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Assessing Country Risk
A.M. Best defines country risk as the risk that country-specific fac-
tors could adversely affect an insurer’s ability to meet its financial 
obligations. Country risk is evaluated and factored into all A.M. Best 
ratings. As part of evaluating country risk, A.M. Best identifies the 
various factors within a country that may directly or indirectly affect 
an insurance company. In doing so, A.M. Best separates the risks 
into three main categories: economic risk, political risk and financial 
system risk. Given A.M. Best’s particular focus on the insurance 
industry, financial system risk is further divided into two sections: 
insurance risk and non-insurance financial system risk.

A.M. Best’s evaluation of country risk is not directly comparable to 
a sovereign debt rating, which evaluates the ability and willingness 
of a government to service its debt obligations. Though country 
risk analysis does consider the finances and policies of a sovereign 
government, the final assessment is not guided by this sole purpose. 
Additionally, A.M. Best’s country risk evaluation does not impose a 
ceiling on ratings in a given domicile.

A.M. Best’s approach to country risk analysis employs a data-driven 
model that scores the level of risk present in a given country, plus a 
qualitative assessment of country-specific conditions that affect the 
operating environment for an insurer. Countries are placed into one 
of five tiers, ranging from “CRT-1” (Country Risk Tier 1), denoting a 
stable environment with the least amount of risk, to “CRT-5” (Country 
Risk Tier 5) for countries that pose the most risk and, therefore, the 
greatest challenge to an insurer’s financial stability, strength and per-
formance. The conceptual relationship between the relative level of 
country risk and the rating of an insurer is depicted in Exhibit 1 below.

In short, as country risk increases (measured by a higher assigned 
tier), the distribution of ratings migrates down the rating scale as 
the level of risk approaches CRT-5. This same relationship effectively 
applies to any significant category of risk an insurer faces, i.e. higher 
risk exposure pressures financial stability.

Key elements of country risk can be managed or mitigated, effec-
tively reducing the impact on an insurer’s rating. As a result, it is pos-
sible that A.M. Best’s highest ratings can be achieved in any country. 
Country risk is not a ceiling or cap on insurer ratings; it is one of 
many rating factors.
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Exhibit 1
Relationship Between Ratings and CRTs
 Above Average Rating

 Average Rating

 Below Average Rating

CRT-1 aaa aa+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+ b b-

CRT-2 aaa aa+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+ b b-

CRT-3 aaa aa+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+ b b-

CRT-4 aaa aa+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+ b b-

CRT-5 aaa aa+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+ b b-
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Country Risk Tier assignments are reviewed 
annually, though significant events and 
developments are tracked continuously and 
may cause an interim change to a country’s 
tier assignment. CRTs are assessments of the 
current conditions in a country, but they are 
designed to remain stable through the busi-
ness cycle. Therefore, political and industry 
outlooks as well as economic forecasts are 
integrated into the assessment process.

Elements of Country Risk
The three risk categories in A.M. Best’s coun-
try risk assessment – economic risk, politi-
cal risk and financial system risk – will be 
defined below, and some of the key variables 
used will be discussed (see Exhibit 2).

Economic risk is the likelihood that funda-
mental weaknesses in a country’s economy 
will cause adverse developments for an 
insurer. A.M. Best’s assessment of economic 
risk evaluates the state of the domestic econ-
omy, government finances and international 
transactions, as well as prospects for growth 
and stability.

Political risk is the likelihood that govern-
mental or bureaucratic inefficiencies, soci-
etal tensions, an inadequate legal system 
or international tensions will cause adverse 
developments for an insurer. Political risk 
comprises the stability of a government and 
society; the effectiveness of international 
diplomatic relationships; the reliability and 
integrity of the legal system and business 
infrastructure; the efficiency of the govern-
ment bureaucracy; and the appropriateness 
and effectiveness of the government’s eco-
nomic policies.

Financial system risk (non-insurance) is the 
risk that financial volatility may erupt due 
to inadequate reporting standards, weak 
banking systems or asset markets or poor 
regulatory structure. Non-insurance financial 
system risk considers a country’s banking 
system, accounting standards and govern-
ment finances, and it assesses how vulner-
able the financial system is to external or 
internal volatility. Basel II, World Bank Insol-
vency Principles and International Account-
ing Standards all are referenced in the analy-
sis, as are the performances of banks, equity 
indices and fixed-income securities.

Insurance risk is the risk that the insurance 

industry’s levels of development and public 
awareness; transparency and effectiveness 
of regulation; reporting standards; and 
regulatory sophistication will contribute to 
a volatile financial system and compromise 
an insurer’s ability to pay claims. Insurance 
risk, which A.M. Best considers as a distinct 
subsection of financial system stability, is 
addressed separately because of the impor-
tance of and A.M. Best’s specific focus on the 
industry. The assessment is based heavily 
on the Insurance Core Principles (ICP) of the 
International Association of Insurance Super-
visors (IAIS). A.M. Best employs a sizable 
subset of the 28 ICPs by organizing them 
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into three categories: 1) government com-
mitment to an open and well-regulated insur-
ance industry, 2) adequacy of supervisory 
authority and its supporting infrastructure, 
and 3) insurer accountability.

Calculating Country Risk
The country risk assessment begins with the 
running of the Country Risk Model to gener-
ate a “score.” The score is a weighted aver-
age of the three risk categories. The main 
equation for calculating the Country Risk 
Score is as follows:

CR Score = [ωEIE + ωPIP + ωFS(IFSi + IFSni)]
2

Where IE = Economic Risk
 IP = Political Risk
 IFSi = Financial System Risk
         (insurance component)
 IFSni = Financial System Risk 
          (non-insurance component)
 ω = weight applied to each category 
        of risk

In special circumstances, such as where a 
given domicile has a particularly strong rela-
tionship with another – such as Guernsey 
with the United Kingdom – an additional cal-
culation is added that integrates the larger 
domicile’s influence on the stability of the 
smaller.

The base equation is a simple weighted 
average of the three categories of risk used 
in country risk analysis. A country with a 
higher country risk score indicates a more 
risky environment as compared with a 
country that has a lower country risk score. 
The score then is squared, representing the 
non-linear relationship between the score 
and the actual country risk present in the 
country.

The country risk score provides a baseline 
of evaluation for each country. After the 
model is run, the Country Risk Group evalu-
ates additional qualitative factors that would 
influence the overall score, or one particular 
category of risk.

Country Risk Tiers
The assignment of CRTs to score ranges is 
based on A.M. Best’s assertion that the risk 
in countries can be categorized loosely to 
provide a basis of comparison, provided that 
country-by-country differences are acknowl-

edged. Therefore, CRTs can be classified, in a 
typical scenario, by the following:

CRT-1: Predictable and transparent politi-
cal environment, legal system and business 
infrastructure; sophisticated financial sys-
tem regulation with deep capital markets; 
mature insurance industry framework.

CRT-2: Predictable and transparent politi-
cal environment, legal system and business 
infrastructure; sufficient financial system 
regulation; mature insurance industry frame-
work.

CRT-3: Developing political environment, 
legal system and business infrastructure 
with developing capital markets; developing 
insurance regulatory structure.

CRT-4: Relatively unpredictable and non-
transparent political, legal and business 
environment with underdeveloped capital 
markets; partially to fully inadequate regula-
tory structure.

Exhibit 2
Components of Country Risk Analysis
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CRT-5: Unpredictable and opaque political, 
legal and business environment with limited 
or nonexistent capital markets; low human 
development and social instability; nascent 
insurance industry.

The characteristics of a country with a 
stable insurance industry environment that 
are favorable for an insurance company are 
highly correlated with those countries that 
are economically large, stable, diverse and 
efficiently regulated, with stable political 
regimes supported by a strong and credible 
legal system.

Annual and Event-Driven Reviews
The Country Risk Model is updated on an 
annual cycle. Therefore, at a minimum, each 
country that is assigned a Country Risk Tier 
is reviewed annually. This review includes 
the model-driven score, the qualitative analy-
sis and the committee process each year. 
During the interim period, the Country Risk 
Group continually monitors world events 
and developments and assesses their poten-
tial impact on any tier assignments. This pro-
cess is facilitated through the maintenance 
of a watch list that identifies countries that 
are experiencing a significantly increased 
level of volatility that has the potential to 
impact the CRT. 

It is unusual for a country to be moved up or 
down the scale outside of the annual review 

cycle, as the CRTs are designed to move 
through the business cycle and are not sub-
ject to frequent upgrades or downgrades. 
Therefore, while recent developments are 
factored into the analysis of country risk, 
they often are not significant enough to war-
rant an off-cycle change in the tier assign-
ment. In the event of a change in CRT, the 
ratings of the companies domiciled in that 
country will be subject to review.

Applying Country Risk to Ratings
A.M. Best’s ratings are an independent opin-
ion based on a comprehensive quantitative 
and qualitative evaluation of a company’s 
balance sheet strength, operating perfor-
mance and business profile. Country risk is 
one of many factors considered in evaluating 
a company according to these three char-
acteristics. The level of consideration given 
to country risk, i.e. the potential impact 
on the rating assignment for a company, is 
determined on a case-by-case basis for each 
insurer, based on its financial strength, posi-
tion in the market and ability to mitigate or 
manage its exposure to country risk.

A.M. Best’s Country Risk analysis seeks to 
identify those aspects of a country that may 
create a difficult or unpredictable environ-
ment for an insurer. A wide array of issues 
is accounted for that can compromise pre-
dictability. For example, a poorly regulated 
banking system, poorly executed monetary 
policy or illiquid equity market would leave a 
financial system more prone to collapse. On 
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Exhibit 4
Incorporating Country Risk
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average, most companies in CRT-1 or CRT-2 
countries would not be impacted adversely 
by their operating environments (i.e. coun-
try risk). In CRT-3, CRT-4 and CRT-5, there is 
an increasing probability that environmental 
factors will affect a company’s ability to fulfill 
policyholder obligations.

A.M. Best employs neither a notching pro-
cess nor a ceiling in applying country risk to 
ratings. Country risk is one of many factors 
that are integrated into a Best’s Rating. It can 
be compared to other components of the rat-
ing analysis such as enterprise risk manage-
ment (ERM); senior management discipline 
and track record; capital management; and 
competitive market position, among others, 
in how it is integrated into a rating outcome 
(see Exhibit 4). Analysts, in being informed 
of country risk issues, are able to apply the 
rating process to a company and ascertain 
what risks are of particular concern for a 

given insurer. To aid analysts in this pro-
cess, the Country Risk Group offers internal 
briefings and mapping guides that serve 
as benchmarks when comparing insurers 
across countries and regions.

Exhibit 5
Rating Translation
Financial Strength Ratings (FSR) and Issuer 
Credit Ratings (ICR)

FSR ICR FSR ICR
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Founded in 1899, A.M. Best Company is a global full-service credit rating organization dedicated to serving the financial 
and health care service industries, including insurance companies, banks, hospitals and health care system providers. For 
more information, visit www.ambest.com or contact one of our offices.
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