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RISK AWARENESS
RISES IN THE EAST

Business leaders in the Asia-Pacific region have
significantly raised their assessment of the
seriousness of all five categories of risk since
2009. Business risks rise from a priority score
of 6.51n 2009 to 7.7 today, economic risks from
6.6 t0 7.3, political risk from 5.0 to 6.1 and natural
hazards from 4.3 to 5.4. The sharpest rise of all
has been the perception of environmental risks,
from 4.7 in 2009 to 6.0 today.

While these rises tell a clear story of a region
increasingly recognising risk, the Index findings
also show a significant disparity between the
scores given to top risks by European and
North American respondents and those given
by respondents in the Asia-Pacific region.

Chart 10

‘Loss of customers/cancelled orders’ is the
number one risk for European and North American
business leaders and the score they give it is
6.0 and 6.2 respectively. While the same risk
ranks only fourth for Asia-Pacific respondents,
they give it a score of 6.3. Similarly, while
‘reputational risk” comes in as the second
highest priority for North America it is given

a score of 5.9. Despite this risk being placed
fifth by Asia-Pacific respondents, they give it

a higher score of 6.2.
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Concern about talent and skills shortages, in
particular, is considerably higher in Asia-Pacific
than in the other regions of the world. 70% of
Asia-Pacific respondents gave it a very high or
high priority, against 42% for Europe, 45% for
North America and 60% for the rest of the world.
With this degree of priority, it is interesting that
Asia-Pacific’s score for being ‘very’ or ‘well’
prepared against this risk is only 48%. This is the
highest gap between priority and preparedness
for this risk of any of the world’s regions.

Having experienced a devastating year of
natural catastrophes, it's not surprising that
the Asia-Pacific region gives the risk category
‘natural hazards' the highest priority of all
other world regions, with a score of 5.4. What
is, perhaps, surprising is that respondents still
believe they are slightly over-prepared for the
risk at 5.8. Given that, for example, the claims
made to the non-life insurance industry for
damage caused by the Japanese earthquake
and tsunami were $30bn and the total economic
loss to the region has been estimated at nearer
$100bn?, the belief in near-parity between
risk priority and preparedness may be harder
to justify.

Chart 12
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CONCLUSION

Is it credible that so many
boards across the world
are adequately prepared
for climate change,
another volcanic ash cloud
or a major earthquake?

By any standards, the two year period
between 2009 and 2011 has been more than
usually eventful. Exceptionally frequent and
costly natural disasters, waves of political
change across North Africa and the Middle
East, and an escalating sovereign debt crisis in
Europe have created new economic, political,
environmental and social uncertainties.

That the risk priorities of business leaders
across the globe have changed is not surprising.
What is more surprising is the general level

of confidence, with some notable exceptions,
that respondents show in their ability to deal
with these risks. Whatever the trends or partial
explanation, we come back to the fact that in 48
out of the 50 risks in the Index most respondents
believe their preparedness for a particular risk
outweighed its sense of priority.

As a major international insurer we have to ask:
do people feel better prepared, at least in part,
because they have the option of insurance?

It is interesting that levels of perceived
preparedness increase in those areas where
insurance is most readily available, such as
natural hazards, and shrink in relation to areas
where it is not, such as in preventing the loss
of customers, eradicating sovereign debt or
solving talent and skills shortages.

Does the location of ‘insurable’ risks at

the bottom of the Index suggest that the
insurance industry is doing exactly what it
aims to do - allowing the transfer of risks
away from companies? If so, does this mean
that insurers can congratulate themselves
on a job well done?

We believe this is premature. The wide
take-up — in the West at least — of insurance
to manage risks such as floods or earthquakes
clearly has a positive impact on boards’
levels of preparedness. But neither insurers
nor their clients can afford to be complacent
about the risks presented by low probability
- high impact events. Is it credible that so
many boards across the world are adequately
prepared for climate change, another
volcanic ash cloud or a major earthquake?

The terrible succession of events in Japan
this year illustrates that, while insurance can
help rebuild communities and infrastructure,
it cannot stop our planet being battered by
natural disasters. Nor, importantly, can it
cover every eventuality.

After the unfolding events of the last two
years, businesses need to give much greater
priority to planning carefully for the risks
they cannot prevent, as well as being realistic
about those they can.

Lloyd’s
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APPENDIX

2009 RISKS 2011 RISKS

Cost and availability of credit
Currency fluctuation

Insolvency risk

Loss of customers

Major asset price volatility
Cancelled orders

Risk of excessively strict regulation
Corporate liability

Reputational risk

Project delivery risk

Abrupt interest rate change

Risk of poor/Incomplete regulation
Increasing protectionism

Failed investment

Fraud and corruption

Information security breach

Price of material inputs

Theft of assets/Intellectual property
Rapid technological change

Cyber attacks

Workforce health

Talent and skills shortages

Supply chain failure

Succession risk
Industrial/Workplace accident
Energy security

Piracy

Strikes

Pollution (caused by business)
Flooding

Terrorism

Currency inconvertibility

Climate change (impact on business)
Pandemic

Expropriation of assets
Earthquake

Drought

Riots and civil commotion
Windstorm (eg hurricane or typhoon)
Abrupt regime change

wildlife

Loss of customers/Cancelled orders
Talent and skills shortages
(including succession risk)
Reputational risk

Currency fluctuation

Changing legislation

Cost and availability of credit

Price of material inputs

Inflation

Corporate liability

Excessively strict regulation

Rapid technological changes
Cyber attacks (malicious)

High taxation

Failed investment

Major asset price volatility

Theft of assets/Intellectual Property
Fraud and corruption

Interest rate change

Cyber risks (non-malicious)
Poor/Incomplete regulation
Critical infrastructure failure
Government spending cuts

Supply chain failure
Pollution/Environmental liability
Sovereign debt

Increased protectionism
Industrial/Workplace accident
Energy security

Insolvency risk

Demographic shift (eg ageing population,
youth emigration)

Strikes and industrial action
Climate change

Pandemic

Piracy

Water scarcity

Terrorism

Urbanisation

Population growth

Riots and civil commotion

Food security

Harmful effects of new technology
Flooding

Expropriation of assets
Earthquake (including tsunami)
Abrupt regime change

Windstorm (eg hurricane, cyclone, typhoon)
Drought

Threats to biodiversity

Impact of space weather (eg solar flares)
Volcanic eruption (including ash)
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APPENDIX
CONTINUED

Abrupt regime change
Corporate liability

Cost and availability of credit
Currency fluctuation
Drought

Energy security

Excessively strict regulation
Expropriation of assets
Failed investment

Flooding

Fraud and corruption
Increasing protectionism
Industrial/Workplace accident
Insolvency risk

Changing legislation

Critical infrastructure failure
Demographic shift

(eg ageing population, youth emigration)
Food security

Government spending cuts

Harmful effects of new technology

(eg nanotechnology, EMF)

High taxation

Impact of space weather (eg solar flares)
Inflation

Population growth

Sovereign debt

Threats to biodiversity and conservation
affecting our operations

The Lloyd's Risk Index is based on results of a
survey of 500 board level executives, carried
out by the EIU in August 2011. Respondents
rated, on a scale of one to five, how much of
a priority each of the 50 risks will be to their
business for the next year in the region they
are based. On a similar scale they rated how
prepared they expect their organisation will
be to deal with that risk. Responses were
converted to a one to ten index and averaged
to calculate the priority and preparedness
scores. The 2009 risk survey contained 41 risks
and took place in March 2009. It surveyed 570
board level executives spread across major
regions of the world.

Major asset price volatility
Pandemic

Piracy

Poor/Incomplete regulation

Price of material inputs

Rapid technological change
Reputational risk

Riots and civil commotion

Supply chain failure

Terrorism

Theft of assets/Intellectual property
Windstorm (eg hurricane, cyclone,
typhoon)

Urbanisation
Volcanic eruption (including ash)
Water scarcity

Currency inconvertibility
Information security breach
Project delivery risk

Wwildlife

Workforce health

TABLE 5. RISKS WHICH HAVE CHANGED FORTHE 2011 SURVEY

Abrupt interest rate change

Interest rate change

Cancelled orders

Loss of customers/cancelled orders (amalgamated)

Climate change (impact on business)

Climate change

Cyber attacks

Cyber attacks (malicious)

Cyber risk (non-malicious)

Earthquake

Earthquake (including tsunami)

Loss of customers

Loss of customers/cancelled orders (amalgamated)

Pollution (caused by business)

Pollution/environmental liability

Strikes

Strikes and industrial action

succession risk

Talent and skills shortages, including succession risk (amalgamated)

Talent and skills shortage

Talent and skills shortages, including succession risk (amalgamated)
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ANNEX 2:

Chart 13

TOP 50 PRIORITY RISK SCORES IN 2011 - ASIA-PACIFIC

Risk

TALENT AND SKILLS SHORTAGE (INCLUDING SUCCESSION RISK)
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REPUTATIONALRISK
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CORPORATE LIABILITY

10 EXCESSIVELY STRICT REGULATION

11 FAILED INVESTMENT

12 PRICE OF MATERIALINPUTS

13 COSTAND AVAILABILITY OF CREDIT

14 POOR/INCOMPLETE REGULATION

15 RAPID TECHNOLOGICAL CHANGES

16 THEFTOF ASSETS/INTELLECTUAL PROPERTY

17 HIGHTAXATION

18 CRITICALINFRASTRUCTURE FAILURE

19 POLLUTION/ENVIRONMENTAL LIABILITY

20 CYBERATTACKS (MALICIOUS)

21 ENERGY SECURITY

22 MAJORASSET PRICE VOLATILITY

23 INDUSTRIAL/WORKPLACE ACCIDENT

24 SUPPLY CHAIN FAILURE

25 DEMOGRAPHICSHIFT (EGAGEING POPULATION, YOUTH EMIGRATION)

26 SOVEREIGN DEBT

27 CLIMATE CHANGE

28 CYBERRISK (NON-MALICIOUS)

29 INCREASED PROTECTIONISM

30 WATERSCARCITY

31 PANDEMIC

32 URBANISATION

33 PIRACY

34 INSOLVENCY RISK

35 TERRORISM

36 GOVERNMENT SPENDING CUTS

37 FOOD SECURITY

38 FLOODING

39 EARTHQUAKE (INCLUDING TSUNAMI)

40 POPULATION GROWTH

41 STRIKESAND INDUSTRIALACTION

42 HARMFUL EFFECTS OF NEW TECHNOLOGY (EGNANOTECHNOLOGY, EMF)

43 ABRUPTREGIME CHANGE

44 RIOTSAND CIVILCOMMOTION

45 EXPROPRIATION OF ASSETS

46 DROUGHT

47 WINDSTORM (EG HURRICANE, CYCLONE, TYPHOON)

48 THREATSTO BIODIVERSITY AND CONSERVATION AFFECTING OUR OPERATIONS

49 IMPACT OF SPACE WEATHER (EG SOLAR FLARES)

50 VOLCANICERUPTION (INCLUDINGASH)

Score —out of 10
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4.53
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4.45
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3.59
3.55
3.26
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APPENDIX
CONTINUED

Chart 14
TOP 50 PRIORITY RISK SCORES IN 2011 - EUROPE

Risk
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Chart 15
TOP 50 PRIORITY RISK SCORES IN 2011 - REST OF THE WORLD
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APPENDIX
CONTINUED

Chart 16
TOP 50 PRIORITY RISK SCORES IN 2011 - NORTH AMERICA

Risk
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Chart 17

TOP 50 PREPAREDNESS SCORES IN 2011 - ASIA-PACIFIC
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APPENDIX
CONTINUED

Chart 18

TOP 50 PREPAREDNESS SCORES IN 2011 - EUROPE

Risk

1 REPUTATIONALRISK I 6.26
2 CORPORATELIABILITY ——— 6.17
3 COSTANDAVAILABILITY OF CREDIT I 6.13
4 LOSS OF CUSTOMERS/CANCELLED ORDERS —— 6.11
5 CYBERRISK(NON-MALICIOUS) — 6.10
6 INSOLVENCY RISK I 6.09
7 FRAUD AND CORRUPTION I 5.94
8 INDUSTRIAL/WORKPLACE ACCIDENT — 5.90
9 CYBERATTACKS (MALICIOUS) I 5.90
10 FAILED INVESTMENT I 5.86
11 CURRENCY FLUCTUATION —— 5.83
12 TALENTAND SKILLS SHORTAGE (INCLUDING SUCCESSION RISK) I 5.81
13 THEFT OF ASSETS/INTELLECTUAL PROPERTY D — 5.81
14 RAPID TECHNOLOGICAL CHANGES —— 5.80
15 SUPPLY CHAIN FAILURE I 5.80
16 INTEREST RATE CHANGE I 5.75
17 CRITICALINFRASTRUCTURE FAILURE — 5.67
18 ENERGY SECURITY I 5.54
19 POLLUTION/ENVIRONMENTAL LIABILITY I 5.54
20 STRIKES AND INDUSTRIALACTION —— 5.52
21 PRICE OF MATERIALINPUTS I 5.52
22 EXCESSIVELY STRICT REGULATION e —— 5.45
23 MAJORASSET PRICE VOLATILITY — 5.38
24 HIGHTAXATION I 5.25
25 GOVERNMENT SPENDING CUTS e ————— — — 5.25
26 CHANGING LEGISLATION — 5.23
27 INFLATION I 5.09
28 PIRACY I 5.09
29 INCREASED PROTECTIONISM I 4.85
30 SOVEREIGN DEBT I 4.81
31 POOR/INCOMPLETE REGULATION e ————— 4.78
32 URBANISATION — 4.75
33 EXPROPRIATION OF ASSETS I 4.69
34 DEMOGRAPHICSHIFT (EGAGEING POPULATION, YOUTH EMIGRATION) e —— 4.68
35 RIOTSAND CIVILCOMMOTION e ——— 4.54
36 FLOODING — 4.52
37 FOOD SECURITY e ———— 4.51
38 CLIMATE CHANGE e —————— 4.49
39 WATERSCARCITY I 4L.48
40 TERRORISM e ——————— 447
41 PANDEMIC e ——————— 4.46
42 HARMFULEFFECTS OF NEW TECHNOLOGY (EG NANOTECHNOLOGY, EMF) I L.46
43 POPULATION GROWTH e ————————— 438
44 ABRUPTREGIME CHANGE e ——————— 4.26
45 WINDSTORM (EG HURRICANE, CYCLONE, TYPHOON) — 3.92
46 THREATSTO BIODIVERSITY AND CONSERVATION AFFECTINGOUROPERATIONS I 3.85
47 DROUGHT e ——————— 3.7
48 EARTHQUAKE (INCLUDING TSUNAMD) | 3.68
49 VOLCANICERUPTION (INCLUDINGASH) e ———————— 3.65
50 IMPACT OF SPACE WEATHER (EG SOLAR FLARES) e ——————— 3.33
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Chart 19

TOP 50 PREPAREDNESS SCORES IN2011 - REST OF THE WORLD

Risk

COSTAND AVAILABILITY OF CREDIT

CORPORATE LIABILITY

REPUTATIONAL RISK

FRAUD AND CORRUPTION

SUPPLY CHAIN FAILURE

INTEREST RATE CHANGE

LOSS OF CUSTOMERS/CANCELLED ORDERS

FAILED INVESTMENT

VIO N V& W N =

CRITICALINFRASTRUCTURE FAILURE

10 INDUSTRIAL/WORKPLACE ACCIDENT

11 ENERGY SECURITY

12 THEFTOF ASSETS/INTELLECTUAL PROPERTY

13 RAPID TECHNOLOGICAL CHANGES

14 CYBERATTACKS (MALICIOUS)

15 MAJORASSET PRICE VOLATILITY

16 PRICE OF MATERIAL INPUTS

17 TALENTAND SKILLS SHORTAGE (INCLUDING SUCCESSION RISK)

18 INSOLVENCY RISK

19 CYBERRISK (NON-MALICIOUS)

20 POOR/INCOMPLETE REGULATION

21 STRIKES AND INDUSTRIALACTION

22 CURRENCY FLUCTUATION

23 EXCESSIVELY STRICT REGULATION

24 CHANGING LEGISLATION

25 INFLATION

26 PIRACY

27 HIGHTAXATION

28 INCREASED PROTECTIONISM

29 GOVERNMENT SPENDING CUTS

30 SOVEREIGN DEBT

31 FLOODING

32 RIOTSAND CIVILCOMMOTION

33 TERRORISM

34 FOOD SECURITY

35 POPULATION GROWTH

36 EXPROPRIATION OF ASSETS

37 POLLUTION/ENVIRONMENTAL LIABILITY

38 URBANISATION

39 EARTHQUAKE (INCLUDING TSUNAMID)

40 WATERSCARCITY

41 ABRUPTREGIME CHANGE

42 DEMOGRAPHICSHIFT (EGAGEING POPULATION, YOUTH EMIGRATION)

43 DROUGHT

44 CLIMATE CHANGE

45 WINDSTORM (EG HURRICANE, CYCLONE, TYPHOON)

46 HARMFULEFFECTS OF NEW TECHNOLOGY (EG NANOTECHNOLOGY, EMF)

47 PANDEMIC

48 THREATSTO BIODIVERSITY AND CONSERVATION AFFECTING OUR OPERATIONS

49 VOLCANICERUPTION (INCLUDINGASH)

50 IMPACT OF SPACE WEATHER (EG SOLAR FLARES)
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6.76
6.60
6.34
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6.16
6.11
5.88
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5.74
5.69
5.65
5.65
5.65
5.65
5.61
5.60
5.58
5.46
5.46
5.46
5.37
5.37
5.23
5.05
5.05
5.00
4.86
4.81
4.54
443
4.1
4.39
4.38
4.33
4.31
410
4.06
4.04
3.84
3.61
3.58
3.56
3.27
3.21
2.69
2.27
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Chart20

TOP 50 PREPAREDNESS SCORES IN 2011 - NORTH AMERICA

Risk

CORPORATE LIABILITY

REPUTATIONALRISK

COSTAND AVAILABILITY OF CREDIT

FRAUD AND CORRUPTION

CYBERRISKS (NON-MALICIOUS)

RAPID TECHNOLOGICAL CHANGES

INSOLVENCY RISK

CYBERATTACKS (MALICIOUS)

VI IN| OV W N =

INTEREST RATE CHANGE

10

THEFT OF ASSETS/INTELLECTUAL PROPERTY

STRIKES AND INDUSTRIALACTION

LOSS OF CUSTOMERS/CANCELLED ORDERS

INDUSTRIAL/WORKPLACE ACCIDENT

MAJORASSET PRICE VOLATILITY

SUPPLY CHAIN FAILURE

FAILED INVESTMENT

TALENT AND SKILLS SHORTAGE (INCLUDING SUCCESSION RISK)

CURRENCY FLUCTUATION

POLLUTION/ENVIRONMENTAL LIABILITY

ENERGY SECURITY

FLOODING

CRITICALINFRASTRUCTURE FAILURE

PRICE OF MATERIAL INPUTS

EXCESSIVELY STRICT REGULATION

INFLATION

PIRACY

EXPROPRIATION OF ASSETS

POOR/INCOMPLETE REGULATION

INCREASED PROTECTIONISM

POPULATION GROWTH

HIGH TAXATION

SOVEREIGN DEBT

RIOTS AND CIVILCOMMOTION

DEMOGRAPHIC SHIFT (EGAGEING POPULATION, YOUTH EMIGRATION)

URBANISATION

WINDSTORM (EG HURRICANE, CYCLONE, TYPHOON)

GOVERNMENT SPENDING CUTS

CHANGING LEGISLATION

WATER SCARCITY

ABRUPT REGIME CHANGE

=

TERRORISM

DROUGHT

CLIMATE CHANGE

EARTHQUAKE (INCLUDING TSUNAMI)

HARMFUL EFFECTS OF NEW TECHNOLOGY (EG NANOTECHNOLOGY, EMF)

PANDEMIC

THREATS TO BIODIVERSITY AND CONSERVATION AFFECTING OUR OPERATIONS

FOOD SECURITY

VOLCANICERUPTION (INCLUDINGASH)

50

IMPACT OF SPACE WEATHER (EG SOLAR FLARES)
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liability for any loss occasioned in reliance upon it.

Lloyd’s Risk Index 2011



Lloyd’s One Lime Street London EC3M 7HA Telephone +44 (0)20 7327 1000 Fax +44 (0)20 7626 2389 www.lloyds.com



