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POLITICAL RISK TRENDS AND HOTSPOTS FOR 2014

I FOREWORD

Produced jointly by Marsh’s Global Credit & Political

Risk Practice and risk advisory and mapping company
Maplecroft, the Marsh-Maplecroft Political Risk Map 2014
highlights dynamic political risks across 197 countries,
including conflict, terrorism, macroeconomic stability, rule
of law, and regulatory and business environments.
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The Marsh-Maplecroft Political Risk Map 2014 draws
from Maplecroft’s Political Risk Atlas 2014, which includes
52 dynamic short-term and structural long-term political
riskindices and interactive maps, in addition to scorecards
for 197 countries. Marsh clients are welcome to explore
specific risks around their assets on www.maplecroft.com.

Risk and Opportunity in Growth Markets

Since 2010, 17 of the 197 countries included in the
Marsh-Maplecroft Political Risk Map have experienced a
significant increase in their level of dynamic political risk.
Nine of these countries are located in the Middle East and
North Africa, where instability and uncertainty from the
Arab Spring have persisted. For the second consecutive
year, the number of countries categorized as “extreme”
and “high” risk has increased, from 32% in 2012 to 36% in
2014, according to Maplecroft.

High levels of political violence in several leading growth
economies have increased the risk of disruptions to the
operations and supply chains of multinational companies
operating in those regions. Two-thirds of all growth
markets are also categorized as “extreme” or “high”

risks for corruption.

Despite these risks, investors can find some opportunities
in growth markets, says Maplecroft. Overall dynamic
political risk has also significantly improved since 2010

in six growth markets: the Philippines, India, Uganda,
Ghana, Israel, and Malaysia. This steady improvement

in part reflects a fall in the risk of political violence in

the Philippines, India, and Uganda, and significant
improvements in governance levels in Malaysia and Israel.
A positive business and macroeconomic environment

has also helped to lower the overall level of risk in these
key economies.

Ongoing Instability in MENA and East Africa

Since 2010, the year prior to the Arab Spring, the risk of
political violence has increased in 63% of the countries

in Middle East and North Africa (MENA), according to
Maplecroft’s Political Risk Atlas 2014. For the first time,
Egypt is categorized as “extreme” risk in the political
violence index, a deterioration driven by post-coup
violence and increased terrorist activity in the Sinai
Peninsula. East Africa, meanwhile, is home to the most
countries with an increase in political violence risk in 2014,
with Eritrea, Mozambique, and Tanzania all experiencing
significant increases in political violence. This continuing
trend of increased political violence presents significant
operational challenges at a time when investors are
increasingly looking to the region following the discovery
of substantial oil and gas reserves in countries such as
Kenya, Mozambique, and Tanzania.

Oppressive Regimes Create Structural
Political Risk

Over the past four years, more than one-fifth of all
countries were host to a significant increase in their level
of structural political risk, according to Maplecroft’s
research. Structural risks measure long-term trends and
deeply engrained features of a country, such as human
rights, resource security, development, and climate
change vulnerability.

| 2 . MARSH & MCLENNAN
<




MARSH RISK
MANAGEMENT RESEARCH

BRIEFING

™ MARSH

Political Risk 2014

© Maplecroft, 2013

Colombia

maee L. 8

TERRORISMRISK

A

Turkey

2.45

SOCIETAL FORCED REGIME

India

3.51

TERRORISM RISK

A

Bangladesh

3.05

CONFLICTAND POLITICAL

CORRUPTION RISK

South Korea

3.60

EMERGING POWERS

CHANGE RISKINDEX INDEX VIOLENCE INDEX INDEX INTEGRATION INDEX
Risk and opportunity hotspots in key growth markets v
The Political Risk (Dynamic) Index assesses risks that have the potential
ICELAND
to undergo change and, in particular, deteriorate rapidly. It is comprised AR n Russi
of 30 political risk indices under the four themes of governance - b
oy . . . . DENMARK LITHUANIA
framework, political violence, business and macroeconomic risk, and < s
e POLAD Myanmar
N H . GERMANY
societal forced regime change risk. To further explore root causes L N o Jae e
AUSTRIA MOLDOVA
. . -5 sz HUNGARY }ONGOLIA
and risk analytics, visit www.maplecroft.com. e SLoiE FouAwA l l 5
TTALY * cROATIA -~ SERBIA O
e | BOSNMERE g o
NONTENEGRG.S - ia GEORGIA UZBEKISTAN KYRGYZSTAN RULE OF LAW INDEX
USA PORTUGAL  SPAIN Nl S "TURKMENISTAN NORTHSOREA
TURKEY TAJIKISTAN
GREECE
Political Risk (Dynamic) Index: Political Risk (Dynamic) Index: = CYPRUS G SOUTHKOREA e
Top 20 Highest Risk Top 20 Growth Markets e LEEAN: o
ISRAEL.
Rank C t Rati Risk GM c " 2014 Rati Risk CANARY ISLANDS JORDAN R
an ountry ating Trend Rank ountry Rank atng  prend ALGERA s Ll i
QATAR
1 Somalia Extreme 1 India 47 High [EELAS DI ARABIA UAE O TAMAN
2 Syria Extreme A 2 China 59 High MEXICO e L PRNGLADESHY z
DOM.REP. J A0
. . . HATE MAURITANIA ;
3 Afghanistan Extreme 3 Indonesia 62 High peze  WACA ANTIGUA AND BARBUDA V' t
DOMINICA ERTREA THAILAND letham
4 Sudan Extreme 4 Malaysia 122 Medium GUATENALAZHONDURAS ST gy BN N PHLPPINES
5 DR Congo Extreme 5 Bangladesh 30 High SO ST A e LY DaBouT! - S
X A s
9 ¢ ¢ COSTARICA  purann TRINDAD AND TOBAGO SRS _ BENI,
6 C.A.R Extreme A 6 SaudiArabia 95 Medium SERRA O NORY 060! CE= ETHIOPIA SRILANKA Y
VENEZUELA R
7 Yemen Extreme 7 Philippines 35 High GUYANA TR e BRUNEI GOVERNANCE FRAME
SURINAME * FRENCH GUIANA &' WORKINDEX
8 Libya Extreme A 8 South Korea 157  Medium COLOMBIA EQUATORIAL GUINEA VALY
SAOTOME & PRINCPE CONG KENYA AGEE
9 South Sudan Extreme 9 Vietnam 71 High ECUADOR GABON INDONESIA
10 Iraq Extreme 10 Singapore 176 Low PAPUA
T _ & SOLONON ISLANDS
1 Myanmar Extreme 1 Peru 104 Medium
EASTTIMOR
12 Pakistan High 12 Tanzania 72 Medium = el
13 North Korea High 13 Turkey 77 Medium ZAMBIA e
14 Nigeria High 14 Qatar 147 Medium B0 LA —_—
2NBABWE MADAGASCAR ope .
15 Egypt High A 15 Iraq 10 Extreme Phlllpplnes
BOTSHANA EWCALEDQNA
. . NAMIBIA
16 Eritrea High A 16 USA 168 Low PARAGUAY AUSTRALIA 2 1
17 Zimbabwe High 17 Hong Kong 177 Low SWAZILAND [ ]
18 Russia High 18 Nigeria 14 High LESOTHO POLITICAL VIOLENCE
X SOUTH AFRICA INDEX
19 Iran High 19 Colombia 52 High e
20 Chad High 20 Panama 15  Medium HRERITL
CHILE
NEWZEALAND
EXTREME RISK ® >000-125 ® >125-250 LD
e z z z
HIGH RISK Peru Nigeria Tanzania Mozambique Malaysia Indonesia
MEDIUM RISK 50 85 2. g ; 6.42 4. ; 1 ; ° 9 8 3. 9 9
POLITICALVIOLENCE RULE OF LAW POLITICALVIOLENCE POLITICAL RISK (DYNAMIC) REGULATORY FRAMEWORK RESOURCE NATIONALISM
INDEX INDEX INDEX INDEX
LOW RISK

POLITICAL RISK TRENDS AND HOTSPOTS FOR 2014 | DECEMBER 2013

marsh.com

| 2 . MARSH & MCLENNAN
<




™ MARSH

MARSH RISK
MANAGEMENT RESEARCH

BRIEFING

Eighteen growth markets are assessed by Maplecroft

as “extreme” or “high” risk for structural political risk,
with complicity risks — typically associated with human
rights violations by security forces, arbitrary arrest and
detention, and the infringement of civil and political
rights — creating particular challenges for investors. This
increased risk has been driven by several factors — most
notably the challenges presented by oppressive regimes
that undermine democratic processes. In the short
term, the immediate impact of these risks on investors is
reputational, but these factors are also central to driving
the wider risk of unrest and instability in the medium- and
long-term.

Disparity Between Political Freedoms and
Societal Resilience

The growing disparity between deteriorating political
freedoms and social gains is elevating the risk of instability
and unrest significantly in many countries. An uneven
relationship between the level of political freedoms in a
country and the social gains enjoyed by the populationis a
root cause of societal and political risk.

For example, Maplecroft found that Libya, Tunisia,

Iran, Saudi Arabia, Syria, and Egypt were among the

20 countries with the biggest gap between the level of
social gains and political freedoms in 2010, the year prior
to the Arab Spring. In these countries, an increasingly
educated and tech-savvy youth and burgeoning middle
class grew frustrated with the failure of the political

class to either reform sufficiently quickly, to address
corruption and growing youth unemployment, or seek to
address continued abuses by the security forces. More
recently, demonstrations in Turkey in 2013 highlighted
how the growth of the middle class can impact popular
expectations of the government.

In 2014, the countries host to the most significant
disparities in political freedoms and social gains are
Belarus, Bahrain, Cuba, Kazakhstan, Saudi Arabia, the

marsh.com
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United Arab Emirates, China, Vietnam, Uzbekistan, and
Turkmenistan, according to Maplecroft’s latest Political
Risk Atlas. But it is not just the absolute size of the disparity
that determines the impact of this relationship on the
potential for instability and unrest; more relevant is a rapid
increase in this disparity over a period of several years or a
pronounced change in either their oppression or resilience
score. In 2014, the growing imbalance between social
gains and political freedoms in Bahrain, Azerbaijan, and
South Africa could signal increased risks of societal unrest
and instability in 2014 and beyond.

Western Political Populism

A growing level of political polarization is driving
macroeconomic, regulatory, and operational uncertainty
for investors in many Western countries. Despite a
tentative return to economic growth in the majority of
developed economies, the impact of the global financial
crisis remains evident in high levels of unemployment and
underemployment. Combined with austerity measures
introduced to address fiscal deficits and restore investor
confidence, this has contributed to growing income
inequality and stagnating or declining living standards,
says Maplecroft.

Maplecroft observes that the dissatisfaction created by
this decline is contributing to the rise of populist parties in
both Europe and the United States, as many voters have
grown disillusioned with established political parties. As
a result, the political landscape has grown increasingly
fragmented and polarized. The influence exerted by
emerging parties and pressure groups, and the response
by mainstream political parties as they attempt to

retain their support bases, have significantly increased
uncertainty for investors. This was illustrated most
notably by the US government shutdown in October 2013.
Meanwhile, in Greece, disillusionment with mainstream
political parties has led to the rise of political extremists,
elevating the risk of political violence and unrest.

I MANAGING POLITICAL RISK

The landscape of the Marsh-Maplecroft Political Risk Map
2014 highlights the speed at which a variety of political
risks can develop in individual countries and across
regions. The emergence of previously unseen risks in
several regions also demonstrates the potential mistake in
using a “rear-view-mirror” approach of forecasting risk by
studying past events.

Multinational companies cannot always accurately predict
the future — and it is often counterproductive to try to

do so. Instead, a broad, multi-country and multi-hazard
approach to managing political risk is more practical and
effective. A multi-country political risk insurance policy
can cover 20 or more countries, providing broad insurance

I ABOUT MAPLECROFT

coverage for a number of risks, including expropriation,
political violence, trade disruption, and currency
inconvertibility.

Multinational businesses should also review their current
business interruption and supply chain resiliency plans

and procedures, evaluating the immediate and long-term
impact of potential political risk events on their own
operations and on those of their customers and suppliers.
Additionally, organizations should ensure that they can
communicate potential problems to employees, customers,
and suppliers, review crisis communication plans and
procedures to ensure the safety of employees, and review
their credit risks and credit control policies and procedures.

Maplecroft is a world leading global risk analytics, research, and strategic forecasting company.
It offers an unparalleled portfolio of risk indices, interactive maps, expert country risk analysis,
risk calculators, scorecards and dashboards. Clients of Marsh’s Trade Credit and Political Risk
Practice can access Maplecroft’s interactive Political Risk Atlas 2014 at www.maplecroft.com,
once registered and logged in (your email address is your username, you choose your own
password, and you must note “Marsh_PRI_123" in the voucher box).

I ABOUT MARSH

Marsh is a global leader in insurance broking and risk management. We help clients succeed
by defining, designing, and delivering innovative industry-specific solutions that help them
effectively manage risk. We have approximately 27,000 colleagues working together to serve
clients in more than 100 countries. Marsh is a wholly owned subsidiary of Marsh & McLennan
Companies (NYSE: MMC).

Marsh is one of the Marsh & McLennan Companies, together with Guy Carpenter, Mercer, and Oliver Wyman.

This document and any recommendations, analysis, or advice provided by Marsh (collectively, the “Marsh Analysis”) are not intended to be taken as advice regarding

any individual situation and should not be relied upon as such. This document contains proprietary, confidential information of Marsh and may not be shared with any
third party, including other insurance producers, without Marsh’s prior written consent. Any statements concerning actuarial, tax, accounting, or legal matters are based
solely on our experience as insurance brokers and risk consultants and are not to be relied upon as actuarial, accounting, tax, or legal advice, for which you should consult
your own professional advisors. Any modeling, analytics, or projections are subject to inherent uncertainty, and the Marsh Analysis could be materially affected if any
underlying assumptions, conditions, information, or factors are inaccurate or incomplete or should change. The information contained herein is based on sources we
believe reliable, but we make no representation or warranty as to its accuracy. Except as may be set forth in an agreement between you and Marsh, Marsh shall have no
obligation to update the Marsh Analysis and shall have no liability to you or any other party with regard to the Marsh Analysis or to any services provided by a third party to
you or Marsh. Marsh makes no representation or warranty concerning the application of policy wordings or the financial condition or solvency of insurers or re-insurers.
Marsh makes no assurances regarding the availability, cost, or terms of insurance coverage.

Copyright 2013. Marsh Inc. All rights reserved. Compliance MA13-12711
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SOLUTIONS...DEFINED, DESIGNED, AND DELIVERED.

Marsh is one of the Marsh & McLennan Companies, together with Guy Carpenter, Mercer, and Oliver Wyman.

This document and any recommendations, analysis, or advice provided by Marsh (collectively, the “Marsh Analysis”) are not intended to be taken as advice regarding any individual situation and should not be relied upon as such. This document contains proprietary, confidential information of Marsh and may not be shared with any third party, including other insurance
producers, without Marsh'’s prior written consent. Any statements concerning actuarial, tax, accounting, or legal matters are based solely on our experience as insurance brokers and risk consultants and are not to be relied upon as actuarial, accounting, tax, or legal advice, for which you should consult your own professional advisors. Any modeling, analytics, or projections are
subject to inherent uncertainty, and the Marsh Analysis could be materially affected if any underlying assumptions, conditions, information, or factors are inaccurate or incomplete or should change. The information contained herein is based on sources we believe reliable, but we make no representation or warranty as to its accuracy. Except as may be set forth in an agreement
between you and Marsh, Marsh shall have no obligation to update the Marsh Analysis and shall have no liability to you or any other party with regard to the Marsh Analysis or to any services provided by a third party to you or Marsh. Marsh makes no representation or warranty concerning the application of policy wordings or the financial condition or solvency of insurers or re-

insurers. Marsh makes no assurances regarding the availability, cost, or terms of insurance coverage.

Copyright 2013. Marsh Inc. All rights reserved. Compliance MA13-12711
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