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“Geoeconomic fragmentation” is commanding ever 
greater attention against the backdrop of trade 
frictions between major economic powers, greater 
scrutiny of cross-border investment and technology 
transfers, and an increasing focus on the national 
security implications of economic relationships 
with foreign countries. In principle, a country that 
relies more heavily on economic transactions with a 
country with diverging geopolitical views is at greater 
risk of geopolitical disruptions. But recently we 
have seen major trade ruptures between countries 
once seen as firm economic and security allies. And 
risk may also turn to opportunity: a country that 
interacts with a wide range of partner countries with 
diverse geopolitical leanings could be more resilient 
to disruptions from individual partners and might 
even benefit from trade or FDI diversion from rival 
blocs. 

In this paper we formalize the concept of “connector 
countries”, based on a measure of the breadth of 
a country’s bilateral economic engagements with 

partner countries across the geopolitical spectrum. 
Such “horizontal” connectedness is distinct from 
the “vertical” connectedness emphasized by other 
authors, where a country connects different links 
in the international supply chain (for example by 
receiving FDI from one country and exporting final 
products to another). We show that horizontal 
connectedness emerges naturally as a desirable 
feature from a standard trade model tweaked to 
incorporate heterogenous geopolitical stances; such 
diversification provides insulation against geopolitical 
shocks arising in one or more trade partners. Based 
on this theoretical perspective, we assemble a 
comprehensive database to examine and compare 
geoeconomic vulnerabilities and connectedness for 
individual countries, country groupings and types of 
transactions. We seek to contribute to the literature 
in several ways.

First, we modify a standard trade model to incorporate 
bilateral geopolitical distance. Bilateral transactions 
between two partners are more costly the greater 
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their geopolitical distance from each other. We show 
that in this simple framework there are two important 
variables that govern the impact of a geopolitical 
shock on a given country’s per capita consumption: 
its geoeconomic vulnerability, and its geoeconomic 
connectedness. The first term, geoeconomic 
vulnerability, has been explored earlier (IMF 2023a). 
It is simply the trade- or liabilities-weighted average 
of a country’s geopolitical distance from its different 
trade partners or creditors, and it captures the idea 
that a country reliant on transacting with partner 
countries with very different geopolitical ideologies 
is more at risk from geopolitical shocks. The second 
term, geoeconomic connectedness, is the trade or 
creditor-weighted standard deviation of a country’s 
geopolitical distance from partner countries, 
capturing the diversification of a countries’ external 
ties with partners across the geopolitical spectrum. 

Second, we compare our formalization of horizontal 
connectedness with the more anecdotal discussions 
of vertical connectedness found in the literature. 
Mexico has often been held up as an example of 
a vertical connector (Gopinath and others, 2024; 
Alfaro and Chor, 2023). The country takes in FDI from 
various sources but exports almost exclusively to 
the United States. Horizontal connector countries, in 
contrast, are countries with well-diversified partner 
countries within any given category of transactions. 
Vietnam is an excellent example of a horizontal trade 
connector, with export markets balanced across the 
geopolitical spectrum. India, too, scores well on 
connectedness.

Third, we assemble a comprehensive database to 
examine geoeconomic fragmentation, vulnerability 
and connectedness across several different types of 
transactions, which to date have been investigated 
piecemeal using different frameworks and datasets. 
Bilateral geopolitical distance between country pairs 
is measured using data on voting patterns at the 
United Nations from Voten, Strezhnev, and Bailey 
(2009). This is merged with a number of bilateral 
cross-country data sources covering imports and 
exports, FDI, cross-border claims of the Bank for 
International Settlements (BIS)-reporting banks, 
and cross-border portfolio investments. The 
broad coverage and reliance on publicly available 
data sources disciplines and expands the scope 
of a literature that has relied heavily on either 
proprietary databases or datasets with various 

coverage limitations. The data compiled here 
permits comparing the magnitude of geoeconomic 
vulnerabilities arising from different types of cross-
border transactions—an issue that has not yet been 
studied elsewhere—as well as comparisons across 
countries and country groupings. The database will 
be periodically updated as a service to researchers 
in the field.

Fourth, we confirm what previous studies have 
found: that a greater geopolitical distance between 
country pairs is strongly associated with diminished 
transactions. We corroborate earlier contributions: 
Aiyar, Malacrino and Presbitero (2024) for FDI, 
Gopinath and others (2024) for trade, and IMF 
(2023b) for cross-border bank claims. Because we 
use a common methodology for different transaction 
types, we can compare the strength of these effects. 
Specifically, we show that the adverse effect of 
geopolitical distance on economic transactions is 
largest for FDI, followed by exports and portfolio 
investment liabilities. 

Fifth, we document some stylized facts about 
geopolitical vulnerability and connectedness. We find 
that, in general, emerging markets and developing 
economies (EMDEs) are significantly more vulnerable 
than advanced economies and are more vulnerable 
in their financial liabilities than in their exports. 
EMDEs are also significantly more geoeconomically 
connected than advanced economies in almost all 
their international economic ties. Connectedness is 
higher in trade-related transactions than in financial 
liabilities. 

Finally, we examine the recent evolution of 
vulnerability and connectedness. Many advanced 
economies, particularly in Europe, have been actively 
derisking their international transactions. For almost 
all types of transactions, those countries with the 
largest geoeconomic vulnerability in 2016 were also 
those with the steepest cuts in vulnerabilities since 
then. There have been significant declines in export 
(but not financial) connectedness since 2016, with 
the most geoeconomically vulnerable countries in 
2016 reducing their export and FDI connectedness 
the most.


