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Preface

Almost any event can increase a trader’s, investor’s, or lender’s cross-border risk. 
An unexpected resignation, a terrorist act, or a currency collapse can completely 
transform the political and economic landscape of a country, a region, or the 
world. Since the advent of globalization, politics and economics have been forever 
entwined, sometimes resulting in calamitous outcomes. There have been several 
sobering examples over the past two decades, including the collapse of the Thai 
baht in 1997. The sudden and dramatic collapse of the Thai currency set off a 
chain of events that ultimately led to the economic meltdown of many of Asia’s 
economies, resulted in the overthrow of the Indonesian government, and sent 
gyrations across the rest of the world.

One of the disadvantages of globalization and instant communications is that 
the impact of such change is felt instantaneously. Today there is less time to react 
before someone else does; we may be sleeping while others are reacting. Perhaps 
the impact of localized economic and political events would not be so dramatic if 
the international marketplace were not so interconnected—if currency and stock 
trading did not occur and information were not broadcast 24 hours per day. The 
trend toward seamless international financial transactions has continued at an 
even more breathtaking pace over the past decade.

One action or event that may be forecast to have a certain outcome at a certain 
point in time may end up having a completely different or unanticipated outcome 
years later. For example, when former US President Carter granted ownership of 
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the Panama Canal to Panama in 1978, who would have imagined that, in 1999, 
when ownership was actually transferred, a Hong Kong company (Hutchison 
Whampoa) would spread enough money around the power brokers in Panama 
City to buy control over the ports at both ends of the canal? As a result, some 
would argue that China instantly gained the potential ability to influence the 
flow of global trade. On the flip side, by granting the concession to operate the 
ports to Hutchison, Panama, which has no national army, virtually guaranteed 
that US military influence would be present in the country for decades to come. 
This, in turn, will impact how future US military budgets are allocated and how 
US tax dollars are spent.

Consider also the impact that Turkey’s possible accession to the European Union 
may have on Europe and beyond. Turkey has tried to join the EU for more than 
a decade, but strenuous objections from Greece and other members kept it from 
succeeding. Yet today, Turkey looks like the bastion of stability and conservatism 
compared to the economic “basket case” that Greece has become. Turkey and 
its political model—a pragmatic blend of civilian and military influence—have 
enormous political influence throughout the Arab world. What impact might the 
EU have in the Arab world today if Turkey had been admitted to the EU a decade 
ago? Today, Turkey is less interested in joining.

The impact of political change on businesses is as significant as it is on individ-
uals—perhaps even more so. At stake are trillions of dollars of revenues derived 
from trading and investing abroad. For a business, the risks associated with polit-
ical change are multifaceted. In general, an international investor often faces the 
risk of expropriation of assets when a new government takes power or an existing 
government adopts a negative orientation toward foreign investment. The risk of 
not being able to convert local currency into hard currency or to transfer hard 
currency out of a country because of a shortfall in the national foreign exchange 
supply or a change in law is ever present. And depending on where an investment 
is located within a country, the risk of damage to a facility or an interruption of 
business operations because of political violence can arise without warning.

For international traders, political risks are every bit as real. Imagine exporting 
goods to a government buyer only to discover after the fact that it has not been 
paying its bills, the United Nations has just imposed an embargo on the country, 
or your own government has just rescinded your export license. Cross-border 
partnerships can be unexpectedly tested as unanticipated events may unravel 
promising business prospects. These types of events happen all the time—even 
in times of peace. Political change only accentuates the political risks inherent in 
trading or investing abroad.

This book is about how to identify and manage the plethora of risks associated 
with conducting business abroad and how to think outside the box to be able to 
anticipate the impact of change on business operations. By reading this book, 
you will come to know more about country risk management than virtually all of 
your peers. You will also be able to add value to the risk management processes 
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in your organization, even if you are not formally part of a risk management unit. 
If doing so helps your organization become smarter about how it does business 
abroad and enhances its ability to make a profit, all the better, because in the pro-
cess it will be contributing to development, job creation, and improving the lives 
of people around the world.

Daniel Wagner
Norwalk, Connecticut
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AIG	 American International Group
ASEAN	 Association of Southeast Asian Nations
BCA	 Brazil Cooperation Agency
BI	 Business Interruption
BIS	 Bank for International Settlements
BMI	 Business Monitor International
BRIC	 Brazil, Russia, India, China
BRICS	 Brazil, Russia, India, China, South Africa
CCP	 Chinese Communist Party
CDB	 China Development Bank
CEND	 Confiscation, expropriation, nationalization, deprivation
CF	 Contract frustration
CI	 Currency inconvertibility/nontransfer
CIRC	 China Insurance Regulatory Commission
CNOOC	 China National Offshore Corporation
CNPC	 China National Petroleum Corporation
EBRD	 European Bank for Reconstruction and Development
ECA	 Export Credit Agency
ECGD	 Export Credit Guarantee Department (of the United Kingdom)


