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Changes underway in
China could bring its
risk professionals some
overdue recognition

C

hina’s risk and insurance
professionals are a small but
passionate group.
One of the most prominent
is Keith Xia, the head of risk for
InterContinental Hotels Group in
Greater China. Keith is a well-known face in
China’s risk and insurance circles, not least on
account of his volunteer position as a board
member of the Pan-Asia Risk and Insurance
Management Association (Parima).
I spoke to Keith recently about his
enthusiasm for the industry, his drive to improve
the standing of the risk management profession
in China, and his push to increase Parima
membership in the country.
Keith admits he has his work cut out (see
page 12). But there are signs that the tide is
starting to turn.
One big indicator is that the government
recently issued guidelines that make enterprisewide risk management mandatory for all stateowned enterprises. It’s now no longer just the
global corporates that will be held to task.
This formal recognition sends a clear
signal that executives view risk management
as important and that all companies should
have a stable, risk-managed path to achieve
sustainable growth.
A natural element of this evolution is
the realisation among executives that risk
management is much more than just

insurance management, which is where the
majority of Chinese risk professionals currently
spend their time.
Executed correctly, effective risk management
can do so much more – not least help firms
navigate their company’s role and strategy amid
China’s changing economic landscape.
For this to happen, there needs to be a
shift in company focus from rapid growth to
sustainable growth. And firms that succeed in
this transition will be those that see risk as an
enabler to executing on their strategy, rather
than an inhibitor or a check-box exercise.
In this second annual issue of StrategicRISK
China, we also discuss one of the major
initiatives to stimulate China’s slowing
economy: president Xi Jinping’s hugely
ambitious One Belt One Road project. The
aim is to emulate the economic glory days
of the ancient Silk Road by creating two new
trading routes that connect China to Europe.
We asked a number of experts to outline the
key opportunities of the initiative, and whether
president Xi has bitten off more than he can
chew (see page 10).
I hope you enjoy this special Chinese issue
of StrategicRISK, published in English and
simplified Chinese. I look forward to speaking
with more of you about the development of the
profession in your region, and your company.
EMAIL > jessica.reid@nqsm.com
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NEWS AND ANALYSIS >

In numbers
What the statistics tell us about risk today
in China and the Asia-Pacific region

1

Former Scentre group chief risk officer
Eamonn Cunningham said economic
conditions were “challenging” and that most
expect them to persist for some time. “While
general confidence appears to be recovering,
there is some volatility associated with this.”

$283.1bn
10

The number of new insurance
entities approved by the CIRC in
the first six months of 2016.

23rd

China’s ranking in the 2016
Modern Slavery Index. The country
is one of 25 economies posing
‘extreme’ risks of slavery in its
supply chains.

$275m

“RISK
MANAGEMENT IN
OUR COMPANY
IS WRITTEN
INTO EACH AND
EVERY PERSON’S
RESPONSIBILITIES,
BECAUSE RISK
MANAGEMENT
IS NOT ONLY THE
RESPONSIBILITY
FOR THE
INSURANCE AND
RISK MANAGEMENT
TEAM, BUT FOR
EVERY ASSOCIATE
AND MANAGER.”

2

BMW Brilliance risk and
insurance manage and
Parima board member
Sharon Shi

4

The loss that Zurich Insurance
Group took following the Tianjin
blasts of August 2015.

16

The number of domestic Chinese
insurers on the CIRC’s ‘too big to
fail’ shortlist. Insurers selected
from this list are expected to face
additional regulatory burdens in
a bid to safeguard the country’s
financial stability.

2

StrategicRISK’s annual Asia Risk Report asked
risk managers to name their current priorities.
Below are the top risks for doing business in the
region, according to the survey. For a Chinese
perspective, see pages 4-7.

ECONOMIC CONDITIONS

DATA FILE

Chinese insurers’ total premium
for the first six months of 2016
was CNY1.881 trillion ($283.1bn),
a 37.29% increase on the same
period last year, according to
the China Insurance Regulatory
Commission (CIRC).

TOP FIVE RISKS IN ASIA-PACIFIC
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ATTRACTING AND RETAINING
A TALENTED WORKFORCE

MTR China and international business
safety manager Vincent Ho says as businesses
go global, many operations “see their workplace
expand into unknown territories” and areas
where skilled labour is scarce. People risk can
significantly affect a company’s quality standard
“and cause immediate effect on the bottom line”.

3

INCREASED COMPETITION

Aon’s regional head of sales and
marketing, Asia, Jane Drummond, says
increased competition is expected to top the
broker’s global risk management report by 2018.
While larger businesses may cope better than
smaller ones, she says, all organisations “see
competition as a priority risk.”

DAMAGE TO COMPANY
REPUTATION/BRAND

Senior vice president and chief of
insurance at Reliance Industries and India’s
Parima board member, Saurabh Verma, says
reputation risk is the greatest risk a firm faces.
“Bad new travels fast,” he adds. “Managing this
is very challenging unless firms have very robust
crisis management plans in place.”

5

TARGETED CYBER ATTACK
(INTERNAL AND EXTERNAL)

“Organisations in Asia are very interesting
targets,” says FireEye Asia director of system
engineering Steve Ledzian. “There is a lot going
on in this region which makes organisations
very valuable for attacks.”

WHO, WHAT, WHERE
Three big headlines from the
insurance world in China

BEIJING

Chinese insurance professionals will
take a lead from their Australian
peers, following a new partnership
agreement between both countries’
national insurance associations. The
Australian and New Zealand Institute
of Insurance and Finance (ANZIIF) and
the Insurance Association of China (IAC)
signed an agreement in Beijing in May,
which will deliver certified education
in China to the country’s insurance
workforce. Under the agreement, ANZIIF
will partner with the IAC to conduct
certified education in China aimed at
boosting practitioners’ professional
standards and technical abilities.

SHANGHAI

Swiss Re Corporate Solutions
appointed Jingwei Jia as chief
executive officer China on 7 July.
Jia is based in Shanghai and has
been tasked with driving Swiss Re
Corporate Solutions’ strategy of
building its China operations into
a leading commercial insurer. Jia
succeeded Andreas Hillebrand, who
returned to his post in Zurich as
global head of credit and surety.

GUANGZHOU

The Guangzhou port is the world’s second-riskiest port,
according to research by consultancy RMS. Research by the
firm found that the potential loss from a catastrophe at
Guangzhou is $2bn – slightly better than the world’s riskiest
port in Nagoya, Japan, which has $2.3bn at risk. The analysis
took into account a port’s cargo type (e.g. autos, bulk grains,
electronics, specie), storage location (e.g. coastal, estuarine,
waterside or within dock complex), storage type (e.g. open air,
warehouse, container) and dwell time.

UNDERSTANDING THE MODERN SLAVERY INDEX

Source: Verisk Maplecroft

Using figures from risk analytics company Verisk Maplecroft, the chart below shows how many of the 198
countries assessed as part of its research fall within each of the four risk categories for slavery (extreme, high,
medium and low). On this evidence, 58% of countries are in the extreme or high-risk categories.
140
120

Number of countries

Modern slavery constitutes a ‘high’
or ‘extreme risk’ in 115 countries,
according to a new global ranking
released by risk analytics company
Verisk Maplecroft. The research
concludes that Asian and African
commodity producers and
manufacturing countries pose the
greatest challenge to companies
navigating new legislation on
supply chain disclosure, such
as the UK Modern Slavery
Act. Significantly, the Asian
heavyweight exporters of China
and India feature in the ‘extreme
risk’ category, alongside important
natural resource hubs, including
DR Congo, Iran and Côte d’Ivoire.

100
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45%
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TOP RISKS >

Top risks revealed
What do Chinese risk and
insurance managers make
of the top 10 risks facing
Asia-Pacific firms?

M

ore than 145 of Asia’s top
risk professionals provided
StrategicRISK with a definitive
list of the challenges that they
believe are most likely to affect
their businesses. In addition,
they revealed the risks that would have the biggest
financial consequences, should they occur.
Heading the 2015 StrategicRISK Asia-Pacific
Benchmark Survey’s top
10 risk list is ‘economic conditions’, followed by
‘attracting and retaining a talented workforce’,
‘increased competition’ and ‘damage to company
reputation/brand’.
Interestingly, these were the same top-four risks
identified in last year’s survey, which summarised the
lessons learnt in 2014.
The big mover was the number-five risk, ‘targeted
cyber attack’, which rocketed up from ninth place.
Last year’s number five (‘tightening and changing
regulation’) came in sixth this year.
Perhaps the most intriguing movements,
however, can be seen for the risks ranked from seven
to 10, all of which entered the top 10 list for the first
time. These are ‘currency/FX risk’ (7), ‘contractual risk’
(8), ‘failure of critical IT systems’ (9) and ‘failure to
innovate’ (10).
This shift meant that the following risks dropped
out of the top 10 in 2015: ‘political risk’, ‘price of
materials/ commodities’, ‘loss of customer/critical
data’ and ‘pandemic’.
InterContinental Hotels Group head of risk,
greater China, Keith Xia told StrategicRISK that the
changes in the top 10 were “a reflection of this year’s
economic environment and people’s minds changing
regarding the big things that happened over the
year”.
“The changes are very interesting as people’s
common perception of risk can be changed easily
by the external exposure and their knowledge about
the risk,” he said. “For example, if the currency did

4

WHAT THEY SAID
“It is a changing insurance
market [in China], from a lot of
perspectives such as emerging
risks, digital means, new
technology applications, customer purchasing
behaviors, etc. We have to keep ourselves alert
of the potential business opportunities, and
figure out the new risk solution propositions
and new products.”
Charlie Chai, general manager of Zurich Shanghai and head of Zurich
China liability

“If the economic conditions are not good,
that means the risk level of society will be
increased, [and] terrorism risk will be higher
too. At the moment, the government will do
tightening and changing regulation probably.
Then, most companies will be afraid to
innovate, more and more contractual risks
will happen [and] competition will increase.
Shareholders hope to save cost to keep more
cash, no money will be used for cyber security,
even the products quality will be reduction.”
Tony Ni, head of risk and insurance management, RGE China

“Attracting and retaining a talented workforce
will be the biggest risk in the next 12 months.
In the past, multinationals had big advantages
compared to local companies in the aspects
of salary packages, working environments
and career development opportunities.
But now, local companies also have
very attractive offers, and even exceed
multinationals in the aspects of simplified
processes and work efficiencies.”
Beijing-based insurance manager for a large global corporate
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RISKS BY LIKELIHOOD AND FINANCIAL IMPACT: 2015

3.5
Economic conditions

Damage to company reputation/brand

Tightening & changing regulation

Nat cats
Failure of critical IT systems
Cyber attack
Non-malicious loss of critical/customer data
Terrorist attack
Financial impact

3

Failure to innovate

Fire or damage to property

Man-made disaster
D&O
Availability of credit

2.5

Strikes/industrial relations
Neglect of social responsibility
Water shortages

Contractual risk
Currency/FX risk
Price of materials/commodities

Supply chain disruption
Average

Increased competition
Attracting/retaining talent

Fraud and corruption
Political risk

Pandemic
M&A

Interest rate risk

Injury to workers
Environmental risk
Social unrest
Climate change

5
4

Theft/protection of IP
Product defect/recall
Ageing workforce

3

2

Plot area

2

Piracy

1
Average

0

1.5

2.0

0

3.0

2.5

1

2

3

4

5

3.5

Likelihood
Question: Rate the likelihood and financial impact of the following risks on your business in the next 12 months. Respondents were asked to rate each risk by likelihood and financial impact
on a scale of 1-5 (1 being very low, 2 being low, 3 being medium, 4 being high and 5 being very high). Risks were grouped into seven categories: social-economic; business strategy; governance;
financial; technology; operational and environment (see below).

Socioeconomic
• Economic conditions
• Political risk
• Pandemic
• Terrorist attack
• Social unrest
• Piracy

Business and strategic
• Increased competition
•	Damage to company
reputation/brand
• M&A
• Failure to innovate
• Theft/protection of IP

Environmental
• Natural catastrophe
• Water shortages
• Environmental risk
• Man-made disaster
• Climate change

Governance
•	Tightening and changing
regulation
• Fraud and corruption
• D&O liability
• Neglect of social responsibility

Technology
• Targeted cyber attack
• Failure of critical IT systems
•	Non-malicious loss of
critical/customer data

Financial
• Price of materials/commodities
• Currency fluctuation/FX risk
• Contractual risk
• Interest rate risk
• Availability of credit

Operational
•	Attracting and retaining
talented workforce
• Ageing workforce
• Injury to workers
• Fire or damage to property
• Supply chain disruption
• Product defect/recall
• Strikes/industrial relations

METHODOLOGY
Respondents were asked to rate 35 different risks by the
likelihood of a risk event occurring in the next 12 months and the
estimated financial impact this would have on their business.
They were asked to rate each risk event by both likelihood and
financial impact on a scale of 1-5 (1 being very low, 2 being low,
3 being medium, 4 being high and 5 being very high).
To plot the scattergraph (above), the average likelihood and
financial impact score was calculated for each risk and plotted
along the x-axis and y-axis, respectively.
The scattergraph also displays the average likelihood
(2.37) and financial impact (2.75) scores across all risks. Those
risks in the top right-hand corner of the graph were rated by
respondents as having above-average likelihood of occurring in
the next 12 months and were deemed to have an above-average
financial impact if they were to occur.
To identify the risks of highest concern (that is, those
most likely to occur with the highest financial impact) a
combined average score was calculated for both likelihood and
financial impact for each risk and ranked in order of size. The
higher the score, the more likely
a risk is to occur and have a high financial impact.
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TOP RISKS >
not change so significantly, there might be fewer
companies that list this as a top risk, except for the
companies that are truly sensitive to currency.”
RIPPLE EFFECT
Interestingly, the top-rated risk – ‘economic
conditions’ – was rated as more of a problem in
2015 than it was in last year’s survey.
Former Scentre Group chief risk officer Eamonn
Cunningham said that economic conditions
were “challenging and most would think that
the conditions will persist for some time”. He
added: “While general confidence appears to be
recovering, there is some volatility associated with
this.”
Second vice-president of the Risk and Insurance
Management Association of Singapore and
convenor of Singapore’s National Risk Management
Working Group, Daniel Tan Kuan Wei, told
StrategicRISK last year that he thought ‘failure to
innovate’ should be in the top 10.
“Finally!” he said, when told that it was number
10 this year. “This risk should have already been in
the list. This is absolutely critical for organisations
to constantly produce new products or services
that meet customers’ needs or innovate internal
processes to be more efficient and agile.”
One shock for Kuan Wei was the disappearance
of ‘pandemic risk’ from the top 10.
“I am surprised this dropped out,” he said.
“While risk managers might feel better prepared, it
is still a risk not be underestimated, given its severe
ramifications on the general population.”

Q&A WITH HENRY XIE, RISK
AND INSURANCE MANAGER,
THYSSENKRUPP (CHINA)
SR: Looking at the top 10 list, which risk/s stands out to you
the most and why?
HX: Economic conditions. As economic conditions worsen,
previously acceptable operational risks need to be reviewed and
re-evaluated, because the margin under current circumstances
may not cover the potential losses caused by those risks we
would like to have taken as before.
Damage to company reputation/brand [also stands out].
Product liability cases may cause huge losses in market share,
especially when we have only single customers/clients.
SR: How does this top 10 list compare to your risk register?
Do you have other risks which are higher up the list?
HX: All these top 10 are in our risk register. The other major risk
that concerns us is natural disaster/extreme weather.
SR: What do you think will be the biggest emerging risk
for corporates operating in China over the next 12 months
and why?
HX: The booming properties market in China and the security level
of the banking system. These factors are affecting each other
and becoming a vicious circle, just like a car running downhill
without a break.

SURVEY RESULTS:
HOW THE RISKS STACK UP
TOP RISKS (AVERAGE OF LIKELIHOOD
AND FINANCIAL IMPACT SCORE)
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TOP RISKS (LIKELIHOOD)

TOP RISKS (FINANCIAL IMPACT)

Economic conditions

3.45

Economic conditions

3.45

Economic conditions

3.44

Attracting and retaining a
talented workforce

3.09

Attracting and retaining a
talented workforce

3.11

Damage to company
reputation/brand

3.39

Increased competition

3.06

Increased competition

3.05

Natural catastrophe

3.27

Damage to company
reputation/brand

2.98

Currency/FX risk

2.93

Targeted cyber attack

3.20

Targeted cyber attack

2.97

Tightening and changing
regulation

2.88

Failure of critical IT systems

3.17

Tightening and changing
regulation

2.95

Targeted cyber attack

2.74

Terrorist attack

3.08
3.08

2.93

2.69

Increased competition

Currency/FX risk

Contractual risk

3.07

2.88

2.66

Contractual risk

Contractual risk

Failure to innovate

2.87

2.60

Attracting and retaining a
talented workforce

3.07

Failure of critical IT systems

Price of materials/commodities

Failure to innovate

2.84

Damage to company
reputation/brand

2.56

Tightening and changing
regulation

3.03
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FORUM 2017
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ASIA-PACIFIC

RISK MANAGEMENT

AWARDS 2017
MAY 2017 SINGAPORE

StrategicRISK’s inaugural Asia-Pacific Risk Management Forum and Awards

KEY DATES

Entries open September 2016
Entry deadline Friday 27 January 2017
Shortlist announced February 2017
Awards ceremony May 2017, Singapore

For more information visit awards.strategic-risk-global.com/sr

ANALYSIS >

Tianjin: one year on

On 12 August 2015, a series of devastating explosions
at the Tianjin port in China killed 173 people and
injured at least 800. Fireballs and shockwaves
destroyed containers and caused major damage to
warehouses, production facilities and homes.
Now, a little over one year on, insurers, loss
adjusters and reinsurers have reflected on some of the
key lessons learned from the incident.
Gen Re property/casualty regional claims manager
Edmund Fernandez said the event may change future
thinking on accumulation risk.
“The widespread property, infrastructure, marine,
motor vehicle and injury claims arising from this event
exposed many insurers and reinsurers to claims from
multiple lines of business and involving multiple
policyholders,” he said.
“There is no question that with an event like
Tianjin, most insurers and reinsurers would have been
taken by surprise at the level of risk accumulation they
experienced.”
Fernandez said the event highlighted the need for
companies, and insurers, to gather data around the
turnover of shipping containers – that is, the average
time they remain at a particular port or terminal can
assist carriers in determining their market share in a
particular location at any given time.
“Possessing this information would provide added
certainty of potential exposure and avoid the potential
for unintended risk accumulation.”
Munich Re agreed.
It added that the Tianjin blasts proved that it is not
only natural catastrophes that produce considerable
accumulated losses.
“Disasters due to human error can have the same
effect,” a spokesperson said.
“Tianjin can serve as an example, prompting close
scrutiny of accumulation risks not only in the case of
large port facilities but also for large warehouses and
industrial parks.
“This applies with regard to the concentration
of very different types of freight in a narrowly
circumscribed area, as well as in respect of the risks

8

istock

Insurers, loss adjusters and reinsurers
sum up the lessons of the Chinese port
disaster, which killed 173 people and
caused damage running into billions

“IT SEEMS THAT
THE INSPECTIONS
[PREVIOUSLY]
WERE FAIRLY LAX
AND PEOPLE WERE
STORING FAR
MORE CHEMICALS
THAN THEY WERE
ALLOWED TO”
Crawford & Co
technical director
Paul Spurdle

StrategicRISK GREATER CHINA EDITION 2016 > www.strategic-risk-global.com

presented by industrial enterprises or infrastructure in
the surrounding area.”
Claims are still being settled from Tianjin, but
Munich Re estimates the insured loss figures at about
€3bn ($4.34bn).
Talanx Group, owner of Hannover Re and industrial
insurer HDI, said it received about €150m in claims
from the event.
HDI Global marine underwriting manager AsiaPacific, Kai Brüggemann, said the losses were not
immediately evident owing to the delays in getting
access to the site.
“The problem with Tianjin was that the grade of
destruction was not initially clear. So you could not
say, for example, that within 1km from the blast you
had a 100% loss, at 2km you had 80% loss. You could
initially only estimate your exposure,” he said.
Brüggemann added that the event highlighted the
unique risk management challenges of operating in a
country like China. “The risk management situation in
China is something which is very difficult to influence
from a Western point of view,” he said. “Of course you
can have discussions about safety issues, but it would
be naive in my point of view to think that you can
change things.”
Instead, Brüggemann said clients had reassessed
their supply chains as a result of the blast.
“That’s something you can influence. If you can
have more diversified supply chains, then you can do

JAPAN AND CHINA HOME TO
WORLD’S RISKIEST PORTS
Nagoya in Japan and Guangzhou in China are the world riskiest
ports, according to research by RMS.
The risk management consultancy said the potential
loss from a catastrophe at the Nagoya port is $2.3bn, while
Guangzhou is not far behind at $2bn.
The analysis took into account a port’s cargo type (e.g.
autos, bulk grains, electronics, specie), storage location
(e.g. coastal, estuarine, waterside or within a dock complex),
storage type (e.g. open air, warehouse, container) and dwell
time. Six of the top 10 riskiest ports are in the US, with the
remaining two in Europe.
RMS director product management Chris Folkman said:
“Surprisingly, a port’s size and its catastrophe loss potential
are not strongly correlated. For example, while China may be
king for volume of container traffic, our study found that many
smaller US ports rank more highly for risk – largely due to
hurricanes.
“Our analysis proves what we’ve long suspected – that
outdated techniques and incomplete data have obscured
many high-risk locations. The industry needs to cease its
guessing game when determining catastrophe risk and port
accumulations.”
Folkman added: “The value of global catastrophe-exposed
cargo is huge and is expected to continue growing.”

PORT

much for the risk management in your company.”
Crawford & Co technical director Paul Spurdle said
there were a number of government and regulatory
implications from the Tianjin disaster.
“[Chinese authorities] are now going to impose far
stricter controls on the storage of dangerous goods,”
he explained.
“It seems that the inspections [previously] were
fairly lax and people were storing far more chemicals
than they were allowed to and also some chemicals
without a licence.
“These factors should have been picked up and
they weren’t, so they are now more strictly monitoring
these facilities.”
In addition to increased safety audits of storage
facilities and chemical facilities, the government is
trying to impose zoning for chemical manufacturers.
“Because of the greater focus that the government
is placing on the storage and movement of dangerous
goods, warehouse operators are now reluctant to
accept those goods,” Spurdle said.
The incident also highlighted the need for greater
education, he said. In all, 110 firefighters died while
trying to extinguish the blaze.
“That’s a significant loss of life and clearly better
training and better information is needed around
the chemicals: where they are, what’s the reaction
to water, and reaction to the mixture of chemicals,
explosions, flammable gases – that kind of thing.”

ESTIMATED MARINE
CARGO LOSS

01

Nagoya, Japan

$2.3bn

02

Guangzhou, China

$2.0bn

03

Plaquemines, LA, US

$1.5bn

04

Bremerhaven, Germany

$1.0bn

05

New Orleans, LA, US

$1.0bn

06

Pascagoula, MS, US

$1.0bn

07

Beaumont, TX, US

$0.9bn

08

Baton Rouge, LA, US

$0.8bn

09

Houston, TX, US

$0.8bn

10

Le Havre, France

$0.7bn
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How the president plans
to make China great again
Xi Jinping’s hugely ambitious One Belt One Road
initiative aims to emulate the economic glory
days of the ancient Silk Road. Many observers
are convinced it will fail. Has he bitten
off more than he can chew?
In 2013, Chinese president Xi Jinping
launched an epic plan to revive domestic
growth and ramp up the country’s position in
the world.
Global investments
One Belt One Road (OBOR) covers
(US dollars)
about 65% of the global population,
more than a third of the world’s GDP
and about a quarter of all the goods
and services the world moves.
As the name implies, the
OBOR investments
initiative comes in two parts: the
(US dollars)
belt and the road.
The ‘belt’ is the physical road
from China through Europe to northern
Scandinavia. The ‘road’, on the other
hand, is actually the maritime Silk Road –
essentially, shipping lanes from China to
Venice (see map, pages 12-13).
“The belt, the physical road, and the
maritime Silk Road would recreate the
shipping routes that made China one of
the world’s foremost powers many, many
$
m
years ago,” says McKinsey & Company Asia
Laos
$
m
(US dollars)
chairman Kevin Sneader.
Singapore
(US dollars)
The idea, in short, is to redirect China’s
$
m
excess capacity and capital and export it to
Indonesia
(US dollars)
Eurasia via these two ‘new’ trading routes.
This will require major infrastructure,
similar amount into more than 900 projects
trade and investment. Many doubt that the
across 60 countries to bolster the scheme.
initiative will come to fruition.
McKinsey & Company managing partner
But then again, the Chinese and their
Joe Ngai remains sceptical. “While we have
backers have deep pockets.
the AIIB and the Silk Road Fund and the New
Development Bank, if you add it all together,
BACK TO THE DRAWING BOARD?
it’s still a very, very small amount relative to
China itself has set up a New Silk Road Fund
of $40bn to promote private investment along what needs to be funded, which is roughly
between $2trn and $3trn per year,” he says.
OBOR. In addition, the Asia Infrastructure
“There’s a lot that’s got to happen before this
Investment Bank (AIIB) has supported the
moves off of the very grand and appropriate
initiative with some $100bn in lending, while
drawing board and into practical reality in
the China Development Bank will invest a

25.9bn

$

2.6bn

$

260

570

300

10

StrategicRISK GREATER CHINA EDITION 2016 > www.strategic-risk-global.com

some countries where it’s proved very difficult
to deploy funds.”
Big questions also remain on transparency
and the deployment of funds. But for every
skeptic there are two optimists and, to date,
the funding and political backing for the
projects has certainly been impressive.
When it comes to likely beneficiaries,
Deloitte Southeast Asia head Dr Ernest Kan –
and Xi Jinping, it would seem – have a lot of
money on Indonesia.
In April last year, the Chinese government
loaned the Indonesian government $50bn
to help develop its electrical, mining, energy
and railways projects.
“The Indonesian economic growth is
very promising,” says Kan. He points out
that Joko Widodo, the president since
2014, “has committed to building close to
40 infrastructure projects, including seven
railways, six water supply and power, six toll
roads, seven sea transportations including
sea ports and 12 air transportations,
including airports”.
He adds: “By lending money, it could
also help [the Chinese] to win some of these
foreign construction contracts.”
Observers expect Hong Kong to be a key
player too. McKinsey’s Sneader says: “Hong
Kong’s role has been the gateway on many
levels for China to the rest of the world.
“While that role has been shifting, Hong
Kong remains a vitally important financial
centre, an RMB trading centre and a source
of advice, perspective, and assistance for
Chinese companies and Western companies
trying to work with each other.
“So it would be disappointing if Hong
Kong somehow didn’t have a very important
role to play.”
Western companies looking to capitalise
on infrastructure opportunities are likely to
encounter hurdles. Dr Kan says that because
its purpose is to push out excess Chinese
capacity, major projects will largely be
undertaken by domestic players.
“In basic infrastructure [the Chinese]
deem themselves capable, so there’s
probably less opportunities in those areas
than the Western companies are looking for,”
he says.

THE MONEY-GO-ROUND
OBOR’s impact on China and the rest of the world

91.5bn

144 bn

$

$

China imports from
OBOR countries

15bn

$

New engineering
contracts won by OBOR
countries. Up 7.6%

THE PHYSICAL ROAD AND
THE MARITIME SILK ROAD
WOULD RECREATE THE
SHIPPING ROUTES THAT
MADE CHINA ONE OF THE
WORLD’S FOREMOST POWERS
MANY, MANY YEARS AGO”

China exports to OBOR
countries

14bn

$

Engineering projects
by Chinese companies in
OBOR countries.
Up 10.3%

McKinsey & Company Asia chairman
Kevin Sneader

They will also need to compete with
Japanese and Korean firms that are “very
active players in Asia when it comes to
infrastructure”. However, Western firms
that operate in niche technology fields
such as defence and aerospace will be
well placed to capitalise. “That’s where
[Chinese] technology has been left behind
the Western technologies,” he says.
Otherwise, says Kan, Western
companies should look for smaller
subcontracting opportunities on the larger
projects.
But all of these OBOR initiatives depend
heavily on political support. “It has to be
under a very stable political environment
for these projects to continue,” he notes.
And in some countries where leadership
changes and political coups are not
uncommon, investors and developers alike
have voiced concerns.
“If you have a change of government,
there may be challenges,” Kan says.
“Just like the nuclear plant project in the
UK that was signed between Xi Jinping and
David Cameron, the immediate past prime
minister of the UK. Theresa May (the new
prime minister) seems to take a different
view on the nuclear plant project and they
want to put it on hold, even though it was
approved under the Cameron government.”

Source: China Ministry of Commerce

SOCIAL CAPITAL
Kan also predicts challenges for local
Chinese players, particularly those building
projects in countries with differing languages,
cultures and risk tolerances.
“The Chinese will have to learn how to
build social capital to make sure that they
also take care of the local social environment,”
he says.
Zurich China’s chief executive,
Michael Yu, agrees that differences in risk
management approaches could prove a
hindrance, especially when it comes to
projects developed by China’s state-owned
enterprises (SOEs).
“Most [SOEs] are far away from [having]
a global risk management culture and risk
management systems and they are also
very much challenged by the lack of talent
and leadership teams who fully and truly
understand their global exposures,” says Yu.
Many of these multi-billion-dollar, SOE-led
projects don’t even have a risk or insurance
manager. This raises difficulties for insurance
partners trying to ensure their exposures
are covered, not to mention concerns for
international investors.
Insurers like Zurich, who are looking to
capitalise on the initiative, see an opportunity
to offer risk services and risk transfer products,
with an understanding of the risk, compliance

and regulatory requirements of the countries
that SOEs are looking to develop in.
Having sought to maintain a low profile
on the global stage for many years, China is
jostling for a more prominent position in the
international order.
Will Xi Jinping pull off what would surely
be his greatest legacy? Only time – and
funding – will tell.

THE WORD
ISN’T OUT
Are you familiar with China’s
One Belt, One Road initiative?

40%
Yes

60%
No

Source: StrategicRISK Infrastructure Survey 2016
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The ultimate in
joined-up thinking
The implications of One Belt One Road are staggering. Our
illustration shows exactly how it will criss-cross much of the world
– while opposite, we look at the projects that stand to benefit

Europe
(Scandinavia)

Russia

Central Asia

Europe

China

West
Asia

South
Asia

Southwest
Africa
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Southeast
Asia

South
Pacific

WITH BILLIONS UP FOR GRABS,
WHERE IS THE MONEY GOING?
China
China invested ¥820bn in railway
infrastructure in 2015, with total
investment expected to surpass
¥4trn in the next five years. The
Export-Import Bank of China is
one of the banks funding rail
construction projects. It recently
signed a lending agreement
with China Railway Corporation
granting a loan of ¥500bn for major
infrastructure projects.
A high-speed rail route
connecting China’s northwest
region to West Asia via Central
Asia has been proposed. China
and Laos have also announced a
430km railway connecting Boten
on the Laos-China border with the
Laotian capital, Vientiane. The
$6bn project will create a new
freight and passenger route into
emerging markets in Southeast
Asia. Eventually this could extend
to Singapore.
Russia
China has invested $5.2bn in a
high-speed railway project that
will connect Moscow to Kazan in
Russia’s Tatarstan region. This
will extend more than 770km and
reduce a 12-hour journey to threeand-a-half hours. The longer-term
plan is that the railway will be
extended into China. China Railway
Group will design and build the rail
connection, while Chinese company
CRRC will supply the rolling stock.
	21st-Century Maritime Silk
Road Hub
	Maritime Road Continental
Extension

Silk Road
Economic Belt
Northern Corridor
Central Corridor
Southern Corridor
Secondary Routes
Loans Locations
	Silk Road Economic Belt Hub
	21st-Century Maritime Silk
Road Hub

Aeroplane routes
China intends to add another 200
international air routes in 2016,
focusing on flights to nations
involved in the OBOR initiative. This
should boost its growing aviation
industry, which recorded its highest
ever profits (¥54.8bn) in 2015.
Aviation is key for strengthening
connectivity between China and
OBOR nations. A shortage of
relevant infrastructure is being
addressed, with Beijing committed
to investing ¥77bn this year on
the construction of civil aviation
infrastructure.

The Middle East
Chinese president Xi Jinping
pledged in January that China
would provide financial support
to Iran, which recently saw
longstanding international
sanctions lifted, to construct
a domestic high-speed train
connection between Tehran and
Mashad as part of OBOR.
During a stop in Cairo earlier
on the same trip, the president
reportedly signed a number
of agreements with Egypt
under which China will provide
financial support for Egyptian
infrastructure projects. The total
investment in these projects will
amount to $15bn.
Kazakhstan
In early 2015, the Chinese
government announced that it
would invest more than $20bn in
Kazakh infrastructure projects.
China is Kazakhstan’s secondlargest trading partner and
largest export market, especially
for oil, gas and uranium, the major
Kazakh exports.
Pakistan
The Asian Infrastructure
Investment bank (AIIB) is to make
its first ever loan on a Pakistanbased project, financing the
construction of a 64km, four-lane
segment of a highway in the
Punjab region. The AIIB will be a
co-financier of the project along
with the Asian Development
Bank (ADB). AIIB and the ADB are
providing $100m each in financing.
Europe
China’s premier Li Keqiang
has said that his country is
looking to co-operate with the
upgrading and improvement of
port facilities/areas in countries
such as Croatia, Slovenia, Poland,
Latvia and Bulgaria.

Source: China Investment Research
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Check into a career
with prospects
Parima China board member Keith Xia tells
StrategicRISK about the country’s growing
contingent of risk managers and his role
as InterContinental Hotels Group head of
risk for Greater China

W

ith thousands of hotels around
the world, it would be easy
to think that the properties
themselves are InterContinental
Hotels Group’s (IHG) biggest
asset. But they’re not.
“We’re a hotel company, but actually our biggest
asset is our brand,” explains Keith Xia, IHG’s head of risk
management in Greater China.
Xia, who is also a Parima China board member, says
the main purpose of his team is to protect the trust and
reputation of IHG and its brands. With more than 5,000
hotels around the world, that’s a sizeable job.
Xia has worked for the hotel group for the past five
years, but like many risk and insurance professionals,
he didn’t start out in the industry. After graduating with
engineering and advertising degrees from Shanghai’s
Tongji University, he took up a position as a designer at
an engineering firm, where he stayed for three years.
In 2001, however, China’s rapidly expanding
insurance industry urgently needed specialties.
Xia says he was attracted to the prestige image of
insurance work – one that, sadly, is not found much in
other parts of the world. But he soon realised there was
far more to the industry than its shiny exterior when he
landed a role as a risk engineer at RSA.
In this job, he says, “you’re [working in] different
industries and underwriting different risks and you
connect with many different people. You can actually
have a wider view of the economy and the world.”
After a year at RSA, Xia moved to insurance broking
– first with Marsh and then with Willis – to get closer to
the client and understand their risks in more depth.
But after nearly 10 years in the industry, he was tired
of the consulting role. “You just describe to the client
what’s the risk and how to prevent these risks and
assess them,” he says. “But you really want to deeply
look at your recommendations and whether they can
be embedded into a business organisation.”
In short, Xia wanted to put his theory into practice.
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“IN EVERY HOTEL,
INCIDENTS OR
ACCIDENTS
COULD HAPPEN
DURING THE DAILY
OPERATION. IT'S
THE NATURE OF
THE BUSINESS.”

And where better to do that than at IHG, he thought.
“It’s a risk manager role, but the jobs we’re doing are
quite different from the traditional risk manager role,
especially in China,” he says. Since 2011, he has been
part of the business reputation and responsibility unit,
reporting to the group’s global risk management team.
GROWTH AREA
Together, the unit has a big job. Globally, IHG has
nearly 5,000 hotels, in about 100 countries and
territories, and with 161 million guest nights per year.
It’s a unique business model, though. Only a handful
of the hotels are owned by the group, with the vast
majority operated on a franchise basis and managed
by IHG on behalf of the hotel owners.
Within Xia’s remit of Greater China, he is responsible
for about 270 hotels in Hong Kong, Macau, Taiwan and
the People’s Republic. But rapid growth in the region
means that the precise number can change weekly.
Overall, the number is set to increase, as the region
has been singled out by head office as a key area for
growth. “Risk management needs to play an important
role in protecting the IHG brand and reputation in
China in this expansion,” Xia says.
With such a large and moving asset base, his risks

< CHALLENGING TIMES Reputation, people and regulation are Keith Xia's top priorities

are vast, often complex and changing. A team of five
works with him in Shanghai to manage and implement
the global risk management strategies and adapt them
to the local markets.
Insurance is handled through the group’s two
captives and a global programme out of its London
headquarters.
“Our role covers the overall hotel life-cycle, from the
hotel design and construction – we embed risk and
control points to build the hotel safely – and also during
the operation stage,” he says.
“We work with the operational team to implement
the risk requirements and when a crisis happens, we
also facilitate the response.
“In every hotel, incidents or accidents could happen
during the daily operation,” he adds. “It’s the nature of
the business, not necessarily your fault or negligence.”
So, what’s keeping Xia busy at the moment? He
says regulation, people and reputation are all at the
top of his risk list. “In China, we have some changing
regulations this year, so we spend lots of our effort
embracing change,” he adds.
A new counter-terrorism law came into effect on
1 January. Last year, a new national security law was
enacted, as were other legislative initiatives related to

“GENERATION Y
IS SOMEWHAT
RELUCTANT TO
BE WORKING AT
THE HOTELS.
ALSO, HOTEL
STAFF TURNOVER
OVERALL IS
VERY HIGH.”

national security and cyber security. The security laws
have significantly impacted the hotel industry. “If you
cannot produce [guest] IDs properly, you could get
penalties,” Xia explains.
Food safety legislation and crackdowns on bribery
and corruption have also impacted the industry, as has
an updated tourism law on hotel liability.
EAGER TO LEARN
People risk is another complex issue for the hotel
group, especially as it expands into new regions
where the talent pool is smaller.
Xia adds: “Generation Y is somewhat reluctant to be
working at the hotels and also the hotel [staff] turnover
overall is very high.” To help mitigate this risk, the group
has developed internal training and development
programmes and developed the IHG Academy,
partnering with schools and encouraging students to
work for the company upon graduation.
At the other end of the people risk scale is owner
engagement. “In China,” says Xia, “the [hotel] owner is
different to other regions and they get more involved
with hotel operations. They’re eager to learn how to
run a hotel business but sometimes they [are] involved
too much and sometimes that’s a liability.”
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Unlike hoteliers in some other countries, he doesn’t
view the peer-to-peer homestay network Airbnb as a
threat. It is “not very popular in China”, he says. “The
majority of our travellers are Chinese and we do not like
to stay in someone else’s home when we travel in China
due to the safe and security concerns.”
Globally, the risk of Airbnb is being addressed, Xia
says, but China is still “very much” viewed as a region
with significant development potential for the group.
That said, he doesn’t deny that the pace of change
within the industry is faster and more complex than
ever before, particularly when it comes to protecting
the group’s reputation. “The risk environment that
we operate in can be difficult to predict and is rapidly
changing,” he says. “This means there are so many risks
that could impact the group’s brands and reputation –
more than ever before.”
So, what does it take to manage the reputation
of a global hotel brand, particularly in an age where
bad news travels fast thanks to the likes of TripAdvisor
and social media? “No matter how good your
reputation is, there’s always opportunities to improve
it, as one small incident can quickly spread across the
whole brand,” he says.
Working with the Reputation Institute, the group
is assessing how its hotels are regarded, measuring
stakeholder feedback via methods that range from
media monitoring to questionnaires. The results of
this will enable the risk team to implement strategies
to boost reputation resilience.
The group’s risk culture is key to the success of this,
Xia says. “One of the factors we [use] when judging
whether a hotel is mature in terms of risk is whether
they regularly report incidents or not.
“Of course we also have some auditing to find out
whether they’re actually telling us the truth or not, but
in general we create a culture that encourages them to
report and help in solving the issue.”
INDUSTRY PROGRESS
As for China's risk management industry in general,
Xia says there’s still a long way to go.
“China is still developing,” he says. “So many
companies are more focused on expanding and getting
more business and less are thinking about the risk.”
However, he says China’s economic slowdown
presents an opportunity for risk managers to show their
value in “how to protect or mitigate the company risk,
should the economy come crashing further down”.
Currently, Parima has about 100 members in
China. Most of these work at global firms, where there
is a greater requirement for risk management and

“RISK AND
INSURANCE HAS
SOME WAY TO GO
HERE IN CHINA BUT
ACTUALLY PARIMA
IS THE WAY TO
GO. WE NEEDED
A PLATFORM FOR
THE SHARING OF
KNOWLEDGE AND
EXPERIENCES.”

appreciation of the function’s benefits. Xia’s aim is to
boost China’s membership numbers in 2017, with help
from his fellow board member Sharon Shi, head of risk
and insurance at BMW Brilliance, based in Beijing.
Owing to the scarcity of specific risk management
job functions in China, particularly within domestic
companies, it’s likely that the two will face challenges.
“At the moment in China, there are not many risk
managers,” Xia says.
“Many risk management functions are controlled
by a finance controller, or sometimes even HR, or
someone from the legal or compliance department.”
Further education, training and networking events
are also on the agenda for Xia and Parima China.
“Many risk managers are from the insurance
industry, so they do insurance, but they need to better
think about what’s the business focus and what’s the
business strategy,” he says.
“Risk and insurance has some way to go here in
China but actually Parima is the way to go. We needed a
platform for the sharing of knowledge and experiences.
That’s why I joined Parima and the risk managers here
are very eager to learn.”
Another incentive for improved risk management
in China are the guidelines from the State-owned
Assets Supervision and Administration Commission
– the group that manages state-owned enterprises in
China – which make enterprise-wide risk management
mandatory.
Certainly at the StrategicRISK/Parima events in
China earlier this year, the passion for improving risk
management was clear.
And it’s this momentum that Xia will continue to
build on in his drive to push the risk management
industry, and the profession, further.
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Risk and corporate
governance in China
As GlaxoSmithKline and Caterpillar
discovered, a failure to appreciate the
downsides of Chinese business culture
could cost you hundreds of millions

JOSHUA BATEMAN
CFA, CAIA, BASED IN
GREATER CHINA

The Chinese market presents tremendous investment
and business development opportunities for foreign
companies, but its unique regulatory, accounting,
governance and cultural risks need to be understood.
Mistakes are costly. In 2013, after accounting
“misconduct” at a Chinese division, Caterpillar took
a $580m writedown. The next year, GlaxoSmithKline
paid a record $490m fine following a bribery scandal.
Yet investment continues. Through August 2016,
foreign direct investment increased 4.5% year on year.
Many foreign firms come to China without fully
understanding the landscape, says OC&C Strategy
Consultants partner Jack Chuang. “[Then] they have
to exit or resell the business,” he says. As competition
increases, this has to change, he adds. “They need to
come into China with long-term thinking."
Matthieu David-Experton, founder and president
of Daxue Consulting, says foreign companies need to
appreciate “what you can own and what you can not

own in China”. Regulations vary across industries, which
he groups into categories: “encouraged” are open
for investment, allowing greater legal flexibility in the
form of wholly foreign-owned enterprises; “regulated”
require joint ventures; and “protected” sectors
necessitate derivative contracts, giving foreigners a
share in an agreement, not direct ownership.
According to The Wall Street Journal, China’s
State Council recently promised to ease restrictions
on foreign capital providers. Specifically, it aims
to support the culture, education, medical care
and sports sectors. Simultaneously, though, it is
strengthening its grip on oversupplied domains such
as aluminum, coal and steel.
David-Experton cites recent regulatory
clampdowns on foreign advertisements and websites.
Ambiguous regulations, he says, are “putting concerns
in investors’ minds... They hear some mixed messages
from the government.”
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Benjamin Cavender, senior analyst at China Market
Research Group, says this benefits local players: “If
you’re a foreign firm, you’re never going to have the
[government] relationship pull you need.”
Chuang says business practices and regulations
differ regionally. “It’s almost as if you’re going into the
EU, except you have one central government, but you
have different local conferences,” he says.
Intellectual property (IP) violations and copycats
are also concerning. “If your brand is well known
enough in China, you will have knock-offs,” Chuang
says. Foreign companies should register brands under
their own legal entities and not allow local partners
to do so. “Whichever entity registers the brand, that
brand belongs to that entity,” he explains.
Cavender says Chinese firms suing each other over
IP protection is a positive sign. “The more that that
happens, the stronger the legal framework in China
becomes. And that’s good for foreign companies.”
He acknowledges, however, that foreign
companies in joint ventures agree to technological
transfers, but that “oftentimes, a lot more gets
transferred than they would like to see and that ends
up hurting them in the long term. The IP situation is
getting better, but there are a lot of risks.”
SHYING AWAY FROM TROUBLE
Corruption exists, but is being fought by president
Xi Jinping. According to reports, in 2015 alone,
China punished 300,000 officials to varying degrees.
Consequently, sectors including luxury goods,
catering, alcoholic beverages, and travel have been
hit. “People are more sceptical to invest if the market
is shrinking,” David-Experton says.
“At the national level, officials are really shying
away from anything that would get them in trouble,”
Cavender adds. He says larger corporations are also
improving their practices, but that in “grittier sectors”
such as construction and heavy manufacturing, “there
is still a fair amount of corruption”.
With creative accountants, he says, “the companies
are very good at hiding how they are structured,
where the money really is, what their liabilities really
are”. Overall, though, “Chinese firms are getting much
better about how they handle their accounting and
how they comply with GAAP principles.”
Additionally, new industries are inherently more
transparent. Online and app companies are built
around technologies that enable third parties to track
transactions and customer data, reducing fraud.
“It’s much easier for an investor to see the real data
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and to corroborate,” David-Experton says.
Many local companies see value in raising their
standards. “Overall, Chinese companies are becoming
much more in line to what Western companies are
used to,” says Chuang.
According to David-Experton, another issue is that
local accounting practices differ from International
Financial Reporting Standards (IFRS). For example,
brands are valued less in China and turnover is not
always declared. “You need to value it, but to justify
[unaudited figures] to your board is really difficult,”
he says. Consequently, companies should "be
much more entrepreneurial in the way they do the
acquisition, and not purely financial”.
Cavender notes that succession planning is
also bolstering corporate governance. “[Private
companies] want best practice standards in place
because they want to be able to maintain momentum
past the founder retiring.”
Chuang adds: “There’s quite a few first-generation
company owners that are trying to modernise. They
have a better governance structure for the second
generation so that a more professional management
team can take over and run the company.”
Confidence grows as China’s financial markets
globalise and its institutional investor base deepens.
“Venture capitalists are helping [enterprises] get better
governance from the beginning," says David-Experton.
"I think this is where the change is going to happen."
Environmental risks are also being addressed,
albeit incrementally. “The government has done a lot
because it knows it is going to be a very big issue in
society,” David-Experton says. “It will still be an issue,
but it will improve over the next five, 10 years.”
Cultural differences can impede deal success,
creating a need to explicitly articulate roles. Speaking
about joint ventures, David-Experton says: “There is a
lot of power that is not written into the contract; the
power of influence, the power of knowledge.”
Cavender adds: “Companies here feel like they’re
being approached by people who have a sackful of
money, but are just interested in doing a deal and
not much more. The human element actually plays a
bigger role here.”
Though unique risks remain, continued economic
expansion ensures cross-border deals and investment
will continue. David-Experton says companies should
methodically enter China and acquire minority stakes
initially. “[Go] step-by-step, with KPIs, with the ex-owner
of the company... After a couple years, buy the company
after they know the company from the inside.”
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“IF YOUR BRAND
IS WELL KNOWN
ENOUGH IN CHINA,
YOU WILL HAVE
KNOCK-OFFS.”
OC&C Strategy
Consultants partner
Jack Chuang
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