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INTRODUCTION

The race to achieve a green, low-carbon,
and socially just global economy is well un-
derway, but it faces a formidable obstacle:
geopolitical tensions. In a world marked by
polycrises — where overlapping challenges
create complex instabilities - developing
and emerging economies find themselves
at a crossroads. Geopolitical confronta-
tions and climate change are not only re-
shaping global politics and economies but
are also redefining development priorities.
For developing and emerging economies,
the stakes are high. They face the risk of

198

falling behind in the transition to sustain-
ability, with far-reaching consequences for
their economic growth, technological ad-
vancement, and social equity. Yet, despite
these challenges, there are unique oppor-
tunities for these countries to innovate,
collaborate, and assert their influence in
building a more inclusive global system.

GEOPOLITICAL BLOC FORMATION,
POPULISM, AND THE CRISIS OF
MULTILATERALISM

Multilateral cooperation is the cornerstone
of the global transition to sustainable



economies, yet it faces mounting threats
from geopolitical tensions, populist move-
ments, and shifting economic priorities.
Russia’s invasion of Ukraine has intensi-
fied the looming geopolitical fragmenta-
tion (Gopinath, 2024). This realignment not
only strains multilateral systems but also
diverts attention and resources away from
green transition initiatives. The war has
further exacerbated global energy inse-
curity, with European nations scrambling
to replace Russian fossil fuel imports. In
many cases, this has led to a resurgence
in the use of coal and natural gas, threat-
ening emissions reduction targets and
underscoring the geopolitical risks of en-
ergy dependency. Meanwhile, the focus on
energy security in wealthier nations risks
sidelining the energy needs of the Global
South, deepening inequalities in access to
renewable technologies and sustainable
development.

At the same time, the rise of populist
leaders presents additional challenges to
climate progress. Populist rhetoric fre-
quently downplays or denies the urgency
to address climate change, framing en-
vironmental regulations as elitist-driven
measures that place an additional finan-
cial burden on ordinary citizens. Under
such leadership, policies often priori-
tize short-term economic growth over
long-term sustainability, undermining
investment in renewable energy, nature
conservation, and emissions reduction
(Campanella & Lawrence, 2024). Moreover,
these governments are less likely to honor
climate finance commitments or engage in
technology transfers, leaving developing
nations to face climate impacts with limit-
ed resources. The US withdrawal from the
Paris Agreement underscores the fragility
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of international climate change law, which
depends on the political willingness of
governments to uphold its commitments.
The abrupt U-turn of the US under the
new Trump Administration in climate and
green industrial policy is causing uncer-
tainty, which could slow down investments
in renewable energy and green technol-
ogies. Globally, companies and investors
are hesitant to commit to long-term fi-
nancing for sustainable projects. This
shifting global landscape places countries
in the Global South in a difficult position.
As geopolitical blocs solidify, developing
and emerging economies must navigate
complex alliances.

FRAGMENTATION OF GLOBAL
MARKETS AND ECONOMIC SECURITY
POLICIES

Geopolitical tensions are leading to an in-
creasing fragmentation of international
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trade and investment flows (World Trade
Organization, 2024). The disruption of
supply chains during the COVID-19 pan-
demic and Russia’s war against Ukraine
have drawn the attention of policymak-
ers to the risks of economic interdepen-
dencies. Among other factors, growing
competition among the largest econ-
omies regarding technologies for the
green transition has triggered policies
aimed at increasing economic security.
Against the background of alleged un-
fair trading practices by China, the EU,
US, and some emerging countries have
implemented trade restrictions (e.g., on
solar panels and electric vehicles) to lim-
it China’s dominance in renewable ener-
gy technologies (Boullenois & Jordan,
2024).
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The increasing fragmentation of global
markets distorts economic efficiency and
risks excluding countries in the Global
South from the green transition. Coun-
tries that are more integrated with global
value chains (GVCs) benefit from greater
technology and knowledge transfers. With
the knowledge, skills upgrading, innova-
tion, and technology, they can bring for-
eign direct investments (FDIs) and trade
integration to support countries in diver-
sifying and moving up the value chain. The
aforementioned geopolitical tensions and
economic security policies restrict the po-
tential of international trade and FDIs as
levers of growth. They make it more dif-
ficult for developing countries to access
critical technologies, attract FDIs, and
secure stable markets for their exports.

LIMITED ACCESS TO GREEN
TECHNOLOGY AND INDUSTRIAL
DEVELOPMENT

Currently, the development and utilization
of green technologies is already unevenly
distributed, leaving countries in the Glob-
al South confined to low-value positions
in global supply chains. While economies
with highly sophisticated production ca-
pacities, such as China, the US, and the
EU, reap most of the industrial benefits,
developing countries are often limited to
supplying raw materials. This perpetuates
technological and economic dependency,
which is further reinforced by strict in-
tellectual property rights and restrictive
trade practices.

An additional challenge is the resur-
gence of industrial policy in many Global
North countries. Governments are ac-
tively supporting their domestic green in-
dustries through subsidies, local content



requirements, preferential treatment in
public procurement, and trade interven-
tions based on national security princi-
ples. However, developing economies often
lack the financial resources to implement
similar policies (Juhdsz et al., 2023}, thus
foregoing technological advances and the
structural “pull” that backward and for-
ward linkages can exert on the economy.
This puts them at risk of falling further
behind in the socio-ecological-economic
transformation. The situation is further
exacerbated by the fragmentation of global
markets due to the increasing geopolitical
tensions described above.

Nevertheless, opportunities exist for
the Global South, particularly in renewable
energy. The expansion of global green hy-
drogen production presents a significant
chance for countries with abundant renew-
able energy resources, such as those in
North Africa and Latin America, to position
themselves as key exporters. Green hydro-
gen could drive economic diversification,
create new revenue streams, and generate
employment (Fokeer et al., 2024). Howev-
er, the geopolitical landscape complicates
these prospects. The growing competition
for control over strategic resources, such
as lithium and rare earth metals, has led
to new trade restrictions and investment
barriers. Additionally, the dominance of
a limited number of powerful actors in
green technology supply chains means
that developing countries must navigate a
complex web of dependencies, making it
difficult to move beyond the role of mere
raw material suppliers.

There is also a risk of replicating old
patterns of economic dependence. Cur-
rent trade structures indicate that green
hydrogen from the Global South is primar-
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ily intended for export to industrial centers
such as the EU and East Asia. This could
result in a situation where developing
countries remain suppliers of raw materi-
als, while the actual value addition occurs
elsewhere. Rising protectionism and the
prioritization of domestic energy security
in the Global North further limit the ability
of developing countries to fully capitalize
on their renewable energy potential.
However, there are more opportuni-
ties for the Global South to generate jobs
and initiate a green industrialization pro-
cess that goes beyond the promotion of
carbon-intensive industrial sectors and
traditional structural transformation. A
process in which labor shifts from low- to
high-productivity sectors - usually from
agriculture to manufacturing. This model
is harder to achieve through export-ori-
ented industrialization, in part because,
nowadays, manufacturing is markedly
more skill- and capital-intensive (McMil-
lan & Zeufack, 2022]). The easy gains lie
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in promoting labor-intensive sub-sectors,
such as agro-processing and the textile
industry, which build on existing compar-
ative advantages and can connect firms to
more sophisticated production processes.
Some service sub-sectors can also be tar-
geted due to their backward linkages, such
as business-to-business and high-tech
services. Additionally, the tourism sector
would be another promising area to tar-
get due to its high employment potential
(Rodrik, 2022). Clever solutions are, there-
fore, needed to support partner countries
in utilizing the opportunities for green in-
dustrial development in the current global
environment. The GIZ and the United Na-
tions Industrial Development Organization
(UNIDO]) jointly created a toolkit (“GIZ and
UNIDO"), which helps partner countries
to target specific sectors and fine-tune
industrial policy instruments.

202

HIGH COSTS OF CAPITAL AND
FINANCIAL BARRIERS

The financing costs for the green transi-
tion are significantly higher in the Global
South than they are for the wealthy, in-
dustrialized nations of the Global North.
While highly developed economies can
access capital under favorable conditions,
lower-income countries face high interest
rates and restrictive lending terms. This
disparity makes investments in green
infrastructure considerably more expen-
sive and slows down the socio-ecologi-
cal-economic transformation. Moreover,
financial support from the Global North
has fallen short of expectations. Despite
extensive climate finance pledges, com-
mitments have not been fully honored
for a long time (OECD, 2024). As a re-
sult, crucial funding for sustainable in-
vestments in sectors such as renewable
energy, the circular economy, and envi-
ronmentally friendly industrial processes
remains insufficient. Recent geopolitical
instability has negatively affected invest-
ment decisions, as political uncertainty
and economic volatility increase the per-
ceived risks for investors, discouraging
private capital from flowing into green
technologies. These uncertainties erode
trust in long-term sustainable econom-
ic development and make Global South
countries hesitant to further commit to a
green economic transformation (Lebdioui,
2024).

Additionally, risk-averse foreign in-
vestors tend to avoid unstable regions,
depriving these economies of much-need-
ed capital. Consequently, dependence on
fossil fuels persists, not only as an energy
source, but also as a key economic driv-
er for many nations that are reliant on



revenue from resource extraction. This
worsens existing social and econom-
ic inequalities, making the transition to
sustainable economic models even more
challenging. At the same time, the global
race for technological leadership offers
opportunities for the Global South. Inno-
vations in renewable energy, resource-ef-
ficient manufacturing, and sustainable
agriculture could help developing nations
to build greener and more resilient econ-
omies, bypassing less ecologically sound
growth models. However, these advance-
ments must be made inclusively in order
to prevent deepening existing disparities.
For the socio-ecological-economic trans-
formation in the Global South to succeed,
decisive action is needed. This includes
the reliable fulfillment of climate finance
commitments, fair access to capital and
technology, policies to mitigate invest-
ment risks, and stronger international
cooperation.

RESOURCE DEPENDENCY AND
VULNERABILITY

Critical minerals (e.qg., lithium, cobalt, and
rare earth metals) are essential for green
technologies. The dependence on critical
minerals, which is often concentrated in
politically sensitive regions, exacerbates
vulnerabilities in green supply chains (Gol-
lier & Rohner, 2023). Currently, countries
in the Global South mainly supply raw
materials, including critical minerals,
in green supply chains, while China and
Global North countries leads in processing
and manufacturing. Attempts by develop-
ing countries to integrate into high-val-
ue segments of green supply chains are
hampered both by external and internal
factors.
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External factors include trade restric-
tions and foreign control over critical tech-
nologies for processing, manufacturing,
and innovation. Regarding internal fac-
tors, developing countries often struggle
to move beyond raw material extraction
due to rent-seeking behavior, as well as
a lack of infrastructure or comprehensive
strategies linking industrial, investment,
and trade policies that effectively foster
value addition. Existing policies often suf-
fer from shortcomings such as misaligned
policy targets; a lack of monitoring tools
and course-correction mechanisms:;
an over-reliance on trade policy instru-
ments; and a neglect of crucial factors,
such as environmental impacts (Masuma,
forthcoming).

POLICY RECOMMENDATIONS
The main policy recommendation for de-
veloping countries is to strategically en-
gage with the US, China, and the EU to
encourage technology transfers and se-
cure beneficial investment partnerships.
To maximize the potential of these collab-
orations, it is important to prioritize green
technologies, local capacity building, and
the modernization of intellectual property
regulations. Access to advanced technol-
ogies is crucial for moving up the value
chain, but ensuring resilience is equally
important. This can be achieved by diver-
sifying supply chain actors. Implementing
circular economy policies, such as elec-
tronic-waste (e-waste) recycling for rare
earth minerals, not only supports sustain-
ability but also enhances supply chain re-
silience, benefiting all the parties involved.
The development of green supply chains
is not only a bet on sustainability but also
on long-term economic growth. Yet, it is im-
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perative to move beyond raw material ex-
traction and promote domestic value-addi-
tion; this calls for a more holistic approach,
combining industrial investment and trade
policies into a coherent and measurable
policy. This is exactly where development
cooperation has a role to play, by assisting
partner countries in overcoming the chal-
lenges of implementing effective value-ad-
dition policies. Some tools to enable this
are access to information on green tech-
nologies, the monitoring of market trends,
access to affordable financing instruments,
and assistance with the specific require-
ments for investment projects.
Furthermore, new modes of trade and
investment cooperation among countries
in the Global South and industrialized
countries are needed. They will proba-
bly allow for more flexibility and focus
on specific sectors or supply chains. The
Clean Trade and Investment Partnerships
announced by the European Commission
could provide the framework for these
new modes of cooperation. Conversely,
South-South cooperation is also import-
ant in boosting trade and enhance bar-
gaining power in global climate negotia-
tions - some regional alliances are good
examples of this, e.g., the Association of
Southeast Asian Nations (ASEAN] and
the African Continental Free Trade Area
(AfCFTA)." The latter is particularly im-
portant because Africa is the continent
with the least developed regional value
chains, which are important in supporting
value-addition in countries in the Glob-
al South. However, a treaty alone cannot
achieve this: a joint effort is required to
overcome the structural, institutional, and
coordination challenges that have limited
regional industrialization in the past.
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In crises, there are always opportu-
nities. Now is the time to forge new al-
liances, explore alternative multilateral
approaches, and to create a fairer and
more sustainable global economic system,
which better serves the interests of both
industrialized and developing countries.

DISCLAIMER

This article and the opinions expressed
herein are the sole work and opinion of
the authors. GIZ GmbH does not bear any
responsibility for them.
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