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Volatility in global FDI flows along with structural increase
in non-tariff barriers coupled with differences in tariffs between
economies has made it imperative for multinational firms to
reassess their cross-border operations. The current paper focuses
on the response of corporations to increased trade barriers which
include portfolio diversification, value chain adjustments,
co-investment in regulation, and arbitrage among various trade
agreements. Using data from UNCTAD World Investment
Reports, the tariff data from the World Bank, and analysis by the
OECD on trade policy till 2025, this paper will highlight how
corporations’ adaptation to increased trade barriers not only
serves as a way to manage risks but rather is a competitive
advantage itself. Corporations that view adaptive trade strategy
as a dynamic capability and continually adapt themselves
according to the changing regulatory framework can develop a
sustainable competitive advantage over others based on static

and cost-efficient models.

The Shifting Cost of Cross-Border Commerce

This structural optimism underpinned the post-war

international trade regime: each round of multilateral
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liberalization would incrementally lower the costs of conducting
business across borders, and unleash efficiencies that would be
widely distributed. This structural optimism prevailed, with
some setbacks, from the creation of the World Trade
Organization in 1995 to the entry of China into the organization
in 2001, and from the increasing number of regional trade
accords in the 2000s and 2010s. The maximum participation in
global value chains had been achieved by 2011; the "world" was,
economically speaking, the scale of production for several

industries.

The recent period, following roughly 2018, has witnessed a
reversal of this trend. Three data series highlight the reversal in
question. First, foreign direct investment (FDI) flows which are
a measure of firms' production location choices — have been
highly volatile, falling from USD 1,729 billion in 2019 to USD
985 billion in 2020 (the COVID-19 year), partially bouncing
back to USD 1,621 billion in 2021, before once again
contracting to USD 1,332 billion in 2023 on account of
geopolitical risk and tight financing conditions [1]. Second, the
applied tariff difference between economy groups, measured

annually by the World Bank and UNCTAD, has persisted in




terms of its structural inequality, with weighted average applied
tariffs of developing countries three to four times those of
developed countries — thus making it difficult for producers from
developing countries to be integrated into global value chains
[2]. Finally, policies relating to investment have become
increasingly restrictive in developed countries: of the 57% of
developed country investment policies that were unfavorable to
foreign investors in 2023, only 86% of developing countries'

investment policies were more favorable [1].

Under such circumstances, there can be no doubt about the
strategic need for multinationals: merely adapting passively to
trade barriers is not enough. The companies that prosper in
fragmented markets will be those that have made their trade
strategies an adaptable part of their organizational DNA. This
paper discusses the practical aspects of the problem, proposes a
framework of adaptive behavior, and gives practitioners a

decision-making matrix to navigate through trade barriers.

Empirical Landscape: FDI Volatility and Tariff
Asymmetry

The FDI Rollercoaster: Structural Volatility and

Geopolitical Fragmentation
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Figure 1 provides information about FDI inflows around the
world for the period of 2018-2023, broken down into the world
total and developing countries. The structural story is clear: the
sharp drop in the FDI inflow caused by the COVID-19 crisis in
2020, which resulted in an absolute fall of 43% compared to the
previous year, when the world total was equal to USD 1,729
billion and became only USD 985 billion, was the biggest one
since the global financial crisis of 2008. After growing by 3% to
USD 1,621 billion in 2021, global FDI inflow decreased even
more due to higher interest rates, geopolitical fragmentation, and
screening. Thus, by 2023, the amount fell to USD 1,332 billion,
below the 2019 level [5].

In particular, the pattern for emerging markets stands out,
where FDI flows decreased by 7%, totaling USD 867 billion in
2023. This pattern was highly uneven, where South-East Asia
remained unchanged, China saw its first ever FDI decrease,
while Africa accounted for only USD 53 billion, 4% of total FDI
flows globally, despite having 17% of the world’s population
[1]. The focus of FDI on selected countries in each region is
indicative of the influence of regulatory quality, infrastructural
capabilities, and being signatories to regional trade agreements

as locational determinants.
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Source: UNCTAD World Investment Reports 2022, 2023, 2024. Values represent net FDI inflows
including equity, reinvested earnings and other capital (UNCTAD, 2024).

Figure 1: Global FDI inflows — world total vs. developing economies, 2018-2023 (USD Billion). source: UNCTAD world

investment reports 2022-2024

Applied Tariff Asymmetries: A Persistent Structural Barrier

Despite the hype around the US-China tariff conflict, what is
structurally more important about the trade-policy debate is the
enduring tariff disparity among the economic categories. As
depicted in figure 2, based on World Bank WDI, there are three

trends with strategic implications regarding the weighted
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average applied tariffs in 2010-2022 for high-, middle-, and low-
income economies. First, despite the stable levels of high-
income economies' tariff rates within 2.0-2.5%, the low-income
economies still apply higher rates, ranging from 8.7 to 11.2%,
which gives a disadvantage to those countries that source their

materials from or export goods to poor nations because of the
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four-to-five times higher tariffs. Secondly, unlike the trend of The practical lesson to draw from the above is that, for
the 1990s and early 2000s, when multilateral liberalization was business strategists, geographical optimization of the supply
at its peak, the tariff disparity became almost stagnant during the chain cannot take place simply on the basis of labor costs. It must
last decade due to the practical limits of tariff reductions. include calculations that account for tariff rates, rules of origin,
Finally, the slight increase of the tariffs in the high-income and the future development of economic relations between the
category since 2018, which can be linked to the US-China trade origin economy and the destination economy.

war, shows that tariffs still remain important tools of trade policy

[2].
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Source: World Bank World Development Indicators (WDI), indicator TM.TAX.MRCH.WM.AR.ZS;

U'\{“Tr‘.D TRAINS; WTO Integrated Database (World Bank, UNCTAD & WTO 2023).

Figure 2: Global weighted mean applied tariff rates by economy group, 2010-2022 (%). source: world bank WDI, UNCTAD
TRAINS, WTO integrated database [2]
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Adaptive Corporate Strategies: From Reaction to

Dynamic Capacity
Value-Chain Portfolio Diversification

The predominant approach that corporates have adopted in
the face of escalating barriers to trade has been value chain
portfolio diversification, which involves the dispersion of
manufacturing, procurement, and delivery activities over a
larger geography base to minimize risks and take advantage of
favorable tariffs. This has taken shape in three ways: “China +1”
(maintaining production in China but adding another location for
production that enjoys lower tariffs, mostly in Vietnam,
Thailand, India, or Mexico); “nearshoring” (moving production
closer to the destination market to minimize transport and
regulation risks); and “friend shoring” (investing only in

countries that share political allegiances).

However, the results of the empirical studies carried out are
quite encouraging, yet partial. Based on data from UNCTAD,
there was an increase of more than 1,000 in greenfield projects
announced in developing nations in 2023 compared to the
previous year, with almost 50% taking place in South East Asia,
in line with the China Plus One theory [5]. Based on the OECD’s
evaluation, the diversification of geography through friend-
shoring cannot mitigate supply risks but shifts them, and even
though the effects of reshoring on resilience are below

expectations due to shifting production capabilities to another
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location, the practice does not establish a new supply chain in

the country [4].

Regulatory Co-Investment and Standards Harmonisation

Non-tariff measures (NTMs), which include technical
barriers to trade (TBTs), sanitary and phytosanitary (SPS)
measures, import licensing, and labelling requirements, have
emerged as the principal channel through which access to
markets is restricted in developed countries, given the low levels
of applied tariffs in such economies. According to the TRAINS
database of the UNCTAD, NTMs are currently impacting about
two-thirds of international trade in value terms, with technical
regulations (TBTs and SPS) comprising the bulk of NTMs
affecting high-income economies [3]. The cost burden imposed
on exporters from developing countries trying to gain access to
high-income economies is comparable to tariff duties of

10-25%.

Firms that adopt an adaptive approach deal with NTM
requirements by means of regulatory co-investment. They do
this by getting involved with the regulatory bodies in the
relevant destination markets as soon as regulations are
formulated; acquiring regulatory compliance capability
in-house; and working alongside their suppliers on quality
systems that exceed regulatory requirements in the relevant
destination markets. In this manner, rather than simply being a

burden to be addressed, regulatory compliance becomes an asset




that competitors cannot duplicate within a short period.
Adaptive firms that manage to align with relevant regulatory
requirements can supply several markets using a single

production platform.

Trade-Agreement Intelligence and  Rules-of-Origin

Engineering

The rise in the number of PTAs, which the WTO records over
350 such agreements, presents a situation where the differential
nature of the access to markets favors companies that have
greater knowledge of the agreements. Seven new regional trade
agreements became operational in 2024, bringing the total
number of preferential tariffs down to zero percent for products
meeting certain criteria [4]. The issue facing a business is the
conditional aspect of preferential access to the market. Rules of
Origin (ROO) set out the minimum level of transformation or

content required for the product.

Companies that are willing to engage in the engineering of
rules of origin and thereby design their production process in
such a way as to create enough value addition in the partner-
agreement countries will have access to tariffs that are not
available to firms which pay the most favoured nation (MFN)
rates. The resources needed are multi-jurisdictional
manufacturing capabilities, advanced landed cost calculations,
and an understanding of how to interpret the agreement. The

resources are significant but the gains last for the duration of the

Strategic Navigation of Global Trade Barriers

Global Tech Management Digest Vol. 3, November 2025

agreement and set the stage for exploiting other agreements in

the future.

Political Risk Hedging and Diplomatic Engagement

The interplay between trade policies and geopolitical realities
has moved political risk hedging from a marginal consideration
to a core component of business trade strategy. The bilateral
tariff path between any two major economies is now decided
more on the basis of geopolitical relations, security evaluations,
and industrial policy competition, considerations that fall
outside regular market analysis. Companies operating in
high-risk trade corridors (e.g., US-China, EU-Russia, and
emerging US-India) need to have a process for monitoring
political risks, planning scenarios, and hedging against such

risks.

Political risk hedging works in three different ways in
corporations: engaging with governments (by participating in
industry association lobbying, industry groups, and in trade
remedy processes), participating in tariff exemptions (when
possible, asking for product specific exemptions from retaliatory
tariffs), and structural hedging (having dual sources of
production across countries with different politics). The share of
investment facilitation measures among total investment policy
measures set another record in 2023 with 30%, according to
UNCTAD data, revealing that many countries are actively

competing for investments through investment facilitation.
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A Decision Framework for Adaptive Trade Strategy

These four adaptive strategies, however, may not apply
equally well in all cases; their importance will depend on the

specific attributes of firms, industry, and exposure to

Vol. 3, November 2025

international commerce. Table 1 provides a matrix for deciding
how best to allocate investments in each strategy, based on five
criteria: barrier type, industry relevance, capital requirements,

time to tangible benefits, and competitive advantage generated.

Table 1: Adaptive trade strategy decision framework

Engineering barriers

Capital Time to
Strategy Barrier Type Sector Fit Key Advantage
Intensity Benefit
) o ) Tariff; export controls; Manufacturing; electronics; ) Tariff preference access; supply
Value-Chain Portfolio Diversification ] High 2-5 years .
sanctions resilience
Regulatory Co-Investment & Standards Non-tariff measures Food & beverage; pharma; ) Market-access moat; compliance
o ] Medium 1-3 years )
Harmonisation (TBT, SPS) chemicals leadership
Trade-Agreement Intelligence & ROO Tariff; rules-of-origin : ) Tariff cost reduction; competitor
All export-oriented sectors Medium 1-2 years

exclusion

Political Risk Hedging & Government Geopolitical; policy

Engagement uncertainty

Strategic sectors; tech;

defence supply

Tariff exemption access; early-
Low—Medim | 6—18 months o )
warning intelligence

Digital Trade Intelligence Platforms All barrier types

All sectors with complex

supply chains readiness

Regulatory agility; scenario
Low—Medium | 3-12 months g gty

Source: Author's compilation. Capital intensity and time-to-benefit reflect indicative ranges based on UNCTAD (2024), OECD (2024),

and World Bank & UNCTAD (2018) analysis.

One of the important observations that can be made from
table 1 is the high leverage offered by digital trade intelligence
platforms as the most attractive starting point in any case. The
reason for this is that these solutions are not only rather
affordable but also provide benefits rather quickly while being
relevant across all kinds of barriers. Their advantage is that they
allow transforming uncertainties related to changes in trade
policies into actionable information, which helps implement all

the other strategies in the framework effectively and timely.
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Digital trade intelligence infrastructure will also allow
companies to recognize arbitrage and risk signals for other

strategies.

The Adaptive Strategy Loop: A Conceptual
Framework
The four strategies discussed above are better viewed not as

a package of options for the company to choose from but rather

as components of what might be termed an "Adaptive Strategy




Loop." This involves a constantly repeated cycle of sensing,
interpretation, decision-making, and execution that keeps the
organization strategically aligned with its trade barrier
environment. The OODA loop used by the US Air Force in its
military strategy provides an appropriate parallel. Four steps

comprise the adaptive strategy cycle:

Phase 1 — Environmental Sensing: Continuous surveillance
of tariff schedules, notification about NTMs, changes in trade
pacts, FDI policies, and geopolitics. The digital systems for trade
intelligence analysis are the key instruments used in this phase.
The sensing process is based on multi-source information
processing. It includes WTO notices, UNCTAD TRAINS,

embassy communications, and trade associations.

Phase 2 - Strategic Interpretation: Interpreting the sensing
data into risk and opportunity scenarios specific to the company.
It entails analytical skills to calculate the cost impact of tariff
changes, compliance costs associated with NTM changes, and
trade agreement benefits related to market access - all at once

for several products and trade corridors.

Phase 3 — Decision and Prioritization: Choice of adaptation
strategies within the decision matrix as set out in table 1, with
consideration made for firm-specific levels of capital,
operational agility, and risk tolerance. Decisions must be made

at the correct organizational level: board-level decisions for
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strategic diversification, functional-level decisions for ROO

engineering, and regulatory co-investment decisions.

Phase 4 — Execution and Learning: Action on selected
strategies, complete with performance metrics and feedback
loops to adjust input signals for future iterations. The importance
of learning cannot be overstated: institutions that build
knowledge over several iterations about the process and political
risks associated with regulatory agreements gain an

irreplaceable strategic edge compared to newcomers.

The difference between a Dynamic Capabilities firm and a
Static Optimization firm is that the former has the ability to shift
its trade strategy in reaction to changes in the environment,
whereas the latter has locked into supply chain optimization for
a specific tariff structure which is vulnerable when the tariff
environment shifts. In the current era of structural changes in
trade barriers, as evidenced by UNCTAD FDI statistics, World
Bank tariffs, and OECD policy analyses, Dynamic Capabilities

is the minimum standard for competitiveness.

Conclusion: Adaptive Capacity as Competitive

Advantage

The empirical evidence gathered until early 2025 tells a
coherent story: the structure of international trade has evolved to
be more complicated, more unequal, and more politically

volatile. The precipitous fall in FDI investments in 2020 by 43%
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with no recovery since then; the consistent application of tariffs
differential four to five times higher on high-income compared
to low-income countries despite ten years of nominal
liberalization; and the restrictive investment policies pursued by
developed countries; all constitute a trade system in which

barrier avoidance is a top priority.

The adaptive approaches reviewed here — value chain
diversification, regulatory co-investment, trade agreement
analysis, and political risk mitigation — have one thing in
common. They demand organizational commitment prior to the
onset of a crisis. The company that has invested in ROO
planning while tariffs were still low, regulatory compliance
before the imposition of NTMs, and political intelligence before
the deterioration of its bilateral relationship can cope with every
shock from a point of strength rather than desperation. The
organizations that fail to adapt will be those that had optimized
their operations in a stable trade environment for efficiency and
had developed nothing in terms of adaptive organizational

capacity.

Adaptive Strategy Loop provides a framework for
practitioners to embed this capacity in an organization. The four
stages of sensing, interpretation, decision-making, and
execution need to be embedded into processes within

procurement, legal, finance, and government affairs. Trade
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barrier navigation as an embedded capability gives companies a

competitive edge in the fragmented world.
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