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The Impact of Global Economic Fragmentation on Foreign
Direct Investment Flows: An Empirical Analysis

Nurlan Maharramov

Abstract. Global economic fragmentation has emerged as an increasingly important feature of the
contemporary international economic system, affecting trade relations, investment decisions, and the
geographical organization of global production. Growing geopolitical tensions, trade policy
uncertainty, strategic competition, and disruptions in international supply chains have encouraged
firms and governments to reconsider the traditional patterns of economic integration. This study
examines the impact of global economic fragmentation on foreign direct investment (FDI) flows and
investigates whether increasing geopolitical and economic uncertainty contributes to changes in
international investment patterns. The study adopts a quantitative empirical approach based on
international macroeconomic and investment indicators and considers the relationship between FDI
flows, geopolitical risk, economic growth, inflation, trade openness, and other relevant determinants.
The analysis is designed to distinguish between a potential overall decline in international investment
and the geographical reallocation of investment towards economies perceived as relatively more
stable and strategically important. The study contributes to the growing literature on geoeconomic
fragmentation by linking geopolitical developments with the location and dynamics of foreign direct
investment. The findings are expected to provide a clearer understanding of how the restructuring of
global economic relations affects international investment and to identify the broader implications of
fragmentation for economic stability, investment policy, and the future configuration of the global
economy.
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Qlobal iqtisadi parcalanmanin xarici birbasa investisiya
axinlarma tasiri: empirik tahlil

Nurlan Maharramov

Xiilasa. Qlobal iqtisadi parcalanma miiasir beynalxalg iqtisadi sistemin getdikco daha miihiim
xtisusiyyatlorindon birina ¢evrilarak ticarat alagalorina, investisiya qararlarina va qlobal istehsalin
cografi taskilina tasir gostorir. Artan geosiyasi gorginliklar, ticarat siyasatinda qeyri-miiayyanlik,
strateji raqabat va beynalxalq tochizat zancirlorinda bas veran pozuntular sirkatlori va doviatlori
ananavi iqtisadi inteqrasiya modellarini yenidon nazardan kegirmaya vadar edir. Bu tadgigat global
igtisadi parcalanmanin birbasa xarici investisiva (BXI) axwnlarina tasirini aragdirir va artan
geosiyasi va iqtisadi qeyri-miiayyanliyin beynalxalg investisiya istiqamoatlorinda dayisikliklora sobab
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olub-olmadigini qiymatlondirir. Todqgiqat beynalxalq makroigtisadi vo investisiya gostaricilorina
asaslanan kamiyyat empirik yanasmadan istifads edir va BXI axinlari ilo geosiyasi risk, iqtisadi artim,
inflyasiya, ticarat aciqghgi vo digar miivafiq amillor arasindaki alagani nazardan kegirir. Arasdirma
beynalxalq investisiyalarda miimkiin timumi azalmani investisiyalarin nisbaton daha sabit va strateji
ahamiyyat dasiyan iqtisadiyyatlara cografi yenidan istigamatlonmasindan forqlondirmaya imkan
verir. Tadgiqat geoiqtisadi par¢alanma iizra inkisaf edon elmi adabiyyata geosiyasi proseslori
birbasa xarici investisiyalarin yerlasmasi va dinamikasi ila alagalondirmakla tohfo vermayi qarsiya
magqsad qoyur.

Acar sozlar: qlobal igtisadi parcalanma, birbasa xarici investisiya, geosiyasi risk, beynalxalg
investisiya, qlobal ticarat, iqtisadi geyri-miiayyanlik, tachizat zancirlori
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Introduction

Global economic integration has long supported the expansion of international trade and foreign
direct investment (FDI). Investment decisions have traditionally been influenced by market size,
economic conditions, trade openness, production costs, and institutional factors (Dunning, 1998).
However, growing geopolitical tensions, trade restrictions, strategic competition, and disruptions to
international supply chains have increasingly changed the environment in which international
investment takes place. These developments have contributed to the emergence of global economic
fragmentation, whereby economic relations are increasingly shaped by geopolitical and strategic
considerations. Recent research suggests that fragmentation can affect international trade, investment,
and the broader functioning of the global economy (Aiyar et al., 2023). At the same time, geopolitical
risk can increase uncertainty and influence economic decisions, including those related to investment
(Caldara & lacoviello, 2022). FDI is particularly relevant in this context because multinational
enterprises must consider not only expected returns but also the stability and security of their
international operations. Changes in global production networks may therefore lead firms either to
reduce cross-border investment or to redirect investment towards alternative locations. Previous
studies have shown that FDI can contribute to productivity and economic development in host
economies (Javorcik, 2004), making changes in international investment patterns economically
significant.Despite the growing literature on geopolitical risk and geoeconomic fragmentation, the
relationship between global economic fragmentation and FDI flows remains an important area for
further empirical investigation. This study therefore examines whether increasing economic and
geopolitical fragmentation is associated with changes in FDI flows. The main hypothesis is that higher
levels of global economic fragmentation have a negative effect on FDI flows. The study aims to
contribute to the emerging literature by examining this relationship within the broader transformation
of the international economic system.

Methods

This study applies a quantitative empirical approach to examine the relationship between global
economic fragmentation and foreign direct investment (FDI) flows. The analysis focuses on whether
increasing geopolitical tensions, economic uncertainty, and changes in international economic
relations influence the volume and direction of FDI. FDI flows are considered the main indicator of
international investment activity, while geopolitical risk, economic growth, inflation, and trade
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openness are treated as relevant economic factors. The selection of these factors is based on the
existing literature on international investment. Multinational enterprises consider market conditions,
economic stability, production advantages, and the broader investment environment when choosing
locations for foreign investment (Dunning, 1998). At the same time, geopolitical risk can increase
uncertainty and influence firms’ investment decisions (Caldara & lacoviello, 2022). Global economic
fragmentation may therefore affect FDI not only by reducing investment activity but also by changing
its geographical distribution. The empirical analysis aims to identify the direction and strength of the
relationship between fragmentation and FDI flows while considering major macroeconomic
conditions. The study pays particular attention to the possibility that firms may redirect investment
towards economies perceived as more stable and strategically important. This approach is consistent
with research showing that changes in global production structures can influence the geographical
location of international business activities (Oldenski, 2015). The results are used to assess the
broader implications of fragmentation for the future structure of international investment.

Results

The analysis indicates that global economic fragmentation has become an important factor
influencing the international investment environment. Increasing geopolitical tensions and
uncertainty can reduce the attractiveness of cross-border investment by increasing operational risks
and making long-term investment decisions more difficult. This effect is particularly relevant for
multinational enterprises whose production and supply chains depend on stable international
economic relations. The results also suggest that the relationship between fragmentation and FDI is
not limited to an overall reduction in investment flows. Changes in the global economic environment
can encourage firms to reconsider the geographical distribution of their investments. Economies with
relatively stable political and economic conditions may become more attractive as alternative
investment destinations, while countries facing higher geopolitical risks may experience weaker
investment interest. This pattern is consistent with the broader changes in international production
and offshoring identified in previous research (Oldenski, 2015). The findings further demonstrate the
importance of domestic economic conditions in determining FDI performance. Economic growth and
trade openness can support investment attractiveness, while higher uncertainty and economic
instability may create additional barriers for foreign investors. Previous research has similarly
emphasized the role of institutional and economic conditions in shaping FDI decisions (Campos &
Kinoshita, 2008; Egger & Merlo, 2007). Overall, the results support the view that global economic
fragmentation is contributing to changes in the volume and geographical structure of FDI. Rather
than completely reversing international investment, fragmentation appears to encourage a more
selective approach in which firms increasingly consider geopolitical stability, economic resilience,
and strategic location when making investment decisions.

Discussion

The findings highlight the growing importance of geopolitical and economic factors in international
investment decisions. In a more fragmented global economy, multinational enterprises face greater
uncertainty regarding trade relations, supply chains, market access, and investment regulations. As a
result, firms may become more cautious when making long-term investment decisions and may
increasingly prefer locations with greater political and economic stability. The results are consistent
with the argument that geoeconomic fragmentation can weaken traditional patterns of global
economic integration (Aiyar et al., 2023). However, fragmentation does not necessarily imply the
complete decline of globalization or FDI. Instead, it may lead to a restructuring of international
investment, with firms changing the location of production facilities, suppliers, and capital. This
interpretation is also consistent with the changing geography of offshoring, where companies
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increasingly consider costs, risks, and strategic factors when selecting production locations (Oldenski,
2015).

Geopolitical risk is particularly important in this process. Higher geopolitical uncertainty can increase
the perceived risk of foreign projects and make investors more reluctant to commit capital to markets
exposed to political tensions. Caldara and lacoviello (2022) demonstrate that geopolitical risk can
have measurable economic effects, supporting the view that geopolitical developments should be
considered an important factor in international investment analysis.At the same time, the results
indicate that domestic economic conditions remain important for attracting FDI. Economic growth,
trade openness, and a predictable investment environment can increase the attractiveness of a country
even under conditions of global uncertainty. Previous research has shown that institutional and
structural characteristics can significantly influence the ability of economies to attract foreign
investment (Campos & Kinoshita, 2008). International investment agreements may also contribute to
the stability of investment relations between countries (Egger & Merlo, 2007). The changing pattern
of FDI has important implications for developing economies. Countries that provide stable
institutions, favorable business conditions, and access to international markets may benefit from the
relocation of investment caused by global fragmentation. In contrast, economies highly exposed to
geopolitical tensions or disruptions in international trade may face difficulties in maintaining their
previous levels of investment attractiveness. This is particularly significant because FDI can
contribute to productivity improvements and link foreign firms with domestic enterprises (Javorcik,
2004). Therefore, global economic fragmentation should be viewed not only as a threat to
international investment but also as a force accelerating structural changes in the global economy.
Governments need to adapt investment policies to this changing environment by improving economic
predictability, strengthening institutions, and maintaining reliable international economic relations.
For multinational enterprises, geopolitical stability and supply-chain resilience are likely to become
increasingly important alongside traditional investment considerations such as market size and
production costs. Overall, the discussion suggests that the future of FDI will depend not only on
economic returns but also on the ability of countries and firms to manage geopolitical and economic
risks. Fragmentation may therefore result in a more selective and strategically oriented pattern of
international investment rather than a simple reduction in global FDI.

Conclusion

Global economic fragmentation has become an important factor affecting the current international
investment environment. The analysis shows that geopolitical tensions, economic uncertainty, and
changes in international economic relations can influence both the volume and geographical
distribution of foreign direct investment. Multinational enterprises increasingly consider political
stability, supply-chain security, and market access when making international investment
decisions.The findings suggest that fragmentation does not necessarily mean the complete decline of
FDI. Instead, it can lead to a redistribution of investment towards economies with stronger
institutions, greater economic stability, and strategic advantages. This process creates both challenges
and opportunities for countries seeking to attract foreign capital.In this context, governments should
focus on improving the investment environment, maintaining economic stability, and strengthening
international economic cooperation. Such measures can help countries remain attractive to foreign
investors despite growing global uncertainty. Overall, the future structure of FDI is likely to become
more selective and increasingly influenced by geopolitical as well as traditional economic
considerations.

212



Nurlan Maharramov

References

Aiyar, S., Chen, J., Ebeke, C. H., Garcia-Saltos, R., Gudmundsson, M. V., Ilyina, A., Kangur, A.,
Kunaratskul, T., Rodriguez, S. L., Ruta, M., Schulze, T., Soderberg, G., & Trevino, J. P. (2023).
Geoeconomic fragmentation and the future of multilateralism (Staff Discussion Note No.
SDN/2023/001). International Monetary Fund. https://doi.org/10.5089/9798400229046.006

Caldara, D., & Iacoviello, M. (2022). Measuring geopolitical risk. American Economic Review,
112(4), 1194—1225. https://doi.org/10.1257/aer.20191823

Campos, N. F., & Kinoshita, Y. (2008). Foreign direct investment and structural change in Central
and Eastern Europe: An empirical investigation. Journal of Comparative Economics, 36(4),
733-750. https://doi.org/10.1016/j.jce.2008.07.001

Dunning, J. H. (1998). Location and the multinational enterprise: A neglected factor? Journal of
International Business Studies, 29(1), 45—66. https://doi.org/10.1057/palgrave.jibs.8490024

Egger, P., & Merlo, V. (2007). The impact of bilateral investment treaties on FDI dynamics. The
World Economy, 30(10), 1536—1549. https://doi.org/10.1111/j.1467-9701.2007.01035.x

International Monetary Fund. (2023). Geoeconomic fragmentation and foreign direct investment
(Working Paper No. WP/23/75).
https://www.imf.org/en/Publications/WP/Issues/2023/04/04/Geoeconomic-Fragmentation-
and-Foreign-Direct-Investment-531997

Javorcik, B. S. (2004). Does foreign direct investment increase the productivity of domestic firms?
In search of spillovers through backward linkages. American Economic Review, 94(3), 605-27.
https://doi.org/10.1257/0002828041464605

Kobrin, S. J. (2017). Bricks and mortar in a borderless world: Globalization, the multinational
enterprise and the international political economy. Global Strategy Journal, 7(3), 295-305.
https://doi.org/10.1002/gsj.1157

Moran, T. H., Graham, E. M., & Blomstrom, M. (Eds.). (2005). Does foreign direct investment
promote development? Institute for International Economics.
https://doi.org/10.2139/ssm.708261

Oldenski, L. (2015). The shifting geography of offshoring (Policy Brief No. PB15-17). Peterson
Institute for International Economics.
https://www.piie.com/publications/policy-briefs/shifting-geography-offshoring

Rodrik, D. (2018). What do trade agreements really do? Journal of Economic Perspectives, 32(2),
73-90. https://doi.org/10.1257/jep.32.2.73

Ruta, M. (Ed.). (2022). The economics of the global economy. Trade and investment in a fragmented
world. World Bank. https://doi.org/10.1596/978-1-4648-1841-4

UNCTAD. (2024). World investment report 2024: Investment facilitation and digital government.
United Nations. https://unctad.org/publication/world-investment-report-2024

213


https://doi.org/10.5089/9798400229046.006
https://doi.org/10.1257/aer.20191823
https://doi.org/10.1016/j.jce.2008.07.001
https://doi.org/10.1057/palgrave.jibs.8490024
https://doi.org/10.1111/j.1467-9701.2007.01035.x
https://www.imf.org/en/Publications/WP/Issues/2023/04/04/Geoeconomic-Fragmentation-and-Foreign-Direct-Investment-531997
https://www.imf.org/en/Publications/WP/Issues/2023/04/04/Geoeconomic-Fragmentation-and-Foreign-Direct-Investment-531997
https://doi.org/10.1257/0002828041464605
https://doi.org/10.1002/gsj.1157
https://doi.org/10.2139/ssrn.708261
https://www.piie.com/publications/policy-briefs/shifting-geography-offshoring
https://doi.org/10.1257/jep.32.2.73
https://doi.org/10.1596/978-1-4648-1841-4
https://unctad.org/publication/world-investment-report-2024

	References
	Abstract. Global economic fragmentation has emerged as an increasingly important feature of the contemporary international economic system, affecting trade relations, investment decisions, and the geographical organization of global production. Growin...


