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Vorführender
Präsentationsnotizen
MR/MADAM CHAIRMAN, LADIES & GENTLEMEN GOOD AFTERNOON.
MY NAME IS DOUG MORTON AND I AM CHIEF ANALYST AT LLOYD’S OF LONDON.
MY DELIGHT AT BEING INVITED TO THE BEAUTIFUL CITY OF SEVILLE FOR THE EXCELLENT IUMI CONFERENCE, I HAVE TO SAY, WAS TEMPERED BY THE KNOWLEDGE THAT IN BEING PERFECTLY HONEST ABOUT WHAT I THINK OF THE MARINE INSURANCE SECTOR, I WOULD BE VERY UNLIKELY TO WIN ANY POPULARITY CONTESTS.
HOWEVER, AFTER 3.5 YEARS IN MY CURRENT ROLE I HAVE DEVELOPED A PRETTY THICK SKIN AND WITH IT THE KNOWLEDGE THAT TRYING ALWAYS TO LOOK ON THE BRIGHT SIDE IS NOT REALLY A PRACTICAL SOLUTION TO REAL PROBLEMS.  AND, LET’S BE HONEST, LLOYD’S HAS NOT HAD TO SEEK IT’S PROBLEMS IN THE LAST FEW YEARS.


Marine Insurance - Outline of
Presentation

Let’s start by NOT talking about
Marine Insurance!
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I DON’T WANT TO START MY PRESENTATION BY DIVING INTO A PLETHORA OF CHARTS AND STATISTICS FOR ONE CAN EASILY MIX, MATCH, CUT AND PASTE STATISTICS TO SAY PRETTY MUCH WHATEVER ONE WANTS THEM TO SAY.  

SO, I’D LIKE TO START BY STEPPING COMPLETELY AWAY FROM THE MARINE INSURANCE ARENA AND ASK YOU ALL TO THINK ABOUT YOURSELVES IN A MORE GENERAL SENSE.  AS BUSINESSMEN AND WOMEN RATHER THAN INSURANCE PRACTITIONERS.


Question - What Is the purpose of any
business?

Answer - twofold;

1. To provide products/services which
customers want and are prepared to pay for

2. To provide an adequate return on the
capital provided by the capital providers
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HAVING RECENTLY READ A BOOK ABOUT THE REDOUBTABLE JACK WELCH WHO BUILT THE WORLD’S MOST VALUABLE COMPANY IN GENERAL ELECTRIC – IN PREPARING FOR THIS PRESENTATION I WAS MOVED TO THINK BEYOND THE NORMAL CONFINES OF MY JOB.

HENCE THE QUESTION: WHAT IS THE PURPOSE OF ANYBUSINESS?  NOW MR WELCH DIDN’T ASK THIS QUESTION EXPLICITLY BUT IT WAS CLEARLY IMPLICIT IN ALL HIS AGGRESSIVE AND AT TIMES DESTRUCTIVE RESTRUCTURING OF GE OVER A PERIOD OF NEARLY 2 DECADES.  MY SIMPLE INTERPRETATION OF HIS CREDO CAME DOWN TO THE 2 PURPOSES OF ANY BUSINESS
PROVIDE PRODUCTS/SERVICES THAT PEOPLE WANT AND WILL PAY FOR
2. PROVIDE A DECENT RETURN TO THE PEOPLE WHO MAKE THEIR CAPITAL AVAILABLE TO YOU.


Consider some business examples

A former Eastern-Bloc car
manufacturer?
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SO, WITH THOSE QUESTIONS IN MIND, I THOUGHT IT MIGHT BE INSTRUCTIVE AND, DARE I SUGGEST IT, POSSIBLY AMUSING TO LOOK AT SOME BUSINESS MODELS TO ILLUSTRATE MY POINTS.

FIRST UP THEN IS THE FORMER EASTERN-BLOC CAR MAKER.  NOT REKNOWNED FOR THEIR DESIGN INNOVATION OR BUILD QUALITY…..



Question 1 - do we have a product
that customers want and are willing
to pay for?
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WE POSE OUR FIRST QUESTION – DO WE HAVE PRODUCTS THAT CONSUMERS WANT?



What would you say?
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THE MIGHTY LADA – WHO COULD RESIST.  ACTUALLY IT WAS ONLY AFTER I TRACKED THIS PHOTO DOWN ON THE INTERNET AND PASTED IT INTO THE PRESENTATION THAT I WAS REMINDED OF AN AMUSING INCIDENT.  MANY YEARS AGO MY FATHER, FOR REASONS BEST KNOWN TO HIMSELF, ACTUALLY OWNED ONE OF THESE AND TO THIS DAY ONE OF HIS HAPPIEST EXPERIENCES WAS USING IT TO TOW A PORSCHE 911 OUT OF A DITCH – A PRICELESS MOMENT.


Question 2 - does the capital provider
get an adeqguate return on his capital?
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HOWEVER, TURNING TO OUR SECOND QUESTION – IS THE CAPITAL PROVIDER EARNING A DECENT RETURN.  WELL, IN THE FORMER SOVIET BLOC, THE NOTION OF CAPITAL WAS A BIT OF AN ALIEN CONCEPT SO WITH SUCH UNINSPIRING PRODUCTS, DICKENSIAN WORKING PRACTICES AND LIMITED ADVERTISING CAPABILITIES I THINK WE MIGHT CONCLUDE….


Return on capital comrade? | think not!
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A RESOUNDING NO TO BOTH OF OUR QUESTIONS – UNLOVED AND UNLOVELY PRODUCTS AND NO MEANINGFUL RETURN ON CAPITAL.




Consider another business
example

My wife’s shop?
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LET’S LOOK AT A DIFFERENT BUSINESS MODEL.  HAVING SCRATCHED MY HEAD FOR A WHILE, TRYING TO FIND A GOOD EXAMPLE, IT EVENTUALLY DAWNED ON ME THAT THERE WAS ONE RIGHT UNDER MY NOSE.  MY WIFE’S SHOP.  WE OPENED THIS IN APRIL THIS YEAR AS AN ENTIRELY NEW START-UP, NEITHER OF US HAVING ANY DIRECT RETAIL EXPERIENCE.  SHE HAS AN INTEREST IN FASHION AND DESIGN BUT SINCE THERE IS A LACK OF DECENT QUALITY OUTLETS FOR CHILDRENS’ CLOTHES AND SHOES SHE THOUGHT LET’S FOCUS ON THAT.


Question 1 - do we have a product(s)
that customers want and are willing to
pay for?
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SO THE FIRST QUESTION OBVIOUSLY IS – HAVE WE PLUGGED A GAP IN THE MARKET IN RURAL SOUTH NORFOLK OR HAVE WE JUST FLUSHED A CHUNK OF MONEY (MY MONEY AS IT HAPPENS) DOWN THE PLUGHOLE?


We think so!
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WELL SO FAR SO GOOD, WE HAVE MANY REGULAR CUSTOMERS ABSOLUTELY DELIGHTED THAT THEY DON’T HAVE TO TRAVEL 100 MILES TO LONDON TO BUY DESIGNER CLOTHES FOR THEIR KIDS.  SO HAPPY CUSTOMERS A POSITIVE START.
FOR THE MORE OBSERVANT AMONGST YOU, YOU MIGHT BE ABLE TO MAKE OUT THE NAME OF THE SHOP WHICH, FOR REASONS THAT REMAIN A COMPLETE MYSTERY TO ME IS MONKEE.


Question 2 - does the capital provider
get an adeqguate return on his capital?

| remain patiently optimistic!

LLOYD'S



Vorführender
Präsentationsnotizen
TO THE DELICATE QUESTION OF WHETHER THE BUSINESS IS GENERATING A POSITIVE RETURN….WELL AS THE SOLE CAPITAL PROVIDER AND BEARING IN MIND THAT MY WIFE WILL PROBABLY SEE THIS PRESENTATION AT SOME POINT, LET ME JUST SAY THAT  I REMAIN PATIENTLY OPTIMISTIC!

SO, A YES TO OUR FIRST QUESTION AND A QUALFIED NO TO THE SECOND…..


Consider a third business example

General Electric?
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FINALLY, LETS CONSIDER A THIRD EXAMPLE…THE MIGHTY GENERAL ELECTRIC


Question 1 - do we have
product(s)/services that customers want
and are willing to pay for?
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THIS BEHEMOTH OF AN ORGANISATION EMPLOYED UP TO 70,000 STAFF AND WAS INVOLVED IN JUST ABOUT EVERY BUSINESS SECTOR YOU COULD THINK OF SO……  


Apparently - Yes!

Home Products Financial Services
 Appliances * Business Finance
e Lighting « Capital Resources
» Consumer electronics e Insurance

» Adhesives & * [nvestments
Sealants  Personal Finance
 Home Comfort/Safety e« Protection Plans
 Television » Small Business

15

Industries

» Automotive

* Aviation

e Energy

» Healthcare

* Retall

* Transportation
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TO THE QUESTION DO THEY DELIVER PRODUCTS AND SERVICES THAT CUSTOMERS WANT?
 I THINK THERE CAN BE NO DOUBT.  WHERE JACK WELCH MADE SUCH AN IMPACT WAS IN CONSTANTLY ASSESSING THE RETURNS AND EFFECTIVENESS OF EVERY SINGLE DIVISION AND ONE OF HIS KEY TESTS WAS, IS THIS DIVISION A MARKET LEADER OR CLOSE SECOND?  IF IT WASN’T AND WAS UNLIKELY EVER TO BE SO, IT WAS SOLD OFF – RUTHLESS MANAGEMENT BUT WAS IT EFFECTIVE?


Question 2 - does the capital provider
get an adeqguate return on his capital?
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AND BY EFFECTIVE I MEAN DID THE MOST IMPORTANT PEOPLE, THE CAPITAL PROVIDERS, GET THE RETURN THEY SOUGHT?


GE Under Jack Welch
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WELL CHOOSE YOUR MEASURE – DURING HIS TENURE, THE VALUATION OF GE ROSE 30-FOLD SO IF YOU’D BEEN LUCKY OR SMART ENOUGH TO INVEST IN GE STOCK WHEN JACK WELCH TOOK OVER, YOU’D HAVE DONE PRETTY WELL.

SO, DISTINCTLY POSITIVE ANSWERS TO OUR TWO SIMPLE QUESTIONS – HAPPY CUSTOMERS AND HAPPY CAPITAL PROVIDERS.


Three different business examples
"hree different outcomes

Now let’s turn to the Marine Insurance
market
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18



Vorführender
Präsentationsnotizen
NOW, HAVING SET THE SCENE, LET’S APPLY THESE TESTS TO OUR SHARED AREA OF INTEREST OR IS IT PERHAPS AREA OF CONCERN?


Question 1 - do we have a product(s)
that customers want and are willing to
pay for?
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IN AN AGE OF FLUID CAPITAL AND SMART FINANCIAL ENGINEERS, I GUESS IT’S A FAIR QUESTION TO ASK – DO WE STILL HAVE PRODUCTS OR SERVICES WHICH OUR CLIENTS NEED?  LET’S LOOK AT SOME SNIPPETS OF DATA FOR AN ANSWER….. 


Norwegian Hull Gross Premiums
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54% drop in premiums 95-02
THESE FIGURES FROM THE NORWEGIAN MARKET REVEAL GROSS PREMIUM INCOME OF $56M IN 2002 WHICH WHILST SUGGESTING THAT CLIENTS ARE STILL BUYING THE PRODUCTS THEY ARE PERHAPS BUYING LESS THAN THEY USED TO.

OR IS IT THAT THEY ARE BUYING THE SAME BUT JUST PAYING A LOT LESS FOR IT?  FROM 1995 – 2002 INCOME HAS FALLEN BY 54%.


French Marine Hull Premiums
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29% drop in prems 93-02
WHAT ABOUT FRANCE?  AT $218M, THERE IS STILL DEMAND FOR THE GOODS IN 2002 BUT AGAIN, THE DOWNWARD TREND IN INCOME IS UNMISTAKABLE FALLING 29% SINCE 1995.  DO YOU THINK PERHAPS THAT INSURED EXPOSURES HAVE FALLEN BY 29% OVER THIS PERIOD?


Lloyd's Marine Hull Gross Premium
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39% drop in prems 93-02
AND NOW TO MY SHOP…MY OTHER SHOP. AT $489M IN 2002 WE ARE SELLING STILL FINDING EAGER BUYERS BUT AGAIN THE TREND SHOUTS OUT THAT SOMETHING HAS CHANGES OVER THE LAST 10 YEARS WITH INCOME DOWN BY 39%.
SO IF EVERYONE’S INCOME IS DOWN, BY AT LEAST 30% DOES THAT IMPLY THAT RATHER THAN BUSINESS JUST SHIFTING FROM ONE MARKET TO ANOTHER ITS EITHER DISAPPEARING OR IS IT SOMETHING SIMPLER.  I’M NOT AWARE OF THE WORLD’S FLEETS SHRINKING DRAMATICALLY SO THERE OUGHT STILL TO BE A LARGE MARKET FOR OUR PRODUCTS.  IT SEEMS TO ME THE SIMPLE SOLUTION IS THAT WHAT HAS CHANGED SO MUCH IS NOT THE DEMAND, IT’S THE SUPPLY OR RATHER THE PRICE OF THE SUPPLY.


Question 2 - does the capital provider
get an adeqguate return on his capital?
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OK, I THINK WE’VE ANSWERED OUR FIRST QUESTION IN THE AFFIRMATIVE, WHAT ABOUT THE SECOND….THE RETURN GENERATED.

HERE’S SOME MORE EVIDENCE..


Norwegian Hull Gross Incurred Loss Ratios
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LOOKING AT THE NORWEGIAN MARKET FIRST AGAIN, THIS CHART REVEALS THE GROSS INCURRED LOSS RATIOS OVER THE LAST 7 YEARS.  NOT A TERRIBLY PRETTY PICTURE AND I SAW IN A RECENT ARTICLE THAT THE HEAD OF CEFOR, TORE FORSMO, RECKONS THAT ONCE THE MAJOR LOSSES IN THE 4TH QUARTER OF 2002 ARE FULLY FACTORED IN, THE LOSS RATIO WILL PROBABLY TOP OUT AT 160%.

NOW THIS IS JUST THE LOSS RATIO – WE’RE NOT TAKING INTO ACCOUNT EXPENSES AND THE COST OF CAPITAL AND WE HAVE TO ASSUME THAT INVESTMENT INCOME DOESN’T ADD UP TO VERY MUCH THESE DAYS SO ALL IN ALL, SOME PRETTY SERIOUS MONEY IS BEING LOST HERE.


French Hull Gross Incurred Loss Ratios
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THE PICTURE IS MARGINALLY BETTER HERE, BUT I REALLY DO MEAN MARGINAL.  AGAIN THIS IS JUST THE REPORTED GROSS LOSS RATIO AS AT THE LAST YEAR END SO THESE FIGURES ARE NOT FULLY DEVELOPED AND DON’T FACTOR IN EXPENSES, REINSURANCE COSTS OR THE COST OF CAPITAL SO AGAIN, THE AGGREGATE POSITION IS DISTINCTLY NEGATIVE.

WHAT ABOUT MY OWN STABLE OF STOUT UNDERWRITERS….


Lloyd’s Hull Net Ultimate Loss Ratios
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WELL, YOU MIGHT IMAGINE AS A REPRESENTATIVE OF THE LLOYD’S MARKET I’D BE KEEN TO SHOW THAT WE’RE BETTER THAN EVERYONE ELSE BUT I REALLY DON’T SEE MUCH POINT IN THAT.  THIS CHART IS SLIGHTLY DIFFERENT FROM THE PREVIOUS ONES AS IT SHOWS THE ESTIMATED ULTIMATE RATHER THAN JUST CURRENT INCURRED POSITION.  BUT WHAT IT REALLY SHOWS IS THAT WE’VE BEEN EVERY BIT AS ADEPT AS THE REST OF THE MARINE HULL MARKET AT LOSING MONEY HAND OVER FIST.  

I KEEP BEING TOLD BY UNDERWRITERS THAT CONDITIONS ARE IMPROVING AND RATES ARE RISING BUT, FRANKLY, I REMAIN PRETTY SCEPTICAL THAT ENOUGH IS BEING DONE TO PULL THIS MARKET OUT OF THE RED AND INTO THE BLACK IN ANY MEANINGFUL WAY.


Lloyd’s Off-Shore Energy Net Ultimate Loss
Ratios
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I WAS KEEN TO DO A REVIEW OF THE ENERGY MARKET SIMILAR TO WHAT I’VE JUST SHOWN ON THE HULL MARKET BUT UNFORTUNATELY, THE DATA WAS NOT SO READILY AVAILABLE.  HOWEVER, I’M REASONABLY COMFORTABLE IN SAYING THAT LLOYD’S EXPERIENCE IN OFF-SHORE ENERGY BUSINESS IS PROBABLY NOT THAT DIFFERENT FROM EVERYONE ELSE’S.

AND WHAT CAN ONE SAY ABOUT THAT EXPERIENCE…WELL WITH NET ULTIMATE LOSS RATIOS RUNNING IN THE 150% RANGE FOR 4 YEARS RUNNING, IT DOESN’T TAKE A MATHEMATICAL GENIUS TO REALISE THAT A GREAT DEAL OF MONEY HAS BEEN LOST.  

THAT THERE WAS A SUBSTANTIAL RECOVERY IN 2001 AND INTO 2002 IS HARDLY SURPRISING, GIVEN THE MONEY LOST, BUT WHAT I FIND REALLY REMARKABLE IS NEWS FROM COLLEAGUES AROUND THE MARKET THAT PRESSURE ON RATES AND CONDITIONS IS RE-EMERGING ALREADY.  WHAT THIS POINTS TO IS A RAPID DETERIORATION IN THE SHORT-LIVED PROFITABILITY AND HENCE, POTENTIALLY, A RETURN TO LOSS MAKING RESULTS.


Lloyd’s Net Ultimate Loss Ratios
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TO PUT THIS MARINE MISERY INTO SOME CONTEXT, HERE’S A VIEW OF THE OVERALL LLOYD’S MARKET’S RECENT EXPERIENCE.  THERE’S NOT MUCH TO BE PROUD ABOUT HERE, OUR PERFORMANCE THROUGH THE LATE-1990’S CERTAINLY LEFT MUCH TO BE DESIRED.  HOWEVER, WE ARE CONFIDENT THAT 2002 AND 2003 WILL SHOW A DRAMATIC TURNAROUND IN OUR FORTUNES AND WE’RE DETERMINED TO RESIST THE PRESSURES THAT ARE ALREADY EMERGING ON PRICING AND TERMS.  THE RECOVERY ACROSS OUR MARKET IN 2002 WAS DECISIVE – IN THE MARINE HULL MARKET, IT REMAINS UNCONVINCING.


Marine Hull Insurance — worth the
effort?

e Question 1 - do you have
product(s)/services that customers
want and are willing to pay for?
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SO TO ANSWER THIS QUESTION, I DON’T THINK THERE CAN BE MUCH DOUBT THAT OUR CLIENTS ARE STILL KEEN TO BUY OUR PRODUCTS.


Marine Hull Insurance — worth the
effort?

e Question 2 - does your capital
provider get an adequate return on
his capital?
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BUT IN ANSWERING THIS QUESTION, THERE ARE VERY FEW OF US INDEED WHO CAN HONESTLY SAY THAT OUR CAPITAL PROVIDERS ARE GETTING A GOOD DEAL.

SO, IN THE GRAND SCHEME OF THINGS, WHERE DOES THIS LEAVE US?  WELL, TO USE MY BUSINESS EXAMPLES EARLIER AS A GUIDE I’D LIKE TO POSE THE QUESTION OF ALL OF YOU…


As a business, which category best
describes you?

1. a Lada?
2. a Monkee? or
3. a General Electric?
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AS A BUSINESS, WHICH CATEGORY BEST DESCRIBES YOU

ARE YOU A LADA…….A MONKEE …….OR A GENERAL ELECTRIC?


And Finally.....

Jack Welch reminds us...

“Control your destiny, or someone
else will!”
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LET ME CLOSE BY GIVING YOU AN INSIGHT INTO HOW WE AT LLOYD’S ARE TRYING TO SUBVERT THE IMMUTABLE CERTAINTY THAT IS THE UNDERWRITING CYCLE.

OUR ANALYSIS HAS SHOWN US THAT BEING SMART AND BEING NIMBLE IS A MUCH BETTER WAY OF DELIVERING A RETURN TO YOUR CAPITAL PROVIDER THAN STRIVING FOR SCALE AND MARKET SHARE.  THIS MEANS IN MANY LINES OF BUSINESS WE HAVE TO OPERATE OPPORTUNISTICALLY WHICH MEANS TAKING ADVANTAGE OF HARD MARKETS BY MAXIMISING OUR INCOME AND WITHDRAWING PROMPTLY FROM AREAS WHERE THE OPPORTUNITY HAS RECEDED.

I’D LIKE TO LEAVE THE LAST WORD WITH ONE OF THE GREATEST BUSINESS LEADERS OF OUR TIME AND A LESSON HE LEARNED FROM HIS MOTHER AT AN EARLY AGE….


JUMI Conference
Marine Hull Underwriting

Doug Morton, Lloyd’s Chief Analyst
15th September, 2003
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