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risks in focus

W elcome to StrategicRISK’s 2014 
Thailand Risk Report, which 
looks at the major challenges 

facing corporates operating in Thailand 
at this critical time for the South-East 
Asian nation. Since we produced last 
year’s report on Thailand, the country 
has slipped further into a political crisis 
that has no end in sight. Moreover, the 
damage being done to its economy is 
becoming ever more severe.

While researching this report, we 
talked to local risk practitioners and 
brokers, who explained that violence, 
corruption and regulatory stagnation 
were distracting Thailand’s ‘ruling class’ 
from focusing on long-term goals central 
to maintaining the health of the nation’s 
economy.

This report is produced with the 
support of Zurich and with the assistance 
of the Pan-Asia Risk and Insurance 
Management Association (PARIMA). 
PARIMA’s aim is to strengthen and 
enhance the risk culture in the region 
through the creation of opportunities 
for education and dialogue within the 
risk management community (see more 
at parima.org). 

It is a mission that sits comfortably 
with the aims of our publication and we 
will be working with PARIMA members in 
the future to bring you comprehensive 
coverage of Asia-Pacific’s risk landscape.

Keep an eye out for future risk 
reports on countries such as China, 
Japan, South Korea, Taiwan, Vietnam and 
the Philippines – and our pan-Asia risk 
report and interactive webinar towards 
the end of the year.
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Country risk staCks  
The Risk Stacks chart shows a histogram 
of the countries’ riskiness. Countries are 
ordered by ascending Zurich Risk Room 
Metric with the lowest on the left to the 
highest on the right hand side. Within one 
bin, countries are ordered by ascending 
ZRR Metric from bottom to top.
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The Risk Stacks chart shows a histogram of the countries' riskiness. Countries are ordered by
ascending ZRR Metric with lowest on the left to highest on the right hand side. Within one bin,
countries are ordered by ascending ZRR Metric from bottom to top.
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Thailand’s employment risk profile shows why  
it has prospered but political turmoil threatens  
to destabilise the country’s future prospects

NOTE The risk bars indicate the world distribution of the particular risk, from the lowest  
scoring country to the highest. The lower the score, the lower the risk or exposure to the  
particular indicator (a lower score is always positive).

thailand’s labour market continues to show a robust degree of resilience and so far  
has managed to withstand the wider ramifications of the ongoing political turmoil.  
among favourable labour market fundamentals, thailand can count an employer-
friendly employment legislation, relatively low emigration of skilled labour, a favourable 
ratio of pay to productivity (meaning that salaries are commensurate with productivity), 
and an unemployment rate that is among the lowest in the world.

Employment

Sean mooney  
Asia editor



THAILAND | Asia Risk Report

3

risks in focus

5

Asia editor  

Sean Mooney

Editor  

Mike Jones

Deputy editor  

Kin Ly

Managing and legal editor  

Hélène Préchac

Junior reporter  

Asa Gibson

Head of sales  

Lucy Weston

Commercial director, Asia-Pacific  

Adam Jordan

Senior production controller  

Alec Linley

Senior data analysts  

Fayez Shriwardhankar

Publisher  

Tom Byford 

Executive publisher, Asia-Pacific  

William Sanders

Managing director  

Tim Whitehouse

Published by  

Newsquest Specialist Media Ltd

Asia-Pacific office: 3/50 Carrington 

Street, Sydney, NSW 2000, Australia

tel: +61 (0)2 8296 7611

London office: 30 Cannon Street,  

London EC4M 6YJ

tel: +44 (0)20 7618 3456

fax: +44 (0)20 7618 3420 (editorial)

 +44 (0)20 7618 3400 (advertising)

email: strategic.risk@nqsm.com

For all subscription enquiries  

please contact: 

email: william.sanders@nqsm.com

Printed by Warners Midlands Plc

© Newsquest Specialist Media Ltd 2014

www.strategic-risk-global.com/asia

Risk Walls

Political Instability

9

Armed  
conflict risk

State 
failure

Human 
rights

Political 
violence

Expropriation

Thailand

Country Risk Stacks

CHE

LOW1

DEU
AUT
DNK
JPN
SGP
NZL
ISL

HKG
CAN

LOW2

IRL
BEL
USA
GBR
NOR
FIN

SWE
AUS

LOW3

TWN
POL
BRB
MLT
EST
QAT
CHL
NLD
CZE

MLOW1

SVK
LVA
PAN
HUN
ARE
GHA
CRI
SVN
LTU
URY
MYS
LUX

MLOW2

ITA
ESP
MNG
ROU
TTO
VNM
BGR
BTN
KOR
OMN
FRA
THA
BRA
KAZ
BWA
CYP
CHN
PRT
MUS

MLOW3

ZMB
ALB
MOZ
ECU
AZE
GUY
TZA
MWI
JAM
IND
ARG
BLZ
PHL
COL
BHR
LAO
IDN
KWT
PER

MEDIUM

BOL
RUS
UKR
LKA
GMB
HRV
BGD
PRI
MEX
NIC
GTM
PNG
BEN
BFA
DOM
PRY
GRC
SLV
ISR

GEO

MEDIUM

LSO
SRB
UGA
BLR
LBR
MAR
NAM
SUR
CMR
ARM
ZAF
ETH
RWA
TUR
MKD
KHM
KEN
SAU
SEN

MEDIUM

BIH
NPL
SLE
TKM
TUN
UZB
MDG
HND
KGZ
JOR
MDA

MHIGH1

TCD
PAK
ZWE
MLI
EGY
NGA
BDI
CIV
TJK
LBN
AGO
LBY

MHIGH2

HTI
MRT
NER
MMR
ERI

COD
VEN
COG
CUB
DZA

MHIGH3

IRQ
AFG
PRK
SYR

HIGH1

IRN
YEM
SOM

HIGH2

SDN

HIGH3
Low HighmHighmLow Medium

The Risk Stacks chart shows a histogram of the countries' riskiness. Countries are ordered by
ascending ZRR Metric with lowest on the left to highest on the right hand side. Within one bin,
countries are ordered by ascending ZRR Metric from bottom to top.

10

1 year ahead GDP 
growth forecast %

2.9%
1 year ahead 
Inflation forecast

2.4%
Annual Inflation
2.1%

Fiscal Balance 
(%GDP)

-0.2% 412.7
GDP, current USD 
(billions)

2.9%
Real GPD Growth, 
y-o-y

Current events in Thailand are to a large extent anticipated and reflected in key risks to 
political stability, such as an above average level of (internal) armed conflict risk, state 
failure and a heightened degree of political violence – a consequence of the at times 
violent stand-off between the previous government and the opposition in 2014.

Source: Zurich Risk Room

Political instability
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top risks

T he head office of a corporation 
operating in Thailand was burnt 
down several years ago during 
political unrest. The firm decided to 

leave that area and build a new office closer to 
the airport, which it considered a safer area. 
Unfortunately, it proved to be a highly flood-
exposed location, a fact that was discovered 
when the country experienced major flooding 
in 2011.

This example, which encompasses both 
political and natural catastrophe risks, illustrates 
the complexity and interconnectedness of the 
challenges Thailand currently faces. It is con-
tained in the World Economic Forum’s Global 
Risks 2014 report, which points out that firms’ 
perceptions and assessments of risks can be 
skewed by decision-making biases, such as the 
‘availability bias’. “This involves overestimating 
the likelihood of a recently experienced disaster 
and underestimating the likelihood of those 
that occurred in earlier years,” the report states.

Of course, the 2011 floods are still clear in 
Thailand’s collective memory and, as such, the 
possibility of a new natural catastrophe strik-
ing the country lurks on the edge of national 
consciousness. However, the real and present 
danger that is impossible to ignore is the  
country’s current political instability.

Complex layers
When asked to name the major risks faced by 
Thailand in 2014, the director of governance, 
risk management and compliance at grocery 
and general merchandising retailer Big C 
Supercenter, Phatchada Muenthong, men-
tioned three issues, all related to his country’s 
political problems. “External environment, 
which includes political instability, change in 
government policies, and economic instability,” 
he told StrategicRISK.

The managing director of JLT Thailand 
Andrew Minnitt said that ongoing political 
instability in the country was making it incred-
ibly difficult for risk managers and business 
owners accurately to forecast performance 
and future risks. 

the devastating floods of 2011 may still be at the forefront of  
everyone’s consciousness in thailand, but it is the ongoing political  
instability that is the clear and present danger

Thailand’s risk list

“This weighs heavily on their minds when 
it comes to considering production volumes 
and feedback to customers and their markets,” 
Minnitt said. “It also means that the finance 
teams need to closely watch exposures to  
foreign currencies and the effect such gains 
and losses might have on the company’s 
performance.”

The managing director of Howden Broking 
Group’s retail businesses in Asia, V. Harikes, 
also put political uncertainty at the top of his 
risk list, pointing out that Thailand has suf-
fered from recurrent political instability since 
2006. “The Red Shirt riots in 2010 are still 
fresh in everyone’s minds following the large 
losses caused to business and tourism,” 
Harikes said. “Political divisions have come to 
the forefront again in recent months. This 
could intensify as the succession to King Rama 
IX (86 and in poor health) approaches.”

Yoottana Kingkawkantong adds another 
layer of complexity to the political risk equa-
tion. The executive vice-president of Aon 
Thailand warns that the Crimea crisis could 
“lead to a new round of trade sanctions 
between Russia and the Western Bloc and thus 
will prevent Thai traders from trading with 
Russia”. 

Kingkawkantong does, however, place 
domestic political instability at the top of his 
risk lists, warning that the current situation 

could lead to civil war and that investment 
policies to stimulate the economy had been 
put on the back-burner. “This is especially 
troubling given that the global economy 
seems to be on the upswing, which typically 
yields more direct investment into Thailand.”

Beyond the political, other factors influenc-
ing decisions of major corporates operating in 
Thailand include supply chain risk, according to 
Andrew Minnitt. “Ensuring the various mem-
bers of the supply chain have their own matters 
in order with regard to quality, volumes, labour, 
insurance, liabilities, warranties and so on, 
remains a key concern for risk managers,” he 
said. “Balancing local and foreign suppliers and 
customers, and varying these accordingly, is 
taking up a lot of time nowadays. Price is no 
longer the only consideration.”

Fluctuating risks
Minnitt also pinpoints reputation/brand 
damage risk as of great concern. “The ever-
expanding world of social media and the ease 
of its access means that with potential for both 
positive and negative impact, managing 
events to protect the reputation of an organi-
sation and ultimately its brand, is a key con-
cern,” he said. “There are insurance products 
to help with this now and it is receiving more 
and more attention from clients.”

Harikes warns that the Thai baht has fluctu-
ated in the past couple of decades and foreign 
exchange risk is ever present. “A recent cut in 
interest rates and a slight downturn in the Thai 
market has seen the Thai baht devalue by 15% 
in the past 12 months against the US dollar,” he 
said. “Although the recent devaluation is bene-
ficial to exporters and helps stimulate the econ-
omy, it is putting increased stress on businesses 
that rely on imports.”

Natural catastrophe risk is also on Harikes’ 
mind and he points out that Thailand experi-
ences high rainfall year after year, resulting in 
numerous localised flooding losses. “In 2011, 
heavy rainfall saw widespread flooding in 65 
provinces with 21,000km2 of farmland dam-
aged, resulting in estimated losses totalling 
[about] $50bn,” he said. Another example was 
the effect of the 2004 tsunami, Harikes said. 
“The impact on tourism… was greatly felt, 
with tourists starting to revisit the area in sig-
nificant numbers only in the past couple of 
years,” he added.

Kingkawkantong again adds an additional 
issue to natural catastrophe risk, pointing out 
that drought not only affects the agricultural 
sector but can also “create a shortfall of water 
supply to meet industrial needs”. sr

“Political divisions have 
come to the forefront 
again in recent months. 
This could intensify as 
the succession to King 
Rama IX approaches.” 

V. Harikes, managing director  
of Howden Broking Group’s  
retail businesses in Asia
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political risks

A s Bangkok-based DLA Piper consultant 
Jonathan Goacher sees it, Thailand is 
one of the strongest and most resilient 
economies in South-East Asia – one 

that is largely considered an investment-friendly 
jurisdiction. However, he warns, the country’s 
current political turmoil has affected its regional 
competitiveness and ability to function as an 
efficient and effective place to do business. 

The current period of political instability 
has “heightened Thailand’s need to address 
the nation’s protracted and cumbersome legis-
lative and litigation processes to stimulate 
greater domestic and foreign investment”, 
Goacher explains. 

He adds that the protests held in Bangkok 
in the months leading up to May’s military 
coup were the latest in a series of protests and 

although thailand had one of the strongest and most efficient economies in the region, the current lack of political stability 
means that investors are hesitating doing business in the country and consumer confidence is plunging rapidly

When things fall apart

political blockades that gripped the nation 
after former prime minister Thaksin 
Shinawatra was ousted in a coup in 2006.

Indeed, Thailand’s political and economic 
turmoil has become a major crisis that threat-
ens to deepen. According to strategic intelli-
gence, risk and security management company 

the KCS Group, the Pheu Thai government has 
pushed the country into massive debt, with 
populist policies such as a rice-pledging scheme 
and 120m baht flood-prevention projects. It 
adds that corruption is rife and protectionist 
policies are so entwined within the Thai culture 
that the economy cannot function as a freely 
competitive market.

A recent KCS briefing explains that “on the 
other [side]… sits the People’s Democratic 
Reform Committee, which has held protests 
mainly in the capital Bangkok, but also across 
the southern provinces since December. This 
group claims, through its self-proclaimed 
leader and former Democrat party deputy 
prime minister Suthep Thaugsuban, that 
although some amount of corruption is 
acceptable and considered part of Thai 

“To this point, the Thai 
economy is increasingly 
reliant on private sector 
investment to drive  
the economy” 

Yoottana Kingkawkantong,  
Aon Thailand
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culture, the level of corruption to which 
Thaksin [Shinawatra] has stooped went far 
beyond what can be tolerated by high-society 
and middle-class Thais.”

The protests forced the government into a 
caretaker position, which meant it could no 
longer pay for any further programmes or con-
tinue funding the rice scheme and ultimately 
led to the removal of Yingluck Shinawatra as 
prime minister and then to the military coup. 
The Thai baht has suffered a long run of losses, 
despite the finance ministry’s active currency 
manipulation, and the Thai stock exchange has 
seen investor sentiment falling fast. 

 A more integrAted risk- mAnAgement 
 ApproAch is required
In early May, Thailand’s prime minister 
Yingluck Shinawatra was ousted  
by the Constitutional Court, after  
being charged by the National Anti-
Corruption Commission with dereliction  
of duty for overseeing a controversial  
rice-buying scheme.

the rice-buying policy brought Shinawatra 
to power in the 2011 election with the 
help of the rural poor, but it has since run 
up significant losses and left hundreds of 
thousands of farmers unpaid.

Following a fall of rice prices after the peak 
of 2008, the severe 2010 flood in thailand 
and a decrease in global rice demand, the 
government decided to replace its rice-
mortgage scheme with a rice-protection 
scheme. Under the scheme, government 
warehouses bought rice from farmers at 
US$469 per ton, compared to US$262 under 
the previous scheme. Most rice farmers have 
been selling to government warehouses 
instead of rice exporters since 2010. this 
led to a drop in rice exports and left the 
government with a large stockpile of rice. 
it also contributed to thailand’s fall from 
first to third in the list of the world’s top rice 
exporters, behind Vietnam and india.

Asia Risk Centre head Roman hohl says 
that insurance and price-protection are big 
issues for the thailand’s rice farmers. “Making 
up 12% of GdP and employing almost 40% 
of the working population, agriculture is a 
key sector in thailand,” he says. “thailand’s 

agriculture GdP reached US$44bn in 2012 and 
agriculture represented more than 25% of 
total export turnover. Rice is thailand’s most 
important agricultural product, followed by 
rubber and poultry.”

insurers have tried to mitigate the effects 
of natural disasters that destroy on average 
10% of thailand’s rice production area each 
year, hohl says, but although crop insurance 
has been experimented with in thailand, the 
industry is still in its infancy compared with 
other major Asian countries.

index-based crop insurance programmes 
have been piloted in thailand, hohl adds. 
“however, index insurance comes with  
a certain amount of basis risk through  
the imperfect correlation between the  
actual loss at farm level and the loss derived 
from the index,” he says. “Furthermore, 
owing to the relatively low density of weather 
stations in thailand, and the fact that  
flood risk is difficult to parameterise with  
a weather index, index-insurance schemes 
face difficulties expanding.”

hohl suggests that a more integrated 
risk-management approach could combine 
the rice-insurance scheme with the price-
protection programme, making the cover 
part of the loan process. “For this to occur, 
the current form of rice insurance would need 
to be re-evaluated; a yield index could be a 
viable solution to minimise anti-selection 
and make coverage affordable for both the 
farmers and the government,” he says.

Executive vice-president of Aon Thailand 
Yoottana Kingkawkantong points out that the 
Thai economy has been losing momentum for 
some time. “Since the caretaker government 
was unable to push through the stimulus invest-
ment policies, there has not been any signifi-
cant government spending to spur the econ-
omy,” he explains. 

“To this point, the Thai economy is increas-
ingly reliant on private sector investment to 
drive the economy.” However, a delay in 
appointing a new board of investment harmed 
Thailand’s ability to attract new foreign direct 
investment, he says. “This is especially trou-
bling given that the global economy seems to 
be on the upswing, which typically yields more 
direct investment into Thailand.”

No consumer confidence
Rocky Tung, who was appointed as Coface’s 
economist for the Asia-Pacific region in 
September 2013, believes that Thailand’s  
prolonged political crisis is heavily affecting pri-
vate consumption, investment and tourism. 
“Instead of the same 20% year-on-year number 
of visitors growth seen in 2013, there’s almost 
no growth in early 2014,” he says. “That should 
continue to worsen to negative growth levels 
due to the high comparable base. At the same 
time, it is very obvious that manufacturing 
activities are slowing. Capacity utilisation rate 
of Thai manufacturers has slowed to below the 
62% level.”

Tung says that consumer confidence has 
plunged and reports suggest that foreign  
companies are deferring their investment plans 
in the country. “Private investment index has 
declined by 8.6% year on year, while commer-
cial car sales have declined by more than 27% 
year on year in January,” he says. “Household 
indebtedness (80% of GDP) is also weighing 
down on consumption and restraining the cen-
tral bank’s ability to support growth.”

Thailand’s economic growth could be heav-
ily curtailed if unrest continues, Tung warns. 
“In light of the tapering measures by the US 
Federal Reserve, the potential flight of capital 
from the country could hurt the Thai economy 
further,” he says. “The longer the political situ-
ation lingers, the longer it will take for the econ-
omy to recover from the loss of confidence.” 

Nevertheless, Tung believes that the effect of 
political unrest on domestic economic activities 
and investment sentiment “could be over-
stated”. He points out that large-scale infra-
structure projects in the country could main-
tain growth momentum despite adverse 
political conditions. “Investors’ confidence can 

“Instead of the same 20% 
year-on-year number of 
visitors growth seen in  
2013, there’s almost no 
growth in early 2014” 

Rocky Tung, economist for the  
Asia-pacific region at coface
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Until recently, Thailand’s macroeconomic 
indicators were very good. The country’s 
political problems and violent protests were 
not interfering with big business in a major 
way, but that situation seems to be changing. 
Lenders and investors in particular are 
becoming less comfortable with the political 
uncertainty that continues to afflict the nation.

Many corporations have historically been 
interested in terrorism cover only for high-
risk assets in urban areas where protests are 
common. However, political risk coverage 
offers so much more than that. If a large 
amount of a company’s revenue is sourced 
from a politically unstable emerging market, 
such insurance can treat that risk and protect 
the firm’s balance sheet against catastrophic 
loss owing to a wider spectrum of political risks 
than only terrorism. It’s all about coverage for 
low-probability, high-severity types of losses.

In addition to this, directors at publicly 
traded companies have a responsibility to 
their shareholders to explore the mitigation 
of a variety of risks, including political risk. 
This is one of the main drivers of demand 
for political risk insurance by, for example, a 
company making an equity investment in a 
politically unstable emerging market. Lenders 
use political risk insurance when bumping up 
against country limits or to allow them to offer 
longer loan tenors to their clients.

Political risk insurance for infrastructure 
projects was common in Thailand in the 
1990s. It is now more often used in countries 
such as Vietnam, Mongolia and Bangladesh 
for major water or power projects. There is a 
fair amount of risk involved in a bank lending 
to an investor that has a long-term offtake 
contract with a government entity in a highly 
regulated sector like power or water. Arbitral 
Award Default coverage treats the risk of 
non-payment under these long-term offtake 
contracts with government counterparties 
following an arbitral award in its favour.

Some of the best business opportunities in 
the Asia-Pacific region require firms to venture 
into jurisdictions that have a higher likelihood 
of political instability, political violence and 
macroeconomic volatility. This is where 
political risk insurance can be an effective tool 
to protect banks and companies against the 
uncertainties of a changing world.

thought 
leadership

RiChaRd aBiZaid 
Senior vice-president and 
regional manager, asia Pacific, 
Credit and Political Risk, 
Zurich insurance Company  
ltd (Singapore Branch)

insuring 
uncertainty

be hurt by the uncertain outlook,” he says. 
“Nevertheless, Thailand’s foreign reserves 
remain fairly healthy and its low foreign  
currency debt could help limit the country’s 
exposure to currency risk.”

Asia-Pacific analyst at European risk preven-
tion and management provider GEOS Alexis 
Marez points out that Thailand has faced for 
more than a decade “a latent political crisis 
cyclically and alternately punctuated by  
demonstrations of power between government 
and opposition”. 

“Beyond its security impact… political insta-
bility also raises concerns to the economic scale 
for a country that has stagnated for several 
years now but with a potential, both in terms of 
internal market and regional level, [that is] still 
attractive,” she says. “At the economic level, the 
growth rate in the first quarter of 2014 was 
revalued downward – from 5% to 2.7% – rela-
tive to last November’s forecast displayed by 
the Bank of Thailand, mainly owing to a 
decrease in foreign investments.”

Marez says that the stagnation of the politi-
cal situation is causing many foreign companies 
operating in Thailand to reconsider their strate-
gic positioning in the country. Many might 
decide in coming months to move some of their 
activities to more stable neighbouring coun-
tries, especially in the automobile sector, she 
cautions. “The bell sound is essentially the 
same in the Thai finance sector where voices are 
heard to ask as soon as possible for the restora-
tion of a functional government to stabilise 
markets and prevent a real economic crisis,” 
she adds.

Goacher says that there is no doubt that 
political uncertainty is having a detrimental 
effect on Thailand’s economy, with growth 
slowing significantly in the final quarter of 2013 
and the Bank of Thailand revising down its 
2014 growth forecast. 

“In addition, the political protests have also 
caused legal processes to be stymied, thereby 
increasing the risk that domestic and foreign 
investors alike will be deterred from conducting 
business in Thailand,” he says. 

“The ‘Bangkok shutdown’, which saw 
Government House and other government 
ministries blockaded by protestors, led to the 
ability to conduct even routine legal filings and 
applications being severely compromised. 
Accordingly, several ministries, including the 
Ministry of Commerce, had to move their oper-
ations to temporary locations. It is therefore 
hardly surprising that investors are showing 
hesitance to invest in Thailand. Several multi-
national corporations have publicly warned 

that they will reconsider plans to invest in the 
country if the political unrest persists.”

Long-term effects
Goacher says that the country’s steadfast resil-
ience to past unrest resulted in the coining of 
the term ‘Teflon Thailand’. However, he sees 
signs of deeper damage this time around that 
could pose long-term problems for a country 
already wrestling with slowing growth and  
outflows of global capital from its fragile finan-
cial markets. “Even prior to the current  
political unrest there was a need for Thailand  
to take action to stay competitive in the  
Asian market, given the increasing emergence 
of other countries such as Myanmar, Indonesia 
and the Philippines as attractive alternative 
places to invest,” he says. “The current episode 
of unrest has served to place even greater  
pressure on Thailand to remain attractive to 
foreign investment.”

Until the political storm passes, the longer-
term effects of the unrest on Thailand’s econ-
omy remain to be seen, Goacher says. “What is 
clear is that with the formation of an integrated 
Asian Economic Community looming in 2015, 
Thailand shall be further scrutinised by inves-
tors unless it can stabilise, make its legislative 
and dispute resolution processes more efficient 
and, among other things, thereby prepare for 
regional integration,” he warns.

According to founder and head of KCS 
Group Stuart Poole-Robb, mounting protests 
on the ground and conflicts with the military 
could possibly plunge the country into civil war. 
“The military coup in Thailand, followed by the 
subsequent declaration of martial law and com-
munications clampdown, has dramatically 
increased that country’s economic and political 
risk,” he says. “Thailand’s previously flourish-
ing tourism industry, in particular, now has a 
huge shadow looming over its future.” SR

“even prior to the current  
political unrest there was 
a need for thailand  
to take action to stay 
competitive in the  
asian market” 

Jonathan Goacher, DLA Piper 
consultant
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natural catastrophes

The Thai floods of 2011 were so severe that they did not merely  
change the physical landscape of the country, but also heightened  
awareness of the need for insurance, as well as practical crisis  
management and business continuity management plans

An unfortunate, yet 
predictable risk 

It is common knowledge that extensive 
flooding floods wrecked the infra-
structure of large parts of Thailand in 
2011 – and it is now better appreci-

ated that such devastation threatens to 
return every monsoon season. Of course, 
monsoons are nothing new in this part of 
South-East Asia, but so serious were the 
events of 2011 and their consequences 
have become synonymous with the entire 
concept of supply chain interruption

Before the floods, insurance was “the 
last thing people thought of”, says execu-
tive vice-president Aon Thailand Yoottana 
Kingkawtantong. “After the flood, many 
people found they were not insured, par-
ticularly in terms of business interruption 
exposure,” he says. “The landscape has 
also changed from the perspective of insur-
ers. In the past, nobody realised a flood 
could affect so many places in Thailand at 
the same time. Now insurers have had to 
change their views on catastrophic loss 
events in Thailand.”

Correct focus
Nevertheless, Kingkawkantong cautions 
that Thailand is in danger of taking its eye 
off the natural catastrophe ball. 

“It seems that we are now placing our 
focus on political problems rather than 
the natural catastrophe risk,” he observes. 
“The government’s efforts to implement 
water management seem to be plagued 
with the concerns of transparency on the 
project implementation. Owing to this,  
we have more weight [on this] than con-
cern for the natural damage we may 
encounter in the near future.”

Kingkawkantong believes that, in  
the short term at least, no significant 
water-management scheme will be able  

to move forward “unless we settle the 
domestic political mess and have a strong 
government acceptable by all parties”. 

“In regard to natural catastrophes,” 
Kingkawkantong adds, “our clients operate 
in an environment where natural catastro-
phes are always possible, and to a large 
extent these risks are insured by our clients. 
Coverage and capacity, within the insurance 
markets, are available at a reasonable price 
in comparison to 2012 and early 2013.

“Many of our clients are now pro-
tected, as Aon and insurers see natural 
catastrophes as an unfortunate yet fore-
seeable risk. The insurance market now 
has capacity to insure flood damage, up to 
the full value in certain instances.” 

Managing director of Howden Broking 
Group’s retail businesses in Asia, V. 
Harikes observes that, before the 2011 
floods, the Thai market was almost always 
able to offer full value limits for natural 
catastrophe. “Reinsurers viewed the natu-
ral catastrophe risk in Thailand as mini-
mal, so full limits were offered at cheap 
rates,” he says. 

“Following the 2011 floods, sublimits 
were imposed on all natural catastrophe 
risks, with flood cover attracting multiple 
increases in premium. Although in the fol-
lowing years we have seen premiums fall 

back to pre-flood pricing, flood and other 
natural catastrophe sublimits still remain 
in force.”

Harikes says that Thailand’s Office of 
Insurance Commission tried to imple-
ment a levy after 2011 so that everyone 
could purchase flood insurance protec-
tion. “This was flawed as it did not provide 
business-interruption coverage, and pro-
vided you could purchase the insurance 
elsewhere you did not have to buy into the 
levy,” he says. “This has subsequently died 
away as treaties have returned to pre-flood 
prices. However, low flood sublimits are 
now included in property programmes.”

As the head of corporate risk manage-
ment at Thai telecommunications  
service provider DTAC Pharkpoom 
Sukhambhiranond puts it: “Insurance is 
another risk-mitigation strategy – how-
ever, it will not help with business inter-
ruption”. Sukhambhiranond says that a 
natural catastrophe can wipe out a com-
pany in a matter of days. “Companies 
need to be well prepared by having practi-
cal crisis management and business conti-
nuity management plans,” he advises. 
“Not only do they need to ensure that 
those plans are practical, they also need to 
ensure their cost effectiveness because 
such plans usually cost a huge amount.”
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natural catastrophes

Managing director of JLT Thailand 
Andrew Minnitt has observed that the key 
post-2011 change made by many of JLT’s 
clients has been in the level of physical flood 
protection that is now in place at their sites.

“Although these physical site protec-
tion measures are aimed primarily at flood 
risk, they have also served to heighten the 
attention all forms of physical risk are get-
ting, and that’s an obvious benefit for all 
parties to the insurance contract,” he says. 

“Flood cover is still available in Thailand, 
but, of course, it all depends on the level 
needed and the cost being asked for such  
a cover. Other natural catastrophe covers 
that were previously severely restricted are 
now largely available to full value for all cus-
tomers and are included within the stand-
ard terms and conditions of the policy.”

Risk transfer
Head of Marsh PB Co Ltd, a unit of Marsh 
in Thailand, Duncan Buchanan says that 
the 2011 floods raised awareness of “the 
need to be adequately insured, to focus on 
risk mitigation, and to use the professional 
services of brokers to assist in insurance 
program design and risk management”. 

Wattana Wongvisesnopakun, executive 
chairman at Lockton Wattana Insurance 
Brokers puts it another way: “[The floods 

“Insurance is another 
risk-mitigation 
strategy – however, 
it will not help with 
business interruption” 

Pharkpoom Sukhambhiranond, 
head of corporate risk 
management at Thai 
telecommunications  
service provider DTAC

were] a wake-up call to the market that 
the idea that you are looking at risk from 
a certain factor, area or concentration of 
property is no longer valid. We are talk-
ing about a county-wide disaster, looking 
at something that would be far bigger 
than what the insurance industry would 
consider to be its maximum loss.”

Indeed, the World Economic Forum’s 
Global Risks 2014 report calls the 2011 
Thailand (and Cambodia) floods disas-
ters “exacerbated by poverty, badly 
planned and badly managed urbanisa-
tion, environmental degradation and 
weak institutions for managing risk at 
local and national levels”. “Political sup-
port for disaster preparedness activities, 
from both the legislative and executive 
bodies, is central,” the report states, “but 
there is still a lack of funding and prioriti-
sation from international organisations 
and national governments, especially in 
lower-income countries.

“These countries may not have  
the liquidity or borrowing capacity to 
expeditiously recover from natural disas-
ters, but evidence has shown that risk 
transfer to insurance markets can be 
particularly effective for these countries 
to avoid drastic disruptions to economic 
growth.” sr
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regulatory risks

L ocal regulatory change is one of 
the main areas in which Thailand’s 
anti-government demonstrators are 
seeking a reform to curb corruption 

and lack of transparency, according to 
executive vice-president of Aon Thailand 
Yoottana Kingkawkantong.

Further, he says, Thai companies are con-
stantly monitoring new regulations and their 
potential effect on their businesses. “It is imper-
ative that organisations assess their observable 
practices and structures related to corporate 
governance, management decision-making 
processes and risk management,” he adds. 
“Through these assessments, an effective cor-
porate governance structure sets compliance 
standards for the entire organisation, including 
practical guidelines to help ensure that all col-
leagues are familiar with the company policy.”

Corporate governance
Kingkawkantong says many companies in 
Thailand are just beginning to adopt corporate 
governance structures in an effort to improve 
decision-making and to ensure compliance. 
“Companies that do not have a structure in 
place run the risk of poor decision-making and 
potential violation of regulations,” he says.

The head of corporate risk management at 
Thai telecommunications service provider 
DTAC Pharkpoom Sukhambhiranond says reg-
ulatory changes often arise from political uncer-
tainty. “Both are unpredictable and can have 
huge effects on a company’s revenue and bottom 
line,” he says. “Companies must follow political 
uncertainty and regulatory change closely. They 
must be able to adjust fast, which requires good 
planning. Even key strategies of companies may 
have to change immediately to cope with 
political uncertainty or regulatory change.”

Managing director of JLT Thailand Andrew 
Minnitt says the Thai Institute of Directors, 
working closely with the Securities and 
Exchange Commission, the Stock Exchange of 
Thailand, the Bank of Thailand and others, is 
“doing good work raising the profile and impor-
tance of corporate governance”. “This is making 

Organisations operating in thailand should ensure they stay abreast of  
regulatory changes, understand how these will affect the way in which  
they do business and be able to adapt their processes quickly

Keeping up with change

a difference. If companies are trading interna-
tionally, showing good levels of corporate gov-
ernance is no longer a differentiator. Instead, it 
is one of the standard minimum requirements, 
and Thai companies are responding well.”

Thomson Reuters senior editor for govern-
ance, risk and compliance in Asia Trond Vagen 
says Thailand’s financial industry faces a range 
of regulatory challenges as it struggles to keep 
up with international developments. “In the 
coming years, financial institutions in the coun-
try will have to begin implementing capital and 
liquidity reserves as required under Basel 3, and 
the trading of over-the-counter derivatives will 
become centrally cleared and reported,” he says.

“Further, the regulators will also have to find 
a local solution to the regulation of shadow 
banking and resolution of failing institutions, as 
part of the country’s commitment to implement 
international regulatory requirements set forth 
by the G20 and the Financial Stability Board.”

 Vagen adds that pressure on the currency 
exchange rate will also be a key issue, with ‘hot 
money’ leaving the country’s economy as the 
US Federal Reserve remains committed to 
tapering its quantitative easing.

Litigation and arbitration
Thailand’s arbitration and litigation processes 
have attracted criticism from international  
businesses and representative bodies, notes 
Bangkok-based DLA Piper consultant Jonathan 
Goacher. “Jason Fry, previously the secretary 

general of the International Chamber of 
Commerce’s Court of Arbitration, has drawn 
attention to Thailand’s lengthy arbitration pro-
cess and the need to reduce barriers to arbitra-
tion to encourage foreign investment. The 
American Chamber of Commerce in Thailand 
also denounced the 2009 cabinet decision that 
all contracts between the public and private sec-
tors, save for one exception, should not provide 
for disputes to be decided by arbitration.”

A 2012 study by the Thailand Development 
Research Institute found that in the previous 
five years, a bill took about 782 days to be 
passed. Goacher says this is no surprise since 
there is no time restraint imposed on the House 
of Representatives to examine proposed bills, 
and although a time restraint is imposed on the 
Senate, it may be extended. “The same problem 
is faced in respect of Thai litigation and arbitra-
tion – the processes are slow,” he says. Also, 
“both processes are unpredictable and, as such, 
present a frustrating experience for foreigners.”

Lengthy processes
On the Thai litigation process, Goacher says 
that in stark contrast to other jurisdictions 
where a clear impetus exists to deal with litiga-
tion efficiently and effectively, the accepted 
status quo in Thailand is that cases may take 
years to resolve. “As Thailand follows a civil law 
system, this also presents difficulties for foreign-
ers who are more accustomed to common law 
systems,” he advises. “In particular, the civil law 
process is arguably more unpredictable than the 
common law system for several reasons; firstly, 
judgments are not based on previous court deci-
sions, rather on the determination of the 
appointed judges who have unbridled discre-
tion; secondly, there is no discovery process, 
and as such parties may not be in possession of 
all information relevant to the dispute to aid 
transparency and expediency.” To add a further 
layer of complexity, Goacher points out that for-
eign clients also face language and cultural bar-
riers when litigating in Thailand, thereby 
making the overall process more cumbersome. 

On arbitration, Goacher says it takes an 
average of three to five years for arbitral awards 
to be delivered and enforced in Thailand, com-
pared with an average of just one year in other 
jurisdictions. “The reason for this is two-fold,” 
he says. “[Firstly], the arbitration process is not 
isolated from the civil court system and, as 
such, when the court is called to make any deci-
sion in an arbitration process delay is inevita-
ble. Second, there is only a small pool of arbi-
trators and lawyers in Thailand with the 
requisite experience.” sr

“Companies that do  
not have a structure  
in place run the risk of 
poor decision-making 
and potential violation  
of regulations” 

Yoottana Kingkawkantong,  
executive vice-president of  
Aon Thailand
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Risk  
financing

D espite Thailand’s political woes, the country’s 
insurance market has grown from strength to 
strength since the 2011 floods, with many insurance 
companies reporting record profits, says managing 

director of Howden Broking Group’s retail businesses in Asia 
V. Harikes.

“Treaties have become more favourable, which has seen 
pricing of many risks reduce to their pre-flood levels,” he says.

“There are exceptions, such as terrorism insurance, which 
very few markets based in Thailand are able to write under their 
treaty, which sees premium levels remain high especially in view 
of continued political instability.”

Executive vice-president of Aon Thailand Yoottana 
Kingkawkantong agrees that, overall, “the market seems to 
have returned to the stage before the flood”. “The market is 
‘soft’ with little investment to generate the need for new insur-
ance products or demand,” he says. “Unfortunately, much of 
the competition and growth within the Thai insurance market 
is still predicated on price, rather than product differentiation.

“This, coupled with good underwriting results for most 
insurers in 2013, should continue the downward pressure on 
rates for most classes of insurance during 2014.”

Of particular relevance to the smaller business sector is an 
increase in competition on the property side, which is driving 
premium levels down, according to managing director of JLT 
Thailand Andrew Minnitt.

“After the 2011 floods, with the time and effort taken to 
settle claims from that catastrophic event, the market is trying 
to get back to a state of ‘Uberrima fides’ or ‘Utmost good faith’, 
he says.

“Clients want to trust their brokers, insurers and reinsurers. 
The flood claims put a lot of pressure on this founding principle 
of insurance and those committed to the Thai insurance market 
are doing all they can to restore faith in the market and the 
insurance business as a whole.”

As a risk manager, Phatchada Muenthong views insurance 
in Thailand from a slightly different perspective. The director of 
governance, risk management and compliance at Big C 
Supercenter says that going through a claims process “is a pain 
and makes the concept of insuring become less favourable”. 

“In addition, at times of crisis, insurers did not create market 
opportunity for themselves.

“I see it as opportunity loss for them.” sR

it has not been all doom and gloom for the thai insurance  
market since the 2011 floods and many companies are  
slowly recovering and posting record profits

Getting back to 
pre-flood levels

Supply chain risks can be viewed from various angles. You 
may be a supplier responsible for a critical component 
of another company’s final product or you could be the 
final producer relying on third parties for components. 
Either way, understanding your supply chain and 
how you fit into other supply chains is becoming an 
increasingly important issue for risk managers.

Most companies are seeking to reduce costs 
and improve working capital management, while 
at the same time they are increasingly reliant on 
their suppliers. This reliance is likely to involve a 
combination of global sourcing, single sourcing, 
partnership approach and just-in-time operations. 

Paradoxically, the actions taken to reduce costs may 
drive risk into the supply chain. In Asia – and particularly 
with regard to firms operating in Thailand – these 
decisions are being taken against a background of 
increased market shortages and complexities within 
supply chains, complicated by geographic location 
challenges. Thailand is also characterised by industry 
aggregation; for example, a large percentage of the 
world’s hard drives are produced there.

A Business Continuity Institute survey sponsored by 
Zurich Insurance conducted in October 2013 indicated 
that about 83% of companies had had a supply chain 
disruption in the previous 12 months. Many had 
experienced multiple disruptions in the same period. 
According to Zurich’s proprietary database featuring 
more than 10 years of supply chain losses, almost 20% 
of these disruptions were higher than US$500m owing 
to the significant extra expenses incurred to return to 
productivity. Furthermore, Zurich’s data shows more 
than half of supply chain losses are caused by ‘sub-tier’ 
suppliers and that businesses tend to underestimate 
the length and frequency of disruptions.

Supply chains affect every part of a business, the 
way blood flow affects every part of the body. As people 
are fundamental to the operation of any supply chain, it 
is critical that an appropriate risk culture is put in place. 
Three specific areas can be examined to help mitigate 
and minimise the effect of interruption on a business: 
approach to risk assessment; supplier due diligence; 
and supply chain risk and business resilience tools. 

With the increased globalisation of the world’s 
economy and ever-growing reliance on third-party 
component manufacturing, it is highly likely that every 
business will experience a supply chain interruption at 
some time. It is essential to take a proactive approach 
to better understand exposures and assess potential 
effects and recovery costs to help protect profitability 
from breaks in the chain. 

thought 
leadership
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Global supply chain product 
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