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top risks

W elcome to StrategicRISK’s 
2014 Hong Kong Risk Report, 
which looks at the major 

challenges facing corporates operating 
in this strategically and economically 
important gateway to China. It’s one of 
the world’s most open economies, on  
the doorstep of the world’s most 
populous nation, which is increasingly 
powerful, and its stability is important to 
most multinationals trading in this part 
of the world.

However, many of the local risk 
practitioners and brokers we interviewed 
to produce this report expressed 
concerns about a range of challenges 
faced by Hong Kong. These include  
lack of innovation, increasing regulatory 
pressures and the way shifting  
political dynamics in China are affecting 
the territory.

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. It’s 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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political instability 

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).
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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
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countries are ordered by ascending ZRR Metric from bottom to top.
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Favourable labour market fundamentals (employment regulations that are among the 
most flexible in the world, salaries commensurate with productivity etc), an interna-
tional community and outlook, all contribute to Hong Kong’s attractiveness as a 
destination for foreign workers and companies. in consequence, Hong Kong’s talent and 
labour pool is highly skilled and diverse. some downside risks for the labour market 
remain, however, particularly the risk of a slower-than-expected recovery in developed 
markets and a further slowdown in the mainland chinese economy, both of which would 
negatively affect the demand for imports from and going through Hong Kong. 

Employment

Risk Walls

Employment
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Employing 
workers 

Quality of 
labour

Brain 
drain

Pay and 
productivity

Employment 
of working-age 

population

hong kong SAR

hong kong’s employment market has made it an 
attractive destination for foreign workers, but the 
slowdown of the Chinese economy might affect it
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Hong Kong’s risk exposure to political instability risks remains low for the time being.

Source: Zurich Risk Room

Political instability
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T he world’s changing global eco-
nomic dynamics are affecting 
Asia’s economies in many differ-
ent ways, and Hong Kong is no 

exception. The territory’s unique position 
as a gateway to China and the fact that it 
has one of the world’s most open econo-
mies mean that it feels these forces keenly 
and uniquely.

Take, for example, its property market, 
which is relatively easy to enter, with its 
low transaction costs and lack of capital 
gains tax. 

As risk and safety manager at Hong 
Kong Aero Engine Services Kevin Rookes 
points out, that makes the Hong Kong 
housing market a popular target for ‘hot 
money’ when liquidity enters the global 
economy. “This may have a knock-on 
effect on commercial property, with subse-
quent rental hikes for operating premises 
and office space,” he says. Furthermore, 
Rookes says, as the risks of the euro debt 
crisis settles, “the likelihood of an over-
heating asset market and potential asset 
bubble in Hong Kong is escalating”. 

However, one of Hong Kong’s hitherto 
major strengths, namely its competitive 
edge, is perhaps being challenged like never 
before. To stay ahead in an increasingly 
competitive world is the driving force of any 
economy and, for decades, Hong Kong has 
stood out within the Asia-Pacific region in 
this regard, Rookes says. But for how long? 
JLT Asia chief executive Duncan Howorth 
says that the Hong Kong economy has 
done little diversifying in the past 15 years, 
instead focusing on financial services, 

shipping and import/export. “As China 
continues to develop and other Asian coun-
tries grow their economies, the inability of 
Hong Kong to move up the value-chain 
could leave it vulnerable,” he warns. 

As Aon Asia’s chief executive for greater 
China Owen Belman says: “Facing more 
competition from surrounding countries 
and cities such as Taiwan, Korea, 
Singapore and [the Chinese] mainland 
(Shenzhen), more Hong Kong companies 
realise they cannot rely on past success 
formulas anymore and need to innovate. 
However, few companies see the need to 
put in place systems, tools or processes 
for fostering innovation.”

Many challenges
Belman also points out that, as an open 
economy, Hong Kong is highly depend-
ent on international economic condi-
tions. “While the US and eurozone may 
recover slightly this year, the uncertainty 
over interest rates as well as continued 
high levels of government debt bring fluc-
tuation to the financial markets and cast a 
shadow over the economic recovery,” he 
says. “In addition, the Chinese economy, 
which has been fuelling the economic 
growth in Hong Kong and globally, is 
believed to be slowing down.”

Indeed, many Hong-Kong based corpo-
rates now find themselves deeply exposed 
to the shifting demands of Chinese con-
sumers and the economic growth of main-
land China. Large corporates in Hong Kong 
need to rethink their business strategies to 
address the continuing slowdown of GDP 
growth and domestic demand in China. 

Executive director of Willis Hong Kong 
Lincoln Pan says that, in the past 18 
months, his company’s clients have been 
experiencing greater volatility than ever 
before from their investments and relation-
ships in China. “Manufacturing and export 
dynamics are shifting, and once prosperous 
industries in China have turned challeng-
ing and difficult,” he explains. “Rather than 
accepting China’s growth as a given, our 
clients need to more carefully monitor 
their investments, partnerships and growth 
expectations in China.”

Pan also sees a looming issue in rising 
premiums from medical and employee 
compensation programmes. “The insur-
ance markets, for the most part, are buyer-
friendly at this point, except for group 
medical and employee compensation 
claims,” he says. “Like almost every coun-
try globally, rising medical costs are affect-
ing the ability of Hong Kong companies to 
control inflation for their group medical 

top risks

‘The Hong Kong community in general has turned rather 
unfriendly to the bigger corporations, blaming them for the 
widening income gap in the society’
Owen Belman, Aon Asia’s chief executive for greater China

The territory has stood out for a 
long time as one of the strongest 
economies in the Asia-Pacific region, 
but a lack of diversity means that it 
faces increased competition from 
surrounding countries

Hong 
Kong’s 
risk list
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There is a vibrant credit and political risk market in Asia 
that can support the needs of banks and corporates 
lending to and investing in emerging and frontier 
markets globally. Indeed, one of the most dynamic and 
growing markets is in supporting organisations that are 
investing and lending into China from Hong Kong.

Hong Kong is a regional hub and gateway into China, 
and political risk and credit insurance can be used to 
support a bank’s or a corporate’s expanding business 
in China. Often, Hong Kong-insured international banks 
are looking to support borrowers in China. In many 
cases, this involves loans to state-owned enterprises 
and state banks that have significant demand for trade 
finance and general lending requirements.

One area in particular where we see a fair amount 
of demand is lending to state-owned enterprises in 
the energy sector to support the importation of oil and 
refined petroleum products to feed China’s energy-
hungry economy.

Another area that is currently topical is lending to 
Chinese banks. Trade flows in and out of China have 
picked up markedly since the end of last year, resulting 
in significant growth in financing needs to support 
trade related funding. A lot of the funding is used to 
support trades in soft commodities such as grains and 
soybean and hard commodities such as iron ore and 
copper cathodes. As a result, international banks – 
especially those domiciled in Hong Kong – are looking 
to lay off Chinese bank risk to credit and political risk 
insurers as our industry is seen as a trusted and reliable 
distribution partner that is also, most importantly, not 
a competitor. 

The loan itself can be in CNY (the yuan traded within 
mainland China) or CNH (the offshore yuan traded 
outside mainland China); the letter of credit that is 
being confirmed by a bank offshore can also be in CNY 
or CNH. So, policies can be denominated in both CNY 
and CNH and that is something that a growing number 
of clients are looking for from their insurer.

One thing is certain, a firm no longer needs to 
go to London to cover its credit and political risk 
needs because Asia has more than enough capacity, 
expertise and number of underwriters in the market  
to accommodate even the most complicated 
transaction structures.

thought 
leadership

expenditures. These rising costs are com-
pounded by increasing costs to manage 
employee compensation claims in the 
market. Companies that focus on actively 
managing such issues with risk manage-
ment and rehabilitation programmes are 
seeing significant differences in being able 
to contain the costs in their insurance 
programmes.” 

Head of Marsh Hong Kong and the bro-
ker’s Greater China chairman Paul Wilkins 
agrees. “Employee compensation contin-
ues to be a significant issue for companies, 
especially in the construction industry,” he 
says. “Rates are rising, although at a slower 
pace as new players enter this market. 
However, it continues to be one of the larg-
est costs of doing business in Hong Kong, 
and companies are increasingly looking at 
preventive and rehabilitation programmes 
to minimise claims.” Wilkins says that 
employee benefits such as medical insur-
ance are under scrutiny. “Companies are 
caught in a ‘squeeze play’,” he explains. 
“There [is a conflict between] the need to 
offer attractive benefits programmes to 
attract/retain talent versus containing  
rapidly increasing medical insurance costs.”

Cyber risk
Wilkins also raises an issue that worries 
risk managers, brokers and insurers: cyber 
risk. He says that the data privacy ordi-
nance is affecting how Hong Kong-based 
companies manage their customer data, 
making cyber risk an even more pressing 
issue. Further, “cyber risk continues to 
rise in terms of prominence and 

HONg KONg IS A Hub TO LeNd mONeY 
INTO THe CHINeSe mAINLANd

RIChARD ABIZAID 
Senior vice-president and regional 
manager, Asia Pacific, Credit and 
Political Risk, Zurich Insurance 
Company Ltd (Singapore Branch)

awareness, as data breaches and hack 
attacks increase in frequency and sever-
ity,” he says. “Reputation damage, more 
than anything else, is driving companies 
to look at cyber risk response protocols 
and insurance solutions.” 

EY Asia-Pacific fraud investigation and 
dispute services leader Chris Fordham says 
that as new technologies drive marketing 
and customer-oriented initiatives in Hong 
Kong, “information security chases associ-
ated cyber threats from behind”. “Mergers 
and acquisitions, structural changes within 
the organisation and entrance into new 
markets all place additional stress on the 
information security function to provide 
adequate protection,” he says. “These pres-
sures will only increase as the pace of 
emerging technologies continues to accel-
erate – as will the cyber risks. Not consider-
ing these risks until they arise gives  
cyber attackers an advantage that can be 
disastrous for the organisation.”

Fear of reputational damage is at the 
heart of cyber risk, as it is for two issues par-
ticularly relevant to Hong Kong raised by 
risk and business continuity manager at 
Veolia Water Lenny-Baptiste Conil. “Given 
the densely populated area, industrial acci-
dents can have a serious human and finan-
cial effect for industries still operating in 
Hong Kong,” he says. “Moreoever, the high-
profile status of Hong Kong brings excep-
tional scrutiny to these events.” Moreover, 
he says, “Hong Kong enjoys a relatively 
good press freedom, which means that any 
issue affecting a company can be mercilessly 
treated by the media, as they should”. SR
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RegulatoRy Risk

Increased regulation from the authorities is 
a pressing concern for risk professionals 
operating in Hong Kong. For example, the 
territory’s new Companies Ordinance 

came into effect in March, which executive 
director of Willis Hong Kong Lincoln Pan says 
is a precursor to further change. “With the new 
regulation, any registered company in Hong 
Kong must have a natural person in Hong 
Kong as a board director,” he says. “We will see 
greater personal risk and liability for directors 
of public companies – we will see regulation 
that holds directors directly accountable for 
improper financial reporting and improper 
related party transactions.” 

Aon Asia’s chief executive for greater China 
Owen Belman advises that directors and offic-
ers in Hong Kong must “fulfil their duties to 
exercise care, skill and diligence as these are 
now codified in the ordinance”. “More 
resources should be invested to raise the stand-
ard of corporate governance of, and providing 
protection to, the corporations, including 
more training to directors, as well as ensuring 
that adequate directors’ and officers’ insurance 
is purchased,” he says.

Pan agrees that scrutiny of, and regulatory 
demands for, Hong Kong-based executives will 
increase in coming years. “Hong Kong has 
maintained a strong standard of corporate gov-
ernance in Asia and the government has 
sought through regulation to maintain appro-
priate standards for financial transparency and 
regular disclosures from private and public 
companies,” he says. “The Hong Kong Stock 
Exchange in particular should be commended 
for its constant and increased scrutiny of public 
companies. The next phase of development for 
Hong Kong is to create greater accountability 
and potential liability on directors of public or 
private companies who act improperly or 
inconsistently with their duty of care.”

EY Asia-Pacific fraud investigation and dis-
pute services leader Chris Fordham believes 
that, in the past year, Hong Kong has shown 
that it is “committed to finding ways to improve 
the corporate governance of its financial  
markets”. “In October 2013, the Hong Kong 
Exchanges and Clearing implemented stricter 
rules for companies listing in Hong Kong,”  
he says. “The Financial Services Development 
Council also announced in 2013 that it is 

Hong Kong authorities have been implementing regulatory changes, with an even stricter regime likely to emerge in coming 
years, but the territory’s close ties to mainland China mean that it is highly dependent on its big brother’s moves and plans

Raising the standards

continuing to seek ways to improve the city’s 
financial markets.” Asia editor for Thomson 
Reuters Accelus Compliance Complete Trond 
Vagen notes that Hong Kong has seen a steady 
crackdown on insider dealing and market 
manipulation in the past years, “with the 
Securities and Futures Commission taking a 
bolder enforcement approach, among others 
pursuing criminal prosecution against  
wrongdoers and seizing the assets of foreign 
hedge funds”. 

A tougher regime
Although a move is undoubtedly taking place 
towards a stricter corporate governance regime, 
particularly in relation to Hong Kong’s efforts 
to attract international investors, some analysts 
fear that the process is disjointed and lacks 
focus. Furthermore, the nature of the owner-
ship and/or shareholding of many companies 
means that the transparency associated with 
many aspects of governance can sometimes be 
resisted. Freedom and the rule of law are two of 
Hong Kong’s strengths, but Kevin Rookes, risk 
and safety manager at Hong Kong Aero Engine 
Services, says “one could question the current 
pace of development and the lack of govern-
ment efficiency”. “The current chief executive 
does not have the support of the legislature, 
hence government bills and budget are being 
blocked,” he laments.

Another possible problem area is privacy 
regulations, which Fordham says are falling 
behind as new technologies emerge. “Today’s 
privacy regulations seem inadequate to protect 
individuals from the privacy risks that emerg-
ing technologies present”, he says. Vagen points 
out that Hong Kong recently introduced new 
legislation on personal data and privacy protec-
tion that restricts how financial institutions can 
use personal data for marketing and commer-
cial purposes. “The Personal Data (Privacy) 
Ordinance even imposes a measure of criminal 
liability, but perhaps more importantly for 
financial institutions is the issue of customers’ 

trust and the lack of trust that is caused when 
an institution’s reputation is affected following 
revelations of misconduct,” he says.

Pan says that a major influence on the regu-
latory landscape will be how China monitors 
and ensures proper compliance with interna-
tional taxation of Chinese nationals and com-
panies.  “Hong Kong will likely see the first 
wave of scrutiny, with companies in Hong 
Kong being held responsible to some degree 
for the appropriate taxation of their Chinese 
employees,” he predicts. “How China pushes 
regulation of Hong Kong financial institu-
tions to ensure appropriate disclosure of off-
shore wealth and offshore earnings could be a 
major shift in regulator standards and risk for 
companies operating in Hong Kong.” 

Follow the money
Where and how China directs its economic 
strength will affect Hong Kong in coming 
years. As risk and business continuity man-
ager at Veolia Water Lenny-Baptiste Conil 
says, most of the money flowing through 
Hong Kong is coming from or going to main-
land China. “Therefore Hong Kong, being 
China’s port of entry to the outside world, is 
affected by all major policies decisions in 
China,” he says. “It is debatable whether it is a 
Western country with Chinese rules or a small 
China with Western rules, but one thing is for 
sure: Hong Kong is closely nestled under 
China’s wingspan.” 

Belman  says that the Chinese government 
has implemented several policies that have ben-
efited Hong Kong economically, the most nota-
ble being the ‘individual visit scheme’, which 
has brought an influx of mainland tourists  
into Hong Kong, fuelling the growth of retail 
industries in the past decade. 

“More recently, the financial market, issuers 
and investors in Hong Kong are getting excited 
over the connection of Hong Kong and 
Shanghai bourses before the end of this year,” 
he says. “On the other hand, the Chinese gov-
ernment may also take action to slow the Hong 
Kong economy down.” Belman reports that 
some believe the move of APEC ministerial 
meeting in September 2014 from Hong Kong 
to Beijing was a response to potential actions 
taken by Hong Kong’s pro-democratic camp 
relating to the discussion on political reform. 

‘Hong Kong has maintained a 
strong standard of corporate 
governance in Asia’
Lincoln Pan, Willis
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“Many also believe the Chinese government 
could leave Hong Kong out from its long-term 
national economic development plans,” he says. 
“The Chinese government can also indirectly 
affect companies operating in Hong Kong 
through issuing policies and directives to compa-
nies located in mainland China whose parent 
companies, subsidiaries, suppliers or customers 
of companies are operating in Hong Kong.”

View from the mainland
Pan believes there are several areas in which the 
shifting political dynamics in China will affect 
Hong Kong. One is the gap between the 
Chinese renminbi and the Hong Kong dollar, 
which Pan forecasts to increase in the coming 
years, creating inflation risk in Hong Kong and 
purchasing pressures for Hong Kong-based 
firms procuring from China. “The currency 
gap will further affect the ability of Hong Kong 
companies to attract and retain mainland 
Chinese talent at appropriate salaries,” he says. 

Of even more concern are the shifting 
employment dynamics in China and the rising 
cost of retaining and acquiring talent. Pan 
believes these are “probably the largest eco-
nomic risks to Hong Kong companies”. “The 
exchange rate, combined with a war for talent in 
China, are seeing Hong Kong companies strug-
gle to attract and retain blue- and white-collar 
talent in China,” he explains. 

“As the Chinese government pushes manufac-
turing away from commodity, low-end manufac-
turing and with the growth and expansion of the 
service industry, the compensation expectations 
are dramatically shifting and will put pressure on 
Hong Kong companies operating in China.” The 
flexibility of travel into Hong Kong and Macau 
also dramatically affects the Hong Kong econ-
omy, Pan says. “So much of Hong Kong’s and 
Macau’s economies are now structured around 
the tourists and visitors to the region and any 
change, positive or negative to travel policies will 
dramatically affect them,” he says.

Indeed, most large corporates in Hong Kong 
are deeply exposed to the shifting demands  
of Chinese consumers and the economic 
growth of mainland China.  Manufacturing 
and export dynamics are changing and compa-
nies would be well advised to keep a close eye 
on their investments, partnerships and growth 
expectations in China. SR
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Although Hong Kong has a vibrant job market, attracting and retaining talent is not easy

PeoPle risk

Hong Kong is in the envi-
able position of being a 
dynamic economy with 
low unemployment,  

but staff turnover is the negative 
flipside of this. Indeed, human 
resources management is a major 
headache for many Hong Kong-
headquartered organisations. 
Hong Kong must compete inter-
nationally for the best talent at all 
levels and not only rely on home-
grown expertise in many areas. 
This is limiting the territory’s capa-
bilities and analysts predict that 
this situation will worsen, particu-
larly if there is continuing and sig-
nificant construction expenditure 
in the medium and long term.

Executive director of Willis 
Hong Kong Lincoln Pan explains 
that Hong Kong-based companies 
seeking to decrease reliance on 
expatriate senior and middle man-
agement must develop appropriate 
training and retention strategies to 
ensure local, trilingual managers 
advance into senior management 
positions. “In the past 10 years, we 
continued to see local talent rise to 
become chief executives and execu-
tives of large local and multina-
tional companies,” he says. “But 
still today, the majority of senior 
executives at large multinational 

companies remain expats.” How 
these companies grow and build 
internal talent to take on these 
leadership positions, locally and 
regionally, will be the biggest 
people risk facing Hong Kong, Pan 
predicts. “With increasing oppor-
tunities in mainland China and in 
South-East Asia, Hong Kong 
middle and senior executives have 
more opportunities today than 
before,” he says. “Also, companies 
in Hong Kong have historically 
insufficiently prioritised training 
and people development of local 
talent.” Shifting this attitude 
toward training and people devel-
opment will significantly increase 
the ability of Hong Kong compa-
nies – multinational and local – to 
retain and keep strong local talent.

A fluid market
Risk and safety manager at Hong 
Kong Aero Engine Services Kevin 
Rookes says that the job market is 
fluid enough for talent to be availa-
ble “you just have to pay for them”. 
“So the struggle that business-own-
ers have is to keep people they 
spent time and resources training; 
and who wouldn’t hesitate to go for 
another job if it pays better?.” 
However, head of Marsh Hong 
Kong and the broker’s Greater 

China chairman Paul Wilkins 
believes more companies are focus-
ing on ‘growing their own’ in more 
structured way, which is “a more 
sustainable approach that the usual 
competitor poaching approach”. It 
is worth mentioning here that the 
increasing cost of employee bene-
fits and wages, especially for firms 
with operations in mainland China, 
is a related and looming issue.

Remuneration is a major factor 
in retaining talented young people, 
but another pressing issue is how 
well managers manage their staff. 
Are they creating career paths? Are 
they delivering useful feedback? 
Are they providing staff with a sense 
of purpose? Organisations that 
engage their employees through 
performance management and 
clear discussions about career paths 
and opportunities are on the right 
track; those that are not tend to see 
higher turnover ratios. 

The main retention challenge 
comes from not effectively retain-
ing high performers and high-
potential employees, according to 
Jeremy Andrulis, Aon Hewitt’s 
managing director, Hong Kong and 
Taiwan. “This affects the ability to 
have an internally generated pipe-
line of leaders, hinders the execu-
tion of strategic projects and 

investments, lowers productivity, 
hinders teaming (with the changing 
resources), as well as effective 
knowledge management and client 
management (as clients follow 
people to new companies),” he says. 

He believes there are three key 
attraction challenges in Hong 
Kong: “Having a sustained pipeline 
of talent, quality assessment of the 
behaviours and skills needed for 
each role, and having a clear 
employee value proposition that 
differentiates the companies 
employees experience”. “The 
impact is that companies are strug-
gling to attract generations Y and Z, 
which affects the effective execution 
of strategies and tactics,” he says. 

Overpaying employees
“These challenges also often lead 
firms to overpay talent because of 
the need to hire talent quickly (that 
is, overpaying employees to sup-
port business operations). These 
challenges also lead companies to 
hire the wrong people, Andrulis 
says. “In addition, owing to a lim-
ited supply of talent, many vacan-
cies are not being filled, thus affect-
ing workload and work-life balance 
of employees and in the long-run 
affecting productivity and employ-
ees’ engagement,” he adds. sr

Human distraction 
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PeoPle risk

 A high risk profile

Situated on the coast of southern China and facing the South 
China Sea, Hong Kong is vulnerable to sea flooding owing to storm 
surges caused by tropical cyclones. A number of tropical cyclones 
passing over the western North Pacific to the south of Hong Kong 
have induced significant and sometimes deadly storm surges in the 
territory over the years, and the threat posed to public safety by 
future super typhoons should not be discounted. 

Head of Marsh Hong Kong and the broker’s Greater China 
chairman Paul Wilkins says that Hong Kong had close calls with 
typhoons Utor and Usagi last year, which served as a stark reminder 
that the densely populated island and its surrounds have a high 
natural catastrophe risk profile. “Clients are taking a closer look at 
their nat cat risk models and asset valuations to ensure they are 
not underinsured,” he says. 

Risk and safety manager at Hong Kong Aero Engine Services 
Kevin Rookes says that his company is strengthening its 
emergency response and crisis management procedures as part 
of its business continuity plan “to heighten resilience to not only 
natural catastrophes, but also for fire, regulatory, and reputational 
risks, to name but a few”. The multiple threats posed by natural 
catastrophes were illustrated by the recent flooding of a section 
of the MTR tunnel project. This resulted in significant delays to the 
project and caused significant reputational and political damage.

Business interruption
Executive director of Willis Hong Kong Lincoln Pan says that many 
of the nat cat risks to Hong Kong-based companies originate 
from beyond the territory’s borders. Firms with regional supply 
chains have often experienced significant business interruption 
losses because of earthquakes, floods, weather events and 
political circumstances affecting their supply base or regional 
operations. “Our clients can no longer assume business as usual as 
they diversify manufacturing from China into Thailand, Vietnam, 
Indonesia and South Asia,” he explains. He says they must establish 
appropriate business continuity plans, including careful review of 
supplier insurance coverage and their own supply chain coverage 
to protect them against sudden shifts in cash flow owing to supply 
chain natural catastrophe disruption. “We work closely with our 
supply chain dependent clients to regularly audit delivery risk and 
disruption risk,” he adds.

Another natural catastrophe risk facing some Hong Kong-
headquartered entities comes from Macau, Pan says, where there 
are concerns from lenders and insurers for aggregation risk.  
“A natural catastrophe event – big or small – affecting the Cotai 
Strip would have massive business interruption consequences on 
lenders and insurers to Macau casinos,” he says. “The growth on the 
Cotai Strip is unlikely to change in the near term – but how casino 
property owners manage and handle the rising aggregation risk will 
be a major issue to address in the near future.”

The threat posed by typhoons  
should  not be underestimated

The interconnectivity of today’s global economy poses major financial 
and reputational risks to companies. Strategies such as outsourcing, 
offshoring and just-in-time sourcing can create corporate efficiencies, 
but they can also increase vulnerabilities to supply chain disruptions 
and expose companies to global risks irrespective of where they  
are operating.

Beyond the immediate loss of revenue, these disruptions can also 
result in long-term effects such as damage to reputation, shareholder 
concern and increased regulatory scrutiny. Both these short- and 
long-term effects underscore why it should be a high priority for 
risk managers to help develop a resilient program to protect an 
organisation’s supply chain from the impact of unpredictable events 
and potential coverage gaps. 

Protecting the supply chain is critical to business performance, 
as is knowing the location and other risks faced by key suppliers. 
Knowing how their failure would influence the performance of the risk 
manager’s organisation is key.

Risk professionals need to ask themselves if they have fully 
mapped their critical supply chains upstream to the raw material 
level and downstream to the customer level. Have they integrated 
risk management processes into their supply chain management 
approaches? Do they have routine, timely systems for measuring the 
financial stability of critical suppliers?

Supply chain risk management should be integrated into an 
organisation’s enterprise risk management approach, while an 
understanding of tier 1 production facilities and logistic hub exposures 
to natural catastrophes is essential. How many tier 1 suppliers have 
business continuity plans that have been tested in terms of their 
viability? Such information is vital to protecting an organisation’s 
supply chain.

Some practical steps that can be taken include recording the 
details of supply chain incidents and the actions that have been put 
in place to avoid future incidents; providing risk training to the supply 
chain management team; putting risk on the agenda at performance 
meetings with strategic suppliers; and routinely using total cost of 
ownership when making sourcing decisions.

An insurer should offer innovative tools to help firms gather and 
report more specific risk information and supplier data so appropriate 
risk mitigation strategies can then be put in place. It should offer 
not only physical insurance coverage for supply chains but also  
non-physical coverage and the use of captives where appropriate.

Zurich has worked with a number of experts in the field to better 
understand supply chain risk. These risk insights can be found at www.
supplychainriskinsights.com.

thought 
leAdership

the supply chain is  
key to performance

Nat cats

LINDA CONRAD 
Director of strategic business 
risk of Zurich’s Global Corporate 
business
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Insurance market

“Those 
committed to 
risk engineering 
and a structured, 
well-managed 
risk management 
programme 
are seeing rate 
decrease” 
Lincoln Pan, Willis

T he impact on insurance placements in  
Hong Kong of increasing integration and 
alignment between mainland Chinese and 
international insurance companies could be 

significant in coming years, according to executive 
director of Willis Hong Kong Lincoln Pan. Loosening 
regulations and large Chinese insurers acquiring 
international carriers will irrevocably change Hong 
Kong’s insurance landscape, Pan says. “All these 
developments should prove only positive for clients, 
and those who adopt a committed integrated approach 
to risk management and risk reporting will be the 
ultimate beneficiaries of fair pricing and long-term 
sustainable support from carriers in Hong Kong”.

Pan believes Hong Kong is a “fabulous buyers’ 
market” at present, with decreasing rates in all lines of 
insurance except for group medical and employee 
compensation. “Our smartest clients are exploring 
and pricing out long-term deals,” he reports. “Those 
committed to risk engineering and a structured, well-
managed risk management programme are seeing 
rate decrease or rate containment at fabulous pricing.” 
Indeed, with more insurance capacity entering the 
region, it seems Hong Kong-based buyers will continue 
to enjoy strong pricing from the markets. 

Cross-border placements
The greater China insurance markets continue to 
grow, says the head of Marsh Hong Kong and the bro-
ker’s Greater China chairman Paul Wilkins, as does 
the number of insurers offering products to the Hong 
Kong casualty market. Wilkins says that underwriters 
are taking a closer look at companies’ risk manage-
ment and loss prevention programmes. “When they 
see a good risk, insurers can be aggressive in terms of 
pricing. But for industries with high loss ratios and 
poor risk management, rates have increased.”

According to Aon’s proprietary data, the Hong 
Kong insurance market is stable, reports Aon Asia’s 
chief executive for greater China Owen Belman. 
“[There are] flat rates for casualty/liability and 
property, and softer rates for financial lines and 
marine, [plus] slightly increased exposure for casualty/
liability and financial lines and slightly decreased 
exposure for property and marine.” Belman argues 
that insurer profitability is not as good as a few years 
ago as “the combined ratio is edging up”.

Cross-border insurance placement between 
Hong Kong and China is now common and 

With more insurance capacity entering Hong Kong,  
buyers are continuing to enjoy strong prices

A ‘fabulous’ market

increasing, although currency issues remain a 
hindrance. The broader acceptance of the yuan as a 
global currency would significantly accelerate this 
side of the equation. Belman says that separate 
programmes are often required to comply with 
Chinese Insurance Regulatory Commission 
regulations. “If a global master policy is issued in 
Hong Kong, it is necessary to issue a local admitted 
policy (under the global programme) for China 
locations by the global insurer’s local branch or its 
local fronting insurer,” he says. 

“Concerns also arise over foreign exchange risk, 
taxation and claims payment capability. Indeed, 
China has imposed more restrictive regulatory 
requirements in recent years compared to Hong 
Kong, such as admitted insurance. We have to market 
the appropriate insurers that are flexible enough to 
offer policies across both countries,” Belman says.

Wilkins says that, whatever the case, Hong Kong 
is still a gateway to mainland China, especially the 
Pearl River Delta area. “The changes in China’s 
market will always have an effect, but more from a 
cross-border risk management and insurance 
placement perspective,” he says. sr



HONG KONG | Asia Risk Report

11www.strategic-risk-global.com/asia

Fact File

l Total gross premiums of  

the Hong Kong insurance 

industry in 2013 amounted to 

US$290.7bn, representing an 

increase of 13.9% over 2012.

l The total amount of revenue 

premiums of long-term in-force 

business was US$248.6bn in 

2013, increasing by 15.2%  

in 2012.

l In 2013, gross and net 

premiums of general insurance 

business recorded a growth  

of 7.1% to US$42.1b and 8%  

to US$29.2bn, respectively 

compared with 2012. Overall 

underwriting profit also 

recorded an increase from 

US$2.2bn in 2012 to US$3bn  

in 2013.

l On direct business, gross 

and net premiums increased by 

7.4% to US$31.2bn and 7.6% to 

US$23bn, respectively, in 2013 

compared to 2012, mainly 

driven by general liability 

business (comprising 

employees’ compensation 

business) and accident and 

health business (comprising 

medical business). The former 

recorded gross and net 

premiums of US$9.6bn and 

US$7.4bn, respectively, while 

the latter recorded US$10.3bn 

and US$8.4bn, respectively. 

Captives
Hong Kong has been keeping 
a watchful eye on the growth 
of Asia’s captive-insurance 
market for some time. 

Last year, it moved to convince 
organisations to form captives 
in the territory with a proposal 
to halve the profits tax on the 
offshore insurance business  
of captives. 

Under the Insurance 
Companies Ordinance, 
regulatory concessions were 
already in place to incentivise 
multinationals to establish 
captives in Hong Kong. They 
have lower minimum pay of 
capital – currently only 
HKD2m – and a lower policy 
margin, only 5% of premiums 
compared to the normal 
request of 20% of premiums. 
They are also not required  
to maintain local offices. 

However, perhaps Hong 
Kong’s biggest drawcard is  
its proximity to mainland 
China. In 2012, the Chinese 
government gave its support 
for mainland enterprises to 
establish captive insurance 
companies in Hong Kong. 

Interest in captives in Hong 
Kong is certainly increasing, 
particularly for state-owned 
Chinese energy and mining 
companies exploring more 
sophisticated ways to manage 
their total cost of risk. 
However, with insurance 
premium pricing and 
deductibles at low levels the 
incentive for Hong Kong 
companies to bear risk to 
their own account is limited. 
This might change as 
companies begin to 
understand the value captives 
bring in terms of managing 
more complex risk.

From the Office of the Commissioner of Insurance’s statistics of the Hong Kong Insurance industry for 2013 
(released March 2014)
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