SOUTH'S SOAPBOX

THREATS TO OUR INDUSTRY

Following the completion of the effective takeover of the
Standard Club by North, the International Group
fortunately appears to have entered a period of relative
calm. There is however no doubt that a number of Club
managers still hanker to jump on the merger 'bandwagon’
if and when suitable opportunities arise. In most cases
this strategy is seeking to address a misconceived belief
that ... “the bigger you are the more you will prosper”. Also
helpfully for some, so called mergers do provide a useful
distraction for those who have operated below par.

“Club managers still hanker to jump
on the merger '‘bandwagon"

Merger in the Club world, in my view, is a relatively benign
term to neutralise the otherwise more emotional reality
of there being a winner or a loser. Such amalgamations
of Clubs generally only deliver more tonnage, more mass
but not necessarily ‘critical, usually with poorer
performing portfolios and much exaggerated economies
of scale by the dominant party. The so called benefits
professed invariably include the ability to achieve greater
diversification. rarely successfully
delivered as Clubs generally are not so able to compete
with the commercial markets, and of course the very
markets on which the Clubs are so dependent upon for
their own reinsurance (poolable and non-poolable)
covers. Clubs should not be blind to the fact that
commercial market underwriters will not let the Clubs
indefinitely 'drink from their well’ without retaliation. The
reality is that very few shipowners want to adopt a ‘one
stop shop’ for their marine insurance programmes. Clubs
will never achieve the premium spread necessary for
them to operate competitive standalone covers
independent of the specialist commercial underwriters

However this is

on which Clubs so heavily rely. Consequently, Club
managers' time is potentially being squandered, setting
up and marketing these overly duplicated diversification
facilities which rarely ‘wash their face', let alone deliver
profit for the membership.

“very few shipowners want to adopt
a ‘one stop shop”™

Maintaining traditional marine insurance placements
such as H&M, independent of the P&l class, avoids
potential conflicts and contagion, particularly following
adverse claims results. The previous significant
underwriting losses of Skuld and Standard’s commercial
market activities are recorded for all to see, and in the
case of the latter its probable failure to fully recover from
their much ‘trumpeted but disastrous diversification
initiative. As far as we can see, they delivered no
economies of scale and no windfall profits for the
shipowner Members (who in fact bankrolled much of the
losses of these ill-conceived diversification initiatives),
with the now obvious consequences...

“no economies of scale and no
windfall profits”

In order to avoid history repeating itself, shipowner
Members, who of course own their Clubs, should take a
real interest in their Club’s management and ultimate
direction. This will avoid just a handful of elite Directors,
often not sufficiently independent of, or too partisan to
the Club managers and their own vested interests, taking
decisions which have significant implications for the
Club and its Members. Big decisions such as mergers
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should be put to the full Boards at an early stage of the
proposal and preferably the full Membership by way of
referendum. Adopting such an obvious practice will
protect the Club from the inappropriate ambitions of non
altruistic second or third parties. The Britannia Club
Board have at least twice resisted such unwelcome
predatory initiatives by being comprehensively engaged
and focused on what they expect from and for their Club.

“‘unwelcome predatory initiatives”

Given the recent combined ratios announced by most
Clubs, which now range from just about technical
breakeven to continuing to run at a loss, it is perhaps
surprising that have
suggested that most Clubs do not need General
Increases at the 2024 renewal. It is true that all Clubs
have recently benefited from an unusually benign Pool,
but with high claims inflation and an erosion of solvency,
complacency or the opportunism of a few purporting to
believe that the somewhat concerning underwriting
losses of only a year or two ago are now behind us, could
again lead to some Clubs being coerced into weakening
their resolve, resulting in further underwriting losses and
instability.

some market commentators

“opportunism of a few”

Pleasingly, the combined ratios of most Clubs have
improved over the last couple of years. Gard has reported
some of the best results, which are in fact now distorting
the overall financial picture of the IG. Steamship and
Britannia also have strong reserves, particularly bearing
in mind their size and being mono-line operations, for
which S&P allegedly 'mark them down’! All three Clubs
have a commendable history of demonstrating their
'mutuality credentials' particularly by returning surplus
monies to their Members, usually by way of capital
returns or continuity credits, when finances permit. BDue
to the underwriting challenges of recent years,
Steamship and Britannia have been unable or
unprepared to authorise capital returns. Gard on the

other hand, has provided their Members with renewal

discounts for a number of consecutive years now. Whilst

this is a welcome concession, it is not applied in
perpetuity to Member's renewal premium rates (the pre-
discounted rates are the starting point for next year's
renewal discussions). This perhaps suggests that the
concession is already ‘baked-in" to the underwriting
formula, rather than any exceptional reward to the
mutual Pandl Members, for being the ultimate financial
guarantors of the very substantial fixed premium
element of the portfolio.

“demonstrating their 'mutuality
credentials"

Going forward Clubs should underwrite carefully
considering what challenges may lay ahead and not just
what has past... underwriting ‘looking through the
windscreen and not the rear-view mirror’. Fortunately, in
recent times, few Clubs (thus far) have had to rely on
unbudgeted supplementary calls to balance their books.
However, some will be found wanting if they allow
opportunistic players to leverage their influence to
undermine discipline. The long-term sustainability of the
industry is far more important for most shipowners than
premature and short-term pricing enhancements. Clubs
now need a period of low claims, low inflation, good
investment results, skilful and disciplined underwriting
and sound management, to bring the Shipowner owned
businesses back into measured financial strength. And
to those who oppose this argument, | would say the long
established and practiced mutual mechanisms enable
Boards to return maonies to their Members when finances
allow, via and in today's parlance, capital returns or
continuity credits. All truly mutual Club Boards will want
to return monies to their Members to evidence the true
benefits of mutuality, but only good Club management
discipline and sticking to the traditional mutual DNA on
which the industry was founded, will it be delivered!

There is only one loser when
competition is lost... Shipowners
won’t know what they had until it is
gonel!
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