RATING MARTNE CARGO RISK & INTERNATIONAL COMPETITION

by - Mr. Mohad. CHOUDHURY

Rating of marine 6argo differs from determination of pfice'commodities
i% a gﬁfi&%¥ of manners. Whéreas,'in fixation of price of certain manufac-
tured goods one can add up various factors such as cost of production,
admlnlstratlve expenses, sale expenses and proflt, in case of marihe insurance
one cannot come to the agreed price or rate as ea811y; The most important
' factor in thé determination of the prlce is the prime cost which in case
of:marihe éafgb insurance, is eqﬁivalent to the claim cost. You will
| 1mmed1ate1y agree ‘with me that, clalm is a factor which is difficult to
| determlne in advance and hence, the mechanlcs of rating with all the implie
oatlons have to be gone into.
1 w1ll now attempt spllttlng up various factors that requlre examlnlng,

before a marine cargo rate can be determined. I will first deal with the

E

faotors that contrlbute to the cost of clalms H

a) Cargo
b) Voyage
c) Ship

) Cover

Cargo : I am taking up "Cargo" first for the ease of understanding, as
:normally the first thlng that a progpective client mentions to an-
underwrlter, is the cargo or the consignment he is exportlng or 1mport1ng.
The underwrlter immediately reacts to the 51tuatlon as he is generally
faware of the susceptlblllty of damage in a partlcular type of cargo.

The con31gnments dxffer widely, but for the purpose of underst&ndlng

it will be enough if I mention just a few-broad types in an attempt to
d;fferentlate them from one another. Cargo ‘oan consist of machlnery in

'crates, mannﬂactured.consumer goods in retail packlng in cases,’ bag CaTgo,

baikmeayg@¢meamenwtanksr4#uqynxmw;carguﬂaniqxu%mugn,deck Obviously,

there is a great deal of dlfference between the various cargoes mentloned
above. '

1f the con31gnment in question is heavy machlnery, in many respects
it is 1ess susoeptlble to damage than consumer goods in cases. 51milarly,

UNCTAD/INS/22
GE.78-70388




-2 -

paper in fims'Will be consideréd-considerably more suscepitible to damage
than steel billets. O0il in bulk on the other hand, althought seemingly
dangerous, is a better risk than dry cargo generally in parcels.

- We will now proceed to examine voyage and try to establish a

connectlon between the voyage and the cargo.

Voyage . Every consignment export or import or inland transit must

originate at a certain point and terminate at another point. Generally
the voyage wiil involve two countries and a standard policy will cover
the consignment from the seller's warehouse to the buyer's warehouse,
locatedyinethkrit raspebtive countries. The entire transit from wafehouse
to warehouse is a voyage that must be taken into consideration. Whereas,
the voyége can be very short between two points in one &ity or one .\
country, it may be very long ooverlng several seas half way around the
world. - Time taken in a voyage can be as little as cne day or as long as
three or four mdnths. If delay, transhipment, inland trapslt at both ends
or either end, time taken in customs cleatance, extrs time taken due to
port congestion, are all taken into account, & voyage can be sometimes
as long as 8 to 12 months. _

Whilst examining voyage it is necessary to examine the condition
of the port, the lcading and unloading facilities, whethér lighters or
barges are used, what period of the year it involﬁes, and what are the
seas the ship will pass through. On each of these aspects it is possible
to deliberate for long on account of fhe.implications of each one of them,
but the object is to determine briefly, how in a general way, a voyage i
a very important contrlbutory factor in flxatlon of “rate, 'Quife natﬁrally
1f lighters or country'crafts are used for loadlng or unloading or both,
the cargo is eqused more to the danger of loss. Similarly, if the ship
has to pass throukh stotmy seas, as will ‘be the case in Bay of Bengal
between April and Nbvember, or Baltic Sea in w1nter months under icing

conditions, the entire ship is exposed %o greater danger of sinking or

damage, naturally involving the 1oag_or dduege of.earg@ to a great extent.

Commonsense will tell that & voyage lasting for 6 months is certainly
exposed to far greater rigk than another voyage exposed fbr only 30
days, with other things being equal. Agein inland transit is an impor-
tant contribufeﬁj factor dependingg alsc on the mode qf.txansport,

motorlorry, rail or water ways.
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Having briefly analysed the voyage I will now go to the ship.

Ship ; As you all know ships differ in size, carrying capacity; age
and in Variéty of other manners such as tanker, bulk carriers,container
‘shipé} standardzdry cargo vessels and sc on. They also differ widely
inﬂtdnnaée grom say, 100 tons to 300,000 tons or brand new to 30 years

0ld or even older. Besides, a vessél can be classified by an approved

‘classification society, or may not be classified, or may have lost its

class. Quite naturally a very small ship is not able to stand a gale

“or a storm as well as another vessel which is large and better equipped.

' Similarly an old ship may have problems with her machinery under stress

and strain as compared to a new ship with latest machinery and modern
equipment, Vessels also differ as betweman steanm ships and motor vessels
not to talk of nuclear power ships. A vessel classified by an approved
classification society is deemed to be equipped fully for navigation as
compared to another ship which is not classified or may have lost her
class due to poor state uf fitness.

C Nowadays one other important factor as regards the ship is its
identity. Whether it is being run by an established liner company oxr
is a tramp being chartered to "Sharp Shooters". You must naturally be
aware of the numercus cases of arrests and detainments which are occuring
daiiy. This factor I believe should influence an underwriter when rating
a pariicular risk of cargo insurance snd a loading be imposed.

I will presently come back to discuss further the three factors

briefly touched upon. Meanwhile I will take the next, the cover factors.

Cover : As you know, there are various types. of covers that can be
gran%ed on a COASignment of cargo and they may differ as between the min
minimum which is 110, and the maximum whieh' is A1l Risk. I will deal
‘ﬁith.war, Strikes, Riots & Civil Commotion and Malicious damage .. -

separately., Irrespective of whether the insured requires the very.

Winimif oF tHe widemt—formof cover; the-underwriter may nevertheless
determine what rate he would charge for every kind of cover. To determine
the rate for the minimum i.e., TLO, the underwriter has K to primerily

concern himself with the ship and voyage, The cargo factor is less
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important
important since the loss is limited to the vessel becoming a total
losa, or & constructive total loss, or be so serignusly damaged or
inaccessible that the cargo on board is irretrievably lost.
For FPA, which is Considerably wider than TIO, khe underwr:der must
take into account the voyage, the ship and the cargo. Certain partial
losses, such as loss due to fire, or articles falling from the sling of
the.ship, would be payable as partial loss claims even though the FPA.
Clause generally limits the cover to losses other than partial losses.

_ whilé examining WPA, TFND, water damage and other wider covers,
of'the widest form of cover i.e. All Rigk, the underwriter must examine
all the factors - and in far greater depth - in order to be able %o
assess how each additional wisk affects the consignment in question.
Bagged éargo, for ezample, can be easily damaged by water, hooks or
rough handling, or the goods may be lost due to bursting and tearing
of bags. is

Glassware e. g, /11ab1e to total destruction due to rough handling
and.breakage. bHimilarly, frozen féod may completely perish due to
bréakdown nf refrigeration machinery in a vessel. Cenent bags may be
reduced to stones on cvmlng in contact with water. Toilet socap may

be rulned due to discolouring of the labels owing to excessive heat
 or contact with mud, acid or other substances, Thus, it will be

‘appreciated that the type of cover required is an extremely important

factor and the rates must widely vary as between cargo.

Qther Asﬁeots of Rating : Before proceeding further it is necessary

to point out that'apart from the claims cost there are other important
‘ ‘aspects that must be taken into account in rating. These are acquisition
. ‘cost, such as agéhcy commission or brokerage, administration:§66t.aad
proflt. By ﬁhe rule of thumb one could sS4y that there should be a
margin of abowt A% to prOV1de for thesé thiree agpects so that briefly
the rate structure emerging should be £he following s

1) Claims Cost 60%
2) Acquisition Cost 15%
3) Administrative Cost 15%
4) Profit 10%

Total 100%
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Generally, the aoqulsltlon coat to the underwrlter is determined by
market praotloe. Tt 1s normal for any 1nsurance market to pay abeout
15% towards comfiission and/or brokerage, and the undéruriter is
unable to acquire any business at below the market rate of aoqu131tlon
on account of force of competltlon. ‘
Adminigtrative cost however to a great extent depends on' the
volume of business the underwriter handlees, as iv is the case in mass
production. The AdMlnlutIdthe cost of handling, espeolally with the help
of mechanloal alds or computer, can’ fall, if the premium volume is large.
Conversely, the management expen@ee w1ll be hlgher if the business is
small. o ' ‘
Claims cost, although a very uncertain factor, can be controlled by
rate if undérwriters' etafistios, ekﬁerie;oe and knowledgé is sound.
International oompetition, which I shell later discuss; is a very big
factor in forcing rates downwards, thus increasing the cost of claims.
However,'a minimum fate‘hae to be worked cut and that must be on
the‘essumption of woret pedsible claims cost. Hope over experience
or etatletlos proves dlsastroueu very often. BRate, therefore; ‘must be
Iworked cut dt a level that st take into account all aspects of
underwrlters buginess to ensure him %areaeonable profit.
In my view, there is no better/bf explaining the mechanics of
cargo rating than by'tEKiﬁg a few instances and analysing thém by
' appiying all the four factors I have mentioned earlier and arrive at
rates. I shell'théfefofe pick out a few Nypothetical consigrments and
attempt to rate ‘them and 1n ‘doing 'so T shall select différent types
of cargoes, 1ong dnd short voyages, good, bad and large ships and
varlous types of covers & o
. . “,‘
A) Machinery in Crates from Paris to lagos by m.v. 2001 clagsified
by American Bureau, 5,000 GRT, 18 years cld. o

o

aj—to-Birminghem by m.v. 2002
classified by G.L., 7,000 GRT,16 years old.

i

¢) ' Coprs in Bags from Manila to Hong Kong by s.s. 2003, vessel not
oiaeeified,'600 GRT, 21 years old.



-6 -

D) . Frozen Prawns from Karachi to New York as refrigerated cargo:by
m.v. 2004, classified by Lloyds register,_lS@OO GRT, 6 years old.

E) Soya Bean Cil in bulk from Huston to Bombay by m.v. 2005,
clasgified by A.B., 30,000 GRT, 12 years old.

I will deal with the above items one by one

“AA)  Machinery in Crates is considered an average risk, but in the

cage in instance there are two factors particularly to be taken into
consideration. These are : the condition éf Port Lagos and the vessel
.being 18 years old which makes her over-age. For an underwriter it is
necessary to have a good knowledge of the condition of the ports of the
world. This information is available in various journals and publica+_

tions. Until sometime back the turming around time in Lagos used to be

several months. The position is said to have improved since very
considerably, In this instance, for the purpose of rating we will take
the turning around time for an ordinary ship to be 3 months and consider
suitable lc:ding for this extra lenght of thme during which the underwriter
will be at risk. _ |

.- Ag far as age is concerned, which is alsc an extremely important
factor the question érises of whether the vessel is a liner or not.
A steamer or vessel is considered a liner if she operates between certain
named ports at regular intervals and amnounces her itinerary and schedule
of stay in every port well in advance. Ordinarily, if is difficult for
a vessel to become a liner, as obviously it is not possible for a small
operator to navigate on strict liner terms. Therefore,most of the liners
would be ships forming part of major fleets which can always provide

\
alternative vesselsyin case of any casuality, or & specific vessel being

out of commission, and still maintaining the itinerary and schedule of

gervice., 18 years of age for a vessel ordinarily is ccnsidered at least

5 years more than.whdtoa: goodcdyy . cargo. ship shoudd be. The Clagsification
------------------------------- —~Glause—supervizsed vy the Institiute of London Undérwriters, provides a

guideline for additional premium for all vessels that are considered

overage... The additional premium for overage is not generally. charged .

on ships that are liners, but underwriters are advised to charge
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suitable extra premiums preferably at the scale prescribed by ILU for all
other overage vessels. . -

Machinery in crates, although likely to be wrapped insidé'ianlastio
or water resisting paper, is still 1ikély to be damaged by vater if
not directly, at least by curresion and rusting caused due to prolonged
voyage. The crates coming in contact with water may affect the @aéhinery
irrespective of wrapping, and the moisture may cause corrosién'orjrusting,
especially if the temperatures vary widely after contact with water,

Non-delivery cf a large case is an uniikely risk and normally it
‘aught to be possible for the carrier to trace. the case in question,
perhaps wrongly delivered in another port, and ultimately bring it

back to the port of destihation. Theft pilferage is less likely,

as it is not always possible for a thief to dispose of a crate of
machinery of limited, use nor is it convenient for a thief to steal
a case of machinery due to its bulk. _
Damage by oil, acid, extraneous substances, or hook, again ig’
average risk. Mud-and acid can cause damage and corrosion, but contact
with such matter or other extraneous substance is normally unlikely.
Hook-damége in crate is rather remote, unless the crate is smzll or
improperly packed.
“Possibility of damage due t¢ rough handling and consequent
" breakage is likely and must be taken note of. A case falling from the
" sling may break or seriously crack, making the entire machine in the
< crate quite useldgs. On account of the heavy weight of the crate,
handling needs care and human element adds to the risk of breakage.
Having thug generally examined fhe fainus aspects of the rigks
involved in the shipment by m.v. 2001, I will illustrate the rate

arrived at s .

L)

TLO .0.20% (based on world statists)
FPA - : E 0.25% (TL0. loaded up) -
VEWPA ST 0430%
TPND | - 0.10%
‘Water damage & rusting ' 0.15%
Mud, ‘acid-extraneous substance
& hook damage & : 0.05%
Breakage & splitting 0.25%

0.85%




‘Extra for overage vessel 0.10%
Extra for inland transit firom

Paris to say Marseille being the

port of Ocean shipment 0.10%
Extra for delay in discharge
(3 months) 0.15%

1.20%

All risk rate in this case can be rounded up to anything between 1%
and 1.25%, depending on the experience of the client and underwriters,
experience of imports of machinery to lLagos from Continent of Europe,

or similar other place of shipment.

BB) Jute_goods from Narayanganj to Birmingham by m.v. 2002 classed by

G.L., 7,000 GRT, and 16 yvears of age would present certain unusual
rigks. TFirst of all, Nerayanganj is an inland river Port in Bangladesh
and deep sea vessels do not go there. Consequently, the shipmeﬁt will
have to travel by inland river steamers, barges or even country boats
to the port of Chalna, or by rail to the port of Chittagong. In this.
case we will assume that the shipment is ccming via Chalna which,
incindently, is an anchorage and not a port, with no facility of direct
loading from dock. -Birmingham, on the other hand, is a modern city but
at considerable distance inland fwom the nearest port, so that the jute
bales have to travel by rail or moter lorry to destination., We will
assume the vessel to be a tramp and the period of shipment as the
month of June when the rainfall in Bangladesh is very heavy -~ average
rainfall in this‘country ig over 100 inches in a year - and Bay of
Bengal during Jun®t is rough and often the ships encounter cycleonic
-conditions, or severe stcims.

Jute goods in bales, even though hard pressed iron bound, can be

geriously damaged by contact with water. If the baleg are soaked

By rain, river or sea water before loading it is likely that the goods
will have depreciated to the extent of 50%, or more, when they reach
the destination. Non-delivery and TPND risks are usual and can be

compared with other bale cargces of not too higl:g yaiue,
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Damage by mud, acid, extraneous substance, or by hook, will again be
considered ag usual. There being no other serious features involved in
the ship we will now rate this consignment. We shall no' longer quote
TLO and FPA rates, having already established the principle of rating

thege covers.

' WPA 0.30%
TPND 0.05%
Water damage : 0.35%

‘? Mud, Acid, extraneous

‘ - substance and hock damage 0.05%
o | AL
§ B Additional premium for inland o
transit by water transport 0.2%%

N Addltlonal premlum for transit B N

'”:from say leerpool to Blrmlngham o 0.10% )
. . itﬁg%

The All Rlsk rate in this case agaln bdsed on the experlence of the
_underwrlter of the commodlty, comntry of Drlgln, and other factors, can
vary from 1% to 1. 1C%.

) Copra in bags from Menila to Hong Keng by a vessel not classified

and only 600 GRT and ZlAyemrs old would, by all accounts, be'a'poor risk.

_The flrst thlng to check would be whether the bags-are new or old and
.whether gunny, he581an or cloth bags. They are unllkely to be polythene,
or plastlc, sxncg it is necessary for copra to have air ventll .tion

to av01d dlcompoéltlon. The con91gnee might ask for all risk cover and
mlght even bring the plea that the shlpment is sold CIF and L/C condition
prov;dga that the 1nsurance shall be on all risk condition. A prudent

undetwfi%ér, however, would look at the risk on its merit and would

normally like to avoid all risk cover for & number of Teasons, such as %

the following :
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a) Copra in bags coming in contact with water may be discoloured
' or even rot. _
b) Heating and sweating damage is a serious hazard and may_lead_
' to decomposition or distolouring or even loss of weight dum
to excessive drying. L
¢c) Falling cff contents due to bursting and tearing of bags is a
serious hazard especially if %he bags are old or once or twice
used,
d) Hook holding again may lead to tearing of bags and loss of
contents.

e) TPND will be considered a fairly normal risk but quite often

falling off of contents due to bursting or tearing may be claimed

actbheft: and. pilferage:ifithe cower grantédiis?limiséditoizdtas
say TPND cnly. _

f) TUnclassified and very small vessels present a very serious
problem.in this respect. Hcwever, it is nécéssaf& %o point out
that always seaworthiness is admitted or presumed betwéen carge
underwriters and the insured. Thus, even when a defect in the
vegsel, or unseaworthines, are later ascertained, the cargo
underwriter will not have recourse.againsf the carriér.

g) The vessel being over Zl.years 0ld and defirately not“é liner
will be considered overage by about 6 years and not being
classed would call for a very high extra premium.

Having §ﬁélysed the various weaknesses of the shipment I will now

attempt rating the coﬂsignmént on all risk conditions although a prudent
- Tungderwriter will be well advised not to accept the risk on wider terms

then perhaps FPA or WPA, with extention limited to say, non-delivery only.

i
3

TLO  0.50% (based;on world statistics)
FPA 0.60% (TLO loaded up)

WPA 0.7% (FPA loaded up with emphasis

on sea water damage)
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ewp 0.10%
Water damage - 0. 30%
."ﬂud;'ﬁcid & Extraneous

 Substance damégé" 0.15%

Heating & Swesting C0.15%

‘Hock, Holding, Bursting

and Tearing ' 0.75% i
Extra for Vessel not
‘being classed | 0. 50%
Extra for vessel being _ |
oﬁérage & under tonnage C.75%

3. 45%

~ 4&¥oyon may be aware that the voyage between M nila and Hong Kong
normally should not take more than about 3 or 4 days. Had-the distance
been longer the rate could have been much higher specially on account of
the vessel being %%d, small and nct classed,

It woudd also/édvisable for the underwriters to make the shipment
subject to either a franchise of say 2 or %% or a claim exceéss of ' say
up to 2% with a view tc¢ avoinding small loss which.may occur under
policy on all risk condition, even on account of logs of weight due to
heating or atmospheric condition oxr inherent vice, the last aspect
not being aniineurabierrisk., The All Risk rate,: subject to the standard
Institute Cargo Clause; would thus be something arou&d 3. .

ID) In giving examples of rating I have selected Frozen Prawng or shrimps

specially to bring home tc you the serious risk to which frozen food is
expoged due to faiiure or refrigeration in the vessel, or any intermediate
storage area. Quite often covers for spoilage and rejection risks-are
also required by the consignee for the case cof préwns or shrimps being
found unfit for human consumption by the food and drug adminsitration in
the country of destination. Where such a cover is }équired it is advisable

tc have pre-shipment survey to ensure that there is no coentamination of

any types in the prawns and shrimps. Similarly, it is necessary to
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engure that the carrying vessel is fully equipped for transportation of
refrigerated cargo. Under all risk cover rejection risk will not be
included, but spoilage on account of breakdown of refrigeration machinery
will be covered within the 411 Risk Clause. Where rejection risk is
specifically required further additional premium must be charged to
provide for spoilage or rejection due to contamination or thawing.

Refrigerated cargo normally gets special treatment both at the
ports of loading and discharge and consequently all other risks are
considerable reduced. However, a casualtyy such &s stranding, cr fire
in the ship may result in the failure of refrigeration, or long delay
may result in spoilage of the prawns due to thawing and must be taken
note of.

Rating may be arrived at as follows .

WEPA 0.50% (¥PA loaded up with emphasis on stranding, fire

B ' ~ and other casualty leading to delay of failure
_ ..of fefrigeration machinery)

Water Damege 0.05%. |
- Mud, Acid & other

exltiraneousc subsiance

damagerce Gemngi0.05%

Hook, Holing,.

Bursting & -
Tearing 0.05%
Heating & ’
Sweating 0.05% )
_Damage due to
failure or 4

zbreékddwn of
1_féfrige:ation 0.50%
R % §

Rejection Risk 2.00%

3.25%
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The vessel being 18000 GRT fully classed, not old, and equipped for
refrigerated cargo does not call for any loading. Hence the all risk
rate,.including rejection cever, gap be something around 3%. It is
noteworthy that in case of rejection the consignment may become a total
losgs, as normally rejected prawns will have no market and within
United gtates they will not be permitted to be sold.  The consignment
will have to be either dumped into the sea or re-exported to any other

country where they may be used for scme other purpose.

EE) A consignment of edible oil from Houston UsA to Bombay is a typical
example of movement of soya bean oil. Nowadays most countries refine their

own edible oil and market them in the retail containers after such
. processing as hydrogenation and deoderising and hardening. The cover
may be the usual all risk, commencing from shore-tank in Houston until
discharge into the shore~tank in Bombay port. It is normal fgr 0il in b
bulk to suffer a small loss of up to about % in tremsait dwe to beaksge
in loading and discharge and/or contamination mainly by water. Otherwise
the consigmmeént is chiefly subject to the perils cf the sea with possi-.
bility of loss due to TPND, water damage, mud, acid or other extraneous .
substance being negligible., However, any damage tc the oil by water ox ..
extraneous substance will assume the state of contamination which-can
be remedied by refining process at destination, but not without incurring

expense and certain amcount of loss.
In ratifig consignment of Soya bean oil we have to account for the, ..

-

following : :
a) Basic FPA or WPA rate considering the seriousness of loss due
to oil flowing out into the sea resulting from any etranding. ...
or damage f% the ship's tanks or fire and consequent use of water,
b) Possibility of shortage or loss due to contamination and/cr
loss of contents.in course of loading and unloading due to-o0il.

flowing out. At this stage it is necessary to point .out that.

vessel tanks mustrbe éxamined by a surveyor before loading.

Apaxrt from this it is. customary for a:quality surveyor or any .
“other.inspection company to be appointed for loadirig as well ag
unloading supervision first with a view to check that -tanks are.

etc
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clean and the quantity loaded in the ships is properly recorded

and the B/L is issued for the correct quantity loaded, and second

the gquantity discharged at destination is correctly recorded and

any contamination taken note of. Any short cut to this procedure

may cnly result in trouble.

We will now rate this consignment under two heads viz. FPA and
A11 Risk. A1l Risk cover is customarly subject to the following )
Clause : "Claims due to shortage, leakage or contamination are payable

i 29
in excess of %,

FPA ' f 0.35% (TLO rate loaded up considerably to

take into account possibility of
heavier loss due to stranding, fire, etc.)
A1l Risk Cover 1.00%

' The other factors such as voyage, tcnnage, class, are al’l satis-
factory but in case of sp:6il:tsbker,a ship more than 10 years old is
considered overage. In this case a vessel m.v. 2005 is 12 years old
and conséquently should attract some overage premium. Since thet. |
vessel is only marginally overage a small additional premium may
be charged say of 0.10%, on the cther hand, if ithe experience had

been satisfactory this can be waived.

International Competition : Earlier in my lecture I have referred

to international rates based on world-wide statistiqas, in arriving

at specific rates for certain basic covers, particularly TLO and ¥FPA.
Inteinational competition in marine rating, on the one hand, is a
problem for an uﬁﬂerwriter in a developing country, on the other hand

is a necessity. But for international competition, there would not have
evolvéd an ‘international market or world-wide experience in mariﬁe

céfgoérating.

“either end. The buyer who pays the price for the goods is generally

In--a--marine-eawgo-shipnenty—alpost—invariably-two countries are
involved, namely those of the seller and the buyer. A consignment
can be sold CIF, C & P or FOB so that insurance can be obtained on




- 15 -

the one who deCldeS whether he w1ll buy CIF or say Cé& F. In deciding
on the mode of purchaae he w1ll take into account the cost of every
1tem namely the prlme coet of the goods, cost of freight and the
insurance premium, When it comes tc the insurance he will no doubt
check the rate he is likely to pay, if he were to place his insurance
on the oon51gnment, in his avn country rather than pay the price for the
1nsurance to the seller. The seller therefore ln quoting CIF prlce
must chech the cost of insurance end in order to attract CIF sale,
hag to ensure that, the premium to be pald by him, cost of which he
will Tecover from the buyer, must be reascnable and not likely to
be mere, than what the buyer will pay, should he decide %o 1nsure_ﬁa-
his own country. We can now generally come to the conclusion, that .
the rate in the seller's country is foroed down to the level of rate
prevailing in the buyer 8 country. _ : G
Where the nat.onal regulations on sale of goods and/or insurance
laws provide no restrlctlon or pretectlon_te_thexlocal compamies, it is
possible for the seller.or buyer in that ccuntry to obtain quotation
frem international insurence market such as London. The leading
markete due tq}ﬁegnitude_pf_the companies operating there and enormous .
volume ofnbueireeee the&jere able to attract, are able toiacepptilewer
rates. It is obvlous that a large company, or an underwriter at Lloyds,
on acc unt of the huge turneter is able to manage his affairs at lower
adminietrative cogt and even.lewer prqfit. _The-acquisition cost by way
. of brokerege can be less in a market such as London, again, on account
of thevvolume. Competltlon created by such major markets would force the
domestlc companies in the developing countries to reduce their rates in
order to be able to retain the business being generated from their
cpuntriee. Yet it %e:pot desirable for_a‘domestic underwriter in African
Oontinent always to follow London rate, amongst other things, for the
reaeonfthat he cannot cperate at the same low cost. or small margin of
prefit Beeldee, his volume normally is small and does not give him.

the benefit of law of average. In an unbalanced portfolleyof any

business one must pr.vide for a contingency.

Nethlng can be said against 1nternmt10nal competltlon, for
baSLCally 1t is only fair that the cost of everything should be less
and less so that ultimately the consumer benefits. Yet if there were

no restriction in placing of insurance within the country, especially
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in developing countries, the underwriters in such countries may be :
forced out of business. Thig will lead to an wnoweibuss situation that i
marine cargo insurance will concentrate in few major markets of the
world. -

- Hence there is-a need for protection of coumpanies in developing -

countries and thie is med by the national Governments, through providing

suitable proteirion mainly on imports. A country.importing -anything:
normally pays for it to the buyer and is able to decide whether the =~ i
goods shall be imported CIF or C & F. It is generally easy to allow

all imports in the country on C & F so that insurance of all imports

is obtained from the domestic market. If similar restrictions were. . - ;

to be put on export, it is doubtful whether the exporter could force

the importer abroad to pay the cost of insurance at whatever rate

the seller wanted to charge. Thus, normally, on export no such o 0

protection can be given to the domestic market. However, about half

the ‘insurance involving export and import can be secured £6r the g

domestic comp:nies by legislation. ;
An underwrit%ﬁtmay consider international competition in a domestic

African market to be, curse. It is nedz:neevésgawilyfsw,iforsit is

the international. competition that had lead to intermational co-operation

as well as undergtanding in marine cargo insurance. Such forums as the -

International Union of Marine Insurance (IUMI) or for that matter this

very seminar, is the result of internaticnal competition. Every well.

known international association such as Institute of London Underwriters

(ILU) not only controls international Clauses but provides uniform rates .

for the world for War and SR & CC. They also provide guidance for =ddie

additional premium for overage vessels. Statistics which are of paramount

interest also originate from major markets, which dn account of .internes-

tional competition:’are able to write business from all over the world

and compile statistics on world-wide basis and make available to the new=

comers sguch information without which an underwriter new in business

could net proceed.

International competition also generally forces rate throughout
the world at reasonable, and to some extent, uniform level, so that it

is possible.for an underwriter in one country to reinsure with another
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underwriter in a different country. As you will appreciate, but for
this  understanding and acceptability of rates there would not'have
been any reinsurance available’ between different couniries far“apart
in their standard and knowledge of insurance, and without reinsurance
obviously an underwriter: could not enter the field,

War and SR & CC rates,'QS'you.know, are fixed by & committee
consisting of leading underwriters from Lloyds and companies in UK and t
they have been. accepted over the years as authority on rating of War
and SR & CC rates.  This iseone area of rating where competition could
.confuse or:confound the problem. An underwriter, in order to be able
to quote rate for War and SR & CC for any or all parts of the world,
will have to know a great deal about the political condition externally
and internzlly which is not entirely easy. DBesides, his judgement on
such.conditions may not be acceptable to the others and may also present
serious problems at reingurants 16ved.. Hence the need of ultimate
acceptability of war risk rating committee. Today practically every
underwriter throughout the world follows the rate fixed by the said
committee in London.

Reverting to internmational competition as against co-operation, the
example of a major manufacturer of a product can be taken, Quite often
such major manufacturers on account of encrmous volume of export of
their product from one country or several countries are able to insure
their export with major intermaional underwrifers at a very low rate
due largely to the undgrwriting experience of the commodity. TFor example,
a particular big manufécturer cf sey transistor radios or appliances in
view of the low rate they are able to attract, can q;ote lower price
on CIF sale. The rates are sometimes so low that am importer in a deve-
loping country fiﬂgs it attractive to import CIF rather thaa C & F,.
Such instances nowadays ape numerous that need for regional co-operation
within a region say whole of Africa or perhaps two or three different re-
gions of Africa, to protect their interest has arisen. This tendency

— e thednerease for .certain obvious advantages. The regicns can
develop uniform rating structure at least in respect of some basic

risks both regard to trading within the region and also to stand

together in meeting international competition. Such regions can be
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forméd on geographiéal basis and/or economic considerations, as well
as political likemindedness. It is possible to go & step further and 4

even consider developlng tariff at least for basic rates to apply to

the members of the regions. A tariff of rates spec1ally for the
basic risk such as FPA, WPA and to a certaln extent for extraneous ﬁ
covers 15 not very difficult. Ironically, thls does amount to
1nternatlonal co-operation but as afgued eariier, invariably international
compefition leads to international cc—operation especially in marine
insurance. Attempts are being made to form reinsurance companies on
regional basis with the co-operation of the countries within the.regions,
with similar objectives. '

Finally, to sum it all up, I must emphasise that, there is no
substitute for knowledge, experience, statistics and indeed 1nternatlona1
competitior, It is not p0331b1e to create an underwriter 1nstantly.

The process of learning and experience is tlme consum;ng ang)must

be gone through. International competition should be objectivly locked

at rather thaa condemned in haste. Reliance on good-luck must be

aveoided.




