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SPECIAL REPORT
OF THE

INSURANCE COMMISSIONER

ON

STATE AND MUNICIPAL INSURANCE, Etc

To the Honorable Senate and House of Representatives

Introductory .

The Insurance Commissioner presents herewith the Report
required by the second provision of Chapter 45 of the
Resolves of 1873, directing him "to investigate the subjectN.
of the feasibility of any system of state or municipal insur- f
ance, and of the necessity of any change in the existing j
system,” and report to the Legislature of 1874.

The legislative direction above cited is of such mandatory
import, and the scope and purpose of the required investiga-
tion so clearly indicated, that anything less than a positive
expression of opinion derived from such investigation, would
seem void of result, if not discourteous. With all deference,
therefore, to differing views and theories honestly entertained
and strongly urged as they undoubtedly are, it is believed
that no other presentation of the interests considered would
have fulfilled the spirit and intention of the Resolve. The
great importance of the problems involved have demanded
patient and extended inquiry, and the conclusions inevitably
and often unexpectedly reached are candidly and conscien-
tiously submitted.
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In order that the subject might bo as fully canvassed as
possible, and at the suggestion of legislators proposing the
investigation, several gentlemen of experience as insur-
ance experts and of high reputation in commercial as wellas
insurance circles, were invited to communicate their views
for transmission with this Report. A promised response
from one has been prevented by serious illness, and from
another by a sudden departure on a foreign mission, while
two or three have been unable to secure release from other
engagements.

From the communications received, three have been selected
for publication in full herewith. One of these is from the
eminent English writer on insurance, Cornelius Walford,
Esquire, whose works have become so widely and favorably
known in both hemispheres. Another is from the President
of the National Board of Fire-Underwriters, Mr. Henry A.
Oakley, whose official position and relations have given him
thorough and practical knowledge of insurance experiences
in this and other is from Mr. Nathaniel
C. Nash, member of a prominent and well-known commercial
house in Boston, who also has been favored with special and
well-improved opportunity to become familiar with the char-
acter and results ofInsurance administration, both at home
and abroad. The communications TuruTshed by these'geutle-
meif afe~ eminently practical and valuable, and will be read
with interest and profit. The opinions of Hon. Elizur
Wright, formerly Insurance Commissioner of Massachusetts,
and of Hon. Albert W. Paine, late Insurance Commissioner
of Maine, as cited from their official Reports, also impart
interest and value to the investigation.

As the papers so courteously contributed to this Report
exhibit the most important statistical information relating to
the topics discussed, very little need be added in that con-

nection. Information of this character is, however, supplied
in its appropriate relation, wherever it seemed to be required.
It was supposed that the advocates of state or municipal
insurance, several of whom were invited to communicate
their views, would have improved the opportunity to illus-

trate its advantages and urge its claims, but only one has

responded in that behalf.
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With these introductory paragraphs, we respectfully sub-
mit the following suggestions :

No Radical Change Demanded by any Public Exi-
gency.

The change specially designated in the Resolve of the
Legislature evidently contemplates the transference of the
whole business of fire-insurance from private corporations,
organized under existing statutes, to the executive branch of
the state or municipal governments, acting in the capacity of
underwriters of risks on private property. Such at least
must be the practical effect of inaugurating this public com-
petition.

The proposed inquiry, therefore, must necessarily embrace
the lapse of the old system, as well as the establishment of
the new. It is evident, moreover, that the proposed assump-
tion of this business by the state or municipal governments,
thus increasing their powers and functions, cannot be justified
except upon the ground of some great exigency, in the nature
of a public necessity, pointing to irremediable defects or
abuses in the present system, or to great benefits to the mass
of property-holders which can only be gained by such a radi-
cal revolution.

If it can be satisfactorily shown that the present mode of
fire-underwriting, by Stock and Mutual Companies, is unfairly
or dishonestly conducted; that it involves an unnecessary
cost to policy-buyers, or does not afford them reasonable
security ; and that a public administration of the system
would, beyond peradventure, be purer, safer and more
economical,—then, and not otherwise, the expediency of
such a change may be properly considered in a comparison
of its possibly good with its certainly evil results. After all,
it is to be adopted only when a solution of the problem shall
clearly demonstrate that the former outweigh the latter.

Security and Economy oe the Present System.
It needs no elaborate argument or citation of historical

facts to prove that the business of our Massachusetts Fire-
Insurance Companies under the existing system of state
supervision is, and always has been, as a whole, fairly and
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honestly conducted. The public have no fault to find on that
score. The commercial honor and integrity of their man-
agers have never been questioned or impeached, oven by their
severest critics, who, in the Extra Legislative Session of
1872, refused to recharter the insolvent Boston Companies.
The complaint of the former was against the corporate
system chiefly as a monopoly, and this seeming cause of dis-
satisfaction was removed by the inauguration of unlimited
competition under a general law, stringent and guarded in its
provisions, limiting the amount of insurance risks taken by
any one Company within a given district, also restricting the
dividends of Stock Companies, and increasing the public
security by adding their surplus earnings to their capital.
Moreover, the financial condition of every such institution
doing business in Massachusetts is known to its Insurance
Commissioner and the public, so that, at present, the sale of
policies by irresponsible underwriters within its limits is
utterly impossible, unless by clandestine and fraudulent
negotiation.

As regards the question of economy, the experience of all
civilized communities proves that business enterprises under-
taken by the government are always more costly in their
prosecution, and less satisfactory in their results, than when
left to the close calculation and vigilant supervision of indi-
vidual or corporate management. It is urged those most
competent to judge, that the sharp competition of fire-under-
writers in this country has already reduced the cost of insur-
ance to the lowest possible point consistent with the sound-
ness of Companies and the safety of policy-holders. To be
sure, the premium rates have been recently advanced, but it
is still claimed by those who ought to know best, that the
advance is not in proportion to the increased hazard of risks
and the frequency of sweeping conflagrations. Self-preser-
vation is a duty which these institutions owe to the public no

loss than to themselves; and to cut down their rates below
the remunerative point would be to impair their resources

and sacrifice their patrons.
The fire-insurance statistics of the best managed and most

successful Companies in the country, during the last ten or

twelve years, show conclusively that their premium receipts,
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after deducting their necessary business expenses, have but
little more than sufficed to cover their actual losses for that
period. Hence they have been obliged to rely mainly for
their net earnings and accumulations, upon judicious invest-
ments and thrifty handling of their capital. This utilization
of their reserve funds, to secure an income from them, not
only requires a degree of financial skill and executive ability
rarely if ever to be expected in a mere town or state agent,
but also a wide margin of discretion, which it is believed
could not often be safely intrusted to such an official.

Insurance as a Gratuity, based upon General Taxation.
Thus, it is fair, to assume that insurance capital would be

comparatively unproductive in the bauds of the State or muni-
cipality, yielding but little addition to its premium receipts,
and nothing to its general revenue (as at present) in the shape
of taxes. Hence it is difficult to see how fire-insurance by
the government could possibly be made cheaper to the prop-
erty-owner than under the present system; but the chances
are that it would be much dearer, provided the system is to he
self-sustaining in the hands of the government.

If, however, fire-insurance is to be dispensed by the State
as a gratuity, without regard to cost; if the public treasury is
to be converted into a charity fund, for making good every
loss from fire sustained by its citizens, then we have a prop-
osition before us which only needs to be submitted to the
tax-payers of Massachusetts, in their elective capacity, in
order to be overwhelmingly rejected.

The practical result of such a proposition, embodied in the
form of law, would seem to be the very reverse of giving
additional security to property-owners. For let it be fairly
understood that the State absolutely guarantees the payment of
losses on policies to the extent ofall its financial resources, in
default of any capital stock or reserve fund to meet special
emergencies; that, in case of a deficiency in premium re-
ceipts, such payment is to be made by recourse to general
taxation ofproperty at its assessed valuation, without regard
to equitable insurance rates, based upon the relative risk,
which apply to it; let the holders of these government poli-
cies be assured that their losses are to be made up to them
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fully and unconditionally, without any share of risk or re-
sponsibility on their part, except as general tax-payers, and
the moral hazard of the business of insurance will at once as-
sume appalling magnitude. Indeed, it requires no stretch of
imagination to apprehend that, under the unprecedented
temptation thus created, the torch of the incendiary would be
kindled with bolder defiance in every hamlet and city through-
out the length and breadth of the Commonwealth.

The Republican Policy of Free Competition and Non-
intervention with Private Business Enterprise.

But beyond these reasons, there are political and social
considerations touching the general welfare of the people,
which stand opposed to this change. The progress of this
country in civilization, popular intelligence and general pros-
perity, is largely due to the stimulus given to individual en-
terprise by its free institutions. It is the aim and spirit of
those institutions, not only to afford the largest possible scope
to the inventive genius and acquisitive instincts of the people,
by protecting them in every legitimate pursuit of wealth, but
also to teach them self-reliance in providing for their own in-
dividual and social wants, by a general policy of non-interfer-
ence with their business affairs.

Starting with the admitted proposition that the world of
mankind is governed too much, the founders of our republi-
can system undertook to secure the greatest good of their pos-
terity by abridging and simplifying the functions of govern-
ment, confining them to a few general purposes. Such a
policy, leading to free competition and personal effort in
every path of improvement, not only secures the best results
of brain and hand work to the community as a whole, but it

tends to develop the highest type of manhood in the individ-
ual citizen.

Evils of Parental Despotism—Tendency of Government
Monopolies.

Despotic governments, in all ages, have dwarfed the intel-
lects and paralyzed the energies of their subjects by the exer-

cise of that parental authority which is based upon the

assumption that the people are incapable of taking care of
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themselves, and hence that all the machinery of commerce
and industry must be controlled by their rulers.

Under this parental regime we find all the great material
and business interests of the State concentrated in huge
government monopolies, costly and oppressive in their opera-
tion, and fruitful only of corruption and inefficiency in all
branches of the public service. As these monopolies have
grown strong, and for their own aggrandizement have laid
hold of the natural resources of the State, in the same measure
has private enterprise been discouraged and abridged.

Governmental Regulation rather than Assumption of

Commercial Functions—Contrast of Results.
Under our republican system, -whose only proper function is

to do for the people what they cannot conveniently do for
themselves, collectively or individually, we find the most
equal distribution of wealth, the greatest mental vigor and
activity, the most rapid progress in material development,
and the best application of established principles of social
science and political economy. Here we have the important
distinction made between government interference with a
view to protection and regulation, and government interfer-
ence with a view to competition and control. Therecognized
principle is, that while the government may regulate trade
and commerce for the benefit of all concerned, it may not
engage in these branches of business on its own account.

This line of prohibition is clearly drawn by common sense
and common justice, confining its administrative functions to
such public enterprises, of general utility and necessity, as
the postal service, for instance, in the benefits of which all
must participate, and for the maintenance of which, in case of
a deficiency in its special revenues, general taxation may lie
resorted to without violating the principle of an equal distri-
bution of the public burdens. Even the postal telegraph in
Europe, under conditions far more favorable to success than
exist in this country, has turned out to be a practical failure
so far as economy is concerned. While it is operated at an
actual loss by the British and most of the Continental govern-
ments, the cost of messages is, on the average, considerably
greater than in the United States.

2
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But here the business of fire and life insurance, through
the painstaking efforts and investigations of men for whom
the honors and emoluments of public office have no charm,
has been reduced almost to an exact science, and its most
beneficent as well as most equitable result attained. Such
perfection in detail under corporate management evidently
could never have been reached by any public administration
of this business, and is the result of that patient study and
thorough training which can only be expected, or justified, in
a person who intends to devote a lifetime to the profession of
underwriting.

The Proposed Change, and its Inevitable Tendencies.
Thus, experience in this, as well as in other branches of

business, has abundantly proved our republican policy of
non-interference by the government wdth private business en-

■ terprise (beyond such general laws as may be necessary to
secure the ends of justice between mau and man), to be the
wisest and the best. Any departure from this policy in the
direction of centralization or a government monopoly of any
of the legitimate functions of general trade, finance or pro-
ductive industry, must necessarily lead to those baneful con-
sequences of popular degradation and poverty of the masses,
so often witnessed under mouarchial despotisms. The first
step in that direction would probably be followed by others
still more disastrous to national progress and the general
welfare, since the same arguments urged in behalf of a sys-
tem of state or municipal insurance would apply with equal
force to the government assumption of many other branches
of business equally within the legitimate field of private
enterprise.

If it is expedient that the government should furnish in-
surance against loss by fire to property-holders at prime cost,
putting up all its taxable resources as capital to back the
undertaking, why may it not, with the same propriety, fur-
nish the people at large with life-insurance, bank accommo-
dations, freight and passenger transportation, hotels, ware-
houses, tenements, clothing, fuel, groceries, provisions,
breadstuff's, and all the necessaries of life at cost? Nay,
why should it not embark in speculative enterprises, and
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become an active competitor in the various departments of
trade and commerce ? It is evident that all such innovations
tend surely to consolidation, and the gradual absorption by
the government of the reserved rights of the people.

Injustice of a State Guaranty.

If it is expedient (as proposed by some in the last
Legislature) that the State should furnish a positive guar-
anty for the ultimate payment of all losses on risks covered
by Fire-Insurance Companies, why may not the State, with
equal propriety and justice, he called upon by their credi-
tors to guaranty the solvency of its banking, manufacturing,
and railroad corporations, and, in fact, to indorse the out-
standing paper of every mercantile firm doing business within
its limits, whose cash capital is liable to be impaired by un-
foreseen commercial or financial emergencies ?

The laws already upon our statute-book, and our thorough
system of state supervision, afford the best possible guaranty
of the solvency of Insurance Companies. Any additional
security, involving an assumption of their debts, would only
lead to a loose and reckless management of their business, by
shifting the responsibility and consequences upon the shoul-
ders of the State, and would thus be sure to involve it in
endless losses.

But if it is proposed to raise a state guaranty fund by levy-
ing general contributions upon corporate underwriters, the
system would be still more objectionable, as making each
separate Fire-Insurance Company liable for the business
errors and mismanagement of other institutions, over which
it can have no possible control.

State Insurance Subversive of Popular Liberty, Inde-
pendence and Political Morality.

To be sure, the government is a capitalist which cannot fail,
because it has all the property of its constituents behind it.
But that is no reason why it should take their business affairs
into its hands, assume their private and corporate debts, or
compete with them in those utilitarian and lucrative pursuits
upon which they are dependent for a livelihood.

It is pertinently urged that such an absorption of the busi-
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ness interests of the country by a government monopoly,
crushing out all private competition, would in the end leave
the people entirely to the mercy of their rulers, and not only
increase and multiply their burdens, but reduce them to a
condition of abject dependence upon the government for em-
ployment and the means of subsistence. Not only so, but
that, by enlarging the executive patronage of the government,
it would tend to the creation of an overshadowing central
power, dangerous always to the liberties of the people, cor-
rupting the springs of political action, moulding legislation
to suit its own selfish purposes, and controlling the result of
popular elections. If this be so, any measure calculated to
produce such results should be deprecated and avoided.

Unfitness of Partisan Officials for the Business of

Insurance.
It is a reasonable assumption that managers whose official

lives might hang upon the caprices and mutations of politics,
would hardly be fit instruments to deal with the grave exi-
gencies of insurance. For under their subjection to party in-
fluence and changing fortune, they could not be expected
either to qualify themselves for a proper discharge of the
duties devolving upon them as insurance experts, or to per-
form their functions without partiality or partisan bias.
Hence, it would seem that one of the inevitable outgrowths of
such a system would be the practice of political favoritism io
the business of government underwriting, compelling the
policy-holders of one party to carry those of the other, and
the good risks to pay for the bad.

In a word, the Insurance Department of the State would
degenerate into a mere political machine, run by partisans
having no special qualifications for the business, nor pecuniary
interest at stake in its results, and held to no rigid responsi-
bility by those who risk their capital in protecting the prop-
erty of others. Such managers could not possibly bring to
the discharge of their official trusts that care and fidelity
which the delicate nature of the business demands and re-

ceives at the hands of private corporations.
There would be cause to apprehend the most demoralizing

and disastrous results from the incompetency of state or
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municipal insurance agents. These would be generally se-
eded with reference to their ability as political operators,
rather than to their proficiency as skilled underwriters.
Hence they could not, even if they would, exercise that criti-
cal judgment and scrutiny in regard to the character of risks
to he covered, which are indispensable to a safe and success-
ful conduct of the business.

But granting it to be endowed with professional skill, a
central state agency (unless it had branches located in every
considerable town) would not only be inaccessible to the
mass of policy-buyers, but it would labor at great disadvan-
tage, as compared with local Companies, in dealing with risks
in remote sections of the Commonwealth. The nature of
these risks would in many cases be largely conjectural, and
would have to be determined by the representations of in-
terested parties, rather than as at present by actual inspection
of the property.

Other Results of the System—lncentives to Fraud
and Incendiarism—Enhanced Rates—Heavy and Un-
equal Taxation.
The results of such a loose and extra-hazardous method of

underwriting as would be likely to follow, are not difficult to
predict. The State would thus hold out the strongest pos-
sible incentive to wholesale fraud and incendiarism. More-
over, these crimes would be encouraged, under such a system,
by that lax sentiment of public morality which, as in the case
of smuggling or false invoicing by respectable importers,
does not scruple to defraud the government, so boundless in
resources, of its dues; while the same persons, as a general
rule, are strictly honorable in their private dealings, and
would shrink from any dishonest transaction between man
and man.

Hence, in order to meet its inevitable losses on the score
of incendiarism, bred and born of such a system, the State
would either be compelled to raise its premium rates above
the present standard of our private Stock Companies,—thus
exploding the delusive idea of cheap state insurance,—or it
would have to meet this deficiency by falling back upon
revenues from other sources. The manifest injustice to the
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general tax-payers which the latter method would inaugurate,
would not long be tolerated, since a large class of heavy con-
tributors to the state treasury either do not count among
their possessions any insurable property, or that property
(suburban residences and farm-houses, for instance) is so
secure and isolated in its position, that it would not be fair
to tax it for the benefit of such as may be exposed to the
dangers of a sweeping conflagration. The fundamental prin-
ciple of reciprocity, upon which all equitable insurance is
based, would be clearly violated by such an alternative.

Municipal Insurance still more Objectionable.
The same objections lie against town-insurance, with the

additional one that this system necessitates a concentration of
risks which in case of a great fire, practically neutralizes all
the benefits of insurance. The theory of home-insurance
may, under supposable conditions, be correct to a certain
extent; but when carried to the extreme of making every
compact settlement its own exclusive underwriter, it is very
unreliable, to say the least, as the terrible experience of the
last few years has proved. A most important lesson of this
experience is, that perfect security is only to be obtained by
a liberal scattering of risks. If the great losses of Boston,
Chicago and Portland had fallen wholly upon their own citi-
zens, or such of them as had any taxable property left, instead
of being widely distributed among other cities, States and

O »/ O 7

countries, the process of recuperation would have been dis-
couragingly slow, if not quite impossible.

Besides, under a system of town-insurance, the obnoxious
political element would be sure to intrude itself in its worst
and most demoralizing form. The custody and control of
large sums of public money by municipal officers, for insur-
ance purposes, would introduce a new bone of contention
into our primary meetings and local elections, sharpening the
asperities of party politics, and increasing tenfold the trick-
ery and corruption of the ballot.

No Necessity for a Change of System.

The present system of insurance regulated by law and
placed under a vigilant state supervision, yet entirely
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divorced from politics, public patronage and popular elec-
tions, seems to fairly meet every prominent exigency of the
business, both on the part of insurer and insured. The profits
of the former, though generally moderate in the best times,
and wholly wanting in epidemic periods, are still sufficient
to attract private capital and command the highest professional
skill and experience ; while the latter have every possible
guaranty of security which good management and carefully
guarded legislation can give.
o o o

Recent legislation has done much to improve and strengthen
the existing system, and though it may still be imperfect, it
apparently embraces every desirable feature which could be
attained through state or municipal administration, while it
avoids the many undesirable but inevitable consequences of
such an administration. Hence, we are constrained to believe
that no radical change is needed, much less one which must
be counted among those that seriously complicate the func-
tions and pervert the ends of all good government.

With these suggestions, we present the following paper
from Mr. Walford, to which reference was made on a pre-
vious page. Coming from authority so competent, and withal
from a stand-point beyond the sphere of partisan influence
and opinion, its impartial and instructive utterances will com-
mand thoughtful consideration. Of this, as well as of those
that follow, we invite an attentive perusal:—

STATE OR MUNICIPAL FIRE-INSURANCE^^
Hon. Julius L. Clarke, Insurance Comni'r, Commonwealth of Massachusetts, U. S.

Dear Sir :—-I fully appreciate the compliment which you pay to
me in soliciting my opinion upon (to quote 3'our legislative Resolu-
tion) “ the feasibility of any system of state or municipal insur-
ance, and of the necessity of any change in the existing system.”

I assume that fire-insurance was mainly intended by the framers
of the Resolution. State interference in the business of life-insur-
ance in England, and with that of accident insurance in France,
have proved such miserable failures, that 1 can hardly assume the
experiment will ever be tried again. The grant of life annuities in- I
deed by the Legislature in Australia, does appear to have been
attended with some success, but then, even against this, wo must
set off the great losses incurred by our English government by a
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like experiment, inaugurated in the last century, and continued for
a considerable period in this. The result of the Australian experi-
ment will not really be known for half a century to come; and, if
the data should prove to be wrong, the larger the business trans-
acted in the meantime the greater will have been the damage.

I will further assume that I am to exercise the privilege of free
expression. lam in the habit of expressing myself freely, from a

belief that truth is best elicited by so doing. You do not tell me

your own views, which, under the circumstances, is proper enough;
but the consequence may be that I run in conflict with them. This,
however, if it shall happen, my knowledge of you assures me you
will pardon.

Regarding fire-insurance: It seems natural enough that, inas-
much, as in theory at least, the government of the State is under-
taken lor the good of the people,—of all the people in the State,—
that the material prosperity of the people should, in all respects, be
regarded ; and hence the protection of property (the accumulation of
which is for the good of the State) from thieves and despoilers on
the one hand, and from destruction by fire, storms, etc., on the other-
hand, seems most reasonable, —seems almost the duty of those in

‘authority.
Carrying out this theory logically, the State must protect: (1)

The property of its people from invasion and spoliation by home or

foreign enemies; this it does. (2) Its maritime commerce from

pirates, or more open enemies ; this it endeavors to do. (3) The
lives and liberties of its people (which I ought to have placed first);
which in effect it does, by the enactment of wise laws, and the m-

stitution of an effective police. (4) Must secure the preservation
of the lives and health of the people, by efficient sanrtary arrange-

ments adapted to the requirements of each locality; this, as a

rule, it does not do, or even attempt. (5) Must indemnify a

ao-ainst the ravages of the natural elements, viz.: storms, whir-

winds, lightning, hail, rain, frost, and tempests generally; tins it

usually does not attempt to do. (6) Should provide agams all

calamities which are, in their nature, inevitable,-to which all are

liable, and which result from causes beyond individual control,

this a'min is rarely attempted, except, perhaps, in the land ol tue

u hcathen Chinee,” where municipal authority is even made respon-

sible for the good conduct of the people collectively and mdiyidua j.
Now, why is it that only about one-half of the casualties o " m

all men in' a civilized state are liable, are provided against by and

at the expense of the State, and that the other half are not so pro-

vided for ? There must be some reason for this, or our consciences,

as rational beings, would not rest satisfied !
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The Shxon Guilds, of which we hear so much, and know so little,
are said to have provided for and against nearly all the casualties
which I have named as not now being undertaken by the State.
They did so because the State, then held to be so perfect in its con-
stitution, did not do it.

The very first proposal for protection against fire of which history
affords us any insight (other than that of the Saxon Guilds), was
for a scheme of state fire-insurance. The proposal was made in
1609 to Count Anthony Gunther von Oldenburg by an “ingenious

person,” “ that the Lords of Estates should insure the houses of their
subjects against fire, by proposing to them that they should, either
singly or united, set a value upon their houses, and for every $lOO
of valuation pay him $1 yearly. For this the landlord was to en-
gage that, in case, by the will of God, their houses should be con-
sumed by fire, otherwise than by the misfortunes of war, he would
take the loss upon himself, and pay to the sufferers as much money
as would rebuild their dwellings.” It was, however, recommended
that not all the houses in every toion should he included, as their
united value mightprove too considerable; hut that only some certain
divellings should be received into the association. Count Oldenburg
did not adopt this design ; but he considered that a company consist-
ing of common individuals might he formed to insure each other’s
houses. What the real motives of the Count may have been are not
stated.

The scheme which was not then taken up, was promulgated with
greater success in other parts of Northern Europe, and it is prob-
able that, by the middle of the seventeenth century, many of the
cities and states of Northern Europe really had in force a system
of municipal fire-insurance. That system continues, or rather is
partially continued, down to the present day.

By an Act of the Common Council of the Corporation of London,
dated October 15, 1681,—fifteen years after the great fire of London
—it was resolved to enter upon a scheme of municipal insurance
against fire. A committee was appointed to sit at the Guildhall
daily, for perfecting the “ same undertaking to the good satisfaction
of all persons, both citizens and others, that have or shall have any
interest in any building there.” Books were to be opened, and
“lands and ground-rents to the value of £lOO,OOO should be forth-
with settled as a fund, to insure such houses as should be subscribed
for.” The premiums were to form an additional fund, and were to
be at the rate of £4 per cent, for brick houses, and £8 per cent, for
timber houses. The scheme did not go forward ; our historian,
Strype, says, “ perhaps because the credit of the city was at this
time but low ”

; but I suspect because it was altogether beyond the
3
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purposes comprehended in the ancient charter of the city. It may
have been because the citizens preferred to insure in the mutual
contribution associations, several of which were being formed at the
same period, and between the promoters of which and the author-
ities of the city, there was so determined a fight, that the matter
had to be referred to the king in person for settlement.

I give you these details on the principle of fairly stating or re-

viewing the case on both sides. The idea of municipal fire-insur-
ance is not by any means new. It is one which was certain to occur
to the human mind, as the necessity for protection against the rav-

ages of fire became manifest; as this again was certain to become
manifest with the increasing accumulation of destructible property.
But I will give you yet another example, one of a more practical
character than either of those yet named. The principle of munici-
pal fire-insurance has, either from choice or necessity, been much in
force in Denmark. In the Insurance Cyclbpcedia, under “ Copen-
hagen,” you will find the actual results of the operation of two such
municipal associations during certain fixed periods : (1) the Brand-
forsikkring for Ruse og Guarde (Fire-Insurance Company for Build-
ings) ; and (2) the Kyi Octroierede for Varer og Effectur (The
Royal Octroied Fire-Insurance Company for Goods). Under “Den-
mark,” in the forthcoming part of the same work, you will find
some other details of interest regarding the municipal offices. I
refer you to these in order to save time and space here. One re-
markable fact will perhaps strike you. The municipal offices have

a monopoly ; all persons insuring in other companies are liable to
the payment of a fine, yet the people do insure in other companies,
and very largely ; and now a system of insuring thefines as well as

the property is introduced. They are afraid of the municipal system.
With these facts before us, we seem to be in a position to review

the whole question. I admit that the idea of state or municipal in-
i' surance is feasible. I admit that it has the claim of priority. I

admit further that it is in operation at this very moment in many
parts of the North of Europe, and in some of the Cantons of
Switzerland ; and yet I am compelled to say that, in my view, it has

not one single feature to justify it in the present day, when such ample
protection can be obtained by other means. I will tell you why.

It is the essence of the principle of all insurance to spread the
risks over the largest possible surface, in order that the many maj

bear the losses of the few. The risk incident to the loss of all

property is, in the first instance, concentrated in its owner. He
“ spreads the risk” by calling in the protection of an insurance
association consisting of many individuals. The insurance asso-

ciation, in its turn, adopts the same principle—spreads its ns s.
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it has the houses on either side of yours, or even onl}' on one side
of yours, the chances are it will not take your risk at any price. If
it insures your house, or business premises, and the amount be
above that which it has, in view of prudence and safety, adopted as
its “limit” on individual risks, it immediately re-insures the surplus
with some other company. If it has your building on its books, it
will prefer not to have your stock in trade. In most large towns
now, the fire-offices trading there limit the entire amount they will
take in the whole place. They go further : they have carefully pre-
pared plans of the towns, and they will only take a given amount
on each or any “block.” Further still, if the town be considered
“ hazardous,” they will only take “ lines”in alternate blocks. Why
is all this ? You know perfectly well: they must, at any apparent
sacrifice of business, avoid concentration of risks.

See what municipal insurance, as applied to fire, means. It
means the ignoring of all these wise precautions, the result of dearly-
bought experience, and reducing owners of property as nearly as
may be to their normal state before fire-insurance was originated ! It
means, in effect, sweeping away at one stroke that system of pro-
tection which it has taken so many years to build up, and without
which every merchant and large trader, nay, every man ,whose prop-
erty consists in houses and goods, is removed but one step from
beggary! Is this assertion too strong? Let us see! Municipal
insurance means, aims, sooner or later, at abolishing fire-offices as
now constituted. It does not mean to rob any citizen of the right
to protection by means of fire-insurance. It seems wrong, cruel,
horrible, to suggest such a thing. All are to be insured ; but the
citizens of other states, of other municipalities, the foreigner, are
not to come in and share in our premiums ! Then the state or muni-
cipality is to afford protection for all—-it is to take all the risks.
You may do as they do in Denmark,—have several classes of muni-
cipal associations,—some for houses, some for goods, some for man-
ufacturing risks. A small nominal deposit is paid on effecting the
insurance ; an assessment is made annually, or more frequently, for
the fund to indemnify the losses. You know something, on your
side, of assessments, of what they mean and what they do not mean !
Small towns as well as large ones are to be permitted the protec-
tion. that is, the practice of municipal insurance. All, whether in
large or small towns, are to pay the assessment based upon the value
of theirproperty. Each proprietor thus becomes the insurer of a
portion of his own risk and of a portion of the risk of every other
person insured in the particular municipality, lie stands at one and
the same time as being “insured” and as being an “insurer.”
Suppose, for the sake of illustration, that one hundred houses of
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equal value be insured. One is burned. The loss is one per cent,
all round. Then, if fifty houses be burned, the loss is fifty per cent.
If all the houses be burned, the loss is—what? Where is the insur-
ance then ? Is there any false logic in my example? Are there no
cases on record in your country in which nearly every house has
been destroyed ? What of Minnesota and its prairie communities ?

A hundred other difficulties in practice present themselves to my
mind. How about special risks?—theatres, elevators, churches,
petroleum stores, saw-mills, cotton and woollen mills? Insurance
offices, trading in numerous parts of the country or of the world, can
take sufficient of such risks to constitute “ an average ”

; and they
can take their pick where they like, when the}' like—rejecting where
the risk is not up to the required standard, or where it is above their
limit. What is the municipal office to do in such cases ? It cannot,
in ordinary cases, obtain sufficient of such risks to constitute an
average ; it must not exercise any power of selection to the extent
of absolute rejection ! It ought not to charge more than the risk
can be insured for in a substantial office elsewhere. In all such
cases, are the good risks to pay for the bad, or how ?

Regarding small towns, it may be said they will combine into state
or district insurance associations. Will that entirely remedy the

evil? Must the brick or stone towns pay for the losses on the
wooden towns ? Or will each place be assessed for its own partic-
ular losses ? If the latter, what will be the benefit of the combina-
tion? If the former, where is the justice of the project?

In the case of insurance companies, as now constituted, if they

make a mistake in the acceptance of risks, the loss is borne by the

general proprietary ; if they go on doing so, the company becomes
bankrupt, and the managers lose, not only their appointments, but
are disgraced. In the assessment of losses again—a most material
point—the companies have trained officers of large experience; men
mostly free from all local inlluence and bias, as they should be.
The operation of self-interest is the moving power in the companies;
it saves them. Small companies even now too frequently become
impaired in the event of serious losses in their respective districts.
I suspect this fact may indeed have given rise to the resuscitated
idea of municipal or state insurance. Upon me the argument would
operate the other way. ■ I see the cosmopolitan companies stand the

shock ; I see that they bring in their accumulations gathered from
all parts of the world, to my rescue. I stand by them. That would
be my reasoning.

Again, state or municipal insurance implies a monopoly; and it

involves something more—it involves compulsion to carry it out.
All must insure ; all must insure in the state or municipal office—
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that is, if the practice is to be carried out in its entirety. The com-

panies must not come in and compete, or the system will be a fail-
ure ; for a very large number of persons will never insure in state or

municipal offices unless actually compelled to do so. They do not do
it under the tyranny of continental regime ; and let me here state, it
is a good job they do not. The system of municipal insurance would
not have been in existence at the present day hut for the fact that
manyput no trust in it and insure elsewhere. The great fire in Ham-
burg, May 4, 1842, would have settled municipal fire-insurance in
Europe if it had not been that a large portion of the loss fell upon
the insurance offices of Great Britain and other parts of Europe.
As it is, I fancy the municipal “ Fire Caisse ” of that otherwise
thriving city has never recovered from the shock. Strange, then, as
it may sound,, it is those who do not believe in municipal insurance
that have been the means of preserving it; but even they cannot, in
my view, perpetuate it. It will die out in Europe. If it be des-
tined to be revived in the United States, none will -watch the exper-
iment with more interest than myself. I see no real necessity for
introducing any change in the present mode of fire-insurance there.

It may be that in some of the views I have expressed, in some of
the arguments I have used, I have overlooked some point, or prin-
ciple, in favor of the state or municipal system of insurance, which,
if brought up to my mental vision, would modify or even change
my conviction. I have not willingly rejected any consideration in
its favor. I might easily have extended my arguments against it into
some details which I have not yet touched upon. The subject has
often engaged my thoughts, but I have never been called upon until
now to express myself regarding it. Now Ido so under the heavy
pressure of accumulated work. I will, therefore, gladly reconsider
any point you may desire.

I have spoken to you plainly, as I promised to do ; I hope not
dogmatically. I admire many of the institutions of your country,
and never cease to rejoice at the progress that insurance in all its
more material branches is making among you. In your own flour-
ishing Commonwealth I take deep interest, as an Englishman should.
I remember the Pilgrims of the “Mayflower,” who they were, and
the noble principles of independence which directed their course. I
have seen your thriving towns and cities ; have shared the hospital-
ity of your homes. I should not like to see you make a retrograde
movement in this matter of insurance. I can but reflect upon what
might have been the fate of many of the citizens of Chicago, or of
your beloved city of Boston, if municipal insurance had prevailed
•there during the last few years. What has occurred may occur
again. Do not cast off the succor of those noble fire-institutions of
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your own and other States and countries which have so well carried

you through. Do not, in a word, grasp at the shadow and lose the
substance. It is not like the proverbial sagacity of your powerful
nation even to contemplate doing so, and, therefore, I shall never
believe it possible until 1 see it.

Pray pardon any verbal inaccuracies ; I have not time to rewrite;
and believe me, with much respect, yours most truly,

Cornelius Watford.
London, November 1, 1873.

lii connection with Mr. Watford’s paper, and in support of
the same general views which he so clearly elucidates, we
present one from Mr. Oakley, the President of the
Board of Fire-Underwriters. Mr. Oakley’s great familiarity
with the practical experiences of American fire-underwriting
will commend his opinions to the careful attention of both

advocates and opponents of state or municipal insurance.

STATE OR MUNICIPAL INSURANCE.

National Board of Fire-Underwriters, )

New York, January 15, 1874. )

Hon. Julius L. Clarke, Insurance Commissioner of Massachusetts.

SIR: I have to acknowledge the due receipt of your official com-

munication asking my opinion upon the “subject of the feasibility of

any system of state or municipal insurance, and of the necessity of

any change in the existing system.”
In response thereto, I beg to state that after an extended experi-

ence in the business, covering more than thirty-two years, I am

forced to the conclusion, that any system which seeks to protect the

property of citizens through the medium of town, municipal or even

state insurance cannot but prove a failure. There are many con-

siderations which have led me to this opinion, and I will mention a

few of them.
First, the magnitude of the business. The amount of propeiti

covered by the Stock Companies of the country during the last thir-

teen years, mainly in the cities and larger towns, averaged ovci

three thousand two hundred millions per annum, while the Mutual

Companies will average about one thousand millions more. W ould

it be wise for a State to pass laws which would invo ye the proper j

of its citizens in a liability which might equal its fli 1 value am

compel payment of claims growing out of this liability
.

taxation ?
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Second, the uncertaintyof the business. As you are aware, the per-
centage of losses to premiums during the last two years—which I am

aware are exceptional—has been and respectively; but
without including the losses of the companies who were bankrupted
by the two great fires of Chicago and Boston, we find the average
for thirteen years, embracing some of the best ever known in the
history of fire-insurance, to be 64 During the same period, how-
ever, many millions of capital have been sunk outright by the great
and lesser calamities.

Third, the expense of the business. The business is now con-
ducted at an expense of 31 T per annum on the premiums, which,
added to the average of losses, would make an expenditure of
for every 1100 of premium received. The business with all the in-
come derived from its well-invested capital has only yielded to its
owners the percentage of lOyfrV per cent, as the average of the thir-
teen years. So that of the $60,650,549 divided to stockholders dur-
ing this thirteen years, only $16,470,680 was derived from the busi-
ness. It can hardly be claimed by the most sanguine, in the light of
daily experience, that these great trusts can be more economically
administered by a body of men who have no personal pecuniary in-
terest in keeping their expenses at the lowest possible point. As a

resident of a city during my whole life, I have found that it costs on
an average at least fifty per cent, more for any enterprise carried on
through the selectmen or supervisors of a town or municipality.

Fourth, the difficulty of maintaining legal proceedings against a
town or corporation or, in the event of recovery, of collecting an

execution, are also to be taken into account as a serious bar to
prompt settlement of claims ; and

Lastly—the idea is not new. Again and again have such laws
been brought before the legislature of the State of New York and
the corporation of the city of New York, and urged with great per-
sistency ; but they have failed to bear the test of the careful and
close scrutiny to which they have been subjected, as to their supe-
riority over the prevailing system. Laws providing for the existence
of such organizations exist in the States of California, Illinois and
Wisconsin, but all of them coupled with an individual liability clause,
on the plan of mutual companies, only those who are insured being
liable for taxation for losses. There is, however, no record of the
present existence of any such associations in the towns of the States
referred to. As none of these States have any considerable amount
of capital invested in insurance, and as the laws have long been
upon the statute-books, it certainly shows a great lack of faith on
the part of their citizens in this method of protection.
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In the Old World, in the kingdoms ofBavaria, Saxony and Wurt-
emburg, and to some extent in Switzerland and parts of Prussia,
the system of state or governmental insurance prevails. In Saxony,
until recently, it has been compulsory, so far as it relates to dwell-
ings, each insurer being assessed his pro rata for any loss within the
state, such pro rata being based upon the government’s appraised
value of his house. When, as it appears from the official reports,
that within the last twenty years no less than fifteen of the minor
cities have been destroyed by fire in one of the minor provinces of
Saxony, and that other heavy losses have occurred in other cities,
the nature of the amount of assessment can be imagined, and it is
not to be wondered at that the citizens of Leipsic and Dresden, who
would naturally have to bear the larger part of the burden, have
been agitating for relief from what they style a “ ruinous system.”
The aggregate of these losses has also exceeded, by a million of
dollars, the amount taxed to the citizens, the state bearing this bur-
den. If such be the result after long trial in the cities of the Old
World, where the most rigid governmental inspection is kept up in
regard to lights, fires, stoves, fireplaces, etc., and where even the
kinds of lamps to be used are prescribed by law, what would it be in
the Commonwealth of Massachusetts, whose cities are so largely
constructed of wood and other inflammable materials, and where re-
cent experiences have been so disastrous; and where, if I mis-
take not the character of its people, there is certain to be resistance
to any attempt to restrain the libert}' of a citizen from heating and
lighting his own dwelling with such materials as he may elect? I
would also add that, in a majority of the cases referred to, govern-
mental insurance is restricted to risks below the grade of extra-
hazardous.

So much for that branch of the subject. In regard to any change
in the existing system or laws, I would say that, in my opinion, one
of the great wants of the business is increased capital for com-
panies doing business in large cities. No capital shouldbe author-
ized for a less sum than $500,000, and on this capital dividends
should be restricted to seven per cent, per annum, until the surplus
reaches at least fifty per cent, of the capital; and further restricted
to ten per cent, per annum, until the surplus reaches an amount
equal to the capital, exclusive of the liability for running premiums.
There should also be a limit to the liability of companies on single
risks, to an amount not exceeding five per cent, of the capital stock.
The necessity for this latter limit has long been felt by all conserva-
tive underwriters, especially in regard to small capital companies,
whose practice has so frequently been to write lines in excess even
of those of companies of larger capital. With such a law, the re-
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striction of the present district system in force in your State could
safely be done away with.
I must plead my interest in the subject as my apology for the

length of this communication.
Your obedient servant,

Henry A. Oakley, President.

Appropriately, at this point, we submit the paper com-
municated by Mr. Nash. It is a matter of regret that no one
else has joined in support of the views entertained by this
gentleman, especially as the fullest inquiry was sought for on
both sides. Air. Nash, however, has presented an array of
facts and statistics which are particularly valuable, and which,
with their accompanying exposition and argument, will re-
ceive respectful and careful consideration. We invite candid
and unprejudiced attention to his words.

State ok Municipal Insurance, and the Necessity op a
Change in the Existing System.

After some introductory comments bearing upon this sub-
ject, Mr. Nash writes :

“Contracts of insurance, strictly so called, are of modern inven-
tion, and their importance in relation to commerce is scarcely in-
ferior to that of bills of exchange. Every merchant is liable to
losses and reverses by the changes of the market. The risks of this
description, however, may be calculated upon with some degree of
certainty ; but those of fire, and the perils of the sea, cannot be so
well estimated. The latter would, in many cases, bring ruin upon
the merchant, were it not for the system of insurance, the object of
which is to apportion the losses from these disasters among all those
whose property is exposed to the same hazards. If, for instance,
all persons engaged in trading were to enter into an agreement to
contribute for the losses of each other, in proportion to the amount
they respectively have at risk, then each individual would only be
liable for his proportion of losses occasioned upon the general aggre-
gate of property at risk. To many, such a general combination
would be considered complicated and practically inconvenient; con-
sequently we have the present mode (which has long been in prac-
tice in this country and in Europe), by which one person, the under-
writer, agrees to take upon himself those risks for a hundred mer-
chants, more or less, for a certain premium on eacli risk, such person

4
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calculating that the premiums on the profitable adventures will com-
pensate him for losses which may occur on those proving unfor-
tunate. The result accordingly is, that all persons having their
property insured in this manner, in effect, mutually contribute for
each other’s losses, such being, practically, the bargain of each with
the common receiver of the contributions of all.

“With respect to insurance against fire, mathematical nicety is of
little importance, for the experience afforded by its universal prac-
tice, and the competition existing among the numerous rival com-
panies, have probably had the effect of adjusting the premium to the
average risk, with all the accuracy practically attainable. I say
average risk, though recognizing at the same moment the fact that
insurance companies in the United States are, at the present time,
charging rates more than double, and in many cases treble, what

the average fire-risks actually amount to, estimated for a single de-J
cade. Insurance corporations now take advantage of the public on
account of the great losses sustained by the merchants and capital-
ists of Boston and Chicago in the late disastrous conflagrations in
those two cities. When we compare the rates of insurance charged
by the American with the rates charged by the English insurance

offices, and understand the causes which control their adoption, we
are surprised at the economies of the latter and the extravagances
of the former. And here let it be remembered, that the low rates

charged in England are not an exception to those of any of the
European states.

“The premiums charged by the London insurance offices on prop-
erty of the value of £lOO (equivalent to S 500) is ls.Cd.per annum,

which corresponds to an average annual loss of nearly one m thir-
teen hundred; but it is to be observed, that the sum charged as

premium is proved to be sufficient, not only to cover the losses, but also
to defray the expenses, and afford also an adequate interest on the

amount of the capital invested or risked by the insurance company.
“ Insurance in England would be much more general, did not

government impose a tax on the business of three shillings per
annum for each £lOO insured, which is double the amount of pre-

, mium charged by the insurer. Hence the government derives from
this source the large revenue of between fifteen and sixteen hundred

thousand pounds per annum.
“ The characteristic property of insurance, of whatever nature, is

its tendency to reduce to a certain average value the profits or

advantages arising from all speculations of the same kind, however

numerous. The gain which the insurer makes on his successM
speculations indemnifies him for the loss he sustains by those which

are unsuccessful; while to the insured the result is the same as if
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they had paid their premiums into a common fund, and agreed to
make good to each other their individual losses.

“ The insurers are only the intermediate agents of this supposed
association. A mercantile company employing a great number of
ships, or taking part in a great number of enterprises, would derive
no benefit from insurance. The losses incurred on the unsuccessful
are compensated by the premiums saved on the whole, so that in
fact the company acts as insurer to itself. On this principle the
government neither insures vessels belonging to the navy nor any
other property ; neither do cities and towns (with few exceptions)
insure any of their property for the same reason. The practice of
this theory I deem to be the recognition of a sound principle of
political economy.

“ The fact seems to be overlooked that Stock, as well as Mutual
Fire-Insurance Companies, are simply 7 associations or partnerships
of individuals to protect each other from losses by fire, which might
be inconvenient to bear individually. To accomplish this purpose,
they become incorporated. Their charters, policies and by-laws
constitute their articles of copartnership.

“ If properly and prudently managed, a Mutual Company affords 1
the safest and cheapest protection to the insured; for every ad-
ditional risk increases the security of all, as thereby a premium note
is added to the assets of the company; while, in a Joint-Stock
Company, the specific capital remains the same, let the total amount '
at risk be ever so great. Among the earliest charters granted in
this Commonwealth, was that of the Massachusetts Mutual Fire-
Insurance Company of Boston. This Company was incorporated
with a perpetual charter, March 2, 1798, which provided that no
policy’ of insurance should be made by said corporation, until the
sum subscribed by the associates to be insured should amount tpv*
• two millions of dollars.’ The charter further required that of the
cash premiums received, after paying losses and expenses, the sum
of ten thousand dollars should be appropriated for a reserved fund.
This Company continued with constant success up to the time of the"
disastrous fire of November ninth and tenth, 1872, and was con-
sidered the strongest institution of the kind in the Commonwealth.
The great error of the Company was, that it did not make yearly iadditions to its reserved fund until it became sufficiently large to be
a sure guarantee for the payment of all possible losses. The reserve
might have been sufficiently large seventy-three years ago, but was
totally inadequate at last, even with all its accumulated interest
added thereto. -*1

Ibis suggests a very important question. Shall we create corpo-
rations to hold and control large accumulations of wealth, drawn j
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from the misfortunes of the people, or, if you please, their prospec-
tive misfortunes? 1 answer, No. There are thousands in this State
who have paid for insurance thirty, forJy and fifty years, never claim-
ing a single cent on account of loss by fire. Who will say it is

right that the present generation should be charged excessive rates |
for insurance, in order that the next may reap the benefit theieof, as;

is now permitted by law, and that, too, by entrusting these accumu-
lated reserves to the keeping and use of the insurance companies?

>"> “ Merchants, in general, are honorable men ; they wish to protect
themselves and their creditors from losses by fire, and trustingly
believe, when they have secured their policies of insurance, that
they have accomplished their honorable purposes. But, as the late

conflagration in Boston demonstrated, the offices in which they had
confided for twenty or thirty years, never requiring from them a

dollar of loss up to the time of the disaster, then failed to respond,

■ except in fractional dividends drawn from their meagre capitals.
Not one cent for the indemnification of losses was taken from then-

past twenty and thirty per cent, dividends to their stockholders;

whereas the unfortunate merchants, who had lost all or nearly all
their past accumulations, besides a very large proportion of their

insurance, were left to regain their lost fortunes unaided, except,

prospectively, by their own enterprise and industry.

7“ We have heard much about the failures of insurance companies,
:4t in no sense had they failed as the merchant fails. He fails in

/consequence of his inability to meet his obligations, and is per-

mitted by law to retain only a portion, at most a very small portion,

of his past accumulations ; when, at the same time, if an insurance

company fails, the law permits such close corporation to withhold the

whole of its past accumulations, however large they may have been.

u Chartered insurance companies now stand in relation to the in-

sured as~fbreigners, and not as mutual protectors; their purposes

are to makel>ery large amount of money out ol very small capita s.

costing them no loss of interest, for the reason that their capitals are

at all times invested in the very best classes of bonds and stocks,

the principle and purpose of insurance companies were to pa>

back to the insured, yearly, all of their contributions to the

general fund, less the losses sustained by fire, then the relation of

fhe assurer and insured would be to each other as that of copaitners
”“,nl business- And .hi. i. that true «d °f

mutual insurance, which will never be realized until <W» -*

\. become the assurers of the citizens’ property.
The computed losses by the Chicago fire as estimated bj the me

cant, and c.pita.lst.ot.hat city, were .2*0.000,«««; A. repm ed to

the state legislature by the state auditor there were but *150,000,001
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Estimated at its monejr-value, and not on an inflated value, based
upon a debt currency, no doubt the auditor’s report was a nearer
approach to the actual loss than that expressed by common
opinion. Whatever the amount of losses may have been, we know
that only $92,000,000 of insurance were recovered from two hun-
dred and one companies, or three-fourths of all those at that time
doing business in the United States, of whom sixty-eight were
swept into bankruptcy, two of them only having resumed business
under their original franchises.

“The sixty-eight insurance companies which failed in consequence
of their Chicago losses were located in the following cities and
towns: City of New York, nineteen; Albany, three; Brooklyn,
one; Buffalo, three; Boston, three; Providence, five; Hartford,
seven ; Baltimore, one ; Philadelphia, one ; Cleveland, five ; Chi-
cago, fourteen ; Aurora, one ; Alton, one ; Freeport, one ; San
Francisco, three. The average capital of these companies was but \

§289,585. Three of them had a million of capital, two in the city «

of New York, one in San Francisco, and one in Chicago had an
average of $998,200, and three had $500,000. The average capital
of the remainder of the sixty-eight companies was $218,000. The
whole capital of the 201 companies insuring property in Chicago at
the time of the great fire was but $19,691,752. The amount of in-
surance realized by the insured from said companies was sixty-one
and one-third per cent, on the gross amount of their combined risks,
but this average by no means represents the percentage of insurance
received by all parties, as in many cases the insured did not realize
more than fifteen or twenty per cent, of their policies of insurance.
“With the facts of the two distinctive fires of Chicago and Boston

before us, it must be plain to all who have reflected upon the subject
that our whole system of fire-insurance is false in theory and false in
practice. It may answer for marine risks, a class of property never
stationary, but not for cities and towns. If we are to have sure i
safety and protection from losses the responsibility must be upon the
whole people, and not to the uncertainty of close corporations, whose j
only object is to make money. We now pay more than four times j
as much for fire-insurance in this country as they pay in England*,/
France or Germany. All Europe looks with amazement at the vast
amount of losses resulting from fires in the United States, year byyear; not, however, confining their observations to the great fires
above named, but to the gross amount of all losses, which are esti-
mated to be between one and two hundred millions of dollars yearly.
Why is this country an exception to all other countries? It is for
the reason that every man builds as he likes and how he likes, withno power to control right or wrong. Would it be possible for
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such violations of natural and mechanical laws to exist for a month
if the responsibilities of fire-risks rested upon the municipalities of
the state?

“We think and speak of the two great fire losses of Boston and
Chicago as being personal losses. True, the ownership of the prop-
erty was personal, but nevertheless the losses were national. Mil-
lions of the goods destroyed were the products of foreign labor, but,
whether foreign or domestic, every cent of property destroyed was
just so much abstracted from the productive labor of the country,
and the productive labor of the country must bear the loss as truly
as if we had been under a national system of mutual insurance, and
a national tax had been assessed to pay the gross losses of the two
conflagrations, which left no values behind them other than a hand-
ful of ashes.

when extraordinary losses occur in one or two cities, as has been
/ the case within two years, all the insurance companies throughout

/ the whole country advance their insurance charges vastly in excess
; of their losses, as estimated in a decade of ten years. We have an
; illustration of the truth of this statement at the present time, or
\ rather since the Chicago fire of October 8, 1871, after which rates of
''insurance were doubled and in many cases trebled. What has been,

and is now, the intent and meaning of this ? It is, that the insur-
ance companies have met with unusual losses, and mean that the
whole people of the nation shall re-imburse their losses, the advanced
rates being general and not local.
f “ After the great fire occurred in New York, in 1835,
/loss of $35,000,000, I kept for a series of years a partial record of
I the advanced rates of premium as charged for insurance over and
I above what the companies charged before that disaster occurred.
j The excess realized before the rates were subsequently reduced

amounted to as much as the gross losses. The profits of insurance!
companies were immense, many of their stocks selling from thirty to jI two hundred per cent, premium, which finally prompted the estab-j

1 lishment of many new offices; but competition eventually reduced
I insurance to more reasonable rates, though it had no effect in reduo-
\ | n g the prices which the insurance stocks of the old companies pie-
\ viously sustained.

“ To substantiate my views as expressed in this communication,

and to place them beyond the cavils of underwriters and legislators,
I have compiled the following table showing the assessed valuation

of the city of Boston for forty-three years, beginning September 1,

1829, ami 553ing August 31, 1872; also the gross amount of fire

losses for the same term of years, and the percentage of loss on each

year’s valuation ; and also the amount of insurance, respectively, lor
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each year. The following is the tabulation referred to, the valua-
tions and accompanying data covering periods of one year each,
commencing September 1, 1829, and extending to August, 31, 1830,
and so on, year by year:—

, . Percentage Amount of In-
v _

, ..
Gross losses by Ponula-YEAR. Valuation. of loss surance on

fire. tionon valuation. Losses.

1829, . . $59,586,000 $118,540 ,01| $52,750 61,392
1830, . . 60,698,200 23,620 .0048 4,320
1831, . . 67,514,400 68,195 .01 40,975
1832, . . 70,477,200 74,618 .01 25,718
1833, . . 74,805,800 69,405 .0093 37,926
1834, . . 79,302,600 107,440 .014 45,970 78,603
1835, . . 88,265,000 130,295 .01 65,126
1836, . . 89,583,800 32,118 .0086 20,288
1837, . . 90,231,600 140,004 .011 61,191
1838, . . 91,826,400 77,973 .0075 58,632 85,000
1839, . . 94,581,000 102,975 .01 36,920
1840, . . 98,006,600 102,118 .01 44,533
1841, . . 106,722,800 128,666 .01 99,086
1842, . . 110,046,000 164,083 .01 96,252
1843, , , 118,460,300 234,591 .02 169,440 114,866
1844, . . 185,948,700 226,338 .01f 155,205
1845, . . 148,839,600 172,993 .01 87,169
1846, . . 162,360,400 222,273 .01 162,085
1847, . . 167,728,000 300,526 .02 216,9921848, . . 174,140,200 123,660 .0071 76,197 138,7881849,

. . 101,000,500 386,107 .02 192 937
1850, . , 187,947,000 492,849 .02 215,8151851, . . 187,680,000 615,167 295,056
1852, . , 206,514,200 160,772 .0073 106,880

., 227,013,200 587,604 .02* 361,047 160,5081854, . , 241,932,200 409,353 .01| 287,8321855, . . 249,162,600 258,231 .01 233,787
1856, . . 258,111,900 390,667 .01J 316,207
1857, • . 254,714,100 761,370 ,02| 646,2101858, . . 263,429,000 621,383 .02 471,853 177,9021809, . , 276,861,000 617,213 .02 405,9281860, . . 275,760,000 1,107,569 .08* 806,438;861. • . 276,217,000 367,429 .01 120,909862, . . 302,507,200 858,381 .02J 493,36918M, . . 382,449,900 559,749 .Oil 318,067wM, . . 371,892,776 681,554 .Oil 474,171 192,324™5. ■ . 415,362,345 408,560 .0098 382,700886, . . 471,497,800 402,115 .0085 340,765■ ■ 493,573,700 401,106 .0080 314,706 250,750868, . . 649,511,600 437,723 .0079 336,975

. . 684,089,400 855,671 .01* 786,463a™’ ■ • 612,663,650 704,329 .01 634,99118*1, • • 682,724,300 1,616,549 .02 1,298,893
$15,961,766 1.40* |f 11,277,292

1 Averageper cent, for 43 years.
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I his exhibit shows the gross amount of losses in forty-three years
to have been 815,901,766 ; insurance, $11,277,292 ; average losses
per year, for the forty-three years inclusive, 8371,203, and the aver-
age insurance for the same period, 8262,262, which is a fraction
over ten and a half per cent, on the gross losses. The average
gross losses per year on the assessed valuation, were one and forty-
hundreths per cent. Now taking the valuation of real and personal
property of the city of Boston for the year 1872, which was 8682,-
724,300, and the average losses for forty-three years (8371,203),
and the tax on the citizens to pay the whole loss, would be fifty-
four one-hundreths of one per cent. Or, to place it more clearly:
if the assessors had added to the tax for the year 1872, as an in-
surance tax, a fraction more than one-twentieth of one per cent., or
fifty-four cents on one thousand dollars, the whole would have
yielded the sum of 8368,671.12, which is but a fraction less than
the above-named general average of $371,203.

“ The mayor of Ne.,y ffaven recently remarked upon this theme, as
follows :—

‘ lam informed that the amount of premiums paid on in-
surance in the city, is from $300,000 to $350,000 a year, and if this
is so, it seems to me that there is too great a disparity between the
amount of premium paid and loss sustained, as the loss for the year
does not exceed $30,000, and the premium paid $25,000. As this,
however, as well as the last year’s report, may seem exceptional as
to the general average, I give below a table, which the chief engineer
has kindly furnished, of the losses by fire and the insurance on the
same, for the last twenty-five years:

Amount of Amount of _ _ .
~

Amount of Amount of
YEAR. \ EAK.

Losses. Insurance. Losses. Insurance.

1847, . . . $14,100 $13,600 1861, . . $10,738 $8,748
1848 . ■ . | 14,730 9,270 1862, . . 15,205 9,030
1849, . . . ! 28,807 21,112 1863, . . 3,210 2,410
1860 ■ 1,315 262 1864, . . 41,622 24,562
1851, . ■ • 6,674 3,729 1865, . . 35,515 31,140
1852 ■ • 21,302 11,917 1866, . . 360,290 190,814
1863’ . . 4,505 2,230 1867, . . 139,243 51,788
1854 . . 7,166 j 4,478 1868, . . 25,065 14,490
1856’ . . 17,496 11,200 1869, . . 238,967 98,120
1856’ . , 5,291 4,076 1870, . . 96,917 78,096
iso?' . ■ ■ 7,685 6,445 1871, . .

80,434 . 25,801
1858’ . • • 16,495, 11,466 { "

“

. 18,127 ! 11,072 | Totals, . $1,170,571 $665,038
18G0; : . • 24,673 J 19,783 j

j j

Average loss per year, $46,822.84; average insurance per year,
$26,603.52. •

_____
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“ ‘ From the above table it will be seen that the average yearly loss

of the insurance companies for the last twenty-five years is but
$26,603.52,—about the same as their loss for the last two years ;

and, in my judgment, this extraordinary showing is due and owing,
in a great measure, to our fire department, our abundant supply of
water, etc., and it should have the effect of reducing the enormous
premiums now charged. I have no doubt the underwriters of the
insurance companies, who have a common interest in the welfare of
our city, will use itto accomplish so desirable a result, which is due and
owing to our people for their willingness to appropriate any money
necessary to make the department such a safeguard against fire.’

“Leaving out the two exceptional fires ofBoston and Chicago, and
then going back twenty years, it will be found that the fire losses in
all our large cities will average very nearly the same percentage to
the amounts insured, and what is most remarkable, perhaps, is, that
the amount of insurance paid on losses will not vary three per cent. ■
either way from sixty-two and a half per cent. (So' that a risk taken
in Boston or Chicago is no more hazardous than one taken in New
York, or any other city in the Union. In fact, New York City is
more liable to experience her second conflagration at any moment,
than either the city of Boston or Chicago. Yet we recently had in
Boston a conjoined convention of underwriters, whose sole design
and purpose were to underrate Boston, in order that they might find
some pretence in justification of the inequitable and unreasonably
advanced rates they were then charging, and which they meant to
continue charging on all classes of fire-risks they had then taken, or
might thereafter assume. *<rsC"

“It is the extraordinary cost of nsurance that now leads to public '

investigation. The expenses of maintaining the fire departments
within the State have now become a very serious tax upon the
people. When we come to calculate the small amount of insurance”
paid on fire-losses, and the vast excess paid for insurance whereon
no losses are ever sustained, we recognize the proper basis of all
insurance calculations, to wit: that the unfortunate few are always
protected by the fortunate many. It is on this basis of calculation
alone, that either state or municipal insurance is made safe. v
“ One other consideration. The practice is general for offices to

insure for three, five or seven years. Now, if a citizen insures his
dwelling or warehouse for $lO,OOO for five years, at $1.50 per
thousand, he pays to the company insuring, $l5O on thereceipt of his
policy, to which must be added interest for five years, which makes
his policy of insurance cost $209.47, the interest on his policy being
an additional cost on the rate of insurance not generally thought of
or estimated by the insured.
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“ Another objection to corporation insuranceis, the multiplicity of

offices created, and their attendant expenses. The banking and
insurance companies located in State Street, in Boston, make the
value of land on that street $lOO per square foot, thus necessitating
the erection thereon of extravagant and costly buildings. Then
there are the salaries of presidents of insurance companies, secre-
taries, clerks and agents, all of which must create so much additional
charge to the rates of insurance.

“ Another objection worthy of consideration is, that large amounts
are paid for insurance out of the State, the practice having become
quite general for merchants and real-estate holders to distribute their
risks in offices located in different States, and also in Great Britain j
and Germany, the latter seeking our risks because the premiums,-
paid are five to ten times greater than in their own countries.

“ There are other important elements involved in the question under
consideration, to which we will now refer.

“ First.—ln the event of cities and towns being permitted by law
to assume all fire-risks within their respective limits, then every man,
woman and child paying a tax, becomes a copartner in interest as

affected by fire-losses; and hence, careful watchmen and watch-
women, to guard against loss, whether it be from fires originating
on their own premises or those of their neighbors.

“ Second.—The citizen insurers wouldbe a watch and guardagainst
the incendiary, and, in all cases of incendiarism, they would be
prompt voluntary witnesses against the criminal; but not so regard-
ing close corporations, who insure, not so much to protect others,

as to benefit themselves.
u Third. The parties who meet with losses, representing them

greatly in excess of the actual, would be exposed in their fraud-
ulent designs by those transacting similar business, and knowing
the worth°of their stock, or the value of their buildings, whether

stores or dwellings.
u Four th.—They would be ever subject to the close criticisms of

city and town governments, which annually value property, real and

personal.
“ Fifth.—The whole police of cities and towns would act as a per-

petual detective force, and hence, as compared with the vigilance of

citizens in general, not one case of incendiarism would occur where

fifty now occur, or are so reported. In fact, an incendiary fire would

be a very rare event for newspaper reports.
a Six th —Permit the State, cities or towns, to assure against loss

bv fire and then, and not till then, will warehouses, factories, and

tho like be constructed so nearly fire-proof, that in the event of a

tire in either basement, first floor, or chamber, it would not, by any
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possibility (for many hours at least) penetrate above or below the
room in which it originates. Municipal insurance means preser-
vation, not destruction, in order that premiums may be increased.

“ Our ancestors brought with them from England the present pre-
vailing system of insurance. In monarchical states, class legisla-
tion is the rule, and not the exception. With them, as with us,
chartered joint-stock companies, and especially banks and insurance
companies, have greatly aggrandized cities and individuals. It is
the latter class of corporations, their functions and responsibilities,
which we have attempted to criticise.

“ It is not now as formerly, when competition made insurance prac-
tically reasonable, that is, so far as regarded fair and just rates
being charged for insurance. For some years past, as well as at the
present time, combination not only rules throughout the State, but
extendsfrom theAtlantic to the Pacific. Insurance companies meet in
convention, agreeing upon a schedule of rates, which they uniformly
charge, in accordance with their fixed classifications. We submit
to the present system of insurance, not that it is the best, but be-
cause it is the only one provided for the people, whereby they may
by possibility protect themselves against losses, such as they are not
individually able to bear.
“Now, if other means exist for a division of fire-risks, giving full

protection to all, then insurance becomes unnecessary. In my
judgment other means do exist in the form of taxation, the citizens
paying losses originating from fires, the result of which would be a
saving over the present mode of insuring, of vastly more than the
cost of supporting the colleges and schools of the Commonwealth.
WTW e are not without example. In some of the German States the
government fixes the rates of insurance as it does other modes of
taxation, and it forms a part of the general tax raised for the sup-
port of such states.

“The system is found to work well, the insurance tax only amount-.
iug to one-tenth of one per cent. If mutual insurance is the best,
and is found to work well for one hundred individuals, it will work
more favorably for one hundred thousand, and so on for cities as
large as Boston, New York, Paris, or London, and, in fact,
aggregated numbers of the Commonwealth or nation.
“ My convictions are, that the adoption of either state or munici-

pal insurance would be a great economy over the existing mode,
whether we view the subject in the light of security to the assured,
cost to the public, or safety of the adventure.

“ Your obedient servant,
,l Natii’i. C. Nash.

“Boston, October 20, 1873.”
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Town Insurance Companies

Apropos to the special topic of municipal insurance, we
cite here a few pertinent extracts from the First Annual Re-
port of Hon. Albert W. Paine, late Insurance Commissioner
of Maine. The Report, which covered the insurance busi-
ness of 1868, contains some very truthful and suggestive
criticisms on the condition and safety of a class of small
Mutual Insurance Companies, better known as " Town Com-
panieswhich had been and still were so much in vogue in
that State, and which, in their organization and management,
were essentially similar to those once so numerous in Massa-
chusetts, but now nearly extinct from lack of financial means
and executive ability. Referring to this class of Companies,
Mr. Paine remarks :

“ The question readily suggests itself, Whether these are calcu-
lated to answer the purposes for which they were honestly designed ?

Do they give the assured that reliable promise of security against
calamity which it is the especial province of insurance to supply?

Or are they not vacant promises, frail staffs, which, in the hour of
trial, when alone strength and support are needed, will be most likely
to fail ? Are they not of that class of human inventions,—

‘ Which hold the word of promise to our ear.
But break it to our hope ? ’

“ The great principle of insurance is, so to control the law of
chance, that he who is subject to it from any of the risks against
which insurers provide, may be safe against the worst, whenever the
chance of loss may fall to him. It is no more nor less than an equal-
ization of loss which any individual may suffer among the masses
of the community of which he forms a part. It would seem to follow
that the larger the community embraced within the particular com-
bination, with certain limitations, the smaller the quota of each to

make up any given loss. It is, of course, true that the larger the

number of risks the greater the number of losses, but still the rule
holds good as above stated, when the limitations prescribed are well
observed. These limitations are, that the risks are cautiously taken,

economically administered, and so detached from each other as to

be free from the danger of a common disaster. With these limita-
tions well observed, experience teaches that the larger the number
of risks, the less will the expense ordinarily be upon the assuret
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for losses. There may be, and frequently are, communities where
the detached nature of the buildings insured, and the careful over-
sight which the dwellers exercise, assure to the owners a less likeli-
hood of danger, and a consequent diminished risk of loss. It does
not follow, however, that therefore this little community should set
up by themselves a little insurance company for their own mutual
use alone.
********

“The fact that there is little danger of loss in such a community
is not a motive for forming or joining such a small insurance com-
pany, although thereby a cheapness of insurance may be attained.
So far as that fagt has any influence it would go to discourage any
insurance at all. We do not insure to protect ourselves against an
absence of loss, but to protect against the loss which, in the list of
chances, may befall the most careful. The stand-point wherefrom to
view the subject is over the smoking ruins of the burned dwelling.
What then? Is the small insurance company then a protection,—is
it then cheap? The leaky umbrella is as good as any-in a fair day,
but what if a storm comes ? Is the fact that it was cheap, any com-
fort to the man who finds himself drenched as one of the results of
buying a worthless article to cover him ? He will then find that he
has not only spent his little money for nothing, but got a drenching
besides.

“One’s insurance policy is,.as it were, like the mariner’s life-boat
which he provides against shipwreck and disaster that may befall
Mm. The cheap and frail batteau, during all seasons of calm, may
answer all purposes to ornament the deck and give promise of
safety. But when the storm comes, and the ship founders on a lee
shore, what then? Will the frail boat override the waves and land
in safety its living cargo ? or will it not rather then prove as worth-
less as it is cheap, a lure rather than a protection from danger ?

“The principle of small insurance companies, such as now spoken
of, may be tested by a simple illustration. If there be any correct-
ness in adopting it, and thus for a few to join together in the enter-
prise of mutually insuring each other, the fewer the combination
consists of the more perfect it will be, for the doctrine is based on
the fact that the fewer the risks the fewer the losses. The principle
then would be promoted by the combination of two to insure each
other, thus dividing the loss if any occurred to cither. The system
would certainly be cheap, and no risks would either have to be run,
save only each one’s own and one other. Having gone thus far,
one step only is necessary to carry the principle to its consumma-
tion or absurdity. Let each man insure himself, and thus save all
expense. Here is the principle in its perfection.”
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The great mistake, as Mr. Paine proceeds to argue, is
in letting this idea of cheapness override the other idea of
security. The great object of insurance is overlooked in
hunting for a price, while, after all, it becomes a vital question
whether the policy in such cases is really worth any more
than it costs. Loss will almost inevitably come at last to the
most careful community and Company, and not many small
communities or towns can afford to pay the assessment which
a few thousand dollars of loss would necessarily impose.
Even a small loss would sometimes require an assessment,
the bare interest on which would keep a policy for the same
amount perpetually alive in the best of Companies.

While the average loss on risks likely to be taken by
small Town Companies might and probably would be, in many
cases, comparatively limited, yet the risk of a heavy average
would never, cease to impend. But no possible or probable
exemption from loss and consequent assessment can justify
the conclusion that Town Companies do not and will not have
losses. The truth is quite otherwise, and those which have
had such losses have, with few exceptions, already ceased to
exist. Even a single material loss has, in many instances,
proved fatal.

But Mr Paine adds :

“ Another view of the subject brings us to the same conclusion.
The loss which any individual suffers by fire in any community, is a
loss to the whole community of which he forms a part. The re-
lations of society are such, that whenever one member suffers all
the others in a measure suffer with him. So much of property as is

destroyed detracts from the wealth of the whole, and one great
object of insurance is the restoration to the community of that
which is thus taken away. Without the foreign aid which thus

helped to restore the loss which was suffered by the recent confla-
grations at Portland, Augusta, Belfast. Wiscasset, and Eastport,
what would have been the result? Every one can see the beneficial
consequences of having those losses made up from abroad, over

that which would have come from their fellow-citizens, even though
the insurance may have been equally large and fully paid by them.
This advantage is wholly lost in case of the small companies spoken
of, the whole object of which is to equalize any loss over the mem-
bers of the little community in which it occurs, merely shifting
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the burden, as it were, from one’s own shoulder to that of his
neighbors.”

It is true that the "Town Companies ” referred to in these quo-
tations are not technically municipal insurance organizations,
nor are those whose formation was authorized by the Massachu-
setts statute (chapter 375) of 1872 in towns having less than
four thousand inhabitants. Yet their general management, and
the very unsatisfactory results of theirbusiness, are a suggestive
commentary on what might be expected in the establishment
of municipal insurance. Only two Town Companies have
thus far been organized under the statute just cited, but these,
with the half-dozen survivors which came into existence under
the old regime, have by no means an encouraging record.
A single loss suffered by one of the former, exceeds its entire
income for 1873 by more than six hundred per cent., re-
quiring an assessment in that ratio to meet the deficit. That
community can hardly consider its insurance remarkably cheap.

Government Insurance.
We next quote from some of the able Reports of Hon.

Elizur Wright, while one of the Insurance Commissioners of
Massachusetts. The results of his investigations into the
history and working of " Government Insurance ” in other
countries were communicated to the Legislatures of former
years, and are of such value and interest as to render the re-
production of two or three paragraphs appropriate in this
connection.

After commenting on the admirable inspection and super-
vision of insured property in France, and the responsibility
for damage or loss so rigidly imposed upon the owner under
the French civil code, all of which are noticeably matters of
practical effect under French law, he says :*—

“In view of the large profits of certain insurance companies, the
question has been agitated whether the municipal governments of
towns and cities cannot assume the function of insurance with profit
to their revenues, and economy to the owners of insurable property.
That governments can insure with profit to themselves is certain,

i
• Fifth Mass. Report, p. xxii.
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from the fact that they have done so, at least so far as real estate is
concerned, in some of the countries of Europe, as, for example, in
Saxony, the Grand Duchy of Baden, and several of the Cantons of
Switzerland. But in all these instances the cost of indemnity to
the insured averages much higher than in the large voluntary com-
panies in other parts of German}' and in France. A committee, to
whom the subject was referred by the Belgian government in 1847,
having reported in favor of government insurance, the matter was
taken into very careful consideration by the celebrated statistical
department of that government, and the conclusion was reached
that the government would be sure to lose money if the compulsory
rates should not be higher than the average charged by the existing
companies, which was 0.085 per cent. The average of the com-
pulsory rates in Baden and Saxony is about three times as high.
The Belgian government, which seems anxious to promote the
general welfare of its people, abandoned the scheme.”

And again, in a subsequent report,* in the discussion of
plans for the safety of weak Companies by a compact of union
or financial cooperation, and the feasibility of a state guaran-
tee, in the form of a tax adequate to the risk assumed by the
State, the former being discarded as impracticable, Mr.
Wright uses this unequivocal language :

Government insurance, or insurance by towns and cities, has
often been proposed and earnestly advocated by men not destitute
of financial knowledge, as likely to make insurance more useful,

both to the citizen and the government; but, after giving the sub-
ject the most careful study in our power, we cannot recommend any
more direct connection of political authority in any shape with the

business, than what is here proposed. By some of the second-rate
arbitrary governments of Europe, fire-insurance has been practised
with great benefit to their revenue, but a high price to the insured.
So far as it has been tried by freer governments and municipalities,
it has been to their serious cost, and has turned out a failure. The
reasons of this difference of results are not very hard to diviue.”

Other Testimony.

Since the passage of the Resolve calling for this Report,
numerous communications have been received from gentle-
men occupying various professional and commercial positions,

* Tenth Mass. Report, p. xxi.
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none of them connected with the business of underwriting,
but in every instance deprecating any resort to state or
municipal insurance. We should have been quite as well
pleased had some of them advocated the other side of the
question, as thereby its merits might have been favored with
new light. Though not intended for publication, we hope to
he pardoned for producing one or two pertinent extracts from
these voluntary missives.

A large real-estate owner, in expressing his opposition to
state or municipal insurance, claims that his "proportion of
tax for losses under such a system would far exceed the rate
which he now pays for insurance in the best Companies ; and
that, if he should only be taxed for losses on property similar
to his own in character and hazard, he would even then lose
by the arrangement, because, while using special means to
prevent fire in his own premises, he would be made to pay
for the carelessness of his neighbor on one side, and so, too,
for any loss on a first-class dwelling on the other, the latter
being exposed to a dangerous risk in close proximity beyond.”

A distinguished political economist, whose extended obser-
vation and practical discernment entitle his opinions on any
subject to respectful consideration, writes thus :

“Admitting fully the propriety that the State should do anything
which the public good demands, and admitting also that there are
very many matters,—perhaps more than we have thus far known,—
which the public good demands should be managed by the State, I
should still take ground against the proposed scheme of State In-
surance, chiefly for the reason which I will now state.

“Taxation should be general, and be determined by the value of
the property taxed, while the rate of insurance does not depend
upon the value of the property insured, but upon its risk of destruc-
tion. A house worth $lO,OOO in one location, is in far greater danger
than another house of the same value in a different location ; it
could therefore rightly be expected to pay a higher rate of insurance,
while it could not rightly be expected to pay a higher rate of tax-
ation, —I refer of course here only to state taxation. Now, if the
State is going into the insurance business, it must do it in one of
two ways. It must either insure everybody by compulsion, just as
it taxes everybody, or it must only insure those who apply for it.
If it insures everybody, and if we could suppose it to do this by a
fail apportionment of rates, yet when a great (ire occurs, whose

6
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losses can only be liquidated by a larger sum than the premiums
paid can furnish, how can the State meet the deficiency except by
taxation, and how could the taxation be apportioned without mani-
fest injustice ? In no way that I can see. On the other hand, if the
State only insures those who apply for insurance, and the losses by
Are should exceed the premiums paid, how is this deficiency to be
met, except by taxing, perhaps, those who were not insured ?

“While, therefore, I am willing to grant a large sphere for state
management, and would like to see this sphere enlarged beyond its
present bounds, I do not see how any process of State Insurance
could be wisely or justly carried out; and Ido not believe that our
Commonwealth, wise and just as she has always shown herself to
be, is likely to engage in any such undertaking.”

Conclusion.
These pages have already exceeded their intended limit,

yet much that might be added must remain unwritten. The
further the discussion proceeds, the more important appear
to be the issues presented, and the more insurmountable the
difficulties to be overcome in organizing any system of state
or municipal insurance that will secure equality and equity.
It must be at once apparent that an insurance of all buildings
may involve the State in a loss of a hundred millions or more
in a night; and equally apparent must be the hardship thus
imposed upon the owners of detached buildings and property,
by involving them in burdens without any commensurate ad-
vantage. On the other hand, the insurance of only detached
property would involve the holders of city property to a
more limited extent, and also without advantage to them. In
either contingency, the inequality and injustice are noticeable
conditions. And, besides, unless the State should confine its
insurance business to strictly detached risks, and keep out
of cities and compact settlements, who would wish to invest
in its bonds? How long would its six per cents, sell above
par, with the knowledge that its existing issue may at any
time be doubled and quadrupled to meet losses by a " Chicago ’

or a "Boston ” tire ?

Again, it is an admitted fact, and substantiated by constant
experience, that of all fires which take place, about one-third
are of incendiary origin, one-third originate from carelessness,

generally inexcusable if not grossand even criminal, and the re-



431874.] HOUSE—No. 90.

maining third only from really justifiable causes. This is the
case when the business of insurance is in the hands of experts,
trained by years of study, and influenced by the constant
scrutiny of those whose loss or gain in the business depends
upon the fidelity with which these experts discharge their
duty. Selected for their special service, and deriving ad-
ditional qualification from each year’s experience, these men
are retained so long as faithful, honest and active, their
appointment and retention being subject to no element of
political interest.

The fact that so large a share of the losses sustained by
Insurance Companies is fraudulent, makes it inevitable that a
State should, as preliminary to entering into the business,
enact a law that no one should be allowed to insure more than
two-thirds or three-fourths of his property, and that only that
proportion of any loss sustained should be paid. This would,
in many cases, work extreme hardship. A building is often
worth from five to ten times as much as the ground upon
which it stands, and it is the building therefore which consti-
tutes the chief security to a lender of money upon the prop-
erty. Of course he must be secured by being made the
payee of any loss that may occur, up to the amount of his
mortgage claim. Mortgage loans are frequently made to the
extent of two-thirds of the value of the property, and a
mortgage loan of no more than sixty per cent, of such value
is thought an excellent security. Assume sixty per cent, as
the average loan, and the unfortunate who owns property so
mortgaged, and who is compelled to take his insurance from
the State, which is again compelled to restrict its payment to
three-fourths of the loss, gets, under the most favorable cir-
cumstances just three-eighths of his share of the loss.

It is hardly supposable that the State would dare to extend
its protection beyond a three-fourths limit, lest it should be
swindled into bankruptcy in this branch of its business. And
even with a three-fourths clause, a State might be swindled to
an extent that would forever be a warning to the community
of States. It now requires all the wisdom and diligence and
interest of all the Insurance Companies to save themselves
from being swindled, and this is often the case when only
three-fourths of the actual cost of replacing property is paid.
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It is not easy to see how a State could fare even so well,
especially since the Insurance Companies are able to unearth
evidence of fraud to an extent which the State has never yet
been able to do.

Then, in this connection, a multitude of embarrassing
questions are presented. Who is to determine the rate to be
charged upon different and differing risks ? Who is to ascer-
tain the modes of heating and lighting the premises ? Who
is to examine the building as to its hazards from fire? Who
shall decide what extra charges should be made for the prox-
imity of a barn, or workshop, or other exposure which makes
one risk more hazardous than another ? Or shall all be charged
alike, and the good risks be constrained to pay more than
they now pay, in order to save trouble and expense, and help
swiiur along the inferior risks ?

o O *

How efficient would the conductors of this enterprise he
under the liability of displacement with every incoming ad-
ministration, and even before becoming well qualified for their
positions ? If appointed for a definite period, what will be
their inducement for faithfulness ? Who will know whether
they perform their duty well or ill?

State insurance will be cheaper than the present system,
say its advocates. But this cannot be, unless the State should
dispense with surveyors and superintendents, and all intelli-
gent scrutiny of its risks, and "go in” upon its luck to escape
deserved losses. Not cheaper, unless state officials should
prove more faithful, energetic and capable than are the men
selected to conduct the business of private corporations.

Finally, the mortuary history of American Insurance Com-
panies is most significant and suggestive. That of Massa-
chusetts Companies alone affords a fair and reliable basis for
illustration. Since the adoption of the State Constitution,
three hundred and ninety Insurance Companies (189 Joint
Stock and 201 Mutual) have been incorporated under special
charters by the Legislature of this Commonwealth. This
statement does not include twelve Health Insurance Com-
panies, nor the fifteen Insurance Companies organized under
the general insurance law of 1872.

Of the whole number (390), one hundred and ninety-
six were never able to organize for lack of sufficient breath
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and sustenance. Of these infantile unfortunates, one hun-
dred and fourteen were Joint-Stock, and eighty-two were
Mutual.

Of the one hundred and twenty-four Companies which com-
menced and continued business for longer or shorter terms,
sixty-four were Joint-Stock, and sixty were Mutual. To the
latter may properly be added four more Mutuals now volun-
tarily closing up their business.

It therefore appears that of the whole three hundred and
ninety Companies chartered by special Act of the Legislature,
three hundred and twenty-four, including Companies Avhich
failed to commence business and those which commenced and
ceased, either from compulsion or other necessity, make up
the ratio of mortality, which exceeds eighty-three per cent. !

Of the one hundred and seventy-eight Joint-Stock Companies
included in this record of fatality, only eleven, or a fraction
over six per cent., now survive; while of the one hundred
and forty-six Mutuals included in the same connection, only
fifty-five, or less than thirty-eightper cent., remain in the field.
Or, in another view, the mortality among the Massachusetts
Joint-Stock Companies has been nearly ninety-threeper cent.,
and among the Mutuals, upwards of sixty-two per cent.

These results teach their own lesson, and an instructive one
it is. But when further elaborated by analyses of actual busi-
ness details, it becomes even more suggestive. The average
dividends of the Massachusetts Joint-Stock Companies, re-
porting to this Department at the close of 1871, had been
from date of incorporation, ranging from two to fifty-six years
each, 10.70 per cent, on capital invested in the business.
The losses paid by the same class of Companies during the
fifteen years ending with 1871, had reached an average ratio
of 67.25 per cent, to premium receipts, leaving 32.75 per-
cent. for expenses and profits. The average losses of the
Mutual Fire Companies during the same period exceeded
forty-two per cent., and their average dividends were nearly
thirty-three per cent, to their premium receipts and assess-
ments. The fire-losses of the Mutuals doing a fire and marine
business, exhibited an average of seventy-three per cent, to
fire premiums ; these Companies, with four or five exceptions,
having made no dividends since 1867.
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Adding to these results the experiences of 1872, which in-
clude the severe ordeal of the ninth of November, and the
average ratios of loss sustained by Massachusetts Companies,
reach a startling figure. The aggregate losses of the Joint-
Stock Companies rau up from 67.25 to nearly 110 per cent.,
exceeding by ten per cent, their premium receipts for the
entire series of years; those of the Mutual Fire Companies
rose from a ratio of forty-three to nearly sixty-nine per cent.,
and the fire-losses of the Mutual Fire-Marine Companies from
seventy-three to more than 116 per cent, to fire premiums.
But it is useless to multiply statistics. The history already
eliminated seems sufficiently conclusive. The experiences
which it records, present no temptations to State or Municipal
Insurance.

We cannot close this Report without a sincere expression of
thanks for the valuable communications contributed to its
pages by Mr. Cornelius Walford, of Loudon, Mr. Henry A.
Oakley, of New York, and Mr. Nathaniel C. Nash, of Boston;
and also for many pertinent suggestions in private corre-
spondence from which we have taken the liberty to make
occasional extracts, bespeaking pardon therefor. The views
cited from the official reports of Messrs. Elizur Wright and
Albert W. Paine, are also an acceptable addition. Two or
three valuable papers were received from other parties, but
as they covered points already fully discussed, it was deemed
impracticable to extend the Report for their publication. To
their authors, however, many thauks are tendered.

Respectfully submitted,

JULIUS L. CLARKE,
Insurance Commissioner.


