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Enhancing Investment in Trade 
Infrastructure: Key risks and challenges

As countries adapt to the digital age, trade 
processes and systems are undergoing 
profound changes. 

From finance and security to shipping and 
certification, digital transformation is 
reshaping global trade.

To foster inclusive global trade growth in this 
digital era, investment plays a pivotal role in 
promoting economic diversification and 
modernizing trade infrastructure. 

Developing countries often face financial 
constraints, hindering their ability to build and 
maintain the needed trade infrastructure, 
especially in this new era dominated more and 
more by trade technology, resulting in limited 
participation in global trade. 

Foreign direct investment 
channeled towards trade 
infrastructure can play a vital 
role. However, this endeavor, 
particularly in emerging and 
developing economies, 
comes with a myriad of 
challenges and risks, which 
deter investors. 

Foreign direct investment channeled towards 
trade infrastructure can play a vital role.

 However, this endeavor, particularly in 
emerging and developing economies, comes 
with a myriad of challenges and risks, which 
deter investors. 

For a start, trade infrastructure projects in 
emerging economies often come with long 
payback periods. 

This extended timeline for realizing returns on 
investment can test the patience and 
commitment of investors. 

This is amplified by 4 critical risk categories: 
1. Financial Risks

Investors who offer foreign direct investment 
(FDI) to developing nations in trade 
infrastructure face a number of financial risks. At 
the top of these risks is corruption, which is one 
of the major problems in many developing 
nations. 

Moreover, currency fluctuations can significantly 
affect the value of investments and expected 
returns, especially if the local currency 
depreciates against the investor's home 
currency. Inadequate or unpredictable regulatory 
environments may result in unexpected costs or 
hurdles, affecting the financial viability of 
projects. Limited access to local financing 
options can lead to higher borrowing costs, while 
uncertainties in taxation policies might affect 
profitability projections. Additionally, potential 
defaults or delays in infrastructure projects can 
disrupt projected cash flows. 

Each of these financial risks necessitates 
meticulous planning and risk mitigation 
strategies for investors venturing into 
developing nations.

2. Political and Regulatory Uncertainty
The inherent Political and Regulatory 
Uncertainty in many developing nations can 
make these territories a high-risk arena for 
potential investors. As they navigate the 
complexities of infrastructure investment, they 
often have to contend with shifting political 
landscapes where policies can change overnight. 
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A Potential Role for the 
International Trade Ecosystem

Investing in trade infrastructure in emerging 
and developing economies presents 
significant opportunities for economic growth 
and global trade integration. 

However, home or source countries must 
recognize and address the challenges and 
risks inherent in such projects. 

Effective risk assessment, due diligence, 
strategic partnerships, and capacity-building 
initiatives are essential for mitigating the 
financial, political, regulatory, and 
implementation risks. 

By navigating these challenges adeptly, home 
countries can contribute to sustainable 
development and long-term economic 
prosperity in the recipient nations.

Despite the opportunities, this FDI in trade 
infrastructure is simply not available at the 
needed levels and shies away given the risks 
outlined. 

This is where we see an opportunity for an 
ecosystem arrangement or mechanism to 
intervene and de-risk such investment, to 
boost global trade, and enable inclusive 
growth. 

What if we can agree on a framework to de-risk 
FDI for trade infrastructure?

As the world becomes increasingly 
interconnected, the development of trade 
infrastructure is essential to facilitate efficient 
global trade flows. 

However, attracting the necessary Foreign 
Direct Investment (FDI) for trade infrastructure 
projects, particularly in emerging and developing 
economies, remains a challenge due to various 
risks and uncertainties as outlined. 

To address this challenge and promote inclusive 
global trade, there is a compelling need for a 
globally coordinated framework facilitated and 
supported by international organizations. 

An ecosystem approach can play a critical role in 
establishing guidelines that support mitigation 
of risks associated with FDI directed specifically 
towards trade infrastructure.

Moving forward, this paper tables two options 
(for discussion) for initiatives to encourage FDI 
inflows into projects that enhance trade 
connectivity with the ultimate aim of integrating 
more developing and least developed countries 
into the international trading system, thereby 
facilitating their accelerated growth.

This is where we see an 
opportunity for an ecosystem 
arrangement or mechanism 
to intervene and de-risk such 
investment, to boost global 
trade, and enable inclusive 
growth. 

As the world becomes 
increasingly interconnected, 
the development of trade 
infrastructure is essential to 
facilitate efficient global 
trade flows. 
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1. Risk Mitigation: 

The framework would offer political risk insurance, credit enhancement, and 
guarantees for trade infrastructure projects. By minimizing risks related to 
political instability, regulatory changes, and currency fluctuations, the framework 
would attract private sector investments and accelerate project implementation.

2. Technical Assistance and Capacity Building:
 The framework would provide technical assistance and capacity-building 
programs to host countries (investment recipient), supporting them to enhance 
their project preparation and implementation capabilities, reducing operational 
risks. This support would contribute to the successful execution of trade 
infrastructure projects.

3. Transparency and Accountability:
The framework would emphasize transparency in project selection, procurement 
processes, and risk assessment. By adhering to international best practices, the 
framework would ensure the credibility of trade infrastructure PPPs and attract 
responsible investors.

4. Public-Private Collaboration: 
The proposed framework would foster collaboration between governments and 
the private sector, leveraging their respective strengths to develop sustainable 
and impactful trade infrastructure projects. The establishment of a framework 
for trade infrastructure PPPs is a visionary initiative that can offer risk-mitigation 
mechanisms, technical support, and promoting collaboration between the public 
and private sectors, this framework would catalyze FDI inflows into trade 
infrastructure projects. 

Ultimately, this initiative would contribute to fostering inclusive global trade, supporting 
sustainable economic growth, and reinforcing the importance of international cooperation in 
addressing complex global challenges.

Proposal 1: A Framework for Trade Infrastructure
A high-level framework for trade infrastructure to encourage FDI inflows into projects that 
enhance trade connectivity. This framework would play a pivotal role in addressing the challenges 
and risks associated with investing in trade infrastructure in emerging and developing economies, 
ultimately promoting sustainable economic growth and facilitating inclusive global trade.

The framework would focus on providing a risk-mitigation mechanism for trade infrastructure 
investments (including direct FDI, PPPs, and others), thereby boosting investor confidence and 
attracting a wider range of investors.

Key Components of the Framework
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Option Analysis

This option is promising in terms of 
comprehensive coverage of all topics related 
to FDI facilitation for trade infrastructure and 
fully promotes greater coherence between 
trade and investment rules. 

Furthermore, a new framework can establish 
uniform international standards for 
investment protection, offering greater legal 
predictability and stability for investors. 

Clear investment protection rules can enhance 
investor confidence, leading to increased 
foreign direct investment (FDI) in trade-related 
infrastructure and ultimately boosting 
integration of developing and emerging 
economies in global trade.

On the flipside, this option can resource 
intensive, and expectations for resource 
dedication both from the pioneering country(s) 
and partners will be high. 

Implementation challenges may also 
potentially hinder progress owing mainly to 
capacity constraints within developing 
countries. 

Finally, from a political point of view, it can be 
potentially sensitive since finding common 
ground on investment protection issues may 
be challenging (mainly because countries have 
varying interests and policy objectives 
regarding FDI). 
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Looking Ahead: A Declaration for 
Investment in Trade Infrastructure

By safeguarding these 
investments, nations can 
enhance their 
competitiveness, 
stimulate economic 
growth, create jobs, and 
ultimately achieve 
accelerated and 
sustainable development.

FDI serves as a catalyst for trade 
expansion by facilitating the 
establishment of trade-related 
infrastructure, such as ports, 
transportation networks, and logistics 
systems. 

However, recognizing the full potential of 
FDI in trade demands not only attracting 
investments but also ensuring their 
protection. 

Investment protection measures, whether 
achieved through collaborative efforts 
with international organizations or 
through the creation of new frameworks, 
are essential for cultivating an 
environment where investors feel secure 
and confident in committing capital to 
trade infrastructure projects in less 
developed parts of the world. 

In an increasingly interconnected global 
economy, investment protection stands as a 
cornerstone for unlocking the 
transformative power of FDI, ushering 
nations, especially developing and least 
developed countries, toward prosperity, and 
fostering a more inclusive and 
interconnected world.
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