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SPECIAL 
REPORT:
ConStruCtion

28 Megacitites = mega risks
 the proliferation of asian megacities 

means construction work on infrastructure 
projects is multiplying rapidly – but so too 
are the complexities of its associated risks

30 Globalised construction = globalised risk
 asia’s growth is built on new infrastructure, 

but the way this vast expansion is 
happening has changed dramatically as 
construction firms have gone truly global
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Megacities = mega risks
Asia’s demand for infrastructure is booming – as is the need to manage related risk complexities

the defining feature of 
21st century asia is its vast 

megacities. images of neon-lit sky-
lines have become a visual metaphor 
for global growth as the world’s most 
populated region gets wealthier. 

across the region, construction 
is booming, from housing to power 
generation infrastructure. how-
ever, although construction work 
is plentiful, so are the related politi-
cal, macroeconomic, insurance and 
labour risks. Companies need to 
be careful, but not overcautious, 
as they seek to develop their risk  
management function.

“risks drive up the tender and 
insurance pricing... and firms take 
[risk] seriously,” cautions richard 
Warburton, area leader, South-
east asia, at built asset consultancy  
eC harris.

 he adds: “Multinational compa-
nies are taking risks more seriously 
than the others. this is because they 
have to protect their reputation and 
ensure their products meet interna-
tional standards for export purpose. 
they have the appetite to know 
more and to do better, but this is not 
embedded or institutionalised yet.” 

Soft market
the long and sustained asian boom 
presents a challenging market for 
insurers but good opportunities for 

risk managers looking to transfer risk. 
“there are lots of opportunities for 
insurers, but the pricing is very 
aggressive,” says Mark Bonnar, aig’s 
regional head of construction and 
energy casualty.

daniel abramson, aig’s global 
head of construction, agrees: “the 
market cycle peaked around the 
middle of the last decade. Pricing has 
been under pressure ever since and, 
more recently, we have seen a dete-
rioration in deductibles and, what is 
of particular interest to underwriters, 
scope of coverage. Wordings and poli-
cies are becoming noticeably broader.

“insurers are committing capacity 
and terms on complex infrastructure 
projects that may run for the next 
five or six years, sometimes 10 years 
or more. underwriters need to uti-
lise a broad variety of risk assessment 
tools to select for the highest levels of 
risk quality in a meaningful way. of 
course, strong and deep underwrit-
ing expertise, industry knowledge, 
relationships with key partners and 
clients and competitive advantages 
within your operation are essential 
ingredients for long-term success.”

the risk manager’s view is, of 
course, the opposite. “[risk manag-
ers] should be busy,” says abramson. 
“they should take this opportunity 
to reassess their insurance solutions 
and work with their brokers to find 

the best product in this market.  
i would in their position. it’s a buyer’s 
market, and they can transfer risk at 
attractive prices.”

although insurance brokers wield 
more power in a soft market, the 
environment for brokers is not nec-
essarily rosy. “Many risk managers 
are tendering all their new projects 
to multiple brokers with the expecta-
tion of obtaining the lowest possible 
price,” says abramson. “But should 
a contractor or principal who has 
been using one regular broker for 
many years necessarily get the best 
deal by bidding it out to a half-dozen 
brokers or more, and letting them 
fight for the cheapest price? i don’t 
believe that tendering everything 
always gets you the best price; insur-
ers don’t always respond well to mul-
tiple brokers. their ability to offer an 
insurance proposal carefully tailored 
to the client’s requirements may  
be compromised.”

a curious symptom of a seriously 
overcapitalised market well into the 
soft phase of the cycle, according to 
abramson, is that “clients and bro-
kers are increasingly designing and 
creating their own insurance prod-
uct, pricing it and selling it into the 
insurance carrier market”.

“asia came out of the 2008-09 
financial shake-up and we haven’t 
looked back,” says abramson. “the 

crisis stimulated public spending on 
new and upgraded infrastructure 
projects, and private sector invest-
ment also rebounded strongly in, 
for example, the petrochemical and 
power generation sectors.”

“the Japanese are investing in 
Vietnam and australia. Chinese and 
Korean contractors are exporting 
their capabilities to africa and the 
Middle east and, of course, China 
and Korea are going ahead with 
their ambitious and forward-think-
ing plans to increase nuclear power  
generating capacity.”

Labour worries
in some territories, boom times 
can bring major problems for con-
struction firms – especially when an  
accident occurs on site. 

this is particularly true in hong 
Kong and, to a lesser extent, Macau, 
where significant numbers of large 
and complex projects involve sophis-
ticated engineering, such as major 
bridges, underwater tunnels, bridges 
through mountainous areas and a 
third runway at hong Kong airport. 
“these are classic infrastructure 
projects in a highly urbanised area 
that require a high level of expertise 
from contractors,” says Lincoln Pan,  
executive director, Willis hong Kong. 

“one particular problem is get-
ting enough qualified contractors 
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and employees to work on the sites. 
as a result, we are importing a lot 
of labour. Many [of these employ-
ees] have not worked in hong Kong 
before and may struggle to meet the 
international standards required in 
construction here.” 

in response, the government has 
tried to slow projects down by refus-
ing to approve any new projects for 
six to 12 months. “this is the correct 
answer for the people of hong Kong, 
but it has had the effect of slowing 
down the construction insurance 
market,” says Pan. “the challenge is 
that, although hong Kong has a pop-
ulation of 7.1 million, the number of 
people who are trained in construc-
tion is not that high, and we are 
therefore importing a lot of labour 
from China.” 

Warburton says: “the construc-
tion boom in asia requires more local 
talent who are well versed in local-mar-
ket knowledge, legislation and culture 
to join the construction industry. 

“as each market in asia is unique, 
we need talent that understands each 
market to ensure the smooth execu-
tion of projects. the workforce is 
ageing as there aren’t enough new 
graduates entering the industry.”

But because of where the hong 
Kong dollar is in relation to Chinese 
currency, this [importing of labour] 
is becoming expensive. “these 

labourers expect to be paid the same 
– or more – than hong Kong work-
ers,” says Pan. “the situation with 
the currencies is also affecting the 
price of materials, much of which 
is imported from China and that is  
further affecting contractors.”

When things go wrong 
as a result of these conditions, hong 
Kong contractors are facing a more 
challenging environment for the pro-
curement of insurance than in other 
asian territories. 

“What has balanced this out 
is that there is ample capacity in  
hong Kong for the classic contractor 
[looking for] all-risk cover,” says Pan. 
“the market is fabulous and there 
is a general willingness among carri-
ers to take all-risk cover, third-party 
liability and professional indemnity 
cover. 

“the exception is employee com-
pensation insurance: the statutory 
payments required to be made to 
employees insured on site if they are 
injured. What is posing a problem is 
that, because of the labour shortage, 
workers are coming in from all over 
the world – from Korea, thailand, 
China – and they may be doing their 
first project in hong Kong.” 

Warburton says: “the lack of gov-
ernance, training and self-awareness 
are among many reasons why the 

construction workforce in asia has a 
higher workplace accident rate com-
pared to mature markets such as 
the uK. the health and safety issue 
needs to be higher up the agenda and 
embedded in planning, delivery and 
operation phases.” 

But unlike all-risk and general 
liability, the market for employee lia-
bility cover is tight. few insurers are 
willing to write the risk. in addition, 
one major insurer in this area, rCa, is 
having financial trouble, thus further 
tightening capacity. 

“We are seeing more ambulance- 
chasers than four years ago,” says 
Pan. “around hospitals, clinics, even 
building sites, you see more and more 
pamphlets from lawyers offering to 
pursue claims.” 

as a result, contractors are looking 
to partner with brokers to partner in 
handling troublesome cases against 
employees. “[Contractors] not only 
want us to help place and structure 
their insurance, but be an active part-
ner helping to provide health and 
safety guidance on site, and even to 
go so far as organise onsite medical 
coverage,” says Pan. “they are also 
looking for assistance in dealing with 
underwriters and insurers and ensur-
ing that claims are processed in a 
timely way. 

“they expect brokers to have the 
analytical skills to analyse claims, 

look for patterns and help bring in 
appropriate health and safety to deal 
with these trends.” 

Construction firms are also 
employing more and more third- 
party administrators to check that 
employees are going to the doctor 
– a panel doctor, not just any doctor 
– that they take their medicine and 
they file the correct documents with 
the government.

“Clients are constantly asking 
for us to help them reduce their 
employee liability costs, and you have 
to be able to provide that – otherwise, 
you will lose business,” says Pan. 

“unless more capacity comes 
to the market, there will be infla-
tion as the costs of handling these 
claims – both from a medical  
point of view and a legal perspective 
– keep increasing.” 

Politics, politics, politics
elsewhere in asia, the problems for 
the construction sector are coming 
from the politicians, particularly in 
South-east asia. 

“an industry that requires a lot 
of imports and works on long time-
scales to realise project profitability, 
with across-the-board erratic behav-
iour by government, will always 
have problems,” says Steve Wilford, 
asia-Pacific director for Control 
risks. “these are the ‘traditional’ 

‘An industry that requires a lot of imports and works 
on long timescales to realise project profitability, with 
across-the-board erratic behaviour by government,  
will always have problems’
Steve Wilford, Control risk
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Asia is on the move. No one can 
doubt the region is undergoing 
a profound historical change 
as its local economies boom, 
driving rapid growth in poorer 
nations and pushing their more- 
developed neighbours into the 
top tier of global leaders. 

This growth is built – literally  
– on new infrastructure as 

industry and consumers demand a new way of living: more 
power, better roads, bigger homes and new opportunities 
for leisure. 

But the way this vast expansion is happening has 
changed dramatically in the past 10 years. Construction 
firms have gone truly global. They are no longer limiting 
their operations to domestic markets and the region is 
seeing more and more companies operating internationally 
– even beyond the regional. 

As Europe has increasingly reached out to the Americas 
in search of growth, so China and Korea are now operating 
in all corners of Africa and the Middle East. Finance 
is changing, and increasingly, both private and state 
backers are providing capital in return for concessions and 
commodities such as oil – and even food.

The key to success in this developing theatre is taking an 
international approach to all aspects of operations. Smart 
firms realise that from finance to labour, it is vital to look 
beyond their own borders to gain a competitive advantage. 

As San Francisco Mayor Ed Lee said recently: “When we 
became Sister Cities back in the 1980s, Shanghai asked us 
for help with their sewer system. We sent our public works 
director. Fast-forward 20 years later and China is helping us 
with our bridge.”

For risk managers, the challenge is immense. While 
increasing complexity is an essential driver of growth for 
their employers, the risk landscape they face as a result has 
become much more tortuous. Projects are getting bigger  
– much bigger – and they now take place across many more 
countries, while their supply chains grow ever longer.

More than ever, it is a case of the devil being in the 
detail. Risk managers need to understand the intricacies 
of operations, as success or failure will be weighed on the 
basis of how well they can make genuinely well-informed 
decisions about domestic and foreign exposures. 

With construction in Asia steaming ahead, risk managers 
will need to ensure they remain fast and nimble enough to 
keep up. 

Brad Berg, head of energy & engineered 
risks, AIG Asia Pacific Pte Ltd
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risks for the region and they have 
not really changed, which is why con-
struction in this region is not for the 
faint-hearted. 

“there is a higher risk of losing 
your shirt than in some other mar-
kets. there are chronic problems: 
a facet of the strong nexus between 
business and politics.” 

although the demand for con-
struction in the region is strong and 
all incoming governments make big 
promises on infrastructure, real risks 
related to policy outcomes remain. 

“in indonesia, for example, the 
demand is really strong in the hous-
ing market,” says Steve norris, senior 
South-east asia analyst at Control 
risks. “the companies we speak to 
are optimistic and have huge back-
logs of work; the problems are all on 
the policy side. 

“for example, the central bank put 
through several measures to dampen 
down demand because it is worried 
about public debt and the condition of 
the state’s current account. in addition, 
indonesian construction companies 
have to import about 50% of the mate-
rials they use, so when the central bank 
tries to reduce this, what it is trying to 
do is dampen the net imports, because 
it wants to shrink its deficit, which has 
been severe for the past year. 

“for the construction companies, 
it’s a lose-lose situation, because 
while that deficit exists, not only 
are they facing policy problems, but 
the currency is weak as well – so the 
imports are costing them more. 

“the construction sector is taking 
the bullet for the deficit, which is not 
its fault and is a result of mismanage-
ment in other areas.” 

Warburton adds: “the construc-
tion boom in asia also causes higher 
and sometime unpredictable con-
struction cost inflation. the shortage 
of building materials in the supply 
chain owing to the high demand in 
the industry can potentially cause a 
rise in cost and delay of the projects. 
this has proven to be one of the 

greatest challenges for many compa-
nies in control of their project profit 
margin. it is particularly difficult to 
mitigate on programmes spanning 
several years.” 

Significant issues also arise across 
the region in respect of securing land 
for construction, especially in thai-
land, the Philippines, indonesia and 
Vietnam. governments are keen to 
build highways, railways and other 
projects, but the process of acquiring 
land is messy and establishing owner-
ship is not straightforward. 

“it’s often unclear who owns what 
– sometimes there are two or three 
legal owners on paper,” says norris. 

in Vietnam, the problem is the 
banking sector, which is having a 
knock-on effect on construction. 
“the banks in Vietnam are out of 
control and construction firms are 
saddled with huge amounts of debt. 
therefore, they cannot get anything 
going until the banking sector has 
been sorted out,” says norris. 

“the real estate is on hold and 
a big debate is taking place at the 
moment about whether to let foreign 
investors take more of a stake to see 
if this can [improve the situation]
and the construction sector can pick 
up slightly. however, this idea is not 
gaining much traction.”

norris adds: “in thailand, the 
problem has been the high level of 
consumer debt – people are reluc-
tant to borrow for housing – as well 
as the fact that many projects have 
gone on hold because of political 
problems. there are problems ahead 
for thailand as the government has a 
repressive agenda, and there will be a 
backlash, at some point in the future.”

But speaking of the region more 
broadly, political risk is not seen as a 
major challenge. 

“We don’t envisage much of 
a ripple across the region,” says  
Wilford. “We don’t see any dollops of 
infrastructure spend being redirected 
into crash defence programmes or 
anything similar.”SR

Globalised construction 
leads to globalised risk

ThouGhT leaderShip
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