
Foreign direct investment and the challenge 
of political risk
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FDI in Todayôs World

FDI stands at record 

level, with global FDI 

at US$1.5 trillion in 

2007 
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FDI into emerging markets: 
US$500 billion in 2007
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FDI in Todayôs World

South based FDI is also on the riseé

FDI from emerging markets: close to US$200 billion

Top investors: Russia (US$ 42 billion)

China (US$30 billion)

India (US$15 billion)
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Political Risk in Todayôs World

Political risk perceptions getting stronger:

× EIU: 50% of survey respondents expect political risk to 

increase in emerging markets 

× PwC: 46% of survey respondents expect political risk to 

increase worldwide over next 5 years

× MIGA: Political risk increasing according to 2007 survey of 

South -based investors 
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Political Risk in Todayôs World

Re-emergence of óresource nationalismô:

× Many resource - rich countries are now reconsidering 

investment and extractive sector legislation

× Governments are unilaterally renegotiating 

concession and royalty agreements struck with 

foreign investors a decade ago when commodity 

markets were depressed

× Nationalist political agendas are shifting government 

attitudes against foreign investment
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Political Risk in Todayôs World

War, civil disturbance and terrorism risk

× Dramatic growth and success of the stand -alone 

terrorism insurance market

× Terrorism insurance better integrated in political risk 

insurance products 
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Political Risk in Todayôs World

Investment insurance small, but growingé
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MIGAôs Mission

Promote foreign direct investment 

into developing countries to support 

economic growth, reduce poverty, 

and improve peopleôs lives.
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Background - MIGA

× Created in 1988 with a mandate to promote foreign 
investments into developing countries by providing: 

Ç Non -commercial risk insurance for investors and lenders

Ç Investment dispute mediation

Ç Technical assistance to help countries attract and retain FDI (since 2006 part of 
FIAS)

Ç Online investment information dissemination on business operating conditions 
and investment opportunities in emerging markets
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Increasing Need for 
Non -Commercial Risk Insurance

Percentage of FDI to Developing Countries Covered
by Political Risk Insurance*
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1997 Indonesia cancels 
27 power 
purchase 
agreements 
(MIGAôs first 
claim)

1998 Russia issues a 
moratorium on 
private foreign 
capital payments 
(projects insured 
by MIGA 
exempted)

2002 Argentina 
restricts 
exchange and 
transfer (loans 
insured by 
multilateral and 
bilateral 
organizations 
excluded)

Recent investor 
concerns include:
Terrorism
Physical damage 
to assets
Creeping 
expropriation

Source : Berne Union, 
UNCTAD

* See note
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MIGAôs Insurance Coverage

Expropriation

Protects against losses arising from:

× Nationalization and confiscation

× Creeping expropriation

× Partial expropriation
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MIGAôs Insurance Coverage (contôd)

Currency Transfer Restriction 
and Inconvertibility

Protects against losses arising from:

× Inability to convert local currency into foreign exchange

× Inability to transfer 
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MIGAôs Insurance Coverage (contôd)

War and Civil Disturbance

Protects against losses arising from:

× Damage/disappearance of tangible assets 
(including revolution, insurrection, coups d'état, 
sabotage, and terrorism)

× Prolonged business interruption
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MIGAôs Insurance Coverage (contôd)

Breach of Contract

Protects against losses arising from:

× Breach or repudiation of a contract between the investor and 
the host country authorities (non -enforcement of an arbitration 
award is a prerequisite)

Applied to breach of supply/take -off contract, a license agreement, 
and breach of a sub -sovereign guarantee obligation
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Terms and Conditions

× Minimum 3 years

× Investment types
× Equity 

× Shareholder loans  

× Loan guarantees 

× Loans from financial institutions

× Non -shareholder loans

× Non -equity direct investment 

× Tenors ð 15 to 20 years 

× Amounts ð MIGA typically can arrange cover for all 
amounts, either on its own books or through 
co/reinsurance

× Coverage ð 90% for Equity and 95% for debt
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Small Investment Program (SIP)

× Cheaper

× Faster

× Package 
× Transfer + Expropriation + War and Civil disturbance . . . 

NO BREACH OF CONTRACT

× US$ 10 M

× SME must fulfill two out of three criteria:
× No more than 300 employees

× Total assets not be more than US$ 15 M

× Total annual sales should not be more than US$ 15 M
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Our Unique Strengths

× Deters government action against MIGA - insured 
investments with World Bank Umbrella

× Preserves investments by mediating disputes 
between investors and host countries 

× Extensive resources and unparalleled knowledge 
of emerging economies from all parts of World 
Bank Group

× Best practice in environmental and social 
management

× Mobilizes insurance capacity with public and 
private insurers through coinsurance and 
reinsurance
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Gross Exposure
as of June 30, 2008 in US$ B

US$ 19.5B issued 

in 95 developing countries 

since 1988
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41% Infrastructure

37% Financial

9% Agribusiness and Manufacturing

9% Oil, Gas and Mining

45% Europe and Central  Asia

20% Latin  American and the Caribbean

16% Sub -Saharan Africa

11% Asia and the Pacific

11% Middle East and North Africa

Outstanding Guarantees 
Portfolio by sector , as of July 2008

Outstanding Guarantees Portfolio
by host region , as of July 2008
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MIGAôs Investment Information Services

FDI.net (www.fdi.net)

× an investor focused portal of business 
resources & WBG analysis.

× providing users with latest information on 
investment conditions/business 
opportunities in countries. 

The PRI - Center (www.pri - center.com ) 

× provides information on the insurance 
market - research, tools, directories, 
news, and events. 

× features political risk analysis and ratings 
for 160 countries. 

× A suite of award -winning online investment information 
services serving some 100,000 customers on a monthly 
basis


