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What is Country Risk all about?
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WHAT IS COUNTRY RISK ALL ABOUT?

▶Assessment of a foreign entity’s ability and willingness to  
meet its external obligations in full and on time

▶Foreign entity? 

Private firm, country government, central bank, exporter and supplier, client, 
partner…

International banks and global investors seem to have the monopoly of facing
country risk ?!
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COUNTRY RISK IN THE AGE OF GLOBALIZATION

Set of interdependent economic, financial and socio-political factors, 
specific for a particular country in the global economy, which can affect 

both domestic and foreign economic agents

▶Country risk is composed of a complex combination of 

political, financial and macro-economic risk that must be assessed in the 
globalized system
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COUNTRY RISK AND THE FEEDBACK EFFECT OF GLOBALIZATION

Domestic residents (households, investors, corporate sector) also face 
country risk from their own country’s socio-economic and political situation

The country’s goverment can take arbitrary decisions that will affect the 
residents’ wellbeing

The country can be contaminated by negative regional or global forces

A deterioration in the risk perception by capital markets and rating 
agencies will feedback on domestic residents’ environment = lower
investment + capital flight!



12/08/2019

5

THE « CATALONIA
EFFECT »:

INCREASING YIELD AND DECLINING
PRICE OF 10-YEAR SPANISH BONDS 

IN OCTOBER OF 2017

SHARP FALL IN THE SPANISH STOCK 
MARKET INDEX IBEX IN OCTOBER

2017

Michel-Henry Bouchet SKEMA 2017 (c)
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Michel-Henry Bouchet SKEMA 2017 (c)
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MAPPING OUT COUNTRY RISK

EUROMONEY 2017
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TACKLING COUNTRY RISK

COUNTRY + RISK

▶Country = sovereign entity, culture and values, geographical distance, 
national laws and regulations, socio-political parameters

▶Risk = lack of perfect information in real time, spill-over effect, abrupt 
changes and volatility
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Michel-Henry Bouchet SKEMA 2017 (c)

INTERPLAY OF COUNTRY RISK WITH
THE GLOBAL ECONOMY

Macroeconomic
Financial

Socio-political

Demography

Capital flows

Exchange rates

Interest rates

IFIs

Global trade

Market access

Rating agencies

Global GDP

Global terrorism
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GLOBAL RISK I
THE GAP BETWEEN DEMOGRAPHIC GROWTH AND DOMESTIC SOCIO-ECONOMIC RESOURCES

Michel-Henry Bouchet SKEMA 2017 (c)
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GLOBAL RISK II
WAGE STAGNATION AND WEALTH GAPS WITHIN AND BETWEEN COUNTRIES

Michel-Henry Bouchet SKEMA 2017 (c) 10

Growing profits +
Share buybacks
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MOST ATTRACTIVE MARKETS?

High

Risk

Low

Risk

Tunisia
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THE TOP GLOBAL GDP 1950-2050 ?

Michel-Henry Bouchet SKEMA 2017 (c)World Bank, PWCs, Credit Suisse
12

(Before Merkel’s
immigration policy)

(Before Brexit)

(Before Macron?)

(Before Trump?)
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Macro-
Economic

Risk

Exchange 
rate Risk

Socio-
Cultural

Risk
Legal and

Regulatory

Risk

Correlation
and 

Systemic

Risk

Political

Risk

Sovereign
&Transfer

Risk

COUNTRY
RISK

Inflation, twin deficits, weak
productivity, rising labor costs, 

stock market bubble

Xenophobia, cultural and 
religious intolerance

Exchange rate imbalances, 
deteriorating competitiveness, 

imported inflation

Contract repudiation, 
confiscation, opacity, 

bureaucracy

Bad governance and 
corruption, political turmoil, 

strikes, nationalization, 
revolution

Capital controls, debt default, 
banking insolvency

Spill-over, commodity price
volatility, regional recession, 

rating downgrading, 
competitive devaluations Michel-Henry Bouchet SKEMA 2017 (c) 13
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Creditor

FDI

M&As

Domestic
economic

agents

Investment

fund

Importer

Exporter

COUNTRY
RISK 

EXPOSURE

Payment arrears, rescheduling, 
refinancing, default and write-off 

Devaluation, strikes, bad
governance, weak productivity, 

nationalization

Capital controls, contract
repudiation, bureaucracy, 

corruption, deficient
infrastructures

Inflation, banking crisis, negative
interest rates, protectionism, 

political turmoil

Defective supplies, exchange rate 
over-valuation, corrupt customs 

officers

Payment delays, capital controls, 
customs bribes, exchange rate 

devaluation

Drop in commodity prices, 
regional recession, competitive

devaluations, debt default, stock 
market crisis

Michel-Henry Bouchet SKEMA 2017 (c) 14
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COUNTRY RISK ASSESSMENT

Reliable and updated information

= Economic intelligence 

▶ Robust risk analysis
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ANALYSIS AND INFORMATION SOURCES

IMF, World Bank, IFC & MIGA
UNCTAD & UNDP
Fed Reserve Bk of St Louis
BIS, OECD, EBRD, EIB
Coface, Euler-Hermes
Moody’s, S&P, Fitch, Dagong
Euromoney, Institutional Investor
CIA & US State Dept, ICRG
Transparency International
Hiscox, AON, Control Group
DEFI www.developingfinance.org

http://www.developingfinance.org/

