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Executive Summary: 
 

Increasing political volatility poses a threat to insurable assets across the globe. Overall 
global rates of instability are up significantly since 2012 and are expected to continue growing.1 In 
2018, the Willis Towers Watson/Oxford Analytica Political Risk Survey found that 55% of 
respondents with net sales greater than $1 billion suffered losses from political risks. Political 
volatility can manifest in a number of forms, which may vary in importance or impact for the 
insurance industry from time to time. For example, rising populism feeds an increasing trend toward 
trade protectionism which carries risk for international business and growth.2 Currency fluctuations 
can increase instability and unrest, and exchange transfer risk is a key driver behind political risk 
losses.3 An escalation in the U.S-China trade war could leave companies with falling revenue, 
contract issues, tit-for-tat tariffs, and have far-reaching impacts through the global economy.4 
Terrorism continues to be a threat, increasingly targeting public spaces and concentrations of people, 
exposing businesses to potentially significant losses.5 Systemic and secondary impacts of political risk 
will have compounding effects throughout the global economy, ensuring the impact of political 
volatility in distant or unexpected areas.6 Taken together, these facts represent significant market-wide 
opportunities and risks for specialty insurance. 

Increased political risk, the evolution of traditional political risk, and the interconnected 
nature of various risks mean that there is a significant opportunity to write more political risk 
insurance (PRI) in the specialty insurance market. Consumers who are familiar with limited or 
traditional types of PRI may be surprised to learn that it is more complex than they first imagined 
and that nuanced coverage for things like terrorism or business interruption may be able to afford 
them a greater level of protection.7 The fact that levels of political instability have been on the rise for 
over six years, and continue to grow, indicates this opportunity can be expected to remain open. The 
NAIC Center for Insurance Policy and Research (CIPR) reports that there are approximately 60 
insurers offering political risk coverage globally, with the market having a theoretical single risk 
capacity of $3 billion.8 They mention Zurich American Insurance, Lloyd’s, AIG, Chubb, and 
Sovereign as the largest participants in the market. 

That said, there are threats to the specialty insurance market. Political risks are becoming 
 

1 Ahir, H. et. al. “Global uncertainty is rising, that is a bad omen for growth.” Vox EU. November 29, 2018. 
https://voxeu.org/article/global-uncertainty-rising-and-bad-omen-growth 
2 Gallin, L. “Rising terror threat, populism, political challenge a challenge for businesses: Aon.” Reinsurance News. 
April 11, 2019. https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-
businesses-aon/ 
3 Willis Towers Watson. “Credit and political risk claims review – 2018.” Willis Towers Watson. January 21, 2019. 
https://www.willistowerswatson.com/en/insights/2019/01/credit-and-political-risk-claims-review-2018 
4 Willis Towers Watson. “Credit and political risk claims review – 2018.” Willis Towers Watson. January 21, 2019. 
https://www.willistowerswatson.com/en/insights/2019/01/credit-and-political-risk-claims-review-2018 
5 Gallin, L. “Rising terror threat, populism, political challenge a challenge for businesses: Aon.” Reinsurance News. 
April 11, 2019. https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-
businesses-aon/ 
6 O’Rourke, M. “Global uncertainty on the rise.” Risk Management. April 1, 2019. 
http://www.rmmagazine.com/2019/04/01/global-uncertainty-on-the-rise/ 
7 Gallin, L. “Rising terror threat, populism, political challenge a challenge for businesses: Aon.” Reinsurance News. 
April 11, 2019. https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-
businesses-aon/ 
8 CIPR. “Political Risk Insurance.” NAIC. January 10, 2019. 
 https://www.naic.org/cipr_newsletter_archive.htm  

https://voxeu.org/article/global-uncertainty-rising-and-bad-omen-growth
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.willistowerswatson.com/en/insights/2019/01/credit-and-political-risk-claims-review-2018
https://www.willistowerswatson.com/en/insights/2019/01/credit-and-political-risk-claims-review-2018
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
http://www.rmmagazine.com/2019/04/01/global-uncertainty-on-the-rise/
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
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complex for political experts to accurately assess what factors can make a country fragile and 
therefore politically risky for businesses.9  Observations that there is synchronization of economic 
and political uncertainty in advanced economies mean that brokers and underwriters can no longer 
count on political risks in certain areas to remain contained.10 The interconnectedness of businesses 
and the global economy will see political risks interact with new technologies, climate change, and 
shifting demographic factors in new and unpredictable ways. Finally, the nature of political instability 
– such as those trends which move towards populism and trade protectionism – may have an impact 
on investment performance and economic growth with impacts for insurer capital flow. 

Brokers and underwriters active in PRI may find utility in expanding their knowledge of 
what sort of niche products are available in the specialty insurance marketplace and making their 
partners in the insurance transaction aware of them. Insurers may want to consider whether 
increasing and evolving volatility means that there are new synergies between PRI and other lines of 
business that will allow them to add additional value for insureds. Similarly, brokers and 
underwriters in lines not traditionally impacted by political risk may want to consider whether 
increasing volatility and instability may have unforeseen impacts on their own work. Industry leaders 
should consider the broader strategic picture to determine whether long-term planning, a premium 
surcharge, or other pricing measures may be required to insulate their business from the direct and 
indirect effects of ongoing political volatility. 
 
Implications: 
 

• Geopolitical risks can be interrelated; people risk, investment and return, business resilience 
and value chain, climate and environment, cyber risk and reputational risk. Each component 
needs to be evaluated holistically in terms of profitability, capacity, and demand.11  

• The ways of managing economic risks are shifting with rising losses due to political risks. 
This must become part of the strategic decision-making within insurance organizations. 

• The flexibility of the insurance industry to deploy capital freely across borders to where the 
best return can be achieved may be impacted. 

• Growth of emerging markets may be limited or slowed down by anti-globalization 
movements within countries. 

• Populism and trade protectionism increase the exposure to contract cancellation, supply 
chain disruption and business interruption following related government actions. 

• Trade restrictions and other forms of political disruption can pose risks – even to businesses 
that are not directly involved. 

• The increased frequency of terrorists targeting public spaces with a high concentration of 
people creates significant exposures or businesses, increasing the need for insurers to 
provide coverage for nuanced exposures like “denial of access” as part of a security 

 
9 Meyer, H. “Political risk insurance and its effectiveness in supporting private sector investment in fragile states.” 
International Growth Centre. May 2018. https://www.theigc.org/wp-content/uploads/2018/05/Political-risk-
insurance.pdf 
10 Ahir, H. et. al. “Global uncertainty is rising, that is a bad omen for growth.” Vox EU. November 29, 2018. 
https://voxeu.org/article/global-uncertainty-rising-and-bad-omen-growth 
11 Haggman, A, “How forward-thinking power companies are managing their geopolitical risks”. February 11, 2019. 
https://www.willistowerswatson.com/en-US/Insights/2019/02/how-forward-thinking-power-companies-are-managing-their- 
geopolitical-risks 

https://www.theigc.org/wp-content/uploads/2018/05/Political-risk-insurance.pdf
https://www.theigc.org/wp-content/uploads/2018/05/Political-risk-insurance.pdf
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https://www.willistowerswatson.com/en-US/Insights/2019/02/how-forward-thinking-power-companies-are-managing-their-geopolitical-risks
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operation, loss of attraction following a terrorist attack, or the impact from acts of violence 
where motives aren’t immediately apparent; extending cover to include “malicious” loss 
triggers.12 

 
COVID-19 Specific Implications   
 

• Destabilization in mature or non-emerging markets which could increase loss exposures. 
• Increasingly active governments which will stoke civil unrest leading to higher frequency of 

severe losses.  
• Closed trade borders and a focus on nationalism will require a new understanding of the 

complexity of the risks. 
• A depression or prolonged recession may reduce trade or provide a shrinking premium base. 

 
Opportunities: 
 

• The current political and economic environment is driving demand for new products: the 
Non-Trade segment is recognizing the benefits of PRI, banks are seeking ways to transfer 
risk and support capital relief requirements, and corporations are looking for protection 
against evolving political risk like terrorism and cyber threats. 

• Because there is no standard PRI policy, insurers have the ability to tailor a policy by various 
perils and terms. 

• Winners will be brokers and carriers that manage to develop deep understanding of 
emerging risks with strong data and analytics capabilities and offer innovative propositions 
that span across all key segments. This will allow them to charge premium rates for value-
add services rather than earning diminishing returns for standard insurance cover. 

• Companies that traditionally took out political violence insurance are expanding their cover to 
buy broader political risk cover on a global basis. 

• Increasing markets for risk mitigation, consulting, and other services are an opportunity for 
wholesalers and carriers that have the specialized expertise in these areas. 
 

COVID-19 Specific Opportunities13 
• Access to new markets as standard carriers seek to reduce or eliminate product offerings. 
• New capital may arrive that is not constrained by losses pre-dating the coronavirus. 
• Overall capacity and working capacity may fall allowing rates to improve and more 

accurately reflect the new exposures. 
 
 

 
12 Gallin, L. “Rising terror threat, populism, political challenge a challenge for businesses: Aon.” Reinsurance News. 
April 11, 2019. https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-
businesses-aon/ 
13 Howard, L.S. “Enstar Boosts Capital of StarStone U.S. by $610M with Noonan, Consolino as Execs” Insurance 
Journal. June 11, 2020.  
https://www.insurancejournal.com/news/national/2020/06/11/571898.htm 

https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.reinsurancene.ws/rising-terror-threat-populism-political-tensions-a-challenge-for-businesses-aon/
https://www.insurancejournal.com/news/national/2020/06/11/571898.htm
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Threats: 
 

• Insurers and reinsurers face a huge challenge in developing affordable and effective solutions 
that meet the needs of businesses in a complex and ever-evolving political risk landscape. 

• Depending on how insurers and governments view specific events, terrorism and political 
risk claims can be denied by insurers deeming the event is covered by another type of policy. 

• For multinational companies, a significant change in one region can have a cascading impact 
on many other levels, such as suppliers and employees. Wholesalers and carriers with a larger 
geographic footprint will be better positioned to react to these changes versus smaller 
regional players. 

• As insurers respond to an increased focus on Environmental, Social, and Governance (ESG) 
criteria, businesses, especially in the energy industry, may find it difficult to find capacity. 

 
COVID-19 Specific Threats  
 

• Continued uncertainty and potential litigation surrounding the insurers’ and government’s 
view of losses. This will be compounded by the reinsurance market. 

• COVID-19 is a global pandemic and occurring simultaneously around the world which 
could lead to outsized losses for carriers. This may lead to bankruptcies and/or 
consolidation. 

• The economic impact associated with COVID-19 will increase the likelihood of political 
instability. In the United States, the quarantine response to the virus was largely responsible 
for the unemployment rate going from 3.5% in February to an unprecedented rate of 14.7% 
in April.  While the overall unemployment rate fell to 13.3% in May, the unemployment rate 
for Blacks grew to 16.8% and for Hispanics it was 17.6% (Bureau of Labor Statistics).  From 
an international perspective, a study by the Brookings Institute estimated that extreme 
poverty across the globe will increase by 50,000,000 people as a result of COVID-19. The 
disproportionate economic impact of COVID-19 on the poor, both in the US and in other 
countries, will certainly increase the likelihood of political instability.   

• Beyond the risk of disproportionate economic impact affecting political stability, a 
disproportionate impact on the safety and wellbeing of individuals will also likely affect 
political stability. A recent study by the New York City Health Department found the 
COVID-19 death rate per 100,000 people to be 92.3 for Black/African Americans patients 
and 45.2 for White patients.  
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