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[. Introduction

1.  In 1995, the review of the guarantee operations! of the Asian Develop-
ment Bank (ADB) introduced the partial risk guarantee (PRG) as a new
instrument to expand guarantee operations. The Board approved a second
review of guarantee operations in 1999.2 In April 2000, the Board approved a
review paper on fees for partial credit guarantees (PCGs).? The current paper
reviews ADB’s experience with the PRG and proposes possible improve-
ments to the instrument.

2. The PRG provides coverage against certain well-defined political risks.
To place ADB’s PRG into the overall context of the political risk insurance
(PRI) market, this paper presents an overview of the PRI market and its evo-
lution. Section III reviews ADB’s current policy on PRGs and analyzes the
constraints that have limited its use. Section IV proposes changes to ADB’s
current policy on PRGs, while Section V analyzes the benefits of a new and
improved PRG program. Section VI presents the conclusion.

1 R81-95: Review of the Bank’s Guarantee Operations, 4 April.
2 R135-99: Review of the Bank’s Guarantee Operations, 31 August.
3 R88-00: Partial Credit Guarantee Charges, 13 April.






[I. An Overview of the

Political Risk Insurance
(PRI) Market

3. ADB’s PRG can provide coverage against well-defined risks. Depending
on the requirements of a project, these risks may include some or all of the
following categories: expropriation, currency inconvertibility or nontransfer,
political violence, and breach of contract. In project finance, such risks are
typically referred to as political risks, as distinct from purely commercial or
project-related risks. Coverage against such political risks can be purchased
from political risk insurers.* The following sections provide an overview of
the PRI market.®

A. Types of PRI Investment Coverage

1. Expropriation

4. Expropriation insurance, the centerpiece of PRI for investments, is com-
monly referred to as confiscation, expropriation, nationalization, and depri-
vation (CEND or expropriation) coverage. CEND coverage is designed to
protect a foreign investor when a host government interferes with the
investor’s fundamental ownership rights. This may take the form of a direct
seizure of an asset, such as fixed investments or plant and equipment. It may
also take the form of an action or a series of actions, the net effect of which
is expropriatory, referred to as “creeping expropriation.” Examples include
the imposition of punitive or selective taxes that make a venture commer-
cially unviable, wrongful termination of operating licenses, or refusal to grant
visas to foreign managers critical to running the operation.

4 The concepts of guarantees and insurance are related. Both concepts imply risk trans-
fer—a contract between two parties to exchange risk between them.

5 The two broad categories in the PRI market are: (i) trade coverage, and (ii) investment
coverage. Trade coverage is oriented toward export and import transactions, and ad-
dresses host or home country interference in the successful conclusion and payment of
short-term, trade-related transactions. As the focus of the PRG program is on long-term,
investment-related coverage, the paper does not review trade-related coverage.



5. Under international law, a host government has the right to seize a
foreign-owned asset. However, it is generally accepted that compensation
must be provided on a prompt, adequate, and effective basis. When expro-
priation occurs and such compensation is not provided, CEND insurance
responds by providing compensation to an equity investor based on the net
book value of the expropriated assets, or to a project lender based on the
schedule of payments that were missed as a result of the expropriatory act.

6.  CEND insurance providers take varying approaches to determining
what constitutes expropriatory action. Some require that the action must
have discriminated against the investor; others require that the action must
have selectively or expressly restricted the insured’s operations. Most expro-
priation coverage requires that the expropriatory action continue for an
extended period, typically six months to one year, at which point the action is
deemed permanent and compensable.

2. Currency Inconvertibility or Nontransfer

7. Currency inconvertibility and/or nontransfer coverage (commonly re-
ferred to as CI coverage) is intended to ensure that dividends, profits, fees,
share capital, and loan proceeds from an insured project are remitted or
repatriated from a host country in a timely fashion and at prevailing rates.
The conversion of convertible local currency into foreign currency, and the
transfer of that currency out of the host country are covered for both “active
blockage” (wherein a local law prevents conversion or transfer) and “pas-
sive blockage” (in which excessive delays in processing a request to convert
or transfer currency by the governing monetary authority prevent repatria-
tion). The amount of currency that could not be converted or transferred is
the subject of the coverage.

8.  Clinsurance does not protect against currency fluctuation, devalua-
tion, or any preexisting restrictions on conversion or transfer. If an investor
applies to convert local currency into foreign currency and the host
government’s central bank not only failed to convert the currency in a pre-
defined time period, but also refused to return the local currency to the
investor, the investor would not be able to file a CI claim. In such a case, the
currency will have been effectively expropriated. For this reason, CI coverage
is almost always purchased in conjunction with coverage of such expropria-
tion of funds.



3. Political Violence

9.  Political violence coverage refers to physical damage to an asset as a
result of politically motivated strikes, riots, civil commotion, terrorism, sabo-
tage, war, and/or civil war. While standard property insurance can cover
losses due to strikes, riots, civil commotion and perhaps terrorism, damage
due to war is usually excluded. Coverage usually applies to the lesser of
repair, replacement, or fair market value. In addition, coverage for business
interruption may be available for net profit lost, and compensates for defaults
caused by political violence.

4. Breach of Contract

10. Breach of contract coverage refers to losses arising from a host
government’s breach or repudiation of a contract with the owner of an
insured project. For example, for a power project such a breach may result
from failure by a government-owned entity to make payments in accordance
with the power purchase agreement between the independent power pro-
ducer and the user or distributor. For a toll road project, such a breach may
result from a government entity failing to comply with the agreed increase in
toll levels. In the event of an alleged breach or repudiation, the investor or
project company must normally be able to invoke a dispute resolution mecha-
nism (e.g., arbitration) in the underlying contract and first obtain an award
for damages. If, after a specified period of time, the investor is unable to
implement the outcome of the dispute resolution mechanism, or if the dis-
pute resolution mechanism fails to function because of actions taken by the
host government, PRI will be called upon to pay compensation.

B. Major Underwriters in the PRI Market

11. Figure 1 provides an overview of the market share of the major institu-
tions in the PRI market. The market is almost evenly divided between public
sector institutions such as the Multilateral Investment Guarantee Agency
(MIGA) or Overseas Private Investment Corporation (OPIC), and private sec-
tor groups such as Lloyd’s of London and American International Group
(AIG). Total premia paid in the PRI market in 1998 were estimated at approxi-
mately $450 million.® The following sections provide a brief overview of the
products and policies of the major participants in the market.

6 The market share data provided do not differentiate between equity and debt coverage.



Figure 1: Market Share of Major Underwriters
in the Political Risk Insurance (PRI) Market
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Source: Staff Estimates

1. Bilateral Institutions

12. Long-term political risk insurance has, until recently, been the domain
of the bilateral institutions, which are owned and operated by an individual
government.

13. The two largest bilateral providers of PRI in terms of premium genera-
tion are Export Insurance Department of the Ministry of International Trade
and Industry of Japan, and OPIC of the United States. Other bilateral provid-
ers of PRI include Companie Francaise d’Assurance pour le Commerce
Exterieur (COFACE) of France, Export Credit Guarantee Department (ECGD)
of the United Kingdom (UK), Export Development Corporation (EDC) of
Canada, Export Finance and Insurance Corporation (EFIC) of Australia,
Nederlandesche Credietverzekering Maatschappij Holding NV (NCM) of the
Netherlands, Sezione Speciale per I'Assicurazione del Credito all’Exportazione
(SACE) of Italy, and Treuarbeit of Germany. These organizations, along with
another 40, belong to the Berne Union —their umbrella organization—which
meets quarterly and shares information on investment and insurance trends.



2. Multilateral Institutions

14. Multilaterals entered the PRI market only relatively recently. The World
Bank Group started operations in the PRI market with the establishment of
MIGA in 1988. The World Bank revitalized its own guarantee program in 1994.
The key difference between the two institutions is that the World Bank only
provides guarantees with a host government counterguarantee, while MIGA
provides guarantees without such a counterguarantee.

15. The World Bank’s current guarantee program started in 1994 with the
introduction of a PCG and a PRG. Both guarantees are similar to the ADB
guarantees with two major differences (i) a counterguarantee from the host
government is always required, and (ii) stand-alone guarantees are possible.

16. Since the start of the program, the World Bank has issued five PRGs,
ranging from $30 million to $240 million. These are for the Uch Power and
Hub Power projects in Pakistan, power projects in Ivory Coast and Morocco,
and a telecommunications project in the Russian Federation. Total PRGs
provided by the World Bank amounted to $721 million as of fiscal year 1999.

17. MIGA was created with an initial authorized capital of $1.08 billion.”
Since underwriting its first guarantee contract in 1990, MIGA has underwrit-
ten 420 guarantees in 66 countries, facilitating the flow of more than $30
billion of foreign investments into developing countries.

18. MIGA provides coverage of equity investments, shareholder loans, and
loan guarantees issued by equity holders. Loans to unrelated borrowers can
also be guaranteed, provided equity or quasi-equity is concurrently insured
with MIGA. Thus, no stand-alone guarantees can be provided to commercial
banks, unless one of the project’s shareholders takes out MIGA insurance on
atleast a portion of that investment. MIGA's term of coverage is typically up to
15 years, and the amounts that MIGA can guarantee for its own account can
reach up to $110 million per project.

19. In 1995, MIGA started a coinsurance program, the Cooperative Under-
writing Program (CUP), designed to encourage private insurers to offer po-
litical risk insurance for projects in developing countries that are members of
MIGA. The CUP aims to address instances when a private insurer may not
wish to assume additional risk in a host country on its own, but may be

7 lts capital was increased to $2 billion in 1999.



willing to do so in conjunction with an international organization such as
MIGA. The CUP is a “fronting” arrangement, whereby MIGA is the insurer-of-
record and issues a contract of guarantee for the entire amount of insurance
requested by an investor, but retains only a portion of the exposure for its
own account. The remainder is underwritten by one or more private insur-
ers using MIGA’s contract wording. The premium rates, claims payments,
and recoveries are shared on a pro rata basis. More information on MIGA is
provided in Appendix 1.

20. The Inter-American Development Bank (IADB) has had the ability to
provide guarantees since its founding in 1959, but only in 1994 did it develop
a guarantee program. The program, which was inaugurated in 1995, issued
its first guarantee in 1996, but demand was much less than expected. After
an internal review in 1999, IADB implemented the following important modi-
fications to its PRG program:

) IADB can now cover up to $150 million per transaction, or up to 50
percent of a project’s cost, whichever is less. Under the 1995 pro-
gram, PRGs could provide guarantees up to 25 percent of a project’s
cost or up to $75 million, whichever was less. This was in line with
IADB’s prudential limits for private sector loan and equity investments.
However, during the 1999 review process, both limits were doubled.

(i) The 1995 requirement for the host government to provide a
counterguarantee was dropped, as [ADB found it difficult to secure
such counterguarantees.

(iii) IADBrenamed the product from “partial risk guarantee” to “political
risk guarantee” to more clearly communicate to the market exactly
what risks are covered. Users had been confused by the name of the
program.

21.  According to IADB’s Private Sector Department, demand for the pro-
gram has increased significantly following the modifications to their political
risk guarantee program. IADB is processing a number of guarantee transac-
tions in the current fiscal year.



3. Private Sector Institutions

22. The two most dominant private sector underwriters in the PRI market
are Lloyd’s of London and AIG.2 At Lloyd’s, aggregate contingent liabilities for
PRI are estimated to be approximately $25 billion. Lloyd’s has the advantage
of being able to pool underwriting capacity to insure large exposures of $1
billion to $2 billion per transaction. Other private insurers, such as AlG, are
limited to maximum coverage of $150 million per transaction. While PRI
coverage periods for private sector insurers have traditionally been limited to
3-5years, some have recently offered to extend coverage for up to 10-15 years.
Nevertheless, most private sector PRI policies continue to be issued for rela-
tively short-term, mostly equity-related transactions in low-risk countries.

C. Premium Rates and Loss Histories of Major PRI
Underwriters

23. Economic sustainability of the PRI market depends primarily on three
variables: (i) premium income; (ii) financial payouts of claims; and (iii) re-
covery rates (i.e., the amounts that the insurer or guarantor can recover
from the host government, or otherwise, after a claim is filed and paid).

1. Premium Rates for PRI

24. Inthe public sector PRI market, base rates are typically established by
type of investment, indicating how an average risk would be rated for spe-
cific coverage in specific sectors. Actual premium rates can vary significantly
by country and project. Because transactions tend to be underwritten on a
project-specific basis, the underwriter may increase or decrease base rates
by 30 percent (or more), based on an assessment of project-specific risk
(Appendix 2 provides details on the pricing of PRI).

25. Inthe private sector PRI market, premium rates are a function not only
of perceived risk, but also of underwriting capacity for specific countries and
sectors, which may vary significantly over time. For example, during times of
perceived political instability in a country, PRI underwriting premia for new
projects may increase up to 500 basis points per annum, only to fall back

8 There are at least six additional significant underwriting markets in the private sector,
including Chubb, Exporters Insurance Services, Lehman Brothers, Sovereign Risk, Unistrat,
and Zurich-American Political Risks.



again to their original level after the perceived risks subside. Premium rates in
the private market are very much comparable to spreads on sovereign bond
issues by developing country issuers that tend to fluctuate widely during
times of political or economic uncertainty.

2. Claims Histories and Recovery Ratios

26. Among the multilateral PRI institutions, MIGA has made only one pay-
ment since starting operations in 1990.° Few countries are willing to default
on an exposure to a multilateral institution such as MIGA.

27. Among the Export Credit Agencies, OPIC has published its claims ratios
since 1971. It has received several claims, in particular in Chile in the early
1970s, Zaire and Sudan in the late 1970s, Iran in the early 1980s, and the
Dominican Republic and the Philippines in the mid-1980s. As of 30 Septem-
ber 1999, OPIC and its predecessor agency have paid 265 claims to investors,
representing $564.4 million over the last 28 years. OPIC has achieved a recov-
ery rate of 95 percent, i.e., $536 million was recovered from host govern-
ments, while the net loss to OPIC was only around $28 million.

28. Because of confidentiality requirements, claims histories are not widely
available for private sector PRI institutions. However, some data are available
for Lloyd’s of London from 1991 to 1995. Total claims for this period amounted
to $66 million, representing a 9 percent claims ratio as a percentage of total
premia, while recovery ratios were estimated to be approximately 50 to 75
percent.

29. Between 1972 and 1997, AIG paid a total of $378 million to clients to
settle 211 claims. Its recoveries have totaled $263 million, amounting to a
70 percent recovery ratio.

9 In March 1999, MIGA received an expropriation claim related to a power project in
Indonesia. MIGA paid the claim in the summer of 2000. MIGA’s gross liability under the
contract is $15 million, of which $10.5 million is reinsured.

10



[II. Review of ADB’s
Partial Risk Guarantee
(PRG) Program

A. Existing Policy Framework for PRGs

1. Coverage of PRG

30. The PRG covers part (or all) of a lender’s outstanding debt service
against specific risks.!’ Coverage of equity risks is not authorized under ADB’s
Charter. Risks that are specifically mentioned in the 1995 review (footnote 1)
include breach of contract and currency inconvertibility under build-own-
operate (BOO) and build-own-transfer (BOT) projects. The guarantee is to
cover mainly principal and base interest. Interest spread cover, although
allowed, is discouraged.

2. Nonaccelerable Coverage

31. ADB’s obligations under the PRG may not be accelerated by the lenders
covered by a PRG. Under Article 15.1 of ADB’s Charter, however, ADB must
reserve the right to terminate its liability with respect to interest (also referred
to as the “buyout option”) by offering to purchase the guaranteed obligation
at par plus interest accrued from the date of default to the date ADB exer-
cises its buyout option.

3. Trigger Events
32. The 1995 review states that the PRG would be callable under two con-
ditions:

® noncompliance with one or more obligations of the host govern-
ment is established, as specified in the guarantee agreement; and

(i) such noncompliance has resulted in a debt-service default to the
lenders.

10 Debt may include forms of “mezzanine” (“mezzanine” is a summary term for hybrid
instruments that combine the characteristics of debt and equity. These include subordi-
nated debt, convertible bonds, and debt instruments with attached options and warrants
to purchase equity).

11



33. The 1995 review states that ADB will generally seek to include dispute
settlement and/or arbitration provisions in the guarantee agreement. How-
ever, the review also notes that lenders may be reluctant to purchase cover-
age that requires lengthy dispute resolution procedures before calling on
ADB’s guarantees. Whether or not to include such dispute resolution mecha-
nisms is, therefore, to be decided for each transaction on the basis of busi-
ness judgment and negotiation.

4. Counterguarantees

34. The 1995 review contemplated extending a PRG without a
counterguarantee from the host government. While it is stated that a
counterguarantee “will generally be sought,” it allows extending a PRG with-
out a counterguarantee under ADB’s Private Sector Operations (PSO). PRGs
without counterguarantees are subject to the same criteria and procedures
as nonguaranteed private sector loans and equity investments (the maxi-
mum exposure per project is limited to the lesser of 25 percent of project
cost or $50 million). PRGs are to be included in the overall PSO allocation as
well as the country-specific exposure.!!

5. Participation Requirement

35. Atrticle 11(iv) of the Charter enables ADB to guarantee loans “for eco-
nomic development participated in by the Bank.” This provision of the Charter
requires that ADB’s guarantees, including PRGs, can only be extended in re-
spect of projects or programs in which ADB has some other form of participa-
tion, such as a direct loan, an equity investment, or bond subscription.'? As a
result, ADB is unable to offer stand-alone PRGs, unlike World Bank, MIGA, and
IADB, whose charters were drafted in a consciously different manner.

6. Pricing

36. For PRGs with a government counterguarantee, the 1995 review rec-
ommends market-based pricing determined by the extent of the coverage,
the nature of the risks covered, and individual and country circumstances.
However, while the guarantee is market-determined, ADB will refund to the
developing member country (DMC) government the excess between the 40
basis points per annum guarantee fee and the market-determined overall
fee. The guarantee fee is charged on the face value of the guaranteed loan,
and may be paid up front or on a periodic basis.

11 At face value of the PRG-supported loan.
12 A legal memorandum regarding the participation requirement was prepared by the
Office of the General Counsel and circulated to the Board on 15 September 2000.

12



37. Inthe case of PRGs without a government counterguarantee, the 1995
review recommends market-based pricing and no fee sharing with the host
government. This is analogous to the determination of interest rate charges
for ADB’s nonguaranteed private sector loans.

38. ADB’s Guarantee Committee, which was established under the 1995
review, is responsible for determining applicable fees for specific guarantee
transactions, reviewing the structure of specific guarantees, and (if required)
providing guidance on conformity with ADB policies and procedures. The
Guarantee Committee is composed of representatives of the Office of
Cofinancing Operations (Chair), the Treasurer’s Department, the Office of
the General Counsel, the Private Sector Group, and the relevant project
departments.

7. ADB Financial Policies for PRGs

39. Inaccordance with the current application of Article 12.1 of the Char-
ter, ADB must ensure, at all times, that its capital base is sufficient to meet
future obligations arising from loans and guarantees. Since PRGs may be
called at any point in time—as opposed to PCGs, which are callable mainly in
relation to later maturities—ADB’s financial policies require that the PRGs be
charged against ADB’s lending authority at the nominal value of the guaran-
teed obligations, as compared to the discounted value used for PCGs."?

40. The 1995 review recommends that, in determining capital allocation
requirements for PRGs, due consideration is placed on ADB’s right to termi-
nate its guarantee liability under the buyout option built into each guarantee
(para. 31). In the case of PRGs generally, it is reasonable to assume that ADB
will exercise its buyout rights at an early juncture, in order to minimize its
liability with respect to interest coverage. Furthermore, the buyout option
would most likely be exercised once it has been determined that the default
has been caused by a political event,'* and there is no reasonable prospect of
the Government curing the default.

13 For purposes of the application of Article 12.1 of ADB’s Charter, ADB has traditionally not
resorted to risk weighted valuations of liabilities, and has refrained from probability of loss
analysis of contingent liabilities in general. However, it is widely accepted in the PRI
market that the probability of loss on a political risk instrument such as a PRG is lower
than the probability of loss associated with an uninsured commercial loan, which is
exposed to the full range of political and commercial risks. MIGA, for example, sets aside
$1 for every $3.5 guaranteed. Private insurers also leverage their capital, at different
levels, depending on the risk assumed in their portfolio.

14 This is a precondition for payment of claims by ADB under all PRGs.
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41. On this basis, the 1995 review indicates that from the date of effective-
ness of the PRG the capital backing for PRGs should be set at a level equiva-
lent to the guaranteed principal outstanding, plus the interest that will accrue
for the succeeding interest period.'” The capital backing is then adjusted
periodically, to take into account the decline in the outstanding principal of
the underlying guaranteed loan following amortization, as well as any pos-
sible changes in the base interest covered under the PRG.!®

42. Should a payment default under a PRG-supported loan lead to a dis-
pute or arbitration between the host government and the beneficiary of the
guarantee!” and, under the PRG, ADB is obligated to cover interest that will
accrue during the dispute,'® then, for purposes of the lending and guarantee
limit calculations, ADB would reflect the principal outstanding under the
guaranteed loan, and the face value of all future interest payments thereon,
for the remainder of the life of the guaranteed loan.!®

B. Review of Experience

43. The 1995 review foresaw a large potential demand for PRGs, in particu-
lar, in the context of increased private sector participation in the infrastruc-
ture sector. However, by the 1999 review (footnote 2), ADB had not yet issued
any PRGs. A PRG was considered for an infrastructure project in Pakistan,
but did not proceed, as the project did not go ahead. Currently, two BOT
projects in Bangladesh and Sri Lanka are being processed with a PRG sup-
porting the commercial debt financing, and another PRG is being consid-
ered in Pakistan for import letters of credit confirmation.

44. The limited demand for ADB’s PRG can be attributed to a combination
of market factors, product-specific weaknesses, and organizational short-
comings:

15 R81-95: Review of the Bank’s Guarantee Operations, 4 April, Appendix 8, para. 11.

16 Valuation of PRGs for accounting purposes may differ from those which apply for capital
backing purposes.

17 Disputes are likely when the cause of the default under the PRG-supported loan (i.e., a
commercial or a political event) is unclear.

18 Cover of interest which accrues during an arbitration period will not be a standard feature
of ADB PRGs.

19 ADB is scheduled to review the application of Article 12.1 of the Charter (lending and
guarantee limit). The review will include a discussion and a proposal on the appropriate
capital backing for guarantees, including PRGs, as opposed to loans. Accordingly, the
current applicable capital backing provisions are to be considered provisional in nature.

14



) PRG Coverage is too Narrowly Defined. Under the 1995 policy, the
PRG is explicitly but, narrowly focused on breach of contract cover-
age and currency inconvertibility for BOT and BOO projects.?’ This
covers only a small segment of the overall PRI market and artificially
reduces the number of potential projects to which a PRG can be
applied. For example, of the 40 PSO projects approved between 1995
and 1999 by ADB’s Board, only 8 were BOT or BOO infrastructure
projects. Since the Asian financial crisis started in 1997, the number
of BOT/BOO projects has dwindled dramatically, reducing the num-
ber of projects for which a PRG can be considered.

(i)  Prudential Limit is too Low. The PSO prudential limit (currently $50
million per project or 25 percent of project cost, whichever is less) is
applied to PRGs without a government counterguarantee. The mar-
ket perceives the PSO limit to be too low to be effective for large-
scale, capital-intensive projects in the region. If a choice is given to
borrowers within this limit, they will always prefer to receive ADB
assistance in the form of a direct loan, as opposed to a more time-
consuming PRG-supported loan funded by commercial banks.

(i) Lack of a Coguarantee Program. In addition to the low PSO limit
applied to PRG operations, the potential leverage of ADB’s PRG pro-
gram is handicapped by the absence of a coguarantee program,
similar to that of MIGA, and another cooperative program with public
and private insurers. Under the coguarantee program, the ADB would
be the guarantor of record. Under a cooperative program, the coin-
surer would provide a guarantee parallel to that of ADB, in its own
name. Such programs would allow ADB to expand coverage beyond
the PSO limit by cooperating with other PRI institutions.

(iv)  Difficulty in Securing Counterguarantees. Demand for PRGs with a
counterguarantee has been adversely affected by the limited willing-
ness of DMC governments to provide such counterguarantees. The
DMC:s frequently view counterguarantees as running against the spirit
of introducing private sector participation in infrastructure projects
that aim to keep direct government obligations to a minimum. In
addition, such counterguarantees are often included as foreign debt
under International Monetary Fund programs, rather than as

20 While placing emphasis on breach of contract and currency inconvertibility cover in
relation to BOT/BOO-type projects, the 1995 review allows the cover of a broader range of
political risks and it does not limit the use of PRGs to infrastructure projects only.

15



W)

(v)

16

contingent liabilities. This reduces incentives to provide such guar-
antees. DMC governments are also averse to potential legal disputes
if there are ambiguities about whether the PRG may be called.

Lack of a Targeted Communication Strategy. There has been no
sustained marketing effort of PRGs by ADB. In addition, the market
has been somewhat confused about differences between PCGs and
PRGs, due to the similar names of the two instruments.

Lack of Organizational Focus. Successful implementation of the PRG
program requires cross-departmental cooperation within ADB. How-
ever, no interdepartmental working group has been established with
a clear responsibility to implement and market the program.



[V. Recommendation for
Changes to ADB’s PRG

45. Recommendations under the proposed review for Board consideration
are as follows:

A. Redefining the Coverage of the PRG Instrument

46. The coverage of the PRG instrument must be made more explicit. Politi-
cal risk events that may be covered by ADB’s PRG instrument include one,
several, or all of the following:

(i) expropriation (CEND),

(i) currency inconvertibility and/or nontransfer (CI),
(iii) political violence, and

(iv) breach of contract.

47. Making explicit the coverage of the four major areas of political risk will
facilitate communication with the market and bring the instrument in line
with established market practice by bilateral and multilateral organizations
and the private sector. In addition, coverage of the PRG instrument should be
expanded to go beyond BOT and BOO projects, as these have accounted for
only a relatively small proportion of PSO.

B. Defining the Fee Structure

48. Charges for PRGs without government counterguarantee will be deter-
mined by the Guarantee Committee in each case, on the basis of the prin-
ciple of market-based pricing and the pricing guidelines stated below.
Market-based pricing is substantially the same as the pricing principle applied
to private sector loans, thus achieving private sector loan equivalency. The
principle is derived from the concept that political risks are one of the two
fundamental risk components of private sector loans without counter-
guarantee (the other component being commercial risks). Accordingly, the

17



pricing of PRGs without counterguarantee will follow the same market-based
procedures that apply to the pricing of the political risk component of private
sector loans. This principle will also ensure that fees applied to PRGs will
suffice to cover the risks taken by ADB under the guarantee, as well as ADB’s
administrative and processing costs.

49. A market-based fee structure for PRGs is proposed to make PRG
pricing more transparent and consistent with market practice. This struc-
ture will have three parts: (i) a front-end fee, (ii) a standby fee, and (iii) a
guarantee fee. These fees will be determined for each PRG by the Guarantee
Committee.

50. Front-End Fee. Following the principle of loan equivalency, front-end
fees are currently being applied to PCGs, with or without counterguarantee.
The processing of PRGs—like that of loans and PCGs—will involve significant
due diligence and other up-front costs, and thus a front-end fee will also be
levied on PRGs with and without host government counterguarantees.

51. Inline with pricing principles used for PCGs, ADB will charge a front-
end fee calculated on the face value of the underlying debt instrument. For
private sector PRGs,?! the fee will be set at a market rate, which is currently at
100 basis points. For public sector PRGs,* the front-end fee will be set based
on the ratio of the guarantee to the associated loan within a range of 10-90
basis points of the nominal guaranteed principal amount.?® The front-end
fee will be paid up front as a condition to the effectiveness of the PRG.

52. Standby Fee. In respect of the amounts for which ADB is committed
under a PRG, but for which the underlying loan has not yet been disbursed,
a standby fee will be charged on all PRGs.?* This fee is in line with market
practice and is intended to compensate ADB for the cost of capital that ADB

21 Refers to PRGs which support BOT/BOO and other projects with private sector sponsors.
Private sector PRGs may or may not benefit from a counterguarantee.

22 Refers to PRGs where the underlying project or program is sponsored by the host govern-
ment or an executing agency. Such PRGs always require a counterguarantee of the host
government.

23 For example, for a PRG with a guarantee to associated ADB loan ratio of 1 and above
(where the guarantee is greater than the associated loan), the front-end fee will be at a
maximum of 90 basis points, and for a PRG with a guarantee to loan ratio between 0.1
and 1.0, the front-end fee will be on a pro-rata basis within 10-90 basis points.

24 To conform with the principles stated in the paper, R 88-00: Partial Credit Guarantee
Charges, 22 March, PRGs with a counterguarantee will have the standby fee built into the
guarantee fee.
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may set aside to match the contingent risk pending disbursement of the
underlying debt instrument. The Guarantee Committee will use a bench-
mark standby fee, to be set at 50 percent of the guarantee fee charged for the
PRG, and will take into consideration any other standby or commitment fees
payable by the borrower for the underlying debt instrument. The minimum
standby fee is set at 20 basis points.?> The standby-fee will be paid, in advance,
on the interest payment dates specified in the underlying debt instrument
and levied on undisbursed amounts of the underlying debt instrument.

53. Guarantee Fee. The Guarantee Fee for PRGs without counterguarantee
will be set by the Guarantee Committee on the basis of a minimum guaran-
tee fee—presently set at 40 basis points—? and following procedures similar
to those used for the pricing of private sector loans. In the actual setting of
the guarantee fee, the Guarantee Committee will take into consideration:

Q) the types and extent of political risk coverage offered under the PRG;
(i) risk of potential loss and recovery expectation;

(i)  availability and pricing of the same or similar types of political risk
cover in the same or comparable sectors, markets, and countries;
and

(iv)  thelikely market spread on the underlying loan if there were no PRG.

54. For PRGs with host government counterguarantee the guarantee fee is
set currently at 40 basis points (footnote 25) and the borrower will compen-
sate the host government for the counterguarantee directly.?”

55. Guarantee fees will be levied on the face value of the guaranteed loan
outstanding, plus the interest that will accrue on that amount during the
succeeding interest period. However, should a payment default under the
guaranteed loan lead to a dispute or arbitration and the interest payments
during the arbitration period are covered under the PRG, the guarantee fee
will also be levied on the cumulative interest accrued during the arbitration
period. For private sector PRGs, the guarantee fee will be paid, in advance, on

25 The minimum standby fee is equal to half the minimum guarantee fee, currently set at 40
basis points.

26 The proposed fee mirrors the guarantee fee for PCGs with counterguarantee which was
arrived at based on the loan equivalency principle. Subject to changes in OCR loan
charges and administrative expenses, the guarantee fee will change accordingly.

27 ADB will advise the host government on the appropriate market rate it should charge for
the counterguarantee.

19



the interest payment dates of the underlying debt instrument. To conform
with the fee payment terms for PCGs, guarantee fees for public sector PRGs
may be paid, periodically, in arrears or in advance, as the case may require.?®
A table summarizing the principles used in setting guarantee charges for
PRGs is provided in Appendix 3.

56. Fees for private sector PRGs will need to be comparable to market
premium rates charged by public and private sector PRI providers. Regular
dialogue will be held with private and public PRI providers to assess current
premium levels, fee structures, and payment terms.? A review of the fee
structures and indicative PRI charges of MIGA, bilateral insurance agencies,
and private insurers is provided in Appendix 2.

C. Covering Interest

57. Under the existing policy, PRGs may cover part or all of the debt ser-
vice.3® The text of the 1995 review, however, appears to indicate a preference
for covering principal and base interest only (i.e., excluding the credit spread).
Prevailing market practice in the PRI industry is to cover the full interest rate
that applies to a guaranteed loan (i.e., base interest plus the credit spread).?!
It is therefore recommended that ADB continue to have the option to cover
both base interest and credit spread of the underlying guaranteed loan.

58. However, in situations where the loan default is due to a political risk
event and the default is permanent in nature, and ADB has not exercised its
buyout option (para. 31) under the guarantee, the PRG will only cover princi-
pal and base interest.??

28 Different payment terms may be determined by the Guarantee Committee to accommo-
date the particular needs of a project.

29 For each PRG, the Guarantee Committee will review the prevailing market terms for PRI
at that time and reflect its findings in the terms of the PRG under consideration.

30 R81-95: Review of the ADB’s Guarantee Operations, 4 April, paragraph 68(vii).

31 Typically, interest rates are the sum of a base or risk free rate (generally equal to the
London interbank offered rate, or LIBOR) and a credit spread or margin that compensates
the lender for the project-specific risks assumed under the loan.

32 The project-specific PRG instrument would define the circumstances that would consti-
tute a permanent default. As an example, for BOO/BOT-type projects, termination of the
project documents by the project developer following a political event would be deemed
as a permanent default under ADB’s guarantee. The reduction in spread cover following
a permanent political event is justified on the basis that from the date of termination of the
project, the guaranteed lender is no longer subject to any commercial risk, and only takes
ADB’s credit risk, for which base interest is an appropriate level of remuneration.
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D. Introducing a PRG Prudential Limit

59. A separate prudential limit is recommended for PRGs without a
counterguarantee (the PRG limit). Treating PRGs in the same way as loans
and equity investments does not account for the different risk characteris-
tics of the instruments. PRGs cover only certain well-defined political risks,
while a direct loan faces default risk stemming from political as well as com-
mercial events. Thus, by definition, the likelihood of a PRG being called is
lower than that of a loan going into default.

60. The PRG limit is proposed to be twice the PSO limit.* This approach is
similar to that taken by IADB (para. 20). The very limited loss history of MIGA
and OPIC’s high recovery rates illustrates that a bilateral or multilateral orga-
nization has significant leverage in the area of PRI.

E. Introducing a Coguarantee Program and a
Collaboration Program

61. Once ADB has gained some actual experience with the PRG program,
and possess the necessary skill base, it is proposed that ADB establish a
coguarantee program (CP), similar to MIGA’s CUP program. Close coopera-
tion with MIGA is proposed to share their experience with the CUP program.
The terms of the proposed CP would be as follows:

® Guaranteed Amount. Under the CP, ADB will issue a contract of guar-
antee for the entire amount of coverage requested by the applicant.
However, ADB will retain only a portion of exposure under the con-
tract for its own account. The remaining guarantee capacity will be
underwritten by a private insurer or insurers.

33 If this proposal is accepted, total ADB assistance (whether in the form of loans, equity
investments, PCGs, or PRGs) should not exceed $100 million or 50 percent of project
costs, whichever is less, with loan and equity investments continuing to be guided by the
PSO limit. The PSO W-Paper (Private Sector Operations Strategic Directions and Review,
para. 70) has proposed an increase in the PSO single project exposure limit to $75
million. If this increase is approved, total ADB assistance (whether in the form of loans,
equity investments, PCGs, or PRGs) should not exceed $150 million or 50 percent of
project costs, whichever is less, with loan and equity investments continuing to be guided
by the PSO limit.
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(i1)

(iii)

62.
)

(ii)

(iii)

Contract. Only one guarantee contract will be issued to the insured
for the entire amount underwritten under the CP. ADB will be the
guarantor-of-record for both the insured and the host government
for the entire amount insured, but ADB will assume liability and pay
claims only for the portion retained for its own account. Recoveries,
if any, will be shared between ADB and the coguarantor on a pro rata
basis.

Fees. To cover the administrative expenses incurred to structure each
CP project and to compensate ADB for “fronting” the coguarantor
under the guarantee, ADB will charge the coguarantor an adminis-
tration fee, by retaining a percentage of the guarantee fee the
coguarantor is entitled to under the coguarantee facility.3* The
administration fee will be determined by the Guarantee Committee
on a case-by-case basis.®

The proposed CP would have the following advantages:

Increasing Availability of PRI Cover for the Host Country. The host
country would benefit from the increased amount of insurance ca-
pacity made available, facilitating projects that, without a sufficient
amount of PRI capacity, might not go forward. The host government
can also take comfort in having a multilateral institution such as ADB
involved in the project, knowing that ADB will apply its standard project
processing criteria, including an assessment of the project’s environ-
mental and developmental impact on the country.

Expanding Capacity for the Insured. The insured benefits from the
increased guarantee capacity available to cover investments in the
DMCs, and enjoys the comfort of an ADB guarantee.

Opening Doors of Cooperation with Private Insurers. Private
insurers are able to offer coverage in countries where or for projects
that they might not be able or willing to handle on their own. Having
ADB as the guarantor-of-record is perceived as a risk-mitigating fac-
tor. They will benefit from ADB’s lending expertise in the country,
including ADB’s project and risk analysis.

34 As for PRGs outside the CP, ADB will charge the guarantee fee for coguarantee facilities
directly to the borrower. Should the borrower default on guarantee fee payments, the
guaranteed lenders will have the option to pay the guarantee fee directly to ADB to ensure
continuation of coverage under the coguarantee facility.

35 The focus group (para. 66) may consider setting a benchmark and/or a minimum fee to
guide the Guarantee Committee in determining the administration fee for a specific project.

22



(iv)  Risk Reduction for ADB. The CP will allow ADB to reduce its under-
writing risks by coinsuring with other PRI institutions, as ADB will not
be liable for pay-outs by other participants under the CP umbrella.

63. Itis also recommended that ADB develop a collaboration program to
enable private and public insurers to offer guarantees with ADB, under their
respective names. This would be most beneficial to insurers that do not need
the benefits of ADB’s “umbrella.” In some cases, private insurers may offer
guarantees at terms that cannot be easily reconciled under the coguarantee
program. In such circumstances, they may find the collaboration program a
more effective tool than the CP.

. Improving the Product Name

64. Itis proposed that the product be renamed from partial risk guarantee
to “political risk guarantee.” “Political risk guarantee” is the technical term
widely used and understood by the market. It captures the nature of the
product more precisely and, therefore, facilitates communication with the
market and potential users of the product. It also has the advantage of avoid-
ing confusion with the partial credit guarantee. IADB recently introduced a
similar change in product names and MIGA has always used the term “political
risk guarantees” in its operations.

G. Improving Communications with the
Market and Potential Users

65. The advantages of using the PRG need to be communicated more ef-
fectively to the market and the potential users of the product. For example,
the benefits stemming from reduced provisioning, credit enhancement, and
reduced likelihood of loss through participation with ADB (as the region’s
multilateral financial institution) need to be made apparent in ADB’s com-
munications with the market.

66. Perhaps, most importantly, users need to know that the PRG is de-
signed to fill “gaps” in the market not easily satisfied by the private sector, and
be used in collaboration with other public and private PRI providers. The
audience for such a targeted communications initiative includes equity
investors, project sponsors, commercial banks based in both developed
and developing member countries, export credit agencies, MIGA, and pri-
vate insurers that could coguarantee with ADB.
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H. Creating a PRG Focus Group

67. A focus group has been formed to relaunch the PRG program along
the lines recommended in this paper. This group is chaired by the Private
Sector Group, and includes representatives from the Office of Cofinancing
Operations, the Treasurer’s Department, the Office of the General Counsel,
the Strategy and Policy Department, and from the projects and programs
departments, in order to mainstream PRGs across ADB. A PRI expert was
retained to advise ADB on various PRG issues and to provide access to the
latest knowledge in this area.* Specifically, it is recommended that the PRG
focus group take responsibility for:

® initiating PRG pilot projects and developing close cooperation with
MIGA, ECAs, and other experienced PRI institutions from the public
and private sector, as they have significant institutional experience in
underwriting, risk analysis, documentation, and pricing;

(i) finding innovative ways to collaborate with existing PRI providers,
both public and private, to expand the availability of cost-effective
PRI coverage for the more challenging projects in the region which
PRI providers might otherwise avoid or overprice;

(iii) preparing operational guidelines for the PRG program, which will
also show how the program compares and contrasts with the PCG
and other credit enhancement products of ADB;

(iv)  providing additional inputs for the Guarantee Committee to assist
with pricing of guarantees;

W) drafting standardized contracts, underwriting criteria, and provision-
ing policies; and

(vi)  developing a targeted communication strategy and training program
for use within ADB and with the outside market.

|.  The Use of ADB’s Financing Instruments and Staff
Implications
68. When considering assistance to a private sector project, ADB has often

a choice between (i) lending a large sum directly to the project or (ii) reduc-
ing its loan and providing a PRG to support third-party lending. From ADB’s

36 The focus group will tap external sources of PRG expertise when deemed appropriate.
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perspective, supporting a project by means of a PRG is advantageous, as it
would cover only political risks, while leaving commercial risks to the private
sector lenders, which are better positioned to assess and absorb such risks.
ADB, as a multilateral institution, is well equipped to assess and mitigate the
political risks in its DMCs, but may have no comparative advantage in absorb-
ing commercial risks that should properly be left to the private sector. Thus,
in the first instance, it is recommended that ADB seek to provide enhance-
ment, via its guarantee instruments, in preference to direct lending of large
sums, whenever practical and advantageous to ADB.

69. In future, ADB will assess whether a PRG could be deployed to attract
commercial funding. If a funding gap remains, ADB could then provide direct
lending. This strategy will increase the use of the PRG product and enable
ADB to focus its private sector assistance in areas where its comparative
advantage lies—the assessment of country and political risks—while leaving
commercial risks to the private sector.

70. ADB has two specialized staff positions in OCO, one in export credit
financing and one (a new position provided in the 2000 budget) exclusively
for guarantee operations. As the ADB pipeline of PRG-related interventions
builds over the medium term, ADB’s competencies in handling political risk
related activities will need to be strengthened. In the meantime, current staff
in this area will need to be supplemented through the flexible use of staff
consultants services to provide immediate support to the focus group and
help develop a comprehensive implementation program for PRG activities,
thereby strengthening the organizational capacity to implement and market
the PRG program.

71. As ADB builds a PRG portfolio, supervision and monitoring of ADB’s
guarantee operations will be needed. Monitoring and risk management of
PRGs will be carried out by the concerned division. Since most PRGs will be
private sector instruments, even with counterindemnities from the host gov-
ernment, this will mean that PSG will have a prime responsibility for PRGs.
ADB-wide oversight will be provided by the existing Guarantee Committee
and the new focus group.
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J. Summary of Proposed Changes to the PRG

72.

26

Table 2 summarizes the proposed key changes to the PRG instrument.

Table 2: Overview of Proposed Changes of the PRG

Item

Coverage Scope

PRG Prudential
Limit

Coguarantee
Program and
Collaboration
Program

Coverage Terms

Fees

Product Name

Communications

Creation of a
Focus Group

Current Policy

Coverage focuses on
breach of contract and
currency inconvertibility
for BOT/BOO projects

Same as PSO limit

Not mentioned

Mainly principal and
base interest. Cover of
credit spread allowed
but not encouraged

Market-based guarantee
fees

Partial risk guarantee

Product not widely
communicated

Does not exist

Proposed Policy

Coverage is made more
explicit to include
expropriation and
political violence. Sector
coverage extended
beyond BOT/BOO
projects

Introduce a new
separate PRG limit of
twice the PSO limit

Introduce a coguarantee
program and a collabo-
ration program

Up to full interest cover

Introduce clearly
defined market-based
fee structure and
pricing guidelines

Political risk guarantee
Develop targeted
communication

program

Create a focus group



V. Potential Benetfits of the
Proposed PRG Program

73. ADB should offer an effective and well-structured political risk guaran-
tee product and be actively involved in this market for many reasons.

® Support for Poverty Reduction. The PRG can contribute to eco-
nomic and social development by helping catalyze long-term foreign
investment in the DMCs. Promoting capital flows and long-term
investment by foreign investors contributes to technology transfer,
economic development, and expansion of growth in the industry
and services sectors. These are necessary conditions (albeit not suf-
ficient—direct poverty alleviation measures are also required) to cre-
ate employment, improve social living standards, and thus reduce
the incidence of poverty in the DMCs. The poorest DMCs often have
the highest perceived political risks. The PRG can be an ADB additional
product to foster investment, growth, and poverty alleviation.

(i) Promotion of Long-Term Investments in DMCs. Foreign direct in-
vestment often involves long-term contracts between the project
sponsor and a government-owned entity, e.g., in infrastructure
projects. However, while foreign investors are often prepared to take
certain commercial risks, they are not prepared to enter into long-
term commitments in countries with significant perceived political
uncertainty. Thus, a PRG is often perceived as a critical ingredient in a
long-term investment decision.?”

(i) Contribution to Meeting Increased Demand for PRI. Demand for
PRI has expanded dramatically over the past decade. The Berne
Union, the umbrella organization of PRI insurers, has reported more
than a sixfold increase in annual PRI coverage (from $2 billion in
1989 to $15 billion in 1997). With the onset of the Asian financial
crisis, demand in Asia has risen as private investors perceive that

37 In a survey by MIGA, for example, a majority of its clients observed that PRI coverage was
“absolutely critical” in their decision to proceed with the proposed investment.
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(iv)

W)

political uncertainties have increased. Thus, ADB’s PRG product
would be offered into an expanding market.

Have a Catalytic Role. As the only regional multilateral development
bank in Asia, ADB is uniquely qualified to catalyze foreign investment
and capital flows to its DMCs, as stipulated under its Charter. As ADB
is closely involved with the DMCs and has a stable long-term lending
and advisory relationship with their governments, it is able to assess
and mitigate political risks. ADB is perceived as an honest broker by
governments and foreign investors, and is able to act as an interme-
diary between host governments and foreign investors and thereby
maximize values to all parties.®

Provide a Unique Product. ADB has a potentially unique role to play
in the PRI market. Unlike the bilateral agencies, ADB’s assistance is
not linked to the nationality and domicile of the foreign investor, as
long as such investors come from ADB member countries. Com-
pared with private sector PRI operators, ADB has the advantage of
decades-long involvement with its DMCs; a close working relation-
ship with their governments, not least through the DMCs’
shareholding in ADB; and thus a reinforced ability to provide effec-
tive intermediation and assistance in cases of dispute. ADB’s PRG
product also differs from that of MIGA in that it focuses on backing
long-term commercial debt financing, while MIGA is unable to insure
debt unless it concurrently insures equity. In addition, MIGA has
focused its underwriting activities on areas outside the Asian and
Pacific Region.*® ADB is, therefore, the only multilateral institution that
focuses PRG instruments exclusively for the Asian and Pacific Region
and, therefore, has a substantial potential comparative advantage
compared to MIGA due to its significant presence and operations in
the region.

38 MIGA reports that it has acted as an honest broker between governments and private
investors in several preclaim situations.

39 As of 30 June 2000, 86 percent of MIGA's portfolio was outside the Asian and Pacific
Region, with almost 51 percent concentrated in the Latin America and the Caribbean.
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VI. Conclusion

74. ltis proposed that the Board approve the modifications to the partial
risk guarantee instrument as described in paragraphs 46 to 71 of this paper.

29






Appendixes

Number

Title
The Multilateral Investment
Guarantee Agency

Pricing of Political Risk
Insurance

Summary of Proposed PRG
and PCG Fees

Page

32

36

44

Cited on
(page, para.)
7,19

9,24

19,55

31



Appendix 1

The Multilateral Investment Guarantee Agency

1.  The Multilateral Investment Guarantee Agency (MIGA) was established
in 1988, as part of the World Bank Group.! At that time, several national
agencies and private insurers were already providing political risk coverage
to international investors. However, the varying eligibility criteria of national
agencies excluded certain investors, countries, or projects from consider-
ation. Private insurers were constrained in the terms and extent of coverage
that they offered.

A. Rationale for Establishing MIGA

2. The MIGA Convention designed a guarantee program to complement
rather than compete with national and regional investment insurance pro-
grams and private insurers of political risk. MIGA was to fill the niches, or
gaps, in the market caused by the differing eligibility requirements of the
other programs. In particular, MIGA could insure investments in countries
that were ineligible for coverage by other programs, or in projects for which
ownership, residence, or sources of procurement made the investor ineli-
gible.

3. There was also a broader rationale for the creation of MIGA. Its share-
holders comprised both industrial and developing countries, and MIGA would
be uniquely placed to serve as an honest broker, guiding all concerned
parties toward a common definition of fairness and equitable treatment.
This neutrality would help avert disputes from arising altogether, or provide
a channel for impartial mediation and amicable settlement when they did
arise.

4. This position of honest broker was enhanced by the MIGA Convention
requirement that MIGA must obtain the consent of a host government prior
to issuing an investment guarantee. Thus, beyond providing financial com-
pensation to investors for actual losses, MIGA's involvement in a proposed
project was meant to mitigate the likelihood that such losses would occur.

5. Finally, supported by its own membership of developed and develop-
ing countries, and by virtue of its own status as a member of the World Bank
Group, MIGA was designed to be particularly effective in recovering the great-
est amount possible in a loss situation. Altogether, MIGA was meant to have

1 World Bank. 1999 MIGA—The First Ten Years, Washington, D.C.
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a deterrent effect, which would be particularly valuable to investors in projects
acutely vulnerable to changes in host government policies and commitments.

B. Structure of Coverage

6.  From the beginning, MIGA's guarantee program has provided extended
protection (up to 20 years) against losses arising from transfer restrictions,
expropriation, war and civil disturbance, and breach of contract.

7. Eligible projects include new investments, and the expansion, mod-
ernization, privatization, or financial restructuring of existing investments in
a developing member country (DMC). Eligible forms of investments include
equity, shareholder loans, loan guarantees issued by equity investors, and
loans to unrelated borrowers (under certain circumstances). Technical as-
sistance, management, and franchising and licensing agreements also are
eligible, providing they have terms of at least three years and the investor’s
remuneration is tied to the project’s operating results.

8.  Eligible investors should be nationals of a member country other than
the country in which the investment is to be made. A corporation is eligible
if it is either incorporated in and has its principal place of business in a
member country, or if it is majority owned by nationals of member coun-
tries. State-owned corporations are eligible if they operate on a commercial
basis.

C. MIGA’s Development

9.  The early years laid the foundations for MIGA's takeoff in the midst of a
major surge in global foreign direct investment (FDI) flows. In its first five
years, country membership reached 107. Twenty-one guarantee contracts
were written in 8 host countries in 1992, with $313 million of coverage sup-
porting $600 million in investment. In the following year, 27 guarantee con-
tracts were written in 14 host countries, with $374 million of coverage sup-
porting $1.8 billion in investment.

10. During the following two years, MIGA grew to rank among the five
largest investment risk insurers in the world, with over $1.6 billion in out-
standing contingent liabilities. In fiscal year 1996,* the total number of mem-
ber countries climbed to 134. Sixty-eight guarantee contracts covering $862
million of new contingent liabilities were issued, bringing the cumulative

2 MIGA's fiscal year ends on 30 June.
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number of guarantee contracts issued to 223 and outstanding contingent
liabilities to about $2.2 billion. The amount of FDI facilitated totaled about
$14 billion.

11. In fiscal year 1999, the number of member countries reached 149.
MIGA issued 72 new guarantee contracts for $1,310 million in coverage and
had about $3.7 billion in outstanding contingent liabilities. Between fiscal
years 1990 and 1999, MIGA issued 420 guarantee contracts for $5.5 billion in
total coverage, facilitating an estimated $30 billion in FDI.

12. Toassess MIGA's role in stimulating FDI activity around the world, MIGA
conducted a confidential and anonymous survey of all current guarantee
holders in 1994 and 1996. Seventy-three percent of all MIGA clients responded.
A majority of the respondents in both surveys considered MIGA coverage to
have been “absolutely critical” in their decision to proceed with their planned
investment. Almost all reported a desire to use MIGA insurance again.

13. Some of the indicators of the direct development impact of MIGA-
guaranteed projects include the flow of capital, amount of output produced,
number of jobs created, and the exports and taxes generated. Between
years 1990 and 1998, MIGA-supported projects directly created an estimated
46,800 new jobs.

14. Asource of persistent concern has been that FDI tends to flow only to
a relatively small number of developing countries. In 1997, for example, 10
developing countries accounted for some 72 percent of all FDI flows (Table
Al). The People’s Republic of China alone received about $37 billion or 30
percent of the total.
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Table A1: FDI Flows to the Top Ten Recipient Developing
Countries ($ billion)

Country 1991 Country 1994 Country 1997
Mexico 4.7 PRC 33.8 PRC 37.0
PRC 4.3 Mexico 11.0 Brazil 15.8
Malaysia 4.0 Malaysia 4.3 Mexico 8.1

Argentina 2.4 Peru 3.1 Indonesia 5.8
Thailand 2.0 Brazil 3.1 Poland 4.5
Venezuela 1.9 Argentina 3.1 Malaysia 4.1

Indonesia 1.5 Indonesia 2.1 Argentina 3.8
Hungary 1.5 Nigeria 1.9 Chile 3.5
Brazil 1.1 Poland 1.9 India 3.1

Turkey 0.8 Chile 1.9 Venezuela 2.9
Top 10 share

in FDI to all

developing

countries (%) 74.2 76.1 72.3

PRC=People’'s Republic of China, FDI=foreign direct investment.
Source: World Bank.

15. However, since its inception, MIGA has deliberately allocated its scarce
guarantee resources in a manner that was contrary to the conventional
follow-the-herd phenomenon among international investors. In fiscal year
1998, MIGA guarantees outstanding in the 10 largest recipients still amounted
to only 27 percent of all guarantees.

16. Overall, MIGA's portfolio is well diversified by country. By the end of
fiscal year 1998, MIGA had guarantees outstanding for projects in 52 DMCs.
In all, MIGA has facilitated FDI into 62 DMCs. Of particular note, 28 percent of
MIGA's portfolio consists of projects in the poorest countries, countries that
are eligible for concessional lending by the International Development As-
sociation. Since it began operating, MIGA has issued about $1 billion in
coverage for investments in 26 of these countries, and has paid only one
claim in 2000 in relation to an expropriation event relating to a power project
in Indonesia.?

3 The expropriation claim was received in March 1999 and MIGA paid the claim in the
summer of 2000. MIGA’s gross liability under the contract is $15 million, of which $10.5
million is reinsured.
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Appendix 2

Pricing of Political Risk Insurance

1.  This appendix provides a brief overview of indicative premium rates
and fees currently seen in the market for political risk insurance (PRI) cover
from public and private sector institutions. While the actual fees charged
depend on a number of factors, including (i) the risks covered, (ii) complex-
ity of the transaction, and (iii) market conditions at the time the cover is
offered, these rates would be used by the Guarantee Committee as refer-
ence points when setting partial risk guarantee fees in the current environ-
ment.

A. Multilateral Investment Guarantee Agency (MIGA)

2. MIGA charges an application fee for definitive applications for guaran-
tee. The fee is $5,000 for guarantees up to $25 million, and $10,000 for guar-
antees over $25 million in the manufacturing and services sectors, and $10,000
for guarantees in the infrastructure, oil and gas, and natural resources sec-
tors. There is no charge for filing a preliminary application.

3.  The application fee is reimbursed under the following two conditions:
(i) if an application is made, and a guarantee is offered and accepted, the fee
will be credited against the first year premium; and (ii) if MIGA declines to
offer coverage, the fee will be refunded.

4. MIGA also imposes a processing fee for the extra costs it incurs when
considering projects that are environmentally sensitive (e.g., infrastructure
projects) or that have a complex financial structure. The initial processing
fee is $25,000. The unused portion of this fee is reimbursed if actual expenses
are less than this amount.

5. A commitment fee is charged if the applicant is not prepared to pur-
chase the coverage when offered. The commitment letter issued by MIGA
allows the applicant to reserve capacity. Commitments are valid for three
months. Commitment fees range from 0.25 to 0.50 percent of the coverage
offered.

6.  Guarantee (or premium) fees charged by MIGA are now market-related
and reflect a variety of factors including risks taken, complexity of the trans-
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action, and pricing of other similar transactions. In the past, however, MIGA
published so-called base rates to establish a benchmark for the pricing of its
guarantee fees. These base rates are shown in Table A3.1. While these base
rates were merely indicative and could be adjusted for each specific transac-
tion to preserve maximum flexibility in the pricing of its guarantees, MIGA
recently stopped publishing these base rates.

7. MIGA also charges a standby fee for the undisbursed amount of the
approved guarantee. These standby fees are typically half the guarantee fee.

Table A3.1: MIGA's Base Guarantee Fees (percent per annum)

Guarantee Cover Manufacturing Natural Resources Infrastructure

Expropriation 0.60 0.90 1.25

FX Transfer and 0.50 0.50 0.50
Inconvertibility

Political Violence 0.55 0.55 0.60

Breach of Contract 0.80 1.00 1.25

FX=foreign exchange.
Source: MIGA.

B. Bilateral PRI Providers

8.  The Organization for Economic Cooperation and Development (OECD)
recently established minimum premium benchmarks for officially supported
export credits, which attempts to group countries with similar sovereign risk
into seven categories and assign a minimum premium benchmark to each
group. While these minimum premium benchmarks technically do not ap-
ply to PRI, increasingly they are being seen as a benchmark for PRI premia by
some export credit agencies.

9.  Nevertheless, there is no single approach to PRI pricing among export
credit agencies. Some strictly follow market-pricing principles, while others
apply preapproved premia more or less independently of the risks covered
under the PRI. The indicative premium base rates currently used by Overseas
Private Investment Corporation (OPIC), one of the largest and oldest provid-
ers of PRI, are provided in Table A3.2 below.
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Table A3.2: OPIC’s Base Fees (percent per annum)

Guarantee Cover Guarantee Fee Standby Fee
Inconvertibility 0.45 0.20
Expropriation 0.40-0.90 0.20
Political Violence 0.40-0.70 0.20
Breach of Contract! n.a. n.a.
Source: OPIC.

C. Private Sector PRI

10. In the private sector, PRI premium rates are a function of supply and
demand, and rates for a country are dependent on the supply of insurance
capacity for that country. Thus, actual premium rates can vary by a factor of
two to three, depending on political events and country risk assessment.
During times of political crises in a country, PRI may become totally unavail-
able or be available only at prohibitively high rates.

11. The actual rating process of a transaction is somewhat arbitrary. Few
PRI underwriters are inclined to refer to base rates or a rating book when
they underwrite a transaction. Thus, it is difficult to predict the actual premia
that are to be paid, as the rating process is a highly subjective exercise. Table
A3.3 indicates how private sector PRI providers typically price their guaran-
tees. Table A3.4 summarizes fees and charges of major PRI providers.

Table A3.3: lllustrative Private Sector PRI Premia
(percent per annum, as of May 2000)

Guarantee Cover Premium Range
Expropriation from 0.45 upwards
with Breach of Contract? from 2.50 upwards
FX Inconvertibility 0.25-2.00

Political Violence from 0.30 upwards

1 OPIC provides breach of contract insurance within its expropriation cover. This is achieved
by way of guaranteeing the risk of nonenforcement of arbitration awards. For example,
OPIC can provide termination payment cover under, say, a power generation build-own-
transfer project. In this case, the beneficiary of the guarantee is assured timely payment
of the termination payment should arbitration proceedings determine that the govern-
ment has not complied with its payment obligations under the legal agreement.

2 Breach of contract is sometimes included in expropriation cover. When this cover in-
cludes breach of contract associated with a government or semigovernment entity act-
ing, for example, as an input supplier (e.g., raw water or fuel) or as a distributor or user
(e.g., power), the premium charged will be significantly higher than for simple expropria-
tion cover, especially if the cover goes beyond politically motivated disputes to commer-
cially motivated disputes.

38



's1sixe Aoljod Buioud 1es|d
ou ‘ei04oloy| ‘suolesado sy ul ease Aluoud e jou Ajpuennd ale asayl ‘sesluelend ysu |eonijod Japo ‘sidiound ul ‘ued yuswdoeAe pue
uoI10NJ1SU0d8Y 10} Jueg ueadoing oyl 9|IYAA “Siepiroid |Hd Joylo Jo asoyl 01 o|geledwod 10u aie pue sajdiound 183iew Yyium aoueplodde ul
18s 10U ale sobleydo Hyd s,jueg pHopA ‘AjBulploddy 1uswuianob 1soy oyl Ag eo1ueienblolunod e isuiebe Ajuo palolio ale SHHd Jueg PHUOA T

‘AjJuo sueo| 104 e

‘0002 AeN/|udy 1O Se ‘(epeil [BIOI}O 01 Palejal 10U “8°l) JOA0D JUBUWIISBAUI [Hd paseg-loyiewl 01 Ajuo saidde o|ge1 8yl Ul UOIBUIIOLU|: 810N

siesA oz 01 dn

109[o.d

ad uoljjiw L L$ 01
dn -1se1e1ul 18A0D
01 [ediound jo
1usoJad gg| snid
‘lediound ueoj jo
1us248d G 01 dn

W3] pue
19A00) WNWiXe\|

19A00 B8|buls

Jad “qusoltad
GC'l-G0 1€

18s sajes wniwaid
aseq ‘Ajpuaiin)

$934 |Hd

NdD lepun
pablieyo si 99}

99} 991ueIienh
pue ‘Juaw
-HWWOD ‘Buissad
-0Jd ‘uoneo|dde
ue Buisudwod
‘poseq-1oyIe|N

ainjonng 994

siepirolid

|Hd @1eAud 1o}
(NdD) welboid
Bunumiapun
9AIleI8d0o0o)

10B11U0D JO Yoealq
pue ‘@ous|OIA
|eonijod ‘uon
-euudousdxs ‘suon
-0l41Sal Jojsuell
wol} Buisue
S9SS0| 1sulebe

VOIN

sueo| pue Alnb3 4suoinyisuj [eidle[i}niAl

abeiano)n

v

S19pInoid |Hd 10le jo sabieyn pue sain3ondlg 9a4 Jo Alewwns :p°gy ajqelL

39



sieaA g| 01 dn

HWll OSd =y}
90IM} p8a9dXxa 0} 10U
(Ddd 8y Buipnjour)
108[0id pasiuelend

B 0] aouelsisse
[eroueuly gav

|e10} '8|ge|ieAe

JOU SHYJ ,uole
-puels,, !1salaul
pue |ediouud ueo|
Jo 1usdJtad Q| 01 dn

SS9
SI I8ASYIIYM ‘WG LS
10 15090 108[0id

JO 1ud21ad (g 1e 18S
Jwil| ‘3saleul pue
|jediound ueo| ay1

Jo 1usdJad Q| 01 dn

wua] pue
19A0) WNWIXe\l

1usolad 0
1e 189S 99}
@o1ueliendb
winWiulN

sjulod siseq
05¢-0G1 (Apusiino)
10 99} 991ueIEND

‘000'00€$-000°05%
JO 99} |esleiddy

$934 |Hd

("pP,3u09) si1apinoid |dd 10le\ Jo sabiey) pue sainioniig aa4 Jo Alewwng 'Sy a|qeL

dD Jepun pablieyd

8 01 S| 89

99} 991ueienh
pue ‘Agpueis

‘pUB-1UOY

e Buisudwood

‘paseqg-19)Je|N

peaids

Buipus| 8y} jo
j|ey punoJe ie 18s
u91J0 ale S99} 991
-ueleno ‘99} pua
-JUOJ} Ou Ing ‘e8}
a91uelenb e pue
|jesiesdde ue yim
paseg-1o3le|A

9in3oni}g 994

slalnsul
|Hd @1eAud 1oy
(dD) weuboud
991uelenbo)

10Be1U0D
JO yoeaiq pue
‘90Us|0IA |eonljod
‘uoneudoidxe
‘suol1ol1Isel
Jajsuelny

wol} Buisue
S9SS0| 1sulebe
AJuo sueon

10BJ11U0D JO Yoealq
pue ‘@ous|OIA
[eonjod ‘uon
-euudosdxs ‘suon
-0141S8. Jajsuely
wol} Buisue
S9SS0| 1sulebe
SUBO| SI9A0)

abesanon

a9jueienb
-133uno?d
INOYHM 9HHd
gqay pesodoud

aavi



Alljiger wnuwixew
paaibe ayi 10}
PaJIBA0D SI 1Salaul
pue |ediound Jo
1usd4ad Q| 01 dn

sieaA oz 01 dn

1S8191ul pue
|lediound ueoj Jo
1usd4ad Q| 01 dn

waa] pue
13A0D wnwixep|

1usoJad |

ueyl sso|

10} paInNd8s aq
ued s1onpold 1gep
1oy sysu |eonjod
1suiefe abe
-19A00 819|dw0)

19n00 9|buls

Jad 1usdiad g0
0} #°'0 wol} abuel
solel wniwaid
aseq ‘Ajpusiin)

$994 |dd

(*P,3u0d) siapinoid |4d 1ole\ o sabieyn pue sainloni}g 994 Jo Adewwing '€y a|qel

salel 19xiew
uey Jayiel
‘el1o110 Burond
pauiwialep
AJ|euaiul uo
paseq ale soa4

99} 9o1uelenb e
pue ‘es} Agpuels
e '09) Joulelal
Buisuudwoo
‘paseqg-193Je|N

2injonu}g 994

10BJIUOD }O
yoealiq se [|om se
‘00U8|OIA |ediijod
pue ‘uoiendoidxs
‘suonouisal
Jojsuesy wouy
Buisiie sosso|
1sulebe abelonod
Alnbs pue

199p Y109 si8jo

J9A0D
uoneudoidxe
Japun a|gejieAe aq
Aew 10eJ1U09 }JO
yoealg ‘92uUs|0IA
|eailjod pue ‘uoly
-elidoldxe ‘suoly
-0111S8. Jajsuely
woly Buisue
S9SS0| 1sulebe
SUeO| pue Alnb3g

abesano)

ILIN

Jldo

suonnyIsu| |essle|ig

41



sieoA
G|l 01 dn sI wis|

‘Junowe
paJnsul 8y} Jo
1u8248d 0@ 01 dn

wia] pue
J9A0D) WnWIXell

J9A09 suol}
-0111S8J Jajsuel)
pue 89us|oIA
|eonijod
‘uonendoldxs
Joj weolad /0
9l DYd 9y} 10}
solel wniwaid
‘g|dwexs ue sy

S99 |4d

("pP,3u09) siapinoid |4d 10lep Jo sabieyd pue sainjoniig 934 jo Adewwnsg :"gy a|qel

99} JUBWIHW
-Ww0d |enuue ue
AQ pelusw
-9|dwo9 ale s}
aa1ueiend |enuuy
'SUOI1BIaPISU0D
o14199ds-1098(oud
pue A;unod uo
paseq ale soo4

ainjonilg 994

sBuiyelspun
Juswiulanob Jo
yoealq se ||om se
‘@ous|oIA |eonijod
pue ‘uonendoldxs
‘suonolIIsal
Jajsuel) wouy
Buisiie sasso|
1suiebe abeian0d
Alnba pue

198P Yioq sisl0O

abesano)

aoo3



sieaA oz 01 dn

sal
-unod Jo dnolb 1o
S8111UN0J [BNPIAIPUI
10} 189S sebe

-19A0D WUNWIXBIA|

pouad paaibe
ue 10} PaISA0D

}SeJ81ul pue
|ediound ueo|
J0 1u8218d Q01

wia] pue
19A0) wnwixep|

elwald |4d

10} dlewyouaq se
pasn Ajbuisealoul
S1IpaJo 1odxa
payoddns
Al|eIo1440 10} syiew
-youaqg wniwsald
wnwiiuiw: s,do30

SOLIIUNOD Sl
-yby Jo4 solad
Gl yoeas ued
Aoy} ebelanod

Jo adA1 yoes

1o} sjulod siseq
0—0L oJe sos) 991
-uelenb wnuwiuip

$934 |Hd

("p,3u09) siapinoid |dd 10lep) Jo sabieyd pue sainjoniig a4 Jo Alewwing :p gy ajqel

pa198}40 19A0D
Jo Ajpuspuadapul
elwald paaoidde
-a1d Ajdde
siaylo ‘Buioud
1934eW MO||0}
awos ‘buloud
144 01 yoeoud
-de o|buis oN

soli0691e0

3SH XIS 01Ul
S81J3unod ||e Jo
UOI1BJI}ISSE|D B Uo
paseq sI Buiold
‘994 991uelenb
paseq-1oyiew e
pue ‘ea} Agpuels
e ‘(@9} oly-dn ue
03108} 9p) WL2Iad
G'0-€°0 40 .29}
Jusawysi|igeiss,, ue
Buipnjoul ‘buiond
paseg-1a3le|N

ainjonilg 994

a|ge|ieAe sAem|e
10U 10BJIU0D JO
yoealg ‘92uUs|0IA
|eoniod pue ‘uon
-eudoidxs ‘suon
-0111S81 Jajsueln]
woly Buisue
S9SS0| 1sulebe
Ssueo| pue Alnb3

19A0D
uoneudoidxe
Japun a|gejieAe aq
AeWw 10B11U0D }JO
yoealg ‘92uUs|oIA
|eoniod pue ‘uon
-eudoidxs ‘suon
-0111S81 Jajsueln]
woly Buisue
S9SS0| 1sulebe
Ssueo| pue Alnb3

abesanon

(30VS

‘INDN ‘33V409 ‘0a3

Buipnjoul) s1ayiQ

Jl43

43



a|qissod siesaA
G| 01 dn "siesA
G—¢ ‘Al|elausn)

uoljiw

0913 e 18s Hul|
ainsodxa 108(oid
a|buls sV

108loud

Jad 18A09 |Yd

jo uollig z$ 03 dn
jood, ued s,pAo|]

wia] pue
19A00) WNWIXe\|

Ayoeded
Bunumispun
pue puewsap

JO [8A8] By} UO
PBuipuadap ‘Ajpued
-IjluBbis a1enyonyy
Ued S|9A8| 994

1aA09 8|buls Jad
‘Jusdied G'2-GZ'0
1e 18S ale sajel
wniwaid wnw
-lulw ‘Apuaiing

$934 |dd

("pP,3u09) siapinoid |4d 10lep) Jo sabieyd pue sainjoniig a4 jo Alewwng :"gy a|qel

99} 9o1uelienb e
pue ‘ea} Aqpueis
e '99} Ju0l}

-dn ue Buisudwod
‘paseq-1a3le|N

ainjonng 994

10BJIUOD JO yoealq
pue ‘@ous|OIA
|eonijod ‘uon
-euudousdxs ‘suon
-0111S8. Jajsuelny
wouj Buisue
S9SS0| 1sulebe
sueo| pue Aunb3g

abesanon

oIV
‘uopuo jo s,pAo|

SI8pPINOId |Hd d1eAlld "D



99) 991uRIENB BY1 01Ul 1jINg

ol dn
pled ‘ueo| pssiuelenb ayl
JO @N|eA 92B) BY} UO PaIAS|

‘syulod siseq QQ| 1e 18s
Ajluaiind ‘ales paseq-193ie|\

a@ajuesenbo)
UM HYd 10199S 9)eALld

90UBAPE Ul ‘JUBWNJISUI

1gep BulAllepun ay} jo salep
1uswAed 1saia1ul uo pled
‘A||eo1dAy 88} ea1ueienb syl
JO 1us2Jad Qg 1€ 18S Ajlualind
99} Jewyouag 991WwWo)
a91uelenD ayl Aq paulw
-1819p 91kl Paseq-1a3IeN

JUOU4
dn pied ‘ueo| pesiuelenb

AU} JO 8N|eA 80B) Y} UO PaIAS|
‘syulod siseq QQ| 1e 18s
AjjusiInd ‘alel paseq-1odie|A

@ajuesenbiajuno)n
INOYHM HYd 101995 dleAld

“99) @o1URIENG BY) O1UI }|Ing

o044 dn piled ‘onel ueoj

gqay peieioosse 01 asjueienb
9yl uo Bulpuadap ueQ|
paajueienb ay) JO anjeA aoe}
8yl uo sjuiod siseq 0601

DHd 401988 21jqng

994 Agpuers

994 pu3j-juoiq

sabieyp asjuesenc

$994 DYd pasodoud jo Atewmwung

¢ Xipuaddy

45



‘Alj10e}) @91UBIENB0D BY) Jopun
01 pajus S| Joluelenbod ay}
99} 991ueliEnb By) JO abe1usd

-1ad e Buiuierals Aq pabieyo
8q |[IM 98} uonensiuiwpe ay|

‘@9nIWWo) 9ajuelens) ayl Ag

paulwlalep 91kl paseq-193ie|A

‘JusWwIuIoA0bD

1S0Y 8y} 01 Jamouloq ayi Ag
Anoauip pied aq |jIm ‘payisnl
JI ‘99} @81URIENBISIUNOD

Vv “luswnisul 1gep Bul
-AlJepun ay1 jo seilep uswAed
1S8J81ul 8yl UO ‘@oueApe

ulr o|jgeAed piedun psuiews.
Sey pue anp us|e} sey

YoIym DHHd 8yl Japun palsaA0d
1S8J81ul Jayio Aue (1) pue
‘poriad 1salaiul Buipssdons
BY1 Ul 8NIdJE [|IM 1By} 1S8lalul
ay1 (1) sn|d Buipuelsino ueo|
paajueienb sy JO anjeA aoe}
8yl uo palAg| ‘siuiod SISeq Qv

99juesenbiajuno)
YlUM HYd 10399S djeAlld

‘Alj10e) @91UBIENB0D By} Jopun
01 pajus S| Joluelenbod ay}
99} 991uelENnb BY) JO 8be1usd

-1ad e Buluielas Aq pabieyo
8q |[IM 98} uonensiuiwpe ay|

‘@9nIWWo) 9ajuelens) ayl Ag

paulwlalep 91kl paseq-1o3ie|A

‘Juswinisul 1gep Bul

-Aldlopun sy} jo selep luswAed
1S8J81ul 8yl UO ‘9dueApe Ul
a|geAed :!piedun psulewsal pue
onp usje) sey pue Hyd syl
Japun palaA0d 1S8Ia1ul 18Y10
Aue (11) pue ‘pouad 1sei81ul
Buipssoons syl ul 8NIdde

[|IM 1eyl 1salaiul ayi (1) snid
Buipueisino ueo| pesiuelenH
Sy} JO an|eA 89e) 8y} Uuo

PBIAS| 8 ||IM S99} 98luelenc)
'9911IWWOY) 881uelent) ayl Aq
paulwlalop 8lel Paseg-1adle|N

99juesenbiajuno)
INOYIM HHd 103935 djeAlid

JusawiuIaAob

1Soy ay1 03 @91ueienb

ay1 Jo Aseioijouaq ayl Aq
Anoauip pied aq [iim ‘payisnl
JI ‘09 @91uUBIENDIBIUNOD

Y luswiniisul 1gep BulApdepun
8y} Jo so1ep 1uswAed 1sa1o1Ul
BY} UO '9oUBAPE Ul IO Siealle
ul 9|geAed piedun paulewsal
Sey pue anp udj|e} sey

YoIyM HYJ 8yl Jopun paidsnod
1S8191ul Jay10 Aue (1) pue
‘poliad 1saio1ul Buipesdons
By}l Ul 9NJJJE |[IM 1By} 1S8Id1Ul
ay1 (1) snid Buipuelsino ueo|
paaiuelenb 8yl JO anjeA adey
9y} Uo palng| ‘swulod siseq Qf

DHd 403998 21|qnd

("pP,3u09) saa4 Hyd pasodoid jo Alewwing

(Ajuo weiboad
aajuesenbo) 10j§)
994 uonesiuiwpy

994 9I9jueienn

sabieyy aajuesenn

©
<



	I. Introduction
	II. An Overview of the Political Risk Insurance (PRI) Market
	A. Types of PRI Investment Coverage
	B. Major Underwriters in the PRI Market
	C. Premium Rates and Loss Histories of Major PRI Underwriters

	III.Review of ADB’s Partial Risk Guarantee (PRG) Program
	A. Existing Policy Framework for PRGs
	B. Review of Experience

	IV. Recommendation for Changes to ADB’s PRG
	A. Redefining the Coverage of the PRG Instrument
	B. Defining the Fee Structure
	C. Covering Interest
	D. Introducing a PRG Prudential Limit
	E. Introducing a Coguarantee Program and a Collaboration Program
	F. Improving the Product Name
	G. Improving Communications with the Market and Potential Users
	H. Creating a PRG Focus Group
	I. The Use of ADB’s Financing Instruments and Staff Implications
	J. Summary of Proposed Changes to the PRG

	V. Potential Benefits of the Proposed PRG Program
	VI. Conclusion
	Appendixes



