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• Risk, uncertainty and instability are three closely related but separate phenomena. Risk and 
uncertainty are rarely zero, but they can be managed, and is determined both by private and 
public actors. However, instability is largely an exogenous issue (from the point of view of private 
actors) and is largely shaped by the action or inaction of governments. 

• All economic actors seek to minimise their exposure to risk and uncertainty of the outcomes of 
their actions, although these can never be zero. Firms and other private actors seek to do so by 
careful planning, which requires information-gathering and analyses. Risk is transferred through 
the economy, because firms (both foreign and domestic) will seek to charge a premium for risk 
and uncertainty from their customers.  Where the risk and uncertainty is systemic (i.e., all actors 
in a country face ‘abnormal’ risks, this raises the cost of doing business, and reduces the 
attractiveness of a location.  

• By and large, the cost of high risk and uncertainty usually reduces consumer surplus, and 
disproportionately affects those with weaker access to information, which also tends to be those 
less-educated and the underprivileged.   

• Foreign investors (TNCs) are able to mitigate high risks and are often able to exploit market 
imperfections that are created by uncertainty by exploiting their multinationality, often better than 
domestic actors.  

• However, at the same time, TNCs have a deep dislike for instability. Instability is the ‘dynamic’ 
aspect of uncertainty: that is, where uncertainty is ‘random’ and unpredictable over time, TNCs 
will seek to avoid these locations.  

• Political uncertainty is greatly affected by the absence of formal and informal regulations, and 
their enforcement (or lack thereof). However, firms are able to adapt, where there are weak 
institutions but where they are consistently weak. However, where instability exists, and 
regulations and enforcement rapidly change (unpredictably), this has a long term effect on 
foreign investment, and the propensity for deepening of value-adding by TNCs.   

• All three: high risk, high uncertainty and high instability lead also to outward FDI, which is 
outward FDI that has the characteristics of ‘flight capital’. Such activity has largely negative 
consequences for developing economies.  

• Consistent uncertainty can represent a discontinuity or ‘shock’ to the system, and can have long 
term consequences for growth, which are much greater than high tariff barriers. The effects of 
poor policy are less than those due to rapid changes to policy. 
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