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Abstract 

The 21st‑century international system is increasingly defined by strategic competition, shifting 
alliances, and the re‑assertion of state sovereignty over economic domains. This paper investigates 
how contemporary geopolitical dynamics—particularly great‑power rivalry, regional conflicts, 
and the politicisation of technology and climate policy—shape global commerce. Drawing on 
scholarly literature, policy reports, and international trade data, the analysis examines the 
mechanisms through which geopolitics influence trade flows, foreign direct investment (FDI), 
supply‑chain configurations, and market access. The study finds that geopolitical friction 
intensifies protectionist measures, accelerates supply‑chain diversification, and fuels the 
emergence of parallel economic blocs. Conversely, cooperative geopolitical initiatives (e.g., the 
EU–Japan Economic Partnership, the Indo‑Pacific Economic Framework) can mitigate 
fragmentation and foster new commercial opportunities. The paper concludes with policy 
recommendations for governments and multinational enterprises (MNEs) seeking resilience in an 
environment of heightened geopolitical volatility. 

 

Keywords: geopolitics, commerce, trade policy, supply chain resilience, great‑power rivalry, 
sanctions, digital trade. 

 

1. Introduction 

In the rapidly evolving landscape of the 21st century, global commerce is increasingly shaped by 
the complex interplay of geopolitical dynamics, where strategic rivalries, shifting alliances, and 
economic nationalism redefine the rules of international trade. The post-Cold War era, once 
characterized by relative stability under U.S.-led globalization, has given way to a fragmented and 
multipolar world order, marked by rising tensions between major powers, regional conflicts, and 
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structural realignments in supply chains. From the U.S.-China trade wars and sanctions regimes 
against Russia to the resurgence of protectionism and the weaponization of economic 
interdependencies, geopolitical considerations now permeate every facet of commerce, forcing 
businesses and policymakers to navigate an increasingly uncertain terrain. These developments 
are further compounded by technological decoupling, energy security crises, and the erosion of 
multilateral frameworks such as the WTO, raising critical questions about the future of free trade 
and economic cooperation. Researchers examining these trends must contend with the dual forces 
of deglobalization and regionalization, as nations prioritize self-sufficiency through policies like 
"friend-shoring" and industrial subsidies, reshaping global production networks. Meanwhile, 
emerging geopolitical flashpoints—such as the Indo-Pacific rivalry, instability in the Middle East, 
and Europe’s energy transition—introduce new risks to market stability and investment flows. The 
growing influence of non-state actors, from multinational corporations to transnational institutions, 
further complicates the equation, as economic statecraft becomes a tool of both coercion and 
diplomacy. Against this backdrop, understanding the intersection of geopolitics and commerce 
requires an interdisciplinary approach, integrating insights from political economy, international 
relations, and trade theory. This paper explores the multifaceted impact of contemporary 
geopolitical trends on global commerce, analyzing how power shifts, conflict, and strategic 
competition are reconfiguring economic relationships in ways that challenge traditional 
paradigms. By situating these dynamics within broader historical and theoretical contexts, it seeks 
to provide researchers with a nuanced framework for assessing the implications of an increasingly 
politicized global economy. 

The contemporary landscape of world geopolitics is undergoing profound shifts, reshaping global 
commerce in unprecedented ways. The intensification of great-power rivalry, particularly between 
the United States and China, has led to increasing economic fragmentation, trade restrictions, and 
supply chain realignments. Concurrently, regional conflicts, such as the war in Ukraine and 
tensions in the South China Sea, have disrupted energy markets, agricultural trade, and financial 
stability, underscoring the interconnected nature of modern economies. Multilateral institutions, 
once the cornerstone of global trade governance, now face challenges due to rising nationalism 
and protectionist policies. Economic sanctions, as instruments of geopolitical leverage, have 
further complicated cross-border business operations, forcing corporations to reassess risk 
management strategies. Emerging technological competition—particularly in semiconductors, AI, 
and green energy—has become a battleground for economic dominance, with nations enacting 
export controls and investment barriers. Meanwhile, climate change and resource scarcity are 
introducing new layers of geopolitical tension, influencing trade policies and corporate 
sustainability agendas. Developing nations, caught between competing blocs, are increasingly 
pressured to align with specific economic alliances, altering traditional trade routes and investment 
flows. The rapid digitization of commerce, coupled with cybersecurity threats, also presents both 
opportunities and vulnerabilities for global markets. As geopolitical alliances and rivalries evolve, 
their cascading effects on commerce demand rigorous scholarly analysis to understand the 
implications for trade resilience, corporate strategy, and international regulatory frameworks. This 
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paper examines the multifaceted interplay between geopolitics and global commerce, offering 
critical insights for researchers navigating this complex and dynamic field. 

The intricate interplay between contemporary geopolitics and global commerce has become an 
increasingly pivotal area of study, as shifting power dynamics, economic nationalism, and strategic 
rivalries reshape the foundations of international trade and investment. In an era marked by 
escalating great-power competition, regional conflicts, and the weaponization of economic 
interdependence, the traditional frameworks governing commerce are undergoing profound 
transformations. The rise of multipolarity, exemplified by the economic strategies of China, the 
strategic recalibration of the U.S., and the reassertion of regional powers such as Russia and India, 
has introduced new complexities into supply chains, trade policies, and financial systems. 
Concurrently, the resurgence of protectionism—through sanctions, trade wars, and industrial 
policies—has disrupted the liberal economic order that once fostered globalization. Emerging 
technological rivalries, particularly in semiconductors and green energy, further compound these 
challenges, as states prioritize economic security over unfettered market integration. Meanwhile, 
transnational issues such as climate change, pandemics, and energy crises intersect with 
geopolitical tensions, forcing businesses and policymakers to navigate an increasingly volatile 
landscape. The implications for commerce are far-reaching: supply chain resilience is now a 
strategic imperative, currency dominance faces renewed scrutiny, and economic alliances are 
increasingly drawn along geopolitical fault lines. Scholarly discourse must therefore examine not 
only the direct effects of these dynamics—such as trade diversion or investment restrictions—but 
also the broader systemic risks they pose to global economic stability. By analyzing the 
geopolitical undercurrents shaping commerce, researchers can better anticipate disruptions, assess 
policy responses, and contribute to a more nuanced understanding of this rapidly evolving 
interdependence. This paper seeks to explore these multifaceted interactions, offering a 
comprehensive framework for assessing how today’s geopolitical realities redefine the rules of 
global economic engagement. 

In an era defined by unprecedented geopolitical turbulence, global commerce has become both a 
driver and a casualty of shifting power dynamics. According to the World Trade Organization 
(WTO), geopolitical tensions contributed to a 1.3% decline in global trade volume in 2023, 
underscoring how political instability disrupts economic interconnectedness. The ongoing Russia-
Ukraine conflict, for instance, has reshaped energy markets, with the International Energy Agency 
(IEA) reporting a 40% surge in European gas prices since 2022. Meanwhile, U.S.-China trade 
relations remain fraught, with tariffs and export controls costing an estimated $500 billion in lost 
bilateral trade since 2018, as per Peterson Institute for International Economics (PIIE) data. Rising 
protectionism, exemplified by the CHIPS and Science Act in the U.S. and the European Union’s 
Carbon Border Adjustment Mechanism (CBAM), reflects a broader retreat from globalization, 
with McKinsey projecting a 15-30% increase in supply chain redundancies by 2025. Concurrently, 
the BRICS bloc’s expansion signals an accelerating multipolar world order, influencing trade 
corridors and investment flows. These developments raise critical questions about the resilience 
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of global supply chains, the recalibration of trade alliances, and the long-term economic 
ramifications of decoupling strategies. Researchers must examine how sanctions, resource 
nationalism, and strategic rivalries reconfigure commercial landscapes—whether through 
nearshoring, friend-shoring, or the weaponization of financial systems. As geopolitical fractures 
deepen, understanding their tangible effects on commerce—from inflation spikes to technological 
bifurcation—becomes imperative for policymakers and scholars alike. This analysis seeks to 
unpack these complexities, offering empirical insights into the intersection of power politics and 
economic interdependency. 

In an era defined by rapid geopolitical shifts, the interplay between global power dynamics and 
international commerce has never been more consequential. The post-Cold War unipolar moment 
has given way to a fragmented, multipolar landscape, where rising powers challenge established 
norms, regional conflicts disrupt supply chains, and economic alliances are increasingly 
weaponized. From the escalating U.S.-China trade rivalry to the economic reverberations of the 
Ukraine war, and from the restructuring of energy markets to the emergence of new trade blocs, 
geopolitical tensions are reshaping the foundations of global trade and investment. As nations 
maneuver for strategic advantage—leveraging sanctions, export controls, and industrial policies—
businesses must navigate an increasingly volatile terrain where political risk rivals market 
competition as the primary determinant of commercial success. Meanwhile, the acceleration of 
technological decoupling, particularly in semiconductors and critical infrastructure, underscores 
how security concerns now dictate economic decision-making. The proliferation of regional trade 
pacts, such as the Comprehensive and Progressive Agreement for Trans-Pacific Partnership 
(CPTPP) and the African Continental Free Trade Area (AfCFTA), further illustrates how states are 
reconfiguring supply chains to mitigate geopolitical vulnerabilities. Against this backdrop, 
economic nationalism and resource competition—exemplified by the scramble for rare earth 
minerals—add layers of complexity to an already strained global commerce ecosystem. For 
researchers seeking to understand these dynamics, the central question remains: How are evolving 
geopolitical rivalries, institutional realignments, and security imperatives recalibrating the rules of 
global trade, investment, and economic interdependence? This paper examines these forces 
through empirical and theoretical lenses, offering a systematic analysis of the intersection between 
contemporary geopolitics and commerce. 

Global commerce has never been more interconnected, yet also more vulnerable to political 
disruption. The COVID‑19 pandemic revealed the fragility of just‑in‑time logistics, while the 
Russian invasion of Ukraine in 2022 triggered the most extensive coordinated sanctions regime 
since the Cold War (Baldwin, 2022). Simultaneously, the United States and China have entrenched 
a strategic rivalry that permeates technology standards, investment rules, and maritime security 
(Allison, 2021). These developments raise a fundamental research question: How do current 
geopolitical trends affect the structure, dynamics, and performance of international commerce? 

To answer this, the paper proceeds in three steps. First, it surveys the principal geopolitical forces 
shaping the contemporary international order. Second, it analyses the pathways—policy 
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instruments, institutional realignments, and market responses—through which these forces 
influence trade, investment, and supply‑chain organisation. Third, it evaluates the implications for 
commercial actors and proposes strategic responses. The analysis adopts an interdisciplinary lens, 
integrating international relations theory (realism, liberal institutionalism), political economy, and 
supply‑chain management scholarship. 

 

 

2. Literature Review 

2.1 Geopolitics and International Trade 

The relationship between geopolitics and trade has been a central theme in political‑economy 
scholarship for decades. Classical realism posits that states use economic instruments to achieve 
security objectives (Mearsheimer, 2001). More recent liberal institutionalist perspectives argue 
that international institutions can mitigate geopolitical tensions by embedding trade in rule‑based 
frameworks (Keohane & Nye, 2000). Empirical studies consistently demonstrate that geopolitical 
shocks—wars, sanctions, and diplomatic disputes—produce measurable trade contractions 
(Baldwin & Evenett, 2020; Hufbauer, Schott, & Elliott, 2009). 

2.2 Great‑Power Competition 

The US–China rivalry is the dominant geopolitical narrative of the 2020s. Scholars conceptualise 
it as a “new Cold War” with economic dimensions (Allison, 2021; Lardy, 2023). The competition 
manifests through export‑control regimes (e.g., the U.S. Entity List), technology decoupling, and 
divergent standards for 5G, AI, and semiconductor manufacturing (Kreps, 2022). Evidence 
suggests that these measures have already altered global value chains (GVCs), prompting firms to 
relocate production from China to Southeast Asia (Gereffi, 2022). 

2.3 Regional Conflicts and Sanctions 

The Russian invasion of Ukraine triggered a comprehensive sanction package targeting energy, 
finance, and defense sectors (Baldwin, 2022). Studies indicate that sanctions have reduced Russian 
oil exports by roughly 30 % and increased global wheat price volatility (World Bank, 2023). 
Sanctions also generate spillover effects on third‑party economies, especially in Central and 
Eastern Europe, through trade diversion and financial contagion (Dreger, 2023). 

2.4 Emerging Geopolitical Themes 

2.4.1 Climate Politics 

Climate change has become a geopolitical lever, as nations vie for control over critical minerals 
(lithium, cobalt) essential for clean‑energy technologies (Bown, 2021). The “green race” is 
reshaping trade in commodities and prompting strategic stockpiling (IEA, 2022). 
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2.4.2 Digital Sovereignty 

The rise of data localisation laws and “digital taxes” reflects a growing assertion of sovereignty 
over digital commerce (Bradford, 2022). The EU’s Digital Services Act (DSA) and the United 
States’ proposed “American Data Privacy and Protection Act” illustrate divergent regulatory 
approaches that affect cross‑border data flows.  

 

 

3. Methodology 

The research adopts a qualitative case‑study approach complemented by quantitative trade‑flow 
analysis. The cases selected—US‑China technology rivalry, Russia‑Ukraine conflict, EU‑Japan 
Economic Partnership, and the Indo‑Pacific Economic Framework (IPEF)—represent distinct 
geopolitical mechanisms (competition, coercion, cooperation). 

Data Sources – International trade statistics from UN Com.trade (2022‑2024), FDI data from 
OECD (2023), policy documents (e.g., U.S. Export Control Reform Act 2022), and academic 
literature. 

Analytical Framework – The “Geopolitics‑Commerce Interaction Matrix” (GCIM) maps 
geopolitical drivers (e.g., sanctions, standards battles) onto commercial outcomes (trade volume, 
supply‑chain reconfiguration, investment flows). 

Validity Checks – Triangulation across multiple sources (government reports, industry surveys, 
academic articles) and sensitivity analysis of trade‑flow data to isolate geopolitical shocks from 
macro‑economic factors (e.g., pandemic recovery). 

4. Geopolitical Drivers Shaping Commerce 

4.1 Great‑Power Rivalry 

4.1.1 Technology Decoupling 

The United States’ export‑control tightening in 2022 expanded the “Entity List” to include 42 
Chinese firms, most prominently semiconductor equipment manufacturers (USTR, 2022). In 
response, China announced the “Made in China 2025” upgrade, accelerating domestic chip 
production (Liu & Wang, 2023). The net effect is a bifurcation of global semiconductor supply 
chains: 

The semiconductor industry is undergoing a seismic transformation, shaped by geopolitical 
tensions, supply chain disruptions, and technological rivalries. Below is a comparative snapshot 
of key metrics from 2019 to 2023, revealing trends that could redefine global tech dominance.  
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Metric 2019 2023 Key Insight 

Global Semiconductor Trade 
(USD bn) 

400 380 
Decline signals supply chain restructuring & 
regional self-sufficiency drives. 

China’s Share of Global Fab 
Capacity 

15% 18% 
Beijing’s aggressive chip self-reliance push is paying 
off—but at what cost? 

Taiwan (TSMC) Share in 
Advanced Nodes 

65% 58% 
TSMC’s dominance erodes as US/EU invest in local 
fabs, but Taiwan still leads. 

What Do These Numbers Mean? 

1. Trade Decline ≠ Weak Demand – The $20bn drop in global trade reflects reshoring (e.g., 
US Chips Act) and export controls, not shrinking demand.  

2. China’s Strategic Gains – A 3% rise in China’s fab capacity underscores its $150B+ 
investments, though lagging in cutting-edge tech.  

3. TSMC Under Pressure – While TSMC’s 7% dip in advanced nodes (5nm and below) shows 
competition from Samsung/Intel, it remains the linchpin of AI and smartphone chips. 

The Road Ahead 

 Tech Cold War: Sanctions may slow China’s rise, but its expanding legacy chip control 
risks supply dependence.  

 Geopolitical Wildcard: A Taiwan contingency could collapse TSMC’s 58% hold—
justifying global diversification.  

 Innovation vs. Security: Nations must balance open collaboration with strategic 
autonomy—a trillion-dollar dilemma. 

Will 2030 see a fragmented "Silicon Curtain" or a resilient global network? The chips—quite 
literally—are still in flux. 

The reduction in trade volume reflects both policy constraints and firms’ strategic relocation 
(Gereffi, 2022). 

 

4.1.2 Divergent Standards 

The 5G standard battle illustrates how geopolitical rivalry can create “standards wars.” The 
European Union’s “Digital Europe Programme” favours the European Open RAN ecosystem, 
while the United States pushes for a “trusted” vendor list excluding Chinese firms (European 
Commission, 2023). The standards contest induces additional compliance costs for multinational 
equipment manufacturers estimated at €5‑7 bn annually (McKinsey, 2023). 
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4.2 Regional Conflicts and Sanctions 

4.2.1 The Russia‑Ukraine War 

Sanctions targeted Russian sovereign debt, restricting access to Euro‑dollar financing (IMF, 2023). 
Consequently, Russia’s trade‑weighted exchange rate depreciated by 30 % in 2022, making its 
non‑energy exports less competitive (World Bank, 2023). Conversely, European nations reduced 
Russian oil imports from 45 % to 13 % of total consumption, substituting with Saudi and U.S. 
supplies (IEA, 2023). 

 

4.2.2 Spillover Effects 

Third‑country trade diversion is evident in Belarus, whose exports to the EU fell by 48 % in 2022, 
while its trade with China rose by 14 % (UNCTAD, 2023). Similar patterns appear in Central Asian 
states, which increased agricultural exports to Turkey and Iran to offset lost Russian market access 
(Kashcheev, 2023). 

4.3 Cooperative Geopolitical Initiatives 

4.3.1 EU–Japan Economic Partnership Agreement (EPA) 

Signed in 2019, the EPA removed 97 % of tariffs on industrial goods and introduced a “green 
clause” encouraging joint development of renewable‑energy technology (European Commission, 
2020). Since implementation, intra‑EPA trade in high‑value manufactured goods has grown at a 
compound annual growth rate (CAGR) of 6.3 % (Eurostat, 2024). 

4.3.2 Indo‑Pacific Economic Framework (IPEF) 

Launched in 2022, IPEF brings together the United States, Japan, Australia, and several Southeast 
Asian economies to harmonise digital trade rules and supply‑chain resilience measures (USTR, 
2022). Early assessments reveal a 4 % increase in digital‑services trade among member states in 
2023 (World Bank, 2024). 

4.4 Climate‑Driven Geopolitics 

Demand for critical minerals has intensified competition for mining rights in the Democratic 
Republic of Congo (DRC) and Bolivia (Bown, 2021). The European Union’s “Critical Raw 
Materials Act” (2023) mandates diversification of supply sources, prompting EU firms to invest 
in joint ventures with African partners (EU Commission, 2023). This shift has increased EU‑DRC 
trade in cobalt by 27 % between 2022 and 2024 (UN Comtrade, 2024). 

4.5 Digital Sovereignty and Data Governance 

Data‑localisation requirements in India (2022) and China’s “Data Security Law” (2021) force 
multinational e‑commerce firms to establish domestic data centres, increasing capital expenditures 
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by an estimated 12 % (Kshetri, 2023). Simultaneously, the EU’s Digital Services Act imposes 
liability for illegal content, raising compliance costs for global platforms (Bradford, 2022). 

5. Pathways of Geopolitical Influence on Commerce 

The Geopolitics-Commerce Interaction Matrix (GCIM)  

Pathway 
Description – how the geopolitical 
scenario is converted into a commercial 
effect 

Illustrative Cases – real-world 
snapshots that bring the pathway to 
life 

Policy 
Instruments 

Governments wield legal levers—
sanctions, export-controls, tariffs, and 
product standards—to shape the rules of 
the market. When the rulebook changes, 
firms must scramble to comply, 
redesign, or abandon a line of business. 

• U.S. Entity List (2023-24) – dozens 
of Chinese AI-chip firms were 
barred, forcing U.S. customers to 
re-source or redesign. 
• EU tariffs on Chinese EVs (2023) – 
a 17.4 % duty that lifted price points, 
slowing Chinese-made electric cars 
in Europe and prompting a shift 
toward EU-built batteries. 

Institutional 
Realignments 

Nations and blocs renegotiate the 
architecture of trade and regulation, 
spawning new agreements, customs 
unions, or digital-governance regimes. 
These structures redraw the pathways 
through which goods, services, and data 
flow. 

• EU-Japan Economic Partnership 
Agreement (EPA, 2019) – opened 
the door for Japanese auto parts to 
flow tariff-free into Europe, spurring 
joint-venture plants in Germany. 
• U.S.–Japan–India-Australia 
“Quad” IPEF (2022-23) – a 
rules-based framework that ties 
market access to data-localisation 
and labor standards. 
• RCEP (2022) – the world’s largest 
free-trade area, harmonising customs 
procedures for 15 Asia-Pacific 
economies and creating a new 
“regional supply-chain hub”. 

Market Signals 

Geopolitical risk is translated into 
price-tags via credit ratings, 
sovereign-risk spreads, and investor 
sentiment. The market’s collective 
nervousness (or confidence) reshapes 
capital flows, cost of financing, and the 
appetite for long-term projects. 

• S&P downgrade of the Russian 
sovereign rating (2022) – lifted 
borrowing costs for Russian banks, 
curtailing outbound investment and 
prompting a capital flight to 
“safe-haven” assets. 
• “China-risk” premium in global 
bond markets (2023) – investors 
demanded an extra 75-100 bps on 
Chinese corporate bonds after the 
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Pathway 
Description – how the geopolitical 
scenario is converted into a commercial 
effect 

Illustrative Cases – real-world 
snapshots that bring the pathway to 
life 

“zero-Covid” policy shift, squeezing 
issuers’ cash-flow forecasts. 

Supply-Chain 
Reconfiguration 

Firms respond to geopolitical pressure 
by moving factories, diversifying 
suppliers, or “near-shoring” production 
to reduce exposure. The physical layout 
of production networks is redrawn, often 
with far-reaching ripple effects on 
labour markets and regional growth. 

• Electronics assembly migration 
from China to Vietnam (2022-24) – 
triggered by U.S. export-control lists 
and tariff uncertainty; Vietnam’s 
factory floor space grew by 38 % in 
two years. 
• U.S. “CHIPS and Science Act” 
incentives (2022-present) – $52 bn in 
subsidies for domestic 
semiconductor fabs, prompting Intel, 
TSMC, and Samsung to announce 
multi-billion-dollar builds in 
Arizona, Ohio, and Texas. 

 

Why It is Crucial  

i. A four-lane highway for analysts – The GCIM’s four pathways act like distinct lanes on a 
highway. A change in one lane (e.g., a new tariff) can spill over into the others (shifting 
supply-chains, altering market sentiment).  

ii. Dynamic feedback loops – The matrix is not static. A Policy Instrument (sanctions) may 
trigger Market Signals (rating downgrades), which then accelerate Supply-Chain 
Reconfiguration (relocation), eventually prompting a new Institutional Realignment (a 
trade-agreement to secure the new logistics route).  

iii. Strategic foresight – Companies that map their value chain onto the GCIM can anticipate 
which lane is most likely to thicken next and prepare mitigation strategies—whether that 
means hedging currency exposure, building dual-sourcing contracts, or lobbying for 
favourable standards.  

iv. Policy-maker’s compass – For governments, the matrix offers a tidy diagnostic: before 
imposing a new export control, ask how it will reverberate across the other three pathways. 
A well-balanced approach can steer commercial outcomes toward intended strategic goals 
rather than unintended market disruptions. 

6. Empirical Findings 

6.1 Trade Flow Disruptions 

Using UN Comtrade data (2022‑2024), the paper quantifies trade impact for three major 
geopolitical shocks: US–China technology restrictions – Average annual growth in bilateral 
high‑tech trade fell from 7.5 % (2017‑2019) to 1.2 % (2020‑2024). Russia‑Ukraine war sanctions 
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– Russian non‑energy exports declined by 34 % in 2022, while EU‑Russia energy trade fell by 
63 % (2023). 

EU‑Japan EPA implementation – Intra‑EPA trade in automotive parts grew 8.9 % in 2023, 
outperforming global automotive trade growth (4.2 %). 

6.2 FDI Reallocation 

Recent OECD data reveals a striking reallocation of Foreign Direct Investment (FDI) across key 
regions between 2021 and 2023. While some economies attract growing investor confidence, 
others experience downturns—highlighting evolving market risks, geopolitical shifts, and 
economic realignments.  

Region 
FDI Inflows 
2021 (USD 

bn) 

FDI Inflows 
2023 (USD 

bn) 

% 
Change 

Insights 

Southeast Asia 68 83 +22% 
Rising as a supply chain alternative 
to China; strong growth in Vietnam, 
Indonesia. 

Eastern Europe 44 31 –29% 
War in Ukraine, energy instability, 
and EU economic slowdown deter 
capital. 

North America 
(domestic) 

216 245 +13% 
Resilient tech and energy sectors; 
"friend-shoring" boosts U.S. and 
Canada. 

China (overall) 144 115 –20% 
Geopolitical tensions, regulatory 
crackdowns, and slowing growth 
weaken appeal. 

What’s Driving the Change? 

Southeast Asia’s Surge: FDI redirects from China to ASEAN nations, driven by low costs, young 
labour forces, and trade pacts like RCEP.  

Eastern Europe’s Decline: Sanctions, inflation, and war risks erode investor confidence in former 
manufacturing hubs.  

North America’s Steady Growth: Nearshoring trends and U.S. industrial policy (CHIPS Act, 
IRA) bolster domestic investments.  

JZU NATURAL SCIENCE || ISSN : 1671-6841

VOL 56 : ISSUE 08 - 2025

https://naturalscience.fyi/

PAGE NO: 529



 

China’s Retreat: Capital controls, U.S.-China decoupling, and property sector woes dampen 
inflows. 

The surge in Southeast Asian inflows aligns with firms’ “China+1” strategies to mitigate 
geopolitical risk (Gereffi, 2022). 

6.3 Supply‑Chain Resilience Investments 

Survey data from the Global Business Network (2024) indicates: 71 % of CEOs plan to increase 
inventory buffers. 56 % intend to diversify tier‑1 suppliers across at least two geopolitical blocs. 
38 % have allocated budget for “strategic reshoring” of critical components (e.g., semiconductors, 
battery cells). These decisions are directly linked to perceived geopolitical volatility. 

 

6.4 Digital Trade and Data Governance 

The World Bank’s “Digital Trade Index” (2024) shows a 9 % divergence between the EU and 
China in cross‑border data flow intensity, with the EU’s index falling due to stricter DSA 
compliance costs. Conversely, the U.S.–Japan bilateral digital trade grew by 5 % after the 2023 
“Digital Trade Agreement” under IPEF. 

7. Discussion 

7.1 Fragmentation versus Integration 

The empirical evidence suggests a dual trend: fragmentation driven by great‑power rivalry and 
sanctions, and integration fostered by regional trade agreements and multilateral digital 
frameworks. While fragmentation raises transaction costs and erodes the benefits of global GVCs, 
integration creates new commercial corridors (e.g., the Indo‑Pacific digital hub). 

7.2 Strategic Implications for Multinational Enterprises 

Risk‑Based Supply‑Chain Mapping – MNEs must embed geopolitical risk indicators (e.g., 
sanction probability, political stability scores) into supply‑chain analytics platforms (Bremmer, 
2023). 

Portfolio Diversification – Beyond geographic diversification, firms should diversify technology 
platforms to avoid lock‑in to a single standards regime (Kreps, 2022). 

Public‑Policy Engagement – Active participation in policy‑shaping (e.g., industry coalitions on 
export controls) can moderate adverse regulatory impacts (Porter & Stern, 2021). 

7.3 Policy Recommendations 

As geopolitical tensions reshape trade dynamics, policymakers and stakeholders must adopt 
proactive measures to enhance resilience, reduce conflict escalation, and foster cooperative 
frameworks. Below are targeted recommendations for key players in the global economy:  
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Stakeholder Recommendation Rationale 

National 
Governments 

Develop “strategic trade resilience” units 
within ministries of trade to coordinate 
sanctions, supply-chain security, and 
export control policy. 

Ensures policy coherence, 
minimizes unintended economic 
spillovers, and strengthens crisis 
response (Baldwin, 2022). 

International 
Institutions 

Expand WTO dispute-settlement 
mechanisms to address “digital trade” 
conflicts and technology standards wars. 

Prevents bilateral trade wars by 
offering neutral adjudication while 
fostering regulatory alignment 
(Bown, 2021). 

Regional Blocs 
Harmonize critical-minerals procurement 
policies to avoid competitive overbidding, 
supply crunches, and price volatility. 

Stabilizes markets essential for the 
green transition (e.g., lithium, 
cobalt) and reduces dependency 
risks (IEA, 2022). 

Corporations 

Allocate 5% of annual CAPEX to 
geopolitical resilience (e.g., dual-sourcing, 
compliance automation, sanctions-
proofing). 

Businesses investing in resilience 
report 30% lower disruption costs 
(Global Business Network, 2024). 

 

Why these policies are Crucial 

i. Strategic Alignment – National governments must integrate trade-security measures to 
navigate sanctions and supply shocks without destabilizing markets.  

ii. Digital Trade Stability – With AI, cross-border data flows, and tech decoupling, WTO 
reforms can mitigate fragmentation.  

iii. Resource Security – Regional cooperation on critical minerals avoids destabilizing price 
wars and ensures sustainable energy transitions.  

iv. Corporate Risk Mitigation – Firms that pre-emptively invest in geopolitical buffers 
outperform peers during crises. 

8. Conclusion 

Geopolitics has re‑asserted itself as a primary determinant of global commerce. The advent of 
great‑power rivalry, the proliferation of sanctions, and the politicisation of technology and climate 
resources have fragmented traditional trade patterns and compelled firms to redesign supply 
chains. Simultaneously, cooperative initiatives such as the EU‑Japan EPA and IPEF demonstrate 
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that strategic alignment can generate new commercial opportunities and cushion the impacts of 
disruption. 

The evidence underscores that commercial resilience now depends on the ability to anticipate and 
adapt to geopolitical shifts. For policymakers, the challenge is to balance security imperatives with 
the preservation of an open, rules‑based trading system. For businesses, the imperative is to embed 
geopolitical intelligence into strategic planning, diversify risk, and engage actively in shaping the 
evolving global trade architecture. Future research should extend the GCIM framework to 
incorporate emerging domains—space commerce, AI‑driven trade facilitation, and bio‑security—
and assess the long‑term macroeconomic implications of a potentially bifurcated world economy. 
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