02/04/2020

GLOBAL RISK MANAGEMENT:

HOW TACKLING POLITICAL RISK?
INTRODUCTION

CIFE SEMINAR NICE MAY 6-8, 2020
MICHEL-HENRY BOUCHET

Wars and armed conflicts all over the world

hitps://wwwstatista.com)/chart/3948/the-annual-economic-impact-of-global-violence/

THE COST OF GLOBAL POLITICAL RISK

MIGA: THE KEY CHALLENGE OF POLITICAL RISK

The Annual Economlc Impact Of Global Vlolence

2014 $14.3trn

2013 $14.2trr

2012 $13.7trn

20m $13.7trm

2010 $13.4trn

2009 $12.4tn

$12.4tmn

2008

MAJGR CONSTRAINTS BN FOREIGN INVESTMENT IN EMERCING MARKETS

MHB-Skema-CIFE 2020

TIHE-Skema-CIFE 2020




02/04/2020

MIGA: TYPES OF POLITICAL RISK OF HIGHER CONCERN TO MNCS IN EMCS

Percent of respondents

Resrcions on 7 cotows [
ek . g
L C—
=
expoprinio, —
Props 3 5]
Oersdrs egulsiorychages
]

Nervhanoring of
governmant guaraniees.

War an il disturbances

Transfer restritions. |

i . -

Breach of contract

° 0 » "y P %

W This year
1 Next three years Property rights 11
MHB-Skema-CIFE 2020 o 020 Cap/FX/export ccmmls- 10

RANKING OF TOP RISKS REPORTED BY FTSE 100 FIRMS (FT)
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THE COST OF VIOLENCE IN % OF GDP

(WORLD ECON FORUM: THE ECONOMIC VALUE OF PEACE REPORT )
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BOOSTING FDIIN AFRICA?

What

~“Bolitical stability s,
S

npact would the following changes have on Africa attractiveness?

\ 87% T %
Curb on corruption
N - 82% 10%  RE%ky
Easa of 35ing business.
67% 23% 7% ]
Lecal access to finance
a8% [ 2ax 22— L)
One-stop border posts
a6% 28% 20% [5%]

Harmonized taxation between countries
43%

L Z9% X |
A common currency
I 2% 26% 37% [5%]
Exclusive concessioning
27% 32% 25% [ e

U= Mecium |Eow)
LSS impace: fimpace

Source: st & Young's 207 ZArEs Stractennss survey: Tolal responaents: 505,
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A FEW EXAMPLES
OF POLITICAL RISK
CONSEQUENCES
TACKLED BY MIGA
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CURRENCY

INCONVERTIBILITY AND

TRANSFER RESTRICTION.
cover

EXPROPRIATION

WAR AND CIVIL
DISTURBANCE
cover

BREACH
OF CONTRACT
cover
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THE REQUIRED POLITICAL STABILITY TRIANGLE

Dynamic Sustainable and
economic growth inclusive
I development

E—

Institutional strengthening

TRILEMMA OF GROWTH AND DEVELOPMENT?

Dynamic growth « = = == = = = m = = ->

Sustainable Development

-

Socio-political
Inclusiveness
+ Good Governance
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Bad Governance
+ Corruption

CORRELATION HUMAN DEVELOPMENT /CORRUPTION
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OIL-BASED GROWTH LEADS TO POWER AND WEALTH CONCENTRATION, AND CORRUPTION DEVELOPMENT = ECONOMIC GROWTH + KEY CONDITIONS
THAT MAKE IT SUSTAINABLE!
CHILE COSTARICA Turkmenistan GABON
Corruption vs Hydrocarbon Export R
QTUPSION ¥ FyeacaIian Sipoet M, GDP/per capita $15,000 $11,000 $15,000 $14,000
1 Life Expectancy 80 81 68 65
w HDI Rank 42 68 108 115
i
)
B
H
-
. ARMENIA SRI LANKA NIGERIA
GDP per capita $5000 $5000 $5000
“ Life expectancy 75 77 54
e Share in Exports
1 » e 0 @ n © 0w HDI Rank 81 97 158 1489
MHB-Skema-CIFE 2020 MHB-Skema-CIFE 2020
Politicalrightsand o
IS THERE A civilliberty scores HOW MOVING FROM GROWTH TO SUSTAINABLE AND INCLUSIVE DEVELOPMENT?
CORRELATION
BETWEEN & . m B n°1 n°2
POLITICAL | = * . » Primacy of human capital for both growth and » Democracy and other checks on government are
§ : democratization: human and social capital shape the key mechanisms for securing property rights
w00
FREEDOM & | § . s both institutional and productive capacities of a and boosting growth
i . y
ECONOMIC | § . . . s ¥ <ociety
FREEDOM? | & . ‘ s 0t . s 200 P Growth in income and human capital causes » Good and stable institutions will enhance the pace
v E . institutional improvement with better political and quality of economic growth
§ institutions even with pro-market dictators: policy
] 500 choices matter while institutional quality rises as a > T, .
- country grows richer Robust institutions and good governance matter!
8 » Economic growth and human capital accumulation
g s00 cause institutional improvement, rather than the
= other way around
Economic freedom, 400
55 45 s 25 15 os

Source: Bruegel, 2018
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maéroeconomicttability and
property rights protection
FHFIW 2018, worst to best scores, left 1o right
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DEMOCRACY BREEDS GDP PER CAPITA GROWTH WHILE ECONOMIC GROWTH LEADS TO DEMOCRACY
(ACEMOGLU & ROBINSON)
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DEMOCRATIZATION AND INCOME GROWTH 1500-1995
INCOME PER CAPITA AND DEMOCRACY ARE CORRELATED BECAUSE ECONOMIC AND SOCIO-POLITICAL
INSTITUTIONS TRANSFORM GROWTH INTO SUSTAINABLE AND INCLUSIVE DEVELOPMENT

MEASURING SOCIO-POLITICAL
RISK

ema-C

YIELD ON 6-MONTH UKRAINE GOVERNMENT BOND U K RAI N E
THE PRICE OF POLITICAL RISK IN THE WAKE OF
THE REVOLUTION AND THE RUSSIAN INVASION OF
CRIMEA IN 2014

Ukraing 2-Yoor * 17.260 000 (2.09%

[ EEEEEE LR

R [ W
I P R ! 4

Sept 2017: back to market access?

bond swap with $3 billion global bond issue over 15

year, with 7,375%n exchange for bonds maturing
2019-20
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RANKING

1. South Africa
2. Pakistan

3. Mexico

4. India

5. Nigeria

6. Venezuela
7. Lebanon

8. Philippines
9. Afghanistan
10. Colombia
11.Iraq
12.Syria

13. Guatemala
14. Yemen

15. Libya

16. Egypt

17. Brazil

18. Kenya

19. Nepal

20. Malaysia

TOP 20 KIDNAP 3

P

s oY
JANUARY - DECEMBER 2017

:>7,770 kidnaps for ransom!
Isource: Hiscox Group/F1/ AlG = Asia = Africs -« Americes

Miadie East - Europe

Intentional homicide rate by sub-region and for two sources, latest available year

- 7

UNODC,ORG/UNODC/INDEXHTMIZREF = MENUTCBHB-Skema-CIFE 2020

PEACE AND SECURITY INDEX
> 7 =~
o b -

i _0.pdf
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BLINDNESS?  RISK OF FUTURE POLITICAL CRISIS 2010-12
SOURCE: UNIVERSITY OF MARYLAND CENTER FOR CONFLICT MANAGEMENT

JFioure 2.1 Risk of Futura

y %

2010-2012

syria?
Lebanon?
Ukraine?
Brazil?
South Africa?.
Mexico?
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http://www.unodc.org/unodc/index.html?ref=menutop
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INSTITUTIONAL FRAGILITY AND CORRUPTION

Relationship Institutional Fragility and Corruption

INSTITUTIONAL FRAGILITY AND COMPETITIVENESS (WEF)

Relationship Competitiveness and Institutional Fragility.

Competitiveness

Fragility

0 10 20 30 40 50 60 70 80 90 100

NSTITUTIONAL FRAGILITY AND HUMAN DEVELOPMENT (UNDP)

State Failure and Human Development-HDI

MESURER L'INCERTITUDE SOCIO-POLITIQUE

MHE-Skema-CIFE 2020
£PU index for Spain developed by Corinna Ghirell, Javier ). Pérez and Alberto Urtasun.
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THE METHODOLOGY BEHIND THE FRAGILE STATES INDEX
The Fragile States Index produced by The Fund for Peace is a critical tool in

- BETTER OFF IN TUNISIA OR IN ALGERIA ? r

TUNISIA ALGERIA

highlighting not only the normal pressures that all states experience, but also in
identifying when those pressures are outweighing a states’ capacity to manage
those pressures.

» GDP Per capita = $10500
»HDI=97
> Life expectancy f = 77

» GDP Per capita=13500
»HDI=83
P> Life expectancy= 75

Content Analysis

| Quanceative daca sees Quatcative research

Annual ranking for 178 countries with 12

» Infant mortality= 22/1000
P Gender inequality: 0,43

» Doing Business= 156

» Corruption = 108

» Infant mortality= 13

» Gender inequality: 0,28
» Doing Business= 77

» Corruption = 75
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political, economic and social indicators and >100
sub-indicators, coupled with qualitative analysis
and expert validation:

Economic decline, uneven development, brain
drain, state legitimacy, public services, human
rights, demographic pressures, refugees, external
intervention, rule of law...

Integration & triangulation of data sets

KEY FEATURES OF FAILED AND FRAGILE STATES

178 Index TV/180 UNDP/188 Index ** WEF 140 KF/GDP% -umanflight™ % % (3yearav.)

Weak States i ] HDI* | GINI_]|compettiv[ Capital flight |& Brain drain] _Unempl. | InvesUGDP_Ext Debt/GDP

Yemen 1 176 178 38 139 % 73 35 1 30%
Somalia 2 180 188 3 139 % o5 3 10 75%
Syria ) 178 155 36 130 % 84 50 10 16%
Congo DR 5 165 176 s 135 39% 7 15 0 20%
CAR 3 129 188 a 139 % 71 7 ) 36%
Chad 7 165 186 | 433 | 1o % 85 3 16 27%

South Sudan s 178 187 3 139 1% 65 15 1 1%

Zimbabwe 10 160 156 s 128 % 76 10 2 7%
Haiti © 161 168 = 138 % 84 15 25 30%
Nigeria 0 104 157 s 115 % 9 3 15 70%
Uganda 20 149 162 4 117 3% 73 5 2 40%
Pakistan 3 17 150 35 | 07 % 8 5 16 31%
Libya 2 170 108 a2 130 2% 63 20 15 20%
Cate d'voire 29 105 170 @ 14 % 73 s 16 37%
Venezuela 32 168 7 ) 127 2% 61 3 1 33%
Angola 35 165 147 a 137 1% 69 9 2 s7%
Lebanon a 138 50 32 ) 7% 56 9 20 200%
Tunisia % 7 % W a7 % 59 16 21 0%
Peru % 105 3 a & % 71 10 21 35%

Nonbank private deposits in international banks/BIS A6-1 T
= the higher, the worse

THE INTERNAL VIOLENCE INDEX

The composite index v s @bt
measures a narrow ‘ -
concept of fragility for 130 iyl |
developing countries o (et
through their ol ke | [ Tarormt idants
level of violence in its many — [ oeath dun o oo
different forms: internal [ e
armed conflicts, criminality, ,
terrorism, and political Lt
violence: Iraq, Pakistan, .., { e
Afghanistan, Yemen, Syria, Aot
and Nigeria.
Clusters Variables

.o SOURCE: FERDI April 2016: Feindouno / Goujon /Wagner
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THE INTERNAL VIOLENCE INDEX
e ol

v

AON POLITICAL RISK MAP

» EU and OECD countries are not rated in the map!!

1. e Political Violence
2. e Exchange Transfer
3. e Sovereign Non-Payment
4. e Political Interference
5. e Supply Chain Disruption

» The Aon Political Risk Map measures political risk in 163 locations and territories.

> Risk ratings are standardized across each location, on a six-point scale ranging
from low to very high, with all risks updated once per quarter.

» Political risk is calculated as a simple average of six core risk measures :

| —— e Skema iFe 2020 6. e Legal & Regulatory
MAPPING OUT POLITICAL RISK: FRANCE AS RISKY AS BRAZIL? MARSH RISK MAP 201 9
2015 Terrorism & Political Violence Risk Map AON Country/Reglon R.;:md,x @
[RoBoRCRoR v 005 0] O C s

OHEO O OO =0 OO0

aon. i -Terrorism-Map-14-05-2013.pdf
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Stable
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The Political Risk Map draws on data and insights from BMI Research
Unstable



http://www.aon.com/terrorismmap/2013-Terrorism-Map-14-05-2013.pdf
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Hello CIFE’s Master students!
Pick up any country of your choice and
show me WHY you disagree with

Marsch’ risk assessment!

MARSH POLITICAL RISK MAP 2020

Political Risk Index

.Stable \\q g

Unstable
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