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Despite heightened interest in the role of geopolitics and 
fragmentation for cross-border economic activity, there 
is limited understanding of the potential scarring effects 
of adverse global conditions on foreign direct investment 
(FDI). Accounting for the real-time nature of investor 
decisions, local projection estimates show that adverse 
global growth shocks have scarring effects on FDI project 
announcements for about three years. Beyond the baseline 
finding, the paper offers three novel results: scarring effects 

are more subdued in “safe” countries; projects in “strate-
gic” sectors smooth headline announcement fluctuations 
because they are less sensitive to adverse global growth 
shocks; and geopolitical positioning plays an important role 
in the uneven recovery of FDI announcements. The results 
are robust to a variety of additional exercises, including 
sample adjustments, alternative shock measures and spec-
ifications, and various definitions of institutions, sectors, 
and geopolitical alignment.

This paper is a product of the Prospects Group, Development Economics. It is part of a larger effort by the World Bank to 
provide open access to its research and make a contribution to development policy discussions around the world. Policy 
Research Working Papers are also posted on the Web at http://www.worldbank.org/prwp. The authors may be contacted 
at bgootjes@worldbank.org; hpallan@worldbank.org. A verified reproducibility package for this paper is available at http://
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1. Introduction 

Foreign direct investment (FDI) has long been viewed as one of the more stable forms of 

external finance. Compared with portfolio capital and other cross-border flows, FDI is 

typically seen as less footloose because it is tied to longer-term business decisions and 

physical investment commitments. For that reason, FDI is often expected to be less 

sensitive to short-term turbulence and remain anchored by longer-term considerations. 

Yet recent experience complicates this view. Since the global financial crisis of 2008-09, 

global FDI has fallen sharply relative to world GDP and has proven sensitive to global 

shocks (e.g., IMF 2023; Jardet et al. 2023; Adarov and Pallan 2025). 

Existing work has shown that global forces shape the level and geography of FDI. This 

insight is rooted in the seminal work by Dunning (1998) on multinational enterprises and 

globalization, which emphasized that deeper cross-border integration changes how firms 

organize production across borders and where they choose to invest. Albuquerque et al. 

(2005) provide related empirical evidence, documenting an increasing role for global 

factors as determinants of FDI over the 1980s and 1990s. In the 21st century, recurrent 

global shocks have made this global dimension even more salient, as increasingly 

integrated production networks and investment relationships transmit common 

disturbances across countries. Yet foreign investors do not respond to all global events 

alike. In this paper, we show that what matters for FDI project announcements is not any 

global shock per se—such as a rise in uncertainty, a spike in geopolitical risk, or tighter 

global funding conditions—but the degree to which that shock translates into weaker 

global growth prospects. 

Our findings contribute to a growing literature on the links between global conditions 

and FDI. Recent research has shown that movements in FDI are linked to shifts in 

geopolitical alignment (Aiyar et al. 2024; Grover and Vezina 2025), supply-chain 
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restructuring (Alfaro and Chor 2023; Mulabdic and Nayyar 2024), global financial 

conditions (Bergan et al. 2023), and rising global uncertainty (Jardet, Jude, and Chinn 

2023). These studies have usefully moved the discussion of what drives FDI beyond 

domestic fundamentals and bilateral determinants.2 Still, less is known about a central 

question: when global conditions deteriorate suddenly, are new projects postponed or do 

adverse shocks persistently weaken the foreign investor sentiment reflected in a weaker 

future FDI pipeline?  

This distinction matters for interpreting how global shocks affect FDI. If investments are 

merely delayed, adverse shocks generate temporary volatility: projects are postponed but 

the investment pipeline can recover swiftly. If shocks persistently reduce new investment 

commitments, the consequences lead to scarring effects. A decline in new investment 

intentions in the current year can translate into fewer jobs, weaker technology transfer, 

thinner export linkages, and lower productivity spillovers over time. The key issue is 

therefore not only whether FDI inflows respond to deteriorating global conditions, but 

whether future FDI remains impaired after the initial shock has passed. 

We study this issue by estimating the dynamic response of FDI project announcements 

to adverse global growth shocks using data for 172 countries over 2003-2025.  Our focus 

on project announcements is central to the analysis. Realized FDI inflows are backward-

looking: they record investment implemented today, often reflecting decisions made 

before current (global) conditions changed. They also combine conceptually distinct 

components, including greenfield investment, reinvested earnings, intra-firm lending, 

mergers and acquisitions, and the implementation of earlier commitments. This 

aggregation makes it difficult to distinguish a temporary delay in recorded inflows from 

 
2 Traditional literature on the drivers of FDI has emphasized the importance of market size, institutions, 

trade integration, macroeconomic conditions, human capital, and cultural proximity. See, for example, 

Alfaro et al. (2008), Bénassy-Quéré et al. (2007), Blonigen (2005), Blonigen and Piger (2014), and Noorbakhsh 

et al. (2001).  
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a persistent weakening of new investment intentions. Project announcements, by 

contrast, capture investment plans closer to the moment decisions are made and therefore 

provide a timelier measure of how global shocks affect FDI prospects. 

Measuring these shocks requires a real-time information perspective. Firms make 

investment decisions using the information available at the time, not outcomes observed 

later. Relying on ex-post macroeconomic data can therefore misrepresent the uncertainty 

investors faced: what matters for initial decisions is not what eventually happened, but 

the distribution of expectations held at the moment decisions were made. This distinction 

is especially consequential during major disruptions, when the gap between 

contemporaneous expectations and realized outcomes is widest. The COVID-19 shock 

illustrates the point. Firms made decisions amid genuine uncertainty about the depth and 

persistence of the global recession, yet the subsequent recovery was faster than most 

contemporaneous forecasts anticipated, driven by an unprecedented policy response well 

outside the range of expectations at the time. Treating the realized path of output as a 

proxy for the economic uncertainty firms faced would therefore produce a systematic 

underestimate of the shock they were responding to. 

For this reason, we measure adverse global growth shocks as unexpected changes in the 

global outlook as perceived in real-time. Using local projections, we then trace the 

dynamic response of FDI announcements. The baseline results show that a 1-percentage-

point downward revision in global growth lowers FDI project announcements by about 

5 percent in the first year, pointing to a sharp deterioration in investor sentiment. 

Recovery is gradual and incomplete: even after three years, announcements remain 

below baseline. These effects are larger, more immediate, and more persistent than those 

of other global disruptions—including spikes in geopolitical risk, global uncertainty, or 

financial tightening. They also differ markedly across income groups. In advanced 

economies, initial losses recover quickly and even turn into mild net gains after three 
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years relative to the counterfactual path implied by pre-shock dynamics. In EMDEs, 

initial declines are larger and shortfalls in FDI project announcements are persistent 

throughout the horizon. 

Additional exercises reinforce the important role of global growth shocks for FDI project 

announcements, and reveal meaningful heterogeneity across structural and geopolitical 

factors. Country characteristics closely associated with the advanced economy-EMDE 

divide help explain the uneven recovery, in line with a combination of wait-and-see and 

flight-to-safety patterns.3 In particular, countries perceived as more political stable return 

to their estimated no-shock path of FDI projects much faster. Sectoral patterns also matter: 

FDI announcements in services recover faster than those in manufacturing, and strategic 

sector projects are more resilient than other types of investment. This is consistent with 

the view that activities that require physical production facilities (such as manufacturing) 

take time to adjust and shift, while longer-term strategic investments are less sensitive to 

short-run global fluctuations due to their longer-term payoffs.4 The role of geopolitics is 

nuanced. On impact, the FDI announcement response to a global growth shock does 

differ by geopolitical position. However, geopolitics play an important role in the uneven 

recovery in subsequent years.  

Related literature and contributions. The paper contributes to three strands of literature.  

First, the paper relates to a growing strand of empirical literature focused on the role of 

global factors for FDI flows specifically. This angle has become increasingly prominent in 

recent years, with studies showing that FDI is affected by shifts in geopolitical alignment 

(Aiyar et al. 2024; Grover and Vezina 2025; Avendano et al. 2026), supply-chain 

 
3 This is aligned with empirical findings on the important role of political stability and strong institutions 

in attracting FDI (Alfaro et al. 2008 and Julio and Yook 2016) and the role of waiting due to investment 

irreversibility (Dixit and Pindyck 1994). 
4 “Green” business cycles have been found to be countercyclical (Kanzig et al. 2025). Green investments 

may be viewed as “strategic” as they are important for long-term resilience.  
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restructuring (Alfaro and Chor 2023; Mulabdic and Nayyar 2024), global financial 

conditions (Bergant et al. 2023), and rising global uncertainty (Jardet et al. 2023). Earlier 

work also emphasized the importance of global drivers. For instance, Albuquerque et al. 

(2005) show that global factors accounted for an increasing share of variation in FDI in 

the 1980s and 1990s.  Our paper is close in spirit to this literature, but differs in focus and 

empirical design. Rather than examining broad global correlates of FDI, we isolate global 

growth shocks while controlling for domestic conditions and prevailing global factors. In 

doing so, the paper extends the literature by identifying the role of global growth shocks 

in FDI, tracing their short- and medium-term effects, and benchmarking their importance 

against other major global shocks. 

Second, the paper contributes to the broader literature on macroeconomic scarring. A 

large body of work examines whether shocks leave persistent effects on macroeconomic 

outcomes, especially output, as in Cerra and Saxena (2008) and Romer and Romer (2017).5  

However, an assessment of scarring effects on FDI is quite limited. Much of the FDI 

literature focuses either on the cyclical co-movement between FDI and various 

macroeconomic conditions or on the long-run average relationship between FDI and 

output growth. However, FDI is still vulnerable to scarring: because it typically involves 

sunk costs in fixed assets and substantial market entry costs, such investments are 

effectively “irreversible”—making deferral or outright cancellation of projects likely 

when investment conditions deteriorate.6 We connect the scarring and investment 

irreversibility literatures, and examine whether global shocks generate persistent 

shortfalls in FDI project announcements. This allows us to assess not only the immediate 

 
5 Cerra and Saxena (2008) find persistent output losses in countries with financial crises, while Romer and 

Romer (2017) find that there is wider variation in output changes. 
6 See Bernanke (1983), Dixit and Pindyck (1994), and Bloom (2009) for theory and evidence on the 

irreversibility of investment and the option value of waiting. 
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response of FDI to adverse global shocks, but also whether announcements remain 

depressed beyond the initial impact and which factors shape that trajectory. 

Third, the paper contributes to methodological literature on the use of real-time data in 

empirical macroeconomic analysis. Real-time data have played an important role in the 

monetary and fiscal policy literatures (Orphanides 2001; Croushore 2011; Cimadomo 

2016), showing that policy decisions are best evaluated against the information available 

at the time rather than against revised ex-post data. We apply this logic to FDI project 

announcements. Unlike realized FDI inflows, announcements provide a near-real-time 

measure of foreign investors’ intentions and expectations when investment decisions are 

made public. This has important implications for the empirical design: announcements 

should be interpreted as a forward-looking investment margin and matched with 

macroeconomic controls that reflect the information set available to investors at the time. 

By aligning the timing of the dependent variable and the controls, the paper provides a 

cleaner assessment of how global growth shocks affect foreign investors’ investment 

decisions. To our knowledge, this is the first paper in the FDI literature to combine a real-

time measure of foreign investor sentiment (FDI project announcements) as the 

dependent variable with real-time macroeconomic forecasts and revisions as explanatory 

variables.7 

Outline. The remainder of the paper is organized as follows. Section 2 presents the data. 

Section 3 explains the empirical strategy. Section 4 presents the baseline results. Sections 

5 and 6 present detailed results on the role of country conditions, sectors, and geopolitics, 

as well as robustness checks. Section 7 concludes. 

 
7 For example, Avendano et al. (2026) have noted that FDI announcements are forward-looking—though in 

their empirical assessment they do not specifically treat FDI projects as a real-time outcome in their 

inclusion of control variables. 
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2. Data and conceptual framework 

We begin by describing the data and key variables used in the analysis. We first introduce 

FDI project announcements and their relationship with realized FDI inflows, before 

turning to the construction of global growth shocks. We then present stylized facts that 

motivate the empirical analysis. 

2.1. FDI announcements in perspective 

Data on FDI announcements are drawn from the fDi Markets database, which has tracked 

real-time information on cross-border greenfield investments since 2003.8 Greenfield FDI 

is the predominant mode of FDI entry in EMDEs, and it is typically found to be important 

for economic growth (Harms and Méon 2018; Adarov and Pallan 2025). Greenfield FDI 

data from fDi Markets has been increasingly used in recent studies, including research on 

investment reallocation and friendshoring (Alfaro and Chor 2023; Grover and Vezina 

2025; IMF 2023; Mulabdic and Nayyar 2024), the effects of oil discoveries on new FDI 

(Toews and Vezina 2022), the response of greenfield FDI to the COVID-19 recession 

(Doytch et al. 2021), and trends in environmental FDI (Aykut 2025). 

The database provides global coverage across 194 receiving and 176 source countries. It 

includes information on individual investment projects, along with (estimates of) capital 

expenditures and, in some cases, job creation associated with these projects. fDi 

Markets notes that the database on announcements is “the most comprehensive greenfield 

FDI tracking database on the market.” The database captures both new investment 

announcements and expansions. In line with other papers, we focus on the number of 

 
8 An important caveat regarding the use of FDI announcement data from fDi Markets is that we cannot 

distinguish between realized and unrealized FDI announcements. However, the number of FDI projects 

may be a more accurate measure of expectations regarding future FDI compared to capital expenditure 

pledges, as much of the capital expenditure data is estimated in this dataset. Moreover, announcements 

themselves reflect sentiment when announcements are made—the focus in this paper. 
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FDI project announcements to avoid the challenge that the capital expenditure data are 

often estimated (Aiyar et al. 2024; Gopinath et al. 2025; Avendano et al. 2026).9 Moreover, 

the database labels projects by various categories, including distinctions by sector and 

whether a project is related to environmental technology.10 An additional advantage of 

fDi Markets over other FDI data sources is its comprehensive bilateral coverage.11 As a 

result, the dataset can be aggregated at the host-year level or the bilateral host-source-

year level. This enables us to evaluate the evolution of FDI project announcements at both 

the country and bilateral levels, and to examine how cross-border investment flows vary 

with factors such the geopolitical alignment of country pairs. 

Figure 1a shows that FDI announcements are fairly evenly distributed between advanced 

economies and EMDEs, though since 2013 advanced economies have received a slightly 

larger share. One possible explanation for these trends is that strong institutions and 

openness are often predominant factors that support investor sentiment and these 

characteristics tend to be more stable in advanced economies. However, during the 

largest global growth shocks (2009 and 2020), both country groups experienced sharp 

declines in FDI projects—Figure 1b highlights that at least on impact, there are 

widespread losses regardless of initial conditions when a global growth shock hits. 

While we focus on the foreign investor sentiment response to shocks, we directly test the 

relationship between FDI project announcements and actual FDI inflows in Figure 1c. The 

 
9 We acknowledge, however, that not every FDI project announcement leads to FDI flows. Further, the 

announcement dates only capture positive announcements; there are no clear zeros in the data. This can 

either reflect no project announcements or lack of project announcement detection due to language or other 

barriers. 
10 Environmental technology projects are defined by fDi Markets and predominantly include projects related 

to renewable energy activities.  
11 fDi Markets data are also available at higher than annual frequencies. However, using this dimension of 

the data requires high-frequency real-time GDP data and controls as well, which would further limit the 

country sample. 



10 
 

figure shows that the relationship has tightened and stabilized over time, but that 

movements in FDI flows do not correspond directly to FDI projects.12 

2.2. Global growth shocks 

Our main independent variable of interest is an adverse global growth shock. To 

construct this measure, we use real-time data on global economic prospects from 

successive October vintages of the IMF’s World Economic Outlook (WEO) database. The 

WEO provides a widely used benchmark assessment of global and domestic 

macroeconomic conditions, making it a suitable proxy for the information available to 

foreign investors in real time. We define the shock as the revision in expected growth for 

year t between the forecast released in year t–1 and the nowcast released in year t. This 

measure captures changes in growth expectations across vintages. By focusing on 

revisions rather than forecast levels, it isolates growth news that was not embedded in 

the information set one year earlier.13  

Appendix Figure A2 shows that global growth forecasts and nowcasts differ 

systematically from final outcomes, with modest optimism in normal times but 

pronounced pessimism when major shocks hit. During the global financial crisis of 2008–

09, the COVID-19 outbreak in 2020, and the Russian Federation’s invasion of Ukraine in 

2022—followed by a surge in energy prices and inflation—forecasts were revised sharply 

downward, while nowcasts overstated the eventual damage. As a result, the distribution 

 
12 We are careful to note that understanding the responses of actual FDI is important—but understanding 

them requires a different empirical approach and addresses the issue of investor sentiment in a different 

way. Trends in actual FDI flows are presented in Appendix Figure A1. 
13 The IMF’s WEO releases do not necessarily convey entirely new information to investors, who also follow 

higher-frequency indicators (e.g., industrial production, trade flows, central bank communication, financial 

market developments, and macroeconomic releases from major economies). Many of these signals are 

embedded in IMF forecasts, while forecast revisions may themselves reflect changes in global risk 

sentiment or policy uncertainty. Our objective is therefore not to identify the precise source of the news, 

but to measure revisions to global growth expectations in a transparent and consistent way. IMF forecast 

revisions provide a parsimonious proxy for this purpose. 
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of shocks is left-skewed, with 2008-09, 2020, and 2022 standing out as large negative 

surprises. 

As a diagnostic check, we examine whether annual forecast revisions are predictable 

using lagged information. Specifically, we regress the revision on two of its own lags and 

lagged values of other global factors (geopolitical risk, federal funds rate, and the VIX). 

The joint F-test fails to reject the null that these predictors are jointly insignificant. This 

result supports the interpretation of IMF forecast revisions as largely unanticipated 

global growth news, rather than as movements that are systematically predictable from 

recent revisions or other lagged global conditions.14  

2.3  Linkages between FDI and global growth shocks 

To motivate the empirical exercise, we present a simple binned scatterplot between 

project announcements and adverse growth shocks. As shown in Figure 1D, the two 

variables are strongly correlated and move in the expected direction, with positive 

(negative) growth shocks associated with a rise (contraction) in FDI project 

announcements. Specifically, we plot residualized FDI project announcements on 

residualized global growth shocks, controlling for country fixed effects. This yields the 

component of each variable that is unexplained by country-specific conditions. 

Additional binned scatterplots that account for the role of other global conditions—

including geopolitical risk, uncertainty, and global financial conditions are reported in 

Appendix Figure A3. For the full sample, the patterns are robust and suggest that the 

association between global growth shocks and FDI announcements is not simply 

capturing the influence of other global events occurring at the same time as global growth 

shocks. However, these additional figures do show that the association is much stronger 

 
14 This approach is in the spirit of Nordhaus (1987) who introduced the concept of evaluating forecast 

efficiency with forecast revisions. 
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in EMDEs than in advanced economies, suggesting an important role of country-specific 

features in terms of how foreign investors react to global growth shocks. We examine 

heterogeneity further below. 

3. Empirical strategy 

Section 2 documents a link between FDI project announcements and unexpected changes 

in global growth. However, it does not show how announcements evolve in the aftermath 

of these episodes. To formally examine the dynamic response of FDI announcements in 

the wake of global growth shocks, we estimate local projection regressions following 

Jordà (2005). The baseline model is given by: 

∆ℎ𝑓𝑖𝑡 =

𝛽0
ℎ + 𝛽1

ℎ(𝑆𝑡) + ∑ 𝛾𝑗
ℎ(𝑆𝑡+𝑗)

𝐻

𝑗=−𝑠,𝑗≠0

+ ∑ 𝜃𝑘
ℎ𝑓𝑖𝑡−𝑘

2

𝑘=1

+  𝛺ℎ𝑿𝒊,𝒕−𝟏 +  𝛬ℎ𝒁𝒕−𝟏  + 𝜂𝑖 +

𝜀𝑖𝑡+ℎ;  ℎ = 0,1, … , 𝐻     (1) 

and 

𝑆𝑡 =  (𝑦̂𝑡|𝑡−1 − 𝑦̂𝑡|𝑡)     (2)  

where Δhfit ≡ fit+h – fit-1 represents the cumulative change in the number of FDI project 

announcements from time t - 1 to t + h in host country i.  

As discussed in Section 2, we use one-year-ahead forecast revisions, 𝑦̂𝑡|𝑡−1 − 𝑦̂𝑡|𝑡, to assess 

the impact of global growth shocks (𝑆𝑡) on FDI project announcements. This approach 

mitigates endogeneity concerns, as forecast revisions reflect unexpected shifts in global 

prospects rather than contemporaneous economic conditions that may be influenced by 

FDI itself. We estimate the impact of global growth shocks in the year of the shock and 
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over the subsequent three years, setting H = [3]. This horizon should be long enough for 

the first-order effects on FDI announcements to have largely materialized.15  

Consistent with this reasoning, we include two lags of the shock indicator to capture the 

effects of past shocks on current FDI announcements (s = 2). For example, this accounts 

for the possibility that part of the decline in FDI announcements observed in 2009 could 

reflect lingering weakness from the 2008 slowdown. To filter out the effects of future 

global growth conditions that could contaminate overlapping projections, we include 

leads of the shock indicator equal to the projection horizon (Teulings and Zubanov 2014). 

Additionally, two lags of the dependent variable are included to account for persistence 

in FDI announcements to mitigate serial correlation in the regression residuals (Montiel 

Olea and Plagborg-Møller 2021). Standard errors are computed using the Driscoll-Kraay 

(1998) procedure to allow for cross-sectional dependence. 

Country-fixed effects are included to control for unobserved heterogeneity across 

countries. The regression further includes domestic macroeconomic controls (X) based on 

real-time information: the nowcast, as well as the one-, two-, and three-year-ahead 

projections of output growth and inflation. These variables enter with a lag, so that they 

capture the information available to foreign investors in the final year before the 

investment project was announced.  

The vector (Z) includes other global factors that may affect FDI announcements and 

confound the estimated effect of global growth shocks. Specifically, we control for 

 
15 Of course, global growth shocks can trigger more persistent shifts in FDI flows that extend beyond the 

projection horizon considered in this study. For example, it is not unthinkable that foreign investors may 

revise their long-term investment strategies in response to such shocks. However, since our primary focus 

is on the immediate impact and medium-term scarring of global growth shocks on FDI project 

announcements, rather than on potential structural shifts or second-order effects, we consider an 

exploration of these longer-term dynamics to be beyond the scope of this paper. The time-series available 

is also somewhat limited, restricting our ability to trace out long-term dynamics. 
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geopolitical risk, global financial conditions, and global uncertainty.16 Geopolitical risk at 

the annual frequency is proxied by taking the average of the monthly news-based index 

of Caldara and Iacoviello (2022, hereafter CI 2022), motivated by recent evidence that 

geopolitical tensions shape FDI patterns (Aiyar et al. 2024; Grover and Vezina 2025).17 

Global financial conditions are proxied by annual changes in the average federal funds 

rate, consistent with the view that U.S. financial conditions are an important component 

of the global financial cycle (Rey 2015; Bergant et al. 2023). Global uncertainty is captured 

by the VIX, reflecting the long-standing link between uncertainty and investment 

decisions (Bernanke 1983; Bloom 2009).18 These controls are included in lagged terms 

throughout the baseline exercises. In a separate set of results, we also estimate the 

response of FDI announcements to shocks in these global variables directly. A list of 

detailed definitions and sources for all controls can be found in Table A1 in the appendix.  

4. Results 

This section presents the baseline results. We first examine the dynamic response of FDI 

project announcements to global growth shocks. We then assess whether these responses 

differ across country groups, focusing on heterogeneity by income classification. 

4.1 FDI response to adverse global growth shocks 

The baseline results show that FDI project announcements fall sharply in the year of the 

shock. Figure 2a shows that a 1-percentage-point decline in the global growth forecast 

reduces project announcements by approximately 5 percent on impact, demonstrating a 

 
16 See trends in global growth shocks, geopolitical risk, global funding conditions, and the VIX in Appendix 

Figure A4. 
17 In additional tests we also include geopolitical fragmentation from Fernandez-Villaverde et al. (2024). 
18 We also test results with changes in other uncertainty indices (e.g., from Baker et al.  (2016) and Ahir et 

al. (2022)). 



15 
 

significant deterioration in the sentiment of foreign investors.19 As an illustrative 

benchmark, applying this estimate to the COVID-19 recession—when global growth 

forecasts were revised down by around 7.8 percentage points—implies a decline in 

project announcements of roughly 39 percent. This magnitude is broadly consistent with 

the actual fall in FDI project announcements during that period.  

The recovery in FDI announcements following an adverse growth shock is sluggish:  

three years after the shock, a 1-percentage-point downward revision to the global growth 

forecast is still associated with a 1.7 percent shortfall in FDI project announcements 

relative to the counterfactual path. This persistence suggests that adverse global growth 

shocks do more than temporarily delay investment; they leave a lasting imprint on the 

pipeline of new foreign investment. 

A potential concern is that global growth shocks may partly capture other concurrent 

global developments, such as tighter financial conditions, heightened uncertainty, or 

geopolitical risk. Our baseline specification controls for pre-existing global conditions, 

but these controls may not fully separate global growth shocks from correlated global 

disturbances. To examine this concern, we replace the baseline global growth shock with 

alternative global shock measures: changes in the federal funds rate, the VIX, and 

geopolitical risk. The results, reported in Appendix Figure A5, show no significant 

response of FDI project announcements to any of these alternative shocks on impact. This 

pattern differs sharply from the baseline response to global growth shocks. 

Over the medium term, we find some evidence that increases in the VIX reduce FDI 

project announcements. This is not surprising given that the VIX is the alternative 

indicator most strongly correlated with the global growth shock. However, the absence 

of an impact response to the VIX suggests that the sharp contemporaneous decline in the 

 
19 The corresponding table is included as Appendix Table A2. 
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baseline is unlikely to be driven by financial market uncertainty. Consistent with this 

interpretation, replacing the VIX with the World Uncertainty Index of Ahir et al. (2022), 

a broader measure of global uncertainty, yields insignificant dynamic responses. Overall, 

these exercises suggest that the baseline results are not mechanically driven by any single 

alternative global event considered here. 

4.2.  State-dependent responses: Advanced economies versus EMDEs 

The descriptive evidence shown in Section 2 points to heterogeneity in the response of 

FDI announcements to global growth shocks across country groups. We therefore 

examine whether adverse global growth shocks affect advanced economies and EMDEs 

differently. This provides a useful benchmark for assessing whether FDI losses are 

concentrated in country groups perceived as riskier by foreign investors. A stronger and 

more persistent decline in EMDEs would be consistent with a flight-to-safety mechanism, 

although subsequent sections will test this more directly.  

We estimate state-dependent local projections that allow the impulse responses to differ 

across advanced economies and EMDEs, following Jordà and Taylor (2025). Let 𝐷𝑖𝑡−1 

represent a binary indicator for the state of country i in the year before the investment 

project is announced. This notation accommodates both time-invariant country 

classifications, such as the distinction between advanced economies and EMDEs, and 

time-varying state variables introduced later in the analysis. For each state z, we estimate 

the following local projection: 

∆ℎ𝑓𝑖𝑡 =

𝛽0,𝑧
ℎ + 𝛽1,𝑧

ℎ (𝑆𝑡) + ∑ 𝛾𝑗,𝑧
ℎ (𝑆𝑡+𝑗)

𝐻

𝑗=−𝑠,𝑗≠0

+ ∑ 𝜃𝑘,𝑧
ℎ 𝑓𝑖𝑡−𝑘

2

𝑘=1

+ 𝛺𝑧
ℎ𝑿𝒊,𝒕−𝟏 +  𝛬𝑧

ℎ𝒁𝒕−𝟏  + 𝜂𝑖 +

𝜀𝑖𝑡+ℎ;  ℎ = 0,1, … , 𝐻     (3) 
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Here, 𝛽1,𝑧
ℎ  represents the response of FDI to a global growth shock at horizon h, 

conditional on country i being in state z.  

Figure 2b shows that the response differs sharply across host-country groups. Following 

a 1-percentage-point downward revision in global growth, FDI project announcements 

fall by 5.8 percent in EMDEs in the first year—nearly twice the decline observed in 

advanced economies, where announcements fall by 3.4 percent. The difference becomes 

even more pronounced during the following years. In EMDEs, FDI announcements begin 

to recover only after two years, and medium-term losses remain sizable: three years after 

the shock, announcements are still 3.1 percent below their counterfactual path. Advanced 

economies, by contrast, reach their trough in the year of impact and return to their 

estimated no-shock path by the next year. In subsequent years, the estimated response 

even turns positive.20  

5. Dissecting FDI responses to adverse global growth shocks  

Section 4 showed that adverse global growth shocks may not only depress FDI 

announcements in the aggregate but also alter their allocation across host-country 

groups. Adverse shocks appear to weigh persistently on FDI announcements in EMDEs, 

while in advanced economies they recover quickly to their pre-shock level. This pattern 

is consistent with a flight-to-safety mechanism. 

Yet the advanced economy–EMDE distinction is unlikely to be the mechanism itself. 

Rather, it likely captures deeper structural characteristics that shape how resilient host 

economies are to global shocks. This motivates a set of tests aimed at identifying which 

factors help explain the observed divergence. A first hypothesis follows directly from the 

flight-to-safety interpretation: when global conditions deteriorate, multinational firms 

 
20 We have also tested the results presented in Figure 2 excluding projects from the United States and China, 

or excluding either 2009 or 2020—their exclusion does not materially affect the responses. 
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may shift away from high-risk, high-return projects and toward safer destinations. Safety, 

in this context, may reflect political stability, stronger institutions, a more predictable 

investment climate, and deeper integration into global markets. We also test two other 

channels: sectoral composition and geopolitical alignment. 

5.1 A flight to safety?  

To assess whether the differing patterns observed across advanced economies and 

EMDEs are consistent with a flight-to-safety mechanism, we test whether countries 

perceived as riskier investment destinations experience larger and more persistent 

declines in FDI following adverse growth shocks. We proxy investment risk using the 

political risk index from the ICRG database. The index captures several dimensions of the 

political and institutional environment, including rule of law, political stability, 

democratic accountability, and the investment profile of a country. The latter is especially 

relevant for FDI because it reflects risks related to expropriation, payment delays, and 

restrictions on profit repatriation.  

Figure 3a presents results from a specification in which country states are defined by 

whether the political risk measure is above or below its sample median. We find that FDI 

announcements decline in both higher- and lower-risk countries in the year of the shock. 

Over the medium term, however, the responses diverge markedly. Lower-risk countries 

recover more quickly and eventually record FDI announcements above the 

counterfactual path. Higher-risk countries, by contrast, experience persistent losses, 

suggesting lasting damage to the FDI pipeline.  

Figure 3b repeats the exercise within the EMDE sample. This is a more demanding test 

because it removes the broad advanced economy–EMDE divide and relies only on 

variation among EMDEs. The results nevertheless show a similar pattern: in lower-risk 

EMDEs, FDI announcements return to their pre-shock dynamics over the medium term, 
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while higher-risk EMDEs experience persistent losses. This suggests that heterogeneity 

is not simply a reflection of income-group differences. Instead, adverse global growth 

shocks appear to amplify the importance of host-country risk, consistent with a flight-to-

safety mechanism in which investors redirect projects away from riskier destinations. 

To ensure the results here are not driven by the choice of institutional measures here, we 

test the role of additional measures in Section 6. Because these characteristics are highly 

correlated and there is evidently endogeneity between institutional characteristics and a 

country’s income group status, the results should not be interpreted as identifying one 

unique driver. Countries with lower political risk also tend to have stronger public 

institutions, greater financial openness, and are more likely to be advanced economies. 

Instead, we therefore interpret the evidence as pointing to a broader host-country safety 

and resilience channel rather than to separate, competing mechanisms.  

5.2 Does the sectoral composition of FDI matter?   

The differences observed may reflect more than a pure flight to safety. Sectoral 

composition may also matter. Some sectors are likely to be more exposed to global growth 

shocks than others, depending on their investment horizons, sensitivity to demand 

conditions, and strategic role within multinational production networks. Because sectoral 

composition differs systematically between advanced economies and EMDEs—advanced 

economies typically host a larger share of services-related FDI—these differences may 

partly explain the aggregate patterns.  

5.2.1 Sectoral heterogeneity 

We start by examining whether the response of FDI announcements to adverse global 

growth shocks differs between manufacturing and services. The project-level structure of 

the data allows us to distinguish announcements by sector and estimate separate 

regressions for manufacturing and services FDI. The results point to a clear sectoral 
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difference. Figures 4a and 4b show that manufacturing FDI announcements decline more 

sharply and recover more slowly than services announcements.  

A plausible interpretation is that manufacturing projects are harder to restart or 

reconfigure after a global shock, given their greater reliance on physical production 

facilities, supply chains, and location-specific fixed costs. Services projects, by contrast, 

may be more flexible and therefore better able to resume once global conditions stabilize. 

This view is in line with related evidence showing that the response of FDI projects to 

trade tensions differs across industries. For instance, Blanchard et al. (2021) show that FDI 

projects in some sectors were more negatively affected in Asia in response to heightened 

trade tensions in 2018 between the United States and China.  

Importantly, the sectoral pattern documented here persists when the sample is restricted 

to EMDEs. Similar results emerge when China and India are excluded from the EMDE 

sample. This reduces the concern that the sectoral results simply reflect differences in the 

country composition of manufacturing and services FDI. 

5.2.2 Strategic sectors 

Beyond broad sectoral composition, FDI responses to global growth shocks may also 

differ across more narrowly defined types of projects. Some projects may reflect longer-

term strategic investment decisions and may therefore be less sensitive to sudden 

disruptions in global demand and uncertainty, even if these disruptions are large. We use 

environmental technology projects as a proxy for strategic, longer-horizon FDI and 

compare their response with that of other projects. Figures 4c and 4d show that 

environmental technology projects are more resilient in the wake of adverse global 

growth shocks than non-environmental technology projects. This is consistent with 

recent evidence showing that “green” business cycles have been found to be 
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countercyclical (Kanzig et al. 2025).21 The relative resilience of environmental technology 

projects is also apparent when the sample is restricted to EMDEs only.  

Overall, these findings highlight that all FDI is not equal. Existing work has shown 

differential effects of FDI for output growth (e.g., Alfaro 2003; Aykut and Sayek 2007; 

Bénétrix et al. 2026). Our results highlight a complementary margin: the type of FDI 

matters for the resilience of FDI project announcements themselves after global shocks. 

In this sense, FDI composition shapes not only the growth effects of FDI, but also the 

speed and strength of FDI recovery when global conditions suddenly deteriorate. 

5.3 Do geopolitics matter?  

Recent literature has partly explained shifts in FDI in terms of geopolitical alignment 

(Aiyar et al. 2024; Grover and Vezina 2025; Avendano et al. 2026). In our setting, the 

uneven response of FDI across advanced economies and EMDEs may also reflect 

incentives to allocate investment toward politically aligned destinations. To examine this 

channel, we estimate state-dependent regressions with an indicator for three distinct 

geopolitical blocs. Bloc definitions are taken from Gopinath et al. (2025), which identifies 

three hypothetical geopolitical blocs: a “Western” bloc (bloc 1), an “Eastern” bloc (bloc 2), 

and a non-aligned group (bloc 3).22  

Figure 5a shows that FDI announcements decline on impact across all blocs following an 

adverse global growth shock. The subsequent recovery, however, differs markedly across 

groups. For countries in bloc 1, the estimated shortfall has dissipated after 1-2 years. This 

 
21 Green investments may be viewed as “strategic” as they are important for long-term resilience. We found 

similar cyclicality in battery supply chain projects—though the sample is limited. Due to the strategic 

nature of some investments, they may be more supported by governments and thus less subject to market 

sentiment fluctuations.  
22 This bloc classification is based on ideal point distance values and groups countries into three blocs 

directly using the dataset from Gopinath et al.’s (2025) replication package available via Mendeley Data as 

Presbitero (2024). Alternative bloc definitions and geopolitical measures are examined in the robustness 

section. 
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bloc consists primarily of advanced economies, raising the possibility that this pattern 

reflects broader differences between advanced economies and EMDEs rather than 

geopolitical alignment per se. However, Figure 5b shows that a similar pattern emerges 

when we restrict the sample to EMDE host countries. Other blocs recover at a much 

slower pace: bloc 2 takes 3 years to return to pre-shock dynamics of FDI project 

announcements, while non-aligned countries show no clear return to their baseline path. 

In a world of heightened geopolitical tensions, these results suggest that geopolitical bloc 

forming is an important driver of the uneven recovery in FDI announcements. A possible 

explanation is that countries outside clearly defined blocs may not share strong enough 

geopolitical ties to attract investment from aligned source countries during the recovery 

phase. Indeed, we observe that intra-bloc FDI announcements bolster the recovery in the 

wake of adverse global growth shocks. Figures 5c and 5d show that such announcements 

contribute to the rebound in project announcements across countries in blocs 1 and 2, 

whereas non-aligned countries show no clear recovery even after three years. Alternative 

geopolitical bloc definitions confirm these results, discussed further in Section 6. 

Overall, these results show FDI project announcements fall sharply on impact following 

an adverse global growth shock, regardless of geopolitical ties. These ties become more 

important in the years that follow: intra-bloc investment appears to play an important 

role in explaining why countries within aligned blocs tend to return toward their 

counterfactual path within the projected horizon. These findings introduce a dynamic 

perspective and align with existing evidence that geopolitical alignment shapes patterns 

in trade (Gopinath et al. 2025), banking flows (Emter et al. 2026), and FDI (Aiyar et al. 

2024; Gopinath et al. 2025). They also complement evidence from IMF (2023) and Javorcik 

et al. (2024), which shows that geoeconomic fragmentation and friendshoring-related 

disruptions can generate sizable output losses for the countries most exposed to them. 
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Our results suggest that persistent scarring effects in FDI across non-aligned countries in 

the wake of global growth shocks may be one channel through which such losses emerge.  

6. Robustness and heterogeneity exercises 

In this section, we confirm the robustness of results through a variety of checks. 

Specifically, we account for exposure to advanced-economy-led projects, examine the 

impact of different global growth and domestic shock variables, test for asymmetric 

responses to negative and positive global growth shocks, explore whether results are 

driven by single years within the sample period, and use alternative sector definitions or 

geopolitical stance measures. 

6.1 Accounting for exposure 

The baseline estimates show that adverse global growth shocks are followed by large and 

persistent declines in FDI project announcements, suggesting incomplete recovery at the 

global level. This specification estimates the average response to global growth shocks, 

but it imposes a uniform effect across countries. That assumption can be restrictive: 

countries differ substantially in their exposure to global investment conditions, and a 

common global shock is unlikely to affect all destinations equally. 

To address this concern, we construct an exposure-adjusted measure by interacting the 

global growth shock with a predetermined measure of country exposure:  

𝑆𝑖𝑡
𝑎𝑑𝑗

=  𝑆𝑡 ∗  𝐴𝑖,𝑡−1     (4) 

where 𝐴𝑖,𝑡−1 is the lagged share of FDI projects originating from advanced economies. 

This transforms the common global shock (𝑆𝑡) into a country-specific measure of 

exposure (𝑆𝑖𝑡
𝑎𝑑𝑗

). The underlying idea is that global growth shocks should transmit more 

strongly to countries whose FDI pipelines depend more heavily on advanced-economy 
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investors, where global downturns and financial tightening often originate. We then 

replace the baseline shock with this exposure-adjusted measure to test whether the main 

results are robust to allowing countries’ sensitivity to global growth shocks to vary with 

their pre-existing investment links. 

Appendix Figure A6 presents the results. Figure A6a shows that the main pattern remains 

intact: adverse global growth shocks are associated with a significant decline in FDI 

project announcements on impact, followed by a gradual recovery. Figure A6b further 

shows that the baseline state-dependent results by country groups are robust to using the 

exposure-adjusted shock. 

6.2 Alternative growth shock variables 

6.2.1 Alternative forecast vintages 

In the baseline specification, we use the October vintages of the IMF’s WEO forecasts to 

measure sudden deteriorations in global growth prospects. This choice reflects the idea 

that, by October of each year, more information about current-year growth conditions is 

embedded in the nowcast. We assess robustness in two ways. First, we construct the 

shock using the April WEO vintages of the forecasts instead of the October forecasts. 

Second, because firms may base investment decisions on a longer horizon and FDI 

decisions often take time to materialize, we also use two-year-ahead forecast revisions, 

ŷt|t-1 - ŷt|t-2, from the October vintages. Appendix Figure A7 shows that the results using 

the two alternative measures of growth shocks are consistent with the baseline findings.  

6.2.2 Domestic growth shocks 

Next, we compare the effect of global and domestic growth shocks on FDI project 

announcements. Recall that in the baseline specifications, we already control for real-time 

information of domestic economic activity by including the nowcast and forecasts for 

domestic growth and inflation. As an additional robustness check, we construct domestic 
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growth shocks using the same approach as for global growth shocks and compare the 

resulting impulse responses with the baseline estimates. 

Appendix Figure A8 reports the results. Domestic growth shocks also lead to short-term 

declines in FDI project announcements, but the effects are generally smaller and less 

persistent than those of global growth shocks. Across the full sample, the response to 

domestic shocks dissipates over the projection horizon, with FDI announcements 

returning toward their estimated no-shock path by the end of the horizon. By contrast, 

global growth shocks generate larger initial losses and more persistent shortfalls.  

The comparison between advanced economies and EMDEs further underscores this 

distinction. For domestic growth shocks, the responses of both groups become 

statistically insignificant over longer horizons, providing little evidence of either a flight-

to-safety response toward advanced economies or persistent FDI scarring in EMDEs. For 

global growth shocks, however, the effects are considerably more uneven: advanced 

economies prove more resilient while EMDEs face larger and more persistent shortfalls. 

This asymmetry suggests that global growth shocks capture a broad, correlated 

contraction in investor risk appetite that domestic conditions alone do not reflect. 

6.3 Testing asymmetries  

Throughout the paper, we focus on the implications of negative global growth shocks. To 

examine whether the results differ when positive and negative shocks are estimated 

separately, we extend Equation (1) as follows: 

∆ℎ𝑓𝑖𝑡 =

𝛽0
ℎ + 𝛽1

ℎ(𝑆𝑡) × 𝐼𝑁𝐸𝐺𝐴𝑇𝐼𝑉𝐸 + 𝛽2
ℎ(−𝑆𝑡) × 𝐼𝑃𝑂𝑆𝐼𝑇𝐼𝑉𝐸 + ∑ 𝛾𝑗

ℎ(𝑆𝑡+𝑗)

𝐻

𝑗=−𝑠,𝑗≠0

+ ∑ 𝜃𝑘
ℎ𝑓𝑖𝑡−𝑘

2

𝑘=1

+

 𝛺ℎ𝑿𝒊,𝒕−𝟏 + 𝛬ℎ𝒁𝒕−𝟏  + 𝜂𝑖 + 𝜀𝑖𝑡+ℎ;  

ℎ = 0,1, … , 𝐻     (5) 
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Here, IPOSITIVE and INEGATIVE represent binary indicators equal to one when the global 

growth shock is positive and negative, respectively.  

The corresponding results are presented in Appendix Figure A9. They point to 

asymmetric effects of global growth shocks on FDI announcements. A 1-percentage point 

downward revision in global growth leads to about a 6 percent fall in FDI announcements 

in the year of the shock, broadly similar to the baseline results. By contrast, positive global 

growth shocks do not yield a statistically significant increase in FDI announcements on 

impact. Negative shocks continue to have persistent effects: the estimated response 

remains negative and statistically significant for two years in the full sample and for three 

years in the EMDE sample. 

These results therefore suggest that negative global growth shocks, although relatively 

infrequent, can have sudden and lasting adverse effects on foreign investor sentiment. 

Positive growth surprises, by contrast, do not automatically translate to immediate 

improvements in investor sentiment.23 This asymmetry reinforces the focus of the paper: 

understanding the conditions under which countries can attenuate the deterioration in 

investor sentiment and recover more quickly from adverse global growth shocks. 

6.4 Leave-one-year-out exercise 

The sample covers 2005–2022 as potential shock years, a relatively short period that 

includes only a couple of major negative growth shocks. This raises the possibility that 

the estimated responses are disproportionately influenced by a small number of 

exceptional episodes, including the global financial crisis of 2008–09, the COVID-19 

pandemic in 2020, and the Russian Federation’s invasion of Ukraine in 2022. 

 
23 Similarly, Emter et al. (2026) document asymmetric effects of geopolitical differences for banking flows. 

They find large effects for negative events and weak effects for positive events. 
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To assess this concern, we conduct a “leave-one-year-out” exercise in which the baseline 

specification is re-estimated after sequentially excluding each year from the sample. The 

results are broadly robust. As shown in Appendix Figure A10, excluding most individual 

years leaves the estimated response profiles largely unchanged. The main exception is 

2020, the year of the sharp COVID-related downgrade in global growth prospects. When 

2020 is excluded, the impact-year response becomes more muted, suggesting that the 

short-run estimate is partly shaped by the exceptional nature of the pandemic shock. This 

is plausible given the abrupt disruption to global activity, supply chains, and investment 

planning during that period. 

At longer horizons, however, the qualitative pattern remains similar. FDI announcements 

in EMDEs continue to exhibit persistent weakness, while those in advanced economies 

recover quickly and eventually turn positive. Excluding 2020 yields even larger medium-

term losses for EMDEs than in the baseline estimates, pointing to a persistent post-shock 

divergence in FDI responses across country groups. Overall, the leave-one-year-out 

exercise suggests that the results are not driven solely by a single crisis year, although the 

COVID-19 shock plays an important role in shaping the estimated short-run response. 

6.5 Heterogeneity checks 

Finally, we conduct a series of robustness checks to assess whether the heterogeneity 

results are sensitive to alternative measures of institutional conditions, sectoral 

classifications, and geopolitical positioning. 

6.5.1 Additional measures of institutional conditions 

We begin with considering other proxies for a country’s institutional development. The 

results are similar when we use the political constraints index from Henisz and Zelner 

(2016), which captures effective checks and balances on political actors (Appendix Figure 

A11a). They are also similar when we proxy countries’ external integration using the 
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financial openness index of Chinn and Ito (2008), and when we use alternative 

institutional measures within the EMDE sample (Appendix Figures A11b–d). Taken 

together, these measures capture different dimensions of institutional credibility, policy 

openness, and integration with global markets. The results suggest that strong 

institutions not only make destinations more attractive to foreign investors, as 

documented in previous studies (Busse and Hefeker 2007; Akhtaruzzaman et al. 2017), 

but may also strengthen their resilience when global conditions deteriorate. 

6.5.2 Other sector classifications 

We next examine whether the sectoral results are sensitive to alternative classifications of 

FDI project announcements. Appendix Figure A12 shows that the fast recovery of 

services FDI is not mirrored in most other sectors. Project announcements in the primary 

sector remain subdued after three years, while construction announcements recover, 

albeit with wide confidence bands and with the recovery driven mainly by advanced 

economies. Importantly, our baseline measure of the services sector excludes financial 

services. When we isolate the financial services sector, we find that it remains depressed 

three years after the onset of a global growth shock. This highlights that the stronger 

recovery documented for services is driven primarily by non-financial services.  

Finally, we consider battery-supply-chain projects as an alternative category of strategic 

investment. Similar to the results for environmental technology investments, project 

announcements in battery supply chains appear largely unaffected on impact and even 

rise above their estimated no-shock path over longer horizons. This provides additional 

suggestive evidence that strategic sectors with long-term growth potential may be less 

sensitive to short-run fluctuations in global activity, even when the shock is severe.24 

 
24 We do not present these results along with the environmental technology findings as the data for battery 

supply chain projects is somewhat limited, with projects only identified starting in 2016. 
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6.5.3 Other measures of geopolitical alignment  

Finally, we consider alternative geopolitical bloc definitions. Appendix Figure A13 

reports results when we group countries into only two blocs, depending on their vote for 

UN general Assembly Resolution ES-11/1 (related to the Russian Federation’s invasion of 

Ukraine in 2022). The impulse responses show that countries that voted in support of the 

resolution (bloc 1) recover faster than countries that voted against (bloc 2): three years 

after the shock, FDI project announcements in bloc-1 countries were back to their 

estimated no-shock path, while they remained subdued in bloc-2 countries.  

Appendix Figure A14 reports an additional robustness check using a continuous measure 

of geopolitical stance (ideal points from Voeten (2009) updated in 2026, based on data 

from Fjelstul et al. (2026) and methodology from Bailey et al. (2017)). The advantage of 

this approach is that geopolitical position is allowed to vary in countries over time. 

Countries with above median ideal points (often more “Western-aligned”) recover faster 

than others—consistent with findings presented above, where advanced economies 

largely consistent with the Western group of countries recover faster. In the EMDE 

sample, however, there is little difference conditional of ideal point group as the 

confidence bands overlap and other sub-samples confirm these findings excluding large 

countries that may be seen as driving global geopolitical tensions. 

7. Conclusion  

Global growth shocks are widely acknowledged as salient for FDI, but the literature 

provides limited evidence on FDI’s dynamic response to such shocks. Existing studies 

have focused mainly on other global factors that drive FDI patterns—such as geopolitical 

alignment, trade reconfiguration, and shifting patterns of global integration. Given the 

rising frequency of major global shocks and the importance of FDI for countries’ 

development, systematically documenting how FDI announcements behave after global 
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growth shocks—and which conditions accelerate or impede recovery—is both timely and 

important. 

In this paper, we show that global growth shocks depress FDI project announcements on 

impact. The effect is economically sizable and not simply explained by other global 

conditions, such as spikes in geopolitical risk, global uncertainty, or global financial 

tightening. This average response, however, masks substantial heterogeneity in the depth 

of the initial decline, scarring effects, and the speed of recovery. We find that the adverse 

effect is substantially larger and more persistent in EMDEs. Instead, advanced economies 

even exceed their estimated no-shock path, consistent with a flight-to-safety reallocation 

of projects away from riskier destinations during periods of global stress.  

Subsequent results underscore these dynamics. Recovery of FDI announcements 

following adverse growth shocks is faster in countries perceived as having lower political 

risk. Announcements in “strategic” sectors are also less sensitive than those in other 

sectors to global shocks, helping smooth swings in investor sentiment. Geopolitical blocs 

do not shield countries from the initial impact of global growth shocks, but they do 

contribute to the recovery of FDI project announcements through increased intra-bloc 

project announcements. Meanwhile, geopolitical bloc formation carries a cost for non-

aligned countries: their FDI project announcements are scarred for longer. 

Taken together, these findings reveal that exposure to global growth shocks is far from 

uniform, and that the structural and geopolitical characteristics shaping a country's 

vulnerability condition the pace of recovery in FDI announcements. For EMDEs, which 

bear the largest scarring effects, these dimensions carry consequences that extend beyond 

the determinants of FDI attraction on which the literature has concentrated. The 

consistent flight-to-safety pattern presented here suggests that greater resilience to global 

growth shocks comes when countries invest in political stability and host strategic 
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sectors. In a world of heightened tensions, international cooperation is critical to ensure 

FDI project announcements recover more evenly.   
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Figures 

Figure 1. FDI project announcements, FDI flows, and growth shocks 

A. Annual trends in FDI project announcements B. Percent change in FDI project announcements 

during 2009 and 2020 

  
C. Relationship between FDI project 

announcements and actual FDI inflows  
D. Relationship between announcements and 

global growth shocks  

  
Notes. Panel A shows trends in annual FDI project announcements (in thousands, from fDi Markets). Panel B shows the percent change 

in FDI project announcements during the largest global growth shocks in our sample. Panel C shows the correlation between 

announcement and actual data per year, based on regressing log FDI projects on log net FDI inflows individually for each year. Panel 

D shows a binned scatter plot between the global shock variable and FDI project announcements, where both the axes are residualized 

against country fixed effects; shaded area shows 95 percent confidence line for the best-fit line. 
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Figure 2. Response of FDI project announcements to adverse global growth shocks 

A. Baseline, response to 1 p.p. adverse global 

growth shock 

B. State-dependent indicator, response to 1 

p.p. adverse global growth shock 

  
Notes: The figure shows the results of local projection regressions of the cumulative log difference in FDI project announcements. 

All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95- percent 

confidence intervals. In Panel A, the global growth shock is represented by a 1 percentage point decline in the nowcast of global 

growth relative to previous year’s one-year-ahead forecast, based on the October vintages of the IMF World Economic Outlook 

historical database. Panel B presents results for global growth shocks in a state-dependent local projection model, where the state 

is either advanced economy or emerging market and developing economy (EMDE). Controls in all panels include (lagged) 

domestic output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the geopolitical 

risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. Additional controls include two lags of log 

FDI project announcements and the shock variable. 
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Figure 3. Response of FDI project announcements to adverse global growth shocks, by 

level of political risk 

A. Full sample B. EMDEs only 

  
Notes: The figure shows the results of local projection regressions of the cumulative log difference in FDI project announcements, 

including interactions with a state variable denoting whether the host country has relatively high or low political risk. Political risk 

ratings are from ICRG. High and low states are determined based on the median. All regressions include country fixed effects and 

Driscoll-Kraay standard errors. Shaded areas denote 90- and 95-percent confidence intervals. Controls in all panels include (lagged) 

domestic output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the geopolitical 

risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. Additional controls include two lags of log 

FDI project announcements and the shock variable. 
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Figure 4. Response of FDI project announcements to adverse global growth shocks, by 

sector  

A. Manufacturing B. Services 

  
C. Non-environmental technology projects D. Environmental technology projects  

  
Notes: The figure shows the results of local projection regressions of the cumulative log difference in FDI project announcements, 

based on separate regressions with different dependent variables—the dependent variable is based on FDI announcements for 

specific sectors, including manufacturing or services (excluding financial services) or environmental technology and non-

environmental technology projects. Sectors are based on classifications from fDi Markets. All regressions include country fixed 

effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95-percent confidence intervals. Controls in all panels 

include (lagged) domestic output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Global controls include 

the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. Additional controls include 

two lags of log FDI project announcements and the shock variable. 
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Figure 5. Response of FDI project announcements to adverse global growth shocks, by 

geopolitical bloc alignment 

A. Announcements directed toward each bloc 

from any source, full sample 

B. Announcements directed toward each bloc 

from any source, EMDE host sample 

  
C. Intra-bloc announcements, full sample D. Intra-bloc announcements, EMDE host 

sample 

  
Notes: The figure shows the results of local projection regressions of the cumulative log difference in FDI project announcements. 

In panels A and B the dependent variable is FDI announcements, and a state-dependent regression is run where the state is 

conditional on the host country being part of a specific bloc. In panels C and D, separate regressions are run for dependent variables 

that capture intra-bloc FDI project announcements. Bloc definitions are based on Gopinath et al. (2025), where bloc 1 is a 

hypothetical Western bloc, bloc 2 is a hypothetical Eastern bloc, and a final set of countries are designated as a hypothetical “non-

aligned” set of countries. All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- 

and 95-percent confidence intervals. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for 

year t and forecasts for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, 

and the VIX, all lagged one-period. Additional controls include two lags of log FDI project announcements and the shock variable. 
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APPENDIX 

Table A1. Variables and data sources 

Variables Sources 

FDI project announcements fDi Markets 

Global growth shock Author calculations based on WEO historical data 

and explained in section 2.2 

Domestic output growth nowcast WEO historical data 

Domestic inflation nowcast WEO historical data 

Federal funds rate FRED 

Geopolitical risk index Caldara and Iacoviello 2022 (CI 2022) 

Geopolitical fragmentation index Fernandez-Villaverde et al. 2024 

VIX CBOE 

World Uncertainty Index Ahir et al. 2022 

Political risk index International Country Risk Guide 

Political constraints Henisz and Zelner 2016 

Financial openness index Chinn-Ito 2008 

Geopolitical bloc indicators Gopinath et al. 2025; Presbitero 2024 

Ideal point distances Voeten 2009, updated in 2026 (based on Fjelstul et 

al. 2025 and Bailey et al. 2017) 
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Table A2. FDI project announcement responses to global growth shocks 

  (1) (2) (3) (4) 

 Time horizon: t t+1 t+2 t+3 

  Panel A: Baseline (full sample) results 

Coefficient -5.070*** -4.388*** -3.487*** -1.645* 

SE (0.892) (0.895) (0.782) (0.927) 

     

Observations 2,833 2,753 2,549 2,365 

Number of countries 172 169 165 162 

  Panel B: State-dependent country group results 

Coefficient (Advanced economies) -3.472*** -0.357 1.507 1.821 

SE (0.621) (0.864) (1.249) (1.135) 

Coefficient (EMDEs) -5.829*** -6.079*** -5.573*** -3.147** 

SE (1.086) (1.112) (0.757) (1.349) 

     

Observations 2,833 2,753 2,549 2,365 

Number of countries 172 169 165 162 

Notes: The table shows the local projection results for the impulse response of FDI projects to a global growth shock, including 

interactions with a state variable denoting whether the host country is an advanced economy or EMDE (in panel b). The 

corresponding output is presented in Figure 2. All regressions include country fixed effects and Driscoll-Kraay standard errors (*** 

p<0.01, ** p<0.05, * p<0.1). Controls include (lagged) domestic output growth and inflation nowcasts for year t and forecasts for 

year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged 

one-period. Additional controls include two lags of log FDI project announcements and the shock variable. See Table A3 for the 

sample country list. 
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Table A3. Country groups 

Emerging market and developing economies Advanced economies 

AFG CPV++ KEN NPL TLS++ AUS+ PRT+ 

AGO CRI KGZ OMN TON AUT+ SGP++ 

ALB+ DJI++ KHM PAK TTO++ BEL+ SVK+ 

ARE DOM++ KWT PAN TUN CAN+ SVN+ 

ARG DZA LAO PER TUR CHE+ SWE+ 

ARM ECU++ LBN PHL++ TZA CYP USA+ 

AZE EGY LBR PNG UGA CZE+  

BDI ERI LBY POL+ UKR+ DEU+   

BEN++ ETH++ LCA++ PRY URY++ DNK+   

BFA++ FJI LKA QAT UZB++ ESP+   

BGD GAB++ LSO++ ROU+ VEN EST+   

BGR+ GEO+ MAR++ RUS++ VNM FIN+   

BHR GHA++ MDA+ RWA YEM FRA+   
BHS++ GIN MDG SAU++ ZAF++ GBR+   
BIH+ GMB++ MDV++ SDN ZMB++ GRC+   
BLR++ GNB++ MEX SEN++ ZWE HKG   
BLZ++ GNQ MKD+ SLB  HRV+   
BOL GRD MLI SLE  IRL+   
BRA GTM MMR SLV++  ISL+   
BRB++ GUY MNE+ SRB  ISR+   
BRN HND MNG++ SSD  ITA+   
BTN++ HTI MOZ SUR++  JPN   
BWA++ HUN+ MRT SWZ  KOR+   
CHL++ IDN MUS SYC++  LTU+   
CHN++ IND MWI++ SYR  LUX+   
CMR IRN MYS TCD  LVA+   
COD IRQ NAM TGO  MLT+   
COG JAM++ NER THA++  NLD+   
COL JOR NGA++ TJK  NOR+   
COM KAZ++ NIC TKM   NZL+   
Notes: Table shows countries in baseline regression sample. Superscripts + and ++ indicate membership in Bloc 1 and Bloc 2, 

respectively. Countries without superscripts are classified as hypothetically non-aligned, except for a few countries in the baseline 

sample unassigned to a group (COD, HKG, SRB, and SSD). Bloc definitions follow Gopinath et al. (2025), based on political distance 

scores between countries, using classification “bloc3ipd”. 
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Figure A1. Actual FDI inflows 

 
Notes. Figure shows nominal net FDI inflows (from World Bank Development Indicators). 

  



46 
 

Figure A2. Global growth 

A. Forecasts, nowcasts, and actual outcomes 

  
B. Distribution of global growth forecast revisions 

  
Notes: Panel A shows forecasts, nowcast, and actual outcomes of global real GDP growth using 

the October vintages of the IMF’s World Economic Outlook database. Panel B shows global 

real GDP growth forecast revisions using the successive October vintages of the IMF’s World 

Economic Outlook database. 
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Figure A3. Relationship between announcements and global growth shocks 

A. Full sample 

 
B. Advanced-economy sample only C. EMDE sample only 

  
Notes: Figure shows binned scatter plots between the global growth shock variable and FDI project announcements, for the full 

sample, and advanced economies or EMDEs separately. The axes report residualized versions of negative global growth shocks 

and FDI projects, accounting for initial global conditions (including lagged geopolitical risk, the VIX for global uncertainty, and 

the federal funds rate as a proxy for global funding conditions) and country fixed effects. 
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Figure A4. Trends in global variables 

A. Global growth shocks and geopolitical risk 

 
B. Global growth shocks and FFR C. Global growth shocks and VIX 

  
Notes: All panels show trends in the global growth shock variable and either: the log of the geopolitical risk index from CI 2022, the federal 

funds effective rate, or the VIX. 
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Figure A5. FDI announcement responses to different global shocks  

A. Impact of VIX shock B. Impact of FFR shock 

  
C. Impact of geopolitical risk shock D. Impact of world uncertainty shock 

  
E. Change in common GFI F. Change in trade GFI 

  
Notes: The figure shows local projection results where the dependent variable is the cumulative log difference in FDI project 

announcements. Regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95- 

percent confidence intervals. All panels replace the global growth shock with alternative global shock indicators, while controlling 

for lagged global growth and other lagged global variables to account for initial global conditions. Responses of are shown for 

different shock variables: Panel A uses log changes in the VIX; Panel B uses changes in the federal funds rate; Panel C uses log 

changes in the geopolitical risk index from CI 2022; Panel D uses log changes in the World Uncertainty Index from Ahir et al. 

(2022); and Panels E and F use log changes in geopolitical fragmentation from Fernandez-Villaverde et al. (2024). Controls in all 

panels include (lagged) domestic output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Additional 

controls include two lags of log FDI project announcements and the shock variable. 
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Figure A6. Robustness: Accounting for exposure to advanced economies 

A. Full sample B. State-dependent country groups 

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements, for the full 

sample, or by including interactions for a country-group indicator. The shock is a global growth shock rescaled to reflect exposure 

to FDI project announcements from advanced economies. Regressions include country fixed effects and Driscoll-Kraay standard 

errors. Shaded areas denote 90- and 95- percent confidence intervals.  In both panels the global growth shock is adjusted for 

countries’ pre-existing exposure to advanced-economy FDI, measured by the share of FDI project announcements originating from 

advanced economies. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for year t and forecasts 

for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all 

lagged one-period. Additional controls include two lags of log FDI project announcements and the shock variable. 
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Figure A7. Robustness: Alternative global growth shocks 

A. 1-year ahead, April forecast B. 2-year ahead, October forecast 

  
C. 1-year ahead, April forecast D. 2-year ahead, October forecast 

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements, for the full 

sample, or by including interactions for a country-group indicator. The shock variables are based on either the 1-year ahead forecast 

from the April forecast or the 2-year ahead forecast from the October forecast of the IMF’s World Economic Outlook database. All 

regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95-percent confidence 

intervals. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for year t and forecasts for year 

t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-

period. Additional controls include two lags of log FDI project announcements and the shock variable. 
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Figure A8. Robustness: Comparing global and domestic growth shocks 

A. 1-percentage point shock, full sample 

  
B. 1-percentage point shock, advanced-economy 

sample 

C. 1-percentage point shock, EMDE sample 

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements, in response 

to a global or domestic growth shock. The global (domestic) growth shock is represented by a 1 percentage point decline in the 

nowcast of global (domestic) growth relative to the one-year-ahead forecast, based on the October vintages of the IMF World 

Economic Outlook database. All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 

90- and 95-percent confidence intervals. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for 

year t and forecasts for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, 

and the VIX, all lagged one-period. Additional controls include two lags of log FDI project announcements and the shock variable. 
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Figure A9. Robustness: Asymmetric responses 

A. Negative shock, full sample B. Positive shock, full sample 

  

C. Negative shock, AE sample  D. Positive shock, AE sample  

    

E. Negative shock, EMDE sample  F. Positive shock, EMDE sample  

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements. All 

regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95- percent confidence 

intervals. The model here includes separate indicators for negative and positive shocks are estimated. Controls in all panels include 

(lagged) domestic output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the 

geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. Additional controls include two 

lags of log FDI project announcements and the shock variable. The sample is indicated in each panel. 
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Figure A10. Robustness: Leave-one-year-out exercise 

 
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements. All regressions include country fixed effects and Driscoll-

Kraay standard errors. Shaded areas denote 90- and 95- percent confidence intervals. Results for global growth shocks in a state-dependent local projection model, where the state 

is either advanced economy or emerging market and developing economy (EMDE), excluding one year at a time. Controls include (lagged) domestic output growth and inflation 

nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. 

Additional controls include two lags of log FDI project announcements and the shock variable. 
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Figure A11. Robustness: Role of other institutional indicators 

A. Political constraints, full sample B. Financial openness, full sample 

   
C. Political constraints, EMDEs only D. Financial openness, EMDEs only 

    
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements, including 

interactions with a state variable denoting whether the host country has relatively “high” or “low” institutional features. High and 

low states are determined based on the median. Political constraints are from Henisz and Zelner (2016) and financial openness is 

captured using the Chinn-Ito index (2008). All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded 

areas denote 90- and 95-percent confidence intervals. Controls in all panels include (lagged) domestic output growth and inflation 

nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal 

funds rate, and the VIX, all lagged one-period. Additional controls include two lags of log FDI project announcements and the 

shock variable. 
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Figure A12. Robustness: Other sector groups 

A. Primary sector B. Construction sector 

    
C. Financial services sector  D. Battery supply chain projects 

    
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements for specific 

sector groups. All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95- 

percent confidence intervals. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for year t and 

forecasts for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, 

all lagged one-period. Additional controls include two lags of log FDI project announcements and the shock variable. Only one lag 

of FDI projects is included for panel D due to limited data availability (the series begins only in 2016). The sample is indicated in 

each panel. The primary sector refers to ISIC codes A and B, the construction sector refers to ISIC code F, the financial services 

sector refers to ISIC code K, and battery supply chains are categorized by fDi Markets.  
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Figure A13. Robustness: Alternative bloc definitions based on United Nations General 

Assembly Resolution ES-11/1 

A. Baseline, with ES-11/1based blocs, full 

sample 

B. Baseline, with ES-11/1 based blocs and 

EMDEs only 

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements. In panels 

A and B the dependent variable is FDI announcements, and a state-dependent regression is run where the state is conditional on 

the host country being part of a specific bloc. Bloc definitions are based on Gopinath et al. (2025), where bloc 1 is a group of 

countries that voted in support of UN General Assembly Resolution ES-11/1 and bloc 2 is a group of countries that voted against 

it. All regressions include country fixed effects and Driscoll-Kraay standard errors. Shaded areas denote 90- and 95-percent 

confidence intervals. Controls in all panels include (lagged) domestic output growth and inflation nowcasts for year t and forecasts 

for year t+1 to t+3. Global controls include the geopolitical risk index (CI 2022) in logs, the federal funds rate, and the VIX, all lagged 

one-period. Additional controls include two lags of log FDI project announcements and the shock variable. 
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Figure A14. Robustness: Continuous measure of ideal points  

A. Baseline, full sample B. Baseline, EMDEs only 

  

C. Baseline, excluding China and the United 

States 

D. Baseline, EMDEs only excluding China 

  
Notes: The figure shows the local projection regressions of the cumulative log difference in FDI project announcements, including 

interactions with a state variable denoting whether the host country has relatively high or low ideal point based on the country’s 

annual UN votes (from Voeten (2009) updated in 2026, based on data from Fjelstul et al. (2026) and methodology in Bailey et al. 

2017). High and low states are determined based on the median. All regressions include country fixed effects and Driscoll-Kraay 

standard errors. Shaded areas denote 90- and 95-percent confidence intervals. Controls in all panels include (lagged) domestic 

output growth and inflation nowcasts for year t and forecasts for year t+1 to t+3. Global controls include the geopolitical risk index 

(CI 2022) in logs, the federal funds rate, and the VIX, all lagged one-period. Additional controls include two lags of log FDI project 

announcements and the shock variable. 
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