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SKEMA BUSINESS SCHOOL

Political Risk Mitigation

HEDGING POLITICAL RISK

How to manage country risk?

▶Information & Intelligence gathering

▶Financial hedging (collateral and guarantees)

▶National and international private and public insurance 
agencies: OPIC, MIGA, Platus, Lloyds, Berne Union 
(ECAs), Hiscox, COFACE… provide insurance coverage 
against political risk
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POLITICAL RISK INSURANCE I
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POLITICAL RISK INSURANCE II
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POLITICAL RISK INSURANCE III
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POLITICAL RISK INSURANCE

▶It is estimated that investors have lost $20 billion in Argentina 
following the 2001 economic collapse. Many have brought
claims against Argentina before the ICSID, to get compensation 
by reference to « creeping expropriation » due to the 2002 
emergency legislation measures!

▶August 2000: ICSID’s arbitral tribunal found that a number of 
measures taken by Mexico’s government against Metalclad
boiled down to expropriation due to incidental interference!
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ICSID: INTERNATIONAL CENTER FOR THE SETTLEMENT OF 
INVESTMENT DISPUTES

▶Autonomous international institution established under the Convention 
on the Settlement of Investment Disputes

▶155 signatory States 

▶The ICSID Convention is a multilateral treaty formulated by the Executive
Directors of the International Bank for Reconstruction and Development
(the World Bank). It entered into force on October 14, 1966. 

▶The Convention sought to remove major impediments to the free 
international flows of private investment posed by non-commercial risks

OPIC: US OVERSEAS PRIVATE INVESTMENT CORPORATION

▶Overseas Private Investment Corporation: Independent US Federal 
government agency in Washington, D.C., that provides political risk 
insurance to encourage and assist US private investment in 160 
developing nations:
▶War, civil strife, coups and other acts of politically-motivated 

violence, including terrorism
▶Expropriation, including abrogation, repudiation, and/or 

impairment of contract and other improper host government 
interference
▶Restrictions on the conversion and transfer of local-currency 

earnings



12/09/2018

5

THE OVERSEAS PRIVATE INVESTMENT CORPORATION (OPIC)

▶ OPIC was established as a development agency of the U.S. government
in 1971. OPIC helps U.S. businesses invest overseas, fosters economic
development in new and emerging markets, complements the private
sector in managing the risks associated with foreign direct investment, 
and supports U.S. foreign policy. 
▶By expanding economic development in host countries, OPIC-supported

projects can encourage political stability, free market reforms and U.S. 
best practices. 
▶OPIC projects also support American jobs and exports—over 280,000 

new U.S. jobs and $65 billion in exports since 1971. Because OPIC 
charges market-based fees for its products, it operates on a self-
sustaining basis at no net cost to taxpayers. 

OPIC POLITICAL RISK INSURANCE?

MH BOUCHET/Skema (c) 10



12/09/2018

6

THE WB’S GUARANTEE AUTHORITY AND ITS SUPPORT OF 
PRIVATE SECTOR INVESTMENT

▶MIGA (established in 1988) is the investment insurance affiliate of the World 
Bank. It promotes the flow of capital and technology into developing countries: 
provides political risk insurance against non-commercial risks (currency 
transfer restriction, expropriation, breach of contract, war and civil 
disturbance) and technical assistance.

▶Members: 175 (o/w 125 EMCs)

▶Capital stock of $2 billion (K increase approved in 1999)

▶Source of funds: member capital

▶Cumulative guarantees issued: US$16 billion with >1000 guarantee contracts in 
92 countries

▶Estimated FDI facilitated: > 30 billion

▶MIGA offers guarantees for up to 15-20 years

MIGA AND POLITICAL RISK INSURANCE
▶Currency transfer restrictions

▶Expropriation: loss of the insured investment as a 
result of acts by the host government that may

reduce or eliminate ownership of, control over, or 
rights to the insured investment. 

▶War and civil disturbance: loss due to the 
destruction, disappearance, or physical damage to 
tangible assets caused by politically motivated acts

of war or civil disturbance, including revolution, 
insurrection, and coups d'état. 
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MIGA AND POLITICAL RISK INSURANCE

▶Breach of contract coverage protects against losses arising
from the host government's breach or repudiation of a 
contractual agreement with the investor. 

The investor must be able to invoke a dispute resolution
mechanism (e.g., arbitration) set out in the underlying contract
and obtain an award for damages. The investor may file for a 
claim if, after a specified period of time, payment is not 
received.

▶Technical assistance

▶Dispute mediation
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MIGA’S OUTSTANDING GUARANTEE PORFOLIO BY SECTOR 

Oil/gas

Mining

Infrastructure

Manufacturing

Agrobus.

Tourism

Services

Financial

29%

15%

20%

41%

14



12/09/2018

8

MIGA’S GUARANTEE PROCESS
▶Only new investments and new contributions towards the 

expansion, privatization, or modernization of existing 
enterprises are eligible. MIGA must obtain approval from the 
host government to offer a guarantee to the investor.

▶MIGA’s legal department undertakes a range of mediation 
activities to encourage the amicable settlement of disputes 
between investors and host countries, to forestall the need for 
formal international arbitration. 

POLITICAL RISK INSURANCE

▶The Political Risk Rating is based on the 
analysis of mechanisms for transferring 
and concentration of power, the 
effectiveness of policy-making, the 
independence of institutions, social 
cohesion, and international relations

Political risk insurance for MNCs, 
project lenders, banks, contracts and 
trade

▶Confiscation, expropriation, or 
nationalization

▶Currency inconvertibility and non-
transfer

▶Political violence (including terrorism and 
war)

▶Contract frustration due to political 
events.

▶Sovereign payment default
MH BOUCHET/Skema (c) 16
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POLITICAL RISK INSURANCE

Political violence insurance provides 
cover for physical damage to property 
as a result of political risks and any 
consequential financial loss:

▶Confiscation of property
▶ Inconvertibility of currency: cover for 

the financial loss incurred by the 
insured when it cannot convert local 
currency or repatriate funds out of a 

territory
▶ Trading risks

▶Kidnap and ransom

MH BOUCHET/Skema (c) 
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Business Environment Risk Intelligence BERI

provides a Political Risk Index assessing the social 

and political environment of a country. It is built 

on the opinion and scores provided by a hundred 

experts with a diplomatic or political science 

background. Governance quality is included into 

political risk analysis along with government 

effectiveness and social indicators. 

http://beri.com

Political Risk Services[1]: The PRS analyses 

cover a hundred countries and are updated on a 

quarterly basis. International Country Risk 

Guide measures and tracks corruption 

perception in government, law and order, 

expropriation risk, as well as the quality of 

bureaucracy. These measures stem from the 

subjective assessment of experts around the 

world.

http://prsgroup.com

Thanks to its unique policy dialogue with more 

than 180 countries, the World Bank has developed 

a comprehensive database of composite 

governance indicators, measuring perceptions of 

voice and accountability, political stability, 

government effectiveness, regulatory quality, rule 

of law, and corruption. 

www.worldbank.org/wbi/governance/

The London-based Economist Intelligence Unit

(EIU) provides a comprehensive é-year forecasting 

country risk analysis on some 100 EMCs., on a 

quarterly basis. The EIU method flows from 

expert’s answers to a series of 77 predetermined 

qualitative and quantitative questions. 

http://eiu.com

To look upon governance and corruption, 

Moody’s takes into consideration the 

structures of social interaction, social and 

political dynamics, as well as the economic 

fundamentals. Moody’s relies on the judgment 

of a group of credit risk professionals to weigh 

the various risk factors as well as the impact of 

each of these factors upon business prospects. 

http://moodys.com

Standard and Poor’s rating approach is both 

quantitative and qualitative. It is based on a 

checklist of 10 categories, including governance 

and political risk. The political risk factors gauge 

the impact of politics on economic conditions, as 

well as the quality of governance and the degree of 

government support in the population. S&P assigns 

short term and long-term ratings. 

http://standardandpoors.com

Euromoney publishes ratings of some 180 

countries  since 1982 on a semi-annual basis. The 

methodology is built from a blend of quantitative 

criteria and qualitative factors coming from 

surveys with about 40 political analysts and 

economists. Political risk receives a 25% 

weighting, as much as economic performance. 

Countries are graded on scale from 0 (worst) to 

100 ( best). 

www.euromoney.com

Institutional Investor’s ratings are published 

twice a year since 1979 to assess the 

creditworthiness of about 150 countries, based 

on a survey of some 100 international bankers’ 

perception of creditworthiness, including 

economic, financial and socio-political 

stability criteria. The resulting score scales 

from zero (very high chance of default) to 100 

(least chance of default). 

www.institutionalinvestor.com

Transparency International, a non-profit non-

governmental organization in Berlin, provides an 

annual survey of corruption practices in nearly 90 

countries since 1995. The Corruption Perception 

Index is based on a wide network of information 

sources with local NGOs, domestic and foreign 

corporations, investors, and business contacts. 

www.transparency.org
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Heritage Foundation established since 

1985, in partnership with the WSJ, an 

economic freedom index for some 160 

countries, both industrialized and 

developing. The ranking is based on various 

socio-political and economic criteria, 

including political stability, state 

interference, regulatory framework, 

institutional strength, and corruption scope. 

www.heritage.org

PricewaterhouseCoopers’s Opacity 

Index measures the lack of clear, 

accurate, formal and widely accepted 

practices in a country’s business 

environment. As such, it focuses on the 

relative state of corrupt business 

practices, the transparence of the legal 

system and the regulatory framework. It 

represents a quantitative approach to 

measuring opacity and its resulting extra 

risk premium that stems from the 

additional business and economic costs.

www.opacityindex.com/

The Institute for Management 

Development’s World Competitiveness 

Report analyses 49 industrialized and 

emerging economies around the world 

based on a far-reaching survey since 1989. 

Its analysis of the institutional framework 

addresses issues such as state efficiency, 

transparency of government policy, public 

service’s independence from political 

interference, bureaucracy as well as bribery 

and corruption.

www.imd.ch

Freedom House focuses since 1972 on 

corruption levels in a number of developing 

and transition economies around the world. 

FH publishes an annual assessment of state 

of freedom in various countries on the base 

of political rights and civil liberties. 

Political stability and civil liberties are 

ranked on a scale of 1 (best) to 7 (worst). 

www.freedomhouse.org/ratings.index.html

The Political and Economic Stability

Index of Lehman Brothers and Eurasia 

measures relative stability in around 20 

EMCs by integrating political science 

theories with financial markets 

developments. The monthly evaluation 

uses both quantitative and qualitative 

criteria, including institutional 

efficiency, political legitimacy, 

economic performance, and government 

effectiveness. 

www.legsi.com

Political and Economic Risk Consultancy

(PERC) specializes in strategic business 

information and analysis in East and 

Southeast Asia, with emphasis on corruption 

and business costs. Annual risk reports 

survey over 1,000 senior expatriates living 

in to obtain their perceptions of corruption, 

labor quality, intellectual property rights 

risks and other systemic shortcomings.

www.asiarisk.com
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