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A Candid Discussion Between Professionals About PRI for Investments in  
Microfinance 

Mac Johnston (robert wray pllc): Incofin has a global PRI policy 
with ONDD covering microfinance exposures in a number of coun-
tries. Was this a first for both of you – the first PRI policy for Incofin 
and the first major policy covering investments in microfinance insti-
tutions (MFIs) for ONDD? 
Loïc De Cannière (Incofin): Yes. I knew political risk insurance from 
my previous job, and when I started at Incofin, I explained the advan-
tages of a PRI policy, and this was absolutely endorsed by the board, 
mainly, I think, for the aspect of transfer risks. 
Lieven Dupon (ONDD): Of course, as an ECA, we have been offer-
ing PRI cover for a long time. Incofin was our first MFI client for PRI 
policies. In the first phase, Incofin made the decision on whether or 
not to be covered on a certain transaction, on a case by case basis. 
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The big boost on the relationship between Incofin and ONDD was 
the introduction of the concept of having a portfolio cover whereby 
you can state that any transaction that fits the policy criteria bene-
fits from the policy, and this also was attractive as to pricing. 
Mac: Other than transfer risk, what were Incofin’s concerns about 
political risk that they wanted to see covered in the policy?  
Loïc: We thought that the risk was high in certain countries; how-
ever, after a while we understood that we are not specialized in 
assessing the political risk of a country as we are in assessing the 
financial risk profile of a microfinance institution. So we were very 
happy that we were able to convert the coverage into a portfolio 
insurance. Of course, we continue to assess the political risk of a 
country – but let’s say that we feel much more comfortable with 
this. And after all these years, I think we are satisfied with this be-
cause we are investing in difficult countries, and in many of those 
countries, incidents took place while we were there. Take the Rus-
sian invasion in Georgia; the uproar in the Rift Valley in Kenya; 
and, of course, Nicaragua. At a certain point there were problems 
in Guinea with the transfer of funds. 
Mac: What is the tenor of Incofin’s policy?  
Lieven: The concept is really a portfolio cover, which is to be re-
confirmed each year, but it has the system, which I think in English 

(Continued on page 4) 

by Philip Skinner 

Expropriation Risk in the “BRICs” 

Which assets in a portfolio are most at risk from 
expropriation is a question that is being pushed 
higher up the agenda and appearing on it for the 
first time for many. However, fears and reality are 
hardly ever the same thing. In this article we aim to 
examine the effect the credit crunch has had on 
expropriation risks and what the outlook is going 
forward for the four most talked about emerging 
markets: Brazil, Russia, India and China (the 
BRICs).  
BRAZIL 
Despite President Lula's left-wing political orienta-
tion, his government has not espoused nationaliza-
tion policies. It has not challenged the privatization 
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W e conducted an inter-
view jointly with Loïc 

De Cannière, Managing 
Director of Incofin (left), 
the prominent microfinance 
investor and fund manage-
ment company, and Lieven 
Dupon, Senior Under-
writer at ONDD (right), 
Belgium’s national export 

credit and political risk insurer. The result is a candid discussion, 
interesting and informative, and not just with respect to coverage for 
microfinance investments.   

P hilip Skinner, consultant at Exclusive 
Analysis, Ltd., looks at the risk of expro-

priation in these important investment sites. 
Exclusive Analysis is a specialist intelligence 
company that forecasts commercially relevant 
political and violent risks worldwide.  

For every international investor there is always 
the unknown variable of political risk that can not 
be modeled by traditional statistical models. 
Growth, inflation and interest rate forecasts all 
help in painting a picture of a country, but it is an 
appreciation of the political and economic ideol-
ogy of a government and its people that com-
pletes it. At times of crisis, such as the current 
economic downturn, uncertainty about the deci-
sions that politicians will make is accentuated. 



 

 

program that Brazil undertook in the 1990s either. Such a divest-
ment program netted the country $87 billion; nearly half of the as-
sets were acquired by foreign investors. Foreign investors' interest 
in the country has grown rapidly; the global crisis resulted in a 50% 
decline in FDI (foreign direct investment) to $26 billion during 2009. 
However, as the country gets out of recession FDI is bouncing 
back, with estimates of $45 billion inflow of FDI for 2010. President 
Lula is eagerly promoting the country abroad; bilateral investment 
treaties like a technological and military cooperation accord with 
France are advancing.  
Factions of left-wing parties and social movements, however, 
strongly campaign for a reversal of privatization. Vale, which has 
grown to become the world's largest iron ore miner after being pri-
vatized in 1997, has turned out to be the main focus of this cam-
paign. In 2007, labor unions, student groups and the Landless 
Workers Movement (MST) organized an informal plebiscite to call 
for its renationalization, managing to collect three million votes. 
President Lula rejected the proposal out of hand, but in 2009, as a 
concession to left-wing quarters, he put pressure on Vale to in-
crease domestic investment to minimize job losses. Lula used this 
anti-privatization sentiment during his re-election campaign in 2006 
to discredit his main opponent. That same strategy is likely to be 
used by Dilma Rousseff, Lula's handpicked candidate for his suc-
cessor, in the 2010 presidential race.  
Yet the election will probably lead to delays in the passage of a 
constitutional amendment allowing for the seizure, without any com-
pensation, of farms that condone the use of slave labor. The bill 
was originally proposed in 2001, but lawmakers sympathetic to 
farmers have stalled the process. They say the bill's definition of 
slave work opens the door to arbitrary decisions, and that the sup-
posed slaves are just part of the estimated 59% of Brazilian workers 
who are unregistered. Brazil's 1943 labor legislation does not recog-
nize seasonal and temporary work, which farmers say are essential 
to make their businesses viable.  

The government is stepping up efforts to get a new oil law ap-
proved. Although the new law is not expected to lead to nationaliza-
tion, it is likely to introduce changes to contractual conditions to 
secure increased state revenue via taxation and royalties. Moves to 
boost royalties on mining are being considered and industry execu-
tives fear that their nationalistic tone may scare new investment. 
Although President Lula will continue facing strong pressure from 
radical left-wing constituencies, particularly within the ruling party, to 
nationalize companies operating in sectors deemed strategic, he is 
very unlikely to heed those calls.  
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RUSSIA 
Expropriation of private property in Russia is limited primarily to the 
extractive sector in Russia. The takeover of assets owned by en-
ergy giant Yukos in 2003, following the arrest of its owner, Mikhail 
Khodorkovsky, was the last example of outright expropriation – 
without compensation – of a major business venture in Russia. In 
order to achieve its goal of state dominance in strategic extractive 
sectors, the government now prefers to exert influence indirectly: by 
imposing back-taxes, threatening environmental fines or exploiting 
its powerful presence in the energy sector. For example, in 2007, 

UK-Russian oil firm TNK-BP was forced to sell its stake in the 
Kovykta field to Gazprom after the latter had threatened to deny 
TNK-BP access to the gas pipelines that carry exports to western 
Europe. In July 2007, Russian authorities were also able to engi-
neer the sale of the oil major Russneft to Oleg Deripaska, after initi-
ating a criminal investigation against the firm's then owner Mikhail 
Gutseriev, a figure considered to be politically unreliable by the si-
loviki faction within Russia’s ruling elite. Similarly, large environ-
mental fines were threatened against the Sakhalin-2 consortium to 
force the project participants to cede a controlling stake to Gazprom 
in the autumn of 2006. 
It is likely that expropriation risks across all sectors will decline in 
Russia over the next three years, with the exception of the extrac-
tive industries, for two reasons. First, a division between the Prose-
cutor General's Office, controlled by the so-called liberal faction, 
and the Investigative Committee, controlled by the siloviki, ensures 
that no single political faction is able to press bogus charges against 
business entities with the same ease as before. Second, the Law on 
Foreign Access to Strategic Sectors that came into effect in May 
2008 clarifies the rules of operation in strategic sectors and limits 
the state's ability to discriminate against investors. However, be-
cause of the highly lucrative nature of extractive projects, indirect 
pressure on foreign investors holding a majority stake in these will 
be significant despite legislative changes. That said, the state will 
likely compensate those forced to surrender their economic inter-
ests, albeit potentially at a lower than market price. 
INDIA 
The two main national parties in India - the Congress (currently in 
power) and the opposition Bharatiya Janata Party (BJP) are both in 
favor of economic reform, trade liberalization, and progressive de-
regulation of key sectors. The current government, under Prime 
Minister Manmohan Singh, is encouraging privatization and foreign 
direct investment to reduce its fiscal deficit, divest itself of stakes in 
loss-making public sector enterprises and raise funds for large-

(Continued on page 3) 

Expropriation Risk in the “BRICs” (cont’d.) 

[B]ecause of the highly lucrative nature of extractive 
projects [in Russia], indirect pressure on foreign inves-
tors holding a majority stake in these will be significant 
despite legislative changes. 

Although President Lula will continue facing strong 
pressure from radical left-wing constituencies, particu-
larly within the ruling party, to nationalize companies 
operating in sectors deemed strategic, he is very 
unlikely to heed those calls. 
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scale infrastructure construction across the country. In 2010, the 
government further facilitated foreign investment by simplifying ad-
ministrative procedures for foreign companies purchasing stakes in 
Indian firms, for instance reducing the number of forms required 
from more than 30 to just one. The government's policy of attracting 
foreign investment means that the risks of government expropriation 
are minimal.  
However, foreign investors in India do face issues concerning regu-
latory uncertainty. The legal system puts a number of restrictions 
and imposes a stamp tax on the transfer of land. Land titles lack 
clarity, making it difficult to buy and sell land. Moreover, in India, 
state governments possess broad regulatory powers and important 
issues such as zoning, land-use and environment can vary from 
one state to another. Opposition from labor unions and political 
constituencies has also slowed reform in such areas as land and 
labor. For instance, middle-income farmers who have gained eco-
nomic leverage through agricultural subsidies exert political pres-
sure on the land reform process. These farmers are strongly op-
posed to land reform and are likely to lobby state governments to 
reject major industrial projects that they perceive as damaging their 
livelihood. A recent example of this concerns the $12 billion invest-
ment by South Korean steel-maker Posco in a steel mill and port in 
Orissa in eastern India. Although backed by the central government, 
the Posco project was delayed from 2005 until mid-2010 due to land 
protests and legal challenges in the Orissa courts but has now gone 
ahead. Such delays, accompanied sometimes by protests, charac-
terize the risks that foreign investors face for their Indian projects 
rather than outright government expropriation.  

CHINA 
Since 1978, when the country officially launched its so-called 'open 
door' policy, there have been no incidences of expropriation of for-
eign assets in China. The World Bank reports that the transparency 

of transactions in China is higher than the OECD average, although 
the ability of shareholders to sue officers and directors for miscon-
duct and the level of director liability, are, respectively, five and 
three times lower than the OECD average. Nevertheless, the legal 
environment for doing business in China can be expected to be-
come more aligned with international practices as the economy is 
further liberalized.  

With respect to property ownership, all land belongs to either the 
state or local collectives. The state owns all mineral resources, wa-
ters, forests, mountains, grasslands and beaches, as well as all 
urban land, while local collectives own all rural and suburban land, 
except specific portions that belong to the state. In March 2007, the 
government approved a landmark private property law that strength-
ens primarily the legal protection for rural land worked on by farming 
communities. The new law is aimed to tackle the growing problem 
of illegal land requisitions by property developers and local officials. 
While landownership cannot be transferred, real estate property 
above the land and land-use rights may be transferred without af-
fecting the ownership of the land. Land-use rights entitle the individ-
ual to the right to possess, use and profit from the land, but only 
under the conditions stipulated in the land grant contract or alloca-
tion certificate. Chinese law now allows foreign businesses to hold 
long-term land-use rights.  
While the process of changing the conditions of a land grant con-
tract can be lengthy, the registration of personal property is more 
straightforward due to the limited level of ownership of private prop-
erty. According to the World Bank, it takes three steps and 32 days 
to secure rights to property, which is, in fact, quicker than the OECD 
average. Nevertheless, China still lacks a comprehensive system of 
real estate registration, and the government only published its first 
complete registry of ownership in 2004. In addition, as land owner-
ship rests exclusively with the state, it has the legal right to confis-
cate land on the grounds of national security and public interest. 
However, the government is again unlikely to confiscate foreign 
assets unless the asset in question specifically compromises 
China's national security. ■ 

Expropriation Risk in the “BRICs” (cont’d.) 

 [China] has the legal right to confiscate land on the 
grounds of national security and public interest. How-
ever, the government is again unlikely to confiscate 
foreign assets unless the asset in question specifically 
compromises China's national security. 

The [Indian] government's policy of attracting foreign 
investment means that the risks of government expro-
priation are minimal. However, foreign investors in 
India do face issues concerning regulatory uncer-
tainty…delays, accompanied sometimes by protests, 
characterize the risks that foreign investors face for 
their Indian projects rather than outright government 
expropriation. 
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This will be the last printed issue of The PRI Newsletter. Beginning with the Spring 2011 issue, The PRI 
Newsletter will only be distributed electronically. If you have been receiving the hard-copy version and 
would like to receive future editions of The PRI Newsletter electronically, or if you have friends or col-

leagues who would be interested in joining our distribution list, please e-mail us at 
info@robertwraypllc.com.  
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course of that discussion, we became aware, as the insured party, 
that political events were considered in the policy as physical de-
structions of agencies or branches of a microfinance institution and 
with violence and everything, whereas situations can be much more 
subtle and much more sophisticated. The political behavior in a 
country can lead people, for several reasons, not to repay and pro-
gressively run the institution into bankruptcy and this is of course 
the difficult area which needed to be clarified among us – and which 
also caused some, well, some discussions and some tensions also 
between us – whether or not the political risk insurance was appli-
cable. 
Lieven: And to add on that, I think it was also a kind of a wake-up 
call whether the insured and the insurer both understand the same 
thing. I mean, do we understand each other on what is covered and 
what is not covered, and that leads to more detailed discussions. 
You don’t have a miracle solution, of course. Some cases will be 
straightforward, like, for example, the non-transfer cover: either you 
can get the money out of the country or you can’t. But especially as 
to government action/inaction, things like that, we will try to specify 
things. It will always remain a difficult area, whereby you will have 
discussions and also, in a way, base yourselves on trust that one 
party or another will act in a reasonable way in assessing it, be-
cause these are not black and white situations. 
Mac: It is known that ONDD paid a claim under the Incofin policy for 
a loss in Nicaragua. What can you tell us about that experience? 
Did you learn something important in the process?  
Lieven: Well, what can we disclose on that?  What did we learn? 
We learned a number of things. We learned, for example, that one 
important risk in the industry is the phenomenon of the non-
payment movement, which we weren’t aware of or we didn’t feel it 
was a major risk. That was new to us. And linked to that, the funda-
mental question: to what extent can you call a non-payment move-
ment a political event, because you have a non-payment movement 
in Nicaragua but in other countries you have similar types of pres-
sure groups.  

Loïc: One major one also in India… 
Lieven: In India, yes. So you can question yourself: is this a political 
movement or would you rather call it a social movement or what-
ever? So there you come to the real fundamental question: should 
this be regarded as a political risk? That was the first challenge, I 
think. That was a very important challenge. And I think another ele-
ment is the same as interest rate caps, which was also for us a kind 
of a wake-up call: whoa, this is a phenomenon happening not only 

(Continued on page 5) 

they call it “risks attaching,” so in a certain policy period, for exam-
ple this year, you attach risks on it with a certain tenor, for example 
five year transactions, or three years or whatever, and these are 
covered. And if we were not to renew the policy, for example, next 
year…we cannot withdraw on that five year transaction. 

Mac: How about equity?  
Lieven: For equity transactions on countries open for ONDD cover 
we can offer long tenors. I mean, I think we have never had an is-
sue with the fact that Incofin is saying “I want cover for ten years,” 
and we are saying we cannot do it.  
Loïc: No, but in some countries you put restrictions on tenor of the 
insurance. Like when we want to extend a three year loan in Tajiki-
stan you would say “No, we would only offer you cover for one 
year,” and then we get into problems. So we need to structure a 
loan which is callable after one year, that kind of thing.  
Lieven: And that’s because if you have countries whereby there are 
transfer restrictions and we are off-cover for medium-term deals, the 
solution might be that Incofin offers one year deals or 18-month 
deals and then we can follow. But that is indeed because of the 
country risk appetite, not because of statutory restrictions.  
Mac: Was the original ONDD policy “off the shelf” or was it tailored 
to MFI risks?  
Lieven: Yes indeed, it was a classic, standard wording. But I have 
to add that we are currently in the process of adapting the insurance 
cover to the microfinance industry and this is a process that has 
been going on for a couple of months and now we’re in the final 
stage of this. We have learned from last year that the policy needs 
some adaptation to the microfinance industry, in order to clarify 
whether or not certain events can be interpreted as, for example, a 
government action event. I think that it’s a natural evolution that you 
start with a client or with an industry covering it with your standard 
wording and when the scope becomes larger and larger and you 
learn from experiences, that you try to bring some tailor-made ele-
ments into it. That’s basically the message I want to bring here. 
Mac: Ok. At whose initiative was it – at yours or Incofin’s? 
Loïc: I think it came as a consequence of our discussions on a spe-
cific case, where we discussed whether there was a link between 
some political event and the defaults of a microfinance institution 
and whether – yes or no – you could say that the default in the mi-
crofinance institution was a consequence of political events. In the 

We thought that the risk was high in certain countries; 
however... we understood that we are not specialized in 
assessing the political risk of a country as we are in as-
sessing the financial risk profile of [MFIs]. So we were 
very happy that we were able to convert the coverage 
into a portfolio insurance. (Incofin) 

[W]e are currently in the process of adapting the insur-
ance cover to the microfinance industry...in order to 
clarify whether or not certain events can be interpreted 
as, for example, a government action…(ONDD) 
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in Nicaragua, but in some other countries as well. And with the 
same question, should the policy pay – yes or no?  And then you 
come to the question: is an interest rate cap reasonable or not? 
Because any country, including Belgium, imposes interest rate caps 
on, for example, consumer credits, so there you come to an inter-
esting question: to which extent should the insurance policy pay if a 
government – even a democratically voted government – imposes 
democratic measures through parliament? So this case really made 
us think on how to address all this.  

Loïc: Yeah, I think that what was important in Nicaragua was that at 
a certain point of time you acknowledged as ONDD that the move-
ment had a clear political dimension because it got the explicit sup-
port from the president, a law was debated in the parliament, and 
now it has been approved – so this was, as I understand, Lieven, 
for you, the critical point to say yes, it’s not only a social movement. 
It’s a political movement. 
Lieven: Indeed. And I think there it’s interesting for clarifying the 
policy for the future that our view is that a political risk insurer 
should not cover a social movement, for example of farmers in 
some region opposing on paying some of their loans because they 
feel it is too expensive. This is not political. But if of course the 
whole country is involved, including ex-presidents and presidents 
and politicians et cetera, et cetera, to a certain extent you have to 
judge OK, is this becoming a political matter? But that is not an 
easy exercise. 
Loïc: An interesting case is now something which happened in In-
dia – without any consequence on our portfolio, Lieven, so don’t be 
preoccupied [laughs] – where the religious leaders in Karnataka 
were calling not to repay the loans. There’s also a “no-pago” move-
ment in India that’s mixed with religious elements, so this is a very 
difficult situation to judge: is this political or not? Ok, there have 
been no statements made by politicians as such, it is a mix of relig-
ion and no-pago, but of course we would like to see this covered by 
an insurance, but I understand that it will not be easy. 
Lieven: No, that will not be easy because with the Nicaragua case, 
such non-payment movements reflecting anger or mistrust of the 
industry by borrowers is a risk inherent to the industry, but that can-
not be regarded as a political risk. Except if indeed you have politi-
cal driving forces behind it, which is difficult to prove. In the Nicara-
gua case we came to the conclusion that these impulses from the 
political world were clearly there. But as a starting point, a non-

payment movement is something that is not, should not be covered 
by a political risk insurer. That’s really the lesson we learned. And 
another thing in Nicaragua was that you had political violence, 
which is a classic cover element, but was this political violence an 
important element, or was this a kind of side phenomenon? Was the 
major issue that people simply do not want to pay also motivated by 
the fact that there were rumors on interest rate caps? Or even debt 
abandonment imposed by government? Or was it more the violence 
that created the crisis? These are difficult questions and in the end, 
I think you need to come to a kind of a judgment, which in some 
cases is not black and white, but you have to come to a kind of 
agreement with the insured that this is not black and white, this is 
grey. Let’s adopt this position and then try to move on. That’s basi-
cally what we did. And I think in that way we, towards our insureds, 
try to act in a reasonable way and I think that the trust factor is also 
important because these are not easy insurance policies to under-
stand. It’s not like fire insurance you buy on a house. So you have 
to understand each other; you have to trust each other in this kind 
of business, I think. 
Mac: That’s an excellent point, and as you know, it’s not a relation-
ship that’s universal between the parties and it speaks well for both 
institutions. Lieven, you have indicated that ONDD would consider 
offering coverage against the imposition of interest rate caps. How 
about that and also how about political violence coverage that af-
fects the ability of a substantial number of downstream borrowers to 
pay the MFI, so as to impair its viability. That’s a tough one, isn’t it?  

Lieven: We are in the process of considering cover for interest rate 
caps, as we feel that it is a political risk. It is linked to governments, 
with one important nuance of course, that it should pass the test of 
being unreasonable and that’s the difficult part, of course. And there 
you have to turn to the classic PRI exclusion language stating that 
non-discriminatory/non-arbitrary actions that a government normally 
takes in the public interest, should not be covered by the policy. In 
other words, if a government – and I think Ecuador has done it – if 
they impose interest rate caps of 30%, I mean, the MFI sector has 
to live with that, just as the Belgian government is here imposing 
caps on consumer credits. And of course there, you come to grey 
zone areas: is 20% reasonable or unreasonable? There you will 
have easy cases, whereby, for example, if a populist dictator all of a 
sudden decides that microfinance loans should be for free from now 
on – that’s an easy case; this is an unreasonable action. Imposing a 
cap of 20%? Yeah, you can question that. So you will have grey 
zones, but I think by stating interest rate caps are in the area of 
political interference, but with that nuance…that’s the best you can 

(Continued on page 6) 

[I]s an interest rate cap reasonable or not? Because any 
country, including Belgium, imposes interest rate 
caps...so there you come to an interesting question: to 
which extent should the insurance policy pay if a gov-
ernment – even a democratically voted government – 
imposes democratic measures through parliament? 
(ONDD) 

We are in the process of considering cover for interest 
rate caps, as we feel that it is a political risk…[but] it 
should pass the test of being unreasonable and that’s 
the difficult part, of course. (ONDD) 
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do, I think, in the insurance policy.  And then for political violence… 
Loïc: Yeah, that’s an important one!  
Lieven: Well, Loïc, we will cover that as well, but a normal political 
risk insurer will say, as to political violence: if you don’t have dam-
age to the MFI, I mean damage to the assets, basically, it’s not cov-
ered. You need direct damage due to political violence. Here of 
course we need to move to situations whereby you don’t have any 
damage to the MFI branches, for example, but you have a situation 
of war or civil war whereby borrowers, simply because of that situa-
tion, are unable to pay the MFI and the MFIs are going bust. So this 
is also something we want to include into the policy text to avoid 
discussion afterwards. But again, we will not be able to avoid all 
grey zone areas and there are no miracle solutions. What we will try 
to do is include that concept into the policy.  

Loïc: Parallel to the interest rate caps is a situation – I’m sorry to 
come up with all these examples, but this is real life – where the 
government decides to create a state-owned bank, a microfinance 
bank, and starts extending microloans at an interest rate of 1% per 
annum, financed with cheap money, thereby actually destroying the 
whole microfinance market and the whole repayment culture. Is that 
something that would be covered under the new policy? It’s like 
interest rate caps but it’s another way of intervening in the markets.  
Lieven: I must admit that I haven’t given it a decent thought. 
Loïc: It is without consequences so far, without substantial conse-
quences, but actually the model itself is, in my opinion, extremely 
dangerous. 
Lieven: Yeah. And is it a concrete threat? 
Loïc: Well, it’s materialized. I mean, the bank exists and they 
started extending loans with money being financed, but it’s without 
substantial impact on the market so far. It has created some con-
cern, yes. 
Lieven: It’s an interesting question and I’m not able to give a re-
sponse on that. But I very much understand that this is a real, real 
concern for anybody that is in this industry. Because if they have 
the capacity to rule out all the normal players…yeah, that is a big 
question mark. 
Mac: OK, thank you. A typical MFI might go through stages, pro-
gressing from an unregulated entitiy to a deposit-taking, regulated 
financial institution. How should PRI deal with regulatory risks along 
the way? 

Loïc: I think that regulation is absolutely key in all stages of the 
lifecycle of an MFI and any unreasonable behavior – of course, if it 
is discriminatory behavior, it’s absolutely inacceptable – but even if 
it is not discriminatory, but if it is unreasonable, it’s difficult to live 
with, and this is something that we consider as a very high danger. 
Or the lack of regulations, or of intelligent regulation. So I would 
consider this as a very high risk together with everything which is 
linked to no-pago, non-payment movements, dependent on whether 
you qualify them as social or as political movements.  
Mac: It’s a difficult area because insurers typically don’t want to say 
that we’re going to make the situation better than it is. In many 
cases you’re moving into an area where there really is nothing. 
Loïc: Exactly. I understand the point.  
Lieven: Maybe it’s a question for robert wray, because I understand 
that your law firm is involved in providing a lot of legal advice on, for 
example, MFIs that move from unregulated lenders to regulated 
lenders. 
Mac: What else would Incofin like to see political risk insurers offer 
in terms of coverage for investments in MFIs that you presently 
can’t obtain?  
Loïc:  There’s one thing – and I know this is not covered by the PRI 
policy which we have with ONDD – which is acts of God, which 
under other types of policies are covered but not under this policy 
and I never understood why. We have invested in Haiti and our 
investment has been destroyed, literally – I mean, the buildings 
have been destroyed and everything. Luckily we have another in-
surance cover with the Flemish government which included this act 
of God, but I would be very much in favor of acts of God being in-
cluded in the PRI policy. We were close to having invested in Paki-
stan and I’m happy now that we didn’t – what would have happened 
if we had done that and the institution would have been flooded? 
Would that have been a part of the PRI policy? These are essential 
points which need to be clarified in order for it to be a really conven-
ient and adapted policy.  

Mac: That’s an interesting comment. I think that most political risk 
insurers will probably say, “That’s not the business we’re in.” On the 
other hand, there really are some similarities between natural disas-
ter insurance and political risk insurance, in the sense that they both 
cover catastrophic events.  
Loïc: [jokingly] You think he got the message? Lieven heard the 
message, I hope.  
Lieven: I think acts of God were actually covered 10 or 15 years 

(Continued on page 7) 

[W]e need to move to situations whereby you don’t 
have any damage...but you have a situation of war or 
civil war whereby borrowers, simply because of that 
situation, are unable to pay the MFI and the MFIs are 
going bust...But again, we will not be able to avoid all 
grey zone areas…(ONDD) 

[W]e would rather recommend to have this political 
risk insurance, and I also see quite some interest from 
the other fund managers...in these types of policies. 
Certainly after the Nicaragua case, this is an issue that 
has received more visibility in the industry. (Incofin) 
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ago in our political risk insurance cover, but we removed it because 
we have seen that it is indeed more a cover that is offered by prop-
erty insurance markets and no PRI insurer is offering it. It is really 
something for the property insurance market. That’s why we left it 
out. But indeed, I note now that Loïc, you have two very interesting 
examples of Haiti and Pakistan. I can imagine that for you it of 
course would be very practical to have it included just in one policy 
instead of trying to cover it in some other insurance market because 
that would render the whole thing much more complex for you. 
Mac: Lieven, has ONDD written MFI policies for other institutions, 
and are you particularly interested in doing so? 
Lieven: Yes.  I think it is mainly also thanks to Incofin because In-
cofin is also acting as a fund manager in a number of funds. We 
have been providing insurance policies for various other funds and 
institutions. In Belgium there are quite a lot of institutions involved in 
the industry – not necessarily for huge amounts, but yeah, you have 
a number of financial institutions, other institutions, NGOs, that have 
activity in that industry and which we cover. So we have quite a 
number of insurance policies running in the sector. 

Loïc: It is a discussion coming up very often in investment commit-
tees and board meetings, whether we should continue to have this 
political risk insurance in our funds because, well, it’s also quite 
expensive. So we can also assess risk/return of these insurances. 
Let’s say that, yes, we would rather recommend to have this politi-
cal risk insurance, and I also see quite some interest from the other 
fund managers now – not only Belgians, but also from other coun-
tries like Germany, Switzerland – in these types of policies. Cer-
tainly after the Nicaragua case, this is an issue that has received 
more visibility in the industry. You know, Mac, we were the only 
fund managers to have this political risk insurance and it was a bit 
strange because there are quite some amounts being invested in 
those countries and now there is clearly more interest from other 
fund managers to have this kind of risk insurance. So I think there is 
quite some potential. 
Mac: Do you see a role for PRI in structured finance transactions 
involving MFIs? 
Loïc: For the moment there are not many structured finance trans-
actions in microfinance anymore after the CDOs that were issued in 
the years 2005-2006, something like that. Some of them experi-
enced a lot of trouble. But they typically have these structures with 
first loss layers which are at charge of the development finance 
institutions, of public finance institutions. But what I perceive now in 
the post-Nicaragua era, PRI is certainly an issue. And in future 
structured finance transactions, this will certainly come on the table.  
Lieven: You might, for example, attract a different type of investor 
in having a fund with PRI cover or without PRI cover. Because 

nowadays, I think the funds now have a lot of development finance 
institutions in it or multilaterals or whatever or banks very much in 
the industry, but if you start to attract investors that are looking at 
this from a larger distance, PRI might be an interesting tool to at-
tract the investor that seeks certain protection.  
Loïc: Yeah. That’s certainly true. Of course it has to be at competi-
tive rates…Lieven…? [laughs] 
Lieven: [laughs] We always do our best here.  
Mac: Loïc, what happens if you cannot get coverage in a particular 
country under your global policy? Do you seek cover elsewhere, or 
go uninsured? 
Loïc: First we try to understand why the country is off-cover for 
ONDD. We’re always a bit frustrated if the country is off-cover be-
cause it is our mission to invest in exactly these types of difficult 
countries like Congo or Haiti, et cetera. We have one fallback possi-
bility, that we can go to our government which has a special guaran-
tee fund for microinsurance, but it’s quite limited in capacity. So we 
have insured a number of countries with them – among others, the 
Haiti investment, I think we also did the Congo with them. But as a 
general rule, if a country is off-cover for ONDD and we don’t find an 
alternative, normally we don’t invest. And it is very rare that we’d 
invest in a country that is off-cover, unless we are very aware of the 
risk that we are taking.  
Lieven: To add to that, I think most of the cases where we have to 
say no is because of transfer problems, because our risk analysts 
are stating that we cannot take the transfer risk for medium-term 
deals. I think the latest question was on Tajikistan, and there we 
feel that in some cases insureds are saying “OK, let’s do it maybe 
one time or for a limited amount or for a shorter tenor,” but we have 
the impression that if we say “OK, we don’t feel comfortable with it, 
we cannot do it” that it becomes difficult for the insured to proceed, 
to convince board members. 

Loïc: Yeah, and we have always the impression that the parame-
ters that are being used by ONDD to declare a country off-cover 
are…well, let’s say not always very applicable to microfinance. If 
Tajikistan is off-cover this is based on, of course, very detailed 
study and I’m sure it’s very serious, but we see in the field and on 
the ground that there is no transfer problem, that money continues 
to flow out of the country without any problem, that payments are 
being made on our accounts without any problem. So there are 
other mechanisms…and these are purely…these are regular… 
Mac: You’re not buying diamonds! 

(Continued on page 8) 

[A]s a general rule, if a country is off-cover for ONDD 
and we don’t find an alternative, normally we don’t 
invest. (Incofin) 

With portfolio cover...you’re not doing the follow up 
on a deal-per-deal basis anymore. And there you have 
to trust...I think we would be very reluctant to offer 
portfolio cover for an insured that we do not know. 
(ONDD) 
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Loïc: [Laughing] No, no, exactly! So sometimes I must admit that 
we are a bit frustrated when a country gets off-cover and we say 
“No, no – there is no problem in that country at all.” 
Mac:  OK. What does ONDD consider particularly important when 
evaluating an application for MFI coverage? What do you want to 
see the investor doing in terms of risk management? 
Lieven: With portfolio cover, it’s a mentality switch in the sense that 
the investor can add new transactions which you are not aware of. 
So you’re not doing the follow up on a deal-per-deal basis anymore. 
And there you have to trust – and this is again, really a matter of 
trust – that the company in question is a professional company, that 
what they are doing makes sense in terms of assessing the MFI, 
not doing crazy things, not offering something that is beyond inter-
national practice, and doing a professional job. In other words, I 
think we would be very reluctant to offer portfolio cover for an in-
sured that we do not know and that’s our classic approach: we start 
with an insured on a case-by-case basis to see how they are doing 
things and in the next stage we move to the portfolio system.  
Mac: Loïc, what’s Incofin’s approach to managing political risks, if 
you can comment on that, other than just buying insurance?  
Loïc: Of course we will use typical ways of diversifying our risks 
among countries. Every investment proposal includes an assess-

ment of the political situation of the country based on country stud-
ies. And then also on the ground we try to keep good contacts to 
the financial regulators in different countries – we know a lot of fi-
nancial regulators try to understand what we are doing, that we’re 

not trying to take advantage of the situation but that we’re really 
investing in favor of the country itself. We’re also pushing a number 
of financial regulators to take measures, for instance, like making 
the use of credit bureaus compulsory. We are now involved in such 
an action in Cambodia, where we think this is missing in the Cam-
bodian landscape and this is a country that might face over-
indebtedness in the future and therefore we are a bit preoccupied 
and we are pushing the financial regulator to make this credit bu-
reau compulsory. And there are some countries in which we just do 
not invest because we consider the political risk as just being too 
high, even if ONDD would cover them. ■ 

[T]here are some countries in which we just do not 
invest because we consider the political risk as just be-
ing too high, even if ONDD would cover them. 
(Incofin) 
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