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ABSTRACT

The article has relied on the historical data of the
insurance industry and maritime history to
synthesize the process of the birth and development
of hull insurance and Protection and indemnity.
Accordingly, insurance was born under the
requirements and inevitability of historical
circumstances. It develops continuously when
people face many risks to deal with such as
diseases affecting health, and accidents that cause
loss of money, property, and human lives. Since the
appearance of insurance, it exists in many different
ways, the principle of operation is also regulated
differently by each social group. But up to now, the
insurance industry in general and maritime
insurance in particular has common rules and laws
applicable to all activities participating in waterway
transport in the world.

Keywords: Insurance; History; Hull Insurance;
P&l,

l. INTRODUCTION

Insurance is a business that comes from
two parties (the insured and the insurer). When a
person agrees to pay a fee for themselves or a third
person, when there is a risk, they are compensated
by another party. That's when the insurance policy
was established. Insurance appeared and developed
with human society from prehistoric times to
ancient, medieval, and modern times. Marine
insurance, including hull insurance, was one of the
first types of insurance in history. It forms under
the influence of the process of commodity
exchange and human trade. Protection and
indemnity (P&I) insurance came into existence
later and responded to the actual needs of
shipowners when they were liable for the lives of
seafarers and the value exceeded their cargo
insurance policies. Both hull insurance and
Protection and indemnityinsurance are very
important. It is the decisive factor for the strong
development of today's shipping industry.
Understanding the birth and development of these

two types is very important in analyzing the current
situation of the insurance products business in
Vietnam.

1. INSURANCE HISTORY

2.1. Prehistory

Human society has two types of economy,
non-monetary economy (natural economy) and
monetary economy. In a non-monetary economy,
people use barter, and trade does not have a
centralized and standardized set of financial
instruments. In contrast, the monetary economy has
the appearance of markets, currencies, and financial
instruments. Insurance has existed in various forms
since prehistoric times along with the history of the
development of the natural economy. The primitive
communal social institutions and forms of
insurance during this period required mutual
agreement, reciprocity, and mutual protection
(Fukuyama & Francis, 2011). According to
Szarmach et al. (1998), "mutual aid agreement"
insurance helped the Clan survive and survive in
difficult and harsh circumstances (p.329). Financial
transactions do not represent the “insurance
payments" of this period, but instead are pledges to
help rebuild if destroyed or share food if there is a
famine.

2.2. Ancient era

As early as the 2nd millenniumBC,
merchants (Babylonian, Indian, Chinese) knew
how to apply risk distribution and transfer. In the
process of transporting goods, to avoid sinking and
minimize losses, Chinese merchants divided the
cargo evenly on several ships when crossing
dangerous waters (Vaughan, 1996). In the years
€.1792-1750 BC, the Babylonian Empire I in the
city of Shush, Iran enacted a cuneiform law with
4,130 lines written by the sixth Babylonian king
Hammurabi (Scheil, 1902, p.12). The Code of
Hammurabi is engraved on a stone stele 2.25
meters high (Roth, 1995, p.15) and is intended for
the groupsailing merchants. The Code of
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Hammurabi stipulatessuch that the debtor must
repay the loan to the creditor on a schedule with the
maturity date specified in the written contract terms
(Hammurabi, 1903, p.75). Laws 101 and 102
provide that "shipping agents, brokers or charterers
are required to repay the principal of the loan to
creditors only in case of loss or total loss due to the
Law of God" (Hammurabi, 1904, p.35). In
addition, it has hundreds of other laws related to
cargo insurance, shipping, shipbuilding, shipwrecks
... In c. 1000 BC, the "Law of the Rhodes Sea"
originating from the Greek island of Rhodes is
believed to be the earliest example of the
introduction of the Law on Insurance. The law
specifies that "if a seafarer is compelled to throw
cargo into the sea to save a ship from sinking, the
loss shall be compensated jointly by his colleagues”
and applies to seafarers and traders (Memorial
Publications of the Prudential Insurance Company
of America, 1915). Then, in c. 600 BC, in Greece
and Rome came the birth of the "benevolent
society". The association takes on the role of caring
for the family of the deceased and it also pays
funeral expenses for the bereaved who are
members of the association. In the 4th century BC
appeared the "Maritime Loan" of the ancient
Athenians. They advance money for the voyages
and the refund is canceled if the ship is lost. During
this period, the cost of loans varied, and it was
assessed based on when it was safe or dangerous to
sail at sea during the year. This is an intuitive way
of valuing risk with an impact similar to insurance
(Franklin, 2002, p.259).In  the  Hindu
Dharmasastra, Arthashastra, and Manusmriti sutras,
the 3rd century BC also finds the concept of
insurance (Tapas & Debashis, 2016). The AD
period saw the emergence of social clubs (funeral
societies) or religious collectives whose members
worked for their common benefit belonging to the
Nerva—Antonine era (c. 133 AD during the reign of
Hadrian (117-138) of the Roman Empire. The
Society prescribes the rules and membership fees
of a "burial ceremony in Roman institutions"
(Newark, 1915, pp.5-6). In 220 AD there was the
original form of the Mortality Rate table which was
the "Life Table" from the Severan dynasty
compiled by the Roman jurist Ulpian (Newark,
1915, pp.6-7).

2.3. Medieval era

The Early Medieval era was a period of
European history that lasted from the 5th century to
about 1000, which was the decline of the Roman
Empire. Trade was severely affected and there was
no promotion of insurance forms during this

period. It was only until about 1000 to 1300 (the
Medieval era) that politics and economy stabilized
and developed again. Loans by sea (foenus
nauticum) preceded traditional marine insurance in
the Middle Ages. An investor lent his money to a
merchant and the merchant would be responsible
for paying it back if the ship returned safely. In this
way, credit and sea insurance are provided at the
same time. To offset risks at sea, traders are obliged
to pay high-interest rates, as opposed to land
traders who only split the profits. It was denounced
as usury and condemned by Pope Gregory IX inthe
Edict of Naviganti of 1236 (Roover, 1945, p.172).
Merit contracts (Commuda) were introduced to
replace the "foenus nauticum”. Under reward
contracts, investors provide capital to an
entrepreneur to make a trade, bearing the risk of
loss in exchange for a profitable share of the return
of the entrepreneur (Kingston, 2011, p.162). In the
late 13th century, Italian merchants began to
separate risk management from finance, completing
management with cambium contracts based on the
purchase of discounted bills of exchange from
merchants who did not personally go to sea. To
manage risk at sea, traders developed insurance
loans:  merchants pay insurance premiums to
shipowners in the form of an irenforceable loan,
under an agreement that shipowners will pay losses
to merchants if their goods do not arrive at their
destination (Van Niekerk, 1998). In 1293 of the
13th century, King Denis of Portugal raised the
interests of Portuguese merchants. He established a
joint fund by agreement called the Bolsa de
Comércio. The first recorded form of marine
insurance in Europe, it was approved on 10 May
1293 (John Brande Trend,1958, p.103), (Bailey
Wallys Diffie, 1977, p.21). By the early 14th
century, the tendency to hire authorized base agents
in various markets emerged as European merchants
sold their goods globally but encountered
numerous thefts (Roover, 1945, p.172). In 1310,
the Chamber of Assurance was established in the
Flamish trading city of Bruges (Miteski, 2019). The
merchant sends his goods to agents who sell goods
on behalf of the merchant. Instead of sending all
their cargo on one ship/truck, they often send their
cargo through multiple ships to avoid losing the
entire shipment if the ship encounters a storm, fire,
piracy, or is attacked by the enemy. From the role
of insurance during this period, Mundy concluded:
that insurance is the oldest method of risk transfer,
developed to mitigate commercial/business risks
(Mundy, 2001). Separate insurance policies (i.e.
insurance policies that do not accompany loans or
other types of contracts) were invented in Genoa in
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the 14th century, as were insurance funds backed
by commitments on property on land. Since the
first Insurance Policy became known, over the next
century, marine insurance grew widely and
premiums intuitively varied with risks (Franklin,
200, p. 274). In the 15th century, Italian merchants
spread knowledge and the use of insurance into
Europe and the Mediterranean. Policies and
wording for insurance contracts have been
standardized. By the 16th century, insurance was
popular in England, France, and the Netherlands.
The concept of insurance outside native countries
emerged in the 17th century due to reduced trade or
higher local insurance costs. According to Kingston
(2011), Lloyd's Coffeehouse was the prominent
marine insurance market in London during the 18th
century and European/American merchants used
this market to insure their shipments (pp.162-184).

2.4. Modern Insurance

Insurance became more complex in the
Enlightenmentand specialized types developed.
Several forms of insurance developed in London in
the early decades of the 17th century. Property
insurance as we know it today can be traced back to
the Great Fire of London, which in 1666 burned
down more than 13,000 homes. The devastating
effects of the fire transformed the development of
insurance™" from a matter of convenience into one
of urgency, a change of opinion reflected in Sir
Christopher Wren's (the most highly regarded
architect in English history) inclusion of a site for
'the Insurance Office' in his new plan for London in
1667" (Dickson, 1960). In the book, The Two and
a Half Centuries History of British Insurance,
Hamburger Feuerkasse (English: Hamburg Fire
Office) is the world's first officially established fire
insurance company and the oldest existing
insurance business available to the public, having
begun operations in 1676 (Evenden, 1989)

The first insurance programs intended for
underwritingbusiness projects are ready. In the late
17th century, London's growing importance as a
commercial center increased the demand for marine
insurance. In the late 1680s, Edward Lloyd opened
a café on Tower Street in London. This took place
during a boom of hundreds of coffees gathering
places in London, many catering to certain groups
of social customers. Lloyd's customers were often
ship owners, merchants, and captains. This helped
Lloyd's Coffee House become the go-to source of
the latest shipping news (Dickson, 1960). These
informal beginnings led to the establishment of
London's insurance marketand several related
transport and insurance businesses. In 1774, long

after Edward Lloyd died in 1713, the members of
the insurance agreement formed a committee and
moved toCornhill as Lloyd's Society. Since its
inception, Lloyd's has operated not as an insurance
company but as a collection of individuals (and
more recently, small groups of individuals) issuing
insurance policies (Dickson, 1960).

Policieswere  first launched at the
beginning of the 18th century. The first company to
offer life insurance was Amicable, founded in
London in 1706 by William and Sir. Amicable
Society for a Perpetual Assurance Office, founded
in 1706, is the company insurance first in the world
(Anzovin, 2000). The first life insurance plan is
that each member pays a fixed annual payment per
share of one to three shares depending on the age
of the members between 12 and 55. At the end of
the year, a "friendly contribution™ is divided among
the deceased members' wives and children in
proportion to the number of shares owned by the
heirs. The Friendly Society began with 2,000
members (Amicable Society, 1854)

At the end of the 19th century, "accident
insurance™ began to be implemented. This product
works just like modern disability insurance. The
first company to offer accident insurance was the
Railway Passengers Assurance Company, founded
in 1848 in England to insure the growing number
of fatalities on thefledgling railway system. It was
registered as the Universal Casualty Compensation
Company to: "... provide security for the lives of
those traveling by railroad and, in the event of an
accident not resulting in death, compensate the
insured for injuries under certain conditions"
(Woodward, 1917). Thus, the Railway Passengers
Assurance Company was founded in 1848 as the
first company to offer accident insurance.

Also in the late 19th century, governments
began implementing national insurance programs
against disease and old age. Germany built on a
tradition of welfare programs in Prussia and
Saxony that began in the 1840s. In the 1880s,
Chancellor Otto von Bismarck introduced pensions
for the elderly, accident insurance, and medical
care, laying the foundation for Germany's welfare
state. His paternalistic programs won the support of
German industry because its goal was to win
working-class support for the Empire and ease the
flow of immigrants to America, where wages were
higher, but welfare did not exist (Hennock, 2007),
(Beck,1995). In Britain, the National Insurance Act
of 1911 gave working-class Britain the first
contribution insurance system against disease and
unemployment. This system was significantly
expanded after the Second World War under the
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influence of the Social Insurance Report and Union
Services (Beveridge Report), to formthe first
modern welfare state (Hennock, 2007). Inthe
United States, until the passage of the Social
Security Act in 1935, the federal government did
not regulate any form of insurance for the entire
country.

Thus, the history of insurance marks the
development of the modern insurance business
against risks, especially those related to goods,
property, death, accidents, and medical treatment.
The insurance industry eliminates risk, spreads risk
from individuals to the larger community, and
provides an important source of long-term
financing for individuals and communities.

1. HISTORY OF HULL INSURANCE

The history of insurance development has
recorded marine insurance activities dating back to
the beginning. Under the impact of trade and
commodity exchange activities in human history,
maritime insurance, including Hull Insurance,
appeared quite early in many forms. Between c.
3000 and 2000 BC, Chinese and Indian traders
knew how to evenly divide cargo on multiple ships
when crossing dangerous waters to avoid drowning
cargo when transporting, minimizing losses
(Vaughan, 1996). In 1901 the Code of
Hammurabiwas written between c. 1792 —1750
BC. The Code of Hammurabi contains many laws
providing for the protection of shipfarers and
shipowners, such as "Law 238 which provides that
the captain, manager or charterer must pay the
shipowner only half of the value of the ship"
(Hammurabi, 1904, pp.43-45). Law 240 makes the
ownerof a cargo ship that is wrecked in a collision
liable for replacing the passenger ship and the
cargo held by the passenger ship upon the
testimony of the owner of the passenger ship about
the collision (Hammurabi, 1903, pp.85-86).
Around c. 1000 — 800 BC, the "Rhodian law"
statingmarine insurance was established on the
island of Rhodes. The general loss law isthat
underlies all types of insurance. This law is
summarized in the Compendium Roman Law and
written by the Roman jurist Paulus at the beginning
of the Imperial Crisis (Translated by Scott, 1932).
In 1293 of the 13th century, King Denis of Portugal
established by mutual agreement a fund called
Bolsa de Comércio and the first recorded form of
maritime insurance in Europe, approved on 10 May
1293 (John Brande Trend,1958, p.103), (Bailey
Wallys Diffie, 1977, p.21).

In the 14th century in Floren, Genoa, Italy,
the first marine insurance policies appeared (the

oldest insurance policy is found dated April 22,
1329, kept in Floren). Accordingly, an insurer
undertakes to the insured to compensate for the
property damage suffered by the insured when the
damage occurs at sea, and he receives a fee. The
discovery of the Indian Ocean and the subsequent
discovery of the Americas caused the maritime
industry in general and maritime insurance in
particular to develop rapidly. Premiums vary
according to intuitive estimates of seasonal and
piracy change risks (Franklin, 2001).

The Barcelona example of 1435 was the
first legal document in the insurance industry. This
was followed by Philippe's decree of 1458 and
other regional decrees such as the Finnish decree of
1563 relating to cargo insurance contracts.
However, it was not until the 16th - 17th centuries,
along with the advent of capitalist production
methods, that insurance activities developed widely
and increasingly penetrated many areas of socio-
economic life. Paving the way for this development
was the English law of 1601 under Queen
Elizabeth, followed by the 1681 French edict
enacted. These are the laws that paved the way for
the marine insurance sector (Cuong, n.d, p.12).

In the early 17th century, England took a
leading position in International Trade and
Navigation with London being the most prosperous
center. Ships from Asia, Europe, America, and
Africa all dock on both banks of London's River
Thame. Coffee shops where merchants, bankers,
carriers, and insurers meet to exchange news
directly with each other. In the late 1680s, Edward
Lloyd (a retired sea captain) opened a café on
Tower Street in London. Lloyd's Coffee House was
the first marine insurance marketplace. It quickly
became a popular location for ship owners,
merchants, and captains, as well as a reliable source
of the latest shipping news (Palmer, 2007). Lloyd
serves them by providing reliable shipping news.
The shipping community frequents the venue to
discussmaritime insurance, ship brokerage and
foreign trade (Marcus, p.2). The transactions that
took place led to the establishment of insurance
markets Lloyd's of London, Lloyd's Register,
Lloyd's List, and a number of related transport and
insurance businesses (Marcus, p.195).

In 1906, the Marine Insurance Act
codified the earlier common law; it was both an
extremely thorough and concise work. Although
the title of the Act refers to marine insurance, the
general principles still apply to all types of general
insurance. In the 19th century, Lloyd's and the
London Guarantee Institute (a group of insurance
companies in London) developed standardized
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terms for the use of marine insurance and these
terms have been maintained ever since. As of 2020,
the Nordic region was the largest provider of hull
insurance with 14% of the world market, China
was second with 12.4%, and Lloyd's in London
was third with 8.6%, according to (Osler, 2021).

1IV. PROTECTION AND INDEMNITY
INSURANCE

Protection and Indemnity Insurance in
Vietnam also known as Shipowners' Civil Liability
Insurance, abbreviated as P&lI, is a form of general
marine insurance provided bythe P&I club
(Anderson — 1999). While a marine insurer offers
"hull and machinery" insurance to ship owners and
cargo insurance to shippers, the P&I club offers
coverage for open risks that traditional insurers
don't want to cover. Typical P&I insurance covers
the carrier's third-party risk for damage caused to
goods during transit (John Dunt — 2009); risks of
war (Michael D Miller — 1994); and the risk of
environmental damage such as oil spills and
pollution. In the UK, both traditional underwriting
organizations and P&l clubs are subject tothe
Marine Insurance Act 1906.

Since 1720, the Royal Exchange
Assurance Company and London Assurance
Company have been licensed exclusively in hull
insurance. These two companies and some major
private insurers such as Lloyd's have a monopoly
on the coverage and price of hull premiums in the
UK. Dissatisfied with the pricing policies offered
by large insurance companies, shipowners have
formed groups of shipowners according to the
geographical area in which they operate, called hull
insurance societies. Insurance associations of small
ship owners at this time do not have legal status or
are just cooperatives of ship owners operating in a
spirit of reciprocity, sharing risks and acting as
insurers. This was the original form of the P&l
Insurance Association. However, by 1824, due to
competition in the British insurance market and
Lloyd's offices, large insurance companies such as
Exchange Assurance and London Assurance went
bankrupt, and small insurance associations also
weakened and withered (Cuong, n.d., p.31).

When hull insurance associations ceased
to exist, shipowners found it necessary to form
similar associations for a different purpose. This
need arose strongly in the mid-19th century after
ship owners had to bear the burden of
responsibility for third parties; Casualty sailors
needed compensation from the person who hired
them and the Lord Campbell Act of 1846
introduced stricter rules of liability for loss and

casualties for those who had to rely on lost sailors
(Cuong, n.d, P.32). In addition, the migration
policies of the 19th century created waves of
emigrants to North America and Australia, and
passenger complaints increased dramatically.
Therefore, the shipowner should be insured for
these risks as well as the remaining 1/4 of the
collision liability that the hull insurer refuses to
insure as well as the liability over the amount of
compensation (the maximum compensation value
including loss of ship, loss of cargo and liability for
damage caused does not exceed the value of the
ship) (Cuong, n.d, P.32).

Carriers soon realized that they were often
at fault if goods were lost or damaged at sea, and
they sought to purchase third-party indemnity
insurance against cargo liability. Underwriters
showed no willingness to take such open risks, so
shipowners responded by forming their joint P&l
clubs, operating as a shipowners' cooperative
(Susan, 2001). In 1855, the first P&I Insurance
Association was formed as the "Shipowner Mutual
Protection Association", the predecessor of the later
British P&I Insurance Association. This association
operates like a hull insurance association but
includes liability for life, casualties as well as
collision liability that is not covered by hull
insurance, especially values that exceed the limits
of the insurance policy (this is a type of protection
insurance). An advantage is a working club for ship
owners, thus eliminating the underwriter's profit
margins and making P&l Insurance significantly
cheaper (Susan, 2001).

In 1874, the liability risk for cargo
(Indemnity Insurance) transported by the insured
vessel was added to the coverage provided by the
P&I club. After 1874, many clubs added maritime
compensation to meet these new requirements. This
class was later merged with the marine insurance
class dedicated to the original protection risks, and
the distinction between the two was virtually gone.
In the past, P&l associations formed in British
cities and dominated the world's insurance markets.
Today, societies form and thrive in Scandinavia, the
United States and Japan.

V. CONCLUSIONS

The article sheds light on the formation
and development of insurance, marine insurance,
hull insurance and P&I. History has shown that
"Sea cargo" is often insured twice according to
insurance standards. The shipper or shipper will be
insured by a marine insurer capable of insuring 'all
risks'. Carriers or ship owners will be insured by
the P&I club but will usually limit their liability to
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