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Members of the Association of Professional Women in Insurance – and any gentlemen

who may be present – good afternoon to you and thank you for inviting me here today.

This is my first visit to the United States in my new official capacity as the Chairman of

the Lloyd’s of London insurance market. It is also my first opportunity to speak publicly

in your country in this capacity, so I thank you again.

I have travelled to the US many times and have always enjoyed the country and its

people. Indeed, I have a second home here in Georgia, which I try to visit as many times

as possible. And it was thinking about my own personal relationship with the US in

preparation for this speech, that led me to consider Lloyd’s – and the wider European

insurance industry’s –relationship with you country. And that is what I want to speak to

you about today.

In particular I want to examine:

� Why I believe that relation is different to other trans-Atlantic relationships that exist

in the financial services sector

� I want to look at who the relationship has grown up and what it means to both parties

� I want to delve into the pros and the cons
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� And I want to see what the future holds for both of us on either side of ‘the pond’, as

we sometimes call it.

But let’s start with you – with the Americans. And as a European, one of the things that

first strikes me, is that you have an entirely different sense of scale to us.

An American family will think nothing of upping sticks and moving half way across the

continent for a new job. Americans are quite happy to drive or fly hundreds of miles for a

weekend trip – or even a night out. For us in the UK, travelling from one of our cities to

another is a substantial journey; for you, it would hardly register.

A colleague of mine was on vacation in Savannah, Georgia and got chatting to an

American who was a documentary filmmaker and had been to the UK many times. The

American began to mention places in Scotland and my colleague had to admit that he had

never visited some of these.

“Why on earth not?” said the American. “You could drive round the whole of the UK in

two days.”

He had a point. You can indeed do that – but no Brit in his or her right mind would ever

consider doing such a thing.

And that to me sums up the different way we have of thinking about distance and about

scale.

Let’s apply that now to business. 

Consider the UK motor industry.  The UK is proud of the fact that it exports over $3.4

billion1 worth of vehicles to the US every year. To us, it seems a substantial figure. But

when you consider that the US’s domestic automobile manufacturing industry alone is

                                                          
1 World Trade Organisation, 2002
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worth over $300 billion a year2 – and that’s not including the value of other imports – the

UK’s exports pale almost into insignificance.

Now, by way of contrast, let’s turn to the insurance industry.

Almost one third of all US specialist commercial lines business is written outside the US

itself.

A recent report from the Reinsurance Association of America – the RAA – shows that, in

2001, foreign insurers from over 98 different jurisdictions, participated in the US market.

They accounted for $37.3 billion in premiums, an increase of 49 per cent on the previous

year.

Most of that foreign reinsurance came from Bermuda, the United Kingdom, Ireland and

Switzerland. The UK itself accounted for $3.9 billion of reinsurance premiums, of which

around 75 per cent found their way to Lloyd’s of London.

Also in 2001, total US reinsurance recoverables from foreign reinsurers grew to a

staggering $80.7 billion, 40 per cent up on the previous year.

Now that is, to coin a phrase, one hell of a relationship.

Turning to Lloyd’s itself, 93% 3of companies listed in the Dow Jones Industrial Average

have policies with Lloyd’s.

We are now the single largest underwriter of surplus lines business4 in this country.

That’s a tremendous achievement by what your regulatory system labels ‘an alien

insurer’. How many other sectors of the US financial services industry can a European

business hold its hand up and say quite genuinely that it is number one?

                                                          
2 Automotive Association of the United States, 2002
3 Xhchanging, 2002
4 AM Best Annual Review of Excess and Surplus Lines industry, September 2002
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Last year, the amount of premiums we wrote in the US rose to $8.2 billion, our largest

figure ever, up 15 per cent on 20015. This confirms the US’s position as Lloyd’s largest

single market.

I’ll return to Lloyd’s relationship with the US in more detail later in this speech, but I

want us to turn our attention to the horrific events of 9/11 for a moment.

My point is that the US-European relationship in the insurance industry is quite unique.

Indeed, the US’s dependency on Europe in this respect is extremely unusual for the

world’s greatest trading power.

If any event in the last 50 years has best illustrated the US’s dependence on the financial

strength, security and resilience of European insurers and reinsurers, it is 9/11.

Of the 10 insurers facing the highest gross losses from 9/11, only two are American6. Just

two. Of the other eight, one is Bermudan, two are Japanese, and the remaining five are

European – Lloyd’s included. In terms of the losses they sustained, the two US insurers

net losses are $3.4 billion; between them the European insurers have a net loss of over

$10 billion.

Lloyd’s has the single largest loss of any insurer. Our gross exposure is $8.98 billion7. To

date, we have paid over $2.8 billion in claims, and we’ll ultimately sustain a net loss of

$3.11 billion – our largest single loss ever.

In the immediate wake of 9/11, not only did Lloyd’s have to deal with the incredibly

complex claims and underwriting issues, it also transferred some $5 billion into the trust

funds that any alien insurer is required to maintain in the US. This means that, in effect,

                                                          
5 Xchanging report LEG720
6 Aon WTC Bulletin, 2002, Benfield WTC Bulletin, November 2002, Morgan Stanley, September 11
edition
7 Lloyd’s Office of September 11
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we double fund our claims, particularly where it is a claim on a reinsurance policy. We

must put 100% of our liability into our trust fund and we must pay the claim itself. Only

then will the capital placed in the trust fund flow back across the Atlantic to the UK.

But the US-Lloyd’s interdependency is not purely about flows of capital back and forth

across the Atlantic. In the dark days that followed 9/11, amid the confusion and grief and

the emergence of what we might one day consider to be a new world order, the ability of

many US insurers to write terrorism and property cover almost collapsed. Not only were

your businesses having to deal with their own personal shock – and in many cases tragic

losses of life – they were grappling with a set of risks, aggregations and almost infinite

possibilities that frankly made nonsense of much of what underwriters had been trained to

believe and base their calculations upon.

Again, the Europeans were able to step in to fill the breach.

We in the London insurance market have always prided ourselves on our

entreprenurialism, our expertise, and out innovative approach to underwriting. We are

also, I believe, one of the most risk-hungry sections of the international insurance

industry.  The unique and specialised nature of the risks the London market must consider

on a daily basis, has bred a different type of underwriting there – a type of underwriting

in which anything will be considered, and in which the interplay of broker and

underwriter – their face-to-face negotiations – lead to enhanced flexibility and a

willingness to do business.

Does the America insurance industry lack that attitude? No, not entirely. But it certainly

does not have it in such abundance and in such a clearly defined geographical area as the

quarter square mile of the City of London between Tower Bridge and Bishopsgate.

The American and European insurance markets have their roots in very different eras and

different customer needs.
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The London market first sprang up during the mid-1600s when the first coffee shops

sprang up in our capital city and business was done on these premises. 

And just as an aside, Lloyd’s still has a coffee shop on its premises – only today the

coffee is supplied by Starbucks. And I suspect the price of a cup has risen somewhat

since the 1600s. An interesting comment on the state of today’s luxury beverage market!

But from those early days of writing policies to cover ships and their cargoes on epic

voyages around the then sketchily mapped world, the European system of risk taking has

led to a market able to write exotic risks such as terrorism, war, kidnap & ransom,

political risk, civil risk, cyber-liability – and even the odd TV gameshow.

The American industry, by contrast, lacked the geographical nucleation that could be

achieved in the major European capital cities and tended to focus on more personal

business – home owners, farmsteads, ranches, small businesses. After all, why chance

your luck on the high risk business when the underwriters back in the Old World could

deal with that?

From these early foundations, our two markets have grown together – their roots have

intertwined, to continue my horticultural metaphor. And I believe the key developments

of today and the future will only serve to strengthen the bonds further.

All of us have witnessed the impact of globalisation on our industries and our individual

businesses. All have us had had to adapt to deal not in a state market, or a regional

market, or even a national market, but a market whose boundaries have expanded to take

in most of the world as we know it today.

When our businesses consider their strategies, they must do so not by taking into

consideration what our immediate competitors are doing, but by what may be happening

in different time zones, different continents. Americans, Japanese, Bermudans,
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Europeans, Asia-Pacific – we all interact, all have the capacity to take business, or indeed

give business to one another.

The speed at which capital can move – and the distance that it is prepared to travel in

search of a good return – has also increased. We saw that in the aftermath of 9/11 when

fresh capital was injected into our industry, rapidly finding a home for itself in Bermuda,

London and other non-US domains.

Consolidation is continuing apace. We see it at work in the Lloyd’s market. This year we

will have 71 syndicates8 – but that’s 71 very big syndicates, by Lloyd’s standards, giving

us our largest ever capacity of $21.6 billion9. And the important factor here is that

consolidation is not hampered by national boundaries. On the contrary, we’ve watched

the giant US brokers such as Marsh and Aon embark on a global wave of acquisitions

that have seen their organisations grow to unprecedented sizes in the broking industry.

The same is happening among the insurers.

And adding fuel to this fire is the rise of e-commerce. The ability for an insurer in

Country A to use the internet to reinsure themselves with a reinsurer in Country B is now

a daily occurrence. These electronic lines of communication have created a web of

commercial transactions which are now binding global industries like our own together in

a new and powerful way. It is a web that will only grow tighter and more all

encompassing as the power of our technology and our imagination grows stronger.

Lloyd’s is only too aware of this sea change, and is taking steps to ensure it is a major

player in the coming revolution. Later this year – indeed, in the next few months – you

will be hearing about something called Project Blue Mountain. Some of you may already

be aware of it. Project Blue Mountain is a Lloyd’s-backed scheme to bring a previously

unknown degree of interconnectivity between the IT systems of brokers and underwriters

in the US and United Kingdom. Now, interconnectivity is a word much beloved out our

                                                          
8 Lloyd’s Members Services Unit (MSU)
9 MSU
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IT people, but it’s not one I’m a great fan of myself. There can be few words in the

English language whose level of comprehension is so at odds with its meaning.

Interconnectivity means communicating with one another – what you and I are doing

now, I hope. And Project Blue Mountain will allow IT systems which have never talked

to each other to do exactly that. And in talking to each other, risk data will be transferred

easily and accurately, thus creating massive savings in time and resources.

But enough plugging of Lloyd’s latest innovation. You’ll get plenty more of that as the

year progresses. We were talking about the nature of the dependency of the US on

European insurers, but ‘dependency’ is not really the correct description. In reality, it’s an

‘interdependency’. After all, any good relationship that lasts must be a two-way thing.

And certainly, working so closely with the US has major benefits for us Europeans.

For example, those of us who speak English gain the American ‘take’ on our language.

Twenty years ago, none of us on that side of the pond knew how to strategize. Now we

can do it with our eyes closed. We didn’t know how to order a vente skinny moccachino

with caramel and whipped cream – and that includes the Italians who technically invented

the drink in the first place.

A former CEO of the J. Walter Thompson advertising agency – he was an Englishman

who’d spent many years in the US – said that he’d discovered the difference between

English-English and American-English. And it all boiled down to a single word that

existed in the Brits’ vocabulary, but not in the Americans’. And the word

was…Hmmmmmmm.

And do you know what? The moment he told an English audience this, they all went :

Hmmmmm. It’s true.

But seriously, English in whatever form has become the dominant language of global

business because of one simple reason: it is the language spoken in the United States.
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Your involvement with Europe has finally provided us with the business lingua franca we

have all needed.

On a more tangible note, you have provided our industry with capital. Some 30 per cent

of the capital backing Lloyd’s of London today comes from the US and Bermuda10. That

is a substantial stake by any means.

You have also provided us with a style of doing business that is more in keeping with the

21st century. So many of the management ideas and concepts we rely upon today come

from the United States. Once upon a time, the United Kingdom was described as the

workshop of the world. Today, the United States in is the think-tank of the world.

On the other hand, I would be guilty of being disingenuous if I did not confess that, from

a European perspective, there are one or two less desirable imports from the US.

Litigation. We may have invented it, but you took it to a totally new level. And

compensation. Let me give you an example. My home in London is over 200 years-old.

Down in its basement, there is mould growing. How do I deal with it? Well, once every

few years, I get it painted over. No more, no less. I do not sue anybody, nor do I seek

compensation. That approach is probably the norm in the UK. It may well not be the

norm in the US. That is one of the difference between our countries.

But one of the very, very positive aspects of Europe’s relationship with the US, is the

need for us to improve our customer service standards to match your expectations.

The US is rightly known as the country with the highest customer service standards in the

world. We in London are having to play ‘catch up’. Once upon a time, London’s poor

service standards were not a matter of concern for us. After all, we were in London. But

some of those issues I mentioned earlier – globalisation; e-commerce; the

interdependency with the US – have made it an issue. We can’t just hide behind the

notion that we’re British so it really doesn’t matter if we behave like the owners of some

                                                          
10 MSU
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sort of second-rate seaside hotel – a Fawlty Towers, if you remember the John Cleese TV

show. We have to provide services standards that match those anywhere else in the

world.

That is why we have embarked on a programme of modernisation in the London market

known as LMP.

And that is why Lloyd’s itself has embarked on an aggressive programme of reform,

which will see many of its old, out-moded structures swept away. 

Key among these reforms is the introduction of the concept of a Lloyd’s franchise. This

franchise works on the principle that Lloyd’s centrally owns the joint assets that go to

make up the Lloyd’s brand – our name, our network of international trading licences, our

reputation. Each individual Lloyd’s underwriting business gains the benefit of these

assets, but in return, will now sign an agreement with Lloyd’s to abide by a range of

standards and underwriting guidelines that will protect and enhance the Lloyd’s brand.

The aim of this franchise concept is to introduce a greater degree of financial stability to

the market and to ensure sustained profitability in the long term. The franchise will

achieve this by a greater degree of proactivity in our business planning and monitoring of

syndicate performance. Where once Lloyd’s could only take action after a syndicate had

got into problems; now it will be able to take action before problems materialise and

affect the financial performance of the market as a whole. This is a major shift in Lloyd’s

thinking and will, I believe, usher in a new era in the market’s performance.

I should probably add here that I, too, am part of the reform programme at Lloyd’s –

although you may not think it to look at me. I am the first Chairman of Lloyd’s in over

300 years to be appointed from outside the insurance market. Every other chairman has

been either an underwriter or a broker. I was neither. In fact my last position was as Vice-

Chairman of Deutsche Bank in London. In order to reform, Lloyd’s sought out a

Chairman with experience of the broader business world – in both the UK and overseas. I
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am very proud to be the person they selected and I look forward to presiding over the

market as moves back into the black – dramatically so – for the first time since 1996.

My point, however, is while changes such as these have taken place at the instigation of

Lloyd’s itself, much of the impetus to reform has come from the need to maintain that

interdependency with the US industry. It is a factor that is pushing us down the road

towards a new, modern efficient, and transparent Lloyd’s that is able to maximise the

wealth of all its capital providers.

Will that interdependency change I the future? Yes, I believe so. There are tensions in the

relationship which, over time, will exert their influence.

Europe is changing rapidly. The growth of the European Community and the move

towards a single market with insurers able to trade throughout the economic region will

increase Europe’s influence – the so-called passport system of trading. Add to that the

move towards the common currency of the euro.

The system of regulation in the US causes some difficulty for foreign insurers such as

Lloyd’s, who are required to maintain substantial trust funds equal to 100% of their US

liabilities in the jurisdiction.

The nature of risk in the US is changing. 50 per cent of the population of the US now live

in areas prone to flooding11. That will require additional capacity and underwriting

expertise from the international markets to deal with.

These are a few examples of the forces acting on the interdependency.  How they will

change it, I cannot say for sure, but change it they will. Time will tell.

                                                          
11 Insurance Information Institute (III)
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So, that, then, is the nature of the interdependency between the US insurance industry and

its European counterpart. It is, as I have said, a unique relationship in that few other

European industries provide such a substantial amount of capacity to the US.

It is a relationship founded on mutual benefit and highlighted by the events of September

11.

Globalisation, the rise of English as the universal business language and e-commerce will

strengthen that interdependency.

The consolidation of Europe, the rise of European single currency and the changing risk

profile of the US will undoubtedly alter it.

But let me conclude with the following observation. The future for all major industries is

a global future. Globalisation has become one of, if not the, major factor driving the

world’s commercial evolution. It is a road down which everyone is going to have to go.

But we in the insurance industry can take some confirm from the fact that it is a road

down which we are already well advanced. The type of international relationship I have

been speaking today is a model for the coming globalisation of other sectors and has

positioned us will ahead of the chasing pack.

The insurance sector is a natural fit for globalisation. In fact, our was one of the first

globalised industries – although when we began to take that route, the term hadn’t been

invented.

So we should take pride in the fact that the international dimension of our industry is

showing others the way ahead. And it is heartening to know that the events of the last few

years, have strengthened our international bonds, not weakened them.

Insurance is an industry founded on the concept of the many banding together to provide

protection for the few.
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The US and European industries realised long ago that their banding together increased

their ability to provide protection exponentially.

It is a relationship in which Lloyd’s is proud to play a significant role, and which is

spurring us on to improve our commercial offering.

As I said at the beginning of my speech, this is my first official visit to the United States

as Chairman of Lloyd’s. But with a relationship as strong as this one, I know it will be the

first of many.

Thank you.
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