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Foreword

USINESS ENTERPRISES have a most variable span of life. Their infant

death rate is shockingly high; on the other hand, they may live

indefinitely. The Bank of England, though not the oldest of British
companies, is now in its two-hundred-and-fiftieth year and seems a better
“risk” in the twentieth than it scemed in the seventeenth century. No
actuary has yet ventured to compute a mortality table for these strange
creatures. When one of them becomes a centenarian, there is more occa-
sion for congratulation than when a “natural person” does so. Those who
celebrate do not have to repress the thought that dissolution must be close
at hand. Also, long life is better evidence of past usefulness in a business
enterprise than in a human being. For these man-made beings live on
suffrance; if they had not served some lasting purpose, they would not
have survived so long.

"The biographies of aged people are not always significant. Neither
are all the life stories published by old enterprises. Too often the story-
teller is one who knows little about the business he extols or about its
10le in economic evolution. He puts in all available anecdotes and
culogies; he leaves out statistics and complaints. Errors and omissions
in management are glossed over unless they are both trivial and amusing.
There may be some excuse for saying nothing but good of the dead in a
funeral sermon, but that is not becoming conduct in the living when
speaking of their own past conduct. Any business enterprise that has
rounded out a century can make a genuine contribution to the history
of its times if it will let some competent writer use its records candidly.

The Mutual Life Insurance Company of New York provides in this
volume a model that other business enterprises may well emulate. When
its hundredth anniversary approached, the company sought the services
of a professional historian to prepare an account of its career. It put its
records at his disposal and gave him a free hand in using them as his
judgment dictated. The result is an illuminating history not merely of
The Mutual Life but also of the industry in which it has been a leader.

While Dr. Clough has not sought to write a popular book, he has
written one that will be read by many men with diverse interests. The



vi FOREWORD

development of mortality tables based upon an ever-broadening basis
of experience, the diversification of life insurance contracts to fit different
needs, methods of selling policies, administrative organization, the rela-
tion of trustees to executives, the types of investments made, gross and
net yields obtained, governmental investigations that uncovered abuses,
the services and the shortcomings of regulatory commissions, the relation
of life insurance to the whole economy in which it has expanded so
rapidly despite occasional setbacks—all these and many related topics
are dealt with faithfully.

American historians have paid scant attention to business enterprises
except when they have become involved in political struggles, as did,
for example, the second Bank of the United States. Presumably, the basic
explanation lies in the secrecy in which business men long shrouded what
they thought of as their private affairs. Even the man who had nothing
illegal or immoral to conceal did not want competitors to learn overmuch
about his costs, his customers, or his profits. A historian who appreciated
the role played by business and wished to make it clear was baffled. He
could learn far more about technology than about the organizations that
apply it. So the nation that entrusted its welfare most unreservedly to
business enterprises has known little about the conduct of these agencies,
and that little has been a biased sample overweighted with stories of the
misdeeds uncovered by muckrakers and prosecutors—two useful but
unpopular tribes who often get and give a wrong impression when they
are trying to bring out hidden truth.

A combination of developmehts is now making secretiveness old fash-
ioned—partly pressures from without, partly consciousness within that
good business means good service and that the people served are entitled
to know how affairs are managed. But there still remains much suspicion
of business aims and practices—suspicion that no informed person will
say is baseless. Those who hope that the United States will resume the
practice of free enterprise after the war and long maintain it recommend
a policy of frankness. Business men must win public confidence because
of their integrity, efficiency, and fairmindedness if they are to remain
the captains of our industry. The first desideratum is to practice these
virtues; the second is to make the practice known. If ill has been done
along with good, that, too, should be disclosed. But example is better
than precept, and the reader holds an example in his hand.

WEsLEY C. MITCHELL
New York City

January 15, 1946



Preface

LL RATIONAL HUMAN ACTION is taken in reference to one’s own
experience or to the reported experience of others. No machine
is built that does not embody many aspects of preceding con-

traptions; no sales program is undertaken without thought of sales
records; no public policy is adopted without some consideration of the
effects of analogous policies in the past. Everyone is thus to some extent
a historian. The professional historian, however, makes a specialty of
studying, recording, representing, and explaining the past of mankind.
As a scientist, he endeavors to organize and interpret knowledge, with
rigorous restrictions on his personal or environmental biases and a full
determination to arrive at those conclusions which are justified by the
evidence before him. As a contributor to the formation of public or
private policy, the historian indicates long-term trends, shows the po-
sition of current problems in these trends, and considers institutions,
that is, ways of thought and behavior generally prevalent in a group,
in relation to changing environment.

The economic and business historian can, it is believed, throw light
upon economic and business problems. By delineating long-term trends
and by considering economic and business institutions in the light of
changing conditions, he can bring to the attention of executives many
of the fundamental issues that become obscured by the everyday
handling of detail. Furthermore, he can by the intimate study of the
affairs of business increase his own professional competence in organ-
izing and explaining data. In my own case, the experience which I
had at The Mutual Life impressed upon me the importance of many
issues to which I had previously given inadequate attention. I can
recommend heartily the writing of business history to those acade-
micians who would broaden their horizons by a knowledge of practical
affairs.

My work at The Mutual Life was, however, done under the most
auspicious circumstances. Not only was I permitted access to all the
Company’s records, but the conclusions which I reached and to which
I gave expression were entirely my own. I was shown the greatest
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courtesy by President Lewis W. Douglas, Executive Vice-President
Alexander E. Patterson, and various members of the Board of Trustees.
I had access to the expert advice of officers of the Company. To them
I wish to extend my grateful thanks for the technical assistance which
they gave me and for the time which they devoted to discussing various
parts of the book with me.

I would also express my gratitude to a host of other employees of the
Company for the help which they rendered me: to Mr. Walter S. Story
and Mr. Clarence Emmerson for helping me locate records; to Miss
Fannic M. Dana for drawing the charts; to Miss Florence V. Sexton for
the laborious task of attending to editorial details; to Mrs. Mildred D.
McGrath for typing the manuscript; and to Mrs. Eleanor S. Bagley for
overseeing much of the checking of data that is so necessary in a work
of this kind. I should also like to extend my thanks to the Insurance
Society of New York for use of their library and to the Columbia Uni-
versity Press for the excellent manner in which they handled the
intricate details of transforming a complicated manuscript into a book.
Especially am I indebted to Miss Ida M. Lynn, whose critical acumen
prevented slips that had escaped the practiced eyes of many readers.

SHErArRD B. CroucH
New York
January 21, 1946
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PART ONE
American Life Insurance

Its Present Position and Beginnings






I. A Sketch of Life Insurance in America

HE LAST CENTURY of American history has witnessed the develop-

ment of one of the most important social and financial institu-

tions of modern times—Ilife insurance. Since February 1, 1843,
when The Mutual Life Insurance Company of New York issued its first
policy, life insurance in America has grown, until on January 1, 1943,
the assets of three hundred and three life insurance companies domiciled
in the United States amounted to $34,931,411,348, a sum which pro-
vided insurance of $130,332,848,315.! This insurance was written on
nearly 134,166,067 policies, was owned by about 67,000,000 persons, and
provided on the average a protection of $989 for every man, woman, and
child in the land.

The assets of American life insurance companies are approximately
equal to the value of the total assets of all Federal Reserve Banks, are
almost thrice as much as the assets of mutual savings banks, are double
the savings and other time deposits of state and national banks, and are
five times as large as the assets of building and loan associations. Even
the public debt of the Federal Government and its agencies was about
cqual to the asscts of life insurance companies in 1934.2 In foreign
countries the rise of life insurance has also been tremendous, although
it has failed to attain the proportions rcalized in the United States. On
January 1, 1938, the United Kingdom had $16,78¢,824,000 of life
insurance in force, or $354 per capita; the Netherlands, $2,004,4%0,000,
or $233 per head; Germany, $7,919,400,000, or $131 per person; and
France, $2,096,253,000, or about $50 per person.’

The fundamental reason for this great growth of life insurance, as well

1These figures are fiom The Spectator Insurance Year Book, 1943 Life Insurance; an
Analysis of the Statements for the Year 1942 of All the Life Insurance Companies of the
United States, Philadelphia, pp. 136A-137A. They pertain only to the business of legal
reserve life insurance companies, that is, companies which agree to pay a stipulated bencfit,
collect prescribed rates therefor, and by law maintain a reserve for cach policy. These
statistics do not include the activity of frateinal orders and asscssment societies, which do
about 5 percent of the insurance business of the country.

* Statistical Abstract of the United States, Washington, D.C., Government Printing Office,
1942.

3 Hearings before the Temporary National Economic Committee of the Congress of the
United States (Washington, Government Printing Office, 1939), Part 4, p. 1511,
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as for all other forms of insurance, is to be found in the very nature of
our present-day, capitalistic economy. Time was when society was organ-
ized on an essentially agricultural basis, with each small area and even
each family largely self-sufficient in an economic sense, and with the
exchange of goods conducted mainly on a barter basis. The peasant or
farmer had an equity in the land which he tilled, and at his death his
sons, or his daughters’ husbands, or some other close relatives were glad
of the chance to work his fields and in exchange were ready to accept
the responsibility of caring for the deceased’s dependents. In case of the
destruction of a person’s buildings by fire, neighbors helped him in
the task of reconstruction; and in the event of illness, his friends or even
the lord of the manor came to his assistance. In such a self-contained
society there was little need for insurance of any kind, for the head
of a family left to his survivors a means of livelihood, and misfortunes
were alleviated by mutual aid. In fact, the only organizations for sharing
risks to which this society gave rise were of a mutual-assistance kind.

With the development of the capitalist system, however, all this grad-
ually changed. To understand why this should have come about, it is
necessary to have some idea of capital and the capitalistic economy.
Capital may be defined in a historical sense as mobile surplus which can
be used for the accumulation of more surplus or profit. And the capitalist
system is one in which the means of making a living are primarily based
upon the employment of capital.* In the long process of economic evolu-
tion the growth of our present system has meant that the means of
production have in part passed out of the possession or direct control
of workers, that the individual himself does not consume what he pro-
duces, that he must supply his daily needs by going to the market, and
that livelihood is obtained either by money wages, by earnings on cap-
ital, or by the expenditure of surplus. In fact, modern society has evolved
away from economic self-sufficiency to economic interdependence. Di-
vision of labor, specialization in all things, exchange of goods by the
medium of money, and, what is perhaps the most important considera-
tion for our purpose, the inability of a person to leave to his dependents
his own ways of making a living are fundamental characteristics of our
present economy.

Early in the evolution of modern capitalism men began to recognize
the increasing responsibilities which the changing economic system was
forcing upon them. If a person placed all his surplus or capital in a ship-

4 Shepard Bancroft Clough and Charles Woolsey Cole, An Economic History of Europe
(Boston, 1g41), passim.
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ping venture and the ship were lost, he was ruined. Or if he constructed
an expensive building in the search for profits and it was destroyed by
fire, he was deprived of a large portion of his earning power. Or if he
were an artisan and died, there might not be left a large enough accumu-
lated fund to support his widow or his orphans. As the exigencies of the
budding capitalist system became more and more apparent, the wisdom
of guarding against such losses became obvious, and the method devised
to secure the desired protection was to share risks with others. Thus it
was that insurance in its various forms came into being—marine insur-
ance to divide the losses in shipping, fire insurance to disperse losses
from the destruction of property by flames, and life insurance to mitigate
the loss of a breadwinner.

The exact dates for the beginning of each of these forms of protection
is difficult to ascertain, for mutual benefit societies bordered on the edge
of insurance, isolated contracts issued by underwriters are steadily turn-
ing up which push the origins back a few years, and scholars are not of
one mind as to what constitutes bona fide insurance. But if insurance is
defined as ““the elimination of the uncertain risk of loss for the individual
through the combination of a large number of similarly exposed indi-
viduals who contribute to a common fund premium payments sup-
posedly sufficient to make good the loss caused any one individual,” the
activities of mutual aid societies, bets of one individual with another as
to whether a ship will come back or a person will die by a certain date,
and all contracts by persons not financially interested in the event in
question are ruled out. Upon this basis it would seem that marine in-
surance appeared first in Italy in the fourteenth century; fire insurance
in Germany in the sixteenth century; ® and life insurance in England
in the late seventeenth century.®

In each case, it will be noted, insurance sprang up where the capitalist
system was already becoming important and hence where the conse-
quences of total loss would be most keenly felt. This historical fact tends
to substantiate the thesis that insurance came into being to lessen the
effects of a situation which a money economy created.

5 For the early history of insurance see C. F. Trenerry, The Origin and Early History of
Insurance (London, 1926); Terence O’Donnell, History of Life Insurance in Its Formative
Years (Chicago, 1936); A. F. Jack, An Introduction to the History of Life Insurance (London,
1912); and Richard Ehrenberg, “Studien zur Entwicklungsgeschichte der Versicherung,”
Zeitschrift fiir die gesamte Versicherungswissenschaft (Berlin, 1go1-2).

¢ There were much earlier evidences of life insurance than this. For example, the lives
of slaves were insured in Barcelona in the fifteenth century. See R. S. Smith, ““Life Insurance
in Fifteenth Century Barcelona,” The Journal of Economic History, New York, May, 1941.
In France in the seventeenth century, tontines, if they may be considered life insurance,
were sold on a wide scale.
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That life insurance has grown hand-in-hand with this kind of an
economy is supported by all available evidence—the date of founding
of life companies, the development of these companies pari passu with
the extension of the use of money, and the greater amount of life insur-
ance in force in urban than in agricultural areas.”The first important
life insurance company in England, The Society for Equitable Assurances
on Lives and Survivorships, was founded in 1762; the first successful
company in France, in 1819; and the first in Germany, in 1824. In our
own country, sporadic attempts to found life insurance companies were
made from the end of the eighteenth century onward, but in the period
1843-1851 twelve important companies, which are still in existence
today, began to write life policies for the general public. The first of
these actually to place insurance on its books was The Mutual Life
Insurance Company of New York.

It was not by accident that American life insurance got under way in
the “roaring ‘forties,” " as we shall see in the next chapter, nor has it
been by accident that life insurance has grown as the money cconomy
of America has steadily expanded.

It is a curious fact that, except for the six years following the economic
depression inaugurated in 1873 and for the years 1932 and 1933—years
also characterized by depression—the amount of life insurance in force
in the United States has always shown an upward trend. If the life insur-
ance desired by the public can increase throughout good times and bad
(except, perhaps, during the very worst), one may be led to the conclusion
that even today life insurance has not assumed the full place destined
for it under the capitalist system. But, be that as it may, life insurance
has grown concomitantly with the money economy, the advance of
science, and the division of labor. In a highly developed capitalist coun-
try like the United Kingdom, protection per capita is, as we have seen,
$354, while in a more agricultural country, such as Portugal, life in-
surance per capita is only $3.47. In the United States life insurance
protection amounted to $5.47 per capita in 1860; to $40.69 in 1885; to
$179.14 in 1910; and to $98g in 1942.

LIFE INSURANCE AFFECTED BY URBANIZATION AND
OCCUPATIONAI. SHIFTS

In our own country, fewer persons, irrespective of their wealth, hold
life insurance policies in rural areas than in urban areas, as Tables 1 and
2, on page 8, will show.”

7 Data obtained from a special study by the Research Staff of The Mutual Life based on
Bureau of Labor Statistics figures.



CHART I
ECONOMIC PROGRESS IN THE UNITED STATES, 1849-1942
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This situation is not a matter of mere chance. In the first place, there
is the difficulty of marketing life insurance policies in rural areas. But
of much greater importance is the fact that the responsibilities caused
by death can be more easily assumed in a routine manner by agricul-

TABLE 1

PERCENTAGE OF WHITE, NONRELIEF FAMILIES PAYING
LIFE INSURANCE PREMIUMS IN 1935-1936

Rural areas 58

Cities, 2,500 to 25,000 population 81

Cities, 25,000 to 100,000 population 86

Cities, 100,000 to 1,500,000 population 88

New York City, Chicago, Philadelphia, and Detroit 90
TABLE 2

PROPORTION OF TOTAL NUMBER OF FAMILIES
PAYING PREMIUMS IN 1935-1936

Region Percentage
New England 82
East North Central "
South w2
Pacific 69
Plains and mountains 61

turalists than by city people. To be sure, because the farmer usually goes
into debt at the beginning of his career either to buy land or to equip
his farm and because he runs the risk of seeing his children drift off to
the city and of having no one to till the soil after his death, he can profit
largely from life insurance to provide for his widow or other dependents.
Yet the farmer usually leaves some equity in his means of livelihood to
his heirs, which is itself protection, and those of his children who con-
tinue his enterprise can take care of dependents with relatively little
sacrifice.?®

In the highly capitalist, urban areas, on the other hand, death has
more serious economic consequences. Here the great majority of men
do not own real property which can be used by their heirs to make a
living or, if sold, to furnish enough capital for sustenance. In our large
cities is to be found the very acme of dependence upon wages or the
earnings from capital to maintain life. The work men do is usually so
specialized or labor is hired in such a way that heads of families cannot
easily pass on their means of making a living to their children. And as
though this did not sufficiently add to the responsibilities which confront

8 Hervell F. De Graff, Life Insurance for Farmers, Cornell Extension Bulletin 459, April,
1941.
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the city dweller, there has been a noticeable diminution in the size of
urban families, hence there have been fewer children to care for de-
pendent parents, and there has been a growing inability or unwillingness
on the part of children to assume the support of their father’s family.®

Residents of cities are thus faced with the problem of leaving a surplus
to their heirs which will be sufficient for their needs. It may be that
this fund can be built up by the accumulation of wealth, but the vast
majority (perhaps go percent) of the families in metropolitan areas have
decided that insurance should be a vital part of their plan to care for
dependents after death. That the need for life insurance has been stead-
ily increasing and will probably continue to augment for some time to
come is owing in part to the rapid and continuing urbanization of our
population and to a shift in the occupations of men from agriculture to
commerce and industry—from the more economically self-sufficient to
the less economically self-sufficient callings.

LIFE INSURANCE COMPANIES AS FINANCIAL INSTITUTIONS

The role which life insurance has played in the expanding American
economy has not been limited to its primary function in the capitalist
system, that is, to the distribution of the risks of death. Insurance is a
form of savings—and the savings in life companies have been built up
more rapidly in recent years than have those in other formal savings
institutions.

Life insurance funds in America are amassed from small payments—
the average premium per policy in 1942 was $31—made by about
67,000,000 persons on one or more policies. Thus is brought together a
tremendous amount of capital or surplus which can be put to use in
productive enterprises. Throughout the development of the capitalist
system one of the main problems has been to amalgamate the capital of
many persons in order to finance great undertakings. Banks were early
destined to perform this function, and so, too, were partnerships, sleep-
ing partnerships, and joint stock companies. But life insurance com-
panies, at least in America, have become leading servants in this field.
They not only assist the individual in building up a surplus upon which
he may fall back at any time, but as of January 1, 1943, they had brought
together for investment about $35,000,000,000.

The character of the investments of life insurance companies can

® Warren S. Thompson, “Urbanization,” in Encyclopedia of the Social Sciences (New York,
1937); Joanna C. Colcord, “Family Desertion and Non-Support,” op. cit.; A. M. Carr-
Saunders, World Population; Past Growth and Present Trends (Oxford, 1936); and Walter
F. Willcox, Studies in American Demography (Ithaca, 1940).
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only be suggested in this place. Suffice it to say that life companies have
bought heavily in mortgages, public bonds, railroad bonds, public util-
ities, and industrial bonds. In 1942 the forty-nine largest life companies,
whose assets constituted g1.3 percent of the aggregate for all life com-

CHART 1II

ASSETS OF SAVINGS INSTITUTIONS IN THE
UNITED STATES, 1g10-1942
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Source: Statistical Abstract of the United States, (Washington,
D.C,, 1930 and 1943).

panies, held 13.7 percent of the total gross long-term private and public
debt in the United States.*°

Furthermore, life insurance companies have provided an element of
stability in our unstable world. For the last thirty years not a single life
insurance company doing business in the State of New York has gone

10 Data on assets from the Life Insurance Association of America; on private debt from
National Industrial Conference Board; on public debt from the Depaiiment of Commerce.
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panies, held 13.7 percent of the total gross long-term private and public
debt in the United States.™

Furthermore, life insurance companies have provided an element o}
stability in our unstable world. For the last thirty years not a single life
insurance company doing business in the State of New York has gone

10 Data on assets fiom the Life Insurance Association of America; on private debt from
National Industrial Conference Board; on public debt from the Department of Commerce.
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bankrupt with ultimate loss to policyholders ** and life insurance com-
panies emerged from the depression of the 1930’s in much sounder con-
dition than did banks. In the one year 19g3g life insurance companies
paid out to policyholders or their beneficiaries $2,641,525,955. This vast

TABLE §

PERCENT OF PRIVATE AND PUBLIC DEBT HELD
BY LIFE INSURANCE COMPANIES IN 1942

Public debt Private debt
Federal 9.7 Railway 21.4
State and local 8.6 Industrial 8.6
Total public 9.5 Public utility 33.3
Farm mortgage 11.8
Urban moitgage 17.8
Total private 17.9

Total gross long-term debt  138.7

sum must have done much to provide the sccurity which the modern
man so desires.!*

Yet the effect of life insurance upon our society does not stop here. In
the field of sanitation and preventive medicine, life companies have
played an important role. During the Civil War they supported the
Sanitary Commission—an organization which was a forerunner of the
Red Cross. They have impressed upon certain localities the need for
better sewage disposal and pure water supplies. Their emphasis upon
periodic physical examinations as an element in longevity has popular-
ized the advisability of such checks upon individual health. Life insur-
ance physicians have done pioneer work in amassing health statistics
and in investigating the eftects of certain discases or physical conditions
on mortality.”> And, finally, actuaries have made important contribu-
tions to the field of mathematics, insurance lawyers to the field of equity,
and insurance firms and real estate experts to the field of investment.

Despite the fact, however, that life insurance companies have made
their impress upon the legal, mmathematical, medical, and financial world,
the main function of life companies has been, is, and undoubtedly will
continue to be the furnishing of insurance. Their main business is to
supply a means whereby the great majority of men can make provision,
through a process of sharing risks, for those who will suffer economically
from their death or old age.

11 Eighty-First Annual Report of the Superintendent of the Insurance Department of the
State of New York for the Year Ended Dec. 31, 1939 (Albany, 19.40).

12 Spectator Yearbook, 1940, p. 138A.

13 Edward A. Woods, The Sociology of Life Insurance (New York, 1928), chap. ii.
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THE HISTORICAL EVOLUTION OF AMERICAN LIFE INSURANCE!:
A SYNOPSIS

The history of life insurance in the United States from its meager be-
ginnings, when an underwriter insured not only the cargo of a ship but
also the life of the ship’s captain, to the present time, when about
67,000,000 persons own policies having face values aggregating about
$130,000,000,000, is at once a romance and an essential part of our na-
tion’s past. It is a romance because of the drama in the growth, manage-
ment, and operations of life insurance companies. It is an essential part
of our past because of the widespread effects which life insurance has
had upon our social and economic life. There are, however, few aspects
of our economic history which have been so neglected by scholars as
that of life insurance. It is primarily for this reason that the present book
is being written.

Life insurance history is fundamentally the story of life insurance
companies, and yet the enormous task of writing an account from this
comprehensive point of view is, with the present paucity of informative
company histories, practically impossible. The history of The Mutual
Life Insurance Company of New York is, however, probably the best
exemplar of all. This company was the first American life insurance
institution, open to all persons, actually to write policies and to have a
continuous existence down to the present time. It has always been one
of the six largest companies measured in terms of assets. It has shared
in most of the changes that have been made in life insurance, although
it has never written group or industrial insurance.** It has been a leader
in the development of nearly all the essential principles upon which
conservative life insurance companies are constituted. And it has ex-
perienced the repercussions of the evolving economy of the United
States for the complete span of one century.

14 As defined by the National Convention of Insurance Commissioners in 1918, “Group
life insurance is hereby declared to be that form of life insurance covering not less than
fifty employees with or without medical examination, written under a policy issued to the
employer, the premium on which is to be paid by the employer or by the employer and em-
ployees jointly and insuring only all of his employees, or all of any class or classes thereof
determined by conditions pertaining to the employment, for amounts of insurance based
upon some plan which will preclude individual selection, for the bencfit of persons other
than the employer; provided, however, that when the premium is to be paid by the em-
ployer and employee jointly and the benefits of the policy are offered to all eligible em-
ployees, not less than seventy-five per centum of such employecs may be so insured.” Indus-
trial insurance as defined by the New York Insurance Law, Chapter 201, mcans that form of
life insurance, either (@) under which premiums are payable weekly, or (b) under which
premiums are payable monthly or oftener, but less often than weekly, if the face amount of
insurance provided in any such policy is less than $1,000.
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The history of The Mutual Life, like the history of American life
insurance in general, is a continuous story, yet within that history cer-
tain stages of development may be discerned. Roughly these stages may
be marked by the following years: 1843-1870; 1870-1906; 1906-1943.
Significant as this periodization may be, it should be kept in mind that
breaks in history are usually not abrupt—that the stream of events flows
steadily, sometimes in still waters and sometimes in rapids—and that
periods in history are employed by the historian to facilitate exposition,
as scenes and acts are used by the dramatist to achieve progression.

The first of the above-mentioned periods in the history of American
life insurance and of The Mutual Life, covering the years 1843-18%0,
were characterized by the beginnings of modern life insurance in this
country. Although several attempts had been made to initiate a life
insurance business prior to the former date, it was not until the decade
of the 1840’s that real success was achieved.’” Between 1843 and 1851
twelve companies, which were to become prominent in the field, began
business—most of them on the principle of mutuality—and between
1843 and 1870 the basic principles of modern life insurance were estab-
lished. An American table of mortality was drawn up, which provided a
scientific foundation for determining the size of premiums. Level pre-
miums, that is, premiums which are the same every year throughout the
life of the policy, but which vary with the age at which the insured makes
his contract with the insurer, were introduced from England. Methods
of determining the size of an adequate reserve for each policy were
developed. Dividends began to be distributed scientifically on the basis
of the proportion of each policyholder’s contribution to surplus. Ex-
perience showed what physical impairments and what regional and occu-
pational health hazards rendered persons uninsurable or subject to extra
premiums. The agency system for marketing life insurance took form.
State regulation of life insurance companies came into being.

The rate of growth of the business was very great—the amount of
insurance in force quadrupled from the end of the Civil War to 1872.

Whereas in this early period, American life insurance as we know it
was born, in the years between 1870 and 1906 it had its growing pains.
Although the industry adhered to many of the principles established
prior to 1870, it underwent important changes. In the first place, a
plethora of new companies was founded toward the end of the 1860’s
and the beginning of the 1870’s, but with the economic depression which

15 It should be noted, however, that in 1759 the Presbyterian Ministers’ Fund had its
beginnings.
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began in 1873 the number of companies in existence was reduced by
half. This situation meant that competition throughout the period was
severe, for at first many companies were after the business, and then the
depression made business difficult to get. By the time prosperity re-
turned, the surviving newcomers were bent on ousting the old leaders
from their positions of primacy. The Equitable Life Assurance Society,
founded in 1859 by Henry B. Hyde—the greatest tycoon the business has
ever known—the Metropolitan (1867%), and the Prudential (1875) are
examples of young companies which were to enjoy great growth and to
threaten the pre¢minence of the older concerns. Rivalry and desire for
sheer size led to practices which did not always redound to the benefit of
policyholders. Rebating, large commissions, raiding competitors’ agency
forces, “twisting,” high expense ratios, concentration on forms of poli-
cies that were profitable to the companies and yet expensive for the
majority of the policyholders became prevalent.

Managers of the companies worked mightily to get more business.
They extended their companies’ activities to the West and the South
and set up agencies in Furope, Asia, South America, and Africa. If they
were successful in vastly expanding their company’s business, they
thought that the company was heavily indebted to them. They adopted
seigniorial attitudes: obtained high salaries, practiced nepotism, built
impressive office buildings, and secured favorable legislation. From their
activity in placing the large capital accumulations of their companies,
they were led to enter investment syndicates, to acquire common stocks
and consequently a voice in management, to join the directorates of
industrial and financial enterprises, and to link the fortunes of their
companies too closely with favored establishments. In spite of the criti-
cisms which can be leveled at these men, however, the fact remains that
the insurance managers of this era did greatly expand the institution of
life insurance in Amecrica, especially from 1884 to 1893 and from 1896
to 19op. Essentially they did aim to serve the public by providing insur-
ance at reasonable rates, and they did pay homage to a code of business
ethics which was higher than the one generally employed in their time.

The period of severe competition, of managerial control, and of ex-
tremely rapid growth came to a close at the end of 19og, with an investiga-
tion of life insurance companies conducted by a committee of the New
York State Legislature under the chairmanship of Senator Armstrong.
This investigation, in which Charles Evans Hughes played a leading role
as counsel for the state, attacked those practices which were not of a
conservative nature. So telling were the blows delivered by Mr. Hughes



LIFE INSURANCE IN AMERICA 15

that New York and other states immediately passed legislation which
prevented the continuance of the status quo ante. Mutualization of
companies was extended, and efforts were made to prevent the control
of a company by a small group who did not work in the interests of
policyholders; investments were limited in New York and in many
other states to bonds and mortgages in order to prevent life insurance
companies from having their interests inextricably intertwined with
those of other enterprises; * investment syndicates were forbidden; a
limit was placed upon the amounts which could be spent in securing
new business, upon total expenses, and upon expansion; and certain
types of policies were outlawed. Immediately many new companies were
founded—approximately 200 from 1gop to 1915—in some cases by pro-
moters who were attracted to a field in which the investigation showed
the harvest to be rich, although many of these companies were soon
absorbed by the stronger institutions in a wave of mergers. Companies
continued, however, a sharp rivalry for business, and in their eagerness
to outdo one another they began to include in their policies insurance
against disability and accidental death (the disability benefit and double
indemnity policies). Moreover, some of the companies began to write
group and substandard insurance. Finally, insurance began to be used
on a larger scale for specific purposes—by businesses to insure their key
men, and by the individual to meet inheritance taxes, to provide an
income for the family after death, and to send his children to college.
These new forms of insurance and the new purposes for which insur-
ance was designed added to the general growth of the industry. The total
amount of insurance in force more than quadrupled from 1914 to
1930. In this period life insurance achieved the position in our economy
which it enjoys today.

The severe economic depression which characterized the decade of the
1930’s emphasized the financial aspects of life insurance. In 1931 new
business began to fall off, and there was a “run” on the companies which
was made possible by policy loans and cash surrenders. The mortality
rate increased, owing in part to a large number of suicides; and interest
rates declined. Companies found it difficult to invest their funds at
favorable yields, and the Federal Government entered the investment
field, thus curbing the opportunities for private investment agencies.
Corporations refunded their obligations at low rates of interest, and
many of the wealthier individuals in society looked to life insurance

16 The New York insurance law of 1928 allowed life insurance companies to invest in
preferred and guaranteed stock under certain conditions and limitations.
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companies as places to invest their fortunes because of the stability of
these institutions.!” Such changes resulted in reduced dividends and
an increased cost of insurance. Gradually, however, life insurance com-
panies began to adjust themselves to the new situation. The amount of
insurance in force increased steadily after 1933; the placing of funds in
life insurance simply as an investment diminished after 1935; and with
an increase in government financing and with the outbreak of World
War II, insurance companies began to invest heavily in government
bonds.

SCOPE OF OUR STUDY

To understand the history of The Mutual Life Insurance Company of
New York it is necessary not only to keep clearly in mind the chrono-
logical phases through which American life insurance has passed, but
also to trace within each time-period the evolution of the various aspects
of the business. Life insurance is many sided, but there are branches of
it which are important enough to warrant continuous attention as our
story progresses. The first of these functional divisions may be called
““organization and management.” It is important to know that The
Mutual Life has always been owned by its policyholders and that man-
agement has been responsible to them; and it is important to discover
who the personnel of the Company has been, how it has been organized,
and how it has discharged its duties. The second horizontal division of
the history of The Mutual Life has to do with the kind of policies written
and with such actuarial matters as mortality tables, premium schedules,
reserves, and the distribution of dividends. The third embraces the
financial side of life insurance—the accumulation of funds, investment
policies, and yields. The fourth deals with the marketing of life insur-
ance policies and hence includes the entire activity of the agencies de-
partment. The fifth division comprises the work of the department of
selection in determining standards required for the assumption of risks
and the activity of the law department in defending the Company from
unjust claims, in ensuring compliance with legal requirements, and in
securing laws or legal decisions which will serve the best interests of the
policyholders.

The following history of The Mutual Life Insurance Company of
New York will thus be divided into three main chronological periods,

17 The amount received by life companies for annuities increased from $g99,170,090 in
1929 to $510,528,390 in 1935. In 1942 this total had fallen off to $428,135,018, in part, because
of efforts of the companies to discourage this kind of business. The Spectator Insurance Year
Book, 1943, pp- 138A-139A.
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and in each of these the various branches of the business as outlined
above will be treated. More than that, an effort will be made to place
the story of The Mutual Life in its setting of American life insurance
history and to relate both to the general economic history of the country.
To do otherwise would be to write history in a vacuum.



II. Early History of Life Insurance and
the Founding of The Mutual Life

N ITS SIMPLEST TERMS, insurance is a scheme of sharing those risks

which are common to a great number of men, and which involve

losses that cannot be easily borne by the individual. To make this
scheme function successfully it is absolutely necessary to have (1) a fairly
definite notion of what losses may be expected to occur among a number
of approximately equal risks, (2) a large enough number of persons will-
ing to share these risks so that there will be an average of expected losses,
and (3) contributions of some kind from those who are willing to share
risks so that those who suffer losses may secure a payment. As applied to
life insurance, these essential features of insurance require a knowledge
of the rate of mortality of groups of people at all ages living under ap-
proximately the same conditions and having approximately the same
life expectancy. Once this rate of mortality has been determined, it is
necessary to get enough people to agree to share the risks of death so
that there will be an average death rate among them; and it is neces-
sary to get them to make contributions to a general fund in proportion
to the amount which they expect to receive at death. It is from this fund
that each contributor, that is, each insured, may expect his beneficiary
to secure at his death the sum insured.!

The bringing together of these three factors to produce modern life
insurance was accomplished first in England at the end of the seven-
teenth century. But the development of each factor independently of
the others took place much earlier and over a long period. Mortality
tables, although known in Rome as early as the fourth decade 8. c.,* did
not come into use in the modern era until the seventeenth century, when
they were employed in connection with annuities. At that time various
states which wanted to raise money for war purposes hit upon the

1 For an elucidation of these points sce Joseph B. Maclean, Life Insurance (New York, 1939)
and John H. Magee, Life Insurance (Chicago, Business Publications, 1939).

2The so-called Ulpian Table. It followed the Falcidian Law of 4o B.c. Under it, if a
testator left a beneficiary a certain sum to be paid to the latter annually throughout his
lifetime, it became necessary to determine how much should be paid per year and for how
many years.
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scheme of soliciting sums from individuals and of promising to pay to
them certain amounts during the remainder of their lives. Such a project
necessitated having at least a rough estimate of how long a person of a
given age was going to live so that the enterprise would be profitable
to the state. Interest in this method of raising money for the war against
Louis XIV led John DeWitt, Grand Pensionary of Holland, to get up
an illustration of a mortality table in 1671. Similarly, in France the need
for money to wage war on the English and the Dutch stimulated the
sale of annuities, the making of mortality tables, and the development
of a new type of annuity known as the ““tontine.” This contract, suggested
by Lorenzo Tonti to Cardinal Mazarin in 1653, provided that subscribers
should be divided into age groups or classes and that the survivors in
each class should receive all the money originally earmarked for that
class. Finally, in England a desire to use annuities led Edmund Halley,
the discoverer of Halley’'s Comet, to make public (1693) what was really
the first modern mortality table, that is, it was the first table which con-
sidered from actual experience a large number of persons and showed
how many would be alive at each age until all had died.?

With this experience in rates of mortality and with the development
of the laws of probability by Blaise Pascal and others, life insurance on a
scientific basis was possible. Yet it was necessary to have enough people
interested in sharing the risks of death before the scientific principles of
insurance could operate correctly. That this prerequisite was gradually
being met is apparent from the ever-greater number of cases of life
insurance which appear in business records. Wager policies, in which
parties to the agreement bet that some prominent person—king, em-
peror, pope, or other dignitary—would not live beyond a certain date,
were numerous in the sixteenth century. And at about the same time
policies for insurance on lives developed in connection with property
insurance. Thus insurance was taken on the lives of slaves, on the lives of
debtors by their creditors, on the lives of persons who enjoyed the in-
come from a benefice or an estate and could not leave it to their heirs,
and on the lives of merchants and sea captains who placed insurance
upon themselves along with the insurance taken on their ships and car-
goes. The first mention of persons who insured their own lives for the
benefit of their heirs is to be found in Gerard Malynes, Consuetudo,
vel lex mercatoria, 1622.

These early attempts at life insurance were important, for they pro-

3 For Halley, see Edmund Halley, Two Papers on the Degrees of Mortality of Mankind,
edited by Lowell J. Reed (Baltimore, 1942).
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vided experiences upon which a sounder system could be built. Some of
the weaknesses inherent in the initial life insurance projects were clearly
discernible. So few persons became insured that the laws of average
based on mortality experience were practically inoperative. The insurers
were usually marine underwriters who endeavored to distribute the
risks which they assumed by taking only part of the insurance on any
one man’s life and placing the rest with another underwriter—risks
thus being shared in part by insurers rather than, as is usual in modern
insurance, by the insured. Furthermore, underwriters did not know
exactly what the chances of death were and usually charged ¥ percent of
the face amount of the policy per year, irrespective of age—a rate that
was extremely high for young persons. They were willing to make con-
tracts for only short periods in which they knew the conditions under
which the insured would be living—a fact that precluded the certainty
of providing for one's heirs by means of insurance and gave rise to a
desire for insurance to cover the whole of life. Finally, early policies,
particularly those of the wager variety, led to so much fraud and to so
many murders that gambling insurance on lives was forbidden in Spain
(1570), in Genoa (1588), and in France (from 1661 to 1788). Insurance
on lives was placed under state control in England as early as 1574 and
wager policies were outlawed in the Gambling Act of 1%74.*

The mere fact that England did not prohibit, but only regulated, life
insurance is significant, for she was thus able slowly to develop the in-
stitution. Her relatively large marine and marine insurance business
presented a fertile field for underwriters who were willing to assume
risks on seafarers, while Parliament and the courts built up a body of
law which gave life insurance an acceptable legal and social status. By
the end of the seventeenth century life insurance in England had reached
a point at which modern, scientific insurance was possible.

In England certain changes in the business were clearly becoming ever
more desirable. Perhaps the most fundamental of these was for lower
costs. Cheaper rates required, however, the association of a large number
of policyholders, refinements of the mortality tables, and the issuing of
policies which would cover the whole span of life. These changes were
only possible by the formation of life companies, which fortunately soon
began to put in an appearance. Most of these early companies were, like

4 England’s decision not to prohibit life insurance as did France and her advance over her
continental rival in this ficld are analogous to the expericnce of the two countries in the
calico industry. France prohibited calico manufacture and hence 1etarded her development

of cotton textiles—so important in the industrial revolution—while England only forbade
the importation of calicoes and hence gave a fillip to the cotton industry.
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the first of them—The Society of Assurance for Widows and Orphans
(1699)—run on an assessment plan, that is, members would contribute
their proportionate share whenever a member died. But these assessment
societies ran afoul of difficulties which their later prototypes in America
were to encounter—they could not attract young members when the
original members grew old and assessments began to be high; older mem-
bers dropped out when their dues hegan to equal the expected benefits,
and sickly persons tended to flock to the insurers in the expectation of
carly rewards, thus effecting a selection of poor risks—a process known
in the trade as adverse selection. Consequently, most of these companies,
several of which were sponsored by unscrupulous promoters in the spec-
ulative era that was climaxed by the bursting of the South Sea Bubble in
1720, were short-lived.

One of the companies of this period—The Amicable Society for a
Perpetual Assurance Office, founded in 1706—had, however, an ex-
istence of one hundred and sixty years.® It was organized on a mutual
benefit basis and operated on a regular contributory plan until 1804.
Moreover, two important marine insurance companies were incorpo-
rated in 1720 and began to write life insurance for short terms in 1721,
being the first stock corporations to appear in the business. The direc-
tions in which the life insurance industry was to move were thus becom-
ing clear—the issuing of policies by companies rather than by under-
writers, the sharing of risks by many policyholders, and the fixing of
regular, annual premiums.

An important milestone in this evolution was reached in 1762 with
the founding of The Socicty for Equitable Assurances on Lives and Sur-
vivorships, or as it is called nowadays, “The Old Equitable.” It was
mutual in its organization,® required the payment of stipulated, level
premiums based on the probability of death, and issued insurance for
specific terms of years. From the first The Fquitable was a success, and
its managers displayed real perspicacity. They profited not only from
improvements which had steadily been made in mortality tables prior to
1762 but they also urged the compilation of new tables, and in 1782
adopted the most famous onc of the latter part of the century—the
Northampton Table, which had been drawn up by the leading insur-
ance figure of the age, the Reverend Richard Price. They required ap-

6 It was amalgamated with the Norwich Union in 1866.

6 The Bubble Act of 1720 forbade the establishment of a joint stock company, that is, a
stock corporation without a royal charter. The existing companies opposed the granting

of a charter to the sponsors of the Equitable and adopted a multiple partnership plan which
was essentially mutual. Later the name was changed to the Equitable Life Assurance Society.
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plicants for insurance to answer questions regarding their health, charg-
ing those who had not had smallpox extra premiums; they demanded
extra premiums on the lives of women under fifty years of age and on
men in hazardous occupations; they paid dividends, or, as they are called
in England, bonuses from their surplus to holders of whole life policies;
they employed an actuary; and they maintained a reserve on their poli-
cies.

Modern, scientific life insurance may be said definitely to have begun
with “The Old Equitable.” So successful was this company that by
1816 it voluntarily took measures to limit its growth. Its success encour-
aged competitors to enter the ficld. In 1792 the Westminster Society was
established as a stock corporation in search of profit, but all the other
early companies, like the Globe Insurance Company (179g), and the
Scottish Widows’ Fund and Life Insurance Society (1815), were organ-
ized on a mutual basis. By the first quarter of the nineteenth century the
idea of mutuality in life insurance was firmly rooted.

THE BEGINNINGS OF LIFE INSURANCE IN AMERICA

Most American business institutions in the cighteenth and carly nine-
teenth centuries were directly imported from England. This was truc of
retail trade, wholesaling, private banking, mutual savings banking,
bookkeeping, fire insurance and marine underwriting
true of life insurance. Nor is it strangc that this should have been the
case, for our intellectual, family, and business ties were closer with Eng-
land than with any other country in the world.

This borrowing by a youthful from a more mature economy is partic-
ularly striking in the case of insurance. It accounts, in large part, for a
development of the institution in America that closely paralleled the
evolution in England. Thus, the first insurance in the colonies was
provided by English underwriters, and when Americans became irked
at the time consumed in placing their insurance overseas or in collecting
their claims, the business was slowly absorbed by American underwriters
who were familiar with English practices. In 1721 a Public Insurance
Office was opened in Philadelphia; in 1724 the first Office of Insurance
in Boston was established; and shortly thereafter others appeared in
New York, Baltimore, Hartford, and similar commercial cities. As in
England, the underwriters gravitated toward coffee houses for the con-
duct of their business, and again, as in England, they employed similar
terminology in their contracts, provided the same coverage, and charged
about the same premiums. Most of the insurance written by these men

and it was also
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was for fire and marine risks. Indeed, it was not until 14780 that the first
life contract of which we have record was placed with them in New
England.” By that time insurance companies were being established,
and they were soon to take over the life business of the country.

The transition from the insuring of lives by underwriters to the writ-
ing of life insurance by companies was not, however, abrupt or late in
appearing. As early as 1759 Presbyterian ministers established a com-
pany which has had a continuous existence down to the present and is
now known as the Presbyterian Ministers’ Fund.® At first it provided a
means whereby a minister of the Presbyterian faith could buy an annuity
for his widow by making annual payments for a specified number of
years. Although this system of insurance overcame to some degree a lack
of sure mortality data, other steps were taken to offset weaknesses in the
process of insurance which had been apparent in other places. Thus,
adverse selection was warded off by forbidding ministers to increase
their insurance after they had joined the Fund, which they would prob-
ably have done if they had fallen into ill health; extra rates were charged
for each remarriage on the ground that the new wife would be younger
than the former, would live longer, and would thus collect the annuity
for a longer period; and the full benefit was not paid out unless fifteen
annual premiums had been paid in. So much care was taken in the for-
mulation of these rules and they operated so well that they were adopted
by the three Corporations for the Relief of Widows and Children of
Clergymen in the Communion of the Church of England in America in
1769.°

These denominational insurance organizations had a limited field of
action, yet they provided experience and stimulated interest in an insti-
tution which was still in its infancy even in England. That this interest
was growing in America is evidenced by an abundance of facts. In 1789

7Sir Edward R. Hardy, An Adccount of Early Insurance Offices in Massachusetts from
1724 to 1801 (Boston, 1go1), p. 91, and J. A. Fowler, History of Insurance in Philadelphia
for Two Centuries, 1683-1882 (Philadelphia, 1888), pp. 622-623.

8 Its original title was The Corporation for the Relief of Poor and Distressed Presby-
terian Ministers, and for the Poor and Distressed Widows and Children of Presbyterian
Ministers. Its charter was granted by the Proprictary Governors of Pennsylvania. It had been
preceded by The Fund for Pious Purposes, established by the Philadelphia Synod in 1717,
which had provided for missionary work and for financial assistance to ministers. See The
Presbyterian Ministers’ Fund (Philadelphia, 1938).

9 Identical charters were granted in this year by Pennsylvania, New Jersey, and New York.
In 1784 one was granted by Maryland, but was later dropped. Today they are known as
Corporations for the Relicf of Widows and Children of Clergymen of the Protestant Epis-
copal Church. They are very small and are not now classed as insurance companies. The

first rules were approved by Richard Price, who studied them at the request of Benjamin
Franklin.
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Professor Wigglesworth of Harvard presented to the American Academy
of Arts and Sciences in Boston the first American mortality table. In 1790
tontines began to be used for raising money for charitable purposes and
for the erection of public and private buildings, such as the Tontine
Building in Wall Street and the Tontine Hotel in New Haven. And it
was a tontine project which led to the establishment in 1794 of the
Insurance Company of North America in Philadelphia.?

With the outbreak of the French Revolution in 1789, and more es-
pecially with the war between the French and English, which began in
1792 and was to continue with scarcely any interruption until 1815,
American shipping grew rapidly '* and America was in many ways
thrown upon her own devices. Thus, a fillip was given to American
marine insurance and concomitantly to American life insurance. Be-
tween 1787 and 179g charters were granted to at least twenty-four Amer-
ican companies, five of which were authorized along with their fire and
marine business to insure lives.?? The first British company actually to
establish a branch office here (1805), The Phoenix Fire, had to close up
shop during the War of 1812, and the American agents of English com-
panies mostly severed their connections with their home offices at the
same time.'* The life policies which these new companies wrote were
few in number and usually covered risks such as capture by the Barbary
pirates, or the loss of life in some such hazardous trip as that to India.
Nevertheless, these contracts marked the beginning in America of life
insurance for the general public by companies rather than by under-
writers.

During the first three decades of the nineteenth century American life
insurance entered a new phase, for although life contracts continued to
be written by underwriters and by companies doing a mixed fire, life,
and marine business, the trend was toward joint stock companies which
specialized in the life business. The first of such corporations was the
Pennsylvania Company for Insurance on Lives and Granting Annuities
which was organized in 1809, was chartered in 1812, and got under way
in 1814, and the second was the Massachusetts Hospital Life Insurance

10 Organized in 1792 and chartered in 1794. See T. H. Montgomery, History of the Insur-
ance Company of North America (Philadelphia, 1885) and Marquis James, Biography of a
Business (New York, 1942).

11 J. G. B. Hutchins, The American Maritime Industries and Public Policy, 1789-1914;
an Economic History (Cambridge, Harvard University Press, 1941).

12 C. K. Knight, The History of Life Insurance in the United States to 1870 (Philadelphia,
1920), p. 65.

18 Cornelius Walford, The Insurance Cyclopedia (New York, 1871). See the article en-
titled ““British Offices in the United States.” This encyclopedia was never completed.
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Company, chartered in 1818 for the ultimate purpose of providing funds
(one-third of its net profits on life insurance) for the Massachusetts Gen-
cral Hospital.'* The former of these companies followed closely English
life insurance practices; in fact one of its directors had been an American
agent of an English company,® who had lost his job during the War of
1812. The policies which this company adopted indicate great progress
in placing life insurance upon a known rather than upon a guesswork
basis. The Pennsylvania was the first company in America to employ an
actuary—the technician of the life insurance business; it required a
signed declaration concerning health, occupation, and residence, based
its rates on the Northampton Table, eliminated from its insured risks
hazards such as suicide, dueling, long-distance travel, and death because
ol court sentences, embarked upon a program of mortality rate re-
search, and tried, although not very successfully, modern marketing
methods.

The Massachusetts Hospital Life Insurance Company, for its part,
adopted approximately the same rules, but it pushed the annuity and
trust side of its business rather than life insurance, because it had to
make contributions from profits on its life insurance business to the
Massachusetts General Hospital. The company which was actively to
seek life insurance contracts was the New York Life Insurance and Trust
Company,'* founded as a stock corporation in 1830. By 183g this com-
pany had 694 policies, representing $2,151,958 of insurance in force, and,
what was perhaps more important, it popularized the institution of life
insurance in the metropolis. A large part of its success was owing to the
employment of agents—a practice which has proved to be an integral
part of American life insurance experience.

Among the other companies of this period may be mentioned the
Aetna Insurance Company of Hartford, which got the privilege in 1820
of writing life insurance, although it did not issue life policies until
1850, the Baltimore Life Insurance Company (1830), and the Girard Life
Insurance, Annuity, and Trust Company of Philadelphia (1836)—the

1+ The hospital itself had been authorized in 1814 to grant annuities on lives, but since
it did not exercise the privilege and since it was believed that some income would accrue
to it from a separate company, its privilege was surrendered in 1818. In 1824 stockholders
were to receive legal interest before any profits were earmarked for the hospital.

15 J. Owen Stalson, ‘““T'he Pioneer in American Life Insurance Marketing,” Bulletin of the
Business Historical Sociely, XII (Nov., 1938), 5-75.

18 Allan Nevins, History of the Bank of New York and Trust Co. (New York, 1984). 'The
New York Life Insurance and Trust Co. merged with the Bank of New York in 1922 under
the name of T'he Bank of New York and Tiust Co. The name was changed to Bank of New
York in 1938.
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first company in this country to write life insurance on a commercial
basis and to allow its policyholders to participate in the profits. This
last-named institution bridged the gap between the proprietary stock
companies which were seeking profits and the mutual companies which
were profit sharing.

Thus, by 1843 life insurance in America had already made long
strides forward. It had passed from simple term contracts, requiring the
payment of arbitrary premiums and issued solely by individual under-
writers, to term, whole life, or annuity contracts written by stock com-
panies and with premiums determined by the mortality rate of persons
in difterent age groups. English influence had been enormous and had
given to America, among other things, an actuarial science, policy forms,
company organization, and marketing methods.

In addition to the progress which had been made in life insurance,
this business had displayed certain characteristics which were to be
more apparent later on. In the first place, insurance activity in these early
years reflected the course of the business cycle. Thus several fire and
marine insurance companies were chartered in New York State during
the upswing of the cycle from 1820 to 1825, only half a dozen new com-
panies came into being during the recession from 1825 to 1830, while
twenty-five companies were chartered in the recovery and boom between
1832 and 1837."" In the second place, certain forces which determined
where life insurance companies were to be established began to be ap-
parent. The first and foremost of these locational influences was the ex-
tent to which a money economy had developed in a given area.'* Conse-
quently, nearly all life companies were founded in commercial centers,
where people needed life insurance, could afford to pay premiums, and
had enough capital to launch new enterprises. In the third place, life
insurance tended to become the sole preoccupation of companies which
assumed life risks. All the early companies above mentioned, except the
Presbyterian Ministers’ Fund, ultimately discontinued their life insur-
ance for their trust business, or went entirely out of existence.’® In the

17 Spectator Company, Charters of American Life Insurance Companies (New York, 189s).

18 This applies to Hartford, Conn., where there was a thrifty trade carried on by sloops.
See Archibald A. Welch, A4 History of Insurance in Connecticut (New Haven, 1935) and
P. H. Woodward, Insurance in Connecticut (Boston, 1897).

19 The Insurance Company of North Amcrica abandoned life policies in 1817 and became
a leader in the fire and casualty field; the Pennsylvania Company issued no life policies after
1872, concentrating on trust business and reaching an eminent position in that field the
Massachusetts Hospital Company retired in 1878; the Baltimore Lifc’s policies were reinsured
in the Equitable in 1877; and the Girard Company and the New York Life and Trust
Company turned their attention mainly to a trust business.
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fourth place, life insurance companies became subject to some state con-
trol either by terms of their charters or by laws to prohibit foreign or
out-of-state companies from writing insurance within a state (Pennsyl-
vania law of 1810, New York laws of 1814 and 1824, and Massachusetts
law of 182%). Finally, life insurance was early regarded by states as a
source of revenue, to be tapped by taxation * or, as in Massachusetts,
for some charitable purpose.

ECONOMIC ENVIRONMENT OF THE FOUNDING OF THE MUTUAL LIFE

Life insurance had by 1840 passed through the stage of pure experimenta-
tion and had reached a point at which it could be widely employed to
distribute the economic losses occasioned by death. It was on the thresh-
old of a great awakening and the number of successful companies which
began business between 1844 and 1851 was large.

TABLE 4

LEGAL RESERVE@e LIFE INSURANCE COMPANIES COMMENCING
BUSINESS PRIOR TO 18352 AND IN ACTIVE OPERATION IN 1942?

Year and Date of

Name of Company Home Office Commencing Business
Piesbyterian Ministers' Fund Philadelphia, Pa. 1759
Mutual Life Ins. Co. of N.Y. New York, N.Y. Feb. 1, 1843
New England Mutual Ins. Co. Boston, Mass. Dec. 1, 1843
Mutual Benefit Life Ins. Co. Newaik, N.J. Apr. 1,1845
New York Life Ins. Co. New York, N.Y. Apr. 12, 1845
State Mutual Life Assurance Co. Worcester, Mass. June 1, 1845
Conn. Mutual Life Ins Co. Hartford, Conn. Dec. 15, 1846
Penn Mutual Life Ins. Co. Philadelphia, Pa. May 25, 1847
Union Mutual Life Ins. Co. Portland, Me. Oct. 1, 1849
National 1ife Ins. Co. Montpelier, Vt. Feb. 1, 1850
U.S. Lite Ins. Co. New York, N.Y. Mar. 4, 1850
Actna Life Ins. Co. Hartford, Conn. July, 1850
Manhattan Life Ins. Co. New Yok, N.Y. Aug. 1, 1850
Phoenix Mutual Life Ins. Co. Hartford, Conn. May, 185
Mass. Mutual Life Ins. Co, Springfield, Mass. Aug. 1, 1851
Berkshire Life Ins. Co. Pittsfield, Mass. Sept. 4, 1851

a The term “legal 1escive™ means that these companies muaintained reserves for their
policies according to legal requirements.

b In this same period three companies failed and one retived. Frederick L. Hoffman, “Fifty
Years of American Life Insutance Progiess,” Quarterly Publications of the American Sta-
tistical Association, Sept., 1911, and Spectator Yearbooks, 1911 and 1943.

The appearance of so many new companies in the decade after 1843
was owing not only to the fact that the institution of life insurance had
attained a stage where its application was practicable but also to the
development of the American economy to a level at which there was a

20 P, L. Gamble, Taxation of Insurance Companies (Albany, 1987).
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greater demand for life insurance. The reasons for this increased demand
are to be found in the growth of the capitalist system in the United
States, for, as has already been suggested, life insurance has been a con-
comitant of a money economy.

By 1843 there was abundant evidence that capitalism had secured a
firm foothold in America. Transportation, which makes possible an ex-
change of goods that in turn results in surplus, had been enormously
increased. Roads had been improved; canals had been built; the steam-
boat had opened up a vast network of rivers; and railroads were being
laid down. In 1818 the Cumberland Road was completed by the Federal
Government at a cost of $6,821,000. The Erie Canal, which necessitated
an expenditure of a little more than $7,000,000, was completed in 1825
and by 1850 was part of a total canal mileage of 3,689. The steamboat
was employed so successfully in inland waterways that by 1843 the steam
tonnage of the port of New Orleans was twice as much as that of New
York. And between 1830 and 1840 the United States put nearly §,000
miles of railroads in operation and had many more under construction.
How much traffic these means of transportation carried, it is impossible
to say in the absence of reliable data, but that the rate of increase be-
tween 1825 and 1837 was tremendous was apparent to all contemporaries.
It was probably greater than the 100 percent increase which was registered
in foreign commerce between 1830 and 184o0.

Nor was this expansion of transportation an isolated phenomenon.
Revenue from the sale of Federal bonds increased from less than $2,000,-
ooo in 1800 to 325,000,000 in 1846; expenditures of the government
doubled between 1830 and 1836; capital invested in manufacturing in-
creased from less than $100,000,000 in 1828 to $300,000,000 in 1888; the
population rose from 12,866,020 in 1830 to 17,069,453 in 1840; and the
percentage of persons living in cities of 8,000 or more went up from
6.7 to 8.5 in the same ten-year period. In the financial world changes
were even more striking. After the War of 1812 the states became large
borrowers in order to provide capital for internal improvements. Their
loans for these purposes soared from practically nothing when the Erie
Canal bonds were marketed in 1817 to $108,000,000 for the years 1836—
1839.** Loans and discounts of banks were $272,000,000 upon a capital

21 These loans gave rise to the “investment banking™ business, the leaders in the field
being merchant bankers like Thomas Biddle and Co. of Philadelphia; Astor and Sons;
Brown Brothers and Company; Prime, Ward and King; Nevins, Townsend and Company;
and the Morris Canal and Banking Company of New York City. The statistical material on
this period is taken largely from William J. Shultz and M. R. Caine, Financial Development
of the United States (New York, 1937).
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of $182,000,000 in 1830 and were $525,000,000 on a capital of $291,000,-
0oo in 1837. European investments, most of which were British, were
in 1838 between $150,000,000 and $200,000,000. Wholesale prices in-
creased from 1830 to 1837 by more than 25 percent; and the circulating
currency went up from $60,000,000 to $179,000,000.

The great expansion of American economy from 1830 to 1837 did
much to make Americans more dependent on money and moneyed in-
stitutions and hence to till the ground for life insurance. But, as in all
periods of great prosperity, the boom engendered certain conditions
which made its continuation impossible. The earnings of many of the
new enterprises [cll off as costs increased, a point was reached at which
the prospects for profits were dim, and confidence in the future began
to wane. A business recession, which started in England in 1836, and
President Jackson’s policies, which resulted in a restriction of credit,
precipitated the crisis. Bank and railroad stocks, both favorite forms of
investment, collapsed, and there was a general tightening of the money
market.

The influence of the boom and of the recession on life insurance was
great. The prosperity phase of the business cycle had contributed toward
bringing into existence the New York Life and Trust Company (1830),
the Baltimore Life Insurance Company (1830), the American Life Insur-
ance and Trust Company (1846) and toward the chartering of the New
England Mutual Life Insurance Company (1835), although this concern
did not issuc its first policy until 1844. Such companies did much, as we
have scen, to popularize the idea of life insurance. On the other hand, the
depression years which followed the crash of 1837 ** affected life insur-
ance in several ways. The losses which were suffered at first made the
selling of life policies difficult, but when the reaction came, businessmen
desired for their wives some provision which would be immune from
business losses. This feeling was reflected in the famous New York law
of 1840 which stipulated that any married woman might receive benefits
from life insurance free from the claims of her husband’s creditors if
the annual premiums on the policy did not exceed $300—a law that was
widely adopted by other states.** Secondly, the depression deprived many

22 In 183g theic was a boom in cotton, but it was only temporary, and its effects were
probably not widespread.

23 Massachusetts adopted it in 18¢1.

It is an intcresting coincidence that the Mercantile Agency, the first important credit
agency in the country and the forerunner of Dun and Bradstreet, was founded in 1841. This
fact gives further support to the statement that credit was uncertain and liquid capital was
restricted following the panic of 1837. Sec Roy A. Foulke, The Sinews of American Com-
merce (New York, 1941).
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men of their ordinary ways of making a living and encouraged them to
turn to other fields, such as life insurance. Thirdly, the period gave a
great impulse to the mutual form of organization, for shortage of capital
during the depression years made the sale of stock in life insurance com-
panies almost impossible. Furthermore, the great New York fire of De-
cember, 1835, resulted in the failure of all but three fire insurance com-
panies in the city—an event which put stock insurance companies under
a cloud and led to the establishment of a number of fire insurance mutu-
als. These forces, the success of mutual life insurance in England, and
the practice of the Girard Company of issuing life contracts that allowed
the policyholders to share in the profits account in large part for the fact
that all the companies in Table 4 which were founded from 1843 through
1849 were mutuals.

THE FOUNDING OF THE MUTUAL LIFE

It was in the general economic environment of the late 1850’s and early
1840's that plans for establishing The Mutual Life Insurance Company
were formulated. That they should have been made in New York City
is not surprising, for by this time New York was more than twice the
size of any other American city and since the 1820’s had been the nation’s
financial capital. Nor is it strange that they were drafted mainly by two
men who had had some insurance experience and who were known in the
financial world. These two men were Alfred S. Pell (1805-186¢) and
Morris Robinson (1784-1849).

Pell came from a family which had migrated to America in 1635 and
had been given letters patent to the manor of Pelham. Alfred S. Pell be-
came, as a fairly young man, a representative of The Mutual Safety In-
surance Company, which was engaged in the business of writing marine
and fire insurance. Thus, he was familiar with the principles of mutu-
ality, knew something of the problems involved in the insurance busi-
ness, and had many connections in the insurance field.

Morris Robinson came from an old Virginia family which had moved
to New York state prior to the Revolution, but had gone on to Nova
Scotia because of its loyalist sympathies during the conflict with Eng-
land. Young Morris began his business career in a counting house in St.
Johns, Newfoundland, came to New York City in 1810, was made cashier
of the Orange County Bank at Goshen, N.Y,, in 1812, and remained
in this position until he was appointed cashier of the New York Branch
of the Second Bank of the United States in 1819. He served in this capac-
ity, with offices in what is now the Sub-Treasury Building in Wall Street,
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until the Second Bank had lost its fight with President Jackson to get
a new charter and had been incorporated under the laws of Pennsylvania
(1836). After Robinson had resigned from the Second Bank, he seems
to have cast about for a new and lucrative position, for in 1839 he was
in London in the interests of the newly established American Exchange
Bank and was for a time vice-president of the American Life Insurance
and Trust Company of Baltimore—a company that ceased business in
1842.

Pell and Robinson made a good team, for while both were profoundly
interested in the common goal of establishing a life insurance company,
the former knew insurance and the latter knew finance and financial
men. Pell was able, for example, to enlist the active cotperation of
Zebedee Cook, Jr.,** who had been president of the Eagle Insurance Com-
pany of Boston and was president of The Mutual Safety Insurance Com-
pany, and of Joseph B. Collins, secretary of the latter Company and a
future president of The Mutual Life. Robinson, for his part, succeeded
in securing the support of such men as William H. Aspinwall, a shipping
merchant who was said to have control of about $4,000,000,?* Robert B.
Minturn, who was with a shipping and commission house and had a
fortune of $200.000, James Boorman, an iron merchant with a capital
of $1,500,000, Henry Brevoort, a large real estate owner whose fortune
was valued at $1,000,000, Philip S. Van Rensselaer, Mortimer Livingston,
Joseph Blunt, a lawyer and the Company’s first counsel, and John V. L.
Pruyn, an Albany lawyer who later became attorney general for the
New York Central Railroad, chancellor of the University of the State of
New York, and president of the board of trustees of St. Stephen’s College
at Anandale-on-the-Hudson, now Bard College.*

The first step toward the actual organization of the new company was
to get a charter. This had to be granted by a special act of the state
legislature, for New York’s general incorporation law of 1811 did not
apply to a mutual life insurance company. The task of drafting the
charter having been completed in 1841, Mr. Pruyn, aided to some ex-
tent by Joseph Blunt, saw the document through its legislative stages

2+ He was later president of the Astor Insurance Company.

28 These estimates of wealth are from M. Y. Beach, Wealth and Pedigrees of the Wealthy
Citizens of New York (New York, 1846). They should not be considered as accurate state-
ments, but as mere guesses.

26 The extent of the services of these gentlemen can be suimised to some degree by the
remuneration which they received when the company got under way. On November 11,
1845, the board voted $400 to Mr. Pruyn and $250 to Mr. Blunt for their services in getting
the charter and for attending to the affairs of the company in the legislature. On February
8, 1848, $1,500 was voted to Mr. Pell for obtaining the charter and for organizing the
company.
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at Albany. On April 12, 1842, “The People of the State of New York
represented in Senate and Assembly” approved by a two-thirds vote
the measure creating the Company.

THE CHARTER ¥

The charter of The Mutual Life Insurance Company of New York is
a remarkable document and is often referred to as the magna carta
of life insurance in America. The fundamental principles contained
in it formed the basis of the life insurance industry in this country, and
except for certain details they have never been altered.

The charter granted the right to make “all and every insurance ap-
pertaining to or connected with life risks and to grant and purchase
annuities.” In conformity with the principle of mutuality every policy-
holder was to become a member of the Company—the Company was
to be theirs. The corporate powers of the Company were to be exercised
by a board of thirty-six trustees,*® nine of whom were to be chosen
annually from among the policyholders and by members who had in-
surance amounting to at least $1,000. The president was to be elected
annually from among the policyholders by the trustees. This was verita-
bly government of the people and by the pcople. Whether or not policy-
holders were to exercise their rights was entirely their concern. On oc-
casion they were to be very active, as we shall sce, but in general only a
small number were to participate in elections, placing their faith in the
trustees to whom power had been delegated.

Government was also for the people. The charter stipulated that
premiums, fixed by the trustees, should be paid by all policyholders into
a common fund and that from this fund benelfits should be paid. Divi-
dends were to be distributed by the Company at first every five years and
later annually among members, but liability of policyholders and of
officers for the debts of the Company was limited to the actual amount
paid into the common fund. No assessments could be made on the policy-
holders in addition to the contractual premiums for any losses or ex-
penses incurred by the institution.

So far as the investment of moneys received by the Company was con-
cerned, the charter was exceedingly cautious, for experience had taught
and was to teach several times in the future that unscrupulous promoters
could employ such funds for selfish purposes. Thus the Company was

27 For the original text of the charter, see the Appendix.
28 The charter provided that all trustees be citizens of New York State. This provision was

soon altered.
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permitted to invest only in mortgages on unincumbered real estate within
the state of New York (real property to secure such investments being
in every case worth twice the amount loaned thereon), or up to one-half
the premiums received in the bonds of the United States, New York State,
or any incorporated city of New York State.

As further precautions against possible abuse, the charter required
the officers to draw up every five years a general financial statement of
the affairs of the Company, showing expenses, amount of premiums,
amount of losses, the balance remaining with the Company, the nature
of the security on which this balance was loaned or invested, and the
amount of cash on hand. Every member was to have access to this state-
ment and to the books of the Company. Moreover, the Company was
to make a full report of its affairs to the Comptroller of the State on the
first of January of each year and to answer those questions which might
be asked. Then, as a final safeguard and to make certain that enough
members could be obtained to allow the general averages of mortality
to operate, no policy was to be issued until applications had been secured
for insurance which in the aggregate should amount to at least $500,000.

ORGANIZATION FOR BUSINESS

With the right to conduct a life insurance business on a mutual basis
thus obtained, the founders had to set up an organization to carry their
plans to realization. In the early months of 1842 Morris Robinson seems
to have been busy getting the consent of leaders in the economic life of
New York to become trustees or to promise to take out insurance with
the proposed company, while Alfred Pell went to London primarily on
business for the Mutual Safety, but incidentally to get further details
concerning life insurance from the officers of The Old Equitable.

On May g, 1842,% the Board of Trutsees met for the first time in the
trustees’ room of The Mutual Safety Insurance Company at 44 Wall
Street. The Board was composed of the following men, those marked
with an asterisk being present.*

20 The minutes of the board begin with this date. The complete minutes from this time
to the present have been prescrved.

30 As one can sce from the following list of those who signed the petition for the charter,
scveral changes had been made in the personnel of the prospective board: Morris Robinson,
William H. Aspinwall, James Brown, Robert B. Minturn, James Boorman, Theodore
Sedgwick, Stacy B. Collins, John W. Leavitt, Elihu Townsend, James S. Wadsworth, Philip
S. Van Renssclaer, Gouverneur M. Wilkins, John V. L. Pruyn, Thomas W. Olcott, Charles
L. Livingston, John C. Cruger, Alfred Pell, David C. Colden, Jacob Harvey, Rufus L. Lord,
Arthur Bronson, Henry Brevoort, Robert C. Cornell, Joseph Blunt, Jacob P. Girard, James

Campbell, William Moore, Zebedee Cook, Jr., Jonathan Miller, Fitz-Greene Halleck, John A.
King, T. Romeyn Beck, Richard V. DeWitt, Gideon Hawley, and James J. Ring.
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R. C. Cornell * J. A. King T. R. Beck

Z. Cook, Jr.* P. S. Van Rensselaer * A. Bronson *

J. Miller * A. Pell * J. Campbell

G. M. Wilkins T. Sedgwick * R. V. DeWitt
M. Robinson * R. B. Minturn * E. Townsend *
W. H. Aspinwall J. Brown J. J ng

D. C. Colden * J. W. Leavitt * M. Livingston *
J. Blunt * J. Boarman J. Harvey

F. G. Halleck J. S. Wadsworth S. B. Collins *
H. Brevoort R.L. Lord * J. V. L. Pruyn *
J. P. Girard J- C. Conger * W. Moore *

G. Hawley C. L. Livingston T. W. Olcott

Alfred Pell called the meeting to order, the trustees divided themselves
into four classes of nine each for purposes of future elections, and a
quorum of nine was decided upon. Then the Board proceeded to elect
Morris Robinson the first president. He received eighteen votes from the
twenty persons present, which was tantamount to a unanimous choice—
a fact which indicated that the trustees had decided upon Robinson prior
to the meeting and that he had expressed his willingness to serve. Finally,
the Board asked the president to appoint a committee on organization
which was to suggest what other officers and what regulations were
needed ‘““to carry into effect the objects of the Company.”

At the next meeting of the Board, May 19, 1842, Samuel Hannay, who
kept a book and stationery store in Pearl Street, was elected secretary
of the new Company, at a salary of $1,000; the president’s salary was
fixed at the low figure of $1,500 which he was willing to accept until
the Company proved to be a success. Joseph Blunt was made counsel,
and Dr. Minturn Post was chosen as the Company’s examining physician.
Meetings of the Board were to be held monthly and there were to be
two standing committees—a committee of finance and a committee of
insurance. The rates of premiums to be charged were to be the same
as those employed by the New York Life Insurance and Trust Company
—the most successful company of the day.**

With the preliminaries taken care of and with an office established
at 44 Wall Street, the Company began to receive subscriptions for insur-
ance. All of the energies of the officers seem to have been directed to this

31 To this committee were appointed Robert B. Minturn, Mortimer Livingston, Arthur
Bronson, Alfred S. Pell, and Joseph Blunt, in addition to the president.

32 The minutes relate that the rates weie to be the same as those of the “New York Life
Insurance Company.” This obviously means the New York Life Insurance and Trust Com-
pany as the present-day New York Life Insurance Co. was not then in existence and was,
moreover, at first known as the Nautilus Insurance Company. It did not get its present name
until 1848.
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task, not even a meeting of the Board of Trustees interrupting their
activity. By December 19, 1842, we learn that eleven agents had been
appointed to solicit business, the first evidence of an agency system in
an American company writing only life business on a mutual basis. The
most successful of the agents was Shipman, Ayres, and Company of New
York.?® That the efforts of the officers bore fruit is evidenced by the fact
that it was decided to get applications for $1,000,000 of insurance, in-
stead of for the $500,000 required by the charter, before any policies
were actually issued.

Finally, at the meeting of the Board on February 1, 1843, the com-
mittee on arrangements reported “that having obtained at the office and
through the agents of the Company subscriptions to the amount of more
than one million of dollars, the sum required by the board before going
into operation, they have in consequence thereof taken the necessary
steps for commencing business this day, by having the proper books
prepared, and applications and policies printed, and also by advertising
in several of the morning and evening papers that this Company would
be ready to offer policies on the first day of February.” In conformity
with this report, the Board voted to begin business. Immediately the
first two policies were issued—the first a contract on the life of Thomas
N. Ayres and the second on the life of George P. Shipman, both partners
in Shipman, Ayres, and Company. These were the first policies to have
been issued in America by a company which was open to all persons
and has had a continuous existence down to the present day. At last The
Mutual Life Insurance Company of New York was under way. A new
era in American life insurance was inaugurated, an era that was char-
acterized by the placing of life insurance on a scientific and mutual
basis.**

33 The other agents were Hale and Welbasky of Boston, Harry .\. Brewster, Rochester,
N.Y., Osborn Walker, Utica, N.Y,, J. V. L. Pruyn, Albany, N.Y., George Merrill, Phila-
delphia, Pa., William B. Bristol, New Haven, Conn., and John A. Moore, William A. Wood-

ward, J. G. Pierson, and Henry B. Robinson of New York City.
34 For first policy sce p. 52.
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III. The Growth of Life Insurance and
the Evolution of the Contract

HE TWENTY-SEVEN YEARS which followed the issuance of The Mu-

tual Life Insurance Company’s first policy witnessed the estab-

lishment of the fundamental procedures and practices which
were to make life insurance one of the most successful and one of the
largest of American financial enterprises. The amount of insurance in
force rose from probably less than $10,000,000 in 1840 to $163,703,455
in 1860 and to $2,023,884,955 in 1870, while the number of companies
doing business on the basis of policy reserves and reporting to New York
State officials increased from fifteen in 1830 to seventy-one in 1870. In this
development of the industry The Mutual Life Insiurance Company
played a major role. It made several important contributions to the
scientific bases of life insurance, and it led all companies in writing
insurance, having $242,004,489 of insurance in force in 1870.!

During the period from 1843 to 1870 there was not a single aspect of
the life insurance business that was not altered or developed to meet the
exigencies of the American scene. Rules of selection were established
so that people with approximately equal chances of survival should share
cach other’s risks—a problem that required medical examinations to
weed out the weak and the infirm and extra premiums from those who
lived in unhealthy regions or climates or who engaged in hazardous oc-
cupations. A mortality table, based on American experience, was made
for no one knew whether or not the mortality rate of a small English
town, which was the basis for the table then employed by American
life insurance companies, would prove to be the same as the mortality
rate in the United States. To allay any doubts on this score The Mutual
Life prepared the American Experience Table—a table that was com-
puted from mortality rates among The Mutual’s insureds and has proved
so satisfactory that it is used by many companies and state insurance
commissions at the present time.

1 These figures are from William Barnes, New York Insurance Reports Condensed Edition
(Albany, 1878) and The Spectator Yearbook (Philadelphia, 1g11).
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Premium rates were established in order that members could pay
enough into the common fund to cover the costs of insurance. Here,
again, The Mutual Life drew up schedules which were widely copied.
Reserves on policies were maintained so that adequate funds would
always be available to meet death or other claims when they occurred.
To this problem Elizur Wright of Massachusetts,? the most prominent
figure in American life insurance during this period and the first state
Insurance commissioner, put his active mind and developed tables for
the calculation of reserves which were adopted as legal standards by
Massachusetts in 1858 and by other states in subsequent years. Moreover,
a system was devised by The Mutual Life in 1862 for a more equitable
distribution of dividends among policyholders—a system that is today
used by most companies. Policies for the investment of insurance funds
in safe and remunerative securities were formulated, those pursued by
The Mutual Life being particularly conservative and profitable. Finally,
The Mutual’s investments contributed much to the public improve-
ments of the period, to the development of real estate, particularly in
metropolitan New York, and to the financing of the Civil War.

In addition to the formulation of insurance principles and invest-
ment policies, the period 1843-1870 witnessed an extension of the
agency system of marketing life insurance. Although most of the in-
surance was at first sold by and at home offices, the proportion placed by
agents working on a commission basis, having exclusive territories, and
actually engaged in personal soljcitation, steadily increased. In the early
years of its existence, The Mutual Life, like other companies, obtained
most of its business in the large cities of the East, but gradually it opened
a market along the routes to the West, in the cities of the Middle West,
and in the South. With the outbreak of the Civil War, the Southern
market was lost, but compensating areas were secured by opening agencies
in the West and on the Pacific Coast. By 1870 life insurance had become
nation-wide in its scope, and consideration was being given to extending
it overseas. Also, by the same date competition within the industry had
become severe and practices which were to become exaggerated between
the years 1870-1906 had been inaugurated. In order to obtain more busi-
ness, some companies took personal notes instead of cash for premiums
and some issued scrip for dividends. Moreover, commissions to agents
mounted steadily; “twisting,” that is, the changing of insurance from
one company to another, had put in an appearance, and the raiding of
agency forces had become a not uncommon practice.

2 Elizur Wright, Reports and Biography (Chicago, 1982).
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Finally, the quarter of a century of life insurance history prior to 1870
was marked by an increasing amount of state regulation. This govern-
mental intervention followed two major lines—to further the business
of companies domiciled in a particular state and to safeguard the in-
terests of policyholders. To achieve the former goal, some states levied
discriminatory taxes on out-of-state companies and hindered their
activity by enforcing nuisance requirements—a kind of state protection-
ism which has not been entirely wiped out to this day. To protect policy-
holders, states began to publicize information concerning the operations
of life companies, but when this did not prove sufficient, they established
legal standards for various aspects of the business and appointed commis-
sioners to see that the laws were obeyed. By the late 1860’s states had
such a variety of these laws that the companies contemplated the wisdom
of seeking Federal control. This move was, however, stopped by a famous
decision of the United States Supreme Court in the case of Paul vs. Vir-
ginia (1868), which declared that insurance was not interstate commerce
and not subject to Federal jurisdiction. State regulation had come to
stay. The problem was to make it intelligently effective.

THE GROWTH OF LIFE INSURANCE AND AMERICAN
ECONOMIC DEVELOPMENT, 1843-1870

As was stated in the first chapter of this book, insurance came into being
when our economy reached a point at which risks could not easily be
sustained by the individual. And life insurance developed on a large
scale when relatively more and more people were engaged in commercial
or industrial enterprises; when they had to rely on daily wages or the
earnings from capital for subsistence; and when dependents absorbed
large portions of these persons’ wages or earnings. Many of these con-
ditions were met in the period 1843-1870 on account of the great ex-
pansion of the American economy—an expansion which is too frequently
minimized because of a still greater extension of business activity after
1880. Moreover, a rapid growth of life insurance was possible because
the new industry, with its relatively late start, had to make up for lost
time—it had to satisfy a long pent-up demand.

The history of new countries has usually been characterized by prob-
lems of territorial acquisition and of settlement and by the necessity of
securing sufficient capital for getting the economy under way. Such ques-
tions were paramount in the American scene in the middle decades of the
nineteenth century, but they were complicated and conditioned by cer-
tain other factors. Most prominent of these was the mechanization of
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industrial production, which profoundly altered man’s ways of living
and of earning a livelihood. Secondly, a new commercial revolution, ef-
fected by the building of railways, the use of steamboats, and the widening
of the market, decidedly influenced the course of events. And thirdly,
the Civil War gave a fillip to the metallurgical industries and to trans-
portation, but resulted in a great drain upon the capital resources of the
nation.

Shortly after the founding of The Mutual Life, the United States com-
pleted its acquisition of contiguous territory on the American mainland.
In 1846 the long-standing dispute between Great Britain and this country
over the Oregon territory was definitely settled by the recognition of the
forty-ninth parallel as the northern boundary of the United States. In
1845 Texas was annexed and, although this action led to war, the con-
flict with Mexico resulted (1848) not only in confirming the claim to
the Lone Star state but also in the addition of most of the area of Cali-
fornia, Nevada, Utah, Arizona, New Mexico, and part of Colorado to
the territory of the country. Finally, in 1855 the Gadsden Purchase
rounded out the lands of this nation by securing the southern part of
Arizona and southwestern New Mexico. The resulting total area of three
million square miles made the United States nearly fifteen times as large
as France and Germany. It contained rich and varied natural resources
which were unsurpassed in any other national state.

The settlement of this vast expanse of land was one of the great under-
takings of modern times. By 1843 the fertile plains of the Mississippi
valley had drawn white farmers from the East and had given rise to
wheat farming, cotton growing, and cattle raising. The California gold
rush in 1848 and 1849 led great numbers of people to the Pacific Coast,
while the discovery of gold on Pike’s Peak in 1858 and of silver in the
Comstock ILode of Nevada in 1859 started new migrations to Colorado
and Nevada. The hardy souls who ventured forth in the quest of a
modern Eldorado blazed trails which were soon followed by those who
were content to make a living from agriculture and commerce. These
people obtained land from the Government at low prices, especially by
the terms of the Homestead Act of 1862, while land grants to canal com-
panies, railroads, and states helped to provide them with transportation
facilities, low tax rates, and educational institutions. But despite all these
initial steps, only about 14 percent of the population lived west of the
Mississippi River in 1870 (the percentage was 31 in 1940) and the frontier
was not far beyond the Missouri River, approximately at the ninety-
seventh meridian. Completion of western settlement remained to be
accomplished after 187o0.
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While trails were being blazed westward, manufacturing was steadily
growing in the northern states of the East. Here, where the merchant-
employer, or putting-out, method of production had never been firmly
established, the factory system was introduced with comparative ease.
Machines and techniques imported from England and further developed
on this side of the Atlantic gave rise to the great cotton and woolen in-
dustries of New England, New York, and Pennsylvania. The use of coke
for smelting iron ore and of coal for steam led to an increase in coal
production from 4,535,000 short tons as a yearly average between 1841
and 1850 to an annual average of 31,706,000 short tons for the ycars
1866-1870. The invention of shoemaking machinery and of the sewing
machine made possible the manufacture of boots and clothes in small
shops or factories. The demand for machines, railroad equipment, and
steam engines revolutionized the metallurgical trades. From 1849 to
1869 the value added to products by manufacturing increased from $463,-
983,000 to $1,395,119,000—an increase of about 300 percent.

In agriculture methods were generally wasteful and exhaustive of the
soil, but in spite of cheap land, technological improvements were made.
Knowledge of soil chemistry led to the use of artificial fertilizers, partic-
ularly phosphate, and to a more scientific rotation of crops. Reapers, hay
mowers, horse rakes, the chilled plow, and many other implements came
into use. The quality of livestock was improved by the importation of
good strains and by the exercise of more care in breeding. The amount
of land under cultivation grew by leaps and bounds, and the total as
well as the per acre production of farm products was greatly increased.
In 1839 the wheat crop was 84,823,000 bushels, but by 1870 it had reached
the sizable figure of 254,429,000 bushels. The cotton crop, which had
been 160,000,000 pounds in 1820, attained 2,200,000,000 pounds in 1860,
and this product, although “king” in the economy of the South, was only
equal in value to wheat. Corn, the great staple, was by far the leader of
all farm produce, its annual value being twice that of wheat or cotton.
Finally, the prices for agricultural products were particularly good from
1845 to 1865 and the farming community enjoyed relative prosperity
during these years.

Much of the success of the farmer, as well as of the manufacturer, was
owing to revolutionary improvements in transportation. The building
of canals, the introduction of the steamboat in the great Mississippian
system, the construction of railroads, and the use of clippers and ocean-
going steam vessels ushered in a new era in commerce. In 1844 the steam-
boat tonnage on Western rivers was said to have exceeded that of the
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entire British Empire, and in 1861 the tonnage of American sea vessels
amounted to 2,500,000—a figure not again equaled for fifty years. The
mileage of railroads increased from 4,026 in 1842 to 52,922 in 1870,
lines were built from the Eastern seaboard to beyond Chicago, and trans-
continental routes were planned. Some measure of this increase in trade
is provided by statistics of foreign commerce, which indicate that ex-
ports, including reéxports, rose from a yearly average of $122,620,000
for the years 1841-1850 to $320,842,000 for the years 1866-1870, while
imports increased from $121,123,000 to $408,295,000 in the same period.

With the increase in the physical production of goods and in their
transportation to market, new challenges were presented to the financial
institutions of the country. The number of banks and the amount of
business which they transacted expanded greatly, and the national bank-
ing system established during the Civil War added much to their stability.

TABLE §
ALL ACTIVE BANKS IN 1840 AND 1870

(In millions of dollars)

Cash and Capital Sur-
Balances plus and
Number  Loans and Invest-  with Other Total Undivided Circy-
Year of Banks  Discounts ments Banks Assets Profits lation Deposits
1810 qgot 162.9 12 ¢ q8.7 657.7 3584 107.0 119.9
1370 1937 859.8 169.7 105.0 1,780.8 8.3 336.1 7751

Considerable sums of capital weie borrowed abroad, especially from
Great Britain, but there was such a large accumulation of national capital
that during the Civil War no appreciable amount of specie was drained
off to foreign lands. Nevertheless, the public debt increased to nearly
$2,700,000,000 in 1865, and this proved to be a serious burden to the
American economy. Finally, individual wealth increased and became
somewhat more concentrated—-a fact that had a direct bearing upon the
life insurance industry.

The economic expansion from 1843 to 1870 made possible a large
increase in the population. Not only was the native birth rate high,
particularly in rural areas where children were economically necessary,
but immigration was large. The Irish potato famine of 1846 and the
revolutionary events of 1848 sent large numbers of Irish and Germans
to our shores. In 1854, 427,000 citizens of other lands arrived in the
United States, and although the number subsequently dropped, workers
from abroad were in demand to build the railroads, to man the factories,
and to take the places of those farmers who moved on to the West. From

8 All figures are from the U.S. Statistical Abstract, rg4o.
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1840 to 1870 the population of the United States increased from 17,069,-
453 to 38,558,371, and at the latter date was comparable in size to those
of the great states of western Europe. Moreover, this American popula-
tion was slowly becoming urbanized ¢ and was hence placed in a posi-
tion where life insurance protection was of exceptional importance.

TABLE 0

LEGAL RESERVE LIFE COMPANIES COMMENCING BUSINESS BETWEEN
1851 AND 1875 AND IN ACTIVE OPERATION IN 1942

Name of Company
German Mutual Life Ins. Co.¢
Northwestern Mutual Life Insurance Co.
Equitable Life Assurance Socicty of U.S.
Home Life Insurance Co.
Germania Life Ins. Co.b
John Hancock Mutual Life Ins. Co.
Maryland Life Ins. Co.
Provident Life & T'rust Co. of Philadelphia ¢
Conn. General Life Ins. Co.
Travelers Insurance Co.
Metropolitan Life Ins. Co.
Equitable Life Ins. Co. of [owa
Union Central Life Ins. Co.
Pacific Mutual Life Ins. Co.
Masonic Mutual Relief Ass'n.d
Mutual Life Ins. Co. of Baltimore ¢
Pennsylvania Mutual Ins. Co.

Home Ofjice
St. Louis, Mo.
Milwaukee, Wis.
New Yok, N.Y.
New York, N.Y.
New York, N.Y.
Boston, Mass.
Baltimore, Md.
Philadelphia, Pa.
Haitford, Conn.
Hartford, Conn.
New York, N.Y.
Des Moines, Ia.
Cincinnati, Ohio
Los Angeles, Cal.

Washington, D.C.

Baltimore, Md.
Philadelphia, Pa.

Year and Date of

Commencing Business

Apr. 12, 1858
Nov. 25, 1858
July 28, 1859
May 1, 1860
July 16, 1860
Dec. 27, 1862
July 12, 1865
July 31,1865
Oct., 1865
July, 1866
jan., 1867
March, 1867
1867

April, 1868
Mar. 3, 1869
1870

1870

Life Insurance Co. of Virginia Richmond, Va.
Prudential Insurance Co. of America Newark, N.J.

¢ Name changed to St. Louis Mutual Life Insurance Co., 1919.

b Name changed to Guardian Life Insurance Co. of America, 1918.

¢ Name changed to Provident Mutual Life Insurance Co. of Philadelphia, 1922.

d Name changed to Masonic Mutual Life Ass'n. of the District of Columbia, 1908; in 1922
to the Acacia Mutual Life Ass'n.; in 1932 to the Acacia Mutual Life Ins. Co.

¢ Name changed to Monumental Life Ins. Co., 1935.

April, 1871
Oct. 18,1875

In view of the great growth of business activity, of population, of in-
dividual wealth, and of economic relationships based on money, the
rapid progress made by life insurance is more readily understood. Yet
it should not be imagined that either the general economy or life insur-
ance advanced at an even pace without any setbacks. There was, indeed,
a close correlation between life insurance activity and the business cycle.
New life companies were founded in the revivals from the troughs after
1843, 1848, 1858, and 186%. Failures or retirements from business were
most pronounced in the California gold inflation period of 1852-1853,
in the recession of the cycle in 1856-1857, and in the revival years 1868-
186g—a record which indicates that booms gave rise to new and unstable
companies, which were soon to founder.

4Ibid., “Area and Population,” pp. 1-2.
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As can be seen from the Appendix tables, the fluctuation of “new
business” follows closely the business cycle—more closely than “total in-
surance in force,” for the simple reason that the latter was of an incre-
mental nature. The Mutual Life's “‘new business,” on the other hand,
was not so faithful a follower of the cyclical curve as was the new business
of all companies, because managerial policies tend to be reflected more
sharply in a single case than in many. Nevertheless, the falling off of new
business after 1849, the increasc after 1852, the slight fall after 1858, then
the steady increase to 1867, and the subsequent decline make the con-
nection fairly clear. Another matter in the above tables, which is worthy
of note, is the tremendous increasc in the amount of insurance outstand-
ing during the Civil War. This shows that the endangering of life by
war brings home to people the wisdom of carrying life insurance.

KINDS OF INSURANCE, 1843-1870

A policy of insurance was defined by Blackstone as a “‘contract between
A and B, that upon A’s paying a premium equivalent to the hazard run,
B will indemnify or insure him against a particular event.” ® Simple as
these fundamentals are, the life insurance contract can be a most com-
plicated document. It can be made to cover a specified number of years
(term insurance); it can demand payments for the whole of life (ordinary
life policy); it can require payments for only a specified number of years
(limited payment life); it can provide for the payment of the sum insured
at the end of a given period or at prior death (endowment policy); or it
can combine life insurance with an annuity, with disability, and with
other risks, such as death by accident.

The terms of life insurance contracts are legion, but they fall into
two general classifications: (1) those which aim to meet specific needs or
desires of the insured and (2) those which are designed to permit the
insurer successfully to distribute nearly equal risks over a large number
of cases. In the early history of life insurance in the United States the
kinds of policies which were offered the public were very limited, but
they became ever more numerous as the financial demands upon the

5 For a bona fide insurance contract five clements must be present: (1) the insured pos-
sesses an interest of some kind susceptible of pecuniary estimation, known as insurable in-
tercst; (2) the insured is subject to risk of loss through the destruction or impairment of
that interest by the happening of designated perils; (3) the insurer assumes that risk of loss;
(4) such assumption is part of a general scheme to distribute actual losses among a large
group of persons bearing similar risks; (5) as consideration for the insurer’s promise, the
insured makes a ratable contribution to a general insurance fund, called a premium. Black-
stone Commentaries (Lewis ed.), xxx, p. 458. On the question of insurable interest sec The
Mutual Life vs, Armstrong, 117 US. 591 (1886).
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earning power of the insured would presumably be less than in his earlier
years. This arrangement was a forerunner of the limited payment life
policy—a policy that would be paid up in a given number of years and
which was issued on a special form for the first time in 1864.

TABLE 7
KIND AND AMOUNT OF INSURANCE IN FORCE: THE MUTUAL LIFE
FEB. 1, 1848 a FEB. 1, 1858 b JAN. 1, 1870 ¢
Kind Number Amount Number Amount Number Amount
Life 2,685 9478  $27.528,065 39,339 $122,218,703
10 payments 9,103 36,142,925
5 payments 306 1,621,500
15 payments 163 454,750
20 payments 87 268,300
Paid up 914 1,216,267
Endowments 154 609,800 13,547 39,386,866
10 payments 3:539 13,812,884
5 payments 105 346,800
Paid up 561 644,629
Irregular 137 467,500
Premiums cease at certain
ages N
Joint lives 7 13,100 4 63.000
Deferred annuities
Survivorship annuities 37 16,500
Children’s endowments 141 246,100
End. paid up 4 6,100
Annuities 58 18,458
Accumulative 1 287
Seven-year term 781 572 1,738,300
Other short term * 154 178 591,750
Average size of policy N
(annuities excluded) 2,762 $2,934 $3.187

a Board of Trustees, Minutes, February 8, 1848. Separate amounts for each kind of insur-
ance not available.

b Insurance Committee, Minutes, February 12, 1858.

¢ Insurance Committee, Minutes, April 21, 1870.

The Mutual Life was frequently the first to make these various con-
tracts available to the public, although the New York Life prepared a
ten-year limited-payment life policy in 1860, and nearly all companies
were quick to adopt the new forms. Competition induced insurance
institutions to provide ways of distributing more and more of the risks
of life, for increased coverage meant more business. Rivalry among com-
panies was, however, to lead in the latter part of the period under con-
sideration, more especially in the period between 1870 and 1906, to
the sale of tontine and semi-tontine, or deferred dividend, policies—
policies which, as we shall see, were not advantageous, as administered,

11 James M. Hudnut, Semi-Centennial History of the New York Life Insurance Company,
1845-1895 (New York, 1895), p. 61n.
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to the mass of policyholders. All the earlier contracts, on the other hand,
were basically sound and form today the backbone of insurance offerings.
All except annuities were insurance policies in the strict sense of the
word, for they distributed the risks of death, were free of sheer gambling,
and paid a benefit to survivors; even ordinary annuities met all but the
last requirement. As is the case today, ordinary whole life policies soon
became the most popular of all contracts, early supplanting term policies,
while ten-year endowments and ten payment life followed, in that order.

EVOLUTION OF THE INSURANCE CONTRACT, ]843—1870

The early life insurance contracts were brief, simple in form, and loosely
worded, as can be seen from the first policy issued by The Mutual Life.

This first policy form was similar to that used by the Girard Life In-
surance Company as far back as 1837 and its language was also employed,
except for one phrase, by The New York Life (Nautilus) when that com-
pany began business in 1845. Up until 1855 The Mutual Life continued
to use this basic form for almost all its insurance, filling in the blank
spaces to fit each case and only altering the specific terms as the regula-
tions of the Company changed.

Several features of this policy immediately attract the attention of
one who is familiar with present life insurance contracts. It will be noted
that the policyholder in this case was Sarah Ayres and that she contracted
to pay the premiums, while the insured was her husband Thomas. The
premiums were to be paid annually on fixed dates; provision for divi-
dends was omitted from the contract, although the rules of the Com-
pany provided for such payments; and the Company was allowed sixty
days in which to pay the death claim after notice and proof of death had
been received. But more striking than these features were the restrictions
placed upon the insured. The Company feared that the mortality of
the insureds might be greater than anticipated and desired to distribute
risks among persons who encountered approximately the same hazards.
Hence the contract stipulated that the policy would become null and
void if the insured were to die on the seas, pass beyond the settled limits
of the United States, the two Canadas, Nova Scotia, and New Brunswick,
the southern boundaries of the states of Virginia or Kentucky, or enter
into any military or naval service without the consent of the Company
endorsed upon the policy. Furthermore, the contract was nullified if the
insured died by his own hand, as a result of a duel, at the hand of justice,
or in violation of any law of the land. There was no period of grace, as
in more recent policies, in which to pay premiums—they had to be paid
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punctually on the stipulated dates. Nor was there any incontestable
clause, as there is today, to place a limit upon the time within which the
Company could contest the truth of statements in the application. In
those early policies all statements were warranted to be true. If they
were not accurate or if the premiums were not paid when due, the policy
contract was to ‘“‘cease and determine.” Finally, and most harsh of all,
the policy had no guaranteed cash surrender value in case the policy-
holder did not faithfully perform his part of the contract. If for any
reason the contract were to become null and void or were to “‘cease and
determine,” all the premiums which had been paid were automatically
forfeited to the Company.’?

The injustices which were possible under the terms of the contract
are obvious, and the better companies modified the terms for the better
protection of policyholders. To be sure, restrictions on travel, residence,
and hazardous occupations continued beyond the period now under con-
sideration, but they aimed to protect the persons who were insured in
the Company from bearing the consequence of higher premiums which
would have resulted if the Company had accepted such risks at standard
rates. Such restrictions disappeared in large measure with the effecting
of safe travel, improvement in conditions of health in the Southern States,
and safe working conditions in dangerous industries.

Those aspects of the early policy which concern us here pertain to
the truth of the statements made by the applicant for insurance, the
prompt payment of premiums, and forfeitures of premiums in case of
nonfulfillment of the contract. The law has always considered that insur-
ance contracts were made in the utmost good faith (uberrimae fidet), but
at first it was inclined to regard all statements made in applications for
insurance and all terms of the contract as warranties. The consequence
of this attitude was that the validity of the contract depended upon the
absolute and literal truth, irrespective of materiality, of the applicant’s
statements and that unscrupulous companies could secure the forfeiture
of insurance if they could discover even the most trivial or honestly un-
avoidable inaccuracy in the information obtained from the insured.!s
The injustices which were perpetrated under this legal device led legisla-
tures in about 1861 to enact laws requiring that statements made by

12 It should be noted that the policy could be assigned, that is, made over to another,
such as a creditor, upon notice sent to the Company. A New York court held in 1864 (Eadie
uvs. Slimmon, 26 N.Y. g) that a policy of insurance to a married woman for her benefit or
for that of her children could not be transferred so as to divest the interest of the wife
and children. Such assignment was made possible by laws of 1873 and 1879.

18 George L. Amrhein, The Liberalization of the Life Insurance Contract (Philadelphia,
1933), p- 140.
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applicants for life insurance be considered common law representations
rather than warranties, which meant that materiality was required as the
basis for forfeitures.'* The better companies also became more lenient
in their treatment of policyholders,” trying in the interests of equity to
prevent voiding policies on mere technicalities. They decided that much
of this aspect of the insurance business should be included in the risk and
hence began to adopt the incontestable clause—a clause, included in the
contract, which stipulated that after a given length of time, usually two
or three years, the company would not question the validity of the
representations made by the insured or contest the contract.’® The first
company in the United States to adopt this clause was probably the
Manhattan Life Insurance Company, in 1864."" The Mutual Life, after
years of lenient treatment of its policyholders, adopted it in 18go, but
state laws did not require it generally until after the New York state in-
surance investigation of 19os.

Misrepresentation was not, as we have seen, the only ground upon
which the premiums paid to an insurance company could be lost. They
might have to be entirely forfeited to the Company by a mere delay in
paying premiums—a delay that might be caused by illness, negligence,
or even absence from home. On this question The Mutual Life early
took a liberal view in its efforts to provide equitable treatment for its
policyholders, making reinstatement relatively easy, but not introducing
a period of grace into its contracts until 1899.’* The obvious hardships
worked on a person who might be one day late in making his premium
payments or who in some other inconsequenti»! manner placed his entire
equity in jeopardy gave rise to much discussion of forfeitures and finally
to a sharp attack upon them. The question was debated at length by the
representatives of various life insurance companies in their first, large-

14 The first statute in this direction was enacted in Maine in 1861. After 19o6 such legis-
lation became general. Sce The Mutual Life vs. Hilton Grecn, 241 US. 613 (1916).

18In the seventies some of the fly-by-night companies, on the other hand, endeavored
to remain solvent by a strict adherence to the doctrine of warranties. Henry Moir, “Liberal-
ity of Modern Policies,” Transactions Actuarial Society of America, XII (1911), 175.

16 Joseph B. Maclean, Life Insurance (New York, 1939), p. 208, writes: “The reason for
such a provision is found in the character of the life insurance contract. ‘The contract is
based on information supplied by the insured, and it is undesirable that payment should
be disputed many years later after the insured is dead and when it may be difficult either to
prove or to disprove the truth of any of the statements in question.” Even a policy obtained
by fraud has been upheld by the courts after the period of contestability, even though fraud
is usually considered to void contracts ab initio.

17 Edwin W. Patterson, Cases and Other Materials on the Law of Insuvance (Chicago,
1932), p- 645.

18Tn 1898, 16 of 42 companies allowed periods of grace. A letter from General Manager
Gillette to the gencral agents, dated Nov. 25, 1895, permitted o days of grace with interest
at 5 percent,
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scale efforts to exchange ideas—in the American Life Conventions held
in 1859 and 1860.

To Elizur Wright has gone most of the credit for this campaign and
justly so, for as a result of his efforts the first nonforfeiture law was en-
acted in his state in 1861. Henceforth, policyholders in Massachusetts
were to be given extended term insurance in case their insurance “ceased
and determined.” In 1879 New York followed the example of the Bay
State, although the surrender value was to be in reduced paid up insur-
ance, the insured had to make his claim within six months of lapse, and
policies without surrender values could be issued if such provisions were
entered on the contract in red ink. In 1881 Massachusetts required that
cash surrender values be guaranteed by the terms of the policy—a law
which through the force of competition led by the end of the century to
the inclusion of such clauses in most life insurance policies.’?

Important as legislation on this subject was, some companies early
allowed policyholders a part of their equity in a policy upon surrender.
There were, for example, companies which took personal notes in pay-
ment of premiums and in case of lapse rarely attempted to collect on these
notes, thus granting in substance a surrender value. There were also
companies which granted loans to policyholders, the security for the loan
being the policy itself—a practice which permitted a person to get some-
thing out of his insurance if he had to surrender it. Finally, there were
companies which paid cash surrender values under certain conditions.

The Mutual Life belonged to the last class. Although for the brief
span of five years (from 1850 to 1855) the Company made policy loans,*
it was always willing to pay a certain amount of cash for a policy on three
conditions—that the insurance was not for a short term, that the policy
had been in force a certain number of years, and that notice of surrender
reached the Company before premium payments were in default.** Grad-

19 In 1905 fifty-one representative companies had such guaranties in their policies. For
Elizur Wright's arguments see Massachusetts Insurance Reports, 1876, Vol. 21, Part 2, p. 226.
Concerning the first and second American Life Conventions consult W. S. Nichols, Insurance
Blue Book (New York, 1877), pp. 19-50.

20 The first policy loans appear in the statement for the year ending Jan. 31, 1850. The
minutes of the Board of Trustees for Feb. 14, 1855, report that all loans on policies have
been paid off or transferred to a Mr. Bunker.

21 First Annual Report, p. 19: “In all cases on applications to the Company, an equitable
consideration will be given on a surrender of the policies, calculated by rules established by
the office for the purpose, which consideration will be more or less, as the insurances may
have been of longer or shorter duration at the time of surtender. . . . We may further re-
mark that a policy of life insurance is of no value to the party, on the supposition of sur-
render, unless it be made for the whole duration of life; except where the insurance is ef-
fected for a long term of years, say 15 or 20, in such a case a trifling value would be attached
to it, depending on the time it had to run, and of the unexpired term of the policy ay
time of surrender.” In the Second Annual Report p. 6, it was stipulated that surrepfer
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ually The Mutual Life made its surrender practices more lenient. In
1850 it permitted a policyholder who had paid ten annual premiums to
take paid-up insurance, if he so desired; in 1862 increased surrender
values were granted if the policyholder surrendered only a portion of
his policy in order to keep the remainder in force; ** in 1879 nonforfeiture
clauses were written into the contract, and in 189g a table of surrender
values was inserted in the policy.

With all these provisions, however, it should not be forgotten that
forfeiture of premiums to the Company took place before 1879 unless
notice of surrender were given before premium payments fell due or
unless the policy were reinstated. Hence, the loss by policyholders was
an appreciable amount, in some companies being sufficient to pay run-
ning expenses.

would be granted on whole life policies only and then only after two annual premiums had
been paid.

The then current method of determining the cash surrender value of a policy of two years
standing is explained in the Third Annual Report, p. 6. The rule was, “take the premium at
the age of surrender, and deduct from it the premium the party has been paying; multiply
the difference by the value of an annuity at the age of surrender increased by unity; this is
the value. But it would be unsafe for the Company to pay the full value, as none but the
best lives would surrender; therefoie, we deduct from this one-third.” The Twelfth Annual
Report (1855), p. 40, states that the policyholder may get a certificate of cash value of his
policy from the Company and may thus use his policy as a security for loans.

22 Minutes of the Board of Trustces, May 14, 1862, report a resolution to the effect that
a sum over the regular surrender value be paid in case swirender was for the purpose of
keeping a portion of the insurance in force.



IV. Mortality Tables, Premiums,
Reserves, and Dividends

the possible invalidation of the policy by legal action, and in

forfeitures and surrenders, the policyholder was even more con-
cerned as to the cost of his insurance and with the provisions made
for securing its fulfillment, that is, with the rate of premium, the method
of distributing surplus (“‘dividends”), and the adequacy of the “reserves”
held by the company. For the proper calculation of premiums, reserves,
and dividends a suitable mortality table was necessary.

When The Mutual Life opened its doors for business, little data on
the rate of mortality in the United States were available. Most American
companies in the 1840’s based their premiums upon the Carlisle Table
of Mortality—a table that had been built upon the experience of the
general population of a small town in England between the years 1779
and 178%. The Mutual Life adopted the rates and the mortality table
then employed by the New York Life Insurance and Trust Company.!
This was a combination of the Carlisle Table and another similar, but
older, table based on the mortality in Northampton in England.? Such
tables were, obviously, not representative of the mortality among in-
sured lives in America, but they were used for want of a better. In gen-
eral, they overstated the mortality and so were at least safe.

Not until the approach of 1848 was the Company confronted with a
serious, intricate, and pressing actuarial problem. In that year the end of
the first quinquennial period was to be reached and according to the
charter a balance of the affairs of the Company had to be struck and
profits distributed. Such a job required expert knowledge, and the
Company had to go out and hire consultants. Some of the officers and
trustees were not certain that the conclusions at which these experts
arrived in 1848 were sound, and besides they felt the need of a person
who could advise them on the new contracts which they proposed to

! LTHOUGH DEEPLY INTERESTED in kinds of insurance contracts, in

1 Minutes of the Board of Trustees, May 19, 1842.
28. A. Joffe, “Concerning the American Experience Table,” Transactions of the Actuarial
Society of America, 1911, XII, p. 255.



58 MORTALITY TABLES

write. Thus it was that Charles Gill (1805-1855), an Englishman by
birth and a professor of mathematics at St. Paul’s College, Flushing, by
profession, was appointed the Company’s first actuary, October, 1849.°
The duties which confronted him were legion.t Gill undertook the im-
portant task of preparing a new mortality table suitable for use by the
Company.

In England important advances were being made in actuarial science
and especially in the methods of constructing mortality tables from the
experience of life insurance companies. Accordingly, the Board of Trus-
tees sent Gill to England to become acquainted with the work which was
being done—a trip that, incidentally, cost $483, including $63.10 for
books. Upon his return Gill applied himself diligently to his task, and
in 1852 ® he presented a new mortality table to the Board. Fortunately,
we know how Gill made his table, for when he died, in 1855,° the
Company bought his library, and in this collection is a folio volume
in manuscript which explains his procedure in detail. Briefly, his method
was first to plot the curves of certain mortality rates based on general
population experience (the Carlisle Table and the English Life Table
of Mr. Farr) and others computed from the actual experience of life
insurance companies (The Old Equitable’s Table and the Seventeen
Officers’ Table). “A curve was then run freely through the representa-
tion of the Carlisle Table as near a mean as could be determined by the
eye. . . . This line below the age of Go coincided very nearly with the
representation of Equitable’s experience, and was apparently a fair mean
among the other representations.”

From this curve he worked out his mortality rates for all ages from
10 to the age when the last person would have died—to the age of gg.
Upon the basis of this table he developed new schedules of premiums
for every kind of policy then issued—schedules which remained in use
from February 1, 1853, to February 1, 1868. In practice such rates were

3 The International Insurance Encyclopedia (New York, 1910) and Emory McClintock,
“Charles Gill; the First Actuary in America,” Transactions of the Actuarial Society of
America, X1V (1913), 9, 212; XV (1914), 11, 228. Gill had earlier in 1849 done some actuarial
work for The Mutual Bencfit of New Jersey.

4 The duties of the actuary were outlined by the Board at a much later date, August 13,
1862, and June 7, 1865.

5 Minutes of the Board of Trustees, Dec. 22, 1852.

6 Gill’s early death may have been hastened by trouble which he had with the president
of the Company, Frederick S. Winston—an abrupt and overbearing man. See Emory McClin-
tock, “Charles Gill; the First Actuary in America,” Transactions of the Actuarial Society of
America, XV (Oct. 15-16, 1914), 253. At any rate, the Board of Trustees bought the Gill
library presumably to give financial aid to Mrs. Gill and paid her his salary for six months
after his death. The Gill library is housed in the office of the actuary.
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more suitable, for they reflected to an appreciable degree mortality
among the selected group which was insured.”

DEVELLOPMENT OF THE AMERICAN EXPERIENCE TABLE OF MORTALITY

The management of The Mutual Life was, however, anxious to have
a table based entirely upon mortality rates among American life insur-
ance policyholders. Accordingly, Sheppard Homans, who succeeded Gill
as The Mutual’s Actuary upon the latter's death in 1855, was set at the
task of preparing it. Homans, a strong-minded man, came of a well-to-do
family which was socially friendly with the president of The Mutual
Life, Frederick S. Winston. He had been educated at Harvard, where
he had displayed a marked aptitude for mathematics, and he had been
employed by the United States in certain astronomical expeditions and
in the Coast Survey.* When he took up his duties with The Mutual Life
he was woefully ignorant of life insurance, not even comprehending,
according to his future assistant, David Parks Fackler, the word “‘pre-
mium.” What he lacked in insurance training,
industry and intelligence.

Homans hoped that he would be able to construct a mortality table
upon the experience of several American life insurance companies, and
he sought earnestly for information from them.® They were, however,
loath to make known what the rate of mortality among their insured
was, for fear that their record, if poorer than that of other companies,
would injure them. Thus, except tor a little information obtained from
the Mutual Benefit of New Jersey, Homans had to rely upon the mortal-
ity experience of The Mutual Life. From the methodological point of
view he was exceptionally fortunate, for he had the work of Gill on which
to build. In fact, he stated that he “continued the observations begun
by the late Mr. Gill.”

In 1858 Homans placed before the Board of Trustees his first table
and an explanation of the sources of its data. Ie presented the actual
losses by death of persons insured in The Mutual Life." Obviously life
insurance could not be written upon such an uneven curve as that repre-
sented by the actual experience of The Mutual Life, and so Homans
smoothed the curve by a freehand drawing. Inasmuch as The Mutual’s

however, he made up in

7 For the mathematical formulae see S. A. Joffe, op. cit., and Emory McClintock, op. cit.

8 The International Insurance Encyclopedia.

® The question came up at the first Life Convention, in 1859. Insurance Blue Book, p. 49,
and Sheppard Homans, Report Exhibiting the Experience of The Mutual Life Insurance
Company of New York for Fifteen Years Ending February 1, 1858 (New York, 1859), p. iii.

20 Ibid., pp. 10-11. The age at which the Company insured was to the “nearest birthday.”
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oldest policyholder was 78 years of age, the mortality rate for subsequent
years was estimated.

In 1861 the Board of Trustees sent Sheppard Homans to England to
consult with leading actuaries on the wisdom of establishing premium
schedules upon his new table, upon methods of computing dividends, and
upon other matters. The reports submitted by the English consultants
are of great interest, for they give a clear idea of the status of English
actuarial science at this time. The reports were published in a pamphlet
and distributed privately to the Board of Trustees, the only copy at
present extant being bound into the Minutes of the Insurance Commit-
tee of the Board. The English actuaries went on record as approving the
table for the computation of premiums for survivorship annuities, and
Homans at once composed such a schedule.

Shortly thereafter Homans began the construction of a new table,
which was to become the American Experience Table; it was based on
the actual experience of The Mutual Life * and showed the rates of
death among the insured for ages from 10 to 95.> In 1867 he prepared
rates of premiums on the basis of this table for all plans of insurance
then offered to the public by The Mutual Life.’* These premiums were
adopted for new insurance in 1868. In this same year the legislature of
the State of New York passed an act concerning the valuation of policies
for purposes of reserves and included in the act Homans'’s table.!* It was
this law which christened the table the American Experience Table of
Mortality and which established it as the standard for calculating re-
serves. Since 1868 the American Experience Table has been the standard
table for all life insurance purposes (other than industrial insurance)
and has been used by practically all companies. No other comparable
table was constructed within a period of about fifty years. Because of

1t The curve in the table as ultimately published had for ordinates 133.5 at age 10, that is,
the number out of which one person of that age was expected to die within the year, and
16.13 at age 7o. For a full mathematical interpretation of the table see S. A. Joffe, op. cit.

12 Homans himself said: ““I'he result was that after I had collated the experience of The
Mutual Life I drew a curve representing the approximate rates of mortality at different
ages; and then found, by a simple method of adjustment, the rates of mortality now called
The American Experience Table—a name, however, that was not given by me. The table
has for its basis the experience of The Mutual Life; but it is not an accurate representation
of that individual Company. In other words, it is not intended to be, and never was claimed
to be, an accurate interpretation of the experience of The Mutual Life.” Speech delivered
by Homans at the first dinner of the Actuarial Society of America, April 25, 1889, and re-
ported in the Transactions of the Actuarial Society of America, I, 33-34. He stated also in
this same address that the American table was prepared simply as a study and that he had
made the limiting age 96 because in the records of different countries he could not find
evidence that any insured person had attained the age of 100.

18 See Minutes of the Insurance Committee of the Board of Trustees, Nov. 19, 1867.

1t Act of May 6, 1868.
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TABLE 8
AMERICAN EXPERIENCE TABLE OF MORTALITY
Average
Number Future Number
Num- Dying per  Lifetime Num- Dying per
Number ber 1,000. (“Ex- Number ber 1,000.
Age Living Dying Rate of pecta-  Age Living Dying Rate of
Mortality tion of Mortality
Life”)
10 100,000 749 7.490 4852 55 64,563 1,199 18.571
1 99,251 746 7516 48.09 56 63,364 1,260 19.885
12 98,505 713 7548 4745 57 62,104 1,325 21.335
13 97,762 740 7569 4680 58 60,779 1,394 22.930
14 97.022 737 7596 4616 59 59.385 1,468 24.720
5 96,285 735 7631 4551 Go 57917 1,546 26.693
16 95,550 732 7.661 4485 61 56,371 1,628 28.880
17 94,818 729 7688 4419 62 51748 1713 $1.292
18 91,089 727 7727 4353 63 53,030 1,800 33.943
19 93.362 725 7765 4287 Gy 51,230 1,889 36.873
20 92,637 723 7805 4220 63 49,341 1,980 40.129
21 91,914 722 7.855 4153 66 47,361 2,070 43.707
22 91,192 721 7.906 4085 67 45,291 2,158 47.647
23 90,471 720 7958 4017 68 43,133 2,243 £2.002
21 89,751 719 8.011 39.49 69 40890 2,321 56.762
25 89.032 718 8.065 g8.81 70 38,569 2,391 61.993
26 88,314 718 8.130 382 M 36,178 2448 67.665
27 87506 718 8.197 8743 72 33730 2487 73733
28 86,878 78 8.264 8673 73 31,243 2,503 80.178
29 86,160 719 8345 36.03 74 28,738 2,501 87.028
30 85,441 720 8.427 3533 75 26,237 2,476 94-371
31 84,721 721 8510 34.63 76 23,761 2,431 102.311
32 84,000 723 8.607 8392 77 21,330 2,369 111.064
33 83,277 726 8718  33.21 78 18,961 2,201 120.827
34 82,551 729 8.831 3250 79 16,670 2,196 131.734
35 81,822 732 8916 3178 8o 11,174 2,091 111.466
36 81,090 787 9089 3107 & 12,383 1.964 158 607
37 80,353 742 9.234 3085 82 10,419 1.816 174.297
38 79,611 719 9.108  29.63 83 8,603 1,648 191.561
30 78,862 756 9.586 2890 84 6,955 1470 211.859
40 78,106 765 9794 288 85 5485 1,202 235.550
41 77341 774 10,008 2745 86 4,193 1,114 265.681
12 76,567 785 10.252 2672 87 3079 933 $03.020
43 75.782 797 10517 2599 88 2,146 714 846.692
44 74,985 812 10829 2527 8¢ 1,402 555 395.863
45 74178 828 1163 2454 9o 847 385 454515
46 79,345 848 1562 2381 o 462 246 582.468
47 72,497 870 12000 2308 g2 216 137 634.259
48 71,627 896 12509 2235 93 79 58 734177
49 70,731 927 13.106 2163 94 21 18 857.143
50 69,804 962 13781 2091 95 3 3  1,000.000
51 68,842 1,001 14.541 20.20 g6 o

52 67,841 1,044 15.989  19.49
53 66,797 1,091 16.338  18.79
54 65,706 1,143 17.396  18.09

Average
Future
Lifetime

(“Ex-
pecta-
tion of
Life’’)
17.40
16.72
16.05
15.39
14.74
14.10
13-47
12.86
12.26
11.67
11.10
10.54
10.00
9-47
8.97
8.48
8.00
755
7.1
6.68
6.27
.88
549
Bl
475
4-39
4.0%
371
3-39
3.08
2.77
2.47
2.18
1.91
1.66
1.42
1.19
98
8o
64
.50
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the general improvement in mortality rates and in methods of selecting
risks, the American Experience Table substantially overstates the rates
of mortality as compared with actual current experience. Consequently
there has been, for some time, a trend toward the adoption of a more
modern table.’s

PREMIUMS

In order better to understand the contributions of The Mutual Life
to actuarial procedures and to comprehend the operations of the Com-
pany, let us look briefly at the manner in which premiums are com-
puted.’® The basic element in this operation is the mortality table. If the
American Experience Table is employed, examination will show, for
example, that of 100,000 persons aged ten, 749 are expected to die within
a year. Hence, if each of the 100,000 is insured for $1,000, $749,000 must
be available during the year to pay death claims. This sum may be ob-
tained by charging each of the 100,000 policyholders $7.49. In actual
practice, however, two other elements go into premium making. The first
of these is the amount of interest which the insurer estimates can be
earned on the investment of premiums paid in advance. Thus, if the rate
assumed is 3 percent, only $.9709, called “present value,” is needed to
have $1.00 at the end of the year. Consequently, interest earnings tend
to reduce the sums required of policyholders. The second of the two
elements mentioned above is an amount called “loading,” which is added
to cover the expenses of the company and to meet contingencies. All three
elements combined together give the gross premium which is charged to
the insured for one year. Inasmuch as the chances of death increase with
age, premiums on an annual basis of this kind (yearly renewable term)
would also increase with age and would ultimately become almost equal
to the sum insured. To obviate this difficulty, which has been the stum-
bling block in the way of assessment insurance, the actuary calculates
what uniform or level annual premium payable by each of the persons
insured will be sufficient to satisfy all death claims as they occur. Such
a level premium plan results in premiums in the early years which are
greater than the cost on the yearly renewable term plan, but which are
less in the later years. Thus is introduced the invested fund formed by the
excess payments—a fund which is called the reserve and which accentu-
ates the investment phase of life insurance business.

15 James S. Elston, Sources and Characteristics of the Principal Mortality Tables, 2d ed.
(New York, 1932), pp. 62-63.

16 For a more detailed account sce John H. Magee, Life Insurance (Chicago, 193g), pp-
199 ff. and bibliography.
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When The Mutual Life began business, it adopted for its own use, as
we have seen, the premium schedules used by the New York Life Insur-
ance and Trust Company. Up to age 55, the rate of interest which it
assumed would be earned on the sums invested was 4 percent and the
loading was g5 percent of the “net” premium, that is, the sheer cost of
insurance minus interest earnings. For ages 56 to 60, § percent interest
and a loading of 10 percent were used.

These premium schedules remained in force until 1853. In April, 1846,
the Board decided that premiums could be paid semi-annually or quar-
terly, “as the benefits of Life Insurance are chiefly sought by persons of
limited means to whom the payment of a whole year’s premium on an
insurance of a considerable sum would be highly inconvenient and in
many cases impracticable.” To cover the increased cost of collection and
the loss of interest caused by the deferred payments, the regular premiums
were increased by 7 percent.

In 1859 new rates, prepared by Charles Gill upon the basis of his table,
were put in force. The mortality rates at which he arrived were lower
for the ages above thirty than those contained in the table previously
in use, so his premiums for ages over thirty were somewhat reduced.
Moreover, he assumed interest earnings of 4 percent, and his loading
was a uniform 25 percent of the “net” premiums for various ages. Con-
sequently, the new rates helped to meet growing competition.

The next change in The Mutual Life’s premium making was effected
by Sheppard Homans in the computation of rates on his new tables. He
assumed an interest rate of 4 percent, but altered the system of loadings.
He argued that if the same percentage of the “net” premium for every
age and for every type of insurance was added as the loading, a relatively
heavier charge was levied upon the higher ages and upon those kinds
of insurance, such as endowments, that have high premiums. Thus, a 30
percent loading per $1,000 on an ordinary life policy would be $4.32 at
age twenty (American Experience Table, g percent) and $17.48 at age
sixty. Obviously the difference between the expense of writing and keep-
ing on the books the two policies was not so great as this. Homans and
other actuaries believed that a more suitable method of determining
loadings should be arrived at.'” Accordingly The Mutual's actuary
decided to have two parts to his loading. The first part was to consist
of 20 percent of the “net” premium, and the second part, 20 percent of
the annual life rate at the same age.’® The chief result of this method of

17 See p. 32 of Homans’s report For the Private Use of the Trustees of The Mutual Life

Insurance Company, bound into the Minutes of the Insurance Committee, May 31, 1861.
18 Minutes of the Insurance Committee, Dec. 7, 1867.
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computation was to reduce rates for ages up to 45 years. These premium
rates were adopted by several other companies. They were used by The
Mutual Life until 1879 when premium rates were reduced. Rates were
still based on the American Experience Table and have been, in fact, up
to the present time. Changes have been made in the assumption as to
the rate of interest, which was reduced from 4 percent to 3, percent
in 1898 and to 3 percent in 1907, and also in the “‘expense loadings,” but
the same mortality has been used since its adoption in 1868.

RESERVES

A part of the premium, called the loading, provides, as was stated earlier,
for the expense of keeping a policy in force and for contingencies, which
may arise from epidemics, wars, and similar calamities, and another
part, for those sums which must be paid out to beneficiaries. We have
also seen that on the level premium plan a “net” premium is computed
which is just enough in the aggregate and under assumed conditions of
rates of mortality and interest to meet claims as they become due. Again,
the level premium system calls for payments by policyholders which in
the earlier years of a policy are in excess of the sums needed to meet
claims, but which are in the later years of a contract less than the amounts
required to pay benefits. Consequently, a fund—the reserve—is created
by the excess payments with interest thereon. The size of this fund has
to be carefully calculated (valuation of reserves) and the sums placed
in it zealously protected so that sufficient moneys are always available
to satisfy claims. Finally, one should realize that life insurance reserves
are not surplus, as they are considered to be in most businesses, but that
they are a liability which the insurer holds as a trust for its insureds.!®

The first calculation of the liability under existing policies, that is, of
the “reserve,” was made in 1848. The charter provided that at the end
of every five years a balance of the affairs of the Company was to be
struck and profits were to be distributed among the policyholders. To
determine what the profits were, it was necessary first to establish the
amount of the reserves. Just how to do this was discussed at some length
and was finally placed in the hands of a special committee of the Board.
It in turn sought the counsel of several persons who arrived at the follow-
ing conclusion: *

19 Joseph B. Maclean, Life Insurance (New York, 1939), chap. vi.

20 Minutes of the Board of Trustees, Sept. 28, 1847. One of the consultants was George
Christian Schaeffer, librarian of Columbia College. See Actuarial Society of America, XXI
(1920), 123.
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The charter directs the profits to be divided—it is necessary therefore in the
first place to ascertain the increased risk on cach policy. Calculation shows
that the sum representing this increased risk is obtained by subtracting the
premium at the time of valuation and multiplying the difference by the
value of annuity at the last age, increased by unity.*

Upon calculation it was found that the asscts in mortgages, stocks,
cash, and other items amounted to $551,575.27; that the reserve should
be $172,569.68, and that the net surplus was $379,005.59. To be on the
safe side they added $22,000 of this surplus to the reserve for contingen-
cies.

The method employed for establishing the reserves in 1853 is not
clear, for the Minutes of the Insurance Committee for the years 1845—
1859 are missing, and the Minutes of the Board do not contain the
formulae employed. All we know is that the system used by Gill was
approved by Professors Loomis of the University of New York and
Webster of the Free Academy and that the dividends which were paid
were less than in 1848.

This was the period in which Elizur Wright was waging his campaign
for a sounder method of calculating reserves. At the time practically
all English and most American companies computed reserves by assum-
ing that the gross premiums could be counted on for claims. Elizur
Wright and others insisted that only future net premiums (i. c., exclud-
ing the “expense loading™) should be regarded, in calculating reserves,
as available for payment of claims. A net premium valuation obviously
meant higher reserves than a gross premium valuation.

From the first The Mutual Life calculated rescrves on a net premium
basis, but it was one of the few companies to do s0.?2 That it adopted such
a policy was a stroke of good fortune, for not only was its position thus

21 The minute continues, ‘““T'his principle based upon strict calculations, has been uni-
versally acknowledged as correct. The only doubt which could remain, was the particular
premium to be adopted in this calculation. The premium required by the office, is the real
premium as given by the Carlisle Tables, at 4%, increased by 35%. The addition of course
is made to cover all extraordinary loss and to give a profit to the Company.

“As the premium increases for every year of life, the addition of g5% will of course
increase the difference. Were the increased risks calculated from the office premium, the Com-
pany would be adding profits to their reserved fund, causing an unnecessary accumulation,
which must be divided in future years to the injury of those who die before that period.

“The Committee, therefore, have decided to found the calculations upon the real pre-
miums derived from the Carlisle Tables at 49 . The universal risk obtained in this manner
will show the actual cost of insurance on the lives at the petiod of valuation and when
subtracted from the amount of funds on hand will of course give the real profits.

*This mode of valuation is moreover in accordance with the system adopted by the Com-
pany in the purchase of policies, by which almost the same value is obtained.”

22 J. A. Yowler, History of Insurance in Philadelphia for Two Centuries (1683-1882),
(Philadelphia, 1888), p. 693.
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made stronger, but it was able easily to meet the standards required by
many states after 1858. In that year Massachusetts took the initiative in
setting up such a standard. It placed the task of enforcing its require-
ments on the capable shoulders of Elizur Wright, and he made many
a company aware of its lack of adequate reserves and saved many policy-
holders from being caught, as he said, in “traps baited with orphans.” **
The Mutual Life became more cognizant of the great importance of
maintaining sufficient reserves, and it sought to improve the formula
which it was using for making the valuations. In the valuation of 1858
The Mutual Life made an arbitrary increase of 15 percent over the
amount of the reserve calculated by the net premium method. This in-
crease was intended to “provide for unexpected contingencies arising
from unusual mortality by reason of epidemics, decrease in the rate of
interest anticipated on investments, etc., etc.” 24

TABLE @
SUMMARY OF VALUATION OF 1858: THE MUTUAL LIFE
Difference
Present Value Present Value  or Net Cost
of Amount of Future of Reinsur- Amount
Num- Amount Assured, Co.’s  Prenttum, Co’s  ance, Co.’s Actually
Class of Policy ber Assured Tables, 4% T'ables, 47 Tables, 4% Reserved
Life 0,178 $27,528,065 $11,328,129.38 $9,059.803.43 $2,268,285.95 $2,608,171.33
Joint life 7 13.100 547550 3,670.59 1,804.97 2,075.71
Accumulative 1 287 98.75 o 98.75 113.57
Seven years 72 1,738,300 82,381.33 68.336.16 1401817 16,155.40
Other short terins 178 591,750 19.007.10 11,911.31 4,065.50 4,675.43
Endowment 154 609,800 352,098.8 ¢ 315,03.4.65 36,464.19 3737578
Totals 10,390 $30.481.302 $11,787,193.96 $9.162,476.65 $2.321,717.62 $2,668,867.22

For the “striking of the balance” in 1863 Homans sought a still more
conservative basis for reserves. He argued that if the method of valuation
employed in 1853 and 1858 were continued and only the net premiums
counted upon to pay death claims, there might not be enough reserve
retained for the future expenses of the Company and for contingencies.
Doubtless the exigencies of the Civil War led him to such a cautious
position. In any case, he argued that reserves should be calculated on
anew formula which would tend to make them larger—and the Board of
Trustees sustained him * in his contention. In his calculations Homans

23 See Supplement to the Fourth Annual Report, Mass., Reports on Life Insurance, p. 86.
Wright was the author of a book called Traps Baited with Orphans; or, What Is the Matter
with Life Insurance (Boston, 1878).

2 Minutes of the Insurance Committee, Febiuary 12, 1858.

5 Ibid., May 13, 1862, and Feb. 5, 1864. This was donc by arriving at the gross reserves
and by setting aside only a part of the loadings for future expenses. The formula used was
nV’x = 1.20AX + n—ax + n (.95P’x—.002). A and a are net American 4% values, and P’ is
the gross premium paid (Gill’s 4%, loaded 25%). '
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employed the American Experience Table at 4 percent, which was an
added factor in augmenting the size of the reserves.

In 1865 it was decided to go on an annual dividend basis in the next
year, an amendment to the Charter having been obtained, April 2, 1862,
to make this change possible. In computing the reserves for 1866 Homans
used a net valuation scheme and increased the mortality ratio which he
employed to arrive at them by 25 percent, thus getting larger reserves
than he would have if he had used the unweighted table.?® By 1867 the
danger of an unfavorable mortality resulting from war had passed, so
The Mutual Life returned to a strictly net valuation basis and has main-
tained it ever since. In 1870, when Sheppard Homans was having trouble
with President Winston—trouble which led to the former’s involuntary
resignation—Homans sought the opinion of Elizur Wright concern-
ing his method of determining the amount of reserves. Wright replied
as follows: 27

Boston, March 15, 1870
Sheppard Homans, Esq.
Actuary Mut. Life Ins. Co.

My DEAR SIR,

You ask my opinion of your method, stated very distinctly on the enclosed
paper, for calculating the Reserves the Company should hold on each and
all its outstanding policies at the close of a fiscal year. I am happy to say that
I deem it not only exact, and in accordance with the fundamental assump-
tions of the business, but of all methods that are so, the most expeditious in
practice.

DIVIDENDS

After the reserves, which are in essence the estimated liabilities on poli-
cies, have been ascertained and after all operating expenses, insurance
claims, and other charges have been paid, a surplus may be left to the
insurance company. This surplus may be accounted for by the fact,
either that the actual mortality is less than the mortality rate of the
table, or that the interest rate is higher than that assumed in the pre-
miums, or that the operating expenses are less than the loadings, or that
gains have been made from lapses and surrenders, or that capital gains
have been realized on investments, or that profits have been realized in
some other way. A part of the surplus obtained from one or from
any combination of these sources of savings may be set aside to meet
contingencies, but in a mutual company the major part is normally

26 Minutes of the Insurance Committee, August 10, 1865.
27 Ibid., April 16, 1870.
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available for distribution among policyholders in the form of “divi-
dends.” ** The policyholders are actually getting back what they have
paid in excess of the sum necessary to insure themselves.

Total surplus is ascertained automatically in striking a balance of a
life insurance company’s books and hence is arrived at very easily. The
difficult task is to determine how much of the surplus should be dis-
tributed among policyholders and how to distribute it equitably. In the
1840’s it was customary to allot the dividend which the policyholder
was to receive as a percentage of the premiums which he had paid.
Using this method, in 1848 The Mutual Life paid as a dividend 52 per-
cent of the premiums which had been paid in, although it should be
noted in this connection that no dividends were paid on policies which
had expired before the end of the five-year period, even if the expiration
had resulted from death,* and also that dividends were not paid in cash,
but as “reversionary additions,” that is, they had to be used for the
purchase of additional insurance.

The large dividend which was paid in 1848 was made possible not
only by the savings on mortality, loadings, and interest rate, but also by
earnings on forfeitures and by too low a valuation of policy reserves.
The first actuary of the Company was of the opinion that the dividends
should have been g3 percent of the premiums, instead of 52 percent,®
and Emory McClintock, another actuary of the Company, testified be-
fore the Armstrong Committee in 1go that if The Mutual Life had
continued its 1848 method of valuing reserves it would have become
embarrassed.®

The “percentage” system of allotting surplus is a rough-and-ready
one which takes no account of the sources from which the surplus has
arisen. Some inkling that individual policyholders were not receiving
their just proportions of the surplus came to The Mutual Life’s manage-
ment after the dividend of 1848 had been paid, for an amendment to
the charter was sought from the New York State Legislature in 1851 to
allow the Company to “credit each member with an equitable share of
the profits.” *2 A change was sought whereby the Company could make
larger dividend payments to those who had contributed much to the
surplus and smaller dividends to those who had contributed little. A
step was taken in this direction in 1852, preparatory to the dividend of

28 In a stock company this excess would go to stockholders in the form of profits.

29 Minutes of the Board of Trustees, February 22, 1848.

80 Ibid., February 17, 1858.

31 Testimony of October 24, 1905.
32 Paragraph 2, Article 13.



70 MORTALITY TABLES

1853, when it was decided that dividends on whole life policies should
be in proportion to the length of time these policies had been in force.
This meant that a policy that had been in force one year would get only
one-fifth that of a policy in force five years and that a policy on which
the premium was paid January 31, 1853, would get only 1/365 as much
as a policy in force one year. No dividends were to be paid on extra
premiums required for climatic risks, simply because these extras were
not sufficient to cover the cost of insurance and hence did not contribute
to the surplus, and only one-half the dividend rate on whole life policies
was to be paid on term policies for similar reasons.**

This same general scheme was followed in 1858, but Homans, in his
“Report Exhibiting the Fxperience of The Mutual Life Insurance Com-
pany of New York, for Fifteen Years Ending February 1, 1858,” referred
to the defects in the existing methods of distributing surplus, as follows:

The fact of charging at any age, comparative rates of premiums slightly
too high or too low, is of but little consequence in a mutual company,
provided we have the means of making a just compensation to the original
contributors. The amount of such excess or deficiency in the rates of pre-
miums can only be determined by tables based on actual experience; while
the compensation itself may be effected, as we have already secn, by a slight
modification.®*

It was only necessary to change “compensation to the contributors”
to read “contribution of the respective members,” in order to get the
essence of the “Contribution Plan,” one of the great achievements of
The Mutual Life in the actuarial realm. This plan aimed to return to
each policyholder a dividend which was in proportion to the amount
which he and other members of his “class” had contributed to the sur-
plus, the classes being determined according to age, type of policy, and
length of time a policy had been in force.

When Homans went to England in 1861 to get information on various
aspects of actuarial problems, he at first determined to use for distrib-
uting surplus a plan prepared by an English actuary, Charles Jellicoe,
which included a partial recognition of the sources from which the sur-
plus had been derived.?® On his return to America, however, he and

33 Minutes of the Board of Trustees, Feb. 11, 1852.

34 Jbid. Following the Aug., 1858, meeting. For Gill’s views sce Homans's rcport after
his trip to England—a report, as we have indicated previously, which is bound into the
Minutes of the Insurance Committee, at May 31, 1861.

85 Robert Henderson, “Equity in Surplus Distribution,” Transactions of the Actuarial So-
ciety of America, XXIV (Oct. 11-12, 1923), 292, and Joseph B. Maclean and Edward W.
Marshall, Distribution of Surplus (New York, 1937), pp- 71 fL.
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David Parks Fackler,*® the assistant actuary, evolved a new “contribu-
tion plan.” * As Homans described it,

The principle is that the true share of any policy-holder in a given amount
of surplus is in the proportion which the excess of his payments over and
above the actual cost of insurance (as determined by experience) bears to the
total contributions to this surplus. In other words, each member will par-
ticipate in any given surplus in proportion to the difference between his ac-
tual payments and the actual cost of insurance. 38

By August 1, 1862, Homans had developed the “three factor sys-
tem,” ** whereby savings from mortality, interest on investments, and
expense loadings were to be measured separately and placed to the credit
of those classes of policies in which the savings had been effected. This
new system was approved by most actuaries and especially by Elizur
Wright, who was consulted on the matter.*

36 For a desaription of the contribution plan see Sheppard Homans's* On the Equitable
Distiibution of Swiplus,” Jowrnal of the Institute of Actuaries (Londen), XI, 121 ff.

37 The Minutes of the Insurance Commiltee, February 10, 1865, contain the following
communications:

“F. S. WINsTON, Esq :

I beg leave to call your attention to the service acknowledged in the accompanying note,
for which-—considering the large sum affected by it—I believe myself entitled to some
reward.

Very respectfully,
(Signed). DAVID PARKS FACKLER.”

‘The following note from Mr. Homans accompanied the above.

“My DEAR MR. FACKLFR:

It gives me pleasure to acknowledge to you as I did in my official Report to the Com-
pany and as I have always done verhally, that whatsoever credit may attach to the origina-
tion and successful application of entirely new principles and formulae to the distribution
of the surplus of a Life Insurance Company (as in the case of the Dividend for 1858 of the
‘Mutual Life’) should justly be shared by yourselfi— Indeed the principle upon which that
Dividend was bascd as well as some of the most important clements of the main formula
were first suggested by you.

In fact I am free to acknowledge that without your valuable assistance it is probable that
the work might not have been brought to such a successful completion.

You are at liberty to make such use of this communication as you may think proper.

Sincerely youis,
(Signed). Surrrarnp HoMANS.”

38 Minutes of the Insurance Committee, Feb. 11, 1863.

39 Ibid., Aug. 1, 1862.

“1. Each member to be credited with the amount reserved for his policy and additions
at the last valuation and also with the full participating premiums paid since that time,
both accumulated at compound interest during the interval, at the rate realized by the
Company from investments; and charged with the actual cost of the risk to which the Com-
pany has been exposed, and also with the amount now 1eserved to meet his claim. The dif-
ference between the sum of his credits and the sum of his debits will determine his contri-
bution to the surplus; and his equitable share of surplus bears the same proportion to the
entire surplus divided as his contribution bears to the total contributions.”

The three factors correspond to the three clements in the gross premium for (1) gains
from medical selection, (2) surrender and lapse, and (3) miscellaneous gains,

0 Twenty-First Annual Report, pp. 118-123.
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The charter of your Company, in requiring the surplus to be equitably di-
vided among the policyholders seems to me to require it to be returned to
them in proportion as the excesses, whether of premiums within the quin-
quennial period, or of interest on premiums previously paid, have contrib-
uted to produce it; in other words, in proportion as they have been in any
way overpaying the cost of insurance. . . . It may not be possible in the
present distribution to make exact amends fot the deficiency of previous
ones. Their imperfection was due mainly to a want of certainty as to the
Company’s own rate of mortality, which time and experience only could
remedy. . . . I have carefully examined the formulae devised by Mr. Ho-
mans for representing the equitable proportion of the general surplus which
belongs to each member, and believe it combines with rigorous exactness all
the elements required by the principles above stated. Its construction does
great credit to both his skill and faithfulness. I have also had the pleasure
to compare with it an independent original formula prepared by Mr. D. P.
Fackler (Assistant Actuary) for the same purpose, which starting from hy-
potheses substantially the same produce results nearly identical, the one
confirming the other. Either process cannot fail, after the general surplus
is duly ascertained, to effect a distribution of it true to the demands of
equity and of the charter.

The formulation of the contribution plan was a great step toward
placing life insurance on a more scientific and equitable basis, but it
did not solve all the problems concerning dividends. The Mutual Life
was confronted with three other important questions: (1) What adjust-
ment should be made in dividends paid to policyholders if a new reserve
or dividend plan were adopted? (2) In what form should dividends be
paid—in cash, in the form of additional insurance, or as a reduction of
future premiums? (3) What time periods should be considered as those
in which the policy contributed to surplus?

The first of these problems arose in 1853, when the Gill Mortality
Table was first used, and again in 1864, when Homans’s first table was
introduced for some policies and the contribution plan was adopted. At
each of these dates adjustments in the dividends were made so that
policyholders who had at one time been paid too much were for sub-
sequent periods paid less, or vice versa.*!

The second question arose at various times and was settled in different
ways. The issue at stake was whether or not the amount of insurance in
force should be increased by making policyholders take their dividends
in additional insurance, or whether the cost of insurance should be less-
ened by allowing policyholders to use dividends to pay their future
premiums. Adherents of the former view maintained that the principle

41 A manuscript volume by Solomon Joffe explains these adjustments in great detail. This
volume is kept in the Actuary’s Office of The Mutual Life.
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of insurance was one of accumulation and should be strictly adhered to,
while the advocates of the latter opinion contended that the individual
should be allowed to decide whether it was more advantageous for him
to have a greater amount of insurance than it was to reduce the size of
his future premiums. Furthermore, the proponents of the latter scheme
believed that policyholders should be allowed to use their dividends
for the reduction of premiums so that The Mutual Life would be able
better to compete with those companies which took the personal prom-
issory notes of their insured in payment of premiums.

The debate fluctuated back and forth. In the distribution of 1848
dividends could be used only to buy additional insurance (so-called re-
versionary additions); in 1853 they could be employed for additional in-
surance or for the payment of premiums; in 1858 they were again ear-
marked for additional insurance; ¢* but in 1864 they could once more
be used for either purpose. From 1884 to 1905 an effort was made to en-
courage “accumulations” of surplus by the adoption of a type of policy
which deferred the payment of dividends for a period of years—but that’s
a story for a later page.

The third problem concerned the time-span during which a policy
earned dividends for its owner. Up until 1863 a policyholder who be-
came insured immediately after the declaration of a dividend and died
before the next dividend was not allowed to share in the surplus. The
injustice in this arrangement was pointed out by a group of examiners
in 1856,% and rectification was made for the fourth quinquennial divi-
dend. It was decided that it a person was insured subsequent to a divi-
dend and died prior to the next dividend, his beneficiaries should re-
ceive an equitable share of the surplus due on his policies when the next
dividend was declared, that is, they should be paid “post mortem”
dividends.*

With the introduction of annual dividends (1867%), which was another
move better to compete with the “‘note-companies,” ** the question arose

42 There was some criticism of the change, and to meet it the Board decided Feb. 17, 1858,
that, “on application of the policyholders the Company will purchase from the assured any
portion of their policies with a relative proportion of the Dividend or profits on the same.”
This was, however, to be discouraged.

43 Minutes of the Board of Trustees, July 23, 1856. For an explanation of the examina-
tion at this time see below, pp. 114-116.

44 Ibid., May 14, 1862. “Resolved, that in the cases of persons insuring subsequent to a
dividend, dying before the next dividend, that the equitable shares of surplus due on their
policies be ascertained and paid to the proper representatives when the next dividend is
declared.” By a resolution of August 16, 1865, the Board decided to credit the dividends at
the time that they were declared but that the policyholder could not enjoy them until the
close of the policy year.

45 A triennial dividend was paid to cover the years 1864, 1865, and 1866.
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whether in view of the expense incurred at issue policies should receive
a dividend at the end of their first year, because it was clear that a large
part of the initial premium went to cover the agent’s commission, the
expense of the medical examination, and other overhead costs connected
with placing the insurance in force. This question was resolved by fixing
the dividend for the first year at a lower rate and by paying no dividend
unless the second premium was paid.*

In spite of the remarkable contributions which Sheppard Homans
made to actuarial science and to the conduct of the business of The
Mutual Life, his career with the Company had an unpleasant and un-
fortunate ending. In 1869 the Superintendent of Insurance for the State
of New York recommended that The Mutual Life change its fiscal year,
which began on February 1, to coincide with the calendar year. While
this change seemed desirable and was decided upon, it gave rise to the
question whether or not dividends could be declared for any other period
than from February 1 to February 1. President Winston and the Com-
pany’s counsel were of the opinion that dividends would have to be based
on the surplus earned in cash during the original fiscal period, for such
seemed to be specified by the charter. Homans, on the other hand, be-
lieved that dividends should be based on the surplus earned in “policy
years,” that is, from the period between policy anniversary dates.

Homans refused to approve the audit of the Company (November 17,
1869), because his system was not employed. The battle was on. It be-
came immediately complicated by the fact that W. E. C. Bartlett, a math-
ematician from West Point, was consulted by the president on the prin-
ciples involved. He concocted extravagant and complicated formulae,
which were entirely impracticable. Homans countered Bartlett’s sugges-
tions with other formulae and pleas for practicability. The dispute be-
came acrimonious and was finally submitted to three referees, of whom
Flizar Wright was the best known. They endcavored to settle the diffi-
culties by preparing still other formulae—a procedure which was of no
avail.

Matters went from bad to worse; Homans won the scientific debate,
but lost his standing with the officers of the Company. A letter which he
wrote to some friends about the excellent financial standing of another
company was made public.” This was the climax. Homans “resigned”

46 Minutes of the Insurance Committee, Dec. 7, 1867. See also The Condition of the Life
Insurance Companies of the State of New York Investigation by the Assembly Committee
(Albany, 1877), pp- 534 ft. ‘ . _

47 For the text of this rather innocuous letter see Minutes of the Finance Committee,
Dec. 21, 1870.
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on January 25, 1871, from his position as actuary, remaining for a time
consulting actuary at one-half his former salary. Professor Bartlett be-
came his successor. That Homans had been in the right in the year-long
argument soon became evident, for when Bartlett endeavored to apply
his fancy formulae to the allocation of dividends for 1872, he became
badly snarled. For the dividends of 1873, he resorted essentially to the
methods employed by Homans. The Mutual Life had made an egregious
error. It had lost the services of one of America’s most capable actuaries.



V. Selecting Risks and Marketing Policies

HE EQUITABLE TREATMENT of policyholders was the goal which

was sought by those actuaries of The Mutual Life who between

1843 and 1870 devised the methods by which the amount of
premiums and the distribution of dividends should be determined. One
aspect of the search for equity among the insureds has not yet been
touched upon—the “selection of risks.” This phase of the business is,
however, of primary importance, for justice dictates, if a large number
of persons decide to share risks and to pay standard premiums, that these
risks be approximately the same. Nothing would be more inequitable
than to insure at the same cost the strong and healthy with the weak and
infirm, the residents of unhealthy regions with persons who live in
salubrious climates, or the employees in extremely dangerous occupa-
tions with those who are employed in the nonhazardous walks of life.
Insurance companies do not want the strong and long-lived to bear the
whole burden of caring for the weak, the adventurous, and the short-
lived. To pursue any other policy would be to invite insurance from such
poor risks that a company’s entire standing would be jeopardized.!

In order to distinguish between good and poor risks, life insurance
companies had by 1843 begun the practice of requiring prospective
policyholders to provide information about their ways of life and about
their health.? Thus The Mutual Life, in accordance with its early policy
of borrowing the best from its predecessors, adopted at the very outset
of its existence the rule that there should be a careful selection of risks.
Selection was based upon information furnished by the applicant for
insurance, by his physician, and by a friend of long acquaintance. The
Company wanted to know not only the age of the applicant but also
whether or not he lived in a healthful climate and region, was engaged
in any hazardous occupation, had had some of the more dangerous dis-
eases, was a person of good habits, and was at the time of making the
application in good health.

1See H. W. Dingman, Selection of Risks (Cincinnati, The National Life Underwriter Co.,

1933).

2 Cornelius Walford, “History of Life Insurance,” Journal of the Institute of Actuaries
(1886-87), XXVI, 8, and J. M. Hudnut, Semi-Centennial History of the New York Life In-
surance Company (1895), chap. iv.
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Correct answers to all the questions in the application were important,
for the granting of the insurance and the rates charged were based upon
them. In fact, any “untrue or fraudulent allegation, made in effecting
the proposed insurance” rendered the policy void, as was made clear in
Form A, question 21. By 1857 the application had become part of the
contract and was so recognized by the courts,® although the tendency was
for them to hold that the statements made were representations, requir-
ing materiality as a ground for forfeiture, rather than warranties.* In
1889 The Mutual Life began the practice of attaching a copy of the
application and of the medical examination to the policy—a practice
which was not generally required by state law until after the Armstrong
Investigation of 1goy.°

In the application of 1844 most of the questions pertaining to health
were of a very general nature and did not presuppose a special physical
examination. Almost immediately, however, the insufficiency of such a
check on the health of applicants became apparent, and a concerted ef-
fort was made to render the medical examination more rigorous. This
task fell to Dr. Minturn Post, who was appointed physician to The
Mutual Life in 1842; he remained with the Company until his death
in 1869. His long tenure in office and his prominence in the medical
profession gave Dr. Post an opportunity to establish standards and office
procedures of medical selection which were adopted by most American
insurance companies. In 1845 the Board of Trustees decided that every
applicant for insurance in The Mutual Life should be examined per-
sonally by Dr. Post, but, if this were impossible, that every medical
examination conducted by a family physician should be scrutinized by
him. For this work, which required attendance at the Home Office at
least one hour per day, Dr. Post was to receive the munificent sum of
$500 and in 1849 the title Medical Examiner.

With the great increase in the Company’s business and with the
greater care which was exercised in examining applicants for insurance,
Dr. Post’s duties became more time-consuming, and consequently his
salary was increased.® Not only did he have to prescribe the type of

8 Vose vs. Eagle Life and Health Ins. Co. (New York, 1850), 6 Cush. (Mass.), 42, 47. Also
G. L. Amrhein, The Liberalization of the Life Insurance Contract, p. 109.

4 Sec above, pp. 53-54-

5 Pennsylvania enacted such a requirement in 1881, and Massachusetts in 1893. See H. L.
Seay, “Broadening Insurance Coverage to Meet Life’s New Problems,” Proceedings of The
Assaciation of Life Insurance Presidents (1928), XXII, p. 54.

8 See Transactions of the N.Y. State Medical Society for 1871 (1872), pp. 350-351. Dr. Post’s
salary was increased to $80o plus his regular examination fees February 15, 1854, but with
a maximum of $1,500. On June 6, 1855, this salary was augmented to $3,000 for services
rendered between 11 A.M. and § P. M.; on June 7, 1865, to $6,000 plus 35 percent of the an-
nual dividends.



78 SELECTING RISKS AND MARKETING POLICIES

medical examination which was required, but also he had to pass on
applications, study those factors in a person’s history which contributed
to longevity, compile mortality statistics, arrange information as to the
cause of death, and maintain a staff of medical examiners in the field.”
This last point is especially important, for the Company began to lose
confidence in the reports made by the “family physician” who might
be any Tom, Dick, or Harry. At first an effort was made to check the
findings of these men by having those applicants whose cases suggested
some flaw examined by a Company physician, but when this system did
not obliterate abuse, Company examiners were appointed in various
parts of the country.® By 1869 this corps, numbering about 3,500, was
divided into regional bodies, each under the supervision of a medical
referee.? Medical examinations were thus rendered much more reliable
and were carefully checked at the Home Office by Dr. Post or by one
of his two assistants.

Another factor in improving the selection of insurable risks was the
requirement that persons seeking insurance should provide more detailed
information about themselves than had been asked for in the early ap-
plications. Dr. Post realized early the importance of making the questions
more specific and the examination more thorough, and so excellent were
the forms which he devised that they were soon copied by other com-
panies.’ In the application which was in use in 1860 questions were
asked about diseases or conditions which might leave a permanent im-
pairment to health; special attention was paid to the effects of yellow
fever; a new interest was shown in family longevity; and a questionnaire
to be filled out by the Company’s medical examiner was provided. The
application made by Thomas A. Edison in 1874 shows that questions
had been added to cover information on overweight and whether or
not the applicant had ever been declined by a medical examiner of any
company. Life insurance applications furnish, indeed, an interesting
approach to the medical history of the United States. They indicate what
diseases or physical conditions were at given periods considered the
greatest curbs on longevity.

In 1876 a detailed report of The Mutual Life’s mortuary experience

7 His duties are specified in The Minutes of the Board, Aug. 13, 1862, and in the Minutes
of the Insurance Committee, Jan. g0, 1869.

8 See Instructions for the Government of the Agents and Physicians of The Mutual Life
Insurance Company of New York (April, 1855), p. 4.

9 Minutes of the Insurance Committee, January 3o, 1869. Examination fees up to this
time had been either $2 or $3. They were now raised to $5.

10 Minutes of the Board of Trustees, May 17, 1865,
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was published, which showed the effect of medical selection.’* It was
found that selection resulted generally in a lower death rate among the
insureds during the first five years after their policies had been taken
out, although for persons more than fifty years of age the selection had a

TABLE 10

THE RATIOS OF ACTUAL MORTALITY TO THAT PREDICTED BY THE
AMERICAN TABLE DURING EACH QUINQUENNIUM FOLLOWING
THE DATE OF INSURANCE

Age RATIOS DURING A"":’f‘

at 1st 2nd 3d qth Sth 6th Whole
Entrance Five Years  Five Years  Five Years Five Years  Five Years Five Years Time
2010 24 775 1.003 1.148 1.066 1.229 450 879
25 to 29 14 983 87 848 1.055 1.000 812
3010 34 716 Q11 931 917 .806 781 .806
35 to 39 694 843 1.000 860 938 .969 797
4010 44 23 896 880 977 936 532 811
45 to 49 674 801 730 1.126 .916 516 58
50 to Ky 430 153 741 870 1.264 871 174
55 to 59 633 833 .869 .go2 1.189 862 147
6o to 75 806 781 1.105 582 172 .833 789

more lasting effect. The causes of death were also explained in this same
report in great detail. A summary of the findings is provided by the
chart on page 8o.

HAZARDOUS RISKS

In addition to selecting its risks from among those who met certain physi-
cal standards, The Mutual Life was, from its very inception, cautious
about insuring at regular rates those persons who were exposed to various
extraordinary dangers. The restrictions were established in 1843 con-
cerning the amount of insurance which could be taken with the Company
by persons who resided in certain parts of the country, who were engaged
in specified occupations, in extensive travel, and in military or naval
service.’* In some instances the extra risk was taken care of by extra
premiums or by special permission granted by the Company, but in other
cases the application was simply refused. The officials of The Mutual

11 Mortuary Experience of The Mutual Life Insurance Company of New York from 1843
to 1874 (1876). The greatest losses occurred during epidemics. Thus, deaths from cholera
were so numerous in 1848 and 1849 that the losses were as great as expected. Minutes of the
Board of Trustees reported, Feb. 14, 1855, that in the pireceding year deaths caused by
cholera, yellow fever, and other diseases brought actual losses for the second time up to the
expected number—a statement which is not, however, borne out by the report of The
Mutual’s mortuary experience for the years 1843-1858. Few of The Mutual’s policyholders
were affected by the cholera epidemic of 1866, according to the Twenty-Fourth Annual

Report.
12 First Annual Report, pp. 3$3-35.
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Life knew that it was necessary to charge premiums which were propor-
tionate to the risk, if the Company were to succeed, and they believed
that although the benefits of insurance should be widely available, the

CHART V
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risks which were accepted should in all fairness to the insured be of a
relatively equal kind.

One of the most perplexing factors concerning the early exceptional
risks was that of residence. It was thought, and correctly so, that the death
rate in the South was greater than it was in the North and accordingly
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that insurance rates for the two regions should be different. Thus, stand-
ard rates were from the outset granted only to persons who resided in the
states north of the southern boundaries of Virginia and Kentucky, in
the states of North Carolina and Tennessee, except in those parts border-
ing the Atlantic Ocean and the Mississippi River, in the settled parts of
Wisconsin, Iowa, the Northwestern territories, and the British posses-
sions in North America. Only between the first of November and the
first of July was permission granted to reside south of these limits with-
out paying an extra premium—a premium that up to 1848 varied from
one-half to one percent of the sum insured.!®

In 1854 the entire territory of the United States was divided into
sections, called “classes,” with specified rates for each. These extra rates,
which were altered from time to time, were kept in operation until the
1880’s, when a noticeable improvement had been made in conditions of
health in the South.'* They were always severely criticized by South-
erners, and the Company was periodically engaged in trying to allay
their fears of being treated unjustly. In 1857 a Southern physician was
employed to investigate conditions and to report on his findings—find-
ings which fully vindicated the Company.'* The Mutual Life’s experi-
ence during its first fifteen years showed conclusively that the death rate
in the areas where extra premiums were charged was higher than in the
others. Thus, effects of this higher rate were mitigated by the extra pre-
miums and by the fact, as can be seen by reference to the columns of the
extreme right in Table 11, on page 83, that only a small percentage of the
Company’s business was written on lives in unhealthy regions.’® Further-
more, the actual number of deaths among persons insured in The Mutual

13 Minutes of the Board, June G, 1848. The 1ates at this time were reduced to 1 and
14 percent of the sum insured.
“Acclimation for the purpose of Life Insurance is obtained:

1. By birth and continued residence in the place where insurance is sought.

2. By long continued summer residence, and during the seasons when and where epidemic
and endemic discases prevail.

3. By having had the disease incident to the climate or locality.

4. Acclimation against Yellow Fever is not considered complete unless the party has had
it, and has continued since to reside in places where it is epidemic.” Seventeenth An-
nual Report, p. $8. Standard rates applied only in the territory east of the 100th
meridian of west longitude.

14 Minutes of the Board of Trustees, May 15, 1878. President Winston, who had been on

a trip in the South for his health, thought that insurance could be written there save in
Louisiana, Alabama, Mississippi, and Florida. In the Agents’ Rate Book for 1886 the only
restriction on residence was that the insured should not reside in the torrid zone during
the first two years after the policy was issued.

18 Report on the Vital Statistics of the United States Made to The Mutual Life Insurance

Company of New York, by James Wynne, M.D., of Baltimore.
16 Report Exhibiting the Experience of The Mutual Life Insurance Company of New
York for Fifteen Years Ending February 1, 1858 (New York, 1859), pp. 12 and z2.
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Life was so much less than the number provided for by the Gill Mortality
Table that unfavorable experience in certain areas was not a serious
danger to the Company. The mortality saving between 1843 and 1858
was nearly 18 percent—a saving which was reflected in higher dividends.
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Another of the hazardous risks against which The Mutual Life, in
conformity with the general practice of life insurance companies,'” tried
to guard itself was that of travel. Although Mutual policyholders were
at first allowed freely to travel inland, except to unhealthy regions be-
tween July 1 and November 1, foreign voyages were looked upon as
dangerous. In 1844 a round trip to Europe or to the Gulf of Mexico
necessitated paying an extra premium of one-half of one percent of
the sum insured, while a round trip to the West Coast or to the Far East
was subject to an extra of 1 percent of the sum insured. These rates were
subsequently reduced when travel became less dangerous, although dur-
ing the Civil War no charges for travel were quoted because of the ab-

17 G. L. Amrhein, The Liberalization of the Life Insurance Contract, pp. 202 ff.
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normal conditions. After the conclusion of that conflict the Company’s
rate books were silent on the subject of travel, and by 1885 there were
no restrictions on voyages except on those to the torrid zone.

The Mutual Life also endeavored to avoid insuring at standard rates

TABLE 11

PERCENTAGE OF THE ACTUAL NUMBER OF DEATHS TO THE NUMBER
PREDICTED BY THE GILL TABLE, 1843-1858

Actual Amount

of Claims Paid,
Ages 15-25 25-35 35-45 45-55 5565  65-75  All Ages 1853-1857
Class I alone 90 77 61 66 98 7t 70.53 $782,005
Class T & II 90 86 6r, 67 95 83 74.07
(combined)
Class I 89 127 8o 71 83 195 89.66 230,650
(incl. VI)
Class III alone 662 85 96 90 99 .. 95.62 101,800
Class 1V alone 595 215 79 44 122 136.43 208,500
Class V 431 337 159 201 . 230.62 26,150
(incl. VII ¢)
Whole company 145 99 73 73 89 80 82.02

e Class VII comprised risks in foreign countries, sea risks, and all not included in the
other classes.
persons who were engaged in dangerous occupations. In the first annual
report an extra rate of %4 percent of the amount insured was quoted for
shipmasters in the regular European packet service, 1 percent for ship-
masters in the “East India and China trade, whaling voyages, or in the
merchant service to any port or places around the Cape of Good Hope
and Cape Horn,” and special rates to be obtained at the office on the
lives of military and naval officers on or off duty in time of peace. By
1855 engineers and firemen on steamboats and railroads were declared
uninsurable, while by 1860 all seafaring officers and men, even those
engaged in coastwise and inland navigation, as well as train conductors,
engineers, and firemen were simply subjected to extra premiums. In the
course of time these extra payments were largely abolished, and most
persons were either insured at standard rates or declared uninsurable.
Thus, the rate books for 1886 stated that the Company refused to in-
sure: ‘“‘gamblers, barkeepers, hotel proprietors who attend their own
bars, saloon keepers . . . keepers of billiard parlors, or any individual
who may be engaged in retailing alcoholic drinks, or engaged personally
in the manufacture of the same; also laborers, ordinary seamen, engineers
and firemen, whether of stationary or moving engines, or men working
blast furnaces.”

And during the first two years that a policy was in force, it did not cover
those who died by their own hand, or who “engaged in blastings, mining,
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submarine labor, aeronautic ascensions, Arctic explorations, the manu-
facture of highly explosive substances, service upon any railroad train,
as in switching or in coupling cars, or on any steam or other vessel, or
military or naval service in time of war.” '8

The PMutual Fife Fnsurance Companp of Few-York,

Office, (0. 9% Broadway.

Fevmission is heveby givew 0 .
assured under the a:mexed Policy, No.. - . -.- lo makg & voyege 1o z.urope by Steamer of & ﬁrst-
class Packet Ship, to travel whis there in good conveyances, and to reside in any part thereof North of
Forty-two degrees North Latitude, and Wesi of Thirty degrees East Longiiude, and aleo to return in a
Lke manner. It is, however, mutually understcod, and agreed by the pariies m interest that the said
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any risk, casualty, or consequerce of any War, at or in any place where ho may ke. This agreement will
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Bow-York, . . 186

et o sreneme - . FTEC:AERL
TRAVEL PERMIT USED DURING THE CIVIL WAR

A curious combination of hazardous risks confronted life insurance
companies during the California gold rush, for persons who sought their
fortunes in the Far West were subjecting themselves to great dangers
of travel and of occupation. On December 29,1848, the Board of Trustees
took cognizance of the situation by resolving that The Mutual Life would
take “no risk for a residence in upper California except on life policies
with the addition of one percent extra,” with one percent for risks of
the sea voyage to California and return and a policy limit of $2,500.
On January 24, 1849, however, the Board decided to refuse all new Cali-
fornia risks because of the uncertainty of the dangers involved. This
action was not rescinded until December 15, 1853, and then insurance

18 Agents’ Rate Book, 1886.
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was granted only at extra rates *° on selected lives of those persons living
in the principal towns of California and Oregon who were engaged in
some trade or occupation of a healthful character and not engaged in
mining. That this caution was well founded can be seen from the follow-
ing statement of October 31, 1851.%°

TABLE 12
CALIFORNIA RISKS
Amount of risks originally taken $505,050
Deduct forfeited, expired, and deaths 241,600
Amount at risk October g1, 1851 "$263,450
Total amount of premiums received thereon $42,500
Total losses $42,200

The Mutual Life also exercised care in insuring certain other risks.
Thus, an extra premium of one-half of one percent was charged on
the lives of women between the ages of eighteen and forty-eight because
of the danger of child-bearing.?* A limit of $10,000 ** was set upon the
amount of insurance that any one person could have with The Mutual
Life, because if one or two very large policies were issued and the insured
died at once, the Company would sustain a loss which could not be made
up by premiums from other policyholders. Furthermore, experience
showed that persons who sought a large amount of insurance were in

19 Minutes of the Board of Trustees, May 11, 1859. The extras for California risks were to
be 1% of one percent instead of one percent, but the risks on passage to and from California
were to be charged at the earlier rate of 1 percent.

20 Minutes of the Board. For a curious list of deaths see ibid., August 14, 1850, from the
president’s report for the quarter ending July g1, 1850.

“The following is a list of casualties which have occurred during the last six months by
which the Company has sustained the loss of $20,500. viz—

Jas. P. McKain of Camden, S.C. Lost by burning of St. Johns Steamboat— $5000.
F. H. Brooks of Mobile. Lost by burning of St. Johns Stcamboat— $2000.
F. G. Brown of Mobile. Fell overboard and was drowned in Mississippi— $5000.
Sullivan Bigelow. Shot in California— $2000.
David B. Cook. Gored by elk in California— 500.

David Colden of New York. Died in consequence of injuries received from
being struck by a Racket Ball— 5000.
Benjamin Driver. Lost by burning of Steamboat Griffith on Lake Erie— 1000.
$20500"

In the Report Exhibiting the Experience of The Mutual Life Insurance Company of New
York for Fifteen Years Ending February 1, 1858, p. 14, Sheppard Homans wrote “while the
actual number of deaths corresponding to each hundred predicted was (in California), previ-
ous to 1853, nearly four hundred and nineteen, (418.68) it was during the past five years,
one hundred and one (101.22) only, owing no doubt to the increased facilities of procuring
the comforts and necessaries of life in that State.”

21 See Annual Report for 1858, p. 61, and for 1865, p. 17, and the Agents’ Rate Book, 1886.

22 This limit was raised to $20,000 May 18, 1864, and to $30,000 on Nov. 20, 1872. See
Minutes of the Board of Trustees for these dates.
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general those who led such strenuous lives or encountered such dangers
that their expectation of life was short. A similar problem arose from
the kind of insurance which the applicant desired to have, for he fre-
quently wanted insurance against some extra hazardous risk, known
only to himself. The experience of the Company between 1853 and 1858
was that the rate of mortality was inversely proportionate to the length
of term of the policy itself.

TABLE 13
MORTALITY EXPERIENCE: THE MUTUAL LIFE, 1844-1858 @
Probable No. No. of Extra Annual
Term No. of Lives of Deaths, Actual Deaths Actual  Probable Premium Which
of Exposedto Company’'s  No.of to Each 100 Rate of  Rate of Should Be
Policy Mortality Table Deaths Predicted Mortality Mortalsty Charged
Life 33,222.52  460.56 311 74 1.02 1.39
Endowment 83.02 0.88 0 o 0.00 1 60 .
Seven years 8,255.50 44.03 56 127 1.72 .35 1.090
Other short
terms 624.64 7074 13 168 2.08 1.24 1.878
Whole Com-
pany 8718574 513.21 410 80 1.10 1.38

¢ Report Exhibiting the Experience of the Mutual Life Insurance Company of New York
for Fifteen Years Ending Feb. 1, 1858 (New York, 1859), p. 16.

INSURANCE AND THE WAR BETWEEN THE STATLS
After the outbreak of the Civil War, life insurance companies had to
deal with the problem of war risks. The policies which had been issued
up to this time had definitely stated that the insurance offered no pro-
tection to those actually cn0a<red in war. But now that large numbers of
insured were going off to war, it was patently inequitable to deprive
them of all protection. The officers of the The Mutual Life realized this
and as a preliminary step toward meeting the difficulty offered early in
1860 to pay a cash surrender value for policies presented to the Com-
pany.*® The inadequacy of such a mecasure became apparent with the
outbreak of hostilities in 1861, and the president of The Mutual Life
took the initiative in calling together at his office the representatives of
sixteen leading life insurance companies to determine, if possible, upon
a common policy.* These persons studied the mortality rate in the Mexi-

23 Seventeenth Annual Report, 1860, p. 38.

24 William Barnes, Superintendent of Insurance for the State of New York, wrote to
President Winston, April 29, 1861, as follows:

“I was glad to see the liberal and palriotic action of The Life Companies as to war risks,
even if the business don’t [sic] pay in a pecuniary point of view. I think you are the man
who had the foresight, boldness, and patriotism to urge this policy.” Sec Minutes of the
Board of Trustees, April 22, 1861.
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can War, the Peninsular and Crimean War, and the recent war in India
—rates which were based on scanty data. They decided finally to recom-
mend that soldiers should be charged an extra premium of 5 percent per
annum of the sum insured for service north of the 34 degree of latitude
and of 10 percent for service south of that line.
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CASH WAR PERMIT UAD DURING THE CIVIL WAR

‘The Mutual Life not only ad[’pted this recommendation but also did
not require extras from homezuard volunteers unless they served away
from home.?® It allowed its p[hcyholders to pay the extra premiums in
cash as they fell due or to pdythcm at the time dividends were declared.
The Company agreed furthir to deduct from the face amount of the
policy any unpaid premmms l\!the policy became a claim through death
or surrender. All companies vfre not so generous in this regard as The
Mutual Life,?® and even this[fompany exercised great care in issuing
pollacs with war risks. Speci} instructions were issued to agents and
examining physicians to check/pon the “constitution, health, and bodily
vigor of the applicant,” to er !re that if he should survive the war he
would not easily be the victim f disease on account of any unusual hard-
ship which he had endured.

In spite of the exceptional 1gers to life which the War entailed and
a mortality rate among the ued forces which was six times greater

25 Minutes of the Board of Truste \ugust 12, 1863. A refund was given those men if

they were in service less than three n as.
26 Amrhein, op. cit., p. 210, footnol  i=67.
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than that among the civilian population,?” the Company did not suffer
any losses on war risks.? \

i

| TABLE 14
REPORT ON CIVIL WAR RISKS§«

PERCENTAGE OF

EXPOSED TO MORTALITY PROBABLE LOSSES ACTUAL LOSSES TO
FOR ONE YEAR BY GILL TABLES ACTUAL LOSSES NUMBERS EXPOSED
Lives Amount Lives Amount Lives Amount Lives Amount
1,164.41 $2,569,261 13.84 $30,675 74 $129,300 06 op
Ordinary premiums on policies submitted to war risks $64.358
Total war extras 141,000
Total $205,358
Total losses b 129,800
Balance in favor of Company 76,058 ¢

o Minutes of the Board of Trustees, June 4, 1865.
b On three death claims no proof of deah was provided.

¢ A high rate of mortality among veteran: was expected, so some loss on the war risks was
envisaged. \

\

The Mutual Life, contrary to a policy which has been maintained
fairly consistently during its entire uistory, made contributions from its
Surplus to certain war organizatiols, Its largest })ledges were to the
United States Sanitary Commission—a body that performed services
similar to those of the modern Red Zross. So important did the work
of the Commission seem that the Conpany guaranteed a sum sufficient
to finance its activity.?® President Whston also took the initiative in
organizing a home guard frgm among the employees of “monied cor-
porations,” and The Mutual Life madethe first contribution—the sum
of $1,000—toward its expenses. This bo¢y was soon the famous Twenty-
Second New York Regiment, or “Uniol Grays.” Finally, The Mutual
Life helped to finance the war by invsting heavily in government
securities—a story to which we shall retfn on a later page.

One of the most perplexing problen§ connected with the War be-
tween the States was how to handle Soutlen husiness. At the end of May,
1861, the postal service between the Noth and the South was discon-
tinued, and on August 16 of the same yeapresident Lincoln prohibited
by proclamation all commercial intercouse between the two districts.
Consequently, Southerners could not pajtheir premiums, thus invali-
dating their contracts, and the Company:ould not for the time being

27 Minutes of the Board of Trustees, April 27, 1898,

28 Forty-First Annual Report (1884), p. 28.

29 The total contribution to the U.S. Sanitary Comxsjon and to the United States Chris-

tian Commission was $20,000. See Minutes of the Iyrd of Trustees, May 14, 1862, and
February 10, 1864; and The Forty-First Annual Repor (1884), p. s0.
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pay death claims. Under these circumstances the Company decided to
consider every Southern policy as surrendered at the date up to which
the last premium was paid and to pay such surrender value whenever
the policy was presented. If an earnest attempt to pay premiums was
made by a Southern policyholder, the Company agreed to reinstate his
policy after the war.” As a result of these decisions the number of sur-
renders and forfeitures increased greatly in 1861, and the Company with-
drew from the seceded states, attempting to make up for this loss by
cultivating the fertile fields of the Middle West and the Northwestern
states. Not until the late 1860’s and 1870’s did The Mutual Life begin
once again to do business in the Southern States.

TABLE 15
ANNUAL FORFEITURES AND SURRENDERS ¢
Feb. 1, 1860 Feb. 1, 1861 Feb. 1, 1862 Feb. 1, 1863
Forfeitures $785,000 $900,000 $2,412,400 $779,150
Surrenders $847.345 1,089,587 $2.467.119 $973.375

¢ Annual Reports.

MARKETING LIFE INSURANCE

In avoiding many hazardous risks in their effort to get a favorable
selection, life insurance companies have been to some extent dependent
upon the agent in the field. He is frequently the only representative of
an insurance concern who personally knows the applicant and he is in
a position to decide within broad limits whether or not the prospective
policyholder meets all moral and financial desiderata of the home office.
In another way, too, the life insurance industry has had to rely upon its
field force, for that force performs the most fundamental task of all—
it gets people to share their risks in a given company. It sells insurance.

One of the most curious facts about life insurance is that it has to be
sold. Few people, no matter how convinced they are of the wisdom of
sharing risks, buy life insurance of their own free will and accord. Wher-
ever and whenever insurance undertakings have been attempted without
a sales force, a small amount of business or complete disaster has been
theirs. Thus, The Old Equitable of London, operating without agents,
issues but a few hundred policies a year, whereas some of its more recent
English competitors write nearly that many in a single day. Similarly,
savings bank insurance in Massachusetts has remained very small in
spite of its low cost, and postal insurance in Great Britain was a distinct
failure. The need for an agency system was realized by Elizur Wright,

30 Minutes of the Board of Trustees, Feb. 12, 1862.



90 SELECTING RISKS AND MARKETING POLICIES

who expressed himself on the subject in the Insurance Times, 1873, as
follows:

Life insurance, swectening every night the sleep of millions of people
with tired brains and troubled hearts, and saving from utter desolation and
want thousands of bereaved families every year,—it is a fact which could
not have existed but for the Life Insurance agents. When the world has
become so good and wise as not to need a gospel preached to it, and ecvery
man is a moral law unto himself, then will there be no need of Life In-
surance agents—and not much sooner.

If good work will not do itself, it must be done by somebody. And who-
ever does it should be paid according to his work.

The idea of having agents to sell life insurance was imported from
England and employed in this country prior to 1843. Most of these early
agents were, however, merchants, merchant bankers, lawyers, or com-
mission men of one kind or another who added life insurance to their
general stock in trade. They usually waited for persons to come to them
to “buy” a policy of insurance and did not go out into the field to “sell”
insurance to likely prospects.

With the establishment of The Mutual Life a new step forward in
marketing life insurance was taken. To be sure, the agents which the
Company hired in 1842 to obtain pledges for the first million dollars
of insurance needed to begin business were bankers, lawyers, and mer-
chants, who regarded life insurance as an auxiliary part of their activity.
Yet both they and their early successors began to take a more aggressive
attitude toward marketing, for President Robinson encouraged them—
even drove them—to attempt personal solicitation. He realized that
without the working capital obtained by the sale of shares, The Mutual
Life would be short-lived if insurance was not written at once and in
considerable volume. Consequently, to President Robinson has gone the
credit of founding person-to-person solicitation—one of the most im-
portant earmarks of American life insurance.”

Although a sales force was part and parcel of The Mutual Life’s or-
ganization from the very first, it was small and in the early days was con-
centrated in the large cities of the East, especially in New York State.
Gradually, as the life insurance business developed, the agency system
was enlarged, following the routes of trade to the South and to the West,
making a living from insurance commissions a possibility. This led to
the appearance of full-time agents in urban centers—men who had a

31 8ec J. Owen Stalson, Marketing Life Insurance in .1merica (Cambridge, 1912), pp. 126 ff.
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contract with the Company to sell insurance in their territories and who
were known as local agents.

From time to time an especially gifted person was employed on a
salary as a “general traveling agent” to assist local agents in selling espe-
cially difficult cases. Thus, Henry Hazen Hyde, father of the founder
of The Equitable, became a general traveling agent for The Mutual
Life in 1853, before he became the Company’s agent in Boston.

From the practice of having local agents and general traveling agents
grew the general agency system, whereby a general agent was given juris-
diction over a large territory—part of a state or even several states—and
was required to devote all his time to selling life insurance for The
Mutual. He had also to select agents and examining physicians for ap-
pointment by the home office, supervise these agents, forward applica-
tions, and attend to local advertising. The first of these general agents
was appointed in 1858, and he was so successful that during the Civil
War, when the Company was anxious to get business to offset the losses
in the South, several others were chosen to carry on similar work in other
areas.’® By 1869 the system had been widely developed in the United
States, and expansion to Europe had even been considered (1863, 1868).

The remuneration of The Mutual Life’s agents was provided for by
commissions. From 1843 to 1853 these amounted to 5 percent of the
first year’s premium and, in order to keep a hold on the agent, to an
additional 5 percent on all subsequent (renewal) premiums so long as
the agent sold life insurance exclusively for The Mutual.** In 1853 these
rates were raised to 10 percent on first year premiums, while 5 percent
was paid on renewals, 1 percent for the collection of premiums on policies
sold by other agents, and 2% percent on special extras, except war extras.
These rates remained in torce until the introduction of the general
agency system, when direct relations between the Company and the
local agents ceased. Thus, from about 1863 the general agents were given
15 percent of the first premium and 7% percent of all renewals during
the existence of a policy, and from moneys thus received they had to
pay the agents or solicitors who worked for them. In 1869 the basis of

32 Minutes of the Agency Commitlee, May 25, 1863, and Dcc. 16, 1862,

33 A pamphlet called Instructions to Agents was issued in 1850, 1853, 1855, and 1857. Sec
Minutes of the Agency Committee, May 21, 1859. For a short time extra inducements were
offered to some agents. Minutes of the Board of Trustees for November 13, 1850, contain
this statement: “On motion the Agency Committee was authorized in their discretion to
offer gratuities in certain cases to Agents for increased efforts to obtain applications for life

insurance, provided in their judgment such a step will promote the interests of the Com-
pany.” These extras were criticized in 1858 and scem to have disappeared.
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the commissions to general agents was altered so that the sums paid were
3o percent of the first premium, 7% percent of renewals for four years,
and, as a collection fee, 2 percent of all subsequent renewals. Finally,
The Mutual Life paid a brokerage of 25 percent of the first year premi-
ums to agents of other companies who sold policies for this Company,
and in such cases it paid the general agent a fee of 10 percent of these
same premiums.

That the agents played an essential role in the building up of the busi-
ness of The Mutual Life is supported by an abundance of data to be
found in the Minutes of the Agency Committee of the Board of Trustees
—a committee that was established in 1853. By way of example, it was
reported that of the $296,908,000 of insurance issued between 1848 and
1868, inclusive, only $17,402,000 came to the office unsolicited and
was not subject to agents’ commissions.** Moreover, during the first ten
years of the Company’s existence, the mortality rate on the insurance
sold by agents was less than on that which was unsolicited.** By 1870
nearly all insurance was sold by agents, and the risks which they wrote
were as good as they had been earlier. Yet the earnings of agents were
on the average not large. The average annual income of The Mutual’s
1,499 local agents, most of whom were on a part time basis, was in 1868
only $127.%°

Relations between the home office and the agents were not always
harmonious, for the great number of accounts which had to be kept led
sometimes to misunderstandings, the agents did not always forward
premiums promptly, there were peculations, and agents were frequently
deserting life insurance or The Mutual Life for other callings or for
other companies. When Henry B. Hyde, founder of The Equitable,
opened his books for business, he made his father Henry H. a trustce,
a stockholder, and presumably an agent. The Mutual Life refused ada-
mantly to have their agent sell insurance for another company and re-
fused any settlement of commissions on renewals which might come to
him.*” Another famous case in which an agent came into conflict with
the Company concerned John C. Johnston, the schoolmate of Henry B.
Hyde, who with his son built up a most successful Mutual Life agency
in New York. Johnston got proxies as well as new insurance and thus
became so powerful that he could do much to swing the election of
Mutual’s trustees and officers. In fact, he played a large role in forc-

8+ Ibid., July 16, 1869. 35 Ibid., Oct. 20, 1853.

36 Ibid., July 11, 1869. No soliciting in the Company office was allowed by either clerks or
agents where commissions or brokerage fees were claimed. Ibid., Sept. 22, 1863.

87 I'bid., June 29, 185q.
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ing President Joseph B. Collins out of office in 1853 and in putting
Frederick S. Winston in his place.

Immediately after this election John C. Johnston decided to retire
from business, and the officers of The Mutual Life paid him a lump
sum settlement of his claims for renewal commissions.** The purchase
or commutation of future commissions was, indeed, not an uncommon
practice. So extensive did commutation become that in 1869 70 percent
of all premiums received were free from commissions.*®

ADVERTISING AND COMPETITION

The arguments which insurance salesmen used in the first three quarters
of the nineteenth century were not unlike those used today. Inasmuch
as the main purpose of lifc insurance was, then, as it is now, to provide
for one’s dependents in case of death or to combine this protection with
saving for some large and expected expense, it was only logical that stress
be placed upon the uncertainty of life and the necessity of savings. But
life insurance advertising of these early days was, like contemporary
preaching, full of fire and brimstone. Both played upon the emotions
of fear—and both were effective, if rather morbid.

Many of the early appeals contained in The Mutual Life's literature
were directed toward women. It was natural that this should be the
case, for life insurance was most frequently taken for their protection
and death benefits payable to married women were within certain limits
free under New York law from their husbands’ creditors. An excellent
example of this kind of approach is found in the following quotation
from Consideration on Life Insurance by a Lady (New York, 1855).

Woman’s Agency

To woman, who in the main is the especial beneficiary of Life Insurance,
we would say, if you are solicitous for its increasing diffusion, show it in
your words and by your works. This is a work on which you may gladly
smile.

Woman’s influence lies in the power of properly cultivated affections.

38 The value of the future commissions on policies obtained by Johnston and Son was
stated by the actuary to have been $29,085.44. The Company, nevertheless, awarded him
$30,000 and a paid-up insurance on his life of $5,000, but in return made both members of
the firm pledge that they would never directly or indirectly enter into the “service of any
other life insurance company whatever or interfere directly or indirectly with the election
of Trustees except by voting as members of the Company”—a pledge that was supported by
a $10,000 bond. Yet in spite of this agrecement, Mr. Johnston was instrumental in the found-
ing (1858) of The Mutual Life Insurance Company of Wisconsin, which was the future
Northwestern Mutual Life Insurance Company. Sce Minutes of the Board of Trustees,
Nov. 9, 1853.

30 Minutes of the Agency Committee, July 16, 186g.
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Her empire is the heart. Seeking no authority, insisting on no right, she for
this reason is successful when the QUESTION IS RIGHT. And wherever
the human mind has been regenerated, and human character elevated, in
each and all the true moral reforms of the world, Providence has chosen
her as a powerful auxiliary. It is the wife, the mother, the daughter, and
the sister, who need to be protected when their natural protector is taken
away. It is to these Life Insurance makes its appeal; and for these may not
man be taught to practise prudence, sobriety, and economy, and become
the possessor of a life policy? What a crush and ruin to these would it not
savel What oceans of lamentation and wailing would give place to their
rejoicing and permanent joy for a “heritable habitation,” sccured to them
through this institution!

We are compelled to urge female influence and agency in this great work
of the age, and ashamed to confess that she who is most intcrested has
hitherto done nothing. Nothing! We appeal to her by all the claims of
virtue, by all the sufferings of humanity, to delay no longer. The Amecrican
mind is awakening to the benign influences of Life Insurance, and needs
but her active persuasion to melt it on this subject into one flow of emotion.

Similarly, men were appealed to in The Advantage of Life Insurance
(New York, 1855) by the gentle reminder that “While the aged must die,
the young may—and often most unexpectedly do die.”

Experience demonstrates that the possession of property is almost equally
unstable with that of life. Statistics, prepared by competent and accurate
persons, exhibit the astonishing fact, that of all who enter into mercantile
pursuits, the merest fraction * leave any property to their surviving rela-
tions. The pangs of separation are greatly increased by the bitter reflection,
that a beloved wife or children are about to lose their natural protector
and friend, and be left, often worse than penniless, to the cold charities
of the world.

Such arguments were rammed home by printing lists of insured who
had died soon after taking out their policies, such as the following from
the Annual Report of 1844.

A Medical gentleman whose emoluments, from a widely extended prac-
tice, averaged $1500 per annum, reflecting upon the precarious tenure of
his health in the sphere of his duties, which necessarily exposed him to the
constant vicissitudes of the weather, besides bringing him frequently into
contact with parties affected with infectious diseases, took out a policy on
his life for $5000. After being insured for four years he died from a malig-
nant fever caught on a professional visit, and his widow thus obtained
$5000.

* General Dearborn, of Boston, stated in a public address:—“After an extensive
acquaintance with business men, I am satisfied that among one hundred merchants
and traders, not more than three ever acquire independence.”
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A farmer having had his attention drawn to the subject of life in-
surance, made a proposal for an insurance of $2500 on his life, which after
the usual enquirics had been made, insurance was effected; during the
next harvest he was precipitated from one of his wagons, by the horses
starting forward while loading, and killed on the spot. This family received
$2500, which enabled them to carry on the farm.

Insurance for business or for savings was also advertised:

1. It is applicable to the several purposes of raising money on loans,
where personal security, only, can be offered.

2. Of making and perfecting marriage settlements.

3. Of securing the eventual payment of doubtful debts, due to individuals
or bodies of creditors.

4. Of enabling proprictors of rcal estate, charged with mortgages, or with
portions or other encumbrances, payable on the termination of their own
or others’ lives, to answer the charges when they fall due.

5. Of securing to parents the rcturn of moneys paid as premiums for
clerkship or apprenticeship, marriage portions, capital embarked in busi-
ness, or other advances made for children, in the event of their premature
death.

6. Of reimbursing to the purchaser of any life-estate, or annuity, his prin-
cipal, on the death of the person during whose life it was holden.

7. Of rendering contingent property nearly equal, in point of security, to
absolute property; and

8. Generally as affording means of certain indemnity against any pe-
cuniary loss, claim, or inconvenience whatsoever, to which one individual
may become subject, by reason of the death of another.

Now in effecting an insurance on his life, the husband or father secures
to his surviving relations, beyond the usual contingencics of human events,
a certain resource against the ills of poverty: his last hours are soothed with
the consciousness of having so far done his duty to his family; and while
endeavoring to scek reconciliation and acceptance with his Creator, his
meditations are not interrupted nor his mind harassed with the agonizing
fedr or knowledge that his beloved ones will at once be suffering from des-
titution and all its horrors after he is taken from them.

The Mutual Life also seems to have spent a great deal of energy in
trying to break down a religious prejudice against life insurance. Al-
though the oldest insurance institution in the land was devoted to pro-
viding protection for Presbyterian ministers, many persons believed that
life insurance “implies a distrust in Providence, and is an impious at-
tempt to provide or control His will.” Consequently, several of the Com-
pany’s pamphlets attacking this contention were written by a “Clergy-
man.” Finally, much attention was given in the sales literature to em-
phasizing the scientific basis and substantial nature of life insurance.



96 SELECTING RISKS AND MARKETING POLICIES

Once the advertisements had driven home the wisdom of having life
insurance protection, they went on to explain why that protection should
be with The Mutual Life. In the first years after 1843, the argument
most frequently employed was that the best insurance was obtained
from a mutual company rather than from a stock company, because the
mutual would return any profits or excess payments to the policyholders,
while the stock company would pay them to stockholders. As the Com-
pany acquired experience, much was made of the Company’s excellent
record—the amount of insurance sold, the large dividends, the huge
benefits paid, and the sound investments. Then, as now, the successful
nature of the Company’s operations was emphasized by pointing out
that more money was paid in dividends and benefits or was held in re-
serve for the benefit of policyholders than was actually received in pre-
miums. Protection, it was declared, cost nothing except the use of money.

Such arguments were carried in the Company’s annual reports, in
flyers, in pamphlets, and in announcements in the press. In 1855 The
Mutual Life issued one of the first house organs—The Life Insurance
Advocate—which is not to be confused with the Insurance Advocate
and Journal published by the Connecticut Mutual.

In some of this early literature attacks were made directly or by in-
nuendo on The Mutual Life's competitors. These attacks had to do
mainly with those aspects of life insurance in which there was competi-
tion—the net cost of insurance, kinds of insurance, financial stability of
the insurer, and getting to the prospect first. So far as net cost, kinds of
insurance, and financial stability were concerned, The Mutual Life was
in an excellent competitive position.

In order to compete with it, the Nautilus (later the New York Life),
which was having difficulty in getting insurance placed and had an un-
favorable mortality rate because of the insuring of negro slaves, decided
to allow policyholders to pay part of their premiums in cash and part
in promissory notes.* This practice was expected to appeal to persons
who were short of cash and yet hoped to be able to carry life insurance.
Against it The Mutual Life trained its guns as early as 1846. The Com-
pany contended that premiums paid in part with promissory notes, and
dividends in turn paid with Company scrip were just a snare and a
delusion—that a policy of life insurance would lose all its protective
powers if the insured simply promised to pay premiums. The Mutual

40 James M. Hudnut, Semi-Centennial History of The New York Life (New York, 18g5),
PP- 22, 25.
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Life adhered strictly to cash premiums and eventually saw its policy
receive the approval of the law.

Rivalry between The Mutual Life and The Equitable Life Assurance
Society also became sharp in the 1860’s. The founder of this company,
Henry Baldwin Hyde, who was an employee of The Mutual Life, con-
ceived the idea of establishing an institution to write the large risks which
The Mutual refused. At the age of twenty-four he broached his plan
to President Winston, who dismissed brusquely both him and his plan.
Thereupon Hyde leased rooms in the same building as his erstwhile
employer and hung out a sign that completely dwarfed The Mutual’s
shingle. This episode illustrates well the spirit of the man—a spirit to
which was added boundless enthusiasm and energy. To meet his com-
petition, The Mutual Life adopted the payment of annual dividends—
a move which The Equitable could not duplicate—but not disheartened
Hyde began to issue tontine in order to get more rapidly ahead.** Such
competition among The Mutual Life, the New York Life, and The
Equitable was profoundly to influence the course of life insurance his-
tory in subsequent years.

41 Terence O’'Donnell, History of Life Insurance in Its Formative Years (Chicago, 1936),
pp- 540 ff.



VI. Investments and Management

FTER A LIFE INSURANGE COMPANY has determined what Kkind of
policies it is going to write, what premiums it is going to charge,
what risks it is willing to accept, and its agents have actually sold

insurance to the public, it finds itself, if operating upon the level pre-
mium plan, the recipient of moneys that must be held for the future
payment of claims. These moneys constitute the assets of the life insur-
ance business and consequently must equal or exceed reserves and other
liabilities. In the course of time life insurance companies thus amass vast
sums from relatively small premium payments—sums that on January 1,
1943, for three hundred and three American companies amounted to
$34.931,411,348 of admitted assets.

The investment of these large accumulations has been one of the major
concerns of life insurance companies. Some idea of its importance can
be gleaned from the fact that in the last eighty years practically all bank-
ruptcies of life insurance companies, which have occurred almost ex-
clusively among small institutions, have resulted from poor judgment
or mismanagement of investments rather than from excessive claims
or expenses.} .

As must be abundantly clear from what has happened, life insurance
contracts are of a markedly long-range character. Moreover, they con-
tain a specific and guaranteed interest rate that may be higher than the
market rate in the distant, unpredictable future. Consequently the in-
vestments of life insurance companies tend to be of a long-term nature.
Companies shy away from securities which fluctuate widely in value,
because extensive changes in value might result in temporary insolvency;
they seek extreme safety rather than large earnings. In general, the
various qualifications for life insurance investments are most commonly
found in mortgages and bonds, and for this reason these types of securi-
ties have loomed large in life insurance portfolios.

LEGAL RESTRICTIONS ON INVESTMENTS

Because the financial responsibilities of life insurance companies are

1 Lester W. Zartman, The Investments of Life Insurance Companies (New York, 1906),
p- 145
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of such a special, long-range character, various restrictions have been
placed upon investments. The earliest of such curbs were contained in
the charters of the companies. Thus, the charter of The Mutual Life
provided in articles ten and cleven that:

The whole of the premiums received for insurance by said corporation,
except as provided for in the following sections shall be invested in bonds
and mortgages on unincumbered real estate within the state of New York,
the real property to secure such investment of capital shall, in every case
be worth twice the amount loaned thereon. The trustees shall have power
to invest a certain portion of the premiums received, not to exceed one-half
thereof, in public stocks of the United States, or of this state or of any in-
corporated city in this statc.

Here there was no disposition to allow the investment of life insurance
funds in canals, which had already rcached their apogee, or in railways,
which were in their infancy, or in any of the industries which were then
expanding. Nor was there any indication that the founding fathers en-
visaged the growth of life insurance companies into great financial in-
stitutions with such large assets that satisfactory investments could only
be made on a national scale. Emphasis was placed upon temporarily
gilt-edge investments which were so located that they could be carefully
watched. In fact, the early life insurance companies did largely a local
business.

The first law to prescribe what investments should be made of the
capital stock of an incorporated life insurance company or what invest-
ments a mutual company had to make before it could begin operations
was enacted by New York State in 1849.2 The provisions of this meas-
ure were similar to those of The Mutual Life’s charter—that $100,000
should be invested in bonds of the cities of New York, bonds of the
State of New York or of the United States, or in mortgages on real estate
in New York worth double the amount loaned thereon. Furthermore,
to prevent the life insurance companies from doing any business other
than insurance, the law prohibited them from holding more real estate
than was necessary for the conduct of their business or than fell to them
from foreclosures or from the satisfaction of debts. Thus, New York
endeavored not only to insure the safe investment of life insurance capital
but also required that these sums be invested within the boundaries of
the state.

Shortly after this legislation had been enacted, other states, taking
their cues from the act, decided that part of the capital of their companies

2 Section 6, Act of April 10, 1849.
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should be invested within the borders of the home state.® Also in line
with this state protectionism was the New York law of 1857. It provided
that the general funds (asscts) of New York life insurance companies had
to be invested according to the provisions of the 1849 act, or in the bonds
or stock of any institution incorporated in New York, or in collateral
loans on such securities.* It did permit, however, investment in the bonds
of any state in the United States. By 1870 six states had laws restricting
the purchase of state bonds to those of the state where the company was
located. Only Illinois and Wisconsin adopted the reasonable rule that
companies chartered by them could, when they wrote business in another
state, invest funds in the same securities in those states in which they
were permitted to invest at home.

The regional restrictions which were thus placed upon life insurance
investments ultimately had a stifling effect on the companies, particularly
in New York, for they evoked retaliation in kind. The New York com-
panies thus found themselves cut out of some important fields, although
these companies were allowed to purchase bonds of the states which re-
quired a deposit of their capital obligations as a prerequisite to doing
business within their borders.® In spite of this law, however, New York
companies maintained, and justly so, that they were being deprived of
many lucrative opportunities for placing their funds—especially in the
rapidly growing Middle West. Finally they secured action by the legisla-
ture to permit them (1868) to loan money on real estate outside New
York, provided the property was located within fifty miles of New York
City; © in 1875 to make mortgage loans in states adjacent to New York;
and subsequently to make such loans in all states. Thus were the laws
regarding investments early changed to meet the needs of the business
and of the growing economy. Life insurance companies were losing their
local character.

INVESTMENTS OF THE MUTUAL LIFE

Because of the legal restrictions outlined above, the investments of The
Mutual Life from 1843 to 1870 were limited largely to mortgage loans

3 Wisconsin by Act of February g, 1850; New Jersey by section 6, Act of March 10, 1852;
Kentucky and Ohio in 1867; California, Iowa and Maryland in 1868; Georgia, Illinois,
Michigan, Minnesota and Missouri in 1869; and Kansas and Tennessee in 1870.

+ As Zartman has pointed out, op. cit., p. 162n, the wording of this law of 1857 was am-
biguous. “The law of 1849 regulated capital and ‘funds.’ ‘The law of 1857 regulated ‘surplus
accumulations’ above capital stock, but provided that if any permanent fund is established
by a company it shall be invested as required in the law of 1849.”

3 According to provisions of the Act of 1857. Zartman, op. cit., p. 163, is apparently in
error on this point. He refers to the New York law of April 12, 1860, section 1.

6 Section 1, Act of April 24, 1868. 7 Section 2, chapter 423, acts of 1875.
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in New York, to New York State bonds, to New York municipals, and to
United States governments. The fortfolio of the Company clearly re-
flected these limitations. The authorization for The Mutual’s first in-
vestment was given February 22, 184g3—an investment in the “City of
New York 6 percent Water Loan Stock.” * The second placement of
funds, coming after a decision .of the Finance Committee to make no
loans on property other than that located in the city or county of New
York, was a mortgage loan on houses in Grand Street. The third invest-
ment authorization ° was for the purchase of New York State “‘Stock” at
5% or 6 percent, whichever will pay the “‘best interest.” And then fol-
lowed a long series of loans on “bond and mortgage”—so called because
the borrower had to pledge not only certain property as security but
also because he had to give a bond to meet his obligations.
On January 31, 1846, the assets of the Company were as follows: *°

Stocks of the State and City of New York $ 4100115
Bonds and mortgages on real estate in this City and Brooklyn 151,650.00
Deposited in Bank of New York 13,186.28
Cash on hand and at agencies 10,292.90

Total $216,980.28

The major portion of the assets of The Mutual Life continued during
the period up to 1870 to be in mortgage loans, but during the Mexican
War (1846-1848) and the Civil War (1861-1865) the Company bought
heavily of government securities. Although the exact amount acquired
during the former conflict cannot be ascertained because of the lumping
of all New York City, State, and Federal bonds under one heading, it
would seem that they were increased from nothing on February 1,
1846, to about $83,000 on February 1, 1847, to $116,000 on Febru-
ary 1, 1848, and to $157,571.84 on February 1, 1849."* During the Civil
War, The Mutual Life's investments in governments increased as fol-
lows: 12 for the year ending February 1, 1861, $386,000.00; for 1862,
$730,550.00; for 1863, $2,016,791.00; for 1864, $4,587,599.00; for 1865,
$5.418,728.25.

In both instances the motivating factors for purchasing government
securities were patriotism and good interest rates. That the profit motive
was well satisfied is abundantly clear. Government bonds increased in
value to such an extent after the Mexican War that The Mutual Life

8 The term “stock” was employed for some ycars in our present-day sense of “bond.”
Minutes of the Finance Committee, February 22, 1843.

9 September 28, 1843. 10 Minutes of the Board of Trustees, February 10, 1846.

11 President’s reports in Minutes of the Board of Tiustees.

12 New York Insurance Reports.
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decided (1850) to sell them, as well as New York State bonds, and by 1853
it had completely emptied its portfolio of them. Similarly, the govern-
ment securities marketed during the Civil War under the aegis of Secre-
taries of the Treasury Chase and Fessenden, who had the assistance of
that super-salesman Jay Cooke, appreciated to such a degree that upon
the conclusion of the conflict The Mutual Life had made a half a million
dollars.’* And as though this were not enough, United States bonds were
exempt from taxes and bore interest in specie rather than in paper money
—a tremendous advantage in view of the fact that there was a premium
on gold in 186 1 of more than 150 percent and that some premium existed
for thirteen long years thereafter.

Aside from these purchases of government securities, the making of
a few policy loans between 1850 and 1855, erecting the first home office
building in 1864, and small holdings of New York City and State bonds,
the portfolio of The Mutual Life remained steadily inclined toward
mortgages. Most of them were located in New York City or its immediate
vicinity, but in 1849 a decision was reached to invest in mortgages on
New York country real estate—a decision that was turned into a policy
in 1858."* At both of these dates, following as they did the bottom of a
business cycle, money was plentiful and the Company was having diffi-
culty in placing its funds at interest—a phenomenon which was repeated
again in 1868, when permission was granted to invest on property located
within fifty miles of New York City. But there were other extenuating
circumstances for the adoption of this policy. Interest rates on country
mortgages were high; the security was considered good; and people out-
side metropolitan New York insisted that the funds which they put into
life insurance should be available to them for borrowing purposes.'®
In 1862 the geographical distribution of The Mutual Life's mortgage
loans was as follows in the counties of New York:

Albany $30,681.22 Lewis 1,000.00 Rensselaer 25,000.00
Alleghany 135,400.00 Livingston 104,300.00 Richmond 307,000.00
Cayuga 18,000.00 Monroe 143.671.20 Rockland 10,000.00
Chautauqua 11,700.00 New York 3.954,718.99 St. Lawrence 66,967.00
Cattaraugus 69,800.00 Niagara 38,600.00 Saratoga 15,000.00
Chemung 55,300.00 Oneida 11,000.00 Schuyler 2,000.00
Columbia 4,000.00 Onondaga 160,750.00 Seneca $0,000.00
Dutchess 52,000.00 Ontario 6,000.00 Tioga 2,500.00
Erie 78,000.00 Orange 10,000.00 Ulster 8,000.00
Greene 10,000.00 Oswego 30,900.00 Wayne $,000.00
Genesce $1,700.00 Otsego 10,500.00 Westchester 419,800.00
Jefferson 15,200.00 Putnam 6,000.00 Wyoming 115,374.00
Kings 482,842.00 Queens 66,000.00 Total $6,538,604.41

13 Minutes of the Board of Trustees, November 21, 1877.

14 Minutes of the Board of Trustees, February 14, 1849.
16 Minutes of the Finance Committee, June 30, 1858, and May g1, 1860. See Appendix.
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In general, The Mutual Life pursued an ultra-conservative policy in
making its investments, a fact which stands out clearly from an analysis
of the portfolio and a comparison of it with those of other companies.
But none of the companies in this period played a large role in financing
directly either industry or transportation. There was little indication of
the heavy placements which were to come later in railroads, manufactur-
ing, and public utilities.

TABLE 16
ASSETS OF THE MUTUAL LIFE INSURANCE COMPANY ¢
May 1, 1851 Feb. 1, 1861 Dec. 31, 1870

Real estate owned by

company $ $ 40,230.14( 6%) $ 915.383.07( 2.1%)
lL.oans on bond and

mortgage 1,188,231.22 (88.27%)  6,422,320.39 (88.4%)  33.960,521.62 (76.4%)
Interest due on said

mortgages .. 17,498.57 ( 2%) 41,3225 ( %)
Interest accrued on

said mortgages . 80,000.00 ( 1.19%) 824.542.00 ( ;7%)
Loans on bond and

mortgage, with more

than 1 year’s inter-

est due . .. 38.,900.00 ( .1%)
Cash on hand and in

banks 32,829.66 ( 2.4%) 120,050.39 ( 1.7%) 2,608,910.74 ( 5.9%)
Agents’ balances 5.631.81( .4%) 20,005.60 (  .39%) 55:593-38 ( 19%)
Premiums due and un-

paid .. 33,132.98 (  .59) 281,408.67 ( .67%)

Deferred premiums ..
Suspense account 4,067.38 ( .3%)
Stocks, bonds, etc.,

owned by the Com-

135,000.00 ( 1.9%) 1,007,616.39 ( 2.3%)

pany 117.919.09 ( 8.7%) >  386,000.00 ( 5.3%) ¢ 5,201,732.75 (11.7%)
Totals $1,348,679.19 (100%)  $7,254,246.47 (1009%)  $44.165.930.77 (1007%)
¢ New York Insurance Reports.
b U.S. stocks (par value $109,941.02) cost $115,684.34
N.Y. city corporation stocks (pat value $2,000) 2,234.75
Total $117.919.09
¢ Account of stocks of the State of New York and the United States,
and of all other stocks and bonds absolutely owned by the company: Par Market
Value Value
86 shares, $1,000 cach, of .U.S. 6 percent stock § 86,000
3oo shares, $1,000 cach, of US. 5 percent stock 300,000
Total $386,000
Par Market
Value Value
@ U.S. 6 percent bonds, 1881 registered $2,100,550.00  $2,321,107.75
U.S. 5-2z0 bonds, registered 2,000,000.00 2,165,000.00
U.S. 10-40 bonds, registered 50,000.00 53,125.00
U.S. 5 percent bonds, 1874 50,000.00 52,500.00
New York State Bounty Loan 7 percent bonds 500,000.00 540,000.00
Cherry Valley Town bonds 50,000.00 50,000.00
Yonkers Town bonds 20,000.00 20,000.00

$4.77055000  $5.201,732.75
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Among the many questions which arose in placing the assets of the
Company at interest were, first, how closely could funds be invested,
that is, how much could be invested and how much must be kept on

TABLE 17
DISTRIBUTION OF ASSETS OF SELECTED COMPANIES ¢
(Percentage)

Kind of Assets 1860 1870
Cash items 2.4 4.3
Deferred and outstanding premiums 3.1 5.3
Accrued interest 1.4 1.2

Total uninvested assets 6.9 10.8
Premium notes 20.5 21.5
Policy loans .0 .1

Total notes and loans 20.5 21.6
Mortgage loans 59.2 444
Real estate 2.7 35
Collateral loans 1.6 1.2
U.S. Bonds 3.1 9.1
Foreign public bonds
State bonds 6 1.5
County and municipal bonds 2.2 5.5

Total public bonds 5.9 16.1
Railroad bonds .8 1.2
Light and water bonds .0
Miscellaneous bonds .1 .2

Total corporation bonds 9 1.4
Railroad stocks .5 4
Bank and trust company stock 1.6 1.1
Light and water company stock .1 .0
Miscellaneous stock .1 .0

Total stock 2.3 1.5

Total corporation bonds and stocks 3.2 2.9

o Lester W. Zartman, The Investments of Life Insurance Companies (New York, 1906),
p- 14.
hand to pay death claims, and, secondly, to what extent should moneys be
used to improve public health. Concerning the former question, it is
curious to note that the Company had to borrow money to make its first
investment **—in New York City Water Stock—and that it had again

18 Minutes of the Finance Committee, February 22, 1843.
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to resort to borrowing to pay the first death claim in April, 184417 In-
vesting as closely as this did not, however, turn out to be a wise procedure,
and although it was continued until 1849,'® after the latter date the Com-
pany aimed to have enough liquid capital to pay claims. Concerning
the investment of funds in public health enterprises, it should be re-
marked that the first loan was in a movement destined to improve the
health of the people in the City of New York, where most of the early
policyholders of the Company lived. In fact, the early management seems
to have been interested in such causes, for in 1864 it not only gave
money to the United States Sanitary Commission but also devoted $2,000
to the Citizen Association of New York to study sewage disposal, drainage,
tenement houses, and other sources of epidemic diseases.!®

Much more important than these considerations were, however, safety
of investments and rate of earnings. Safety was sought not only by plac-
ing funds in high grade classes of securities, as provided by law, but also
by scrutinizing individual investment with care. Authorization for each
investment had to be approved by the Finance Committee and subse-
quently to be ratified by the Board of Trustees—and members of this
Committee or its agents had personal knowledge of every piece of prop-
erty mortgaged to the Company. Usually no loan was made before title
papers, bonds, and mortgages had been presented to the Company;
mortgage loans were granted only up to 50 percent of the value of city
property and to 40 percent of farms (exclusive of buildings); and reap-
praisals were made periodically to assure these margins of safety.2* The
only criticism to which investments were subject was that loans were
made to members of the Board of Trustees,”* but such cases were in-
frequent. From 1843 to 1865 losses of principal were insignificant, for
only $827 out of total investments of upwards of $20,000,000 was written
off as irretrievable.?*

To estimate the rate of earnings of The Mutual Life’s investments
during the period of 1843-1870 is an extremely difficult task, for not
only do depreciation and appreciation of values have to be considered,
along with the cost of handling the investments, but the Company made

17 Fifty-fifth Annual Report, p. 15.

18 Minutes of the Finance Committee, Oct. 1, 1849. 19 Ibid., July 14, 1864.

20In the reappraisal of 18491851 only three properties did not meet the requirements.
Other revaluations were made, for example, in 1854 (Minutes of the Finance Committee,
Sept. 17, 1854) and in 1867 (Minutes of the Finance Committee, December 5, 1867).

2t Examination of Witnesses before George W. Miller, Superintendent of Insurance in
Relation to Certain Charges against the Trustees and Officers of The Mutual Life Insurance
Company (1870), pp. 82-83. This work, which is very rare, may be found in the Library of

Congress.
22 Minutes of the Board of Trustees, February 15, 1865.
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no careful contemporary study tg serve as a guide. We do know, however,
that the rate of earnings in 1849 was 614 percent, that in 1860 mortgage
loans brought 7 percent, that the net interest on investments for the five
years 1858-1862 was 61% percent, and that the interest rate on all loans

TABLE 18
RATE OF EARNINGS OF THE MUTUAL LIFE

(Based on market values; includes capital gains and losses)
Rate of Earnings Rate of Earnings Rate of Earnings Rate of Earnings

Years of Total Assets of Real Estate of Mortgage Loans of Bonds and Stocks
1860 6.8
1861 5.7
1862 77 ..
1863 9.7 7.8 12.3
1864 10.7 .. 41 15.8
1865 3. 3.5 6.5 -4.2
1866 8. 6.4 73 A
1867 75 7.4 9.8 13.¢4
1868 3.4 6.7 . ..
1869 T 7.4 7.1
1850 6.0 4.0 7.8

TABLE 19

AMERICAN RAILROAD BOND YIELDS @

January Index Numbers

1860 8.788 1866 8.108
1861 8.662 1867 7.786
1862 8.412 1868 7.822
1863 6.136 1869 7.992
186 ¢ 6.658 1870 8.215
1865 6.867

¢ From Frederick R. Macaulay, The Movements of Intevest Rates, Bond Yields, and Stock
Prices in the United States since 1856 (New York, 1938), p. A108.
with satisfactory security was reduced from % to 6 percent in 1863.*
Perhaps the most complete study of The Mutual Life's rate of return
was made by Professor Lester W. Zartman, who used market values for
his calculations and omitted managerial expenses, but included in in-
come capital gains and losses.> When his findings are compared with an
index of the yield on railroad bonds, The Mutual's earnings seem to
have fluctuated unduly and yet to have followed in a rough way the
general curve of yields. In any case, it is clear that the earnings were far
more than the 4 percent which the Company assumed would be made
when the premium schedules were drawn up and that consequently The
Mutual Life had in these years an appreciable gain from investments—
a gain which went to swell dividend payments.

23 See Annual Reports for 1849, 1860, and 1864.
24 Lester W. Zartman, The Investments of Life Insurance Companies, pp. 75, 84, 90, g8.
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ORGANIZATION OF THE MUTUAL LIFE

The investing of the assets of The Mutual Life, the selection of risks,
the marketing of policies, the fixing of premiums, the paying of mortuary
claims, and the performance of the hundred and one other duties con-
nccted with a large life insurance business involved a tremendous amount
of labor, required a highly-trained office force, and demanded great man-
agerial skill. Thus, as The Mutual Life grew in size and complexity, its
executive and administrative organization became more complex, its
personnel more numerous, and its departmental chiefs more highly
specialized. In 1849 the Company appointed its first actuary; in 1862, its
first full-time attorney, Richard A. McCurdy, a future president of The
Mutual Life; and in the sixties, new physicians to assist Dr. Post. In 1870
the internal structure of the Company’s Home Office was completely
revised, a “division of labor” being effected by the creation of bureaus
to handle special aspects of the business.

The Board of Trustees also became more highly organized in order
adequately to supervise the work of the employees. Thus, to the standing
Committee on Finance and the Committee on Insurance, which were
established in 1842, were added the Agency Committee (1853), the Com-
mittee on Audit (1858), the Committee on Mortuary Claims (1870), and
the Committee on Expenditure (1870). Each of these committees cor-
responded to some administrative bureau, as can be seen from the or-
ganizational chart, and each had the duty with the aid of the president,
to determine policies and to oversee the activities of these bureaus. For
example, the By-Laws of the Company stipulated that the Insurance
Committee should “determine the rates of premium and the principles
upon which policies and other obligations may be issued or purchased
by the Company” and should have “supervision of all questions relating
to the distribution of surplus.” But as we have scen in earlier chapters,
the actuary and his assistants furnished the technical information neces-
sary for the fixing of premiums and dividends, and the entire Board
passed upon the Committee’s recommendations, if the questions involved
were of sufficient importance.*® Consequently a method of carefully
scrutinizing every action was provided by this system and yet the re-
sponsibilities of management fell most heavily upon the executive of-
ficers, especially upon the president. The main organizational lines thus
laid down by 1870 have been followed up to the present time with re-
markably few changes.

25 Minutes of the Board of Trustees, Nov. 17, 1850,
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MANAGEMENT

To the men who were the life blood in the organization of the Company
almost no attention has been paid in the preceding pages, for it seemed
preferable to describe the historical evolution of The Mutual Life in
functional rather than in personal terms—to try to explain what life in-
surance was, how it came to be, and how the Company operated rather
than to concentrate upon the role of individuals. Important, however,
as is that part of our story which has already been told, it must not be
overlooked that men made the wheels of this business go ‘round.

We left our discussion of early management at the point where the
Company had just been organized and its affairs were being directed
by Morris Robinson, the first president, Samuel Hannay, the secretary,
Minturn Post, the physician, and a rather indifferent Board of Trustees.
As the business of The Mutual Life grew in size and complexity, the
staff was greatly increased and its salaries were enlarged.®®

In 1848 the staff consisted of six members:

Salary Salary
Morris Robinson, president  $4,000 Henry V. Gahagan, clerk 600
Samuel Hannay, secretary 2,500 lHenry B. Robinson, corre-
Isaac Abbatt, bookkeeper 1,750 sponding clerk 1,250

Minturn Post, physician  750—-1,500

By 1868 it had grown as follows:

Salary Salary
F. S. Winston, president $20,000 J. Stephens, Actuary’s Dept. 2,200
R. A. McCurdy, vice presi- B. Griffen, Actuary’s Dept. 2,000
dent 10,000 J. M. Easton, premium tickler 2,000
S. Homans, actuary 10,000  W. G. Davies, bond & mort-
M. Post, M.DD,, medical ex- gage clerk 2,000
aminer 9,000 J. C. Winston, corresponding
J- M. Stuart, sccretary 6,000 clerk 2,000
I. L. Kip, M.D,, medical ex- R. B. Browne, physician’s
aminer 6,000 register 1,800
L. C. Lawton, assistant actuary 4,000 W. V. Woodworth, office tick-
I. F. Lloyd, bookkeeper $,000 ler & policy examiner 1,800
G. Waterhouse, Agent’s Regis- W. ]. Easton, policy register
ter Dept. (chief) 2,750 clerk 1,750
F. Schroeder, Secretary’s Dept. 2,500 T. E. Brown, policy clerk 1,750
C. A. Hopkins, acting cashier 2,500 A. K. Hobby, permit & gen-
W. P. Sands, bond & mortgage eral clerk 2,000
clerk 2,500 J. C. Perrin, Jr., assistant
R.T. Shannon, agent’s register 2,250 bookkeeper 1,600
G. H. Elliott 2,250 F.S. Vulte, Jr., policy clerk 1,700

26 Ibid., June 38, 1863.
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Salary Salary
E. H. Shannon, receipt clerk 1,500  C. G. Child 1,000
C. Johnson, Jr., alphabctial J. J. Hunter 1,000
register 1,300 ]J. C. Rosknecht goo
J. M. Stuart, Jr., premium W. H. Wallace, receipt clerk goo
tickler 1,250 A.T. Greene, policy clerk qoo
O. W. Mauriac, assistant cor- F. M. Arenguren, Actuary’s
responding clerk 1,200 Dept. 800
B. B. Bicknell, Actuary’s Dept. 1,200 S. M. Hankins 800
W. B. Seton, copyist, ctc. 1,200 F. Elliman 8oo
C. F. Ulrich 1,200 A.S. Cass, messenger, etc. 750
J.S. G. Strong 1,200 R. G. Dickson, receipt clerk 750
R. H. Jackson 1,100 E.A. Benjamin 600
M. R. Hibbard, porter & A, N. Waterhouse, Agency
messenger 1,100 Dept. 600
C. J. Hartt, Actuary’s Dept. 1,000 D. H. Hopkins, Messenger, etc. 600
R. D. Bronson, Actuary’s Dept. 1,000 W. E. Miller 350
W.N. Ely 1,000  W. Franklin 300

C. C. Haskins, Actuary’s Dept. goo

This rise in salaries between 1848 and 1868 must be attributed largely
to the added responsibilities which were placed on employees as the busi-
ness grew and to the increased ability of the Company to pay adequate
compensation. Yet there were other reasons for this augmentation of
salaries which ought to be mentioned. In the first place, the cost of living
rose rapidly during the Civil War, and the income tax which was then
levied caused especial hardships among salaried persons. This situation
led the clerks to demand that the Company pay their income taxes, to
the serving of free-lunches to the home office staff—a practice which has
been continued to the present day **—and to the payment of bonuses
based on dividends or upon a percentage of the existing salary. The first
salary increases had usually followed a period of successful operations
or of extra work involved in making the quinquennial reports, but in
1865 we find that the actuary was to receive $8,000 plus ¥ percent of
the dividends paid to policyholders; that the medical examiner was to
get $6,000 plus % percent of dividends; that the assistant medical ex-
aminer was to be paid an extra of percent of the dividends, and so
forth. In 1866 we learn that employees who did not get a percentage of
the dividends in addition to their regular salaries were given a bonus
of 20 percent of their salaries.**

27 The first mention of these lunches in the Minutes of the Board is to be found in the
report of the meeting held May 20, 1868, when it was decided that wines and liquors should
not be served.

28 Minutes of the Board of Trustees, November 11, 1865, and February 21, 1866.
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The arguments in favor of such bonuses were that they “incite to
greater cfficiency and economy” and that “it is a recognized principle
among practical men that business is most successfully conducted when
the managing and executive departments are in the hands of those who
are compensated directly fiom the profits of the business itself.” The
“profits” in a mutual company were, however, overpayments and hence
were not a good basis for fixing compensation. This was ultimately
realized and sharply commented upon, whereupon the trustees decided
that such bonuses should be stopped (1869). Nevertheless, by 1869 sub-
stantial increascs in salaries had been effected, and the executive posi-
tions in life insurance companies were highly coveted.

The trustees also began to receive some remuneration for their services.
In 1853 a committee which had been appointed to look into this ques-
tion recommended that the members of the Board receive $5.00 for at-
tending cach of the regular monthly meetings, and it scems that such
sums were soon thereafter paid. With the election of trustees living at
some distance from New York and with the building of railways, which
made feasible their coming to New York at regular intervals, inoneys on
the following scale were allotted to cover their traveling expenses—from
Rochester $15.00, from Elmira $15.00, from Albany $10.00, and from
Buffalo $20.00. In 1866 the fee for regular meetings was raised to $10.00,
a fee of $5.00 was paid for attending committee meetings, and a little later
a sum of $25.00 per day was given to trustees for services rendered out-
side New York City.**

Such fees were not sufficient in themselves to attract business leaders
to serve on the Board of Trustees, but there were other inducements
which made a position on the Board much desired. In the first place,
such an office brought with it a considerable amount of prestige, and
the Board counted among its members many distinguished men—Lucius
Robinson, a governor of the State of New York; Robert H. McCurdy,
a prominent businessman and the father of the future president of the
Company, Richard A. McCurdy; John V. L. Pruyn, a lawyer and educa-
tor; George S. Coe, president of the American Exchange National Bank;
W. E. Dodge, of the Phelps-Dodge Company; Millard Fillmore, President
of the United States, and many others.** Then, in the second place,
trustees served for the good which they could render in administering
an institution that performed a useful social function.

29 Ibid., Febiuary 8, 1860, November 21, 1866, and June 5, 1872, Mecetings were held

monthly until January 2, 1844; then quarterly,
30 Sce the Appendix for a complete list,
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During most of the history of The Mutual Life, policyholders have
not taken much interest in the election of the trustees—not enough even
to exercise their right t6 vote. The result has been that in the annual
elections to the Board,*! candidates making up the Company or official
list have been nominated by the trustees, and they have run for office
unopposed by candidates which might have been selected by groups of
policyholders. They have been elected by a very few voters—frequently
by a corporal’s guard composed largely of home office workers. Although
greater interest on the part of policyholders in elections is desirable, the
practical difficulties in the way of securing a wide exercise of the franchise
are almost insurmountable. Moreover, care has to be used to prevent
management from falling into the hands of unscrupulous persons. So
important is this point that laws in most states are framed to ward
against it.

The trustees usually reélect the incumbents in the presidency, vice
presidencies, and other major offices. Such action allows much needed
continuity of management, but the almost automatic reélection of the
existing officers has the danger of leading to managerial dictatorship
or to inefficiency. It would appear that the vast majority of persons who
put their money into life insurance also put their trust in the companies’
management. They desire either to be free from the worry involved in
helping to select trustees and officers, or they do not feel qualified to
make wise selections of directorial personnel. They believe, and not un-
justly, that managerial errors will be uncovered by some member of the
Board or by the state insurance department.

In spite of what might seem like the perennial lethargy of policyhold-
ers and the tradition-bound manner of perpetuating a given regime,
persons insured in The Mutual Life have in two periods had recourse to
the power of the ballot box. But in each, the initiative to effect a change
was taken by members of the Board of Trustees. The second and most
important uprising against the existing management took place in 1905~
1906 as a concomitant of the Armstrong Investigation into the insurance
companies of New York—an uprising which will be treated at length
in a later chapter; the first took place in 1859 and was largely in the
nature of a palace revolution.

This last-named episode revolved around the defeat of Joseph B.
Collins for the presidency of the Company and the election in his place

31 The trustees were divided at first into four classes of nine each, one class being elected
every year. From 1906 to 1937 onc-half of the Board stood for election every year. In the
latter year provision was made for the division of the Board into three classes of twelve each.
See p. 327n.
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of Frederick S. Winston. Collins, who had been a trustee since 1843
and came from an important family of publishers, succeeded Morris
Robinson as head of The Mutual Life after the latter’s death in 184g9.
Almost immediately the new business of the Company fell off, and Col-
lins was held responsible for the decline. It was asserted that he was
devoting himself assiduously not to the affairs of life insurance, but to
the invention of an apple corer,” that he was undiplomatic in his han-
dling of agents and clients, and that he was not efficient in the conduct
of The Mutual’s affairs. Consequently a group of trustees sought to
unseat him by getting enough proxies to elect a Board favorable to their
candidate, Mr. Winston, a dry-goods merchant. The chief solicitor of
these opposition proxies was John C. Johnston, to whom we have re-
ferred above as one of The Mutual’s most successful agents. Enough
proxies were thus obtained so that the opposition slate of trustees was
elected by a vote of g42 to g30. The new Board then chose Winston
as president by a vote of 15 to 9. Feelings were highly aroused by this
result. The Collins forces sent a memorial to the New York State legisla-
ture criticizing the use of proxies. The Winston supporters printed two
pamphlets and several advertisements to explain their actions.®* And
the controversy found expression subsequently in sharp criticism of
the Winston regime.

Whatever the respective merits of Mr. Collins and of Mr. Winston
may have been, it should be noted that a few months after his defeat
Mr. Collins was chosen president of the United States Life Insurance
Company and for many years served that Company with success. Mr.
Winston, on the other hand, reported in October, 1853, that his mer-

32 The story of the apple corer does not appcar in the literature of the time. Richard A.
McCurdy reported it in his address on the occasion of the fiftieth anniversary of the Com-
pany, printed in the Independent, Feb. 2, 1893, in the following manner:

“A member of the Finance Committee one day entered the office of the Company and
found the President intently occupied in some manual occupation, which he put aside at
the approach of his visitor. Some questions were asked about business, amount of insurance,
condition of his finances, etc., which the President appeared unable or indisposed to answer.
His manner was preoccupied, and he seemed bored. At last, as if he could command his
attention no longer, he lifted the cover of his desk and brought out a small combination of
springs and cogs and some hand tools, and proceeded to explain the principles and working
of a mechanical apple-corer, which he was perfecting. His visitor gazed at him, and then
coldly took his departure. He was a man of brains, and emphatically a man of action. He
thought The Mutual Life required for its president a different kind of a man from the
inventor of an apple-corer, and was not long in impressing his views upon his associates. At
the next general election a change was effected.”

38 A Statement of Facts to the Policyholders in The Mutual Life Insurance Company of
New York (1853) and A4 Card to the Policyholders of The Mutual Life Insurance Company
of New York (1853). A bill to prevent voting by proxy in mutual life insurance companies
was before the New York State Senate in 1851. The Company sent a petition to the Senate
against its adoption.
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cantile house had gone into bankruptcy—a predicament which he at-
tributed to the calumny directed against him. Under the circumstances,
he believed it wise to offer his resignation to the Board. The trustees,
however, gave him a vote of confidence, and he agreed to continue in
the presidency—a position which he held until his death in 1885.

CHECKS ON MANAGEMENT

The belief that management could follow its own dictates and run
rough-shod over all opposition—a belief that grew up as a result of
the disclosures in the Armstrong Investigation of 19os—was not well
founded. Management was subjected to many checks aside from the
necessity of standing for annual election. It was directly responsible to
the Board of Trustees and had to give a periodic account of its steward-
ship. Brief reports were made at first every month and beginning in
1844 every quarter, while full reports were made quinquennially and
after 1866, annually. Thus, not only were many of the individual de-
cisions of the management approved by the Board or its committees be-
fore any action was taken, but also the over-all operations were presented
to the trustees, audited by them,** and in abbreviated form published
in the annual reports for the scrutiny of policyholders.

The trustees might also appoint special committees to ¢xamine the
conditions and management of the Company. The first such examina-
tion 3* was in 1856 and was an outgrowth of the feud between the
Collins and Winston groups. Several charges were made against the
existing regime by some of the policyholders, led by Joseph Blunt, who
was the chief supporter of Collins among the members of the Board of
Trustees and had resigned as counsel of the Company in 1856. His bill
of complaints was presented in the form of a Memorial to the Legislature
—an act which led the Board to invite that body ““to cause a rigid scrutiny
to be made into the management and affairs of the Company.” ** In

34 The accounts were first examined and certified by the actuary and were then audited
by committees of the trustees. These audits took place quarterly and after 1858 were in the
hands of the Auditing Committee, save that the annual reports were usually checked by a
special committee. Minutes of the Board of Trustees, November 16, 1864. Meetings of the
Board of Trustees were held monthly until 1844, when they began to be held quarterly. In
1870 a return to monthly meetings was made.

35 An examination was held in 1848 in conjunction with the first five-year reports—an
examination conducted by a committee of the Board and decidedly different in character
and purpose from these later examinations. A careful examination of the accounts was also
made in 1855. Minutes of the Board of Trustees, February 14, 1855.

36 Ibid., March 5, 1856.

*“The undersigned Trustees of The Mutual Life Insurance Company of New Yoik re-
spectfully represent that they have learned that a certain Memorial has been presented to
the Senate purporting to be signed by Ten Policyholders in this Company inferring charges
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fact, the officers proposed a bill to require the Company to make an an-
nual report to the Supreme Court of the first judicial district “in such
form and verified in such manner as the Court may direct” and to pay
for an examination of the Company by a referee appointed by the Court.

Owing to lack of time, this bill did not receive its third reading before
the Legislature adjourned, and conscquently the Board decided to invite
three persons not connected with The Mutual Life to make an investiga-
tion of the Company for the period since Winston’s election. Three ex-
perts were accordingly selected—one upon the demand of Joseph Blunt;
and for three months they delved into the intricacies of life insurance,
taking testimony from the disgruntled and poring through Company
records.

These gentlemen began their final report by lauding life insurance,

alike injurious to the Company and dishonorable to those who are entrusted with its man-
agement. It must doubtlessly have been observed by your Honorable body that these charges
are based upon no fact pretended to be known by the Memorialists but upon the mere
alleged rumor in a vague ‘it is said.” On such grounds alone it is insinuated that the Funds
of the Company were paid to an Agent for obtaining proxies and that they have been
otherwise unlawfully used by the present Trustees. We deem it unnecessary to take any
further notice of these insinuations than to pronounce them in every particular destitute
of even the shadow of truth and to invite the most thorough and searching investigation
which it may please your Honorable body to institute.

“The undersigned are well aware of the sacred character of the Funds entrusted to them,
and being personally and largely interested in its safety and wise management have en-
deavored 1o rescuc it from the rule of incapacity and negligence and to place the Institution
where it now unquestionably stands in advance of all others of a similar character in this
country. To this end, during the last 13 ycars the By Laws have been made more restrictive
and the business details of the Company more systematic, and the most cffective checks have
been imposed on all receipts and payments of money. The Bonds and Mortgages and Titles
held by the Company have all been thoroughly and rigidly re-examined and all errors
corrected; the Mortgaged property has all been reappraised by careful and competent ap-
praisers and in every instance where it was found to be less than twice the amount of the
loan enough has been called in to bring it within that 1ule. No loans whatever are made
upon personal security. ‘The loans to Trustees do not amount to more than about Four and
one-half per cent of the whole invested fund and are made under the same rigid rules and
secured in the same manner as all others. More than three-fourths of the Trustees never
had or applied for any loans.

“Our ecfforts to improve the condition and management of the Company have been
crowned with gratifying success. Its annual business has been nearly doubled in three years.
Its accumulated Fund has increased from $1,907,381.22 in 1853 to $3,084,233.26 in 1856 and
whilst we have been making this large incrcase we have been accomplishing the humane
and beneficent objects of the Institution by paying out to the Widows and Orphans of our
Country nearly a Million of dollars. We respectfully suggest that the facts thus briefly
alluded to are sufficient to show that the position and character and objects of this Institu-
tion are such that it ought not to be lightly or wantonly assailed. The number of its Policy-
holders is nearly 9,000. Ten of these have chosen to present to your Honorable body the
Memorial above referred to, the effect of which may be to excite the fears or shake the con-
fidence of others. We therefore not only invite again a thorough investigation pledging our-
selves to afford every possible facility for conducting it; but we respectfully submit that
under the circumstances we are entitled to have such examination cither by a Committee or
otherwise as your Honorable body should deem proper. N.Y. March 5, 1856"
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praising the actuarial basis of The Mutual Life’s business, and surveying
the investment policies of the Company.”” They criticized, however,
three practices of the institution:—(1) the refusal to pay dividends on
polices which became claims before the end of a quinquennial dividend
period, (2) the inabhility of the policyholder to decide whether or not his
dividends should be used to buy more insurance or to reduce future
premiums, and (3) the insufliciency of the charge made on the surrender
of policies.*® The examiners answered all the complaints made by Joseph
Blunt and the other memorialists and concluded their report with this
peroration:

It is believed, therefore, after careful and full examination that this Institu-
tion in the method of administration was never so judicious; in the prin-
ciples of its transactions never so sound; or in the gencral condition of its
affairs, so prosperous and safe as at the present time.3?

37 Ibid., July 23, 1856.

“It appears that in the cases of the carly loans outstanding, the Titles were originally ex-
amined, approved, and certified as valid by the former legal Counsel of the Company,
Joseph Blunt, Esq., and in the case of Loans more recently made, the Titles werc approved,
examined, and certified by one of the present three legal Counsel of the Company. They are
now generally in each case, accompanied by an Abstract of ‘Title, and Searches showing the
Estate to have been, at the time they were mortgaged to the Company frec and unin-
cumbered.”

It should be added in this connection that on February 23, 1856 the Board resolved that
“No Trustee shall be eligible for re-election as a member of the [Finance] Committee for
more than three years in succession.” On May 13. 1857 it was voted that no trustee should
be cligible for re-clection to this committee. These rules were not adhered to for very
long. An attempt by Mr. Blunt to get a resolution passed forbidding any Trustee who was
indebted to the Company from being a member of the Finance Committee failed.

38 Ibid., July 23, 1856.

“The deduction of onc-scventh from the calculated value of a surrendered policy is
certainly not adequate protection, for a careful calculation will show that even then the
Company will be discounting its own Bonds at a rate less by one per cent per annum than
they are realizing now by the ordinary employment of funds.”

39 This summation continued (ibid.) with this advice:

“So far as the Policyholders of the Company are individually and directly concerned we
might rest here, but the responsibilities of such an Institution as this have a double aspect.
‘They regard not more a just performance of its contracts, with the holders of its Policics,
than they do the faithful execution of a great Public trust. The Public not less than indi-
viduals, are deeply interested in the due administration of the affairs of Associations like
this. Life Insurance Companics are among the most interesting Institutions of the time. As
public Institutions, & important Agencies for gencral good it is fitting and proper, that
enlightened Public opinion, should exercise in regard to them a vigilant observation &
controlling influence. But these should be constructive, not destructive in their character
and exercise. It should be to guard, build up, and sustain; not to embarrass, weaken and
destroy. While unsoundness of fundamental Principle, or abuse in administration should be
fearlessly disclosed, and firmly rebuked, the utmost delicacy and care should be observed
in abstaining from all unjust reproach, and groundless, or careless insinuation.

“The usefulness of these Institutions depends upon the entire confidence reposed in
them, by those, whose all is embarked in their success. Nothing is more sensitive than that
confidence. Although a breath cannot create it. yet a breath may destroy.

“Whatever then tends to disturb that confidence, or unnecessarily to excite the fears, or
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This type of examination won great favor with Mr. Winston, for he
asked in 1864 and again in 186g that new investigations be made by
groups of policyholders and trustces.*® The first committee to look into
the “integrity, fidelity and efficiency of the officers” found nothing “to
condemn and much to praise.” The second group, which secured the
technical assistance of Professor Bartlett, the future actuary of the Com-
pany, and Church of West Point, also gave The Mutual Life a clean
bill of health. In fact, they elicited from the Superintendent of Insur-
ance of the State of New York, William Barnes, the opinion that the
“gencral management of the affairs of The Mutual Life Insurance Com-
pany of New York [is] sound, discreet, and judicious. Indeed no such
institution as that which now surprises the actuaries and statisticians of
two continents could have been built up under any other auspices.” #*

Yet criticism of the Company was not all allayed by these findings. A
group of discontented policyholders presented opposition candidates,
one of whom was Sheppard Homans, in the election to the Board in
1869, and although they met with defeat because of the proxies which
were marshaled against them, their action indicated their hostility to
the existing administration.** Voice was given to their position in the
press and in public meetings, James W. McCulloh of the New York
State assembly leading the way. These attacks against Mr. Winston's
regime finally led George W. Miller, the new Superintendent of In-
surance, to examine the Company (1870). Thus was The Mutual Life
subjected to its first investigation by public authorities.

For threec months Mr. Miller heard witnesses, checked the books of
the Company, and ran rumors to the ground. Finally he presented his
report in the form of answers to specific charges. To the complaint that
elections had been rigged by the solicitation of proxies, Mr. Miller re-
plied that so far as he could discover the choice of trustees had been
conducted fairly and honorably. To the charge that loans had been
made contrary to the terms of the charter, he replied that this was not
so cxcept during the Civil War, when the state, having voted money
to care for sick and wounded soldiers, needed advances and got them for
short periods from The Mutual Life. To the accusation that bonuses
and gratuitics had been given officers, Miller answered that these had

doubts of those who repose in it, is in the highest degrece cruel to them and unjust to others.

“It impairs the usefulness, and defeats the objects of these beneficent Institutions, and
should be carefully avoided by all.” It should be added that at the conclusion of the in-
vestigation each of the examiners was paid $1,000 for his services.

10 Minutes of the Board of Tiustces, November 16, 1864, and June 9. 186q.

41 Ibid., July 21, 1869. +2 Ibid., May 18, 1870.



118 INVESTMENTS AND MANAGEMENT

been approved by the Board and that no bad faith or fraud was involved.
To the complaint that fees had been paid to certain persons and had been
entered on the books as taxes, the Superintendent replied that these
expenditures had gone, as frankly admitted by the officers, to secure the
services of men “in behalf of the Company in appearing before Com-
mittees of the Legislature and Congress, to oppose the passage of meas-
ures which would, if enacted, have largely increased the taxes of the
Company and in other ways have been prejudicial to its interests.”

In short Miller concluded that the general charges were not sustained.
To the contrary he held:

It is a fact worthy of remark that the strictest scrutiny into the manage-
ment of this Company during the past sixteen or seventeen years, during
which such a vast amount of business has been done and such immense sums
of money have been received and invested, not one dollar is discovered to
have been lost by embezzlement, defalcation, or breach of trust of any officer
or trustee.

It is to be regretted that in any case the officers or agents of one Company
should resort to a vilification of another Company or its officers, with a view
to advancing the interests of their own Company or themselves.4®

A state examination of this kind was, as has already been remarked,
a new thing, and yet from early in the nineteenth century the law had
required that publicity be given to the operations of life insurance com-
panies.** A New York statute of 1827 required the companies to make
annual reports to the comptroller of the state.** As time went on the
information required in these reports became more detailed and search-
ing. A step was taken in this direction in 1849 and another much more
forward one in 1859, when the insurance department of the state was

created.
The publicity which was thus given to the operations of life insurance

43 Examination of Witnesses before George W. Miller, Esq., Supcrintendent of the In-
surance Department of the State of New York, in relation to certain charges against the
officers and trustees of The Mutual Life Insurance Company of New York; entered, accord-
ing to Act of Congress, in the year 1870, by The Mutual Life Insurance Company of New
York, in the clerk’s office of the District Court of the United States for the Southern District
of New York. See the Reports of the New York Insurance Commissioner (Albany, 1870),
pp. 82-83, 237: Report on the Committee on Grievances, Relative to the Pelition of Stephen
English (1873), New York Assembly Document 155. The entire incident has been played
up by Burton J. Hendrick, The Story of Life Insurance (New York, 1907), pp. 83 ff. and
pp- 180 ff.—a muck-raking book; and by Terence O’'Donnell, History of Life Insurance
(Chicago, 1936), pp. 535 ff. See also the testimony in The Condition of the Life Insurance
Companies of the State of New York (Albany, 1877), pp. 32 ff., and The Insurance Times,
passim.

44 E. W. Patterson, The Insurance Commissioner in the United States (Cambridge, Mass.,
1927), p. 527. Citing N.Y.L., 1827-1828, Pt. 1, ch. 18, Titles 11, 19, 20, 51.

45 See Appendix, pp. 354 ff.
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companies undoubtedly helped to prevent abuses, but, as we shall see
later, it did not prove to be sufficiently effective. Periodic state examina-
tions and legal restrictions were to become the order of the day. Yet
in this period from 1843 to 1870 legal restraints were not wanting. Char-
ters prescribed the way in which companies were to be administered
and the kind of investments which were to be made, while statutes and
judicial decisions regulated the nature of the insurance contract and the
amount of reserves to be held on policies. The states, like the better
companies, were endeavoring to establish life insurance upon a sound
basis.

THE EXPENSES OF MANAGEMENT AND BENEFITS OF INSURANCE

Whatever the criticisms may have been which were leveled against The
Mutual Life in the decades of the fifties and sixties, the fact remains that
the percentage of total receipts which were expended for management
did not increase. This percentage was 11.1 for the first two years of the
Company’s operations; ** 10.54 for the first five years; 10 for the years
1848-1853; 10.125 for the first three years of Winston’s regime (1853—
1856); ** and 7.8 for the year 1871. For the entire period 1843-1871,
the percentage of expenses to total receipts was 10, of which 5.68 went
for the payment of commissions to agents.** How these moneys were
expended can be seen from the following table.

Although most of the items ol expense are self-explanatory and the
increases in overhead are clear, two matters deserve brief mention. The
first of these is taxation. New York was one of the first states to impose
a tax specifically on life insurance companies. In 1851 the mutual com-
panies were required to deposit $100,000 with the comptroller of the
state,* and in 1855 to pay a tax on this amount of personal property.*
An attempt was made, however, to collect taxes on all The Mutual Life’s
accumulated funds. As this bill was enormous, the president secured the
passage of an act in 1854 * which limited the sum taxed to the amount

16 Minutes of the Board of Trustees, April 15, 1843.

17 1bid., July 23, 1856.

48 1bid., October 16, 1872. According to the Thirtieth Annual Report, pp. 16-17, the
annual ratios of expenses to gross receipts were:

1843 164 1849 9.6 1855 9.8 186r 98 1867 13.6
1844 9.2 1850 86 1856 9.5 1862 8.4 1868 12.6
1845 10.4 1851 8.5 1857 9.4 1863 9.5 1869 10.6
1846 10.5 1852 7.3 1858 9.5 1864 100 1870 9.2
1847 99 1853 18.5 1859 106 1865 12.6 1871 7a
1848 9.2 1851 106 1860 8.3 1866 16.1 1872 6.98

49 Act of April 8, 1851.
50 Chapter 83, Laws of 1855.
1 Act of April 16, 1857. See Minutes of the Board of Trustees, May 13, 1857.
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provided for in the law of 1855. Yet there were other taxes which had
to be met. In 1853 New York imposed a tax of 2 percent upon the annual
gross premiums on the business done within the state by companies or-
ganized outside its boundaries.® This measure led other states to take

TABLE 20
EXPENDITURES OF TIIE MUTUAL LIFE
18440 18720

Commissions $2,020.86 $385.015.29
Advertising 658.58 55,600.07
Salaries & office expenses 4/740.97 268,702.90
Exchange 136.25

Postage $51.27 n4.584.23
State tax by agent in Baltimore 18.98

Taxes (on business in other states) 90,489.47
Medical examinations 38,506.80
Law 28,065.38
Printing and stationery 54,214.50
Sundry expenses 66,925.66
Total $7.920.91 $003.004.30 ¢

a Minutes of the Board of Trustees, Aptil 13, 1845.
b Ibid., January 15, 1873.
¢ To which might be added $332,148.46 for the commutation of futuie commissions.

similar steps, especially those in the Middle West, which had no in-
surance companies of their own and resented the draining of capital to
the East. Kentucky was one of the initiators of this move, in 1864 levy-
ing a § percent tax on gross premiums collected in Kentucky by com-
panies organized in other states.** By 1870 twenty-two states were collect-
ing taxes on gross premiums—were taxing the provisions which a great
body of policyholders were making to prevent dependents from becom-
ing charges of the states. The lack of wisdom in such taxes was heralded
far and wide, but to little avail. Premium taxes had come to stay.

The second item of expense which needs clarification is that which
went toward providing a home office. As we have already seen, The
Mutual Life began operations as a tenant in the offices of The Mutual
Safety Insurance Company at the present 56 Wall Street. In 1848 the
Company’s address was g5 Wall Street, but its quarters soon proved to
be inadequate, and in 1851 it was looking for a site upon which to erect
a building. The trustees decided, however, in 1852 to take a five-year
lease on the first floor of the Trinity Building, “on the side next to the
church yard,” at 111 Broadway.** Here difficulties arose with the proprie-
tors over the question of a suitable vault, and The Mutual Life again

62 Section 15, chapter 463, Laws of 1853. 63 Section 5, chapter 478, Laws of 1864.
64 Rent was not to exceed $5,000 a year.
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began to cast about for a building of its own. It finally purchased a site
on the corner of Broadway and Liberty Street,*® nearly opposite its of-
fices, and there erected a building, which was occupied in 1864, at the
cost of $708,917.85.”® Thus, the expense of office space, which had ap-
peared as rent in office expenses, was in 1864 placed in the investment
account under real estate.®” This type of investment did not usually prove
to be particularly remunerative, but it was one in which life insurance
companies were to indulge heavily.

TABLE 21

ACCUMULATIVE RECORD OF RECEIPTS, DISBURSEMENTS, AND
LEDGER ASSETS FROM ORGANIZATION TO DECEMBER 31, 1870

Receipts Total 28 Years
Insurance premiums $77.239.184.09
Annuity premiums 875,127.01

Total premiums 77.614.811.10
Interest & 1ents 13,854,054.07
Profit & other receipts 850,096.01

Total receipts 02,318,461.18

Disbursements
Death benefits 13,086,073.58
Matured endowments 202,598.21
Annuities 259,908.71
Surrenders 9,296,537.79
Dividends 16,756,068.39

Total policy payments _40,5u|,176,68
Expenses 9.327.838.61
Loss & other payments 107,028.30

Total disbursements ) 49.9306,043.62

Ledger assets 12,382,417.56

These overhead costs, management, investments, state regulation,
mortality tables, and the other subjects so far discussed were simply
means toward an end—toward providing safe and cheap insurance for
the American public. As every institution should be measured by the
service which it renders to society, so should a life insurance company
be judged by the attainment of socially desirable goals. By this criterion
The Mutual Life Insurance Company was an acknowledged success.
As we have already seen, it had drawn together from small savings large
amounts of capital which might not otherwise have been made available

85 The cost of the site, which included numbers 140, 142, 11¢, and 146 Broadway, was
$210,000. Minutes of the Board of Trustees, April 22, 1863.

56 Minutes of the Building Committee, I, 83.

57 Up to February 17, 186g, office rent was charged as a sinking fund to diminish the book
value of the building. This was discontinued on that date because “the value of the Com-
pany's propeity was largely in excess of its cost.”
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for concerted use, and these sums were employed chiefly up to 1870 to
finance the development of Metropolitan New York. We have also men-
tioned the effect of life insurance in improving sanitary conditions in
some areas and in investigating the causes of longevity. Most important
of all, however, The Mutual Life furnished people a method of saving
and of providing for their dependents in case of death. During the first
twenty-eight years of its existence it received in premium payments
$77.614,311.10, it disbursed to policyholders or their beneficiaries $40,-
501,176.68, and it had as ledger assets to the credit of its more than 68,000
members $42,382,417.56. The Mutual Life thus provided part of the
security which modern man so earnestly secks at less expense than the
interest obtained on policyholders’ money.



PART THREE

1871-1906






VII. The Development of Life Insurance

ETWEEN THE YEARS 1843 AND 1870 the foundations of American
life insurance were, as we have seen in preceding chapters, laid
down. In this period the leading companies of the present day
were established and, inasmuch as most of those organized before 1859 *
adopted the principle of mutuality, the greatest body of financial co-
operatives which the world has ever seen came into existence. By 1870
most phases of the life insurance business had been developed to a point
of workability. A mortality table had been drawn up to provide a safe
gauge of the rate at which insured people in America were expected
to die and had permitted the establishment of adequate premium and
reserve schedules. The contributory plan for the distribution of div-
idends had been formulated and adopted in an attempt to treat policy-
holders more equitably. The basic kinds of ordinary life insurance—
whole life, endowment, term, and limited payment life—had been made
available to the public. The selection of risks had reached a state of de-
velopment in which persons with relatively equal chances of survival paid
the same rates. The marketing of insurance had been entrusted to a body
of salesmen working on a commission basis. The investment of assets
had been regulated by charter or state statutes. A large corpus of in-
surance law had been built up. State insurance departments had come
into being to oversee the entire industry. Management of the larger com-
panies had become subdivided so that much of the work was in the hands
of specialists. Severe competition had put in an appearance and had
threatened to lead to cut-throat practices. And finally life insurance com-
panies had begun to provide on a large scale the services for which they
had been founded—to allow persons to share the risks of death. In 1870
they had in force nearly 750,000 policies and more than $2,000,000,000
of insurance,* and this accomplishment gave credence to the assertion
that the institution of life insurance had become an integral part of the
1 The New York Law of 1859 which required a deposit of $100,000 with the state made
the establishment of mutuals practically impossible.
2 Figures are for sixty-eight companies. See Frederick L. Hoffman, “Fifty Years of Ameri-

can Life Insurance,” Quarterly Publications of the American Statistical Association, XII
(1911), 717,
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American scene and would in the future keep pace with the entire
economy.

The role which The Mutual Life had played in these developments
was a leading one, especially in actuarial science, the sclection of risks,
company management, marketing, and services rendered. But in the
next thirty-six years, although the Company retained for the most part
its position of primacy from the point of view of size, it tended to be a
follower rather than an initiator of current practices. This fact should,
however, redound to its credit rather than to its discredit, for many of the
new developments in life insurance were not of a substantially construc-
tive character.

As was pointed out in Chapter I, life insurance history between the
years 1870 and 1906 was characterized by (1) severe competition, (2)
managerial control, (3) increasing state supervision, climaxed by the
Armstrong Investigation of 19go5, and (1) the great growth of the amount
of insurance in force. Each one of these phases of the evolution of life
insurance and the part played therein by The Mutual Life will be dis-
cussed in the following chapters, but before that detailed account has
been attempted it may be well briefly to scan the highlights of the period.

Competition in the life insurance business was not new in 1870, but
in the years after that date it increased in degree—and quantitative
changes frequently result in qualitative changes. The increase in com-
petition came about from the speed with which Henry B. Hyde, who
had founded The Equitable in 1859, pushed his company forward and
from the fact that Hyde’s prototype, William H. Beers, upon assuming
the active management of the New York Life in 1868, strove to rehabil-
itate an institution which had suffered from poor management and the
influence of Pliny Freeman.* Both Hyde and Beers were almost ab-
normally energetic and scored resounding successes. To meet their
competition, The Mutual Life began in 1866 to pay dividends annually,
in the belief that the other companies would not be able to follow suit
—a belief which proved to be well founded. Yet Hyde was not disheart-
ened, and, while searching for a solution to his problem, stumbled upon
the tontine principle, which he decided to revive.

The original tontine scheme used by the French state provided for

3 James M. Hudnut, Semi-Centennial History of the New York Life Insurance Company,
1845-1895 (New York, 1895), p. 232.

¢ Ibid., p. 40. Freeman was charged with buying at a discount the scrip issued by the
company for dividends and getting it redeemed at its face value. He held the office of
actuary in the New York Life from 1845 to 1864, but he knew little of the actuarial science.
See Burton J. Hendrick, The Story of Life Insurance (New York, 1907), p. 126 and footnote.
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the sale of interest bearing bonds or annuities upon the understanding
that in the case of the death of any of the owners of these annuities the
principal should be surrendered to the state, while the interest should
be continued to the surviving annuitants on a pro rata scale. Hyde
adopted a variation on this theme. In 1868, and more successfully in
1871, he offered to the public insurance policies, the dividends on which
were to be paid only to survivors after periods of five, ten, fifteen, or
twenty years. Thus, survivors were apparently to receive enormous div-
idends; those who died before the fixed number of years had elapsed
werc to receive no return of overpayments; and in the meantime Hyde
was to have the use of a large amount of capital. The fund thus amassed
was not hamstrung by contractual obligations to pay any dividends what-
soever and was augmented by a refusal to give a cash surrender value
on these policies—a fact of vital importance when it is realized that
about ro percent of the tontine policies issued by The Equitable were
forfeited.®

The success which attended Hyde’s tontine project put such a strong
temptation in the way of other life insurance companies that the major-
ity of them could not resist it. The New York Life made tontines avail-
able to its clients in 1871, and, although The Mutual Life at first fought
the idea bitterly, the Company gave way to it between 1870 and 1873.
President Winston was, however, opposed to such “an aberration of
life insurance,” preferring to do battle with rebates and low premiums,
as we shall see in more detail later. But President McCurdy believed
that semi-tontines, or, as they were called by The Mutual Life, deferred
dividend policies, would increase the size of the Company, and he made
them part of The Mutual’s wares from 1885 to his resignation in 19o6.
In fact, all but three of the more important companies—the Mutual
Benefit of New Jersey, the Connecticut Mutual, and the Provident Life
and Trust—yielded to tontine temptation.

Competition among the life insurance companies brought strong
leaders to the fore. Perhaps it is not unfair to say that the “managerial
revolution” *—the control of business by paid executives rather than by
owners or investors—appeared on a large scale in life insurance only
very shortly after it had become apparent in banking. Hyde was the
dictator of The Equitable; Beers made of the New York Life a one-man
concern; and Richard A. McCurdy dominated the affairs of The Mutual
Life. They received large salaries, indulged in a certain number of

6 Hendrick, op. cit., p. 148.
6 See James Burnham, The Managerial Revolution (New York, 1g41).
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extravagances, and did not do all that might have been done to reduce
the cost of insurance. They were the counterparts in life insurance of
John D. Rockefeller in the petroleum industry, Jay Gould in railroads,
J. Pierpont Morgan in banking, Jim Fisk in finance, and Armour in
meat packing. Such men, although at times employing business ethics
which would not be condoned today, must be credited with the organiza-
tion of great and useful enterprises.

In spite of the introduction of deferred dividend policies, large ex-
penditures, and the control of large companies by domineering men, life
insurance registered certain distinct gains between 1870 and 1906. Re-
serve requirements were raised and in general kept at a high level. In-
surance contracts were liberalized for the benefit of the insured, espe-
cially by the adoption of the incontestable clause, and by dropping extra
premiums for most regional, climatic, and many occupational risks.
Premium rates were lowered. Insurance was made available to the poorer
classes under the name of “industrial insurance,” which was a step for-
ward, even though costs were high. Cash surrender values were made
part of insurance contracts; granting policy loans became a not uncom-
mon practice; state insurance departments increased their vigil over the
operation of life insurance companies; and insurance funds were em-
ployed to help finance America’s economic expansion.

From time to time life insurance companies were the object of attack,
usually by discontented cliques within a company’s management. Such
attacks led to the introduction of assessment insurance projects, which
aimed to lower costs, and to state investigations. The most penetrating
of the legislative searchings into life insurance was conducted by the
Armstrong Committee in New York State in 19op. Its findings resulted
in such a drastic reformation of life insurance that the ethics of this
industry became and have remained to the present time as high, if not
higher, than that of any other.

LIFE INSURANCE AND ITS ECONOMIC SETTING, 1870-1906

Whatever criticisms may have been leveled at the managements of life
insurance companies during the period now under consideration, one
dominant fact remains—life insurance attained new heights of impor-
tance and social usefulness between 1870 and 1906. In this growth The
Mutual Life played a large part. As can be seen in the accompanying
chart, the aggregate amount of insurance in force for all reporting com-
panies increased by 577 percent between 1870 and 19o6; that of The
Mutual Life increased by 527 percent; the amount of insurance per
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GROWTH OF ORDINARY LIFE INSURANCE, 1870-1906
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capita rose from $55.11 to $160.61; and total admitted assets, by 958 per-
cent.

As in the period from 1843 to 1870, 50, too, in the period from 1870
to 1906 the long-term trend in life insurance was upward, although in
these latter years the rate of growth was not so rapid as it had been in
the former and fluctuations in the industry, as measured by new business
in force, were more marked than they had been previously. The basic
factors in this expansion of life insurance, as was suggested in an carlier
chapter, have been the general growth of the economy, the increase in
population, greater economic interdependence of individuals, the de-
velopment of economic relationship of a monetary nature, and the trend
toward urbanization, with everything which that entails in making the
care of dependents more difficult.

To give any complete picture of the growth of American economy
between the years 1870 and 1906 would exceed the scope of this work, yet
in order to understand the history of life insurance it is necessary to have
some conception of American economic development. Statistical meas-
ures of that development indicate a great long-term increase in the
productive capacity of the United States between the late sixties and
about 1907. Because of foundations laid in this period newer industries,
like the manufacture of automobiles, radios, and airplanes, were able
to grow very rapidly in later years.

In the case of agriculture it should be pointed out that during the
years between the Civil War and about 18qgo almost all the easily arable
land between the Mississippi River and the Rockies was taken up. To
be sure, before the former date cattlemen and cotton planters had forged
their way into the great Southwest, the Mormons had sought religious
freedom by migrating to Utah, and the gold rushes had strewn people
along the paths to California, but the real scttlement of the Trans-
Mississippian territory came after 1862. The Homestead Act of that year
allowed citizens to obtain 160 acres of land upon the payment of nominal
fees and upon five years’ residence on the holding, while the land grants
to railroads led to advertising the virtues of the West and to the sale of
lands to Easterners and to immigrants.’

Many of those who went West became heavily indebted, for the cost
of transportation and of stocking and equipping a farm was large. Dur-
ing and immediately following the Civil War debts were contracted when

7 F. L. Paxson, History of the American Frontier (Boston, 1924); W. P. Webh, The Great

Plains (Boston, 1931): and B. H. Hibbard, A History of the Public Land Policies (New Yok,
1924).
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prices were very high. Then when prices fell because of the dear-money
policy of the government, which reached a climax with the demonetiza-
tion of silver in 1873, and when in the seventies agricultural goods were
overproduced, the settlers of the West found the payment of their obliga-
tions almost impossible. To get out of their difficulties they agitated for
cheap money; they fought the railways in an cffort to reduce transporta-
tion rates, and they also bought large quantities of agricultural machinery
in an attempt to reduce costs of production. With the coming of high
prices in the nineties, the predicament in which farmers had found them-
sclves was largely removed, and much of their special pleading ceased.
But before that time was reached, as well as after it, the opening of the
West had offered many opportunities to life insurance companies. The
uncertainties of the future made the security of life insurance attractive,
while the building of the Western railroads, the growth of agricultural
implement companies, and the financing of the farms themselves pro-
vided many outlets for the investment of insurance funds.

Perhaps even more phenomenal than the settling of the West was the
development of mechanized industry upon a large scale during the forty
years after the close of the Civil War. In fact, one of the most remarkable
aspects of the history of the last one hundred and fifty years has been
the coming together of certain forces for the first time in man'’s recorded
past to create the so-called industrial revolution. No country in the world
possessed all the prerequisites for an industrial revolution—a demand for
goods, capital, and capitalist spirit, techniques of production, raw ma-
terials, an available labor supply, and transportation facilities—in the
same measure as the United States in the fifty years prior to 1914. Nor
at the turn of the century did any country have as great an industrial
production as America. In 19oo the value of goods manufactured in the
United States was twice as large as that of those turned out in England
and half as large as that of all those produced in Continental Europe.
Most of the important American industries—milling, textiles, lumber,
meat packing, and lcather—were based upon the products of the farim
or forest, but giant enterprises were taking shape in metallurgy, mining,
machinery, petroleumn, and power. The years from 1865 to 1906 wit-
nessed the formation of the Carnegie steel trust, the development of
Standard QOil, the founding of the electrical industry, the coking of
coal on a large scale, the production of large quantities of copper, lead,
zinc, and aluminum, the refrigeration of meat, grinding grain with stecl
rollers, making of shoes by mechanical sewing, the speeding up of spin-
ning machines and looms, and countless other changes. From 1850 to
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19oo the value of agricultural products tripled, while that of manufac-
tured goods increased eleven times; and in 18go the output of factories
and mines far exceeded the value of farm and forest produce.

The great expansion of both agricultural and industrial production
provided a material basis for a substantial increase in the population.
With the possibility of making a living, large families were the rule,
and immigration was encouraged.

TABLE 22
POPULATION OF THE UNITED STATES

Percentage of

Percentage of Foreign Born
Increase over Increase over
Year Number Preceding Census Preceding Census
1870 38,558,371 22.6 345
1880 50,155,783 $0.1 20.0
1890 62,947,714 25.5 $8.5
1900 75:994:575 207 ns
1910 91,972,266 21.0 807

With more people in the United States, there were more applicants for
life insurance, and with a high birth rate there was a large proportion
of younger risks seeking insurance. Furthermore, the greatest population
increases were registered in the cities, and urban dwellers proved to have
more need for life insurance than did the inhabitants of rural areas.
The trend of the population toward urban centers, the growth of
industry, and the settling of the West were accompanied by a remarkable
division of labor—the performing of specialized tasks. The farmer tended
to concentrate on one crop rather than upon diversification; factory
workers made parts of finished products or assembled those parts; and
the individual everywhere found to an increasing degree that he had to
supply his wants from the market place. In order to do this he had to
obtain money either by the sale of his labor or by the sale of goods. The
exchange of goods by the medium of money became the order of the
day. How important this development of a money economy was is wit-
nessed by a variety of quantitative data. Banks increased in number,
in size of deposits, and in lending activity.® A greater percentage of the
population became employed in trade, services, and transportation. The
proportion of realized private income obtained by persons in distribu-
tion grew tremendously. Finally the exchange of goods was made pos-
sible by, and in turn gave impetus to, railroads, steam shipping, the
telegraph, the telephone, the automobile, and the airplane—all of which

8 See U.S. Comptroller of the Currency, Annual Reports.
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offered new means for employment. The industrial revolution was,
indeed, accompanied by a profound and far-reaching social and com-
mercial revolution. By 1940 the average consumer spent about $571°
per year—a sum which went almost entirely for things which he did not
produce or process to the point of use.

In this economic order, which was quantitatively very new, money or
easily negotiable wealth became a sine qua non to living. To obtain
sustenance during nonproductive old age or to provide in case of death
for one’s dependents required the saving of large amounts of money.
For many this proved to be impossible, for cither their incomes were
too low to permit saving, or the standard of living to which their de-
pendents had become accustomed was so high that adequate sums could
not be set aside to maintain it, or all avallable capital was needed in
their business enterprises.’® Hence rich and poor alike looked to life
insurance as a boon. Here was an institution which would provide ready
money for dependents in case of carly death or which would promote
savings in case of a long life.

ILIFE INSURANCE AND THE BUSINFSS CYCLE

Although the long-term trend of all the statistical data which have thus
far been presented was markedly upward, it should not be thought that
business in general and life insurance in particular did not experience
temporary setbacks or sudden forward bursts. The business cycle had
been experienced in the Umted States before the Civil War, as we have
seen in an earlier chapter, but it took on a new aspect with the more
complete industrialization of the country, with the greater develop-
ment of a money economy, and with increasing economic interdepend-
ence.

Inasmuch as the business cycle has been an important phase of modern
economy, it may be well to mention briefly some of its main character-
istics. If the cycle be broken into at the beginning of an expansion, it will
be seen that there is an augmentation in the physical volume of produc-
tion, fuller employment, an increase in wage rates, larger profits, and
greater consumption. These conditions usually, but not always, tend to
push prices up; businessmen become optimistic, investment is encour-
aged, and plants are expanded. As these various factors expose them-

9 Mutual Life Reseaich Division. Based on Department of Commerce data.

10 According to an cstimate of savings made by the Birookings Institution, nearly $18

billions was saved in 1929. Two-thirds of the family savings were cffected by those with in-

comes of $10,000 or more. See also Simon Kusnets, National Income and Capital Formation,
1919-1935 (New York, 1937).
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selves more and more intensely, interacting upon each other, business
reaches a point in the upward spiral where it has as much to do as it
can handle profitably. Costs of production per unit increase, manage-
ment has a tendency to become less efficient, and prices or the demand
for goods reach a limit heyond which they cannot be pushed. Expansion
of plant ceases, and makers of producers’ goods especially begin to close
their shops. Purchasing power decreases, unemployment sets in, wages
decline, and banks begin to withdraw or withhold credits. A recession
then gets under way which may turn into a period of contraction or
depression as optimism turns to pessimism, prices fall, production de-
clines, profits are reduced, bank loans shrink, and unemployment in-
creases. When this phasc in the cycle is entered, less money is needed for
the conduct of business and interest rates fall. Moreover, management
becomes more efficient, and prices are so low that persons who have
purchasing power can start to improve their standard of living. Retailers
have to begin to replenish their stocks and manufacturers to renew their
equipment. Bankruptcies grow fewer, prices arc stabilized or show a
slight tendency to go up, and confidence commences to return. A revival
is thus inaugurated which may develop into a period of expansion.

Although modern business cycles follow roughly this pattern, each
individual cycle is somewhat different from every other, for myriads of
factors arc at work conditioning the course of our economy. In the period
from 1870 to 1906 there was a tremendous extension of bank credit,
which tended to aggravate the cyclical movement. The development of
industry and means ol transportation, as well as the scttling of the West,
offered irresistible opportunities for overexpansion, while ultimately
the productive capacity of large-scale, mechanized industry made possible
a fluctuating output with no great extension of plant. Furthermore, the
many new inventions of the period had a tendency to give a “lift” to busi-
ness and the Civil War to delay the satisfaction of many wants. Finally
the business cycle operated from 1864 to 1897 against a long-term fall
in prices, which was a depressive factor, and from 1897 to 1920, against
a secular price rise, which was a buoyant force.

Immediately after the Civil War, between the years 1865 and 1864,
business experienced a recession, but from 1868 to 1870 it enjoyed a
revival, and in the next two years, a boom. In 1874 a panic hit the
country—a panic which was given a dramatic impetus by the failure
of Jay Cooke and Co. A deflationary price movement brought prices in
1879 back to their prewar level, and this fall in prices, accompanied by
the resumption of specie payment in 1879, helped to depress business to
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such an extent that 20 percent of the railway investment was sold under
foreclosure between 1876 and 1880. The indebted South and West suf-
fered extensively, and many industries, especially steel and coal, were
forced drastically to curtail production.

Thus, business wallowed in despondency until about 1878, when a
recovery began to be noticeable. Poor European crops in 1879 and 1880
gave American agriculture an outlet for its products and attracted gold,
which facilitated specie payments. Manufacturing increased, railroad
construction revived, and prices tended upward to 1882. The spring of
1884 witnessed a sharp financial panic, but because the basic economic
factors in this situation were not so unfavorable as they had been after
1873, the depression was short-lived. In 1885 there was a revival, which
by 1887 had reached the prosperity stage and which, except for a brief
reaction following the Baring crisis in 18go, lasted until 1893.

In the first half of 1893 the stock market collapsed; runs on Southern
and Western banks began; and these institutions in turn started to with-
draw funds from New York. Bank loans were contracted, and business
activity declined. The total number of commercial failures was three
times greater than that of 1873, but the total liabilities involved was only
one-half greater. As after the panics of 1847 and 1873, so after that of
1893 recovery was slow, in part because of the stringency of money,
low prices, especially of grains, and overexpansion of railroads and in-
dustry. In 1896 interest rates reached the lowest level which the nation
had thus far experienced. .

With the defeat of Bryan in 1896 and the fear of cheap money dis-
pelled, business began to revive in 1897 and continued its upward trend
to 1920, with only minor setbacks marked by the years 1903, 1907, and
1914. An increase in gold production, beginning about 1893, helped to
save mankind for being “crucified on a cross of gold” and initiated a
secular upward trend in prices. A better market for agricultural goods
rescued indebted farmers, transportation costs went up more slowly
than prices, and the export trade increased more rapidly than that of
imports. In 19og the feverish formation of trusts led to the failure of a
few combinations, although general business activity declined only
slightly. Finally, in 1907, financial stringency again hit the economic sys-
tem, but again the depression factors had a short run.

Some connection between the curve of the business cycle and life
insurance can be observed in the statistical tables. In the boom which
preceded 1870 many new companies were founded—in fact, the number
doing business in New York State increased from 17 in 1860 to 71 in
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1870, while many companies passed out of existence in the depression
following 1870—the number remaining in 1879 being 32. There was a
rapid increase in life insurance companies in 1879; then a level was
reached which was fairly maintained until 1886, and thenceforth a
fairly steady augmentation was registered, the most notable increases
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being in 1899. 1903, 1905, and 1906. The amount of life insurance in
force followed a similar curve. A marked decrease began in 1873 and
attained the bottom of the trough in 1879. Then an increase took place
at uneven pace until 1896, when the rise became rapid. New insurance
issued had a much closer correlation to the business cycle, however,
than did these other series. The decline began in 1870 and continued
until 1878. Then a rise took place to 1894, a fall to 1896, an upward
trend to 1904, and a downward tendency to 19o7. Yet the life insurance
statistical series which show the closest correlation to the business cycle
are those for surrenders and lapses, as can be scen in Tables 52 and 53, of
the Appendix and in Chart VIII, page 137.

Data showing the activity of "The Mutual Life coincides with the busi-
ness cycle much less well than the data for all life insurance companies.
The Mutual’s insurance in force dropped slightly in 1871, but then rose
until 1873, fell in 1878, and then climbed steadily to 19o5. New business
was low in 1870, increased to 1873, fell far down by 1877, went up slowly
to 1883, was low again in 1884, rose rapidly to 1893, was low but stable
from 1896 to 18¢8, went up to 190, and again back down to 1go?%. Sur-
renders in The Mutual Life, as in all companies, show the best correla-
tion with the general cyclical trend.

This analysis indicates that for the most part life insurance is not so
susceptible to the short-term vagaries ol business as are most branches
of the economy. Such sluggish reaction of life insurance to the business
cycle is to be explained by the long-term nature of most of the contracts
made in the industry. Furthermore, the experience of one company tends
to deviate more widely from any cyclical curve than that of the whole
industry because of special circumstances usually pertaining to man-
agerial policy. On the other hand, life insurance does react very strongly
to long-term trends, as we have seen in outlining the growth of the in-
dustry from 1870 to 190o6. Insurance grew with the population and the
general economy. Perhaps the only rctarding long-term influence was
the yield on investments—a yield that for about twenty-five companies
fell from 6.81 percent of mean ledger assets in 1875 to 4.57 percent in
1905. Just how life insurance, as reflected in the history of The Mutual,
was conditioned by these long-term trends is the subject of the next four
chapters.




VIII. The Coming of
Deferred Dividend Policies

OMPETITION OF THE SEVEREST KIND was, as we have seen, one of

the main characteristics of life insurance history between the

years 1870 and 19o6. So strong was it, in fact, that it influenced
all aspects of the business—selling, investments, management, and the
kinds of contracts offered to prospective policyholders. In this last respect
rivalry led to the introduction of the deferred dividend policy—a con-
tract which was also known as the semi-tontine and in slightly altered
form by a varicty of other names. The distinctive feature of the deferred
dividend contract was that dividends were paid only at the end of specified
periods and to those policyholders whose policies were still in force. If
the insured died prior to the end of a dividend period, his beneficiary
received the face amount of the policy, but no share of the surplus. This
arrangement naturally results in larger dividends to those who survive.
This, it was argued, is only just, for those who live long ought to enjoy
a greater share of the excess earnings than those who die early and whose
beneficiaries profit largely from a financial standpoint.

The deferred dividend plan was applied to all the principal forms of
insurance contracts and proved exceptionally popular in the thirty-five
vears after 1870. Within three years after deferred dividend policies were
made available by The Mutual Life only one-half of one percent of the
Company's new business was written on an annual dividend basis.* This
was largely owing to the fact that deferred dividend business was en-
couraged by the payment of higher agents’ commissions. Throughout
the period now under consideration all but three American companies
included deferred dividend contracts in their stock in trade.

The deferred dividend system, when properly understood by the
policyholder, was perfectly sound and had obviously attractive features.
In operation, however, it becamme subject to two serious abuses. The un-
distributed surplus was not a legal liability and was not so treated by
the companies in their financial statements. This lack of responsibility

1 Minutes of the Board of Tiustees, April 25, 1888,
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for an accounting of surplus funds held for future distribution led eventu-
ally to extravagance in the conduct of the business which increased the
cost of insurance for all. Moreover, the practice grew up of making “esti-
mates” and issuing “illustrations” of the expected results. Unfortunately,
owing to changes in conditions and increased liberalities in the contracts,
as well as to extravagance, these “illustrations” proved, as a rule, to be
greatly overstated and led to serious dissatisfaction and to criticism of
the whole deferred dividend system. In New York the deferred dividend
system was prohibited by legislation enacted subsequent to the Arm-
strong Investigation.

Some of the problems connected with deferred dividend policies had
already been encountered by The Mutual Life and certain other com-
panies prior to 1870, for they had paid dividends at the end of every
three or five years and at first had not paid post mortem dividends, that
is, dividends on policies which had become claims prior to the end of
the distribution period.? When in 1866 The Mutual Life decided upon
the payment of annual dividends as a competitive measure against com-
panies which took promissory notes as partial payment of premiums,
the earlier system, with all that accompanied it, went temporarily out
of existence. It was not, however, easy for other and younger companies,
with their relatively higher expenses and smallcr surplus funds, to adopt
the annual dividend plan. It was this situation which led The Equitable,
in 1868, to devise the “Tontine” plan out of which the deferred dividend
plan developed.* Under the tontine plan not only were dividends to
be paid solely at the end of specified periods to surviving policyholders
but also no cash or other surrender value was allowed in case of lapse.

The reception of the tontine policy by life insurance authorities varied
widely. Sheppard Homans, who was retained by the New York Life after
he left The Mutual, heartily endorsed the plan by stating that

The benefits you [the New York Life] propose to extend to those sclecting
this class of policy are more varied in their character and advantages than
are afforded by any plan of insurance now in use by any company within
my knowledge, and are such as cannot fail to render the Tontine Invest-
ment Policy a safe, popular, and highly remunerative form of insurance.*

Elizur Wright, on the other hand, clearly saw that the tontine system
was, in effect, the antithesis of the basic principle of insurance and
damned tontines as “life insurance cannibalism.”

2 Sec above, pp. 6g-70.
3 William Alexander, Seventy-Five Years of Progress and Public Service; a Brief Record of

the Equitable Life Assurance Society of the United States (New York, 1934), p. 11.
4 Hudnut, History of the New York Life, pp. 158-159n.
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Its sole and only function is [he maintained], to make the richer part of the
company richer by making the poorer part poorer. It is as if a temperance
society should endeavor to promote its cause by establishing a liquor saloon
under its lectureroom, or a church should support its minister by a lottery.

With these latter views President Winston of The Mutual Life was
inclined to agree, and yet he was sorely tempted. In 1868 new business
issued by The Mutual fell off, and in 1869 The Equitable surpassed
The Mutual in new insurance written, taking first place among all com-
panies of the country. Morcover, in 1868 Jay Cooke had founded the
National Life Insurance Company of the United States and had adopted
very low premiums; by 1870 Winston was having trouble with his actuary
Sheppard Homans, and investigations of various kinds were endlessly
badgering him. Under such circumstances, but without conviction, Win-
ston decided in 1870 to sell tontine policies.®

Winston’s heart was, however, never in the tontine scheme. Only 382
such policies were sold by The Mutual Life, and they were dropped in
1872. The Annual Report issued at the close of that year explained the
reasons for this action in the following words: ¢

No effort was made, however, by the Company, to press this form of policy
before the public, since the executive officers were never entirely satisfied
of the wisdom and equity of the plan; and the whole amount assured in it
upon tontine policics was comparatively small. But several cases of great
hardship were soon forced upon the notice of the Company. The plan made
it obligatory upon us to forfeit every such policy absolutely und finally, if
the premium were not paid upon a certain day, and left us no discretion to
consider a claim for a surrender value. This experience satisfied the trustees
that the plan, in its naturc, is wholly outside of the proper range of legiti-
mate life insurance; being little else than a contract by which the Company
binds itsclf to execute an unequal wager, securing the stakes to the winner.
In such a wager as this, the most needy, whom life assurance is especially
designed to protect, are pretty sure to prove the losers. Besides, the large
accumulations which tontine insurance gathers in the hands of a company,
at the expense of those who die, or are unable to maintain their policies,
during the tontine period, offers a strong temptation to wasteful expendi-
ture, which, if indulged, must sooncr or later bring disappointment even to
the survivors of those who play at tontine hazard.

For these reasons, the trustecs of the company have decided to discontinue
the issuc of tontine policies.

THE MUTUAL LIFE'S REDUCTION OF PREMIUMS

The decision to discontinue the issuing of tontine policies seemed to
deprive The Mutual Life of a formidable competitive weapon; but the

% Sce Appendix, p. $58. 6 Thirtieth Annual Report (1872), pp. 24-25.
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Company had another arrow in its quiver. At the very meeting of the
Board when action was taken against tontines, the trustees voted to re-
duce premiums.” The reception which the anouncement of this move
received was decidedly hostile. Old policyholders claimed that they were
being discriminated against, although provision had been made for pay-
ing them correspondingly higher dividends, and the officials of compet-
ing companies banded together to oppose this “attack on the institution
of life insurance.” In fact, twenty-two companies united to combat the
move, because only two were in a position to compete with such low
rates.® They elicited from Elizur Wright, Sheppard Homans, and David
Parks Fackler the opinion that the proposed reduction was “a virtual
abandonment of those cardinal principles of sccurity and equity upon
which the claims of The Mutual Life Insurance Company to the con-
fidence of its policyholders and of the Community have rested,” and
they requested President Winston and the Board to rcconsider its action.
Their entreaties and perhaps also their arguments were effective, and
The Mutual Life decided to postpone indefinitely the execution of its
reduced premium plan.

This action appeared to disarm the Company at a time when instru-
ments of war were becoming more imperative. For a while President
Winston and the Board of Trustees seemed willing to surrender their
aggressive program and to adopt a defensive attitude. In fact, the presi-
dent proposed that the Company limit its size to 100,000 members. He
argued that, although it would take several years to attain this maximum,
the annual decrement in membership would provide ample room for
new policyholders, that 100,000 members “will be as large and as ex-
tensive a trust as can be well managed by the exccutive officers and
trustees of any one corporate institution, and probably as large as state
authority and public policy will permit it to hold,” that a definite limit
would make the work of agents easier and improve the selection of risks,
and that a limit on growth might better be established voluntarily “in-
stead of incurring the hazard of having it rudely done by acts of the
Legislature or the courts of law.” ? Strangely enough this discourse on
optimum size, especially that part of it which aimed to allay criticism
of the Company’s power, seemed to impress the trustees. A special com-
mittee of the Board reported that if the president’s proposal were adopted

7 Minutes of the Board of Trustees, November 20, 1872. Existing policyholders were given
the option of leaving their policies undisturbed or of taking out new policies at the new
rates, if they met the requirements of a new medical examination.

8 Hudnut, Semi-Centennial History of the New York Life Insurance Company, p. 160.

® Minutes of the Board of Trustees, Dec. 13, 1873.
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“we should no longer hear the alarming cry that within a generation
this great corporation will hold New York City under mortgage, and
that within a century it will own Albany, and the City Hall.” * Further-
more, the committee believed that 100,000 members would be sufficient
to allow the Company to obtain all the advantages to be derived from
sheer size—the working of laws of average and low overhead costs. Such
arguments carried the day, and the proposed limitation was adopted
January g, 18%4.

The defensive frame of mind of the management indicated by such
a limitation on the Company’s size was, however, only temporary. The
years of depression and severe compcetition not only precluded the pos-
sibility of excessive growth but also greatly reduced the amount of new
business which was being written. Consequently, a more aggressive pro-
gram was looked for, and ways of selling more insurance were keenly
sought. Among the more persistent plans for attaining the desired end
was the scheme for reducing premiums. Professor Bartlett, the actuary,
indicated from time to time that the reduction proposed in 1872 would
have been feasible, while President Winston’s antipathy for tontine
policies prevented, in the meantime, the adoption of the tontine, semi-
tontine, or deferred dividend systems.

Thus it was that in 1878 the Company turned definitely toward lower
rates. In September of that year a rebate of 30 percent of the first two
premiums on whole life policies and of 15 percent of the first two pre-
miums on other policies was allowed to new insurants.> At once a hue
and cry was raised by old Mutual Life policyholders against this move.
Protest committces were formed in New York and other cities, and com-
plaints rained upon the Company. It was contended that these rebates
worked an injustice upon existing policyholders, that the first two pre-
miums were reduced below the actual cost of insurance, and that the
agent’s remuneration was greatly reduced. So loud was the clamor against
the rebate plan that the Board of Trustees had to take cognizance of
it. Although the rebates had contributed, as it was hoped that they
would, to a marked increase in new business, the Company deemed the
criticism of them so well founded that a decision was reached early in
1879 to abolish them. Yet lower premiums scemed to be so advantageous
that the Board decided to substitute for the rebates a modification of
its 1872 plan—a general reduction of premiums amounting to 15 percent

10 Ibid., Jan. 9, 1874.

11 Ibid., Jan. 19, 1876, Nov. 21, 1877.

121bid., Feb. 19, 1879. See, Brief Summary of the Arguments of the Committee of The
Mutual Life Insurance Company against the Rebate Plan (1879).
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on whole life policies and to a “proportionate amount” on all other con-
tracts.’® In the actual application of this scheme, premiums on endow-
ments and children’s endowments were not reduced, because they had
proved to be low, but the rates on all other insurance contracts were cut
substantially.’* Furthermore, an option was given to existing policy-
holders to accept the new rates or to have the difference between the old
and new rates added to dividends.

THE ADOPTION OF DEFERRED DIVIDEND POLICIFS

By this reduction of premium rates The Mutual Life hoped to improve
its competitive position, but its hopes were only partially realized. Al-
though the new rates proved to be safe,’® they were criticized as being
too low, and they failed to bring in new business on the scale desired.
President Winston was loath to take the action which scemed to be neces-
sary to meet competition, that is, to issue tontine or scmi-tontine policies,
and he watched The Equitable and the New York Life creep ahead of
The Mutual Life. To him this was not a pleasing sight, and to others in
the Company it was sheer anathema. From agents and from Vice Presi-
dent Richard A. McCurdy pleas arose for the adoption of deferred divi-
dend policies and for more aggressive action.

13 Ibid. and Minutes of the Insurance Committee, Feb. 21, 1879.

1+ Rates on annuities were unchanged. These rates were inacased in 1878 although the
age limit at which annuities would be offcred was raised from 73 to go, because the annuity
account had shown a loss. The unfavorable experience with annuities had resulted not only
from cheap rates but also from an adveise sclection and from such a small number of an-
nuitants that the laws of average did not operate. Sce Minutes of the Insurance Commiltee,
May 17, 1878. In 1886 the rates on annuitics were raiscd again. Minutes of the Inswrance
Committee, July 27, 1886. They were reduced in 1888. Minutes of the Insurance Commutlee,
May 22, 1888. In collaboration with The Equitable and the New York Life, ‘The Mutual
Life increased annuity rates in 1892. Minutes of the Insurance Committee, Apr. 23, 1892.
Each schedule was based on the Carlisle Mortality Table and 4 percent intciest, except the
last. The McClintock Table had 5 percent loadings and 4 percent interest.

15 About this the Minutes of the Board for Oct. 20, 1880, contained the following: “1. It
appears, then, that on the general run of all kinds of Insurance, the habit of the Company
was to overcharge under its old rates, thirty-four and a quarter per cent on all cash premium
receipts: That is to say that for every one hundred dollars ($100) of premiums required to
pay death claims, furnish an ample reserve, defray the expenses of business including com-
missions, salaries, fees, taxes, rents and office necessities, the Company under its old rates
made an overcharge of $34.25 which had to be returned to the insured ecither in cash or
its equivalent in additional insurance. 2. That under the old rates the overcharge was
nearly $60 on every $100 on ordinary life Policies. 3. That under old rates the overcharge
for 10 year life Policies was $31. 4. That under the old rates the overcharge for 10 year
Endowments was $24. 5. That under our reduced rates, the overcharge would have been
$35 for ordinary life policies. 6. That under the new rates for 10 ycar life it would have
been $19. 7. That under the new rates for 10 ycar Endowments it would have been $16.
8. And finally that our reduced rates exceed by ncarly $8 in every $100 the non-participating
rates (which have been in operation for years) of other companics, and therefore judged by
this standard, reduced rates are safe beyond question.” The reduction of premium was
declared by the Legislature to be within the bounds of the Company’s Charter,
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To the pressure thus generated President Winston and several of the
trustees yielded with reluctance in 1884.'® The Company prepared and
offered to the public in September, 1885, a deferred dividend policy
sometimes called a “distribution policy.” This new contract was, as has

FIVE-YEAR DISTRIBUTION POLICY, 1885

already been stated, a modification of the tontine scheme. The insured
was to receive no dividends until a stipulated number of years had
elapsed—a period which was at first five years, but which was soon ex-
tended to ten, fifteen, or twenty years—and then the surplus earned on
all the policies was to be distributed among the survivors. Also, as in the
case of tontines, the accumulated surplus on these policies was not con-
sidered as a legal liability, although The Mutual Life, unlike its largest
rivals, set aside every year sums earmarked for distribution at the end of
the deferred period, but was treated as surplus in the annual statements.
Unlike the tontine policies, the deferred dividend policies had a provision
for surrender values either in paid-up insurance after the third annual
premium had been paid, as required by law, or in cash at the end of
dividend periods. Cash values were, in fact, allowed after three years,
although not guaranteed in the contract. This was the main distinction
between deferred dividend, or semi-tontine, policies and the “straight”
tontines. Premiums on these new contracts were higher than the rates
established in 1879, because of the ‘“greater liberality of this form of
policy.” The deferred dividend principle was applied to all types of
contracts—whole life, endowments, and limited payment life.

During the interval between the preparation of the new policies and
the actual sale of them to the public, President Winston died (1885) and
was succeeded in the chief office of the Company by the vice president,
Richard A. McCurdy. McCurdy was a “‘go-getter” in every sense of the

18 Minutes of the Insurance Committee, June 18, 1884; Minutes of the Board of Trustees,

July 16, 1884; and Testimony Taken before the Joint Committee of the Senate and Assembly
of the State of New York (Albany, 19g0o6), p. 1836.
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word and immediately served notice on all and sundry that The Mutual
Life was going to strain every muscle to regain its position of primacy
in the insurance world. Of a like mind was the president’s chief assistant
and kindred spirit, Robert A. Granniss—a man who had had insurance
experience with the New York Life, the Widows and Orphans Benefit
Life, and with the Metropolitan. These men made a strong and fiery
pair, and in their hands they held an effective weapon—the new deferred
dividend policies—and they intended to use it as extensively as possible.

McCurdy had an almost blind worship of size, and to this fetish he
brought an emotional zeal. He argued that The Mutual Life had been
converted by the past administration “into a loan and trust institution
with a life insurance branch, instead of remaining a life insurance com-
pany” and that the Company should be restored to a “life insurance com-
pany with its loan and trust department as part of its management.” 7
He maintained that a grievous error had been committed in allowing
what he called the “dispersion of funds” by lower premiums, cash sur-
render values, and cash dividends, for efforts to reduce the cost of in-
surance had resulted in diminishing the surplus, in the loss of the best
salesmen, and in a decline of business. He insisted (1) upon a return to
the “accumulative principle,” so that the miraculous force of compound
interest would operate, (2) upon a large amount of new business, espe-
cially upon young lives, in order that the mortality rate among the
insured would be reduced, and (3) upon The Mutual Life’s becoming
again America’s largest insurance institution.*

To attain the goals thus set; McCurdy was to extend the territory
covered by the Company throughout the United States, to Europe, to
Africa, and to Australia, Cuba, and Mexico; he was to instill new energy
into the sales force and increase commissions; and he was to pursue an
ambitious investment program. But in his race for size and for the
accumulation of large sums the president was to find the deferred div-
idend policies of the greatest value. From the moment of their introduc-
tion the new business written by The Mutual Life rose rapidly, aided
by an upward swing of the business cycle. From 1885 to 1888 new in-
surance more than doubled, and from the latter date to 1go4 it more than
doubled again. By 1889 the Company had surpassed the New York Life
in new business, and in 1893 it also passed The Equitable. As we have
seen, within three years after the introduction of deferred dividend
policies less than one-half of one percent of new business written was on

17 Minutes of the Board of Truslees, June 3, 1885.
18 Ibid., Dec. 28, 1887; April 25, 1888; Jan. 27, 1892; and Nov. 23, 1892.
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the annual dividend plan. About half the insurance issued provided
for a twenty-year “distribution period,” and the remainder for shorter
periods. This preponderance of deferred dividend business continued
until deferred dividend policies were eliminated by legislation follow-
ing the Armstrong Investigation. The result was that in 1907 about 8o
percent of the entire existing business was on the deferred dividend
plan.’ Only an insignificant part of that business remains in force today.

NEW TYPES OF CONTRACTS

During the period we have been discussing (1884—1906) the emphasis on
size and on new business led to the devising of many new types of life
insurance contracts. Only a few of these had real merit.? One was the
Continuous Installment Policy, which was first issued in 1893 on the
occasion of the Company’s semi-centennial. Devised by Emory Mc-
Clintock, who had succeeded Bartlett as The Mutual’s actuary in 1888,
it was a development of the installment policy which had been first
written in 1866 and was described on page 49. The Continuous Install-
ment Policy was a combination of life insurance with a “‘deferred survi-
vorship annuity,” and, instead of a lump sum, it provided an income
to the beneficiary for life with the guarantee of payment for not less
than 20 ycars.

Another of the semi-centennial contracts issued in 1893 was the Five
Per Cent Debenture Policy. Written on cither the life or the limited
payment plan, it provided that the Company would pay upon the death
of the insured 5 percent of the face amount of the policy, then dividends
for twenty years, and the principal sum at the expiration of these twenty
years. Then there was a combination of the endowment and annuity
principles which was called the “Consol,” first issued in 1896. This policy
required the payment of premiums during a fixed number of years, pro-
vided insurance for this period, and upon maturity paid the insured
the face amount of the policy, accumulated dividends, and an annuity
for life.

A feature of many contracts issued in this period was the provision
for payment of claims in gold. This provision was introduced toward
the end of the period in which agitation for the free coinage of silver
was strong, but their special attractiveness waned after the defeat of
William Jennings Bryan and the increase in the supply of gold. In 1896,

19 Ibid., Apr. 25, 1888, and Annual Report of the Superintendent of Insurance of the State

of New York (Albany, 1908), p. 184.
20 Minutes of the Board of Trustees, Dec. 28, 1898.
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for example, The Mutual Life offered the public a Five Per Cent Twenty
Year Gold Bond Policy which stipulated that at the death of the insured
or at the maturity of the policy the face amount of the contract should be
paid in coupon bonds of the Company, redeemable in gold coin at the
end of twenty years and bearing 5 percent interest, which was also payable
in gold.? In 1899 the Guaranteed Compound Interest Gold Bond Policy
was placed on the market. According to its terms, there was credited to
this policy, whenever a premium fell due, g percent of all premiums
previously paid. Thus, g percent of the first premium was credited when
the second premium became payable: 6 per cent of a single premium
when the third premium was due; g percent when the fourth premium
was paid; and so forth. These credits bore interest at 34 percent, com-
pounded annually, could be drawn upon to pay premiums in case of
necessity, and were, like the principal sum, payable in gold coin.

In addition to the policies described there were others—some of doubt-
ful merit—mostly designed to attract new customers. One of these was the
semi-endowment of 1881, which simply reduced the endowment feature
by one-half in order to show lower premiums.?* Another of this group
was the Expectation Term Policy of 1899, which provided insurance for
the period of the insured’s “expectation of life.” This period was divided
into two equal parts, and a “‘deferred dividend” was payable on survival
to the end of each part. The first of these dividends was applied in reduc-
tion of the premiums payable during the second half. Then there was
the Selected Benefit Policy (1903), which allowed the insured to deter-
mine the amount of income and the number of years, not to cxceed
thirty, which he desired for a beneficiary.?® There was also the consol-
double settlement, which permitted the insured upon the maturity of
his policy to take the principal sum due him either in cash or to use it
for paid-up insurance. Finally, there was a system of “contingent addi-
tions,” which provided for payment at death, if that occurred before
the end of the period, of a certain sum, in addition to the face amount
of the policy, for each premium that had been paid.

Some of these special contracts, which were subject to misrepresenta-
tion and were sometimes misleading in character, were abolished in
New York State in 1906 and subsequently in other jurisdictions. The

21 The Company agreed to pay at death or maturity $1,305 in cash for cach $1,000 bond
it might have to issue. Another variety of this policy was the Yearly Bond Contract (190g3),
which provided for a face amount of $20,000 over a term of 20 years, but allowed to the in-
sured a thousand dollar bond each year. Minutes of the Insurance Committce, May 28, 1903.

22 Ibid., Apr. 19, 1881.

23 For details concerning these policies see the Rate Books of The Mutual Life Insurance
Company, especially for 1899 and 1go3.
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most popular contracts continued to be the standard forms of policies
which had been established in the earlier period and to which the de-
ferred dividend principle had been applied—straight life, endowments,
and limited payment life. The amounts of insurance written give full
proof of this fact.

Of other forms of sharing risks which made notable strides forward
during the period 1870-1go6, the most important were assessment and
industrial insurance. Both of them stemmed from attempts of fraternal
organizations and assessment societies to furnish some kind of security
to their members, and both of them aimed to serve the poorer classes
who could afford only small coverage. These organizations frequently
operated on the basis of assessing their members on a pro rata basis for
sums needed to pay claims and operating expenses rather than by pro-
viding for contractual premium payments. Such a scheme had a special
appeal at about the beginning of the 1880’s, for many of the companies
writing legal reserve premium insurance had failed after the business
crisis in 1873, and the insurance written by the ordinary life companies
was not geared to the small saver. Thus, the amount of insurance in
force in fraternal orders reached the impressive figures of $2,625,192,842
in 18go and of $8,146,201,919 in 1906, while that of assessment associa-
tions of a non-fraternal character was $1,172,747,954 in 189o, but only
$582,099,387 in 1go6. The assessment societies were, for the most part,
unsound financially. In particular, the plan of “‘pro-rata” assessment of
claims was impracticable and was fore-doomed to failure. Most of these
societies survived only a short time. For a time, nevertheless, the assess-
ment principle had such a vogue that The Mutual Life attacked it with
vigor and permitted the payment of premiums on a monthly basis (1885)
in order to attract the patronage of the working classes.**

The most severe competition for small policies was to come, not from
assessment association or fraternal orders, but from companies writing
industrial insurance. The type of insurance in which they specialized
had its beginnings in the practices of fraternal organizations in England,
where small weekly premiums could buy enough insurance to cover
burial expenses. In 1875 the Prudential Insurance Company of America
began to issue small policies which required no medical examination and
called for the weekly payment of premiums amounting to a few cents.
The John Hancock Company soon followed this example, and in 1879

24 These attacks may be found in the Thirty-Ninth, Forty-First, and Forty-Second Annual

Reports, pp. 24, 18, 11, respectively. See also M. M. Dawson, “Assessment Life Insurance,” in
L. W. Zartman and W, H. Price, Yale Readings in Insurance (New Haven, 1923).
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the Metropolitan entered the field. The popularity of this form of in-
surance soon spread, and the amount of industrial insurance in force
was greatly increased.

TABLE 25

INDUSTRIAL INSURANCE IN FORCE WITH AMERICAN LIFE INSURANCE
COMPANIES, 1876-1906 ¢

Average Amount of Policies on All Plans Combined

Amount of Average Amount of Average

Insurance Amount of Insurance Amount of
Year in Force Policy in Force Year in Force Policy in Force
1876 5 443,072 $ 92 1892 § 583533745 $114
1877 1,030,655 92 1893 662,647,364 15
1878 2,027,888 89 1894 803,067,595 117
1879 5.763,867 95 1895 820,746,562 118
1880 20,533,469 87 1896 888,267,912 120
1881 33:501,740 9! 1897 996,144,739 124
1882 56,564,682 96 1898 1,110,078,702 126
1883 87,793,650 100 1899 1,293,329.995 129
1884 111,115,252 102 1900 1,168,928,3 12 131
1885 115,988,211 106 1901 1,640.827,151 133
1886 198,431,170 111 1902 1,806,804,473 134
1887 255533472 1 1903 1,978,241,009 135
1888 304,673,004 109 1004 2,135,859,103 136
1889 365,841,267 109 1905 2,309,751,235 137
1890 128,789.3 12 110 1906 2,458,616,207 138
1891 481.925.977 12

¢ Industrial Insurance was begun in the United States in 1873; the first policy was issued
on November 10 of that year. See History of The Prudential Insurance Company of America
(Newark, N.J., 1900); and John F. Dryden, Addresses and Papers on Life Insurance and
Other Subjects (Newark, N.]J., 1910).

The potentialities of industrial insurance were not at first clear, and
the management of The Mutual Life seems never to have discussed them
in an official manner until 1909, and then a decision against entering
this field was reached. Yet the industrial companies tapped an exceed-
ingly large market, and their rates were maintained at such a high level
that they had funds for expansion. Finally, they developed an enormous
sales force which was ultimately put to work selling not only the very
small policies, but also those of intermediate size and eventually those
which were in direct competition with ordinary life companies. Thus,
two of the concerns which began early to write industrial insurance are
today the largest life insurance institutions in the world.*

26 For bibliography see Magee, Life Insurance (Chicago, 1939), pp. 5075-509. See especially
J. F. Dryden, “Burial or Industrial Insurance,” in L. W. Zartman and W. H. Price, eds.,
Yale Readings in Insurance (New Haven, 1923); W. S. Myers, Fifty Years of the Prudential
(Newark, 1927); The Metropolitan Life Insurance Company, Its History, etc. (New York,
1908); Frederick L. Hoffman, History of The Prudential Insurance Company (Newark, 1goo),

M. E. Davis, Industrial Life Insurance in the United States (New York, 1944), and Louis I.
Dublin, 4 Family of Thirty Million (New York, 1943).



152 DEFERRED DIVIDEND POLICIES

LIBERALIZING THE INSURANCE CONTRACT

The insurance contract became definitely more liberal between 1870
and 1906. Nonforfeiture laws were passed, and minimum surrender
values established; provisions were added for a period of “grace” in pay-
ment of premiums, for incontestability after a stated period, and for
reinstatement in event of lapse. The literal truth of statements made by
the insured (i. e., legal “‘guaranty”) was not required or enforced, and
many restrictions as to travel, residence, and occupation were removed or
modified.

Of the various changes which were thus made in life insurance con-
tracts, none was of greater importance to the policyholder than the non-
forfeiture and surrender-value provisions. Prior to the 1860’s, as we have
seen, the entire equity in a life insurance contract might be forfeited
to the insurance company for some minor breach of the contract, such
as tardiness in paying premiums. The campaign conducted by Elizur
Wright against this practice resulted in laws requiring surrender values
in paid-up insurance—Ilike the Massachusetts nonforfeiture law of 1861,
the New York law of 1879, and similar legislation by other states—and
in a more earnest attempt on the part of insurance companies to send
out premium notices—an effort that was clear in the case of The Mutual
Life in 1875. The mailing of premium notices and the enactment of
nonforfeiture laws were definite advances, but room was left for further
progress in the matter of providing guaranteed cash surrender values.
By the end of the century much. had been achieved along these lines,
for it came to be recognized that the reasons which motivated a person
to insure his life might cease to exist and that in that case he should be
allowed an equitable cash value, the amount of which should be a matter
of contract to be determined in advance. So cogent was this reasoning
and so strong was competition in securing clients by attractive policy
terms that by 1gos the policies of fifty-one representative companies
guaranteed a cash surrender value.*®

The Mutual Life had from its inception been willing to purchase the
policies which it had issued provided application was made to the Com-
pany before premiums had gone into default. By 1873 this practice had
become so well established that attention was focused more especially
upon the amount of the surrender value rather than upon the practice
itself, although the granting of any cash surrender value was considered
to be a favor rather than an obligation. The principle which had been

26 Amrhein, The Liberalization of the Life Insurance Contract (Philadelphia, 1933),
P 254.
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followed in determining the amount of the surrender value was to allow
the policyholder one-half of the reserve on his policy and the whole of
the cash value of his reversionary credits from dividends. This principle
was, however, attacked in 1873 as working an injustice upon the Com-
pany, for (1) those who surrendered their policies were usually good
risks, and their retirement meant an adverse selection of risks among
the members, and (2) surrenders deprived the insurer of expected income
from loadings with which to defray future expenses—a fact which re-
sulted frequently in a net loss on policies that did not remain in force
long enough to pay initial costs of commissions, medical examination,
and issue. Consequently the Company decided to allow surrender values
only on policies for which two annual premiums had been paid and to
give the policyholder only a portion of his policy reserve, an arrange-
ment which Professor Bartlett expressed in detailed formulae for all types
of insurance.?

Bartlett’s calculation of surrender values was a liberal one, especially
for policies that remained in force only a few years. It was responsible,
in part, for a “run” upon The Mutual Life in those years of dcep depres-
sion which followed its adoption, although values found by his formulae
were reduced in 1875 by 20 percent and in 18%% by 50 percent. From 1874
to 1878, both inclusive, the Company paid $6,927,284 in cash surrenders
on $24,201,169 of insurance. The average age of policies thus surrendered
was well under ten ycars.?® There was a tendency to give a surrender
value on new policies only in paid-up or extended insurance and to pro-
long the period before any surrender value would be given to three years
from the date of original issue.?* But as this was all that the New York
nonforfeiture legislation of 1879 required, the Company was ready to
and did comply with the law before it went into effect in 1880.

Contemporaneously with the effort to establish legal provisions for
nonforfeiture, a plea was made for large surrender values and for a
guarantee of them. Against the guaranteeing of fixed sums the actuary
of The Mutual Life took a strong stand, because the experience of the
middle seventies had impressed upon his mind the possibility of wide
fluctuations in the fortunes of America’s economy and the dangers which
surrender values of definite amounts might have in case of a run upon
his Company. However, in an effort to appease those who were making
an appeal for such contractual provisions, the Company increased its
surrender values in 1879, and, as business conditions improved, it re-

27 Minutes of the Insurance Committee, Dec. 2, 1873. 28 Ibid., Feb. 18, 1880.
20 Ibid., Feb. 10, 1877; Nov. 14, 1879; July 13, 1885.
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duced its opposition to both guaranteed and cash surrender values. When
Massachusetts passed a law (1880) requiring guaranteed surrender values
in the form of reduced paid-up insurance, the extension of the practice
to other states became an almost foregone conclusion. The deferred
dividend policies issued by The Mutual all contained provision for a
guaranteed cash surrender value at the end of the dividend period and,
in some cases, at other times (such as at the end of five-year intervals
thereafter) as well.*

Not long after the inauguration of this practice the Company began
to make policy loans.®* In 1899 new policies provided that in case pre-
miums were not paid after three annual payments had been made, the
policy would be automatically surrendered for paid-up insurance. The
insured was then freed from the necessity of notifying the Company of
a desire to surrender and of possible loss. In 1895 policyholders were
allowed a thirty-day period of grace in the payment of premiums, al-
though they were charged 1 percent interest on the amount which was
overdue, and in 18gg these concessions were written into new contracts.*
Also, in 1899 a table of loan values and of guaranteed surrender values
was made a part of the life insurance contract.** Throughout the years
the reinstatement of lapsed policies was permitted under certain con-
ditions. Thus, by the end of the period now being surveyed, becausc
of reforms made mostly under the stress of competition, new policy-
holders in The Mutual Life were thoroughly protected from forfeiture
because of their inability or negligence in meeting premium payments.

The more liberal treatment of’policyholders by The Mutual Life in
the matter of surrender values in the period between the years 1870
and 1906 was not an isolated phenomenon. It was only part of a general
trend to make the insurance contract more attractive to the public and
to free it from petty or semi-petty provisions which were proved to be
impracticable or nonessential. The form and language of the contract
became clearer, simpler, and more precise, especially in 1875 and 1883.
Many of the restrictions on travel, residence, and occupation were gradu-

30 Ibid., July 13, 1885. 31 The rate of interest charged on these loans was 5 percent.

32 Letter of the General Manager to general agents, dated Nov. 25, 1895.

33 The only precedent of this kind in The Mutual’s history was a table of guaranteed
surrender values for paid-up insurance issued in conjunction with Limited Payment Life
Policies in 1864 and for a short time thereafter.

34 The second United States Chamber of Life Insurance, founded in 1873, had as one of
its projects this particular reform and the adoption of standard policies by all member com-
panies. See Insurance Blue Book (New York, 1877), p. 60, and The Mutual's Thirty-Second
Annual Report, p. 25. Standard forms for fire insurance were required by law in Massa-
chusetts in 1873. In life insurance they were tried after the Armstrong Investigation, hut
were shortly abandoned. Standardized clauses do, however, exist generally today.
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ally eliminated, for the dangers which they aimed to reduce were greatly
minimized. Then, when the courts and the legislators took the position
that statements made in life insurance applications were not warranties,
but only representations, and that the insurance company was not re-
lieved of its obligations even if a false statement were made that was
immaterial to the risk, the life insurance companies began to be less
ready to fly to court to contest the veracity of data about the insured.ss
Finally, these companies decided that a kind of self-imposed statute of
limitations should be made to apply to the insurance contract and began
to introduce into their policies a clause whereby they agreed not to
use as a legal defense any error, concealment, or even fraud by the in-
sured after the contract had been in force a certain length of time. The
Equitable adopted such a clause in 1879,* and The Mutual Life made
their contracts incontestable after a period of two years in 18go.*” By
1905 this principle was to be found in the policies of fifty-one American
life insurance companies, and in 1906 it was required by New York State
Law.* The amount of litigation over the details of the application was
henceforth greatly reduced.

PREMIUMS, RESERVES, AND DIVIDENDS

In the preceding pages reference was made to the reduction of premiums
by The Mutual Life in 1879 and to the increase in premiums to a point
above the rates in force prior to 1879 in the deferred dividend policies.?®
During this period the American Experience Table of Mortality con-
tinued to be used in the computation of all premium rates except for
annuities, for which the famous and widely employed McClintock An-

35 The great number of cases which would have been involved and the abolition of for-
feiture contributed also to this tendency. Sce Edwin W. Patterson, Cases and Other Materials
on the Law of Insurance (New York, 1932), pp. f12 ff. Ohio passed a law in 1872 which
dedlared that the life insurance contract should be incontestable after three years.

%6 The Manhattan Life Insurance Company had been the leader in this move, introducing
incontestability in 1861.

37 The terms of the contract were: “It is hereby further promised and agreed that after
two years from the date hereof the only conditions which shall be binding upon the holder
of this policy are, that he shall pay the premiums at the times and place and in the manner
stipulated in said policy and that the 1equirements of the Companv as to age and Military
and Naval Service in time of war shall be observed and that in all other respects if this
policy matures after the expitation of the said two years, the payment of the sum insured by
this policy shall not be disputed.”

38 Amrhein, op. cit., p. 150.

39 It should be noted that the trend in premium rates was downward from 1860 to 1870,
and then upward. The average premium rate of several companies for $1,000 at age 25 on
the whole life participating plan was $19.89 in 1860, $19.62 in 1870, $19.69 in 1880, $19.93
in 1890, $20.29 in 1900, and $20.80 in 1910. For further statistical information on this ques-
tion sce F. L. Hoffman, “Fifty Years of American Life Insurance Progress,” Quarterly Pub-
lications of the American Statistical Association (Boston, 1911), P 747.
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nuity Table was adopted in 18g2. Loadings on insurance premiums were
increased,* and the interest rate was decreased—both increasing the pre-
miums payable. The reduction in the interest assumption is of especial
significance, for it reflected declining earnings on investments—a subject
which will be dealt with more in detail in Chapter X. Up to 1898 the
rate of interest which was employed in the calculations of premiums
was 4 percent, from 1898 to 1906 it was 314 percent, and from 1907 to
the present it has been 3 percent. The net level premium method of
establishing the reserve was used consistently throughout this period.

A reduction in the assumed rate of interest results in increasing both
premiums and reserves.* It might be well to note here that the larger
statistical series in this study are based on data obtained directly or in-
directly from the New York Insurance Reports and that the state’s basis
for the valuation of policies has fluctuated more widely than that of The
Mutual Life. Differences between Company and New York State figures
are, therefore, to be accounted for by different reserve valuation bases
as well as by the correction of errors and other minor differences. No
attempts have been made in this study to effect a reconciliation between
these different sets of statistics or to adjust either set to a single base which
would be impossible at this time. Nevertheless, it should be pointed out
that the reserve basis adopted by the state in 1866 was the English Life
Table No. 8, for males, and 5 percent interest; in 1868, the American
Experience Table and 4% percent interest; in 1884, the Combined Ex-
perience Table and 4 percent—a higher standard; in 1892, the basis used
by the company being examined;-and in 1go1, as a minimum, the Ameri-
can Experience Table and g4 percent interest.** Thus, the general trend
was to establish higher reserve standards, but not until 1go1 was the
same basis used by both the state and The Mutual Life, although after
1896 the Company employed the state’s system for its public statements.*

The premium and reserve basis was not the only part of The Mutual's

40 From 1879 to 1884 the loading basis was 19 percent of the net premium for all forms of
insurance; from 1884 to 1897 it was for all plans 22 percent of the net premium for vrdi-
nary life plus 22 percent of the net premium of the specific plan; and from 1898 to 1906 it
was 20 percent of the net premium for ordinary life plus 16 percent of the net premium for
the individual plan plus $.80. For annuities see footnote (1.4).

41 Maclean, Life Insurance, p. 132. On an ordinary life policy taken out at age 235, in
force 5 years, the reserve, using the American Expericnce Table is at § percent $45.576; at
4 percent $36.59.

42 For issues prior to Jan. 1, 1go1, the Combined Experience Table and 4 percent could be
used and for issues after that date the American Experience and 314 percent. In 1go6 the
select and ultimate method was applicd to the American Experience Table. See for more
details Rainard B. Robbins, “Reserve Standards for Life Insurance,” Actuarial Socicly of
America Transactions, XXIV (1923), 312 if.

43 See Appendix, p. 357.
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actuarial structure to be remodeled during the years between 1870 and
1906—the method of distributing surplus was also changed. As was seen
in Chapter 1V, the Company began in 1867 to pay dividends annually,
and it endeavored to allot them equitably by employing the three-factor
contribution plan. In 1872 dividends began to be paid on the anniversa-
ries of policies rather than on a specified date, and a sum of $2,204,627.51
had to be used to make the adjustment.** Thus was settled a question
which had been a hornet’s nest for Sheppard Homans.

When deferred dividend policies were introduced, an entirely new
problem concerning the distribution of surplus arose, for, as we have
scen, dividends on such policies were to be paid only at the end of
specified periods. The system adopted by The Mutual Life was to com-
pute for each such policy a hypothetical annual dividend and to accumu-
late these hypothetical dividends at interest, including those which had
been allotted to policies terminated by death or otherwise during the
dividend period. The “deferred dividend fund” formed in this way was
the basis of the actual distribution to survivors at the end of the period.

In determining how much surplus was available for dividends, it was
customary for the actuary to get the Insurance Committee and the Board
to approve in the month of November a certain sum for this purpose,
a sum that was based on estimates of the Company’s assets and liabilities
at December 1. The amount actually distributed did not always reflect
the actual surplus earnings of any one year. In fact, a definite attempt
was made to keep dividends uniform or at any rate to avoid wide fluctua-
tions and the complaints which would arise at the end of lean years if
dividends were low.**

In 1895 Emory McClintock adopted in place of the three factors the
two-factor system—the two factors being (1) excess interest and (2) load-
ing plus mortality gains. This new method of computing dividends
simplified the numerous opcrations necessary in allotting dividends. It
combined two of the three factors on the assumption that mortality
savings were an offset to initial excess expenses. This method was em-
ployed by the Company until 1925, when a return was made to three
factors because of the increased relative importance of mortality gains.

44 Thirticth Annual Report (1873), pp. 9-10. This was made possible by a New York Law
of March g, 1872. Sce also law of 1892, section 83.

45 Testimony of Emory McClintock in Testimony before the Joint Committee of the
Senate and Assembly of the State of New York to Investigate and Examine into the Business
Affairs of Life Insurance Companies Doing Business in the State of New York (Albany,
1906), pp. 1875 fF.



IX. Extension of The Mutual’s Market

MPORTANT AS WAS THE PREPARATION of new and more attractive con-

tracts in the developments of life insurance from 1870 to 1906, it

was only one phase of the tremendous growth of the business during
those thirty-six years and, compared with the extension of the market,
was perhaps not the major phase. The westward expansion of the United
States and the rapid industrialization of urban areas provided new op-
portunities for life insurance, and the building of an agency force com-
mensurate with these opportunities was one of the great achievements
of President Winston and President McCurdy. Agents of The Mutual
Life followed in the footsteps of the early settlers, multiplied in the
large centers of population, and finally went abroad in the wake of com-
mercial and financial interests. Toward the end of this period the Com-
pany had salesmen, or “underwriters,” in all parts of the United States
and in most of the leading business centers of the entire world.

To present in detail the annals ol The Mutual’s expanding agency
system from 1870 to 1906 would require more space than can be allotted
to it here, but some of the highlights of that story are essential to an
understanding of the Company’s, history. Onc of those highlights con-
cerns the extension of business to the South. As was pointed out in
Chapter V, all The Mutual’s operations below the Mason-Dixon line
had to cease during the War between the States, and most of the in-
surance in force there was ultimately surrendered to the Company. Upon
the conclusion of the conflict agencics were reéstablished in Baltimore,
Maryland, and Louisville, Kentucky, to do business in the more north-
ernly areas of the South, but the Company showed great hesitancy in
pushing activity in these regions and generally shied away from the
deep South. The death rate in these areas was high, problems of recon-
struction were upsetting, and so much new insurance was being written
in the North that expansion in the South was not urgent.

With the hard times which followed 18%3 and with more severe com-
petition from The Equitable and the New York Life, hostility toward
Southern business began to wane. In 1878 President Winston made an
extensive tour of the South and reported that in his opinion * insurance

1 Minutes of the Board of Trustees, May 15, 1878.
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could be written safely in Western Arkansas, Texas, Georgia, South Caro-
lina, and North Carolina, except near the sea coast, as well as in Kentucky
and Tennessee. He urged caution only in the swampy parts of Louisiana,
Alabama, Mississippi, and Florida. Consequently the approved areas
were soon brought within the confines of The Mutual’s market or were
worked more vigorously than ever, and in the ten ensuing years all the
South was placed under the jurisdiction of general agents or of their
subordinates—Florida in 1881, Arizona in 1886, Louisiana and Missis-
sippi in 1888, and Alabama in 188q.

Another highlight of the territorial expansion of The Mutual’s agency
activities was its coverage of the West. During the Civil War, when
compensation for loss of Southern business was being sought, the area
between the Appalachians and the Mississippi was cultivated more as-
siduously than it had been previously, but it was not until after peace
between the states had been restored that the trans-Mississippi region
was seriously opened up by the Company. In 1867 the St. Louis agency
covered the states or territories of Missouri, Kansas, Nebraska, and Colo-
rado, but shortly thereafter new areas were allotted to it. In the annual
reports we find that business was begun in Minnesota in 1868, in North
and South Dakota and Wyoming in 1874, in Utah in 1881, in New Mexico
and Oklahoma in 18¢1, in Montana in 1893, in Nevada in 1895, and
in several places in Canada at intermittent dates. Then, in an effort to
tap potential markets which might otherwise be poorly served, an Ariny
and Navy Bureau was established (188%) to sell insurance to members of
the Nation’s armed forces, and in the following year the system of em-
ploying special executive agents to codperate with the general agents in
writing large risks was revitalized and enlarged.

Accompanying this cxpansion of The Mutual’s market was the at-
tempt to work that market more effectively. After 1878 a careful record
of the territory allotted to a general agent and of his success in it were
kept,? and in 1881 a definite policy was adopted of breaking up certain
large and unwieldy agency territories, which had grown like Topsy,
into smaller and more casily worked units. Thus, the number of domestic
general agencies increased from fourteen in 1878 to fifty-six in 1goo.
Some idea of the territorial expansion of the Company’s sales force may
be gleaned from the accompanying maps.*

2 Minutes of the Agency Commitlee, Aug. 23, 1878.

3 The Mutual Life Insurance Company of New York, Exhibit, Paris Exposition, 1900. It
might be added that The Mutual Life ceased doing business in Texas following the passage
of the Robertson Law of 19o7. This law provided that life companies loan 75 percent of the

reserves on policies written on Texan lives in Texas. With this condition The Mutual Life
decided it could not comply.



TERRITORIAL EXPANSION OF THE MUTUAL LIFE'S AGENCIES

= . (tasarai e .
M R

‘eensenca

. - = t.
$8se0nne | - . . ’

> .o ‘e .:. . .
. . e f et
. e e 3

N o 4 can8vre oot '

. “rer :-nod‘ £ . L 4

‘.",’I asenanss E ) ..‘,..‘-o’
. g

;
vy g

P
-
s

1860




EXTENSION OF THE MUTUAL'S MARKET 161

1899

Great as were the business opportunities resulting from the extension
and deepening of the home market, they did not entirely satisfy some of
the more ambitious souls in The Mutual Life’s management. As early
as 1868 these men had cast wistful eyes in the direction of overseas
markets, and, although the Board of Trustees disapproved at first of
their vision, their dream of doing business abroad was ultimately to
be realized. When McCurdy became president of the Company and



162 EXTENSION OF THE MUTUAL’S MARKET

began his great drive for more insurance, he became the champion of
their cause. He pointed out that from one-fourth to one-third of the new
insurance written by The Equitable and the New York Life had for sev-
eral years come from their foreign agencies,* and he saw no reason why
The Mutual should not reap some of this harvest. He believed that with
the Company’s effective sales methods the cost of obtaining foreign busi-
ness would not be great, that in most overseas markets mortality rates
would be as low as in America, and that when this was not the case higher

TABLE 26
PRINCIPAL FOREIGN AGENCIES
Date of Discontinuance New Business
Agency Inception of New Business 1904

Mexico 1886 1911 $2,327,725
Hamburg 1886 1904 145,317
Berlin 1886 1904 112,558
Sydney 1886 1917 1,696,497
London 1886 1917 6,030,769
Porto Rico 1886 1905 @ 120,518
Paris 1888 1906 8,312,275
Brussels 1889 1914 957,592
Copenhagen 1889 1905 512,917
Genoa 1889 1907 2,377,087
Budapest 1890 1913 1,512,465
Vienna 18go 191§ 2,440,109
Cape Town 1890 1917 2,949,740
Amsterdam 1890 1914 334,136
Bermuda 1891 1893 .
Madrid 1892 1907 1,096,598
Stockholm 1893 1914 433,418
Glasgow 1894 1900 ce
Havana 1899 1917 1,097,490
Levant 1899 1906 1,599,954
Shanghai 1900 1904 41,255
Yokohama 1902 1903 221,400
Lisbon 1903 1908 2,477,882
Helsingfors 1go6 1914 o
Oslo (formerly Christiania) 1906 1912

a Later reopened as a domestic agency.

premiums could be charged without losing a competitive position. These
arguments finally won the day, and in 1886 the first foreign agencies
were established under the general management of President McCurdy’s
son, Robert H. These initial undertakings were so remarkably success-

4 Minutes of the Board of Trustees, July 25, 1888.
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ful that others were soon begun, and in the home office enthusiasts
boasted that the sun never set on The Mutual’s flag.

In the course of time, however, the foreign agencies proved to be more
troublesome than had been imagined possible. Peculation occurred be-
cause of the difficulty of keeping close tabs on the far-flung empire.®
Hostile governments, especially in their protectionist moments, made
life for the Company miserable. Prussia actually prohibited The Mutual
from conducting business within its borders in 1900, and the German
Empire, in 19o4. Other nations harassed the Company in a number
of ways, the most common one being to require the investment of large
sums in government bonds. By this method The Mutual Life was virtu-
ally forced out of Japan, France, Denmark, and Mexico. Finally the
outbreak of the Balkan Wars and the World War wrote “finis” to the
Company’s imperial adventure. The bulk of the business which had
been so laboriously put on the books was transferred to local companies,
the last arrangement of this kind having been made in 1940. But while
the overseas agencies existed, they were a source of pride and income
for the Company.

FROM THE GENERAL AGENCY TO THFE MANAGERIAL SYSTEM

Closely allied to the enormous undertaking of extending the sales force
of The Mutual Life to all parts of the United States and to four overseas
continents were the organization and administration of that force. The
mere declaration that some new territory had been added to the Com-
pany’s empire and that a general agent had been placed in charge of it
was only the beginning of the work. A plan of campaign had to be
devised; an army of agents had to be organized; effective occupation had
to take place; and headquarters in New York had to keep the soldiers
constantly on the alert. This work was extremely important, for as time
went on less and less insurance was sold directly by the home office and
more and more by agents.

The system of organizing the field forces, which The Mutual Life
had adopted in the late fifties and early sixties,® was that of the general
agency. Although a few local agents continued to write insurance for
the Company and room was made for brokers who placed business with
several insurers, the standard practice became the allotting of territory
to a general agent for his exclusive cultivation. He himself employed
sub-agents and solicitors and determined the amount of their remunera-
tion. With the Company these salesmen had no legal relationship, and

5 See, for example, ibid., Nov. 24, 1897.
¢ See p. g1.
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they were not recognized as representing it in any respect. Neither the
general or local agents were allowed to make, alter, or discharge con-
tracts, to make pledges or promises, to bind the Company in any way, or
to sign receipts for premiums. Their duties were simply the solicitation
and transmission of applications for policies and of premiums. They
were middlemen without authority.”

Upon the general agents fell the responsibility for the insurance activi-
ties of The Mutual Life within their districts. Not only did they have
to hire and supervise solicitors, but also they had to maintain appropriate
offices, transmit applications for insurance to New York, return the
policies to the insured, oversee the collection of premiums and the for-
warding of them to the home office, advertise locally, and perform a
hundred-and-one other duties involved in the insurance business. Under
their contracts they were held entirely accountable for the actions of
sub-agents and agents and for the moneys which these men handled.
Finally, and most important of all, they had to “produce,” as it is called
in the trade, substantial amounts of new business or their contracts
would not be renewed.®

The general agents were placed under such heavy responsibilities that
the course of affection between them and the Company did not always
run smoothly. Sometimes the general agents lost their loyalty to The Mu-
tual Life, at times they did not write new business enough to satisfy the
home office or to earn a good income for themselves, and frequently
matters of commiissions, to which we shall turn presently, were irritat-
ing. In other instances the general agent did not have enough capital to
launch his enterprise and asked for advances. In still others that part
of the commissions which were aimed to cover operating expenses of
the general agency was not used for that purpose. Then, there were
general agents who did not, in spite of periodic inspections by repre-
sentatives from New York, keep their records accurately. Finally, and
most important of all, the general agents had difficulty in making their
field workers toe prescribed marks.

A combination of these problems led gradually to a complete over-
hauling of the agency system. When the European field was opened
in 1886, persons could not be found who had enough capital and were
willing to assume the burdens usually shouldered by domestic general
agents. Hence the Company hired salaried managers to take charge of

T Thirty-First Annual Report (1874), pp- 84 fE.

8 For rules governing the general agencies in 1872 sce Minutes of the Agency Committee,
May 14, 1872. For some years an attempt was made to collect premiums through local banks.
Minutes of the Insurance Committee, Feb. 14, 1898.
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what amounted to branch offices. It had to provide the initial investment
in offices and equipment, to direct the foreign agencies, and to assume
most of the financial responsibilities. But it did retain in its own hands
complete control of all phases of the business from the appointment
of the manager to the conduct of the solicitor, and this control had defi-
nite advantages.

With the Company providing the working capital, the branch offices
were able rapidly to develop new markets. Business came in at such a
rate from the overseas agencies that especial virtues were at once at-
tributed to the organization of the sales force. The new system seemed
more efficient and more effective than the general agency arrangement
and appeared, in fact, to be so good that it was soon being introduced
into America. In 1890 ° and, more especially, in 1898 the Company
started to appoint salaried managers in place of general agents, to make
contracts directly with sub-agents and local agents, and to assume the
responsibilities of handling moneys through agency cashiers. The transi-
tion to this system took time because of existing contracts, but by 1gos
the changes had been largely accomplished. Henceforth the Company
was to have complete control of its agency force.

COMMISSIONS AND QUOTAS

Next to the extension of the market and the reorganization of the agency
system, no question concerning selling insurance loomed laiger between
1870 and 1go6 than how to remunerate agents. At the beginning of this
period the general agent received as his commission go percent of the
first premium, and 774 percent on four renewals premiums, and a collec-
tion fee of 1 or 2 percent on subsequent premiums, but out of the sums
thus received he had to pay his agents and agency expenses. With the com-
ing of hard times in 1873 and a more rigid check upon the work of the
general agents, these rates were somewhat increased, 7% percent being
allowed on six instead of four renewals, a collection fee of 2 or § percent
thereafter on renewals, and an additional 215 percent on the first pre-
mium for miscellaneous expenses.® Yet these increases did not prove
entirely satisfactory, either to the Company or to the agents. The latter
pointed out that the depression had caused a large number of surrenders,
which cut their commissions on renewals and yet resulted in a gain to the
Company, and they felt that they should be paid one large commission
on the first premium. Against this proposal the Company took a strong

9 Minutes of the Insurance Committee, Jan. 25, 1892.
10 Minutes of the Agency Committee, Dec. 21, 1872, Nov. 29, 1873, and March 18, 187g.
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stand. It argued first, that the abolition of commissions on renewals would
lead to a relaxation of solicitors’ efforts to keep policies in force and
hence to a larger percentage of surrenders!'—and surrenders, even
though they might produce a gain, were not to be desired—and, secondly,
it contended that agents were already inclined to work hardest to insure
older persons because of the high premiums required at advanced ages
and that to pay a single commission would only accentuate this adverse
age selection.®

In view of these arguments the 1879 commission schedule stood un-
changed and was not seriously attacked again until 1879. In that year
a reduction in premiums threatened to reduce commissions—a de-
crease which amounted to 4% percent on life policies. From this danger
general agents immediately tried to protect themselves, pointing out
that a diminution of income would make it impossible for them to
hold their sales forces together, that the selling costs of The Mutual
Life were lower than those of any of the other leading life insurance
institutions,” and that in the Company the ratio of commissions to
assets had greatly declined.’* Proposals for an increase in the percent-
ages of premiums for commissions were, however, turned down by
the Board of Trustees on the ground that agents would be able to
maintain their present real income under existing conditions. It was
held that the return to specie payment and the decline in prices had so
increased the purchasing power of the dollar that a decrease in money
income would not be burdensome. Furthermore, the Board reminded the
sales force that in 1878 it had authorized the giving of rebates to pro-
spective clients up to 30 percent of the first year's premium—a practice
which was, however, abolished after it had been in force a few months !°
—and that this advantage, coupled with a reduction in the size of
premiums, would enable the field workers to sell much more insur-
ance.

11 1bid., March 18, 187g.

12 The actuary reported that “at present the Company is paying for a policy of $10,000
having but twenty-five years to run $928.95 and for another, of same amount, having 70
years to run, $212.60. The latter is greatly more valuable to the Company and the absurdity
is manifest.” Minutes of the Agency Committee, March 1§, 1879.

13 According to the Minutes of the Agency Committee, Jan. 17, 1876, and March 18, 1879,
the average ratios of commissions paid to assets were:

Equitable 0332 New England Mutual .0160
Connecticut Mutual .0168 Mutual Benefit 0150
New York Life 0160 Mutual Life 0117

1t Ibid., March 17, 1879.

16 Ibid., Sept. 27, 1878. The rebate was to be go percent of the first and second annual
premiums on life policies and 15 percent on the first two annual premiums on all other
types of policies. See also Minutes of the Board of Trustees, July 16, 1879.
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In spite of the position taken by the Company at this time, commis-
sions were to rise fairly steadily from the early eighties to the Armstrong
Investigation of 1go5. When deferred dividend policies were introduced
in 1886, 10 percent extra commission on the first premium and renewal
commissions for ten instead of six years were allowed with the hope that
agents would push this type of contract with more vigor than other
forms of insurance.’® In 18go the number of renewals on which commis-
sions were allowed was reduced, although this was compensated for in
part by increasing the commission on the first premium, and at about
the same date differences between the commissions on various types of
policies were greatly enlarged. The trend which was taking place can
be seen from the following table of commissions paid to and by the

TABLE 2%
COMMISSIONS: THE RAYMOND AGENCY, 1888-1go3
COMDMISSIONS PAID TO RAY MOND COMMISSIONS PAID BY RAY MOND AGENCY
AGENCY TO ITS SOLICITORS
Percentage Percentage Percentage Percentage
of First Number of Paid on of First Nuwmber of Paid on
Year Premium Rencwals Rencwals Premium Renewals Renewals
1888 45-65 5-10 10 80 5-10 5-50
1889 45-65 5-10 10 35 6-10 545
18go 15-65 5-10 10 35 4-10 5—45 or
85 flat to
65 flat
1891 30-70 6 10 35 4-6 5-55 Or
25-65 flat
1892 25-60 -5 10-25 25 1-6 5-55
1803 35-80 1-6 710 40 6 5-60 or
45 flat to
7o flat
1891 1003 1-5 7¥%-25 50 1-6 5-70
1895 35-80 1-6 7Ye-10 50 1-6 570
1896 45-80 6 10 50 1-6 5=70
1897 45-80 6 10 50 1-6 5-70
1898 45-80 6 10 50 1-6 5-70
1899 15-80 6 10 50 1-6 5-70
1900 45-80 6 10 65 1-6 5-75
1901 45-80 6 10 65 1-6 5-75
1902 45-80 6 10 65 1-6 5-75
1903 45-80 6 10 65 1-6 575
16 'The commissions in 1881 were as follows:
Percentage of Percentage on
Type of Insurance First Year Premium  Six Annual Renewals
Children’s endowment 10 5
Five year 10 5
Single premium 5 ..
All others 80 "

TR
Flat brokerage fee 35 percent of first annual premium. Extra for advertising 10 percent of
first annual premium. Extra for expenses on 1st year 214 percent. Collection fee $ percent
after expiry of commissions.
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Raymond Agency in New York—an agency which had a somewhat
favorable position.'”

The periodic rearrangement of the commission schedule was not,
however, the only stimulus given to agents to produce more business.
As has been mentioned earlier, executive specials, those supersalesmen
who cooperated with the field forces in “cracking” large and difficult
cases, were employed extensively after 1888, and, although they were
transferred from the executive to the agencies department in 19o2, they
continued to exert a powerful influence. Up to 19o2 they were paid a
base salary of about $3,000 and usually received from the general agents
all of the commission on the first premium and shared with the solicitors
the renewal commissions, as a rule getting half. They were thus well
paid, and to improve their record they indulged in rebating, upon which
the Company frowned.!® Indeed, The Mutual Life entered a formal
agreement against rebating with other companies, and the New York
law of 1889 prohibited it.!

Another stimulus to agents was the adoption of the quota system
and bonuses for exceeding prescribed requirements. In 1888 John W.
Guiteau was appointed to the position of statistician of The Mutual
Life, and one of his tasks was to investigate the potentialities of the in-
surance market within each general agency in order to determine whether
or not the territory was being satisfactorily worked. Rough guesses had
been attempted previously, but Guiteau endeavored to make them pre-
cise and thus became the first analyst of the life insurance market. His
work so impressed his superiors that quotas for each agency were soon
established and bonuses for meeting the requirements were granted. In
1893, for example, the Raymond Agency was given a quota of $4,000,000
of new business.** On anything in excess of this sum, an additional 5
percent commission on the first year's premium was granted, and still
another 5 percent on amounts in excess of $8,000,000.*

To facilitate the labors of the sales force, The Mutual Life, like all
similar institutions, endeavored to establish in the public mind not only
its name but also a favorable impression of its operations. Its chief ve-

17 Armstrong Investigation, Exhibits, No. 255. A few agencies had overriding commissions
to cover extra expenses. Armstrong Investigation, Testimony, p. 1310. See Appendix, p. 359.

18 Minutes of the Insurance Committee, Nov. 23, 1905.

19 Minutes of the Board of Trustees, Dec. 28, 1898, and the Armstrong Investigation,
Testimony, pp. 1086-1087.

20 Armstrong Investigation, Exhibits, No. 260. Those bonuses were not given on “Class D
and E” business. See above, footnote 18.

21 Prizes were also given for production, In 1896 there were “President’s Cups” for the
most successful agents.
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hicles of advertising were the insurance press and pamphlet literature.
In the former the Company not only inserted bona fide advertisements,
but it also paid editors to run its messages as news articles or editorials.
For the campaign against Jacob L. Greene of the Connecticut Mutual,
The Mutual, along with The Equitable and the New York Life, hired
the services of C. C. Hine, editor of the Insurance Monitor, Stephen
English of the Insurance Times, and Charles J. (“Dollar-a-Line”) Smith
of the Insurance Record. The editor of the Insurance Monitor had a
fixed price for his Connecticut Mutual extras of $50 a thousand and
boasted that he sold them “by the ton.” The use of such methods had,
however, serious disadvantages, for not only was the practice expensive,
but it sustained a group of mercenaries who could be employed for
retaliation in kind or who could make a living out of blackmail. English,
in fact, served The Equitable’s Hyde so successfully in a campaign against
The Mutual that McCurdy finally hired him.?* And a certain Joe How-
ard, Jr., who worked for both The Mutual and The Equitable, was not
above holding up either company.** Finally the bitter attacks evoked so
much public interest that replics became “news stories” and could be
run without charge in the large dailies—a practice used by President
Greene of the Connecticut Mutual.

Although the campaigns waged by various companies upon their
rivals did not prove to be advantageous, threatened to undermine public
confidence in all insurance institutions, and led directly to many state
investigations, they continued with more or less vigor throughout this
period of managerial domination, being especially evident after the
turn of the century in the advertisements of general agents. Neverthe-
less, there was some indication that advertising was becoming more
genteel. The Mutual Life began in 1885 a publication, The Weekly
Statement, for the enlightenment and encouragement of its agents, and
when the managerial system went into operation, it founded a series of
advertising pamphlets, Points, for the use of its salesmen.** Both these
papers were relatively free from aspersions on other companies, and the
same could be said of The Mutual’s advertisements in magazines and
newspapers. At the Paris Exposition of 1goo the Company had an elabo-
rate display of wall charts, which were later reduced and arranged in

22 New York Insurance Investigation (Albany, 1877), p. 315.

28 Trustees’ investigation of the New York Life (1887).

24 The Weekly Statement became known as The Statement in 1901, as Mutual Interests
in 1907, as The Mutual Life Quarterly in 1916, and as Best Assets in 1920. Points has con-
tinued to appear ever since its beginning in 19o1. Another house publication was Applied
Salesmanship, begun in 1922.
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book form, portraying the growth and operations of the institution
without mention of competitors. And along with this improved tone
of The Mutual Life’s publicity came a friendlier attitude toward its
rivals. James W. Alexander, president of The Equitable, was invited
to a meeting of the Board of Trustees to see the unveiling of the Paris
Exposition display, and a telegram of greeting was sent to John A. McCall
when he became president of the New York Life.*

LIBERALIZING THE SELECTION OF RISKS

Although the management of The Mutual Life exerted every effort to
increase its sales, it had at the same time to limit its market to good
risks. As was explained in Chapter V, the Company had charged from
its inception extra premiums for such hazards as travel, war, dangerous
occupations, and residence in regions where mortality rates were high
and had refused insurance to persons whose health had been impaired.
It selected risks for the purpose of establishing a degree of equality
among its insured and of keeping its mortality rate below that of the
tables which it was using.

As time wore on, many of the dangers against which the Company
had endeavored to protect itself were so minimized that it was felt safe to
abolish the extras for them. Thus, although restrictions on residence
were found in the tontine policies of 1870 and of the nonforfeiture clause
contract of 1849, they were absent from the deferred dividend forms of
1886. Only in the foreign business was a kind of residence extra charged,
and that was done by requiring'high premiums in certain countries such
as Mexico and Japan.*® Likewise, the requirement of permits or of cxtra
premiums for travel did not appear in the rate books after 1885 or in
the distribution policies, for ocean and railway transportation had be-
come relatively safe. The only restriction on travel at this time was that
no trip could be taken to the torrid zone during the first two years in
which a policy was in force. So far as occupational hazards were con-
cerned, the Company stated in 1886 that it would not insure bartenders,
ordinary seamen, engineers, firemen, and operators of blast furnaces and
that its contracts did not cover during the first two years death from sui-
cide, mining, blasting, aeronautic ascensions, service upon trains or ves-
sels, war, and submarine labor. Curbs of this kind were maintained by
The Mutual Life even after 1goo, although dispensation from them
could be obtained by permission or by the payment of extras. By 19os

25 Minutes of the Board of Trustees, Feb. 15, 1892, and Feb. 21, 1goo.
26 For Mexico the premiums averaged g7 peicent higher than home rates, and for Japan
8 percent higher. See Minutes of the Insurance Commiltee, July 27, 1886, and Apr. 24, 1888,
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only eight of fifty-one representative companies imposed occupational
restrictions after a policy had been in force one or two years.?’

Among other special risks against which The Mutual Life endeavored
to protect its policyholders, those arising from suicide, alcoholic drink,
large policies, and war were the most important. In 1884 New York State
legislated against refusing a benefit in case of suicide committed by an
insane person and subsequently some of the companies dropped all re-
strictions on self-inflicted death. The Mutual Life was, however, reluc-
tant to follow suit, for suicides had been numerous during the depression
of 1873 and were to loom important in the crisis of 1893. Nevertheless, by
1905 this Company, along with all but one other, agreed to pay claims
in case of suicide if a policy had been in force one or two years.?* Poor
risks caused by alcoholic drink were, on the other hand, weeded out
insofar as possible by refusing insurance to those who were not of temper-
ate habits. The policy of 1875 with the following anti-alcoholic provision
was thus the exception rather than the rule.

If the said person, upon whose death this policy matures shall die by disease,
violence, or accident brought about by intoxication, or shall impair his
health by narcotic or alcoholic stimulants, or shall have delirium tremens,
the Company shall be released from all liability on account of this contract.

War clauses were, however, regularly a part of The Mutual’s contract,
but a difficulty arose over how much to charge in case of military service.
In Germany in 1888 The Mutual increased the rates for those who were
liable to military service from between 15.1 percent and 1.3 percent of
its normal premiums and levied an extra $3 per thousand on combatants.
During the Spanish American War and the Boer War, on the other hand,
the Company returned premiums in the case of the death of a person who
had no war permit, but on policies for which a war permit was given
an extra was charged with the understanding that a refund would be
made of that part of it not needed to cover increased mortality. Thus,
in the case of Americans who fought in the Spanish American War the
extra actually necessary for those who did not go to the Philippines was
1% percent of the amount insured.*

27 In this connection it should be noted that in 1886 and more especially in 1888, The
Mutual’s restrictive clauses appeared in the applications rather than in the policy forms—
a change that was of little importance because by 1888 the application was recognized as part
of the contract and was attached to the policy itself. The last contract which did not cover
death from hostile Indians seems to have been the Tontines of 1870. See also L. G. Fouse,
“Policy Contracts in Life Insurance,” .dnnals of the -inerican Academy of Political and
Social Science (Philadelphia, 1905), pp. 39-10.

28 Ibid.

2 Minutes of the Insurance Committee, Apr. 24, 1888, and Fifty-Sixth Annual Report,

p. 15
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The least troublesome of all these special risks in the period from 1870
to 1906 was the large policy. Although the limit of insurance on one life
was increased from $20,000 to $30,000 in 1872 and a few years later to
$50,000, a careful examination of the Company’s experience with cases
in excess of $20,000 showed that mortality among them was about two-
thirds as high as among all policyholders. This finding provided Mc-
Curdy with a way of increasing insurance in force. He argued that inas-
much as holders of large amounts of insurance had a low death rate,
there was no danger in issuing large policies. Consequently he got the
limits on one lifc extended to $100,000 in 1887 ** and in 18gy the right
to determine what the maximum amounts should be. Thus, in 18gg one
of the most successful life insurance salesmen of the period, C. F.
Troupe, who wrote $21,000,000 of insurance in twenty years, placed a
million dollar policy with The Mutual—the largest single policy that
had ever been issued.®* The hazard in such cases was real, and at the time
some hesitancy was felt in accepting risks of this kind. To protect itself,
the Company required the applicant to meet high standards of health
and probity and reinsured part of the risk in other companies.

THE DEPARTMENT OF REVISION

Measuring the integrity of prospective policyholders has always been
one of the most puzzling problems of selection, and yet it is one of the
most important. False information in the application may upset the ex-
pected rate of mortality, financial inability to pay premiums leads to
early surrenders, and general dlshonesty may result in attempts to make
false claims upon the insurer. These dangers were realized from the first,
but the responsibility of meeting them was placed largely on the agent,
who was supposed to “know’" his client.

To prevent the perpetration of all frauds against insurance compa-
nies was impossible, and from time to time The Mutual Life was the
victim of dishonest claims. Perhaps the most famous instance of this
kind was the conspiracy of John W. Hillmon of Medicine Lodge, Kan-
sas, his wife, and two other relatives to cheat not only The Mutual, but
also the New York Life and the Connecticut Mutual. Shortly after a
large amount of insurance had been placed upon the life of Hillmon,
he was declared by his wife to be dead. An investigation showed, how-
ever, that the body which was supposed to be that of Hillmon was not
his. Although the head of the murdered man had been partially burned,
dentists proved that the teeth were not the same as Hillmon's, and physi-

30 Minutes of the Insurance Committee, Dec. 22, 1887. 31 Leslie’s Weekly, Sept. 9, 1899.
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cians testified that the stature of the dead man was several inches in ex-
cess of the conspirator’s. Confronted with this evidence, the plotters con-
fessed their guilt, but for twenty years the case was fought in the courts,
because of disagreements by juries, until the insurance companies fi-
nally won. The litigation was expensive, costing many times the amount
of the insurance, but the defendants stuck tenaciously to their guns on
the ground that policyholders’ money should not be sacrificed in the
payment of such claims.??

To protect itself against such unscrupulous persons as the Hillmons,
The Mutual Life urged its agents to be more wary in writing insurance
on persons of questionable character and checked more carefully on
documents submitted in proof of death. From the carly 1850’s to the
1920’s the Company required as evidence of the decease of an insured
sworn statements from the attending physician, a friend, and the under-
takers, but in the 1880’s it demanded more frequently reports from one
of its agents or investigators.

In 1876 Dan Gillette, brother of the Company’s medical examiner,
was employed to solve a fraudulent claim and was so successful that he
was given a regular position as special detective. When the Hillmon
case appeared on the docket, Gillette began to realize more clearly than
ever before that to wait until a policy became a claim before investigat-
ing the moral hazard involved was like calling the fire departinent after
one's house had burned down. He proposed that a Department of Re-
vision be created not only to check death claims and the insurability of.
policyholders but also to scrutinize the integrity of and to secure other
information about applicants before insurance on their lives was issued.
So logical did this plan scem that in 1884 it was adopted—the first thing
of its kind in American life insurance.®

Although the new department was not equipped at {irst to handle ev-
ery case, it was expanded in 189o by bringing Charles B. Holmes, owner
of a credit service bureau, into The Mutual Life. His list of correspond-
ents and his credit files formed the basis for the organization within the

32 Thirty-Seventh Annual Report, p. 18; Minutes of the Board of Trustces, Oct. 27, 1897,
and John B. Lewis and Charles C. Bombaugh, Stratagems and Conspiracies to Defraud Life
Insurance Companies (Baltimore, 1896), pp. 173 ff. There was some discussion about the
claim on Boss Tweed’s endowment policy. It was, however, ordered paid, Sept. g0, 1878.
Minutes of the Board of Trustees, Jan. 15, 1879. The Committce on Mortuary Claims sub-
mitted 65 cases to the Law Department duing 1878. Tt was found that twenty-six of these
claims were just. Hence they were ordered paid. Of the other cases eighteen concerned in-
temperance, fourteen suicide, three forfeiture, three misrepresentations in applications, and
eight suits by policyholders.

33 The American Service Bureau, Inc., owned and controlled by the American Life Con-
vention, was set up in 1921 to perform these services for many of the companies.
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Company of The National Commercial Agency which was capable of
checking about one-fifth of prospective risks.** In the year 1894, when
$211,000,000 of new insurance was applied for, the National Commer-
cial Agency sent out blanks for reports on $43,300,100, made unfavor-
able returns on $2,964,000, and classified as questionable $4,743,500.
In the same year the Department of Revision tracked down an abscond-
ing agent, uncovered some fraudulent death claims, and investigated
2,471 of the Company’s medical examiners.

MEDICAIL SELECTION

Valuable as were the services of the Department of Revision, the med-
ical examination remained the most important basis for determining
what risks should be accepted and what should be rcfused. Every effort
was made to have a corps of trustworthy examiners scattered through-
out the areas in which The Mutual Life did business and to have them
probe deeply into the physical conditions of applicants. The applica-
tion form of 1889, which was the first attached to a policy, demanded,
like its predecessor, a great amount of detail about the illnesses of the
prospective policyholders. By 1899, when the application was printed
in the policy itself, more attention was being placed upon the health
record of the applicant’s family and upon degenerative diseases than
had formerly been the case.®® Logically enough, specific questions about
certain diseases which were being brought under control, such as yellow
fever, were entirely dropped. .

Medical selection reduced decidedly the number of those who died
from tuberculosis, heart diseases, Bright's disease, or brain diseases soon
after taking out life insurance, but had apparently little effect in im-
proving the rate of mortality from other causes.”® For this reason medi-
cal examiners concentrated their efforts on preventing those who showed
tendencies toward the former diseases from becoming insured. They
realized that a lower mortality rate from pneumonia, influenza, typhoid
fever, malaria, and certain other diseases could be effected only by ad-
vances in medicine and public health.

34 Correspondents usually received $.25 for a report. This was subsequently increased

to $.50. See the Minutes of the Insurance Commitlee, Feb. 12, 1895.

35 See above, p. 78.

36 Elias J. Marsh and Granville M. White, Mortality Records of The Mutual Life In-
surance Company of New York for Fifty-six Years, from 1843 to 1898 (New York, The
Mutual Life, 1goo). The only important measures taken by The Mutual Life, which might
be classified under the rubric “preventive medicine,” were sporadic efforts to improve sani-
tary conditions in certain areas and the distribution to policyholders about 1900 of pam-
phlets describing how to care for patients suffering from disease or accident.
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The ultimate purpose of medical selection is to eliminate the poor
risks and to reduce in so far as possible the death rate among policy-
holders. The lower that rate is, the cheaper life insurance becomes. To
get a low ratio of actual to expected mortality, it has been necessary con-
stantly to insure a number of young lives as well as to select good
physical risks, for among the young there is the greatest possibility of
lengthening the expected span of life. The Mutual Life’s ratio of actual
to expected mortality from 1875 to 1906 shows only a slight improve-
ment, for by the former date the Company had already a wide distribu-
tion of ages among its members, and improvements in public health
had not been extensive enough to make much of an impression on the
rate.

TABLE 28
RATIO OF ACTUAL TO EXPECTED MORTALITY: THE MUTUAL LIFE e
1875 93.1 1882-87 Unavail- 1893 86.1 1900 73.9
1876 81.1 able 1894 78.0 1901 74.2
1877 79.2 1888 82.9 1895 78.0 1902 69.8
1878 743 1889 754 1896 7820 1903 78.6
1879 79.7 1890 79.9 1897 76.6 1904 81.9
1880 84.8 1891 79.0 1898 70.0 1905 80.4
1881 78.3 1892 82.9 1899 92.9 1906 750

e From manuscript volume in Actuary’s Library, Mortality Experience, 1875-1903, and
manuscript volume entitled .{bstract of Annual Statements.
b Change in method of computation.



X. Broadening the Investment Portfolio

HE CHANGES in American life insurance which set off the period

18431870 from the period 1870-1906 were not limited to the

introduction of deferred dividend policies, the liberalization
of the contract, the extension of the agency force, the appearance of
managerial domination, improvement in the selection of risks, or even
the great growth of insurance itself. Indeed, one of the most important
differences between life insurance as it was practiced in the thirty years
prior to 1870 and as it was conducted in the thirty years prior to 1906
concerned investments. In the latter three decades the assets of life
insurance companies grew to such proportions that they completely
dwarfed the earlier accumulations. So large did they become, in fact,
that they were not able to find employment in the local fields where
such funds had previously been used, and they had of necessity to seek
a broader range. The most attractive new outlet seemed to be that of
securities, especially railroad securities, and by 1goo life companies had
more than g1 percent of their assets in these stocks and bonds and g7.7
percent in corporate holdings.! This shift in the character of life insur-
ance investments was far reaching, as we shall see, but it was not the
only one which took place. There was a very marked falling off in the
proportion of mortgage loans made by the life insurance companies, an
increase in policy loans, and a slight augmentation of real estate held.
Finally, there was a breakdown of state protectionism, which had re-
quired the holding of assets within certain political jurisdictions, and
there was the very important fact that the secular trend in interest
rates from the 1870’s to 1906 was downward.

LOOSENING THE STRAIT JACKET OF INVESTMENT LAW

When The Mutual Life began business in 1843, its investments were
limited by the terms of its charter to mortgage loans on New York real
estate and to the bonds of the United States, New York State, and in-
corporated municipalities of New York State. Following the depres-
sion of 1848 restrictions on life insurance investments were tightened

1 Zartman, The Investments of Life Insurance Companies, p. 14.
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by New York's first gencral insurance law (April 10, 1849). Henceforth
life insurance companies of the state could not buy or make collateral
loans on New York State municipal bonds which were selling below par,
could not deal in any commodities or engage in any business except life
insurance, could possess only that real estate which was necessary for
the conduct of their business or which came to them in the settlement
of debts, and had to sell all real estate, except home office buildings,
within five years—a provision that was added because of English experi-
ence with large accumulations of land under the rule of mortmain.?
During the depression of 1857, however, when life insurance companies
were experiencing difficulties with investments, the investment laws
of incorporated life companies were somewhat extended so as to per-
mit the purchase of stocks or bonds of any corporation domiciled in the
State of New York and to make loans on such securities if the market
value was 10 per cent more than the sum loaned thereon.* Then, in
1868, the privilege of making mortgage loans outside the state, but
within a radius of fifty miles from New York City, was granted.*

The objectives which such curbs were expected to attain were, first,
the safeguarding of life insurance funds and, secondly and less lauda-
torily, the keeping of moneys within the borders of New York State.
The actual results of such policies were not, however, so satisfactory as
had been originally expected, for not only did the very small-gauge
outlets for insurance funds force New York companies to make loans on
undesirable security or to accept low rates of interest but also the at-
tempt to prevent capital from going outside the state evoked retaliation
in kind from other states. Just how important this latter development
was can be seen from the fact that of the nine states in 1870 having
general laws regarding the investment of life insurance assets, only
three went so far as to permit their companies to purchase even the
bonds of other states.®

Although new legislation to protect life insurance funds was passed
in the 1870’s because of the plethora of failures among life insurance
companies—the total loss to policyholders in this decade was about
$35,000,000—,° the strait jacket into which investments had been placed
was considerably loosened from 1870 to 19o5. The severe depression of
1878 made clear the inadequacy of existing statutes to achieve safety and
remunerative employment of life insurance accumulations. New York
State attempted to meet this situation by its very important law of 1875,

2 Laws of the State of New York, 1849, Chapter g08. )

8 Ibid., 1857, Chapter 469. +Ibid., 1868, Chapter 318. & Zartman, op. cit., pp. 162-164.
8 John A. McCall, A4 Review of Life Insurance (New York, 1898), pp. 15-17.
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This act opened a new field to New York companies, for, although it
allowed mortgage loans only within those states adjacent to New York,
it permitted New York companies to invest their funds in or to make
collateral loans on the state, county, and municipal bonds of any state
or on the stocks and bonds of any corporation within any state where
the companies were transacting business.” It was this law, therefore,
which led to widescale investment in the stocks and bonds of private
corporations and was to lead life insurance companies ultimately to
entrepreneurial practices that were condemned in 19os.

This law of 1875 was soon followed by others which aimed to extend
the legal boundaries within which life insurance companies might place
their funds. In 1876 New York permitted its companies to purchase real
estate beyond that required for offices,® in 1883, to buy foreign or out-
of-state real estate property necessary for the conduct of its business,®
and in 1896, if approval was obtained from the supreme court of the
state, to invest moneys obtained from the sale of real estate in new real
estate, though none of these assets could be held for more than five
years.’® In 1886 the Empire State allowed its life insurance companies
to make mortgage loans in any state or foreign country where they
were doing business.’* In 1892 it granted its statutory permission to
make loans on policies up to their full legal reserve, required that in-
vestments must be income-bearing or dividend-paying, and placed no
limits on the amount of cash which could be deposited in banks.!?

This extension of the fields open to New York companies for the in-
vestment of their funds was accompanied by similar action by other
states. By 1gop the twenty-two states which did most of the life insur-
ance business had laws regulating investments. Of these, eighteen
allowed their companies to buy the bonds of any state, and fourteen,
the bonds of any county or municipality. Only four—Georgia, Ne-
braska, Pennsylvania, and Texas—confined mortgage loans to property
of the home state of the Company. Nearly all allowed the purchase of
corporate securities, although a few ostracized bonds and stocks in min-
ing and some other types of companies. Nine states made definite pro-
visions for policy loans up to a certain percentage of the reserve. A
majority permitted collateral loans on securities which the companies
had a legal right to own. And Massachusetts did away in 1888 with all
restrictions on life insurance investments. Only in foreign countries was
there a trend toward keeping life insurance money at home, and in

7 Laws of the State of New York, 1875, Chapter 423.

8 Ibid., 1876, Chapter 857. 9 Ibid., 1883, Chapter 361 and 1885, Chapter g94.
10 Ibid., 1896, Chapter 5. 11 Ibid., 1886, Chapter 394. 12 Ibid., 1892, Chapter 6go.



BROADENING THE INVESTMENT PORTFOLIO 179

these lands legislation usually took the form of requiring the purchase
of government securities.'3

BROADENING THE INVESTMENT PORTFOLIO

Greater freedom in the investment of life insurance funds was an ab-
solute necessity, for not only did the assets of life companies increase
from $269,520,441 in 1870 to $2,924,253,848 in 1906 but also most of
the large companies were in the East, and they needed to invest in other
areas almost as much as other areas needed to have the use of their
capital.

Furthermore, the economic expansion of the United States created
such a large demand for capital over such wide expanses of territory that
the earlier restrictions on life insurance investments became obsolete.
The building of railways and of great industrial establishments brought
a tremendous quantity of rail and industrial bonds into the market.
The settling of the West and the mechanization of agriculture gave an
impetus to farm mortgages for new buildings, land, and implements.
Greater city and state enterprises resulted in an increase in municipal
and state financing. From these new opportunities for the use of capital
life insurance companies were not to be kept by outmoded regional
jealousies.

Financing the industrial, commercial, and to some extent agricultural
expansion of the United States was made relatively easy for investment
institutions by the development of the corporation and by the cen-
tralized marketing of corporate stocks and bonds. Although the cor-
porate form of business organization was centuries old, it was only after
the panic of 1873 that it began to be, as Thorstein Veblen extravagantly
said, “the master institution of civilized life.” ** Corporate financing
was furthered by bond issues secured by corporate mortgages with pro-
visions for foreclosing on property in case of default, by corporate trust
companies which began to replace individual trustees, and by the ap-
pearance of holding companies, which by the Pennsylvania statutes of
1868 and 1872 and by the famous New Jersey law of 1889 allowed cor-

13 Zartman, op. cit., chap. vi, and R. L. Cox, “Statutory Direction of Life Insurance In-
vestments,” Proceedings Association of Life Insurance Presidents (New York, 1924), XVIII,

. 133.
P Hsjbsentee Ouwnership and Business Enterprise (New York, 1923), p. 86. See also Thomas
C. Cochran and William Miller, The Age of Enterprise; a Social History of Industrial
America (New York, 1942); Adolph A. Berle, Jr, and Gardiner C. Means, The Modern
Corporation and Private Property (New York and Chicago, 1932); George W. Edwards, The
Evolution of Finance Capitalissn (London and New York, 1938); and George Heberton
Evans, Jr., “Business Incorporations: Their Nature and Significance,” Journal of Economic
History (New York, Dec., 1941), pp. 67 ff.
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porations to hold the stocks of other companies. In 1869 the New York
Stock Exchange was established by the amalgamation of three existing
bodies in the Exchange, the Open Board, and the Government Bond
Department—and other exchanges were soon created in New York,
Baltimore, Boston, Chicago, Philadelphia, and San Francisco. From 1870
to 1910 the number of stocks listed in the New York Stock Exchange
increased from 143 to 426, and the number of bonds from 200 to 1,013.*°
On November 28, 1879, the New York Stock Exchange attained a peak
turnover of 700,000 shares; in December, 1886, the million-share-a-day
mark was set; and on April 3o, 1913, the high, up to that time, of 3,281,
226 shares was reached. In this corporate growth railroads played a lead-
ing role. From 1873 to 1879 about $1,000,000,000 of new railroad se-
curities were put on the market, and between 1880 and 18go the par
value of railroad securities was increased by $4,000,000,000. Yet indus-
trial securities were not completely overshadowed, for the number
listed on the New York Stock Exchange went up from 20 in 1898 to
86 in 1go5. John Moody stated in 1904 that there were 445 “trusts’” with
a total capital of $20,000,000,000 in the industrial, railroad, and public
utility fields. The United States Steel Corporation was capitalized for
$1,370,000,000—the first billion dollar corporation; nine other incor-
porated companies were capitalized at over $100,000,000, and more than
one hundred exceeded the $10,000,000 mark. The great flood of securi-
ties thus placed on the market was further swollen by a small increase
in the Federal funded debt as a result of the Spanish American War,
by an increase in municipal indebtedness between 18go and 19o2 of
$587,000,000, and by the augmentation of all state and other local
debts of about $85,000,000 within the same period.*®

If life insurance companies had been prevented from investing their
funds in the securities of private corporations, they would have been
deprived of an enormous market and of relatively high yields. The com-
panies realized the opportunities created by corporate securities and, as
soon as laws allowed, began to buy them in large amounts, particularly
railroad bonds and stocks. Although there was still some financial
manipulation of rails, state regulation, begun by Massachusetts in 1869,
Federal intervention, initiated by the Interstate Commerce Act of 1887,
and the pumping of some water out of railroad stocks in the depres-
sion of 1873 indicated that investments in the new arteries of commerce

16 New York Stock Exchange Bulletin, Feb., 1932, p. 1.

16 William J. Shultz and M. R. Caine, Financial Development of the United States (New
York, 1987), pp- 388, 433, 441, and 456, and George Edwards, op. cit., p. 167. Sec Table 57,
Appendix.



CHART IX
DISTRIBUTION OF ADMITTED ASSETS OF ALL COMPANIES, 1888-1906
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DISTRIBUTION OF ADMITTED ASSETS OF THE MUTUAL LIFE, 1888-1906
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were going to be less speculative than they had been previously. Gradu-
ally, then, life insurance companies began to purchase securities, espe-
cially of railroads, to reduce drastically the proportion of mortgage
loans.!”

Like other life insurance companies, The Mutual Life began to alter
the composition of its portfolio in the late 1870’s and more particularly
in the 1880’s. The Company acquired its first railroad bonds and made
its first collateral loans on securities in 1880 and obtained its first rail-
road stock in 1883. Total securities rose from 11.3 percent of admitted
assets in 1871 to 57 percent in 1906. Of these securities, railroad stocks
and bonds increased from 4.8 percent of admitted assets in 1881 to 41.4
percent in 1906. Real estate—mostly in the form of office buildings at
home and abroad—collateral loans, policy loans, public utility securi-
ties, and, in the 1890’s, bank stocks gained in favor. Mortgage loans, which
had accounted for 76.8 percent of admitted assets in 1871, declined to
24.6 percent in 19o6.

INVESTMENT EARNINGS

To ascertain the absolute net interest earned on these investments, that
is, the gross interest less investment expenses and investment losses,
is extremely difficult, if not impossible, because of the nature of life in-
surance accounting. It may be well, indeed, before any such attempt at
estimating rate of earnings is made, to glance briefly at the idiosyn-
crasies of life insurance accountancy. In 1874 the National Convention
of Insurance Commissioners, which had been founded in 1871 and
which came to include most of the state insurance superintendents,
adopted the so-called Convention Form in order to standardize the
financial reports of all life companies.’® In all essential details this form
of 1874 has remained in use to the present date and consequently does
not reflect the tremendous progress that has been made in the ac-
countancy field.

The Convention Form begins with an itemized statement of receipts
for a given year, which are added to the ledger assets as of the closing
of the books of the preceding year. This is followed by itemized dis-
bursements for the year, the sum of which is subtracted from the total
attained above to give the new ledger assets, which in turn are itemized.
Ledger assets (values on the company’s books) are followed by non-
ledger assets, which include chiefly due and accrued interest and rents,

17 Proceedings Association of Life Insurance Presidents XIII (1919), 128.
18 Consult C. O. Shepherd, “The Convention Statement,” The Record, American Institute

of Actuaries (Vol. XXVI, Part 1, No. 53) (May, 1937), pp. 103 f.
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excess of market value of stocks and nonamortizable bonds over book
values, and net amount of uncollected and deferred premiums. From
this total are subtracted the assets not admitted, which include the ex-
cess of book values over market value of nonamortizable bonds and
stocks, any interest due and accrued not admitted, and other miscel-
laneous items. The balance gives the admitted assets. The liabilities
consist chiefly of policy reserves, amounts held on deposit for policy-
holders and beneficiaries, policy claims outstanding, unpaid expenses,
amounts held for dividends payable, and special reserve funds. The
balancing item to equal the admitted assets is the company’s sur-
plus.

TABLE 29
RATE OF INTEREST EARNED ON LEDGER ASSETS¢

(Twenty-five companies to 1893; Twenty-eight companies after 1893)

Full Mean Bonds and Loans on All Other
Year Rates Stocks Mortgages Real Estate Securities
1875 6.81
1876 6.66
1877 6.38
1878 5.90
1879 585
1880 5.46
1881 5.49
1882 5.54
1883 5.51
1884 5.44
1885 5.41
1886 5.36 '
1887 544
1888 5.40
1889 5.22
1890 K14
1891 519
1892 5.07
1893 5.06 .. oo cee
1894 4.99 4.88 5.66 4.21 3.88
1895 499 475 548 418 5.04
1896 4.90 4.69 544 4.27 4.52
1897 485 470 532 447 4.36
1898 4.87 475 5.20 4.83 418
1899 4.80 4.68 5.10 5.02 434
1900 470 451 499 5-27 4-25
1901 4.63 4.50 487 5.46 4.0
1902 459 4.34 481 5.69 435
1903 4.61 4.86 478 5.82 448
1904 4.59 4.34 484 579 439
1905 457 4-34 483 6.2 425
1906 4.63 4.27 482 6.48 497

o Frederick L. Hoffman, “Fifty years of American Life Insurance Progress,” Quarterly
Publications of the American Statistical Association, 1911, pp. 744-745-
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The Convention Form has been criticized because it does not follow
those accounting practices and terms which are employed in other
businesses and because it is not easily understood by a person unfamiliar
with life insurance. Yet, criticism of the Convention Form should not
be too harsh, because company books tell a fuller story than the state-
ment made in the Form. Nevertheless, life insurance accountancy cre-
ates many difficulties in computing accurate yields on investments. In
gross yields, no allowance is made for investment expenses, while in net
yields, “investment expenses,” which are determined according to a
formula that includes an item for overhead, are deducted, but losses of
principal are, as is usually the case in accounting, excluded from the
computation. This fact tends to make investing seem more remunerative
than it actually is. In spite of deficiencies in the statistics, however,
some idea of rates of interest can be and is arrived at for practical pur-
poses.

From these tables, a declining rate of earning on life insurance in-
vestments can be observed. In November, 1898, The Mutual Life began
to lend on mortgages under 5 percent.’® On January 1, 19og, the Com-
pany had $19,143,100 on mortgages at 4 percent, $2,000,000 at 414 per-
cent, $51,001,475 at 4% percent, $27,457,377.45 at 5 percent, $140,000
at 5% percent, and $2,285,940.97 at 6 percent.? The earning power of
railroad bonds was also declining.

To obtain a more accurate picture of yield than is given by these
tables, some estimate of the ratio of investment expenses to assets is
necessary. In the period from 1896 to 1904, when statistics are available,
such ratios for some companies ran as high as 2.77 percent of mean
assets and some as low as .06 percent. On real estate the percentages
were much higher, ranging from 1.6 to 29.9, while they were relatively
low on security investments and mortgage loans. Investment expenses
thus explain in part why life insurance companies tended to shift their
portfolios to stocks and bonds.?*

Important as it was to secure a satisfactory yield from investments,
it was by no means so necessary as to protect principal from loss. Presi-
dent McCurdy was clear on this point. “The practice of this Company
has been, in seeking for investments, to look firstly for entire security,
and secondly for productiveness.” 22 To determine what class of se-
curities was the safest was not an easy task. In periods of severe depres-
sion, especially after 1873 and 1893, the Company had to take over

19 Minutes of the Finance Committee, Jan. 25, 1890. 20 Ibid., Jan. 11, 1905,
21 Zartman, op. cit., pp. 116, 119, 121. 22 Fifty-Ninth Annual Report (19o2), p. 19.
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large blocks of real estate on foreclosure proceedings, and some loss
was experienced. In 1893 a list of one hundred and ninety-six stocks
shrank 14.57 percent, and a list of three hundred and forty-three bonds
TABLE 30
THE MUTUAL LIFE; RATE OF EARNINGS¢

(Figures in last four columns based on market values; include capital gains and losses)

Rate of Rate of Rate of
Gross Interest Net Interest Earnings Rate of Earnings of  Earnings
Rates on Mean Rates on Mean of Total Earnings of Mortgage of Bonds

Years Admitted Assets Admitted Assets Assets Real Estate Loans and Stocks
1871 6.58 cen 6.2 .. ..
1872 6.67 6.8 4.6 6.8 6.0
1873 6.70 oo 6.7 2.7 6.9 6.2
1874 6.56 .. 6.8 17 7.2 8.1
1875 6.47 .. 6.8 1.6 7.1 11.6
1876 6.41 . 5.6 1.8 7.0 -5
1877 6.15 .. 53 1.2 6.9 38
1878 575 6.8 1.2 6.6 7.3
1879 570 . 52 2.3 6.9 44
1880 555 . 6.6 29 6.7 15.2
1881 5.40 e 5.9 g2 6.6 8.6
1882 544 o 5.4 8.1 6.2 5.2
1883 5.29 . 57 2.8 6.0 7.1
1884 5-22 .. 45 2.7 5.8 43
1885 5.23 . 7.2 3.4 5.8 1.2
1886 5.03 o 5.3 3.7 5.7 6.2
1887 5.04 o 45 39 55 39
1888 5.08 .. 6.0 3.5 5.9 7.8
1889 4.87 .. 3.4 3.5 4.0 1.5
1890 5.07 e 5.4 5.2 5.2 59
1891 5.06 . 3.8 5.1 5.5 5.2
1892 4.86 .. . 6.1 49 54 8.0
1893 4.88 .. 45 4.6 4.6 2.9
1894 4.80 6.9 41 55 33
1895 513 : 8.9 34 55 34
1896 455 . 1.7 -2 5.3 5.0
1897 4-40 4.05 5.1 -6.2 5.2 7
1898 440 4.05 6.3 ~2.4 53 8.8
1899 4.46 4.11 6.3 56 5.0 7.4
1900 4.23 3.86 51 4.6 48 57
1901 4.08 373 55 45 4.7 6.5
1902 4.06 3.67 45 47 4.6 47
1903 4-33 3.96 2.3 49 4.6 0h
1904 4-33 3-98 6.7 48 4.7 8.5

o All columns except one and two are taken from Lester W. Zartman, The Investments of
Life Insurance Companies (New York, 1906). Columns onc and two are from Company
figures.
shrank 6.76 percent, but the shrinkage in the market value of the stocks
and bonds owned by The Mutual Life was only 1.136 percent.?® Fluc-
tuations in the value of securities was greater than that of other parts

23 Minutes of the Finance Committee, Jan. g1, 1894.
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of the portfolio, because there was an active market for stocks and
bonds, but within the years under discussion actual losses were small.
Collateral loans were usually made with a margin of about 40 percent,
which practically precluded loss, and were approved because of their
safety and flexibility. In them, however, competition with commercial
banks was very keen and interest rates were usually low. In 1894 demand
loans were at 2.54 percent and time loans at 5.25 percent.* Table go
gives some idea of the security of various investments. The small returns
or losses on real cstate should, however, be set against the apparently

TABLE §1

GEOGRAPHICAL DISTRIBUTION OF MORTGAGE LOANS AND REAL
ESTATE: THE MUTUAIL LIFE ¢

MORTGAGE LOANS FORECLOSED REAL FSTATE
Place Amount Place Pieces Assets
1878 1904
New York City $26,446,482 New York City
New York State 14,872,811 Manhattan 3 $497,166.40
Brooklyn 4,666,500 Brooklyn 1 100,000.00
New Jerscy 10,321,624 Richmond 4 67.850.73
Pennsylvania 1,224,050 Rochester 28 251,717.89
Massachusetts 214,000 Elmira 2 128,138.24
Connecticut 58,000 Syracuse 17 230,639.78
Buffalo 3 113,000.00
1004 Lockport 3 $0,791.44
New York City (Man- Jamestown 3 5,817.67
hattan) $74,388,750.46 Balance of State 22 114,245.57
Temporary Loans 410,000.00 Pennsylvania 5 11757578
Brooklyn, N.Y. 5,280,628.00 New Jersey 35 172,972.34
Rochester, N.Y. 2,170,405.10
New York State 5,950,081.82
New Jersey 10,494,090.54
Pennsylvania 2,258,527.50
Calilornia 500,000.00
Massachusetts 460,410.00
Maryland 100,000.00
Connccticut 15,000.00

e Minutes of the Iinance Commiltee, Jan. 13, 1879, and Jan. 18, 19o5. See also William W.
McClinch, “Life Insurance Investments in National Developments,” Proceedings Association
of Life Insurance Presidents, 1922, pp. 41 ff.
stable character of mortgage loans, for most of the real estate was ob-
tained through foreclosure proceedings.

In this connection, reference should be made to the fact that The

Mutual Life endeavored to distribute its investments geographically in
24 Ibid., Jan. g0, 1895. Collateral loans were not made on industrials, and only on secur-

ities which had paid interest or dividends in the preceding five years. Armstrong Investiga-
tion, Testimony, pp. 461-462.
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order to satisfy its policyholders in various regions that their capital was
not being drained off. To give for years prior to 1goj an accurate pic-
ture of the territorial spread of the Company’s investments is prac-
tically impossible because of complications arising from allocating to
individual states the correct proportion of funds in interstate invest-
ments. Not until the Association of Life Insurance Presidents (now the
Life Insurance Association of America) was founded (1907) were for-
mulae worked out for solving this problem and the association’s data on
the subject do not precede 19o6.** Under the circumstances the only
really informative geographical distribution of life insurance assets
which is available is limited to mortgage loans.

FORMULATING INVESTMENT POLICIFS

From the very beginning of The Mutual Life much of the burden of
investing funds fell upon the chief executive officer or officers and upon
the Finance Committee of the Board of Trustees. With the mounting
sums available for investment, with the broadening of the portfolio to
include corporate securities, and with the geographical spread of mort-
gage loans, the task of formulating investment policies assumed new
proportions. A large office staff was necessary to handle the details, and
men of wide business knowledge and keen, decisive judgment were re-
quired to determine what investments should be made.

Investing became such an important phase of the Company’s busi-
ness that new executives were appointed in 1884 to relieve the president
and the vice president of much of the work. A treasurer was named to
have general oversight of all stocks, bonds, and Company office build-
ings, and a comptroller, to take charge of all mortgages, collateral
loans, and real estate.?® In the course of time the personnel of both the
Bureau of Finance, which came to be known as the Financial Depart-
ment, and of the Burcau of Bonds and Mortgages, which became the
Real Estate Department in 1875, greatly increased in size and im-
portance.

Investments were planned by these officers, the president, and vice
presidents and then were submitted for approval, recommendation,
or rejection to the Finance Committee of the Board of Trustees of which
the president, vice presidents, and treasurer were ex officio members. As
the number and size of financial transactions increased, the work of

26 Railroad investments were allocated to states according to mileage within states, securi-
ties in other corporations, on the basis of property in various states, and Federal bonds on

the basis of population.
26 Minutes of the Finance Committee, May 28 and June 18, 1884.



BROADENING THE INVESTMENT PORTFOLIO 189

this committee became enormous. About 1887 a subcommittee of the
Finance Committee was formed to lighten the burdens of the larger
body, and in 19o6 the labor was somewhat divided by creating a Real
Estate Committee. Sometimes the pressure to reach a decision was so
great that action was taken prior to the receipt of authorization by the
Finance Committee. In fact, the Finance Committee and the subcom-
mittee tended generally to follow the advice of the officers in the fifteen
years prior to the Armstrong Investigation.*”

The persons mainly charged with the investments of The Mutual
Life were extremely capable. Aside from the president, the officers who
were chiefly responsible for decisions regarding investments were Fred-
eric Cromwell, who became the first treasurer in 1884 and acted briefly
as president of the Company after McCurdy’s resignation in 1gos,
James Timpson, who became assistant treasurer in 1893 and was in-
structed in 18qg7 to relieve Cromwell of much of his work, and William
W. Richards, comptroller of the Company from 1885 to 19o6. Among
the members of the trustees who served on the Finance Committee, the
most prominent and the one to serve the longest was George F. Baker,
president of the First National Bank of N.Y. As a member of the commit-
tee during almost all his trusteeship, 1879 to 1931, he did more than any
other trustee to shape the financial destinies of the Company. Samuel
D. Babcock, banker, financier and trustee from 1853 to 1902, was also
a member of the committee for many years. Seymour L. Husted, presi-
dent of the Dime Savings Bank, Frederick H. Cossitt, vice president of
the Central Trust Co., George G. Haven, vice president of the National
Union Bank, Augustus D. Juilliard, merchant, Adrian Iselin, Jr., vice
president of the Guaranty Trust Co., Lewis May, banker, Charles R.
Henderson, banker, John H. Sherwood, vice president of the Fifth
Avenue Bank, and William Rockefeller were among the other prom-
inent men who served the longest terms. As a rule the membership of
the Finance Committee remained much the same year after year, the
principal changes being occasioned by death.

The fact that the president, vice presidents, and treasurer of The
Mutual Life were wealthy.New Yorkers and that the majority of the
Finance Committee were New York City bankers explains, in part, the
character of The Mutual’s investment program. In the portfolio were to
be found such items as $873,205 of Metropolitan Opera bonds ** and

27 Armstrong Investigation, Testimony, pp. 200~-201.

28 See the portfolio as detailed in the New York Insurance Report (Albany, 18g7) for the
year 1896, p. 55. For the year 1906 the holdings of Metropolitan Opera and Real Estate
Company, 1908, 4's amounted to $950,000.
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$250,000 of Columbia College g percent bonds,> which reflected the
interest of The Mutual's trustees and officers in both these local in-
stitutions. Of a more important nature was the relation of those re-
sponsible for the Company’s investments with other businesses. All the
senior officers, all the members of the Finance Committee, and nearly
all the members of the Board of Trustees were directors of corporations
and had important financial interests. It was only logical, therefore,
that they should suggest or even decide that The Mutual Life should
invest its funds in enterprises with which they were familiar and which
personally they believed to be safe.

Two extreme cases will illustrate the problem of interlocking di-
rectorates and interests. George F. Baker was a director of the follow-
ing railroads: Central R.R. of New Jersey, Chicago, Burlington and
Quincy, Colorado and Southern, Delaware, Lackawanna, and Western,
Erie, Lake Erie and Western, Lehigh Valley, New York Central, New
York, Chicago, and St. Louis, New York, New Haven, and Hartford,
Northern Pacific, Pere Marquette, Pittsburgh and Lake Erie, Reading,
and Rutland. In 1900 he was in addition president and director of
the First National Bank of New York, the Astor National Bank, the
Long Branch Water Supply Co., and New York and Long Branch
R.R. Co., vice president and director of the Bankers’ Safe Deposit Co.,
a director of the Atlas Cement Co., Car Trust Investment Co. of L.on-
don, the Citizens’ Insurance Co., the Continental Insurance Company,
the East Jersey Trust Co., the Farmers’ Loan and Trust Co., the Guar-
anty Trust Co., the Liberty National Bank, Metropolitan Opera and
Real Estate Co., the Montclair Water Co., Navesink Park Co., the
Spring Brook Water Supply Co., trustee of the Consolidated Gas Co.,
Provident Loan Society, and the Bowery Savings Bank. In the same
year Richard A. McCurdy was director of the Bank of New Amster-
dam, Continental Insurance Company, Guaranty Trust Co., Inter-
national Bell Telephone Co., Lawyers’ Surety Co., National Union
Bank, United States Mortgage and Trust Co., Morton Trust Co., Mor-
ristown (N.].) Trust Co., and National Bank of Commerce.*

In the twenty years prior to 19gos The Mutual Life created a number
of subsidiaries and extended its entrepreneurial functions outside the
field of life insurance. Sometimes the Company had to go into business
to try to safeguard some investment which had appeared to be en-
dangered; more frequently it created subsidiaries to provide an outlet
for investments, and on occasion it engaged in speculative enterprises.

20 New York Insurance Report (Albany, 1907), for 1906, p. 179
30 Armstrong Investigation, Exhibits, No. 283,
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The influence of the bankers on the Finance Committee seems to have
been important in leading The Mutual Life into banking, especially
investment banking. The purchase of stocks was sometimes a step toward
control of companies.

THE MUTUAL LIFE BECOMES AN ENTREPRENEUR

The earliest entrepreneurial activity of The Mutual Life, except its
insurance business, was in the erection of, for that time, large and
imposing office buildings and in the renting of excess space to others.
By the early eighties the Company had outgrown its quarters on the
corner of Broadway and Liberty Street, and in 1884 it moved into the
main part of its present home office at g4 Nassau Street. In 1888 an
addition was built at 59 Cedar Street; in 1892 a fifteen-story structure
was added at 32 Liberty Street; in 19o2 another connected fifteen-story
building was erected, which ran from 18 to 26 Liberty Street and
through to 51-55 Cedar Street. A little later the Company acquired the
Stokes Building, at 45—49 Cedar Street, and a building on the corner of
William Street. Other buildings were owned in Boston, Philadelphia,
San Francisco, Little Rock, Seattle, Buffalo, Berlin, Paris, London,
Sydney, Capetown, and Mexico City. In 19o6 all these structures were
valued at $29,355,000, which amounted to 5.9 percent of the Com-
pany’s assets, and they earned, including the charges made to the Com-
pany for rent, 2.7%7 percent. Apparently they were not a particularly
good investment, and except for the home office they were ultimately
sold off. But while they were in the possession of the Company, they
made The Mutual Life an important lessor.

The Company also got into business by taking an interest in the
management of concerns in which its investments were large when
these concerns failed or were about to fail. In the depression of 1893
railroads were hit so hard that by 1895 one-fifth of the total mileage
of the country was in the hands of receivers. Inasmuch as The Mutual
Life’s holdings in railroad securities amounted to $56,151,898 in 1896,
the depression was bound to impair some of the investment. Conse-
quently, the Company played an active role in bankruptcy proceed-
ings, on bondholders’ protective committees, and in reorganization
plans. The policy usually pursued in such cases was established in 18go;
it consisted of getting a member of the Finance Committee to repre-
sent the Company’s interests.*!

31 This was done, for example, in the case of the South Carolina Railway Company and
the Indianapolis, Decatur, and Springfield. See Minutes of the Finance Committee, Jan. 22,

18o.
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Sometimes the Company had to cut deeper than this. A considerable
sum was loaned to David C. Robinson, who was a trustee from 1891
to 1893, on the security of mortgages and bonds of the Elmira Munici-
pal Improvement Society. This society was a holding company for the
Elmira Gas and Illuminating Company, The Elmira Illuminating
Company, and the Elmira Waterworks, and had a controlling interest
in the Elmira and Horseheads Railroad Company. When these com-
panies reached the verge of insolvency, The Mutual Life stepped in,
appointed new managers, and for years nursed the entire enterprise
until the holdings could be sold.

Foreclosures on mortgage loans likewise placed going concerns and
properties in the lap of The Mutual Life, and they had to be mothered
until some disposition could be made of them. In 1905 the Company
had, for example, the Universal Building in Brooklyn, a building on
West Broadway, and the old Grosvenor Hotel. The last-named prop-
erty had been acquired in about 1889 and had been run by a manager
employed by the Company.3?

In the field of banking the entrepreneurial activity of The Mutual
Life resulted from a definite and aggressive policy. About 18go the
executive officers and the members of the Finance Committee came to
believe that new outlets were necessary for the investment of funds.
They decided that if they got control of a number of banks they would
have a better chance of purchasing desirable stocks, bonds, and deben-
ture bonds and at the same time would have good bank securities. Ac-
cordingly, in 1891 The Mutual ‘Life began to buy bank stock, begin-
ning with the New York Guaranty and Indemnity Company—the fu-
ture Guaranty Trust Co.** On December 31, 1906, the Company owned
$4,248,000 of United States Mortgage and Trust Company decbenture
bonds and considerable amounts of stock in other banks.**

To illustrate the procedure employed in getting control and making
use of these subsidiary banks, let us consider the case of the New York
Guaranty and Indemnity Company. For some time this institution had
not been very active, yet it had a charter containing valuable privileges
for doing a trust business. The bank was reorganized with a capital of
$2,000,000 and a surplus of $500,000 which was obtained by the sale
of stock. The Mutual Life acquired in 1891 about half of this stock, and
the rest went to directors and former stockholders. Among the directors
were to be found many of Mutual’s trustees—Samuel D. Babcock,

32 Armstrong Investigation, Testimony, pp. 1539-1540, 1673, 1681-1695.

38 Minutes of the Board of Trustees, Oct. 28, 1891.
34 Armstrong Investigation, Exhibits, No. 64.
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Henry W. Smith, Augustus D. Juilliard, Oliver Harriman, George G.
Haven, Richard A. McCurdy, Frederic Cromwell, Henry H. Rogers,
Adrian Iselin, Jr., and Walter R. Gillette—a total of ten out of fif-
teen.** Therefore, these individuals had a voice in formulating the
policies of two institutions in which they had a personal financial in-
terest. They hoped that the bank would assist the insurance company
in obtaining new issues of securities, for the former would be in a bet-
ter position than the latter to underwrite large issues and to participate
in or to form investors’ syndicates.*® An effort was made to adjust invest-
ment practices to the exigencies of the times.

In many ways The Mutual Life fostered its adopted child. It caused
the word “indemnity” to be dropped from the bank’s title and the
name Guaranty Trust Co. to be used, because “indemnity” implied
the transaction of a kind of business done by other Mutual sub-
sidiaries. The Company also kept large sums at about 2 percent on
deposit with the bank—deposits which ranged from $1,500,000 to
$3,350,000 in the year beginning May 1, 1gog3—and it stood ready to
provide money by deposit to cover exceptional needs.*” This combina-
tion, that gave the bank large financial support and placed at The Mu-
tual’s disposal large banking facilities, proved successful, and the stock
of the Guaranty increased in value from a par of $125 in 1891 to $555
a share in 19o5.*®

Another bank which The Mutual Life took under its wing was the
United States Mortgage and Trust Co. The Company’s first large block
of stock in this institution was acquired in 1893, and by the time of the
Armstrong Investigation their holdings totaled 10,736 shares at a par
value of $1,073,600, or a market value of $1,665,191.04, the total cap-
italization being $2,000,000.* Here, too, several of The Mutual’s trustees
were directors and stockholders—among others there were Richard A.
McCurdy, Frederic Cromwell, Charles R. Henderson, George F. Baker,
and Robert A. Granniss. Through this institution The Mutual Life
hoped to make investments in mortgage loans in Western states, where
there was a steady clamor for the placement of the funds of Eastern
life insurance companies, and to avoid setting up a special staff for this
purpose within its own organization.** The Mutual purchased deben-
tures of the United States Mortgage and Trust Company, and although

35 As of 1893. George F. Baker later became a director of the Guaranty Trust.

36 Armstrong Investigation, Testimony, pp. 157 ff.

37 Ibid., pp. 495-496, 4548. 88 Ibid., pp. 161.

80 Ibid., p. 206, and Minutes of the Finance Committee, Jan. 18, 1893.
40 Armstrong Investigation, Testimony, pp. 503 ff., 1600, and 1607-1609.
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these securities brought less than the mortgage loans which stood be-
hind them, the belief was that the difference was a fair charge for serv-
ices which, if performed by the Company, would have cost much more.*!

The Mutual Life’s interests in other banks were essentially for the
same purpose as its control of the Guaranty Trust Co. and the United
States Mortgage and Trust Co. So profitable did operations resulting
from such connections seem that in 1894 a standing order for the pur-
chase of stock in New York City banks was approved by the Finance
Committee.** The Company helped to organize the Mutual Alliance
Trust Co. (liquidated in 1915) in the Grand Street area in order to
further investments on the Lower East Side, appointed Trustees as
directors of the bank, and kept about $250,000 on deposit there to assist
operations. In the Morristown Trust Company, a bank in which Richard
A. McCurdy was interested, as a stockholder, director, and a citizen of
Morristown, The Mutual Life bought 1,750 shares in 1905, kept on
deposit $200,000 at 2 percent, and had several of its trustees on the board
of directors.*® In the Morton Trust Company, later merged into the
State Trust Company and eventually into the Guaranty Trust Co. in
1910,* The Mutual Life bought 2,000 shares in 1899, appointed trustees
as stockholders and directors, and maintained a steady deposit of
$500,000 at 2 percent. A large interest was bought in the Bank of Cali-
fornia, in which Trustee William Babcock was a director, to further
The Mutual’s investments on the Pacific Coast. The large interest and
deposits in the National Bank of Commerce, merged with the Guaranty
Trust in 1929, were established,"on the other hand, because this bank
provided The Mutual with current banking services.**

Close afhiliation with these and other banks provided, so the officers
of the Company believed, not only necessary outlets for insurance funds
but also, through the purchase of bank stock, excellent investments. The
large deposits in these banks were not, however, remunerative, usually
bringing only 2 percent. Yet it was thought that the deposits provided
in most cases working capital which allowed the banks to make a profit
and in turn raised earnings on or the value of the stock.®

Syndicate operations of The Mutual Life were particularly im-
portant during this period, for new issues were becoming so very large

#1Ibid., pp. 473 ff. 42 Minutes of the Finance Committee, Jan. 17, 1894.

43 Shares were bought at $300, but the market value in 1905 was $525.

44 For this and other data on bank mergers or failures see Moody’s Manual of Investments.
45 Armstrong Investigation, Testimony, pp. 459 f.

46 Armstrong Investigation, Exhibit, No. 6.
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that few individual investment banks could handle them. This rapid
increase in size was owing in part to railroad consolidations in which
a main road would issue collateral trust bonds, backed by the stock of
their new subsidiaries, in order to get capital to pay for the acquisi-
tions. Inasmuch as new issucs were so large, especially in railroads in
which The Mutual Life was so interested, and inasmuch as the sums
of the Company available for investment were great enough to allow
it to engage in underwriting, it began to enter syndicates. If the syndi-
cate were awarded an issue, the investment bankers in it would usually
want to sell the securities at an advance in price and distribute the
profits thus obtained among syndicate members. Under such condi-
tions The Mutual Life would have to pay the higher price, if it wanted
any of the securities, but it stood to make something as a member of
the syndicate and ran only the risk of having to take stocks or bonds
for which there was no market. Inasmuch as it did not often enter into
syndicate arrangements for securities which it did not want to hold, it
was in frequent disagrecment with investment bankers on the ques-
tion of whether or not it would get securities at the inside price or only
a share of the syndicate profit. Consequently, subsidiary banks were of
assistance to the Company, for they could take and market sccurities
which The Mutual did not desire and would allow the Company to
retain at the syndicate price that proportion of an issue which the
Company wanted for permanent investment.*’

Although such operations were perfectly legitimate, they led to cer-
tain complications. In the first place, officers of The Mutual frequently
participated on their own accounts in syndicates in which the Company
was a partner, for they knew that there was little danger of loss.*® In
the second place, underwriting issues brought The Mutual Life into
the speculative field of investment banking. And in the third place, the
Company became a competitor of investment bankers, which had its
dangerous and sometimes its ludicrous aspects. On one famous occasion
The Mutual outbid J. P. Morgan and Company for an issue of New
England R.R. Co’s. Mortgage 4’s of 1945. Whereupon Richard A. Mc-
Curdy wrote to the assistant treasurer:

Twenty years ago I used to hammer it into Mr. Cromwell that the time

would come, if I lived, when The Mutual Life would be the power to be
reckoned with in Wall Strect and Corsair and Co. would have to ask “what
47 Armstrong Investigation, Testimony, pp. 584 fI.

48 For the participation of Frederic Cromwell in such arrangements sce Armstrong Investi-
gation, Exhibit, No. 5. For Richard A. McCurdy's paiticipation see Exhibit, No. 284.
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are they going to do about it up at the corner of Cedar and Nassau Street?”
For us the situation is beautiful.*®

In addition to such underwriting practices, The Mutual Life also
showed its entrepreneurial bent by speculative promotional schemes,
the most prominent of which concerned the Brooklyn Wharf and Ware-
house Company. The Mutual had mortgages on and actually owned a
large amount of dock and adjoining property in Brooklyn and believed
that if these holdings were amalgamated their value would be enhanced.
Through its subsidiaries, the Brooklyn Wharf and Warehouse Company
was organized, and The Mutual received and bought bonds in the
concern to the amount of $3,500,000. In 19o1 the Brooklyn Wharf and
Warehouse Company was reorganized in order to scale down the se-
curities so that they could show an earning, and The Mutual Life got
for its former bonds $1,787,500 in bonds of the new Company—The
New York Dock Company—and a like amount in preferred stock.®® In
short, this particular enterprise was not a great success, and in the fu-
ture The Mutual tended to steer clear of promotional schemes in which
it bore the largest responsibilities.

Business ventures outside the pale of strictly life insurance business
were prevented by legislation enacted in New York State in 1906. En-
terprises of the kind mentioned proved generally profitable, but it was
thought that policyholders’ money should not be used in such ways.
In any case, we shall return to these matters in our consideration of
the Armstrong Report and see how strongly opposed to them Charles
Evans Hughes was.

49 The details of the case were as follows: The New York, New Haven and Hartford R.R.
Co. asked for bids for $10,000,000 of bonds, the bids to be in at noon August 1, 1904. The
Mutual was not advised promptly of the offer and asked President C. S. Mellen of the New
Haven if the bids could be put in later. Mellen replied that if they got to his office carly
on the morning of Aug. 2 they would be acceptable, because they would not be considered
until noon. Mutual acted accordingly and in conjunction with the Guaranty Trust Co.
bid $107.52. The next highest bidder was J. P. Morgan and Co., with $106.777. The bonds
were at first awarded to Morgan, who was a member of the special committee of the New
Haven to pass on the bids, on the grounds that The Mutual's offer was late. McCurdy was
furious, because he was a director, along with other Mutual trustees of the New Haven, and
because The Mutual was the largest single stockholder in the road. He threatened suit on
Morgan and tried to retain Elihu Root, who refused to take the case, because he was already
tied to Morgan as counsel in the Northern Securities case. McCurdy also attacked Mellen,
who appealed for leniency. Morgan proposed to take the bonds at his price and sell them to
The Mutual at the Company’s price, thus netting $75,000 for himself. This compromise was
turned down, Morgan finally agreed to take the issue at The Mutual’s price and to sell half

of it to the Company at its price.
80 Armstrong Investigation, Testimony, pp. 564-565.



XI. Managerial Control

N THE PRECEDING PAGEs several references have been made to the
Idomination of American life insurance companies by strong execu-

tives during the period 1870-1qgo5, and some of the effects of their
powerful leadership, especially in the case of The Mutual Life, have
been pointed out. Certainly Henry Baldwin Hyde and James W. Alex-
ander of The Equitable, William H. Beers and John A. McCall of the
New York Life, and Frederick S. Winston and Richard A. McCurdy of
The Mutual Life put a definite stamp on the life insurance of their day.!
They and their immediate supporters took authority into their own
hands, selected trustees, determined all the major policies of their com-
panies, and made a cult out of sheer size.

To appreciate the mentality of the men who “controlled” The Mu-
tual Life prior to the Armstrong Investigation, it is necessary to look
briefly at their biographies. With Frederick M. Winston we have already
dealt, but it should be recalled that he had come to the presidency of
The Mutual Life from the dry goods business, that he had been a
trustee of the Company prior to his election to the chief executive of-
fice, and that he had waged a bitter war against the “Collins forces”
during the first part of his administration. When Henry B. Hyde, then
a young man and a Mutual employee, had proposed to Winston the
founding of a company to write the large risks refused by The Mutual
Life, Winston had thrown the ambitious young man out of his office,
discharged him, and then carried into execution (1860) a plan that had
been brewing for some time—the establishment of the Washington
Life Insurance Company to handle Mutual’s applications for large
policies. Winston fought bitterly with Sheppard Homans and had sev-
eral tiffs with policyholders in the 1870’s. He worshiped size, and when
the Company did not grow to suit his tastes, he momentarily issued
tontines, of which he did not approve, offered large rebates for a few
months, greatly expanded the agency force, and finally consented to the
idea of writing deferred-dividend policies.

1 Amzi Dodd, president of The Mutual Benefit of New Jersey, and Jacob L. Greene,

president of the Connecticut Mutual, were also great leaders, but because of the policies
which they pursued they should not be classed with the officers of the “big three” companies.
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When President Winston died, in 1885, Richard A. McCurdy (1835~
1916) was definitely the heir apparent. McCurdy came of a wealthy
family (his father, a banker, had been a Mutual trustee from 1843 to
1880), and he enjoyed all the privileges of upbringing which wealth
could furnish. He studied law at Harvard University and entered into
a partnership with Lucius Robinson, later governor of New York. In
1862 he became attorney for The Mutual Life, having previously served
the Company successfully as counsel, and in 1865 he was elected vice
president. When he became president, in 1885, he immediately took
steps to restore The Mutual Life to that position of primacy in the field
of life insurance which it had formerly held and had lost in the last years
of Winston’s regime. He pushed deferred-dividend policies with all his
might, opened new agencies, extended the Company’s activity abroad,
and, as we have seen, gloated over the possibility of bearding the lion
of investment bankers in his den. He ruled the Company with an iron
hand. He himself selected most of the trustees; he got their approval
for his policies, or ignored them entirely; and he lorded it over the
home office. His personality, although of the blustering type, was very
powerful. He was a stickler for details and the story is told that as he
walked through the halls of the home building, he would drag his
finger along a molding, and if it turned up dust, he would call the
janitor and dress him down on the spot. When he left his office to go
home, a lackey blew a whistle to stop the elevator, and the elevator op-
erator signaled the doorman to call up McCurdy's coach—all in order
that the president could catch a ferry which made connections with a
train that got him into Morristown in time for dinner.

McCurdy flanked himself by similarly strong and somewhat imperi-
ous men. Robert A. Granniss (1840-191%) began his business career as
a clerk in a wholesale dry goods establishment and received his first
life insurance experience as a clerk in the office of the New York Life.
Later he served as secretary of the Mutual Benefit Life Insurance Com-
pany and of the Metropolitan Life Insurance Company, entered the
employment of The Mutual Life in 1877 as second vice president, and
became first vice president and a member of the Board of Trustees in
1885. He shared Richard A. McCurdy’s ambitions to make The Mutual
Life the largest American life insurance company, and he labored tire-
lessly and vigorously to that end.

The other first vice president at the time of the Armstrong Investi-
gation was Dr. Walter R. Gillette (1840-1908). He was educated at
Colgate University (then Madison University) and at the College of
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Physicians and Surgeons in New York. He served as an army surgeon
during the Civil War, upon the conclusion of that conflict became sur-
geon to the New York Post Office Department, and in 1869 was named
adjunct professor in the medical department of New York University.
In 1871 he joined The Mutual Life; in 1875 he became Medical Di-
rector of the Company; in 1890, General Manager and a member of the
Board; and in 1903, vice president. Thus, as medical director he played
an important part in liberalizing the rules for the selection of risks;
as general manager he reorganized the domestic agencies into branch
offices; and as vice president he was McCurdy’s right-hand man, as we
shall see in more detail later, in overseeing expenditures.

The second vice president was Isaac F. Lloyd (1835-1921), who in
1865 became a clerk and chief accountant in The Mutual Life—a
position which was changed to auditor in 1870. In 1876 he became
secretary, and in 1885, second vice president. In the latter position his
duties consisted in signing many of the official documents and in check-
ing various aspects of the business for the president. The treasurer was
Frederic Cromwell, who was appointed to that office in 1884 and to
whom reference has been made above. The third vice president was
John A. Fonda (1841-1914), who rose in the ranks of the Company to
be cashier in 1875, assistant treasurer in 1885, and to his highest office
in 19o2. The secretary from 1885 to 1918 was William J. Easton, who
had been in the employment of The Mutual Life since 1865. The
actuary was Emory McClintock, who was one of the most distinguished
members of his profession in America and had come from The North-
western to The Mutual Life in 1889; he remained the actuary of the
Company until 1911.

Finally, among the leaders in The Mutual Life should be included
Robert H. McCurdy (1859-1931), son of the president. He was edu-
cated in European schools and at Harvard, being graduated from the
latter institution in 1881. In that year he became a clerk at a salary
of $1,000 a year in the office of Charles H. Raymond, then general
agent of The Mutual Life for New York City. After one year in this
position, Colonel Raymond, a close friend of The Mutual’s president,
took young McCurdy into partnership. When the Company decided to
extend its operations abroad, Robert H. was put in charge of the for-
eign department, where he did such an excellent job that he began to
be considered comparable to his father in executive ability. In 1g9og
he became a trustee and general manager of the Company—positions
from which he resigned in 1905 and 1906, respectively,
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These executives of The Mutual Life constituted a remarkable group
of men. They had almost without exception strong personalities, and
from long experience in the business had a wide knowledge of life in-
surance. Yet, they were no more remarkable than the Board of Trustees
of the period 1870-1gos. As has already been pointed out, many of the
prominent bankers of New York were represented on the Board—the
dean of them all being George F. Baker. In addition to this group, the
Board had among its members leaders from other fields—Henry E.
Davies, chief justice of the Court of Appeals, his son Julien T. Davies
of the law firm of Davies, Stone and Auerbach,? Alexander H. Rice.
governor of Massachusetts, Thomas Dickson, president of the Delaware-
Hudson Canal Company, S. Van Rensselaer Cruger, comptroller of the
Trinity Church Corporation, Rufus W. Peckham, justice of the U.S.
Supreme Court, John W. Auchincloss, merchant, Stuyvesant Fish, presi-
dent of the Illinois Central Railroad, H. Walter Webb, vice president
of the New York Central, Cornelius Vanderbilt, financier, and A. N.
Waterhouse, one of the two or three agents of the Company to have
been trustees.

EXECUTIVES IN CONTROL

Part of the strength of the executives rested upon the fact that they
knew what they were doing and what ends they desired to achieve. By
1870 the main technical phases of life insurance had reached a point
of development at which no serious uncertainty existed. A satisfactory
mortality table was in use, premlums had been computed on a basis
adequate to take care of the expenses of a well-managed company, suf-
ficient reserves were established to cover expected claims, and market-
ing organizations had been created. Thus executives of successful com-
panies in the period from 1870 to 1905 were relatively free from having
to solve basic technical problems—the only new development of great
importance was the deferred-dividend policy—and could bend most
of their energies to problems of growth. This is exactly what the leaders
of The Mutual Life did. Bigness became the goal toward which they
all worked—and with success.

The placing of new business upon the books of the Company had
certain very favorable results. Insuring a number of young lives meant
for a time, at least, a lower average mortality rate among The Mutual’s
policyholders, while the use of the deferred-dividend contract resulted

2 For tributes to both of these men see Joseph S. Auerbach, The Bar of Qther Days (New
York, 1940), passim.,



MANAGERIAL CONTROL 201

in the accumulation of great sums that could, if necessary, be employed
as a safeguard against any eventualities. The rapid growth of a life in-
surance company gives it temporary advantages, yet a point must be
reached, according to marginal analysis, beyond which the cost of get-
ting more new insurance exceeds the gains to be derived from it. By
1904 this point was in danger of being attained, for expenses were
109.34 percent of loadings, and $9,830,753.46 was spent in getting new
business, while only $2,140,700 was obtained from loadings on the first
year’s premiums.®

President McCurdy understood this problem, and in 1892 he agreed
to a suggestion made by Emory McClintock that the amount of new in-
surance should be limited to $100,000,000. As we have seen in an earlier
chapter, a limit of 100,000 members was set up in 1874 as a bromide
to public opinion, but this limitation was abolished in 1886. The new
maximum aimed to avoid increasing or excessive costs, the new busi-
ness written in 1892 largely exceeding $100,000,000.

The rapid growth and the accumulation of funds had other effects
upon The Mutual Life than those already mentioned. They tended
greatly to enhance the reputation and prestige of the executive officers
and thus to make easier the domination of the Company by the chief offi-
cers. The trustees and the policyholders for years placed implicit faith in
the management and made little use of those democratic controls which
had been provided in the charter. During the entire period from 1880
to 1goy there was never a contested election to the Board of Trustees,
but to assure victory in case of opposition the president and vice presi-
dent had a large number of proxies at their command, about 25,000 in
1gos.*

Even the trustees placed utmost confidence in the executive officers.
The many members of the Board who were picked by President Mc-
Curdy presumably had a great amount of personal loyalty to him. This
fact accounts, in part, for their sometimes apathetic attiude toward the
affairs of the Company, although most of the men were of high busi-
ness ability and of strong personality. The trustees tended to approve,
without careful analysis, the policies presented to them. The personnel
of the standing committees of the Board remained much the same year
after year, and these committees came to act more and more auto-
matically. Sometimes subcommittees with power to make important
decisions were given authority over certain matters, and the whole

3 Armstrong Investigation, Testimony, pp. 1391, 1902; Minutes of the Insurance Com-

mittee, Jan. 25, 1892. )
+ Armstrong Investigation, Testimony, p. 22.
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Board did not know what steps were taken. Thus a subcommittee on
salaries was appointed with power from the Finance Committee in
1893,* and salaries were increased without the knowledge of all the
trustees or even of the entire Finance Committee.®

McCurdy himself stated to the Board in 1gop that:

No ripple of dissension has occurred during my administration among the
Trustees as a body, nor have any policyholders organized to protest against
or demand anything in the administration of the Company. The Trustces
as a Board and the Committces have always been unanimous and the Exec-
utive Officers have worked absolutely in accord and in sympathy with the
Company’s administration. . . .

Now what are the reasons which have during this long period of twenty
years mainly conduced to the quict and reposc as well as to the progress of
the Company? One rcason was this: my predecessor showed extreme sagacity
when forty years or more ago he established the rule that no vote should
be taken upon any question of the investment of the funds of this Company
in the Finance Committec. The result has been that necessarily the action
of the Committce has becn unanimous, and if differences of opinion have
occurred in regard to any particular subject, those differences were modified
by amicable discussion or harmonized until the result in either case was
unanimous, but if still a single number failed to be convinced, the President
withdrew the proposition and the subject was dropped. . . . All this con-
tributed largely to the speedy disposition of questions under consideration,
for even if a member was somewhat doubtful in his mind, he yielded courte-
ously and good temperedly to the opinions of the other members of the
Committee.

To contend, however, that the Board of Trustees played no role in
the affairs of The Mutual Life would be erroneous. The mere presence
of this body acted as a restraint upon the unlicensed action of execu-
tives; its members did help in some degree to formulate policies or to
check on those proposed by the officers. When the Armstrong Investi-
gation uncovered practices which did not scem to be legitimate, the
Board was willing to accept part of the blame. Julien T. Davies stated:

It is impossible for any member of this Board to be rclieved from responsi-
bility in the present situation. The responsibility varies in degree, but not
in kind. . . . This is not the time and place to discuss the questions of
errors and of degreces of responsibility. It is, however, the time and place for
us to take courage and gird oursclves to perform our obvious duty. This is
not to attempt to defend the indefensible, but manfully and courageously
to shoulder what responsibility belongs to us, to endeavor to corrcct such
mistakes as have been made, to reform what has to be reformed, and to

5 Minutes of the Finance Commiltee, Jan. 18, 1893.

6 Armstrong Investigation, Testimony, pp. 1393-1391. 4510, and Minutes of the Board of

Trustees, Nov. 16, 1905.
7 Minutes of the Board of Trustees, Oct. 25, 1905.
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examine into the affairs of the Company, with the strength that accom-
panies purity of motive and the intention that all should be done in con-
nection with this great corporation that is right and proper, so far as we,
the custodians and guardians of the interests of the policyholders, can see
it and carry it out.

It is a curious fact that this statement was prompted by Richard A.
McCurdy himself, for he moved that the Board should appoint a com-
mittee “to examine into the organization and management of the af-
fairs of the Company and to report from time to time to this Board
their recommendations in respect thereto.” This committee, under the
chairmanship of William H. Truesdale, president of the Delaware,
Lackawanna, and Western Railroad, set about to put The Mutual’s
house in order. Its work showed clearly, as we shall sce later, that the
Board of Trustees could play an important role in a mutual company
once its members were aware of the need for action.

ADMINISTRATIVE ORGANIZATION AND EXPENSE

One of the reasons why the trustees did not, for a long number of years,
maintain a closer vigil over all the operations of The Mutual Life was
simply because they placed too much reliance upon the employees of
the Company to handle many of the questions which arose and too
much faith in the completeness and accuracy of reports made to them.
They committed the error of beliecving that their duties were fulfilled
when they approved fundamental policies and checked the accounts
rendered.

The increasing complexities of the activities of The Mutual Life
have been referred to above in various connections, but attention should
be called to the machinery which was created to deal with them. Al-
though the main lines of organization which had been laid down earlier
were followed, new departments were added, old ones reorganized, and
several new executives appointed to relieve the president of many of his
onerous duties.®

The home office force was, during the period 1870-1906, greatly
enlarged. In 1868, when $59,022,136 new business was written and
$199,818,578 insurance was in force, the staff had numbered fifty-five
and the annual pay roll had amounted to $132,550. In 1906, with new
insurance for the previous five years averaging about $206,000,000 a
year and with $1,517,25%,180 insurance in force, the home office em-
ployees numbered 645 and the annual pay roll amounted to $1,060,992.°
If the figures for 19go4 be taken, that is, before salary reductions which

8 For the by-laws of this date sec ibid., May 29, 1903. 9 See above, p. 109.
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resulted from the Armstrong Investigation were made, salaries will be
found to have been considerably higher.

The largest proportionate increases in salary were effected in the
higher brackets. Thus the president’s salary was increased from $30,000
in 1877 to $50,000 in 1886, after McCurdy had been in office a short
time, to $75,000 in 1893, to $go,000 in 1895, to $100,000 in 1896, and
to $150,000 on June 1, 1go1—this last augmentation having been made
by the subcommittee of the Finance Committee without the knowledge
of the full Board.'* The first vice president received $20,000 in 1877
and $50,000 in 1902.1

TABLE 32
HOME OFFICE PAY ROLL, 1906 ¢

Number of Number of
Employees Amount Employees Amount
Officers’ pay roll 6 $105,000 Inspector of risks 7 $12,774
Executive 19 81,710 Insurance loan 21 19,708
Actuary’s 100 124,436 Law 82 63,322
Advertising 7 4,194 Medical 55 86,632
Auditor’s 56 74,702 Policy 54 51,462
Cashier’s 16 36,686 Records and mail 12 12,450
Comptroller’s 22 64,450 Dept. of Revision 31 47,182
Dept. of Correspond- Supply 14 24,315
ence 31 28,218 Treasurer’s 11 45474
Domestic agency 40 85,512 Employces in reserve 12 18,925
Foreign 99 123,840 Total 645 1,060,992

@ Minutes of the Finance Committee, March 3o, 1906.

So far as the salaries of clerks were concerned, a policy was pursued
in the years prior to 1886 to effect a “rude kind of justice by marking
up, every one, two, or three years, nearly every clerk in the office.” **
This system was abolished at the latter date, and for it was substituted
what was thought to be a merit system. Then, in 1go1 a “system of regu-
lar civil service gradation” was introduced for the purpose of saving the
president from “importunities for increase of pay.” ** In 1906 office
boys received annual salaries of about $400, clerks, from about $500 to
the rare top of $5,000, and stenographers, in the neighborhood of
$1,000.7* Furthermore, a pension plan was adopted in 1go2 which pro-
vided that employees of the Company, who had been in service a stipu-
lated number of years, could retire on half-pay.*

10 Minutes of the Board of Trustees, July 28, 1886. In 1879 the salary was $25,000.

11 Armstrong Investigation, Introductory, p. 11; Testimony, p. 1393; and Exhibit, 264
12 Armstrong Investigation, Testimony, p. 27, and Exhibit, No. 261.

18 Minutes of the Finance Committee, Jan. 19, 1886.

14 Armstrong Investigation, Testimony, p. 1819.

16 Minutes of the Finance Committee, Mar. 30, 1906.

16 Minutes of the Board of Trustees, Jan. 29, 1902, and Armstrong Investigation, Testi-

mony, p. 1365.
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Salaries, which came to be about one-seventh of annual expenses,
were only one of the increases in operating costs during McCurdy's ten-
ure of office.’” Many of the increases in expenses can be accounted for
by the larger amount of business transacted by the Company, but some
of the items need explanation. Commissions were proportionately much
larger in 1901 than in 1871 because of the higher rates paid to agents,
as described in Chapter IX. The entry “Exchange” was occasioned by
foreign exchange losses resulting from arbitrary rates established by
the Company to facilitate its bookkeeping when business overseas was
begun. Advertising, legal work, printing, and stationery were all greatly
increased, in part because of more activity in these fields, but also be-
cause of the lobbying which was being done by the Company and from
which the smaller companies benefited.

The amounts paid out in “taxes” require special mention, for the
taxation of insurance funds came to be a well-established practice. A
levy on insurance companies was inaugurated in 1853 by New York
when 2 percent was charged on the annual gross premiums collected by
companies organized outside the state. The law which provided for this
tax was aimed to keep the insurance business of New York State for
New York State companies, but it had the same effect as did the invest-
ment legislation—it evoked retaliation from other states. Thus, one
state after another began to tax the premiums collected by outside com-
panies operating within their borders until in 19go4 two-thirds of all
the states had such taxes and some taxed for purposes of revenue the
premiums collected by their own companies.

Another tax which was tried was a tax on assets. This impost did
not prove to be practicable, for it made rates high and drove many com-
panies out of business.”® Yet, seven states had such taxes in 1go4 and

17 Abstract of Annual Statements, a manuscript volume, Table IX.

18 Kentucky practically forced its insurance companies out of business with a tax on assets.
New York passed a law in 1880 taxing income from investments at 1 percent. Because of a
technicality this law was not enforced. Connecticut had a tax on assets which from 1872

to 1881 was 15 percent. In 1883 it was dropped to 14 percent. This tax tended to make the
rates of Connecticut companies high.

TOTAL INSURANCE TAXFS PAID, 1871-1880

Rate per $1,000 of Rate per $1,000 of
Company Mean Annual Assets Company Mean Annual Assets
Aetna $5.26 Mutual Life $2.05
Phoenix 559 Equitable 2.67
Connecticut Mutual 7.22 Mutual Benefit 2.72
Northwestern 2.01 New York Life 2.05

For further details consult Zartman, The Investments of Life Insurance Companies, chap.
viii, and P. L. Gamble, Taxation of Insurance Companies (Albany, 1937).
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three charged a fee for the valuation of policies—a fee that amounted
to large sums.

Thus, taxation of life insurance funds was greatly augmented be-
tween 1870 and 19op, and it evoked a great amount of criticism. The
main argument against it was that moneys saved to provide against mis-
fortune and to alleviate the state of social responsibilities should be free
from levies. In support of this contention, life insurance companies
pointed to the tax-free savings banks. Furthermore, life insurance tax-
ation resulted in “‘double taxation,” and this was held to be inequitable.
In spite of such arguments, however, life insurance taxation had come
to stay, for collections on such large masses of capital as had been
accumulated were relatively easy, and one of the principles of public
finance seems to be to levy taxes that are most readily obtained. The
amounts of money which had to go into taxes and to other expenses at
times frightened the management of The Mutual Life and induced it
to attempt economy. One such period was in the late seventies, when
depression and competition had greatly reduced the amount of new
insurance written, and, as we have seen, the Company was trying des-
perately to regain lost ground. On February 19, 1879, the trustees or-
dered a 20 percent reduction in expenses ‘‘because of the return to
specie payment.” ** A special committee was appointed to carry out this

TABLE 33

PERCENTAGE OF EXPENSES TO MEAN AMOUNT INSURED
(.00 omitted)

Name of Company 1870 1871 1872 1873 1874 1875 1876 1877 1878 1879
The Mutual Life Ins. Co.

of N.Y. 57 52 47 69 54 48 46 55 46 58
N.Y. Life Ins. Co. 97 76 78 68  Go 58 59 81 74 81
Equitable Life Assur. Soc. 78 79 81 85 98 72 "5 "3 s "9
Northwestern Mutual 87 81 79 73 87 7 81 73 67 72

“The above ratios copied from the report of The Massachusetts Insurance Department.”
Minutes of the Board of Trustees, Oct. 20, 1880.

recommendation, and it slashed drastically into various items. Salaries
were cut, advertising was reduced 40 percent below the figure for 1878,
printing and stationery were to be purchased only on competitive bids,
per diem allowance to trustees who were traveling on Company busi-
19 See Minutes of the Board of Trustees, Feb. 19, 1879, April 16, 1879, and May 21, 1879.
REDUCTION OF SALARIES BY DEPARTMENTS

Executive Dept. $13,050 Auditing Dept. $3.850
Law Dept. 6,040 Real Estate Dept. 1,000
Actuarial Dept. 8,510 Dept. of Printing & Stationery 1,600
Medical Dept. 6,740 General officc 11,320

Bond & Mortgage Dept. 2,900 Janitor 600
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ness were cut 20 percent, the luncheons were fixed at $.50 per person,
and an order went out that no one in the Company should receive any
fee aside from his salary. Accounts of the agents were to be examined
in the future by the Committee on Agencies, and no medical fees were
to be paid for examinations in New York or Brooklyn—applicants were
to come to the home office and be examined by the Company's physi-
cians. Finally, and most important of all, a budget system for the vari-
ous departments was initiated—a budget being required every six
months.

President McCurdy became worried about expenses in 1897, when
business was again falling off and the so-called “Silver Campaign De-
pression” was showing its effects in the business world. In 186 an out-
sider was asked to make an investigation of expenses, but when he re-
ported that close supervision of expenditures should be established,
McCurdy’s feathers were ruffled, and he appointed a committee of
officers to look into the matter.?° To them he stated:

While some progress was made in 1897 in the desired direction, a com-
parison of our expenditures in that year with those of other companies do-
ing approximately an equal amount of business shows that the cost of our
work is still excessive. I do not regard either one of the two companies in
question as models of economical management, yet it would appear as to
1897, after making due allowances, that as compared with the N.Y. Lifc
Insurance Co. our expenses were decidedly heavier, and that in addition
our future premiums have been burdencd with a greater liability for re-
newal commissions; and that the like holds good, on the whole, in compar-
ison with the Equitable, except as regards renewal commissions.

I am aware that our scale of commissions to General Agents is greater
than those of the other companies in question, and I particularly ask you
to take into consideration this subject. Our General Agency system is in-
tended to cover all the costs of the Agency work. For this reason, our ex-
penditures on other accounts connected with the active prosccution of busi-
ness should be very considerably smaller than the corresponding accounts
in the other companies, whose custom is to assist their agents by additional
allowances of various kinds. I am not satisfied that we succeeded in carrying
out our theory.

In addition to the agency expense, the president pointed out that
The Mutual spent $188,000 for advertising against the New York Life’s
$137,000, that it paid out $413,000 for printing and stationery against
The Equitable’s $106,000—a difference which was accounted for in
part by printing new policy forms and rates—and that The Mutual had

20 [bid., Oct. 28, 1896, Nov. 25, 1896, and Apiil 27, 1898. For the cost of new business see
Armstrong Investigation, Report, p. 308.
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an item for “Sundries,” amounting to $271,000, which was “trifling in
the Equitable and disguised in the New York Life.” Into all these and
other matters of expense the president wanted the committee to look
and to report. As a result, expenses showed a decline in 1go1, but for
that year only. Business was improving, and while new insurance
was being placed upon the books, less interest was shown in cutting
costs.

In this connection two sources of expense should be explained briefly.
One had to do with contingency reserves, and the other with the home
office building. In 1875 The Mutual Life established its first con-
tingency fund, because the depression resulted in shrinking values. In
that year $1,080,000 was put aside to meet possible losses, and in 1876
$900,000 was earmarked for the same purpose, in addition to $250,000
as a real estate sinking fund.** Up to 1880 the amounts thus employed
to cover losses were charged to “expense of management”—a fact that
was severely criticized by the State Superintendent of Insurance and
proved difficult to explain to policyholders.?* Consequently, when
severe depression came again, a special reserve was set aside for con-
tingencies. Thus, in 1897 $1,000,000 was used to write down the value
of office buildings, $1,000,000 to safeguard foreclosed mortgages, and
$1,000,000 to protect stocks and bonds.?* This method of setting aside
funds to meet the contingency of a decline in the value of assets has been
followed ever since.

The second item of expense, that of erecting and maintaining an im-
pressive home office, badgered The Mutual Life Insurance Company
as it bothered every life insurance institution. Every company thought
that it had to have an ‘“architectural masterpiece” for its offices in order
to give outward evidence of success, and many spent enormous sums to
this end. In the early 1880’s The Mutual Life purchased a site at 34
Nassau Street for its home office—a site that was to become and to re-
main for many years the center of the insurance industry in the city.
This plot had certain historical interest, for on it had been built in 1727
the famous Middle Dutch Church, from the towers of which Benjamin
Franklin had conducted many of his experiments and within which the
British had imprisoned several New York patriots during the Revolu-
tionary War. From 179o to 1840 the church was used again for religious
purposes, but at the latter date it was purchased by the Government as
a location for the city’s central post office. It was from the Govern-

21 Minutes of the Board of Trustees, Jan. 19, 1876 and June 8, 1881.
22 Ibid., June 8, 1880. 28 Ibid., Nov. 24, 1897.



210 MANAGERIAL CONTROL

ment, then, that The Mutual Life purchased the land at a cost of
$650,000.

The building which was erected at 34 Nassau was considered a marvel
of the period, both for its architectural and its engineering features.**
It was supposed to be fireproof, and it made use of the latest develop-
ments in steel framework, elevators, and heating. It was Italian Renais-
sance in style, with impressive doorways and porticoes. Its interior was
adorned with colored Italian marble and had many architectural gems,
of which the spiral staircase was the most precious. This building, with
its additions, has remained the home office of The Mutual Life to the
present date. Although its exterior has been darkened by age and
dwarfed by its towering neighbors, the interior has still a solid appear-
ance and a certain charm.

CHECKS AND BALANCES

Strong as the executive branch of The Mutual Lifc may have been be-
fore 1905, the ‘“‘checks and balances” of the Company’'s organization
were not completely inoperative. The trustees, although somewhat un-
critical and lethargic, were there to forestall any gross malfeasance of
office. They had at least to go through the motions of approving
managerial policies, and they had to audit the Company’s books. In this
latter work they were assisted, beginning in 1897, by outside ac-
countants, who unfortunately concentrated more on ascertaining the
accuracy of the books than upon the general conduct and condition of
the Company.?® The trustees-also had annually to elect the president,
and although McCurdy was returned year after year without opposition,
unbridled action on his part would have led to his defeat.

The policyholders and also the general public exerted some control,
even though it was indirect, upon the management. Events had proved
that an unsuccessful management would eventually have the policy-
holders down on its head and have the public doing business with com-
petitors. McCurdy and his cohorts were fully aware of this fact, and
according to their lights they tried to provide life insurance on favor-
able competitive terms. Nor is their record of achievement to be mini-
mized. From 1871 to 1go5 The Mutual Life received in premium pay-

24 See Appendix, p. 362.

25 The first so-called professional accountants, W. A. Harding and Charles E. Townsend,
were employed in 1893. Minutes of the Board of Trustees, December 27, 1893. In 1897 the
Audit Company was employed to investigate all the foreign agencies where some speculation
had been going on. It did such a good job that it was engaged to report on some of the do-

mestic agencies, and finally on the accounts of the home office. Minutes of the Board of
Trustees, Nov. 24, 1897, and December 22, 1897.
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ments $934,403,478.16, it disbursed to policyholders or their bene-
ficiaries $625,222,289.12, and it had at the beginning of 1905 as ledger
assets for approximately 650,000 members $408,293,315.73. Thus, dur-
ing the period under consideration the sums actually paid to or held
to the credit of the policyholders or their beneficiaries exceeded pre-
mium receipts by $56,729,709.13. From 1885 to 19os, that is, during
McCurdy’s regime, premium receipts were $737,356,649.29, total policy
payments were $445,960,4%78.15, and ledger assets were built up by $311,-
283,502.65. Thus under his management sums paid to policyholders
or their beneficiaries or held to their credit exceeded premium pay-
ments by $19,887,331.51. Insurance protection cost Mutual Life’s mem-
bers less than the interest on their money.

TABLE 84

ACCUMULATIVE RECORD OF RECEIPTS, DISBURSEMENTS, AND
LEDGER ASSETS FROM ORGANIZATION, FEB. 1, 1843

Total 62 Years

Receipts
Insurance premiums $9775,091,708.05
Annuity premiums 36,926,081.21
Total premiums 1,012,017,789.26
Interest and rents 274,992,866.85
Profit and other receipts 18,268,011.77
Total receipts 1,305,278,667.88
Disbursements
Dcath losses $10,193,672.88
Matured endowments 68,206,605.53
Annuities 15,709,435.65
Surrenders 158,018,837.85
Dividends 112,694,918.89
Total policy payments 665,728,465.80
Expenses 221,778,170.36
Loss and other payments 9,488,715.99
Total disbursements 896,985,852.15
Net receipts (ledger assets) $108,208.815.78

This record of accomplishment would have been impossible if man-
agement, with all its power, had worked exclusively for selfish ends. The
public had to be pleased, not damned. Furthermore, management could
not ignore the inquisitorial eye of state insurance commissioners. An-
nual financial reports had to be rendered to state insurance depart-
ments—after 1874 on the Convention Form—and these documents
were made available to the public. When experience showed that un-
scrupulous managers were not above falsifying such documents, peri-
odic examinations of life insurance companies became the rule, being
conducted every three or four or five years toward the close of the cen-
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tury.”* Unfortunately, the state commissioners, like contemporary ac-
countants, were more interested in accurate bookkeeping and solvency
of companies than in managerial efficiency and seldom probed deeply.
The investigating committees of state legislative bodies really went to
the root of things, but such committees were extraordinarily rare.

In 1870 The Mutual Life was examined, as we have seen, by the
Superintendent of Insurance for the State of New York, George W.
Miller, and received a favorable report.?” Henry B. Hyde kept sniping,
however, at The Mutual, and through Stephen English of the Insurance
Times maintained a running fire. Ultimately these shots aroused the
ire of President Winston, who charged English with criminal libel, sued
him on a multitude of counts, and got him held in $80,000 bail, which
was not furnished. For six months English remained in jail waiting
for a trial, and this incarceration attracted the attention of all New
York. Finally the New York State Assembly appointed, in 1873, a com-
mittee to investigate life insurance companies—a committee that was
favorably disposed toward English.?® Its report led to a temporary truce
between Winston and Hyde and to the employment of English by The
Mutual.?

This was not, however, the end of the affair, and in 1877 a policy-
holder succeeded in getting the state assembly again to investigate life
insurance companies. The new committee went back into the old fight
between Homans and Winston, into the question of post mortem
dividends, into competitive practices, and into other matters. Finally
its members issued a mild reprimand in the hope that it would serve
as a cure.*

26 Armstrong Investigation, Testimony, p. 4272; Frederick L. Hoffman, Insurance, Science
and Economics (New York, 1911), pp. 199 ff.; and E. W. Patterson, The Insurance Commis-
sioner in the United States (Cambridge, Mass., 1927), pp. 519 ff. Efforts to secure Federal in
place of state supervision were made by John Patten, president of the Union Central Life
Insurance Co., in 1892, and by John F. Dryden, president of the Prudential, in 1905. No gen-
eral interest in this change was evident.

27 See above, pp. 117-118. 28 New York Assembly Document, No. 155 (1873).

20 The Condition of the Life Insurance Companies of the State of New York (Albany,
1877), p- 487

80 This period was rife with pamphlet and periodical literature: George H. Andrews,
Address . . . to the Policyholders of The Mutual Life Insurance Co. of N.Y. Represented
at a Meeting Held at . . . Providence, R.I., Jan. 10, 1879 (New York, 1879), a speech in
favor of the Company; “The Best of Investments, Life Insurance as a Matter of Fact,”
Harper's Weekly, XXIII (Aug., 1879), 634; Facts and Observations as to the Financial
and Business Affairs Generally and Their Influence on the Investments and Conditions of
This Company (New York, 1876): articles in The Insurance Times and The Insurance
Monitor; and Sheppard Homans, Circular Letter to Messrs. Alexander H. Rice, William E.
Dodge, and Others—Special Committee of Trustees of The Mutual Life Insurance Company
of N.Y. (New York, 1879).
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Thenceforth, until 1gos, there were no penetrating investigations of
New York insurance companies, although New York companies had by
1897 to satisfy commissioners in forty-four states. Examinations of in-
dividual companies by all these officials would, of course, have been
very burdensome to the companies, for the companies had to pay the
costs. Consequently, the practice of placing the responsibility of ex-
amining a company in the hands of a certain number of commissioners
and of exchanging certificates of approval grew up under the aegis of
the National Convention of Insurance Commissioners.®* To be sure,
some states refused to cooperate in this development, and not until
19og was the present zoning system of examinations adopted; but in
1898 we find The Mutual being examined jointly by the commission-
ers of seven states.**

These examinations were, as has already been stated, usually limited
to determining the solvency of a company and the accuracy of its com-
putations, and were not extended, notwithstanding denials of the fact,
into the realm of managerial policies. Some idea of the scope of the
work was indicated in the report of the examination of 19gog—an ex-
amination which, incidentally, President McCurdy had requested.®

This examination, just concluded, has occupied the entire time of the ex-
amining force of the Insurance Department since January second last, and
during this period of nearly nine months every detail of the Company’s
transactions has been subjected to the closest scrutiny. The prompt closing
of all accounts by the Company permitted the work to be commenced im-
mediately after December 31, 1902, to which date its condition is herewith
given. The counting of bonds and stocks owned, call loans on the collateral
security of the former, loans on bond and mortgage, loans of policyholders,
examination of decds representing real estate owned, and finally confirming
the title to these various asscts by tracing their acquirements to the cash
disbursed on account thereof, necessitated the expenditure of considcrable
time and labor. The great bulk of the examination work, however, involved
the checking in detail of receipts and disbursements from the date of a prior
examination by the Insurance Department in 1898 to the close of business
December g1, 19o2. This checking, with that made in 1898, now covers an
investigation of receipts and disbursements for a period of eight years, as
in 1898 these items were examined from December 31, 1894.

In an examination of a life insurance corporation whose transactions are
as extensive as those of The Mutual Life, it is made necessary to formulate
a line of procedure as to the general scheme of the work, which will result
in ultimately arriving at a comprehensive result. If the scope of the investi-

31 Patterson, op. cit., pp. 368 ff. 82 Minutes of the Board of Trustees, Nov. 23, 1898.
88 Ibid., Oct. 27, 190§. The expense of state examinations to the Company in 1903 was

$20,661.54.
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gation were confined solely to ascertaining the fact that the corporation was
solvent under the law, that is, that its assets were properly invested there-
under and equal to or in excess of liabilities, the time occupied in determin-
ing this question would be relatively limited compared to that required to
determine likewise whether the Company had been managed in the best in-
terest of policyholders, the cost of whose insurance to them, in a purely
mutual company, depends largely upon an intelligent administration of its
affairs.

An examination therefore of receipts and disbursements for a series of
years becomes necessary, if we are to arrive at any idea of the conduct of a
company’s business, with the view of confirming the belief that the welfare
of all policyholders has been conserved by the character of its management
in the past. I believe the time occupied in establishing this fact was amply
warranted. It necessitated among other things inspecting and reviewing in
specific detail as to items contained therein, the monthly reports of all
agencies since December 31, 1897. Thus agency receipts from new and re-
newal premiums with corresponding commission disbursements and all
expenses of every nature pertaining to the procuring of new business or
the renewing of old, have been thoroughly examined both as to domestic
agencies and agencies under the supervision of the Company’s Foreign De-
partment. So also have all disbursements for expenses properly chargeable
to home office been exhaustively reviewed. Every facility was afforded by
the Company’s officers and the heads of its several departments, thoroughly
to accomplish the work, which has been materially expedited by the admi-
rable methods in vogue at the home office in the handling of accounts and
keeping of books of initial or final entry. A summation of this work follows,
with a brief indication of the manner in which it was done.

That there was some extravagance in the life insurance business was
by 1903 becoming apparent and was to lead in 19035 to the most thor-
ough legislative investigation of the industry that has ever been con-
ducted. The Armstrong Investigation of that year was, indeed, to
influence life insurance so profoundly that 1gos has come to be recog-
nized as a great landmark in the history of the business. To that in-
vestigation we now turn.



XII. The Armstrong Investigation

HE ARMSTRONG INVESTIGATION of 1gos was not, strictly speaking,
a “bolt from the blue.” For some time the weather forecasters
in the insurance business had been watching the storm clouds
gather. They had heard rumblings from the insurance press, insurance
officers, and policyholders, and some of them had predicted the coming
of far-reaching reforms. So when the storm broke, the perspicacious
were not surprised—they were only astonished at the size of the tempest.
Among the signs of the approaching disturbance were the large
losses to policyholders resulting from lapses. In 18go 93 percent of
policy terminations in fifty-five companies were from lapse, and only
4.9 percent were from death.” During the ten years prior to 1895 twenty-
six companies reporting to the New York Insurance Department issued
more than six billions of dollars of new insurance, excluding that not
taken by applicants, but they had at the end of that period an addi-
tion to insurance in force of only 45 percent of the total or $2,736,-
000,000. Fourteen percent of the six billions was terminated by death,
maturity, expiry, or change of policy, while 41 percent, or $2,507,000,
000, was lapsed or surrendered. For this face amount of insurance, $140,-
000,000 was paid out in surrender values, but the sum forfeited to life
insurance companies far exceeded this figure. The operation of the
deferred-dividend policy was largely responsible for this record.?
Another of the warning signals prior to 19oy was the violent fluctua-
tion in addition to insurance in force. In 18go $403,000,000 of insur-
ance was added by twenty-six companies to their insurance in force,
while in 1895 the increase was only $154,000,000. Such a situation meant
that overhead costs were greatly augmented in the fat year and could
not be cut proportionately in the lean. In extremities of this kind in-
surance officials, in at least some of the smaller companies, did not hesi-
tate to falsify their statements to insurance departments in order to
make better showings.’®

1 Frederick L. Hoffman, “Fifty Years of American Life Insurance Progress,” American
Statistical Association (Boston, 1911), XII, p. 739.

2 Terence O’Donnell, History of Life Insurance (Chicago, 1936), pp. 568, 574.

3 The Spectator, LV (Aug. 1, 1895), 53.
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Within certain companies there was also evidence of bad weather
brewing. In The, Mutual Life the total amounts paid in dividends re-
mained almost stable from 1897 to 1go4 in spite of the greater amount
of insurance which had been and was being placed in force—an amount
that totaled $577,000,000 for the period just mentioned. Emory Mc-
Clintock, the distinguished actuary of the Company, was fully aware of
the situation, but was not able to remedy it.* Furthermore, in 1902 one
of The Mutual’s agents, T. H. Bowles of Milwaukee, was dismissed for
“insubordination.” He at once began to make charges against the Com-
pany, to circularize policyholders in an effort to get proxies, and to stir
up trouble generally. He did succeed in getting several persons to com-
plain to the management about dividends, but he was ultimately si-
lenced by a commutation of his renewal commissions.®

Criticism of The Mutual’s management was, however, of minor sig-
nificance compared with the row which was raging in The Equitable. In
1899 Henry Baldwin Hyde, founder of the company, died, and he was
succeeded in the presidency by James W. Alexander, a nephew of the first
president. High in the councils of The Equitable and owner of the con-
trolling capital stock stood the son of Henry B.—Vice President James
Hazen Hyde. Hereditary successions are fraught with the danger of
weak heirs, and this case was to be no exception. Henry B. had feared
as much and had tried to avert trouble by naming James W. Alexander
as the guardian of his son. Such a position was extremely embarrassing
to the president of The Equitable, and it became progressively worse,
as James Hazen assumed a dictatorial attitude, organized with other
directors of his company investment syndicates, and set the heads of
New Yorkers wagging with his capers in private life. Finally, the situa-
tion became so unbearable that Gage E. Tarbell, head of The Equi-
table’s Agency Department, led a campaign to oust Hyde from the
company’s management. Two camps were immediately formed within
The Equitable, and they loosed their heavy artillery on each other.
Blast followed blast, and what was at first but a family squabble soon
became a public battle. The upshot of the whole affair was that Hyde
finally withdrew from The Equitable, but the insurance industry gen-
erally was subjected to a vast deal of unfavorable publicity.® It was

4 Armstrong Investigation, Testimony, pp. 1731 ff., 1829 ff. 5 Ibid., pp. 1323 fl., 1495 fF.

6In June, 190y, the directors of The Equitable appointed a committece—the Frick In-
vestigating Committce—to sift the mass of information produced. Hyde sold his interest
in the society to Thomas F. Ryan, once the stagec manager for Jay Gould, the organizer of
traction systems in New York City, partner of Leopold II of Belgium in Congo mines and
rubber plantations, and the power behind the throne in Tammany Hall. Ryan placed the
stock, for which he paid $2,250,000, in the hands of Grover Cleveland, Morgan J. O’Brien,
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this publicity which led directly to a comprehensive legislative survey
of American life insurance.

The Armstrong Investigation was not an isolated or exceptional epi-
sode in American economic history. In fact, between 1897 and 1912
criticism of business was one of the favorite national sports. Legislators,
muckrakers, and scandalmongers reveled in disclosing the shady, the
profitable, and the monopolistic features of “frenzied finance.” Inas-
much as no way to fame was shorter than the route of business inquisi-
tions, innumerable politicians and publicists danced gaily along it.

This movement may arbitrarily be said to have begun with the
passage of the Sherman Anti-Trust Act of 18go and with the publica-
tion of Henry D. Lloyd’s Wealth against Commonwealth in 1894.
Theodore Roosevelt took up the cudgels against big business when he
became President in 1go1, earning thereby the appellation of “trust-
buster,” and the more conservative William Howard Taft carried on
the campaign during his administration. The Northern Securities Com-
pany was ordered dissolved in 19o4, the Standard Oil in 1911, and the
American Tobacco Company in the same year.” Legislative investiga-
tions by the states or by the Federal Government were the order of the
day—the most important one against the money trust being conducted
by the Pujo Committee in 1912—1913. Only with the coming of Wilson’s
New Freedom, which was an attempt to preserve small enterprises,
and with the outbreak of World War I did trust-busting come to a
halt.

While the campaign against the trusts was on, passions ran high. The
New York Sun greeted Theodore Roosevelt with “Hail Caesar, we who
are about to bust salute thee.” ® Between 19o2 and 1908 McClure’s Mag-
azine published Ida M. Tarbell's muckraking History of the Standard
Oil Company, Ray Stannard Baker’s The Railroads on Trial, Lincoln
Steffens’ T'he Shame of the Cities and Enemies of the Public, and at the
time of the Armstrong Investigation Burton ]. Hendrick’s The Story of
Life Insurance. In the same period the Cosmopolitan ran David Gra-
ham Phillips’s The Treason of the Senate, Louis D. Brandeis made his

and George Westinghouse in the form of a trust deed, renewable at the option of the
trustees. See Terence O’Donnell, op. cit., pp. 575 ff.; G. A. Henderson, “History of the In-
surance Investigation,” reprinted in the Insurance Examiner, 1V (Jan., 1936), pp. 14 ff.; and
William J. Graham, The Romance of Life Insurance (Chicago, 1gog).

7 Prior to these dates there had been a considerable agitation of the Populists against big
business, the Granger Cases, and the regulation of public utilities. Henry George published
his Progress and Poverty in 1879, and Edward Bellamy his Looking Backward, 2000-1887
in 1888,

8 From “Topics of the Day,” Literary Digest, XXXV (Nov. 9, 190%), 671.
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famous speech on “Life Insurance; the Abuses and Remedies” before
the Commercial Club of Boston, Colliers conducted a campaign against
the patent medicine racket, and Upton Sinclair published his diatribe
against the meat packers in The Jungle.®

Of all the attacks upon American business society, none hit life insur-
ance more heavily than Thomas W. Lawson's Frenzied Finance, which
began to appear in Everybody’s Magazine in July, 19o4. The author of
this series of articles was a Boston financier, who, because of his social
and business status, was in a position to know the inside workings of
business and to command more respect and attention than professional
muckrakers. With the deft skill of a trained publicity agent, he gave
only enough information in his first article to arrest attention and to
whet appetites. In subsequent installments, he opened his guns on the
“Big Three"—The Equitable, the New York Life, and The Mutual
Life. He pilloried them unmercifully in Everybody’s, in newspapers,
and in letters to policyholders. He damned a system of life insur-
ance which resulted in heavy lapses, condemned marketing methods,
and exposed many of the investment syndicates which had resulted in
profits to insurance officers. When the insurance companies attempted
to counterattack, Lawson began to deal in personalities and then to har-
ass the smaller companies. He threw consternation into their camps,
aroused lethargic policyholders, and awakened legislators to the need
for action.*

THE ARMSTRONG INVESTIGATION GETS UNDER WAY

An investigation of life insurance in the first decade of the twentieth
century was definitely in keeping with the times. In fact, life insurance
could hardly have expected to escape the inquisitorial power of the state
when holding companies, trusts, public utilities, the money market, and
political machines were being hauled over the coals. Nor could the
state remain blind to the practices which were thrown into painful visi-
bility by the searchlights of the journalists and the floodlights of The
Equitable’s officers. An investigation was needed, and the state did not
hesitate long in making provision for it.

On July 20, 1905, the assembly and the senate of the State of New
York concurred in a resolution which stated the reasons for an investiga-
tion, pointed out those aspects of life insurance upon which informa-
tion was sought, called for remedial legislation, and appointed a com-

9 See Cornelius C. Regier, The Era of the Muckrakers (Chapel Hill, N. Carolina, 1932).
10 Terence O'Donnell, op. cit., pp. 778 ff,
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mittee to conduct the investigation. This resolution is important and
should be read with care. It directed the committee

to investigate and examine into the business and affairs of life insurance
companies doing business in the State of New York, with reference to the
investments of said companies, the relation of the officers thereof to such
investments, the relation of such companies to subsidiary corporations, the
government and control of said companies, the contractual relations of said
companies to their policy holders, the cost of life insurance, the expenses of
said companies and any other phase of the life insurance business deemed by
the Committee to be proper, for the purpose of drafting and reporting to the
next session of the Legislature such a revision of the laws regulating and
relating to life insurance in this State as said Committee may deem proper.

The resolution thus made clear the following facts (1) that public criti-
cism of life insurance had led directly to action by the legislature; (2) that
the Superintendent of Insurance did not have the necessary powers to
handle the situation; (3) that the investment practices of life insurance
companies had aroused the most criticism; (4) that new laws were to be
forthcoming; and (5) that the committee was to have but little time or
money for its work. The order was thus a tall one, and the handicaps
were obvious.

That the Armstrong Investigation bore fruit was owing to three main
factors—first, to the personnel of the committee, secondly, to its coun-
sel, and, thirdly, to the temper of the times. To this last point attention
has alrecady been drawn, but the first two points deserve a word of ex-
planation. The committce, composed of five assemblymen and three
senators, consisted of clear-thinking and fair-minded men, who had no
axes to grind and no personal interests to protect. Chairmaned by
William W. Armstrong, they conducted themselves admirably through-
out the long days of tiring hearings.**

Just as important, if indeed not more important, to the success of the
enterprise were the counsel and his assistants. The counsel was Charles
Evans Hughes, a man but forty-three years of age. He had only recently
brought himself into the public eye by investigating the cost of gas in
New York City and by showing in the face of stiff opposition from the
gas companies that the price of gas to consumers could equitably be
reduced by 20 percent.’* He was flanked by James McKeen, a lawyer
experienced in the field of corporations, by Matthew Fleming, also a

11 The members of the committee were: senators, William W. Armstrong, chairman,
William J. Tully, Daniel J. Riordan; assemblymen, James T. Rogers, Robert Lynn Cox,
William W. Wemple, Ezra P. Prentice, secretary, and John McKeown.

12 Clark S. Northup, “Mr. Hughes’ Career,” Phi Beta Kappa Key, V (Mar., 1925), 683-6go.
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lawyer, by Marvyn Scudder, a financial statistician, and by Miles M.
Dawson, an eminent actuary.

The Armstrong Committee was organized on August 1, 1goy and be-
gan its hearings on September 6 of the same year. At the first public
session, held in the City Hall in New York, Senator Armstrong outlined
the purpose of the committee, presented the committee’s counsel, and
then asked which of the companies interested were represented by coun-
sel in order that their presence might be noted. This last move did not
grant formal rights, which an appearance would ordinarily confer, “be-
cause the Committee’s time is too limited to permit of more than the
proper courtesy as we go along. We will for the present assume, if I may
speak frankly, that counsel who are here, other than our own counsel,
have no rights, but are entitled to every courtesy.” Curt as this statement
may now seem, it was not misunderstood by the counsel of the com-
panies, for they realized that the committee’s time was short, that the
investigation was not a trial, and that all they could expect would be
to assist their clients in avoiding incriminating testimony and in clari-
fying the practices of life insurance companies. James M. Beck, former
Assistant Attorney General of the United States and counsel for The
Mutual Life, made this clear in noting his presence.

Mr. Chairman, I appear for The Mutual Life Insurance Company of New
York, and desire in its behalf to express its appreciation of the action of the
Committee in permitting the counsel by courtesy to be here. We are very
glad to be here and want to facilitate the labors of the Committee in every
way in our power.? :

Only The Equitable’s counsel, ex-Governor Frank S. Black, expressed
a desire “to offer some explanation”—a desire that was very sparingly
gratified.

Counsel for the committee then reviewed briefly previous legislative
investigations conducted in New York State. He pointed out that since
1877 no comprehensive investigation had been made of life insurance
companies, for the assembly’s investigations of 1882 and 1885 had been
limited, respectively, to insolvency and to The Equitable’s tontine pol-
icies. The findings of 1877 he summarized very briefly, thus striking the
first really ominous note.

THE HEARINGS AND THE FINDINGS

With these preliminaries out of the way, Mr. Hughes began to in-
terrogate witnesses. The testimony which he elicited from the persons

18 Armstrong Investigation, Testimony, p. 9.
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who took the stand fills nearly five thousand closely printed pages, plus
fourteen hundred pages of exhibits, plus many pages of written state-
ments from companies not examined. This mass of material was ob-
tained almost entirely by a man whose remarkable patience never failed,
whose keen and logical mind was able to follow witnesses as they took
sidetracks and to bring them eventually back to the main line, whose
rapidly acquired knowledge of the technical aspects of life insurance
will astound anyone who in an equal space of time has endeavored to
master the subject, whose ability to sense the importance of clues casu-
ally dropped in the course of questioning bordered on genius, whose
courtesy and tact won the respect of all, and whose determination to
overcome obstacles drew the well-deserved admiration of the com-
mittee and the public. If Mr. Hughes seemed to pillory the large com-
panies and to let the smaller ones off scot free, this was only because
the practices which he was investigating were more apparent and easier
to disclose when in bulk. Indeed, most of the small companies which
did come into his purview appeared to be engaging in all the practices
of the large ones.™

The reactions of witnesses to the investigation was in accordance with
their personalities and their temperaments. Some were urbane and
apologetic; others were confused; still others were openly hostile. Rich-
ard A. McCurdy was at the outset rebellious, and at one of his early
appearances he refused to answer questions, and continually referred
Mr. Hughes to those officers of the Company who were specialists in
various branches of life insurance,*® objected to the methods employed
by Mr. Hughes, and criticized the course which the investigation was
taking.!® Robert A. Granniss, the first witness to be examined, proved to
be a mine of information. Walter R. Gillette seemed to be muddled
and uncertain of his ground. George F. Baker was somewhat abashed
and uninformative. Frederic Cromwell was candid and proud of the

14 This is also the opinion of one of the most recent and scholarly historians of life in-
surance, J. Owen Stalson, Marketing Life Insurance (Cambridge, 10942), p. 551.

15 Armstrong Investigation, Testimony, p. 1450.

16 Ibid., pp. 1432-1438. Mr. McCurdy stated: “If you had been good enough to let me
know a day before the nature of the investigation, the line of the investigation you were
going to follow, and what I might be expected to answer, I should have been very glad in-
decd to have prepared myself to answer you as well as I could. But witnesses are brought
here without any knowledge of the line of examination that is to be followed, and they
are taken entirely unprepared, and I must say that I do not think it is fair treatment. On the
other hand, if the Committee will pardon me for stating, and will allow me to state my
views on the subject, I think the whole course of this investigation, as it is called, is entirely
outside of what was in contemplation of the Legislaturc when the Committee was consti-
tuted. It was an investigation into the conditions of life insurance, and not what it is com-

monly called in the newspapers, an inquisition. And Mr. Hughes, himself, with all due
respect, has been generally designated the Chief Inquisitor.”
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Company’s investment record. Robert H. McCurdy attempted to be
plausible, reading a long prepared statement. Finally, Emory McClin-
tock, the Company’s best witness, was clear, precise, and helpful. He
tried to defend practices which he believed to be just and to avoid being
put in positions which he knew were untenable. He made a distinctly
good impression upon the committee, and his testimony is even now
an excellent source of information concerning actuarial practice in the
preceding period.

The reception by the press of the testimony furnished by these men
varied widely. Trade papers were at first inclined to applaud insurance
officials, and only toward the end of the hearings began to take a de-
fensive position. Some articles favorable to the companies appeared in
daily newspapers, but many of them were paid releases.'” Leading mag-
azines, as we have already seen, were markedly hostile, and most dailies
adopted critical attitudes. The New York Herald was perhaps the least
sensational, but the conservative New York Times did not pull its
punches.

The support which the press and the public gave to the investigation
not only facilitated the work of Mr. Hughes but also actually prevented
the committee from failing to delve into all aspects of the life insurance
business. Most of what was discussed, at least so far as The Mutual Life
was concerned, has been dealt with in previous chapters—high salaries,
managerial control, high pressure selling, rebating, organizing subsid-
iary companies, underwriting new security issues, investing in common
stocks, making deposits in fayored banks, the role of trustces, and de-
ferred dividend policies. The general impression which the testimony
gives is, first, that fundamentally the insurance companies were provid-
ing important services, secondly, that certain practices, of which extrav-
agance was the most important, necded correction, and, thirdly, that
The Mutual Life was no worse an offender than most other companies.

Other phases of life insurance, to which very slight attention has thus
far been given in this book, were likewise treated by the committee.

17 Ibid., p. 1741. One of these articles read as follows:

“The examination of Richard A. McCurdy, President of The Mutual Life Insurance Com-
pany, was resumed yesterday and proved of great interest. He called attention to the fact
that the investigation had drifted into an inquisition, vague in its character and dcaling
with no issues. Witnesses were called without notice being given of what information was
required, and the inquisitor at once began to impeach their testimony. Instcad of in-
formation being sought on which to base remedial legislation, witnesses were put upon the
rack, as the newspapers have it.”

Such documents came within the purview of the Investigation, and witnesses were ques-
tioned about them. In the case of The Mutual Life, these articles emanated from the Com-
pany’s publicity man, Charles J. Smith, who used the Telegraphic News Burcau at a cost
of one dollar a line to place his dispatches.
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One of these was industrial insurance, for testimony showed that two of
the prominent industrial companies, the Metropolitan and the Pru-
dential, had much larger percentages of expenses to premium receipts
in 1go4 than the “Big Three”—a fact which was to have been expected
because of the nature of industrial insurance premium collections. A
second object of Mr. Hughes’s shafts was the State Insurance Depart-
ment. Apparently much to the counsel’s surprise, the Superintendent of
Insurance frankly admitted that he was concerned in his examinations
only with determining the bookkeeping accuracy and solvency of com-
panies. In the third place, the committee sharpened its focus on ne-
potism and on the relationship of the companies to politics. These ques-
tions, in so far as The Mutual Life was concerned, are worthy of brief
consideration.

Nepotism is not necessarily an evil and is so natural that it is bound
to appear in all walks of life. It is only to be condemned when it leads
to undeserved rewards or to inefficiency. In The Mutual Life there were
certain favored relatives, but they were capable men, who were criti-
cized only for the rather high remuneration which they received. Louis
A. Thebaud, Richard A. McCurdy’s son-in-law, was advanced from a
position in the general agency for New Jersey, to a three-quarter interest
in the Raymond Agency in New York-—an interest which provided him
with an income of $14%7,687.74 in 1904.®* George Raymond, a brother
of Charles H. Raymond of the Metropolitan Agency in New York, was
for a time agent in New Jersey. Dan Gillette, the organizer of the De-
partment of Revision and brother of Dr. Walter Gillette, was placed in
a partnership agency in Texas. And Robert H. McCurdy, the most
favored of all, was promoted from a partnership with Colonel Raymond
to the superintendency of the Foreign Department (1835) and to the

office of General Manager (1903).*°
In the realm of politics testimony presented to the Armstrong Com-

18 Armstrong Investigation, Testimony, p. 1230, and Exhibits, No. 259.

19 At the end of 1882 young McCurdy had a one-fourth interest in the profits of the
Raymond Agency in New York. From 1886 to 1892 this intercst was one-half. Ibid., p. 1226.
As superintendent of the Foreign Department, he reccived a commission on premiums col-
lected. At his own suggestion his commission rates were steadily decreased as the foreign
business became more profitable. Ibid., pp. 1204 ff. In 1904 Robert H. received $99,531.79
from the foreign business and $30,000 as general manager. Testimony, pp. 1205-1218, 1224—
1227, and Exhibits, Nos. 256-257. There seems to have been some favoritism shown to cer-
tain concerns from which supplies were ordered. This seems to have becn the case with
I.. W. Lawrence & Co. and the Globe Printing Co., from whom The Mutual Life obtained
most of its printing and stationery. L. W. Lawrence, who was the owner of both companics,
could not be found so no subpocna could be served upon him. The details, therefore, re-
mained cloudy, except that printing and stationery were not purchased as a rule by com-
petitive bids.
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mittee showed that The Mutual Life had played an active role. It made
contributions to the National Republican Committee in 1896 and
1900 because of a belief that William Jennings Bryan’s free-silver plat-
form would work to the disadvantage of policyholders by reducing the
purchasing power of the dollar.?° In 1904 the Company contributed
money to defeat Alton B. Parker, the Democratic Presidential candi-
date, and made a gift to the Republican Congressional Committee in or-
der to get a Republican Congress. And from time to time it supported
the Republican State Committee in the hope of getting legislators fa-
vorable to life insurance.?

Moreover, The Mutual Life, in codperation with The Equitable and
the New York Life, kept watch over insurance bills introduced into state
legislatures. “Strike bills,” which aimed to provide lobbying jobs for
sponsors or for their friends, were forever being aimed at life insurance
companies, and frequently ill-advised insurance legislation was pro-
posed by persons ignorant of the subject. That the companies should
have defended themselves and their policyholders against inimical laws
was not only necessary and just—a fact that was acknowledged by the
Armstrong Committee?—but the burden of this task fell upon the
“Big Three,” whereas it ought to have been more evenly distributed, as
it has been in recent years, among all companies. During sessions of the
legislature in Albany the New York Life was represented by Alexander
Hamilton, while The Mutual Life had as its agent Andrew C. Fields,
who sometimes acted also for The Equitable. Criticism was leveled par-
ticularly at the latter, for he had been active in Democratic circles and
maintained an establishment in the capital city as a lobbying head-
quarters.*®

THE COMMITTEE'S RECOMMENDATIONS AND RESULTING LEGISLATION

The Armstrong Committee completed its public hearings on December
30, 1905, and submitted its report to the legislature on February 22,
1906. This report was an extremely important document, for it sum-
marized the findings of the investigators and provided a basis for an ex-
tensive revision of insurance law. Nor was the new insurance legislation
restricted solely to New York, for on February 1, 1906, a conference of
governors, attorney generals, and insurance commissioners, who formed
the Committee on Uniform Legislation or the “Committee of Fifteen,”
20 Armstrong Investigation, Testimony, pp. 1333-13856, and Report of the Committee, p. 21.
21 Armstrong Investigation, Testimony, pp. 2576-2579.

22 Ibid., pp. 1200 ff., and Report of the Commitice.
28 Testimony, pp. 1575-2011, and Report of the Committee, pp. 15-20.
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was held in Chicago to secure the general adoption of the proposed New
York statutes.*

The committee expressed itself in favor of mutual life insurance on
the level premium plan with full statutory reserves and accordingly se-
cured the enactment of a law to prohibit the creation of new assessment
companics in New York State and to facilitate the mutualization of
stock companies.** The committee also took a stand against the mana-
gerial control of the mutuals and to break it got through a law to lib-
cralize elections. The terms of this statute required that lists of pol-
icyholders and their addresses be filed with the Superintendent of
Insurance and be made available at the home offices at least five months
before election. The boards of trustees or directors were annually to
nominate candidates for vacancies, but any group of one hundred mem-
bers had the same privilege. Voting could be by mail, by proxy, or in
person, but all existing proxies were to be canceled, and new ones were
to be valid for only one election. Finally, each company was to send
ballots to all qualified voters with the names of all candidates on them
at least two months before the election.2¢

Laws concerning the investment of life insurance funds were radically
altered in view of the committee’s findings. Because some companies
had purchased land and erected buildings far in excess of their office
needs and because these buildings had not proved to be good invest-
ments, the purchase of real property was no longer allowed without the
approval of the Superintendent of Insurance. The exchange of such
holdings was prohibited, and all unnecessary property was to be sold
within five years. Prohibitions were also placed on the holding of com-
mon stock and collateral trust bonds, and restrictions on collateral loans
were established, because these securities led either to a proprietory in-
terest in other businesses or placed insurance funds at the mercy of
majority stockholders. Within five years the insurance companies of
New York State were to dispose of all such holdings. Furthermore, laws
were passed outlawing subsidiaries, syndicates, the underwriting of new
issues, and the pecuniary participation of officers in company invest-
ments.*?

The committee also paid particular attention to the costs of getting
new business, for its members had been startled at the moneys expended

2+ The Armstrong Investigation led to independent investigations in New Jersey and Wis-
consin, but most states took the findings in New York as their guide to new legislation.

25 New York Insurance Law, 1906, sections 52, g5, and 200.

26 New York Laws of 1906, Chapters 123 and g54. New York State Insurance Law, sec-
tion g4.

27 New York Laws, 1906, sections 16, 20, 36, 100.
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largely to enhance the prestige of various companies without thought
of ultimate costs to the policyholders. “Not only has the rivalry of the
three companies [the Big Three] proved detrimental to themselves, but
it has acted as a spur to the smaller companies, which to keep their foot-
ing have been compelled to make outlays disproportionate to their abili-
ties.” 2 Accordingly a law was passed which limited the amount of new
insurance which any company could issue in a given year, in the follow-
ing manner:

Anount of Insurance in Force Annual Limits of New Insurance
$ 50,000,000-$100,000,000 30% of insurance in force
$100,000,000-$300,000,000 25% of insurance in force
$300,000,000-$600,000,000 20% of insurance in force
$600,000,000-$1,000,000,000 15% of insurance in force
More than $1,000,000,000 $150,000,000 new insurance

Although this law did not prove to be practical in the long run, for the
moment it served as a check upon the “Big Three.” Industrial insurance
was excluded from these restrictions because of the large lapse rate.?

As a further curtailment of expenses, corporations were prohibited
from making contributions to political campaigns and were to have
their lobbying practices out in the open.** Moreover, new laws provided
that every salary of more than $5,000 paid by a life insurance company
be approved by the board of trustees, that employment contracts be for
one year only, that no salaries be paid after an employee’s death, and
that every expenditure of $100 or more be evidenced by a voucher. Com-
missions to agents had to be limited to prearranged rates, renewal com-
missions could not exceed %% percent for nine years, premium collec-
tion charges were to be held down to 2 percent after the tenth year,
advances or loans to agents were prohibited unless proper collateral was
provided, and all bonuses, prizes and rewards for a large volume of new
business were outlawed. Finally, certain insurance expenses of a com-
pany were not to exceed the loadings on premiums received in any one
year, plus the gains from mortality resulting from selection, nor was the
annual cost of new business to be greater than a fixed amount of loadings
on the premiums for the first year of insurance, plus the present values
of the assumed mortality gains for the first five years during which the
new policies were in force.*

28 Armstrong Investigation, Report of the Committee, p. 297.

20 New York Insurance Law, section g6. The New York Life was the only company in 1904
to excced the quota thus established.

30 New York General Corporation Law, 1906, section 41, and Armstrong Investigation,
Report, pp. go1 fl.

31 New York Insurance Law, 1906, section ¢8, and Armstrong Investigation, Report,

pp- 304 ff.
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To facilitate compliance with this last condition the valuation of poli-
cies on a select and ultimate system was proposed. The American Ex-
perience Table was an ultimate table, that is, its rates of mortality were
those expected after the effects of medical selection had disappeared.
The select and ultimate system took into consideration the assumed
mortality savings resulting from medical selection. This was a pet idea
of the Armstrong Committee’s actuary, M. M. Dawson, for he was in-
terested in providing a system of valuation which would require a
smaller reserve on a policy during its first five years and which would
provide adequate funds from the premiums for initial expenses.*? In
practice, the select and ultimate system did not work well and is of little
actual importance. The purpose which it was intended to accomplish
is largely achieved now by the modified preliminary term plan of valua-
tion, whereby only part of the net premium is placed in the reserve fund
during the first year a policy is in force.*® Inasmuch as the adoption of
these plans was optional, the larger companies, including The Mutual
Life, did not employ them, but retained the more conservative, full,
level-premium reserve system.

As regards rebating, the belief of the Armstrong Committee was that
existing statutes were sufficiently stringent to cover all cases of life in-
surance officers and agents, but it proposed and saw enacted an amend-
ment to the penal code making the recipient of a rebate guilty of a mis-
demeanor.®* As regards surrender values, the opinion of the committee
was that in the future a policy which had been in force three full years
should have a surrender value, that the surrender charge should not be
more than 20 percent of the reserve, or $25 for $1,000 of insurance, and
that in the case of lapse, when no notice was received from the policy-
holder, the policy should be maintained as extended insurance so long
as four-fifths of the reserve was great enough for the purpose.®® As re-
gards dividends, the conviction of the committee was, and a law was
passed to this effect, that dividends on all future policies should be paid
annually and that definite limits should be put on the proportion of sur-
plus which could be placed in a contingency reserve. Thus, deferred-
dividend policies were outlawed for the future; dividends on existing

32 Inasmuch as the American Experience Table, which was so widely used, was an ulti-
mate table, the sclect rates of mortality during the first five years were assumed to be 50,
65, 75, 85, and g5 percent of the full ultimate rates at the same attained ages. Maclean, Life
Insurance, p. 160. Sce also New York Insurance Law, 1906, section 84.

83 Maclean, op. cit., pp. 149 ff., 537.

3¢ Armstrong Investigation, Report, p. 318. New York State Penal Code, 1906, section 577K.

36 Armstrong Investigation, Report, pp. 318-319, New York Insurance Law, 1906, sec-
tion 88,
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deferred-dividend contracts had to be declared and set aside each year;
and large amounts of surplus could not be applied to the depreciation
of investments without the consent of the Superintendent of Insurance.*
In order to alleviate the confusion which had grown up in the multi-
plication of policy forms to attract customers by catchy titles or suppos-
edly liberal terms the Armstrong Committee got a law enacted which
took the radical step of requiring all companies to use standard forms
for insurance contracts.’” In order to prevent some policyholders from
profiting at the expense of others, mutual companies were forbidden
to write nonparticipating contracts, and stock companies were required
to issue either participating or nonparticipating policies, but not both.
Finally, the committee got action on improving state supervision and
on the kinds of information which the life insurance companies had to
make public.** Examinations of every New York State company were
to be made at least every three years or when the need was proved by a
creditor, policyholder, or stockholder. Moreover, the Superintendent of
Insurance was given the power to subpoena and examine under oath the
officers of a company or any person believed to possess material informa-
tion regarding its affairs and to obtain all books and papers relating to
the business of the company being examined. A full report was to be
made, and, if deemed advisable, published in the press of the state.*

THE MUTUAL’'S CHANGE IN MANAGEMENT

The Armstrong Investigation and the insurance legislation of 1go6
changed profoundly the operations of life insurance companies, al-
though they left the fundamental concept of life insurance unchal-
lenged and intact. Some of the laws which were passed proved to be in-
operative and had to be altered, but those which remained on the
statute books had three long-term effects: (1) life insurance companies
were henceforth to restrict their activities definitely to the life insurance
business, that is, were to stop other entrepreneurial functions; (2) life in-
surance was after 1go6 to be conducted in all its branches on a conserva-
tive basis; and (3) a new code of business ethics was to be adopted by the
industry. In future chapters these matters will be discussed in detail,

868Armstrong Investigation, Report, pp. $19-327. New York Insurance Law, 1906, sections
83'87 Z\‘rmstrong Investigation, Report, pp. 331-332. New York Insurance Law, 1906, sections
10:18 lS(:‘::'tion 56 of the insurance law was thus repealed. See articles of the Code of Civil Pro-
cedure. Armstrong Investigation, Report, pp. §28-331.

89 Armstrong Investigation, Report, pp. §33-337.

40 New York Insurance Law, 1906, sections 2, 7, 11, 39, 40. See Appendix, pp. §60-361.
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but before leaving the Armstrong Investigation mention should be made
of one of the immediate effects of the disclosures—the change in mana-
gerial personnel.

Before 1907 had ended most of the dominant leaders in the “Big
Three” had resigned and the boards of trustees and directors had been
reconstituted. John A. McCall resigned as president of the New York
Life and died in 1906, a broken man. The good which he had done was
completely overshadowed in the public mind by the practices which he
had condoned. George W. Perkins, vice president of the New York Life
and one of the initiators of the managerial system of agencies, also re-
signed and retired from the life insurance business. James W. Alexan-
der withdrew from The Equitable Society and embarked on travels from
which he did not return until 1gog, while his former ward, James Hazen
Hyde, went to reside in France, where he remained until 1941. The
Board of the New York Life was reconstituted, and that of The Equitable,
profoundly altered.*

The immediate effect of the Armstrong Investigation upon The Mu-
tual Life was similar to that on the other large companies. On October
25, 1905, the Board of Trustees appointed 2 an investigating committee
from among its members, composed of William H. Truesdale, president
of the D. L. and W. Railroad, chairman, John W. Auchincloss, a mer-
chant, and Stuyvesant Fish, president of the Illinois Central Railroad,
to make recommendations concerning “‘organization, management, and
affairs of the Company.” This committee, assisted by counsel and public
accountants, made a thorough examination of all aspects of the business
and particularly of those “revelations of the past few months involving
several of the leading insurance companies of this City, among them
this Company, [which] have deeply impressed the people of the whole
country.”

A spirit of reform swept over the Company and affected through con-
tagion even Richard A. McCurdy. Early in 1g9os he seemed to have a
premonition of what was coming, for when some friends suggested a
public testimonial to celebrate the twentieth anniversary of his election
to the presidency, he remarked that any recognition of his service which
the trustees desired to make in view of the forthcoming investigation
better be “confined to this building and this room.” #* Subsequently he

41 Lawrence F. Abhott, The Story of NYLIC—a History of the Origin and Development
of the New York Life Insurance Company from 1845 to 1929 (New York, 1930), pp. 180 ff., and
William Alexander, Seventy-five Years of Progress and Public Service, a Brief Record of the
Equitable Assurance Society of the United States (New York, 1934).

42 Minutes of the Board of Trustees, Oct. 25, 1905.

48 Ibid., Nov. 16, 1905. 44 Ibid., April 26, 1905.
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appealed to the Board of Trustees for harmony in face of the Armstrong
disclosures, suggested the appointment of the Truesdale Committee,
and began to institute reforms before this committee could make its
report. He expressed himself as being “aware that the management of
this Company has been the subject of severe criticism and that as a con-
sequence its business to a great extent has suffered.” He was, however,
far from admitting that all the criticism which had been made was “just
or deserved,” but he was not “so blind as not to know that a public opin-
ion” had been created and “that its persistence must continue to work
harm for the business of the Company.” Accordingly, he asked that his
salary be cut in half, to $75,000, a request which was granted; he re-
ported that the salaries of other executives had been reduced to effect
a saving of $145,000 a year; he recommended that the gencral agents
still on commissions be made managers of branch offices; he proposed
that all lobbying be left to policyholders’ protective committees; he op-
posed future contributions to political parties; he took steps to reorgan-
ize the Supply Department so that all materials would be obtained after
competitive bids had been submitted; he recommended vouchers for
all expenditures; and he defended syndicate participations by officers,
maintaining that no executive or trustee of the Company had made
any unlawful profit from them.*®

These belated steps were in the right direction, but they were not to
forestall the Truesdale Committee. In fact, as soon as President Mc-
Curdy had taken them, the committee reported that it would make no
recommendations at that time on salary changes, for such questions in-
volved committing the Company “to the continuance of the present
management.” On the other hand, the committee made suggestions for
a number of alterations in the Company’s administration and got these
suggestions adopted by the Board. It proposed that in the future all
salaries should be fixed by the “whole Finance Committee, when not
determined by the Board, the President, or other appropriate commit-
tee.” +¢ It asked that all legislative matters be handled by salaried mem-
bers of the Law Department. It requested that the Supply Department
be reorganized, both as to personnel and methods of operation. It wanted
all contracts with general agents to be canceled, the Agency Committee,
rather than the Executive Department, to approve all agency contracts,
and the remaining general agencies changed to managerial agencies—a
move which was designed especially to break up the Raymond Agency.
It recommended that no officer, trustee, or other employee should be a

46 Ibid., Nov. 16, 1905. 46 Ibid.; also Article 36 of By-Laws.
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party to any of the Company’s business transactions in which he has a
financial interest.” It demanded that the Committee on Expenditures
should meet weekly and require appropriate vouchers for every expendi-
ture. And it advised that only the president and first vice president
should in the future be members of the Board of Trustees.

The similarity between reforms proposed by McCurdy and those put
forth by the Truesdale Committee is striking and indicates that the
weak spots in The Mutual Life had been found and were going to be
strengthened. But one point of difference between the committee and
Mr. McCurdy was apparent—the personnel of the future. When Mc-
Curdy became aware of the feeling against him, he resigned from the
presidency on November 28, 1905, pleading ill health, and from the
Board of Trustees on January 8, 1906.*® These moves were followed by
the resignation of Robert McCurdy as general manager, to be effective
December 31, 19os, and as trustee, January 3, 19o6. Frederic Cromwell,
who served as acting president from November 29, 19oj, to January 1,
1906, surrendered his position as treasurer, January g1, 19o6; Rob-
ert A. Granniss, his position as vice president on March 28, 19o6;
Walter R. Gillette, his vice presidency on the same day; *° Dr. E. J.
Marsh, his post as medical director on May 14, 1906; and several others,
their respective posts at subsequent dates. Thebaud and Raymond were
dismissed as general agents, and several of the trustees withdrew from
the Board.*®

After the departure of McCurdy and his close associates ** The Mutual
Life had to appoint almost a completely new staff of officers, for only
Emory McClintock, the actuary and first vice president, and W. W,
Richards, the manager of the Real Estate Department, were retained
from the old group of leading executives. Some of the new officers were
promoted from the ranks, but one newcomer ought to be especially
noted—Charles A. Peabody (1849-1931), president. Peabody came to the
Company from the law, where he had had considerable experience with
real estate investments. He was a man of high ethical principles, who
was to fight shy of all those measures that had been condemned by the
Armstrong Investigation. Although new to life insurance, he steered the

47 Ibid., Nov. 16, 1905, and May 14, 1906; also Article 25 of By-Laws.

48 Minutes of the Board of Trustees, Nov. 29, 1905, and Jan. 3, 1906.

49 Ibid., Dec. 6, 1905, and Jan. 3, 1906. 50 Ibid., March 28, 1906.

51 A settlement was made in 19og with McCurdy and certain others of the resigned
employees. See New York Insurance Report (Miscellaneous), 1910, pp. 731 ff. The Company
had certain claims against them, and they had renewal commissions and salary claims
against the Company. The portrait of President McCurdy by John Singer Sargent was dis-
posed of in 1907. See Minutes of the General Committee, Jan. 9, 1907.
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Company successfully through its reorganization and the hard years
which immediately followed 1go5. He did not worship size, as had Mc-
Curdy, but rather economical management. Nevertheless, The Mutual
Life more than doubled its amount of insurance in force during his
administration, as we shall see in more detail in a later chapter.

With the almost complete recasting of the executive branch of The
Mutual Life, there was also a recomposition of the Board of Trustees,
for many of the former members resigned, refused to run again, or were
not renominated.®* Because of the new laws governing the election of
trustees, which required the establishment of lists of policyholders, the
filing of nominations, and the mailing of ballots to those entitled to
vote, the elections of 1906 were not held until December 18. Prior to this
date, an organization known as the International Policyholders’ Com-
mittee, endeavored to lead a movement against the new Peabody re-
gime, as it led agitation against the new officers of the New York Life
and of certain other companies. The counsel for this committee was
Samuel Untermeyer, who became the stormy petrel of the life insurance
industry. He was instrumental in securing the nomination of candidates
to run against the administration ticket. Among the opposition list
were the names of such prominent men as Samuel S. McClure, the pub-
lisher, John Wanamaker, the merchant, Cyrus L. Sulzberger, the im-
porter, and finally none other than Charles Evans Hughes. The admin-
istration ticket was, however, overwhelmingly successful, securing about
185,000 votes, while the leading opposition candidate got 68,146, and
Hughes received 4,592. .

Incidentally, this election of 1906 cost The Mutual Life $150,781.86,
and similar contests in other companies proved to be even more expen-
sive—facts which led soon to a change in the laws so that lists of policy-
holders did not have to be made available in uncontested elections. The
Investigation had resulted, however, in such a change of personnel and
business morals that no danger was seen in relaxing theoretically de-
sirable legislation if it proved to be unnecessarily expensive.

52 The law required that all trustees be elected in 1906, not just the elasses which would
normally retire in that year. New York Laws, 1906, Chapter g54.



PART FOUR

1907-1943






XIII. A New Era win Life Insurance

ROM TIME TO TIME in the history of man, the occurrence of some

great event has profoundly altered the course of institutional de-

velopment—has interrupted the trends of the past and has inau-
gurated a new period of evolution. In the history of American life in-
surance this has been the case. The founding of The Mutual Life in
1843 marked the end of more or less feeble but persistent efforts to
launch a life insurance industry in this country and the beginning of a
period in which the basic principles and practices of the business were
developed to a point where the risk of death could be shared advan-
tageously and successfully with others. The coming of severe competi-
tion in about 1870 and of deep economic depression in 1873 denoted the
termination of the early proliferation of life insurance institutions and
the inception of an era characterized by managerial control and the ex-
tensive use of the deferred-dividend policy. Finally, the findings of the
Armstrong Investigation and the resulting legislation introduced a pe-
riod in which business morals have been high and more and better in-
surance has been made available to the American people.

One of the chief features of the history of life insurance since 19go% has
been the extension of protection to large numbers of the low-income-
earning classes. Industrial insurance, with its small policies, small weekly
premiums, relatively high costs, and high lapse ratio, increased from
$2,576,511,425 in force in 1907 to $23,345,412,020 in 1942.! In 1911
group insurance,” a form of life insurance aimed to cover the employees

1 Spectator Insurance Year Book, 1913, p. 318b. Except for 1932 and 1933 the upward
march of industrial insurance has been uninteriupted.

2 Group insurance is wholesale life insurance. A master policy is issued to an employer,
and a certificate is given to employees, showing that they are covered. The insurance com-
pany receives the premiums from the employer, thus reducing the costs of collections. The
employer may pay the premiums or may work out some scheme by which both employer
and employees contribute. Usually the insured group must number at least 50, and a certain
percentage of employees must participate so that the insurance company will not be sub-
jected to adverse selection. ‘The insurance is actually term insurance which may be renewed
annually. No medical examinations are required. Coverage for the individual runs from
$500 up to $30,000, depending upon salary, years of service, size of the group, and terms
of the contract. If a worker ceases to work for the employer, he may turn his certificate into
some other form of insurance. The wholcsale features of the policy allow low rates of
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in a single business establishment, was introduced; it grew to $19,862,-
098,178 in 1942.® Savings bank insurance, championed by Louis D.
Brandeis as a way of cutting out the cost of selling insurance and insti-
tuted in Massachusetts in 19o4,* in New York in 1938,* and in Con-
necticut in 1941,° grew slowly, until Massachusetts had $239,895,570 in
force December, 1943. Government insurance,” issued by the Bureau
of War Risk Insurance, was inaugurated during World War I for soldiers
and sailors. It amounted to $40,285,000,000 in 1919, and although it
dropped to $2,561,712,000 by June, 1939,* it was revived during World
War I1.° In August, 1944, about sixteen million National Service Life
Insurance policies were in force, providing protection of $121,000,000,-
ooo. Old age, but not life, insurance for the masses was begun in this
period. It was furnished by the Government under the terms of the
Social Security Act of August 14, 1935, as amended in August, 1939,

premium. So-called “wholesale insurance” is nearly the same as group insurance, but there
is no master policy, each of the 10 to 5o insureds making a separate contract with the
insurer.

8 Spectator Insurance Year Book, 1943, p. 137A. At this date 30,633 policies were in force—
an average of $648,389 a policy.

4+ The Massachusetts law providing for savings bank life insurance dates from June 26,
1907. See A. T. Mason, The Brandeis Way; a Case Study in the Workings of Democracy
(Princeton, 1938); Clyde Casady, Massachusetts Savings Bank Life Insurance (Springficld,
Mass., 1935); and Edward Berman, The Massachusetts System of Savings Bank Life In-
surance (Washington, D.C., 1935).

6 Law of April 6, 1938. In these schemcs, the insurance department of a bank is separated
financially from the banking departments, so that one cannot be held liable for the
obligations of the other. The allocation of overhead has, perhaps, been made to favor the
insurance branch, but efforts have begn made to do justice in this regard.

6 In this connection, attention should be called to the Wisconsin State Insurance Fund,
established in 1911. This institution may be desctibed roughly as a state operated life in-
surance company. On Dec. g1, 1938, the Fund had only $2,122,090 of insurance in force.

7 Law of Oct. 6, 1917. This was the so-called “soldiers’ and sailors’ insurance law.” It
provided for the automatic free insurance of men in the armed forces for $4,500 against
death and total disability. This provision of the law ceased on April 12, 1918. But from
October 6, 1917, men in the service could make application within 120 days, or later date of
enlistment for annual renewable term contracts up to $10,000, on which they would pay the
premiums monthly. Each policy could be rcnewed up to five yeais after the conclusion of
the war, but provision was made whereby each contract could be converted into ordinary
life, endowment, or limited-payment life. The first policies of this kind were issued on
May 1, 1920.

8 See Annual Reporls of the Secretary of the Treasury on State of Finances. Mention
should also be made of the World War Adjusted Compensation Act of May 19, 1924,
whereby in certain cases the credit to veterans could be used for 2o0-year endowment in-
surance.

9 National Service Life Insurance Act, Oct. 8, 1940. Applications must be made within 120
days of entrance into active service. Benefits are payable only in event of death; premiums
are paid monthly by the insured. Premiums are waived in the event of total disability.
Under the Soldiers’ and Sailors’ Civil Relief Act, Oct. 17, 1940, the Government guarantces
to pay the premiums on policies up to $5,000 held by service men in commercial companies.
Any moneys thus paid are considered to be loans. Later the sum was raised to $10,000.
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and covered 41,600,000 people in 1941.*° Finally, assessment insurance,*
with all its many pitfalls for the unwary, and fraternal insurance,’? with
its danger of poor management, were strengthened by reserve require-
ments, although the total amounts borne by these carriers did not in-
crease.

A second important characteristic of life insurance history during
the years between 1907 and 1943 was an attempt to grade applicants for
insurance into various classes of risks and to charge them accordingly. In
the preceding period, as we have seen, extra premiums for many climatic,
regional, and occupational risks were abolished and the proportion of
people who might be insured at standard rates was increased. Joint in-
vestigations by the Actuarial Society of America and the Association of
Life Insurance Medical Directors (the so-called Medico-Actuarial In-
vestigations), published between 1912 and 1914 and added to at various
subsequent dates, provided so much information about mortality rates
among the physically and the occupationally impaired that insurance in
“substandard” risks was made safe and was placed among the contracts
offered by a large number of companies.’®* Even nonmedical insurance,
that is, insurance without medical examination, was made practicable by
these investigations and by experience with industrial policies, for
which medical examinations had never been required. Issued after
1922," nonmedical policies facilitated the placing of insurance in those
districts where medical service was difficult to obtain. Finally, increased
knowledge about the correlation between mortality and physical condi-

10 Sce Statistical Abstract of the United States. The Social Security Act provides for Old
Age and Survivors Insurance and through the states for unemployment insurance and public
assistance of various kinds.

11 The amount of asscssment insurance in force in 1905 was $633,353,087 and in 1941,
$2006,731.962. Spectator Insurance Year Book, 1906, p. 633, 1942, p. 418b.

12 Fraternal insurance in force amounted to $8,079,748.281 in 1907 and to $6,337,281,825
in 19142. Ibid., 1942, p. 426b. On Jan. 1, 1926, assessment insurance companies in New York
State had to have reserves based on the American Experience Table and 4 percent interest.
In 1910 a national conference was held at Mobile, Alabama, at which representatives of the
fraternal socicties and insurance commissioners participated. Recommendations were made
for the passage of a bill (the Mobile Bill) looking toward the actuarial solvency of fraternal
socicties. In 1912 a new plan (the New York Bill) was proposed, in order to eliminate dif-
ferences between the insurance of fraternal societies and that of ordinary companies.

13 R. Henderson, “Insurance on Substandard Lives,” Annals of the American Academy
of Political and Social Scicnce, CXXX (1927), and Franklin S. Mead, “Substandard Insur-
ance: Its Evolution and a Review of Some of Its Principles,” The Record (June, 1922), XI,
158. It should be noted in passing that the New York Life Insurance Co. wrote substandard
business in 1896, but the big development of this business did not take place until after
the Medico-Actuarial Investigations had heen made.

14 The Travelers was probably the first to issue this insurance: the Prudential was the
sccond. See James S. Elston, “The Development of Life Insurance in the United States Dur-
ing the Last Ten Years,” Transactions of the Actuarial Society of America, XXVII, Part 2

(120), 330.
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tions led to the adoption of a new principle—*preferred risk” contracts,
that is, policies with low premiums for persons who could meet high
physical standards.’

A third feature of the history of life insurance since 19go7 has been
the selling of insurance to meet specific needs of the insured. Although
the fundamental concept of this development was as old as life insurance
itself and was loudly proclaimed in the early publicity of The Mutual
Life, new meaning was given it in the twentieth century by the conscious
efforts of life insurance companies and their agents. Thus, “business”
insurance was given a new lease on life about 1910 by campaigns to get
members of partnerships to take insurance against the loss of associates,
corporations, against the death of gifted managers, or anyone, against
indebtedness or for capital needs.’® Life insurance for inheritance tax
purposes began to be important about 19174, and trust companies were
sometimes named as the beneficiaries of large policies after the early
twenties in order to permit more flexibility in the details of settlement.??
Protection against special risks, such as waiver of premium or income
benefits in case of total and permanent disability or of sickness,’* and
the payment of twice the face amount of the policy (double indemnity)
in case of death by accident,' were also introduced. Furthermore, poli-
cies were gotten up specifically to meet such exigencies as retirement, the
education of children, the loss of salary through disability, and even
Christmas expenditures.

Attempts to provide insurance plans to meet specific nceds have led
(1) to contracts with larger élements of savings, (2) to a greater use of
term insurance in order to provide protection at very low premiums,
and (3) to a combination of these two principles. The modified life con-
tract, which provides for a redistribution of premium payments so that

" -

15 The Washington Life had in 19o5 a “preferred class policy.” The Metropolitan, in
1909, issued a special whole life policy in amounts of $5.000 or more. The Continental
Amcrican claims to have written in 1922 the first preferred risk on which there was no
reduction of commission 1ates to the agent. See J. Owen Stalson, Marketing Life Insurance;
Its History in America (Cambridge, 1942), p. 616.

18 Ibid., pp. 636 ft.

17 A trust company will also assume discretionary powers in the settlement, whereas the
life insurance company will not. The term “unfunded trust” has been applied to a trust
instrument which has been executed in advance of the maturity of the policy by the death
of the insured. The trust company is named the beneficiary and the details of settlement
are specified in a trust deed. The term “funded trust” means a trust fund created to pay
premiums on a policy.

18 Stalson, op. cit., pp. 640641, and Elston, op. cit., pp. 45-46. The Equitable offered a
health and accident contract along with its regular policies in 1919 and 1920 and other
companies experimented briefly with this plan.

12 The Sun Life of Maryland added an extra payment to its industrial policies in case
death was accidental. The Minnesota Mutual included a similar provision in ordinary
policies in 1go2. The New York Life gave real popularity to this clause in 1918.
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the premiums are low during an initial period and higher thereafter,
was launched by the Prudential and the Aetna in 1924 and achieved
success.”® The life income policy, the family protection plan, and the
family income contract 2 were designed to secure regular incomes for
beneficiaries. The life expectancy policy, issued by The Mutual Life in
1899, which is basically “long-term” term insurance, “convertible term,”
which is term insurance with the privilege of converting without a new
medical examination one contract to another form of policy, and ‘“re-
newable term,” a term contract with an option to renew, have all aimed
to provide protection without a large outlay of money. Furthermore,
certain clauses, called optional modes of settlement, were added to most
contracts to permit the accomplishment of different purposes as the
conditions of the insured were altered.*

Another distinguishing mark of life insurance since 190y has been the
training of agents for the technical aspects of their profession. This trend
toward “informed selling” and sales management has, in the opinion of
some observers, been the outstanding development in life insurance of
the last thirty-five years.*® Strong as this statement may be, much can be
said in its support. The old notion that the “person who has failed at
cverything else can sell life insurance” has not held true in recent times.
Life insurance to meet all kinds of needs has required of life insurance
agents a wide enough knowledge and experience to allow them intel-
ligently to fit a life insurance plan into an estate and to harmonize in-
surance and financial programs for their prospects.

That agents might have the requisite information, life insurance com-
panies started at the beginning of this century to give training courses to

20 There were also half premium policics. See Eastern Underwriler, 25th yr., No. 48
(Nov. 7, 1924), p. 1.

21 Stalson, op. cit., p. G45, attributes the origin of this policy to the Continental American.

22 Life insurance benefits were at first paid in lump sums, for settlement of obligations
by lump sum payments was the usual practice when life insurance got under way. Gradually,
provision was made for installment settlements, as we have seen in earlier chapters, but
lump-sum settlements are still the rule. The optional settlements may provide: (1) leaving
the sum insured with the insurance company at a specified rate of interest for a specified
length of time or upon call; (2) payment of the sum insured plus interest in equal install-
ments for a fixed number of yeais; (3) payment of the sum insured in installments during
the lifetime of the beneficiary; (4) payment in installments of a fixed amount until the
principle is exhausted; and (5) the application of the sum insured to the purchase of an
annuity for the beneficiary at favorable rates.

Perhaps attention should be called in this place to the fact that prior to World War I
German companies did much of the reinsurance business on large risks. Upon the with-
drawal of the Germans from this country, American companies rapidly assumed the re-
insurance business, so that there was no decline in the handling of large policies.

23 See the excellent study on selling life insurance by Stalson, Marketing Life Insurance;
Its History in America, p. 576.
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their salesmen. Schools of salesmanship cropped up, and institutions of
higher learning established courses in life insurance and life insurance
selling. The National Association of Life Underwriters, founded in
1890, endeavored to place life insurance salesmanship on a new and
higher plane. It created the American College of Life Underwriters in
1927 and thereby gave impetus to a movement which designated quali-
fied agents as Chartered Life Underwriters—a title in the selling field
comparable to Certified Public Accountant in the field of accountancy.
Finally, the Life Insurance Sales Research Bureau, founded in 1920, was
set up to make, as its title implies, specialized studies in the problems of
life insurance marketing.

Still another important aspect of recent life insurance history is the
high ethical standard of the business. The Armstrong Investigation
brought to a jolting stop most of the undesirable practices of the period
from 1870 to 1905, and no widespread abuses have since been disclosed.
The Pujo Committee of 1912,** appointed to look into the alleged money
trust, took a great amount of testimony on the subject of life insurance,
and so, too, did the Temporary National Economic Committee of 1938,
but neither one of these bodies discovered any managerial evils except
in extremely isolated instances.®* Even the size of life insurance com-
panies, which the inquisitors were expected to condemn, escaped serious
assault. Furthermore, life insurance officers, although paid less than
executives in industrial and banking establishments of equal size, have
been distinguished business leaders, trustees have looked upon their
duties as real trusts rather than as entrepreneurial opportunities, and
state insurance departments have extended their supervision to include
all phases of the business in order the better to safeguard the interests of
policyholders.

Life insurance history since 19o% has further been characterized by
the nature of its investments. Investment banking, the formation of
syndicates, and the operation of subsidiaries of every kind have been
almost entirely abolished, and investments have been restricted largely
to mortgage loans, bonds, and within limits to real estate. Although
such holdings have tended to protect life insurance funds, the course of
economic developments has had a disturbing effect upon investments.
The long and severe depression which began in 1929 caused profound
changes in the portfolios of life insurance companies. The hard times
which befell railroads and which caused their securities to decline in

24 See Money Trust Investigation (Washington, D.C., 1912).
25 See Temporary National Economic Committee, Investigation of Concentration of Eco-
nomic Power (1941), Monographs 28, 28A.
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value led life companies to reduce their holdings of railroad bonds. At
the same time, companies had to foreclose many of their loans on real
property, thus reducing their mortgages and increasing their real estate.
Losses were large, and new investment outlets were limited. Surpluses
were reduced, policy loans increased for a time, and large amounts of
money were placed in low interest-bearing government bonds. The gross
rate of interest earned on mean invested funds by one hundred com-
panies fell in this period from a high of 5.33 percent in 1929 to 3.96
percent in 1942.2¢

THE GROWTH OF LIFE INSURANCE

Another remarkable feature of the history of life insurance since 1907
is its enormous growth. Although the total of ordinary insurance fell
off in 1906 because of the disclosures made by the Armstrong Investi-
gation—the first retrogression since the depression of the 1870’s—a
slight recovery was made in 19o7 in spite of the economic recession of
that year and the peak of 19op was passed in 1908. By 1917, when the
United States entered World War 1, ordinary insurance in force was
nearly twice what it had been in 1904, and about half of the increase had
been registered after 1913. From 1918 to 1931 both ordinary and in-
dustrial insurance trebled in amount, while from 1919 to 1931 the
youngest member of the insurance family—group insurance—increased
nine times. In 1932 the severe economic depression began to have the
effect of reducing the total amount of all insurance in force—the second
time this had occurred in American history. In 1934 industrial and
group insurance began to recover, and in 193 they passed their former
high points, but ordinary insurance did not begin to go up until 1935
and did not exceed its previous high until 1g94o0.

Several aspects of the growth of life insurance from 190y to 1943 de-
serve special mention. In the first place, the number of companies in
the field was greatly increased after the Armstrong Investigation, for
entrepreneurs were led to believe in the lucrativeness of the business and
to think that the charges leveled at the largest companies would allow
them to enter the market. Whereas the annual average of new com-
panies from 1895 to 1904 had been 7.2, the annual average from 1goj to
1914 was 28.8, the high point being reached in 19og, with 48. In the
twenties there was another splurge of new companies, 47 being estab-
lished in 1928, but the annual average was not so great as in the earlier
period.

28 Spectator Yearbook (1942), p. 348b.



CHART XII

GROWTH OF ORDINARY LIFE INSURANCE, 1907-1943
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Sources: Stalson, Marketing Life Insurance (Cambridge, 1942), pp. 821-22; Spectator Insur-
ance Yearbook (Philadelphia, 1939 and 1943); the turning points of the business cycle are
those made public by the National Bureau of Economic Research (1941).
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As there were periods when the number of new insurance carriers in-
creased, so, too, there were times of contraction. From 1912 to 191%, in-
clusive, the annual average of companies discontinuing business was
15.9, and from 1928 to 1933 it was 28.2." Yet most of the companies
that discontinued business were merged with stronger companies to the
benefit of the policyholders of the terminating institutions. The total
increase in the number of companies from 19o6 to 1937 was 205; 368
were in operation at the later date. The tendency was for the new-
comers to spring up in the Middle West and South. Yet the seventeen
largest companies in the country, having 78 percent of the total insur-
ance in force in 1935, were founded prior to 1846, while six of the larg-
est companies in the New York area had 56.9 percent of the insurance in
force in 1938, and ten New England companies had 19.5 percent of the
total of the same date. Thus, although the older and Eastern companies
have retained the lion’s share of life insurance business, the relative
position of the largest institutions has been somewhat altered, for those
companies writing industrial, group, and health insurance have pushed
ahead.

TABLE 35

LLARGEST COMPANIES, RANKED ACCORDING TO AMOUNT OF
INSURANCE IN FORCE ¢

KIND OF INSURANCE WRITTEN RELATIVE POSITION
Company 1905 1942 1905 1942
The Mutual Life Ordinary Ordinary 3 9
Metropolitan Industrial Industrial 2 1
Ordinary Ordinary
Group
New York Life Ordinary Ordinary 1 4
‘I'he Equitable Ordinary Ordinary 4 3
Group
Prudential Industrial Ordinary 5 2
Ordinary Industrial
Group
Northwestern Mutual Ordinary Ordinary 6 8
John Hancock Industrial Industrial 7 6
Ordinary Ordinary
Mutual Benefit Ordinary Ordinary 8 10
Penn Mutual Ordinary Ordinary 9 12
Aetna Ordinary Ordinary 10 7
Group
Travelers Ordinary Ordinary 16 5
Group
Mass. Mutual Ordinary Ordinary 12 11

a Spectator Yearbook 1906 and 1943.

Companies writing industrial and group insurance, as well as ordi-
nary, have profited from having large agency forces, a large number of

27 For more detailed figures see Stalson, op. cit., pp. 752-753.
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small policyholders who are potential purchasers of ordinary insurance,
and from the fact that neither industrial nor group insurance has been
so adversely affected by depressions as has ordinary insurance. Further-
more, it should be noted that the idea of mutuality has prospered, as can
be seen from the fact that the Metropolitan, Equitable, and Prudential
have been mutualized, that only the Aetna and Travelers of the first ten
largest institutions are stock companies, and that in 1937 eighty-eight
mutuals had %74 percent of the insurance in force, while two hundred
and forty-four proprietary companies had 26 percent of the total. Finally,
attention should be called to the fact that the average size of ordinary
policies was $1,954 in 1907 and $2,067 in 1942, while the average size
of industrial policies was $137 in 1907 and $254 in 1942.

The Mutual Life’s share in the general growth of life insurance since
1907 has been large in view of the fact that the Company has never writ-
ten group or industrial insurance and that the transfer of its foreign busi-
ness to other companies reduced the field of its activity. Only two com-
panies which have restricted their business to ordinary insurance have
surpassed The Mutual in amount of insurance in force, and one of these,
by a very narrow margin. Yet the management of The Mutual Life in the
last thirty-five years has never made a fetish of size. Charles A. Peabody,
president of the Company from 1goj to 1927, was, in truth, opposed to
rapid growth, and for ten years after 1907 supported the idea that new
business should be strictly limited. Even in 1gog—1910,2® when the curbs
of the Armstrong legislation on size were made so lenient as to be almost
noneffective,” Peabody secured the establishment of a voluntary maxi-
mum, which remained in force until the end of 1916.2° Moreover, David
F. Houston, president of the Company from 1927 to 1940, pursued
extremely cautious and conservative policies, while Lewis W. Douglas,
who came to the presidency in 1940, was not particularly concerned with
growth except as it was necessary to add younger lives and better risks to
the body of policyholders and as it fostered an agency force of such

28 See New York Laws, chapter 33 of 19og. Later amended by chapter 697 of 1910,
chapter 369 of 1911, chapter 304 of 1913, chapter 360 of 1916, chapter 11 of 1917, etc.

29 These changes were made much to the amazement and surprise of Theodore Roosevelt
when Charles Evans Hughes was governor of New York, see Chicago Daily Tribune, March 4,
19Il"?.Rcsu)lution of Oct. 25, 1910. The limit on new business was $170,000,000. This restric-
tion was not removed until June 27, 1917, when new business was easy to get. See Minutes
of the Board of Trustees, Nov. 29, 1910, and June 27, 1917. After this latter date the Com-
pany had at various times to get permission from the Superintendent of Insurance, as pro-

vided for in the law, to exceed the legal limit. Legal limits on new business have never been
very effective.
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excellent quality that it would effect an initial selection of risks—goals
which would ultimately reduce the cost of insurance. He held that
security and cost were the most critical criteria by which life insurance
operations should be measured.

In spite of the fact that The Mutual’s management since 1go% has not
accentuated the virtues of size, that the Armstrong Investigation had
deleterious effects on the sale of life insurance, that for ten years a policy
of restriction was followed, and that industrial and group insurance were
never sold, The Mutual Life has had a remarkable growth. During
World War I, the Company’s new business nearly trebled, and from
1914 to 1929, it nearly quadrupled, while its insurance in force tripled
from 1907 to 1930. During the depression of the thirties, new business
fell off, but insurance in force, after declining from 1930 to 1933, re-
mained fairly steady in the next few years. It started upward in 1943.

THE AMERICAN ECONOMY AND LIFE INSURANCE, 1907-1043

The major changes which have taken place in life insurance in the last
thirty-five years—great overall growth, marked expansion of insurance
among low- and middle-income groups, and the development of con-
tracts to meet specific needs—have resulted mainly from conditions
created by the evolution of the American economy. Life insurance, like
all other great social institutions, has tended, on the one hand, to adapt
itself to its environment and, on the other, to effect alterations in that
environment. But as the whole is larger than any of its parts, so a given
institution is, in the long run, more profoundly influenced by its en-
vironment than is the total environment by a single institution.

One of the most important features of the environment in which
American life insurance has operated since 19o%7 has been the growth of
economic activity. Although no virginal “trans-Mississippian” territo-
ries remained to be developed and foreign business had to be forgone by
many New York companies because of statutory limitations on new
insurance placed in force and hostile foreign legislation,’ the economy of
the United States expanded so greatly that life insurance had fertile soil

31 Canada is, of course, excepted.
FOREIGN BUSINESS OF UNITED STAIES COMPANIES

(Insurance in force, in thousands of dollars)

Year Amount Percent of Total Year Amount Percent of Total
1900 $781,041 9.21 1920 $663,689 1.57
1905 1,142,063 8.27 1925 150,397 0.22
1910 1,026,481 6.26 1930 114,557 0.11

1915 982,204 431 1935 91,218 0.09
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into which to push its roots. The sheer growth of American business goes
far, indeed, toward explaining how life insurance was able to reach such
remarkable heights within the period under survey.

Production, basic to all economic expansion, was greatly augmented,
even though the rate of increase became less rapid and more irregular
than it had been in the nineteenth century. Reference to Chart I, page 7,
gives ample testimony to this fact. The volume of agricultural produc-
tion grew from an index of 83 in 1921 to 110 in 1940,** while that of
industrial production went up from an index of 158 in 1gog to 373 in
1939.%* Certain “new’ industries, such as the telephone, the automobile,
the radio, the airplane, plastics, and chemicals, and some “new” crops,
such as soy beans and alfalfa, grew at an enormous rate, because they
were merely being fitted into an economy which was already highly de-
veloped. '

Increased production meant that goods were available to sustain a
larger population; and the population did increase as is shown in Table
36.

TABLE 306
POPULATION OF THE UNITED STATES ¢

Percentage Increase over

Year Number Preceding Census
1910 91,972,266 21.0
1920 105,710,620 14.9
1930 122,775,016 16.1
1940 131,669,275 7.2

@ Census Reports, Department of Commerce, Buteau of the Census.

That the rate of increase of the population was not greater is attributable
to many factors of which the desire for a higher standard of living rather
than more children and a falling off in immigration were of primary
importance.** The standard of living, as measured in dollars expended
annually per capita for consumption, rose from $293 in 19og to $571 in
1940.** This improvement was made possible by new mechanical tech-
niques, an increased division of labor in manufacturing establishments,
and the use of more mechanical power per capita—the amount of in-

32 Statistical Abstract of the United States (1942), p. 742.

33 Ibid., p. 886.

3¢ The birth rate per thousand of population was 25.0 in 1915 and 18.9 in 1941. The aver-
age family had 4.7 persons in 1900, 8.8 in 1940. Immigration was 1,285,349—an all-time high
—in the 19o7 fiscal year and was 51,776 in the 1941 fiscal year. The total number admitted
in the period 1905-1909 was 4,947,239; in the period 1935-1939, 272,422. Statistical Abstract
of the United States (1942), pp. 41, 105, 122.

35 The 1909 figure is from National Industrial Conference Board. The 1940 figure is de-
rived by Mutual Life Research Division from Department of Commerce data.
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stalled horsepower in the country rising from 42,000,000 in 1899 to
1,280,816,000 in 1935.%

The increase in the population meant a larger potential market for
life insurance, while the higher standard of living resulted in attempts

CHART XIII

PROPORTION OF POPULATION IN FEACH AGE DISTRIBUTION
OF TOTAL POPULATION, 1850~1980; ESTIMATED AFTER 1930
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to provide the amenities of life after working days were over—attempts
that created an enlarged demand for combination life insurance, en-
dowment, and annuity policies. Furthermore, the average length of life
of white males in this country was raised by improved medicine, public
health, and living conditions from 48.28 in 1goo—19o2 to 63.65 in 1942
and for white females from 51.08 to 68.61 between the same dates.’”
The greatest advances were attained in the younger age group rather
than in the older, which meant that although the population lived in
general to a more advanced age, the chances of living beyond three score
years and ten were not much enhanced.

36 Wright, Economic History of the United States, p. 668.
37 Statistical Bulletin, Metropolitan Life Insurance Company, April, 1944, pp. 6-7. Since
1900, the expectation of life at birth of colored persons has increased 21 years.
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This alteration in the age composition of the population of the United
States and the difficulty older persons encounter in finding employment
have tended to increase the demand for life insurance savings plans to
provide for old age.

The field for life insurance has been further widened by the extension
of our use of money as a measure of value and as a medium of exchange.
In earlier chapters a point has been made of the fact that life insurance
has been a concomitant of a money economy. Money facilitates the dis-
tribution of goods and thus allows man to concentrate his energies on
the production of one product rather than to disperse them in an effort

CHART XIV
DISTRIBUTION OF THE LABOR FORCE, 1870-1938
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to produce everything he needs. The “one” product can be exchanged
for cash or credit, which in turn can be used for the purchase of con-
sumers’ goods. Economic interdependence results from this process and
s0, too, does the concentration of the means of production in the hands
of fewer individuals. When a person can no longer find employment for
his labor or for his capital, he has to live from savings. Under these cir-
cumstances life insurance is a boon, for it not only furnishes protection
from the economic consequences of early death but also makes possible
the accumulation of a reserve.

During the last thirty-five years the use of money has been greatly
extended. In agriculture, farmers have to a large extent produced money
crops rather than diversified products to meet their own needs. In in-
dustry, the trend has been similarly toward specialization and the divi-
sion of labor, with little or no thought that the immediate workers will
consume all that they turn out. Commerce has grown by leaps and
bounds, as is evidenced by the ever larger number of persons engaged
in trade, which means that economic interdependence is being aug-
mented.

Finally, the market for life insurance has been enlarged by the con-
tinued urbanization of our population, for, as has been pointed out
previously, the inhabitants of urban areas have need of more life insur-
ance proportionately than persons residing in rural areas. In 1920 the
number of people employed in manufacturing exceeded for the first
time the number engaged in agriculture and the value added to goods
by manufacturing, which had passed the value of agricultural products
in 1899, greatly increased in excess. This industrialization made ur-
banization on a large scale possible, and by 1940 56.5 percent of the
population was living in places of 2,500 or larger and 12.1 in cities of
1,000,000 or more.*®

LIFE INSURANCE AND THE BUSINESS CYCLE, 190%7-1043

Although urbanization, the extension of our money economy, a higher
standard of living, the lengthening of the average expectation of life,
and the growth of population enlarged the market for life insurance in
the period 1907-1943 and made possible an increase in the amount of
insurance in force, the life insurance business did not enjoy a steady,
unbroken expansion. Life insurance seems to have become more sus-
ceptible than it was formerly to fluctuations in economic activity—to

38 Statistical Abstract of the United States (1941), p. 7, and Sixteenth Census of the United
States (1940).
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expand with greater speed in periods of prosperity and to contract to a
greater extent in periods of depression. This fact may be explained
chiefly on the grounds that (1) life insurance per capita is larger than it
was, (2) that the savings factor in life insurance has been stressed, with
the result that insurance companies are more liable to the withdrawal of
funds than they were, (3) that increased surrender values have encour-
aged this trend, and (4) that the swings of the business cycle in recent
times have been exceptionally violent.

During the early part of the twentieth century the downward sweeps
of the business cycle were not so pronounced as they were to become
after World War 1. From 1897 to 1920 the United States enjoyed a long-
term, economic prosperity which was only paralleled in our history by
the good times after 1792 and those after 1847. As in these earlier pe-
riods, so, too, after 1896, the trend of wholesale prices was upward. There
was an increase in the world supply of gold, particularly from the South
African fields, and an expansion of credit. Farmers were more prosperous
than they had ever been before, because of a rise in agricultural prices
which exceeded the rise of the general price level. Industry expanded
rapidly, finding new outlets for its goods in foreign markets, commerce
profited from an increased exchange of goods, and railroads prospered
from the larger volume of traffic.

Depressions have always been less severe and of shorter duration dur-
ing upward secular trends in prices and business activity than they have
in long-term downward trends—and the depressions between 19oo and
1920 were no exception to the rule. The recession of 19og, the “panic”
of 1907, the war crisis of 1914, and the contraction in 1919 immediately
following the cessation of hostilities were all of minor depth and scope.
The depression of 1907, which reached its trough in June, 1908, was
aggravated unnecessarily by the lack of a reserve of lending power in the
New York money market, but this insufficiency was remedied by the
temporary Aldrich-Vreeland Act of 1908 *° and the Federal Reserve Act
of 1913. The “outbreak of war crisis” in 1914 was likewise made worse
by special factors—the drain on American gold because of large imports
of foreign goods early in 1914, an unusual amount of short-term foreign
loans in this country, the dumping of foreign-owned American securities
onto the market, and the temporary reduction in the export trade. But
these difficulties were soon overcome, and war orders ushered in an
extraordinary boom. Similarly, the minor setback to business in 1919,

39 The Aldrich-Vrecland Act provided for the authorization of an issue of emecrgency
national bank note currency to meet demands for money in times of stringency.
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which was influenced by problems of demobilization, gave way shortly
to prosperity as the demand for civilian products increased and Euro-
pean nations placed orders in the United States for goods with which
to get through the winter.

Life insurance was buoyed up by these relatively good times. During
this period total ordinary insurance slipped backward only once, and
that was in 1906, when the effects of the Armstrong Investigation were
most severely felt. The amount of new ordinary insurance written was,
however, morc directly influenced by business conditions than insurance
in force. A decided falling off in new insurance was registered in 1go6;
the 19op figure was not topped until 1911; a reduction took place in
1914; but in 1919 there was no setback. The Mutual Life’s new insur-
ance series shows a strong reaction to the Armstrong Investigation, but
not to the panic of 1go7, a slight decline in 1914, and a large increase in
1919. Surrenders and lapses were the most sensitive of all aspects of the
life insurance business. 'I'hey increased greatly from 1gos to 1906, were
high again in 1914, but were not much affected by the recession of 1g1q.
In The Mutual Life surrenders reached peaks in 1908 and 1915, and
started up in 1919, while lapses attained turning points in 1906, 1913,
and 1918.

In May, 1919, revival from this first post-war recession began, the
price index soaring from 198 to an all-time peak of 244 in May, 1920,
and bank loans and discounts rising 29 percent from October, 1919, to
June, 1920. In the spring ol this latter year contraction was visible, as
Furopean nations, having resumed production, reduced their purchases
in America and Americans went on a buyers’ strike because of high
prices. Prices fell precipitously from the peak to 146 in June, 1921, agri-
cultural prices sank even more rapidly and much lower, and bank-
ruptcies became more numerous than in any previous comparable length
of time.

This second post-war depression was not an auspicious inauguration
for the “torrid twenties.” Nevertheless, recovery began in the fall of
1921, industrial production increased, commercial activity was great,
agricultural output held up remarkably well, and strange to relate, be-
cause of its rarity in the upward swing of the cycle, price levels remained
almost stable.** In view of these conditions some observers envisaged a
“new era” in economic history—an era of prolonged prosperity, in which
the business cycle would disappear. More perspicacious economists
pointed out, however, that all was not well in the body economic. World

40 Prices rose slightly fiom 1922 to 1926 and declined a little from that date to 1929.



252 A NEW ERA IN LIFE INSURANCE

War I had created many maladjustments, of which the most threatening
were the contraction of enormous public and private debts while prices
were high and then the creation of conditions—the destruction of pro-
duction equipment, the loss of markets, and after 1920 low price levels—
which made repayment of debts without monetary depreciation almost
impossible. Some industrial lines showed definite weakness because of
overproduction, especially tin, rubber, copper, and coal. Railroads and
public utilities were caught in rising costs and the rigidity of rates. Im-
mense foreign loans tended to keep interest rates high. And worst of all,
heavily indebted agriculture was faced with abnormally low prices.*
Finally, a speculative craze hit the security exchanges. As money began
to find investment in stocks, the prices of shares rose. Before long money
was being borrowed at 10 per cent to buy stocks, which if dividends on
the basis of earnings were paid, would yield only 2 percent on the pur-
chase price. From 1926 to September, 1929, the index of 421 common
stocks in New York rose from 100 to 225, and in the twenty months end-
ing in September, 1929, the value of stocks on the New York Exchange
increased by more than $51,000,000,000. In the early fall of 1929 stock
prices had become sticky; speculators began to sell; between Septem-
ber g and November 13 share values on the New York Exchange fell by
$30,000,000,000, and by June, 1932, stock prices had reached an index
of 34 (1926 =100).

The depression which followed this stock market crash was deep,
and the bottom of it was not reached until March, 1933.** Prices fell from
95-3 in 1929 (1926 = 100) to 64.8 in 1932, industrial production declined
from an index of 311 in 1929 to 192 in 1933, bankruptcies increased by
one-third during the same time so far as liabilities were concerned, and
unemployment rose to unprecedented heights. By the time business was
rounding the corner, the Roosevelt Administration launched its New
Deal program for (1) a more equitable and socially desirable distribution
of wealth and income, (2) the maintenance of high wage levels and
shorter working hours for labor, (3) higher farm prices, and (4) priming
the economic pump by public works and other spending projects. De-
sirable as these and other measures may have been, they tended to keep
costs of production high, while prices remained low, thus discouraging
capital from seeking employment. At the beginning of 1934 the general

41 From 1914 to 1018, §8,000,000 additional acres in the United States, Australia, Argen-
tina, Canada, and India were put down to wheat. These countries had 5o percent of the
world’s exports of wheat in 1913: 94 percent in 1928. The corresponding percentage of the
Danubian countries fell fiom 40 to 5 during the same period.

42 The turning points in the business cycle used here are those prepared by the National
Bureau of Economic Research.
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price level was 25 percent lower than that of 192¢g and agricultural goods
were 45 percent below the 1929 mark. In order to raise prices, the dollar
was devalued in terms of gold, and, although temporarily and to an un-
expectedly small extent, prices did rise, the chief effect of devaluation
was to stimulate the mining and importation of gold and the keeping
of interest rates down. These rates became so low and the government
itself became such an important lender of money that institutional in-
vestors, like life insurance companies, were sorely hit.

From April, 1933, there was very slow and moderate recovery to a
peak in April, 1937. At the latter date, wholesale prices werc only 8 per-
cent below the 1929 level; the realized national income was 5o percent
more than it had been in 1933; industrial production was at an index of
303 as compared with g11 for 1929, but unemployment was still rife. The
last half of 1937 brought a sharp reaction in which the number of unem-
ployed doubled, prices slumped by 10 percent, agricultural prices by
25 percent, and industrial production returned to the 1934 level. Re-
covery from this recession was extremely slow, prices remained low and
unemployment remained high. With the outbreak of war in Europe in
September, 1939, and more especially with the entry of the United States
into the conflict in December, 1941, business jumped into the revival
and then into the boom phases of the cycle. All curves portraying pros-
perity went upward, but they contained in them the threat of inflation,
the creation of new maladjustments, of which the Federal debt will
probably be the most serious, and indications that the fall following the
boom may be a hard one. .

The reaction of ordinary life insurance to these up and downs of
business has followed what has become and promiscs to remain a fairly
definite pattern. In the rather mild depression of 1920-1921 the insur-
ance in force of all companies did not decline, nor did the outstanding
insurance of The Mutual Life fall off, but in 19g2 the story was dif-
ferent. The ordinary insurance of all companies did not pass the 1931
figure until 1940. New ordinary business of all companies, on the other
hand, started downward in 1930 and has not regained the ground lost—
a condition which The Mutual Life has shared. In 1940 and 1941 some
increase was registered, but the gains did not hold in 1942. Surrenders
for all companies more than doubled from 1930 to 1932, while other
voluntary terminations grew considerably—and again The Mutual Life
contributed its part to these increases. The more life insurance is con-
sidered as a means of savings, the greater will be such runs in poor
times.



XIV. Recent Trends in Policy Contracts

N ITS EFFORTS to curb cut-throat competition among life insurance

companies and to do away with those forms of life insurance con-

tracts, which were deemed to be misleading or disadvantageous to the
public, the Armstrong Committee proposed and secured the enactment
of a law which required companies in New York State to issue only
prescribed, standard policies. The cue for this action had been given by
experience in the field of fire insurance, where the system had worked
well; and the drastic step was taken when a weeding out of undesirable
policies from the many in existence seemed impracticable. Thus, on
January 1, 1907, when the new law went into effect, The Mutual Life
could write business only on the same forms as other New York com-
panies, and these contracts were limited to life, single premium life,
endowment, single premium endowment, limited payment life, joint
life, term, and five types of annuities.

In some respects the standard forms marked a step forward, but in
others they were less progressive than the contracts previously issued by
The Mutual Life. Thus, the new forms omitted guaranteed cash sur-
render values, although they contained loan values, and they offered
such a small choice of policies that the drafting of an insurance plan to
meet the particular needs of an individual was made more difficult,
although this problem was partially solved by the introduction of three
optional modes of settlement. These arrangements for paying death
claims, which had been granted in part prior to 19oy, provided that (1)
the proceeds from insurance might be left with the insurer at § percent
interest until the death of the beneficiary; (2) such proceeds might be
paid out in equal annual installments over a prescribed number of years
with any remainder at the death of the beneficiary going to his estate;
(3) they might be paid to the beneficiary as a life annuity with a mini-
mum of twenty annual payments guaranteed. Other provisions in the
1907 policies were that dividends be paid annually, that the insured
could reserve the right to change the beneficiary, that the automatic
settlement on lapsed policies was extended term insurance rather than
paid-up insurance, and that in event of lapse the policy could be rein-
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stated within three years, upon evidence of insurability and the payment
of defaulted premiums with interest.!

From the beginning the standard forms were subjected to severe criti-
cism. The companies felt that stereotyped contracts needlessly curbed
competition and mitigated against the furnishing of adequate protec-
tion. Furthermore, to have standard forms prescribed by all states meant
that different kinds of contracts would have to be provided for each
jurisdiction. The Superintendent of Insurance for the State of New
York endeavored to overcome some of these difficulties by approving
other contracts than those first issued in 19o7. Thus, The Mutual Life
was permitted to write a joint life limited payment policy, yearly re-
newable term insurance, an educational fund form, and a continuous
installment life contract,? and it was allowed to guarantee cash surrender
values. In order to meet competition in other states, however, The Mu-
tual Life adopted policy forms which were more liberal than those
forced upon it in New York. New Yorkers did not like this turn of
events, and they joined their voices with those of the companies and of
the Committee of Fifteen *—the latter represented insurance officials of
various states—in a chorus against standard forms. In the face of this
opposition New York State decided to abandon its position in the matter
as of January 1, 1910.

With the dropping of standard forms, however, the State of New York
did not intend to let conditions revert to what they had been prior to
19o5. It decided that sufficient control could be exerted by requiring the
companies to secure state approval of all contracts delivered in New
York and by insisting upon the insertion in policies of certain standard
provisions. These provisions, as amended from time to time, were in
1942 the following: *

a) that the insured is entitled to a period of grace of thirty days in which to
pay premiums, but if a claim arises during this grace period the policy

1In case of misstatement of age, the amount payable was defined as the amount the
premium paid would have purchased at the correct age.

2z The joint limited payment life was introduced in 1907, the other three contracts, in 1908.
The Educational Fund was a yearly renewable term policy which cach year decreased in
amount so that the proceeds at death would be just sufficient to provide for annual in-
stallments of the amount selected in the application until the beneficiary attained a certain
age. Information on these and other contracts of the period 19o7-1942 has been obtained
from a file of policies maintained by the actuary of The Mutual Life.

3 The Committce of Fifteen grew out of a conference, held in Chicago in February, 1906,
by state governors, attorneys-general, and insurance commissioners. Its recommendations
provided a guide for subsequent legislation.

4 Insurance Law, State of New York, section 155. The dates of various changes are avail-
able in McKinney’s Consolidated Laws of New York Insurance Law (Brooklyn, Edward
Thompson Co.).
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shall be considered in force and any sums due on it may be deducted from
the amount payable in the settlement;

that the policy shall be incontestable after it has been in force from date
of issue for a period of two years during the lifetime of the insured ® ex-
cept for non-payment of premiums, for violation of the conditions relat-
ing to military and naval service, and at the option of the insurer for
disability benefits and additional death benefits resulting from accident;
that the policy or the policy and the application shall constitute the en-
tire contract;

that if the age of the” insured has been misstated, any amount payable
under the policy shall be such as the premium would have purchased at
the correct age; ©

e) that dividends be paid annually;

/)

that the options available in the event of default after premiums have
been paid for three years shall be indicated, together with a table of
loan, surrender, and other values. The surrender charge is limited to
two and one-half percent of the face amount of the policy.

g) that policy loans may be obtained up to the cash surrender value at the

h)

1)

7

rate of g percent;

that the reserve basis used in determining non-forfeiture benefits or an-

nuity payments be specified;

that the policy may be reinstated upon evidence of insurability within

three years of the time of default unless the cash surrender value has been

exhausted by payment or unless the period of extended insurance has
expired.

that no policy of life insurance shall be delivered or issued for delivery

which excludes liability for death except under the following provisions:

1) inside the United States and Canada in the event of death occurring
as a result of service in the military, naval, or air forces of any country
at war, declared or undeclared, or in any ambulance, medical hospital
or civilian non-combatant unit serving with such forces, either while
serving with, or within six months after termination of service, in such
forces or units; or outside the United States or Canada while in such
forces or units;

2) in the event of death occurring within five years from the date of issue
of the policy, as a result of war, declared or undeclared, when the
cause of death occurs while the insured is outside the United States
or Canada and the insured dies outside such areas or within six
months after returning thereto;

3) in the event of death occurring as a result of suicide within two years
from the date of issue of the policy;

8 The phrase “during the lifetime of the insured” was inserted after the case of Monahan
vs. Metropolitan Life Insurance Co. (1918) 283, Illinois 136, 140. The court ruled that in the
absence of a “during the lifetime of the insured” phrase, the policy was not contestable
even in the case of fraud, if the insured died prior to the expiration of the contestable
period.

8 Insurers are forbidden to ante-date policies more than six months in order to give the
insyred lower premium rates, Insyrance Law, State of New York, section 156.
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4) in the event of death occurring as a result of aviation under condi-
tions specified in the policy;

5) in the event of death occurring within two ycars of the date of issue
of the policy as a result of a specified hazardous occupation or while
the insured is resident in a specified foreign country;

6) in any of the above cases, the Company shall pay upon the death of
the insured an amount not less than the reserve on the face amount
of the policy, except in the case of death occurring in military service
outside the United States and Canada, the Company shall pay the
gross premiums charged, less dividends paid.

POLICIES WITH A LARGE SAVINGS OR INVESIMENT ELEMENT

The substitution of standard provisions and state approval of contracts
for standard forms allowed life insurance companies to increase the
number of types of life insurance contracts which they offered to the
public. Although the bulk of business has been in ordinary life, limited
payment life, endowment, term, and annuity contracts, various combina-
tions ot these forms and the extension of some of the principles which
they embody have been important in the last thirty-five years.

When the standard provisions replaced standard forms (January 1,
1910), The Mutual Life simply introduced into New York State those
policy forms which it was using in other states, for they contained the
required terms. Shortly thereafter, however, the Company began to ex-
tend its line with the idea of meeting morc of the specific insurance needs
of a larger number of people.

One class of ncw policies had as its aim the aceentuation of the savings
or investment element in life insurance—an element which is large in
limited payment, endowment, and annuity contracts. Arrangements of
many kinds may be made on these basic plans, but a few of them as made
available by The Mutual Life deserve special mention. Since 19oy the
Company has allowed endowments to be paid as annuities, as provided
for in the optional modes of settlement, which makes possible the secur-
ing of a steady income in later years when the need for life insurance
has presumably diminished.” From 1924 to 1930 The Mutual Life issued
a few retirement endowment and income contracts which paid a monthly
income beginning with the end of the endowment period and in addi-
tion the face amount of the policy at this time or at prior death. In 1935
the Company adopted the endowment annuity plan whereby the insured
would receive after a given age (55, 60, 65) monthly payments for life,

7In 1923 the Company introduced a single premium (ndowment monthly life income

policy.
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with ten years payments certain and whereby, in case of his death prior
to the maturity date, his beneficiary would get the face amount of the
policy. Efforts were increasingly made to provide for endowments matur-
ing at specilied ages to coincide with the wishes of applicants—a part of
a gencral tendency toward “tailor made” contracts. Also, a trial was given
between 1923 and 1928 to the practice of writing insurance through
savings banks with the end in view of guarantceing a minimum savings
plan. The insured dealt only with the bank, and the Company only
with the banks, but this scheme was abandoned because of the confusion
to which it led.*?

Contracts which are of the strictly investment type are annuities. In
1907 The Mutual Life had among its offerings a single premium life
annuity, a joint and survivor annuity payable until the death of the last
survivor, a deferred annuity which provided for annuity payments be-
ginning after the lapse of a certain number of years, and a survivorship
annuity with payments to the beneficiary beginning with the death of
the insured. In subsequent years this list was considerably enlarged. In
1908 the Company began to write deferred survivorship annuities with
payments beginning after a given number of years following the death
of the insured; in 1911 it added a cash option deferred annuity; in 1913,
an annuity certain followed by a delerred annuity, which provided for
payments certain for the number of years selected in the application and,
if the annuitant lived beyond this period, for an annuity until death; ®
in 1931 a retirement income plan ' and a temporary annuity which are

8 This scheme seems to have been devised by Edward A. Woods of The Equitable in 1921.
He made an arrangement with the Peoples Savings and Trust Company of Pittsburgh
whereby a depositor in the bank agieed to deposit a given amount every month for a
stipulated number of years. ‘I he bank gumanteed o pay the depositor a given sum in case
of death before completing the payments. 'The bank, in tuin, covered its risk by paying
premiums on a policy with The Equitable. This plan of “insured savings” has been strongly
opposed from certain quarters. See Lastern Underwriter, Jan. 14, Nov. 18, and Dec. 16, 1921,
and Oct. 106, 1925. 'The Mutual had an arrangement of this kind with the Harris Trust Co.
of Chicago.

9 From 1919 to 1929 the Company wrote a single premium life and annuity plan. Fiom
time to time the provisions of the various contiacts were altered. This was true of June,
1917, the latter part of 1923, and the early months of 1924, 1932, 1935, and 10940. Between
1928 to 1931 the Company wiote an investment annuity plan. It provided for annuity pay-
ments during the life of the annuitant and the payment of a sum at his death. It was little
mote than an annuity, plus a single deposit at a guaranteed minimum rate of interest.

1o This contract provided for a monthly life income with five years' payments certain
to the annuitant if he were living on the maturity date and for payment to the beneficiary
of the cash value of the contract if the annuitant died before the maturity date, or of the
remaining payments certain if the annuitant died within the five years after the maturity
date. ‘This plan was in a way a substitute for the r1ctircment endowment and income con-
tract which was dropped in 1930 and for the cash option deferred annuity which was dis-
(ontinued in 1931.
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well described by their names; and in 1932, a refund annuity ** which
aimed to prevent loss on an annuity contract in case of early death by
paying to the annuitant’s beneficiary the excess of the single premium

CHART XVI
GROWTH OF THE ANNUITY BUSINESS IN THE MUTUAL
LIFE, 1907-1943%
Premiums Received for Annuities as Percentage of
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over the annuity payments made—a contract which was replaced in 1939
by a life annuity with payments guaranteed for ten years.!?

The amount of annuity business was not large in proportion to that
on other forms of contracts until about 1928. With the coming of the
deep depression of the early thirties and low interest rates, many persons
felt that life insurance and annuities afforded excellent investment op-
portunities.

They realized that premiums were computed on the supposition that
money would earn g percent or more,*® that the interest rates guaranteed

11 The refund annuity was similar to a life annuity except (1) that payments were to be
continued until the total payments made by the Company equaled the single premium paid,
whether or not the annuitant was living, (2) that after two years and before all the guaran-
teed payments had been made, the contract could be surrendered for the discounted value
of the remainder of such payments and () that a beneficiary was named in the contract.

12 Under this contract surrenders were allowed only after the death of the annuitant and

before all the ten-year payments certain had become payable.
13 From 19og to 1924 annuity premiums were based on the British Offices Experience
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under optional modes of settlement were high, and that the mortality
rate among annuitants was low and hence favorable to them. Many per-
sons even borrowed from banks at 2 percent in order to buy life insur-
ance and annuities. The business done in single premium insurance and
in annuities grew by leaps and bounds, reaching a peak in 1935.

As interest rates fell, the tendency to invest in single premium insur-
ance policies and annuities naturally increased as long as the premium
rates were not increased. This meant that the companies were getting
large sums for investment at current rates lower than the rate being
earned on the existing assets. In addition, the mortality among an-
nuitants was increasingly lower than had been assumed. The result was
that rates for all types of single premium contracts were increased. Other
steps were taken to curtail this “watering down” of the interest yield
through the dumping on the companies of large sums primarily for in-
vestment purposes. Thus, agents’ commissions on annuities and single
premium policies were reduced in 1930; amounts of insurance and
annuities to be written on single premium basis were limited in 1934

TABLE 87

SINGLE PREMIUM EXPERIENCE: THE MUTUAL LIFE, 1930-1943 ¢
(In thousands of dollars received)

Total New Premiums Single Premiums
Ycar Life Insurance & Annuities Life Insurance & Annuities Percentage
1930 19,971 5,011 25.1
1931 19,746 8,488 43.0
1932 18,364 7,581 41.3
1933 22,761 11,095 487
1934 86,458 22,050 60.5
1085 60,029 41,792 69.6
1986 31727 19,174 6o.4
1987 26,970 17,780 65.9
1938 22,079 18,400 60.7
1939 18,830 12,091 64.2
1940 14,015 8,184 58.4
1941 10,858 5,346 49.2
1942 7,101 1,866 26.3
1943 7401 1,789 24.2

a Excludes premiums for disability benefits, double indemnity, and dividends applied to
purchase dividend additions.

Select Tables of Mortality for males and females and g percent interest, the McClintock
Annuity Table being discarded. In 1924 the American Annuitants Select Table, male and
female, and 4 percent was adopted. In 1938 the interest rate used was reduced to 3%, per-
cent, males were set back one year and females five years—measures which, of course, raised
the rates. The interest factor was lowered to 1% percent in January, 1985, and to g percent
in November, 1935. In July, 1938, the 1937 Standard Annuity Table, with males set back
1 year and females 6 years, and § percent interest was adopted; in December, 1939, the
interest rate assumed was dropped to 215 percent, and in December, 1941, life annuities were
set back 2 years for males and 7 years for females, while the interest rate was 2 percent. Rates
on single premium life insurance were raised in 1935, 1939, and 1941.
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and again in 1941; and in 1942 the writing of single premium insurance
and some annuities were restricted to The Mutual’s full-time agents.

LOW COST INSURANCE AND SPECIAL PLANS

Contracts which provide for a large element of savings are suitable for
those who can afford them, who look forward to retirement, or who
desire to make special provision for dependents, but they do not meet by
any means the needs of all. In fact, during the depression years there
was a growing demand for insurance requiring low premium payments,
and, paradoxical as it may seem in the light of the discussion in the
previous section, for insurance without any “savings” clement, 1. e., term
insurance.

The type of insurance which superficially appears to have the lowest
cost is short period term, for it provides protection against the “con-
tingency” of death rather than, like ordinary lifc, the certainty of death
a fact that may make its reputed cheapness illusory. The usual form of
a term policy provides insurance for a definite period—five, ten, fifteen,
or twenty years—and contains the privilege of exchanging the contract
for an ordinary life, limited payment life, or endowment policy, either
as of the attained age or as of the original date, during all except the last
few years of the term period. This kind of term policy was issued by The
Mutual Life from 1907 to 1927 and again from 1938 onward, and has had
a certain popularity.* A different type of term policy made available by
the Company after 1923 was automatic convertible term, which provided
for an automatic change at the end of the term period to a permanent
insurance plan selected in advance.”® The Company also wrote yearly
renewable term contracts, running to age 65 or for a specified period of
years with an annually increasing premium and the privilege of chang-
ing under certain restrictions to permanent insurance.'® Finally, The
Mutual Life adopted in 1942 a “‘term to age 65" policy at a level premium
rate.

14 Exchange was not granted on 5 year term. As originally written, 80 percent of the
reserve at the time of exchange was applied toward payments of the premiums on the new
policy; the age of the insured on the new policy was his attained age at that time; and the
policies which he could select were those written at the time of change. In the casc of ex-
change for policies as of original date, one of the important restrictions was an age limit of
55 vears.

15 At first the length of term insurance was one ycai, later it was any number of years
up to ten; and then one, two or three years. Under convertible term, the policyholder was
not in danger of being unable to get a policy with the provisions which he wanted because
the insurer had discontinued it. He selected his permanent plan when he took out his con-
vertible term policy.

16 These policies were written from 1908 to 1938. They were replaced by the very similar
“term with increasing premiums” in 1938, but this policy is issued only in one State.
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264 RECENT TRENDS IN POLICY CONTRACTS

Although the advantages of term insurance have been emphasized by
so-called insurance “counsellors,” it has certain important drawbacks.
For example, renewable term insurance (under which the insurance
can be renewed for successive periods up to a specified age) presents some
practical difficulties to the company while the increasing premiums are
an obvious objection from the insured’s point of view. The best and
most practicable plan where insurance is required for the whole of life
is either ordinary life or limited payment life. There is, however, a
considerable demand and a legitimate need for term insurance covering
relatively short periods, and, especially in recent years, The Mutual has
increased the variety of its term insurance contracts. The conversion
privilege renders such contracts suitable for many who, for the time
being, are unable to pay the higher premiums for insurance on a per-
manent plan.

In addition to extending its line of term insurance, The Mutual Life
has endeavored to lower the cost of insurance by issuing preferred risk
policies. By placing in one class applicants who meet high physical,
moral, financial, and family health record standards, it is possible to
furnish insurance at lower cost. This step was taken in 1941, when the
Preferred Risk Modified Life policy was first issued. In addition to
higher standards of selection, this policy is not issued for amounts less
than $5,000, a rule which further reduces the cost because of the lower
expense per $1,000.'

Another low-cost policy is the survivorship annuity, which has been
available throughout most'of the period under survey. Closely related
to the survivorship annuity is the continuous installment policy, re-
named “life income” in 1919 in the hope that this term would be more
descriptive.’® Being a combination of ordinary life and deferred sur-
vivorship annuity, it guaranteed a given number of payments (“pay-
ments certain’’) after the death of the insured and continued payments
during the remaining lifetime of the original beneficiary. This contract
was pushed hard for some years, but as time went on it was criticized
because it required level premiums and provided for a decreasing
amount of insurance. It was dropped by the Company in 1939’ on the

17 This policy is not to be confused with another contract which was issued in 1917 as a
modified endowment, was called a modified life alter 1919, and was discontinued in 1928 as
a separate policy, although its main feature could be obtained on the ordinary life or
limited payment life plan. This plan was devised for applicants who had an impairment
which made them ineligible for insurance for life, but which would not lead to excess mor-
tality for some years.

18 The single premium continuous installment income was made available in 1913.

19 The policy has no face amount. The sum payable is the annuity to the beneficiary, and
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grounds that the type of service which it rendered could be better ob-
tained by other contracts.

More popular methods of providing insurance payable in the form of
income to the beneficiary than the “continuous installment” policy have
been devised in recent years through the introduction first of the “Fam-
ily Protection Policy” and later of the “Family Income Policy.” Both
these policies are combinations of term and whole life arranged to pro-
duce an income in the event of the early death of the insured. The Fam-
ily Protection Policy, which was written by The Mutual Life from 1934
to 1942, provided that if the insured died within a selected period (10,
15, Or 20 years), an income would be paid during a specified number of
years, and the face amount of the contract would be paid at the end of
this time. The family income plan, which was first issued by the Com-
pany in 1940, was essentially like the latter, except that installments to
be paid, if death of the insured occurred during the selected period,
would be only for the remainder of the period rather than for a fixed
number of years—a provision that thus made for a decreasing amount of
insurance. Closely related to these contracts is the double protection
plan, which the Company added to its offerings in 1912. It is a combina-
tion of term insurance to age 65 and life insurance paid-up at age 85,
If the optional settlement for installments for a prescribed number of
years to the beneficiary is exercised, the double protection policy is very
similar to the family protection policy.

The Mutual Life has also introduced other plans to meet the special
needs of applicants. Although the age at which persons could take out
insurance was lowered from fifteen to ten in 1924, there was a demand
for juvenile policies covering ages from birth to nine, and the Com-
pany began to write them in small amounts in 1938.2* A “‘pay roll deduc-
tion plan,” renamed the “salary savings plan” in 1942, was begun in
1925 for groups where premiums were to be forwarded to the Company
by a common remitter *>—an arrangement designed especially to facili-

accordingly it decreases as the beneficiary becomes older. A point may be reached at which
premiums exceed the possible benefits. See Maclean, Life Insurance, pp. 66 ff.

20 In 1934 the family protection plan was provided by a rider on an ordinary life policy.
In 1937 a separate form was used. The policy was dropped in 1942, because similar types
scemed more desirable.

21 They were somewhat altered in 1939. A supplemental premium protection contract is
available to safeguard the juvenile policy in case the applicant dies. This “insuring in-
surance” is accomplished by a contract which provides that in the event of the death of the
applicant while the policy is in force the Company will waive premium payments becoming
due before the anniversary of the policy on which the insured attains the age of 21.

22 This plan was not group insurance, for there was no master policy and no given pro-
portion of a group had to be insured. Individual contracts were made with the members of
a group. They were appreciably the same as the regular policies, save premiums might be
paid monthly and insurance might, after 1940, be taken without medical examination.
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tate collection of premiums from employees of a common employer.
Nonmedical insurance was offered in 1939 to inhabitants of small towns
and cities who were not engaged in hazardous occupations.?* Monthly
premium payments were permitted in 1941 on both new and existing
policies.* Ordinary life policies were replaced in 1941 by life paid-up
policies at age 85. Finally, substandard insurance was added to the Com-
pany’s long list of offerings in 194e.

DISABILITY AND ACCIDENT BENEFITS

In their efforts to meet the special needs of the public, life insurance
companies provided in the period now under survey, as additions to
their contracts, certain extra benelits in casc of total and permanent dis-
ability or in case of death resulting from accident. The first insurance of
this kind appeared in Germany in 1876 and was issued by American
fraternal orders in the next year. In 1894 Arthur Hunter, an American
actuary, prepared premiums for a policy which would waive the pay-
ment of premiums in casc of disability and the Fidelity Mutual and the
Phoenix Mutual placed disability clauses in their contracts in 1896.%
The Travelers in 1904, the Reliance in 1go;, the Minnesota Mutual in
1906, and the New York Life in 1910 began to issue policies which pro-
vided for the waiving of premiums in case of total and permanent dis-
ability. Then several companies began to experiment with an annual
income of 10 per cent of the face amount of the policy to be paid to the
insured in case of total and permanent disability, such payments to be
deducted from the face amount of the insurance at death. By 1910 five
companies were offering disability income contracts, and many more,
waiver of premium contracts.

The Mutual Life took its first step toward including provision for dis-
ability benefits in life insurance policies in 1913. On January first of
that year contracts were issued with a provision for the waiving of
premiums in case of total and permanent disability, prior to the in-
sured’s sixtieth birthday. If the payment of premiumns was then waived,
cash, loan, and nonforfeiture values remained the same as though pre-

23 Nonmedical insurance is provided by The Mutual Life to those persons who reside in
places where a medical examination would be difficult to obtain. Inasmuch as it is open to
abuse and fraud, it is carefully restricted. Limits in amount are $1.000 minimum—=$2.500
maximum for married women and $5,000 for males. Age limits for applicants are ten to
forty-five years.

24 Quarterly premium rates are higher than semi-annual or annual, because of added
expense. Monthly rates are approximately one-third of quaiterly rates.

25 Disability Benefits in Life Insurance Policies (New Yoik, Actuarial Society of America,
1932), p. 2; Stalson, Marketing Life Insurance, pp. 6{0-641; and Elston, op. cit., pp. 45-46.
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miums were regularly paid in cash.?® In 1917 The Mutual Life intro-
duced its first contract for the payment of an income in addition to
waiving premiums in the event of total and permanent disability—the
amount to be paid each year being 10 percent of the face amount of the
policy.?” Payment of this income was additional to and did not reduce
the amount payable at death. In 1920 the income benefit was increased
from $100 annually to $10 monthly for each $1,000 of insurance. Then,
in August, 1922, the Company offered an arrangement for “‘increasing
disability benefits,” that is, for monthly income payments which would
increase from one per cent of the face amount of the policy to one and
one-half percent, if total disability lasted more than five years, and to
two percent, if total disability lasted more than another five years.*
And at the same time it was provided that total disability would be pre-
sumed to be “permanent” if it lasted for ninety days, although the Com-
pany had the right, as always, to a periodic check on the insured to deter-
mine whether or not he had recovered.*®

In the course of time disability benefits were to prove unsatisfactory.
The rate of disability proved to be much higher than expected, and the
cost of the benefits was greatly in excess of the anticipated cost. This was
due to a variety of causes including too liberal administration, too lib-
eral terms of the contract, adverse attitude of the courts in contested
cases, fraud and malingering, and, in general, Jack of experience in this
type of insurance. Most contracts stipulated that the insured was deemed
to be totally and permanently disabled when he had become “wholly
and permanently disabled so that he is and will be permanently, con-
tinuously and wholly prevented thereby from performing any work or
engaging in any occupation for compensation or profit.” ** Both the
companies and the courts were inclined to interpret “‘any occupation” in

26 In Ap1il, 1914, the waiver of premium benefit was changed to provide for automatic
termination of the provision upon the insured’s entering the military or naval service of
any countiy at war or engaging in any civilian capacity in connection with actual warfare.
‘I his change was made because of the Mexican border clash.

27 0On continuous installment policies the income payment was the same as the normal
income after death. It was fuist offered by the Fidelity Mutual in 1go4. See Amrhein, Liberal-
ization of the Life Insurance Contract, p. 292.

28 T'he leaders in this step were 'The Mutual Life and the New York Life, Elston, op. cit.,
p- 46.

20 In February, 1926, disability benefits were further liberalized by adding the provisions
(1) that income payments should be due as of the date proof was received, if received within
the first month, or at the end of the first month, if received later, and (2) that in the case of
lapsed policies, if no premium was in default more than six months and if the insured be-
came totally disabled on or before the due date of the premium first in default and if proof
was furnished that such disability had existed continuously, the policy would be reinstated
and benefits would be paid.

80 Flitcraft Manual (1929), p. 429.
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a liberal manner, and a few courts do go so far as to declare that any
occupation means own or former occupation.®

In July, 1930, standard provisions drafted by the National Convention
of Insurance Commissioners for disability benefits were adopted by The
Mutual Life—provisions which among other things did away with in-
creasing income benefits, required four months of total disability before
permanent disability was presumed to exist, and continued to exclude
disability begun after sixty years of age.*> Even with these changes and
with higher rates, experience with disability benefits continued to be
adverse. Frauds could not be completely eliminated in spite of the vigi-
lance of a special bureau of disability claims,** and the number of claims
continued to exceed those originally expected. At last, The Mutual
Life decided that disability income benefits could no longer be safely
issued and withdrew them from its list of offerings on January 1, 1932—
an action that was taken at about the same time by many other com-
panies.®** Then, with losses on disability contracts remaining high, the
question arose as to a reduction of dividends on those policies following
the well-established theory that dividends should be in direct ratio to
the contribution made to the surplus.®

Although disability income contracts did not prove to be practicable
as written, The Mutual Life continued to offer the waiver of premium
provisions in its policies. Beginning in 1918 The Mutual also included
in all standard policy forms, if requested, a provision for payment of
double the face amount in event of death by accidental means. This was
known as “double indemnity” or “additional accidental death benefit.”
At first two forms of double indemnity were available: (1) “Travel
D.1.,” which covered only accidental deaths while traveling in a “com-
mon carrier”’ (such as a train, bus, etc.),*® and (2) “General D.I.,”” which

31 Patterson, Cases and Other Materials on the Law of Insurance, pp. 207-209.

32 At the same time, the Company changed its provisions for double indemnity, the chief
change being automatic termination at age of seventy. In 1932 termination was changed to
age sixty-five.

33 Set up in the Company at the end of 1924. Minutes of the Board of Trustees, Dec. g1,
1924.

34 Minutes of the Board of Trustees, Sept. 30, 1931. One company continucs to issue a dis-
ability income benefit policy with the benefit based on loss of earned income resulting from
disability. Others have greatly reduced the benefits.

35 This practice has been supported by the courts. Among other decisions, see Rhine vs.
New York Life (1936) 273, New York, and Rubin vs. Metropolitan Life Insurance Co. (1938)
278, New York 625.

36 This benefit, which was provided for on payment of an additional premium, was avail-
able only in connection with ordinary life, limited payment life, and endowment policies
which also provided for disability benefits. The double indemnity provision was abrogated
if the disability benefit provision terminated before the insured reached age Go. This travel
double indemnity was discontinued July, 1920, because of the slight demand for it after
the introduction of a general double indemnity provision,
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covered any accidental deaths other than those specifically excluded.®
Later, Travel D.I. was dropped, since there was very little demand for
it. Experience showed that certain exclusions were necessary in order
to avoid the additional liability in cases where death was not really due
to an accident or where the circumstances of the death might lead to a
suspicion of suicide. Such exclusions included ‘“‘accidental” deaths result-
ing from disease, from self-inflicted injuries, from the taking of poison,
or from the inhaling of gas.

As in the case of disability benefits, experience indicated that modi-
fications in the original forms of contract and in the terms of insurance
were necessary if loss was to be avoided. Thus, the fact that the accident

TABLE 39
ACCIDENT EXPERIENCE AMONG THE MUTUAL LIFE
POLICYHOLDERS »
DFATH RATE PER 100,000 DEATH RATE PER 100,000
All Auto Al Auto
Year Accidents Accidents Year Accidents Accidents
1913 74 9 1928 77 23
1914 72 9 1929 8o 81
1915 84 13 1930 81 80
1916 87 13 1931 79 81
1917 92 11 1932 71 28
1918 104 11 1933 69 30
1919 120 18 1034 70 30
1920 71 12 1935 72 34
1921 75 17 1936 6y 28
1922 A 16 1987 70 82
1923 64 16 1938 63 27
1924 74 20 1939 59 2
1925 69 20 1940 65 29
1926 7 23 1941 66 83
1927 71 22 1942 50 17
1948 46 15

o “Death Rates per 100,000 from All Accidents and Automobile Accidents in Calendar
Years 1913 to 1943."
death rate increases with age was not, at first, fully appreciated. In the
original contracts the extra premiums were the same at all ages, and
coverage continued for the whole of life. Later, premium rates were
graded on an increasing scale with age, first to age %70, then to age 65, and
coverage was limited.

While there is no logical basis for a double indemnity benefit, the low
cost in relation to the high additional benefit makes it exceedingly at-

87 The provision terminated if within two years the insured engaged in military or naval
service outside the continental limits of the United States and Canada or if within two years
or such shorter period as World War I continued, the insured traveled or resided outside
these limits.
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tractive, and a large proportion of the insurance written since 1918 has
contained provision for this additional benefit. The chief disadvantage
from the Company’s point of view is the relatively large number of im-
proper claims, many of which lead to expensive law suits. Undoubtedly
many claims have to be paid for which the Company is not really liable,
and, as indicated above, it has been necessary to introduce many limita-
tions into the contract in order to avoid such improper payments. On
the whole, however, double indemnity has been a substantial benefit to
policyholders and has not been unprofitable to the Company. It has
become a well-established feature in modern life insurance policies.

OTHER CHANGES IN LIFE CONTRACTS

In addition to offering a large number of policies designed to meet spe-
cial needs, The Mutual Life changed the terms of its contracts from time
to time to accomplish five main tasks—(1) to give policies more flexi-
bility of settlement, (2) to aid those who were in temporary financial dif-
ficulty, (3) to conform to state laws, (4) to aid its policyholders in main-
taining or increasing their insurance with the Company, and (5) to
eliminate or reduce its liability in connection with such special risks as
aviation activities or participation in war. Such restrictions were neces-
sary to prevent selection against the Company by persons subject to these
special hazards.

One of the most notable steps forward in this period was the develop-
ment of liberalization of contractual provisions regarding the modes ol
settlement of insurance benefits. Attention has already been called 1o the
first three optional modes of settlement in the standard policies of 190y
—(1) the option to leave the proceeds of insurance with the Company
at interest, (2) the option to receive equal installments, including both
principal and interest, for a fixed number of years,* and (3) the option to
receive equal installments for twenty years certain and thereafter for the
remaining lifetime of the beneficiary, the amount of the installments
depending on the age of the beneficiary. In 1925 other fixed periods
were provided under option 3, and a new—the fourth—optional mode
of settlement was added to the list to provide payment of an income of
selected amount until the principal and interest were exhausted.®® Fi-
nally, in 1934 the fifth optional mode was made available—a method of

38 This arrangement was liberalized in January, 1911. Monthly, quarterly, and semi-
annual installments were then permitted, under both option two and option three.

39 Another change at this time provided that no guaranteed payment or installment

should be for less than $10, but the previous restriction that the proceeds be at least $1,000
was removed.
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settlement which allowed the proceeds of a policy to be used for the
purchase of a life annuity to the beneficiary at a rate slightly more favora-
ble than the rates in use at the date of the settlement for ordinary cash
purchases.*®

Other liberalities and changes favorable to policyholders were made
during this period. The right was given to policyholders to apply, within
a specified period after taking insurance, for additional amounts with-
out medical examination.*! In 1941 it allowed the monthly payment of
premiums. The period of “incontestability” was, for a time, reduced to
one year instead of two,** but this was later modified to provide that the
policy would be incontestable after it had been in force, during the life-
time of the insured, for two years.** This was necessary to prevent im-
proper claims when death occurred during the contestable period, but
the claim was withheld until the period had expired.

On the other hand, on the outbreak of World War 11 it became neces-
sary to include in all new policies a “War and Aviation” clause eliminat-
ing the special risks of active participation in war. Similar action was
taken by other companies. Policies previously issued contain in general
no such restrictions. In general the “War and Aviation” clause provides
that in event of death while in service outside the “home areas” or in
event of death resulting from actual warfare inside these areas or in
event of death as a result of aviation, other than while traveling as a
passenger on a regularly scheduled flight, the company’s liability is
limited to the return of the premiums paid with interest.

Another phase of the life insurance contract which underwent change
between 1907 and 1943 pertained to the cash value of policies—values
which form the basis for determining the amount of policy loans and
nonforfeiture or surrender values. The first terms adopted after the
Armstrong Investigation for surrenders stipulated that a surrender value
would be granted after premiums had been paid for three full years,
that prior to the payment of ten annual premiums the surrender value
should be no less than 8o percent of the reserve, and that thereafter it
should be the full reserve. In the 1908 forms, used by The Mutual Life

40 In 1940 the optional modes of settlement were made available for election within one
month after the maturity of the policy, besides being available when the policy was in force
or became payable. Also, in 1940 the fifth mode of settlement, which had previously been
available on request as a rider, was attached to all new issues for which it was suitable.

41 The period in which this might be done was increased from 6o days to 3 years in 1926,
although there were limits on additional insurance taken in this way.

42 That is, unless the insured died in the first year after he had taken out his policy. In
that event the contestable period remained two years,

43 Maclean, op. cit., pp. 208-209.
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automatic granting of a policy loan to meet premiums not paid in cash.
As a general conservation measure the company established in 1906 a
Policyholders’ Service Bureau, which follows up lapsed policies and
gives advice and assistance to policyholders in regard to maintaining
their insurance.*®

The major change which The Mutual has made since 1go6 in com-
puting premiums and reserves was to lower the rate of interest assumed
for life insurance premiums from 3% to g percent in 19oy. The Ameri-
can Experience Table of Mortality has been continuously employed by
the Company since 1868. A few other companies have in recent times
adopted more modern tables and lower rates of interest. The Mutual
Life has never taken advantage of the modified reserve systems per-
mitted by law—the select and ultimate method made permissible in
New York State by the Armstrong legislation or the modified prelim-
inary term system (Illinois Standard) introduced in 1929—but has al-
ways employed the full net level premium reserve basis in determining
its reserve liability. Premiums have been loaded for expenses by one-
sixth of the net premium for ordinary life plus one-sixth of the net
premium for the plan.”® In the apportionment of dividends there has
been some refinement of procedure, but no basic changes, although in
1917 the Company placed a clause in new policies which stipulated that
dividends would not be paid for the first policy year unless any premium
then due was paid.*

The actuarial work of The Mutual Life during the period which has
been described in the preceding pages has been in the hands of persons
who have stood at the top of their profession. From 1888 to 1911 the
Company’s actuary was Emory McClintock, one of the greatest of Ameri-
can actuaries and the first American to be made a Fellow of the Institute
of Actuaries of Great Britain (18%74). From 1911 to 1940 The Mutual’s

49 Originally called Restoration Bureau. Its name was changed in 1928. At this later date
service representatives in the field were appointed for personal contact with policyholders.
In addition to conservation programs, the Policyholders’ Service Bureau tiies to stiaighten
out problems arising between policyholders and the Company.

50 For endowments after 19og the loading was ¥; of the net premiums for ordinary life
plus 144 of life limited net premium plus 32 of the endowment net premium.

51 The law of 1934 on this point, section 83, New York Insurance Law, reads “every such
corporation shall apportion the remaining surplus equitably to all other policies entitled
to share therein and such apportionment in the case of any policy shall not after the first
policy year be made contingent upon the whole or any part of the piemiums for the sub-
sequent policy year.” In 1939 New York State enacted a law to the effect that no dividend
should be paid on the first policy year unless “upon reasonable assumptions as to expenses,
mortality, policy and contract claims, investment income and lapses it was actually earned
in such year.” Chapter 882 of the Laws of New York State, 1939. This law made little dif-
ference in practice since the Insurance Department agreed that first-year expense could be
amortized in determining whether a first-year dividend had been “earned.”
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actuary was William A. Hutcheson, an authority on life insurance his-
tory and an interested student of the Company’s past. He was followed
briefly in 1941 by Wendell M. Strong, who possessed a remarkable com-
bination of legal and actuarial training and knowledge. Strong, who
retired because of poor health, was succeeded by Joseph B. Maclean,
the author of the most widely used textbook in America on the subject of
life insurance. Actuaries who have been in the service of The Mutual
Life have played an outstanding role in the actuarial profession, and
more presidents of the Actuarial Society of America have been chosen
from The Mutual Life than from any other single company. Sheppard
Homans was instrumental in founding the Society and was its first
president, while David Parks Fackler, John S. Thompson, Emory Mc-
Clintock, William A. Hutcheson, Wendell M. Strong, and Joseph B.
Maclean have all been honored by election to its chief executive post.
Furthermore, many members of the Company’s Actuarial Department
have been active in the Society’s work—in its actuarial courses, its ex-
aminations for membership, and in its publications. They have con-
tributed much to the maintenance of high standards in the profession.*

52 The Company’s actuaries have played a less prominent role in the American Institute

of Actuaries, founded in 1909, for this body, whose purposes are similar to those of the
Actuarial Society, draws largely upon members of the profession located in the West.



XV. Toward Informed Selling
and Scientific Selection of Risks

HE GROWING AND INSISTENT DEMAND of persons in all walks of
life and in all conditions of health and fortune for some kind of
protection against the financial hazards of death has led not
only to the variety of policy forms discussed in the last chapter but also
to a more scientific selection of risks and to “informed selling.” The last
thirty-five years have witnessed a more accurate appraisal of the expecta-
tion of life than was ever before possible, the grouping of applicants for
insurance into classes according to the risk involved, and the establish-
ment of special premium rates for each classification. Furthermore,
within this time span there has been a development in the marketing of
life insurance so that selling is no longer a “hit-or-miss” affair, but a
business profession of a highly technical nature. These changes in selec-
tion and marketing were given an initial impetus by the Armstrong In-
vestigation and the events which immediately followed it. The con-
demnation of some of the old selling practices, limitations on the cost of
getting new business, and ‘a temporary falling off in production caused
some of the old-type agents to retire and the others to tap new markets.
In this scramble for sales, great strides were made toward selling insur-
ance for business purposes, for the preservation of estates, for the creation
of trusts, for the payment of taxes, and for providing an income—types
of insurance which called for astute “programming.” To provide men
who were qualified to write insurance to meet the new requirements of
the market, insurance companies and educational institutions began to
introduce courses in life insurance salesmanship. Soon company agen-
cies were being manned by a new class of men and women; states were
requiring (New York in 1940) written examinations of those who wanted
licenses to sell insurance, and high technical standards were set for
those who aspired to become “‘chartered life underwriters.”
The marketing force of The Mutual Life experienced this general
evolution and profited from it. On the morrow of the Armstrong In-
vestigation, however, the future of the agency department did not look
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bright, for disruption was to precede improvement. In the first place,
the few remaining general agencies were transformed during 19o5 and
1go6 into managerial agencies, a process which eliminated some of the
large organizations, like that of Colonel Raymond, and which, because
of the establishment of more than fourteen new agencies, was expensive.!
Several of the managers both at home and abroad were dismissed or
transferred to new posts, and managers’ salaries were fixed at reduced
amounts, although they could be augmented by commissions on per-
sonal sales of insurance. New contracts had to be negotiated with all the
agents along lines so rigidly restricted by law? that The Equitable, the
New York Life, and The Mutual Life decided by agreement upon uni-
form commission schedules beginning in 1go%7. These rates, which
marked a great reduction in those formerly paid, were graduated accord-
ing to type of policy. They consisted, in most instances, of a percentage
of the first year’s premium, and of a small percentage of renewals for
nine years.* Lower commissions,* the abolition of unsecured “advances”
to agents,® the doing away with salaries to subagents,® and a drastic fall-
ing off in new business because of public feeling against life insurance
companies led many of The Mutual’s salesmen to become discouraged
and to resign. One-half of the ‘“real insurance men,” according to the
Manager of the Agency Department, George T. Dexter, severed their
connections with the Company at the beginning of 190%.” Such an exo-
dus of agents only added to the management’s difficulty in restoring the
usual flow of new business.

In the ensuing years the whipping of the agency force into an efficient
organization was one of the chief problems of the Company’s adminis-
tration. President Peabody, who was more interested in the real estate
investments of the Company than in marketing insurance and, as we
have seen, believed in limiting the size of The Mutual Life, adopted a
policy almost of laissez faire toward the agencies. Nevertheless, in 1g10
the system of compensating agency managers was altered so that in addi-

1 Insurance and Agency Committee, March 5, 1906. After the creation of more than one
agency in New York, the Company established a Metropolitan Clearing House to attend
to the collection of premiums on policies in the New York area and to the general servicing
of these policies. In other districts the agencies handled such matters, although clearing
houses were later set up in Philadelphia and Chicago.

2 For details of these restrictions see above, p. 226.

8 Insurance and Agency Committee, June 12, 1906, and June 28, 1906. Also circular letters
to managers following these decisions.

4 The ratio of commissions to premiums on new business dropped from 71.49 percent in
1905 to 45.20 percent in 1907.

5 “Reports of Official Examinations,” Annual Report of the Superintendent of Insurance
of the State of New York (Albany, 1910), Miscellaneous, p. 735.

¢ Insurance and Agencies Committee, Jan. 5, 1906. 71bid., Dec, 19, 1907,
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tion to a base salary and commissions on personal sales the managers re-
ceived a special reward for the production of their agency,® and extra
sums were granted them for aiding agents who were just getting started,
for agency advertising, and for such other agency expense as training
salesmen.® In 1914 a new plan for remunerating managers was adopted *°
whereby the agencies were divided into three classes according to the
population and the costs of living within the agency territory.!* Each
class had its own salary scale, plus sums arrived at by a special formula.
This system operated so successfully that in its essential features it has
remained in use to the present time. The only changes of importance in
it have been alterations in the rates to meet fluctuating living costs and
business conditions '* and a monetary encouragement to keep insurance
in force as well as to place it on the books.**

The duties performed by the managers of agencies of the “branch
offices,” as they are sometimes called, have tended to increase through-
out the years. To the fundamental task of organizing an agency force in
a district, of making contracts with agents, of forwarding applications
for insurance and premiums to the home office, of distributing new poli-
cies to insureds, and of getting new business written, managers have been
given one job after another. They have to train agents, to assume (since
1926) many of the details pertaining to policy loans, to pay (since 1929)
certain death claims, and gradually to share more of the responsibility
for maintaining insurance in force—for the conservation work of the
Company.* Thus the managers are salesmen, sales directors, and edu-
cators. They are key men-in the marketing organization of the Com-

pany.*

8 Ibid., Nov. 24, 1909.

9 Report on the Examination of the Mutual Life by the Superintendent of Insurance for
the State of New York for the Three Years Ending Dec. 31, 1911 (Albany, 1913), p. 8.

10 Minutes of the Insurance and Agencies Cominittee, April 17, 1911.

11 Twenty-five agencies were placed in the first class; 25 in the second, and the remainder
in the third. In 1941 37 were in the first, 24 in the second, and 16 in the third.

12 Beginning July 1, 1917, the base salaries were increased because costs of living weic
rising. When large amounts of new business were being written (1928, 1929, and 1930), TeC-
muneration from one part of the formula was lowered. When new business was difficult to
get, the rate was again raised (1936).

13 Circular letter to managers, December 2, 1918, indicated a step in this direction. The
most recent plan is called Compensation for Agency Efficiency and Conseivation Persistency.

14 The number of service representatives of the Policyholders’ Service Bureau has recently
(1942) been reduced because of a shift of the work of conservation to the agencies. Mention
should be made here of the fact that for about two years prior to 1906 policies were issued
from Chicago in order to speed up the issuing of insurance in the Middle West. This system
was soon abandoned becausc of the added cxpense.

18 Report of an Examination of The Mutual Life Insurance Co. of New York by the New
York State Insurance Department for the Years 1936, 1937, 1938 (Albany, 1940), p- 25.
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ORGANIZING FOR SALES: THE AGENTS

The managers need, of course, a corps of responsible, energetic, and
intelligent agents for the actual selling of life insurance. To secure them
simply by raising commission rates has not been possible because of the
rigid limitations established by law. The task, therefore, has had to be
accomplished by making a careful selection of prospective agents, by
giving them adequate training, and by allocating to them markets suf-
ficient to permit the making of a living. How difficult this problem has
been can be gleaned from the fact that of the 10,680 agents under con-
tract to six life insurance companies (The Mutual Life was not one of
them) in 1930, a third of them produced no business at all for their com-
panies, another third sold no more than $25,000 apiece, and only 10 per-
cent produced more than $100,000.1% It is obvious from these figures that
many agents hold contracts only on the off-chance that they might make
a sale, that many more devote only a small proportion of their time and
energies to the work, and that still others are not successful salesmen.!
Consequently, the turnover among the members of life insurance com-
panies’ sales forces has been very large, having been estimated at from
one-fourth to one-third of the total number per year.!s

Life insurance companies have in the last few years endeavored to
remedy this situation by increasing the number of full-time agents and
by decreasing the number who operate on a part-time basis. The Mutual
Life took steps in this direction in 19go and again in 1942 by establishing
particularly favorable conditions for and reserving to its full-time field
representatives the writing of some classes of risks.* But the Company’s
greatest contribution to the cause was the institution in 1943 of its Life-
time Compensation Plan—a plan that has been heralded as the greatest
advance made in compensating agents since the Armstrong Investigation
of 1905.

Under the former system of commissions, agents were paid almost
exclusively for sales, which in the earlier history of insurance was en-
tirely satisfactory. But as companies have grown older, as life insurance
has been employed for an ever greater variety of financial exigencies,
and as individual agents have built up large clienteles, the work of serv-
icing existing policies has become enormous. Furthermore, commissions

18 Stalson, Marketing Life Insurance, p. 626. 17 [bid., p. 627.

18 . V. E. Westfall, Relation of the Agent to Some Executive Problems (New York, Asso-
ciation of Life Insurance Presidents, 1920). See also the investigation of the Life Insurance
Sales Research Bureau of 1943.

19 See Points, Feb. 2, 1942.
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based largely on new sales resulted in great fluctuations in agent’s in-
comes; they offered no incentive to the agent to remain with his com-
pany and differed but slightly whether the insurance remained on the
books or was shortly surrendered.

To correct these various faults in the existing method of payment and
to reduce the cost resulting from the turnover of agents, The Mutual
Life devised its new method of compensating agents. The basic aims of
the arrangement are to level out remuneration over longer periods, to
reward agents for quality and persistency of and for service on policies,
and to provide a retirement income for salesmen. Furthermore, an in-
centive to remain with the Company is given because certain of the re-
wards are canceled if an agent severs his connections with the Company
without good cause. Finally, the new plan results in no increase of selling
costs; and it meets fully the requirements of the New York insurance
law, which was amended, April 23, 1943, especially to permit the changes
here set forth.

Selection of the right kind of persons for selling life insurance is an
especially knotty problem, for the attributes which make for successful
selling are extremely difficult to evaluate. A definite attempt has been
made, however, both by The Mutual’s agency managers and the home
office to enlist a high class of men and women in the field forces. This
has been done largely by urging members of the Company’s organization
to recommend promising persons to the managers and agency depart-
ment, by personnel recruiting among college graduates, and by adver-
tising the practical advantéges of life underwriting.?

Training life insurance agents is, on the other hand, a tangible thing
and has come to be provided on a large scale by insurance companies
and by educational institutions. The earliest form of agency training
consisted largely in the sending of company representatives into the
field to lecture to agents on the subject of insurance and in attaching
the trainee to a successful salesman or agency supervisor in the hope
that all the techniques of the trade would be readily acquired. At the
beginning of the twentieth century, however, The Equitable and the
Travelers experimented with home office training courses; instructors
in insurance began to be appointed in universities,? and schools of sales-

20 The Mutual Life has issucd several interesting pamphlets for this purpose—Life In-
surance in Action; Making a Living as a Life Insurance Representative; etc.

21 For a detailed account of these developments see Stalson, op. cit., pp. 576 ff. According
to him the first university course in insurance was given at Harvard University in 18g7. The
best known of the teachers of life insurance is Solomon S. Huebner of the Wharton School
at the University of Pennsylvania.
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manship began to put in an appearance.® The most famous of the latter
institutions were the Carnegie School, founded in 1919 and transferred
to the University of Pittsburgh in 1923, and the New York University
School, founded in 1920. This “school training” plan, which envisaged
the giving of courses for about three months, failed to prosper and has
largely disappeared. University instruction in insurance has, on the
other hand, been successful, especially at the Wharton School, Univer-
sity of Pennsylvania, and had developed by 1932 to a point where teach-
ers of insurance were numerous enough to form the American Associa-
tion of University Teachers of Insurance.

The most important steps in the training of agents were taken, how-
ever, by the life insurance industry itself. The National Association of
Life Underwriters, which was established in 18go for the purpose of
elevating the position of the agent, advanced from 1907 onward the idea
of raising life insurance selling to the level of a profession.?® In 1912 it
started a campaign to educate the public, especially the colleges, in life
insurance salesmanship. It sponsored the famous textbook on life in-
surance by Solomon S. Huebner (1915), it furthered the idea for sales
congresses in which the problems of selling were discussed (one of the
earliest of such gatherings was presided over by Alexander E. Patterson,
now executive vice president of The Mutual Life), and it launched the
American College of Life Underwriters (1927) and the Chartered Life
Underwriter movement. This last-named project aims to raise by rigid
examinations the profession of the life insurance agent to a status com-
parable to that of the certified public accountant. The American Col-
lege of Life Underwriters sets standards for a course of study in prepara-
tion for the Chartered Life Underwriter tests. Lastly, the industry gave
birth to the Life Insurance Sales Research Bureau (1920), which in-
vestigates all kinds of sales problems, and to the Institute of Life Insur-
ance (1938), which devotes its attention to institutional questions.

For their part, the life companies contributed much toward the move-
ment for training agents and for informed selling. The trail blazers in
this matter were undoubtedly the Phoenix Mutual and The Equitable
Society, especially the latter’s Edward A. Woods, director of an agency
from 18go to 1927. The Mutual Life early recognized, however, that
life insurance selling could be taught and that its agents should be capa-
ble of working out the best possible schemes of coverage for their clients.

22 The first of these was the Cerf School of Salesmanship, organized by the New York

general agent of The Mutual Benefit.
28 Eastern Underwriter, Aug. 22, 1907.
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Accordingly, the Company employed Jacob A. Jackson, chief of its Liter-
ary (publicity) Bureau, to deliver, beginning in 1gop, a series of lectures
on the subject of life insurance to college students and to The Mutual’s
agents and to publish the remarkably lucid Educational Leaflets (New
York, 19og). In some of the Company’s agencies, especially in that of Ives
and Myrick of New York, classes were given after 19og to prospective in-
surance salesmen in an effort to teach them not only what to sell but also
how to sell it. To Charles E. Ives should go much of the credit for setting
the example in The Mutual Life of training agents and also for further-
ing the ideas of “programming”—of integrating a person’s life insurance
with his financial and family needs. This latter idea had been pro-
pounded in the carly sales literature of the Company, it was used by
C. M. Lovelace, head of the Carnegie School,** and it was also advocated
by Ives in a pamphlet, The Amount to Carry—Measuring the Prospect,
first published in 1912.

Another important step forward in The Mutual's program for train-
ing agents was taken in 1932, when the Life Insurance Sales Research
Bureau prepared the Company’s first formal training course for agents.
In 1934 the Company published the first edition of its very remarkable
Text Book—a book which has recently been revised. In 1940 The Mu-
tual Life joined the Cooperative Fund for Underwriter Training, which
has as its aim the defraying of part of the expenses for the Chartered Life
Underwriter examinations. Finally, agents have been provided by the
home office with various kinds of literature and equipment to facilitate
their work—rate books, different types of “programming” forms, and
The Estate Coordinator, which is a book, given to clients, with a com-
plete record of their life insurance holdings.*

In addition to the training and the programming aids which The
Mutual Life has given its salesmen, the Company has attempted in a
great variety of ways to encourage and assist its field representatives.
One of its most successful methods of doing so has been to hold national
educational meetings—The National Field Club Conferences—for
those agents who have produced a given amount of new business in
any one year. These meetings, attended by Mutual’s more successful
representatives, have provided an excellent opportunity for an exchange

24 Stalson, op. cit., p. 640.

28 To these aids for agents might be added the publications of the general insurance press.
The Spectator Company publishes an extremely useful Yearbook, containing statistical and
other information about all companies; Alfred M. Best & Co. publishes the Life Report,
which is a manual giving information about all companies useful to salesmen; The National
Underwriter Company publishes the Diamond Life Bulletin, and the Flitcraft Company
brings out the Life Insurance Manual,
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of ideas between the home office and the field forces, for the discussion
of sales problems, and for inspirational activity.?® In April, 1936, the
Company adopted a system for guaranteeing payments for a maximum
of thirteen weeks to new agents in the hope that such guarantees would
attract career underwriters to the field forces.?

THE HOME OFFICE; ADVERTISING, GEOGRAPHICAL LIMITATION
OF THE MARKET

With the growth of the managerial agencies, agency training, program-
ming, and a multitude of other sales activities, the Agency Department
in the home office was greatly enlarged. From a staff of forty in 1906,?®
this department has grown until at present it employs sixty-six persons,
organized into sections to deal with various aspects of the work. The
department is administered by a corps of officers who stand high in the
councils of the Company, have had extensive experience in the field,
and are intimately acquainted with all kinds of questions concerning
actual selling. It is represented in the Association of Life Agency Officers,
which was founded in 1917 to study the problems of managing an agency
department.

From agency work have gone most of the undesirable practices which
appeared in life underwriting prior to 19o5. Rebating and twisting,
that is, getting a policyholder to change his insurance either from one
company to another or from one policy to another within a company so
that new commissions will be paid, have been prohibited by law, and
raiding sales forces has been practically nonexistent because of inter-
company codperation in preventing it. Life insurance advertising has
also been greatly altered, for, aside from a few public statements after
the Armstrong Investigation to allay the fears which had been aroused,
it has been largely of an institutional nature. Gone entirely are the bitter

26 Prizes for the largest amounts of new business were awarded in 19o6. They were abol-
ished in 19o7. In 1913 the Field Club was first established. At that time there were three
clubs—one Eastern, one Southern, and one Western—and thrce separate conventions were
held. In 1914 the National Field Club was founded. In 1919 the original regional conven-
tions were abolished, but the Clubs were continued as membership organizations until 1g23.
The only years since 1913 in which a Field Club convention has not been held were in 1918,
when the money required for such a meeting was used to purchase an ambulance for over-
seas troops, and in 1942, when the meceting was canceled to reduce travel on overburdened
railway lines.

27 The maximum amount to be guaranteed is $50 a week. The period of thirteen wecks
may be extended under some circumstances. Repayment to the Company of these guarantees
is provided for all first year commissions on insurance placed during the guaranteed period
and on part of such commissions thereafter. Less than half of such guarantees were repaid

up to the end of March, 1939.
28 This number excluded those in the Foreign Agency Department.
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recriminations which marked insurance publicity in the third quarter
of the last century, and in their place have appeared descriptions of or
appeals for life insurance in general.*® The Company’s house publica-
tions—Points, Our Best Assets, and beginning in 1942 The Mutual
Circle—have all been of a dignified character. The annual reports of
the Company to policyholders have also been improved, especially since
1939, in that the condition of the Company has been explained with
great frankness, technical material has been put into understandable
terms, and graphs have been used to illustrate essential problems.

In addition to advertising, certain events have made the need for in-
surance strongly felt. In World War I and World War II governmental
provisions for insuring members of the armed forces and the increased
risk to life seem to have popularized the idea of life insurance with the
masses. It may be, too, that the Social Security Act is having a similar
effect, for the protection which it renders brings the concept of insur-
ance to the attention of a large number of people and by implication
indicates the need for additional coverage with private institutions. Be
that as it may, the fact remains that the market for life insurance has
been deepened in the last twenty-five years.

The territorial extent of the market, in so far as The Mutual Life
and most other American companies are concerned, has, on the other
hand, tended to shrink since 19os. The Mutual withdrew from Texas
in 1907 because of the Robertson Law, which required the investment
of certain funds and the deposit of a percentage of the reserves on poli-
cies held by Texans in Texas securities.*® Before the end of World War I
The Mutual had ceased writing new business in all foreign countries
except Canada, but it withdrew from there in 1932, from Hawaii in the
same year, and from Alaska in 1934.** Either hostile legislation, invest-
ment requirements, war conditions, or lack of new business has been
responsible for these steps. From this restriction of the area in which
the Company writes new insurance a more intensive cultivation of the
districts worked has resulted. Concentration of effort has tended to re-
duce selling costs and to provide better supervision of the field forces.

20 The Mutual’s advertising immediately after the Armstrong Investigation was handled
by N. W. Ayer and Sons. See Minutes of the Insurance and Agency Committee, Jan. 16, 1908.
For a history of this advertising Company consult Ralph M. Hower, The History of an Ad-
vertising Agency: N. W. Ayer and Sons at Work, 1869-1939, Cambridge. For an example of
recent Mutual Life Advertisements, see Saturday Evening Post, November 27, 1943.

80 Minutes of the Insurance and Agency Committee, June 26, 1907.

81 Dates of withdrawal of the Company from writing new business in the following juris-
dictions: Alaska, January 1, 1934; Cuba, December 31, 1917; Hawaii, April 15, 1932; Philip-
pine Islands, never licensed; Texas, July 11, 1go7; Canal Zone, never licensed; Canada,
August 1, 1932; Mexico, October 15, 1911,
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Today insurance is sold in every state in the Union, with the exception
of Texas, and in amounts that are roughly in proportion to state popu-
lation and wealth.

RECENT TRENDS IN SELECTING RISKS

The new trends in life insurance have had an important bearing upon
the selection of risks. In the case of industrial insurance, the tendency
has been to minimize the role of selection and to issue policies to nearly
all applicants. In the case of some of the smaller companies, on the other
hand, great care in selecting risks has been exercised not only by de-
manding that high medical requirements be met but also by limiting
insurance to those who live in a given locality or who practice a certain
profession. But in the case of companies like The Mutual Life, which
do a large ordinary business, evolution has been in the direction of of-
fering insurance to more and more people, of endeavoring to maintain
definite standards of insurability, of classifying those who make appli-
cation for insurance into three main groups—preferred, standard, and
substandard—and of scaling the premiums for each group according to
the risks involved.3?

Long before 1907 The Mutual Life had liberalized its selection on
Southern risks, on travel, and on a number of other special classes be-
cause of increased knowledge and actual improvement in experience.
This policy rested on a belief that either the dangers which had led to
the charging of extra premiums for certain risks had been greatly re-
duced or safe cases could' be picked out of admittedly poor classes of
risks by use of a superior technique developed by the Company. To a
large extent the former conviction was well founded, for obviously

32 These trends were clearly set forth in the .innual Report of The Mutual Life's Inspec-
tor of Risks in 1920:

“In their underwriting policy, life insurance companies scem to be divided in two classes:

“1st—Those that limit their ficld to scctions, localities and classes which produce the best
risks; barring from solicitation whole areas of the country and entire industiies. . . .

“2nd—Those whose policy is to open wide the insurance ficld, apparently caring little for
the effect on mortality and consequently on dividends.

“It would scem that 'The Mutual Life is in position to establish a third class; one which
opens wide the field and, by skilled individual selection, procures a good mortality at the
same time. That we are well on our way toward this goal is apparent from the fact that we
write freely at present in all parts of the United States; only a very few industrics and these

the most extremely hazardous are closed to solicitation, and this on terms as liberal as any
of our competitors. . . .

“Whether in its final [test] this policy could be madc to result in the best mortality [rates)
achieved by any company, and at the same time the most liberal undeiwriting opportunity
offered by any, only time can tell. But there is no doubt that we have gone far enough on
our way to show that there is an opportunity for, at the very least, a close approach to such
a result.”



SELLING AND SELECTION OF RISKS 287

steamboat and railroad travel had become relatively safe, and mortal-
ity rates among Southerners had greatly improved.** Much also could
be said in favor of the latter contention, for The Mutual Life employed
the “individual” method of selection, which meant that a decision on
every application for insurance was reached, not by following a set of
hard and fast rules, but by the total impression made on the examiner
by the data before him.

The successful operation of this system of selection involved keeping
abreast of all the changes affecting mortality. This the Company at-
tempted to do and continued a long-established tradition of research
among its examiners. Of the many problems which these men studied,
that of occupational selection was one of the most important. For years
attention had been given to this question, and those engaged in certain
occupations were arbitrarily excluded from insurance or were “rated
up,” that is, were charged extra premiums. In 1go7 The Mutual’s In-
spector of Applications, an officer who was later called Inspector of Risks
and finally Supervisor of Risks decided that The Mutual’s information
on occupational risks had become antiquated and undertook the task of
reclassifying it. A careful study was made of occupational mortality, and
as a result a number of previously ineligible occupations were admitted
to insurance.** Subsequently industrial plants were periodically in-
spected; the Company’s experience with various occupational groups
was reviewed annually; and underwriting rules were accordingly al-
tered from time to time. Not all the changes effected were in the direc-
tion of greater liberality, but the net result was a widening of the accept-
able field through increased knowledge of the risks and the charging of
extras only where such rates were necessary.

The work of The Mutual Life in occupational selection was consid-
ered so valuable that when the Joint Committee on Mortality of the
Association of Life Insurance Medical Directors and of the Actuarial
Society of America recommended a revision of the “occupational code,”
The Mutual was chosen as one of six companies to do the work. The
result of this revision was the publication in 1926 of a code with more

33 There was a steady improvement in the Company’s experience on Southern business.
In 1915 a definite mortality saving on Southern risks was registered. Annual Report of The
Mutual Life’s Inspector of Risks, 1916. Further improvement was still desired, however, and
was noted with satisfaction in each of the next eight years. After that date Southern business
presented no particular difficulties, although especial care in selecting Southern risks con-
tinued to be exercised.

84 Annual Report of the Inspector of Applications, 1907.

85 In the ten years preceding World War I several of the Company's underwriters studied
chemistry at Columbia University in order to deal more intelligently with the question
of industrial hazards. Annual Report of the Inspector of Risks, 1916.
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than one thousand classifications and about two thousand six hundred
occupational titles—a body of information that has remained in use,
with minor amendments, to the present time. This investigation seemed
so worth while that representatives of the codperating companies con-
tinued to meet to discuss occupational risks throughout 1926. Subse-
quently the Home Office Life Underwriters Association appointed a
Standing Occupational Committee to formalize their findings. This
Committee, composed of one member from each of ten companies and
including a representative from The Mutual Life,*® has regularly pub-
lished its findings in the Proceedings of the Association—a collection of
data which is the most extensive and authoritative on the subject of oc-
cupational underwriting in existence today.

The Mutual Life’s medical department also carried on important
research pertaining to medical selection. In 190y Dr. Brandreth Sym-
onds published two important papers—“The Influence of Family His-
tory on Medical Selection” and “The Influence of Build on Medical
Selection”—which for long influenced the acceptance of applications
both in The Mutual Life and in other companies. Also, in 190y The
Mutual began to measure blood pressures by use of the sphygmoma-
nometer, in 1913 it demanded that blood pressure readings be taken
for all applicants in agency cities, and in 1925 it made such readings a
routine part of all examinations. These steps may be considered to com-
prise one of the major developments in the recent history of medical
selection, for the general use of information on blood pressure has made
possible the refusal of cduntless undesirable risks which would other-
wise have been accepted. Experience has shown, moreover, the need for
stricter standards on blood pressures and also for more rigid rules gov-
erning the closely allied question of overweight.

Advances in medical knowledge and statistical studies of experience
with various types of impairment made selection ever more precise. For
example, in 1923 an investigation demonstrated the feasibility of re-
ducing from ten to five years the period of postponement required for
risks with a history of gastric ulcer. In 1924 the development of a method
of quantitative analysis of urinary albumin permitted liberalization of
selection on this condition. And in the same year a long step forward
was taken in establishing methods of correct diagnosis and scientific se-
lection of goiter cases. A simplification of the method of taking basal
metabolism readings in 1925 aided in handling cases in which this in-

86 Morris Pitler of The Mutual Life was the second chairman of this committee.
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formation was important, and in 1928 standards were established for
the more accurate diagnosis of diabetes by means of the blood sugar
tolerance test. The Company was able in 1925 by a more extensive use
of chest X rays to cut the postponement period for applicants with a
history of pulmonary tuberculosis from ten to five years. By requiring
in 1935 X rays from all applicants with a history suggesting tuberculosis
it was able to reduce postponement from five to three years and the mini-
mum age limit {or such applicants from thirty-five to thirty.

In the case of major surgical operations, many of which were once
thought to make a patient uninsurable at standard rates for periods of
from five to ten years, statistical studies made possible gradual reduc-
tions in these postponement periods until in the middle nineteen-thir-
ties many cases were accepted after one to five years. The technique of
visualizing the gallbladder and the kidneys, perfected about 1930, made
possible the selection of applicants who had had trouble with these or-
gans with much greater accuracy than in the days when clinical history
alone had to be relied on. The development of the modern type of elec-
trocardiograph has also been of great importance in medical selection,
for it has made possible a better diagnosis of questionable heart condi-
tions.*” The discovery of vitamins and the subsequent research into
their nature and effects have permitted the acceptance of many risks
which were formerly rejected. Thus, such conditions as beriberi, pel-
lagra, multiple neuritis of unexplained origin, and night blindness are
now known to be caused by a vitamin deficiency and are considered ac-
ceptable for insurance after about a year of satisfactory treatment.

Medical statistics have also played an important role in determining
selection policies, for actual experience is one of the chief factors on
which to rely. Consequently, The Mutual Life has adopted the latest
methods of assembling and analyzing data on medical impairments. In
1932 The Mutual Life prepared a new General Code of Impairments,
designed for use in the punched card system. This material permits the
Company to conduct more detailed, accurate, and scientific medical im-
pairment studies than ever before. A special Research Section in the
Supervisor of Risks Department collects information on selection out-
side The Mutual’s own experience,*® and the Statistical Department pre-
pares an analysis, on the following subjects from Company data:

87 In 1936 The Mutual Life established its own X ray and electrocardiographic laboratory
in the home office.

38 Thus, health and sanitary conditions in foreign countries are kept under scrutiny in
order to facilitate underwriting risks on travel or residence outside the United States.
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Annual Statistical Report on Mortality, Double Indemnity and Disability

Mortality Experience by Agency at Issue

Mortality Experience by Size of Policy

Mortality Experience of Corporation and Creditor Insurance

Report of Rejected Cases for Moral Hazard

Mortality Experience of Foreign Born Classes

Mortality Experience by Residence at Issue

Mortality Experience by Habits as to Alcohol

Mortality Experience of Large Risks—$50,000 and over

Report of Lapse Rates

Mortality Experience by Medical Impairments

Mortality Experience of Additional Insurance without Further Medical
Examination

Report of Effects of Occupation on Mortality

Mortality under Reinstated Policies

Mortality Experience on Term Policies

SPECIAL RISKS

In addition to occupational and medical hazards, there are several classes
of special risks which have presented exceptionally knotty problems to
underwriters. One of these classes was made up of women who, accord-
ing to an ancient life insurance tradition, exercised “‘an initial self-
selection against the Company.” * The Mutual’s experience came to
show that this old belief was entirely untrue or at least greatly exag-
gerated. Consequently, by 1921 most of the selection restrictions on
women were removed, and the two sexes began to be underwritten on
nearly the same basis.*® Another special class was composed of those who
used alcohol to excess. As we have seen in earlier chapters, an immoder-
ate use of intoxicants had long been considered an unfavorable feature
from a life insurance standpoint, even though in the early nineteenth
century a British company had charged an extra premium for a person
who was a total abstainer. But in 1915 a study of The Mutual’s experi-
ence seemed to indicate that another old prejudice was not entirely war-
ranted. Consequently, in 1915 a somewhat more liberal attitude was
taken toward this class of risk, although during prohibition a partial
return to strict selection had to be made.*!

Large amounts of insurance on one life also constitute a special class
of risk. The Mutual Life took pride in being considered a large risk

30 Annual Report of Inspector of Risks, 1915.

40 Ibid., 1921. It should be added that in 1917 self-supporting spinsters were accepted for

waiver of premium and disability benefit,
417bid., 1917.
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company and cultivated the issuing of policies for large sums. In 1927
it raised the limit for its own retention on a single life to $350,000 and
in 1929 to $500,000. Similarly, the limit for waiver of premium was suc-
cessively increased from $50,000 to $250,000, and that for double in-
demnity from $25,000 to $50,000. These high limits, combined with
liberal practices as regards blood pressure and overweight, resulted in
insuring a number of questionable cases for large amounts. When this
became apparent, a reduction in the limits was made (1942), $250,000
being set as a top for insurance, $100,000 for waiver of premium, and
$25,000 for double indemnity.*

The development of aviation created still another case apart. In the
early and experimental stages of this industry the hazard of flying could
not be covered. Standard premiums did not provide for this new risk,
and experience on which to base extra charges was entirely lacking. The
problem was merely how to avoid the risk, and since a clause restricting
coverage had to be limited by law to the contestable period, applicants
who engaged in aviation had to be rejected.** Up until 1928 this rule
applied to all pilots and to all persons who flew as passengers. In that
year The Mutual Life first issued coverage to applicants at standard rates
if they flew as passengers in planes operated by licensed pilots and if the
number of their flights did not exceed four per year.** With the increas-
ing safety of aviation, the Company gradually liberalized these restric-
tions. The rate of progress can be measured by the facts that in 1934 the
limit for standard insurance had been raised to twenty flights and the rate
for additional flights reduced to ten cents and that by 19 {o the same fig-
ures had become fifty flights and approximately three cents. In 1940 all re-
strictions on scheduled passenger flying (with the sole exception of lower
double indemnity limits for excessive flying or flying more than 750

42 Prior to 1937 inswance on one life in excess of $350,000 was reinsured in other com-
panies. In 1937 reinsurance was discontinued, and in 1940 the maximum amount taken was
lowered to $350,000. In 1941 the limit on waiver of premium was reduced to $125,000.

43In 1918 a clause was adopted to exclude liability for death rcsulting from aviation
during the contestable period. Tts use was limited, however, both because need for it was
not then very great and because its nature made it of little value anyway. In 1923 it was re-
placed by a clause under which the policy was canceled if a flight was made during the
contestable period. Neither of these clauses was intended for general use, of course, being
endorsed on a policy only to cover the hazard of resumption of flying by an applicant who
had flown in the past and then discontinued the practice. It was possible, however, to use
a permanent restriction of coverage in the Double Indemnity clause, so this provision ex-
cluded liability for death as a result of “participation in aeronautics.”

44 If more than four flights per year were made, the extra premium charged was $.50 per
$1,000 of insurance per flight, assessed in units of $2.50. Licensed pilots who were not pilots
by profession, were accepted for a short time with an extra annual premium of $1 per $1,000
of insurance per flight, assessed in units of $5 with a $10 minimum,
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miles over water) were completely removed. Although the hazards of
regular air transport have not been entirely eliminated, they have been
sufficiently reduced so that no extra premium is needed.*s

TABLE 40
SCHEDULED FLYING STATISTICS

U.S. Companies—Domestic and Forcign Scivice ¢
Passenger Fatalities

Passengers Passenger per 1,000 Passengers
Year Carried Fatalities Carried
1927 8,679 1 .120
1928 49,718 15 .300
1929 173,405 18 .100
1930 417,505 25 .060
1931 531,662 26 049
1932 547,560 25 046
1933 576,612 12 021
1934 572,205 21 037
1935 874,116 15 017
1936 1,166,043 46 .039
1937 1,289,735 51 0f0
1938 1,586,111 32 .021
1939 2,094,909 19 -009

@ Transactions of the Actuarial Society of America, XXXIII (1925-1929), 490; XLI (1930~
1939), 244.

Unique problems of selection have also come into being in connec-
tion with the writing of special benefits such as double indemnity and
disability. Double indemnity presented a particularly involved situa-
tion, because the premium for this coverage was so small that any great
deviation from normal was sufficient to rule out an applicant. The major
field to which attention had to be given was that of industry, for many
occupations which experience a satisfactory overall mortality are sub-
ject to an accident rate twice that of normal. Consequently, a complete
revision of The Mutual’s occupational rating schedule was necessary to
indicate eligibility or ineligibility for double indemnity.

In the case of income disability benefits, especially those providing

45 Coincident with the increased safety of air travel on scheduled airlines was the im-
provement in all other forms of aviation. A great advance in the handling of these cases
was made in 1930, when the New York Court of Appcals in Metropolitan Life Ins. Co. vs.
Conway ruled that the aviation risk could be excluded permanently from life policies rather
than only during the contestable period. This decision made it possible to offer limited cov-
erage to pilots and private plane passengers who had previously been rejected for insurance,
and The Mutual adopted clauses of that type. In 1940 the Company decided, however, that
airline crews could safely be offered uniestricted coverage for an extra premium. The prac-
tice adopted provided annual extras of $20 per $1,000 for pilots and co-pilots and $15 per
$1,000 for stewards and hostesses. A year later the extra for pilots and co-pilots was reduced
to $15. Further progress in the underwiiting of aviation cases was interrupted when the
United States entered World War II. The universal use of a war clause excluding aviation
risks stopped for the time being further changes in the selecting of aviation risks.
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for an increasing amount of income and those containing the ninety-day
clause (1922), extreme caution in selecting risks had to be used. Experi-
ence in handling waiver of premium contracts did not prove to be a
sufficient guide for disability policies, and the problems involved in the
two cases turned out to be entirely different. The terms of the disability
policies were altered so frequently that the Company could not measure
the probable future experience. Court decisions and the depression of
the thirties provided incentives for those with disability contracts to take
advantage of the Company by becoming “disabled.” Consequently,
losses on disability began to pile up, and a decision was finally taken to
cease issuing policies of this kind.

Juvenile insurance, first written by The Mutual Life in 1938, also
presented entirely new considerations in selecting risks, for the stand-
ards employed for adults had to be revised in underwriting children
from six months to ten years of age. Nonmedical insurance, offered by
the Company in 1939 in amounts of not less than $1,000 and for not
more than $2,000 to residents of rural areas, threw an especial responsi-
bility of selection upon the agent and the inspection service. Nonmedical
insurance on the monthly premium, salary deduction plan *¢ required a
careful inspection of the group applying for the insurance and especial at-
tention to industrial health hazards. Finally, the preferred risk modified
life policy necessitated the establishment of standards above those de-
manded for ordinary life, and substandard insurance, the fixing of mini-
mum requirements.

Of all special problems of selection those created by modern war are
perhaps the most perplexing, because mortality rates may fluctuate
widely with the intensity, duration, and frequency of conflicts. In the
Civil and Spanish American Wars they were dealt with by extra pre-
miums and by refunding any charges in excess of what was needed to
cover exceptionally high mortality. During World War I a not-dissimilar
procedure was followed, although the circumstances were profoundly
different. In the earlier periods, policies contained clauses restricting
coverage for service in armed forces during wartime. By 1914, however,
the contracts issued by most companies did not have war exclusion
clauses, yet the added risk of warfare had to be eliminated or covered
by extra premiums in new policies to prevent unfavorable selection.
Accordingly, at first The Mutual Life introduced clauses into its new
contracts which excluded war risks, although provision was made for
the return of premiums in the event of death caused while in service.

46 Made available in 1940.
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As more mortality experience was gained, however, the Company began
to grant war coverage upon the payment of extra premiums.*” When the
United States entered the conflict, it was decided to charge 10 percent
of the face amount of the policy for persons in the armed forces and
from 2.5 to 5 percent for civilians traveling to Europe or serving in the
Red Cross, Y.M.C.A., or Knights of Columbus. After the cessation of
hostilities the actual mortality incidental to the War was calculated,
and as the extra premiums collected had been more than sufficient to
cover losses, the excess was refunded to policyholders or to their bene-
ficiaries. Of the amounts collected under the 10 percent extra, 30.5
percent was refunded, and of the sums paid for service in civilian auxil-
iary forces, 100 percent was returned.*

Soon after World War I war clauses were again dropped from The
Mutual’s contracts, so when World War 11 began, the underwriting of
war risks was in a situation similar to that of 1917. Mortality experience
in the earlier conflict had provided, it was thought, a very limited guide
for future policy, for no one knew whether or not the new war would be
bloody, would last a long time, would become widespread, or would lead
to epidemics. Without some fairly accurate estimate of what wartime
mortality would be, the fixing of suitable extra premiums was almost
impossible. And to make matters worse, state laws varied considerably
as to war exclusion clauses and as to the conditions for eliminating risks
or charging extras. Consequently, American life companies failed to
reach any uniformity of position in the early part of World War 11, and
confusion reigned in the practices adopted. In the autumn of 1939 The
Mutual Life adopted clauses to exclude war risks on such new policies
as seemed to require them, and in the next two years they altered these
provisions to meet special circumstances. This effort to distinguish
among the risks likely to be particularly exposed to the hazards of war
was continued so far as the reinstatement of lapsed policies was con-
cerned after America’s entry into the conflict, insertion of the war
clause being determined by sex, age, occupation, and marital status.
New policies, however, contained a war clause, although it provided for

47 Because little new insurance was being written in Europe and most of the policies in
force there had large reserves, no great losses were envisaged from war casualtics of Euro-
peans. Minutes of the Board of Trustees, Sept. 30, 1914. During the trouble with Mexico in
1916 insurance on the lives of officers in the aimed forces was refused. It was accepted, how-
ever, in 1917,

48 The partial refund of the military service extras resulted from the fact that the policy-

holders were exposed for an average duration of less than a full year. On an annual basis the
extras charged were just about adequate to cover losscs.
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the return of premiums or the reserve in case of death from war.** The
Company, along with other New York State institutions, followed the
state’s standard provision, adopted in the spring of 1942, which excluded
liability from death occurring as a result of military, naval, or air service
inside the United States or Canada or from death resulting from any
cause while the insured was serving with the armed forces outside the
United States or Canada.

METHODS OF SELECTION; RESULTS OBTAINED

With the increasing complexity of selecting risks and with the growth
of the Company, there was a marked expansion in the number of persons
engaged in selection. On the other hand, little change was made in the
fundamental organization of this phase of the business, for before 1907
all the bureaus having to do with selection were brought together under
one officer, and they have remained thus grouped to the present time.*
Methods of handling certain aspects of risk selection have, however,
been altered from time to time. One of the most important develop-
ments has been the growth of lay underwriting, that is, the approving of
applications for insurance by persons without medical training. Prior
to 1917 every case had to be passed upon by members of the medical
department, but after that date medical examiners received only those
cases on which the lay underwriters believed professional advice was
necessary.®* Another change, effected in 1942, was the disbanding of the
National Commercial Agency and the placing of the work of inspecting
moral hazards in the hands of two agencies not connected with the Com-
pany.®* Finally, The Mutual Life’s long-established practice of individ-
ual selection was abandoned in favor of the numerical system *—a
change which was discussed by the officers at a meeting in Ponta Vedra
(1941). The new method requires the underwriter to give a numerical
score for the principal factors in the application and to decline or rate
up cases which have a total number of points above predetermined

19 Circular letter to Managers, Dec. g, 1941.

50 ‘I'his was one of the carliest examples of a combination of “lin¢” and “functional”
organization within the Company. The Managers of Selection have been Dr. Grenville M.
White (1906-1928), Dr. P. Maxwell Foshay (1928-1939), Dr. Eugene F. Russell (1939-1941),
and Leigh Cruess (1941- ).

51 This system has required a great saving of time, effort, and expense and has operated
satisfactorily. At the present, final decisions are made by lay underwriters on well over half
of all applications reccived.

52 These arc the Retail Credit Company of Atlanta, Georgia and the Hooper Holmes

Burecau of New York City. The change was made in order to get better service at lower costs.
63 Introduced by the New York Life in 1g9oy.
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TABLE 41
NUMBER OF DEATHS AND DEATH RATES

(Per 100,000

Cause of Death 1912 1915 1920 1925
No. Rate No. Rate No. Rate No. Rate
Typhoid and paratyphoid
fever 107 21 110 21 58 9 61 8
Influenza 70 14 69 13 653 99 173 22
Acute peri-endo and myo-
carditis 36 7 183 25 85 13 65 8
Pneumonia all forms 473 95 531 99 637 97 383 48
Tuberculosis all forms 520 104 438 82 404 62 361 45
Cancer and other malignant
tumors 466 93 500 94 678 103 744 94
Diabetes 143 29 143 27 211 82 167 21
Cerebral hemorrhage, etc. 710 142 721 135 803 122 715 go
Angina pectoris and coro-
nary disease 197 40 231 43 310 47 314 40
Chronic heart discase 634 127 616 113 818 125 1,261 159
Arteriosclerosis 240 48 269 50 267 41 235 3o

Nephritis (acute and chronic) 579 116 619 116 583 89 692 87
Diseases of stomach and du-

odenum 100 20 94 18 92 14 85 1
Appendicitis 7 15 103 19 104 16 113 18
Disease of liver and gall

bladder 172 34 164 31 167 25 152 19
Diseases of bladder and

prostate 71 14 109 20 119 18 96 12
Diseases of pregnancy and

puerperium 21 4 15 3 19 3 20 3
Suicide 139 28 170 32 148 23 162 20
Homicide 37 7 23 4 39 6 48 6
Automobile accidents © 43 9 67 13 76 12 162 20
All other accidents 806 61 856 67 872 57 342 43
War claims (not included in

above)

Total deaths from all
causes 6,341 6,625 7,763 7,329

minima. It is argued that this detailed analysis prevents the examiner
from being either too lenient or too severe and from making egregious
errors.*

Methods of underwriting have also profited much from underwriters’
professional organizations. The Association of Life Insurance Medical
Directors has provided a clearing house for problems dealing with medi-
cal selection and has made possible an exchange of information about
applicants. The Home Office Life Underwriters Association, founded in

84 Oscar H. Rogers and Arthur Hunter, “The Numerical Method of Determining the

Value of Risks for Insurance,” Transactions of the Actuarial Sociely of America, XX, Part 2,
273 ff.
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FROM PRINCIPAL CAUSES: THE MUTUAL LIFE

men and women)

1930 1935 1940 1941 1942 1943
No. Rate No.  Rate No.  Rate No. Rate No. Rate No. Rate
34 3 8 1 4 o 3 o 2 o 6 1
123 12 27 3 88 10 94 10 56 6 39 4
55 5 43 5 58 6 48 5 ..
4453 45 554 62 323 35 271 80 248 27 277 80
345 34 292 33 207 23 185 20 170 19 177 19

971 96 1,095 122 1,230 135 1,230 135 1,276 140 1,219 133
221 22 217 2,4 283 31 236 26 233 26 191 21

714 T 499 56 924 101 784 86 352 03 867 95

634 63 1,227 137 1,931 212 1,991 218 2,033 223 2,088 228
1,497 143 1,383 155 1,528 167 1,337 146 1,245 136 1,221 1833
404 40 521 59 179 20 182 20 174 19 223 24
709 70 573 64 52 82 619 7 6o3 66 557 61
144 14 95 11 133 15 113 12 99 11 93 10
207 20 159 18 123 13 77 8 67 7 43 5
154 15 160 18 176 19 151 17 126 14 138 15
134 13 147 16 129 14 106 12 131 14 11 12
39 4 29 3 22 2 25 38 19 2 15 2
348 84 205 30 806 34 205 22 210 23 121 18
46 5 26 3 20 2 14 2 20 2 18 2
308 30 301 34 262 29 300 33 159 17 136 15
469 46 316 35 307 34 203 32 273 30 264 =29
154 17 449 49

8,083 9,258 9,981 9.206 9,098 0,204

1931 and presided over during its first year by Austin D. Reiley, Super-
visor of Risks of The Mutual Life, has raised the quality of selections
relating to other than medical factors.

The best imaginable methods of selecting risks, however, cannot de-
termine which individuals who measure up to certain standards are go-
ing to be the first victims of accidents, of certain communicable diseases,
and of death. The influenza epidemic of 1918-1919, which caused the
death of 2,788 Mutual Life policyholders, is a case in point. Selection
had practically no effect on eliminating those who were to succumb to
this disease. In fact, Mutual Life’s experience seemed to indicate that
mortality from influenza was greatest among the younger policyholders
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and was just as great among the newly insured as among holders of
policies who had been insured for some years.*® Fortunately, medical
science has removed the scourge of many diseases. Sulfa derivatives have
diminished the danger of death from pneumonia, improved diagnosis

TABLE 42

RATIO OF ACTUAL TO EXPECTED MORTALITY AND AVERAGE AGE OF
POLICYHOLDERS IN THE MUTUAL LIFE

According to the American Expelience Table 1go7-1943

Ratio of Ratio of Ratio of

Actualto  Average Actualto  Average Actualto  Average

Expected Age of Eapected Age of Expected Age of
Year Mortality Policyholders Year Mortality Policyholders Year Mortality Policyholders
1907 84.81 . 1920  66.74 . 1933  69.75 453
1908  77.59 e 1921 56.45 . 1934  68.64 458
1909 78,52 . 1922 £9.83 .. 1935  65.84 16.0
1910 78.47 . 1923  63.42 e 1936 66.11 16.3
1911 76.99 1924 56.27 13-2 1937 6435 16.5
1912 7282 .. 1925  52.83 .. 1938 61.39 46.6
1913 75.28 . 1926 f1.42 .. 1939  62.69 46.8
1914 75.04 . 1927 5146 .. 1940  61.86 46.9
1915  73.58 ves 1928 54.88 1941 60.63 471
1916 7575 - 1929 59.95 . 1912 56.59 472
1917 71.66 . 1930  63.04 410 1913  60.36
1918 95.74 e 1931 05.32 443
1919  63.05 .. 1932 65.61 418

and treatment of tuberculosis have improved the mortality rate from
this disease, vaccinations have reduced deaths from diphtheria and
smallpox, better care of obstetric cases has lowered the number of deaths
due to childbirth, and madern sanitation has reduced the prevalence of
typhoid. The mortality rates of life insurance companies reflect the
general improvement in public health and the progress of medical sci-
ence.*® The Mutual Life has shared in this trend.

53In 1919 68.3 percent of the total influenza deaths in The Mutual Life were below 4o
years of age. Mortality Report for 1919, p. 5.

58 Sce Louis I. Dublin and Alfred J. Lotka, Twenty Five Years of Health Progress (New
York, San Francisco, 1937); testimony of Louis I. Dublin before the T.N.E.C. Committee,
T.N.E.C., Part 12, p. 985; and the Information Bulletin, published by The Mutual’s Super-
visor of Risks. The Mutual Life has been unable to engage in the welfate work undertaken

by some of the industrial companies. Such enterprises are largely effective among the work-
ing classes.



XVI. Investing for Security

F ALL THE PROBLEMS which face American life insurance com-

panies today, none is more important than that of investments.

Policy contracts may be altered, agents may sell more insurance,
and new methods of selecting risks may be devised without funda-
mentally affecting the insurance business; but if the assets of life com-
panies are not zealously protected, the advantages provided by insurance
become ipso facto endangered. In these changing times, when wars, de-
pressions, and an almost revolutionary attitude toward money have pro-
foundly modified our economic system, the investing of life insurance
tunds has taken on a new aspect. Every energy has to be exerted, first,
to make assets secure and, secondly, to earn enough interest on them to
cover the rate assumed in computing premiums.

In an effort to increase the safety of life insurance investments, New
York State established after the Armstrong Investigation rigid restric-
tions upon the placement of funds. According to the terms of the law
which was enacted in 1906, life companies were no longer to own com-
mon stocks, bonds secured by stocks, or real estate that was not actually
necessary for the conduct of business, nor were the companies in the fu-
ture to underwrite new issues.! This legislation, which was followed in
a general way by most other states, meant that life insurance investments
were and have remained limited largely to mortgage loans, policy loans,
and high grade corporate, municipal, state, and government bonds. The
only important exceptions have been that in 1928 life companies were
allowed to invest 2 percent of their assets in certain preferred or guaran-
teed stocks,? that since the early part of the “great depression” of the
thirties life insurance commissioners have been lenient in permitting
the management of foreclosed real estate, that permission has been
granted to engage in low-cost housing projects, and that in 1939 the

1 Common stocks, collateral trust bonds, and real estate had to be disposed of within five
years. The fact should be mentioned here that no mortgage loan in New York State may be
in excess of two-thirds of the value of the property. See above, Chapter XII, and also
T.N.E.C., Monograph 28, p. 372.

2 Laws of the State of New York (Albany, 1928), Chapter 539.
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tests for permissible securities were made more practical.® In so far as
life companies have thus been prevented from engaging in speculative
enterprises and have had their entrepreneurial activity restricted to the
field of life insurance, the legislation has probably been sound. Yet the
salutary effect of such laws is limited, for the most serious investment
problems of life insurance companies arise from the condition of the
money market and from the state of business activity.

In an economy which is expanding rapidly or which is experiencing
a diminution of the purchasing power of its monetary unit, the demand
for capital is usually much greater than in an economy which is growing
very slowly or which is witnessing an augmentation of the purchasing
power of its money. Over the whole period now under survey, that is,
from 1907 to 1943, the productive capacity of the United States grew
considerably, and prices rose to some extent. Consequently, there was an
over-all increased demand for capital, but this demand fluctuated widely,
as can be seen from statistics on private long-term—mortgage and
bonded—debt. Thus, in 1938 the total of such indebtedness was about
thrice what it had been in 19go7. The rise was steady from 19o% to 1914,
rapid from 1914 to 1920, retarded somewhat in the depression of 1g20-
1921, when prices collapsed and inventory losses had to be taken, was
accelerated again from 1921 to 1930, and then was transformed into a
decline, the shrinkage having been 18 per cent from 1930 to 1937.*

A detailed analysis of long-term debt statistics shows at once that the
capital demand of various branches of the economy was by no means the
same. The amount of money in non-farm mortgages grew at an annual
average of 6.2 percent between 19oo and 1919 and of 12.23 percent from
1920 to 1928, but the total subsequently declined by 26 percent from
1930 to 1937—the greatest contraction of any of the classifications to be
considered. Farm mortgages followed the general trend upwards to
World War 1, soared with the high agricultural price levels of 1914-
1919, were reduced at an annual rate of 1.6 percent from 1924 to 1930,
and collapsed by 23 percent during the years 1930-193%. In the case of
railroad debt, the rise was rapid to 1912, was slow from 1912 to 1930,
and was changed into a decline from 1930 to 1938 of almost % percent.
For manufacturing, mining, quarrying, services, and trade the increase in
long-term debt was steady to 1930, but the decrease amounted to 12 per-
cent in the next eight years. Only for public utilities was there no decre-
ment in total capital debt, yet even in this category the rate of annual
increase, which was #7.11 percent in 1930, fell to only 2 percent in 1938.

8 Insurance Law of the State of New York, section 84. It should be noted here that follow-
ing the T.N.E.C. investigation the Association of Life Insurance Commissioners has each
year made the requirements for valuing assets more stringent.

4 Studies in Enterprise and Social Progress (New York, 1939), p. 68.
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INVESTING FOR SECURITY 803

Thus, it would seem that from 1907 to 1914 investment opportunities
were numerous, although not dramatic, especially in non-farm mort-
gages and in railroads. During World War I private capital demand was
large for farm mortgages. From 1921 to 1930 demand was again excep-
tional, with non-farm mortgages, public utilities, and industrials leading
the way. Until 1939, at least until after the outbreak of World War II,
real difficulty was experienced in finding satisfactory outlets for the
investment of accumulated funds, utilities offering the greatest oppor-
tunities.

As we shall see shortly, the demand for capital profoundly influenced
the investment policies of life insurance companies, but before passing
to that subject let us consider more in detail the situation during the
depressed years of the thirties. New capital issues fell off more rapidly
than the total debt, and refunding operations, which resulted invaria-
bly in lower interest rates, increased considerably.? Dealings in bonds
on the exchanges dwindled to a point which indicated the lack of market
for long-term funded securities. The quality of investments also de-
clined temporarily, although the Securities and Exchange Commission,
created as a result of legislation in 1933, and the Public Utilities Hold-
ing Act of 1935 have tended to curb the flotation of unsound issues.®
Finally, bond yields were diminished markedly with the fall in interest
rates, the yield on United States governments having declined from
4.6 in 1924 to 1.91 in 1948 and that on corporate bonds from 6.04 in
1924 to 3.16 in 1943.

The dearth of investment opportunities was alleviated somewhat in
the thirties by an enormous expansion of governmental borrowing. Yet
government bonds had low yields, and they provided capital which was
in part used to finance undertakings in competition with institutional
investors. The Federal Land Banks, created in 1917, and the Federal
Farm Mortgage Corporation of 1933 cut into the farm mortgage market,
the Reconstruction Finance Corporation, established in 1932, assisted
in financing commerce and industry, the R.F.C. Mortgage Corporation,
set up in 1935, and the Home Owner’s Loan Corporation (1933), took
a share of non-farm mortgages, and a host of other agencies assumed a
large part of the nation’s investment demand.” The aggregate “loans” of

5 See Table 58, Appendix. 6 T.N.E.C., Monograph 28, p. §74.

7 Reconstruction Finance Corporation; Electric Home and Farm Authority; Export-Import
Bank of Washington; R.F.C. Mortgage Company; Federal National Mortgage Association;
Disaster Loan Corporation; Federal Deposit Insurance Corporation; Home Owner’s Loan
Corporation; Federal Savings and Loan Insurance Corporation; Federal Housing Adminis-
tration; Federal Land Banks; Federal Intermediate Credit Agricultural Marketing Act Re-
volving Fund; Regional Agricultural Credit Corporation; Production Credit Corporations;
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all governmental corporations and credit agencies were reported by the
Treasury Department to have amounted in 1934 to $3,228,000,000, in
1936 to $8,312,000,000, and in 1943 to §7,686,000,000. These were large
sums in view of the shrinkage in the investment market.

INVESTMENT PORTFOLIOS OF LIFE INSURANCE COMPANIES

Immediately after the Armstrong Investigation the main investment
concern of life insurance companies in those states which had enacted
legislation restricting the classes of securities permissible for insurance
funds was to comply with the new requirements. Accordingly, life com-
panies began to throw their disqualified holdings upon the market.
They sold that real estate, both at home and abroad, which was not
needed for the conduct of their business, they dumped their stocks and
collateral trust bonds upon the market, and they withdrew their deposits
from partially owned banks and trust companies. The chief effect of
this action appears to have been the weakening of the market for equity
securities—Ilife insurance companies reduced their holdings of common
stocks by 36 per cent between 1906 and 1g911—and to have threatened
the very existence of some banking institutions. It seems clear that com-
pliance with the new laws contributed directly to the panic of 19o7, for
that crisis took the form of lowered stock exchange prices, runs on trust
companies, and ultimately to a severe stringency of money. For a time
the situation was so serious that some companies appealed to state insur-
ance commissions for delays in meeting the new legal requirements in
order to avoid loss. But the panic was short-lived, losses were not so great
as was feared in the depression year, and by 1911 portfolios had been
altered to conform with law.

With the transformations occasioned by the Armstrong Investiga-
tion out of the way, more attention could be given to the general char-
acter of the portfolios. In the years from 1906 to 1914, when farm prices
were high, when urbanization was going on at a rapid pace, and when
railroads were expanding, life insurance companies had a tendency
to favor the financing of these branches of our economy. Thus com-
panies’ holdings of farm mortgages increased from $262,000,000 in
1906 to $789,000,000 in 1916, of urban mortgages from $544,000,000

Emergency Crop and Feed Loan Offices; Banks for Cooperatives; Commodity Credit Corpo-
ration; Federal Farm Mortgage Corporation; Tennessee Valley Associated Cooperatives,
Inc.; Farm Security Administration; Rural Electrification Administration; Public Works
Administration; United States Housing Authority; Inland Waterways Corporation; United
States Maritime Commission; Tennessee Valley Authority; Puerto Rico Reconstruction Ad-
ministration,



CHART XIX
DISTRIBUTION OF ADMITTED ASSETS OF ALL COMPANIES, 1906-1942
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to $983,000,000, and of railroad bonds from $1,000,000,000 to
$1,670,000,000. The only other class of securities that increased ap-
preciably as a percentage of the total of life insurance investments dur-
ing these years was policy loans, although the amount of moneys placed
in state, county and municipal bonds, in foreign governments, in United
States governments, and in public utilities grew to some extent.

During World War I, the largest addition to the portfolios of life
insurance companies was in governments. Nearly $800,000,000 of fed-
eral bonds were taken and the percentage of total investments in this
class increased from practically nothing in 1911 to 11.5 in 1920. Loans
on farm mortgages were also greatly increased (percentagewise from 12
in 1911 t0 16.3 in 1920 and in amount by $645,000,000), for agricultural
prices were extraordinarily high, and the demand for farm produce
both at home and abroad was exceptional. In fact, by 1919 the gross
income from farm products was about 150 percent above the average for
the years 1910-1914, and the capital required to finance this augmenta-
tion was enormous. Loans on urban mortgages grew in amount, even it
not in percentage, because of the wave of building, particularly in war
production or distribution areas. None of the other classes of invest-
ments, not even industrial bonds, registered any significant gains. The
great bulk of new life insurance capital was going definitely to help win
the war.

With the coming of the twenties, a new set of economic conditions
arose to effect important changes in the placing of life insurance invest-
ments. In the first place, Federal borrowing ceased, and, with the high
market prices for government bonds, the life companies began to sell
their holdings. In the second place, the collapse of farm prices in 1920
and the maintenance of relatively high prices for industrial products, led
certain life insurance companies to be more reticent in making loans
on farm mortgages. Although investments in these securities grew in
amount from $1,127,903,000 in 1920 to $1,977,418,000 in 1927, the per-
centage of the total portfolios thus placed dropped from 16.3 in 1920 to
10.9 in 1930. And, thirdly, foreign governments were sold off in view of
the precarious condition of public finance in most European countries
and the withdrawal of the companies from overseas business. Conse-
quently, insurance funds had to seek other channels of investment and
flowed mostly into urban mortgages, railroads, public utilities, and pol-
icy loans. Urban mortgages almost quintupled in amount from 1920 to
1930, the railroad investment was increased by over a billion dollars,
moneys in public utilities more than quintupled, and those in policy
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loans doubled. Furthermore, there was at the end of the period some
purchase of preferred and guaranteed stocks, for they were made per-
missible in New York State within certain limits in 1928.

The depression that began in 1929 inaugurated still another phase in
the investment problems of life insurance companies—a phase that was
to last well into World War II. At first the financial shocks were so severe
that little of a constructive nature could be accomplished. Policy loans
increased by leaps and bounds as policyholders had recourse to their life
insurance for security with which to get money to alleviate their imme-
diate difficulties, and the value of real estate owned by the companies
was greatly augmented as mortgages had to be foreclosed. By about 1934,
however, this first aspect of the depressed era of the thirties appeared to
be nearing its close, and new difficulties in life insurance investments
began to be apparent. The main problem was that capital flowed in
large amounts to the life companies, but opportunities for investing it
were greatly restricted. Concerning the former point, note should be
taken of the fact that from 1934 to 1940 admitted assets of life insurance
companies increased annually by about one and a half billion dollars,
that in 1940 their total assets came to be 10 percent of our national
wealth,® and that the twenty-six largest companies had twenty-eight
billions of dollars to invest or reinvest from 1929 to 1938.° Yet the net
capital formation in the country amounted during the years 1919-1935
to only 5.3 billions per year.’* The effects of the accumulation of capital
by life companies were made still more serious by the inflexibility of
portfolios resulting from sheer size, by an unwillingness to accept the
new low-interest rates, and by the curbing of ventures into new classes of
securities on account of tradition, laws, a desire for safety, and lack of
organization for investments in certain fields."

8 Elbert S. Brigham, “Investing for Security of Home and Nation,” Proceedings of the
Association of Life Insurance Presidents (New York, 1941), XXXV, p. 104.

9 T.N.E.C., Part 10A, R.92, 94, and 125. From 1934 to 1938 life companies purchased 32.8
percent of all new corporate bond and notes issues.

10 Simon Kuznetz, in his National Income and Capital Formation, 1919-1935, estimates
that annual average gross capital formation during the period studied was $14 billions.
Of this, $8.7 billions offset capital consumption and $5.3 billions represent the annual net
capital formation. Forty-three percent of the $5.3 billions went into business, 39 percent was
used by public agencies largely for construction, 8 percent went for foreign investments,
and most of the remainder was used for residential construction.

11 The testimony of John W, Stedman of the Prudential before the T.N.E.C., Part 28.
“Mr. Gesell. That, if I may pause on it, is a very interesting point. You want a 10-year cer-
tified balance sheet, or perhaps longer, in order to get a test of the company’s experience
through a business cycle or over a representative number of years. That would seem to me
to bar from the reservoir of capital which you have, many, many business ventures, especially
new business ventures, would it not?

Mr. Stedman. New business ventures, yes.
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Great as would have been the task in normal times of investing the
large amounts of capital which came to the life insurance companies
after 1934, it was doubly difficult because of the lack of demand for new
money. In the first place a further reduction in agricultural prices and
competition from Federal farm lending agencies, especially the Federal
Farm Mortgage Corporation, nearly ruined the market for loans on
farm mortgages. In 1928 life insurance companies held 22.§ per cent of
all farm mortgages in the country and had 13.3 per cent of their port-
folios in such securities, but by 1939 they owned only 12.6 percent of
the total amount of farm mortgages, and in 1942 only 2.5 percent. Mean-
while certain companies had foreclosed on so much farm property *2
that they had become the largest farm landholders in the nation and
received the biggest farm relief benefits paid by the Federal Govern-
ment. The managerial problems thus created were enormous, for the
companies had to deal mostly with tenant farmers who did not stay long
on one piece of ground, who had to be instructed in farm economics, and
who in general tended to “mine” the land.?

The Vice Chairman. Right on that point, will you develop whether or not an indisposi-
tion to purchase the sccuritics of a new business venture is controlling?

Mr. Stedman. It would not be, in our judgment, suitable for the funds of life insurance; in
other words, it is not a trustee’s investment.

The Vice Chairman. Would no other consideration balance against the absence of a 10-year
record?

Mr. Stedman. I think when we look back over the past 10 years I have to say no.

The Vice Chairman. I think that is one of the most interesting facts that has been brought
out in this whole hearing.

Mr. Gescll. Perhaps I can develop it a little bit further, Judge. Let me ask you this: We
hear a great deal these days about loans to small businessmen. Have you tried to make
loans to small businessmen?

Mr. Stedman. Yes; we have.

Mr. Gesell. Can you tell us what you have done in that regard and what success you have
had?

Mr. Stedman. I spoke of our having stationed in Chicago nearly a year and a half ago a
man whose function it was to find, if possible, small industrial loans. We didn't want to
go much below one hundred thousand, possibly fifty, and considered small industrial loans
to be limited by the figure of a million dollars. Our hope was that we might make the
loan as a mortgage loan, secured by a first mortgage, and write the necessary covenants on
the paper. The expense of a small issue providing for a corporate trustee could not be borne,
It would not be economical. The rate would be too high for the borrower. In a word we
have had practically no success.”

12 As a result of foreclosures, twenty-six companies held at the end of 1938 $529,392,000
of farm real estate and had an additional $81,755,000 under contract of sale. The Depart-
ment of Agriculture announced July 7, 1941, that the largest benefit payment under the
crop control programs of 1939 went to the Prudential—a payment of $133,191. The second
largest of $96,332 was made to the Metropolitan. Eleven other insurance companies re-
ceived sums in excess of $35,000. Yields on various parts of the portfolio are unavailable.
If obtained, they would have to consider losses and the amounts salvaged by foreclosure on
other settlements.

18 T.N.E.C., Monograph 28, pp. 849-350.
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“Other mortgages,” which were largely in urban property, also caused
trouble. In 1928 29.2 percent of the portfolios of life companies were in
holdings of this category, but by 1942 the percentage had fallen to 16.1.
Here the shrinkage in the total sums was not so great as in farm mort-
gages, presumably because foreclosures were proportionately not so ex-
tensive, urbanization was continuing, and competition from govern-
mental agencies was less keen.* Since 1936 there has been an increase
in the amounts thus placed, which indicates that even with the small
number of such mortgages coming into the market, life insurance com-
panies believe them to be good risks. In 1938 twenty-six companies real-
ized 4.69 percent on mean gross admitted assets in urban mortgages, but
they earned only 1.37 percent on foreclosed urban real estate.'®

Investments in railroads did not provide much of an outlet for life
insurance funds after 19g0. From that date to 1942 the total amount thus
placed had grown very little, and the percentage of the portfolios in-
vested in railroads had decreased steadily from 1906. This was owing
primarily to the lack of expansion in rails and to poor earnings. Rail-
roads were caught in the predicament of having their rates fixed, while
their costs were dependent upon market conditions, and they were faced
with the stern competition of motor vehicle transportation. In 1938 only
1.23 percent, or $165,000,000, of the twenty-six leading companies ad-
mitted assets were in default, yet $141,000,000 of this amount was ac-
counted for by railroad bonds.’®* Moreover, the percentage decline should
be attributed, in part, to the fact that a large proportion of life insur-
ance assets was placed in railroads prior to the period under considera-
tion and that during the thirties the demand for capital was greater in
other branches of the economy.

Recently the most important private channel for life insurance in-
vestments has been public utilities, because of the expansion of the tele-
phone and electrical industries. The total amount in utilities increased
from roughly $1,500,000,000 in 1929 to $5,043,000,000 in 1942—the
greatest gain of any part of the portfolios in private enterprise. On a
percentage basis, holdings of such investments went up from g.1 percent
of the total in 1929 to 15.8 percent in 1942. The next largest private
field for life insurance funds has been in industrial bonds and stocks.
Industry took nearly $1,500,000,000 of capital from life companies from

14 Twenty-six companies studied by the T.N.E.C. forclosed urban mortgages amounting
to $1,229,849,000 between 1932 and 1938. T.N.E.C., Part 10A, p. 199.

18 T.N.E.C., Part 10A, R.227. This was on book value which was undoubtedly above
market. See also Monograph 28, p. 350.

16 T.N.E.C., Monograph 28, pp. 360-361.
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1929 to 1942, but opportunities here were not extensive, because of
slow growth and a tendency to finance expansion out of earnings.

By far the greatest outlets for life insurance funds after the beginning
of the thirties was in public bonds. States, counties, and municipalities
borrowed about a billion dollars from life insurance companies between
1929 and 1942, and the Federal Government received more than eight
billion dollars from the same source during the same period. The de-
mand of the Government for “new deal” financing, especially after 1933
and then for war purposes after 1941 was by far the largest open to life
insurance companies in this period, when the private investment market
was relatively inactive. Yields were low, but the security was considered
good, and little hesitancy was shown in going heavily into this field.
What the ultimate consequences will be of large loans to the Govern-
ment, which in turn lends part of the capital to private enterprise, only
time can tell. This process is, however, making the Government a kind
of middleman and is furthering a development toward what has been
called national capitalism.

Among the other changes in life companies’ portfolios has been, first,
the almost complete liquidation of foreign government bonds, other
than Canadian, because of their poor record. Secondly, there has been a
reduction in policy loans since 1933, which may be attributed partly to
the ability of banks to lend on the security of life insurance policies at
lower rates of interest than the insurance companies and partly to better
times. Thirdly, collateral loans have become relatively unimportant,
holdings of stocks have increased since 1929, and *‘cash” has grown be-
cause of the lack of investment demand, because of a desire for higher
liquidity, and because of the practice of retaining cash until an oppor-
tunity for making a large loan arises.*”

The management of large portfolios, like those of the great life insur-
ance companies, presents special problems which the small investor rarely
experiences. The liquidation of large blocks of securities is only possible
in a rising market, which has to be anticipated by a year or more, for
otherwise the price would be forced down. This situation acts as a
stabilizing factor in the bond market, it tends to lead insurance investors
to operate on long term trends, and it makes the alteration of a port-
folio an extremely burdensome and slow task. Size of the portfolios also
renders the making of small loans extremely difficult, because few re-
quests for small amounts come to the great institutional investors, the
borrowers are widely dispersed and are hard to check, the risk is usually

17 Ibid., pp. 855 fE.
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greater on them than on large borrowers, and as a rule the best oppor-
tunities come first to the attention of local banks, which take their pick.

In addition to these problems, mention should be made of the fact
that, like most investment institutions, life companies shy away from
those types of investment which involve or are likely to lead to the actual
management of businesses. Life insurance is the main concern of life
insurance companies, and they do best in performing this primary func-
tion. Yet a slight evidence of a return to some entrepreneurial activity
may be discerned in low-cost housing projects and in the holding of real
estate obtained by foreclosure. Finally, life insurance companies have
been somewhat hampered by the stringent legal restrictions on their in-
vestments. The advisability of allowing, where such permission has not
already been granted, the investment of insurance funds in common
stocks has been warmly debated in recent years, but no great body of
opinion in favor of such action has been formed within insurance
circles.’®

In general, life insurance companies prefer to place their moneys in
bonds, which can be bought directly from the issuers and for which
there is a real market. Yet the companies have been prevented since the
Armstrong Investigation from forming syndicates, and they may not
perform the services of investment brokers. Consequently, they buy
most securities from bankers or over the counter, although most indus-
trial bonds are obtained directly, and similarly most mortgage loans are
obtained through middlemen—the mortgage brokers. According to find-
ings of the T.N.E.C,, the .twemy-six largest life companies purchased
$8.34 percent of their new acquisitions of corporate bonds from bankers,
32.47 percent in the open market, 27.96 percent privately from issuers,
and only 1.23 percent at public bidding. There is a possibility that a
little larger proportion of new purchases will be made as a result of
direct, public bidding. The Interstate Commerce Commission requires
public, competitive offers for railroad equipment trusts, the Securities
and Exchange Commission insists on a similar procedure for registered
public utility holding companies, and certain corporations have shown a
disposition to follow this procedure.” Yet life insurance companies do

18 See statement by Lewis W. Douglas, president of The Mutual Life Insurance Company
of New York, at hearings before the Joint Committee of the New York State Legislature on
Permitting Life Insurance Companies to Make Investments in Common Stocks, New York,
Oct. 21, 1941. See also, T.N.E.C., Monograph 28-A.

19 The 1.C.C. rule became effective June 23, 1926; the S.E.C. rule, May 7, 1941. A good
illustration of a private corporation’s placing a new issue by competitive bidding is the case
of the A.T. & T. which offered a large block of debentures in 1941. This block was taken by
The Mutual Life and other large insurance companies. Sce New York Times, Sept. 27—
Oct. 2, 1941.
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not want unduly to encourage this trend, for they recognize the great im-
portance of the investment bankers in the placement of capital.

In making their investments, life insurance companies have to pay
particular attention to long-range yields in order to make the rates of
interest assumed in computing premiums. The yields which have been
obtained by them rose during World War I, fell slightly in 1922, reached
a peak in 1924, and declined steadily to 1942. World War II may reverse
the recent trend, but the problem is pregnant with so many possibilities
that long-range forecasting at this time is particularly precarious.

THE MUTUAL LIFE'S INVESTMENTS

The Mutual Life’s experience with investments has not been dissimilar
to that of the group of companies thus far treated. Although The Mu-
tual’s portfolio has differed in some respects from those of other life
insurance institutions, The Mutual has encountered the same problems
of interest rates and in recent years the same restricted investment
market as other life insurance institutions.

Chart XX makes clear, in the first place, the great growth of The
Mutual Life’s assets since 1go%. This increase is accounted for, in part,
by the fact that the level premium reserve system leads to greater assets
for some twenty or thirty years after the amount of insurance in force
becomes stationary.*® In the second place, the chart shows that the per-
centage and amount of real estate owned declined after 1goy (this was
largely because of the sale of Company office buildings, both at home and
abroad),®* but that it rose sharply after 1933, when foreclosures became
numerous. In the third place, the chart indicates that mortgage loans
remained high in proportion to other parts of the portfolio until World
War I, when they fell off because of large purchases of Liberty Bonds. In
the fourth place, collateral loans practically disappeared because of
legislation against therm, but policy loans greatly increased, especially
during the depression following 192qg. In the fifth place, common stocks
have been sold off—and, of course, this included the excellent bank
stocks held in 1gos—to meet the requirements of the New York State

20 John M. Laird, in his presidential address before the Actuarial Society of America,
“I'rends in Life Insurance and Thrift in the United States,” Transactions of the Actuarial
Society of America, XLII (1941), 258, states, “If the amount [of insurance] in force should
remain at about the present figure, the reserves and asscts might easily rise for twenty or
thirty years but would eventually reach a fairly constant level.”

21 For example, the Minutes of the Board of Trustees refer to the decision to sell The
Mutual’s buildings in Little Rock, Arkansas, May 26, 190g; in Capetown, South Africa,

May 81, 1917; in London, December, 1913; in Philadelphia, January 28, 1920; in Mexico
City, February 28, 1923; etc.
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insurance laws. In the sixth place, cash on hand rose phenomenally dur-
ing the thirties, when outlets for capital were limited, and other ad-
mitted assets—net interest and rents due and accrued, as well as net
deferred and uncollected premiums—also increased.

Chart XX indicates that bonds have comprised more than one-half
of The Mutual’s investments since 1910 and were in 1943 75.9 percent of
the total portfolio. United States governments were bought during
World War 1, sold off in the twenties and early thirties, and purchased
again in large amounts in the later thirties, especially after the beginning
of World War II. The fact that 44.4 percent of The Mutual’s total ad-
mitted assets is in government securities is significant of the extent of
public financing. State, county, and municipal bond holdings have also
increased in recent years, but the obligations of foreign countries have
been largely liquidated. The bonds of railroads were purchased in large
amounts up to World War I, but have declined in total volume since
1927. Public utilities and industrials, on the other hand, have attained a
more important position in recent years.

While the composition of The Mutual’s portfolio has in general been
similar to that of the forty-nine companies studied previously, it has
differed from them in two important respects. The Mutual Life has
made no loans on farm mortgages since before 19oo and as a result has
obtained only urban properties under foreclosure proceedings.?? Fur-
thermore, in 1943, 70 percent of the Company’s mortgage loans were on
New York City real estate and 89 percent of the real estate acquired in
the satisfaction of debt was located in New York. Finally, The Mutual
Life was proportionately heavier in railroads than the average for the
forty-nine companies and began to get out of them a little later. It also
has had a larger proportion of its assets in United States bonds than
the average and during the thirties had a greater percentage of its port-
folio in policy loans, although that percentage is.now below the general
mean.

Like other life insurance companies, The Mutual Life has been con-
fronted in recent years with a reduction in earnings on its invested assets.
In Table 44, below, a general increase in the gross earnings on mean
admitted assets from 19o% to 1923 will be noted, while from the latter
date to 1943 an almost steady decline will be perceived. The table also
shows the establishment of large contingency reserves, beginning in 1940
to cover possible losses and in the last few years an increase in “invest-

22 One mortgage loan of $6,000 might be classified as a farm mortgage or a mortgage on
residential property. T.N.E.C., Part 10A, p. 195.
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ment expenses”—an item which includes increased real estate expenses
and overhead and is reflected in the difference between the gross and the
net interest rates on mean admitted assets.?
TABLE 44
THE MUTUAL LIFE, 1907-1943

RESERVES FOR INVEST-

INTEREST RATE (IN PERCENTAGE) MENT REVALUATION
ON MEAN ADMITTED ASSETS SURPLUS RESERVES AND CONTINGENCIES &

YEAR Gross Net

1907 478 4.53 .. o

1908 481 457 $16,169,863.67 o

1909 467 4-45 17,519,350-35 o

1910 4.69 4.48 10,340,065.19 o

1911 4.67 4.48 11,310,620.38 o

1912 4.69 4.49 12,546,662.02 o

1913 47 451 10,967,506.22 o

1914 4.69 4.50 12,647,615.19 o

1915 470 4.57 14,625,579.16 o

1016 4.82 4.62 16,262,739.77 [}

1917 4.86 4.65 17,609,997.08 o

1918 475 444 15,781,075.52 o

1919 4.62 4.82 19,551,214.93 0

1920 4777 4.48 23,058,543.13 0

1921 5.10 4.80 28,051,586.81 0

1922 5.10 473 37,332,151.55 o

1923 519 477 42,714,342.37 o

1924 5.10 4.69 50,545,644.48 o

1925 5.02 4.57 58,280,203.31 [

1926 499 457 50,767,592.82 o

1927 4.88 4.53 59,843,166.81 [J

1928 494 4.65 64,106,973.68 o

1929 4.97 4.66 62,849.592.76 0

1930 4.97 4.67 61,3568,203.89 o

1981 5.03 472 63,030,589.89 0

1932 492 4.56 58,773,156.97 $9.275,166.43
1933 4.68 425 59,141,430.12 7:815,841.51
1934 4.32 385 59,605,704.55 519,535.18
1935 4.08 8.60 55,769,831.46 442,152.64
1936 $.94 $.50 61,520,866.43 o

1987 379 3.36 44,270,996.86 o

1938 3.78 3.27 49.548,010.59 o

1939 8.60 813 51,423,482.10 [

1940 3.52 8.04 27,717,636.40 29,950,000.00
1941 $.52 8.04 $1,134.022.45 45,064,075.18
1942 3.30 2.79 35,538,349.82 46,465,509.72
1943 314 271 43177,259-17 54,146,083.83

@ Does not include reserves for revaluation of life insurance and annuities.
Source: Annual Statement—The Mutual Life.

23 The method of computing investment expenses is extremely complicated. It includes
not only what are clearly investment expenses—taxes on real estate, brokers’ fees, cost of
running the financial, real estate and policy loan departments, etc.—but also a substantial
item for the general overhead of the Company. The system employed was altered in 1926,
and the one used in 1941 allocated .137 percent of mean ledger assets to investment expenses.
The limit by law would have been .25 percent.
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THE MUTUAL LIFE'S INVESTMENT POLICIES AND PROBLEMS

The character of The Mutual Life’s portfolio has been determined by
certain basic principles. From 19o6 to 1924 concentration in mortgage
loans in New York City real estate and on railroad securities resulted
largely from opinions held by President Peabody. He had great faith in
both these types of securities, and, in fact, during the years of his ad-
ministration experience with them was satisfactory. To have predicted
the difficulties which these investments were ultimately to encounter
would have required almost clairvoyant powers. Certainly, the low agri-
cultural prices in the twenties made urban mortgages appear to be better
investments than farm mortgages, and at that time no one could foresee
the Government’s farm relief program of the thirties, which was to
rescue, in part, investments on farm lands. Moreover, the reduced earn-
ing power of the railroads because of governmental rate fixing and of
competition with the automobile and truck did not become apparent
until the late twenties. And, finally, the great depression of the thirties
was not forecast by many persons, not even by the most sagacious students
of the business cycle. Consequently, hindsight should not be employed
for too disparaging judgments of Mr. Peabody’s investment policies—
policies, which it must be remembered, were not basically different from
those of other leading life insurance executives.

The coming of the business depression in 1929, which coincided
closely with the beginning of Mr. Houston’s presidency and with the
appointment of Dwight S. Beebe as financial manager (1928), presented
The Mutual Life with new investment problems. The fall in the market
values of corporate securities meant that the bond portfolio had to be
reéxamined and reworked. Consequently, more attention began to be
devoted to investment analysis and research in an effort to discern long-
term trends upon which to act, and new methods of handling securities
in the home office were introduced in order to facilitate and expedite
investment operations. Rails began to be sold, as we have seen, and in
their place were purchased especially governments, public utilities, and
industrials. This process was greatly accelerated after Mr. Douglas be-
came president, the total of security transactions—purchases, sales, and
redemptions—in 1941 having exceeded the vast sum of $700,000,000,*
or nearly one-half the total admitted assets of the Company. In this
change of the portfolio, The Mutual Life has been a large purchaser of
government bonds partly because of their safety, partly because of their

24 See Annual Report (1941), p. 27.
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availability, and since December 4, 1941, because of their role in financ-
ing the war.

The effect of the depression upon The Mutual’s mortgage loan and
real estate holdings was no less profound than on its bonds. Business
conditions necessitated an investigation of all such loans and property
and the adopting of measures to protect investments in every way pos-
sible. Here, again, more emphasis was placed upon research, especially
after the appointment of Henry Verdelin as vice president and manager
of the Real Estate Department in 1940, in order to determine neighbor-
hood trends, obsolescence, and the earning power of property. Much of
the foreclosed real estate, in an amount aggregating $15,835,000,% hav-
ing been disposed of in 1941, the other pieces of property were put, so
far as possible, upon an earning basis. This latter step required the invest-
ment of some additional funds, for the reconstruction of a building, like
the Airlines Building, necessitated the employment of new moneys. Fur-
thermore, a definite policy of securing geographical diversification of
mortgage loans was adopted, and much was achieved to this end. As far
back as 1928 new mortgage loaning agencies had been created in twenty-
eight widely dispersed cities to make loans on “business properties in
approved sections of selected towns and cities,” ** but little was accom-
plished along these lines until 1940. With the purchase of guaranteed
Federal Housing Administration mortgages, which comprised 20 per-
cent of the Company’s mortgage portfolio at the end of 1943, The Mu-
tual Life succeeded in reducing the percentage of mortgage loans on
New York City real estate from 89 of its total mortgages in 1939 to 69.9
at the end of 1943.

The overhauling of The Mutual Life’s investments has resulted in a
great strengthening of the portfolio. Diversification of corporate securi-
ties has been achieved by a reduction in the amount of railroad bonds,
an increase in public utilities and industrials, and by a concentration in
governments. The bulk of the real estate owned is now business property.
Geographical distribution of investments has been accomplished in
large measure, the aim being to establish a wider territorial diversifica-
tion. Finally, an added impetus has been given to the search for new
investment outlets.

Another matter of fundamental concern here is the rate of interest
earned. As has been stated repeatedly, the rate assumed in computing life
insurance premiums is essentially a guaranteed yield and should be met
by returns on investments. This point has not been impressed sufficiently

26 See Annual Report (1941), p. 27. 26 T.N.E.C., Part 28, p. 15053.
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upon the public, for savings on mortality have increased as yields have
fallen—a fact which has tended to keep dividends proportionately
greater than they possibly could have been from investment yields alone.
Moreover, an interest rate is directly guaranteed on moneys which are
paid to the Company for annuities or which are left with the Company
under optional modes of settlement. In both cases, the rate is stipulated
in the policy contract, which means that the guaranteed rate may be
much higher than prevailing rates. Nor, so far as optional modes of
settlement are concerned, will it presumably be less than prevailing rates,
for the Company pays on them excess interest earned.?” The burden thus
placed upon the Company can be imagined from the fact that reserves
on annuities, including those made under modes of settlement, amounted
to $189,981,846.00 at the end of 1943 and were on an interest basis rang-
ing from three to two percent, while moneys on deposit with the Com-
pany under optional modes of settlement totaled $142,441,949.65 in
1943, most of which was at § percent.*®

This problem leads at once to a consideration of the yields on various
parts of the portfolio. The highest gross rates obtained are on policy
loans—loans which are not, however, encouraged because of their tend-
ency to increase surrenders. The second highest rate has been on pre-
ferred stocks, but they form only a small part of the portfolio and are
unobtainable in large amounts. Yields on mortgage loans have been in
third position, while those on bonds come fourth, and those on real
estate fifth. How to secure higher yields is a major problem of life insur-
ance companies.?

27 This has been the case since 1g10.

28 The rate guaranteed on policies issued from 1907 to 1939 was g percent; from 1939 to
1942 it was 214 percent; Jan. 1, 1943, it was changed to 2 percent.

2 T.N.E.C., Monograph 28, pp. 373 ff. “The consideration of common stocks as possible
investment outlets does not result from any fecling that such investments will bring greater
liquidity or give greater opportunities for capital gains, since these are not questions of
primary importance in the handling of insurancc-company portfolios. Rather, it results
fiom the fundamental question, namely whether or not the present investment practices of
the insurance companies are not steiilizing the capital markets and are not certain to bring
about an eventual deterioration of the very securities upon which the companies have
relied in the past. There is also merit in the proposition that if American enterprises were
less burdened with corporate debt they would be more flexible and in a better position to
adjust their operations in changing economic and business circumstances.” British life in-

surance companies are allowed to invest in common stocks. Sce F. W. Paish and G. L. Swariz,
Insurance Funds and Their Investment (London, 1934).



XVII. Management of The Mutual Life

MPORTANT As Is every branch of the life insurance business, the

ultimate success of a company depends largely upon management.

On the shoulders of the chief executive officer and his immediate
associates rests the enormous responsibility for the felicitous functioning
and proper coordinating of the specialized departments. As in all busi-
ness enterprises, the executive must be able to select competent assistants
to whom he can with confidence delegate authority and must have the
courage to change his associates if they do not measure up to acknowl-
edged standards. Management must formulate the basic policies to be
pursued and must permeate the entire organization with an enthusiasm
for the work at hand—in the case before us, for the insuring of lives as
inexpensively and as safely as possible.!

Some idea of the arduous task of managing a life insurance company
can be imagined by reflecting upon the technical aspects of the business
which have been described in preceding chapters. Yet for a fuller com-
prehension of the role of management consideration must be given to
the sheer magnitude of an enterprise like The Mutual Life. Measured
by the amount of its assets, which were more than one and one-half bil-
lions of dollars at the end of 1943, this Company is one of the largest
business concerns in the United States. Indeed, in 1937 there were only
749 corporations, including g31 banking and insurance institutions, in
the country with assets in excess of $50,000,000. And very few business
enterprises were owned by so large a number of persons as was this insur-
ance company with its nine hundred and seventy-five thousand policy-
holders.

The presidency of a large insurance company is thus one of the most
important posts in America and calls for men of exceptional ability.
Such men early came to the fore, and the larger companies have con-

10n this subject consult W. Breiby, “Supervision and Management of Life Insurance
Companies,” The Spectator, LXXXI (Oct. 5, 1983), 10; O. DeWerthern, Behind the Scenes
of Life Insurance (New York, 1938): H. A. Hopf, Whither Management (St. Louis, 1931) and
“Measuring Management in Life Insurance,” Proceedings of the Elcventh Annual Confer-
ence of the Life Office Management Association (Hartford, 1934); and F. L. Rowland, “Home
Office Organization,” Proceedings of the 1928 Annual Conference of the Life Office Manage-
ment Association.
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tinued to find them. Especially in mutual companies, they have devoted
their services to managing the funds of others. They were among the
first great professional managers, as distinct from entrepreneurs who con-
ducted businesses in which their own capital was invested. By their ac-
complishments they furthered a trend toward professional management
which has come to be called the “managerial revolution.” As we have
seen, some of the early life insurance executives, in addition to perform-
ing the remarkable feats of creating a new and important industry, took
a domineering and even a possessive attitude toward their companies
and, in keeping with the mores of the time, used them for personal gain.
Since 1906, however, all this has been changed. Although the manage-
ments of life insurance companies are still criticized for their dominant
position,? the managers are confronted with a task to be accomplished
and a body of policyholders who have neither the technical knowledge
nor the time to help formulate policies. Under such circumstances presi-
dents of life insurance companies have to assume the duties of leadership
and to perform them as best they can. This situation requires the choice
of men of the highest ethical standards and business morals. Fortunately,
the life insurance industry has been able to select persons of this stamp
with uncanny success. Since 1gog the business has established a reputa-
tion for probity that probably no other great industry or political juris-
diction of comparable size can equal.

THE MUTUAL’S PRESIDENTS SINCE 190K

The management of The Mutual Life has been exemplary in this regard.
The Company’s presidents, Charles A. Peabody (19o5-1927), David F.
Houston (1927-1939), and Lewis W. Douglas (1940- ) have all been
men of sterling character and unquestioned business ethics. Each was
chosen after he had made a mark in business and public life and had
clearly demonstrated his abilities and qualities. Neither of the first two
was a young man at the time of his election, Peabody having been fifty-
six years of age and Houston sixty-one. Curiously enough, none of the
three had grown up in the life insurance business. On the other hand,
each was confronted during his administration with major crises in our
national life—Peabody with World War I, Houston with the great de-
pression of the 1930’s, and Lewis W. Douglas with World War II.

Charles Augustus Peabody, Jr. (1849-1931), came from a New Eng-
land family. His father had early migrated to New York to practice law
and to cut out for himself an important career in state and national

2 T.N.E.C., Final Report of the Executive Secretary (Washington, D.C., 1941), pp. 252 ff.
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politics. Young Peabody was educated at Columbia College, Class of
1869, and at the Columbia School of Law, Class of 1871, and shortly
after having been graduated entered under his father’s tutelage upon the
exercise of his profession. Gradually he became more and more inter-
ested in the handling of estates, and as a result of this specialty he
acquired a wide knowledge of New York City real estate. Ultimately
he was elected to the boards of several banks and other corporations,
being especially influential in the Astor National Bank.

As president of The Mutual Life, Peabody was confronted with prob-
lems of the first magnitude. He took office upon the conclusion of the
Armstrong Investigation and had to steer the Company through a period
when life insurance was suffering from public opprobrium. His policy
in meeting this situation was to conduct affairs with such scrupulous
honesty and with such a reduction in expenses that public confidence
was soon restored. Perhaps the events of 1gos shattered any faith which
he may have had in the wisdom of greatly enlarging The Mutual Life,
for he stood firm during many years, as we have seen, in a desire to keep
new business within definite limits. This position brought him into con-
flict with The Mutual’s agency managers and agents, but they had little
success in trying to shake him from his convictions.? Furthermore, he
enlarged the proportion of the Company’s portfolio in mortgage loans
on New York real estate and in railroad securities, for he was well ac-
quainted with both these types of investment, and each was enjoying
prosperity. Finally, he was confronted with the problem of new busi-
ness during the boom in life insurance which began in the later years of
World War I and continued to 1929. With people demanding more insur-
ance protection, he “allowed” the Company to grow, but he did not take
many of the obvious measures, such as writing group or industrial insur-
ance, whereby it might have achieved great size.

David Franklin Houston (1866-1940) was born in South Carolina,
was graduated from South Carolina College (1887), and received the de-
gree of Master of Arts in political science from Harvard University in
1892. He early devoted himself to education and therein achieved suc-
cess, having been in turn tutor in ancient languages at South Carolina
College, superintendent of schools in Spartanburg, South Carolina, pro-

8 Manager's Association, composed of the agency managers of The Mutual Life, was
formed to carry pleas to President Peabody for a further consideration of Company growth.
In 1918 the first president of the organization, Charles Poscy of the Baltimore agency, and
Julian S. Myrick, of one of the New York agencies, presented their views to Peabody. He was
unimpressed by their contentions, and he remained unmoved by a similar representation
made to him by some of the agents,
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fessor of political science and dean of the faculty at the University of
Texas, president of the Agricultural and Mechanics College of Texas,
president of the University of Texas, and chancellor of Washington
University, St. Louis. In 1913 Houston was appointed by President Wood-
row Wilson to serve in his cabinet as Secretary of Agriculture, and in
1920, as Secretary of the Treasury. President Wilson also named him
chairman of the Federal Reserve Board and the Farm Loan Board, both
of which he was instrumental in creating, and to the Council of National
Defense. After the close of the Wilson Administration, Houston became
vice president and director of the American Telephone and Telegraph
Company, president of the Bell Telephone Securities Company, a mem-
ber of the board of the Prudential Life Insurance Company, a director of
several corporations and banks, and a trustee of Columbia University.

As a climax to this distinguished career Houston served as president
of The Mutual Life from 1927 to 1940. Hardly had he taken office and
become acquainted with The Mutual Life’s operations, when the “crash
of 1929” occurred. To have envisaged the long duration of the depression
and to have estimated correctly its effects upon life insurance would have
required a person with superhuman knowledge. The Mutual Life was
faced, as were all life insurance companies, with a falling interest rate,
foreclosures on mortgages, declining security values, and a reduction in
new business. That President Houston was able to bring The Mutual Life
through these trying times as well as he did should redound to his credit.
His policy was one of making changes gradually to mcet exigencies as
they arose, for he expected: that the end of the depression would soon
be reached.

Lewis Williams Douglas (1894- ) assumed The Mutual Life’s pres-
idency on January 1, 1940, when Houston retired from that position to
accept the newly created office of chairman of the Board. Mr. Douglas is
descended from a family which has had a remarkable record of public
service.* He was born in Arizona in 1894, was educated at Amherst Col-
lege, and studied mining, metallurgy, and geology at the Massachusetts
Institute of Technology. During World War I he served as a first lieu-
tenant of artillery and received a decoration from the Belgian govern-
ment. After the conclusion of the great conflict, he taught history and
economics for a year at Amherst and then returned to his native state of
Arizona to engage in mining. In 1926 he was elected to Congress, and he

4See Hugh H. Langton, James Douglas; a Memoir (Toronto, 1940), and The Eastern
Underwriter, 42nd year, No. 28, July 11, 1941,
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retained his seat until 1933, when he resigned to become the Director of
the Bureau of the Budget. Owing to difference with the Administration
over the “spending program,” Mr. Douglas resigned from his position in
1934 and was made, in December, a vice president and director of the
American Cyanamid Company. He accepted in 1937 an invitation to be-
come principal and vice chancellor of McGill University in Montreal,
whence he came to The Mutual Life. He is or has been a trustee of Am-
herst College, the Rockefeller Foundation, the General Education Board,
the National Life Insurance Company of Vermont, and a director of
several important corporations and institutions.

Mr. Douglas’s administration of The Mutual Life has been filled with
vigorous action and important decisions. He has attempted to heal the
scars caused by the depression and to diversify more widely the Com-
pany’s investment portfolio. He has put new vigor into the agency force
and has reorganized the process of selecting risks. He has extended the
list of policies offered to the public, has raised the efficiency of the home
office force, has brought much new blood into the management of the
Company, and has in general strengthened the position of The Mutual
Life. When America was forced into World War II, Mr. Douglas was
called to serve the War Shipping Administration. In carrying on the
affairs of the Company Mr. Douglas has had the capable assistance of
Executive Vice President Alexander E. Patterson, who joined the or-
ganization in 1941.°

THE BOARD OF TRUSTEES

To mention all the officers and all the other employees who have con-
tributed to the direction and to the day-to-day operations of The Mutual
Life within the last thirty-five years would entail the listing of many
hundreds of persons. Their services are not, however, to be minimized
because of the anonymity which space dictates they must receive in
these pages. To them belongs much of the credit for the success of The
Mutual Life and to them history is grateful. Special notice should, how-
ever, be given in this place to the members of the Board of Trustees
who have devoted so much of their time, thought, and energy to the

5 Mr. Patterson entered the life insurance business with The Equitable in 19o8. In 1922
he organized a new Equitable agency in New York, and in 1925 he took charge of that
company'’s largest Chicago agency. In 1928 he joined the Penn Mutual and became general
agent for that institution in Chicago and the Staie of Illinois. In 1937 he was elected vice
president of the Penn Mutual. He was president of the National Association of Life Under-
writers in 1936 and in 1939 was elected chairman of the Association of Life Agency Officers,
Sece Spectator, January 15, 1942.
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Company. They are the men who in the final analysis approve the gen-
eral lines of policy which are to be pursued, who pass on all insurance
contracts, methods of selection, agency matters, and disputable claims,
and who ratify every loan which the Company makes. They constitute
the controlling body of The Mutual Life and as such deserve particular
recognition.

On the morrow of the Armstrong Investigation, the Board of Trustees
was as profoundly altered as other phases of the business, for resignations
were numerous and President Peabody was anxious to secure sympathetic
supporters for the task of reorganization with which he was faced. In fact,
during the three years following the Investigation thirty-two new trustees
were elected to the Board. Yet continuity with the past was not entirely
lost, for George F. Baker, William P. Dixon, Julien T. Davies, Augustus
D. Juilliard, and Cornelius Vanderbilt retained their trusteeships for
several years and played important parts in the conduct of the Com-
pany. Among the new trustees of these years were Hugo Baring, the Lon-
don banker, Louis Stern, the merchant, Cyrus H. K. Curtis, of the Curtis
Publishing Company, Frederick H. Eaton, president of the American
Car and Foundry Company, Herman Ridder, publisher of the Journal
of Commerce, James M. Beck, lawyer, of Philadelphia, and counsel for
The Mutual Life during the Armstrong Investigation, and Henry W.
Taft, lawyer, and Emory W. Clark, banker, who are still members of
the Board. In subsequent years, many of the distinguished leaders of
American political, professional, and business life were chosen as trustees
of the Company. Of those who are no longer members of the Board,
mention should be made of Woodrow Wilson, Rodman Wanamaker,
the merchant, James H. Perkins, chairman of the National City Bank,
Frederick A. Juilliard, merchant, Harry B. Thayer, president of the
American Telephone and Telegraph Co., Myron C. Taylor, president
of the United States Steel Corporation, Newton D. Baker, Secretary of
War during the Wilson Administration, and Nathan L. Miller, governor
of New York.

President Peabody seemed to have a penchant for lawyers and nearly
one-fourth of the new trustees during his regime came from the legal
profession. Of more recent date, trustees of the Company have been
chosen from a wide variety of callings, as can be seen by referring to the
appendix, and with a view of securing more national geographical repre-
sentation. During the entire history of The Mutual Life the number of
trustees classified according to the kinds of activity in which they have
been engaged is as follows:
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Army and Express indus-
Navy 5 try 1
Banking 55 Hotels 2
Brokerage 4 Importers 6
Communica- Insurance 24
tions 2 Law 44
Construction 1 Manufactur-
Education 8 ing 22
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Medicine 2 Retailing and
Mining 3  wholesaling 50
Petroleum 3 Shipping 5
Public offi- Utilities 2

cials 14 Unknown 15
Publishing 3
Railroads 10

Real estate 5

MEMBERS OF THE BOARD OF TRUSTEES, 1943

Charles E. Adams
Chairman, Air Reduction Company, Inc.,
New York

Joseph S. Auerbach

Partner, Davies, Auerbach, Cornell &
Hardy, New York

Lewis H. Brown
President, Johns-Manville Corp., New
York

Wm. Marshall Bullitt
Senior partner, Bullitt and Middleton,
Louisville, Ky.

W. Randolph Burgess
Vice chairman of the Board; The Na-
tional City Bank of New York, New York

W. Gibson Carey, ]Jr.
President, The Yale & Towne Manufac-
turing Co., New York

Joseph H. Choate, Jr.
Partner, Choate, Byrd, Leon, & Garret-
son, New York

Emory W. Clark

Banker, retired; Detroit, Michigan

S. Sloan Colt
President, Bankers
New York

Frederick C. Crawford
President, Thompson
Cleveland, Ohio

John W. Davis
Partner, Davis, Polk, Wardwell, Sunder-
land ¢& Kiendl, New York

F. Trubee Davison
President, The American Museum of
Natural History, New York

Louis W. Dawson
Vice president and gencral counsel, The
Mutual Life Insurance Company of New
York, New York

Trust Company,

Products Inc.,

Lewis W. Douglas
President, The Mutual Life Insurance
Company of New York, New York

Charles E. Dunlap
President, The Berwind-White Coal
Mining Co., Ncw York

Lecon Fraser
President, The First National Bank of
the City of New York, New York

Henry S. Kingman
President, The Farmers and Mechanics
Savings Bank, Minneapolis, Minn.

Roswell F. Magill
Partner, Cravath, Swaine, and Moore,
New York; Professor of Law, Columbia
University, New York

William D. Mitchell
Partner, Mitchell, Capron, Marsh, An-
gula and Cooney, New York

Roland S. Morris
Partner, Duane, Morris and Heckscher,
Philadelphia, Pa.

William C. Mullendore
Executive vice president, Southern Cali-
fornia Edison Company, Ltd., Los Ange-
les, Calif.

William 1. Myers
Dean, N.Y. State College of Agriculture,
Cornell University, Ithaca, N.Y.

John K. Ottley
Chairman of the Board, First National
Bank of Atlanta, Atlanta, Ga.

Alexander E. Patterson
Executive vice president of The Mutual
Life Insurance Company of New York,
New York
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Louis H. Pink
President, Associated Hospital Service,
New York

William C. Potter
Chairman of the Executive Committee,
Guaranty Trust Company of New York,
New York

Elihu Root, Jr.
Partner, Root, Clark, Buckner and Bal-
lantine, New York

Franz Schneider
Vice president and chairman of the Ex-
ecutive Committee, Newmont Mining
Corporation, New York

Gilbert H. Scribner
Senior partner, Winston & Co., Chicago,
1.

Henry L. Shattuck

Trustee, Boston, Mass.

THE MUTUAL LIFE

John Sloane

Chairman of Board, W. & ]. Sloane, New
York

Robert C. Stanley
Chairman and president, The Interna-
tional Nickel Company of Canada, Lim-
ited, New York

Robert T. Stevens
Formerly president, J. P. Stevens & Co.,
Inc., New York

Henry W. Taft
Partner, Cadwalader, Wickersham &
Taft, New York

John C. Traphagen
President, Bank of New York, New York

Leo Wolman
Professor of economics, Columbia Uni-
versity, New York

Some criticism of the election of men who hold directorships in other
corporations to the boards of life insurance companies has been made
on the ground that interlocking relationships are thereby created.® This
view has, however, been contested with the argument, which seems valid,
that life insurance companies need the advice and direction which lead-
ers in the business world can give and that to obtain such service prom-
inent persons who are directors in other businesses have to be selected.
Be that as it may, The Mutual’s Board consists of men who receive little
remuneration for the work which they do’ and take seriously the re-
sponsibilities placed upon them. The present Board has, indeed, dem-
onstrated a keen appreciation of the economic and social obligations of
the Company and has endeavored to meet them unselfishly.

Since 1906 the law has required that the incumbent Board of Trustees
prepare an “administration ticket” for each election, and from 190 to
the present there has only once been an opposition candidate.® In this
one contested election of 1911 a single person decided to run and secured
the necessary one hundred policyholders to support his candidacy. The
expense involved in such a contest is large. Long lists of policyholders

6 T.N.E.C., Final Report of the Executive Secretary (Washington, D.C., 1941), p. 254.

7 The fees paid to trustees in 1941 amounted to $41,440. Article XXV of the Company’s
by-laws states: “No Trustce or oflicer of this Company shall receive any moncy or valuable
thing for negotiating, procuring, recommending or aiding in any purchase by, or sale to this
Company of any property or any loan from this Company, nor be pecuniarily interested,
either as principal, co-principal, agent or bencficiary, in any such purchase, sale or loan.”
See also footnote 11, below.

8In 1911 the single opposition candidate polled 2,110 votes to an average of about
13,500 for the administration ticket. Minutes of the Board of Trustees, Nov. 2, 1911.
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have to be made available, campaigns have to be conducted, and much
time has to be spent in counting votes. In view of these facts and to save
companies needless expense, the New York State law regarding elections
in mutual life insurance companies was slightly altered in 1915.° Since
that date twenty-five policyholders must petition the Superintendent of
Insurance for permission to make a nomination, and the opposition
ticket must be certified by one-tenth of one percent of the qualified
voters, which in The Mutual Life would require about g7y signatures.
This provision, which aims to prevent “nuisance” tickets or the nomina-
tion of persons who are not qualified for the duties of trusteeship, cor-
rected an obvious abuse,’® yet it permits action by policyholders in a
company the size of The Mutual Life. The fact remains, however, that
policyholders do not take much interest in the annual elections, the
administration ticket usually being approved by a handful of voters.!
In order to correct this situation—to make policyholders more fully
aware that they are members of a great cobperative enterprise—a new
system of bringing policyholders into closer contact with the manage-
ment is being sought.

ADMINISTRATIVE ORGANIZATION AND EXPENSES OF THE HOME OFFICE

Since 1906 important changes have taken place in the administrative
organization of The Mutual Life. As we have seen in earlier chapters,
the work of the Company was divided into departments, each with an
executive head who distributed responsibilities to his subordinates. This
so-called “military” or “line” plan of organization was necessary to
accomplish the highly specialized tasks of the insurance business, but it
tended to lead to over-departmentalization—to one department’s not

9 New York Laws of 1915, chapter 617. See the Report of the Superintendent of Insurance
to the State Legislature for 1915 on this subject.

101In 1913 a person attempted to run for the Board presumably to secure a position for
himself. State authoritics prevented this action on the ground that it would create an un-
necessary expense for the Company.

11 T.N.E.C., Monograph 28 (Washington, D.C., 1941), p. 16. It might be added that from
1906 to 1937 one-half the members of the Board stood for election every year. By action
of the Board November 24, 1937, and pursuant to section 52 of the Insurance Law of the
State of New York, the Board was divided into three classes, cach class of twelve standing
for election every three years. In 1939 an election for the full Board was held and the
classes were determined by length of scrvice. The Insurance Law of the State of New York,
section 48, paragraph 5, which went into effect January 1, 1940, requires that a majority
of the trustces of a mutual life insurance company be residents of this state or of adjoining
states. According to section 56, paragraph g, all but four trustees must be policyholders in a
mutual company. At least two of the principal officers of the Company, but always less than
a quorum of the board, must be members of the board of dircctors or trustees. Section 62
of the New York law enacted March 4, 1940, provides that a trustee vacate his seat if he
fails to attend the regular meetings of the board or to perform his duties as trustee for six
successive meetings, unless excused by the board.
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codperating fully with other departments. To correct this fault there has
been a trend in recent years toward a type of organization known as
“functional” or “staff control,” whereby managerial policy flows from
specialists in the form of instructions or advice to every department or
phase of the business anywhere within their province of interest. This
system combined with the former “line” plan is the one employed by
The Mutual Life. It is one that maintains the efficiency of the earlier
scheme with the integration of the latter.

On the morrow of the Armstrong Investigation little attention was
given to administrative organization, for all eyes were focused upon
changes to prevent a repetition of those things which had just been sub-
jected to criticism. Consequently, most of the alterations in the Com-
pany’s administrative structure were at that time designed to create
stricter control of those phases of the business involving expenditure of
funds. The new by-laws and code of organization adopted in 1906 **
made provision that neither trustees nor officers might receive any valu-
able thing for their services in addition to prescribed fees or salaries or
take action in any matter in which they had a personal financial interest,
that the bureau of supplies be placed in charge of the sccretary, who was
required to get competitive bids for all large purchases, that all agency
contracts be limited to certain rules laid down by the Agency Committee
of the Board, that all proposals for expenditures in excess of a fixed
amount be approved by the Board of Trustees, the president, or other
designated officer before the expenditure was made,'® and that, as re-
quired by law, all salaries in excess of $5,000 be approved by the Board
of Trustees. The only important step toward functional organization was
the creation within the Board of a General Committee, composed of
one trustee from each standing committee, the president, and the vice
president, to recommend salary changes to the Board and to set limits
for investments by the finance and real estate departments.

For many years no major change in the structure of The Mutual Life
was made. When Mr. Douglas became president in 1940, however,
several alterations were effected. Mr. Houston was elected chairman of
the Board, an office which existed for only about a year, the duties of the
then-existing registrar pertaining to the issuance of policies were trans-
ferred from the Secretary’s Department to a Bureau of Applications and
Issue under the Manager of Selection, and the Purchasing Agent’s De:
partment was placed in the Purchasing Division of the Secretary’s De-

12 Minutes of the Board of Trustees, May 7, 1906.
18 This arrangement made possible the abolition of the Committee on Expenditures.
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partment. These changes, which had been envisaged by Mr. Houston,
were followed by other measures which aimed to cut through strictly
departmental lines. A vice president, subsequently made executive vice
president, was appointed in 1941 to take charge of over-all insurance
operations, as distinguished from investment operations, and a second
vice president was chosen to assist in knitting together the work of vari-
ous insurance branches of the Company. A research assistant to the presi-
dent was named to study economic questions for the purpose of keeping
all departments concerned with such matters informed of trends. An-
other research assistant to the president was appointed to deal more
specifically with the Company’s budget in an attempt to control ex-
penses.* A third assistant to the president was given charge of relations
with policyholders and the public. A supervisor of planning was also
added to the Executive Department, and so too was the personnel direc-
tor—an official who had formerly been a member of the Secretary’s De-
partment. Within the Board of Trustees, a Nominating Committee was
established,'® the General Committee was abolished, and a new Execu-
tive Committee was created to “‘exercise general supervision and con-
trol of the affairs of the Company,” to “codrdinate the work of the other
Committees,” and to “give consideration to questions of general policy.”
Lastly, meetings of officers of various departments began to be held for
the purpose of threshing out problems which overlapped departmental
lines.

The very definite attempt which has thus been made to combine the
“line” with the “functional” plan of organization has stimulated a new
interest within the Company in problems of home office management.
The Company has, however, always been concerned with these matters.
It welcomed the establishment of the Life Office Management Associa-
tion in 1924—an organization composed of officers of about one hundred
and fifty companies, devoted to the study of managerial problems. It has
supported the Life Office Management Association Institute, which
provides an educational program for and gives examinations to those
interested in management; it has lent its prestige through the personal
activity of its officers to courses given on life insurance management by
the Insurance Society of America; ** and it has made available to its own

14 The Mutual Life’s expenses had become based largely on the expenses of previous
years and did not necessarily have a direct relationship to the business being transacted.

15 From 1908 to 1940 no Nominating Committce of the Board seems to have been in ex-
istence. Minutes of the Board of Trustees, January 16, 1940.

18 This society was founded in 1902. It has an excellent library on general insurance—a
library which has been of great value in preparing this book.
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home office employees since 1934 a series of lectures which prepare for
the LOMA Institute examinations.

In addition to these efforts to increase the technical knowledge of its
personnel, The Mutual Life has taken various steps to build morale
among its employees. In 1912 it adopted a new and liberal old age retire-
ment program and in 1926 began to grant retirement payments for total
and permanent disability and allowances for illness.’” In 1gog it encour-
aged the founding of The Mutual Life Association—an organization of
The Mutual employees which sponsors athletic programs, social gather-
ings, and educational activities, pays death benefits, and provides shop-
pers’ service. Finally, in 1942 the Company established a house organ—
The Mutual Circle—which carries news of employees and of the institu-
tion for which they work.

The purpose of such measures and of organizational changes is to
increase the efficiency of the home office and consequently to cut over-
head costs to the minimum.'* One of the characteristics of overhead costs
in the life insurance business is that while the amounts of new business
sold in various years may fluctuate widely, the organization to handle
the maximum amount of new business cannot easily be contracted. Ac-
cordingly, efforts have to be made steadily to increase or at least to main-
tain at a fairly constant level new business and the amount of insurance
in force. A second characteristic of life insurance expenses is that they
tend to be lower in relation to premium income in the large institutions,
for unit costs are reduced by large transactions.”® The expenses of The
Mutual Life in the last thirty-five years have tended to bear out these
generalizations. The Company’s ratio of expenses to premium income
has been considerably reduced since 1905, although services to policy-
holders have been greatly increased. Salaries have been at a level gen-
erally below those of industrial corporations of comparable size and cer-
tainly not in excess of those of other large insurance companies. Certain
items of expense have, of course, varied with altered economic condi-
tions, the main increase having been premium taxes and taxes on and
maintenance of the real estate which was acquired by foreclosure during

the depression of the 1930’s.

17 Minutes of the Board of Trustees, April 24, 1912, March 24, 1921, Aug. 25, 1926, Oct. 27,
1926, Jan. 26, 1927, Nov. 28, 1928, Feb., 26, 1930, and Dec. 23, 1939. In 1940 a retirement
plan for the field forces was adopted, ibid., Dec. 18, 1940.

18 See J. M. Clark, Economics of Overhead Costs (Chicago, 1923) and Charles K. Knight,
Advanced Life Insurance (New York and London, 1926).

19 H. A. Hopf, Management and the Optimum (1935), pp. 26 ff. Care should, however,
be exercised in using these findings, for they are based on net actuarial premiums. Sce also
Spectator Yearbook.



MANAGEMENT OF THE MUTUAL LIFE 383

RELATIONS WITH OTHER COMPANIES, GOVERNMENT, AND THE PUBLIC

Among the many changes which have taken place in American life
insurance during the last thirty-five years, none is more striking than that
pertaining to the relations among life insurance companies. The severe
competition which was in evidence prior to 1go5 and was condemned by
the Armstrong Committee has almost entirely disappeared, and in its
place has developed a spirit of friendliness and even of coperation.
Companies refrain entirely from attacks on one another in their adver-
tisements, but rather devote their publicity generally to spreading
knowledge about and interest in life insurance. They exchange informa-
tion on various aspects of the business through trade associations and
through private conferences.*

Such codperative practices were criticized by the secretary of the Tem-
porary National Economic Committee on the ground that they were
intercompany or cartel arrangements.” During the Armstrong Investi-
gation, on the other hand, cotperation of the recent kind would have
been welcomed, for it would have mitigated the evils of competition. A
close analysis of exchanges among life insurance companies shows con-
clusively that intercompany conferences aim to provide greater safety
and more liberal policy contracts. Decisions reached do not increase the
cost of insurance for the mass of the insured, because under the system
of mutualization savings are distributed among or held to the account
of the policyholders. Nor do they aim to eliminate the small companies
from the field, but rather tend to destroy uneconomic rivalry and to
eliminate unsafe practices.

The kind of cotperation which exists within the life insurance in-
dustry can be illustrated by the establishment (1941) in the State of New
York of the Life Insurance Guaranty Corporation. This institution,
created by law after consultation with the life insurance companies of
the state, has for its purpose the creation of a fund, made up of contribu-
tions on a pro rata basis from all companies, which will be used to assist
insurers that may get into financial difficulty. The corporation thus
plans a levy upon the strong institutions to care for the weak?

In spite of the spirit of good feeling which exists and has existed for
at least a quarter of a century among life insurance companies, competi-

20 Conferences held under the auspices of Arthur Hunter, formerly actuary of the New
York Life, and known as the Hunter Conferences, are a case in point. See T.N.E.C., Mono-
graph 28, pp. 153 f.

21 T.N.E.C., Final Report of the Execulive Secretary, pp. 255 fE.

22 Chapter 481 of the New York Laws of 1941.
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tion within the industry has been very real. The cost of the same kind of
insurance varies from company to company, not because of differences
in premium rates, but because of differences in dividends. Thus, for a
twenty-payment life policy issued at age g5 there are one hundred and
sixty-three different costs among one hundred and ninety-seven com-
panies. Furthermore, competition among life underwriting institutions
takes the form of attempting to provide especially attractive contracts—
contracts which begin to pay dividends in the first year, which offer espe-
cially attractive modes of settlement or conversion privileges, and which
aim to give protection for specific needs. Thirdly, rivalry for insurance
business may appear in the standards of selection which are set for
applicants, some companies having less stringent requirements than
others. Finally, companies compete with one another by providing serv-
ices of various kinds to policyholders—services which have been steadily
increasing in recent years. No one who has had intimate contact with the
life insurance industry—above all no agent—would conclude that good
feeling and collaboration have destroyed competition.

Parallel with the improvement in relations among life insurance com-
panies there has been in the last thirty-five years a marked amelioration
in the relations between companies and the state governments. The
triennial state examinations of The Mutual Life have been free from
any serious criticism, although they have in a thorough and competent
manner probed not only into the solvency of the institution but also
into its manifold practices. All matters dealing with legislation are now
handled by the Life Insurance Association of America or by the Ameri-
can Life Convention. The former organization, founded in 1907, is one
of the leading fact-finding and research institutions in the industry. It
offers no support to political parties or to state politicians. It only exer-
cises the right, which is the basis of the democratic process, of making
the interests of life insurance policyholders known to legislators, insur-
ance commissioners, and the public. The latter body, which was founded
in 1906 and draws most of its strength from among the Middle Western,
Western and Southern companies, performs a similar service for its
members.

From the Federal Government have come the only two important
investigations of life insurance in recent years, and both of these were
aimed at the “‘concentration of economic power” rather than specifically
at life insurance. The first, conducted by the Pujo Committee in 1912,

28 Their report is called the Money Trust Investigation (1912).
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took testimony on the subject of life insurance, but nothing was uncov-
ered which led to remedial legislation or further control. The second,
that by the Temporary National Economic Committee in 1940, went
into life insurance both intensively and extensively. Such problems as
state control, the earnings on investments, the nature of insurance com-
panies’ portfolios, the advisability of investing in common stocks, in-
dustrial insurance, and the participation of policyholders in manage-
ment were treated in great detail. What the ultimate effects of the
T.N.E.C. findings will be, time alone can tell. Some life insurance leaders
believe that the investigation will mark as important a turning point in
the industry as the Armstrong Investigation, while others are of the
opinion that it will prove to have been but a passing phantom. To date
it has led chiefly to a tightening up of the insurance departments of some
of the Middle Western and Southern states, to a search for new outlets
for investments, particularly in low-cost housing and in small loans, and
to a process of soul searching in many companies in an effort to improve
conditions along lines suggested by the many volumes of testimony taken
by the committee.* Valuable as the fact-finding work of the T.N.E.C.
may have been, life insurance carriers generally have indicated some re-
sentment at the way Federal investigations are conducted. They main-
tain that the hearings take the form of trials, with the companies on the
defensive and no adequate form of rebuttal granted them. In this par-
ticular instance, moreover, they point out that the T.N.E.C. did not limit
its inquiry to the problem of concentration of insurance in a few large
institutions—a concentration which incidentally was found not to have
led to high rates or misuse of influence—but that the Committee ex-
tended its investigation to all phases of the insurance business.

On the question of the taxation of life insurance, leaders in the indus-
try have also not approved of governmental policy. They argue that to
tax life insurance is to discourage thrift and is no more justified than is
a tax on mutual savings banks. In spite of this contention, however, most
states levy both license fees for conducting life insurance operations
within their borders and in addition taxes on premiums—taxes that
average about 2 per cent of premiums in all states. The income from
this source greatly exceeds the cost of maintaining state insurance de-

24 T.N.E.C., Investigation of Concentration of Economic Power, Study of Legal Reserve
Life Insurance Companies, Monograph 28; Statement on Life Insurance, Monograph 28a;
Final Report of the Executive Secretary; and Hearings before the Temporary National Eco-
nomic Committee, Parts 4, 10, 10a, 12, 13, and 28. See John M. Laird, “Highlights of the
Federal Investigation,” Transactions of the Actuarial Society of America, XLI (1940), 385 ff.
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partments, about g5 percent of the revenue obtained going into the
general funds of the states.*® Unjustified as such taxes may be, they have
been retained and increased because of the ease of collection and the ap-
parently slight effect which they have had upon the growth of insurance.

Federal taxation of life insurance companies is, however, quite an-
other and probably more serious matter than state taxes. The first levies
of this kind were stamp taxes employed in the Civil War and then in the
Spanish American War and were not burdensome. With the enactment
of the Corporation Excise Tax of 1gog and the ratification of the six-
teenth amendment to the Constitution in 1913—an amendment which
made an income tax constitutional—Federal taxation oflife insurance
companies entered a new phase. These laws immediately brought up the
question of what constituted income or profits in a life insurance com-
pany.*® After much confusion and considerable complaint, especially
during World War I, when the tax rates were augmented,*” some order
was achieved by the Revenue Act of 1921. This law recognized that the
“income” of life insurance companies was not comparable to that of
other corporations and provided a special formula for determining how
to arrive at a taxable income figure. In brief, Federal taxation has been
limited since 1921 to levies on an amount obtained by subtracting cer-
tain specified deductions from investment income.* In view of the
heavy state tax burden, justice demands that Federal taxation of life
insurance companies be kept, as it has been thus far, relatively low. Yet

25 Bulletin, No. 49 (Feb. 2, 1939), Insurance Department of the Chamber of Commerce of
the United States. Note should also be taken of the fact that in 1934 New York City intro-
duced a local premium tax at the rate of 144 of 1 percent.

26 See the attitude taken by The Mutual Life in these matters, Annual Reports, Nos. 69, 71,
81, 83.

27 Up to 1921 life insurance companies paid taxcs on the same basis as other corporations.

28 It provided that the basis of taxation should be “net income.” This was obtained by
deducting from gross income, which included premiums, interest, and profits, the total of
insurance expenses, taxes, payments on policy contracts (including dividends on premium
paying policies), increase in policy rescrves, depreciation, tax-exempt interest, interest on
indebtedness, dividends received, and interest required to maintain the policy reserve. In
1938 the law was further changed to provide that life insurance companies be not taxed
on profits derived from the sale, redemption, or payment of securities and to prevent them
from deducting any losses from such transactions in determining net taxable income.
Furthermore, they are exempt from the capital-stock and excess profits taxes. The net in-
vestment income subject to taxation is the gross investment income from interest, dividends,
and rents—on a cash basis—Iless several specified deductions: (1) interest from tax-exempt
securities, (2) 4 percent on the average amount for the year of all policy reserves, (3) 2 per-
cent on funds held for deferred dividends, (4) investment expenses, (5) certain expenses and
taxes on real estate held, (6) depreciation, and (7) interest paid on indebtedness. In 1942
there was a sharp reduction made in the deductions allowed on account of earnings required
to maintain policy reserves. See Joseph B. Maclean, Life Insurance, Sixth edition (New York,
1945), loc. cit.
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projects are being continually advanced for increasing it and have been
strongly advocated since the outbreak of World War II.

In its relations with the general public The Mutual Life has been
particularly fortunate. The misapprehensions aroused in 1gop were
soon quieted, and confidence was restored. The Company has enjoyed

TABLE 45

ACCUMULATED RECORD OF RECEIPTS, DISBURSEMENTS, AND
LEDGER ASSETS: THE MUTUAL LIFE

Total 100 Years

Receipts
Insurance premiums $4.895.549,260.96
Annuity premiums 499,028,247.20
Policy receipts $5.395.472,508.16
Dividends deposited 18,940,576.07
Annuity installments deposited 465,845.68
Interest and rents 1,698,381,878.52
Profit and other receipts 167,888,229.10
Total receipts $7.276,099,037.53
Disbursements s
Death bencfits $1.639.425.391.55
Matured endowments $13,850,773.16
Disability 118,680,081.45
Double indemnity 21,y62.029.12
Annuities 231,588,284.18
Surrenders 1,182,890,485.05
Dividends 1,013,516,881.14
Total policy payments $4,516,408,825.65
Dividend deposits withdrawn 12,842,602.18
Annuity installment deposits withdrawn 180,728.75
Expenses 962,961,927.91
Losses and other payments 222,916,408.81
Total disbursements $5,714,810,488.30
Net receipts (ledger assets) $1,561,288,549.23
Accumulated for policyholders 1,535,192,962.00
Yearly average of excess $6,561,292.79

a reputation for its many contributions to the industry, its conservative
policies, and for its long and successful history. Its large number of pol-
icyholders and business people more generally have been its loyal sup-
porters. Its hundred-year record is one of which it can be proud and
which in itself constitutes a strong argument for mutual life insurance.

A GLANCE IN RETROSPECT

As one looks back over the history of life insurance in America during
the last hundred years, one cannot fail to be impressed by the record.
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This industry has aimed to provide an element of financial security in
our society and has in large measure succeeded in attaining its goal.
Dependent as is modern man upon money with which to satisfy his daily
wants and engaged as he is in economic activity which members of his
family cannot always continue for the purpose of earning their own live-
lihood, it is not easy for him to lay aside sufficient sums to care after his
death for those who look to him for support. By sharing risks with oth-
ers, however, he can immediately and at small cost make provision for
his dependents in the eventuality of his death, and by the thrift which
insurance promotes he can begin a system of regular savings to meet his
other expected future financial obligations. That life insurance has fur-
nished an appreciable amount of security for Americans can be seen
from the fact that the total amount of insurance in force with private
companies approximates the annual national income and that in 1942
life insurance companies paid out to policyholders and their beneficiaries
the sum of $2,443,241,867.

Yet the social value of life insurance is not limited to the services ren-
dered the insureds—it is greatly enhanced by the fact that life insurance
amasses large amounts of money which are invested largely for the pur-
pose of providing our nation with capital goods. Real estate develop-
ments, railroad systems, public utilities, farms, many industries, and all
our political jurisdictions have found in life insurance funds part of the
capital which they have required. The financial magnitude of life in-
surance companies permits giving assistance to the largest private un-
dertakings and is an important source of governmental borrowing.
Moreover, the conservative and long-range character of life insurance
investments lends stability to the investment market and makes of life
insurance companies one of the safest of savings institutions. As was
pointed out on an earlier page, not a single life insurance company doing
business in the State of New York has failed in the last thirty-two years
with ultimate loss to policyholders.

In the growth of this great institution of life insurance The Mutual
Life has played a major role. It was the first life insurance company still
in existence to write insurance for the general public on a mutual basis.
In the period from 1843 to 1870—a period of pioneering and of dra-
matic accomplishment—The Mutual Life, by its success, gave great popu-
larity to mutuality in insurance. It launched on an important scale the
idea of personal solicitation of new business, because its founders real-
ized that in the absence of working capital new insurance had to be
placed on the books at once and premiums had to be received if the en-
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terprise were to be a success. The Company drew up the first important
American mortality table—the American Experience Table—it popu-
larized the idea of annual dividends, it originated the contribution sys-
tem of distributing surplus, it furthered the concept of adequate and le-
gal reserves, and it devised practical methods of selection. The second
period of the Company’s history was one of great growth—a period when
the principles of life insurance which had been established earlier were
made operative on a large scale. These years from 1870 to 1905 were
marked by strong leaders, who knew how to and who did raise life insur-
ance to a position of first importance in the financial, economic, and so-
cial structure of our society. It was a time, furthermore, when most of the
terms of the insurance contract were made more liberal, when deferred
dividend policies were widely used, and when severe competition existed
among the companies. The third period of life insurance history—from
1gop to 1943—has been characterized by continued growth of the in-
stitution of insurance and by a renewed effort to extend the benefits of
sharing risks to the largest possible number of persons. In this effort,
business ethics have been exemplary and the record for safety has been
excellent. In the 1930’s life insurance companies weathered one of the
worst business depressions in modern history; they have lived through
one world war, and they are living through another with courage and
hope.

What the future holds in store for the life insurance industry it is not
our task to prophesy. If, however, the achievements of the past are a
gauge for measuring the social usefulness of sharing risks in years to
come, it is safe to speculate that the prospects for the institution of life
insurance are bright.
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Charter of The Mutual Life Insurance Company
of New York

CHAPTER 246.
AN Acr to incorporate the Mutual Life Insurance Company of New York.
Passep April 12, 1842, by a two-thirds vote.

The People of the State of New York represented in Senate and Assembly
do enact as follows

1. William H. Aspinwall, James Brown, John W. Leavitt, Elihu Town-
send, James S. Wadsworth, Philip S. Van Rensselaer, Gouverneur M.
Wilkins, John V. L. Pruyn, Thomas W. Olcott, Charles L. Livingston, Jo-
seph Blunt, Jacob P. Giraud, John C. Cruger, Alfred Pell, David C. Colden,
Jacob Harvey, Robert B. Minturn, Mortimer Livingston, Rufus L. Lord,
Arthur Bronson, Henry Brevoort, Theodore Sedgwick, Stacy B. Collins,
Robert C. Cornell, James Boorman, James Campbell, William Moore, Mor-
ris Robinson, Zebedee Cook, Jr., Jonathan Miller, Fitz Greene Halleck,
John A. King, T. Romeyn Beck, Richard V. De Witt, Gideon Hawley, and
James J. Ring, and all other persons who may hereafter associate with them
in the manner hereinafter prescribed, shall be a body politic and corporate
by the name of “The Mutual Life Insurance Company of New York.”

2. In addition to the general powers and privileges of a corporation, as
the same are declared by the third title of the cighteenth chapter of the first
part of the Revised Statutes, the corporation hereby created shall have the
power to insure their respective lives, and to make all and cvery insurance
appertaining to or connected with life risks and to grant and purchase
annuities.

The real estate which it shall be lawful for the said corporation to pur-
chase, hold and convey, shall be

1st. Such as shall be requisite for its immediate accommodation in the
convenient transaction of its business, or,

2d. Such as shall have been mortgaged to it in good faith by way of se-
curity for loans previously contracted, or for moneys due, or

3d. Such as shall have been conveyed to it in satisfaction of debts, pre-
viously contracted in the course of its dealings, or

4th. Such as shall have been purchased at sales upon judgments, decrees
or mortgages obtained or made for such debts;—

The said corporation shall not purchase, hold or convey real estate in
any other case or for any other purpose, and all such real estate as shall not
be necessary for the accommodation of said company in the convenient
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transaction of its business shall be sold and disposed of within six years after
the said company shall have acquired title to the same, and it shall not be
lawful for the said company to hold such real estate for a longer period than
that above mentioned.

3. All persons who shall hereafter insure with the said corporation, and
also their heirs, executors, administrators and assigns, continuing to be
insured in said corporation as hereinafter provided, shall thereby become
members thereof during the period they shall remain insured by said cor-
poration and no longer.

4. All the corporate powers of the said company shall be exercised by a
board of trusteces and such officers and agents as they may appoint. The
board of trustees shall consist of thirty-six persons, all of whom must be citi-
zens of this state. They shall elect a president annually, who shall be a
member of this corporation and they shall have power to declare by by-law,
what number of trustees less than a majority of the whole but not less than
nine shall be a quorum for the transaction of business.

5. The persons named in the first section of this act shall constitute the
first board of trustees.

6. The trustees shall, at their first meeting, divide themselves by lot, into
four classes of nine cach. The term of the first class shall expire at the end
of one year, the term of the second class shall expire at the end of two years,
the term of the third class shall expire at the end of three years, the term
of the fourth class shall expire at the end of four years, and so on successively
each and every year. The seats of these classes shall be supplied by the mem-
bers of this corporation, a plurality of votes constituting a choice, but an
insurance of at least one thousand dollars in amount shall be necessary to
entitle any member to a vote. This section shall not be construed to prevent
a trustee going out from being eligible to a reélection. The board of trustees
may fill any vacancies in their number, occasioned by death, resignation, or
removal from the state. The election of trustees shall be held on the first
Monday of June in each year at such place in the city of New York as the
board of trustees shall designate, of which they shall give at least fourtcen
days previous notice, in two of the public newspapers prmtcd in the said
city, and the board of trustees shall at the same time appoint three of the
members of the said corporation, inspectors to preside at such election, and
if any of the said inspectors decline or fail to attend, the trustecs may ap-
point others to fill such vacancies.

#. Every person who shall become a member of this corporation, by effect-
ing insurance therein, shall the first time he effects insurance, and before
he receives his policy, pay the rates that shall be fixed upon and determined
by the trustees, and no premium so paid shall ever be withdrawn from said
company, except as hereinafter provided, but shall be liable to all the losses
and expenses incurred by this company during the continuance of its
charter.

8. The trustees may determine the rates of insurance and the sum to be
insured.

g. It shall be lawful for the said corporation to invest the said premiums



CHARTER OF THE MUTUAL LIFE 345

in the securities designated in the two following sections, and to sell, trans-
fer and change the same, and reinvest the funds of said corporation when
the trustees shall deem expedient.

10. The whole of the premiums received for insurance by said corporation,
except as provided for in the following sections, shall be invested in bonds
and mortgages on unincumbered real estate within the state of New York;
the real property to sccure such investments of capital shall, in every case,
be worth twice the amount loaned thereon.

11. The trustees shall have power to invest a certain portion of the pre-
miums received, not to exceed one half thereof in public stocks of the
United States, or of this state or of any incorporated city in this state.

12. Suits at law may be maintained by said corporation against any of
its members, for any cause relating to the business of said corporation, also
suits at law may be prosecuted and maintained by any member against said
corporation for losscs by death, if payment is withheld more than three
months after the company is duly notified of such losses; and no member of
the corporation shall be debarred his testimony as witness in ary such cause,
on account of his being a member of said company. And no member of the
corporation not being in his individual capacity a party to such suit, shall
be incompetent as a witness in any such cause on account of his being a
member of said company.

13. The officers of said company, at the expiration of five years from the
time that the first policy shall have been issued, and bear date, and within
thirty days thereafter, and during the first thirty days of every subsequent
period of five years, shall cause a balance to be struck of the affairs of the
company in which they shall charge each member with a proportionate
share of the losses and expenses of said company according to the original
amount of premium paid by him, but in no case to exceed the amount of the
premium. Each member shall be credited with the amount of said premium.
and also with an equal share of the profits of the said company derived
from investments and earnings in proportion to said amount, and in case of
the death of any member of the said company the amount standing to his
credit at the last preceding striking of balance as aforesaid, together with
the proportion which shall be found to belong to him at the next subse-
quent striking of said balance, shall be paid over to his legal representatives
or assigns within three months after the said last-mentioned balance shall be
struck. Any member of the company who would be entitled to share in the
profits who shall have omitted to pay any premium or any periodical pay-
ment due from him to the company may be prohibited by the trustees from
sharing in the profits of the company, and all such previous payments made
by him shall go to the benefit of the company.

14. On some day in the first thirty days after the expiration of the first
five years from the time when the said company shall issue their first policy,
and within the first thirty days of every subsequent five years, the officers of
the said company shall cause to be made a general balance statement of the
affairs of the said company, which shall be entered in a book prepared for
that purpose, which shall be subject to the examination of any member of
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the company during the usual hours of business for the term of thirty days
thereafter. Such statement shall contain: (1st) the amount of premiums re-
ceived during the said period; (2d) the amount of expenses of the said
company during the said period; (3d) the amount of losses incurred during
the same period; (4th) the balance remaining with the said company; (5th)
the nature of the security on which the same is invested or loaned, and the
amount of cash on hand. The said company shall also make and transmit
to the Comptroller of the state on the first day of January in each year a
full statement of its affairs in the same manner as monied corporations are
required to do under the second title of the eighteenth chapter of the first
part of the Revised Statutes. The books of the said company shall be open
to the examination of any member thereof during the usual hours of busi-
ness in the same manner as the books of monied corporations are required
by the Revised Statutes to be kept open for the inspection of the stock-
holders thereof.

15. The sections of the Revised Statutes from ninctcen to twenty-five,
both inclusive, of the first article of the second title of the eighteenth chap-
ter of the first part, shall not be applicable to the corporation hereby created.

16. The operations and business of the corporation shall be carried on
at such place in the city of New York as the trustees shall direct.

17. No policy shall be issued by said company until application shall be
made for insurance, in the aggregate for five hundred thousand dollars at
least, and the trustees shall have the right to purchase for the benefit of the
company, all policies of insurance or other obligations issued by the com-
pany.

18. The legislature may at any time alter or repeal this act.

19. This act shall take effect immediately.



The 286 Trustees of The Mutual Life with Dates of
Their Election and Retirement 1843-1943

Morris Robinson, 1842-1849, first
president of The Mutual Life

William H. Aspinwall, 1842-1842,
member of Howland & Aspinwall

James Brown, 1842-1842, Brown
Bros., bankers

Robert B. Minturn, 1842-1846, Ship-
owner ‘“‘Swallow Tail” Line

James Boorman, 1842-1842, Boor-
man Johnson Co., iron comm.

Mortimer Livingston, 1842-1848,
partner, Fox & Livingston
Theodore  Sedgwick, 1842-1851,

counsellor-at-law

Stacy B. Collins, 1842-18353, books

Elihu Townsend, 1842-1842, one of
the founders of N.Y. Stock Ex-
change

John W. Leavitt, 1842-1844, J. W. &
R. Leavitt, dry goods

James S. Wadsworth, 1842-1848,
General in U.S. Army during War
of the Rebellion

Philip S. Van Renssclacr, 1842-1844

Gouverncur M. Wilkins, 1842-18p5

John V. L. Pruyn, 1842-1877, coun-
scllor-at-law

Thomas W. Olcott,
banker

Charles L. Livingston,
counscllor-at-law

John C. Cruger, 1842-1853, coun-
sellor-at-law

Alfred Pell, 1842-1851, vice presi-
dent Mutual Safety Insurance
Company

David C. Colden, 1842-1849, presi-

1842-1846,

1842—-1842,

dent Manhattan Gas-light Com-
pany

Jacob Harvey, 1842-1844, merchant

Rufus L. Lord, 1842-1848, dry goods
merchant

Arthur Bronson, 1842-1842, opera-
tor in stocks and recal estate

Henry Brevoort, 1842-1842, opcra-
tor in Wall Street

Robert C. Cornell, 1842-18434, com-
mon counscl to 5th ward

Joseph Blunt, 1842-1860, counsellor-
at-law

Jacob P. Giraud, 1842-1842, cooper

James Campbell, 1842-1842, mer-
chant
William Moore, 1842-1869, mer-

chant, De Rahm, Isclin & Moore

Zebedee Cook, Jr., 1842-1849, presi-
dent, Marine Insurance Company

Jonathan Miller, 1842-1858, <oun-
scllor-at-law

Fitz Greene Halleck, 1842-1847,
poet, author, and lawyer

John A. King, 1842-1842, governor
of New York

T. Romeyn Beck, 1842-1845, physi-
cian

Richard V. De Witt, 1842-1845

Gideon Hawlcy, 1842-1847

James J. Ring, 1842-1844, counsel-
lor-at-law

Robert Schuyler, 1842-1852, coun-
scllor-at-law

Dr. H. ]J. Anderson,
counsellor-at-law

1842-184e2,
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John D. Van Buren, 1842-1843, at-
taché, American Legation

Denning Duer, 1842-1842, banker

Benjamin D. Silliman, 1843-1846,
scientist; also with Yale Univ.

Joseph B. Collins, 1843—1855, presi-
dent of The Mutual Life

Robert H. McCurdy, 1848-1880,
vice president of the Windsor
Trust Co.

C. W. Faber, 1843-1853, consul

W. S. Wetmore, 1843-1843, Carring-
ton & Co., Providence

William Barnewall, 1843-1848, mer-
chant

Charles Ely, 1843-1853, merchant

Isaac Greene Pearson, 1843-1874,
vice president, Relief Fire Insur-
ance Company

E. Seely, 1843-1843, counsellor-at-
law

William M. Gawtry, 1843-1843, dry
goods

John H. Swift, 1844-1861, merchant

William J. Bunker, 1844-1864, keep-
er of Mansion House Hotel

Henry W. Hubbell, 1844-1848, mer-
chant

Amos S. Perry, 1845~1848, carver

Joseph Tuckerman, 1845-1858, com-
mission merchant

John C. Thatcher, 1845-1849, mer-
chant

Wm. Irving Hyslop,
hardware

William Betts, 1846-1882, counscl-
lor-at-law

Walter Joy, 1846-1849, commission
merchant

Frederick Whittlesey, 1846-1849

Frederick S. Winston, 1846-188j,
merchant, president of The Mu-
tual Life

D. A. Comstock, 1847-1852, importer

Eugene Dutilh, 1847-1856, importer

Moses H. Grinnell, 1847-1855, mem-

1846-1851,
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ber of Grinnell, Minturn & Co.,
shipping merchants

John Wadsworth, 1848-1875, mer-
chant, retired

John P. Yelverton, 1848-1866, mer-
chant

James Chambers, 1848-1851, mer-
chant

Francis S. Lathrop, 1848-1853, judge
of New Jersey

Samuel M. Cornell, 1848-1882, mer-
chant

Alfred Edwards, 1848-1872, presi-
dent, Pacific Mutual Insurance
Company

Henry Wells, 1848-1853, express-
man, Wells & Fargo Co.

George R. Clark, 1849-1862, chair-
maker

James S. Wadsworth, 1849-1851,
Gencral in U.S. Army during War
of the Rebellion

Abraham Bininger, 1849-1858, wine
importer

Joseph B. Sheffield, 1849-1849, paper

Harry P. Freeman, 1849-1849, com-
mission merchant

Nathanicl Hayden, 1849-1865, sil-
verware

John M. Stuart, 1849-1866, dry goods
merchant

Charles King, 18491851, president
of Columbia College

Samuel E. Sproulls, 1850-1892, mer-
chant—later president of Mer-
chants Exchange, National Bank

‘Thomas N. Smith, 1851-1851

Lucius Robinson, 1852-1891, gover-
nor of the State of New York

Rodman G. Moulton, 1851-1856,
dry goods

Charles J. Stedman, 1851-1858, dry
goods merchant

Sidney Brooks, 1852-1852, firm of
Davis, Brooks & Co., commission
merchants
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Hamblin Blake, 1852-1861, commis-
sion merchant

Richard Patrick, 1852-1875, hard-
ware merchant

Samuel D. Babcock,
banker, Babcock Bros.

Lycurgus Edgerton, 1853-1861, mer-
chant

Lewis F. Battelle, 1853-1856, com-
mission merchant

Ccphas H. Norton, 1853-1860, hard-
ware

John P. Treadwell, 1853-1857, hotel

Ezra Wheeler, 1853-1872, Ezra
Wheeler & Co.

Wm. H. Popham, 1853-1880, oil
refiner

Wm. Smith Brown, 1853-1883, W. S.
Brown & Co.
Millard Fillmore, 1855-1865, former
President of the United States
David Hoadley, 1855-1873, druggist
Wm. V. Brady, 1855-1869, mayor of
New York

Henry A. Smythe, 1855-1884, presi-
dent of Central National Bank—
later Collector of the Port of New
York

W. E. Dodge, 1856-1884, member of
Phelps Dodge Co., metals

George S. Coe, 1856-1896, president
of American Exchange National
Bank

Wm. K. Strong, 1857-1867, General
in the U.S. Army

Alexander W. Bradford, 1858-1867,
Justice Supreme Court

Wm. M. Vermilye, 1859-1878, Ver-
milye & Co., bankers

John E. Develin, 1859-1888, Dev-
elin, Miller, Trull, lawyers

Wellington Clapp, 1860-1872, Clapp
& Grinnell

M. M. Freeman, 1860-1865, mer-
chant

Martin Bates, 1861-1882,
Bates Co., straw goods

1853-1902,

Martin
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Wm. A. Haines, 1861-1880, Halsted
Haines Co., dry goods

Seymour L. Husted, 1861-1887, pres-
ident, Dime Savings Bank, Brook-
lyn

Oliver H. Palmer, 1862-1884, solici-
tor of The Mutual Life

Alonzo Child, 1864-1872, merchant

Henry E. Davies, 1865-1881, Chief
Justice of Court of Appeals

Richard A. McCurdy, 1865-1905,
president of The Mutual Life

Francis Skiddy, 1865-1879, Skiddy,
Minford & Co., sugar

J. Elliot Condict, 1867-1875, J. E.
Condict & Co.

James C. Holden, 1867-1906, Presi-
dent, National Safe Deposit Co.,
New York

Hugh N. Camp, 1867-1871, Camp,
Brunson & Sherry

Hermann C. von Post, 1868-1906,
Oclrichs Co., agents North Ger-
man Lloyd SS Co.

George C. Richardson, 1869-1886,
dry goods, Boston

Alexander H. Rice, 1869-1895, gov-
ernor of Massachusetts

Wm. F. Babcock, 18711885, banker,
San Francisco

F. Ratchford Starr, 1872-1889, first
general agent of The Mutual Life

Frederick H. Cossitt, 1872-1887, vice
president of Central Trust Co.

Lewis May, 1872-1897, May & King,
banker

Oliver Harriman, 1873-190o, Low,
Harriman & Co.

Thomas Dickson, 1873-1884, presi-
dent, Delaware & Hudson Canal
Co.

Henry W. Smith, 1874-1896, prod-
uce merchant, New York

John H. Sherwood, 1875-1887, vice
president of Fifth Ave. Bank

Egisto P. Fabbri, 1875-1879, Drexel
Morgan & Co., bankers
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George H. Andrews, 1875-1885,
president of Board of Commis-
sioners of Taxes

Robert Olyphant, 1878-1906, Ward,
Olyphant, coal

George F. Baker, 1879-1931, presi-
dent, First National Bank of N.Y.

Joseph Thompson, 1879-1891, vice
president of Greenwich Savings
Bank

Benjamin B. Sherman, 1879-188j;,
mercantile business

Dudley Olcott, 1880-1906, president,
Merchants and Farmers Bank

Anson Stager, 1880-1886, Gencral
U.S. Army, and president of West-
ern Electric Manufacturing Co.

Frederic Cromwell, 1880-1907, treas-
urer of The Mutual Life

Julien T. Davies, 1882-1920, coun-
sellor-at-law

Robert Sewcll, 1882-1897, counsel-
lor-at-law

Wm. Bayard Cutting,
counsellor-at-law

S. Van Rensselacr Cruger, 1883~
1898, Comptroller, Trinity Church
Corp.

Charles R. Henderson, . 1883-1907,
banker, Henderson & Co.

George Bliss, 1884-1896, Chittenden,
Bliss Co., dry goods; later banker
with Morton, Bliss Co.

Rufus W. Peckham, 1884-1go5, jus-
tice, U.S. Supreme Court, Wash-
ington

J. Hobart Herrick, 1884-1903,
banker, J. H. Herrick & Co.

Wm. P. Dixon, 1884-1926, counscl-
lor-at-law

Robert A. Granniss, 1885-1gos, vice
president of The Mutual Life

Nicholas C. Miller, 1885-18go, pres-
ident, Fire Insurance Co.

Henry H. Rogers, 1885-1906, presi-
dent, National Transit Co., Stand-
ard Oil

1883-1884,
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John W. Auchincloss, 1885-19g07,
capitalist, dry goods commission
merchant

Bartow W. Van Voorhis, 1886-1887,
counscllor-at-law

Theodore Morford, 1886-19o8, pres-
ident of Sussex County Bank

William Babcock, 1886-1906, com-
mission merchant

Preston B. Plumb, 1887-18g1, attor-
ney and senator of Kansas

Wm. D. Washburn, 1887-189o,
counsellor-at-law

Stuyvesant Fish, 1888-1906, presi-
dent of Illinois Central R.R. Co.

Augustus D. Juilliard, 1888-1919,
dry goods commission merchant

Charles E. Miller, 1888-1go6, coun-
scllor-at-law

James W. Husted, 188g-1892, real
estate

Walter R. Gillette, 18go-1906, gen-
eral manager of The Mutual Life

James E. Granniss, 189o-1894, pres-
ident, Tradesmen National Bank

David C. Robinson, 18g1-1893, El-
mira Municipal Improvement Co.

H. Walter Webb, 1892-1goo, third
vice president, N.Y. Central and
Hudson River R.R.

George G. Haven, 18g2-19o6, vice
president National Union Bank
George S. Bowdoin, 1893-19o6,

banker, J. P. Morgan & Co.

Adrian Iselin, Jr., 1893-1906, vice
president, Guaranty Trust Co.

Theodore A. Havemeyer, 1894-1897,
Amcrican Sugar Refining Co.

Wm. C. Whitney, 1895-1904, ex-
secretary of the Navy

Wm. Rockefeller, 1895-1906, capi-
talist

James N. Jarvie, 1896-1907, Ar-
buckle Bros., coffee

Charles D. Dickey, 1896-190g, bank-
er, Brown Bros. Co.
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Elbridge T. Gerry, 1896-1906, coun-
sellor-at-law

A. N. Waterhouse, 1897-1go2, Life
Insurance Agency, Philadelphia

Wm. J. Sewell, 1897-1901, U.S. Scn-
ator, Camden, N.]J.

James Speyer, 1897-1906, banker,
Speyer Bros.

Charles Lanier, 1899-19go8, banker,
Lanicr & Co.

H. McK. Twombly, 1goo-1907, cap-
italist

Wm. H. Truesdale, 1goo-1933, pres-
ident, Delaware Lackawanna &
Western R.R.

Dumont Clarke, 1902-1909, presi-
dent, American Export National
Bank

Cornelius  Vanderbilt, 1902-1938,
railroads
Effingham B. Morris, 1902-1906,

president, Girard Trust Co., Phil-
adelphia

Robert H. McCurdy, 1903-1906,
general manager of The Mutual
Life

Elihu Root, 1904-1go5, counsellor-
at-law

Charles A. Peabody, 19o5-1931, pres-
ident of The Mutual Life

Emory McClintock, 19o5-1916, vice
president and actuary of The Mu-
tual Life

Nathaniel
broker

Hugo Baring, 19o6-19og, banker

Louis Stern, 19o6-1922, merchant

George P. Miller, 1906-1931, coun-
sellor-at-law, Milwaukee

Charles S. Brown, 19o6-1935, real
estate

Leroy Springs, 19o6-1931, cotton,
Lancaster, S. Carolina

Henry W. Taft, 1go6- , counsellor-
at-law

Thomas M. Mulry, 19o6-1916, pres-

Thayer, 1906-140g,
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ident, Emigrant Industrial Sav-
ings Bank

H. Rieman Duval, 1906-1924, presi-
dent, American Beet Sugar

Henry Phipps, 1906-190%7, manufac-
turer

Wm. C. McMillan, 1go6-190%7, man-
ufacturer

Emory W. Clark, 1go4- , Chair-
man, First National Bank, Detroit

Cyrus H. K. Curtis, 1go6-1932, pub-
lisher, Philadelphia

Wm. B. Dean, 19o7-1922, iron &
steel, St. Paul

Frederick H. Eaton, 19go7-1916, pres-
ident, American Car & Foundry

Wm. F. Harrity, 19o7-1912, counsel-
lor-at-law, Philadelphia

Wm. H. Lambert, 1906, 1912, insur-
ance agency, Philadelphia

Alfred E. Marling, 1907-1935, real
estate

J. Rogers Maxwell, 1go7-1g10, pres-
ident, Atlas Portland Cement

Emile O. Philippi, 1go6-1911, mer-
chant, Paris

Herman Ridder, 19o7-1915, pub-
lisher (Journai of Commerce)

Alfred M. Shook, 1906-1913, presi-
dent, First Savings Bank & Trust,
Nashville

Charles Emory Smith, 1907- 1908,
publisher, Philadelphia

Benjamin F. Tracy,
counsellor-at-law

James H. Wilson, 19o%-1925, Major
General U.S.A,, Retired, Wilming-
ton

Robert B. Woodward,
banker

James M. Beck, 1908-1986, counsel-
lor-at-law, Philadelphia

Wayne MacVeagh, 1908-1917, coun-
sellor-at-law, Washington

Edwin S. Marston, 1go8-1922, pres-
ident, Farmers Loan & Trust Co.

Stewart Shillito, 19o8-1925, mer-

19o6-1915,

1907—1915,
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chant, president, John Shillito,
Cincinnati

William H. Porter, 19og—1926, pres-
ident, Chemical National Bank

Woodrow Wilson, 1gog-1911, presi-
dent, Princeton University

Joseph H. Choate, ]Jr., 1g10- ,
counsellor-at-law '

James C. Colgate, 1911-1944, banker

John J. Mitchell, 1911-192%, presi-
dent, Illinois Trust and Savings,
Chicago

John G. Shedd, 1911-1926, presi-
dent, Marshall Field & Co., Chi-
cago .

Paul Tuckerman, 1912-1940, trustee
in various financial institutions

Edwin W. Winter, 1912-1930, rail-
road official

Wm. U. Hensel, 1913-1915, counsel-
lor-at-law, Lancaster, Pa.

J. Levering Jones, 1915-1920, coun-
sellor-at-law, Philadelphia

Edwin Thorne, 1915-19383, vice pres-
ident of Federal Terra Cotta Co.

Rodman Wanamaker, 1915-1928,
merchant

Thomas Williams, 1915-19%5, mer-
chant .

John G. Agar, 1916-1931, counsellor-
at-law

Edward J. Berwind, 1916-1935, mer-
chant

Grafton D. Cushing, 1916-1939, law-
yer, Boston

Arthur V. Davis,
chant, Pittsburgh

Frederic A. Juilliard,
merchant

Lewis Iselin, 1921-1928, banker

Joseph S. Auerbach, 1920~ , coun-
sellor-at-law

Lord Shaughnessy, 1922—-1923, chair-
man, Canadian Pacific Ry.

Harry B. Thayer, 1922-1928, presi-
dent, American Telephone and
Telegraph Co.

1917-1930, mer-

1919-1933,
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James H. Perkins, 1928-1939, chair-
man, National City Bank

Edward W. Beatty, 1924—1932, pres-
ident, Canadian Pacific Ry.

John W. Davis, 1925~ , counsellor-
at-law

William Marshall Bullitt, 1926-
counsellor-at-law

David F. Houston, 1927-1940, presi-
dent of The Mutual Life

Russell C. Leflingwell, 1928-1930,
J. P. Morgan & Co.
Charles H. Markham, 1926-1930,
chairman, Illinois Central R.R.
Theodore F. Merscles, 1927-1929,
president, Johns Manville

Myron C. Taylor, 1924-1941, U.S.
Steel Corp.

Clarence M. Woolley, 1926-1940,
chairman, American Radiator

Elihu Root, Jr, 1928—- , counsellor-
at-law

Danicl Willard, 1929-1939, presi-
dent Baltimore & Ohio R.R.

George F. Baker, Jr., 1928-1937,
chairman, First National Bank of
New York

Frank L. Polk, 1930-1948, counsel-
lor-at-law

Lawrence A. Downs, 1930-1940,
chairman, Illinois Central R.R.

William C. Potter, 1930~ , presi-
dent, Guaranty Trust Co.

Stanley Field, 1930-1938, merchant,
Chicago

S. Sloan Colt, 1931— , president,
Bankers Trust Co.

John K. Ottley, 1931—- , president,
First National Bank, Atlanta

Charles P. Cooper, 1931-1941, vice
president, American Telephone
and Telegraph Co.

Newton D. Baker, 1931-1937, coun-
sellor-at-law

Nathan L. Miller, 1931-1941, coun-
sellor-at-law
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Henry Lee Shattuck, 1932~ , treas-
urer, Harvard University

Thomas H. West, Jr., 1932-1936,
president, Rhode Island Hospital
Trust Co., Providence

Roland S. Morris, 1933~ , coun-
sellor-at-law

John Sloane, 1933~ , president, M.
& V. Sloane, merchant

William D. Mitchell, 1934~ , coun-
sellor-at-law

Charles E. Dunlap, 1935~ , presi-
dent, Berwind White Coal Min-
ing

John C. Traphagen, 1935—- , presi-
dent, Bank of New York

Charles E. Adams, 1936- , presi-
dent, Air Reduction Co.

Lewis H. Brown, 1936~ , president,
Johns Manville

Robert T. Stevens, 1936- , presi-
dent, J. P. Stevens & Co.

Vanderbilt Webb, 1936-1940, coun-
sellor-at-law

Leon Fraser, 1937- , president,
First National Bank of New York

Robert C. Stanley, 1938- , presi-
dent, International Nickel Co.

Frederick Trubee Davison, 1938-
president, American Muscum of
National History
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William Gibson Carey, Jr., 1938~ ,
president, Yale & Towne

Lewis W. Douglas, 1939— , presi-
dent of The Mutual Life

William C. Mullendore, 1940~ , ex-
ecutive vice president of Southern
California Edison Co.

Gilbert H. Scribner, 1940-
tor, Winston & Co., Chicago

W. Randolph Burgess, 1940- , vice
president, National City Bank

Leo Wolman, 1940- , professor of
economics, Columbia University

Louis W. Dawson, 1941—- , vice
president & general counsel of The
Mutual Life

Henry S. Kingman, 1941-, president,
Farmers & Mechanics Savings
Bank

Roswell F. Magill, 1941~ , profes-
sor of Law, Columbia University

Alexander E. Patterson, 1942~ ,
vic: president of The Mutual Life

William I. Myers, 1943— , Decan of
New York State College of Agri-
culture, Ithaca, N.Y.

Louis H. Pink, 1943- , president,
Associated Hospital Service of
NY.

, real-



Form Used by All Monied Corporations for Reporting
to the Comptroller of the State of New York, 1832-1848

A full and perfect statement of the affairs of the
on the first of January, 183 .

FIRST. The amount of the capital stock of the said company, paid in
or invested according to the provisions of its charter, actually held on the
first day of January, was, and stillis ~ ....... o . $

SECOND. The real estate belonging to said company
consists of, ......... ... L L

Amounting altogether to the sumof .. .... ... A
Of which real estate, the portion occupled by the company as
necessary to the transaction of its business, is valued at .. .. §

THIRD. The shares of stock held by said company absolutely, or as
collateral security, were, on the said first day of January, and still are as
follows, viz.:

I. Stock held absolutely.
shares in the capital stock of the bank of
valued at par, $ each share .. . .. . §
(In this manner all the shares of stock held by the company are to be
entered.)
I1. Stock held as collateral security.
shares in the capital stock of the banks of
valued at par, $ ashare . .. . .. .. §

FOURTH. Amount of debts owing to said company on the said first day
of January, 183 ; distinguishing the amount of such debts due from other
monied corporations, with the names, &c., and amount secured by bond
and mortgage or judgment; also the amount which ought to be included
in the computation of losses and the total amount of all such debts then
collectible:

1. Debts due from other monied corporations.
Balance due from the bank, being amount
of cash deposited in said bank to the credit of this company. §

(Here insert all debts duc from other corporations.)

I1. Debts secured by bonds and mortgages.
Bonds and mortgages given by stockholders for their original subscription
of stock, on which interest has been paid to the day of
188 $
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Bonds and mortgages given by stockholders for their subscription, on which
interest has not been paid for the last year (or two or three as the case
may be) ..... ... L o0 o $

Bonds and mortgages for monies loaned on which the interest has been
paid to the day of 18 . ... $
Bonds and mortgages for monies loaned, on whxch the mtercst has not been
paid for the last year (or two or three) oo o3

II1. Debts secured by promissory notes or other personal security.

Promissory notes given for monies loaned, on which the interest has been

paid to the day of 183 e .3
Promissory notes given for monies loaned, on which the interest has not

been paid for the last year; (and if there are any on which installments

of principal are due and unpaid, let the amount so due be stated)

(Here add other personal securities held by the company, and state
whether the payments of interest and principal are rcgularly made.)

IV. Debts in judgment.

Debts in judgment, supposed collectible $
Debts in judgment, supposed not collectible $

V. Debts in suit.
Debts of every kind in suit, but not in judgment, supposed col-
lectible
Debts in suit but not in judgment, supposed not collectible $

FIFTH. The amount of debts which ought, according to the provisions
of article first of title second of chapter eightcenth of the first part of the
Revised Statutcs, to be included in the account of losses, is $ ; of
this sum, $ is considered well secured, but no interest having been
paid thereon the last year, it is according to the requirements of the statute
referred to, included among losses

SIXTH. The amount of debts owing by said company on the first day
of January, 183 , is 3

Of this sum the amount payable on demand is . .. $
The amount due to other moneyed corporations is as follo“ s, viz:
To the bank of $

(Here give the name and the amount duc each corporatlon)

SEVENTH. Claims against said corporation, not acknowledged by it as

debts.
(Here give a description of the claim.)

EIGHTH. The amount for which the said company was, on the said
first day of January, bound contingently on policies of insurance, was §
(If the company is in any other manner bound as surety, or can be made
liable by contingent events, here state the particulars of the liability.)

NINTH. The amount of losses charged on the profits of the company
since the first day of January last,is ... .............
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The amount of losses charged on the capital during the same

time, is, ..., e e .. 3
TENTH. The dividends which have becen made during the year pre-
ceding the datc of this report, amount to $ on each share, being at
the rate of percent per annum; amounting, on the whole capital stock
of the company, to the sum of . o . ¥
ELEVENTH. The average amount for each month during the year pre-
ceding this report, of the debts due to the corporation, was $
The average amount for cach month during the yecar, of the debts due
from the corporation, was . o . R
TWELFTH. The aggregatc Ildblllty of the directors to the company,
as principals, is . %
As suretics $
3
The aggregate amount of stock of the corporation owned by the
directors, is . . Lo . §

THIRTEENTH. The aggregate amount of premiums received during
the year preceding this report, on policies of insurance, has been $
The aggregate amount received during the same period for interest on
loans, or other debts due the company, has been . . . . b



The Annual Statement

The present Annual Statement conforms in all respects to that required
by the Insurance Department of the State of New York. For many years the
statements officially printed by the Insurance Department have differed
from the Company’s own statements to its policyholders in two respects.
In the first place, the Company has computed its insurance reserves accord-
ing to the standard table of mortality, known as the American Table, and
its annuity reserves by a special annuity table, while the State has employed
another standard, known as the Actuaries’ Table, for both insurances and
annuities. The American Table is more modern and more scientific than
the Actuaries’, and its conservatism is shown by the fact that in every year
the death losses of the Company have fallen considerably below the amount
expected according to the American Table. The annuity table employed
by the Company secures larger reserves than those computed by the State
standard, experience having shown that, on the average, persons who buy
annuities live longer than those of like ages who insure their lives. But the
sum of the reserves computed by the Company according to the two tables
has always been decidedly smaller than the State reserve, because the Ac-
tuaries’ table is, on the whole, still more conservative than the American,
in the sense that it allows for a heavier mortality. The Company has how-
cver, for many years, held extra or special reserves to meet particular risks
assumed for extra rates of premiums, for which the State computes no extra
reserve, and it has also provided in its reserves for other contingencies,
such, for example, as the cost of collecting outstanding premiums which are
counted as an asset.

In the sccond place, the State has for many years ruled out one or two
items of assets claimed by the companies, and also the cost of collection
above referred to. The net result of all the differences was that the assets
and liabilities both appeared larger in the Company’s own statement than
in the report of the Insurance Department. To secure uniformity, it was
this year decided to publish the Company’s statement hereafter in accord-
ance with the State form, both as to assets and liabilities, reserving the
right to increase the State liabilitics whenever the Company’s figures should
exceed the State’s, but retaining for the Company’s interval uses its own
long-listed standards conforming both to scientific accuracy and sound busi-
ness judgment.—Fifty-Fourth Annual Report, pp. 15-17.

President McCurdy stated to the Board that, the advantage gained being
that the statement of the Company will in the future conform to the pub-
lished statements of the Insurance Departments of New York, Massachu-
setts, and other states and there will be no further opportunity of explana-
tions of seeming differences. Minutes of the Board of Trustees, Nov. 25, 189g6.



Tontine Policies'

During the past year, a new application of the old idea of Tontine in-
surance has been made by this company. The plan of Lorenzo Tonti, a
Neapolitan, who lived about two centuries ago, was as follows: A certain
number of persons contributed a specified sum of money, without refer-
ence to age or sex; upon the expiration of a given number of years, this
sum, with its accumulations, was divided among the survivors. What are
now called Tontine Dividend Policies arc mcrely the ordinary policies of
the company, with substantially the foregoing plan applied to the divi-
dends. We found that many persons whose inherited traits and personal
vigor gave reasonable assurance of long life, if not cut off by casualty,
were attracted by the plan of accumulating the dividends on their policies
for a given period—say ten years—and then dividing the result among the
survivors. A certain number out of any one class will incvitably die before
the expiration of the Tontine period; and these receive only the face of
their policies. A certain other number will inevitably allow their policies
to lapse, and in this case no surrender value is paid. In the case of the first,
the payment of the face of the policy is an ample return for the money in-
vested, and the loss of the dividend is no hardship. In the case of the
second, it is a matter of voluntary contract, so that no injustice is done.
But the savings from these two sources can hardly fail to be large; and
when distributed among those who are fortunate enough to survive, must
largely increase their dividénds. There can be no doubt that the dividends
on these policies, when declared, will exceed those upon the ordinary
policies. So far, these policics have been popular, and are being taken in
many cases by persons already insured for twenty thousand dollars, and
who prefer the remainder of the company’s full limit—thirty thousand
dollars—on this plan.

1 Twenty-Eighth Annual Report (1870), pp. g-10.



Commission Rates on Different Types of Policies, 1904’

CLASSES A, B AND C.

Twenty-year distribution policies, all forms except single premiums, 8o
percent first year, 10 percent second year and 714 percent for six years
thereafter.

Fiftecn-year distribution policies, all forms except single premiums, 70
percent first year, 10 percent second yecar and 714 percent for six years
thereafter.

Ten-year distribution policies, all forms except single premiums, 65 per-
cent first year, 10 percent second year and 714 percent for six years there-
after.

Five-year distribution policies, all toims except single premiums, 35
percent first year, 714 percent for six years thereafter

CLASS D.
Single premium policies, life policies, 10 percent, endowments 714 per-
cent. Mortuary allotments, contingent upon conditions, 714 percent. An-
nuities of all kinds 5 percent.
If combination policies are issued for single premiums the separate parts
of each premium will carry commission same as above.

CLASS E.
Annual distribution and all other forms of policics, not above provided
for, g5 percent flat, no renewals.

Note.—Business will be regarded as “established” in 1893, when the full
first year’s premium on policies issued in that year shall have been paid in
cash.

In the event of your death while general agent, the Company will pay
to your heirs, executors, administrators or assigns your renewal interest
in said business.

If any of your sub-agents should be dismissed for breach of trust, or
dishonesty, or shall go into the service of another life insurance company,
all his renewal interests in said busincss shall revert to The Mutual Life
tnsurance Company of New York.

Across that paragraph is written in red ink “Canceled, W.R.G.”

In the event of the death of any one of your sub-agents while in the serv-
ice of the company, his renewal interests shall be paid to his heirs, execu-
tors or administrators.

Very truly yours,
WaLTER R. GILLETTE, General Manager.

1 Memorandum to Raymond Agency. Armstrong Investigation, Exhibits, No. 260.



Life Insurance Company State Reports’

(1) All the real property held by the corporation, the dates of acquisi-
tion, the names of the vendors, the actual cost, the value at which it is
carried on the company’s books, the market value, the amounts expended
during the year for repairs and improvements, the gross and net income
from each parcel, and if any portion thereof be occupied by the company
the rental value thereof, a statement of any certificate issued by the super-
intendent extending the time for the disposition thereof, and all purchases
and sales made since the last annual statement, with particulars as to
dates, names of vendors and vendees, and the consideration.

(2) The amount of existing loans upon the sccurity of rcal property,
stating the amount loaned upon property in each state and foreign country.

(3) The moneys loaned by the corporation to any person other than
loans upon the security of real property above mentioned and other than
loans upon policies by the actual borrowers thercof, the maturity and rate
of interest of such loans, the securities held therefor, and all substitutions
of securities in connection therewith, and the same particulars with ref-
erence to any loans made or discharged since the last annual statement.

(4) All other property owned by the company or in which it has any
interest (including all securities, whether or not recognized by the law as
proper investments), the dates of acquisition, from whom acquired, the
actual cost, the value at which the property is carried upon the books, the
market value, the interest or dividends received thereon, during the year;
also all purchases and sales of property other than real estate made since
the last annual statement, with particulars as to dates, names of purchasers
and sellers, and the consideration; and also the income received and out-
lays made in connection with all such property.

(5) All commissions paid to any persons in connection with loans or
purchases or sales of any property, and a statement of all payments for
legal expenses, giving particulars as to dates, amounts and names and ad-
dresses of payees.

(6) All moneys expended in connection with any matter pending before
any legislative body or any officer or department of government, giving
particulars as to dates, amounts, names and addresses of payees, the meas-
ure or proceeding in connection with which the payment was made, and
the interest of the corporation therein.

(7) The names of the officers and directors of the company, the pro-
ceedings at the last annual election, giving the names of candidates and

1 Each company was to report annually on a form provided by the Superintendent of
Insurance according to this excerpt from the New York Insurance Law, 1906, section 103.
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the number of votes cast for each and whether in person, by proxy or by
mail.

(8) The salary, compensation and emoluments received by officers or di-
rectors and where the same amounts to more than five thousand dollars
that received by any person, firm or corporation, with particulars as to
dates, amounts, payees and the authority by which the payment was made;
also all salarics paid to any representative either at the home office, or at
any branch office, or agency, for agency supervision.

(9) The largest balances carried in each bank or trust company during
each month of the year.

(10) All death claims resisted or compromised during the year, with par-
ticulars as to sums insured, sums paid and reasons assigned for resisting or
compromising the same in cach case.

(11) A complete statement of the profits and losses upon the business
transacted during the year and the sources of such gains and losses, and a
statement showing scparately the margins upon premiums for the first year
of insurance ascertained according to the sclect and ultimate method of
valuation as provided in scction cighty-four of this chapter and the actual
cxpenses chargeable to the procurement of new business incurred since the
last annual statement, as cnumerated in section ninety-seven of this article.
A foreign corporation, issuing both participating and nonparticipating
policies, shall make a separate statement of profits and losses, margins and
expenses, as aforesaid, with reference to each of said kinds of business, and
also showing the manner in which any general outlays of the company have
been apportioned to each of such kinds of business.

(12) A statement separately showing the amount of the gains of the com-
pany for the year attributable to policies written after December thirty-first,
nineteen hundred and six, and the precise method by which the calculation
has been made.

(13) The rates of annual dividends declared during the year for all plans
of insurance and all durations and for ages at entry, twenty-five, thirty-five,
forty-five and fifty-five, and the precise method by which such dividends have
been calculated.

(14) A statement showing the rates of dividends declared upon deferred
dividend policies completing their dividend periods for all plans of insur-
ance and the precise methods by which said dividends have been calculated.

(15) A statement showing any and all amounts sct apart or provisionally
ascertained or calculated or held awaiting apportionment upon policies with
deferred dividend periods longer than one year for all plans of insurance
and all durations and for ages of entry as aforesaid, together with the precise
statements of the methods of calculation by which the same have been pro-
visionally or otherwise determined.

(16) A statement of any and all reserve or surplus funds held by the com-
pany and for what purpose they are claimed respectively to be held.



Contemporary Description of The Mutual Life Building

The original Mutual Life Building, as occupied in 1884, consisted of 8
stories facing on Nassau Street, with what were then known as “pavilions”
extending down Cedar and Liberty Streets. In an early description (1884) the
following observations were made with regard to its construction:

The work is of the most solid and enduring character. The foundations
have been designed with great care to insure equal pressures under every
part of the superstructure. The piers are properly proportioned to sustain
the weights, in their sectional areas and heights, according to the several
materials of which they are built. The basement and first stories are of
granite. The other storics, up to the eighth, are of a beautiful limestone from
Indiana.

The interior construction is mainly of iron, consisting of rolled beams
supported on plate girders which rest on cast and Phocnix wrought-iron
columns. The building is entirely fireproof, the spaces between the beams
being spanned with fire brick, and the bottoms of the beams being protected
with the same material, which is an unusual precaution. Most particular at-
tention has been given to ventilation, and the heating will be complete, al-
though by direct radiating coils, yet from the manner of introducing fresh
air the best effects will be obtained. Steam will be furnished by the Steam
Heating Company, although boilers will also be provided. Provision will be
made for both gas and electric lighting, as well as for all the latest appliances,
such as telephones, electric call-bells, etc. An artesian well will assist in sup-
plying the building with water, and now yields an ample supply of pure
water.

The style is an adaptation of the Italian Renaissance. The fagade is di-
vided into three features, the central part recessed and flanked by pavilions
on Cedar and Liberty Streets. An arcade, the pilasters of which will be or-
namented with flutings and richly carved capitals, has arches spanning the
spaces between. The main cornice is bold in design.

The portico is the most highly wrought feature of the fagade, and is both
striking and imposing. It is two storics in height, flanked by massive granite
columns. The capitals of both columns and picrs are exccuted in white mar-
ble. The ceiling is vaulted and panclled, and the piers are covered with
Renaissance carving. The capitals of the piers have heads typical of Europe,
Asia, Africa, and America carved upon them, modelled and executed in a
masterly style. This work was done by Mr. Samuel Kitson, from Rome. There
will be an ornamental bronze gate at the portico entrance.

The main entrance hall leading to the elevators will be finished most
substantially in white marble, to make it as light as possible. The elevator
doorways will be trimmed with the above-named material and the openings
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guarded by strong and ornamental brass grill work. The finish of the main
office of the company, on second and third floors, will be handsome and dig-
nified, while being free from extravagance. The columns will be of scagliola,
with Corinthian capitals. A white marble wainscot of plain design will sur-
round the room. The offices for renting will be most attractive in finish. A
noticeable feature is the ample provision for light and air, the windows be-
ing unusually large in proportion to the piers, although the grouping and
the depth of joints of the piers are so arranged as to give them great solidity
in appearance as well as in fact.

The engineering throughout the work has been most thorough, the archi-
tect having placed Thomas E. Brown, Jr., C.E,, in charge of this work.

The impression produced so far gives promise that the work when finished
will be imposing and elegant, with sufficient plainness or severity to give
dignity, relieved in certain parts with enrichments, giving value to the rest;
a work of which the city may well be proud.



Memorandum by the President of The Mutual Life, 1858

To THE MEMBERS OF THE FINANCE COMMITTEE

Believing that the time has arrived when you should deliberately mature and
settle the question of the propriety of loaning a more considerable amount
of the funds of this Company on improved Farming lands in the best sec-
tions of this state, I beg to call your attention to some facts and considerations
upon this subject; and, upon our loans generally.

The class of securities held by this Company on Real Estate is unquestion-
ably of a high order. But while no loan is made where the security, at the
time, is not entirely satisfactory to the Finance Committee, and where they
do not deem the property mortgaged abundantly sufficient, at a forced sale
for cash to repay the loan and all charges connected with it, yet there is a
decided difference in the inirinsic stability of the different classes of property
mortgaged to this Company.

The highest grade of security for loans, is, a mortgage on cultivated and
productive land worth enough in cash at all times to repay the loan upon
it,—with a good personal bond attached.

Such property is ordinarily indestructible, and does not require any col-
lateral support like Fire Insurance. This class of security is very limited in
our cities, and when offcred is usually taken at a low rate of interest.

In this Company we are practically obliged to forego another class of
securities, named in our charter, of a very high order—the Stocks of the
United States and of the State of New York, and for this reason:—

These Stocks are issued bearing a low rate of interest, and in addition they
ordinarily bring a premium upon their par value, thus reducing still further
the net income received from such investment.

As these Stocks are made by law the basis of Banking operations, it is
obvious that such Institutions or individuals who use them for this purpose
can afford to pay more for them than this company can, as they not only
receive the income they pay, but also the Bankers’ profit they bring. Large
amounts of these securities also go abroad where parties are content with a
small interest and a safe investment—but whether this Company shall invest
in securities of this description paying from 4 to 5 percent per annum, or
upon others believed to be equally safe at 7 percent is a question of very
easy and prompt solution.

Whether the advantage offered by City property, of ready sale for Cash on
a given emergency, at a moderate concession from the market estimate of
value, more than counterbalances the greater liability to depreciation and
loss from any great national calamity, like war, or from municipal disturb-
ance, or from the ravages of epidemic or pestilential disease, is a question
which we have not the data to determine.
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Of one thing we may be certain; that in a Company like this, where funds
must necessarily increase rapidly, and to a large amount for a time, but which
funds are sure to be needed in discharge of absolute liabilities, it is not wise
to place all, or nearly all, our assets on securities in any one locality or upon
any one class of Real Estate.—

The next class of property in point of security is, good, convenient,
moderate-priced dwellings or warehouses in this City well situated, and with
a satisfactory Bond, and Fire Insurance Policies properly guaranteed and
assigned. This is and has been, a favorite class of security with this Company.

The class next to this which we are asked to receive as security, is high-
priced property in particular localities, often of a fancied value and liable
to fluctuation, or tenement houses where the wear and tear and depreciation
is often rapid; or buildings used for hazardous mechanical, or other purposes.
The liability to deterioration and loss in one case cannot well be provided
against, and in the other the hazard can only be covered through the uncer-
tain resource of Fire Insurance. Such loans we endeavour to avoid, and if
taken for sccurity, only for a moderate percentage upon our own valuation.

Another class of Securities is, vacant lots in this city. These we have as a
rule avoided, because they yield no income, while the taxation, assessment,
interest, etc. subject them to a heavy annual tax, which if the Bondsman fails
to pay, might throw an inconvenient amount of unproductive property on
the Company.

Another class of Bonds and Mortgages have been of late frequently offered
to the Company. These are upon Country Seats in the vicinity of the City,
on which in many cases large sums have been expended in ornament and
buildings, and where the land is valued at a price far beyond what it could
be made to yield an income on, {or any farming or horticultural purposes.

The stability of the present values of such property depends very much
upon the caprices of fashion, or upon ascertained causes regarding the health-
fulness of the Situation,

That, as the City increases in population and business and in wealth, these
Country-residences will be multiplied in some form and in some positions
cannot be doubted: but the means of locomotion are so various and extended,
that a large area of country with a great varicty of choice is opened to our
citizens, and it is therefore quite probable that the high value now placed
upon property in some fashionable positions may not be long sustained.

The Company is also constantly called upon to make loans on property
in the cities in the interior of this State. Loans have from time to time been
made in the Cities of Buffalo, Rochester, Oswego, Syracuse, Utica and Albany.
In some or all of thesc Cities the loans where the property is well situated,
may be as stable as in any other. We ought not however to lose sight of the
fact that many of our interior cities were founded to mecet the necessities
and convenience of our citizens before our Railways were constructed.

That system of travel and conveyance has wrought a prodigious change,
and has been as destructive to many of our interior cities and villages, as it
has been to stage coaches and canal packet-boats.

New towns have sprung up under the Railway system and a few of the
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old have increased in population and business under it, but it is believed
that its effect upon many of our cities will be gradually to destroy them. Some,
indeed, have all the elements of solidity and prosperity within themselves in
their central position, agricultural and mincral wealth, like Syracuse: or like
Buffalo, in its frontier position and its large commerce: while Rochester,
Oswego and Albany have some peculiar advantages from their positions, or
water-power for manufacturing purposcs, or from agricultural wealth, which
will be permanent to a certain extent.

While the history of the effects of our Railway system upon the cities of
the interior is undeveloped and unwritten, it would be manifestly unsafe to
extend to any very considerable number of them loans on securities which
are liable to be quite shifting and uncertain. In the cities above named we
have made loans to the extent of about $400,000.

The Company has occasionally had applications for loans on Farms.

Whenever made they have, in compliance with the rule of the Finance
Committee, never exceeded 4o percent of the value of the land; excluding the
Buildings.

While the Finance Committee have always conceded the great stability
and safety of these loans depending upon land which is ordinarily indestruct-
ible, and needing no collateral security, except the Bond that accompanics
the Mortgage—yet they have almost universally declined these applications,
either because they were not personally acquainted with the value of the
property proposed, or did not know of safe and competent persons to make
the appraisal, and present the facts; the Committee very properly declining
to loan the moncy to the Company unless they were fully satisfied of the
security offered.

Two other considerations have also influenced them to a certain extent,
viz.—the smallness of the loans sought, and an anticipated want of prompti-
tude in the payment of the semi-annual interest.

While satisfactory sccurities for the larger proportion of our funds could
be obtained as heretofore in this city, there has been no particular pressure
upon us to seek to remove these difficultics to loans upon Farms,

But we have now arrived at a period (of uncertain duration) when we must
further lower our rate of interest or take securities of an inferior class or
loan upon Farming lands.

The present abundance of money and the scarcity of first-class Bond and
Mortgage securities in this city, will render this for the present inevitable.

The first alternative should be avoided if possible, as the present low price
of money, it is belicved, is to be of but transient continuance; while it would
be very difficult after reducing the rate of interest to get it back to the full
legal standard. The second alternative being wholly inadmissible, the third
alternative then demands our deliberate consideration.

Without admitting the claim made by the citizens of the interior of the
State that as this Company was chartered by its Legislature, and that a por-
tion of the funds being drawn from all parts of it, all have therefore a right
to a distribution of its loans, yet as this institution has much to maintain in
its present position in freedom from taxation, and other advantages, it is
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wise and proper where it can be done without any sacrifice of principle, or
of security to its funds, to create friends in every section who may be called
to the aid of the Company in case of any threatened invasion of its present
chartered and legal rights.

From inquiries recently made, it is believed that Farmers in the central
counties of Oneida, Onondaga, Cayuga, Senecca, Yates, Ontario, Monroe,
Genesec, Livingston, Niagara and Erie (where the lands are highly produc-
tive and their produce is readily marketable), are willing to mortgage their
farms to the Company for ¥;th to %;ths of the value of the land and to make
the interest payable semi-annually in New York. In these counties the titles
are mostly direct, simple and easy to be verified.

After much inquiry of Trust Companies and individuals who have loancd
largely to Farmers, I have been led to the belief that while no class of secu-
rities is more safe than farming land the interest on none is more promptly
and cheerfully met.

Many substantial Farmers desire money to buy more land adjoining theirs;
to start a son in business; or to improve or extend their farming operations;
and in giving security on their Homestead, where they expect to live and die,
give the best pledge for promptitude in responding to all demands for prin-
cipal and interest.

It is belicved that men of sound judgement and integrity may be found
to act as appraisers of property in scveral sections of this State, and that
lawyers of prudence and skill may also be found who, under the direction
and superintendence of our Counsel here, may furnish such titles as will
prove entirely satisfactory; and without cost to the Company.

Awaiting the action of the Finance Company before proposing for ap-
proval the names of persons to act as appraisers, or any general system for the
management of these loans, if authorized.

I am very respectfully,
Your obt. Serv’t.
[Signed] F.S. WINsTON,
President



Reflections on Investments in Securities, 1889"

It is reasonable to believe that the evils which have resulted from reckless
railroad management are reaching their culmination: certainly they have
attained an extent and enormity which now command the serious attention
of investors and will compel the adoption of legal remedies. For some time
the State of Massachusetts has followed the excellent practice of Great Britain,
by placing restrictions upon railroad building. Last year an attempt in the
same direction was made in this State: and it is a reasonable hope that not
only will other states adopt a like course, but that even the United States
Government will, through its control of interstate transportation, enact such
restrictive laws as to prevent the reckless and unnecessary construction of
roads which can never be profitable in themselves and serve to destroy the
value of other properties—which in fact are frequently built not with the
object of furnishing transportation facilities, but simply to enrich their
projectors.

Not only in this feature of railroad management are we as investors inter-
ested, but also in the irresponsible method of keeping accounts by which
often those who own the railroad properties are kept in ignorance of their
true condition.

When we consider that nearly six hundred varieties of bonds are dealt
in upon the New York Exchange, it becomes evident that the adoption of a
uniform system of audit or of some certified method of showing the tangible
assets and business of a corporation, is a matter of first importance to those
who are expected to buy its securities.

1 Minutes of the Finance Commiltee, Jan. 23, 1889, tieasurer’s report.
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TABLE 47
GROWTH OF THE MUTUAL LIFE INSURANCE COMPANY OF NEW YORK

1843-1870 0
NEW BUSINESS INSURANCE IN FORCE

YEAR No. of Policies Amount No. of Policies Amount

1843 470 $1,640,718 400 $1.480,718
1844 616 1,968,922 go8 2,960,083
1845 1,047 2,858,817 1,873 4,896,190
1846 1,086 2,504,195 2,710 7,785,236
1847 1,467 3,756,603 3,620 9.997.813
1848 1,505 $.427428 4,739 12,102,258
1849 1,756 4,074,490 5/799 14,044,213
1850 1,363 3,103,200 6,242 15,886,181
1851 978 2,284,344 6,473 16,326,275
1852 1,061 2,967,183 6,773 17,560,688
1853 1,259 3679744 7:390 19,642,833
1854 1,567 4,720,600 8,118 22,082,688
1855 1,698 5,498,515 8,778 24,904,110
1856 2,041 5.878,457 9,791 28,024,012
1857 1,863 5,852,087 10,390 30,481,302
1858 1,728 5,476,230 10,993 32,575,099
1859 1,721 5,343.325 11,832 35:319:279
1860 1,701 5,051,291 12,591 40,159,128
1861 1,221 3,816,325 12,095 38,188,122
1862 1,833 4,812,750 12,972 39,989,692
1863 2,842 8,591,175 15,04 § 52,615,656
186.4 $.998 13,178,195 17,943 61,968,708
1865 7,339 26,415,057 24,143 84,651,136
1866 14,783 51,706,133 36,430 120,281,062
1867 19,056 62,061,915 49,407 164,107,469
1868 18,877 59,022,136 60,872 199,818,578
1869 © 15,445 42,232,872 68,119 216,943,902
1850¢ 12,468 33,458,217 71.271 242,004,489

e The figwes used in this table are from the New York Inswance Department. This
source, rather than the Company’s books, is cmployed because the state has used the same
basis of valuation for all companies, whereas the various companies have at times employed
different bases of valuation. To use figures that are arrived at by the same method allows
intercompany comparison. The state itself has changed its basis of valuation. Until the
founding of the state insurance department in 1860, company figures were, of course, the
only ones available. In 1866 New York adopted the English Life Table No. g for Males
(Farr No. 8 Table) with interest at 5 percent as the basis of valuation, that is, of estimating
the amount of reserve which with future net premiums and interest is nccessary to pay the
claims which are going to fall due. In 1868 New York changed to the American Experience
‘T'able. For further changes see pp. 156, 357. Other differences between New York State
Insurance Department figures and company figures are owing to items disallowed or corrected
by the state.

b Year ended January g1 up to this year.

¢ December $1.

3
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TABLE 49
GROWTH OF THE MUTUAL LIFE, 1870-1906 ¢

NEW BUSINESS INSURANCE IN PORCE

YEAR No. of Policies Amount No. of Policies Amount
1870 12,463 $33.458,217 71,271 $242,004,489
1871 12,189 35,357,683 79,864 228,770,867
1872 12,184 39,865,277 78,146 264,508,682
1873 16,416 56,560,598 86,416 289,505,789
1874 12,756 38,126,906 90,914 801,878,726
1875 9,843 28,081,122 92,393 805,057,221
1876 9,344 32,127,693 92,125 301,278,037
1877 8,494 20,491,920 91,553 294,488,311
1878 8,870 28,299,818 91,828 200,774,315
1879 12,210 38,394,554 95,423 298,760,867
1880 10,106 33,700,759 97,978 306,002,164
1881 10,607 34,760,755 101,490 315,000,187
1882 11,416 87,234,458 106,214 320,554,174
1883 11,538 37,820,597 110,990 342,046,032
1884 11,197 84,687,989 114,804 ©51,789,285
1885 14,880 46,548,894 120,882 368,952,887
1886 18,681 56,808,214 120,846 398,776,174
1887 22,323 69,641,110 140,830 427,588,859
1888 82,597 108,346,034 158,190 482,050,579
1889 44,533 151,962,063 182,013 565,839,887
1890 48,973 161,365,921 205,504 638,041,180
1891 53,182 172,708,868 224,815 695,484,158
1892 57,186 162,929,748 246,650 745,780,083
1893 76,369 212,426,850 273,213 802,867,478
1894 82,132 211,551,887 208,515 854,710,761
1895 59,3120 158,861,032% 314,0240 898,458,857%
1896 53,786 135,679,834 326,775 917,930,911
1897 57,641 140,682,461 842,642 935,602,381
1898 54,182 134,118,295 359,758 970,496,975
1899 69,487 169,246,871 397,340 1,051,247,540
1900 75,881 176,006,030 489,440 1,139,940,529
1901 83,148 194,371,100 488,613 1,241,688,430
1902 92,537 206,676,185 543,194 1,340,748 659
1903 98,865 215,102,648 598,972 1,445,228,681
1904 109,967 231,508,259 659,544 1,547,611,660
1905 88,971 183,265,162 689,321 1,589,549,468
1906 41,667 90,550,892 661,925 1,517,257,180

a Spectator Insurance Yearbook, 1911.
b Change made from “issued” to “paid for” basis. This change resulted in a reduction of

about 20 percent. Minutes of the Agency Committee, January 24, 1898,
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Year Discontinued panies

1907
1908
1909
1910
1911
1912
1918
1914
1915
1916
1917
1918
1919
1920
1921
1922
1928
1924
1925
1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1986
1937
1938
1939
1940
1941
1942

Number of Number
Companies of Com-

4 160
9 171
5 189
5 214
9 240
18 250
19 260
13 250
20 238
15 241
12 241
8 244
8 266
1 272
7 288
7 286
15 291
17 297
13 308
14 822
1 319
21 331
21 353
25 352
37 312
35 328
27 318
16 313
14 310
19 315
14 308
21 306
19 806
30 305
- 804
303

Ordinary Insur-
ance in Force
$11,486,115,758
11,850,032,581
12,452,089,063
13,227,218,168
14,578,410,598
15:555:901,171
16,587,378.943
17,425,501,137
18,307,041,164
19,806,566,920
21,933,103,782
23,954,716,389
28,169,156,207
33:454.645,628
36.378,537.873
39.557.051,825
44,227,342,307
49,2 11,424,055
54.519,175,903
59,031,334,698
65,048.872,587
%70,486,4438.610
76,122,995,815
79,774,840,870
80,657,110.445
73,780,240,425
71,918,829,182
71,208,680,254
71,963,295,305
78,737,604 .620
76,071,004,279
77,205,498.802
78,813,619,059
81,0069,214,925
84,363,734.575
87,125,338,117

TABLE 50

GROWTH OF LIFE INSURANCE

New Insur-
ance Ordi-
nary Written
$1.345.147.040
1,468,934,726
1,655.899,059
1,822,260,287
2,097,156,590
2,240,434.665
2,540.816,531
2,456,548,936
2,599,719,781
$,171,392,083
3,727,035.2 14
3.847.234,670
6,476,218,982
7:916,755.633
6,635,810.279
7,160,327,218
8,611,795,436
9:301,477,191
10,563,127,810
11,014,741,923
11,404,908,728
12,257,461,655
12,957,511,853
12,604,028,817
11,321,430,409
8,011,083,197
8,202,524,012
8,312,739,221
8,113,266,242
8,072,836,785
8,151,282,602
7,506,256,192
7,260,195,023
7:305,726,736
8.374,867,503
7,386,570,013

o From Stalson, Marketing Life Insurance, pp. 752-753,
Year Book.
b All companies on a paid for basis after 1906.
¢ National Bureau of Economic Research.
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Industrial

Insurance

in Force
$2,577.246,8%1
2,668,919,696
2,967,596,031
3:177,047.874
8:424,369,841
3.708,892.514
3.997.091,002
4.163,671,236
4427.469,215
4,811,041,900
5,223.415,465
5,708,198,032
6,607.011,093
7,189,852,248
8,000,119,747
8,886,519,078
10,107,256,433
11,343,740,085
12,823,680,595
14,187,164,765
15,548,488,326
16,685.581,197
17,901,996,673
18,287,408,290
18,274,132,216
17,265.389,781
17.151.472.848
17,650,708,523
18,297,543,092
19,463.951.533
20,591,183,413
20,985,704,708
21,140,150,492
21,343,634,075
22,280,022,213
23,345,412,020

Group
Insurance
in Force

$12,244,175
61,708,505
32,490,450
212,395,513
1,103,958,473
1,636,892,651
1,598,742,713
1.817,189.277
2,168,935.567
3:104,576,412
4,299,271,187
5425,987.646
6,429,742,511
8,034,289,884
9,121,447,985
9,886,028,572
9,054,011,233
0,108,742,326
8,911,741,717
9,503.022,369
10,469,576,619
11,165,649,771
12,910,268,267
12,808,190,400
14,022,7 18,996
15,381,535,003
18,029,180.782
19,862,008,178

and the Spectator Insurance



IN AMERICA, 1907-1942 ¢

Totad Insur-
ance in Force
$14,063,362,639
14,518.952,277
15,419,685,094
16,404,261,042
18,002,780,439
19,264,793,685
20,584.469,945
21,589,172,373
22,770,754,58 1
24,679.312,325
27,189,009,697
29,870,309.934
$5,880,116,583
42,281,390,527
15,988,400,333
50,290,710,810
56,803,534,307
63,779,740.552
71,642,127,685
78,492,142,387
87,022,108,421
95,200,314,691
103,146,440,473
107,948,277,732
108,885,562,89.¢
100,154,872,532
97,985,018.747
98,542,411,1 {6
100,730,415,016
104,667,205,924
109,572,459:959
111,054,688,910
113,976.518.547
117,794,384,063
124,678,237,570
130.332,848,315

DISTRIBUTION AS PERCENTAGE

Ordi-
nary
81.67
81.62
80.75
80.63
80.98
80.75
80.58
8071
80.38
80.26
80.67
80.20
78.51
79.12
79-11
78.66
77.86
77.20
76.10
75.21
474
74:04
73.80
73-90
74.08
7367
73-10
72:35
7141
70-45
69.43
69.57
69.15
68.82
67.67
66.84

OF TOTAL
Indus-
trial

18.33
18.38
19.25
19-37
19.02
19.25
19.42
19.29
19-44
19-49
19.21
19.09
18.41
17.01
17.41
17.67
1779
17.79
17.90
18.08
17.87
17.52
17.36
16.94
1678
17.24
1751
17.91
18.17
18.60
18.79
18.90
18.55
18.12
17.87
17.91

Group

0.8
0.25
0.12
0.1

Reference Dates of
Business Cycle ¢

Peak, May; recession, June
Trough, June; revival, July

Peak, Jan.; recession, Feb.

Trough, Jan.; revival, Feb.
Peak, Jan.; recession, Feb.
Trough, Dec.
Revival, Jan.

Pcak, Aug.; recession, Sept.
‘T'rough, April; revival, May
Peak, Jan.; 1ecession, Feb.
Trough, Sept.; revival, Oct.

Pcak, May; recession, June
Trough, July; revival, Aug.

Pcak, Oct.; recession, Nov.
Trough, Dec.
Revival, Jan.
Peak, June; recession, July

Trough, Mar.; revival, April

Peak, May; recession, June
Trough, May
Remaining years are not avaiiable.
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TABLE §1
GROWTH OF THE MUTUAL LIFE, 1907-1943

NEW BUSINESS INSURANCE IN FORCE

YEAR No. of Policies Amount No. of Policies Amount

1907 19,524 $48,720,050 641,213 $1.452,752,408
1908 34,229 93,926,992 639,746 1,438,399,803
1909 43,809 102,040,633 645,328 1,441,323,848
1910 47:598 117,990,428 654,683 1,464,024,396
1911 54,817 137,576,110 671,053 1.504,974,662
1912 62,385 158475812 691,047 1,550,888,063
191§ 65,739 160,035,366 712,527 1,598,466,078
1914 61,231 147,720,038 723,829 1,612,574,168
1915 61,330 148,176,711 734,560 1,686,538,11%
1916 70,921 175,377,932 756,623 1,687,797,276
1917 74,303 201,320,720 783,899 1,773,411,526
1918 65,642 201,809,064 802,366 1,861,881,953
1919 108,696 347,639,513 864,539 2,089,171,357
1920 121,950 415,684,409 929,511 2,357,973,121
1921 95415 332,116,624 947,900 2,472,651,779
1922 104,087 869,645,678 976,358 2,630,603,737
1923 121,482 424,184,966 1,016,053 2,817,761,195
1924 123,249 426,577,372 1,056,973 $,008,991,612
1925 131,496 467,357,946 1,112,680 3,255,615,753
1926 130,835 486,544,777 1,171,263 3:513,578.813
1927 130615 494,733,652 1,227,698 3,762,898,499
1928 181,056 512,340,104 1,286,016 4,025,874,008
1929 135,896 530,447,168 1,847.097 4,298,774,546
1930 124,392 467,580,119 1,388,448 4,464,278,069
1931 95,188 359,619,757 1,384,815 4,450,294,284
1932 84,008 206,624,031 1,336,382 4,226,616,174
1933 93,965 264,703,489 1,270,351 3,903,658,8g0
1934 87,351 252,965,171 1,233,706 8.744,186,170
19385 83,611 266,097,986 1,222,570 $,708,081,401
1936 84,744 . 250,663,340 1,227,629 3,712,259,614
1937 87,308 269,154,537 1,242,531 8,758.762,033
1938 92,818 267,461,084 1,260,818 $,787,704,506
1939 75,017 201,782,621 1,257,221 $,740,731,467
1940 74,766 193,449.925 1,259,354 3,705.911,798
1941 66,712 187,808,605 1,257,901 3,678,249,263
1942 59,454 164,810,502 1,257,496 3,644,202,486
1943 56,160 177,482,626 1,264,209 $,659,982,397

@ Includes dividend additions; excludes revivals and increases. Source: Mutual Life annual
statements.
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TABLE 52
SURRENDERS AND LAPSES, 1870-1906 ¢

All Companies Reporting to New York Insurance Department

Year Surrenders Lapses b Year Surrenders Lapses d
1870 $59.805,149 $175,888,860 1889 $56,897,965 $138,996,777
1871 78457761 214,919,514 18g0 67.323.414 171,674,879
1872 74,078,715 190,283,427 1891 69,760,365 256,821,703
1873 86,541,535 186,716,581 1892 92,663,678 261,764,011
1874 92,796,824 179,023,161 1893 111,851,382 290,939,614
1875 79+774,666 142,003,483 1894 136,091 827 334,048,787
1876 84,548,242 128,652,153 1895 185,022,826 282,768,964
1877 89,017,554 98,800,015 1896 136,630,809 288,107,830
1878 72,489,046 78,936,466 1897 131,457,523 274,288,306
1879 51,257,450 54,066,929 1898 105,048,285 289,118,285
1880 87,453,801 42,787,694 1899 103,462,261 285,204,282
1881 33,016,732 41,809,149 1900 89,436,052 335.428,323
1882 38,120,541 48,678,111 1901 99,305,385 209,712,956
1883 36,708,240 57,236,963 1902 110,417,008 384,420,876
1884 42,103,980 77,850,963 1903 128,379,968 352,843,070
1885 43,882,293 79,268,220 1904 151,214,509 422,366,968
1886 45,035,381 80,895,034 1905 191,416,929 452,759,491
1887 48,356,157 91,400,252 1906 234,115,452 452,215,839
1888 54,153,514 121,018,284

a Source: New York Insurance Department reports.
-b Lapse in this case means voluntary termination, usually during the first three years that
a policy is in force, without surrender value.
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TABLE 53

SURRENDERS AND LAPSES, 18701906 ¢
The Mutual Life

Year Surrenders Lapses b Year Surrenders Lapses b
1870 $10,289,591 $9.394.825 1889 $9.514.813 $20,995,423
1871 8,281,805 18,724,050 1890 12,843,914 28,537,548
1872 12,0 19.000 5,103,595 1891 59,309,726
1873 8,209,110 8,407,210 1892 19,221,300 44,188,940
1874 9,476,700 9,531,200 1893 24,464,505 59,170,813
1875 10,300,666 8,183,499 1894 27,721,360 62,873,450
1876 11.413.880 8,252,170 1895 30,353,488 48,063,353
1877 21,157,922 1896 32,408,046 64,141,163
1878 19.585,632 4.962,732 1897 32,102,401 71,228,270
1879 14,156,338 5,880,344 1898 9,708,959 68,810,705
1880 10,627,073 6,735,110 1899 21,872,288 13:395,000
1881 9,196,259 5,150,394 1900 6,165,105 60,892,223
1882 8,893,235 5:154,454 1go1 7,034,134 57,608,548
1883 7,321,129 5,502,813 1902 11,149,372 61,701,961
1884 8,171,214 6,105,779 1908 15,492,944 62,012,878
1885 9,529,905 7,001,784 1904 16,896,941 74,909,054
1886 10,595,373 6,997,160 1905 23,759,386 82,116,481
1887 9,341,038 9,773,791 1906 34,810,023 85,212,351
1888 9,632,833 11,896,223

a Source: Mutual Life annual statements.
b Lapse in this case means voluntary termination, usually during the first three yeais that
a policy is in force, without surrender value.
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Year
1907
1908
1909
1910
1911
1912
1918
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924

Surrenders
$211,008,495
216,053,655
250,031,006
236,729,678
252,334,180
276,616,499
339,862,748
862,744,881
887,696,748
841,762,213
284,834,404
269,162,300
318,621,289
330,146,683
440,616,139
613,563,184
639,069,005
697,930,539

TABLE 54
SURRENDERS AND LAPSES, 1go7-1941 ¢

All Companies Reporting to New York Insurance Department

Lapses b

$307.639.953
307,831,148
270,909,576
276,196,939
325,738,487
366,276,434
383,606,555
427,675,869
430,697,208
384,087,776
397,357,091
448,047,619
475:949:527
749,985,625
1,103.796,369
1,226,094,007
1,151,569.325
1,414,912,635

Year
1925
1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941

a Source: New York Insurance Department repoits.
b Lapse in this case means voluntary termination, usually during the first three years that

a policy is in force, without surrender value.

Surrenders
$748.157.303
860,611,009
1,065.588.555
1,125,595,550
1,357,285,345
1,691,816,280
2,240,324,172
$:509,363,836
$.581,186,621
2,509.712,027
1,947,685,105
1,436,047,145
1,231.999.770
1,106,920,691
1,388,739.820
1,231,288,915
1,066,320,926

Lapses b

$1.458,221,877
1,796,390,857
2,151,573,164
2,044.182,536
2,252,412,851
2,769,950,898
2,018,178,716
3,230,040,897
2.,533.590,360
1,892,061,856
1,736,624,759
1,140,251,725
1,421,151,169
1.573,753,170
1,111,673,600
993.172,759
903,299,588
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TABLE 55

SURRENDERS AND LAPSES, 1907-1943 ¢
The Mutual Life

Year Surrenders Lapses b Year Surrenders Lapses d
1907 $38.466,712 $36,005,622 1926 $96,283,339 $75.782,468
1908 49,513,535 21,743,383 1927 92,043.486 83,459 713
1909 42,834,678 19.477:463 1928 87,305,916 74,639,129
1910 $6,462,861 24,899,559 1929 98,918,272 71,324,677
1911 86,653,721 27,817,209 1930 115,296,810 94,795,864
1912 89,077,507 34,906,007 1931 161,600,349 107,847,769
1913 41,891,128 86,510,971 1932 287,504,951 106,986,671
1914 54,031,855 83,028,808 1933 361,114,092 87,892,043
1915 56.278,957 31,502,069 1934 219,307,910 71,994,218
1016 51,602,771 28,864,211 1935 141,980,021 60,696,743
1917 47,060,502 27,177,426 1936 107,847,217 45,568,351
1918 40,485,067 20,193,212 1937 95,497,127 41,190,559
1919 48,234,562 27,337,085 1938 104,310,081 51,122,614
1920 57,668,230 43,041,372 1939 109,975,056 52,227,632
1921 76,190,514 94,149,626 1940 97,906,562 46,355,722
1922 90,252,933 66,675,016 1941 90,897,977 41,070,267
1923 92,870,797 64,153,304 1942 75,206,916 87,524,958
1924 99,380,733 72,865,733 1948 46,696,835 87,121,491
1925 94,061,479 71,664,328

¢ Source: The Mutual Life annual statements.
b Lapse in this case means voluntary termination, usually during the first three years that
a policy is in force, without surrender value. '
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Year
1907
1908
1909
1910
1911
1912
1913
1914
1915
1916
1917
1018
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
1031
19382
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943

TABLE 56

GROWTH OF THE ANNUITY BUSINESS, 1907-1943 ¢

The Mutual Life

Premiums Received
for Annuities
$540,364
606,136
606,342
524,807
447128
864,506
498,308
485,761
513,959
546,422
559,440
454,549
667,934
589,595
838,208
378,083
583,840
773,862
1,204,939
1,054,008
1,663,606
3,750,929
3,774,391
4,751,168
6,402,883
5,887,512
12,603,026
22,343,637
39,772,968
21,694,820
16,280,830
12,839,809
13,182,807
6,279,607
6,591,383
5,325,233
4585413

Total Life Insurance Premiums
and Annuity Premiums
$55.335.853
58,446,907
52,478,968
52,630,796
53,630,518
55,690,287
57,022,800
57,010,963
58,226,106
60,352,991
63,564,255
66,214,098
77,038,618
85,652,598
90,309,699
97,887,905
104,268,100
112,678,870
123,019,771
132,462,732
143,664,178
157,682,175
165,412,110
170,050,704
171,679,938
162,425,330
153,655,234
164,132,881
187,126,716
159,575,600
154,524,584
149,731,771
144,077,389
188,944,112
182,325,826
127,436,189
126,616,902

Percentage
1.0
1.0
1.2
1.0
0.8
1.6
0.9
0.9
0.9
0.9
0.9
0.7
0.9
0.6
0.9
0.4
0.6
0.7
1.1
0.8
1.2
2.4
2.3
2.8
37
3.6
8.2
13.6
21.8
13.6
10.5
8.6

9.1

a Excludes supplementary contracts. Source: The Mutual Life annual statements.
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TABLE K7
NEW YORK STOCK EXCHANGE, 1870-1gog ¢

Bond Par Value
Transactions, of All Stock

Number Par Values Listed Bonds Number Transactions Number

of Bond (Inthousends  (In thousands of Stock (In thousands of Shares
Year Issues Listed  of dollars) of dollars) Issues Listed of dollars) Listed
1870 200 .. 143
1871 208 . e 147
1872 230 .. N 158
1873 271 .. 158
1874 279 . 152
1875 348 163
1876 345 N 160
1877 334 . = 163
1878 829 .. e 159 .
1879 347 571,807 . 174 72,766
1880 408 643.657 . 219 95,737
1881 445 486,300 .. 250 117,079
1882 583 203,459 . 284 116,733
1883 571 313,893 - 304 97,939
1884 610 526,926 .. 315 95,947
1885 628 681,823 . 310 92,987
1886 63 649,301 293 103,953
1887 678 373,604 808 85,819
1888 704 363,183 338 65,821
1889 727 414,831 .. 346 73,220
1890 742 406,101 : 354 70579
1891 760 392,163 . 812 68,902
1892 833 500,349 o 375 86,498
1893 874 364.957 e 388 80,645
1894 900 358,222 . 387 19,317
1895 921 520,399 . 870 66,630
1896 936 393,695 . 383 54,448
1897 905 514443 379 77545
1898 884 913.729 . 890 113,685
1899 881 835,056 . 388 175,389
1900 839 579,293 5.841,042 377 138,981 56,090,180
1901 827 994.554 6,045,526 376 261,935 63,069,208
1902 855 893,049 6,833.890 379 186,715 76,186,285
1903 891 686,435 8,337.335 884 158,497 81,211,129
1904 903 1,032,655 8,703,519 883 186,921 82,781,445
1905 907 1,026,254 9,117,263 874 260,569 82,475,783

@ From information provided by the New York Stock Exchange. No official figures have
been compiled for dates prior to those given in the table.
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TABLE 5Q

CORPORATE ISSUES BY CLASS OF SECURITY (NEW CAPITAL AND
REFUNDING), 1912-1943 ¢

(In millions and tenths of millions of dollars)

Long-term Short-term
Year Total Bonds & Notes Bonds & Notes Stocks
1912 2,253.6 1,849.5 904.1
1913 1,645.7 1,193.9 451.9
1914 1,436.5 1,174.7 261.8
1915 1,435-4 1,110.6 $24.7
1916 2,186.5 1,405.0 781.5
1917 1,530.0 1,075-5 4545
1918 1,844-8 1,047.1 297.7
1919 2,739.7 633.7 540.2 1,565.8
1920 2,966.3 1,234-4 660.8 1,071.1
1921 2,390.9 1,896.2 215.4 279.3
1922 $,073.3 2,304.3 145.0 624.0
1923 3,232.8 2,316.4 180.5 786.0
1924 3,838.6 2,5069.8 403.0 866.3
1925 4,7381 3,040.2 386.9 1,311.0
1926 5,299.6 3,648.0 333.8 1,317.8
1927 7-319.2 5,190.4 3555 1,773-3
1928 7.817.9 $,916.6 274.1 8,627.2
1929 10,026.4 2,842.3 262.6 6,921.4
1930 54733 3:248.0 657.0 1,568.3
1931 2,589.0 1,840.8 405.1 3438.1
1932 643.9 405.8 214.0 24.0
1938 3816 138.5 90.4 152
1934 491.1 287.0 169.5 84.6
1935 2,267.4 2,066.1 50.5 1508
1936 4,631.9 4,001.3 62.8 567.9
1987 2,438.7 1,578.6 94.7 760.4
1938 2,140.5 2,032.3 10.5 977
1939 2,166.2 1,883.4 78.8 233.9
1940 2,762.6 2,396.1 38.6 $27.9
1941 2,618.8 2,276.5 48.1 299.1
1942 1,042.5 908.4 47 1204
1943 1,080.9 869.1 38.0 173.8

a Figures for 1917-1918 are from the New York Journal of Commerce. Source: Commercial
and Financial Chronicle, except as noted.
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Accident, indemnity in casc of death by, 47,
238, 268-70; death rates, table, 269

Acclimation for purpose of insurance, 81n

Accountancy, nature of life insurance,
183 IF.

Accumulative policy, 49

Actuarial science, England, 58, 61

Actuarial Socicty of America, 237, 275, 287

Actuarial structure, parts remodeled, 157

Actuaries, 58, 59, 69, 75, 117; outstanding
men: important roles, 274 f.

Advantage of Life Insurance, The, excerpt,

Adverse selection, 21

Advertisement in Saturday Evening Post, 1¢-
production, 283

Advertising and publicity, 93-96, 169, 284 {.;
legal requirement, 118, 228; expense, 207,
208

Aetna Insurance Company, 23, 206n, 249,
213, 241

Age, limits, 6G1n; alteration in composition,
247; average, of policyholders, table, 298

Agency Comnmiittee, g2, 107, 208, 230, 328

Agents and agency system, earliest: develop-
ment of, 25, 35, 40, 89-93; idea imported
from England: personal solicitation, go;
commissions, go, g1 f., 139, 165-68, 208,
223n, 226, 277, 279, $59; Instructions to
Agents, gin; relations with home office,
92; expansion of system, 158-75; terri-
torial, 158-63, 285 (maps, 160f., table,
162 £); incrcase in domestic agencies,
1878-1900, 159; special exccutive agents,
159, 168; forcign, with table, 161-63, 164 f.,
21on, 285; from general agency to mana-
gerial system, 1063-65, 277; Raymond
Agency, 167, 223, 230, 277, $59; new meth-
ods of compensation, 168, 277 (. passim,
280, 281; problem of commissions and
agency expense, 208; nepotism in, 223;
changes following Armstrong Investiga-
tion, 230, $28; training of agents: trend
toward informed selling and sales man-
agement, 239 f., 276, 280 ff.; development
from “hit-or-miss” to a business profes-
sion of highly technical nature, 276-86;

number under contract: turnover, 276;
salaries of managers, 277, 278n; selection
of high class people, 280; sales congresses
and other codperative movements, 281,
282; methods of encouraging and assisting
ficld representatives, 282; the home office,
284

Agricultural society, self-sufficiency, 4, 8

Agriculture, extension of, 41, 246; settling of
the West, 150 f.

Alcoholic drink, 171, 290

Aldrich-Vreeland Act, 250

Alexander, James W., 170, 197, 216, 229

American Annuitants Select Table, 261n

Amcrican Association of University Teach-
crs of Insurance, 281

American College of Life Underwriters, 240,
281

American Experience ‘Table, 79, 1535, 156,
274; preparation and development, 39, 58-
G3; established as the standard: used by
practically all companies, 61; reproduc-
tion, 62; basic clement in computation of
premiums, 63 ff.; of reserves, 68; an ulti-
mate table, 227; used by N.Y. State Insur-
ance Department, 371

American Institute of Actuaries, 275

American Life Convention, 55, s9n, 1730,
33t

American Life Insurance and Trust Com-
pany, 29, 31

American Service Bureau, Inc., 173n

American Tclephone and Telegraph Com-
pany, 312n

American Tobacco Company, 217

Amicable Society for a Perpetual Assurance
Office, The, 21

dmount to Carry, The . . . (Ives), 282

Annual reports, to state insurance depart-
ments, 211; nature of improvements in,
285; to N.Y. State Comptroller, form used,
1832-48, text, 354-56; ruling from N.Y. In-
surance Law, 1906, text, §60-61

Annual statement: excerpt from Minutes of
Board of Trustees, 357

Annuities, 47, 49, 51, 258; rates on, 144n;
types, 259 f., 264; growth of annuity busi-
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Annuities (Continued)
ness, 1go7—48, with chart, 260f. (table,
881); reserves on, 318

Applications and Issue, Bureau of, 328

Applied Salesmanship, 16gn

Armour, Philip, 128

Armstrong, William W., 14, 219

Armstrong Investigation and its aftermath,
15, 69, 77, 114, 128, 140, 154, 1950, 205,
240, 241, 244, 251, 255, 271, 274, 276; au-
thorized, and committee appointed by,
New York legislature, 14, 218; personnel,
14, 219; resulting legislation, 15, 224 ff.
passim, 299; uprising of stockholders as
concomitant of, 112; because of profound
influence, is great landmark in insurance
history, 214; causes leading up to: warn-
ing signals, 215-19; committee organized,
220; hearings and the findings, 220-24; sup-
port by press and public: impressions given
by testimony, 222; the committee’s report
and recommendations, 224-28; changes in
management following, 228-32; in invest-
ment portfolios, 304

Army and Navy Bureau, 159

Aspinwall, William H., 31

Assessment insurance, 149, 287

Assessment societies, §n, 149

Assignment of policy, 53n

Association of Life Agency Officers, 284,
323n

Association of Life Insurance Commis-
sioners, 299n

Association of Life Insurance Medical Di-
rectors, 237, 287, 296 .

Association of Life Insurance Presidents, 188

Astor and Sons, 28n

Attorney, first full-time, 107

Auchincloss, John W., 200, 229

Audit, Committee on, 107

Audit Company, 210n

Aviation risks, 271, 291

Ayer, N. W,, and Sons, 285n

Ayres, Sarah C. P, 51, 52

Ayres, Thomas N., 85, 51, 52

Babcock, Samuel D., 192

Babcock, William, 194

Baker, George F., 189, 190, 193, 200, 221, 324

Baker, Ray Stannard, 217

Baltimore Life Insurance Company, 25, 29

Bankers, investment, 28n; Finance Commit-
tee members, 189, 191

Banking, expansion of system, 45; Mutual’s
entrepreneurial activity, 192 ff.; why ex-
istence of some institutions threatened,

304

INDEX

Bank of California, 194

Bankruptcies, g8

Baring crisis, 136

Barnes, William, quoted, 867, 117

Bartlett, W. E. C,, 74, 75, 117, 143, 147, 158

Beck, James M., quoted, 220

Beebe, Dwight 8., 316

Beers, William H., 126, 127, 197

Bellamy, Edward, 217n

Biddle, Thomas, and Co., 28n

“Big Three” companies, 197; pilloried by
Lawson, 218; lobbying, 224; effects of ri-
valry, 226; of Armstrong Investigation,
229; see also Equitable; Mutual Life; New
York Life

Black, Frank §., 220

Blackstone, Sir William, definition of insur-
ance, 47

Blunt, Joseph, g1, 34, 34n; leader of policy-
holders’ demand for investigation of Mu-
tual Life, 114 ff.

Board of Trustees, first, g3 f., 343; commit-
tees, 34, 35, 107, 116n, 173n, 188 ff. passim,
201, 229, 328, 329; highly organized to
supervise work of employees, 107; uncrit-
ical and lethargic, 109, 201, 210; distin-
guished members, 111, 189, 200; remunera-
tion, 111, 207, 326, 328; other induce-
ments, 111; division into classes, 112n;
election of, 112, 201, 232, 326 f.; responsi-
bility of management to: examinations
conducted, 114 ff.; meetings, 114n; bank-
ers and other wealthy men, 189; interlock-
ing directorates and interests, 190, 326;
directorates in banks, 192 f.; too much
confidence in executives, 201, 203; its
merc presence a restraint upon execu-
tives: accepted responsibility for erro-
neous practices, 202; duties, 210; investi-
gation and reforms following Armstrong
Investigation, 229-32; contested elections:
costs, 232, 326; recomposition, 232; office
of chairman, g22, $28; activities and per-
sonnel, 1906—43, 323-27; names and busi-
ness connections of members, lists, 325 f.,
347-58; charter provisions, $44; excerpt
from Minutes re the annual statement,
357

Bonds, see Securities

Bonuses and other compensation, 110 f., 168

Boorman, James, 81

Bowles, T. H., 216

Brandeis, Louis D., 217, 236

Brevoort, Henry, 31

British Offices Experience Select Tables of
Mortality, 26on

Bronson, Arthur, §4n
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Brooklyn Wharf and Warehouse Company,
196

Brown, Thomas E., Jr., 363

Brown Brothers and Company, 28n

Bryan, William Jennings, 186, 147, 224

Bubble Act, 21n

Business, big: period of criticism and cam-
paigns against, 217

Business cycle, relation of insurance to, 6, 15,
26, 29, 46, 47, 136 ff., 249 ff.; depressions
before 1929, 13, 177, 185, 191, 293; main
characteristics, 134; period following Civil
War, 135 ff.; early part of twentieth cen-
tury, 250f., $o4; post-war depressions,
5o ff.; after crash of 1929: effects, 252 ff.,
260, 303, 308, 316 £., 332

“Business” insurance to mect specific needs,
238

Calico industry, 20n

California risks, 84 f.

Canada, 285

Capital, defined, 4; individual wealth, 45;
extension of the use of, 248, 249; accumula-
tion during depression, 308

Capital goods provided by amassed funds of
insurance companics, 338

Capital issues, 1912-43, tables, 383 f.

Capitalist system and its cconomy, 4; insur-
ance a concomitant of, 5f., 8, 28, 248 f;
development, 132, 134; investigation of
money trust, 217, 240

Carlisle Table of Mortality, 57, 58, 66n

Carncgie School, 281, 282

Cash premiums, g6, 97

Cash surrenders, see Surrenders

Cash war permit used during Civil War,
reproduction, 87

Cerf School of Salesmanship, 281n

Chartered Life Underwriters, 240, 276, 281,
282

Charter of Mutual Life, 31-33 (text, 343-46);
signers of petition for, ggn; amendments,
68, 69; restriction on investments, text, 99

Chase, Secretary, 102

Children’s endowments, 49, 144, 293

Church, Professor, 117

Citizen Association of New York, 105

Civil War and its effects, 40, 43, 45, 47,
158 £.; travel during, 82, 83; problem of
war risks, 86-89, 293; cash war permit used,
reproduction, 87; investments during,
101, 102; business cycle following, 135

Claims, fraudulent: most famous case, 172

Clearing houses, 2771

Cleveland, Grover, 216n

Climatic risks, see Residence restrictions
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Coe, George S., 111

Colliers, 218

Collins, Joseph B., 31, 93, 197; defeat of, for
presidency, 112; Blunt’s support of, 114

Columbia College bonds, 190

Combined Experience Table, 156

Commissions, see Agents

Committces, 34, 85, 107, 116n, 173n, 188 ff.
passim, 201, 224, 229, 328, 329; see also
titles, e.g., Finance Committee

Compensation for Agency Efficiency . . .
plan, 278n

Competition and rivalry, 14, 40, 50, g6 f.;
increase in: causes, 126; one of main char-
acteristics of insurance history between
1870 and 19o6: its far-flung influence, 139;
campaigns in press, 169; friendlier atti-
tude, 170; detrimental effects upon costs,
226; disappearance of old-time rivalries,
333; four present kinds of competition for
business, 334

Congresses, sales, 281

Connecticut, 206n, 236

Connecticut Mutual Life Insurance Com-
pany, 96, 127, 166n, 172, 197, 206n; cam-
paign against: news stories, 169

Considerations on Life Insurance by a Lady,
excerpt, g3

Consol-double settlement, 148

Consol Policy, 147

Constitution, sixteenth amendment, 336

Consuetudo . . . (Malynes), 19

Continental American Life Insurance Com-
pany, 238n, 239n

Contingency reserves, 209

Contingent additions, 148

Continuous installment policy (life income),
491, 147, 239, 264

Contracts, see Policies

“Contribution Plan,” 7o ff.

Contributions, to war and health organiza-
tions, 11, 88, 105; to political party, 224,
226

Convention Form, 183 ff.

Cook, Zebedee, Jr., 31

Cooke, Jay, 102, 185, 141

Cooperative Fund for Underwriter Train-
ing, 282

Corporate financing, development and ef-
fect, 179 ff.

Corporation Excise Tax, 336

Corporations for the relief of ministers and
their families, 23

Cosmopolitan, 217

Court decisions, 41, 53n, 77, 287n, 292n;
losses on disability as result of, 293

Cox, Robert Lynn, 2191
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Credit agencies, 291

Credit information, 173

Cromwell, Frederic, 189, 193, 195, 199, 221,
281

Cruess, Leigh, 295n

Cruger, S. Van R., 200

Davies, Henry E., 200

Davies, Julien T., 200, 324; quoted, 202

Dawson, Miles M., 220, 227

Dearborn, General, quoted, 9

Death, see Mortality

Debt, private and public: held by life com-
panies, 10 f.

—— long-term: statistics, goo, chart, go1

Debtors, 19

Deferred annuities, 49

Deferred dividend policies (semi-tontines).
139-47. 154; adoption of, with causes lead-
ing to, 50, 189, 140, 114-47; Winston's atti-
tude toward tontines and, 127, 141, 143,
144, 197; pushed by McCurdy, 127, 146, 198;
explained, 127, 139, 140, 145; long period
of popularity, 139, 147; two abuses leading
to criticisms, 189; prohibited by N.Y. Leg-
islature, 140, 147; when and why dropped
by Mutual, 141, 147; distribution policy,
with reproduction, 143, 157; commissions
on, 167; responsibility for huge sums for-
feited to companies, 215; finally outlawed,
227; see also Tontines

Denominational insurance organizations, 23

Deposit insurance, f9n

Depressions, see Business cycle

De Witt, John, 19

Dexter, George T, 277

Dickson, Thomas, 200

Dircctors, see Board of Trustees

Disability benefits, 47, 266-68; problems of
selection, 292; cause of dccision to ceasc
issuing, 293

Discases, those discriminated against by
medical examiners, 174; study of, 288 f;
number of deaths and death rates from
principal causes, table, 296 f.; scourge of
many removed, 298

Dividends, system of distribution, 40, 27.4
formulation of policy and method, 68-75;
three important problems, 72; time ele-
ment, 73 f.; practices criticized, 116; deci-
sion to adopt annual, 140; methods of
computing and distributing, 157; 1897-
1904 stability, 216; legal requirements, 227;
see also Deferred dividend policies

Dixon, William P., 324

Dodd, Amzi, 197n

Dodge, W. E., 111

INDEX

Double indemnity, 238, 268 ff., 2g91; prob-
lems of selection, 292

Double protection policy, 2065

Douglas, Lewis Williams, carcer, 244, 312n;
presidency, 316, 320, 322, 328

Dryden, John F., 212n

“During the lifetime of the insured” phrase,
257

Eudie vs. Slimmon, 53n

Eagle Insurance Company, 31

Eagle Life and Health Insurance Company,
T

Easton, William J., 199

Economic environment and expansion and
its eftect upon insurance, 7, 27-30, 41-47,
128-34, 179, 245-49, 304-13

Economic self-sufficiency to economic inter-
dependence, evolution of socicty from, .
9. 219

Edison, Thomas .\., 78

Fducational Fund, 256n

Educational Leaflels, 282

Elmira utilitics, 192

Employees, collection of piemiums from,
266

Endowment annuity plan, 258

Endowment policics, 17, 481, 19, 51, 11, 118,
149, 150, 258, 259n, 2064n

Encmies of the Public (Steffens) 217

Fngland, beginnings of life insurance, 5, 18-
22; earliest companics, 6, 21 f.; mortality
tables, 21, 25, 57, 58, 156, 260n, 371; un-
derwriters in America, 22; first branch
here, 24; influence upon, and contribu-
tions to, American insurance, 26, go; ac-
tuarial science, 58, 61

English, Stephen, 169, 212

English Life Table, 58, 156, 371

Entrepreneurial functions, 178, 190-96, g12;
legal restriction against, 228

Equitable Life Assurance Society, England,
21n

Equitable Life Assurance Socicty of the
US., 'The, 26n, 92, 127, 141, 146, 155, 162,
166n, 167n, 197, 206n, 207, 208, 220, 224,
229, 238n, 244, 2591, 277, 280, 281, §23n;
founder: date, 14, 126; competition and
rivalries, 97, 126, 169; rise to first place,
141; publicity methods, 169; row raging
within: later public battle and unfavorable
publicity, 216; attacked by Lawson, 218;
relative position, 243

Erie Canal, financing of, 28

Estate Coordinator, The, 282

Ethics, business: past and present, of insur-
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ance exccutives, 128, 240; legal require-
ment for a new code of, 228

Everybody’s Magazine, 218

Fxaminations, legislative, see Investigations

Executive Committee, §29

Executives, see Management; Officers

Executive specials (agents), 159, 168

Expectation Term Policy, 148

Expenditure, Committee on, 107, 231, 328n

Expenses, administrative, with tables, 119-
21, 208-10, 327-32; investment, 185, 315n;
items needing cyplanation, 206, 209; re-
ductions caused by periods of depression,
207 f.; percentages of, to mean amount
insured, 2o07; investigation of, invited:
close supervision recommended, 208; for
land and erection of building, 209 f.; cur-
tailment in all companies following
Armstrong Investigation: legal limitations,
226; costs of contested elections, 232, 326;
characteristics of overhead costs, 332

Fackler, David Parks, 59, 71, 72, 142, 275

Family Income Policy, 239. 265

Family Protection Policy, 239, 265

Farming, see Agriculture

Farm mortgages, goo, got, 306, 309, 311, 36,
366 f.

Farr, mortality table, 58

Federal government, see United States

Federal Reserve Act, 250

Fessenden, Secretary, 102

Fidelity Mutual Life Insmiance Company,
266, 267n

Field Club, 284n

Fields, Andrew C., 224

Fiftcen, Committee of, 22, 256

Fillmore, Millard, 111

Finance Committee, 105, 107, 1167, 188 ff.
passim, 202, 205, 230; rcflections on rail-
road investments, cxcerpt from minutes,
368

Finandial institutions, life companics role as,
9-11

Financial panics, see Business cyde

Fire insurance, 5, 23, 21, 151n; failures after
N.Y. fire of 1935: mutuals established, go

Fish, Stuyvesant, 200, 229

Iisk, Jim, 128

Five Per Cent Debenture Policy, 147

Five Per Cent Twenty Year Gold Bond Pol-
icy, 148

Fleming, Matthew, 219

Flying, hazard of, 271, 291

Fonda, John A., 199

Foreign agencies, with table, 161-63, 210n,
285; sales forces, 164 f.

391

Foreign business, with table, 245

Foreign commerce, statistics, 45

Foreign countries, restrictions on invest-
ments, 178

Foreign health and sanitary conditions, why
under scrutiny, 28gn

Foreign securities, 306, g11, 314

Forfeitures, bases of, 53 f., 77, 152, 155; non-
forfeiture laws, 55; and surrenders, 1860~
63, 89; campaigns against: nonforfeiture
provisions, 152-51

Form uscd by all monied corporations, 1832~
48, for reporting to Comptroller of N.Y.
State, text, §54-56

Foshay, P. Maxwell, 295n

France, 3, 6, 19, 20

Franklin, Benjamin, 23n, 209

Fraternal orders, 3n, 149, 297, 266

Fraud, protection against, 172-7

Freeman, Pliny, 126

“Frenzied finance,” campaigns against, 217

Frenzied Finance (Lawson), 218

Frick Investigating Committee, 216n

Fund for Pious Purposes, The, 23n

Gambling Act of 1774, 20

General Code of Impairments, 289

General Committec within the Board, 328,
329

George, Henry, 217n

German companies, reinsurance business,
239n

Germany, 3, 5, 6, 168, 171, 266

Gill, Charles, 58n, 64, 66, 7on; background:
appointed actuary, 58

Gill Mortality Table, 58 f,, 61, 72, 82, 83

Gillette, Dan, 173, 223

Gillette, Walter R., 1. 193. 198, 221, 228, 231,
359

Girard Life Insurance, Annuity, and Trust
Company, 25, 26n, 30, 51

Globe Insurance Company, 22

Globe Printing Co., 223n

Gold, payment in, 147

Gould, Jay, 128

Government insurance, 236, 237n

Government sccurities, 16, 88, 101f., 303,
306, g11 ff. passim; legality of investment
in, 99

Grace, period of, 51, 154, 273

Granniss, Robert A., 146, 193, 198, 221, 231

Greene, Jacob L., 169, 1971

Group insurance, 241, 265n; defined, 12n,
235; never written by the Mutual, 12, 244;
growth, 235, 243

Guaranteed Compound Interest Gold Bond
Policy, 148
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Guaranty Trust Company, 192, 193, 194
Guiteau, John W, 168

Halley, Edmund, 19

Hamilton, Alexander, 224

Hannay, Samuel, 84, 109

Harding, W. A,, 210n

Harriman, Oliver, 193

Harris Trust Company, 2591

Hartford, Conn., 26n

Harvard University, 28on

Haven, George G., 193

Hazardous risks, see Risks

Health, role of life companies in field of, 11,
88, 105, 288f.; see also under Diseascs;
Medical

Henderson, Charles R., 193

Hendrick, Burton J., 217

Herald, New York, 222

Hillmon (John W.), case, 172

Hine, C. C,, 169

History of the Standard Oil Company (Tar-
bell), 217

Holmes, Charles B., 173

Homans, Sheppard, 117, 140, 142, 157, 197,
212; background, aptitudes: appointed
actuary, 59; development of mortality
table, 59 ff.; of premium rates, 64; of re-
serves, 67f.; of dividends policy, 7o ff.;
excerpts from his Report . .. 70, 85n;
end of career with Mutual, 74; remarkable
contributions by, 74, 275; one of America’s
most capable actuaries, %75; salary, 109;
quoted, 140

Home Office Life Underwriters Association,
288, 296

Home Owner’s Loan Corporation, 303

Hooper Holmes Bureau, 295n

House organs, g6, 169, 285, 332

Houston, David Franklin, g329; career: presi-
dency, 244, 316, 320, 321; made chairman
of Board, 322, 328

Howard, Joe, Jr., 169

Huebner, Solomon §., 280n, 281

Hughes, Charles Evans, 196, 232, 244n; coun-
sel of Armstrong Investigation, 14, 219, 220

Hunter, Arthur, 266; Conferences, §31n

Hutcheson, William A., 275

Hyde, Henry Baldwin, 127, 169, 197; Equi-
table founded by, 14, 92, 126; father’s sta-
tus, g2; greatest tycoon of the business, 14;
competition with Mutual, 126, 212; death:
succeeded by son, 216

Hyde, Henry Hazen, g1, 92

Hyde, James Hazen, 216, 229

Illinois, 100

INDEX

Income, net: how obtained, §36n

Income tax, 336

Incontestability after stated period, 155, 271

Incontestable clause, 54

Industrial insurance, 128, 223, 226, 287, 241,
286, 298n; never written by the Mutual,
12, 244; beginnings, 149, 151; popularity,
149; amount in force, table, 151; charac-
teristics, 235; growth, 285, 248; size of
policies, 244

Industrial production, 44, 130, 131 ff,, table,
183; securities, 180, §10, 314; growth of:
effects, 245 f., 249; occupational risks, 287,
202

“Influences, . . . on
(Symonds), 288

Influenza, 297

Installment policices, 49, 147

Institute of Actuaries of Great Britain, 274

Institute of Life Insurance, 281

Insurance, defined, 5, 18; a concomitant of
the money economy, 5 f., 8, 28, 248 f.; de-
clared not interstate commerce and not
subject to Federal jurisdiction, 41; legal
limitation on new business, 226; see also
kinds of insurance, Fire; Life; etc.

Insurance, Committee on, 107

Insurance Advocate and Journal, g6

Insurance Company of North America, 24,
26n

Insurance Monitor, 169

Insurance Record, 169

Insurance Society of Amecrica, 329

Insurance Times, 169, 212

“Insured savings” plan, 259n

Interest, development of system, 63, 64

Interlocking dircectorates and interests, 1go,
826

International Policyholders’ Committee, 232

Interstate Commerce Act, 180

Interstate Commerce Commission, g12

Investigations, 128, 217; by Truesdale Com-
mittee, 208, 229 ff.; periodic, became rule,
211; methods and scope, 212 f.; search for
unethical practices, 240; two by Federal
Government, 334 f.; see also Armstrong
Investigation; Pujo Committee; Tempo-
rary National Economic Committce

Investment, 1943 total of life companies’
fund for, g; character of, g ff.; legal re-
strictions, 15, 98-100, 176 f., 196, 299, $12;
government securities, 16, 88, g9, 101 f,,
303, 306, 811 ff. passim; Mutual’s charter
provisions, 82, 343, 844 f.; social value of
insurance funds, 40, 338; reserve, or in-
vested, fund, 63; long-term nature, 98;
charter restrictions on: state protection-

Medical  Selection”
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ism, gg; character of Mutual’s, from 1843~
70, with tables, 100-106; geographical dis-
tribution of mortgage loans, table, 102;
ultra-conservative policy, 103; early prob-
lem of how closely funds could be in-
vested, 104; losses slight: loans to trustees,
105; rate of earnings on, 105, table, 106;
broadening the portfolio, 176-96; loosen-
ing legal restrictions, 176-79; entrepreneur-
ial activities, 178, 190-96, 228, 312; earn-
ings, with tables, 183-88, 314 f.; ratio of
expenses to assets, 185; geographical dis-
tribution, 187, 317; formulating policies:
persons responsible, 188-91, 316; banking,
192 ff.; syndicate operations, 194 f., 230,
812; speculative promotional schemes, 196;
laws concerning, radically altered as result
of Armstrong Committee’s findings, 225;
nature of, since 1907, 240, 316; policies ac-
centuating investment element and large
savings, 258-62; of all life insurance com-
panies after 1906, 209-313 (chart, $o3);
restricted market of recent years, 313 ff.;
differences in portfolios of Mutual and
other companies, 314; method of comput-
ing expenses, 315n; policies and problems
following 1929 depression, 316-18; five
highest yiclds, 318; memo. by President
Winston, 1858, to Finance Committee, text,
304-67; see also Securities; and types of
securities invested in, e.g., Real estate

Investment banking, 28n, 195, 12

Iselin, Adrian, Jr., 193

Italy, 5,18, 20

Ives, Charles E., 282

Ives and Myrick, 282

Jackson, Andrew, 29, 31

Jackson, Jacob A., 282

Jellicoe, Charles, 70

Joffe, Solomon, 72n

John Hancock Company, 149, 243
Johnston, John C., and Son, 92, 93n, 113
Joint life policies, 487, 256

Julliard, Augustus D., 193, 324

Jungle, The (Sindair), 218

Juvenile insurance, 49, 144, 293

Kentucky, 120, 158, 206n
Kitson, Samuel, 362

Labor, division of, 132, 249 (chart, 248)

Laird, John M., quoted, g13n

Lapses, surrenders and, 138 (charts, 137, 253;
tables, 877-80); reinstatement in event of,
154, 873; losses resulting from, 215, 218;
meaning, $77
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Large risks, 85, 97, 290; largest ever handled,
172; reinsurance, 172, 239n; company
founded to handle, 197

Lawrence, L. W., 228n

Lawson, Thomas W., 218

Lay underwriting, 295

Legal “guaranty,” see Statements . . .

Legal reserve, term, 2%

Legal reserve life companics, §n; 1843-1942,
table, 27; 1858-194z2, table, 46

Legal restrictions on investments, 15, 98 ff.,
176 ff., 196, 299, 312

Legislation, associations now handling all
matters dealing with, §34

Level premium plan, 13, 63, 65, 227; see also
Premiums

Library on insurance, g29n

Life expectancy policy, 239

Life income (continuous installment) policy,
49n, 147, 239, 264

Life insurance, sketch of its century-long
development in America, §-17; assets and
policies of American companies, §, 12;
1938 insurance in force, of British and
continental companies, 3; legal reserve
companies, with tables, 3n, 27, 46; effects
of urbanization and occupational shifts,
6-9; constant upward trend except in de-
pression years, 6; reaction to business
cycle, 6, 15, 26, 29, 46, 47, 186 ff., 249 ff.;
economic environment and its effect, 7, 27-
30, 41-47, 128-34, 179, 245-49, 304-13; role
of companies as financi=l institutions, g-11;
synopsis of historical evolution, 12-16, 3$37-
39; large number of companies founded
and reduced, 13 f., 15, 241, 243; New York
state investigation: causes, resulting legis-
lation, and changed practices, 14 f., 214,
218 ff., 228ff. (sce Armstrong Investiga-
tion); growth of, 15, 39-47, 338 (1840-
1942, tables, 370, 872, 3$74f; growth,
184370, chart, 42; 1870-1906, 124-88,
chart, 129; 1907-43, with chart, 241-45);
scope of present study, 16-17; stability:
recent increase and decrease in annuities,
16; beginnings, and ecarly development, in
England and continental Europe, 18-22;
three factors necessary to produce, 18; be-
ginnings in America, 22-27; modern, scien-
tific insurance, 22, §5; locational influences,
26; beginnings of the Mutual Life, 30-35
(see entries under Mutual Life Insurance
Company); formulation of principles, g9;
kinds of policies, 47-51, 147-51, 287-39,
262-68 passim (see also Policies); first pol-
icy forms, 51; evolution of the contract,
51-56; investments, laws governing them,
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changes, 98 ff., 176 fI., 299 ff. (see Invest-
ments); assets as of Jan. 1943, 98; distribu-
tion of assets of selected companies, table,
104; publicity required by law, 118; social
usefulness, 121, 128, g38; highlights of
period from 1870-1906, 126 ff.; distinct
gains and higher ethics, 128; periods of
notable increase in number of companies
founded, 136 f.; largest life institutions in
the world, 151; distribution of admitted
assets of all companies, charts, 1888-1906,
181; 190642, 3o5; accountancy, 183 fE;
“big three” companies, 197, 218, 224, 220,
229; percentage of expenses to mean
amount insured, table, 207; enormous ex-
penditures for ‘‘architectural master-
pieces,” 209; annual financial reports re-
quired: periodic examinations, 211 f;
growing extravagance leading to most
thorough legislative investigation ever
conducted: great landmark in the history
of, 214; Lawson’s attacks upon, 218; new
cra in, 1907-43, 285-51; kind of insurance
written by, and relative position of, twelve
largest companies, table, 23; security and
cost most critical criteria, 2¢5; foreign
business, table, 2 45n; best and most prac-
ticable plans for the whole of life, 264;
amelioration in relations with government,
333-37; intercompany conferences and
cooperation, 333; changes in rclations
among the companies, 3§33 f.; “net income”
as basis of Federal tax, g36n; insurance in
force approximates annual national in-
come: amount paid out in 1942. social
values: savings and security for policy-
holders, and capital contributions to our
economy, 338; record for safety, 338, 330;
ruling re annual reports: excerpt from
N.Y. Insurance Law, 1906, 3§60-61; see also
under names of companies, e.g., Equitable
Life . . . ; and wunder subjects, e.g.,
Agents; Management; ctc.

“Life Insurance . ..” Brandeis’ spcech on,
218

Life Insurance Advocate, The, o6

Life Insurance Association of America, 188,
334

Life Insurance Guaranty Corporation, 333

Life Insurance Sales Research Bureau, 2o,
281, 282

Life Office Management Association, g29

Lifetime Compensation Plan, 279

Limited payment life policies, 47, 50, 149,
1540

Lincoln, Abraham, 88

INDEX

Livingston, Mortimer, §1, $4n

Lloyd, Henry D., 217

Lloyd, Isaac L., 199

Loadings on premiums, 156, 226, 274; de-
velopment of system, 63, 64

Loaning agencies, mortgage, 303, 317

Loans to policyholders, 55; see Policy loans

Lobbying, 224, 226

Locational influences, 26

Looking Backward . . . (Bellamy), 217n

Loomis, Professor, 66

Lovelace, C. M., 282

McCall, John A, 170, 197, 229

McClintock, Emory, 69, 147, 199, 201, 210,
241, 275; method of computing dividends,
157; testimony at Armstrong Investigation,
222; one of greatest actuaries, 274

McClintock Annuity Table, 155, 261n

McClure, Samuel §., 232

McClure’s Magazine, 217

McCulloch, James W., 117

McCurdy, Richard A., 107, 111, 127, 1.44, 158,
169, 172, 193, 104, 196, 197, 201, 2006, 210,
223; salary, 109, 205; quoted, 113n, 185,
195, 202, 208; a ‘“‘go-getter,” 145; race for
size, 146; career: presidency of the Mutual,
146, 198 k. passim, 229 ft.; establishment of
forcign agencies, 162; dircctorates, 190; re-
quests for investigation of the Company,
203, 208, 213, 230; at Armstrong Investiga-
tion, 221, 222n; resignation and its cause,
231; portrait, 231n

McCurdy, Robert H., 111, 163, 199, 222, 223,
231

McKeen, James, 219

McKeown, John, 219n

Maclean, Joseph B., 275: quoted, 5n

Maine, 54n

Malynes, Gerard, 19

Management, control by paid executives, 14,
127, $20; role of: personnel, 107-14, 197-
203, §19-27; checks on: investigations, 114-
19, 210-14 (see also Investigations); admin-
istiative expense, with tables, 119-21, 203-
10, 827-32; ethical standards, 128, 228,
240; trend toward sales management,
164 f., 239, 277 (see also Agents); changes
in, following Armstrong Investigation, 228-
32; few managerial evils discovered, 240;
dependence of ultimate success upon: re-
sponsibilities, 319; ‘‘managerial revolu-
tion,” g20; changes in administrative or-
ganization, g27 ff.; changes pertaining to
relations with other companies, govern-
ment, and public, 333-37; see also Board of
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Trustees; Officers; Salaries;
Staft

Manager’s Association, g21n

Managers of Selection, 295n

Manhattan Life Insurance Company, 54,
1550

Marine insurance, beginnings, and need for,
5, 20, 21, 23, 24

Market, extension of, 158-75; territorial,
with maps, 158-63 (table, 162); liberaliz-
ing selection of risks, 170-72, 286 ff. passim;
protection against fraud, 152-74; why
deepencd in last 25 years: withdrawals
from, 28s

Marketing insurance, 89-96, 161-70; see also
Agents and Agency system

Marsh, E. J., 251

Maryland, 158

Massachusetts, 178, 180, 236; laws, 29, 55,
152, 154; standard of reserves, 67

Massachusetts Hospital Life Insurance Com-
pany, 24, 25, 26n

Massachusetts Mutual Life Insurance Com-
pany, 243

Materiality as basis for forfeitures, 54, 77

Meat packers, 218

Medical data, 289 f.

Medical Examiners, %57 f., 107; association of,
237, 287, 296

Medical selection, 77 f., 174 f., 287; rescarch,
287, 288

Medicine, preventive, 11

Medico-Actuarial Investigations, 237

Mecllen, C. S., 196n

Mercantile Agency, 29n

Metropolitan Agency, N.Y., 224

Metropolitan Clearing House, 277n

Mectropolitan Life Insurance Company, 151,
198, 223, 238n, 213, 244; founded: grcat
growth, 1¢; Monahan case, 257n; Conway
case, 2921

Metropolitan Opera bonds, 189

Middle Dutch Church, 209

Military risks, see War

Miller, George W., examination of the Com-
pany, 117, 212; quoted, 118

Minncsota Mutual Life Insurance Company,
238n, 266

Minturn, Robert B., g1, g4n

Misrepresentation, 53, 54, 77, 155

Mobile Bill, 237n

Modified life contract, 258

Monahan vs. Metropolitan Life Insurance
Co., 257n

Money Trust Investigation (1912), §3n

Moody, John, 180

Moral hazards, 173

Expenses;
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Morgan, J. P. and Company, 128, 195, 196n

Morris Canal and Banking Company, 28n

Morristown Trust Company, 194

Mortality, effect of medical selection, 7g9;
causes, ratios, with chart and tables, 79-88,
175, 296 f.; ratio of actual to expected:
average age, table, 298

Mortality tables, American, 13, 24, 39, 155,
261n, 271 (see also under names, eg.,
American Experience Table; Gill Mortal-
ity Table; etc.); ancicent, 18; English, 21,
25, 57, 58, 156, 2607, g71; preparation and
development of, by Mutual Life, 39, 57-63

Mortgage loaning agendics, 303, 317

Mortgages, see Sccurities

Morton Trust Company, 194

Mortuary Claims, Committee on, 107, 173n

Mortuary experience, 78-88 passim; sce
Death

Muck-raking period, 217 f.

Mutual Alliance Trust Company, 194

Mutual Benefit Life Insurance Company of
New Jersey, The, 59, 60, 127, 166n, 1971,
198, 200n, 243, 281n

Mutual benefit societies, earliest, 5

Mutual Circle, The, 285, 332

Mutual companies, profit sharers: gap
bridged between them and profit-seeking
stock companies, 26; table, 27; period
when impulse given to, go; increasce in
growth of, 244

Mutuality, principle of* adoption, growth,
22, 124, 244

Mutual Life Association, The, 332

Mutual Life Insurance Company of Wis-
consin, g3n (see also Northwestern . . .)

Mutual Life Insurance Company, The, first
policy, 3, 6, 12, 35, 51 (reproduction, 52);
cconomic environment of the founding
and development of, 7, 27-30, 41-47, 128-34,
179, 245-49, 30{-13; century-long existence,
12; contributions to insurance develop-
ments, 12, 89, 126, §38 f.; three main pe-
riods of development, 13; goal of size: re-
sulting practices, 14, 146, 197, 200; five
main functional divisions, 16; founding of:
the men responsible for its plan and or-
ganization, goff.; charter, g1-33, 68, 69
(text, 343-406); signers of petition for char-
ter, g3n; organization for business, §3-35,
107 f.; first meetings, 83, 34; minutes,
331; mortality tables prepared by, 39, 57-
63 (see also American Experience Table;
Gill Mortality Table); insurance in force,
39, 122; date when books first opened for
business, 48; types of early policies, 48-51
(sec Policies); basic policy form, 51, p2;
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evolution of the contract, 51-56; first ac-
tuarial problem and its solution, 57; de-
velopment of premium computations, 63-
65; of reserves, 65-68; of dividends, 68-75:
charter restriction on investments, excerpt,
99 (see Investments); distribution of ad-
mitted assets: 1851-70, table, 108; 1888-
1606, chart, 182; 1906-43, 313, chart, 307;
management, 107-21, 197-214, 228-32, 319-
39 (see entries under Management; Offi-
cers; Staff; etc.); policyholders’ recourse to
ballot box, 112 f.; an acknowledged suc-
cess by criterion of insurance benefits ren-
dered, 121 f.; relative position, 126, 213;
how activity of, coincided with business
cycle, 138, 254 (see Business cycle); reduc-
tion of premiums: effccts, 141-44; limita-
tion of new insurance, 142, 201, 244; sub-
sidiaries crcated, 190; operations abroad,
199; basic technical problems solved, 200;
rapid growth, its effects, 201; twenty-ycar
period of quiet, codperation, and prog-
ress, 202; purchase of land, 209; office
building erected at 34 Nassau Street,
209 f., 62 f.; accumulative record of re-
ceipts, disbursements and ledger assets
from 1843, with tables, 211, 337; attacked
by Lawson, 218; nepotism within, 223; for
35 years has never made a fetish of size:
conservative  policy, 244; remarkable
growth after 1907, 245, 313; characteristics
of insurance in force, chart, 272; one of
largest business concerns in U.S.: assets
and number of policyholders, 1913, 319;
provisions made by 1906 by-laws and code
of organization, §28; century’s growth, as
shown in statistics of new business and in-
surance in force, tables, 71, 373, 376

Mutual Safety Insurance Company, The, 3o,
31, 33, 120

Myrick, Julian S., g21n

National Association of Life Underwriters,
240, 281, 323n

National Bank of Commerce, 194

National Commercial Agency, The, 174, 295

National Convention of Insurance Commis-
sioners, 12n, 183, 213, 268

National Field Club, 284n

National Field Club Conferences, 282

National Life Insurance Company of the
US, 141

National Service Life Insurance, 236

Nautilus Insurance Company, 347, 96; sce
later title, New York Life Insurance Com-

pany

INDEX

Naval risks, see War

Nepotism, 223

Netherlands, g

Nevins, Townsend and Company, 28n

New Deal program, 252

New England Mutual Life Insurance Com-
pany, 29, 166n

New England R.R. Company, 195

New Freedom, Woodrow Wilson's, 217

New Jersey, 179, 2251

New York State, 151, 29, 55, 61, 118, 119,
140, 152, 155, 1571, 168, 171, 196, 232, 236,
274n, 276, 280, 308; investigations of life
companies, 14, 117, 212, 218 {f. (see also
Armstrong Investigation); resulting legis-
lation, 15, 224 ff. passim, 299; legal restric-
tions on investments: state protectionism,
15, 99 f., 176 ff., 196, 299; special act incor-
porating the Mutual Life, g1; bill to pre-
vent voting by proxy, 113n; taxation by,
119 f., 206; law operating against estab-
lishment of mutuals, 124n; contracts abol-
ished by, 148; basis of valuation, 156, g71;
first general insurance law, 177; super-
visory powers, 228; laws re standard pol-
icies and standard provisions, 255, 256;
right to policy loans made mandatory, 273;
laws re election of trustees, §26, 327; crea-
tion of corporation to assist insurers in
financial difficulties, 333; form used by all
monied corporations for reporting to
Comptroller, 1832-48, text, 354-56; ruling
re life insurancce state reports: excerpt
from Insurance Law, 1906, §60-61; why its
stock poor investment, 364; change in mor-
tality tables used, g71

New York City, fire of 1833, g0; investments
in real estate in, 314, 316, 317; premium
tax, g36n

New York Bill, 237n

New York Dock Company, 196

New York Guaranty and Indemnity Com-
pany, 192

New York Insurance Report statistics based
on data from, 156

New York Life Insurance and Trust Com-
pany, 25, 26n, 29, 34, 57, 64

New York Life Insurance Company, 347, 50,
51, 96, 127, 140, 144, 146, 162, 166n, 172,
197, 198, 206n, 207, 208, 224, 226n, 229, 232,
237n, 238n, 266, 267n, 277, 2051, §38; com-
petition and rivalries, g7, 126, 169; tontines
issued, 127; publicity methods, 169; at-
tacked by Lawson, 218; relative position,
243

New York, New Haven and Hartford R.R.
Company, 196n
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New York State Insurance Department, 228

New York Stock Exchange, created, 180;
increase in stock values during post-war
speculative craze: 1929 crash, 252; stock
and bond transactions, 1870-1905, table,
882

New York University School, 281

Nominating Committee, 329

Nonforfeiture laws and provisions, 55 f., 152-
54

Nonmedical insurance, 149, 237, 266, 293

Northampton Table, 21, 25, 57

Northern Securities Company, 217

Northwestern Mutual Life Insurance Com-
pany, g3n, 206n, 207, 243

Norwich Union, 21n

Numerical system of selection, 295

O’Brien, Morgan J., 216n

Occupational code, 287

Occupational restrictions, 53, 79, 84 f., 151,
170, 2387, 287

Occupational shifts, cflects of urbanization
and, 6-9

Office buildings, 102; as investment, 121,
1915 land for Mutual’s home office at 34
Nassau Street, 209; description of the
building, 210, 362 f.

Office of Insurance, Boston, 22

Officers, first elected, g¢; presidents, 34, 93,
107, 118, 231, 320; actuaries, 58, 59, 69, 715;
1848-68, names, salaries, list, 109 f.;
method of election, 112; responsibility for
investments, 188 fI.; those chicfly respon-
sible: men of wealth, 189; confidence in,
by trustees and public, 201; changes fol-
lowing Armstrong Investigation, 231,
328 £.; legal requirement re membership in
Board, g27n

Ohio, 155n

Old Age and Survivors Insurance, 237n

Old age insurance, 236, 248

Old Equitable, The, 6, 21, 58, 89

Optional modes of settlement, 239

Ordinary life policies, 47, 51

Oregon, 85

Organization, see Agents; Management

Our Best Assets, 285

Paid up policies, 49

Panics, see Business cycle

Paris Exposition, 169

Parker, Alton B., 224

Pascal, Blaise, 19

Patent medicine racket, 218
Patten, John, 212n

Patterson, Alexander E., 281, 323
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Paul vs. Virginia, 41

Pay roll, 203, 265; see also Salaries

Peabody, Charles Augustus, Jr., character:
background, 231; presidency, 231 f., 244,
277, 320f., 324; investment policies, 316;
earlier career, 820

Peckham, Rufus W., 200

Pell, Alfred S., 30f., 33 f., 34n

Penn Mutual Life Insurance Company, 243,
823n

Pennsylvania, 179

Pennsylvania, University of, 28on, 281

Pennsylvania Company for Insurance on
Lives and Granting Annuitics, 24, 25, 26n

Pensions, see Retirement

Peoples Savings and Trust Company, 259n

Period of grace, 54, 151, 278

Perkins, George W., 229

Person-to-person solicitation, go

Phillips, David Graham, 217

I’hoenix Fire, The, 24

Phoenix Mutual Life Insurance Company,
206n, 266, 281

Physicians, see Medical Examiners

Pitler, Morris, 288n

Points, 169, 285

Policics, first American, 23; two general clas-
sifications, 47; five essential elements, 477;
kinds of, 47-51, 237-39 (tablr. 5o); evolu-
tion of the contract, 51-56; basic form, 51,
52; injustices of ecarly terms, 53; new
types, 147-51 (lables, 150, 151); those in-
troduced to meet special needs, 148, 265 ff.;
small, to serve poorer classes, 149; most
popular contracts, 149; exhibit of: paid for
business only, table, 150; changes liberal-
izing, 152-55, 270-75; standard forms,
154n, 228, 255 ff.; valuation systems, 156,
227; largest ever written: reinsured, 172;
provisions re participating and nonpartic-
ipating contracts, 228; accident benefit
provisions, 238, 268-70, table, 269; average
size, 244; recent trends, 255-75; standard
provisions, text, 256 f.; large savings or in-
vestment element accentuated, 258-62;
those with low costs, 262-66; analysis of
Mutual’s new business paid for, 194243
(by plan of insurance), table, 263; types
that lower cost of insurance, 264; disabil-
ity benefits, 266-68; modes of settling ben-
efits, 270; commission rates on different
types, 859

Policyholders, lethargy: extent to which
they cxercised their rights: participation in
elections, 32, 112, 201, 327; goal of equi-
table treatment for, 76; twice had recourse
to the ballot box, 112 f.; demand for in-



398

Policyholders (Continued)
vestigation, 1856, 11{; some indirect con-
trol by, 210; accumulative record of re-
ceipts from, disbursements to, and ledger
assets, with table, 211; large losses to, from
lapses, 215, 218; International Policyhold-
ers’ Committee, 232; number at end of
1943. 319; cffort to bring them into closer
contact with management, $27; associa-
tions handling legislative interests of, 33.4;
social value of insurance: 1942 amount
paid to, 338

Policyholders’ Service Burcau, 274

Policy loans, 53, 102, 306, inaugurated, 15¢;
rate of interest, 154n; in New York: prac-
tices and expceriences with, 273

Political activities and contributions, 22,
226

Population growth, 435. 246f. table, 132,
chart, 247; alteration in age composition,
247

Populist agitation, 217n

Portugal, 6

Posey, Charles, g21n

Post, Minturn, 34. 57 £., 107, 109

Postal insurance, 89

Post obit annuities, 49

Preferred risk policies, 238, 26¢, 293

Premiums, average per policy, 9; level, 13, 63,
63, 227; reserve basis adopted, {0, 66, 156;
early schedules dev cloped, 58, 61; manner
in which computed, 63-65; loadings on, 63,
G4, 156, 226, 274; part payment in promis-
sory notes, 96; cash payments approved by
law, 97; reduction of: effccts, 141-4¢, 155;
rebates on, 143, 168, 227; mailing of no-
tices, 152; basis of, in annuity contracts,
260n; waiver of, 266, 268, 291, 293; interest
rate lowerced, 271; taxes on, see ‘1 axes

Prentice, Ezra P., 219n

Presbyterian Ministers’ Fund, The, 13n, 23,
26, 95

Presidents, elected, 34, 93, 107, 113, 231, 320;
large salary increases, 2035; presidency one
of most important posts in U.S., 319; qual-
ity of those in life insurance, 320; assist-
ants to, and their duties, 329

“President’s Cups,” 168n

Press, insurance: as vehicles of advertising,
169; reaction to Armstrong Investigation,
222; publications, 282n

Preventive medicine, 174n

Price, Richard, 21, 28n

Prime, Ward and King, 28n

Printing, see Supplies

Prizes to agents, 168n, 284n

Professional accountants, first, 210n

INDEX

Programming, 282

Progress and Poverty (George), 217n

Promissory notes, payments in, g6

Promotional schemes, speculative, 196

Provident Life and Trust Company, 127

Proxies, agitation against voting by, 113; at
command of officers, 201

Prudential Insurance Company of America,
149, 212n, 229, 2371, 239, 243, 214, 3081;
founded: gicat growth, 14

Prussia, 162

Pruyn, John V. L., g1, 1

Public, fortunate relations with after 1906,
397: see also Policyholders

Public Insurance Office, 22

Publicity, a legal requirement, 118, 228; see
also Advertising

Public utilitics, 306, 310, 312, §1.4

Public Utilities Holding Act, 303

Pujo Committee, investigation by,
240, 334 f.

Purchasing of supplies, 207, 208, 2281, 230,
328

217,

Railroads, extension of, 45; bond yiclds,
18Go-70, table, 106; secuitics, 176, 180, 183,
191, 193, 306, g10, 321, 368; Finance Com-
mittee excerpt re reckless management of,
368

Railroads on Trial, The (Baker), 217

Raymond, Charles H., 199, 223, 231, 277

Raymond, George, 223

Raymond Agency, 223, 230, 277; commis-
sions paid to and by, table, 167; memoran-
dum to, re commissions, 359

Real cstate, investment in, 99, 100, 157, 178,
225, g21; officc buildings, 102, 121, 191,
209 f., §62 f.; taken over to avoid, or ob-
tained by, foreclosure, 185, 187, 308, g12 ff.
passim; charter provisions governing, 343;
memo. by President Winston re invest-
ment in, g64-67

Rcal Estate Committee, 189

Rebates, 143, 168, 227

Reconstruction Finance Corporation, 303

Regional restrictions, on investments, g9 f.;
see also Residence restrictions

Reiley, Austin D., 297

Reinstatement in event of lapse, 154

Reinsurance business, 172, 239n

Rcliance Life Insurance Company, 266

Religious prejudice, 95

Report [on] . . . Experience of The Mutual
Life . . . (Homans), excerpts, 70, 85n

Reports, see Annual reports

Representations, statements by insured held
to be, 155
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Republican party committees, 224

Research, g17; assistants g29; organizations,
$34; re medical selection, 287, 288

Reserves, 40, 63, 318; calculation and estab-
lishment of, 65-68, 156, 274

Residence (regional) restrictions, 53, 79, 8o-
82, 154, 158, 170, 237, 287

Restoration Bureau, 274n

Restrictions on risks, see Risks

Retail Credit Company, 2951

Retirement provisions, 205, 280, 332

Revenue Act, 336

Reversionary additions, dividends paid as,
69, 73

Revision, Department of, 173, 174

Rice, Alexander H., 200

Richards, William W., 189, 231

Riordan, Daniel J., 219n

Risks, sclection of, 21, 76-89, 237; rules es-
tablished, g9; large risks, 85, 97, 172, 197,
239n, 290; liberalizing selection, 154, 170-
72, 286; moral hazards, 173; grading of
applicants into classes, 237; substandard
risks, 237, 266; ‘“business” insurance against
special risks, 238; recent trends in selection,
286-go; special classes, 2go0-95; methods of
sclection: results obtained, with tables,
205-98; see also under Medical; Occu-
pational; Residence; Travel; War

Robertson Law, Texas, 1591, 285

Robinson, David C., 192

Robinson, Lucius, 111, 198

Robinson, Morris, 3o f., 33 f., go, 109

Rockefeller, John D., 128

Rogers, H. 1., 193

Rogers, James T, 219n

Roosevelt (K. D.) Administration, New Deal
program, 252

Roosevelt, Theodore, 217, 244n

Root, Elihu, 196n

Russell, Eugene F., 295n

Ryan, Thomas F., 216n

St. Louis, agency coverage, 159

Salaries and other compensation, 110 f., 205,
277 ff. passim, g32; offices and staff, with
lists, 34, 109 f., 203 ff.; Mcdical Examiner,
77, 109; executive special agents, 168; sub-
committee on: increased without knowl-
edge of all trustees, 202; growth in annual
payroll, 203; reductions in, by depart-
ments, 207; legal provisions, 226; rules
governing, 230, 328; salary savings plan,
265; see also Agents

Sales forces, see Agents
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Sanitary Commission, 11, 88, 105

Sanitation, role of life companies in field of,
11, 174n

Sargent, John Singer, 231n

Saturday Evening Post, advertisement in,
reproduction, 283

Savings, insurance a form of: funds amassed
in life companics, 9-11, 134; assets of U.S.
institutions, 10; savings in 1929, 1§4n;
accentuation in policies, of the savings or
investment element, 238, 258-62

Savings bank insurance, 89, 246, 259

Schaeffer, George C., 65n

School training plan for sales force, 239 f.,
276, 280 ff.

Scottish Widows’ Fund and Life Insurance
Society, 22

Scudder, Marvyn, 220

Securities, government, 16, 88, g9, 101 f., 303,
306, g11ff., passim; development of cor-
porate financing, 179 (f.; post-war specu-
lative craze: 1929 market crash, 252; stock
and bond yields, 1922-43, table, g02; why
stocks of U.S. and New York state were
poor investments, 364; bonds and stocks
listed by N.Y. Stock Exchange, 1870-1905,
table, 382; capital issues by kinds, 1912-
43, taivle, 383 f.; see also Investments; and
types of security, e.g., Railroads

Securities and Exchange Commission, 303,
312

Selected Benefit Policy, 148

Selection, see under Medical; Risks

Semi-endowment contracts, 148

Service bureau for policyholders, 274

Settlement of benefits, modes of, 270

Seventeen Officers’ Table, 58

Shame of the Cities, The (Steffens), 214

Sherman Anti-Trust Act, 217

Shipman, Ayres, and Company, 35

Shipman, George P., 35

Sinclair, Upton, 218

Single premium life and annuity plan, 259 ff.;
table, 261

Size, desire for: resulting rivalries and prac-
tices, 14, 146, 197, 200; later conservative
policy, 244

Slaves, insurance on, 19, g6

Smith, Charles J. (“Dollar-a-Line™), 16g,
222n

Smith, Henry W., 193

Social Security Act, 236, 237n, 285; aid to
understanding of, 283

Society for Equitable Assurances on Lives
and Survivorships, The, 6, 21; see also
“Old Equitable, The” and “Equitable Life
Assurance Society, England”



400

Society of Assurance for Widows and Or-
phans, The, 21

Soldiers’ and Sailors’ Civil Relief Act, 286n

Soldiers’ and sailors’ insurance, 236

South, residence restrictions, 80, 81; problem
of handling business in, 88, 158; extension
of business to, 158

Spain, 20

Speculative craze following World War I,
252

Stability of life companies, 10

Staff of Mutual Life, with salaries, list,
109 ff., 203 ff. (see also Salaries); retire-
ment provisions, 205, 280, $32; morale
building among, 332

Standard Annuity Table, 261n

Standard forms, 154n, 255f.; required by
law, 228; replaced by standard provisions,
text, 256 f.

Standard of living, causes of rise in, 246;
effects, 247

Standard Oil Company, 217

Statements by insured, 538, 54, 77, 152, 155

States, Armstrong and other legislative in-
vestigations and their influence, 15, 128,
211 ff., 217, 225 ff. (see also Armstrong In-
vestigation); legal and regional, restriction
on investments, 15, 99-100, 176 ff., 178;
companies subject to control by, 27, 41,
118 f.; companies regarded as source of
revenue, 27; taxation by, 27, 41, 1n9f,
206 f., 835; capital loans, 28 (see also Gov-
ernment securities); laws re forfeitures, 54,
152; officials’ efforts to replace supervision
by, 212n; lobbying by companies, 224, 226;
three long-term effects of new laws: super-
visory powers enlarged and improved, 228;
insurance by, 236n, 237n; amelioration in
relations between companies and govern-
ments, $34-37; se¢ also under names, e.g.,
New York state

State Trust Company, 194

Statistics used in study, sources of: differences
in valuation, 156

Stedman, John W.,, quoted, 308n

Steffens, Lincoln, 217

Stock corporations, earliest, 21, 24; seeking
profits: gap bridged between them and
profit-sharing mutual companies, 26; put
under a cloud: failures, go; outdistanced
by mutuals, 244

Stock exchanges, created, 180; see also New
York Stock Exchange

Stocks, see Securities

Story of Life Insurance, The (Hendrick), 217

Straight life insurance, popularity, 149

Strong, Wendell M., 275

INDEX

Substandard risks, 237, 266

Suicides, 84, 171

Sulzberger, Cyrus L., 232

Sun, New York, 217

Sun Life of Maryland, 238n

Supervisor of Risks, 287, 289, 297

Supplies, expense and purchase of, 207, 208,
223n, 230, 828

Surplus, 68; ascertainment and use of, 69;
distribution, 157; see also Dividends

Surrenders and forfeitures, 186o-63, 89;
changes affecting, 271, 278

and lapses, 138; chart, 137, 258; tables,
377-80

Surrender values, 55 f., 152-54, 227

Survivorship annuities, 49, 264

Symonds, Brandreth, 288

Syndicate operations, 194 f., 230, 312

Tables, mortality, see Mortality tables

‘Taft, William Howard, 217

Tarbell, Gage E., 216

Tarbell, Ida M., 217

Taxes, state, 27, 41, 119f., 206 f., §35; in-
creases, §32; Federal, 336; New York City,
8360

Telegraphic News Bureau, 222n

Temporary National Economic Committee,
investigation by, 1940, and its effects, 240,
29071, 312, 335; reports, 318n, 335n

Term insurance, 47, 48, 51, 238, 239; types
of: advantages of, 262, 264; drawbacks,
264

Territorial, see Residence, restrictions

Territory, expansion of, with maps and
table, 158-63

Texas, withdrawal from: Robertson Law,
159n, 285, 286

Text Book, 282

Thebaud, Louis A., 223, 231

Thompson, John S., 275

Three-factor contribution plan, 71, 157

Time element in dividend calculations and
payment, 72, 73 f.

Times, New York, 222

Timpson, James, 189

Tonti, Lorcnzo, 19, 358

Tontines, original plan, 19, 126, 140, 358;
early uses, 24; sale of, 50; companies that
yielded to temptation of, 126, 127; varied
reception by authorities, 140; Winston'’s
attitude toward, 141, 143, 144; number of
policies sold: scheme dropped in 1872,
141; resulting reduction of premiums,
141-44; semi-tontines, see Deferred divi-
dend policies

Townsend, Charles E., 210n
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Training courses for sales forces, 239 f., 276,
280 ff.

Transportation, expansion, 28;
ments in, 44

Traps Baited with Orphans . .
67

Travel, double indemnity, 268, 269

Travelers Insurance Company, 237n, 243,
244, 266

Travel restrictions, 53, 79, 82f., 154, 170,
28gn; travel permits, reproduction, 83

Treason of the Senate, The (Phillips), 217

Troupe, C. T., 172

Truesdale (William H.) Committee, 203,
229 ff.

Trust companies, services by, 238

Trustees, see Board of Trustecs

Trusts and combines, period of campaigns
against, 217

Tully, William J., 2197

Tweed, Boss, 173n

Twenty-Sccond New York Regiment, 88

“I'wisting,” 40

Two-factor system of computing dividends,
157

improve-

. (Wright),

Ulpian Table, 18

Underwriters, English: first insurance in
colonies provided by, 22, 24; organizations
of, 240; see also Agents

Underwritings, syndicate, 194 f., g12

Unemployment insurance, 237

Uniform Legislation, Committece on (Com-
mittee of Fifteen), 221, 256

Union Central Life Insurance Company,
212n

Union Mutual Life Insurance Company,
48n

United Kingdom, insurance in force, 3, 6

United States, cconomic expansion and its
effects, 7, 27-30, 41-47, 128-34, 179, 245-
49, 304-13; insurance not subject to
Federal jurisdiction, 41; territorial di-
vision for establishment of rates, 81; map,
82; territorial expansion, with maps, 158-
61; companics’ efforts to replace state by
Federal supervision, 212n; government
insurance, 236; Fcderal banks, lending,
and other agencies, 303, 309, 317; investi-
gations by, 834 f.; taxation, 336; why
stock of, a poor investment, 364; see also
Government securitics

United States Chamber of Life Insurance,
154n

United States Christian Commission, 88n

United States Life Insurance Company, 113
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United States Mortgage and Trust Company,
192, 193

United States Sanitary Commission, 11, 88,
105

United States Steel Corporation, 180

University courses, 280 f.

Untermeyer, Samuel, 232

Urbanization and occupational shifts, effects,
G-9

Valuation systems, 156, 227

Vanderbilt, Cornclius, 200, g24

Van Renssclaer, Philip S., 31

Veblen, Thorstein, 179

Verdelin, Henry, g17

V'ose vs. Eagle Life and Health Insurance
Company, 77n

Voyages, restrictions on, 82, 84

Wager policics, 19, 20

Waiver of premium provisions, 266, 268

Wanamaler, John, 252

War, sclcction and elimination of risks, 79,
86, 171, 267n, 206gn, 271, 291 fl; in-
vestmients in government sccurities, 101;
see also Civil War; World Wars

War and Aviation clause, 271, 292n

War Risk Insurance, Burcau of, 236

Warrantics, doctrine of, 33, 5n, 77; state-
ments by insured not held to be, 155

Washington Life Insurance Company, 197,
238n

Waterhouse, A. N., 200

Wealth, individual, 45; see also Capital

Wealth against Commonuwealth (Lloyd), 217

Webb, . Walter, 200

Webster, Professor, G6

Weekly Statement, The, 169

Welfare work, 298n

Wemple, William W., 21gn

West, market in, 40, 159; acquisition and
development of new area, 43, 130 f.; re-
strictions on travel and lives in, 84; taxes,
120

Westinghouse, George, 217n

Westminster Society, 22

Wharton School, 280n, 281

Wheat, 252n

White, Grenville M., 2951

Wholesale insurance, 236n

Widows and Orphans Benefit Life, 146

Wigglesworth, Professor, 24

Wilson, Woodrow, 217, g22

Winston, Frederick S., 81n, 88, 97, 158, 197,
212; a strong but autocratic executive,
58n, 197; relations with actuaries, 58n,
59, 68, 74, 141; made president, g3, 113;
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Winston, Frederick S. (Continued)
salary, 109; term of office, 114; requests
for investigations of Company's affairs,
117; attitude toward deferred dividend
policies and tontines, 127, 141, 143, 144,
197; on optimum size, 142; death: suc-
cessor, 145 worshipped size: resulting
policies and actions, 197; memo. to Fi-
nance Committee re investments, text,
364-67

Wisconsin, 100, 2251

Wisconsin State Insurance Fund, 236n

Women, advertising directed toward, 93;
extra premiums charged, 85; restrictions
on, 290

Woods, Edward A., 259n, 281

INDEX

World War Adjusted Compensation Act,
236n

World Wars, government insurance, 236; re-
lation to business cycle: depressions follow-
ing, 250 ff.; business boom, 254; problems
of selection, 293 ff.

Wright, Elizur, 4o, 71, 74, 89, 142; campaign
against forfeitures, 55, 152; for method
of calculating reserves, 66, 67, 68; quated,
68, 72, go, 140

X rays, 289
Yecarly Bond Contract, 148n

Zartman, Lester, quoted, 100n
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