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INTRODUCTION


This book is Elizabeth Luessenhop’s first, and—counting four books that I wrote for someone else’s signature—my thirty-sixth, half of them about business subjects. Both our names are on the cover, and correctly so. Where not neutral, the voice of the book is Betsy’s voice—as Betsy’s voice sounded toward the end of long conversations with me. The experiences that inform the book are Betsy’s experiences. A few of the interviews quoted here were mine without her participation, and some involved both us, but by far the bulks of the interviewing was hers alone. She has a gift for it: People who answer others in monosyllable will spill their guts for Betsy. She also has the reporter’s instinct for picking up and squirreling away for later use any document that happens to be lying around loose.

What follows is a personal and analytic account of the wreck of one of the world’s most romantic and longest-lived business institutions—Lloyd’s of London—and the $13 billion that disaster took from the private resources of twenty thousand mostly uppermiddle-class professional people and business people and their spouses in England and America. This is a great story, one of the most interesting and infuriating business stories of our time, and it’s been great fun to tell it.

One technical detail: American readers not being interested in British pounds, I have in all contexts except direct quotation converted pounds to dollars. Over the years of this story, the value of the pound in dollars fluctuated from little less than two to one to little more than one to one. But it kept returning to $1.50. For convenience’s sake, pounds have been converted to dollars throughout the book at the rate of $1.50 per pound, regardless of the year in which the gains or losses occurred.

Most terms of art from the insurance business or Lloyd’s are explained—one hopes, adequately—at their first use, but readers may occasionally find it helpful to consult the Glossary that begins on page 341.

MARTIN MAYER


CHAPTER 1
A SENTIMENTAL BUSINESS EDUCATION


Thirteen billion dollars is the latest estimate of liabilities which I and 33,000 other people owe for insurance claims, mostly from U.S. companies. I, along with others, have unlimited liability for my losses. Our names are on policies written by syndicates at Lloyd’s of London. Through Lloyd’s, we as individuals are accepted as alien reinsurers and nonaccredited surplus line insurers in forty-eight states and accredited in two.

It is amazing to me now that I should have taken such an enormous risk. But it may be even harder to believe that American companies would place their coverage with syndicates that are supported by people like me and expect to be paid millions without a worry.

Victims of asbestosis, prosperous yacht owners, businesses large and small depend to a greater or lesser extent on prompt payments. Lloyd’s can boast that its syndicates have done so for three hundred years, but can it continue to pay all claims? Although I passed a means test for admission to the Society of Lloyd’s, my net worth is not audited and the truth is that Lloyd’s doesn’t know how much I could pay.

I made my first trip to Europe in 1965, when my husband took me to what was his first International Congress of Neurosurgeons in Denmark. We spent a week in London before the conference and a week afterward in Paris at a beautiful apartment on the rue de Mexico, red geraniums in the boxes on the terrace. Our hostess was the daughter of our neighbor in McLean, Virginia, General Leon Johnson, who had been the U.S. representative to SHAFE (Supreme Headquarters Allied Forces in Europe) in the years right after the war. Sally had been brought up in Paris and she was very chic. She was married to a former fighter pilot who represented General Dynamics in France, and they knew everybody. The dollar was still strong, and expense accounts for American businessmen were flowing. We were up late partying every night with NATO officers and B. J. Cutler, publisher of the Paris Herald Tribune, whose evenings out began at eleven, after the paper went to bed. We usually wound up at a place called Los Calvados, headquarters for the 1960s expatriate Americans, with a black jazz pianist in the basement. Porfirio Rubirosa and Aly Khan were among the habitués; both later died in automobile accidents in the Bois de Boulogne after an evening at Los Calvados.

Three weeks and I was hooked on Europe for life. All that beauty, history, and style excite me still. I wanted to live abroad for a long period, not just visit as a tourist.

My involvement with the rich, traditional, complex, and sometimes horrifying business of insurance began in 1983. My wish was going to come true.

Imagine being a divorcee with four grown children, previous commercial experience limited to the grocery store and Saks Fifth Avenue, and a modest amount of cash. Longtime friends from East Hampton decide to help by offering an opportunity to join Lloyd’s of London. You’re told it’s a safe and glamorous way to increase your income, if they accept you. You don’t simply invest, you become a member of a society, a “Name.” You can keep your assets plus any interest or dividends they earn. You merely pledge them and after the initial three years you will receive a check each June. While you will be asked if you understand the concept of unlimited liability, you are assured that three hundred years of success are proof against financial distress. No U.S. company has such an illustrious record. I said yes. I was accepted.

“Never trust a Frenchman in love, and never trust an Englishman in business.” Baron Alain de La Cam gave me that advice during the wonderful week in Paris in 1965. A love affair with a Frenchman might have been fun, but instead I became a Member of Lloyd’s. A very expensive choice. Thousands of Americans and Canadians, and many more thousands of British gentry who were well-off a few years ago are less well-to-do now. Many are impoverished, and some say at least thirty are suspected of suicide because they listened to the siren song from a London market.

I was easy to convince. My family on both sides goes back to Colonial times. Mother firmly believed the United States should never have separated from the mother country. In our home it was a given that the English set the standards of good taste and integrity for the world. Most people I knew in Boston and Philadelphia would have agreed. The heroes of our family were the cousins who volunteered in World War II. One died flying in the Canadian Royal Air Force. Another was wounded badly in France.

In the optimistic years of the booming eighties, placing my stocks in the hands of English gentlemen seemed perfectly reasonable. Besides, Russell Tandy of the giant California insurance brokerage agency Marsh and McLennan had proposed my sponsor. I would use the same agents. Walking in Russell’s footsteps was all I needed to do. I blush now to admit that I’ve spent more time selecting dresses than I did in learning about the institution I intended to join.

However, I did caution my agent, charming Rupert Brett, “I don’t want to make a fortune. I want the smallest percentage of gain because I want to run the least risk.” This plea brings a laugh at so many Names meetings these days because so many of us asked the same thing. I don’t believe our agents intended to put us in jeopardy. They didn’t know where danger awaited in many cases. My members’ agents, Ken Sanders and Rupert Brett, had placed themselves on Merrett 418 before putting my name on the syndicate. We sat together at meetings of our action group, which is suing to recover our losses.

The way the system worked, my agent explained, was that insurance underwriters calculated the premiums they charged their policyholders in such a way that the premiums and the income the underwriters made by investing them more than covered the losses that they expected would have to be paid to the policyholders. But the people and companies who bought the policies needed assurance that the underwriter had the resources to pay off if his losses were greater than he expected.

Lloyd’s custom was that this underlying “capital” was not provided permanently by investors in the insurance business but separately for each year’s insurance contracts, by individuals, “Names,” who pledged their assets and their credit to paying out the insured losses that might be incurred by the “syndicates” of which they became “members.” Each syndicate was a little insurance company that in effect wrote its own insurance policies. The word “Names” traces back almost three centuries, to a time when one or a few individuals signified their guarantees by personally signing the policies they underwrote; people paid the premiums for the policy because they trusted these Names. Now most syndicates have hundreds or even thousands of members, whose contract is with a Names’ agency rather than with the underwriters they back or the insured themselves, but they’re still called “Names.”

In form and in law, the premiums paid for the policies went not to the syndicates, but to the Names individually—though of course they didn’t get the money, which was credited to a trust account opened on their behalf. The total amount of premiums a Name could receive was a function of the size of the deposit the Name left with Lloyd’s to establish his credit. Each Name was a “sole trader,” and if there were losses, he would be responsible only for that share of the losses by the syndicate represented by his share of the total premium income the syndicate had accepted. The words “each for his own part and not for any other” were printed on every Lloyd’s insurance policy. By the same token, each Name would get a proportion of the syndicate’s profits (after expenses) equal to his share of the syndicate’s total premiums.

“Profits.” The English have a way of saying the word “profits” that is just divine. At an “Annual General Meeting” of thousands and thousands of Lloyd’s Names in spring 1993 at London’s Royal Albert Hall (the largest concert hail in the country), Lloyd’s chairman David Rowland, looking ahead, kept insisting that the future would be a world of “profits,” and even knowing all I had learned about Lloyd’s, I felt I could listen forever to his voice as he said the word “profits.” It’s so much nicer a sound than “making money.” The “business plan” for the future published by Lloyd’s in April 1993, when Lloyd’s was near the edge and scrambling for salvation but still trying to coax more money out of its Names, was called Planning for Profit.

The beauty of the system was that you didn’t have to invest any money to receive your share of these profits. You simply pledged assets. Your deposit at Lloyd’s was like your deposit at a bank (though not always so easy to take out); you still owned it. This was a perfect way for Englishmen who had inherited property to hold on to their families’ land even though that land didn’t yield much (or any) income. By pledging their property to the fulfillment of insurance contracts written at Lloyd’s, and collecting a share of the profits of the insurance syndicates, the Names could live in style while trying to make money from their estates. Others pledged their “gilts”—British government bonds—to increase their income from these (also often inherited) investments.

Lloyd’s itself sometimes looked like a collection of family businesses. The institution called Lloyd’s was a marketplace, not an insurance company—the original Edward Lloyd had been a man who owned a coffeehouse where people in the shipping business, sea captains and merchant princes, congregated, and arranged to spread the risks that ships and cargoes might be lost at sea. Resplendent in red tailcoats with brass buttons and luscious black velvet-trimmed collars and cuffs, the liveried attendants who guard the doors and make themselves useful on the Lloyd’s floor are still called “Waiters” as a kind of tribute to the origins of the market. The Waiters are about the only people at Lloyd’s who have maintained a wholly positive attitude about the place. I always look forward to a wave and sunny smile, a “Good morning, Madam,” as I walk up the steps to be checked at the door by some harder types in black suits asking to see my gold Lloyd’s membership card. In 1994, I had lunch at the Ship and Turtle, an ancient City pub, with Mr. McDonnell, a very genial, big man who stands in the little guardhouse at the entrance to the trading floor and checks people’s credentials before they enter. “We don’t realize how lucky we are,” he said, “to work at this wonderful place, where the ladies are ladies and the gentlemen are gents.”

Many of the leading brokers and agents and managers of the insurance syndicates that were housed at Lloyd’s were the children of the people who had run Lloyd’s in the past, and their friends’ children. Lloyd’s was as much a club as it was a business. Every afternoon at five o’clock, one of the Waiters, reverting to the old function, would bring glasses and a bottle of champagne on a silver tray to the chairman’s office. Rebuking an upstart broker and manager who was making huge profits on the insurance of the first wide-bodied jet aircraft, an old-timer said grimly, “First generation don’t even speak in this place.” In the years before World War II, virtually all the few thousand Names were English, and most of them knew one another. It wasn’t until 1969 that Lloyd’s accepted Names who were not citizens of a British Commonwealth country—or who were female.

American and Canadian Names came from a different social stratum; they were mostly professional and retired people who were trying to build an estate with investments. (The Canadians, middle-class specialists, most of them recruited from the area around Hamilton, Ontario, were known at Lloyd’s as “the medics.”) Lloyd’s asked American Names to deposit a bank letter of credit for a minimum of $150,000, and to give evidence of an additional $400,000 of “net worth.” The more money you put up in your “deposit” or your letter of credit, the higher the premium income you would be permitted to receive under Lloyd’s rules. For $150,000, you would get a premium limit of $450,000. All the arrangements associated with the letter of credit would be made for you by your agent at Lloyd’s. The largest number of Americans got their “l/c” from Bank of Boston, as I did. The only requirement was that you deposit at the bank, as security, stocks and bonds with a face value large enough to guarantee that if Lloyd’s demanded money from the l/c to pay out the losses of a syndicate, the bank could sell the collateral and meet the demand.

In this way, Lloyd’s apparently gave everybody something for nothing. Bank of Boston put out no money and ran no risks, and charged you a 1 percent commission each year on the face value of the letter of credit. The new Name very visibly got something for nothing. You, not the bank and not Lloyd’s, continued to own the stocks and bonds or CDs you had deposited as collateral for the letter of credit. You continued to receive the dividends and interest on your securities, and if their price went up, you got the benefit. You kept your investments, and you made something extra by using them as collateral at the same time. “Your money worked twice” was the usual expression. And for some of the Names it could be a lot of income: The more successful syndicates could boast years when the profits they paid to their Names were greater than the Names’ earnings on the securities they had deposited to back the letter of credit—and the Names got the earnings from the securities, too.

It took almost ten years for me to learn that becoming a Name on these smaller, specialty syndicates required more contacts than newcomers like myself would ever have; the syndicates available to us have proved to be more dangerous. John Trulett, a friendly British Name, told me that he once asked his Name’s agent to put him on a syndicate he’d heard good things about, and the agent said, “You can’t get on that. My chairman can’t get on that.” Syndicate 45 had a ten-year waiting list—though “working Names,” people actually engaged in Lloyd’s business, however young, might be jumped to the head of the queue. When David Coleridge was chairman of Lloyd’s and was criticized because his wife had been put on three of the most popular syndicates without waiting her turn, he found the “line of questioning so unattractive and unbecoming that I am considering asking my wife to resign as a member of Lloyd’s. I shall take up all her underwriting commitments myself….”1

And, of course, becoming a Name was not just a business proposition: It was a membership in the club, a kind of recognition that only the English landed gentry can give. Only a Name could propose someone for a membership in Lloyd’s, and the new member was not “accepted,” he was “elected.” The banker George Moore, who was also president of the Metropolitan Opera, became a Name after he retired as chairman of Citicorp, which is trustee for Lloyd’s American investments. “The first reason to be a ‘name’ at Lloyd’s,” he wrote in his memoirs, “is the honor of it, the world’s knowledge that you have met all the responsibility requirements and passed a strenuous interview. It beats any ‘gold card’ or ‘platinum card’ any consumer-credit organization ever issued.”2 Actually, you weren’t supposed to talk about being a Name, because it was such a restricted privilege. But it gave a certain self-confidence.

When I signed on, there were only a little more than twenty thousand Names worldwide, and only about one thousand of them were Americans. As late as 1958, there had been only four thousand Names, all of them British, and when the first Americans signed on in 1969 there were fewer than seven thousand Names. Between my “election” in 1983 and 1989, another ten thousand Names—more than fifteen hundred of them Americans—would be added. Though the material was not presented this way, a little conversion to real numbers of the percentage figures in Sir David Walker’s report on reinsurance at Lloyd’s (commissioned by Lloyd’s itself) shows that over the period 1983-90, Names who worked at Lloyd’s made a profit of about $150,000 on $600,000 of premiums accepted (about the average risk in the market), while Names from North America showed a loss of about $55,000.3 And this, remember, was before crediting these insiders with their “profit percentage” on those syndicates that did make a profit, their dividends from their stock in the incorporated agencies, or their capital gains on that stock, which kept rising in the markets through the years when in reality Lloyd’s was accumulating losses for its “external” Names.

Though we didn’t know it at the time, many of the “members’ agents” who put the Names into the underwriting syndicates were paying commissions to recruiters who brought in new candidates. James Deely, who first became a Name when he was a senior vice president of Citibank handling insurance industry accounts, was introduced to Lloyd’s by the firm of Wilcox and Barringer, the British subsidiary of the big American insurance broker Johnson and Higgins, a good customer of both his bank and Lloyd’s. A few years later, to his astonishment, his Name’s agent, Colin Murray, told him in an irritated way that “we’re getting tired of paying Barringer a subagent’s commission on you every year.” The American Names Association estimates that approximately one third of Americans and Canadians were recruited by agents who paid commissions for the referrals. It says a lot about the English ability to sustain myths that the mystique of the exclusive club was somehow maintained. Of course, it was not until 1991 that Lloyd’s, for the first time since 1961, reported a losing year (which was 1988: Lloyd’s has always reported results after three years).

Everybody who dealt with Names and proposed Names was terribly cheerful about Lloyd’s. They still are. John Robson is an extraordinarily suave, articulate, and handsome man in his forties who could charm the paint off the walls, a Name’s agent who told me he had persuaded seven very rich men to accept $1.5 million of “capacity” to underwrite insurance in 1994, after the huge losses of the previous three years. In October 1993, Robson made a speech to the Insurance Institute of London, and reminisced about the life of a members’ agent in the early 1980s: “It was a happy ten years. Santos and May (the chief Waiters in the Captain’s Room] became part of the family as I entertained Names every day. The profits flowed and a regular cheque of account on January 1st to assist in paying the previous year’s tax liabilities was the norm.”4

For me, becoming a Name at Lloyd’s was part of my love affair with England. And the love affair is still there, with London and with country weekends—and with many of the people I have come to know at Lloyd’s. A few of them of course are real snakes, but even the snakes are at least interesting. They still do a lot of things just right at Lloyd’s. The most gorgeous lunch I’ve ever had was in Boston in July 1993, at an angry meeting of seven hundred American Names, when the Bank of Scotland was my host. Bagpipes took us into lunch, the salmon had been flown in that morning, there was a pound note at each place as a party favor, a different wine was served with each course, and there was a scrumptious strawberry dessert with Scotch shortbread cookies. It was really heaven—just to sell the services of the bank as the writer of your letter of credit to Lloyd’s!

Bernie Daenzer, an American insurance man who was the first U.S. Name at Lloyd’s, recruited scores of Floridians to membership in Lloyd’s with parties at the Ocean Reef Club and the Coronado Hotel. He became a director of the Alexander Howden agency in London, and when Howden blew up, I’m told, it turned out he was the most highly paid director at the place, probably as a reward for all his American Names. One of them, Carl Aronson, also an insurance man, remembered being met at Heathrow with a Rolls-Royce whenever he visited London, and being ferried to a luxurious Howden apartment where he would stay “free of charge,” he says, “except that really, of course, it wasn’t.”

When I came to London in 1983 for my interview at Lloyd’s, I didn’t worry about whether I was doing something commercially wise. It was almost as though I wondered whether I was worthy. On previous trips to London I had stayed at the Dorchester House, but somehow Park Lane seemed too touristy for this visit. I knew that when royalty came to London they stayed at Brown’s; so for the occasion of my Lloyd’s interview, I stayed at Brown’s. Before packing my bag to depart, I consulted with my friend Betty Loughead, who had “proposed” me for membership, about what would be the proper attire for an interview at Lloyd’s, and finally I decided on a dark suit as the most dignified choice.

Following the meeting with the Rota Committee, I returned to Brett’s office at the firm of Bland-Welch and signed a membership agreement designating the firm to be my Name’s agent. I could make requests for placement on various syndicates under the contract, but like most Names I relied on my agent’s choice, being too ignorant of the market to make a decision myself. Choosing syndicates for their Names is the principal responsibility of a member’s agent. Names receive a general overview of their syndicate’s performance from both their Name’s agent and the managing agents of the syndicates under their control. Only the underwriters on the trading floor could know details of the risks they insured because syndicates write hundreds or thousands of policies in a single year. Names were free to talk to their agents and underwriters at any time. However, a majority of Names, like me, did not seem to have the basic knowledge of insurance to ask meaningful questions.

The payments which I made to agents for expenses and a share of my profits would go automatically out of my premium trust funds to them. I would know what salaries the syndicate managers and underwriters paid themselves after a bylaw change, but not the cost of bonuses and perks.

Though there was a new syndicate every year for the purpose of writing new insurance, each syndicate would remain in existence for three years, and then wind up its affairs, reinsuring what risks might remain from the contracts on its books. In the spring of the year following those three years, my Name’s agent would send a report telling me how much money my syndicate had made (or—of course there was always the possibility—lost) and what my share of the profits was. Again, that pretty word.

In this atmosphere, everybody enjoying everybody else’s company, even bankers like George Moore didn’t ask the kinds of questions that businessmen would normally pose before assuming the risks that it turned out we had assumed.

The ranks of American Names include many apparently sophisticated businessmen. Charles Schwab, founder and proprietor of the nation’s largest discount brokerage firm, was a Name at Lloyd’s, and a loser. So was James Harvey, chairman of Transamerica Corporation. And George Gould, former undersecretary of the treasury. And James Patton, senior partner of the famous Washington law firm of Patton Boggs, movers and shakers in the American political world. Supreme Court justice Stephen Breyer was a Name, on the same syndicate that tortures me.

Like me, the businessmen never learned until it was much too late that the agents who represented them were really as much in the dark as they were. What was really happening was gaily described by John Robson in his 1993 speech: “As the pressure grew from Names wanting to increase their underwriting and the number of new Names coming to us quickened, so we expanded the number of syndicates which we supported. It was extraordinarily unsophisticated and relied almost entirely on personalities and relationships with little regard for business plans which were unheard of, reinsurance résumés which were definitely not available, or regular meetings off the golf course with the managing agency, which usually meant meeting the underwriter over lunch or coffee once or twice a year.”5

Under the Lloyd’s system it was only the brokers, not the underwriters, who really knew who was insuring what, because only the brokers had complete copies of the policies and all the “slips” the underwriters had stamped to signal their acceptance of this risk. “Because they do not have filing space to maintain voluminous documents,” the American insurance lawyer Seth B. Schafler explained in 1993, “Lloyd’s syndicates generally rely on Lloyd’s brokers to maintain essential underwriting and claims records on their behalf.”6 One of the reasons Lloyd’s can’t close the books on many older syndicates is that the records are so confused nobody knows what the underwriters for some of the now defunct Lloyd’s managing agencies had or had not insured. A whole new profession of insurance archaeologist has developed to search through old warehouses for policies written years ago with claims for today. And they will find big ones.

Joseph Wechsberg, the Czech-American journalist who wrote about the Rothschilds but most often about music and food and travel, found at Lloyd’s a “relaxed, schoolboy atmosphere,” and noted in an article in the London Times in the late 1950s that “no man at Lloyd’s (as in any well run, discreet organization) knows exactly what the other fellow is doing, and no one in its marblefilled headquarters in Lime Street knows everything about the entire operation.” But in an insurance business, it is desperately important to know what other people are doing, and what information they may have that you don’t have. It was, after all, other people’s money—the Names’ money, my money—that the Lloyd’s brokers and underwriters were shepherding. That’s not work to be done in a relaxed, schoolboy atmosphere.

I went to see Stephen Merrett, then deputy chairman of Lloyd’s. He was the son of Roy Merrett, who had been a folk hero in the market—an imaginative but diligent underwriter who had risen from the equivalent of office boy to become proprietor of one of the largest managing agencies at Lloyd’s (and who told Joseph Wechsberg that his hours in the Lloyd’s trading room had been the happiest of his life). Stephen Merrett’s syndicate 418 for the year 1985, in which I was a Name, was maybe one of the biggest losers at Lloyd’s. I told Merrett I was writing a book. “Oh, dear,” he said. “I imagine you will make me look even more stupid than others have made me look.” In our three interviews, Mr. Merrett was extremely gracious and forthcoming in his answers, even adding a bit of humor the last time. The politeness of the British is remarkable. After all, I am suing the man for a lot of pounds.

Merrett resigned from his position as deputy chairman in summer 1993, and in late autumn his managing agency was dissolved and his syndicates placed in other hands. I’ve been told when he was riding high, there was no one more arrogant than this casual, handsome man with a great mop of white hair. Once, I heard, when he didn’t like the premium a broker was offering to pay, he took the man’s papers and threw them half the length of the trading room, scattering them under the tables of other syndicates. As negotiator for the companies that would have to pay out the equivalent of malpractice insurance after Outhwaite 317, one of the first of the big cases Names brought against a Lloyd’s underwriter, had come to settlement talks, Stephen Merrett was scheduled for a meeting with the lawyers for late in the afternoon. He kept everybody waiting until after midnight—half a dozen lawyers billing hundreds of dollars an hour while they waited. Merrett finally showed up, dressed in white tie, with the excuse that he’d been at the opera, and had to stay for a reception for the queen afterwards.

Talking with Englishmen can be deceptive for an American, because here when anyone speaks well, he’s well educated, and that’s not necessarily true there. Frequently they have attended a prestigious private preparatory school (four years of high school) and then enlisted for two years in a socially prominent military regiment. Sometimes you can’t understand, anyway, because they have that public school accent where they choke to death on every word they say.

Among the worst losers were Devonshire 216 and 833/834, which concentrated on reinsuring other syndicates so they could close and pay off their members. The “active underwriter” for those syndicates told a committee appointed by Lloyd’s to investigate their losses that he set the premium for such business by “gut feeling,” adding that “whatever gut feelings you might have had, shall we say, in the late eighties have gone out the window because they have been displaced by so adverse a market experience the like of which we have never encountered.” Some of the worst losses, he said, had come as the result of decisions by a subordinate “who had actually forgotten what my instructions were to rearrange the business.”7 This was not a gentleman’s business but no business at all.

As I now know, some of what was happening at Lloyd’s in the 1980s appears a lot worse than just ignorance. The drive to recruit new Names to Lloyd’s had begun for other reasons, but by the time Russell Tandy came to Betty Loughead, who in turn came to me, the Lloyd’s membership machine was being fueled by fear. Insiders at Lloyd’s knew they had huge losses coming down the pike, and they were bringing in new Names from different countries and different social strata to help the old Names carry the burden. David Rowland, who would later be chairman of Lloyd’s but was then a senior Lloyd’s broker chairing a task force on the future of the market, admitted the real reason for growth in his 1992 report entitled Lloyd’s: A Route Forward. “The market has to be able to grow,” he argued, “if it is to trade through the overhang of old years claims…. A contracting base could place the entire burden of all old years claims on a diminishing pool of capital providers for whom there would be an increasing incentive to leave.”8 In the United States, we call that a Ponzi scheme, named after the Boston postman who stole millions of dollars from people in the 1920s by promising them extravagant returns on their money, paying the early subscribers with the deposits of later subscribers until the machine exploded.

The reason to recruit new Names, Lloyd’s kept telling the world, was to increase the “capacity” of the insurers who worked in the Lloyd’s trading room and needed more backing to underwrite more risks. But that “capacity” was not used to increase the total amount of Lloyd’s insurance of real customers. Instead, the newcomers, guided by agents who theoretically represented their interests, were put in syndicates that were reinsuring the risks a few older Lloyd’s members had insured against during the postwar years—risks that were soon going to generate horrendous losses as unlimited as the liability of those who would have to meet them.

By 1995, the admitted losses in the Lloyd’s syndicates—all to be borne, keep in mind, by individuals like me, who had pledged all their wealth to the insured—totaled more than $14 billion, with more to come. The 1985 year of Mr. Merrett’s syndicate 418 had taken the risks of loss from asbestosis and toxic waste off the shoulders of his earlier syndicates. Between the 1984 year (which paid out a small profit to its Names) and the 1985 year (which will be bleeding its Names for a long, long time, if the courts permit), the number of members of the syndicate rose from less than three thousand to more than four thousand. Mr. Merrett himself when I first spoke with him, in 1993, was launching a new insurance operation in Bermuda, which was designed to keep him well afloat whatever happened at Lloyd’s. In 1994, in cooperation with J. P. Morgan and Company and Marsh and McLennan, he expected to open a new insurance business in London itself, outside Lloyd’s. When we met in early 1995, he was ensconced in a palatial office with two glass walls high above the City of London. But his deal with the Americans had fallen through.

After the losses began, Names started trying to find out what was happening as cash calls commenced. An older Name at Lloyd’s, Alan Smallbone, remembers that Lord Cromer, head of Barings Bank and later of the Bank of England, conducted an investigation of Lloyd’s in 1969, and gave the agents and managers his report in 1970. “I asked my agent,” Smallbone told a meeting of Names, “…‘Could I see it?’ My agent said to me, ‘You may not see it.’ I said, ‘Why not?’ He said, ‘The Committee have told me not to show it to you’ I wrote to the Chairman. In those days, I was younger and I was palmed off with a Deputy Chairman. He told me that they were not going to show it to me. I said to him, ‘Sir’—as I was very respectful—‘it has been settled English law since the 18th century that no agent may conceal from his principal matters of interest to him. Clearly the Cromer Report is such a matter’ He said, ‘Do not be impudent’”9 Some years later, it became common knowledge that Lord Cromer had criticized the high salaries and bonuses the Lloyd’s insiders paid themselves whether or not their Names made money.

One of the good things about the situation in 1983, Mr. Brett advised me, was that Lloyd’s had just been exempted from government regulation under the forthcoming Financial Services Act. Instead, under the new Lloyd’s Act, Lloyd’s would be an entirely self-regulating body, setting the standards for the brokers and underwriters who worked there. That meant, Mr. Brett informed me, that regulation would be done by people who really understood insurance, not by government bureaucrats who could impose rules that might diminish the profits of the syndicates.

The exemption had been fought through the House of Commons by Lloyd’s chairman Peter Green, who would be knighted for his services to Lloyd’s, and would receive the precious, rarely awarded Lloyd’s Medal from his peers. Later he got in trouble and was fined by the Council; cynics noted that if Lloyd’s had been covered by the Financial Services Act instead of by its own precious Lloyd’s Act, he might have been sent to jail. Lloyd’s let him keep his medal, but replaced the marble on which had been incised the names of Lloyd’s Medal-winners (including the Queen Mother) with a new panel that eliminated Sir Peter. As a punishment for stealing money from his Names, which is what he had done, it was like fifty lashes with a wet noodle.

Walking over to the building where I was to be interviewed for membership in Lloyd’s, Mr. Brett did speak about the risk of loss that Names carried when they became members of the syndicates that wrote the insurance policies. Lloyd’s itself didn’t run the risks—Lloyd’s was just a marketplace. Mr. Brett and Bland-Welch were very knowledgeable about which syndicates took larger risks, and would make sure not to endanger me, but by their nature Lloyd’s policies were subject to acts of God. Stories of possible but improbable catastrophes circulate in the Lloyd’s community. For example, when the Italian liner Andrea Doria sank in 1956, a Name had told me, its cargo included a number of valuable paintings. The “cash calls” on the letters of credit deposited by members of the Lloyd’s syndicates that had insured the Andrea Doria had been as much as $8,500 each. Mr. Brett heard this story with some amusement.

This sort of thing was not uncommon. Testifying to a Lloyd’s committee of inquiry on Gooda Walker 299, a syndicate that reinsured other insurers and then bought reinsurance for itself presumably to protect its Names, Anthony Willard, the underwriter in charge, said that Names’ agents had at one time or another let him speak to about one hundred of the people who were backing his policies. “Agents would tend to try and highlight the effect of one major loss on the syndicate. They delighted in asking, if the QE II sank, ‘Mr. Willard, what would your loss net of insurance be?’ and I would say, ‘£25,000’ The Name would then be told, ‘There you are. You have only 0.1% of that, so it is nothing, is it?’”10 However, Sir Peter Green was bluntly honest to his newcomers. “Give me a blank check with your signature. That’s the risk you are undertaking as a Name at Lloyd’s.”

Still, I was daunted by the sheer number of papers they were asking me to sign. I asked Mr. Brett whether it might not be wise for me, as a very inexperienced businesswoman, to ask my lawyer to look at the papers. I was dating a lawyer at the time. Mr. Brett thought that would be a waste of his time, because he was an American lawyer, and these were English legal papers. So I went to what was then the marble-encrusted Lloyd’s building in the City, a very dignified Edwardian temple of commerce, for my interview; and then I signed my papers.

Prospective Names are interviewed by the Rota Committee in the grand boardroom of Lloyd’s, a Robert Adam creation that was originally the dining foyer of the Marques of Lansdowne’s country mansion, Bowood. It has been kept intact, moved from building to building as Lloyd’s has built itself new homes in the twentieth century. Now the room sits in its eighteenth-century glory, two stories high, inside the new third-millennium Lloyd’s building. And before I entered the Adam Room I waited in another room that was kept as it had been in the early years of the nineteenth century—the Nelson Room, with souvenirs of the life of the great British admiral. The Empire takes care of you…. Then the doors sprang open, and I was ushered into this wonderful creation with nautical paintings on the walls, built around the largest table I had ever seen in my life.

Two rather serious men in dark suits, members of the Lloyd’s Council, sat across the enormous table. There was no “arduous interview.” They asked, indeed, only one question: “Do you understand that by becoming a member of Lloyd’s you have accepted unlimited liability?”

Mr. Moore described this scene very jauntily, shortly before the roof fell in. “A new ‘name’ must appear before members of the ‘committee’ of Lloyd’s,” he wrote, “and acknowledge that all his worldly goods are ‘on the line,’ if necessary, to pay the obligations.”11 But of course nobody really does understand that—really believes that simply by accepting election as a Name at Lloyd’s one risks everything one holds dear. My friend in East Hampton who had first told me about Lloyd’s remembers that in her own way she did understand, and when they explained that she was risking all she had, she said, “No. I don’t want to do that.” At which point Rupert Brett, her Name’s agent as well as mine, interrupted the proceedings briefly to take her into the hall and tell her not to be frightened. Not knowing what risks your name has insured, you never know which of the ravages you read about in the news are about to cost you money.

I became concerned about Lloyd’s only four years after I joined—for no special reason, just because I felt the checks I was getting were not as large as I’d hoped they would be. Agents were holding back some of the profits they said I had made, to build reserves for me. I realized I didn’t know enough about insurance to understand the reports agents sent me. I wasn’t at all sure I was doing the right thing. I called Dick Otto, the man at Bank of Boston who handled the letters of credit for Lloyd’s Names. I asked him point-blank what he thought I should do, and he told me he couldn’t advise me, he had a duty to the Names, but he also did a lot of business with Lloyd’s, he had a conflict of interest. When I called back I announced I was going to quit; I had decided that 1987 would be the last year for which I would let my assets be used as the backing for Lloyd’s policies. He then told me that he thought I had done the right thing.

The next year, I heard the words “open year” for the first time and found that I couldn’t just get out: One syndicate, Merrett 418 for the year 1985, could not “close” its accounts. Like all the Lloyd’s syndicates launched in 1985, Merrett 418 was supposed to be wound up in 1988, three-plus years after its origination, distributing its profits or billing Names for its losses, reinsuring the surviving risks into Merrett 418 for 1986, which was still alive, awaiting the anniversary that would end it. But I received an announcement that my syndicate could not be closed, because the auditors could not come to a decision about the size of the premium the 1986 year would have to be paid to assume the continuing liabilities of the 1985 year. I called London and asked Mr. Brett, “Why doesn’t my syndicate close?” and he said, “We don’t know.”

I got exasperated. “How do you get your information?” I asked.

He said, “Well, we talk with people on the floor, we hear the rumors.”

It was like Alice in Wonderland.

By then Mr. Brett and his agency had been absorbed into Sedgwick Holdings, a giant financial services conglomerate that included a Names’ agency as well as the second-largest insurance brokerage in the world and a real estate house. My usual contact with him was at the annual New York meeting of the American Lloyd’s Names, where the Sedgwick Lloyd’s men made gallant speeches and gave elaborate cocktail parties at the Pierre Hotel for their Names and their Names’ spouses. Mr. Brett said I shouldn’t be concerned about my involvement with Merrett 418, if there were any losses they would be minimal, and Mr. Merrett would clean it all up in 1989. Nevertheless, Brett offered to get me a quote for my own personal reinsurance to take me out of Merrett 418, because once I had decided to leave, I wanted to go. There was a syndicate at Lloyd’s that took such risks. The price was $100,000. Mr. Brett said that was off the wall, the losses wouldn’t be anything like that at worst. Another 418 Name and I agreed with Rupert. We were probably wrong.

Merrett 418 still hadn’t closed in 1990, but I wasn’t in New York for the meeting of Names. I was in England, where I had been invited to my first-ever proper English country wedding, an experience every woman should have. The women wear wonderful enormous hats, and all the men are in morning clothes, striped pants and jackets with tails. There are no groomsmen, only scads of beautifully dressed little girls, who attend both bride and groom. So I was very cheerful, still thinking of flowers and romance, when I made a visit to Sedgwick and, in the absence of Mr. Brett, who was in America, was escorted to meet a young assistant whose name was David Shepherd.

Mr. Shepherd was very open and frank. He had recently come to Sedgwick, he said, because he couldn’t stand the disorganized practices at Lime Street, another Names’ agents’ establishment, run by Robin Kingsley, who specialized in recruiting new Names from Canada and New Zealand as well as England. When I asked Shepherd about Merrett 418, he said, without emotion, “That syndicate will never close. You have incurred asbestos and pollution liabilities, and your only way out will be to sue Sedgwick.” He suggested that I talk with Richards Butler, a law firm that was handling a similar case for the Names on the Outhwaite 317 syndicate. He won’t discuss it now, and years later when I called him for an appointment and told him I was working on a book, he insisted that he bring with him “one of my colleagues, who knows much more than I do.” The colleague said very little at lunch, but kept his eyes fixed on Shepherd.

The bad news comes in the spring of the year, in a letter from your agent announcing that some syndicate to which he had pledged your assets would have to make a cash call on its Names to pay its obligations under insurance contracts, and your share would be roughly this number of thousands or tens of thousands or hundreds of thousands of pounds. You should get ready to make the payment when the bill came. (If you’ve been paying British taxes on prior years’ profits, you may get the news from the government in the form of a tax refund before your agent tells you. You know you’re in trouble at Lloyd’s when the Inland Revenue sends you a check and you don’t know why.) Then in late May or early June another letter arrives with the precise number you owe this year, and a warning that if the payment isn’t made by July 31, your agent will begin charging you interest on it at 2 percent over bank rates. And the cash call may be for more money than all your worldly goods are worth.

Most ruined Names will never have the chance to rebuild their lives: There is no time. The average Name is fifty-eight years old. Recently, longevity of Names has been lower than average for their age range, perhaps reduced by the trauma of unlimited liability. Several hundred Names died in 1991-93, maybe thirty of them by suicide, though Lloyd’s, commenting on the undoubted suicide of Admiral Sir Richard Fitch, a hero of World War II who hooked up a rubber tube to the exhaust pipe of his car, said in a statement that only “seven deaths … have been attributed, by other, in whole or in part to the deceased’s membership of Lloyd’s.”12 At a recent Annual General Meeting, a Name called for a moment’s silence for the thirty-four people who had committed suicide as a result of their losses at Lloyd’s. David Rowland presided over the somber remembrance. Literally thousands of people have much less to live for and much more to regret.

I first encountered these human tragedies at a small dinner given by Lady Rona Delves Broughton, an unusually ambitious, attractive blond lady with sharply drawn, regular features. Rona revels in her position on Lloyd’s Council, takes her duties seriously, and produces a well-written monthly column first entitled “Rona’s Mailbag” and now “Viewpoint” for the Lloyd’s publication One Lime Street. Herself a Name who has suffered losses in the millions of dollars, she ran for election to the Council “to help the external Names,” those who do not work in the market. Rona is most proud of the amendment that she sponsored with underwriters. She is closely allied with the High Premium Names group, which she founded and heads. These approximately seven hundred members supplied about one-fourth of the total capacity underwritten in 1995 when the rules were changed to allow the really rich to accept more insurance business than the merely well-to-do. The lady has become the fiercest opponent of Names who don’t pay cash calls. “I paid my losses, they should pay theirs.”

Well known too in London social circles, Lady Broughton can be a lot of fun, especially at her most assertive. She makes good copy for journalists. Her lawsuit claiming $75 million from the estate of longtime friend and business associate Eric Hoptner was described in detail in the press.

At her dinner, I was seated next to Anthony Kinsman, a pleasant man who never changed the rhythm of his spoon in the soup as he told me how he had paid his share: Lloyd’s had just taken the country house that had been in his family for more than two hundred years. Nor was this any sort of record: In 1992, Christie’s auctioned off the home of a Lloyd’s Name with the laconic comment that it was the first time the property had come on the market in more than five hundred years.

And suicide is not an escape. Dead Names’ estates are tied up because the ultimate losses under the policies they backed are still unknown, and the obligation to pay the Lloyd’s policyholder survives death. A briefing in June 1994 by the Association of Lloyd’s Members, an organization typically friendly to the management of Lloyd’s, warned Names not to violate Section 423 of the Insolvency Act, which prohibits “transactions defrauding creditors.” Still, the ALM advised, “the more that can be done to minimise the Name’s personal asset worth, the better. Above all, it should not be increased. Family members should therefore be discouraged from


	
making an outright gift to the Name; or



	
settling assets on trust (either in their lifetime or under their will) in such a way that the Name has an interest in possession (i.e., the right to the income from the assets) …”13





One of those who most serenely told me not to be upset about Lloyd’s in 1993 was an aviation underwriter named Jimmy Houston, an athletic man who loved trout fishing. He died in a fishing accident with some years on syndicates he had backed still “open.” His wife is now distraught, and unless his syndicates are closed, his estate cannot be settled for twenty-one years.

An elderly widow living in a pretty cottage in Hampshire, was, on ninety days’ notice, forced to sell two paintings that were her reserve in case of ill health. She fears her house will have to go next. Her only child rages at her for joining Lloyd’s and at the Lloyd’s agents for destroying her mother’s final years and her own inheritance. London is full of young people who once had what Dickens called great expectations and now find themselves in limbo, because their parents’ estates have been frozen by Lloyd’s to pay unknown losses.

In 1993, Sotheby’s and Christie’s started new divisions of their auction houses to specialize in helping Names sell their belongings to meet cash calls. The Sotheby’s advertising leaflet for this purpose posits a cash call for $180,000 (and suggests that the client’s lawyer is the firm of Jarndyce and Jarndyce, Dickens’s masters of legal delay: The English have not lost their sense of humor). One way to raise the money would be to sell the family Gainsborough. Another might be to borrow against the security of the family silver, which is kept in a bank vault anyway. Some fraction of the Lloyd’s victims can manage their losses that way—not enough, it turned out, to sustain separate departments of an auction house. But there are many, many others who are literally ruined, people of ordinary means in England and America and especially Canada. The British writer Anthony Sampson, himself a burned but not incinerated Name, says he knows a widow whose only interest is in what she calls “the DFG”—Distance From the Gutter.

People in Hamilton, Ontario, and then Toronto often met the Lloyd’s wealth qualification only by pledging their homes to the bank, up front. At least two of Robin Kingsley’s Canadian Names have become suicides. Russell Bailey, facing cash calls from Lloyd’s for several times his net worth, hanged himself in his living room while his wife was shopping for groceries. Fred Yeo hanged himself in his barn. They died in early 1992, but as of late 1994 they still had not been released from Lloyd’s, and their widows face this financial nightmare alone.

I now know that many of the Lloyd’s syndicates were managed by people who had no understanding of the responsibilities they were supposed to have assumed when, in effect, they asked people who knew nothing of insurance to co-sign their notes. It seems to me that they were the ones who had a truly unlimited moral liability, to the Names whose fortunes had been entrusted to their care. They bought us excellent lunches and dinners to show us their goodwill and the prosperity in which we would participate, and increasingly they lived it up elsewhere, too, at our expense.

At the Annual General Meeting in London in 1993, Martin de Laszlo spoke up as a Name and a cousin of Robin Kingsley by marriage. He said his father had died from concern about the family’s plight because of his deep involvement at Lloyd’s. The de Laszlos, descended from a famous family of portrait painters, were travel agents, and had arranged Kingsley’s trips to America, where he lured hundreds of Americans and (especially) Canadians into backing some of the worst syndicates at Lloyd’s. When Kingsley was first recruiting, de Laszlo recalled, he traveled in economy class, but “the more money he lost for his members, the more expensively he travelled, culminating finally in plans to travel to America in Concorde.” At an Extraordinary General Meeting a month earlier, a corporate restructuring expert who had joined the Council of Lloyd’s delicately identified its problem as the excess profitability of previous years, which “encouraged so many levels of intermediate profit to come before the names themselves who are the ultimate investors.”

Many of the Lloyd’s agents and underwriters are decent people who are themselves caught in this tragedy. B. Q. Adams, managing director of Sturge Marine Syndicate 206, wrote to his Names in the Annual Report of 1992 that “it is desperately dispiriting to be an underwriter at Lloyd’s in today’s environment. To have presided over a loss-making syndicate is depressing enough. To be done so at a time when financial ruin is being inflicted upon many names within the community is totally demoralizing. Regardless of which syndicates have generated the worst losses, it is impossible for any underwriter to dissociate himself and his syndicate from the collective responsibility we all have within the market to maintain it in good order.” This is a minority view: The openly proclaimed position of Lloyd’s, in its new business plan, was that the losses from older syndicates shall be “ring-fenced” and left with the Names who were unlucky enough to be put into them, while everyone else walks on to a bright future of “profits.” But we are Banquo’s ghost, and we will be seen.

It’s impossible for an American not to feel that there was especially little concern for the “wogs” (originally, they tell me, among some of the underwriters the letters stood for “worthy Oriental gentleman”). But I have learned from speaking with people at Lloyd’s that many of them did not realize that they were behaving foolishly. And the biggest losers, of course, have been the English Names. One of them said at the 1993 Annual General Meeting that he “had been mugged over eighteen months ago and was nearly killed and I am still having medical treatment for the eye I nearly lost. I was able to come to terms with that mugging much more easily than the mugging which I received at Lloyd’s.”14

Americans, moreover, have had the sympathetic support of their friends, because losses at Lloyd’s appear from far away as a misfortune. In England, the Names were like lepers. The common attitude was that these were people who had made a lot of money out of Lloyd’s in years past, and now that they’ve had some losses, they’re whining. But the truth is that for Lloyd’s as a whole the underwriting years 1988-92 have more than wiped out all the profits since World War II—and that most of the worst losers are relative newcomers who never participated in the better years. Half the Names, moreover, have been in syndicates that have shown profits or small losses through these awful years, and they fear contagion from the victimized Names who wish to compel their luckier colleagues to accept some of their losses.

There wasn’t much sympathy even for the “Members of the Royal Household” who were, as the enraged losing Name who compiled the list put it, “victims of Lloyd’s robbery”: seven members of the royal family, including the duchess of Kent and her two princesses, Sir Angus Ogilvy KCVO, and the earl of Lichfield; Mrs. K. E. H. Dugdale DCVO JP, a Woman of the Bedchamber; the duchess of Argyll, wife of the Hereditary Keeper of Dunstaffnage, the Hereditary Bearer of the Royal Standard of Scotland; the personal secretary and treasurer to Prince Charles; the queen’s vet in Windsor and his wife and son….

This attitude was completely reversed by the judge’s opinion in the case against Gooda Walker’s agents, which placed the blame squarely on the negligence of the underwriters. Both the public and the newspapers pity the burned Names today. Still, the governments, the corporations that bought the insurance, and the beneficiaries of the claims under those policies care only about the policyholders. The Names are an embarrassment: Their failure to pay will cause losses to those who have sued the makers of their miseries, to the insured companies that were the cause of those miseries, to other insurance companies in jurisdictions like the states in America where a guarantee pool has been established to make up the defaults of bankrupt insurers, and, if it gets bad enough, to the governments themselves and their taxpayers. When the authorities look at insurers, they inquire about their “solvency,” their ability to pay claims, which in the case of Lloyd’s means their ability to take ever more money from the battered Names. The governments want Lloyd’s to beat the money out of the Names. When we turned to our elected representatives, we found human sympathy but nothing more. We were definitely part of the problem, not part of the solution.

Lloyd’s charter calls for the Society to promote the interests of the Names. To protect the integrity of the disciplinary proceedings that are required by the Society’s role as self-regulator, however, the Lloyd’s Act of 1982 specifically protected the Society from suits brought by insiders. Names are “members” of the Society, and therefore “insiders.” Lloyd’s successfully maintained in the British courts that it did not even owe its Names a duty of good faith and fair dealing.

Fortunately, the agents who placed us into the syndicates and the managers of those syndicates were not protected by the Lloyd’s Act, and the British commercial courts in the end will follow the banner first waved by their great eighteenth-century leader Lord Mansfield: Fiat justitia—let justice be done, though the heavens tremble. In 1994, the judgments began to pour from the courts, proclaiming the agents’ liability for the Names’ losses, and Lloyd’s could no longer maintain the fantasy that its business would continue as usual with new sources of capital to replace the bankrupted Names.

Beyond the woes of the Names and the sheer drama of the possible collapse of a three-hundred-year-old institution, the Lloyd’s story raises important questions of economic impact and public policy in both Britain and the United States. “Unlicensed” insurance companies—companies not subject to regulation in the states where the risks against which they insure are located—write about $8 billion a year of reinsurance premiums in the United States, and about $3 billion of that goes to Lloyd’s. Some 12 percent of all reinsurance in the United States used to be at Lloyd’s, and the percentage was much higher in the reinsurance of catastrophe risks. Many of the larger American property/casualty insurers claim reinsurance protection from Lloyd’s as a large part of the assets assuring their own solvency. American homes and businesses are protected by Lloyd’s policies their owners and employees do not know exist—but they could find out, very unhappily.

Vincent L. Lorenzano, the New York State Deputy Insurance Commissioner, says that if Lloyd’s continues to pay claims, he isn’t going to concern himself with questions of “solvency.” If Lloyd’s syndicates fail to pay reinsurance claims there are “a number” of New York insurance companies that he could no longer permit to operate. Lloyd’s deputy chairman Robert Hiscox commented in 1993 that if Lloyd’s stopped paying claims, “all I can say is the American insurance industry would be dead.”15

If Lloyd’s ceases to operate, there may be no place for a multitude of asbestosis victims to look for satisfaction of their claims. Insurance against damage from hurricanes and earthquakes may become much more costly and much harder to find; AllState has already decided to run from Florida because there’s no reinsurance. The stockholders in companies that run risks would find it much more expensive to share those risks. The costs of cleaning up sites carelessly polluted by manufacturers of toxic substances might fall on the taxpayer. Worldwide, Lloyd’s accounts for only about 2 percent of all the insurance written, but its social function has been to take the risks conventional insurers shun, a category that includes important activities like oil rigs and commercial aviation, and its economic function has been to set prices that other, often larger insurance companies will adopt when writing reinsurance.

Virtually everyone would pay some part of the enormous costs that will be imposed on the commercial world if this keystone of the insurance industry falls. Political leadership will have to deal with the failure of the American legal system to think through the practical consequences of judicial decision, and with the refusal to date of the British government to accept responsibility for the regulation of financial enterprises that play with other people’s money.

The year I joined Lloyd’s my older son was not yet in law school. When I began to get cash calls in 1990 he was a practicing lawyer on Wall Street. He asked to read the papers I’d signed to become a Name. When he finished he shook his head and said, “If I’d been a lawyer at the time, I’d have broken your arm before I let you sign these papers.” Now, by consent agreement, I sign my Christmas cards myself. Everything else gets John’s approval first.

Although I resigned in 1987, Sedgwick still sends me annual statements of increasing losses. The resignation won’t be effective until all the losses on policies written in my name by Merrett Underwriting Agency are finalized. Auditors Ernst and Young have been unable to set a figure for the total amount of deterioration in the future—a very unpleasant reading.

Attempting to understand my plight has led me to live in London for most of the past three years. When I look over the notes I took three years ago, I feel I don’t know the woman who wrote them. I’ve read sky-high stacks of legal and business reports, and I’ve interviewed more than two hundred people. Some became good friends. Each one had a different perspective, making even the court cases fascinating. Aside from bearing four children, this has been the most challenging period of my life.


CHAPTER 2
“A UNIQUE INSTITUTION” 

“The Society of Lloyd’s,” its future chairman David Rowland wrote in a 1992 internal report, “is a unique institution, unlike any other in the world.”1 For good or ill, there is a lot of truth to that statement Insurance has become one of the world’s biggest businesses, generating more than $300 billion of premiums a year, and nowhere else in this vast service industry is there anything like the Lloyd’s system for generating insurance policies. The world has many trading floors now, markets for paper having become the center of a triumphant capitalist age, but Lloyd’s is of necessity the largest, because it is the only one where the participants are sitting down, and people sitting down take more space than people standing up. The Lloyd’s “box,” on which the insurance underwriters sits, is an idiosyncratic piece of furniture, quite literally a box, closed on all sides with a hinged top on which the underwriter sits and a straight-wooden back against which he can rest his shoulders. On a more romantic level, the history of Lloyd’s is uniquely adventurous, a combination of derring-do and commerce that survived, generating security for its customers and rich rewards for its traders, for more than three hundred years.

Looked at purely as a modern-day commercial institution, however, Lloyd’s today seems less than unique; indeed, it resembles much less august organizations that have proliferated in the United States in the past dozen years. For all its romance, drama, and history, the Society of Lloyd’s is at bottom a franchise business, like McDonald’s or Holiday Inn.

Like the owners of franchised properties, the insurance brokers and insurance underwriters who work in the building and identify themselves as part of Lloyd’s pay an annual fee for the privilege and agree to abide by the rules and regulations established by the board that controls the use of the name, in this case called a council. The first of these rules is that a Lloyd’s underwriter transacts his business only on the floor at Lloyd’s, accepts business only from a Lloyd’s broker, and sees to it that every policy he writes goes through the Lloyd’s clerical process and comes out carrying the Lloyd’s rubber stamp. His premiums are paid to him through the Lloyd’s clearinghouse. Unless he is the lead underwriter on a policy, a Lloyd’s claims office is normally his source of information about the losses he must pay for under the policy, and he (or, rather, the Names that back his policies) will pay those claims through the same Lloyd’s clearinghouse. (The other modern commercial institution with resemblances to Lloyd’s, as Names have learned to their distress, is the collection agency that acts on behalf of a number of creditors to force debtors to pay up.) The council presumably sets policy for everybody and by assumption—for the Lloyd’s Act of 1982 identifies it as the regulator of its insurance market—controls standards of performance. It is distinguished from the board of directors of McDonald’s only in that the franchisees themselves dominate the electorate that votes on the council members and therefore have a lot more clout than more modern franchise operators permit.
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