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Policy Brief: Responses of FDI to Geopolitical Risks: The Role of Governance,
Information, and Technology

Highlights

- Geopolitical risks significantly impact foreign direct investment (FDI) by increasing
uncertainty and transaction costs.

- Effective governance, robust information networks, and technological innovation
enhance FDI resilience to geopolitical challenges.

- Policymakers must focus on governance quality, leveraging cultural and commercial
ties, and fostering R&D-driven industries.

Summary

The paper "Responses of FDI to geopolitical risks: The role of governance, information,
and technology" examines the complex relationship between geopolitical risks and FDI.
Good governance, effective information dissemination, and technological innovation play
pivotal roles in mitigating the adverse effects of geopolitical uncertainties on FDI
decisions. Policymakers are urged to adopt strategies that enhance governance,
information networks, and innovation ecosystems to sustain FDI inflows in volatile
geopolitical contexts.

What’s the Issue?

Geopolitical risks, such as conflicts or political instability, create uncertainties that disrupt
FDI by increasing transaction costs and resource allocation distortions. This impacts
both the quantity and quality of FDI projects. Multinational corporations (MNCs) must
adapt their strategies to navigate such risks, while policymakers must address
governance and informational gaps to retain investor confidence.

Why Is This Important?

Addressing geopolitical risks is crucial to:

- Enhance economic stability and growth through sustained FDI inflows.

- Protect investments against risks associated with political and economic instability.
- Foster innovation and technology development to improve resilience.

By understanding and leveraging governance, information, and technology,
policymakers can create a stable and attractive environment for FDI.

What Should Policymakers Do?
Policymakers should adopt the following strategies to enhance FDI resilience to
geopolitical risks:

1. Promote Good Governance: Improve regulatory quality, government
effectiveness, and control of corruption to create a predictable policy
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environment. Strengthen institutions to safeguard property rights and ensure
contract enforcement.

2. Harness Information Networks: Leverage geographic, cultural, and commercial
ties to enhance risk assessment and decision-making for MNCs. Encourage the
establishment of commercial networks and business councils to foster mutual
understanding between investors and host countries.

3. Support Technological Innovation: Invest in R&D and promote innovation
through tax incentives, grants, and funding for high-tech industries. Build a robust
ecosystem that supports education, research institutions, and infrastructure
development for resilient FDI.

4. Adapt to Geopolitical Dynamics: Remain proactive in adjusting policies to
evolving geopolitical conditions. Form strategic alliances and trade agreements
to provide secure and predictable investment environments.

5. Encourage Strategic Alliances: Collaborate with international organisations
and private associations to create consistent regulatory frameworks for managing
geopolitical risks effectively.
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