The American Cargo War Risk Reinsurance Exchange

By Donald H. Chadwick

A unique reinsurance facility was severely tested on September 1, 1939, when thousands of German bombers suddenly rained death and destruction on Poland, followed on September 3 with the torpedoing of the Athenia, causing terrible losses of men, ships, and cargoes in the war at sea. This special facility is a chapter of reinsurance history that is very appropriate to recall in today’s times when reinsurers are also being severely tested.

A Historical Trace

In fact, marine underwriters in the United States had anticipated the need for mutual reinsurance protection before this holocaust, since Hitlers armies had already warned us sufficiently when they dismembered Czechoslovakia.


During the winter and spring of 1939, while Hitler and Tojo were straining toward war, there were many meetings of the organizers of what became The American Cargo War Risk Reinsurance Exchange. Various reinsurance arrange​ments were considered. In view of the tremendous volume of individual reports of shipments, it was decided that a recip​rocal exchange subscribed by the entire American market would be the most efficient form of reinsurance. On April 17,1939, a preliminary agreement for the Exchange was submitted to American companies and foreign companies licensed for business in the U.S.; the final agreement became effective June 10,1939.

June 1939 was three months prior to the shooting war, yet it was apparent der Fuhrer had turned on Poland, demanding the return of Danzig and a zone across the Polish Corridor. But Poland, having witnessed the dismemberment of Czecho​slovakia, had attempted arbitration.

Chamberlain responded by declaring “Peace in our time.” Hitler then switched to a peace offensive, being his infamous “war of nerves” technique. By June 1st it appeared Poland must crack under the pressure. On June 10th the Exchange commenced to function.

Such organizations are permitted under Section 29 of the Merchant Marine Act of 1920, enacted after World War I to encourage the formation of Syndicates to provide American insurance for foreign trade and vessels of this county. Section 29 specifically exempts certain reinsurance organizations from the provisions of the Sherman-Clayton Anti-Trust Act.

In spite of the fury at sea, the Exchange functioned as plan​ned. American companies were able throughout the war to continue offering their insureds war risks insurance. Open policies were used because the risk was automatically reinsured through all the companies in the market. Such insurance was effected as published rates available to all; of course, rates fluctuated with the fortunes of war.

The year 1942 was a period of particular crisis. A vicious submarine campaign, extending far beyond our expec​tations, was waged off the Atlantic coast. The sub sinkings weren’t brought under control until late in the year. During the first 10 months, 550 vessels were sunk in the western Atlantic. War rates advanced rapidly; the highest being 25 percent from New York to Brazil or Argentina.

One result of the high rates was that effective August 1st the War Shipping Administration commenced writing war risk insurance on imports to the United States and exports to U.S. posses​sions at subsidy rates to preserve “price ceilings”. The companies offered their services and acted as agents issuing "Warships” policies and reporting insurances effected thereunder.

Exchange operations were continued with depleted staffs as men and women were called to the armed services. By the end of the war the Exchanges reinsurance arrangements had obviously fulfilled a great need.

Now, four decades later, This War Risk Exchange is still in effect although modified somewhat. The processing of reports has been vastly simplified by modern methods. More recent headlines include: Iraq reports destroying five ships in Persian Gulf... Polish vessel hits a mine in Red Sea. The War Risk Exchange is still operating to protect its clients.

The War Risk Exchange Logistics
Its characteristics are that each member company cedes to the Exchange 100 percent of its cargo war risk liability, then each subscriber participates for an agreed fixed percentage in the combined liability of all the subscribers. If, for example, a company agrees to take a 5 percent share, it reports 100 percent of its war risk premiums to the Exchange and then “takes out” 5 percent of the total premiums reported by all members. Any losses are treated in the same manner. Managers are appointed to verify and approve claim adjustments in accordance with the regulations of committees elected from the membership.

This type of reinsurance agreement is well suited to war risk insurance as it is imperative that all companies be on a uniform basis as to rates and conditions. All insurers must interpret their policies in the same manner when settling claims. Such uniformity can result in almost unlimited reinsurance facilities on cargo business. Each insurer provides coverage under “open policies” for shipments to be made in the future for amounts up to an agreed limit per voyage. At the time of the German invasion the limit was $2,000,000, but more frequently $1,000,000 or less was committed. Of course, several clients can have cargoes on the same ship on any one voyage. The insurer often doesn’t know of such an overline normally until the ship is well at sea or more likely after the cargo reaches its destination.

The operation of a cargo reinsurance agreement was not a new development in 1939. A number of agreements had been in existence for years, the larger ones being the Export Cotton, Burlap, Export Auto and Coastwise Agreements. The War Risk managers had a trained staff and the necessary equipment; in those days IBM operated with punched cards. Reports to the Exchange were typed via bordereaux. A bordereau was a large sheet of paper printed with various columns, each identified with brief headings. The com​panies typed in required details such as policy number, steamer name and voyage, liability, and premium. Each horizontal line was a risk and each page (or bordereau) provided the essential details of many risks. This was the customary method of reporting reinsurance in 1939. Companies now report only monthly totals of their war premiums.

Bordereaux with thousands of reports soon flooded the office of the Exchange manager. From the cards punched in this manner were produced monthly totals of premiums reported by each member. A composite monthly report was sent to all members and they were required to remit any balance due the Exchange. The companies were allowed a rein​surance discount equal to brokerage plus a small per​centage to cover their cost of handling.

After World War II, the Exchanges reinsurance requirements were met by an Excess of Loss Cover, thereby eliminating the detail required by the former Excess Line, Faculta​tive, and Quota Share reinsurances and the reporting of individual risks by bordereaux

Premium on cargo business, usually reported after loading on exports and discharge on imports, is paid to the brokers, thence to the company and on to the Exchange after a lapse of 45 to 60 days. Therefore, there is a lag on imports of four or five months; on exports, two or three months. This became a source of great concern when U-Boats were active off the Atlantic coast in 1942. War rates were fixed as of the sailing date. Because of the delay in payment of premiums, the Exchange did not benefit from increased rates for months, but claims from sinkings had to be paid promptly. On the other hand, this delay provided a cushion to offset unknown and unreported claims.

The Organization Committee suggested an Excess Line Cover be arranged in London to provide automatic rein​surance in excess of $2,500,000 per voyage by any one steamer. Exchange members issued separate War Risk open policies and excluded them from their regular London reinsurances, which released enough reinsurance capacity to complete a treaty for $2,000,000 excess of $2,500,000 per vessel, being the utmost then available in London. This provided an underwriting capacity of $4,500,000 per vessel.

Subscribers were requested to indicate the amount of liability they would be willing to undertake on the basis of a probable maximum exposure for all of $2,500,000 per vessel. It was anticipated that war would bring inflation; therefore the above $2,000,000 treaty was arranged as a cushion for occasional heavy lines. As a matter of fact, in​flation resulted in values over $7,000,000, but with speci​fically placed reinsurance, such values were readily absorbed.

To safeguard the position of subscribers, provisional declar​ations were requested on large lines. Also, subscribers were permitted to arrange their own reinsurance for amounts they might receive as their share of the Exchange in excess of $2,500,000.

A Current Update

Hows the Exchange doing now? Fine, but actually there have been no claims on member companies from The Iran/ Iraq War in the Red Sea or the Gulf. Cargo War policies include coverage for malicious mischief. There were instances of warehouses being looted, but since these goods could have been stolen or looted by the authorities, the resulting claims were not paid as war related losses. There was a case of alleged piracy in the South China Sea that could not be proven as a war peril. In 1979, a vessel was seized by the Cuban government, which made demands to release it; the goods were never released. The U.S. companies paid the claims. The only recent loss was that of cargo on the Korean airliner.

All present eligible risks are ceded 100 percent and then redis​tributed according to proportion of interest, which is based upon premiums ceded during the immediately preceding 12 months. Almost all American and licensed foreign companies are members.

As to the future, the Exchange will continue to handle war risks on essential cargoes afloat. If war does break out, the companies again will become agents of the U.S. govern​ment, handling shipments and paying losses in the same manner as developed in World War II.

While we glow with pride that U.S. reinsurers responded so admirably to the wartime sea losses, one wonders if U.S. companies could develop similar solutions to more pressing current reinsurance problems.

My thanks to Mr. George A. Jones, Senior Vice President -Maritime, of the Atlantic Mutual Insurance Company, for his constructive help, including the data on the current status of the Exchange. We are also greatly indebted to those who gave countless hours to the organization and continued operation of this vital Reinsurance Exchange. It was no simple feat to obtain cooperation between aggressively competitive underwriters.

This article originally appeared in the Spring 1985 issue of Reinsurance Section Quarterly, published by the CPCU Society, Malvern, Pa., and is reprinted with permission. 
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