
ASIA 
RISK REPORT
THE TOP CONCERNS  
OF ASIAN RISK MANAGERS

IN ASSOCIATION WITH

PHILIPPINES
2014 edition

Supported by



Asia Risk Report | PHILIPPINES

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

RISKS IN FOCUS

W elcome to StrategicRISK’s 2014 
Philippines Risk Report. In a 
series of articles and analysis 

within these pages, we will be looking at 
some of the key risks that are a� ecting 
businesses operating in one of Asia’s 
fastest-growing economies.

From devastating natural catastrophes 
to increasing regulatory enforcement, 
many of the issues examined in this 
report were discussed at length at 
StrategicRISK’s roundtable event, which 
was held in Manila in June and attended 
by the country’s leading risk managers 
and brokers.

These risk professionals represented 
a broad cross-section of some of the 
largest and most important businesses 
operating in the Philippines and 
included representatives from both the 
state and private sector.

This report is produced with the 
support of Zurich, and with assistance 
from 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 
dialogue within the risk-management 
community. 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-
Pacifi c’s risk landscape.

Keep an eye out for future risk reports 
on countries such as China, Japan, 
Australia and Taiwan – and our pan-
Asia risk report and interactive webinar 
towards the end of the year.

INTRODUCTION

TWIN THEMES: 
NAT CATS AND 
REGULATION

MIKE JONES 
Editor

 EMPLOYMENT AND 
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 le�  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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The Philippines’ strong ongoing recovery from last year’s earthquake and typhoon, and 
its buoyant economy, help explain why the good times in its labour market are forecast 
to continue into the next year. 

On the fundamentals side, the Philippines’ economy has, among other things, 
strongly benefi ted from changes in labour market regulation in the past couple of years 
– a testament of which are last year’s achievement of investment grade for sovereign 
credit and a substantial improvement in the country’s worldwide rankings for ‘ease of 
doing business’.

Employment

Risk Walls

Employment

9

Employing
workers 

Quality of
labour

Brain
drain

Pay and
productivity

Employment 
of working-age 

population

Philippines

Ongoing post-disaster economic recovery and 
benefi cial regulatory changes are helping a 
positive forecast for the Philippines’ labour market
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Despite some high-profile corruption and political scandals, the Philippines’ exposure 
to political instability factors can be regarded as relatively moderate and contained.

Source: Zurich Risk Room

Political instability

Philippines
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Risk will always be a subjective consid-
eration: a threat to some is an opportu-
nity to others. Risk exists everywhere 

and manifests itself in everything. Its scale, 
from non-existent or mild to serious  
and omnipresent, depends on perception  
and appetite.

For businesses operating in the Philippines 
many of the risks faced can be considered to 
be at the sharper end of the spectrum. Some 
extraordinary possibilities for growth exist, 
but there can also be a price to pay in terms of 
risk exposure in this country of genuine 
extremes, as StrategicRISK’s recent roundtable 
in Manila showed.

Attended by the country’s leading risk 
managers and brokers, the risk professionals 
who took part in the discussion represented a 
broad cross-section of the largest and most 
important businesses operating in the 
Philippines and included representatives from 
the state and private sector.

From the roundtable conversation, it is 
clear the Philippines is fast-moving and excit-
ing. Freed from the shackles of dictatorship in 
the mid-1980s, this vibrant young democracy 
has an almost tangible energy. It is easy to see, 
therefore, why there is real optimism for the 
future, particularly when looking at its recent 
performance. But can this be maintained in 
the longer term?

The Philippines has one of the fastest-grow-
ing economies in the world, with GDP rising by 
about 7% for the past three years. Not surpris-
ingly, many economic analysts consider it to be 
the “most promising” of the emerging Asian 
nations, particularly since its debt rating was 
raised to investment grade last year.

Some of this financial boom has been 
fuelled by the rapid growth of service indus-
tries. Although the potential for mining and 
manufacturing is significant, with mineral 
reserves valued at an estimated US$300bn as 

yet untapped, business process outsourcing 
(BPO) is the engine driving much of this eco-
nomic juggernaut.

The BPO sector is currently expanding by 
about 30% year on year, however, the views 
about its real impact on the country are mixed. 
Certainly, it has helped grow the economy, but 
some question whether it is beneficial for the 
Philippines in the long term because it attracts 
highly educated people away from jobs for 
which they are better qualified but that pay 
less, if they exist at all.

The Business Processing Association of the 
Philippines estimates this industry has almost 
one million full-time employees. One round-
table participant suggested the number of call 
centre jobs had led to a “bubble of people 
without specialised skills” as they ignored fur-
ther educational experiences in favour of 
“having their immediate needs addressed by 
the economic benefits provided by this sector”.

Whether the critics of BPO are correct or 
wrong, keeping up with the growth curve at its 
current rate will not be easy.

Sustainable growth
Finding and developing new ways to make 
money is a common concern among this rap-
idly shifting business landscape. “Discovering 
and monetising new revenue streams is the 
biggest challenge we are tackling now,” says 
Christine Renee Blabagno, head of ERM at tel-
ecommunications company Globe Telecom, 
“as we know that the erosion of traditional 
revenue streams is accelerating for mobile 
operators across the globe”.

A risk manager from the power sector who 
wishes to remain anonymous agrees, but says 
the focus in his sector remains on satisfying an 
increasingly hungry market. “There is a lot  
of pressure for energy companies to come  
up with levels of supply to meet demand,”  
he says. 

“The big risk for us is how to get the big 
opportunities, prioritise them and execute 
them in the time in which the market requires.”

Wider concerns arise that this apparent 
economic success story might not be all it 
seems as the country’s new wealth is failing to 
filter through to the majority of its population, 
who remain desperately poor. Instead, a large 
amount of the money pours into the accounts 
of a small group that controls the majority of 
the country’s big business at the exclusion of 
others, including foreign investors who are 
keen to develop interests in the Philippines 
but prevented by law from doing so.

As a consequence, if this situation is not 
addressed, the expression of fears regarding 
whether growth is sustainable will become more 
pronounced, particularly with a population that 
is expanding almost as quickly as its GDP.

The Philippines is the fourth most populous 
nation in the Asia-Pacific region but not,  

top risks

The Philippines has one of the fastest-growing economies  
in the world, but income inequalities, a growing population  
and being on a typhoon path mean it remains vulnerable 
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perhaps, for long. With Japan’s population  
set to decline while the number of Filipinos 
increases, it is likely that soon only China and 
Indonesia will have larger numbers. In July 
2014, a child named Chonalyn was born in 
Manila. Her arrival took the population of the 
Philippines to 100 million, marking a phenom-
enal increase of 40 million in under 25 years. 
The population is expanding so rapidly that it is 
predicted to rise another 20% within eight 
years and reach 150 million by 2050.

Managing these numbers in a meaningful 
and effective way will not be easy, as Chris 
Dale, chief executive of Aon in the Philippines 
points out. “The government has major issues 
to address around population growth and 
access to jobs,” he says.

“You have significant population growth 
and significant economic growth. Yet, none of 
this growth is inclusive. I am not talking about 
inclusive growth in terms of wealth 

A survivor of Typhoon Haiyan stands amid destroyed 
housing in Tacloban, Philippines, in December 2013

distribution, but it is about access to education 
and healthcare.”

Brain drain and regulation
A perceived decline in the number of students 
getting into highly technical professions is also 
affecting the ability of companies in the 
Philippines to compete on the international 
stage.

Of those who resisted the temptation of 
BPO wages, a number of our roundtable par-
ticipants suggested the best and brightest of 
the country’s talent often moved overseas in 
search of “greener pastures”.

Many Filipinos leave the country to work 
abroad, where they can earn more and have 
better prospects, even if they are overqualified 
for their roles. People often shun highly techni-
cal professions at home to work in the service 
or hospitality sectors abroad.

One positive consequence of this is that the 

Forex reserves of the Philippines are strong, 
with so many expatriates sending money 
home, but this is hardly a solution to a long-
term problem that has started to manifest 
itself already: in essence, how does the country 
manage its growth effectively?

Some might consider regulatory issues form 
an unwanted barrier to this but most  
risk professionals StrategicRISK spoke to  
agree that although regulations are sometimes 
cumbersome, they are a necessity. The volume 
of regulation is not necessarily changing,  
but enforcement is becoming stricter. Businesses 
accept this is an essential requirement as the 
government toughens its stance against the type 
of corruption that used to be endemic. 

“The regulatory environment in which our 
power industry operates has been stringent 
and this has caused some delays in the imple-
mentation of projects,” says a risk  
manager on condition of anonymity.
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“Hopefully, this will end soon. 
Overregulation is never a solution, but we are 
going through a phase of transition because 
the Philippines is still a young country.”

Geographical vulnerabilities
It may indeed be new in terms of its democratic 
status, but some of the nation’s problems are as 
old as time itself. 

By virtue of its geographical location, the 
Philippines is one of the most vulnerable places 
on earth in terms of catastrophe risk. The 
country straddles the earth’s biggest natural 
danger zone, the Ring of Fire. This connected 
belt of seismic activity brings an ever-present 
threat of earthquake and volcanic eruption.

Seismologists expect a major event will hit 
the Philippines – a one in 350-year earthquake 
– soon, but predicting where and when it will 
strike is an inexact science.

What can be forecast with greater certainty 
is the risk of a major storm. The Philippines 
lies in the centre of the so-called Typhoon 
Superhighway – a route that carries about 20 
major storms of varying severity across the 
country each year. 

Vulnerability to typhoons is not a recent 
phenomenon, but their ferocity and impact 
appear to be changing. In November 2013, 
Haiyan became the strongest typhoon ever 
recorded to hit land as it blew across some of 
the islands comprising the Philippines. 

The damage and casualty rate was signifi-
cant – 6,300 people died – but the toll would 
have been magnified many times had the 
strong side of Haiyan struck more densely 
populated areas.

With about one-third of the population of 
the country living in or around the capital 
Manila, there is a concentration of risk that 
could, if nature conspires against it, cause utter 
devastation not only to the city and the coun-
try’s economy, but to millions of its people.

At one stage, Haiyan was tracking towards 
Manila only to shift course as it bore down on 
the islands. It was a lucky escape that might 
not be repeated again.

Manufacturing facilities and infrastructure 
projects are at risk from floods, high winds 
and storm surges. Many buildings have been 
reinforced and elevated and the government’s 
disaster planning is evolving continually, yet 
despite these improvements it is likely not 
enough protection is in place for a major  
catastrophic event.

“People often talk about climate change as 
being in the future – in the Philippines, cli-
mate change is today,” says Jan Mumenthaler, 
principal insurance officer, International 
Finance Corporation in the Philippines.

“There is an urgent need for businesses 
and the government to become more resilient, 
so that communities and businesses can sus-
tain their future. Some areas might become 
deserted because the risk of living or doing 
business there becomes too great.”

With such extreme exposure, the likeli-
hood of being affected by a major natural 
event is particularly high and, as such,  
catastrophe risk lies at the forefront of consid-
erations not only for companies and govern-
ment but, more importantly, also for the 
nation’s inhabitants, who grow up surrounded 
by danger from nature. It is perhaps because 
of this that Filipinos are not risk averse. 
Indeed, stoicism and resilience appear part  
of their DNA, together with a generally  
positive demeanour that often masks the dif-
ficult and impoverished lives many continue 
to endure.

 “Manila is among the four global cities 
most vulnerable to natural disaster,” says 
Dale. “The first strong typhoon of this year hit 
Manila in July – it brought wind, but not rain. 
Still, it shut down the city for 24 hours. When 
you talk about a city shutting down for 24 
hours, what consequences will this type of 
event have in the future?”

It is a question many in Manila fear will be 
answered soon.

“The risk management plans exist, but 
whether they can cope with a catastrophe 
event of such severity [as Haiyan] I doubt it,” 
says Mumenthaler. SR

Densely populated housing 
nestles close to Manila’s 
business district

‘The government has major 
issues to address around 
population growth and 
access to jobs’ 
Chris Dale, Aon 
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The Philippines is one of the world’s most exposed nations 
to natural catastrophes, and manufacturers in the country 
need to reconsider their business-interruption strategy. 
indeed, many companies are starting to think about the 
risks they could face and developing a better understanding 
of the impact of an interruption on their business.

Often, organisations are too focused on internal supply 
chains, rather than on the external supply chain. Owing 
to cost pressures, companies do not explore proper risk 
management. however, failure to deliver can have a 
detrimental effect on a company’s profitability. ‘Proactive’ 
risk management on more than a selective risk basis can add 
value and help companies to have a competitive advantage.

Our experience has shown that it is more important 
to understand the nature of the generic supply chain 
vulnerabilities and then to formulate cohesive ways of 
addressing them. This should include implementation of 
proactive mitigation actions to help reduce the likelihood of 
an adverse consequence; reactive plans and frameworks to 
help limit the impact if an event does happen; and agreeing 
on risk-transfer programmes, such as insurance, to help 
provide monetary remuneration.

Rather than try to predict the next incident or unforeseen 
event that could disrupt operations, companies can 
examine whether their suppliers at various levels are at risk 
from a number of broader perils. Could an incident such as a 
flood or earthquake damage the supplier’s premises? is the 
supplier likely to go insolvent? Who or what does a supplier 
depend on? Who or what are the critical elements to ensure 
delivery, such as security, packaging or even the availability 
of labour? Are there any political, geographic or economic 
issues related to where the supplier is based? is the quality 
of the goods and services being received consistent? To 
what extent is the supply chain dependent on particular 
transportation routes and what alternatives are required? 
Are there any other characteristics that make the supply 
routing vulnerable? is risk management embedded in the 
supplier selection and ongoing performance management 
processes? Are the risk management processes being 
operated in an optimal manner?

it is clear that only those companies that develop robust 
risk management strategies with a better understanding 
of their supply chain will remain resistant to the impact of 
natural catastrophes.

thought 
leadership

Proactivity needed 
to combat exPosure

niCK WilDGOOse 
Global supply chain product 
manager, Zurich insurance Group

Shutterstock
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The Philippines’ archipelago is not only situated in the prime disaster belt known as  
the ‘Typhoon Superhighway’, but is also in the middle of the Pacific Rim’s volcanic and  
earthquake-riddled ‘Ring of Fire’. How can businesses prepare for increasingly fierce events?

Natural catastrophes

On 3 November 2013, a 
weather system began to 
form in the Western 

Pacific Ocean. Known alternately 
as Typhoon Haiyan or Yolanda,  
it was the 30th typhoon in a  
more-active-than-usual season 
that had already spawned several 
significant windstorms. 

Three months earlier, Typhoon 
Utor had barrelled through the 
Philippines and across the South 
China Sea, followed a few weeks 
later by an even stronger storm 
called Usagi. Both events brought 
severe wind-related damage and 
flooding to parts of the Philippines 
and China.

But worse was to come as 
Haiyan, despite its innocuous- 
sounding name, proved to be an 
extraordinary event. Within five 
days, it became one of the most 
powerful storms ever recorded to 
hit land. At least 6,300 Filipinos 
died in the devastation and the 
storm surges it created, and damage 
to property and infrastructure 
was estimated at almost US$3bn.

There is little doubt that Haiyan 
was one of the most destructive 

and deadly natural catastrophe 
events to affect the Philippines for 
decades, but the toll could have 
been higher had the typhoon 
taken a slightly different track. 

Although Haiyan’s impact was 
felt across almost the entire archi-
pelago comprising the Philippines, 
fortunately, the typhoon’s strong 
side affected most areas where the 
population was relatively sparse. 

Had the full force of Haiyan  
hit the densely populated capital, 
Manila, or its surrounding Metro 
area, almost 30 million people 
could have been exposed to severe 
danger.

Although Haiyan’s effects were 
immense, with many towns and 
villages reduced to matchwood, it 
could be considered a relatively 
lucky escape, which may not recur 
since typhoons in the region are 
becoming increasingly powerful. 

Whether this is due to global 
warming or other reasons is uncer-
tain. What is clear, according to 
Jan Mumenthaler, principal insur-
ance officer of the International 
Finance Corporation (IFC) in the 
Philippines, is that the level of 

activity is becoming less predicta-
ble. “It is not so much the case that 
we are seeing more typhoons each 
season, as the number appears to 
be the roughly the same,” he says. 
“But their severity, as evidenced by 
Haiyan, is becoming much more 
extreme – that is the real 
problem.”

Other devastation
Not only are the weather systems 
harnessing more destructive 
power, but also they are starting to 
have an impact in regions never 
before affected.

One such area is the southern 
Philippines island of Mindanao, 
which used to be considered 
almost typhoon-free. Although 
that is not strictly accurate, only six 
typhoons made landfall between 
1996 and 2010. However, since 
the start of 2012, there have been 
nine – including Typhoon Pablo in 
December 2012, the strongest to 
hit Mindanao for decades.

“These territories are vulnera-
ble because they are not prepared 
for an event such as a typhoon,” 
says Mumenthaler. “When  

Pablo struck Mindanao, it had a 
tremendous impact on the island’s 
environment, so it was effectively 
hit twice. Trees were not strong 
enough to withstand these winds 
and there were a lot of landslides.”

Another effect of the increas-
ing strength of the Pacific 
typhoons is the storm surges they 
create, which bring tidal waves of 
sea water into exposed areas. With 
more property in the Philippines 
being constructed on reclaimed 
land, vulnerability has increased.

“So much of Manila is prone to 
flooding,” says Chris Dale, Aon’s 
chief executive in the Philippines. 
“Large parts are built on reclaimed 
areas – including new develop-
ments – where there is a propen-
sity for storm surges and flooding 
that would come at significant 
human and economic cost.”

Haiyan provided a grim taste of 
this by creating a strong storm 
surge that caused most of the 
damage in the city of Tacloban.

“Storm surges have happened 
before, but this was a first in terms 
of the level of exposure and damage 
caused,” says Mumenthaler. “In 

Location, location, location 
Shutterstock
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Natural catastrophes

fact, it was the storm surge caused 
by Haiyan rather than the typhoon 
itself that created most of the 
destruction. The surge was 6m 
high in some places, but double or 
even triple that in others, which 
was devastating for the city.”

Improving awareness about 
the likely consequences of storm 
surges is something the govern-
ment of the Philippines needs to 
promote more to businesses and 
individuals, says Mumenthaler, 
together with a wider use of  
business continuity plans.

“The establishment of business 
continuity plans has been done 
successfully by governments in 
other countries in Asia, such as 
Thailand and Singapore,” he says.

Further, says Mumenthaler, 
the government also needs to rec-
ognise that the public and private 
sectors do not operate separately 
or in isolation; they are dependent 
on each other. 

“It is essential the government 
gets involved because companies 
contribute to the country as 
employers and through the taxa-
tion systems,” he says. “There is 
significant value in the public and 
private sectors collaborating on 
risk management initiatives as 
they will mutually pay off.”

Business consequences
In the meantime, says Enrique 
‘Jet’ Pampolina, head of enter-
prise-wide risk management at the 
Philippines’ largest electricity dis-
tributor, Meralco, companies in 
the country are working together 
to mitigate their catastrophe risks.

“Companies within the busi-
ness sector are joining forces to 
help improve the disaster-man-
agement efforts of national and 
local governments,” he says. “An 
example of this networking of 
companies is the CNDR, or 
Corporate Network for Disaster 
Response, which has the tagline 
‘Preparedness is our Advocacy’.” 

CNDR started in 1990 and 
evolved from rendering commu-
nity disaster response to deliver-
ing a more comprehensive 

disaster management approach 
to target communities.

“Businesses are now fine- 
tuning and testing their integrated 
disaster recovery and business con-
tinuity plans, covering not only IT 
and important business processes, 
but also critical employee mobilisa-
tion and corporate communica-
tion for public utilities.”

This process is ongoing and 
specialised. Kenneth Lopez, head 
of insurance and claims at prop-
erty development firm Ayala 
Land, explains his company is 
working with the government on 
earthquake risks and looking at 
studies to improve wind defences.

“The recent strong typhoons 
have taught us a number of lessons 
on wind,” Lopez says. “We are also 
doing studies on wind tunnelling, 
as wind forces are strengthened 
when they affect tall buildings and 
channel into the streets.”

The risk managers with whom 
StrategicRISK spoke in the 
Philippines were unanimous in 
their view that the profession has 
an integral role in helping compa-
nies understand their exposure to 
catastrophe-related events. 

“This requires a much broader 
view than mere asset damage,” 
says Mumenthaler. “It needs stra-
tegic and broad thinking about 
how business could be interrupted 
– the effect on supply chains 
upstream and downstream, and 
critically, the reliance on utilities – 
most prominently, electricity.”

Businesses might escape phys-
ical damage from the event, but 
still face continuity issues. This 
was again evidenced in Haiyan’s 
aftermath, says Mumenthaler.

“Many companies suffered 
business interruption because 
they did not have access to power 

as the grid was cut,” he says. 
“Businesses need to think about 
what is of critical importance. The 
government also has an impor-
tant role here in terms of protect-
ing the infrastructure used by 
companies – not only the power 
but also transportation. 

‘There is nothing worse than a 
company being able to operate 
fully, but being unable to get things 
in or out because of lost access to its 
usual transportation routes.”

Manila enveloped
In the Philippines, disaster man-
agement is not merely limited to 
typhoons and flooding. The 
threat of natural catastrophes is a 
risk Filipinos have long been 
forced to live with, but this threat 
takes several forms. 

In addition to being situated at 
the centre of what Mumenthaler 
calls the ‘Typhoon Superhighway’, 

the Philippines is further prone to 
earthquakes and volcanic activity 
since it sits above the Ring of Fire, 
which borders most of the Pacific 
Rim. The area is responsible for 
most of the world’s powerful 
earthquakes and volcanic erup-
tions, and the Philippines is  
particularly at risk. 

Indeed, an earthquake meas-
uring more than 5 on the Richter 
Scale was felt across the Manila 
Metro area shortly after our 
StrategicRISK roundtable con-
cluded in the city. By the stand-
ards of the Philippines, this was 
only a minor tremor, but it served 
as a timely reminder of a near and 
ever-present danger.

A much bigger earthquake 
along the West Valley Fault – con-
sidered a one-in-350-year event – 
is believed by seismologists to be 
imminent after completing its 

historic cycle. But although pre-
dicting when and where such an 
earthquake might strike is not a 
precise science, clearly the likeli-
hood of such an event happening 
increases with each day. 

In the meantime, some of the 
consequences that must be envis-
aged could be on a scale never 
seen before, particularly if it 
affects Manila and its surround-
ing Metro area, where almost 30 
million people live and work. 

“This threat is perhaps most 
alarming. This concentration of 
risk is interesting,” according  
to Dale. 

“In a way, it is perhaps the 
same as in London or any other 
major metropolis in that business 
and the population will naturally 
migrate there. However, when 
you compare Manila with other 
cities, the risks are very high.

“Manila is among the four 
global cities most vulnerable to 
natural disaster. A strong typhoon 
hit Manila in July. It brought wind 
but not rain, yet still it shut down 
the city for 24 hours. When you 
talk about a city shutting down for 
24 hours, what kind of effect will 
we see from such events in the 
future, particularly in the event of 
a major earthquake or super 
typhoon? Haiyan, at one stage, 
was projected to hit Manila but 
changed course slightly and 
missed, yet its effects effectively 
stripped 1% of the country’s GDP.”

Lopez agrees and adds that, 
despite adherence to building 
regulations, the capital is highly 
vulnerable. 

“We follow building codes on 
all our construction projects, so 
major [weather] events should not 
be a problem,” he says. “But older 
buildings or buildings constructed 
by others that have not followed 
the same codes should also be 
taken into account. An event of sig-
nificance could damage these and 
also affect the country’s logistics 
and infrastructure.”

According to Mumenthaler, 
funding for resilience is crucial, 
but all too often overlooked. 

‘When you talk about a city  
shutting down for 24 hours, what  
kind of impact will we see from  
such events in future?’
Chris Dale, Aon
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“One dollar invested into resil-
ience will yield US$7 paid back in 
time,” he says. “This needs to be 
understood and catered for by 
firms in terms of dealing with 
major catastrophe risks. It must be 
taken into account that these are 
investments that will yield over a 
longer period of time.”

Insurers also have a role to play, 
Mumenthaler says. “They must 

help businesses understand what 
critical risk improvements to  
make – ideally calculating the 
reduction of losses through risk 
improvement investments – for 
example, investing US$250,000 in 
a back-up generator would result 
in X days fewer lost to business 
interruption. 

“This will help companies 
understand the effect and benefits. 

Insurers should also reward invest-
ment in resilience as they will ulti-
mately yield benefits from an insur-
ance coverage perspective.”

In view of the potential scale of 
disaster, alternative solutions could 
also be sought. 

“The Philippines’ government 
has been working with the World 
Bank Group around catastrophe 
risk,” says Graham Edwards, 

president and chief executive 
officer for JLT in the Philippines. 
“Some elements of insurance are 
related to this in terms of setting 
up a disaster response fund.” 

Edwards explains: “The usual 
approach to catastrophe risk from 
insurers in the Philippines is to set 
up a pool. It could be interesting to 
see if a typhoon pool is suggested.  
I would not be surprised.” SR

 
Top risks
Natural catastrophe

Located in the centre of the Typhoon Superhighway, the Philippines is hit by about 20 typhoons of varying severity each year, 
bringing rain, wind and storm surges. Earthquakes and volcanic activity also provide significant threats. 

Climate change

Linked to an increase in the ferocity and intensity of storms in the region. Typhoon Haiyan, which hit the Philippines in 2013, was 
the largest of its type ever recorded to hit land. Some 6,300 people died and the overall damage was estimated at US$3bn.

Regulation

The government of Benigno ‘Noynoy’ S Aquino, elected in 2010, has sought to crack down on the type of corruption once endemic 
across the Philippines. A tougher regulatory stance has been central to this policy, which is focused on the enforcement of existing 
regulation rather than the introduction of new laws. Progress has been slow as the problem was so deeply rooted, but it is starting 
to have a positive effect.

Human capital

Up to 10 million Filipinos work outside the country, which raises concerns of a brain drain removing the best minds from the 
country. Attracting and retaining the right talent is a serious issue for companies as the Philippines seeks to sustain development.

Education

Greater investment in education is needed to benefit the general population, particularly those in poor or remote communities. 
More technical skills are required to support the country’s economic growth. 

Sustainability

GDP growth has been about 7% since 2012, but maintaining this rate will be difficult due to an uneven economy that concentrates 
on services – particularly business process outsourcing. State investment is needed or provisions should be made to allow new 
private-sector investors to develop manufacturing and other industries. Also, the wealth created by the current boom is still 
concentrated among a small number of groups, and has not filtered through to ordinary Filipinos.

Competing with other countries in the region

The Philippines might be enjoying an economic boom, but it is not the only country within the Asia-Pacific region to do so. 
Competitor nations such as Vietnam and Indonesia potentially offer more flexibility and opportunity for business.

Reputation

The importance of a strong brand has been recognised in the Philippines for many years. Now businesses are starting to realise the 
significance of reputational issues in terms of enhancing their status and also the associated risk of damage.

www.strategic-risk-global.com/asia
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Human capital
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T he speed of recent economic growth in 
the Philippines is perhaps matched 
only by the rapidity of its population 

explosion. In 1990, the number stood at 60 
million; in July 2014, the birth of a baby girl 
called Chonalyn saw the country’s population 
pass the 100-million mark – a rise of around 
60% in under a quarter of a century.

 The Philippines is now the world’s 12th 
most-populous nation and demography ana-
lysts expect the figure to reach 150 million by 
2050. These statistics represent significant 
human capital resources, but with millions of 
Filipinos choosing to work in other countries 
already, how many of the nation’s burgeoning 
population can be encouraged to stay?

It is estimated that about 10 million 
Filipinos are employed abroad. This represents 
10% of the overall population of the country 
and, more importantly, an even higher propor-
tion among those of working age. 

Indeed, with 54% of the Philippines popu-
lation aged under 25, there are major pres-
sures on the government and businesses to 
help generate jobs to support them.

However, the numbers tell only half the 
story. What is perhaps even more significant 
are the skills and talent lost.

“A brain drain affects the country and to 
ensure that the Philippines benefits from its 
investment in talent, it needs to be addressed,” 
says Aon chief executive for the Philippines 
Chris Dale.

“There are many examples where highly 
skilled or educated people take jobs for which 
they are overqualified merely because they 
pay much more money.”

The Filipino population is ubiquitous within 
the service sector in many countries. Foreign 
employers who bother to scrutinise their CVs 
might be surprised to discover the level of skills 
possessed by many of these expatriates. 
Attracting them to come back home is difficult, 
but it is a challenge the country must address. 

“I know of two brothers – one a qualified 
vet, the other an architect – and both work on 
the same ship, one as a cook, the other as a 
deckhand. These are not isolated examples,” 
says Dale. 

“One of the Philippines’ key competitive 
commercial advantages is its cheap labour 
force,” says Dale. “Ten million Filipinos are 

Too many skilled and talented Filipinos leave the country in search of better income or take service jobs because they  
pay relatively well. But failing to keep talent at home could have serious long-term consequences for the Philippines

Battling the brain drain

working abroad and some businesses are look-
ing to bring them back. However, that will 
only increase the cost of labour (one of the 
Philippines’ key competitive advantages), so 
can the growing economy deal with that?”

The loss of talent and ability is not confined 
to those who leave the country; it is also found 
among many who remain and opt to work in 
roles for which they are overqualified. Their 
motivation, however, is the same: to secure 
better wages.

Short- v long-term gain
This problem has been exacerbated by one of 
current drivers of the Philippines’ economy: 
business process outsourcing (BPO). Despite a 
war for talent among BPOs, call and service cen-
tres appear to have few problems attracting 
workers, but many businesses often complain 
they cannot attract the right calibre of employ-
ees and then struggle to retain the good ones.

“Good graduates are finding work in call 
centres either because nothing else matches 
their skill sets that pays more money or 
because it is a fast and easy way to enter the 
workforce,” says Graham Edwards, president 
and chief executive for JLT in the Philippines

Dale agrees. “BPOs are an important part 
of the Philippines economy and many highly 
qualified people are working for them because 
they pay more,” he says. “Whether that bene-
fits the country’s economy in the long term,  
I am not so sure. BPOs are good for the econ-
omy at the moment, but that cannot be the 
case in the future if [the sector] continues to 
lure highly skilled people when their qualifica-
tions could be used better elsewhere.”

Dale says it is also important those with 
fewer skills find meaningful work. He believes 
the manufacturing sector needs to expand 
accordingly and must go beyond the Manila 
Metro area because everything is focused on 
the capital.

“Growth, aside from tourism, is exclusive 
of all other areas of the Philippines, but espe-
cially in the south,” he says.

When considered in such terms, the 
human-capital problems faced by businesses 
in the Philippines and the country might 
appear glaringly obvious. Yet, it is a risk that  
is only now beginning to be addressed by 
most companies, according to Edwards.

“Human capital, managing talent and 
retention issues are not always seen as a risk – 
and treated with the same focus, say, brand and 
reputational risk or catastrophic event expo-
sures – yet they are key issues,” says Edwards.

 “Clients from across the business spec-
trum are consistently telling us that managing 
talent and retention is a big problem. But we 
don’t yet see many clients who really view 
human capital as a risk. They talk about 
human capital being an asset to the company 
and recruitment and retention as a challenge 
but it goes beyond that, of course. It’s about 
engaging and managing behaviours.”

As the country looks to continue growing 
economically, businesses are increasingly 
seeking greater expertise for specialist roles, 
but getting people with appropriate skills is 
not straightforward.

“A large part of our business is employee 
benefit consulting, so we often talk to human 
resources managers, not only risk managers,” 
says Edwards. “One complaint we hear from 
most clients in almost every sector is that they 
are struggling to find people to with the right 
qualifications to work in their businesses. 

“We hear this a lot from HR teams, but not 
so much from risk managers – although when 
you raise it with them or it is discussed in gen-
eral, risk managers do recognise that it is 
becoming an issue for the country.”

Minding the gap
Edwards says businesses in the Philippines 
cannot easily hire or attract workers from 
overseas so have little choice but to use train-
ing to bridge the skills gap.

“People leave the country to find work – not 
many workers flow into the country,” he says. 
“Filipinos flow outward from the country; 
talent does not flow inwards – and this is a prob-
lem. One solution some large companies are 
turning to is graduate placement schemes.”

Long-term success for this, however, 
requires government involvement. “In 
Singapore, for example, large subsidies are 

‘We are still in the early 
stages of recognsing the  
scale of the problem’
Graham Edwards, JLT
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My experience of the 
Philippines reflects an 
economy that is very 

exciting to work in, but is also still 
developing – as such, you need to 
take the rough with the smooth.

Primarily, insurance openings 
in the Philippines market are low. 
The latest figure of 1.75% of GDP 
in a nat cat-prone area means 
there is potential for many prob-
lems to occur. Another major 
catastrophe event has just 
occurred in the Philippines and, 
without insurance coverage, the 
cost of recovery falls either on the 
individual or on the state. As the 
economy is expanding so quickly, 
that type of burden is a major risk 
that is only going to get bigger.

The approach to business insur-
ance is also limited in the 
Philippines, particularly around 
business interruption, which few 
people are buying. Assets might be 
covered, but there is significant 
exposure in terms of consequential 
loss. Insurance buying needs to 
become more sophisticated, as it is 
still primarily transactional. 

Aon has seen strong growth 
here in the past few years, both on 
the general insurance side and also 
for employee benefits, yet the pop-
ulation’s impetus is focused around 
medical insurance, and the general 
insurance side is still slow in terms 
of the level of penetration. 

The Philippines is a fantastic 
place to be. In the past few years, it 

has been either the fastest-growing 
or second-fastest-growing economy 
in Asia. The government is taking 
steps to reform the legal system to 
further improve the economy, but 
this is taking time, and the govern-
ment continues to meet some 
resistance. The Philippines will 
flourish even more if it can over-
come this long-tail issue.

Nonetheless, an increase in for-
eign investment is still needed as 
the Philippines still lags behind its 
peers in Asia. The Aquino govern-
ment’s reforms are starting to 
have an effect and are really work-
ing, but issues remain about how 
sustainable they are in terms of 
bringing in additional foreign 
investment, and whether the next 

government will change this.
As a broker, I see that Filipino 

banks are very strong and cash-
rich, but feedback from a number 
of our clients is that they are strug-
gling to access finance. They feel 
that as banks are owned by large 
conglomerates their money stays 
in tight circles. For an inclusive 
economy, a broader mechanism 
for accessing finance is required. 
Banks need to take more risks with 
capital to facilitate inclusive growth 
and to encourage new entrants and 
entrepreneurs – otherwise, the 
same organisations and individuals 
will always get the advantages.

Chris Dale, chief executive, Aon in 
the Philippines

An exciting economy and fantastic place
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available for companies to take on graduates,” 
says Edwards. “JLT Singapore takes on 10 
graduates each year. A large part of their costs 
are paid for the first year or so, which means 
there is a major incentive for businesses to 
take on graduates. Nothing like this exists in 
the Philippines, but this is where the country 
should be looking as a possible long-term 
solution to some of the existing human capital 
problems. I believe the government would 
find the private sector willing partners.”

Finding the right people is one issue; keeping 
them is another. “When you talk to some risk pro-
fessionals about strategies needed to manage 
human capital as you would with other risks, it is 
evident we are still in the early stages of recognising 
the scale of the problem,” says Edwards.“But when 
you start to discuss engagement strategies such as 
medical insurance and flexible benefits, you get a 
lot of interest from larger firms. 

“We see flexible benefits as one way to address 
some human capital issues. This is a popular 

option in some Asia-Pacific countries. The con-
cept has not yet caught on here, but there is a 
growing interest in ‘flex’ because HR profes-
sionals are realising it can engage employees 
more effectively. 

“First, because benefits not relevant to an 
employee can be exchanged for something 
more relevant. Second, a flexible benefits pro-
gramme provides the employer with a genu-
ine differentiator for it to leverage in its war  
for talent.” SR
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Regulation

Many participants at StrategicRISK’s 
roundtable in Manila raised regula-
tory concerns as a major issue. Yet, 

although they worry that the burden of regula-
tion is a barrier to business growth, almost every 
risk professional StrategicRISK spoke to in the 
Philippines considers the introduction of new 
laws to be a generally positive step.

To understand this apparent contradiction, 
it is important to look back at the country’s 
recent history. Corruption was once endemic in 
the Philippines, particularly among govern-
ment officials and civil servants, and it was rated 
among the worst in Asia for bribery.

Theft or ‘plundering’ of state finances in the 
Philippines is most famously linked to former 
dictator Ferdinand Marcos, who ruled for 20 
years before being deposed in 1986. No precise 
figure exists for the amount Marcos and other 
individuals linked to the regime looted, but it is 
believed to be billions of dollars. 

Much of this money lined the pockets of cro-
nies who kept Marcos in power, large sums were 
taken out of the country to buy property and a 
not inconsiderable amount funded Imelda 
Marcos’s famed shoe collection. Revulsion at 
what was effectively theft on a national scale 

The Philippines’ government is embracing firmer regulatory controls  
across all sectors, which most risk managers agree is well overdue

Tightening the reins

toppled Marcos and continues to affect the 
political agenda today.

Current president Benigno ‘Noynoy’ 
Aquino came to power in 2010 after cam-
paigning on a platform of anti-corruption. His 
actions post-election have demonstrated that 
this remains the most fundamental aspect of 
his government strategy.

The effect of this crackdown has been to 
increase business transparency, using regulation 
as the primary tool. The process has been slow 
– not only in terms of how businesses now oper-
ate, but also in achieving the targeted aim of 
reducing corruption. Yet, this is not so much 
due to failure as a reflection of how deeply 
rooted the problem is across so many agencies 
at national – and particularly local – levels.

Nonetheless, the strategy is working, and 
risk professionals accept that the regulatory 
burden on business, even when over-restrictive, 
is a necessary price to pay if it ultimately means 
being able to operate on fair terms. 

“We see regulations as a welcome improve-
ment, especially for stopping corruption,” 
says Kenneth Lopez, head of insurance and 
claims at Ayala Land, the largest property 
development company in the Philippines. 

Shutterstock

Risk managers say businesses accept the 
additional bureaucracy for this reason, but 
argue many of the complexities lie at local level. 

“Of course, we will still face problems with 
local governments regarding rules and dealing 
with their regulations,” says one risk manager 
on condition of anonymity. “Nevertheless, it is 
always essential to have good relations with 
local government.”

Staying abreast of regulatory issues is a hard 
risk to manage, particularly for companies 
operating nationwide as  many local jurisdic-
tions need to be considered. However, although 
there are complexities for most industries, 
these pale by comparison to those faced by 
firms operating in the power sector, which is 
the most heavily regulated in the Philippines.

Power struggles
Chris Dale, chief executive of Aon in the 
Philippines, explains why utilities face particular 
close scrutiny: “The economy is fundamentally 
driven by the power industry, and it appears 
that the government feels that it has been effec-
tively allowed to call the shots. However, the 
government now wants more control of power, 
both power supply and pricing.”

Although Dale agrees regulation is no bad 
thing “provided it promotes good governance”, 
the overall approach to regulatory issues differs 
from that in many other countries. “For instance, 
my experience here of insurance regulation com-
pared to the UK is that it’s more focused on the 
industry itself than the UK, which seems driven 
more by the protection of consumers.”

However, Enrique ‘Jet’ Pampolina, head of 
enterprise-wide risk management at electricity 
distributor Meralco, believes power regulations 
are aimed at helping both. “Much of the regula-
tion – particularly over public utilities – has 
been skewed around competing claims of find-
ing the right balance of an acceptable rate for 
end-consumers, while allowing a decent return 
for investors in capital-intensive businesses.” 

Irrespective of who regulations are aimed at, 
without doubt, risk professionals in the 
Philippines must pay particular attention to 
regulatory issues. It is not so much the introduc-
tion of new laws, but also the need for greater 
attention to existing ones that lies at the heart of 
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the government’s regulatory strategy. 
Moreover, this applies to all sectors, 
including insurance.

 Graham Edwards, president and 
chief executive of JLT in the Philippines, 
says: “Noticeably, we are not so much 
seeing a swathe of new regulations as 
witnessing more of a focus on enforce-
ment, where there used to be a lot of 
blind eyes being turned.

“Regulations have been tightening in 
the Philippines, with good reason. In our 
industry, the Insurance Code has been 
revised recently after hardly being 
touched since the 1970s. It has now been 
given a much-needed major overhaul.”

A tale of two angles
According to Jan Mumenthaler, princi-
pal insurance officer at the International 
Finance Corporation (IFC) in the 
Philippines, two angles apply to the 
regulation debate. “First, there is regu-
lation in the sense of making it easier to 
do business within the country,” he says. 
“Here, the Philippines has improved. 

“[The IFC] releases an annual global 
survey on the ease of doing business in 
countries, and the Philippines is getting 
better, but there is room for improve-
ment. This report is also a benchmark 
for governments to look at to see if they 
are in the top list or rank among those 
countries that are seen as improving.

“The other area in which regulation 
is important is around the two most 
significant threats to countries escap-
ing poverty. The first is climate change 
and the other is governance. 

“If a country is able to ensure its 
dealings are fair and transparent, that 
will enable economies to prosper. There 
is a direct correlation between the state 
of the economy and a reduction in the 
number of people living in poverty and 
good governance standards.”

Lopez agrees. “We are looking not 
only at local investors, but also trying 
to encourage more foreign investment 
for our projects, so it is important that 

People-related risks – unemployment, political instability, 
social unrest, and income disparity – rank highly among risks 
threatening global businesses today. In this environment, it 
is important for businesses to take a multifaceted approach 
towards employment and human-resource practices.

Focusing on employee wellbeing is one way in which 
companies can address people-related challenges. This can 
be in areas like employee benefits, pensions, accident and 
health insurance and workers’ compensation insurance. For 
example, Zurich recently finalised an innovative deal with 
a major corporate to provide employee benefits globally, 
which is already proving to be an enormously successful 
retention policy. That kind of approach can be very effective 
in helping companies to keep a mobile workforce loyal.

Mobility is not just about geography; there is also an 
integral socioeconomic dimension, as described in Now for 
the Long Term, a report by the Oxford Martin Commission 
for Future Generations. The report predicts that over the 
next four decades, billions more people will join the global 
middle class. The vast majority will come from emerging 
markets, which are projected to double their share of 
global consumption from one- to two-thirds by 2050. It 
states: “This emerging middle class could provide a much- 
needed impetus for balanced global growth by boosting 
consumption, investing in health, education and renewable 
energy, and driving higher productivity, sustainable 
economic development, and more political stability via 
increased demand for accountability and good governance. 
While this constitutes a significant opportunity, there is also 
the risk of an increasing divide between the growing middle 
class and those left behind.”

As societies in Asia become more middle class, people 
will become more aspirational. As countries become more 
affluent, they have more people with more money to spend, 
leading to growth of their domestic economies. This applies 
to the Philippines, which has been driven by people working 
overseas and sending money back to the nation. When 
these people start returning in large numbers, with higher 
expectations and more money to spend, this will drive the 
economy forward and result in an uptake in insurance. This 
presents the insurance industry with a huge opportunity, 
albeit accompanied by its own sizeable set of risks.

thought 
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rising middle class 
creates opportunity 
and new sets of risk 

JOhn sCOTT 
Chief risk officer of Zurich’s Global 
Corporate business

the Philippines is opened up to more 
foreign business,” he says. “Regulatory 
improvements will facilitate changes 
required and this will help not only us 
as a business but the Philippines.” 

Although risk professionals in the 
Philippines understand the logic 
behind the government’s regulatory 
stance, some are concerned that it is 
acting as a growth inhibitor and offers 
no long-term certainty.

One risk manager who wished to 
remain anonymous says: “The current 
administration is trying to prove it is dif-
ferent to the previous one. It wants to 
show transparency but it is also killing 
the need for speed in business”.

Indeed, there is a clear frustration at 
perceived populist politics winning out 
over “real long-term sustainability”.

President Aquino appears to be 
viewed positively by most Filipinos, but 
his six-year term in office is due to end in 
2016 and, under current legislation, he 
is forbidden from seeking re-election. 

As such, a lack of certainty over the 
regulatory risk landscape of the country 
is causing concern among businesses.

However, it has been suggested that 
president Aquino might amend the 
constitution and seek to stand again – 
which would be controversial, not least 
because his popularity has been 
affected by the number of high-ranking 
politicians who continue to be 
embroiled in corruption scandals.

With so much at stake, regulatory 
and political risks are intrinsically linked 
and it is uncertain what might happen 
next. Yet, the fact is that improvements 
have been made and their effects are 
being recognised as a step in the right 
direction, according to Edwards. 

“These changes in enforcement are 
also affecting behaviour,” he says. 
“Although the country may trail places 
such as Singapore and other more 
established markets, the government 
in the Philippines has definitely made a 
very positive leap forward.” SR



Untitled-3   1 02/12/2013   17:45


