
Summary 

 

In search of new business opportunities, transnational companies (TNCs) face a variety of 

risks affecting their international business. One of those risks is political risk. Unlike other 

types of risks such as currency risk, credit risk or operational risk, political risk has not 

received the same attention from both researchers and TNCs. 

The overall purpose of this research is to identify and analyze the main methods for 

managing political risks. However, in order to create a strategy for managing political risks, a 

company needs to start by defining the political risks it faces, to continue with their analysis 

and evaluation, and then to build a strategy adapted to the field the activity in which it 

operates, the country of origin and the host country, taking into account the company’s own 

risk profile. The complexity and multiple approaches have prevented finding an acceptable 

definition of political risk. In addition, because of its characteristics, political risk is very 

difficult to quantify. Quantitative methods are not necessarily objective because they are often 

based on quantification of subjective elements. In this respect, in order to achieve the general 

purpose of this research, the paper aims to clarify the concept of political risk and to present 

the main methods of analyzing and evaluating the political risk. 

The first chapter of the paper, entitled "Political risk definition," aims to provide a clearer 

delimitation of the concept of political risk. A definition of political risk should take into 

account the multiple interdependencies and variables to be analyzed, such as the delimitation 

of the country risk and the political risk concept, the analysis of the relationship between 

political risk and uncertainty, between political risk and political instability, real and 

perceived risk, its purpose, macro or micro perspective and the perspective of the insurance 

sector. 

The second chapter of the paper, entitled "Process of assessment and evaluation of political 

risk", presents a set of quantitative and qualitative methods that TNCs use to assess political 

risk. Qualitative methods ("old hands" method, "grand tour" method, scenario method, and 

internal evaluation) are based on the experience of specialists and involve gathering of 

strategic information and knowledge about the political environment that can affect a 

company's business. Quantitative methods (The Economist, BERI (Business Environment 

Risk Intelligence) model, ICRG (International Country Risk Guide) model) largely rely on 

quantifying macro-risks. In addition, the paper aims to investigate especially micro-political 

risks. As a novelty, the second chapter draws attention to the model developed by Alon and 

Herbert in 2009 for the evaluation of micro-political risk. 



The third chapter of the paper, "Methods for political risk management," presents, in a 

personal and exhaustive view, a set of methods that TNCs incorporate in their political risk 

management strategy. This type of presentation was chosen because of the political risk 

characteristics. Political risk management fits with difficulty into normal risk management 

methods, and classical division into methods to avoid, transfer or reduce risks is difficult to 

achieve. The methods of managing political risks identified and analyzed in this paper 

include: methods used to manage risk in international investment (diversification of 

investments); customizing the investment according to the nature of the political risk (the way 

of entering a market and the structure of the invested capital); analysis of the role of corporate 

social responsibility; conducting lobbying activities and developing alliances with the 

government of the host country and local authorities; setting up joint ventures; the purchase of 

a political risk insurance; direct actions such as physical protection of staff and plants; using 

controversial practices such as giving bribes and other favors; use of court proceedings; 

assuming and avoiding risk. The work presents, in addition to the benefits that each of those 

methods brings to managing political risk, the risks and limitations that TNCs need to take 

into account when using them. 

The paper ends with the fourth chapter, which is an application of the methods for political 

risk management in a case study entitled "An example of political risk management failure: 

Nationalization of YPF by the Argentinean government." This case study aims to assess how 

Repsol has built its strategy for managing political risk, and in particular the risk of 

nationalization in Argentina. This strategy has been outlined by observing the actions the 

company has undertaken since the start of its investment in Argentina to reduce its political 

risk. From the research on the company's activity, it can be noticed that the methods used to 

manage the risk of nationalization used by Repsol included: the geographical diversification 

of political risk; lobbying and developing alliances with host country politicians; participating 

in a joint venture; use of court proceedings and arbitration; and risk retention. For the 

completeness of the work, the case study also includes the possible arguments for which 

Repsol has not purchased a political risk insurance. The case study examines how Repsol has 

implemented each of those methods and presents some of the reasons why none of those 

methods has been effective, leaving room only for last resort measures such as the use of legal 

proceedings. 


