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Remarks on the relationship between uncertainty and investment 

 Investment is a long-term, complex endeavour, which is expected to bring profits, but also 

risks.  Investors seek not only certain favorable conditions in the host country; they also need 

to avoid the risk that such conditions alter in the future to the extent of significantly damaging 

their investment. The underlying assumption that policy uncertainty has an overall negative 

impact on FDI is hard to question in practice.  

 Uncertainty can be caused by a variety of factors, as rightly pointed out in the background 

note; such factors can be domestic or international. To make the investment climate more 

stable and predictable, host countries usually endeavour to offer – and home countries try to 

promote – legal guarantees.  Such guarantees can take the form of domestic legislation 

(investment law, incentives, etc.), international agreements (e.g. BITs) or investment 

insurance. Often, these are linked: for instance, BITs can often compensate for the lack of 

stability in the host country, while investment guarantees may be conditioned by the existence 

of a BIT with the host country.  While it is obvious that the instability of the domestic 

framework can damage FDI, it may be interesting to assess if and how the ambiguities in 

investment agreements can impact on the level of FDI.  

 The legal framework of the host country is however only one of the factors that may impact 

on FDI. Macro-economic instability, for instance, can significantly deter investment - not only 

in the host country, but also when such instability is present in the home country (the 

background note presents some examples). From this point of view, it may be worth exploring 

in more detail the impact of home country instability on the level of FDI. It may also be 

worth exploring whether, in some cases, the macro-economic instability is in its turn the result 

of long-term, systemic political instability, or it is mainly due to global factors. Finally, it 

should be kept in mind that uncertainty can affect both domestic and foreign investment – it 

would be useful to analyse its impact on both. 

 One of the factors that can also impact FDI, which is deeply linked to stability, is 

transparency. Many investors may find themselves able to cope with a less friendly 

investment climate, if they can have a certain visibility over the changes that they should 

expect. The role of this factor and the link between uncertainty and (lack of) transparency 

may also be relevant to analyse. 

Remarks on a possible approach to address the problems 

 There is usually a set of pre-conditions based on which a stable and predictable investment 

framework can be achieved, among which the most important are: a long-term vision and 

strategy on investment; a political endorsement of the strategic framework; a legal framework 

setting the conditions; a public administration able to implement it. Uncertainty could be 

generated (or fuelled) by the lack of any of these conditions. This also means that in many 

cases uncertainty can be reduced on the basis of good governance principles (e.g. 
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transparency, accountability) or better regulation tools (e.g. impact assessment of new 

legislation, early consultation of stakeholders, publication of legislative initiatives, etc).  

 Accordingly, solutions can be found through e.g. technical assistance or capacity building, 

ideally in a comprehensive, multi-annual programming framework (example: EU approach).  

 Solutions could also be found through improving the international legal framework on 

investment (e.g. investment agreements with clearer provisions) and raising awareness in this 

respect. As highlighted in the note, a major challenge is often represented by the insufficient 

awareness, among various levels of public administration in host countries, with regard to 

investment agreements and their consequences. 

 Addressing the causes of domestic uncertainty would normally represent a more 

sustainable option in attracting FDI, compared to solutions that only compensate for the 

effects of such uncertainty, through e.g. incentives or various guarantees. At the same time, 

however, it is often the most complex and challenging to implement. This is why initiatives 

such as the one proposed by CUTS deserve to be appreciated and encouraged. 

 

 


