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Results show rising
investor caution

Only 57 percent of investors are optimistic about the
three-year global economic outlook, which is much
lower than last year’s 72 percent (prior to and at the
onset of the pandemic) (see figure 1). In addition to
this fall in confidence, most of the overall scores for
the top-25 economies have fallen relative to previous
years. Results also show that fewer investors intend to
invest across all types of markets compared with last
year. In fact, investors pointed to the macroeconomic
environment as the most prominent factor in explain-
ing why direct investments might decrease.

Figure 1

The silver lining is an enduring investor perception
that FDI will drive corporate profitability and competi-
tiveness over the next three years. This suggests that,
despite the economic and financial shockwaves of
the pandemic, investors remain convinced about the
benefits of FDI. And despite the increased investor
caution this year, the FDI plunge in 2020 will likely not
become a permanent feature of the global economy.

Investors are more pessimistic about the economy this year than they were last year

Compared with a year ago, how has your view of the global economy changed?
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Developed markets maintain
their highest share ever—for the
third year inarow

The United States once again takes the top ranking—
for the ninth consecutive year. Canada remains
second, and Germany maintains its third spot. And
the United Kingdom rejoins the top five after ranking
sixth last year. France falls modestly—to sixth place
after holding the fifth spot for three years in a row,

a position now taken by Japan, which dropped from
fourth last year. It is noteworthy that the top 10
countries on the Index remain unchanged from 2020,
apart from Spain joining the list and China falling out.

The new findings show a clear predisposition for
larger, more advanced markets insofar as the same
six economies were at the top of the rankings last
year (see figure 2). In fact, this year marks the third
time in the 23-year history of the Index—and the third
consecutive year—in which the top five spots are all
held by developed economies. This continued strong
showing of advanced economies likely stems from
conducive regulatory environments coupled with
skilled workforces, advanced tech infrastructure, and
economic stability. When it comes to pinpointing the
factors that are most important for investment
decisions, respondents indicated taxation as the top
consideration, but also important are technological
and innovation capabilities as well as R&D capabili-
ties—areas of strong competitive advantage for most
developed economies.

Figure 2 2020 2021
The 2021 Kearney FDI 1 1 United States 217
Confidence Index® 2 2 Canada 210
3 3 Germany 2.07
6 4 United Kingdom I 199
4 5 Japan [ 198
5 6 France I 05
7 7 Australia ' 1.90
S el o 8 taly | 158
1 9 spain [ 186
@ Moved down 10 10 Switzerland l 1.86
Maintained ranking 14 n Netherlands [ 182
8 12 China (including Hong Kong) _ 1.81
13 13 New Zealand ' 1.78
15 14 sweden I 177
19 15 United Arab Emirates _ 177
12 16 singapore I 77
16 17 Belgium I 174
24 18 Norway N 173
= 19 Austria (I 172
21 20 Portugal I 17
17 21 South Korea _ 1.71
20 22 penmark I 170
18 23 ireland I 106
2 24 N B
23 25 Finland I 63
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Figure 3

Many investors see data protection regulations and the operational costs of protecting data as imposing

costs on their FDI

In what ways do cross-border data transfer regulations impose costs on your foreign direct investments?

Select all that apply. (%)

Data protection regulation (such as the GDPR in the European Union), which may result in
difficulty transferring, storing, securing, and/or accessing personal information abroad

Operational costs (such as hiring data protection or privacy officers, technology workers,

or external consultants)
Higher legal costs and fees (such as additional legal personnel, litigation and court fees, 36%
and/or duplicative enforcement costs) °
Data storage requirements resulting in maintaining additional operations/servers/ o
35%
locally-hosted cloud abroad
Requirements related to stronger IT/cybersecurity infrastructure or related certifications 35%
Financial and compliance costs (such as requirements to conduct more frequent audits) 35%

Requirement related to user data rights (such as access, data portability, deletion requests,
and data correction)

31%

Competition and antitrust regulations 25%
Intellectual property rights on digital content 25%
No cost impact 3%

Source: 2021 Kearney FDI Confidence Index®

The weak showing of emerging
markets persists

The same reasons that explain the dominance of
developed markets—investor emphasis on technol-
ogy, governance, and macroeconomic stability—also
explain why few developing economies are on this
year’s list. The three exceptions are China, the UAE,
and Brazil.

While China remains the highest-ranked emerging
market on the Index—a distinction it has held since
1999—the country slips this year from eighth to 12th.
This result is counterintuitive following China’s swift
economic recovery last year, long before other
economies began to regain momentum, but may
reflect concern over persistent US-China trade
tensions and a more general corporate rethink of
international supply chains.

As investors increasingly rely on
data and the cross-border flow of
data to support their operations,
many cite burgeoning data
regulations as impacting their
foreign direct investments

Investors say data is integral to generating revenue,
with most stating that a large portion of their turnover
is generated through data. But they are also cognizant
of growing data regulations and the costs that they
incur. A majority report that cross-border data restric-
tions have a moderate to significant impact on FDI,
while complying with data regulations already comes
with a heavy price tag (see figure 3). Further, many are
concerned about how data nationalism—moves by
nation-states to ensure control over data—might affect
their investments over the next three years.
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