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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
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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.



LIFE INSURANCE IN AMERICA [

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
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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.
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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.
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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.
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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.
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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.
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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.



INVESTMENTS AND MANAGEMENT 107

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.
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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.



DEVELOPMENT OF LIFE INSURANCE 129

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

Peaks in business are indicated by broken vertical
lines; troughs by solid vertical lines

MILLIONS ~¢ DOLLARS NEW BUSINESS NILLlON_STOf DOLLARS

240 | MUTUAL 240
120 |- 120
° T T T TN T 1V ¢V .+ 0 0vT V1T [ AR LA A °
73 1980 9%
MILLIONS OF DOLLARS
"]
1440 | ALL po . 1440
1200 |- 1200
960 |- 960
720 |- 720
480 |- 480
240 |- 240
° T 'l - ‘lv o
1870 lo¥o
MILLIONS OF DOLLARS INSURANCE IN FORCE MILLIONS OF DOLLARS
MUTUAL
1440 -4 1440
1200 - 1200
960 -4 9e0
720 -4 720
480 - 480
240 -4 ee0
° T 131110010 Trvrypvid LI T1T1 11 VT 10 b LB °
18 uJeo |J90 1900 e
BILLIONS OF DOLLARS . /\
10 |- ALL COMPANIES 4 1
v .
L o X T
I
3
s | v -1 6
Iy
13
4 } 5 -4 o
t
: 3
2 s
¢
° L * 1 °
o 1d80 ‘o8

Sources: Stalson, Marketing Life Insurance (Cambridge, 1942), pp. 813, 820-821; the turn-
ing points of the business cycle are thosc made public by the National Bureau of Eco-
nomic Research (1941).



130 DEVELOPMENT OF LIFE INSURANCE

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).



144 DEFERRED DIVIDEND POLICIES

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).
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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.



DEFERRED DIVIDEND POLICIES 1557

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 Minnesot<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>