Ot @EFI

Dewrbare wene

POLITICAL RISK ASSESSMENT lI1I
MEASURING POLITICAL RISK

MICHEL-HENRY BOUCHET
CIFE SEMINAR ROMA-BERLIN-NICE 2024-25

IN SEARCH OF EARLY WARNING SIGNALS OF POLITICAL RISK INCREASE?

Wall Street 'fear gauge' leaps as traders take fright
Vix volatility index (intraday high)

There is no Canari in the

Coal Mine: 60
Vix, rating agencies, bond
yields, CDS... 50
All react and overshoot
EX POST 0
Gold is a reliable risk
barometer, though for 30

Global Risk turmoil!
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HOW TO ASSESS & MEASURE POLITICAL RISK?

. Economic intelligence: in-depth socio-political analysis (Huntington)
. Checklist approach & Power structure:
key political forces that affect a country’s risk:
. the Prince Model
. Delphi technique
= establish surveys
= collect information and independent opinions
= analyze results and make predictions
. Ratings of country’s political turmoil
. Consultants on political risks
. Al-based assessment models
. Early warning signals?
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1. INFORMATION SOURCES ON POLITICAL RISK: POLITICAL DIS/ORDER IN RAPIDLY CHANGING SOCIETIES
THE KEY ROLE OF ECONOMIC INTELLIGENCE
Process of socio-economic
* Frost & Sullivan
* MIG (UK) © US State Department + CIA canse .‘
* HISCOX P f
* PLATUS * Marsh Crisis Consulting EMCs
° AON * University of Maryland Center for Deficit of strong
* Global Risk Assessments Conflict Management institution-building Lag/deficit of OECD (?)
R N Ay ?
S8:P Global * Muir Analytics (Threat Watch) capacity instititional,
EIU . + strengthening
* NYA International Economic
* PRS-ICRG liberalization Economic growth
without social leads to social
reforms development and
institutional Process of political
resilience institutionalization

* COFACE, OPIC & MIGA, EULER
* Howell International
* Control Risks Group: www.crg.com .
« WMRC TAC (France)

* DragonFly Intelligence
https://dragonflyintelligence.com/#content

* Freedom House
* FGS Global http: [{fg(sglebal.cnm[what-
we-do

Michel H. Bouchet/SKEMA-CIFE 2025-26

3. POLITICAL RISK ANALYSIS: PRINCE MODEL

Frost & Sullivan: William D. Coplin and Michael K. O’Leary of the firm Political Risk Services.

2. POLITICAL RISK ANALYSIS
Mapping out the economic and political power roots
and identifying the base of political legitimacy:

P ideological & repressive (North Korea, Russia, China)
P> charismatic (Cuba, Venezuela, Nicaragua, Bolivia)
P economic/financial (Brunei)
P authoritarian populism (Thailand, Morocco, Tunisia)
P ethnic (lvory Coast, Ghana)
P religious (Iran)
» military (Burma, North Korea, Algeria)
P patron-client relationships (Togo, Congo, Gabon, RCI)

PRINCE = Probe, Interact, Calculate, and Execute
Emphasis on the power structure of a nation by identifying key individuals or
groups that can influence a specific risk outcome:

destabilization, nationalisation, expropriation...

Political risk forecasting model to produce probability of loss from political
instability by relating relative importance in decision-making and relative political

orientation towards radical or incremental change (+/-)

chet/SKEMA.C
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https://fgsglobal.com/what-we-do
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https://fgsglobal.com/what-we-do
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Positive influence

attaxa
22010

PM: PDCI
Beugré
Mambé
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IVORY COAST

Negative influence

THE PRINCE MODEL AND ALGERIA’S POWER STRUCTURE

ALGERIA's PAST 619: President
<0 TEBBOUNE

A. BOUTEFLIKA
Said R(JUTEFUKArESIden( 1999-2019),
(President’s brother)

ALGERIA’s
FUTURE?

YOUTH
3 fouTube

Gen. G. SALAH
Defense Vice-Minister
hief of Staff

(Writer)
Boualem SANSAI

>0

ALGERIA

10

25%<16

cosumption bopm

Libgral/Reforipist
Khatami

“Rafsanjani’s effgtt”

UpfSec. Coundils raq’s g
2/06 sancti ayatollah
+HAEA watc) US/Israel military theeat/

Nuclear enrichment
program

IRAN
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4. QUANTIFYING COUNTRY RISK

Rating, scoring and Ranking:

culture, politics, and ethnic tensions?

research? (www.useit.com Jakob Nielsen)

P> Can one boil things down to numerical indices, when dealing with

» Problem of “usability” of rankings: number fetishism leads astray by
focusing on statistical Delphi-based analyses that are often subjectively
biased, misleading and overly narrow. Lack of insight and qualitative

11
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http://www.useit.com/
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QUANTITATIVE APPROACH: RATING

P> Means: Transforming a number of observations (Delphi
method, surveys) or quantitative indicators into one single
number.

P> The various indicators can be weighted regarding their
impact on creditworthiness and risk.

P End-product: one single grade to assess past and current
country risk situation with cross-country comparisons across
time

Michel H. Bouchet/SKEMA-CIFE 2025.26

Political Factors
Political factor A
0% Social factor B
Political factor C
Overall
Country
Risk
Rating
To% Financial factor B
Financial factor C

QUANTIFYING COUNTRY RISK: RISK WEIGHTING

Wei
30%
50
20

Weights

Economic factor A 30%

40
30
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EX. : S&P’S COUNTRY RISK ASSESSMENT FRAMEWORK

Five key areas 1o detenmine a soversign's crediworthiness.

Institutional and

Economic score Extemnal score Fiscal scors Monetary score

l—l—l

Flaxlbillty and parformance

effectivanass.

%

Institutional and govemance
sifectiveness and econoimic
profile

Soverelgn Indicatlve rating
level

Farelgn-cumency sovereign rating

Michel H. Bouchet/SKEMA-CIFE 2025-26

DIFFERENT AND DIVERGENT COUNTRY RATINGS REQUIRE IN-DEPTH ANALYSIS OF THE
METHODOLOGY

Sovereign Ratings

United States [+]
United Kingdem [+]
‘Germany [+]
France [+]

Japan [+]

Spain [+]

tialy [+]

Portugal [+]
Gresce [+]
Iratand [+]

Andarra [+]

hel W Bouchet/SKEMACI

United Arab Emirates

Moody's ratings [+]

I 2

S&P ratings [+]

I
A-
I

Fiteh ratings [+]
ARA
Ann
-
A

———ss
-
—
—
™
—
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s&P Moody's DBRS —‘)
SHRINKING SELECT | ... = = COUNTRY RISK RATING ?
CLUB OF -
TRIPLE-A RATING anace e e e Advantages/ Pros Shortcomings/Cons
penmank A Aaa AnR »simple » “reductionist”
COUNTRIES Germany ) haa AAR P shrinks a large number P simplistic
of variables into one : -
Liechiensiein AR single grade > r:%k t;feielf-fulfllllng
Luxembourg AAA haa ABA » cross-country P' phecy o
Nethestands arh aaa asA comparison P> little predictive value
Switzeriand AR Ana AAA P comparison across time » weighted average tends
» reliable for smooth risk to bury salient trends
Norvay Ana haa AnA A i . .
evolution P> gives “market consensus
Sweden AnA Aaa ARA » useful for statistical and often made of herd
European Union a saa s econometric analysis instinct
Singapore AAA Aaa AAA
SKEatar i 203526 United Stales fanid P AMR Michel H. BouchetSKEMA-CIFE 2025-26 :
17 18
? A ~ P PR
SHORTCOMINGS OF RATING AGENCIES? MAIN COUNTRY RATINGS
* Power without accountability + conflict of interest ¢ % Moody’s (1908) 0% market share \‘\; 90% market
* Conformity bias and herd behavior S >Fitch IBCA (1913) .-~ share
* Sociocultural bias » COFACE (1946)
* Punishment of disobedient firms/countries that do > OECD (1961)
not request a rating PA.N!‘. Best Rating (1899)
. . . . . » SACE (1977)
* Procyclical bias, hence followjng the majority opinion > Dagong Credit Rating Co (1994)
of market participants without any early warning > Euler-Hermes
signals nor predictability track record G‘;L > INCRA (2012)
* Spill-over effect! »Thomson Reuters
“ RV
o \\, > Scope-Berlin
Michel H. Bouchet/SKEMA-CIFE 2025-26 "{.’ «:‘ﬁ_{"\; Michel H. Bouchet/SKEM-CIFE 2025-26
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Vabd 360f, 31 lanuary 2015
THE OCDE IMPLEMENTS A RATING AND
RANKING OF COUNTRY RISK FOR PROVIDING A

DAGONG (SET UP IN 1994)

LACK OF INDEPENDENCE
AND GEOPOLITICAL BIAS

17/10/2025

LEVEL PLAYING FIELD TO EXPORT GUARANTEE - - * Japan A- * Argentina CC-
COMPANIES WITHIN THE GROUP OF 38 3 " >
DEVELOPED COUNTRIES X —= ® Spain BBB+ * Nigeria BB+
AND FOR THE PURPOSE OF SETTING MINIMUM . . * Italy BBB-  Venezuela BB-
PREMIUM RATES FOR EXPORT CREDIT z z . .
TRANSACTIONS. n n Greece CC Turkey BB-
5 ——— * Chile AA- * Ecuador B-
THE COUNTRY RISK ENCOMPASSES: = = [CI0] : :
1. TRANSFER AND CONVERTIBILITY RISK (I.E. THE : : * China AAA ° MalaySIa At
RISK THAT A GOVERNMENT IMPOSES CAPITAL OR o . * France A+ * Thailand BBB-
EXCHANGE CONTROLS THAT PREVENT AN ENTITY i _ *B il A6 ° Vi B
FROM CONVERTING LOCAL CURRENCY INTO FOREIGN ’ , o razi ietnam B+
CURRENCY AND/ORTI FUNDSTO i . Germany AA+ * Morocco BBB-
CREDITORS LOCATED OUTSIDE THE COUNTRY), - [] N
2. CASES OF FORCE MAJEURE (E.G. WAR, . L * Russia A stable * Korea AA-
EXPROPRIATION, REVOLUTION, CIVIL DISTURBANCE, 7 7 * USA A- and BBB+ 2018
FLOODS, EARTHQUAKES). [3 5
fchel H. Bouchet/SKEMA-CIFE 2025-26 : ‘ ) Michel H. Bouchet/SKEMA-CIFE 2025-26
Dagong's Credit Rating for each country
RATING = POOR EARLY WARNING SIGNAL?
g 1997 Asia risk ?« It’s like growth stocks... sovereign risk has never
200 looked better! »
[Ra [} « Institutional Investor (March 1997)

Dagong's Credit Rating
1B Very High Creat Guasty

[ High Credit Qualy

[ Modum Crod Qualty v
[E] Low Medium Crest Qualty

B Retativly Low Credit Qually

W Low & Lowest Cradit Qually

Onodata

Michel . Bouchet/SKEMA-CIFE 2025-26

P South Korea was rated as Italy and Sweden until October of 1997...
but was abruptly downgraded to junk bond status!

« There were no early warnings about Korea from us or, to the best of
our knowledge, from other market participants, and our customers
should expect a better job from us! » FiTcH IBcA January 14,1998

ouchet/SKEMA-CIFE 202526
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EUROMONEY’S RISK RATING
THE HIGHER THE SCORE, THE LARGER THE RISK

1996 19971998/1999/2000 2005 2009|2010
koea | 28 | 30042 14412928 40|25
mains | 45 | 51|54 14916549 60|45
phiippines | 55 | 57 | 55 |53 | 78 | 75 | 77| 58
maiasia | 33 |35 56 46 | 46 46 45| 60
maonesia | 45 1 49 | 91 | 98 [107] 81 | 76 | 61
i Li?&'ifedij:ewi‘n;:ur:g%giiiiih"fﬁrﬁi?

3
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WAS THE 1998 ASIAN CRISIS ANTICIPATED

BY RATING AGENCIES?
Credit Ratings
Standard & Poor's Moody's
June 1996 June 1997  June 1996  June 1997
Indonesia BBB BBB Baa3 Baa3
Korea AA- AA- A1 A1
Malaysia At At A1 A1
Philippines BB BB+ Ba2 Bat
Thailand A A A2 A2

25
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ASIA-1998: LESSONS OF THE CRISIS

» “Any agency which rated the Republic of Korea at the high
investment grade rating of AA- (in the case of Fitch IBCA and
S&Ps) or A1 (Moody’s) before the crisis, and which now
rates Korea at a speculative grade B-, was clearly either
wrong initially or subsequently”

Fitch IBCA January 13, 1998

RATING = POOR EARLY WARNING SIGNALS?

ENRON’s collapse in December 2001
P The credit agencies were still tipping the energy firm as an investment-grade
credit four days before it filed for bankrupcy protection on 12/2/2001.
» Moody’s and S&Ps finally downgraded Enron to junk status on 11/28/01

» « The credit raters -despite their unique position to obtain information

unavailable to other lyst- were no more astute and no quicker to act
than others »

= Senator Joe Lieberman

Source: Credit-October 2006, Vol7, Issue 09

27
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TUNISA 2011- 2026

THE 2011 “JASMIN REVOLUTION”: MOODY'S DOWNGRADES TUNISIA'S TO BAA3 NEGATIVE

P January 2011: Moody's Investors Service downgraded to Baa3 from Baa2 the local and foreign
currency government bond ratings of the Tunisian government.

Main drivers for the rating action:

(1) The country's instability due to the unexpected recent regime change, which resulted from the ongoing political

crisis that first began as social unrest.

(2) The significant uncertainties surrounding both the economic and political outcomes.

(3) The ongoing unrest and the fluidity of the political situation

» May 2013: new downgrading to Ba2
" October 2017: B1 -
= August 2019: B2 -
= May 2022: Caal -
® May 2025 Caal stable

POLITICAL

RISK INDICES

O NOUTAWNH

10.
11.

Heritage Foundation
Freedom House
Fraser Institute

. AT Kearney

Cato Institute
Fund for Peace FSI

. Transparency International

CPI

PW(Cs: Opacity Index
LB: Legsi

Asiarisk

Marsh

12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

22.
23.
24.

World Bank (Governance)
Euromoney (25%)
Institutional Investor

IMD

ICRG-PRS

MIG

WMRC

University of Maryland
Ibrahim Index of Governance
WTW - Political Risk Survey
Report

Global Peace Index
Internal Violence Index
DEFI-SKEMA-CIFE
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ASSESSING COUNTRY GOVERNANCE AND SUSTAINABILITY?

labilit:

» Governance Index: World Map

om/the-global
-index/the-i

;‘;‘" v
g “ g
A3

P https;,
competiti

nance-capital

[ I e = v, AT

ke Seices — S Wi Aty r . X
Eucamonal Buziness ‘Brier Exposure to mane <
gt s Sl regsiraien il fmanci shotks 0

foori 8 T v neatape Sapon

A composite index measuring the peacefulness of countries made up of 23
quantitative and qualitative indicators each weighted on a scale of 1-5. The

GLOBAL PEACE INDEX (INSTITUTE FOR ECONOMICS AND PEACE)

lower the score the more peaceful the country.

3

1
2
3.
4

sub-indicators:

level of Societal Safety and Security,
extent of Ongoing Domestic and International Conflict,

degree of Militarization
163 countries

32


https://solability.com/the-global-sustainable-competitiveness-index/the-index/governance-capital
https://solability.com/the-global-sustainable-competitiveness-index/the-index/governance-capital
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https://solability.com/the-global-sustainable-competitiveness-index/the-index/governance-capital
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GLOBAL PEACE AND SECURITY INDEX INSTITUTE FOR ECONOMICS AND PEACE (IEP) GLOBAL PEACE INDEX: INSTITUTE FOR ECONOMICS AND PEACE
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T T ——TE
RISK OF FUTURE POLITICAL CRISIS 2010-12 T T e I ST R

MEASURING
GOVERNANCE TRENDS
Arab Spring? IN AFRICA

Syria?
Lebanon? MO IBRAHIM
Ukraine? FOUNDATION 12/2024
Brazil?
South Africa?
Mexico?

iy
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https://www.economicsandpeace.org/
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THE FRAGILE STATES INDEX (FUND FOR PEACE) 120 Fragile States Index 2024
A
The Fragile States Index = critical tool in highlighting not only the normal pressures that 100 "\~__
all states experience, but also when those pressures are outweighing a states’ capacity to 0 \"‘-~__~_
manage those pressures: assessing the vulnerability of states to collapse. ~."‘"\--.~~_
60 Seeeal
\-__\\
ConeliBlirs Annual ranking for 178 countries with 12 “© SNl
e S political, economic and social indicators and 20 Sees
>100 sub-indicators, coupled with qualitative L —— ——— —
Integration & wiangulation of datasets  analysis and expert validation: 622 §ErEcEi::8 28
Economic decline, uneven development, brain
,,,“,.,,,,,,,i__ gl drain, state legitimacy, public services, human
rights, demographic pressures, refugees, o oo i
external intervention, rule of law... Ll B@a L+ ]
37 38
KEY FEATURES OF FAILED AND FRAGILE STATES INSTITUTIONAL FRAGILITY AND COMPETITIVENESS (WEF)

w178 _Index TV180 UNDP/ISS Index ** WEF 140 KF/GDP% iumanflight® % % (3 yearav.)

Weak States | Ranking|Corruption ** HDI** | GINI_|Competiiv.[ Capital flight & Brain drain] Unempl. | InvesUGDP_Ext Debt/GDi
Yemen 1 176 178 B 139 2% 73 35

Somalia 2 180 188 39 139 1% 55 [ 10 75%
Syria 0 178 155 36 130 3% 84 50 10 16%
Congo DR 5 165 176 a9 135 39% 7 15 R 20%
CAR 3 149 188 a 139 % 71 7 3 36%
Chad 7 165 186 33 | 10 % 55 6 16 27%
South Sudan 8 178 187 35 139 1% 65 15 11 111%
Zimbabwe 10 160 156 ) 128 5% 76 10 2 7%
Haiti ) 161 168 61 138 3% 84 15 25 0%
Nigeria 1 144 157 a9 115 % 69 23 15 0%
Uganda 20 149 162 2 117 3% 73 5 2 0%
Pakistan 2 117 150 335 | 107 1% 68 6 16 1%
Libya 2 170 108 2 130 2% 63 20 15 20%
Cote dlvoire 29 105 170 2 114 2% 73 5 16 7%
Venezuela 2 168 78 0 127 2% 61 3 1 3%
Angola 35 165 147 3 137 1% 69 o 2 7%
Lebanon a 138 80 2 80 7% 56 s 20 200%
Tunisia o5 73 o5 0 87 5% 58 16 21 50%
Peru ) 105 89 a ) 5% 71 10 21 35%

Nonbank private deposits in international banks/BIS A6-1
= the higher, the worse

90

80

70

60

Relationship Competitiveness and Institutional Fragility.

Competitiveness

Fragility

0 10 20 30 40 50 60 70 80 90 100

39
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NSTITUTIONAL FRAGILITY AND HUMAN DEVELOPMENT (UNDP)

State Failure and Human Development-HDI

THE DEMOCRACY INDEX (GOTHENBURG UNIV)

The V-Dem Liberal Democracy Index (LDI) captures both liberal and electoral aspects of
democracy based on 71 indicators included in the Liberal Component Index and the
Electoral Democracy Index.

Objective: capturing the limits placed on governments in terms of protection of individual
liberties, and the checks and balances between institutions!

V-Dem Liberal Democracy Index

Electoral Democracy Index Liberal Companent Index

Bod | Cam  eeknd | cpesnd I —
e offcials elections oo atermative sources wdiedvdual SO0, onthe
tinormation o escauveeces esscutve ndex
1 16 8 6 9 20 5 A
indicator  indicators indicators  indicators  Indicators indicators Indicators Gdicators

41
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THE DEMOCRACY INDEX (GOTHENBURG UNIV)

SHARE OF WORLD POPULATION
LIVING IN AUTOCRATIZING COUNTRIES

SHARE OF WORLD POPULATION
LIVING IN AUTOCRACIES

a 34%

6%

DEMOCRACY INDEX (EIU).
IS AFRICA PRONE (OR DOOMED) TO ENDLESS CYCLES OF COUPS D’ETAT?

Full democracies
@ 9.00-10.00
@ 8.00-8.99
Flawed
democracies
@ 7.00-7.99
6.00-6.99
Hybrid regimes
@ 5.00-5.99
@ 4.00-4.99
Authoritarian regimes

3.00-3.99 ‘ A
@ 2.00-2.99 - ~
o 0-1.99 \ >

@ No data

* takes into account electoral process and pluralism, civil liberties,
the functioning of government, political participation and political culture
Source: The Economist Intelligence Unit

hel H. Bouchet/SKEMA-CIFE 2025-26
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The composite index
measures fragility for 130
developing countries
through their
level of violence in its
different forms: internal
armed conflicts, criminality,
terrorism, and political
violence:

Iraq, Pakistan,
Afghanistan, Yemen, Syria,
and Nigeria.

THE INTERNAL VIOLENCE INDEX (FERDI)

[ teenat vileoxe ],

[ )

ity

Criminality

Terrornm

{ political volence

Clusters

Ouaths due 1o intarnal
armed conficts

[ Inernaty dnpisced pecole |

Homicides

™ Tarori et

Deaths doe 1o tarrorism |

juries due 1o tertoram

e
=

Rt

Variables

[+ 200 sk o SOURCE: FERDI April 2016: Feindouno / Goujon /Wagner

THE INTERNAL VIOLENCE INDEX

Source : Calculs des auteurs & partir des données Uppsala Conflict Data Program
(UCDP/PRIO) Armed Conflict Dataset

| 4. Bouchet/SKEMA-CIFE 2025-26
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THE DEFI-CIFE GLOBAL GOVERNANCE INDICATOR 2024-25
= o i
DEFI-CIFE Global Governance Meter 2025 (130 EMCs) B Y on Tacaragus 200
5 5 56 | Guiman-biusan | 301
o E— I = 3 e
: 2 i Camurmom | 103 |
& aa 5 [y
3 Fy 75| Vurkmanissn | 205
. £ i = 20e
a - 5 tnsosna | 107
0 o e Scines 208
5 2 o nai 00
3 m i = a0
ranama 1 o ‘Garmia o iran FiTy
Jameies ia s ogo 0 Comores [ 13
rania 15 as Uberts fn T YT
Thaanes i) S0 Gaon 3 cnaa a1a
samngsia i Fy Bstorus F T
ey i = e m e |
Souas arania 10 5 sors a5 Srunan 7
30 5t Tabistan 36 Venerusia | 118
Kasothmton = = == [ Fr—— T
e = s n s aai am
inalta s 57 Algeria 85[0 Congo (Kinshasa)_121. |
e e 1 e 0 Py Fr
= = = u o s |
oo 2 ) ourtmis 53 | arghaniean | 134
Fara = o Burhma fase s an ans
Trimaag £ - Cato varas S Suaan TS
Jordan ) & Shiopia 5 Syria ETi)
Ty s o Haramin a0 T Fm
Trepnes n = — or = e
Grama = o Tongs TS I T
1 Soucher/skenn-crre 2005 measi =

a7
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Fragile State Index (FS1) vs Gov Index (excluding FS| from Gov Index)
THE DEFI-CIFE GOVERNANCE
BAROMETER
UNDP HDI vs Gov Index (excluding HDI from Gov Index)

HDI

FRASER INSTITUTE- ECONOMIC FREEDOM

P> Since 1975, annual Indices of Economic & Human Freedom in the world: reliable
measure of cross-country differences in economic freedom, using third-party data to
help ensure objectivity

P> Criteria: government quality, legal structure, security of property rights, access to
sound money, personal choice, freedom to exchange with foreigners and to compete
in markets, quality of regulations and institutional strength...

P The Economic Freedom Annual Report is the measurement of economic freedom,
ranking countries based on five areas: size of government, legal structure and security
of property rights, access to sound money, freedom to trade internationally, and

é regulation of credit, labor and business. The report compares 165 countries and
territories
o Governance
el H, Bouch Moo 020 a0 om0 om0 030,49 100 Michel H. Bouchet/SKE s0
49 50
FRASER INSTITUTE’S ECONOMIC FREEDOM WORLD MAP P cormmrms P — f— -
Hong e 848 s P ™ - - - -
1+ somow Be s " 1 o ™ w
FRpr— Be s ) " - wn ™
PE— an a " w - m
T o a8 m ™ wn "
5 g . aw an ™ w " m
PR P s " w w -
B - e = - = e
Fr—, wa  m e = ™ v ™
Fv— ¢ = = n; = o
- m n = =
Q wost Free 4 i
o o n =
< Pr— an s 1. i am
© s PR—— ™ m = n o
P— am ™ o s m
15 mwan v i m e i
e cire 202526 o

51

13



c wa e i 25 s ]
Corga Dan. Rep. m s m = w
ol amean azuzie: m [t m e an
Corge Pap o sn m o [t
Ao wm n it an wm w

5 Vasin i s 3 n ke w
Lo m e s m m an
iran, i B s ) ah 5 i
Aryentra s an s 5 v
Mynar " [ st an s
g [ I e [t e
Syt s Bl o aa a3t . it} an
sutin man m m m It
it W 6 s 125 w
Verezuts BB o am m m i

17/10/2025

HERITAGE FOUNDATION:
INDEX OF ECONOMIC FREEDOM

g\
7e M

Heritage Foundation

» Economic freedom = absence of government coercion or
constraint on the production, distribution, or consumption of
goods and services beyond the extent necessary for citizens to
protect and maintain liberty itself

» 12 freedoms in 184 countries

P Broad array of institutional factors determining economic
freedom: corruption, non-tariff barriers to trade, fiscal burden of
government, rule of law, regulatory burdens, restrictions on
banks, labor market regulations, black market activities...

Michel H. Bouchet/SKEMA-CIFE 2025.26 ‘

54

THE HERITAGE FOUNDATION: ECONOMIC FREEDOM INDEX

We measure economic freedom based on 12 quantitative and qualitative factors,
grouped into four broad categories, or pillars, of economic freedom

1. Rule of Law (property rights, government integrity, judicial effectiveness)

2. Government Size (government spending, tax burden, fiscal health)

3. Regulatory Efficiency (business freedom, labor freedom, monetary
freedom)

4. Open Markets (trade freedom, investment freedom, financial freedom)

Each of the twelve economic freedoms within these categories is graded on a
scale of O to 100. A country’s overall score is derived by averaging these twelve
economic freedoms, with equal weight being given to each. More information on
the grading and methodology can be found in the appendix,

Michel H. Bouchet/SKEMA-CIFE 2025-26

CRITERIA OF ECONOMIC FREEDOM
P To measure economic freedom and rate each country, the Index is based on 50 independent
economic variables, with four key aspects of the ic and P ial envi :
Rule of law,
. Government size,
Regulatory efficiency
Market openness

BWN R

And 12 broad categories of economic freedom:
1. Trade policy,
2. Fiscal burden of government,
3. Governmentinterventionin the economy,
4. Monetarypolicy,
5. Capitalflows and foreign investment,
6. Bankingand finance,
7. Wagesand prices,
8. Propertyrights,
9. Regulation,and
10.  Black market activity
11. PublicServices
12. Government Integrity

55
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ECONOMIC FREEDOM: CROSS-COUNTRY COMPARISON
COMPARE COUNTRIES
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HERITAGE
FOUNDATION

NDEX OF
ECONOMIC
FREEDOM

P Trade + Fiscal Burden, +
Gavernment Interventian, +
Monetary Policy, + FDI +
Inflation + Extzrnal
Competitiveness + Banking
sectar

‘

Stovakia

Goorgia

Qatar

Stovenia

Jamaica

Poland

Malta

677 0

Saint Vincent and
the Grenadines

Indonesia

Mexico

Colombia

Bosnia and
Herzegovina

Guatemala

Dominican Republic 626

Micronesia

The Bahamas

ECONOMIC FREEDO IV gShh

Michel H. Bouchet/SKEMA-CIFE

GEGPAstudents!
How can you
explain that the US
Economic Freedom
Indexis worse than

' Chile!

Hello GEGPA

Students! How can
you explain that
Italy’sindex of

Economic Freedom is
worse than
Guatemala!?

House

http://www.freedomhouse.or;

ratings/index.htm

¢ Freedom POLITICAL FREEDOM INDEX

»Since 1972, Freedom House has published an annual assessment of the
state of freedom in 195 countries, based on a checklist of questions on
political rights and civil liberties (Universal Declaration of Human Rights).

P A country/territory is awarded O to 4 points on each of 25 indicators, for a
maximum score of 100 points.

» These indicators, which take the form of questions, are grouped into the
categories of Political Rights (0-40) and Civil Liberties (0-60).

P The two score totals are then weighted equally to determine a
country/territory’s status of Free, Partly Free, or Not Free.

Political institutions

1. Electoral Process: executive and

to exercise political choices, and
minority voting rights
3. Functioning of Government:

of elected officials to governin
practice

legislative elections, and electoral

FREEDOM IN THE WORLD: SEVEN CATEGORIES

Civil liberties

4. Freedom of Expression and Belief: media,
religious freedom, academic freedom, and
free private discussion

framework > P :
. . e 5. Associational and Organizational Rights:
2. Ppolitical Pluralism and Participation: free assembly, civic groups, and labor unions
party system, competition, freedom 6. Rule of Law: independent judges and

prosecutors, due process, crime and disorder,
and legal equality

7. Personal Autonomy and Individual Rights:
freedom of movement, property rights,

corruption, transparency, and ability personal and family rights, and freedom from

economic exploitation

SKEMA-CIFE 2
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@ NOT FREE

Michel 1 Boud

Free countries (87)
P Australia, Finland
» Malta, Slovenia
» Uruguay, Bulgaria
P Chile, Costa Rica
» Mauritius, Poland
P Indonesia, Benin
P Bostwana, Brazil

it Frece.

Not Free countries

» Cameroon, Congo

P Haiti, Iran
» China, Vietnam

» North Korea, Burma

P Cuba, Saudi Arabia

» Syria, Turkménistan

» Libya, Sudan

P Somalia

Country Breakdown by Status

65

66

FRASER & CATO INSTITUTE: HUMAN FREEDOM INDEX
The index ranks 165 countries and jurisdictions based on 79 indicators of personal, civil and economic freedoms (joint
project with the Cato Institute in the U.S. and Germany's Friedrich Naumann Foundation for Freedom)

MORE )
FREEOOM  DATA

Less
% FREEOOM

GLOBAL CONFLICT RISK INDEX
DRMKC - Disaster Risk Management Knowledge Centre

The GCRI covers 22 variables in 6 dimensions
(social, economic, security, political,
geographical/environmental, demographic)
reflecting structural conditions correlated to
the occurrence of violent conflict.

The GCRI uses historical data since 1991 to
forecast conflict risk in the next 1-4 years.

Conflict risk scores relate to 4 types of conflict:

(1) Any conflict, (2) State-based conflict, (3)
Non-state conflict and (4) One-sided violence.

67

68
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THE MISERY INDEX =
SUM OF INFLATION AND UNEMPLOYMENT
RATES; A CRUDE METRIC OF PAIN FOR THE
AVERAGE CITIZEN

PROTESTS HAVE MANY DRIVERS (INEQUALITY,
CORRUPTION, POLITICAL EXCLUSION) BUT
HIGH MISERY INCREASES THE RISK OF
PROTESTS

MISERY INDEX LEVEL SHOULD BE CONSIDERED
RELATIVE TO RECENT HISTORIC PEAKS

Misery index In EM: Absolute metric for protest sk

E| II
‘ ‘|‘ .

UNDP HUMAN DEVELOPMENT INDEX

» What is development?
P> Economic growth + those conditions that make growth sustainable
over the long-term =

>3 life expectancy, education, health, infrastructure, institutions, governance...

oiuension
omEnsioNs moicaTORS INDEX

Long and
healthy life

Knowledge

A decent
standard of living

Michel t Bouchet/SKEMA-CIFE 202526

69

UNDP: HDI AND THE GLOBAL MULTIDIMENTIONAL POVERTY INDEX

o1 A
o1 e
in s s A
1 tecland [ e e Y index
2 Norway 050
0 Rwanda asa

2 Switeerland 050 o s et

4 Denmark 0982 12 Cate dhmire a5

5 Germany 095 163 Tanaania (Uited Repidic o) uszs Nutrition

5 Sweden 0959 164 Madagassar 15

T Austraie 058 165 Lesotno oser Health

& Hong Kong, China (SAR) 0955 16 DpRaut o ’

8 Netherlands 0955 H DI W Tago 05 EEdiE 5

10 Belgiom 0351 165 Sensgal ase

T reland 0949 16 Atghanistan osn

12 Finland 0948 :7""“ :ﬂ. :;: Years of schooling
1 Sigepore 094 e el Three dimensions Educaitio .

13 United Kingcom 0346 e = of poverty

5 UnitedAra Eniates 0310 o s School attendance
s Canada 0939 75 Cango (Démocratic Repeslic of the) D480

W Liecttenstein 0338 75 GainearBisses [

10 NewZecland 0538 S Liberia Dasn jcoosiog fuel

7 United States 53 T Geinea T ecnt iy

2 Korea (Republic ofy o531 1M femen oamy “— Standard of living Beking woter

21 Slovenia 0331 0 Eritrea Lasy EachkRY

B e ) T Meanbiges ase Housing
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INDEX OF MULTIDIMENTIONAL|
POVERTY

THE POOREST OF THE
POOREST COUNTRIES ARE
ALSO THE MOST CORRUPT
AND INSTITUTIONALLY
FRAGILE:
FAILED STATES AHEAD!

Michel . Bouchet/SKEMA-CIFE 202526
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