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(Chairman of Lloyd's) 

Mitrroy Lowrence w ~ n ~  {O H'iir~hester and Triniiy College. Oxford, ond started 
firs insurunc~ rareer willi C. T. Bowring ín 1957. He lotrr Iromferr~d io tht under- 
wriring side o j  the businws. becoming underwriter in 1970. M r  Lowrence wa5 
elec~ed an itnderwriring mrmber oJ Lloyd's M 1973 ond wosfirsi elwted to {he 
Comtniriee of Uoyd3 in 1979, serving as Deputy Chairman in 1982. In 1984 
and ~ g a i n  in 1987 he was electcd 10 /he Council und C~rntnir lee of Lloyd's and 

/rol- 1984 10 1987. A former rnerrrber and Chuir- 
irers ' Non- Mocirie ~srocialio$ Mr Lawrence wos --- 

rfprrrd Choirrpun o j LIoydT in 1988. 1989 and 1990. He is Senior Porrntr O f 
Miirroy 1.0 wrpncf and Porrners. 

An nddrm drllvtrid l o  I h t  Insllluit 
on Thursúsy. 15i Ptbrusry I W ü  

Wliy i s  t hir svch nn important subjeci, no! only (or thosc whose livelihoods, 
invcr(ments and in thc case o l  names. personal iortuncr arc involved bui, Tor 
ihr country al large? To begin wiih, insurancc is [he major factor in Briiain's 
invisible carnings represeniing. as il docs. ovcí 50% or  thc lolal. In h c i ,  Lloyd's E :ind it. brotrrr iogeiher conir ibucd no lrrr [han L m i l l i o n  in  IRI, ihc Iari 
ycar ior which siaiisiics arc av'ailablc, whilc Lloyd'sunderwriters alone accountd 
for more (han al1 thc banks i n  ihe ciiy. 

Cloyd's i s  ai ihc heari oi  ihc London inrernational insurance markct. Its 
brokers and underwriting agenis arc rcsponsible for the direci rmpioyment of 
45.m ptriplc and thc rnajoriiy oC ihe 157 ovcrseas insurcrs in ihc UK arc 

noi here for our domestic business but ihe intcrnarional portíolio which is drawn 
1 0  London largely by ihc presencc o i  Lloyd's. T h u a  if, ror any teason, thc role 
O( London as the insurancc cenirr of the world wtre i o  bt placcd in  jeopardy. 
1 1  would bc baund i o  havc an adverse ellect 00 thc UK econorny. particularly 
u,hrn such a S p 3 J  as taxaiion of thc broking and undctwriting agtncy companier, 
i hr namcr as wcll as the indireci cmploymcnt and txpcndirlire by thc vrholc in- 
diisrry are included in ihc quation. 

Moreover, i i  Lloyd's iisclr werc noi to thrivc. the quation arises as i o  
wheiher London wouid coniinuc i o  cnjoy its prc-emintnt posiiion and thar be- 
ii ig so. the success ihai i s  rnade in  rhc !990s is imporiani, no1 only io Lloyd's 
but. io the couniry as a whole. What i h tn  are ihc ircnds that can be exptcicd 
in  t l i e  insurance indusiry, and how might Lloyd's f i i  into ihe piciure? 

Fram past cxpcriencc. ihc demand Tor non-liic insurancc would seem ro grow 
31 romtthing l ikr  one and a ha l i  limes rhe ra i t  o f  GDP, and ir ihis were io con- 
i;nue. one could cxpeci worldwide premium incame ro double over ihc ncxt five 
yeílrs. 

iTihir is t i ie  business g~ t l ook .  what about ihc  cornpetition? I t  i s  cvidcni 
Crom thc rcccni sparc oT rncrgers and acquisitions rhai companies are position- 
ing ihemselvcs wiihin ihc EC and worldwidc. with thc rtsult that thcir horizons 
arc no longcr dornesiic but intcrnaiional. Thus, wc shall bt faccd wirh somcwhat 
fewer bui larger companies. and alihough the smallcr spccialised insurers wilt 
obviously remain, (he m i j o r  compctiiion wi l l  camc l rom ihe very targt uniis, 
ihe unknown quantiiy. o f  course, k i n g  Japan. Many olrhe Japanesecompanifi, 
who vcniured into internatianal business. had a sommhat unhappy cirperiencc 
and. having withdrawn. are now bcginning to rcgroup. But, givcn Ihe strength 
Q T  rheir very protecrrd horne markct. i r  secms inconceivablc thai ihey will not 
bc dcvising a straicgy for ihc years ahead which could havc a materia[ cficci 
on ihc compeiiiivc posiiion worldwide. 

On the broking fronr, Lloyd's is ihc prcmier markct oCfhc world. commit- 
icd 10 the inicrmcdiary; and iht ir  influcncc, i n  this sort of iimtxale. appears 
ceriain to grow. So, how will this alfcci Lloyd's traditional busincs. major 
wholesalc. rctail and rcinsurance? Ii secmr liicely ihai iherc will bc a coarinua- 
i ion of th t  rrend cowards a rcduced base which has bccn cvident in rcctni ycars 
as companies rnerge and cakeeach orhcr over. T b c  numbcr of assutcds will tend 
io dwindlc and ihe cxposure chal undcrwriters are asktd io assumc will tend to 
increase. As thcy gci bigger. rhcrc wi l l  be a tcndtncy ror rhmc hrgc mmpanics 
io find othcr ways ofproteciing thcir asseis ai ihc lowcr cnd by sclf-insurtd rtlcn- 
tions, capriver and ihai rypc of  thing which iakcs billions oC dollars oui oC ihc 
premium basc. 

Assvrning. thertforc, ihai thc pattejn o f  business. which i s  becoming one 
oí higher pcaks and a narrowtr base, conrinuts, iherc should bc shorier and 
sharper cyclcs of undcrwriring prol i i  and l o s  iban have been expericnctd in  iIie 
past. Ii also stems saic io  predict a growth in reinsurancc. highlighting i h t  im- 
portancc oT solvcnry which has long been'a rradiiional viriue o l  i hc  Lloyd's 
markci. 

Dut whai aboui Lloyd's in  this sccnario? The significance o[ this uniquc 
markti  on thc wortd-scene has bten duc lcss io i t s  size or markct sharc, i n  ab- 
solute ierrns, ihan rhe abiliry ot i i s  undcrwriirrr to respond rapidly to rhe nccds 
of  ihe assurcd, i .e. iis inhercnt ílcxibiliiy and innovativc qualiiies. 

Thus. iis influcncc on traditional busintss has always icnded to be more 
rhan pure market share Iigurrs would sccm 10 suggcst. Bui, in ihc lasc fcw years 
Lloyd's has bccn unable Fully i o  use i i s  capaciiy duc. in part, l o  thc50Tt market 
and to ihc sicrling/dollar cxchange rart. Now. however, somc of thtcc ireods 
would apptar i o  bc changing. I n  thc last ycar or so ihe markei cyclt has witncss- 
4 a string oT major louts ihat havc btcn well publiciscd. Also. thcre has betn 
a strengihcning o f  rhe dollar agairist the pound sitrting. So. i r  would sccm 
reasonable i o  assumr that an up-iurn in ihc maíkct cannor bc long dclayed. I t  
is. o f  courcc, almosi impossiblc ro cal1 [he iiming cxactly but. in  addirion 10 the 
adverse undcrwriring resulis, as lar as Amcrica isconccrned. the ncw i a a  rcgimc 
for insurancc companies w i l l  really bcgin to bite for chc firsi time in 19913. 

Crowih íigurcs for ihe industry would. ihertforc. appcar to indícaic an op- 
poriunity ior  a considcrablc expansion in  Lloyd's business over thc ncxt five 
years and i r  wiIl bc nfccssary, in thai cvent, lor thc capacity oT ihc markti  to 
increasc according\y, I n  (ht samt conicxt. alihough some 4,000 namcs havc resign- 
ed sincc 1988, ncarly 1.300 new namcs hsvc betn clec8cd and bctwccn 8.000 and 
9,000 havc increascd thtir cornmiimcni with ihc resuli ihai rhc cepaciiy O [  rhc 
Lloyd's market has actually incrcascd For 1990 io a record lcvcl OC f l1.07bn. 



I i  is ,  aírer all, itit ability ro acccpi business rather than ihe number o f  narnes 
rhat dricrmincs ih r  strcngih ol ihc market, and whai has been happening in  he 
lasi two or thret years is. ihcrcrorc, somcthing o í  a waiershed. Somc names, 
who joined Lloyd's in  ihe 1970s. carne in  on ihc assumpiion thai. under ihe iax 
regimr which obiaincd at ihai iimc, ii was diíficuli. il noi impossible. lo lose: 
ihey wcrt no8 gtnuinc risk-iakcrs in ihc acccptcd scnce. However. under ihe iax 
regime ihar has dcvrlapcd i n  ihe 1 1  ycars o í  Conscrvaiive governrnent, things 
have changcd and iliosc namcs who joined on that basis have betn reconsider. 
ing tlicir poiii ion. Anoiher íacior. o f  course. moy have been the new membcr- 
ship rrquircments that thc council broughi in wiih effeci irom 1990, which 
incrcascd ihe show oC wealih fram l 1 0 0 . W  io  L250.000. 

There is an intaesting statistic, which i s  worth repeating; ir whai ihe average 
name wroie in the 1950s was indcxed for UK inflation he would have, today, 
i o  be wriiing a premium incorne oT berwecn f750.000 and f800.000 to bc in a 
comparable posiiion. In facr, in  ihe las1 iwtlvc monihs thc avcragc prcmium 
l imii  wriitcn by a namc at Lloyd's has incrcascd from s~mcfhing likc 1340,000 
i o  aboui 1370.000 so there is siill sornc way to go. Incidenially, ~ h r  premiiim 
limit Tor the working names who have resigntd is aboui 50% of ihc average lor 
aII working names, while the corresponding íigurc [or thc cx~croal narnts i s  
something like 70qo. 

So, a paicern seems io be emerging. Tht acid i t s i  w i l l  be whcn a real in- 
crcasc in capacity is needed. perhaps in the ntxi year ar so. Membcrs' agcnrs. 
however, appear reasonably confidenr thai they will be able io rcs~ond. Bui in  
al1 ihis talk of names wriiing bigger lirniir 4 t h  broadcr spreads and thcrcrorc 
hcing bciicr able io  wiihsrand ihe vicirsirudes olone or iwo  spndichie p o r f f ~ l i o ~  
going wrong. i h t  working names, young brokers and undrrwriiers, should noi 
be forgoticn and ways musi be found o f  kceping [heir interesi in mcmbership 
oC Lloyd'r as an iniegral par1 oF their carcer in ihe Lloyd's market. Here rwo 
poinis should bc made. Firri. ihc markei musi t l i r ivt and be seen overall as an 
;iitractivc placc in  Which io  work and to havc one's money at risk. Within ihai 
coniexi, i t  musi be possiblc for a small income name i o  prosper. Indced, thc 
mcnibcrs' agency p o l i n g  arrang ment (MAPA), may have a relevante in  help- 
itig i o  produce an answer i o  this q 1 estion. Secondly, whar will tlie size and sliapc 
oT ihc martei Imk likc írom iht +int of view o í  the agency íorce and ihe brokcrs? 
Whai í'ollows is. oC necessiiy. a personal view of how the market might dcvrlop 
in i h r  nexi fcw ycars. 

To being wiih ihe agcncy ride; ihe prime consideraiion is to improvr the 
qualiry o f  ihc agcncy Corcc and io  sec ihat. as Tar as possible, the standards oí' 
al1 are broughi up to ihe srandards of ihe bcsi. This docs noi auiornatically mcan 
ihe standard o f  ihc biggest; in  orhcr words. qualiry, noi quaniiiy per se. Vrry 
likely there will be a considerablr teducrion in  numbcrs sincc thcre are. arguably. 
ioo many agents pariicularly on the mcmbcrs' agtncy side. Indced. ihir i s  hap- 
pening in ihe market already. as morc tcsponsibiliry is b n n t  pul on ihc rnembers' 
agency force whcre i t  undoubiedly btlongs. 

11 is hoped, iherefore. ihat, undcr ihe bytlaw revicw commictcc. chaircd 
by Davjd Watker, which has already hclped i o  decidc on shori rorm accounif 
10 simpliry [he papcr lhai goes i o  namw, agcni! will bcgiven much greaier f f e ~ i -  
biliiy in iheir relationship wiih iht ir  names. A l  thc samc lime names. in col- 
laboration wiih their agenis. should bc ablc lo  dricrmine ihe basis on which iliey 
wish to be supplied wiih information knowing, o( coure. ihai iheir ageni has 
full derails should t hey require ihcm. Anorhcr atea ihai is being racklcd i s  ihe 

wliole quesiion o l  deposiis. Wc have, al prcscni. ihc anomatous poriiiot. ihat 
a name's moncy ir h?ld panly by the agerit, partly by Lloyd's and some by boih. 
This is vcry inefficíent and a pilot schcmc is now running to stc whcther ii rhould 
al1 bc hcjd by thc agcnt or by Lloyd's. This will help 10 control central txpcnSC5 
ai ihe corporaiion Icvel. Mtanwhile, ihc aim should be l o  put back th t  c ~ n t r o l  
o[ ihc busincrs wherc ii rightly bclongr. with ihe agcnis. Consequcnily. members' 
agcnis will, in  fufurc. be expccied l o  iake On a more intrusivc ro l t  as icgards 
managiiig agcnis. Some ycars ago. ihere was criticjsm thai insiiiutional invcsrorr. 
sharcho\dcrs in public companies. wtre not fulfilling iheir rightful rolc of waich- 
ing ovcr ihc firms In which ihcy invcsied. Similarly, many mcmkrs' agenir have 
no1 takeri lhc intrusivc position thai they oughi 10 have done and rhis i s  bolind 
ro changc in thc ycars ahead. 

So whai will he (he círecr on names? There rnay be rcwer agtnis: ihcrr may 
be fewer syndicare but ihc varíety wi l l  still be iherc. Thc markcr conccpc wi l l  
remain and ihe  names will be íaced wiih, possibly, a rcductd number oTopiions 
but with firms o f  an ovtrali highcr standard. l[ cannoi be siresscd iao oftrn thai 
a healihy. proíessional and efficienr agency lorce, al boih managing and rnembers' 
agency Ievcl, is esseniial to ihc futurr succtss of Lloyd's. 

So much Tor the agcnts, bu1 what abooi [he brokcrs. ihai  othcr cssential 
elemcni in  che Lloyd's markti? Tradiiionally. ihey havt bccn ihc selling arm 
oí Lloyd's undcrwriiers, having ihcsolc right to placc businms in ihc room. They 
have had io be pari oT tht  iransaciion. lo ycars gone by lheir role was. in  many 
ways. ihat o l  wholcsalcrs, not rtiailcrs. and rhus thcy had littlc or no agency 
relaiionship wiih Iht clicni. Indctd, ihcy icndcd io  havc alrnosi an agency rela. 
tionship wiih undrrwriiers, rcmembcring. of course. ihai. in those dayr. mosi 
broking Cirms wcre privaic companics. Thus, chrte was liitlc need for Liuyd's 
central i o  spend iimc in ~cl l i f lg  thc marktt siricc i h i ~  was h i n g  done by ihe brok- 
ing force. But  ihe broktrs now are difCcrcnr creatures: ~ h e y  are major interna- 
tional public companics and can no Iongcr be rxprctcd lo  scll undcrwrirrrs in 
qiiire ihe ramc way, They have to ihink now of setiing themselvcs, havingchanged 
in  many instances from being wholtsale brokrrs ivith Ihe u n l ~ u t  right of entr ir 
i o  Lloyd's. lo bcing retail brokers wiih ihc inevitable agency relaiionship wiih 
ihr i t  clicnts. Thereíore, ihe selling o f  Lloyd's will now havt (o be donc rathcr 
inore by undcrwriicrs [han previously. and this will havc an cffcct iin i h r  size 
and. morc imporianily, ihe depth of  maiiagement necessary in mnn~gins agcncics. 

In  addition, ihe coniing of  modern technology coutd, in somc insiancct. 
makc rhc lcngih o f  ihe chain bctween underwriter and policyholder no longcr 
ncccssary. SO. ~hcsc relationships havc to be checkcd and ihoughi has io  br givcn 
i o  [he value that i s  added by each person in ihc chain. Thcrc  is  also a n t c d  tor 
Lloyd's undcrwriiers i o  gei closer l o  reiail brokers, rtnd the council is looking 
ar various ways and means by which rhai can be achirvcd wiih, of  course. clie 
co-operarion o f  i hc Lloyd's broking communiiy , Bui, ii doc5 i ~ i s e  various qucr- 
tions. such as who should be Lloyd's brokcrs? Should iht íranchise be cxrendrd 
and i r  so. whai are ihc ¡mpl¡caii~nS? 

On i he business f ron~.  viriually al1 arpects o f  Lloyd's aciivii i i.~ have becn. 
or are currenily bcing. revicwcd wi i  h hc aim oT imyiroving servicc. eí'ficiency 
and cort effeciivcnrrs. Much has already bcen achicved on rhe claims sidc l o  
make Lloyd's a betier and more siirariivc markei in which to do business bui 
there remains a loi o lwork to bcdonc on documcnraiion which, in many areas. 
could siill be improved. Mcanwhile. i hc council has decided 10 l i f i  market bar- 
riers as quickly as posriblc and ihis, muplcd wilh nctworking, i s  going io  change 
niaierially ihc way i n  ivhicli businrr3 can be donc ai  Lloyd's. H o w  this mighr 



ail'cct 1 1 1 ~  mñrkcr rcmalns io bc w n  bui i t  sccmr rcasoníiblc 4 0  aásumc that twking 
back in 10 yearr' i imt ,  somr o[ tlie ways in  which business ¡ S  transacied today 
i v i i i  bc unrecognisable. Morcovcr, wiih Europc now opening up rhere are new 
rnarkci opporcunitics, bui this i s  a chanct ro augmcnt ihc business ihat tioyd's 
receives from i r s  existing markets raiher than to replace i r .  Alihough ihtrc are 
rome fears when Europc ir mcntioned, ihai i t  i s  asan alrcrnative to othcr arcas, 
ceriainly Lloyd's doer no( scc i t  that way bu1 a5 an opwrtuniiy (o incrcast the 
spread o f  buriness coming into ihc rnarker. Htrc thc tole O [  thc council is rcally 
io racilitatc busincss. by rcmoving obriaclcs or incfficiencies, by sccuring Uoyd's 
righr 10 tradc and ad\ ancing i h t  good namc oT i h r  market. Ii ir not up i o  (he 
council i o  deierminc u hcther advantagt i s  rakcn O( thc opportuniiits ihus creaid. 
[i i s  up i o  underurircrr aod brokcfr to dccidc whcther they considcr ihem com. 
mtrcially viable. I i  i s  rh t  rolc of  ihc cauncil to ht lp ihc marker operate in a more 
cost erleciive and cíficieni way and io sce ihai rhere are sensiblt rcgulaiions and 
conirols in force ro rarrguard r h t  intcreris both O[ the policyholdtr and rhc namc. 
11 i 5  also conccrncd to adopr a positivc IIance in promoiing Lloyd'r collcnive 
repuiaiion. 

Al<hough al prercnr London can righily clairn ro bc ihe insurancc capital 
o[ i h t  ~ o r l d ,  ~ h c n  looking f i tc o i  icn ycars ahead, chere are a number oícon- 
cernr. Somt relate to ihis country: educaiion for cxamplt. Arc wc as a narion 
going i o  be ablt i o  produce a consiani i7ow of young pcople wiih the standards 
and qualiiies neccrrary to makc ii attractive to sci up busincsscs hcre? l n  ibis 
regard ihe lnsuranct Instituic o l  London descrves spccial mcntion, having d o ~ c  
50 much io raisc thc profesrlonal standards o f  thosc working in the indus~ry. 
Tliir ii has achicvcd ihrough a comprcknrivc lccturc programme. sdvanccd srudy 
rchcrne. programme oT visiis, public rpcaking courses, iis journal and, olcoursc, 
ihc cncouragemtni i t  givcs io i is rnembcrs 10 study ío r  thc C l l  exarninaiions and 
to pariicipate in i t s  rorcign Ianguage schotafship schemc. 11 i s  irnpossiblc i o  travel 
anywhere in  Europe wiihoui being conscious oT Brilain's poor linguisiic record. 
Foriunaicly, many oT thc broking firrns are wtll-placed in  lhis rcspect, but i r  
i s  110 lcss vi ta l  thac thosc on ihe undcrwriiing side should takt tht samt trouble. 
so thar rhey can convcrsc freely wjih possiblc producers oi busincss and cjienis 
in  rhcir own languagc. 

Another arca oT disquicr is  London's infrastruciute. n i c  conditions oT iravel 
to and trom work are. frankly, horrtndous. Pcoplt are not going to put up wirh 
t i i i s  iypc ol  asgravaiion inderinitcly in ordcr to work in ihc ciiy. II ~ h c  quare  
mi l t  i s  i o  rcmain at ihc hub of financia! aciiuiiy, thc govrrnment wi l l  havc ro 
aci and aci quickly. 

The oiher causes for concern are largely rcgulatory. Wil l  ihe playing ficlds 
in E u r o ~  really be levcl? Wi l l  ih r  othcr markets bc truly frce in spirit as wcll 
as [he Icticr? Clearly. ir is going to rakt a long i imc to break down ihc natural 
prejudicc againsr insuring abroad, and alihough wc may. ~cchnically, b t  able 
t odo  business in  thecc ~ u n t r i e s .  ir wilt be a generaiioo bcfore progress is madc, 
ar lcast in some classcs. 

BU(, most important of  al1 is ihe diffcrcnct in aiiirudcs within ~ h c  Euro- 
pean Communiiy 10 the qutr>iion of 5olvcncy and raxation. l n  ihis country, i t  
recms rhai rhc Treasury and lnland Revcnut have marc influence ihan (he 
regulatory authoriiin, ihus rax-gaihering appcars i o  havc s higher prioriiy ihan 
ihc solvency o f  i h c  indu3iry. This i s  i n  srark conlrasi i o  ihc position in oiher 
countrics. pariicularly Germany, wherc solvtncy is paramouni and ihc tax ihat 
i s  gaihertd f r o m  ihe indusiry i s  regardcd as secondary. Morcovcr. ih t  highly- 
proiectcd hornc markri that sornc of thtst counirics have enjoytd and wil l  

coniinuc !o cnjoy lor  some l i i i l e  ilmc 10 comc. in spiit oT 1990/92, coupled wilh 
thc scrong solvency base that thty sre encouragcd ta achicvc, puts them in an 
advaniiigeous position visd-vis  insurcrs in ihe UK. Al! ihis is  crpccially relevanr. 
bcaring io mind ihc announccmcni last Novcmbtr by Sir Lcon Brittan oT thc 
idca o( the one-passpori liccnm lor insurancc. foltowing ihc prtctdeni crcatcd 
by what has happcned ín thc banking field. Should this come aboui. and ihis 
musi be a qucsiion o f  'when'. rather than 'ir, both insurcrs and policyho\dcts 
wi l l  look at rhc ovarall cnvironment o f  thc variour ierritofits within ihc Euro- 
pean Communiry lo decide where ihey wish to do business. They will look at 
ihe overall piciure, at ihc quality oT life. as well as tlie cosi oT doing busincss 
and rhey wilf have regard to the taxaiion and regulatory structurc. This may ap- 
pear depressing i o  us in [he UK i n  thc lighr of somc n i  ihe concerns thai I havc 
exprcssed, bu1 happily ihe solution in many casa l i es  wirhin our own national 
control. Ii depends purcly on the imp~r iance thai ihe UK govcrnmeni aiiachcs 
l o  ihesc issues. 

Dcspite thesc caveats, t belitvt ihat Lloyd's in  the 1990s will coniinuc ro 
be a flexible marktt. responsive to ihe needs a i i t s  clicnts. at the carne i imt  pro- 
viding an attractive rciurn ro its namcs. London, ~hcrclorc. wiih a thriving Lloyd's 
marker at iis heart, wil) ~ r n a i n  ihe ¡-DI ihe world tnabling  he 
insurance industry to mainiain i t s  valuable contribution to ihc cconornic healih 
of ihc naiion. 
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