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Overview

This course investigates sources of political risk to foreign direct and other investments in a world characterized by increasing financial interdependence through global flows of capital, especially risk associated with political instability or uncertainty in countries featuring emerging markets or transitional economies.  The course also considers ways political risk can be understood and evaluated, potentially minimized, and managed.  With rapidly growing international trade, capital movements, and information capabilities in today's new global economy, management of foreign direct investment risk and other foreign exposure is entering new, untested terrain.  The era of globalization contains significant opportunities and perils for those with a stake in investment abroad.

Political Risk Analysis explores the changing global economy and the trends and patterns of financial flows, theories and methods of assessing political, economic, and legal risk through forecasting, trend analysis, and prediction, and the opportunities available for mitigation of risk through investment insurance and other means.  Among the topics to be considered are inflation, currency values, exchange control, corruption, organized crime, regulation, regime change and volatility, political violence, terrorism, and regional destabilization.

Political risk writings began emerging in the late 1960s and received limited corporate support.  Changes in the structure of the international political system in the 1970s led to an increase in perceptions of the value of risk analysis and in the acknowledgement of political risk analysis as a scholarly pursuit.  At the same time, advancements in the field of comparative politics (a subtopic of political science), helped better evaluate the crises and sequences of political development in developing world settings and provided new methods of qualitative and quantitative analysis of political change.  

In the 1990s, with the concern about the rise of internal conflicts and political violence in the post-Cold War world – together with the aftertaste of the 1997 global financial crisis – has led to a new appreciation of prediction and forecasting.  In particular, the field of conflict analysis and preventive diplomacy has also been a marked feature of new developments in the field.

The rush to invest in post-communist states, together with recent events such as European Union enlargement and regional economic integration, affected further perceptions about international investments.  Today, multinational corporations, foundations, international financial institutions, and major development aid donors engage in political risk analysis.  This course is designed for advanced graduate student professionals who will conduct political risk analysis in the course of their careers in either private or public sector organizations.

· Part I of the course is analytical.  We begin with an inquiry into alternative definitions of political risk. The course then moves to an overview of the changing nature of foreign investment and its relationship to development in the host countries.  It looks also at the changing character of the global economy, the implications of trends in "globalization" on politics, commerce, and finance in emerging markets.  In addition, we consider the varied sources of political risk, both from the external processes of globalization and the internal processes of development.  Using insights from the fields of comparative politics and international political economy, the course provides an overview of contemporary trends in emerging-market and transitional economy political systems. 

· Part II provides skill building for forecasting.  What theoretical and methodological tools allow us to determine the trajectory of domestic politics and regional and internal security contexts in emerging markets?  How can the quality and predictability of good governance be analyzed and future trends projected?  What are the best sources of data? The course will feature specific methods and models for conducting research that aims to predict future trends primarily at the country level.

· Part III assesses ways to potentially manage risk.  The course includes a close look at economic, political, and legal risks, the ways these dimensions are related, and opportunities for risk management in each of these spheres.

The course will feature in-class contributions by leading specialists on international investment, contracting, and business transactions.

Scope & Objectives

Political risk analysis is practical field of study that systematically investigates the vagaries of investment and other transnational activities in uncertain political climates.  The sharpening of the debate between the relatively rich North and the so-called Global South exacerbated investment risk. The debate over the allocation of global resources and patterns of investment and trade continues today.  Recent manifestations of this debate include concern over the “digital divide” which separates technologically advanced countries with access to modern telecommunications and those countries which face serious challenges in competing in the new information technology-driven global economy.

During the earlier period, many corporations and rating agencies developed significant capacities for risk analysis, even as some investors eschew the ability to forecast and predict future political events.

With the fall of the Soviet Union and the broad embrace of neo-liberal economic policies, the potential for major political risk – such as nationalization of key industries – has waned even though considerable risks remain.  Today, the forces of globalization and anti-globalization inform the debate on political risk analysis, and we will investigate the question of whether recent trends in the international political economy have exacerbated traditional types of risk or generated new, unforeseen sources of risk.  Of special interest are approaches that integrate a wide array of health, environment, demographic, institutional and social variables and their interaction to produce complex vulnerabilities.

The course’s scope includes concepts and methods of political risk analysis, with an emphasis on the methodological skills required for conducting a country-level assessment of future trends, scenarios, and factors that may impinge upon investment risk.  Students will develop their own conceptualization of “political risk,” including differentiating risk from instability, developing sector-based analysis, and gauging the impact of the global and regional environment on concepts of risk.   

We will then proceed to an analysis of the process of risk analysis, including levels of analysis, frameworks for assessment, and an overview of the methodological skills necessary for the creation of a detailed risk analysis.  We will look at methods of forecasting and prediction and the advantages and disadvantages of specific approaches.  The course will evaluate specific criteria and indicators of risk, including political, economic, and social factors.

Exercises will allow students to apply the criteria and indicators in a country of their choosing, and use them for political predictions, forecasting, and in the development of scenarios for a country and sector of their choice.  We will also analyze methodological issues and problems that may undermine the validity of the research.  The objective of this section of the course is two-fold.

· First, students will be prepared to conduct their own independent risk assessments.

· Second, they will be trained to critically evaluate risk assessment prepared by the rating agencies such as Standard & Poor’s and subscription or fee-based information such as the annual country reports prepared by The Economist Intelligence Unit.
The final section of the course will evaluate options for the mitigation and management of risks.  Through readings and guest lectures by leading professionals in the field, we will assess conventional ways investors can hedge against political risk and survey new methods and approaches that have been developed in recent years.

Course Requirements & Grading

Please consult the course schedule for due dates for the assignments. Under no circumstances will late papers earn the maximum score.  Papers more than three days late will not be accepted.  Plagiarism is a serious ethical breech and students should refer to the GSIS policy on this matter.   Students should be aware that the degree of professionalism these papers reflect is a component of their evaluation by the course instructors. The instructors will not accept course products as email attachments.

1. Report on political risk services and models (with group presentations and analysis).  20% of the grade.  

2. Report on index-construction methodology and data/information sources (especially country-specific).  20% of grade.  

3. Report on sector-specific and (within country) location-specific issues and mitigation factors with respect to political risk. 20% of the grade.  

4. Integrated Final Risk Report, presentation and paper.   40% of the grade.  The Final Risk Report of approximately 20+ pages employs a specific concept of risk, analyzes a specific sector, identifies criteria and indicators, develops three or more scenarios for the country and sector, and offers specific recommendations for risk management.  Students should approach and present the report as if it were a memorandum to a firm or organization intending to establish an investment/operation of more than $20 million in the chosen country.  Draft reports must be submitted to the instructors electronically prior to presentation for posting on the course web resource.  

Course Materials

The following books are course texts and they are recommended for purchase.  The books are available at the DU bookstore located in the Driscoll Center.  Other required readings will be made available to students on reserve at the library and through other means throughout the quarter.  A web-based module is in development for this course and students will be asked to pilot-test this resource. 

Michel Henry Bouchet, Ephraim Clarke, Bertrand Groslambert, Country Risk Assessment: A Guide to Global Investment Strategy.  London: Wiley & Sons, 2003.  ISBN: 0470845007. 
Llewellyn D. Howell, ed. 2001.  Political Risk Assessment:  Concept, Method, and Management.  East Syracuse:  The PRS Group.  ISBN 1-931077-13-4.

Students should be familiar with the stories in the weekly edition of The Economist; see your newsstand or www.economist.com.

In addition, the following books will be available on reserve for assignments and general background reading:

Moran, Theodore H.  1998.  Managing International Political Risk.  London: Blackwell. ISBN 0-631-20881-X.

Llewellyn D. Howell, ed. 2001.  The Handbook of Country and Political Risk Analysis, 3rd edition.  East Syracuse:  The PRS Group.  ISBN 1-931077-01-0.

The course features a web-based module, available on Blackboard (blackboard.du.edu). 
Class Schedule

Jan 8
Course Introduction & Overview: What is Political Risk Analysis?


Bouchet, Clarke, and Groslambert, Chapters 1 (Introduction) and 2 (An Overview of Country Risk); if you do not read for this session, read for Week 2.

Jan 15
FDI and Political Risk Analysis in the New Global Context

MLK Day, arrangements to be discussed Week 1 
World Investment Report 2006, FDI from Developing and Transition Countries: Implications for Development (Read Chapter 1) 

at www.unctad.org/Templates/WebFlyer.asp?intItemID=3968&lang=1 
Theodore H. Moran Edward Graham, and Magnus Blomstrom, eds, Does Foreign Direct Investment Promote Development?, Washington: IIE, 2005 Chapter 11 (Moran) “How Does FDI Affect Host Country Development?” pp. 281-314.

Llewellyn D. Howell, ed. 2001.  Political Risk Assessment:  Concept, Method, and Management.  Chapters 1-6 (pp. 1-109).

[Tim, the Overview in WIR 2006 is not so good and Chapter 1 is very good; I suggest we discuss what FDI is and why it flows first, then briefly its impact on hosts, as a foundation to Pol Risk]


Guest Speaker shared with other section, January 22 or 23: Dr. Deborah A.  Palmeiri (confirmed available either day), CEO and President, Russian-American Chamber of Commerce.  Reading assignment per speaker.

Jan 22
Country Political Risk Analysis: Exercising Analytical Imagination

Bouchet, Clarke, and Groslambert, Chapter 9 (Financial Crises in Emerging Market Countries: An Historical Perspective)

Pierre Wack, “Scenarios: Uncharted Waters Ahead”; “Scenarios: Shooting the Rapids”

Barnett Rubin, “Conflicts and Their Causes: Acres of Desolation” in Barnet Rubin, Blood on the Doorstep: The Politics of Preventive Action (Washington, D.C.: The Brookings Institution Press, 2002); access: Penrose online access.


Evaluation of the CAST Methodology of the Fund for Peace’s State Failure Index (www.fundforpeace.org). 

Jan 29
From Theory to Hypotheses: Evaluating Models of Country Risk

Bouchet, Clarke, and Groslambert, Chapters 4 (Country Risk Assessment Methodologies) and 5 (Assessment Methodologies: Ratings)

(You may also want to look at the appropriate chapter on reserve in Llewellyn D. Howell, ed. 2000, The Handbook of Country and Political Risk Analysis, 3rd, chapters 2-12 review various services.  Also Charlotte H. Brink, Measuring Political Risk, Chapter 2 on concept/theory and Chapter 3 on the various services.  Also of interest might be Anja Linder and Carlos Santiso, “Assessing the Predictive Power of Country Risks Ratings and Goverance Indicators,” SAIS Working Paper Series WP/02/02 at http://www.sais-jhu.edu/workingpapers/WP-02-02b.pdf )


      Assignment 1 due:  Analysis of risk assessment models and services.

Class presentations by groups assigned to models and services.
Feb 5
From Hypotheses to Indicators: Methodology and Measurement
Bouchet, Clarke, and Groslambert, Chapter 11 (Country Risk Assessment: A Matter of Information and Intelligence Gathering)


Assignment 2 due: Data and indicator development and use. 


Roundtable discussion on sources of data (be prepared with a list of your favorite sources of data/insight/information on your country of choice).


International Futures, presentation of an integrated global modeling methodology.
Feb 12
From Measurement to Application: South Africa, A Conflict Vulnerability Assessment

Handout: South Africa, Democratization Baseline, Path-to-Conflict Baseline

Ashley Campbell, The Private Sector and Conflict Prevention Mainstreaming, Carleton University: Country Indicators for Foreign Policy.  http://www.carleton.ca/cifp/ (under methodology reports header 10/9/04).

Guest Speaker shared with other section, February 12 or 13:  Dr. Suisheng (Sam) Zhao on Political Risk in China (invited).  Reading assignment per speaker.

Feb 19
Risk: Prevention and Management
Bouchet, Clarke, and Groslambert, Chapter 10 (Country Risk and Risk Mitigation Instruments)
Howell, ed. Political Risk Assessment: Concept, Method and Management, Chapters 7-11 (pp. 111-188).

Assignment 3 due:  Sector-specific and (within country) location-specific risk factors and mitigation strategy analysis.


Guest Speaker shared with other section, Feburary 19 or 20:   Judith Roberts (invited).  Reading assignment per speaker.
Feb 26
Presentation of Final Risk Reports
Mar 5
Presentation of Final Risk Reports 


Mar 12
Evaluating Corporate Social Responsibility in the 21st Century

Optional readings:


Ernst Ligteringen and Simon Zadek (Global Reporting Initiative and AccountAbility), “The Future of Corporate Responsibility Codes, Standards and Frameworks”  http://www.accountability21.net/uploadstore/cms/docs/Landscape%20Paper.pdf 
UN, The Global Compact.  http://www.unglobalcompact.org/docs/about_the_gc/2.0.1.pdf 

OECD, “Promoting Corporate Responsibility: The OECD Guidelines for Multinational Enterprises”  (Chapter 7) http://www.oecd.org/dataoecd/54/16/34896738.pdf 

PublishWhatYouPay  http://www.publishwhatyoupay.org/english/pdf/appeal_document.pdf 
Additional presentations, as necessary.



All Final Risk Reports are due at the beginning of this final class session. 
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