POLITICAL RISKS
Welcome to the second
issue of StrategicRISK’s
new insight supplement
that surveys Asia-Pacific
risk managers. Here we
spotlight the key political
risks for operating and
investing in the region
By Jessica Reid, StrategicRISK editor (Asia-Pacific)
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Regulatory change tops
political risk concerns
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It’s a buyers’ market for
political risk insurance, so why
is uptake so low?
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Regulatory change tops
political risk concerns
Inaugural study benchmarks Asia-Pacific risk managers’ ability to manage and mitigate political risks
The regulatory and legal
minefield of Asia-Pacific is the
top political concern for risk
managers in the region.
This was one of the key
findings of StrategicRISK
Asia-Pacific’s first benchmarking
study into the political risks that
are most likely to impact
businesses and how firms are
managing these.
Adverse regulatory or legal
changes topped the list of
concerns, followed closely by
terrorism and license
cancellation/amendment, which
rounded out the top three
political risks (by likelihood and
financial impact).
The political risk survey
was completed by more than
50 members of the new
StrategicRISK Asia-Pacific
Advisory Panel, which is
comprised of risk managers
from a range of professions,
countries and territories.

Regulation risks

The ranking of political risks
did not come as a surprise to
Parima chairman and
International SOS group
general manager, risk
management and insurance,
Franck Baron.
“‘Adverse regulatory or legal
changes is explained by the
cross-border dimension of
modern trade and the high
likelihood of problems, even
though the impact seems lower
than terrorism,” he said.
SBS Transit risk manager Phil
Neo agreed.
“Adverse regulatory or legal
changes remains one of the [top]
concerns among organisations as
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it may affect their long-term
business,” he said.
Another Malaysian risk
manager told StrategicRISK that
the exposure lies in the frequency
of regulatory and legal changes
throughout the region.
Of the second top political
risk – terrorism – he added:
“The threat level varies from
one country to another in this
region. Though for the past 12
months, the threat is growing.”
But InterContinental Hotels
Group head of risk management,
greater China, Keith Xia said he
was surprised to see terrorism
rank so highly.
“From a ‘likelihood to occur’
and ‘financial impact’
[perspective], the terrorism risk
could be overstated in many
businesses. However, I do agree
that from the airline and public
service business perspective,
terrorism risk could be a high
concern,” he said.
Lockton Asia-Pacific director
and head of political and credit
risks Mark Thomas was also
surprised to see terrorism rate
above civil disturbance.
“Civil disturbances have
occurred more often and have
led to greater financial loss than
terrorist incidents,” he said.
Thomas was most surprised,
however, to see sovereign
non-payment so far down
the list.
“This is the most frequent
type of claim in the political
risks market. It costs the market
more in paid claims than any of
the other risks detailed,” he said.
But when it comes to
mitigating political risk, it seems
insurance is not the preferred
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tool for the vast majority of
respondents.
Only 20% of firms have a
political insurance policy (see
page 4). This is despite political
risk being a top 10 risk for 80%
of respondents.
Instead, risk managers are
using other tools and
mechanisms to mitigate their
exposure (see page 3), with a
political/economic risk analysis
being the most popular tool.
Joint ventures with a local
company and engagement with
a local government body were
also top choices.

‘Average’ at forecasting

Risk managers were also asked
to rate their ability to forecast
political risk on a scale of one to
five, with one being ‘very poor’

and five being ‘excellent’.
While, no respondents chose
either extremes on the scale,
the majority (56%) only rated
their ability to forecast political
risk as ‘average’, with 10%
selecting ‘poor’.
Baron said this illustrated
that most organisations were
not yet properly equipped to
monitor political exposures.
But there are ways to
improve, Xia said.
He suggested building
a network with risk managers
from diversified backgrounds
and expertise and
communicating with them
regularly.
He also recommended using a
consulting service, joining a risk
forum, and getting into a “habit
to read more diversified news”.

METHODOLOGY
Respondents were asked to rate 11 different political
risks by the likelihood of each one occurring in the
next 18 months and the estimated financial impact
this would have on their business. They were asked
to rate each political risk event on a scale of 1-5
(from 1 as very low to 5 as very high).
To plot the scatter graph, the average likelihood and
financial impact score was calculated for each risk and
plotted along the x-axis and y-axis, respectively. The
scatter graph also displays the average likelihood (2.17)
and financial impact (2.87) scores across all risks.
To identify the risks of highest concern a
combined average score was calculated for both
likelihood and financial impact for each risk and
ranked in order of size. The higher the score, the
more likely a risk is to occur and have a high
financial impact.

Follow us @SRAsia_editor

TOP POLITICAL RISKS
WHY RISK MANAGERS ARE LOSING SLEEP
Source: StrategicRISK Political Risk Survey 2015
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Highlights from the
political risk survey
How a company mitigates its political risk is as unique as each country’s
geopolitical landscape. But there are some common concerns that can be addressed

1

There’s no one-size-fits-all
solution to mitigating political risk

The most commonly used tool to mitigate
political risk exposure is a thorough
political/economic risk analysis, according to
StrategicRISK’s survey respondents.
This was closely followed by the use of a
joint venture (JV) or alliance with a local
company, or engaging with a government
body in the host country (see table, right).
But the results for mitigation were
spread fairly evenly across the tools and
mechanisms, suggesting there is no one-sizefits-all approach to mitigating political risks.
Control Risks director of global risk
analysis, Asia-Pacific, Steve Wilfred said
that regardless of the tools used, firms
operating in politically unstable countries
needed to factor in additional costs for
political risk mitigation.
“A thorough joint venture analysis of your
potential partner is crucial and a recognition
that [in some countries] you’re going to have
to devote seemingly disproportionate
resources simply to manage the political risk
on a day-to-day basis,” he said.
Indeed, it would take a company with a
very high risk tolerance to operate
independently in a foreign country, said
Marriott International director of global
safety and security Danny Chan.
“Transfering risk by going into a joint
venture, or better understanding the new
markets by engaging the local government,
would certainly reduce the level of risk going
into a new market,” he said.
Vingroup chief risk officer Thu Ly said an
understanding of a country’s political
landscape should shape how a business
structures its operations when it is
considering entering a new country.
“For example, at an early stage, [a
company could] set up a JV with a local
partner or state-owned partner with a small
amount of capital. After 10 or 20 years,
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when [the firm] sees a positive change in
regulations and stable political conditions,
they can expand the business and put more
capital in and withdraw from the JV to
establish a 100% foreign-owned company,”
she said.
Lockton Asia-Pacific director and head of
political and credit risks Mark Thomas
agreed that JVs could be a useful political
risk mitigant.
“Engaging with local government is
essential and even local NGOs can be useful.
On large investment projects, we like to see
an environmental and social impact report
showing what improvements the project has
made to the local community and its
potential effect. Many large political risk
problems start as small, local problems.”
Parima chairman and International SOS
group general manager, risk management
and insurance, Franck Baron agreed that
“information is key” for political risks.
“Hence the need too for the right
connections locally to learn and understand
the local conditions. Strategic vision and
ambition is key for businesses but should be
coupled with a fair degree of humility about
other territories,” Baron said.

There is still a need to
have a simple yet robust
business continuity management
system to manage the
disruptions and crises impacting
your business from social
upheavals leading to political
changes to political changes
causing social upheavals”
Steven Lau, business continuity
manager, Hong Kong Airport

MITIGATION TOOL

USE

Political/economic risk analysis

16.09%

Use of a joint venture or alliance
with a local company

14.37%

Engagement with a
government body in the host
country

13.79%

Invested gradually while
developing familiarity with the
local environment

12.07%

Use of third party consultants

12.07%

Scenario planning

7.47%

Engagement with local
communities (e.g construction
of schools, hospitals)

5.75%

Engagement with nongovernmental organisations

5.17%

Purchase political risk
insurance from a private insurer

3.45%

Develop close relationships
with individual political leaders

2.87%

Operational hedging (e.g.
setting up multiple plants to the
spread the risk)

2.30%

We don’t use any tools/
mechanisms to mitigate
political risk

1.72%

Establishing offshore collection
accounts to receive project
revenue from offshore buyers

1.15%

Don’t know

1.15%

Depositing cash with the
central or a state owned bank

0.57%

Purchase political risk
insurance from an export
credit agency

0.00%

Credit default swaps or other
forms of hedging sovereign
credit risk

0.00%
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Few Asia-Pacific risk managers
use political risk insurance
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Despite political risk being a top 10 risk
for 80% of respondents, only 20% of
risk managers surveyed use insurance
to mitigate their political risk exposure.
This is a figure that did not surprise
George Weston Foods group risk
manager Sunita Singh.
“I do not believe taking out
political risk insurance [is] the
answer,” she said. “It’s all about being
aware of the external environment,
using the services of local experts or
consultants to ensure associated risks
are identified and controls put in place
to mitigate. Risk management is about
being proactive.”

Of those with insurance, most (90%)
expect their policy coverage limits to
remain about the same in the next 18
months, with only 10% of respondents
planning to expand their cover.
InterContinental Hotels Group risk
manager, greater China, Keith Xia
blamed the low take-up figure on the
inherent difficulties of modelling and
pricing political risks.
“The insurance industry should
think [about offering] risk management
services instead of just mitigation plans
on political risks,” he said.
See page 12 for a detailed political
risk insurance story.

A SNAPSHOT OF POLITICAL RISK INSURANCE

Has your business suffered
financial loss over the past
three years on account of a
political risk event?

20%
Yes

Unsure

Almost one-third (27.45%) of Asia-Pacific
businesses have suffered financial loss over
the past three years as a result of political
risk, according to the StrategicRISK survey.
Of those that had been impacted, half
was a result of adverse regulatory or legal
changes. This is in line with the top risks
for the region, which showed that risk
managers were most concerned about
regulatory and legal changes when it
comes to political risks.
The other event most likely to impact
firms in the region was civil disturbances.
FEELING THE HEAT

Do you have a political risk insurance policy?

25.5%

Regulatory
change is the
biggest cause
of financial loss

3

27%
Yes

14%

55%

Unsure

No

59%
No

Which type of political
risk event did the loss
result from?

68.3%
No

90%
31.7%

Keep the
same

10
%
Increase
cover

Unsure

In the next 18 months do
you intend to purchase
political risk insurance?

In the next 18
months how will
your cover change?

regulatory
50% Adverse
or legal changes
15% Civil
disturbances
of
14% Change
government
nability to convert
7% Iand
transfer currency
7% Sovereign
non-payment
7% Terrorism
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REGIONAL RISK

Risk versus
reward:
where to place
your bets

APAC COUNTRIES WITH THE HIGHEST
POLITICAL RISK

China

China, Indonesia and Thailand have the top political risks
Earlier this year legislators in
Indonesia suggested that all
petroleum production
operations should be statecontrolled. The news caused
many foreign investors in
South-East Asia’s largest country
to fear that their assets could, in
effect, be nationalized.
While no firms have yet
suffered from such an event, the
news was a sharp reminder of
the uncertainty of operating in
certain Asia-Pacific countries.
But which regions present
the highest political risk for
doing business?
China, Indonesia and
Thailand were rated as having
the highest political risk,
according to our survey (see
map, right, and pages 7-10 for
country snapshots).
In each country, risk
managers cited corruption, coups
and changing regulatory
goalposts as some of the key
threats to their businesses.
So at what point do the risks
that these countries present
outweigh the opportunities?
“Risk always goes together
with opportunity,” says Thu Ly,
chief risk officer at Vingroup.
“These countries have the highest
political risks but they offer more
diversified opportunities for
doing business.”
Hong Kong Airport business
continuity planning manager
Steven Lau said: “These are some
of the most populace countries in
the world. Combined, they have
more than one-quarter of the
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world’s people. There are definite
business opportunities here that
would be difficult to pass over. At
the same time, it would make
sense to have pragmatic and
practical risk and business
continuity management systems
in place.”
Failure to do so can be fatal.
Roland Teo, head of risk
management in a Singapore
public healthcare group, said he
knows of many firms that have
sustained significant losses by
operating in these countries.
“This underscores the
importance of firms having an
enterprise risk management
framework to help them manage
risk and opportunities,” he said.

Severity ‘not critical’

But Proton general manager
group risk management Ahmad
Fauzi said the severity of political
risk in China, Indonesia and
Thailand was not critical.
“Despite a series of political
issues involving the said
countries, business remains as
usual and the nature of the issues
is short term as compared with
MENA. The countries’ economic
opportunity is overwhelming and
[the] pouring of foreign investors
[will] keep on coming to the
countries,” he said.
Indeed, MENA was deemed
by 40% of respondents as being
the region outside of Asia-Pacific
with the highest political risk.
This was followed by Europe
(22%) and the Commonwealth
Independent States (14%).
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India

7%

8.5%

Laos

Myanmar

Thailand

India

10%
Thailand

Singapore

APAC VERSUS THE WORLD
Outside of Asia-Pacific, which region
do you deem to contain the highest
level of political risk?

40%
22%
14%
12%
10%
4%

	Middle East North Africa (MENA)
Europe

	Russia and the Commonwealth of
Independent States (CIS)
South America
Sub-Saharan Africa
North America
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WHAT THEY SAID
Source: StrategicRISK Political Risk Survey 2015

20%
15%
10%
8.5%
7%
6.5%
4.5%
4.5%
4%
3%
2.5%
2%
2%
2%
1.5%
1.5%
1.5%
0.5%
0.5%
0.5%
0.5%
0.5%

20%
China

Hong Kong

Philippines

15%
Indonesia

Indonesia

Australia

China
Indonesia
Thailand
Myanmar
India
Malaysia
Australia
Pakistan
Philippines
Vietnam
	Papua New Guinea
Hong Kong
Japan
Nepal
	Republic of China (Taiwan)
Sri Lanka
Bangladesh
New Zealand
Singapore
South Korea
Cambodia
Mongolia

Risks
managers tell
StrategicRISK
what’s keeping
them awake
at night

“The geopolitical issues
of most concern to our
business are clean energy
policies and the speed with
which they are imposed”
“As a media organisation,
it is an undeniable reality
that we have some upside
risk/opportunity attached to
political risk, such as war and
terrorism, as this tends to
feed the 24-hour news cycle.”
“For airlines, political conflict
can create violence in the
form of terrorism, which
threatens the security and the
confidence of passengers to
travel. Economic turmoil can
create a fear of cash liquidity
and people start saving,
which will affect business.”
“A change of government
will inadvertently lead to
changes in regulations,
bureaucracy and, to some
extend, how the financial
system will be managed.
From an investment
perspective, such changes
may have an impact on how
business is conducted on a
day-to-day basis.”
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China’s ‘new normal’
Regulatory reform and an economic slowdown have created a perfect storm for multinationals in
China, with 20% of survey respondents choosing the country as having the highest political risk
Over the past decade, China has
shaped the global economy more
than any other country.
But the world’s second largest
economy has been losing steam.
In less than a month, trillions has
been wiped from the country’s
stock market and its economic
growth has continued to decline.
China’s slowdown is partly
intentional; Beijing wants to
move the country away from
super-fast growth to sturdier but
slower growth based on spending
by Chinese consumers.
But does this equate to a
riskier political environment for
foreign companies?
First, a look at the economy
itself. Last year the Chinese
economy grew by 7.4% – its
weakest performance in nearly a
quarter-century. And its growth
is forecast to slow even more
over the next two years.
The country is targeting 7%
annual growth in 2015 and a
rebalancing of the economy away
from industrial production to
boosting internal demand.
But the figures remain, by just
about any measure, impressive:
China continues to grow at more
than twice the pace of the world
overall.
Given its size, foreign

investment into China is unlikely
to slow anytime soon, says Marsh
Asia head of lenders solutions
group – structured trade credit
and political risks Lee Garvey.
“Despite the current
turbulence in the stock markets
and the resulting acts by the
Chinese government, China still
remains a very strong, key
trading partner in Asia.
“But a country can’t continue
growing forever at the same rate
that China was. That’s just not a
reality,” he says.
What will be important now is
to see how China, and the
companies operating within it,
adjust to that economic change.
“It will be interesting to see
how China continues to open
itself up to the outside world,
how it adapts to the free trade
zones, and how it continues to
promote the operation of foreign
companies,” Garvey says.

A ‘perfect storm’

One side effect of the slowdown
and the country’s regulatory
crackdown is that multinationals
operating in China are having
to lower their growth targets,
says Control Risks director of
global risk analysis, Asia-Pacific,
Steve Wilford.

There are short
to medium-term
dangers that growth [in
China] could get really
slow and you could
see a spike in social
unrest issues”
Steve Wilford
Control Risks
He describes the country’s
current geopolitical state as a
“perfect storm”.
“It’s a challenging situation of
an economic slowdown and a lot
of economic restructuring,
together with a very aggressive
enforcement of not just
anticorruption and laws around
anti-monopolistic behaviours, but
also aggressive enforcement of
environment and food safety
laws,” he says.
Under president Xi Jinping’s
anti-corruption campaign, China
has ramped up scrutiny into the

operations of foreign companies
based in the country (see
timeline, right).
“Slowing growth is a positive
corollary of Xi Jinping’s efforts to
take China to the next level as an
economy, so in that sense it’s
positive. But there are short to
medium-term dangers that
growth could get really slow and
you could see a spike in social
unrest issues,” Wilford says.
Regulators don’t exist in China
in a way that developed nations
understand them, he adds.
“What we’ve seen is an attempt
to steer the ship of the state in a
new direction. It’s like driving a
super tanker and it’s very difficult
to shift direction of because you
have so many vast and vested
interests in the previous system,”
Wilford says.
Regardless of the mechanism
used, changing corrupt behaviour
– and global opinions of it – takes
time.
In last year’s global corruption
perception index by Transparency
International, China came 100th
out of 177 countries. It scored 36
out of 100, where zero is highly
corrupt and 100 is very clean.
China also topped the list of
Foreign Corrupt Practices Act
(FCPA) enforcement actions

MEDICAL DEVICES INDUSTRY TARGETED
China began its crackdown on anticompetitive behaviour in 2012 and has
introduced a number of measures that
aim to promote local business and
curb corruption.
The latest incident involves a
multinational medical device producer,
which is allegedly under investigation for
commercial bribery and unfair competition
practices involving as many as 1,000
hospitals. Chinese state media reports
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suggest the company was accused of
donating large devices to hospitals in
exchange for exclusive sales contracts.
Experts says the increased regulatory
scrutiny of foreign medical device makers
is partly intended to support the growth of
local companies.
This is in line with the ‘Made in China’
strategy, announced in March by the State
Council, to move China up the production
value chain and to become a ‘high-tech

manufacturer’ by 2025.
Medical devices are one of 10 industries
targeted, and local Chinese players can
expect to receive more government
support in the coming year.
The ‘Made in China’ push is expected
to include devices manufactured locally by
multinationals, or by those in joint ventures
with less than 50% foreign stakes.
Chinese authorities’ goal is to increase the
competitiveness of domestic companies.
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CHINA CRACKDOWN

CHINA RISKS RATING

REGULATION AND THE RIOT
ACT UNDER XI JINGPING

AT OCTOBER 2014, CHINA PRESENTED SIGNIFICANT GROWTH
POTENTIAL FOR FIRMS, BUT NOT WITHOUT CONSIDERABLE RISK

2012

Strikes, riots and civil
commotion
Legal and
regulatory risk

Terrorism

Contractual
agreement
repudiation

War and
civil war

November Xi Jinping becomes
general secretary of the Central
Committee of the Communist
Party of China and announces
policy initiatives described as
“the most far-reaching” since
China opened to the global
market and private ownership
in 1978

2013
March Xi is elected president
of the People’s Republic of
China, replacing Hu Jintao, who
retired after serving two terms

Country
economic
risk

Expropriation

Sovereign
credit risk

between 2009 to 2014,
with 22 mentions;
Nigeria came in second
with 14. It also has the
most number of
pending FCPA
investigates as of April
with 40 cases – the
next closest, by some
way, is Brazil with 11.

What’s ahead?

Currency inconvertibility
and transfer risk

Source: JLT

20%
Of risk managers
chose China as
the top country for
political risk

Experts agree that the 2017
Communist Party Congress will be
a critical juncture in China’s
reform programme.
“You’ll really get a feel of the
whole communist party’s
commitment to this programme in
terms of the profile of the people
that come out of that congress,”
Control Risks’s Wilford says.
One thing all experts agree on
is that China is heading into
unchartered territory. And
emerging as a stable, economic
super power is not guaranteed.

“Operating a conglomerate
in China is incredibly
complex because of incoming
regulation.
“It’s looking at IKEA’s entire value
chain all the way from the raw
material to the end product to
ensure that the risk management
from a regulation perspective is
covered end to end”
Robert Zhang
IKEA China risk and compliance manager

November The Communist
Party delivers a far-reaching
reform agenda, with changes in
both economic and social policy

2014
September Drug maker
GlaxoSmithKline is fined $492m
for bribing doctors in China in
the biggest such penalty ever
imposed by a Chinese court
November The Chinese
government fines Microsoft
$140m for tax evasion

2015
January Chinese e-commerce
giant Alibaba is accused by
China’s State Administration
for Industry & Commerce of
doing little to combat the sale
of fake goods through its online
marketplaces Taobao and TMall
February Chinese authorities
impose a record fine of $975m
on US chipmaker Qualcomm for
violating antitrust laws
June “Made in China 2025”
initiative is launched to upgrade
China’s manufacturing industry
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Polarised politics
breeds risk in Thailand
The explosion that struck a major tourism hotspot in the heart of Bangkok on 17 August could have
significant economic and political implications. BMI Research Asia analyst Chan Jin Lai gives his
take of the country’s top risks
During the evening rush hour on
17 August, a deadly bomb went
off in Bangkok, killing 22 people
and injuring more than 100.
The bomb blast will add to
the country’s economic woes,
especially at a time when the
Thai economy is still recovering
from the impact of the political
turmoil that ended following the
military coup that was staged in
May 2014.
The latest data released by
the National Economic and
Social Development Board shows
that Thailand’s real GDP growth
came in at 2.8% year-on-year in
Q215, down from 3% the
previous quarter.
The acceleration in
government spending and the
recovery in the tourism sector
are among the few bright spots
in the economy. But the
explosion could cause a setback
to the government’s efforts to
bolster the ailing economy.

Political uncertainty

Overall, the political climate
in Thailand remains highly
volatile, and businesses and
investors are faced with
continued political instability
and the policy uncertainty.
The latest military coup that
was staged on 22 May 2014 to
end months of anti-government
protests underscores the
country’s turbulent political
past. Since the end of absolute
monarchy in 1932, the country
has experienced frequent cycles
of elections, government
collapses and military coups.
The political landscape in
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Thailand since the early 2000s
has been characterised by the
military coup in 2006 that
ousted former premier Thaksin
Shinawatra. The biggest source
of instability during this period
has been the entrenched
political divide between
supporters of Thaksin, who have
styled themselves as ‘Red Shirts’
(mainly the rural poor), and the
‘Yellow Shirts’ (the middle and
upper classes in Bangkok).
Irreconcilable political
interests of the two factions
suggest that the gulf between
them is simply too wide to be
bridged in the near term, which
heightens the risk of renewed
political instability.

Policy uncertainty

Frequent changes of government
in Thailand has greatly impacted
policymaking continuity and
created a huge element of
uncertainty, particularly for
companies with long-term
investment plans. A fitting
example is the delay in some
projects that were launched by
the Yingluck government under
the country’s eight-year master
infrastructure plan.
The military junta, which
seized power via coup in 2014,
initially planned to terminate
the master plan, only to reverse
its decision and call for new
feasibility studies of those
projects that had been approved
by the previous administration.
Last year, the proposed
amendment to the Foreign
Business Act by the Commerce
Ministry in a bid to limit foreign
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10%
Of risk managers
chose Thailand as
the top country for
political risk

Thailand could be
moving towards a
Myanmar-style
authoritarianism, where
the military will retain
huge political influence,
even if it is not in power”
Chan Jin Lai
BMI Research
control of joint venture
companies in the country (the
amendment did not materialise)
also raised concerns among
foreign investors.

Where is domestic
politics heading?

Thailand could be moving
towards a Myanmar-style
authoritarianism, where the
military will retain huge political
influence, even if it is not
formally in power.
In the event that a dictatorial
regime emerges, Thailand’s
economy could be significantly
undermined by potentially
heavy trade sanctions imposed
by western countries.
The military, which is
‘temporarily’ governing the
country, appears to be

tightening its grip on power.
Indeed, the generals have sought
to eradicate the Shinawatra
family from politics since
assuming power via coup.
The draft constitution that
has been written by the
Constitution Drafting Committee
also includes provisions that
dilute the power of governments.
The looming royal succession
could also lead to greater
political turbulence over the
coming years. King Bhumibol
Adulyadej, aged 87, is a revered
figure in domestic politics. But
his eventual passing will worsen
the schism between the ‘Red
Shirts’ and ‘Yellow Shirts’.

Terror attacks

Terror attacks by separatist
groups in Southern Thailand
(comprising the three Muslimmajority provinces of Pattani,
Narathiwat and Yala) also remain
a major threat to investors. The
current insurgency began in early
2004 and has claimed more than
5,300 lives.
Both our short-term and
long-term political risk indices
therefore stand at 57.9 and 59.8
out of 100, respectively,
underperforming the regional
averages of 69.7 and 63.0 and
reflecting the highly polarised
nature of politics in the country.
While political risks attached
to investing in Thailand are
high, there are still investment
opportunities in the country.
Accurate assessment of the
overall risk profile before
making an investment in
Thailand will prove to be crucial.
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Uncertainty
in Indonesia

15%

Investing in Indonesia has been fraught with risk to date thanks to a highly
unpredictable operating environment. But is the tide finally starting to turn?
In Indonesia, political risk
experts warn that the closer
your business to the hand of the
government, the more
unpredictable your life becomes.
That has certainly been the
case for Churchill Mining, a
London Stock Exchange-listed
coal miner. In March 2013 the
Indonesian government revoked
its license and expropriated its
mine in East Kutai, one of the
largest coal reserves in the
world. The Indonesian
authorities claimed that
Churchill did not have the
appropriate licenses for the
Kutai site, but the mining
company claimed – in a
$1.315bn suit – that the
government altered the terms
after discovering the extent of
the site’s coal reserves.
Indonesia’s resource wealth
has been one of the key drivers
for growth in foreign investment
and trade. Net inflows of foreign
direct investment (FDI) have
seen a steady increase since
2009 through to the second
quarter of 2015.
Indonesian president Joko
‘Jokowi’ Widodo has also been
vocal in promoting the country
as a destination for FDI, going so
far as to say at the World
Economic Forum in Jakarta
earlier this year that investors
should just “call me” if they have
any problems.
But the Churchill case is just
one example of the potential
problems associated with doing
business in Indonesia.
Zurich credit and political
risk underwriter Dennis

Eucogco says optimism in
Indonesia has been fading in
recent months as investors have
become increasingly aware of
the country’s inherent economic
and political risks.
“The country’s growth has
started to slow: in the second
quarter of 2015, GDP only grew
4.67%, lower than the 5%
expected and significantly behind
the 5.8% it has averaged for the
previous five years,” he says.
“This slowdown has been
further complicated by
weakening consumer spending,
a major component of the
country’s income.”
Investment has also suffered
from the country’s poor
regulatory environment.
According to the World
Bank’s Ease of Doing Business
Index, Indonesia ranked 114th
in 2014, well below it’s
Southeast Asian peers like
Vietnam and the Philippines (78
and 95, respectively).
Widodo has made an effort to
streamline these processes,
Eucogco explains, by
implementing a “one-stop shop”
for investment licensing.
“While this has helped on
one end, local opposition, land
acquisition issues and intragovernmental conflict continue
to be problems and have
resulted, in some cases, to
massive delays and even project
derailment,” he says.
According the Berne Union,
the international organisation of
the world’s export credit and
political risk insurers, Indonesia
ranked eighth last year among

With the China
market downturn,
I would focus more on
Indonesia. Although the
political risk is high, the
effort by the current
government to mitigate
this is visible”
Malaysian risk
manager
the countries for which political
risk claims have been paid.
“Insurance alone, of course, is
not a sufficient mitigant,”
Eucogco says.
Aon Asia head of structured
credit and political risk Miles
Johnstone agrees. But he says
firms should consider political
risk insurance as a business
facilitation tool rather than a cost.
“We had a corporate client
with assets in Indonesia and the
reason they chose to buy cover
was because those assets were
publically listed and they had an

Of risk managers
chose Indonesia as
the top country for
political risk

eye on a future IPO,” he says.
By purchasing political risk
insurance, the client was able to
improve the credit rating of
those assets, Johnstone says.
This improved its investor
prospects and ensured a
successful float at the higher
price than would have been
possible without insurance.
Johnstone says that Indonesia
and Vietnam are the top two
countries that the global broker
is seeing requests for political
risk insurance cover.
“Indonesia I do not think falls
into the category of a ‘very
difficult’ country but, having
said that, there are certain
sectors where there is a pretty
poor track record,” he says,
listing mining and energy and
two of the more problematic.

Want more?

Read Zurich credit and political
risk underwriter Dennis
Eucogno’s full article at:
http://goo.gl/sZz3eM

C
 ORRUPTION: WHO’S CHECKING WHO?
In Indonesia, several institutions
have the authority to investigate
corruption, including the Indonesian
police, the Public Prosecutor, the
Financial Transaction Reports and
Analysis Centre (Pusat Pelaporan
Dan Analisis Transaksi Keuangan)
and the Commission of Corruption
Eradication (Komisi Pemberantas
Korupsi - KPK). The most significant
of these is the KPK, which leads the investigation
and prosecution of public sector corruption and
oversees other investigatory bodies.
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Political risk
insurance: a
buyers’ market
Abundant capacity and strong competition are contributing to a favourable
marketplace for buyers of political risk insurance. But there are still some
common misconceptions affecting take-up rates
The marketplace for political risk
insurance is better than ever
before: capacity is in abundance,
competition is high and claims are
relatively low, despite the everpresent unpredictability of many
emerging economies. In a soft
market, clients are also securing
broader coverage at the same
competitive rates. Yet, despite all of
this, take-up of political risk
insurance remains relatively low.
According to the StrategicRISK
political risk survey, only 20% of
Asia-Pacific firms use political risk
insurance to mitigate their
exposure, despite it being a top 10
risk for 80% of firms. Instead, the
vast majority are opting for joint
ventures or collaborations with local
government organisations to
mitigate their risk (see page 4).
But the insurance market is
working hard to change this.

“And with pricing at an all-time
low, multinational companies are
increasingly purchasing political risk
insurance to protect shareholder
value, support growth in foreign
markets, and help secure financing
from lenders,” the report says.

‘Abundant capacity’

“[A claim event] has got to be
politically motivated. So if there’s
looting or theft where the cause of
it wasn’t politically motivated,
that’s not something we would
normally cover,” Chow says.

Political risk insurance has been
around for about 40 years, but has
evolved significantly over this time.
Today, capacity now exceeds
$2bn for a single policy – nearly
double the available capacity just six
years ago, according to Marsh’s
latest Political Risk Market Update.
“Despite growing concerns about
global political and credit risks and
a recent increase in loss notifications
– which will likely translate into
some losses for insurers later this
year – insurers generally view
political risk as an attractive line of
business in which to compete.

12 |
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Scope of cover

Zurich Asia-Pacific deputy regional
manager Bonnie Chow says the
intent of a political risk insurance
product is to protect a client’s
balance sheet in the event that a
catastrophic political peril happens
(see more, page 14).

Political risk insurance
is still a very new, or
virtually unknown, product
to many businesses in
Asia-Pacific”
Mark Thomas, Lockton

Misconceptions

Brokers that StrategicRISK spoke to
agree there are some common
misconceptions when it comes to
political risk insurance.
For example, clients often think
the product is for business
interruption, says JLT Asia
managing director – credit, political
and security risks Mark Wong.

“The product is intended to cover
a cessation of activities where the
investor has been a victim of a
political risk event and generally
they have to decide if they want to
exit the investment,” he explains.
Marsh head of lenders solutions
group – Asia/structured trade credit
and political risks Lee Garvey adds
that clients need to be clear on the
limitations and purpose of a policy.
“It’s not going to be a back-stop
for an investment,” he says. “It
should also be viewed as a business
facilitation tool, rather than a cost.”

More marketing needed

Awareness of the product is also an
issue that need to be addressed.
Roland Teo, head of risk
management in a Singapore public
healthcare group, says many firms
may not be aware of how political
risk insurance can help mitigate
their exposure.
“The insurance industry has to
reach out to firms through neutral
platforms [such as] trade and
professional associations, related
government agencies and
academics,” he suggests.
Lockton Asia-Pacific head of
political and credit risks Mark
Thomas agrees that the insurance
industry needs to do more.
“We still meet companies where
political risk insurance has not been
investigated. The industry has gone a
long way to meet the needs of its
clients and more awareness of the
product and its advantages to all
types of businesses is essential.”

Follow us @SRAsia_editor

GROWING CAPACITY

POLITICAL RISK INSURANCE MARKET CAPACITY, 2003-2015 ($BN)
Source: Marsh’s Credit & Political Risk Practice
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What does
a basic
political risk
policy
typically
cover?
Confiscation, expropriation and
nationalization
Case example: the government in
Venezuela recently seized Nestle factories
without ‘just’ reason or compensation
Political violence
Case example: damage in Ukraine as
a result of Russia’s recent attack on
the country
Currency inconvertibility
Case example: Argentina recently
imposed a currency control which placed
limits on the amount of funds that could
be repatriate outside the country
Breach of contract
Case example: When a country’s
government breaches a contract that is
fundamental to a firm’s success

2007

2008

2009

What
are the
optional
extras?
Popular political risk sub perils
• License cancellation
• Forced abandonment
• Forced divestiture
• Terrorism
• Arbitration Award Default
• Selective discrimination
Insurers are also being
increasingly asked to consider
looting, theft and land owner
disputes in political risk policies

2012

2013

2014

2015

What
would the
industry like
to see?
Scentre Group chief risk officer Eammon
Cunningham says insurers should consider
combining terrorism and political violence
risks into one insurance product.
“Many risk managers seem to be
gun shy about simply buying political
violence insurance only as this is often
seen as a subsidiary risk to the more
dominant terrorism risk,” he said.
Another risk manager said: “I have only
heard about insurance on terrorism,
nationalisation of assets and war cover.
So, there is not sufficient cover to cover all
the top [political risks]. We are looking to
have more innovative products and active
communication from insurance companies
on the availability of the cover.”
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MANAGING AND MITIGATING POLITICAL RISK

Bonnie Chow
deputy regional manager,
Asia-Pacific, Zurich

Mark Wong
managing director –
credit, political and
security risks, Asia, JLT

Jason Rance
senior managing
director, Australia
Pacific, Control Risks

Lee Garvey
head of lenders solutions
group – Asia/structured
trade credit and political
risks, Marsh

The intent of a political
risk insurance product is
to protect a client’s balance sheet
in the event that a catastrophic
political peril happens – whether
it be through a government
expropriating assets or through
political violence, like the current
situation in Ukraine, for example.
It’s to give the shareholders, the
board, or the business owners,
protection of the balance of their
equity interests.
“The key thing for our
product is that [a claim event]
has got to be politically
motivated. So if there’s looting
or theft where the cause of it
wasn’t politically motivated,
that’s not something that we
would normally cover. In fact,
a lot of those things should be
covered in a property policy,
or, to an extent, a liability
policy depending on the
client’s industry.
“We are also seeing more
companies coming to us and
saying that land owners are
pushing them out and
requesting we broaden our
coverage to allow for some of
these events to be covered under
our policy.
“Political risk insurance cover
can be quite broad if the client
actually knows what events they
want to be covered and there is
political motivation behind
these events.”

Political risk insurance is
a discretionary product in
which different investors or
corporates may view the risk
differently. We need to
understand where the investor is
coming from as they may attract
different types of political risk
based on where they come from.
[For example], western investors
are at a higher political risk as
opposed to a south east Asian
investor with relation to a project
in the Middle East.
“In comparison to property
and casualty, political risk is a
relatively new [insurance]
product. It started off being a
public sector product as far back
as WWI and WWII where you
had the rebuilding of Europe.
“From a private market
perspective, there has been a
strong development of the
product. It started off with three
or four players about 40 years
ago and today you have about 50
different markets that provide
political risk insurance, with the
likes of AIG, ACE, Zurich and the
Lloyd’s market, getting involved.
“With that, you have
expansion of cover in relation to
providing more defined perils.
We now have things like inability
to export, license cancellations,
arbitration, and award default
covers, which are add-ons to
previous political risk products
that were offered to the market.”

As with any dynamic
market, there will be
winners and losers [in China].
For western multinationals,
those that take a proactive
approach to managing these
political risks will be at a
natural competitive advantage
to those that take a passive
approach and become victims
of the process.
“You can do a lot to
understand what are the
political risks and ramifications
for your business. But you can
also do a lot to proactively
mitigate those risks.
“The more enlightened of
our clients take a very
proactive approach to
identifying and managing their
political risks. Over the
mid-term that will give them a
big advantage as they get to
grips with a very fluid
regulatory environment and
they start taking a different
approach to how they look at
and evaluate new business
opportunities and actively
factor in regulatory risk to
their business plans.
“It’s those enlightened
companies that will naturally
be in a better position than
those who just shut their eyes
and hope for the best or
presume that they can do
business in the same way as
they did five years ago.”

When a company is
making an investment
[in a new country or territory]
there are a numerous factors
that they need to consider and
some of that will be political
risk and some of that will be
commercial risk.
“What political risk insurers
are looking to do is say: we
can’t cover everything – we’re
not providing a clear-cut
backstop for an investment or
a guarantee of the commercial
viability of an investment – but
we can help to manage clearly
defined and specific political
risks that the investment
may face.
“It’s important that the
insurance market, to some
extent, adapts to their clients’
needs. We are seeing insurers
look at countries and territories
that previously they may have
otherwise not considered.
“In Asia, we’re seeing clients
place a lot of focus on places
like Myanmar, Vietnam and
Indonesia. For the market here,
these are key markets.
“We are seeing insurers
take a greater interest and
actually get a better on-theground feel for some of these
countries and I think opening
up and considering some of
these new territories potentially
helps some of our clients
as well.”
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EXPERT VIEW
BY ZURICH ASIA-PACIFIC HEAD OF CREDIT AND POLITICAL RISK
TIM WARREN

MAINTAINING GROWTH AMID
ASIA-PACIFIC UNCERTAINTY
The results of the StrategicRISK political
risk survey are an interesting read but
not unexpected.
You don’t need to be a political risk
insurance underwriter to realise that the
world is becoming an increasingly volatile
place. Risk managers within multinational
corporates and banks based all over the
world are becoming less tolerant of political
risk, something that has historically not been
at the forefront of their minds.
This was demonstrated earlier this year
by geopolitical risk featuring heavily in the
World Economic Forum’s Global Risks
2015 Report for the first time, accounting
for three of the top five most likely risks
identified by the business leaders and other
decision-makers surveyed from around the
world. To put this in perspective, geopolitical
risks have been completely absent from
the top 10 risks identified by the report in
recent years, with economic risk concerns
prevailing since 2007.
Turning to the survey in question which
is focused closer to home in Asia-Pacific,
the region as a whole has typically been
perceived as lower risk compared to
Emerging Europe, the Middle East, Africa
and Latin America over the past decade.
It has grabbed the headlines primarily for
positive reasons, been relatively peaceful
and maintained a high GDP growth rate
during that time. Nevertheless, our political
risk insurance as well as trade credit
insurance claims have been notable in Asia
– prolonged low commodity prices being a
key part of that story.
Country highlights
The survey highlighted three countries of
particular concern, all of which have seen
much change in recent years.
Starting with Indonesia. We have long seen
demand from international investors and
lenders for political risk insurance in Indonesia,
notably expropriation, license cancellation and
contract frustration protection.

Much of the foreign direct investment
flowing into the country is directed towards
the resource and energy sector where our
market has seen numerous issues over the
years. Regulatory uncertainty surrounding
the 2009 Mining Law persists despite a new
administration coming to power last year
and historic issues in the power sector going
back to the Asian Financial Crisis of the late
1990s have not been forgotten.

‘In Thailand we have seen a
notable increase in requests for
all types of political risk
insurance, from political violence
to non-honouring of sovereign
payment obligation coverage’
Tim Warren, Zurich
Moving on to China. Most global corporates
and banks will have China firmly on their radar
at the moment, regardless of whether or not
they have direct operations in the country.
The international community has been
conscious of potential buried political and
economic risks for several years now but
these concerns have notably stepped up in
the past few months with the possibility of a
hard landing now back on the cards.
The government’s unexpectedly long list
of intervention measures to ease the stock
market collapse in recent weeks, including,
but not limited to, $485bn in stock purchases
by state-owned enterprises and a suspension
of trading of over half of listed stocks, has
lead to a reassessment of these hidden risks.
Furthermore, from an interstate conflict
standpoint, saber rattling in the South China
Sea in recent years has led to demand from
South East Asian and Japanese investors
for protection on their assets both within
the disputed area and mainline China
itself – notably political violence, war and
expropriation coverage – to safeguard against
government relations deteriorating further.

The most internally polarized country
highlighted by the survey is Thailand.
Many experienced international investors
and lenders will know that despite almost
continuous political instability dominating the
news headlines since Thaksin Shinawatra
was overthrown in 2006, each successive
government has largely stood by agreements
signed by previous governments and the
economy has held up well.
Bar a couple of political violence incidents
in Bangkok over the past five years it is a
country we have seen few claims in and, as a
result, seen little demand for. That has rapidly
changed over the past 12 months as the
strain of almost a decade of political instability
combined with the slowing economies of their
top trading partners is finally starting to impact
their own economic health. As a result, we
have seen a notable increase in requests for
all types of political risk insurance products,
from political violence to non-honouring of
sovereign payment obligation coverage.
The Asia-Pacific region has had a good
run for almost 20 years but is entering an
uncertain period with potential for significant
losses. At the same time, corporates and
banks based in the region are increasingly
venturing into new territories in other parts
of the world where their familiarity and
experience is limited.
One of the challenges of political risk is the
difficulty of predicting losses: in insurance
parlance, this is a low-frequency, highseverity line where actuarial data is of limited
use. It is critical for banks and corporates
to understand the political risks they are
taking on to the best of their ability, as well
as deploy methods to manage and mitigate
those risks. Failure to do so can result in the
end of a company’s presence in a particular
country as well as substantial damage to
their balance sheet.
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