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For decades, institutional investors have treated authoritarianism mainly as a political or ethical 

issue—managed by governance committees, exclusion lists, or country-risk experts—not as a 

primary consideration in portfolio construction. 

That approach is no longer defensible. 

Authoritarianism today functions less as a discrete regime type and more as a systemic institutional 

condition: the progressive erosion of institutional checks on power, weakening of the rule of law, 

and degradation of information integrity. When these conditions take hold, they undermine the 

systemic frameworks on which modern capital markets depend. Contracts become less reliable. 

Regulation becomes discretionary. Data becomes politicized. Over time, capital allocation efficiency 

deteriorates, volatility rises, and long-term growth weakens [1][3][20][10]. 

For system-level investors, these are not externalities or ‘non-financial’ concerns. They are basic 

inputs into financial performance. Institutional quality is shared financial infrastructure: when it 

deteriorates, portfolio financial returns fall; when it is strong, the market’s return capacity 

improves. 

For globally diversified investors with multi-decade horizons—pension funds, endowments, 

sovereign wealth funds—these dynamics represent a financially material risk. Not because any 

single country becomes uninvestable overnight, but because institutional erosion propagates 

across markets, asset classes, and time horizons in ways traditional political-risk frameworks are not 

designed to capture [1][5][23][8]. 

And for dedicated impact investors, the damage and blended value destruction of authoritarian 

regimes creates direct negative impact (in the form of death and degradation of civic practices 

within stakeholder communities) as well as significant strategic challenges for investing in solar, 

wind (on land and off shore), and the creation of a damaging enabling environment of policy and 

funding initiatives directly antithetical to the goals and objectives of impact investors, regardless of 

specific thematic areas of investment focus. 
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In the previous post we concluded with a discussion of systems change investing as a concept and 
referenced a number of actors in the space, including The Investment Integration Project (TIIP). In 
today’s Bonus Post, we follow up on that discussion with an exercise making use of TIIP’s System-
Aware Investing Launchpad (SAIL), an enterprise management platform for investors that supports 
systemic risk and opportunity management. What follows is a discussion of how authoritarianism 
alters portfolio outcomes. 

The pattern is clear: Authoritarian risk is systemic, non-diversifiable, and cumulative— a structural, 

not tail, risk in today’s markets [1][20][23]. 

This post shares our analysis from SAIL regarding the investor risk represented by rising 

authoritarianism and its effect on markets, society and individuals. 

From Regime Labels to Institutional Conditions 

Investment analysis should move beyond the democracy-versus-dictatorship binary. What matters 
is the health of the institutions that underpin economic predictability. 

The institutional failures with the clearest financial relevance are well documented: 

1. Erosion of judicial independence and contract enforcement 

2. Politicization of regulatory agencies and central banks 

3. Suppression or distortion of economically relevant information 

4. Concentration of discretionary power in the executive without meaningful legislative or 
judicial constraint 

5. Arbitrary property reallocation or expropriation and 

6. Absence of durable mechanisms for accountability or peaceful policy reversal [1][3][20]. 

Research that decomposes regimes into institutional “building blocks” suggests that a small 
subset—freedom of expression (the right to seek, receive, and impart information), clean 
elections (elections that are free from fraud and manipulation), and legislative constraints on 
executive power (legal limits on what leaders can do)—has a particularly strong relationship to 
long-term economic performance [20]. One might expect the same holds true for impact 
investors in myriad ways as well. 

These institutions function as meta-governance systems, meaning they set the rules and standards 
that other institutions follow. They restrain opportunistic behavior by those in power and anchor 
expectations regarding future policy, the impartial application of the law, and the integrity of 
market-relevant information [20][23]. 
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For all investors, the issue is practical: Institutions that check arbitrary power lower uncertainty in 
property rights, policy, and contracts. When those safeguards weaken, economy-wide risk shifts—
even if near-term growth appears strong [1][29][31][12]. 

From a fiduciary (acting in others’ best interests) perspective, this matters because institutional 
stability is often implicitly assumed in valuation models, discount rate assumptions, and long-term 
capital market expectations. When those assumptions no longer hold, portfolios are exposed to 
risks that are neither priced nor easily reversible. 

Why This Is Not “Just Political Risk” 

Investors are accustomed to managing idiosyncratic political risk: an election outcome, a tariff 

dispute, a regulatory change affecting a particular sector. These risks can often be diversified, 

hedged, or tactically managed.  

Authoritarian institutional risk is fundamentally different. 
When institutional checks degrade across multiple jurisdictions—meaning courts, central banks, 

and regulatory bodies lose their independence simultaneously—the resulting risk is systemic, 

spanning the entire financial system. This risk cannot be managed simply by moving assets to 

different countries or switching between traditional asset types, because it affects all areas at once, 

including stock prices (equity valuations), the difference in yields between bonds (credit spreads), 

national currencies, and tangible holdings like real estate (real assets) [1][5][23]. 

This distinction demands a new fiduciary response. Idiosyncratic risks can be managed at the 

country or sector level, but systemic institutional risk requires integration into asset allocation, 

macro analysis, impact investment strategy and long-term forecasts [1][20]. 

Universal owners are particularly exposed. Even investors with minimal direct exposure to 

authoritarian regimes remain vulnerable through indirect channels: global growth drag, supply-

chain disruption, correlation spikes during stress, and rising global policy-risk premiums 

[13][15][19][22][33][17]. 

From a duty-of-impartiality perspective, this exposure is not optional. Systemic risks affect different 

beneficiary cohorts unevenly over time. Ignoring long-horizon institutional decay may benefit near-

term performance while imposing uncompensated risks on future beneficiaries. 

How Institutional Erosion Reaches Portfolios 
Authoritarian trends affect investment returns through several channels over time. 

Short horizon: policy shocks and volatility 

In the short term, weak institutional constraints allow for abrupt policy shifts with limited signaling 

or debate. Markets respond accordingly. IMF research on social unrest shows that equity markets 
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in more authoritarian settings experience sharper and more persistent declines following unrest 

events than markets in democracies with stronger institutional checks [2]. 

The mechanism is straightforward. In institutionalized systems, social pressure is mediated through 

predictable processes. In discretionary systems, outcomes depend on decisions by a small number 

of actors, increasing uncertainty and volatility [2][6]. 

Policy-uncertainty indices also spike during periods of power concentration and institutional 

weakening. When policy becomes discretionary—particularly around trade and regulation—

markets experience elevated volatility and compressed valuations in long-duration assets [6][7]. 

Practitioners increasingly observe that policy-risk premiums (extra returns investors demand for 

uncertainty) behave non-linearly: markets tolerate gradual, rule-based change, but struggle with 

abrupt, reversible policy shocks [6]. 

At this horizon, key portfolio effects include volatility drag: higher asset correlations during policy 

shocks, increased realized volatility in equities and currencies, wider credit spreads, and repricing of 

long-term cash flows [6][7][12]. 

Medium horizon: weaker growth and capital misallocation 

Over medium time frames, effects become structural and persistent. 

Countries transitioning from more democratic to less democratic institutions experience 

measurable declines in growth trajectories, whereas transitions in the opposite direction are, on 

average, associated with substantial long-run GDP gains [1][20][23]. 

Democratic backsliding—erosion of electoral accountability, legislative constraint, and judicial 

independence—has been empirically associated with sovereign credit downgrades even after 

controlling for macroeconomic fundamentals [23]. Capital markets price institutional credibility 

directly. 

Capital allocation quality also deteriorates. Investment increasingly favors politically connected 

firms rather than the most productive uses of capital; incumbents can use state power to block 

disruption; and aggregate returns decline even if connected capital benefits disproportionately 

[1][4][14][29][31]. 

For diversified investors, these dynamics lower expected growth, raise the cost of capital, compress 

earnings multiples, and reduce optionality in affected markets [1][3][20][23]. 

Long horizon: institutional erosion and compounding return drag 

Over long horizons (10+ years), institutional quality shapes innovation and economic potential. 

Research on inclusive versus extractive institutions links strong rule of law and broad participation 

to higher innovation and sustained productivity growth, while extractive systems struggle to 

maintain long-run performance [29][31]. 
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For pension funds and endowments with long-term obligations, this is not a mean-reverting 

valuation issue. It is a lasting drop in trend growth and return potential. Institutional quality, 

therefore, belongs alongside inflation and interest rates as a structural variable in long-term capital 

market assumptions [1][20][11]. 

The risk is compounded by path dependence. Once capital stock is misallocated toward politically 

connected firms, reversing that misallocation requires either regime change or gradual capital 

replacement—both slow and uncertain processes. 

Investors who wait to reduce exposure during early institutional weakening may need to exit under 

stress later, compounding losses through fire-sale dynamics [5][33]. 

 

Non-Diversifiability and Path Dependence 
One overlooked feature of authoritarian risk is its inability to be diversified away by time or 

geography. 

Institutional erosion rarely occurs in isolation. Similar political and economic pressures often 

operate across multiple countries simultaneously, particularly where institutional vulnerabilities 

overlap. When judicial independence erodes in one jurisdiction, it often correlates with similar 

erosion in other jurisdictions, creating systemic exposure that cannot be hedged through 

geographic diversification [1][5][23][8]. 
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The same logic applies to monetary governance. When central bank independence weakens in 

major economies, global financial conditions are affected. Investors cannot simply rotate to “safe” 

jurisdictions if similar pressures are operating across multiple markets [18][19][21][11]. 

Research on crisis contagion reinforces this view: debt levels and institutional credibility—not 

regional proximity or trade intensity—are the strongest predictors of crisis transmission [33]. When 

institutional quality deteriorates broadly, diversification benefits compress just as they are needed 

most [33][17]. 

Authoritarian dynamics also generate reinforcing feedback loops between political power 

concentration and economic concentration. As executive power becomes less constrained, 

incentives increase to convert political power into economic advantage, entrenching elites and 

weakening institutional checks further [4][14][16]. 

Innovation declines, competitive entry is suppressed, and path dependence deepens [14][29][31]. 

For investors, the implication is clear: early-stage deterioration in judicial independence, regulatory 

autonomy, or legislative constraint should be treated as a leading indicator of future decay, not a 

temporary fluctuation. Mean reversion is not a reliable assumption in institutional breakdown 

[5][20][23]. 

Cross-Border Spillovers and Geopolitical 
Fragmentation 
Authoritarian consolidation in large economies creates spillovers through trade, supply chains, and 

geopolitical competition. 

When executive power strengthens, and institutional constraints weaken in major markets, policy 

becomes less predictable; trade relationships become leveraged for political ends; and supply 

chains become geopolitically fragile [15][22][32]. 

The 2022 Russia sanctions episode illustrates this dynamic. While many investors focused on direct 

exposure to Russian securities, the larger impact occurred through indirect channels: multinational 

firms with operations, revenue, franchises, or supply-chain ties faced sudden write-downs and 

strategic exits [1][32][34]. Even investors with minimal direct exposure absorbed losses through 

portfolio companies with embedded Russia exposure [1][15][34]. 

These dynamics generalize. Authoritarian concentration of power in large economies creates 

geopolitical fragility that affects global capital flows regardless of an investor’s direct allocation 

[1][15][34]. 

Geopolitical fragmentation also elevates global risk premiums. Research suggests that large spikes 

in geopolitical risk correlate with declines in corporate investment and persistent equity 

drawdowns [22]. These effects are non-diversifiable because they reshape correlation structures 

and global risk appetite [22][34]. 
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Why This Is a Universal Owner Problem—And 
How Does This Affect The Impact Investor 
Agenda? 
Even investors with limited direct exposure to authoritarian regimes remain exposed through 

channels that create universal-owner characteristics. 

Global growth drag affects multinational earnings regardless of domicile. Correlation spikes during 

geopolitical stress undermine diversification benefits [19][25][33][17]. Supply-chain disruptions 

propagate through global commerce [15]. Rising policy risk premiums increase the discount rates 

applied to long-duration assets worldwide [22][11]. 

Perhaps most importantly, authoritarian consolidation threatens the shared institutional norms 

underpinning global capital markets: central bank independence, respect for property rights, 

consistent contract enforcement, and predictable legal frameworks [18][19]. 

These norms are not automatic. They are the cumulative result of deliberate institutional choices. 

When large economies deprioritize them, confidence in the global financial system weakens 

[18][19][21]. For universal owners with long horizons, this erosion represents a subtle but profound 

risk: a permanent reduction in capital allocation efficiency and long-run returns across asset 

classes. 

Questions All Investors Should Be Asking Now 
In the AtA Series we have worked hard not to be prescriptive, telling you what you should do and 

we will, of course, continue in that practice here. We have deliberately avoided prescribing specific 

portfolio actions. Investors operate under different mandates, constraints, and governance 

structures, and there is no single “correct” response to rising authoritarian risk. 

But avoiding prescriptions does not mean avoiding responsibility. Impact investors seek various 

levels of financial performance across their portfolio (ranging from catalytic to near market and 

market rate financial returns) and must now move to formally consider (in addition to financial risk) 

how rising authoritarianism impacts their agenda of change, transformation and blended value 

creation—and then how they must respond as most appropriate to their vision, strategy and 

stakeholders. 

At a minimum, our analysis suggests a set of questions that long-term and impact investors should 

be actively debating: 

1. How exposed is our portfolio to institutional deterioration, not just country risk? 

2. Do we track judicial independence, regulatory discretion, and monetary governance over 

time—or rely on static country classifications that obscure deterioration until it becomes a 

crisis? 
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3. Where are we implicitly assuming institutional stability in our return expectations? 

4. Which asset classes and strategies rely most heavily on stable rule enforcement, credible 

policy commitments, and reliable information flows? 

5. Are we distinguishing between volatility risk and structural return risk? 

6. Do our risk frameworks distinguish between short-term political shocks and long-term 

institutional degradation that affects growth and capital allocation? 

7. How resilient is our diversification strategy under synchronized institutional stress? 

8. Have we stress-tested the correlation assumptions under conditions in which institutional 

erosion and geopolitical fragmentation occur simultaneously across regions? 

9. Which parts of the portfolio are most exposed to long-duration cash flows under 

discretionary policy regimes? And how liquid are those exposures if reassessment becomes 

necessary? 

10. How do we account for information-quality risk? Are we relying on official data in 

jurisdictions where incentives to misreport may be rising, or do we explicitly assess audit 

quality, disclosure credibility, and data integrity [10][27][30]? 

11. What role does stewardship play when public institutions weaken? Are our engagement 

and voting priorities calibrated for environments where courts and regulators provide less 

protection for minority shareholders [9][24][26]? 

12. Finally, how are these risks governed internally? Is institutional risk clearly owned within 

the organization, or does it fall between macro, governance, and geopolitical silos? 

Impact Investor specific considerations 
Impact investors should sit with the questions above, but also reflect on the following 

considerations more specific to the interests and strategies of an approach pursuing more than 

money: 

On Direct Engagement vs. Complicity 

How do you distinguish between investments that genuinely advance climate and social goals 

versus those that inadvertently legitimize or strengthen authoritarian control? Can you invest in 

renewable energy infrastructure that reduces emissions but also consolidates state surveillance 

capabilities? Where is the line between pragmatic engagement and enabling oppression? 

On Measurement and Verification 

How reliable are impact metrics in contexts where data transparency is compromised? If a regime 

controls information flows, can you trust reported outcomes on emissions reductions, labor 
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conditions, or community welfare? What independent verification mechanisms exist, and are they 

meaningful or performative? 

On Beneficiary Voice and Agency 

Whose voices inform your investment decisions when civil society is suppressed? How do you 

ensure that “impact” reflects the actual needs and priorities of affected communities rather than 

state-defined development goals? Can genuine participatory processes exist under authoritarian 

governance? 

On Systemic Reinforcement 

Does your capital flow strengthen extractive political-economic structures even while addressing 

specific environmental or social issues? For instance, does funding green technology through state-

owned enterprises entrench corrupt patronage networks? Are you solving symptoms while 

reinforcing root causes of inequity? 

On Exit and Leverage 

What leverage do you have to influence governance practices? If conditions deteriorate—increased 

repression, broken commitments, capture of benefits by elites—can you exit without abandoning 

vulnerable populations who depend on the project? What are your red lines? 

On Alternative Pathways 

Are there investments in democratic contexts or through diaspora communities that could achieve 

similar climate and social outcomes without these trade-offs? What opportunity costs exist in 

allocating capital to authoritarian settings? 

On Long-Term System Change 

Does your investment build independent institutions, strengthen civil society capacity, or create 

accountability mechanisms that could outlast current governance? Or does it create dependencies 

that make reform harder? 

These questions don’t have easy answers, but serious investors (whether identifying as impact or 

traditional) need frameworks for navigating rather than avoiding the tensions. 

While the rise of American authoritarianism has obvious political implications, none of these 

questions require investors to take a specific political position. They do require acknowledging 

institutional conditions are not static—and that ignoring their financial implications is itself a 

strategic choice as much as considering the negative impacts of authoritarian regimes upon our 

community’s commitment to advancing greater equity, justice and sustainability in our world. 

Conclusion 
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Authoritarianism is not a peripheral political concern. It is a core determinant of long-term 

investment and impact outcomes. 

The empirical record is extensive and spans multiple disciplines. As countries move from 

democratic governance toward autocratic control, growth slows, and expected returns compress. 

Judicial politicization pushes up the cost of capital; political interference in central banking 

increases inflation-risk premiums; discretionary policymaking heightens volatility and deters 

investment; and capital flight accelerates as institutional credibility erodes 

[1][2][3][18][19][20][21][23][28]. 
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