oo oo yialidl]) 093 Sgus s 18 .05 0 0500 SOl s sauSosgll o s, 5l S50 oyllas
CuiS sl o Wilgs ) Sledbol ()l pae Lo 4 lie cdgo oS oo e dasl> s, jagﬂ
5 053] et AN Ll I 551,15 ol 5k i 4 5l (45 5T, 550
aiald o gl Jaras sla) gl slol 5 ((conl Sleladl g laaslows «0,8 jLacsl Hle o)byo ¥l
Cawd J L dayyz> 9 050 0 S sy 4 il oS Wlo e A8 Ale s .0 0 Sgusma |y dbis B
Db oo srall wldb s s s, gl ol 0555 plnlo o)l oo a4l (hl asess jo 9) jlael (yols
T S oyblio Lol u
Sleags sy hie glavely Jwl5 Joss pae Jdoas By b S aS a0 F) siley (SN0, bl
{oles ¢ Bolo)al oo ialdl o)lus L aSols £485 Jlaxmlass j0.005 oo (g l00g3 ¥ bl
b e i Bl (_goms Slge cais No)  dasoocongy 55l ST ils oo 2y 5135 aLe s S
Gyl SL e 5l cisu b asS sod lilxe JolS sk 4,,|)5|¢YL0.;'_>|6L1.¢J|O,::,56..,L3M Sllaxde 4y ax g5k
oSS (sl Sl 59y I Sler Sl (S 05l IS ale s g (ol )0 S 0 L5,
Oyl Bgdino by e Eodgius dany aile) (Jlo (sloyanai il as plilo 5y oo (g pttin Sy 5 35l
il gy Sl Sl gt (UL sl o2 5 (St iz st 5 (S5
2o o plol]) asl Ko wleladl ol 51 188ale s 5 b g0 yialS BIST o boloes ol (mis .05 oo
'S S il gy Jol =
Jozsias Jole 0,5 loly x5l S50 - A g0 uSiaie e Jlad S bl ceod ;o Ll Nl o
(ole Bolo)asS Bl |y ol 393 (sLa (6 Smaenai ;5 45 50k 4 dLaaie o

1. Opportunism
2. Moral Hazard

3. Internalization of Externalities
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