History of insurance

The history of insurance describes the development of
the modern business of insurance against risks, especially
regarding cargo, property, death, automobile accidents,
and medical treatment.

The industry helps to eliminate risks (as when fire insur-
ance companies demand the implementation of safe prac-
tices and the installation of hydrants), spreads risks from
the individual to the larger community, and provides an
important source of long-term finance for both the public
and private sectors. The insurance industry is generally
profitable and provides attractive employment opportu-
nities for white collar workers.

1 Ancient world

In some sense, we can say that insurance dates back
to early human society. We know of two types of
economies in human societies: natural or non-monetary
economies (using barter and trade with no centralized
nor standardized set of financial instruments) and mone-
tary economies (with markets, currency, financial instru-
ments and so on). Insurance in the former case entails
agreements of mutual aid. If one family’s house gets de-
stroyed, the neighbours are committed to help rebuild it.
Granaries embodied another early form of insurance to
indemnify against famines. These types of insurance have
survived to the present day in countries or areas where a
modern money economy with its financial instruments is
not widespread.

The first methods of transferring or distributing risk in
a monetary economy, were practised by Chinese and
Babylonian traders in the 3rd and 2nd millennia BC,
respectively.[!! Chinese merchants travelling treacherous
river rapids would redistribute their wares across many
vessels to limit the loss due to any single vessel’s cap-
sizing. The Babylonians developed a system which was
recorded in the famous Code of Hammurabi, c. 1750 BC,
and practised by early Mediterranean sailing merchants.
If a merchant received a loan to fund his shipment, he
would pay the lender an additional sum in exchange for
the lender’s guarantee to cancel the loan should the ship-
ment be stolen or lost at sea.

Achaemenian monarchs in Ancient Persia were presented
with annual gifts from the various ethnic groups un-
der their control. This would function as an early form
of political insurance, and officially bound the Persian
monarch to protect the group from harm.?!

Merchants have sought methods to minimize risks since early
times. Pictured, Governors of the Wine Merchant’s Guild by
Ferdinand Bol, c. 1680.

At some point in the 1st millennium BC, the inhabitants
of Rhodes created the 'general average'. This allowed
groups of merchants to pay to insure their goods being
shipped together. The collected premiums would be used
to reimburse any merchant whose goods were jettisoned
during transport, whether to storm or sinkage."!

The ancient Athenian “maritime loan” advanced money
for voyages with repayment being cancelled if the ship
was lost. In the 4th century BC, rates for the loans dif-
fered according to safe or dangerous times of year, im-
plying an intuitive pricing of risk with an effect similar to
insurance.[¥

The Greeks and Romans introduced the origins of health
and life insurance c. 600 BC when they created guilds
called “benevolent societies” which cared for the families
of deceased members, as well as paying funeral expenses
of members. Guilds in the Middle Ages served a simi-
lar purpose. The Jewish Talmud also deals with several
aspects of insuring goods. Before insurance was estab-
lished in the late 17th century, “friendly societies” existed
in England, in which people donated amounts of money
to a general sum that could be used for emergencies.

2 Medieval era

Separate insurance contracts (i.e., insurance policies not
bundled with loans or other kinds of contracts) were in-
vented in Genoa in the 14th century, as were insurance
pools backed by pledges of landed estates. The first
known insurance contract dates from Genoa in 1347, and
in the next century maritime insurance developed widely
and premiums were intuitively varied with risks."!
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These new insurance contracts allowed insurance to be
separated from investment, a separation of roles that first
proved useful in marine insurance. The first printed book
on insurance was the legal treatise On Insurance and Mer-
chants’ Bets by Pedro de Santarém (Santerna), written in
1488 and published in 1552.6!

3 Modern insurance

The subscription room at Lloyd’s of London in the early 19th
century.

Insurance became more sophisticated in Enlightenment
era Europe, and specialized varieties developed. Some
forms of insurance developed in London in the early
decades of the 17th century. For example, the will of the
English colonist Robert Hayman mentioned two “policies
of insurance” taken out with the diocesan Chancellor of
London, Arthur Duck. Of the value of £100 each, one re-
lated to the safe arrival of Hayman’s ship in Guyana and
the other was in regard to “one hundred pounds assured
by the said Doctor Arthur Ducke on my life”.!”!

3.1 Property insurance

Property insurance as we know it today can be traced to
the Great Fire of London, which in 1666 devoured more
than 13,000 houses. The devastating effects of the fire
converted the development of insurance “from a matter
of convenience into one of urgency, a change of opin-
ion reflected in Sir Christopher Wren's inclusion of a site
for 'the Insurance Office' in his new plan for London in
1667”181 A number of attempted fire insurance schemes
came to nothing, but in 1681, economist Nicholas Bar-
bon and eleven associates established the first fire insur-
ance company, the “Insurance Office for Houses”, at the
back of the Royal Exchange to insure brick and frame
homes. Initially, 5,000 homes were insured by his Insur-
ance Office."!

In the wake of this first successful venture, many similar
companies were founded in the following decades. Ini-
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An 18th-century fire insurance contract.

tially, each company employed its own fire department to
prevent and minimise the damage from conflagrations on
properties insured by them. They also began to issue 'Fire
insurance marks' to their customers. These would be dis-
played prominently above the main door of the property
and allowed the insurance company to positively iden-
tify properties that had taken out insurance with them.
One such notable company was the Hand in Hand Fire &
Life Insurance Society, founded in 1696 at Tom’s Coffee
House in St. Martin’s Lane in London.!'”! It was struc-
tured as a mutual society, and for 135 years it operated
its own fire brigade and played an important part in shap-
ing fire fighting and prevention.['”! The Sun Fire Office
is the earliest still existing property insurance company,
dating from 1710.1%

This system was soon exposed as terribly flawed, as rival
brigades often ignored burning buildings once they dis-
covered that it had no insurance policy with their com-
pany. Eventually, a solution was agreed upon in which all
the insurance companies would supply money and equip-
ment to a municipal authority charged with stationing fire
prevention assets and firefighters equally around the city
to respond to all fires. This did not solve the problem en-
tirely, as the brigades still tended to favour saving insured
buildings to those without any insurance at all.['!]

In Colonial America, the first insurance company that
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3.3 Life insurance

underwrote fire insurance and was formed in Charles
Town (modern-day Charleston), South Carolina in 1732.
Benjamin Franklin helped to popularize and make stan-
dard the practice of insurance, particularly Property in-
surance to spread the risk of loss from fire, in the
form of perpetual insurance. In 1752, he founded
the Philadelphia Contributionship for the Insurance of
Houses from Loss by Fire. Franklin’s company made
contributions toward fire prevention. Not only did his
company warn against certain fire hazards, it refused to
insure certain buildings where the risk of fire was too
great, such as all wooden houses.

3.2 Business insurance

Lloyd’s Coffee House was the first marine insurance company.

At the same time, the first insurance schemes for the
underwriting of business ventures became available. By
the end of the seventeenth century, London’s growing
importance as a centre for trade was increasing demand
for marine insurance. In the late 1680s, Edward Lloyd
opened a coffee house on Tower Street in London. It soon
became a popular haunt for ship owners, merchants, and
ships’ captains, and thereby a reliable source of the latest
shipping news./?!

It became the meeting place for parties in the shipping
industry wishing to insure cargoes and ships, and those
willing to underwrite such ventures. These informal be-
ginnings led to the establishment of the insurance mar-
ket Lloyd’s of London and several related shipping and
insurance businesses. In 1774, long after Lloyd’s death
in 1713, the participating members of the insurance ar-
rangement formed a committee and moved to the Royal
Exchange on Cornhill as the Society of Lloyd’s.

3.3 Life insurance

The first life insurance policies were taken out in the early
18th century. The first company to offer life insurance
was the Amicable Society for a Perpetual Assurance Of-
fice, founded in London in 1706 by William Talbot and
Sir Thomas Allen.!"311!4] The first plan of life insurance
was that each member paid a fixed annual payment per
share on from one to three shares with consideration to
age of the members being twelve to fifty-five. At the end
of the year a portion of the “amicable contribution” was
divided among the wives and children of deceased mem-
bers and it was in proportion to the amount of shares
the heirs owned. Amicable Society started with 2000
members.[151116]

Amicable Society for a Perpetual Assurance Office, established
in 1706, was the first life insurance company in the world.

The first life table was written by Edmund Halley in 1693,
but it was only in the 1750s that the necessary math-
ematical and statistical tools were in place for the de-
velopment of modern life insurance. James Dodson, a
mathematician and actuary, tried to establish a new com-
pany that issued premiums aimed at correctly offsetting
the risks of long term life assurance policies, after being
refused admission to the Amicable Life Assurance Soci-
ety because of his advanced age. He was unsuccessful in
his attempts at procuring a charter from the government
before his death in 1757.

His disciple, Edward Rowe Mores was finally able to es-
tablish the Society for Equitable Assurances on Lives and
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Survivorship in 1762. It was the world’s first mutual
insurer and it pioneered age based premiums based on
mortality rate laying “the framework for scientific insur-
ance practice and development”!!”! and “the basis of mod-
ern life assurance upon which all life assurance schemes
were subsequently based”.!'8]

Mores also specified that the chief official should be
called an actuary - the earliest known reference to the
position as a business concern. The first modern actuary
was William Morgan, who was appointed in 1775 and
served until 1830. In 1776 the Society carried out the
first actuarial valuation of liabilities and subsequently dis-
tributed the first reversionary bonus (1781) and interim
bonus (1809) among its members.!'”! It also used regu-
lar valuations to balance competing interests.!'’! The So-
ciety sought to treat its members equitably and the Di-
rectors tried to ensure that the policyholders received a
fair return on their respective investments. Premiums
were regulated according to age, and anybody could be
admitted regardless of their state of health and other
circumstances.!*!

The sale of life insurance in the U.S. began in the late
1760s. The Presbyterian Synods in Philadelphia and New
York founded the Corporation for Relief of Poor and Dis-
tressed Widows and Children of Presbyterian Ministers
in 1759; Episcopalian priests created a comparable relief
fund in 1769. Between 1787 and 1837 more than two
dozen life insurance companies were started, but fewer
than half a dozen survived.

3.4 Accident insurance
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The Railway Passengers Assurance Company was founded in
1848 as the first company to provide accident insurance.

In the late 19th century, “accident insurance” began to be-
come available. This operated much like modern disabil-
ity insurance./?’!12!] The first company to offer accident
insurance was the Railway Passengers Assurance Com-
pany, formed in 1848 in England to insure against the
rising number of fatalities on the nascent railway system.
It was registered as the Universal Casualty Compensation
Company to:

3 MODERN INSURANCE

...grant assurances on the lives of persons trav-
elling by railway and to grant, in cases, of acci-
dent not having a fatal termination, compensa-
tion to the assured for injuries received under
certain conditions.

The company was able to reach an agreement with the
railway companies, whereby basic accident insurance
would be sold as a package deal along with travel tickets
to customers. The company charged higher premiums for
second and third class travel due to the higher risk of in-
jury in the roofless carriages.[??! (23]

3.5 National insurance

By the late 19th century, governments began to initiate
national insurance programs against sickness and old age.
Germany built on a tradition of welfare programs in Prus-
sia and Saxony that began as early as in the 1840s. In
the 1880s Chancellor Otto von Bismarck introduced old
age pensions, accident insurance and medical care that
formed the basis for Germany’s welfare state. His pa-
ternalistic programs won the support of German industry
because its goals were to win the support of the working
classes for the Empire and reduce the outflow of immi-
grants to America, where wages were higher but welfare
did not exist.[?41123]
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Leaflet promoting the National Insurance Act 1911

In Britain more extensive legislation was introduced by
the Liberal government, led by H. H. Asquith and David
Lloyd George. The 1911 National Insurance Act gave
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the British working classes the first contributory system
of insurance against illness and unemployment. ¢!

All workers who earned under £160 a year had to pay 4
pence a week to the scheme; the employer paid 3 pence,
and general taxation paid 2 pence. As a result, workers
could take sick leave and be paid 10 shillings a week for
the first 13 weeks and 5 shillings a week for the next 13
weeks. Workers also gained access to free treatment for
tuberculosis, and the sick were eligible for treatment by a
panel doctor. The National Insurance Act also provided
maternity benefits. Time-limited unemployment benefit
was based on actuarial principles and it was planned that
it would be funded by a fixed amount each from workers,
employers, and taxpayers. It was restricted to particular
industries, cyclical/seasonal industries like construction
of ships, and neither made any provision for dependants.
By 1913, 2.3 million were insured under the scheme for
unemployment benefit and almost 15 million insured for
sickness benefit.

This system was greatly expanded after the Second World
War under the influence of the Beveridge Report, to form
the first modern welfare state.241127]

In the United States, until the passage of the Social Se-
curity Act in 1935, the federal government did not man-
date any form of insurance upon the nation as a whole.
With the passage of the Act the new program expanded
the concept and acceptance of insurance as a means to
achieve individual financial security that might not oth-
erwise be available. That expansion experienced its first
boom market immediately after the Second World War
with the original VA Home Loan programs that greatly
expanded the idea that affordable housing for veterans
was a benefit of having served. The mortgages that were
underwritten by the federal government during this time
included an insurance clause as a means of protecting the
banks and lending institutions involved against avoidable
losses. During the 1940s there was also the GI life insur-
ance policy program that was designed to ease the burden
of military losses on the civilian population and survivors.
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