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Abstract

For many western business professionals the regprising in the Middle East was just a blow and
unpredictable. On the other hand; during the las fears several Arab scholars and business expeste
expecting such uprising and in such scale. Searghmes are full of such analysis. So, was it pdeditx those
living out of region to expect a turbulent eventtba horizon? And be better prepared?

Pursuing overseas or cross borders businessesaemaerstanding of the political risk, it is ingligably a key
consideration. Political scientists and scholaes rast very much divided around the definition of gholitical
risk; as the political events that can turn theimess objectives and strategies into an undesirdibéetion.
Investments whether it is a domicile business amoa-operating shareholding should consider a broade
approach of political risk and diverse politicassms. Market intelligence or intuitive knowledge olitical
factors might be inaccurate and risky.

Full country or political system evaluation is bagobusiness capacity and rather a political asségrand
here lies the dilemma for business to conduct mostsed, targeted, and adequate assessments thég me
necessary requirements for a quality businessidesisind enables swift responses.
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1. How Palitical Risk perceived?

Deloitte Consulting published a study on 2007 alexgicutives view on the likelihood of risks. Obsbuthe
world wasn't politically stable at that time, hovezvthe results on the likelihood of GeopoliticakRi(one
element of Political Risk) were: Not at all likeR0% and not very likely 52%. On 2013 Deloitte coctgd a
survey called “300 executives around the world thegjr view of strategic risk is changing”; when yhesked
“Does your organization have an explicit focus canaging strategic risks?” 79% answered with Yelighdle
East, 83% in Americas, and 81% in Asia pacific. O%@% agreed that their approach changed in theHese
years. When asked whether their risk managemegrgmes supports their business only half agreeditiddle
East and two thirds agreed Americas and Asia.iPalliRisk nowadays is a concern to decision makersever
there is a lake of understanding, monitoring, artigation.

Political risk could have decisive consequencemweastments: direct or indirect effect on secuotypusinesses,
continuity, reputation, costs, cash flow and padfility. The outcome of a political risk could hierdability to
withdraw capital— e.g. expropriation.

Fundamental inaccurate practice that large westerporation falling into is that risks analysts denot to
intensely explore political risk due to the facatttpolitical risks is not often represented by thafigures,
substantial facts and almost impossible to be dgfisht It has a somehow a different and unique riskure.
Political risk determination also cannot be assithie case for technical solutions where ‘Best e may
help. For technical and finance experts identifyargquantifying the political risk is not a favotalexercise,
moreover, many still believe that political riskuspredictable (crystal ball), and this is alscmaate.

What can be the best practical approach for noitigadl experts, i.e. business, managers and planteer
understand such complexities and draw down realgstiitical risk plans and expectations? And moegpis
that possible? Defining reasonable business measoiréeal with such developments and mitigate uratae
consequences can be also a challenge.

Political Risk can even occur in very stable coestror countries that ‘give the impression’ of gt like
Tunisia and Egypt on the pre Arab Spring times.ikénEurope; government’s stability and stable firiah
position is not a stability guarantor in many coig®. Political risk can be steadily escalatinghaiit displaying
any obvious signals or noticeable alarming phen@héfowever; as an old orient quote says “no firtheut a
smoke”. Corporations must at all-time allocate eyfowapacity and resources to be sensible, conseinds
ready for political risk events with various levelisseverity.

Instability could result from a change in governméegislative bodies, other foreign policy makeysmilitary
control, or other unlimited number of risks and emainties. Some political risks can be insureduh
international agencies or other government bodgeditical insurance products available are insuriogly
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losses that are due to political acts only, na@donomic or financial conditions or circumstances”.

Political Risk is not possible to be quantifiedjuead, but can rather be described or qualitatigtlylied. Major
methodologies are describing Country Risk whichoemgassing political instability - mainly “defaulttjsk
premiums, currency risk ...etc. For major investargrary sovereign risk and currency risks where gaeen
the object, political risk can be much more congid and wider than that, and can has a different
considerations.

The quantitative methods can be used when explegds for figures are needed, such as cash flolysisa
profitability ... etc. A combination of indexes cae lised to combine different political indices argihg a
customized in-house ‘tool box'. However politicatk can be better understood and managed when semi-
qualitative method used, by having a descriptivalitative criteria of risk together with certairskiindications.
The question may always remain: are we calculatilmgt can be calculated? All aspects of politicakri
components may look positive in statistics and tshdrowever one single political factor can turpwd the
whole system. In a nutshell; figures are helpfulsome aspects, but are not sufficient for full foedi risk
determination.

Conducting full country or system evaluation isoaleeyond business capacity and rather a politesigament,
and here lies the dilemma for business to condwdt fiocused, targeted, and adequate assessmenisetbis
necessary requirements for a quality businessidesisind enables swift responses.

2. How to keep an eye on Political Risk:

. Every business has a special nature, every simien has its unique specialty, and thereforddew
but simple model can be identified bearing in mihdt Political Risk for foreign investors will bedked at
from the same point of view as a potential threadbusiness objectives. Focus on how business eisiespand
corporation can establish own assessment.

. For political monitoring, several alarming placen be identified, as well as major and minor Rualit
Risk factors that can severely expose investotst@sts. “Major” Political Risk indications, ‘MindiPolitical
Risk indications, and “Alarming Phenomena”. If theodel of Political Risk evaluation and monitoring i
correctly designed, it can serve as a useful RaliRisk control. A set of escalation method cardeeeloped
that can help to identify or at least activate fl Risk major criteria. Certain business neeasasures always
should be available to deal with ‘shocks’.

,Minor* political
risk event !

(e.g. protest, strike, early
election)

suoledipul
Ssu [eanjod Jour N

Business measures Business measures

Alarming Phenomena (poverty indications, unemployme nt, slow growth...etc.)

Figure 1. The Political Risk possible monitoring
. It will be ideal when identifying Political Riskevents is to be grouped, e.g. social components,
geopolitical, geographical, ethnic, economic ... etc.

3. Conclusion:

Appropriate political risk assessment for busindesisions should be based on a package of simpléied
strong standards: political system, economic atinegtsocial, geography, and demography.

Several tools and researches are assessing qtieelytapolitical risk, however conducting quantiteg
modeling sometimes may combine what cannot be awedbiand result in a cumulative or aggregated tesul
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whereas each individual aspect can be crucial.

In several available studies single or few elementgolitical assessment where used such as Goudr@mnce
practices, Institutional maturity ... etc. And obvéby full understanding of political risk may reggitooking
into the full picture. Understand core roots antithe consequences.
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