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Despite its history as one of the world’s leading international commercial 
and fi nancial centres, companies in the territory remain ‘risk reactionary’

Waiting for the 
winds of change 
in Hong Kong

TOP RISKS

R isk professionals in Hong 
Kong need little reminder of 
the threat posed by natural 
catastrophes to this tiny land 

mass situated off  China’s southern coast. 
Its geographical location is a magnet for 
windstorm events such as the tropical 
cyclones that regularly batter this part of 
Asia every summer.

In August 2013 Typhoon Utor swept 
past the territory, lashing it with torrential 
rain and high winds. Utor had already 
brought widespread destruction to the 
Philippines and went on to do the same to 
parts of mainland China, but Hong Kong’s 
relatively strict building codes meant it 
escaped with little damage. 

Although a direct hit was avoided, the 
intensity of the weather system was still 
strong enough for Hong Kong to raise its 
Number 8 storm signal, the trigger for all 
government buildings, schools and offi  ces 
to close, leaving its usually bustling streets 
almost deserted. Known locally as 
“typhoon holidays”, this is one aspect of 
business interruption companies have 
learned to live with.

A British colony until 1997, Hong Kong 
– along with former Portuguese posses-
sion Macau – is now a Special Administra-
tive Region of the People’s Republic of 
China. It is also one of the most densely 
populated areas in the world with seven 
million people confi ned within a land 
mass totalling just 1,104 sqkm, making 
it particularly vulnerable to any 
high-impact catastrophe.

The arrival of Utor coincided with a 
round table event hosted by StrategicRISK 
Asia but the weather did not deter Hong 
Kong’s leading risk managers, brokers and 

insurers from coming out in force. 
Indeed, it is testimony to their pragma-
tism that while awareness of catastrophe 
risk is high generally – and indeed at the 
forefront of many minds on that day – 
most risk professionals spoke of diff erent 
and more pressing concerns.

Reputation
The avoidance of reputation damage is 
certainly one of those areas that is start-
ing to gain traction among risk managers 
in Hong Kong. One crucial diffi  culty 
companies face is trying to stay one step 
ahead of situations that might cause 
damage. This is a tough enough task 
when dealing with the mainstream media 
and almost impossible with social media.

As regional head of IPZ customer, dis-
tribution and marketing, Asia Pacifi c, 
Dylan Bryant puts it: “Previously, you 
could have an incident and it would 
take six months for everyone to fi nd out, 
and by that point you’ve fi xed it and 
you’re moving on, and you’ve got a 
positive outcome then to develop. Now 
the same problem could be on social 
media within minutes.

“Look at what happened with the 
Asiana plane accident at San Francisco 
airport this summer. Passengers on that 
plane were interacting with social media 
almost immediately. How can an airline 
recover from that?”

Mitigating strategies are clearly the 
most eff ective but other options are 
starting to become viable. 

One of the things that has evolved in 
recent years is the ability to quantify rep-
utational risk in terms of impact on sales 
or stock price. As such it is now easier to 
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 RISK MANAGER POLL: 
 THE TOP RISKS FACING
 HONG KONG BUSINESSES

Hong Kong Aero Engine 
Services enterprise risk 
manager Kevin Rookes 
chose reputation 
damage as his top risk: 
“Reputation takes a 
lifetime to build and 
seconds to lose. An 
airline accident linked 
to our company would 
be extremely damaging. 
There could be an impact 
on the manufacturer if 
the accident is caused by 
design faults.”

PCCW senior vice 
president for risk 
management David 
Ralph chose contractual 
risk: “Hong Kong is 
extremely competitive. It 
is not uncommon to see 
buyers imposing onerous 
and unreasonable terms 
in contracts knowing 
that suppliers may be 
unaware of the full 
implications, or forced to 
accept them if they want 

the business. This results 
in insuffi  cient premiums 
for the increased 
contractual risks.”

Chinachem Group chief 
operating offi  cer David 
Parker chose natural 
catastrophe but 
pandemics are also on 
his mind: “Specifi cally, 
another outbreak of 
something like SARS. 
Anyone who lived 
through that saw the 
devastating impact it 
had on Hong Kong.”

DFS Group vice president 
for risk management 
Bob Sweeney also chose 
natural catastrophe: 
“It will be an increasing 
concern as climate 
change converges 
with development, 
but companies that 
prepare properly could 
convert catastrophe into 
opportunity.”

Natural catastrophe

Economic conditions

Reputation damage

Supply chain disruption

People – retention and 
acquisition of talent

Contractual risk

Cyber threats and vulnerabilities

Regulatory change

Failure to innovate

Political uncertainty 1
1
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We asked four risk managers to give 
their fi ve top risks
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have conversations about reputational 
damage at board level because it is far 
more tangible.

Transactional mindset
Although risk management is developing 
in Hong Kong, it remains in a fl edgling 
state. Too often, companies consider risk 
as being a transactional issue, rather than 
a strategic one, according to many risk 
professionals operating in the territory. 

Zurich’s Bryant says Hong Kong is still 
“risk reactionary”. “It is not yet pre-
emptive,” he adds. “But when you do start 
to pre-empt it, that’s when the whole 
market changes.”

This might take some time, however, 
as old habits can prove hard to break, says 
Veolia Water’s risk and business continuity 
manager Lenny-Baptiste Conil. 

“The prevailing management attitude 
you encounter here is that people have 
been doing what they are doing for 100 
years and they will continue to do it the 
same way,” says Conil. “Outside of the 
fi nancial sector businesses here remain at 

an early stage in terms of understanding 
what risk management can do.”

Risk management is maturing steadily 
in Hong Kong and a number of companies 
have already improved levels of 
understanding at board level and are look-
ing at targeting others elsewhere in the 
business. Part of this might be driven 
through necessity at fi rms such as jet 
engine maintenance company Hong Kong 
Aero Engine Services Ltd (HAESL) but, 
according to its enterprise risk manager, 
Kevin Rookes, there is more to it than that.

“My board is fully aware of what can 
go wrong and what the implications of 
that might be,” he says. “My big challenge 
is getting into middle or junior manage-
ment and ultimately into the people who 
do the job. This can only be done 
with education and promotional cam-
paigns which clearly demonstrate the 
benefi ts, so that at the end, utopia is 
where everybody who works on each part 
of an aeroplane or ship does a mini risk 
assessment before they tackle that job.”

Establishing Enterprise Risk  

Management is a goal for many risk pro-
fessionals in Hong Kong but it is a slow 
process that needs to be introduced in 
stages. “It’s not a question of trying to 
boil the ocean,” says Chinachem Group’s 
group chief operating offi  cer David 
Parker. “It’s also an issue of practicalities – 
what can be achieved realistically.” 

Regulatory risk
Increased regulation from the authorities, 
particularly in China, is another pressing 
concern for many Hong Kong risk 
professionals. “There’s a whole range of 
industries here in Hong Kong that have 
regulation now that never had it 
before,” says Parker. 

“We have trade practices legislation 
that has just come into force in Hong 
Kong which is going to have a huge impact 
on a lot of industries who have never 
before had to think about regulation.”

Many believe that this added complex-
ity is where the real problems lie. One of 
the big points with regulation is the over-
lapping risks that come with it. When 

TOP RISKS

 HONG KONG
 IN NUMBERS

EMPLOYMENT

Quality
of labour

1.00

0.00

0.52

0.33

Pay and
productivity

1.00

0.00

0.51

0.38
0.45

Redundancy
costs

1.00

0.74

0.39

0.13

Employing
workers

1.00

0.00

0.38

0.27
0.17

Brain
drain

1.00

0.00

0.60
0.51

0.41

Hong Kong SAR           
Asia Pacific
US           

Employment
of working age

population

1.00

0.69

0.47

0.23

0.42

0.00 0.00

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).

Source: Zurich Risk Room
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Reputation risk is the one risk that 
brings all corporations, countries and 
individuals together. In Asia, perhaps 
even more so than in Europe and the 
US, reputation really is everything. But 
reputations can be fragile.

Historically, organisations have 
understood the risks relating to their 
assets, people, liabilities and fi nances, 
as they were easily measured. But 
reputation is the risk that can be the 
business breaker. The risk has always 
been there, but the interconnectivity 
of our world has increased its potential 
impact on an organisation. 

LinkedIn, Facebook, Twitter and 
the 24/7 news cycle allow the 
dissemination of bad news, rumours, 
misinformation and libel to spread 
across the globe in an instant. 
Activists, disgruntled customers and 
angry former employees can launch 
damaging attacks through blogs, 
message boards and websites.

Reputation risk can arise from 
failure to comply with regulatory 
obligations, to deliver expected 
products or services, or to hit fi nancial 
performance targets. Then there’s 
everything from unethical practices, 
labour unrest and environmental 
damage, to product liability, bullying 
and poorly-worded advertisements. 

The nightmare scenario for a chief 
executive might be a tainted product, 
a deadly accident or a humiliating 
scandal. Within days, or even hours, 
a carefully cultivated brand is 
threatened and a sparkling corporate 
reputation is at risk of being ruined.

Bad things happen to even good 
organisations, but it isn’t necessarily 
the bad things themselves that 
destroy reputations. O� en the 
deciding factor is how an organisation 
responds when something goes 
wrong. Early detection of a reputation 
risk or event is vital. If an organisation 
addresses an issue early, the results 
of its response can be monitored and 
an appropriate strategy set. If the 
crisis is handled well, the organisation 
may even enhance its reputation. If 
managed badly, it might never recover. 

A critical part of any organisation’s 
strategy should be a clearly articulated 
policy toward managing reputation 
risk through open communication. 

Furthermore, companies should 
consider embedding reputation risk 
management in an enterprise risk 
management (ERM) programme 
that addresses all aspects of an 
organisation’s risks. In addition to 
providing a platform for managing 
reputation risk across an organisation, 
ERM helps companies avoid surprises 
that can threaten reputations, and 
aids in identifying emerging risks. Risk 
assessments can be used to review 
current operational risks, as well 
as identify interdependencies and 
contingent risks – situations that can 
produce the chain reactions that are 
the precursors of catastrophic losses. 

While there isn’t necessarily a 
‘loss of reputation’ policy available, 
policies such as product recall can 
provide some cover. Mitigating the risk 
through a supply-chain risk analysis 
might also be worthwhile. 

Hidden dangers
Sometimes the risks related to the 
supply chain might be diffi  cult to see 
at fi rst glance. For example, Hong 
Kong clothing companies are no 
longer manufacturing domestically, 
but are exposed through their supply 
chains. The recent building collapse 
in Bangladesh highlighted just how 
quickly consumers respond and move 
away from your brand when your 
reputation is damaged.

Bloomberg recently uncovered a 
potentially illegal tungsten mine in 
Colombia that, if found to exist, could 
have implications for everything 
from high-end sports cars to mobile 
phones. Organisations complacent in 
buying Colombian tungsten could face 
a consumer backlash. The recent strike 
and delay in reaching a workplace 
agreement at Hutchison’s Hong Kong 
port highlighted the importance of 
reputation in the region.

The place an organisation operates 
in can also pose reputation risks. Hong 
Kong’s reputation draws investors, 
students, workers and tourists. A 
loss of this appeal could result in 
reduced tourist numbers, which would 
aff ect businesses such as retailers, 
restaurants, hotels and airlines. The 
fl ow-on eff ect on the rest of the 
economy could be enormous.

THOUGHT 
LEADERSHIP

considering the regulations relating to 
cyber liability and the disclosure 
obligations that have just been imposed 
in Hong Kong, there’s a signifi cant tangi-
ble cost that can be associated with non-
compliance as it then leaps across to 
reputational risk. 

If a business is found to be a non-com-
pliant company in a fi nancial institution, 
for example, then there’s a damaging eff ect 
on reputation as well.

Changing attitudes
The legal changes being imposed on Hong 
Kong businesses are partly being driven by 
China, which in itself poses many poten-
tial problems. For example, according to 
Parker, if you work for state-owned enter-
prise it is now almost impossible to get a 
visa to visit Macau “because of the author-
ities’ fears regarding embezzlement”. 

“Macau companies have suff ered 
because of this crackdown on what is 
known as black or easy money, whether 
legitimate or not,” he says. 

“Separately, the attitude to spending 
money by Chinese visitors has begun to 
change. Once, the attitude was if you had 
money then you spent it – now they are 
becoming more sophisticated in thinking 
of the future. 

“In the last few months, people have 
not been spending money the way in 
which they used to and this has impacted 
on the luxury goods sector and beyond.

“Also, attitudes are changing under the 
new leadership and people are not making 
the type of ostentatious shows of wealth 
that they used to do.” 

It could well be that the actions of 
China’s new regime prove the biggest 
risk of all. SR

‘Outside the fi nancial 
sector, businesses 
remain at an early 
stage in terms of 
understanding what 
risk management 
can do’

IS REPUTATION REALLY EVERYTHING?

DYLAN BRYANT
Regional head of IPZ customer, distribution 
& marketing, Asia Pacifi c
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THE BIG RISK

A lmost half a century ago, Barbra 
Streisand sang that people who 
needed people were the luckiest 
people in the world. That may be 

so in the private sphere, but when it comes 
to business, companies are lucky if they can 
attract people with good skills, language 
capabilities, local knowledge and other useful 
talents. And those people should be willing to 
stick around for a while.

Nearly all the Hong Kong-based brokers 
and risk professionals StrategicRISK consulted 
for this report listed people risk – specifi cally 
the retention and acquisition of talent – 
among their top risks. One issue raised 
regularly was the need to develop career paths 
for ambitious young people. 

Greater China Aon Risk Solutions chief 
executive Owen Belman says many of 
Hong Kong’s top people are lured away by 
development opportunities in mainland 
China and Singapore. “In addition, 
corporations are spending more eff ort in 
retaining talent as the average time per 
employment is decreasing.” 

Lockton’s managing director, corporate 
and multinational clients, Asia Pacifi c, 
Gregory McCoy, adds that the spiralling cost 
of human talent is aff ecting the profi tability 
of fi rms, particularly new investors into the 
region. “The competition for clever people has 
made human talent a top-three risk in China 
and in emerging companies throughout Asia,” 
he says. “Attracting and retaining human 
talent is a key risk.”

StrategicRISK was told of a recent risk-
mapping exercise that examined the poaching 
of a Hong Kong-based organisation’s talent. It 
revealed that despite the company spending 
a lot of money educating its people, it was 
having them pinched by competitors once 
they were all trained. Indeed, there is a lack 
of bench strength in many companies which, 
coupled with high personal costs and low 

Being able to attract and train young, talented people is essential, but companies 
must also learn how to channel their employees’ youthful ambition to benefi t both 
parties long term – rather than see staff  quickly run off  to competitors 

People power

salaries (in comparison with similar roles in 
Europe and the US) and low notice periods, 
means keeping and growing talent is tough. 

JLT Asia chief executive Duncan Howorth 
frames it succinctly. “Companies that have 
invested in training and development should 
review their retention strategies.” 

Knowledge transfer
PCCW senior vice-president of risk 
management David Ralph says there are other 
risks associated with people moving to rivals, 
such as staff  “taking with them the intellectual 
property they have gained in your employ, 
including inter alia business practices, new 
products/designs, and customer lists”.

Remuneration is obviously a big factor in 
retaining talented young people but another 
pressing issue is how well managers manage 
their staff . Are they creating career paths? 
Are they delivering useful feedback? Are 
they providing staff  with a sense of purpose? 
Organisations that are good at engaging 
their employees through performance 
management and clear discussions about 
career paths and opportunities are on 
the right track; those that aren’t tend to 
see higher turnover ratios. Zurich’s chief 
executive of global corporate business in the 
Asia-Pacifi c region, Keith Thomas, believes 
that organisations must ask themselves: 
“How are you treating your workers?” 

StrategicRISK has heard quite a bit about 
the danger that some organisations might feel 
compelled to lower their training standards 
to cope with a lack of available talent. 
But recruiting people of a lower technical 
knowledge means you need to provide 
more experienced supervision. Thomas 
also fl ags the challenge of maintaining 
operational experience among a young and 
ambitious, but ultimately inexperienced, 
workforce. “The question is, who are the 
more experienced people who are helping 

to manage the plant; how do you get that 
knowledge transfer?” he says. “It costs 
business big time to have this transition of 
institutional knowledge.”

Another issue raised about Hong Kong 
in particular is that there are senior manag-
ers who still consider their workers to be 
easily replaceable, perhaps in a throwback 
to the time when the territory was the textile 
capital of the region, and labour was cheap 
and easy to come by. Thomas says it is about 
generational change, and raised a related 
issue. “There’s the whole issue about social 
welfare, paying for retirees and health care; 
we’re seeing that pressure will build as society 
and family structures are changing,” he says. 
“That’s creating tensions, and does insurance 
have a role to help with some of that, whether 
it’s government sponsored or private savings 
or health insurance over time? We’ll see, but 
it’s going to be a big pressure point.” 

Marsh Hong Kong chief executive David 
Jacob points out that the “increasing cost 
of employee benefi ts and wages, especially 
for those who have operations in mainland 
China” is a looming issue.

Asia Willis regional chief executive 
Adam Garrard tells StrategicRISK that his 
biggest challenge is fi nding, developing and 
retaining the right talent. “What we expect 
our advocates to do is to be able to have a 
business conversation with the client, talk 
about the macroeconomic environment, talk 
about the microenvironment for that client, 
talk about the competitive landscape – and 
to do that they need to concentrate on one 
or two industry groups,” he says. “The client 
advocate’s fundamental job is to understand 
the client and their needs to then call upon 
the right Willis resource to provide the 
solution for that client. We do not necessarily 
expect our advocates to then be able to go 
and broke every piece of insurance that they 
talked about, or to be able to provide the 
analytics, or provide the engineering work or 
whatever it is; those are specialist roles.

“It is in these two areas – advocacy 
coupled with industry sector knowledge and 
specialist roles within risk and insurance – 
where we continue to develop and search 
for talent.”

Willis’s head of large accounts in Hong 
Kong, Phil Timms, says: “Hong Kong is 
almost a full employment market and com-
petition for talent is intense. The retention 
and attraction of talent is a key issue and the 
ageing demographics make this a critical 
issue for industries and service sectors.” SR
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 INNOVATIVE BENEFITS
 BOLSTER RETENTION

JLT Asia chief executive Duncan 
Howorth believes that there is a 
real opportunity for companies 
to diff erentiate themselves from 
other employers through the 
provision of innovative benefi ts 
– and that it also assists with 
employee retention. 

“Benefi ts don’t themselves 
achieve retention, but as part of 
the compensation structure they 
are an important component,” he 
says. “Giving employees a better 
understanding of the value of 
benefi ts, through mechanisms 
such as Total Reward Statements 
(TRS), allows employees to 
understand that benefi ts are 
part of the total compensation 
package so they’re not just 
focusing on the salary.”

A TRS provides personalised 
information about the value 
of an employment package 
and includes details about 
remuneration and the benefi ts 
provided by an employer. As JLT 
regional benefi ts director Asia 
Pete Whittington says: “They 
show your salary, your bonus, 
your pension contribution, and 
the costs of all your benefi ts. 
What it’s showing the employee 
is that the benefi ts package isn’t 
worth, say, €23,000, it’s actually 
worth €27,000-€28,000. So if 
you’re looking at a job that has a 
higher basic salary, but doesn’t 
have benefi ts and doesn’t have 
such a strong compensation 
package, are you taking into 
consideration the full benefi ts?”

One point that Whittington is 
keen to make is that companies 
should make full use of the 
benefi ts that they already 
off er. “When I see clients, they 
ask how can we improve our 
benefi ts package and what new 
benefi ts should we introduce?” 
he says. “It’s really easy for me 
to say double your life insurance 

package and buy a dental plan, 
but actually before they do that 
are they making value of their 
current benefi ts package? 
“If they communicate this and 
employees understand it, then 
they are extracting more value 
from their current spend without 
paying another dime. It’s about 
making employees understand 
what they have already got.”

Whittington also points out that 
companies should consider how 
they manage issues related to 
the Mandatory Provident Fund 
(MPF) System, Hong Kong’s 
privately managed, fully funded 
contribution scheme to help the 
territory’s ageing workforce save 
for their retirement. “The MPF is 
in need of a refresh and we feel 
that there is a huge opportunity 
in Hong Kong specifi cally, but 
also in other markets in Asia, and 
we think there’s starting to be an 
increasing interest in retirement 
savings and a more dynamic 
approach to the provision of 
retirement savings as a retention 
vehicle,” he says.

Ultimately, Whittington advises, 
an organisation must identify 
and deal with its people risks. 
“Is it recruitment, retention, 
absenteeism or presenteeism 
– people coming to work when 
they’re not actually fi t to be 
working?” he says. 

“If retention is an issue, do 
you introduce Total Reward 
Statements? Do you structure 
the benefi t in a way that aids 
recruitment and retention? If 
absenteeism is an issue, do you 
bring in absence management? 
If presenteeism is an issue, do 
you bring in health and wellness 
support services to improve the 
health of the workforce? Do you 
run campaigns around particular 
hotspots and issues that the 
company may suff er?”

“Hong Kong has always enjoyed a competitive 
and open insurance industry. However, the value 
of insurance can be lost in this hyper-competitive 
market where every dollar counts. In April 2012, the 
slogan of the Hong Kong insurance market was ‘D&O 
insurance is fi nally catching on’. This is because Hong 
Kong Exchanges and Clearing Ltd (HKEx) released 
a new code provision for all listed companies to 
encourage the purchasing of directors’ and offi  cers’ 
insurance. At the time, the D&O insurance market 
applauded the HKEx move, however, insurers soon 
realised that there was still work to be done if the 
importance of this class of insurance was to be truly 
recognised by companies in Hong Kong. The fact is, 
while the Hong Kong insurance market saw overall 
growth of around 14% in 2011 and 13% in 2012, the 
growth in D&O only just kept up.

“More than a year later we’re still on that same 
road, with education of how D&O works and how to 
structure an international insurance programme still 
ongoing. One key conversation is how to get the best 
cover out of an international insurance programme. 
As a key fi nancial centre, Hong Kong and its stock 
market is an attractive market for multinational 
companies. These are cross-board companies, the 
main operations of which are not in Hong Kong. 
Many of them have headquarters overseas and 
senior directors and offi  cers situated outside Hong 
Kong. Solely relying on a D&O insurance policy 
written out of Hong Kong may not maximise the 
benefi ts available under D&O insurance.

“For example, if the overseas operations are in 
jurisdictions where non-admitted policies are not 
allowed, there may be a coverage gap. To make sure 
claims can be paid and advancement of defence 
costs is possible into these local operations, the best 
solution might be to arrange local policies as part of 
the global insurance programme.

“In recent years, Hong Kong has seen a trend of 
organisations requesting more and more ‘company’ 
coverage to be included in their D&O insurance. 
This includes company securities cover, company 
employment practice liability cover, and so on. 

“What may seem to be good value for money at 
inception may prove to be costly in the long run. 
Claims can quickly erode the limits available for 
individual directors and offi  cers, leaving them with 
inadequate protection.

“Over the years, many insurers have built these 
additional company-related covers into the policy, 
so it might be hard to avoid them. However, buying 
higher levels of individual D&O (Side A) cover should 
ensure adequate protection for individuals.”

SUSAN ELLIS
head of fi nancial lines,
Zurich Asia-Pacifi c

THOUGHT 
LEADERSHIP

ENSURING THAT D&O DELIVERS
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How do these risk managers rate the general level of Enterprise Risk Management (ERM) 
maturity in Hong Kong? And have they seen a shi�  from a transactional to a strategic 
approach to managing risk in the territory?

RISK MANAGERS’ VIEWS

David Ralph, 
senior vice-president, 
risk management, PCCW

ERM in Hong Kong has always been an 
interesting conundrum. During its initial 
hype period in the western world, it was 
largely ignored here except by the major 

consulting fi rms, who saw it as a replacement for the 
post-Sarbanes Oxley euphoria they enjoyed. This was 
a good thing for Hong Kong as it meant we had the 
opportunity to watch all the mistakes and failures, at 
huge costs, made by the early adopters and to have 
learnt from them. I believe that today, at least in its 
theoretical form, ERM’s adoption in Hong Kong 
remains very low, and will probably remain so for 
most companies for the foreseeable future.

“Even basic risk management principles are only 
now being adopted by many of the listed companies 
as a result of the corporate governance provisions of 
the listing rules of the Hong Kong Stock Exchange. 
For closely held unlisted companies in many 
instances, risk management as a discipline is not even 
on the radar. This is not to say that risk management 
is not practised – no company could survive without 
some form of risk management; it’s just that there 
may be no formal or structured risk-management 
regimes in place for many companies.

“The other problem is that there are just not enough 
people who truly understand and practice risk 
management as a discipline, let alone ERM. This is 
why I fully support the Pan-Asia Risk and Insurance 
Managers Association (Parima), as it has as a 
stated objective in the support, education, and 
development of risk managers and the risk-
management disciplines across the region.

Bob Sweeney, 
DFS Group’s vice 
president, risk 
management

A much stronger RM base 
is needed to advance Hong 
Kong’s ERM maturity level to 
a functioning level. This will 
take time and education. 

“[There is] a shift from a transac-
tional to an eff ective approach to risk 
management. Brokers and insurers 
have the resources to play a big role 
in this development. They 
can assist the risk manager in 
creating value beyond simple 
fi nancial measures.

David Parker, 
COO, Chinachem Group

On ERM maturity: “Low 
for the vast bulk of 
companies – including quite 
major companies – in Hong 

Kong; middling in some of the long-
regulated industries such as fi nancial 
services; high only in multinationals.”

On approaches to risk management: 
“It is improving but very slowly. 
Immediate cost is still 
more important to most 
boards than strategic 
thinking or ‘future-proofi ng’.”

Kevin Rookes, 
enterprise risk 
manager, Hong Kong 
Aero Engine Services

ERM in Hong Kong is 
relatively immature. 
Although many companies 
have some form of 
mechanism in place to assess 

risk, it is quite noticeable that the 
risk manager is often a solitary post, 
which raises the question of whether 
Hong Kong companies see the value 
in risk management, or treat it as an 
add-on to their business as a ‘nice to 
have’ function.

“I believe Hong Kong companies are 
now seeing benefi ts from deploying 
strategic risk management. They 
have become more aware since 
lessons learned from the global 
fi nancial crisis outlined the need to 
clearly link strategy and risk 
management to be able to identify 
and manage risk in an uncertain 
environment. Hong Kong 
companies are focusing more on the 
most consequential and signifi cant 
risks to shareholder value, which is 
clearly an area that deserves 
the time and attention of 
executive management and 
the board of directors.”
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 DEALING WITH RISK  
 THE DFS WAY

 “A couple of things that we’ve done seem 
to have really improved our risk profi le and 
our relationships. 

“One is developing the business-continuity 
management programme (BCMP) and sharing 
that with the underwriters so they’re aware 
of what we’re doing, where we’re doing it and 
how we’re doing it. That has given them the 
opportunity to reduce our rates and/or improve 
our terms and conditions, because we are actively 
addressing our risks. 

“The BCMP isn’t just put on the shelf. It’s 
exercised, which has generated positive eff ects 
when implemented in the midst of the 
super typhoons that grazed one of our 
operations recently.

“Another is having a risk-management forum 
where we gather our primary underwriters and 
brokers for a conference at one of our locations. 
Senior management speaks. I speak. People from 
operations speak, and also give a tour of that 
operation. We also have presentations from 
each of the main players – the principal brokers 
and underwriters. 

“It develops a bit of dynamic tension in that 
they’re all sharing. But I think it also creates 
camaraderie and a sense of being part of a team. 
The fact that they can get a feel for the quality of 
our people and operations really helps bring the 
risk profi le alive for them. 

“They can see I’m not just telling stories; I’m 
really proud of what we do. I think that gives 
them comfort about the risk, and a sense of 
ownership, as well.

“We have a panel of insurers who are partners 
with whom we can work to develop a programme 
that will respond to our needs, and to their needs 
as well. So when we do have an event – because 
I’m assuming that at some point in time we’ll 
have a claim of some size – that we’ll resolve it 
and when all is said and done, everybody is still 
with the programme and we can continue to 
move forward.

“I also want it to be recognised by them 
that we are spending a lot of money to mitigate 
our risk, so that is refl ected in the rates and 
their ongoing support. I think we’ve been able 
to do that with the panel that we have. We 
communicate about this quite a bit. 

“We have not had a major claim yet, and the 
proof is always in the pudding, but I strongly 
believe that we will be able to settle it properly 
and quickly, then move forward a� er that.”

“A lot of the things that are being done have 
nothing to do with insurance, but have everything 
to do with mitigating risk.”
Bob Sweeney, DFS Group’s vice president risk management

Bob Sweeney shares some of 
his strategic successes

Bob Sweeney knows a thing or two about 
assessing and mitigating risk. He’s been 
doing just that for global luxury-goods 
retailer DFS Group for more than two 
decades. Most of that time he has been 
based in the US, but since late 2012 he 
has been working out of the company’s 
Hong Kong headquarters.

With its global shared-services 
centre and information technology 
department in Singapore, and with 
operating divisions across the region, 
DFS is a truly Asian entity. This means 
that as the company’s vice-president 
for risk management, Sweeney has 
to be cognisant of a host of potential 
threats and disruptions to his company’s 
business, in a wide variety of operating 
environments. He has chosen to deal 
with this responsibility by looking 
beyond insurance. “I work with internal 
audit and internal control to try to better 
understand what concerns they have 
with our operations, and a lot of times 
those concerns really don’t have much to 
do with insurance,” he says. “But there 
is risk and, I think fortunately for me in 
DFS, if the word risk is mentioned, I get 
drawn into it.

According to Sweeney, it is all about 
taking it to a strategic level. “I’m not 
just managing the insurance level – my 
associate risk manager often has more 
to do with managing the insurance 
programme on a daily basis – I’m trying 
to work with others to determine what 
can really go wrong and how can we 
address it,” he says. “And it’s not always 

tangible assets and business interruption. 
It could be related to security, 
information or reputation.”

This is central to Sweeney’s view of 
risk management as a three-tiered entity. 
“There’s the transaction level, which a 
lot of people are locked into around the 
world; there’s the eff ective level, trying 
to take it from being transactional to 
operational; then there’s taking it from 
that level to strategic.” From Sweeney’s 
perspective, that’s about looking beyond 
insurance. “Yes, there are a number of 
things that insurance can address, but 
the main function of a risk manager, 
besides identifying and assessing risks, is 
trying to determine how to mitigate that 
risk and communicating its existence to 
management so that they’re not caught 
by surprise. Senior management hate 
surprises – even good ones – because 
they fi gure if they’re learning about 
a good one there are probably some 
negative ones out there as well.”

Sweeney fi rmly believes that every 
organisation can benefi t from investing 
in developing a good business continuity 
plan for operations. “That can go a long 
way towards mitigating the impact [of 
an event] and enabling a company to 
be back up and running as quickly as 
possible,” he says. “So, while the 
event itself is a negative, ultimately it 
could (for a properly prepared company) 
be turned into a positive, because that 
company is likely to be the fi rst one 
back up and operating among all 
its competitors.”

‘Senior management 
hate surprises …   
even good ones’
DFS Group’s vice-
president for risk 
management fi nds 
strategic gains and 
eff ective solutions easier 
to come by when he 
leaves his comfort zone
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The region’s brokers give their thoughts on Enterprise Risk Management (ERM) in Hong Kong, 
and discuss the challenges involved in placing insurance cross-border between the 
territory and mainland China

BROKERS’ VIEWS

Owen Belman, 
Aon Risk Solutions Greater 
China chief executive

Duncan Howorth, 
JLT Asia chief executive

Pockets of excellence exist in Hong 
Kong. Many companies have good 
external risk management 
governance. However, there is not 
much integration into business 

decision-making or audit processes. Many 
organisations have implemented ERM, 
yet do not measure their risk maturity.

Transactional risk management provides 
a response that satisfi es stakeholders and 
not many leaders see the value of 
implementing it further. Many companies 
make a business decision and then fi ll 
in the risk management, rather than 
truly using ERM as part of their 
decision-making process.
 
When placing insurance cross-border, 
between Hong Kong and mainland China, 
there are three main challenges. First, the 
choice of insurers – China has more 
restrictive regulatory requirements than 
Hong Kong, and there is a limited number 
of insurers in Hong Kong with Standard & 
Poor’s credit rating that have licences in 
both places. Secondly, coverage consistency 
and wording interpretation – most clients 
prefer consistency of cover between Hong 
Kong and China, and we have to market 
the insurers who are fl exible enough 
to off er policies across both. Thirdly, 
the diff erences in currency, taxation 
and claims-payment capability.

ERM maturity in Hong Kong is 
based on corporate governance 
requirements. The stock exchange 
requires companies to follow 
Appendix 14 of the Corporate 

Governance Code. Local companies 
have limited incentive to develop 
comprehensive programmes. 
Multinationals in Hong Kong have ERM 
programmes, while the large Hong Kong 
private fi rms tend to have little in place. 
Supporting companies is a focus for JLT.
 
To date, there appears to be little shift 
towards a more strategic approach to risk 
management in Hong Kong. With limited 
regulatory drivers, the cost versus the value 
of such a move is the key consideration. 
Risk specialists such as JLT need to educate 
clients, and develop value-based solutions 
to help them start the journey.
 
In terms of placing insurance cross-border, 
clients may require specialist advice for a 
few reasons. China’s currency is not yet 
freely exchangeable, so payment of 
premium and claims can be challenging. 
The China Insurance Regulatory 
Commission generally requires all policies 
irrespective of the line of business to be 
issued in China, and there are a 
limited number of insurers available 
to trade in China: PICC, Ping An 
and CPIC are a few examples.

David Jacob, 
Marsh Hong Kong 
chief executive

The market domination in some 
industries has set off  the 
development of ERM in an 
informal way. Most Hong Kong 
enterprises do have their ways to 

evaluate the business risks; the next step is 
to formalise an internal structured 
approach, which most Western large 
enterprises do.

As more and more Hong Kong companies 
expand overseas, and more and more 
mainland Chinese companies use Hong 
Kong as their base for international trade, 
they are increasingly taking more of a 
strategic approach to risk management 
– for example, consolidating and 
globalising their insurance programmes. 
This is a natural evolution of business 
maturity and corporate growth. 

Regulatory issues will always be a concern 
in any cross-border insurance transactions. 
However, if properly managed, 
placing insurance between China 
and Hong Kong should not be a 
deal inhibitor.
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 BROKER POLL: THE TOP RISKS 
 FACING HONG KONG BUSINESS

David Jacob chose economic 
conditions as his top risk: 
“Hong Kong is an important 
gateway to mainland China, 
and large corporates in 
Hong Kong need to revamp 
the business strategies 
to address the continuing 
slowdown of GDP growth 
and domestic demand in 
mainland China.”

Owen Belman also put 
economic conditions at the 
top of his list: “The global 
economy has yet to shake off  
the fallout from the crisis of 
2008-2009. Global growth 
dropped to almost 3% in 
2012, which indicates that 
about a half a percentage 
point has been shaved off  the 
long-term trend since the 
crisis emerged. This slowing 
trend is likely to continue as 
uncertainty across the 
region will continue to have 
global impacts in sluggish 
trade and tepid foreign 
direct investment.”

Duncan Howorth chose 
failure to innovate as his 
number one risk: “The Hong 
Kong economy has done little 
over the past 15 years to 
diversify, instead focusing on 
fi nancial services, shipping 
and import/export. As China 
continues to develop and 
other Asian countries grow 
their own economies, the 
inability of Hong Kong to 
move up the value chain 
could leave it vulnerable.”

Gregory McCoy went for 
supply chain as his biggest 
risk: “The range of risks 
is broad [and includes] 
loss of revenue because 
of interruption to supply, 
product liability and recall 
risk from defective products, 
and damage to reputation 
for failure to supply or 
defective products.”

People – retention and 
acquisition of talent

Reputational damage

Supply-chain disruption

Economic conditions

Foreign exchange risk

Failure to innovate

Cyber threats and vulnerabilities

Industrial relations

Pandemic

Credit default

Regulatory/legislative changes

Increasing competition/globalisation

Gregory McCoy Lockton 
Companies (Hong Kong) 
Asia Pacifi c corporate 
and multinational clients 
managing director

There is a long way to go before 
Hong Kong companies truly 
embrace the benefi ts of ERM. We 
are strong ERM advocates, but 
stress the need for practical 

application, as there is quite often a ‘woods 
for the trees’ mentality with the process. 
Prioritising and linking solutions to the 
risks that may most dramatically aff ect the 
business or the initiatives that are most 
going to help the business succeed is the 
key. A lot of time and expense can be spent 
on issues that don’t hold suffi  cient 
relevance to the business.

An important issue in Asia’s expansion is 
the legal and regulatory reforms that are 
coming with it. The cost of compliance and 
the penalties for non-compliance, both 
regulatory and commercial, particularly 
relating to breaches that aff ect reputation, 
are clearly important management board 
concerns. Environmental liability is also an 
important factor.

Cross-border reinsurance is common and 
increasing, although currency issues 
remain a hindrance. The broader 
acceptance of the yuan as a global 
currency will signifi cantly 
accelerate this.
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We asked all four brokers to give 
their fi ve top risks

“The eff ect of SARS on the Hong Kong economy, from turnover to real estate pricing, 
is well documented. Even the hint of a new bird-fl u pandemic can aff ect the stock price 
of countries with a Hong Kong exposure.” 
Gregory McCoy, Lockton
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With claims against company directors and offi cers increasing around the 

world, it’s vital to ensure you have the right insurance in place. With our 

global network, we’re uniquely positioned to provide consistent, compliant 

cover wherever you do business. To fi nd out how our experience and expertise 

can deliver the help you and your business need when it matters most, visit

www.zurichcorporateforum.com

Global Directors & Offi cers coverage.

“  We have to make 
big decisions every 
day. Knowing that 
Zurich is protecting 
us means we 
can make them 
with confi dence.”

This document shall be considered for information purposes only. It refers to a coverage which may be made available through subsidiaries within the 
Zurich Insurance Group, including: in Australia – Zurich Australian Insurance Limited ABN 13 000 296 640, in Hong Kong – Zurich Insurance Company Ltd, 

Hong Kong Branch, in Singapore – Zurich Insurance Company Ltd, Singapore Branch and further legal entities as may be required by local jurisdiction.

_0528E_135722A07 (ADC).indd   1 24/07/2013   10:29


	01_Cover_HK_v2.indd
	02_05_TopRisks_HK13.indd
	06_07_RMView_HK13NEW.indd
	08_09_RMView_HK13.indd
	10_11_BrokerView_HK13



