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Describe geopolitics from a cooperation versus competition perspective

GEOPOLITICS INTRO

• GEOPOLITICS → Interactions between countries, including state actors (i.e.. governments) and non-state actors (i.e.

Multinationals, Individuals, Non-Governmental Organizations)

• GEOPOLITICS II → The assessment of how geographies impact the way nations interact with each other and with 

their citizens (coastal countries preponderance in international shipping). 

• How to examine GEOPOLITICS?

1. Assess the extent to which countries cooperate with each other.  (i.e. economic matters, military collaboration, 

cultural factors, diplomacy).

• Examples of Economic Cooperation:

▪ Areas with freedom of cross-border movement for services, goods and capital. 

▪ Agreements for tariff harmonization. 

▪ Rules that enact International Standards (Incoterms, IFRS, etc.)

▪ Transfer of technology / Information. 
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COOPERATION CONCEPT

• Cooperation between countries should not be viewed as a binary yes/no factor, but as a gradual spectrum. 

• Importance of analyzing who are the decision makers within a country and what are their interests. 

• Importance of analyzing the position (and length) of its political cycle. 

• Countries tend to cooperate with each other, when doing so is positive to their national interests.

• Military alliance with neighboring countries because it increases their national security. 

• Importance of analyzing the priorities for the National Interests of a country, and in doing so having a hierarchical 

approach. (Top priorities are issues to the survival of the country). 

• Access to geophysical resources (or lack of it) tend to shape international relationships to a large extent (oil 

geopolitics). 
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NON-STATE ACTORS

• Not only nations, but also organizations and individuals can be interested in cross-border cooperation. 

• Firms and individuals are constantly looking for profitability increases. Therefore they look for ways to channel 

resources to its highest values (exports- imports, etc)

• A way to make easier these cross-border flow of resources is standardization (INCOTERMS, TEUs and IFRS 

examples)

• Cultural factors tend to have a large influence in the way countries cooperate (and the degree of cooperation):

• Shared Language. 

• Formal institutions 

• Informal institutions (law, public organizations, IP protection)
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Describe geopolitics and its relationship with globalization. 

GLOBALIZATION

• GLOBALIZATION → Trend towards the integration of companies worldwide. 

• International Trade / Total Output = 25% in the 1970s vs 60% in 2008

• NATIONALISM → A country pursuing its national interests in isolation (or competing with) the economic interest of 

other countries (don’t like this definition at all).
• Opposition / Resistance to Globalization (agreed). 

• Same as with Cooperation, Globalization / Nationalization is not binary but gradual within an spectrum. 

• Countries that share the following characteristics tend to gravitate towards the Globalization side of the spectrum:

• Very active in the international market with high volumes of imports and exports. 

• Free movement of capital and goods and services across borders. 

• Open to cultural interactions. 
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GLOBALIZATION CATEGORIZATION

• AUTARKY:  (Non cooperation coupled with Nationalism)

▪ Seeks total independence from the rest of the world, trying to concentrate the production of all goods and 

services within the country. 

▪ Often associated with a STATE-CENTRALIZED-DOMINATED society. 

• HEGEMONY: (Non cooperation coupled with Globalization)

▪ These countries are open to globalization. 

▪ But given that they have power and scale, they do not cooperate but dominate other countries. 

• BILATERALISM: (Cooperation coupled with Nationalism)

▪ Two countries that cooperate . 

▪ Oftentimes not limited to two countries, but having a number of bilateral agreements (but not multilateral 

agreements)

• MULTILATERALISM: (Cooperation coupled with Globalization)

▪ A number of countries cooperating all with one another. (regionalism)
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GLOBALIZATION ADDITIONAL ASPECTS

• It is quite common that non-government actors have much more inclination towards globalization than their 

corresponding Governments (Huawei – China, Apple - USA). 

• For profit motivations such as looking for new markets, or decreasing costs. 

• Diversification motivations for Portfolio Managers too. 
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Describe tools of geopolitics and their impact on regions and economies. 

TOOLS USED IN THE GEOPOLITICAL ARENA

• NATIONAL SECURITY TOOLS:

• Military forces

• Espionage

• Agreements among countries (multi or bilateral) to prevent military conflicts or reinforce their position if a 

conflict occurs. 

• ECONOMIC TOOLS:

• Cooperative Actions:

• Free Market Areas.

• Common Markets.

• Economic and Monetary Unions. 

• Non-Cooperative Actions:

• Domestic Content requirements

• Voluntary Export Restraints

• Nationalization of companies or full industries. 

• FINANCIAL TOOLS: 
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TOOLS USED IN THE GEOPOLITICAL ARENA

• NATIONAL SECURITY TOOLS:

• ECONOMIC TOOLS:

• FINANCIAL TOOLS: 

✓ Foreign Investment

✓ Can be used cooperatively or non-cooperatively with restrictions or sanctions. 

✓ Currency Exchange

✓ Can be used cooperatively allowing the free exchange of currency or non-cooperatively with restrictions or 

sanctions. 
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Describe geopolitical risk and its impact on investments.  

GEOPOLITICAL RISK

GEOPOLITICAL RISK → The risk of an event occurring and interrupting peaceful international relationships. 

• EVENT RISK: We now when it will happen, but we don’t now what will happen. (national elections).

• EXOGENOUS RISK: We don’t know nothing about whether they will happen or when. 

• THEMATIC RISK: Factors that are full known but can have impact over a long period of time (demographics, 

cybersecurity, etc..)

The impact of these risks in the valuation of investments manifests mainly in the increase or decrease in the risk 

premium required by investors for holding or investing in assets in the country. 

Factors to consider when forecasting the effect of geopolitical risk:
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GEOPOLITICAL RISK

Factors to consider to forecast the effect of geopolitical risk:

• Probability of the adverse event happening

• Impact of the adverse event in case of happening

• How fast the investment values will reflect the adverse effect

Cooperative and Globalized countries tend to have lower probability of adverse geopolitical events happening. However, 

much higher risk of supply chain disruptions. 

In terms of velocity, we can classify in high velocity, medium velocity and low velocity. Exogenous risks tend to have high 

velocity. 

Black Swan Risk (TALEB!!) : Very unlikely but with huge potential impact. Investors with long term time horizons tend not 

to react to Black Swan events (strongly disagree).
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Describe geopolitical risk and its impact on investments.  

GEOPOLITICAL RISK. Last Considerations. 

Geopolitical analysis is very time consuming. Therefore, the analyst needs to contemplate the potential impact of the 

issues and prioritize, focusing on the issues that may have high potential impact. 

In order to do so:

• Determine the nature of the impact (discrete or global). 

• Business cycle analysis. 

• Use of scenario analysis (in quantitative or qualitative form)

• Observing and monitoring signposts that signal that the geopolitical risks is growing  (VIX increase in the market)
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