The Origins of Insurance in Maritime Trade

A

Long before modern banks and commercial insurance companies, the risks
of long-distance trade posed serious challenges to early economies.
Among the first sectors to develop a formal system of financial risk
management was maritime trade. The unpredictable nature of sea
voyages—from storms and shipwrecks to piracy and disease—made early
merchants acutely aware of the potential for loss. In response, various
forms of maritime insurance emerged across ancient civilizations, helping

to stabilize trade and promote economic growth.

B

Evidence of early risk-sharing mechanisms dates as far back as ancient
Babylon. The Code of Hammurabi, a legal text from around 1750 BCE,
outlines a principle known as “bottomry.” Under this arrangement, a
merchant could take out a loan to finance a ship's voyage, with the
agreement that repayment was only required if the journey was
successful. If the ship was lost, the debt was forgiven. While not insurance
in the modern sense, bottomry functioned as a risk distribution tool,
allowing traders to undertake perilous voyages with some protection

against financial ruin.

C

The ancient Greeks and Romans refined and expanded upon earlier
maritime risk strategies. Greek city-states, heavily dependent on sea
trade, developed early examples of pooled risk, where merchants
collectively covered the losses of any member whose ship was damaged
or destroyed. Roman law further formalized these concepts. In the Roman

Empire, contracts known as “foenus nauticum” were widely used,



operating similarly to bottomry but with specific interest rates and legal
provisions. These early agreements helped standardize trade practices

across the empire’s vast commercial network.

D

The fall of the Western Roman Empire and the resulting fragmentation of
Europe saw a decline in centralized economic structures, but maritime
trade persisted through the Byzantine Empire and various Islamic
caliphates. The Islamic world in particular made significant contributions
to the development of insurance. Muslim merchants operating along
extensive trade routes from the Mediterranean to the Indian Ocean
utilized mutual aid systems. One such concept was “takaful,” a
cooperative model in which participants contributed to a shared fund to
compensate any member for losses incurred during a voyage. This model
aligned with Islamic principles forbidding interest and uncertainty in
financial contracts, and its legacy continues in modern Islamic insurance

practices.

E

The rise of Italian city-states during the late medieval period marked a
turning point in the institutionalization of maritime insurance. Venice,
Genoa, and Florence became major hubs for commerce and finance. In
the 14th century, Genoese merchants began drafting insurance contracts
that closely resemble those used today. These documents detailed the
value of goods, the voyage's departure and destination points, and the
specific risks being covered. Notably, they separated insurance from
lending, distinguishing them from earlier bottomry loans. This distinction
helped clarify liability and improve trust between merchants and

underwriters.



F

As European trade expanded during the Age of Exploration, the need for
more sophisticated risk management tools grew. The establishment of
commercial insurance firms in cities like London helped formalize maritime
insurance. Lloyd’s of London, which began in the 17th century as a coffee
house where shipowners and financiers met, became a central
marketplace for underwriting maritime ventures. The standardization of
policies, increased availability of actuarial data, and the rise of reinsurance
transformed maritime insurance into a robust industry. It played a crucial
role in supporting colonial trade, exploration, and the transport of

valuable goods such as spices, textiles, and precious metals.

G

The development of maritime insurance had profound effects beyond
commerce. By distributing the risks associated with long-distance trade,
insurance encouraged more merchants to invest in voyages, expanding
global trade networks. It also facilitated technological innovation, as
shipbuilders and navigators sought to reduce risks and improve safety.
Additionally, insurance helped generate early financial institutions and
legal frameworks that would eventually support modern capitalism.
Governments and empires also began to recognize the strategic

importance of insuring naval assets, especially during wartime.

H

Today, maritime insurance remains a vital component of global commerce,
covering cargo loss, environmental damage, and piracy among other risks.
Yet its roots lie in ancient systems devised by early traders who needed to
safeguard their livelihoods in the face of perilous journeys. The legacy of

these early innovations is not only found in the policies held by modern



shipping companies, but also in the broader development of global
finance, risk assessment, and the institutional structures that govern

economic activity across borders.



Questions

Question Type 1: Paragraph Matching (Questions 1-5)

Match the statements below to the correct paragraphs A-H.

You may use any letter more than once.

1. Describes how a modern insurance institution evolved from informal
gatherings.

2. Mentions a financial practice that adhered to religious restrictions.

3. Gives an example of a legal code that provided conditional loan
forgiveness.

4. Explains the revival of formal insurance contracts in a new commercial
setting.

5. Highlights how insurance contributed to the development of economic

infrastructure.

Question Type 2: Yes / No / Not Given (Questions 6-9)

Do the following statements agree with the information given in the
passage?

Write:

YES if the statement agrees with the claims of the writer

NO if the statement contradicts the claims of the writer

NOT GIVEN if there is no information on this

6. Ancient Chinese merchants developed maritime insurance systems
before the Romans.
7. Islamic models of insurance influenced modern Western insurance
companies directly.

8. Lloyd’s of London originally operated as a place for socializing among



shipbuilders.
9. Early Greek merchants engaged in shared risk practices to support each

other.

Question Type 3: Summary Completion (Questions 10-12)

Complete the summary below using words from the passage.
Choose NO MORE THAN TWO WORDS from the passage for each blank.

The ltalian city-states played a key role in the institutionalization of

maritime insurance. In the 14th century, (10) traders began

writing detailed policies that clarified liability and helped formalize

agreements between (11) and underwriters. These

developments eventually separated insurance from (12) ,

marking a significant shift from earlier practices.

Question Type 4: Main Idea / Author’s Conclusion (Question 13)
Choose the correct letter, A, B, C, or D.
13. What is the main idea of the passage?

A. Insurance companies originated in the Middle East and spread globally
through Islamic trade routes.

B. Maritime trade would not have expanded without the protection of
military fleets and empires.

C. The emergence of maritime insurance played a key role in stabilizing
trade and fostering modern finance.

D. Ancient civilizations were unable to manage risk effectively until the

Renaissance period.
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