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This paper explores the nature of institutional change in the marine insurance industry during the eighteenth and early nineteenth centuries.  Marine insurance played a vital role in facilitating the expansion of the shipping industry during this period, but the industry evolved in different ways in different countries.  By the mid nineteenth century, the British marine insurance market was dominated by Lloyd's of London, a marketplace where private individuals risked their personal fortunes by insuring vessels and cargoes with unlimited liability.  In contrast, in most other countries, including the United States, private underwriting had virtually disappeared, and marine insurance was predominantly carried out by joint-stock corporations which insured vessels on the surety of their capital stock.  To account for the success of private underwriting in Britain and its demise in the United States, we will focus on the information and agency problems which were inherent to the technology of overseas trade at the time, how different kinds of institutions arose to address these problems, and how exogenous and endogenous changes in the political, legal and economic environment affected the evolution of these institutions over time.


Broadly, the argument is as follows.  In eighteenth century Britain, the Bubble Act of 1720 temporarily prevented the development of marine insurance corporations, thereby enabling Lloyd's coffee house to develop as a centre where private underwriting could flourish.  Lloyd's became a hub for information about ships and their crews, trade routes and political developments, and the many other factors which would affect the riskiness of a voyage, and also for reputational information about trading partners, which helped partially overcome the numerous agency problems inherent to marine insurance at the time.  Over time, Lloyd’s role gradually evolved in the shadow of the Bubble Act as a variety of informal and later formal organisations, laws, specialised roles, and mechanisms for sharing information developed and were adapted to a market dominated by private underwriting.


In particular, the extended period of heightened risk in international commerce resulting from the Napoleonic wars (1793-1815) led to boom years in marine insurance, and a period of accelerated institutional development at Lloyd's.  By the time the Bubble Act was repealed in 1824, enabling the numerous joint-stock corporations to enter the market, Lloyd's had gained an institutional sophistication which enabled it to survive the competition, and it remains an important centre for marine insurance today.


In contrast, the American marine insurance market was freed from the Bubble Act's restrictions before the start of the Napoleonic wars, and private underwriting was rapidly extinguished as marine insurance corporations developed during the wars.


Thus, we argue that the timing of exogenous changes including American independence and the Napoleonic wars, together with the endogenous development of Lloyd's and its legal environment, gave rise to a path-dependent evolution of marine insurance institutions and a bifurcation of institutional structure between Britain and the rest of the world.


