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Abstract- Political risks remain among the most
critical ~ uncertainties  shaping  cross-border
investment decisions. From regulatory shifts and
trade sanctions to expropriation and social unrest,
these risks impose significant costs on investors while
complicating strategic planning. Although financial
risk models have achieved sophistication, political
risk  assessment  often lacks standardized
frameworks, relying instead on fragmented indices,
expert judgment, or scenario analysis. This paper
develops a conceptual model for assessing political
risks in cross-border investments, synthesizing
theoretical insights and empirical findings into a
structured evaluative approach. The proposed model
integrates dimensions of political stability, regulatory
quality, institutional strength, geopolitical dynamics,
and  socio-cultural  volatility,  offering a
multidimensional lens for risk evaluation. Using a
structured literature review and comparative
synthesis, the methodology identifies key risk factors
and categorizes them across Ssystemic, country-
specific, and transaction-specific levels. The results
highlight the necessity of blending quantitative
indicators  with qualitative judgment while
emphasizing adaptive monitoring mechanisms. The
discussion explores the implications of the model for
investors,  policymakers,  and international
organizations, stressing the balance between
predictive capacity, transparency, and contextual
adaptability. Ultimately, the paper argues that
effective  political risk assessment requires
interdisciplinary approaches, integration of dynamic
datasets, and continuous recalibration to evolving
global conditions.
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L INTRODUCTION

Cross-border investments have long been a central
driver of globalization, economic growth, and
corporate  expansion. Multinational enterprises
(MNEs), institutional investors, sovereign wealth
funds, and development finance institutions
increasingly seek opportunities beyond domestic
markets to diversify portfolios, access new consumer
bases, and exploit competitive advantages [1], [2].
However, such investments are inherently exposed to
political risks that may affect their profitability,
sustainability, and even survival. Political risk,
broadly defined as the probability of losses arising
from political decisions, events, or conditions that
adversely affect the business environment, remains
one of the most critical barriers to successful cross-
border capital allocation [3], [4].

While traditional financial risks such as currency
fluctuations, interest rate volatility, and credit risks can
often be hedged through sophisticated financial
instruments, political risks are more ambiguous,
multidimensional, and harder to quantify. These risks
may include expropriation, contract breaches,
arbitrary regulatory changes, corruption, civil unrest,
terrorism, sanctions, and geopolitical conflicts [5], [6].
Unlike economic risks that usually emerge from
market dynamics, political risks are primarily shaped
by the actions and motivations of governments,
policymakers, political parties, social movements, and
international institutions [7], [8]. Consequently,
investors must grapple not only with market
fundamentals but also with the political institutions,
governance structures, and socio-cultural dynamics of
host countries [9].

The 21st century has witnessed a reconfiguration of
political risk factors in cross-border investments. The
decline of unipolarity, the resurgence of nationalism,
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the intensification of trade wars, and the emergence of
digital governance frameworks have all introduced
novel risks and uncertainties. For instance, the U.S.-
China trade tensions in the late 2010s highlighted how
geopolitical rivalry can destabilize investment flows
across industries such as technology, manufacturing,
and financial services [10], [11]. Similarly, the United
Kingdom’s Brexit referendum and subsequent
withdrawal from the European Union demonstrated
how domestic political decisions can alter the
regulatory and market landscape for both domestic and
foreign investors [12], [13].

Political risk is not confined to emerging economies or
politically fragile states. Even advanced economies
face evolving challenges that can create uncertainty
for cross-border investors. Regulatory unpredictability
in the European Union regarding data privacy laws,
antitrust enforcement, and carbon taxation, for
instance, has major implications for foreign investors.
Likewise, U.S. sanctions regimes targeting certain
countries and companies underscore  how
extraterritorial policy decisions can ripple across
global value chains [14], [15]. These examples
highlight the urgency for investors to develop robust
political risk assessment frameworks that extend
beyond conventional country risk ratings or qualitative
expert opinions.

Historically, approaches to political risk assessment
have evolved from simplistic country-level indicators
to more sophisticated models that incorporate both
macro- and micro-level variables. Early models often
focused narrowly on sovereign risk such as the
likelihood of debt default or nationalization without
adequately considering firm-specific vulnerabilities
[16], [17]. Contemporary research, however,
emphasizes the need for multidimensional
assessments that integrate political, economic, social,
technological, legal, and environmental dimensions.
This multidimensional approach reflects the
interconnectedness of modern economies and the
complexity of host-country environments [18], [19].

Despite the abundance of theoretical and empirical
studies, significant gaps remain in the ability of
existing frameworks to offer reliable, actionable, and
adaptable assessments for investors. Many models
lack predictive power, while others fail to
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accommodate the rapid transformations in the global
political economy. Moreover, the lack of
standardization across assessment tools creates
inconsistencies, making it difficult for firms and
policymakers to compare risks across countries or
sectors [20], [21]. For example, the political risk rating
produced by one consultancy may diverge
significantly = from  another, depending on
methodology, weighting of indicators, and access to
data.

A conceptual model for assessing political risks in
cross-border investments must therefore balance three
key considerations: comprehensiveness, adaptability,
and usability. Comprehensiveness entails capturing
the wide spectrum of political risks, from institutional
fragility to informal social dynamics. Adaptability
involves ensuring that the model can respond to
evolving global trends, such as digital
authoritarianism, cyber warfare, and climate-induced
migration [22]. Usability, meanwhile, requires that the
model be practical enough for investors and
policymakers to apply in real-time decision-making
contexts [23], [24]. Achieving this balance is
challenging but necessary for building investor
confidence and ensuring sustainable cross-border
investment flows [25].

The increasing importance of sustainability, ethical
governance, and stakeholder accountability also
shapes the political risk landscape. Cross-border
investors are now evaluated not only on financial
performance but also on their compliance with
environmental, social, and governance (ESG)
standards. Political risks may manifest through abrupt
regulatory shifts mandating stricter carbon reduction
targets, labor rights enforcement, or anti-corruption
compliance. These developments mean that political
risk is no longer merely a matter of sovereign
instability but also of global governance regimes that
cut across jurisdictions [26], [27].

Furthermore, the rise of populist movements and
social activism amplifies the salience of political risk
for cross-border investors. Host communities
increasingly demand greater corporate accountability,
local participation, and equitable distribution of
investment benefits. Failure to meet these expectations
can trigger reputational risks, regulatory backlash, or
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even forced divestments [28]. For instance, large
mining projects in Latin America and Africa have
faced community-led resistance due to environmental
degradation and labor disputes, often escalating into
political crises with direct investment implications
[29].

Given these challenges, this paper seeks to contribute
to the literature by proposing a conceptual model for
assessing political risks in cross-border investments.
The model integrates both macro-level variables such
as institutional stability, policy predictability, and
geopolitical alignment and micro-level factors,
including firm-specific exposure, industry
sensitivities, and stakeholder relations [30], [31]. The
objective is not to create a one-size-fits-all tool but to
establish a flexible framework that can be tailored to
different investment contexts [32].

The paper is structured as follows: Section 2 provides
a comprehensive literature review of existing theories
and models of political risk assessment, highlighting
strengths, limitations, and research gaps [33], [34].
Section 3 outlines the methodology adopted in
designing the conceptual model, including the
integration of theoretical insights and empirical
observations. Section 4 presents the results, detailing
the proposed conceptual model and its components.
Section 5 engages in a critical discussion, assessing the
model’s potential applications, limitations, and
implications for cross-border investment strategy.
Section 6 concludes by summarizing the contributions
of the paper and suggesting future research directions.

In doing so, the study not only advances academic
understanding but also provides a practical framework
for practitioners, policymakers, and investors
navigating an increasingly complex and uncertain
global environment. The emphasis on conceptual
clarity, multidimensionality, and adaptability reflects
the evolving demands of global investment practices
in the 21st century [35], [36].

IL. LITERATURE REVIEW

The study of political risk in cross-border investments
is situated at the intersection of political science,
international relations, and business management.
Over the past five decades, scholars and practitioners
have attempted to conceptualize, measure, and
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manage political risks with varying degrees of rigor
and success. The literature spans normative theories,
empirical investigations, and applied frameworks
developed by governments, international
organizations, and private risk consultancies [37]. This
section reviews key strands of the literature, organized
around theoretical foundations, typologies of political
risk, institutional approaches, empirical evidence, and
the limitations of existing frameworks [38], [39].

2.1 Theoretical Foundations of Political Risk

The concept of political risk emerged prominently in
the 1960s and 1970s as foreign direct investment
(FDI) into developing economies accelerated. Early
scholarship defined political risk primarily in terms of
expropriation and nationalization of assets,
particularly in the wake of resource nationalism in
Latin America, the Middle East, and parts of Africa.
This period reflected a narrow but highly salient
understanding of political risk, rooted in concerns
about the stability of property rights and sovereignty
[40], [41].

Robock’s pioneering work distinguished between
macro-political risks, which affect all foreign firms
equally, and micro-political risks, which target
specific industries, projects, or firms. This distinction
was critical because it highlighted that risk is not
evenly distributed; a regulatory change might
devastate one sector while leaving others unaffected.
Subsequent theoretical refinements argued that
political risk should be understood not as isolated
events but as processes shaped by interactions between
state institutions, societal forces, and international
dynamics [42], [43].

Dependency theory also influenced the early literature
by suggesting that foreign investment inherently
generates political backlash, as it exacerbates
economic dependency and inequality. According to
this perspective, political risk is endogenous to the
investment process itself, as host states and societies
may resist perceived exploitation[44], [45]. While
dependency theory has lost prominence in recent
decades, its core insight that political risk emerges
from structural imbalances in global political economy
remains relevant [46], [47].
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2.2 Typologies of Political Risk

The literature offers multiple typologies of political
risk. Kobrin classified risks into three categories: (1)
ownership-control risks (such as expropriation and
forced divestiture), (2) operational risks (such as
changes in taxes, tariffs, and labor laws), and (3)
transfer risks (such as restrictions on profit repatriation
or currency controls). This framework has been widely
cited and adapted, particularly in international
business scholarship [48], [49].

Other scholars have emphasized the need to capture
both internal and external dimensions of risk. Internal
risks include domestic political instability, regime
changes, and civil unrest, while external risks include
interstate conflicts, sanctions, and trade wars.
Similarly, recent frameworks increasingly recognize
reputational and societal risks, where pressures from
civil society, non-governmental organizations
(NGOs), and social media activism can influence
investment outcomes [50], [S1].

A more contemporary typology proposed by scholars
of risk management categorizes political risks into
three levels: systemic, country-specific, and
transaction-specific. Systemic risks arise from global
or regional political shifts, such as a rise in
protectionism; country-specific risks stem from local
governance and regulatory environments; and
transaction-specific risks are unique to a particular
project or firm. This layered approach has gained
traction because it mirrors the way investors
experience risk in practice [52], [53], [54].

2.3 Institutional Approaches

Institutional theories emphasize the role of governance
quality, rule of law, and institutional stability in
shaping political risks. North’s seminal work on
institutions argued that stable, predictable rules of the
game reduce transaction costs and create
environments conducive to investment. Building on
this, scholars have shown that strong institutions
reduce the likelihood of expropriation, arbitrary
regulation, and corruption [55], [56], [57].

Empirical measures of institutional quality include the
World Governance Indicators (WGI), the Corruption
Perceptions Index (CPI), and the International Country

IRE 1711041

Risk Guide (ICRG). These indices provide
quantifiable metrics for dimensions such as regulatory
quality, government effectiveness, political stability,
and corruption control. Studies consistently find a
positive correlation between institutional quality and
foreign direct investment inflows [58], [59], [60], [61].

However, institutional approaches face limitations.
First, institutional quality is not static; it can rapidly
deteriorate under populist regimes or during crises.
Second, these indices often aggregate diverse
indicators, masking sector-specific vulnerabilities.
Third, reliance on expert surveys introduces
subjectivity and potential bias. Scholars have therefore
called for more granular, dynamic, and transparent
measures of institutional risk [62], [63], [64].

2.4 Empirical Evidence

Empirical studies provide robust evidence that
political risk affects both the volume and distribution
of cross-border investments. For example, Busse and
Hefeker found that indicators of political stability and
governance strongly influence FDI inflows across
developing Similarly, Jensen
demonstrated that democratic institutions, while often

economies.

associated with policy volatility, tend to attract more
investment due to stronger property rights protections
[65], [66], [67].

Other empirical work highlights sectoral variation.
Natural resource investments, for instance, are
particularly vulnerable to political risks such as
resource nationalism, rent-seeking behavior, and
community resistance. Infrastructure and utility
projects face risks related to tariff regulation, contract
renegotiation, and public opposition. By contrast,
service-sector investments may be less exposed to
expropriation but more vulnerable to regulatory
uncertainty and cultural sensitivities [68], [69].

Empirical research also underscores the interaction
between political and economic variables. High debt
levels, fiscal deficits, or currency instability often
exacerbate political risks by increasing the likelihood
of policy reversals, austerity measures, or external
pressure from international lenders. Likewise, social
inequality, unemployment, and weak state capacity
amplify risks of populist backlash against foreign
firms [70], [71], [72].
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2.5 Risk Assessment Tools and Frameworks

Beyond academic scholarship, a wide array of applied
tools has been developed to assess political risk.
Private consultancies such as Eurasia Group, Control
Risks, and the Economist Intelligence Unit (EIU)
produce proprietary risk ratings and forecasts used by
multinational corporations and financial institutions.
These assessments typically combine expert
judgment, scenario analysis, and quantitative
indicators [73], [74].

At the policy level, institutions like the World Bank’s
Multilateral Investment Guarantee Agency (MIGA)
and the U.S. Overseas Private Investment Corporation
(OPIC, now DFC) have developed frameworks for
insuring investors against political risks. These include
expropriation coverage, currency transfer guarantees,
and protection against political violence. Such
mechanisms provide not only financial protection but
also valuable insights into how political risks are
conceptualized and measured in practice [75], [76].

Despite their utility, these frameworks face criticism.
Consultancy-driven assessments are often opaque,
with proprietary methodologies that limit transparency
and replicability. Indices may also fail to predict
sudden shocks, such as the Arab Spring uprisings or
Russia’s annexation of Crimea. Moreover, they often
overemphasize macro-level risks at the expense of
micro-level vulnerabilities [77], [78].

2.6 Gaps and Limitations

The literature reveals several persistent gaps. First,
existing models often prioritize static measurement
over dynamic monitoring, failing to capture rapidly
evolving risks. Second, there is limited integration of
qualitative and quantitative approaches, despite
widespread recognition that both are necessary for
robust assessment. Third, sectoral and transaction-
specific risks remain underexplored, leaving firms
with limited guidance on tailoring assessments to their
unique exposures [79], [80].

Furthermore, globalization and technological change
have introduced new dimensions of political risk that
existing frameworks inadequately address.
Cybersecurity threats, digital authoritarianism,
climate-induced migration, and transnational activism
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all pose political risks to investors but are rarely
incorporated into traditional assessment tools. Finally,
the absence of standardized methodologies across
indices and consultancies creates inconsistencies that
undermine comparability and investor confidence
[81], [82].

2.7 Toward a Conceptual Model

Scholars increasingly advocate for developing
conceptual models that integrate multidimensional
indicators, emphasize adaptability, and combine
qualitative expertise with quantitative data. Such
models should capture the interplay between political,
economic, social, and geopolitical factors while
allowing for continuous updating as conditions evolve.
The literature suggests that the most effective
frameworks ~ will be those that balance
comprehensiveness with usability, ensuring both
academic rigor and practical application for investors
[83], [84].

In summary, the literature establishes the centrality of
political risk in shaping cross-border investment
decisions and highlights the evolution of theoretical,
empirical, and applied approaches to its assessment.
However, significant gaps remain, particularly in the
areas of dynamic monitoring, integration of qualitative
and quantitative methods, and sector-specific analysis.
These gaps provide the foundation for developing the
conceptual model proposed in this paper, which seeks
to synthesize diverse strands of scholarship into a
coherent framework for assessing political risks in
cross-border investments [85].

1.  METHODOLOGY

The methodology adopted in this study combines
structured literature review, comparative synthesis,
and conceptual modeling. The process involves four
steps: literature  identification, categorization,
comparative analysis, and model development.

3.1 Literature Identification

Relevant literature was sourced from peer-reviewed
journals, institutional reports, and practitioner-
oriented publications. Databases such as JSTOR,
Scopus, EconLit, and ProQuest were systematically
searched [86], [87]. Keywords included “political risk
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assessment,” “cross-border investment,” “FDI risk,”
“institutional stability,” and “risk modeling”. Grey
literature from institutions such as the World Bank,
UNCTAD, and OECD was included to capture policy-
relevant insights[88], [89], [90].

3.2 Categorization

Identified literature was categorized into theoretical,
empirical, and applied frameworks. Theoretical
studies provided conceptual underpinnings, empirical
studies tested relationships between political risk and
investment flows, and applied frameworks offered
tools and indices [91], [92].

3.3 Comparative Analysis

Comparative analysis was conducted across three
dimensions: scope (macro vs. micro), methodology
(quantitative vs. qualitative), and applicability
(general vs. sector-specific). This analysis highlighted
strengths and limitations of existing approaches,
informing the design of a new conceptual framework
[93], [94].

3.4 Model Development

Based on the synthesis, a conceptual model was
constructed, structured around five dimensions:
political stability, regulatory quality, institutional
strength, geopolitical dynamics, and socio-cultural
volatility. Each dimension was further decomposed
into measurable indicators and qualitative factors. The
model emphasizes both static conditions and dynamic
trajectories, allowing for adaptive monitoring [95],
[96].

IV. RESULTS

The results of the synthesis are presented as a
multidimensional conceptual model for assessing
political risks in cross-border investments.

4.1 Political Stability

Political stability encompasses regime durability,
absence of violent conflict, and predictability of
leadership transitions. Indicators include frequency of
government turnover, incidence of political violence,
and constitutional adherence. Stability reduces
uncertainty, while instability heightens the probability
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of expropriation, regulatory reversal, or contract
breach [97], [98], [99].

4.2 Regulatory Quality

Regulatory quality captures the ability of governments
to design and implement sound policies. Indicators
include transparency of rule-making, consistency of
enforcement, and protection of property rights.
Regulatory uncertainty, such as sudden tax changes or
capital controls, poses significant risks to investors
[100].

4.3 Institutional Strength

Institutional strength refers to the effectiveness of
legal and administrative systems. Strong institutions
uphold contracts, enforce property rights, and limit
arbitrary state action. Weak institutions create avenues
for  corruption, rent-seeking, and arbitrary
interventions [101].

4.4 Geopolitical Dynamics

Geopolitical factors capture external influences such
as trade wars, regional conflicts, and international
sanctions. Investments in geopolitically sensitive
regions face higher risks of disruption. For example,
sanctions on Iran and Russia have significantly altered
investment landscapes [102].

4.5 Socio-Cultural Volatility

Socio-cultural volatility captures risks arising from
societal dynamics such as inequality, ethnic tensions,
and populist movements. These factors often translate
into political instability, policy reversals, or resistance
to foreign investment [103].

The model thus provides a holistic framework for
evaluating political risks, integrating both structural
conditions and dynamic factors.

V. DISCUSSION
The conceptual model has several implications.

First, it emphasizes multidimensionality. Unlike
narrow indices focusing only on stability or
corruption, the model integrates multiple dimensions.
This ensures comprehensive coverage of risks.
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Second, it balances quantitative and qualitative
approaches.  Quantitative  indicators  provide
comparability, while qualitative assessments capture
contextual nuance.

Third, the model highlights adaptability. By
integrating dynamic monitoring, it avoids the static
limitations of traditional indices.

Fourth, the model has implications for investors and
policymakers. For investors, it provides a structured
tool for due diligence, risk pricing, and portfolio
diversification. For policymakers, it highlights areas
where reforms can enhance investment attractiveness.

Finally, challenges remain. Political risk is inherently
uncertain, and no model can fully predict crises [C66].
Transparency, methodological rigor, and continual
recalibration are necessary to maintain relevance
[104].

CONCLUSION

Political risks remain central to cross-border
investment decisions. Existing tools, while useful,
often lack multidimensionality, adaptability, or
transparency. This paper developed a conceptual
model structured around five dimensions: political
stability, regulatory quality, institutional strength,
geopolitical dynamics, and socio-cultural volatility.
By integrating quantitative indicators with qualitative
judgments, the model provides a more comprehensive
and adaptable tool for assessing political risks [105].

For investors, the model offers a structured approach
to risk evaluation and mitigation. For policymakers, it
highlights pathways for improving governance and
enhancing attractiveness to foreign capital. Future
research should operationalize the model through
empirical testing, refine weighting schemes, and
explore integration with predictive analytics [106].

In an increasingly uncertain global environment,
effective political risk assessment is not a luxury but a
necessity for sustaining cross-border investment
flows.
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