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Business Risks and How to Meet Them

by Dr. S. S. Huebner,

Professor of University of Pensylvania
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Bordeaux, le g juillet 1927.
Monsieur et trés honoré collégue,

T’ai bien recu votre letire et ma pho-
tographie agrandie avec votre propre
photographie.

Je vous en remercie vivement et j’ai
été profondément touché de I’honneur
que vous m’avez fait en placant cette
photographie dans le Hall du batiment
universitaire.

Veuillez remercier votre collégue M.
Sassa de l'article qu’il a bien voulu me
consacrer dans votre Bulletin mensuel.

C’est pour moi une trés grende satis-
faction de savoir que mes doctrines sont
connues et appréciées au Japon et parti-
culié¢rement dans votre grande Université.

Je conserve P’espoir de pouvoir & une
époque qui ne sera pas trop éloignée,
visiter votre beau et grand pays et ce
sera pour moi un plaisir tout particulier
d’y faire votre connaissance.

Quant & la prononciation de mon nom
elle varie en France suivant les régions.
A Bordeaux on prononce mon nom
Dughi.

cette région, il semble que ce soit la véri-

Comme je suis originaire de
table prononciation. Mais & Paris on
prononce toujours mon nom Dugu-i.

Je ne mangueral pas de vous donner
régulierement de mes nonvelles, mais de
votre c6té, ne me négligez pas; n’oubliez
pas que je me ferai toujours un plaisir
de vous donner sur les questions de droit
public les renseignements que vous voud-
rez bien me demander.

Veuillez agréer, Monsieur et trés ho-
noré collégue, Passurance de mes senti-
ments les meilleurs et les plus distingués.

L. DUGUIT,
Doyen de la Faculté de Droit.
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BUSINESS RISKS AND HOW TO MEET THEM

Summary of Address

Dr. S. S. Huebner,

Professor of Insurance and Commerce,
Wharton School of Finance and Commerce,
University of Pennsylvania.

From the standpoint of scientific treat-
ment, risk bearing in business is a com-
paratively recent concept. Economics—
“ the science of business ’—has thus far
concerned itself chiefly with the problems
of production, distribution, exchange and
consumption. But the subject of risk
bearing, or elimination of risk, ranks in
importance with these four time-honored
divisions of economics. It represents a
distinct economic concept, and should be
accorded a separate and comprehensive
place in the science that deals with our
economic affairs.

Assuming reasonably intelligent and
efficient management, business still faces
the danger of four major types of loss,
namely, the loss of property, the loss of
profit and continuing but unavoidable
fixed charges and overhead when occa-
sioned by business interruption, the loss
of value through price fluctuation, and
last, but by no means least, the loss of the
life value through death of those whose
judgement, training and driving power
constitute the galvanising force behind a
business enterprise.

Loss of Property.—With respect to the

loss of property, business faces the hazards

of fire and other natural elements, the
perils of transportation,

vamNNFmﬁam
and theft, uncollectible credits, failure o

i
i
others in contractual commitments, and
legal liability to employees and members
of the public. Separate forms of insu-
rance exist to indemnify each of these
types of losses. But in effecting the in-
surance coverage, it is essential to em-
phasize full protection, as contrasted with
frills and limited coverage that relate to
certain casualties only. Wisdom dictates
that the insurance should be arranged
with this thought in mind, by some ex-
pert representative of the insurance voca-
tion. Where the
sufficiently large, it will also prove desi-

insured business is

rable to create an insurance department,
or to designate some official trained in
insurance matters, to represent the inte-
rests of the buyer of insurance protection.
Where the practice of coinsurance prevails
in any type of insurance, it is highly
desirable that the required amount of
insurance be taken, as compared with the
value of the property protected, because
under this just and necessary practice,
claims are paid in the proportion that
the insurance purchased bears to the a-

mount of insurance required.
Loss of Profit and Continuing but Una-

voidable Fived Obligations.—But insu-

rance against the loss of actual property
against fire and transportation perils is
not sufficient. Property owners, for ex-
ample, are increasingly appreciating the
fact that the actual loss of property—
tangible property sctually destroyed—is
in the majority of instances the smallest
The indirect
loss of profits and continuing and una-

loss resulting from a fire.

voidable fixed charges and overhead, re-
sulting from business interruption caused
by the destruction, of some strategic link
in the chain of production, very often
exceeds in amount the destruction of
actual property.

Is it not strange that manufacturers,
merchants and other business men should
forget their profit and obligations ?  “Use

and occupancy ”’, or ‘‘business inter-
ruption insuracce ”’, is designed to in-
demnify that type of loss.

Property insurance policies should al-
ways be arranged to include this type of
protection : otherwise
limited (i.e. uncertain) and not complete.

Prevention of loss.—But the service of

the coverage is

insurance is by no means limited to in-
demnity. It also helps to eliminate al-
together or to mitigate the cause of loss
itself.

a pound of cure.”

“ An ounce of prevention is worth
Prevention of loss
constitutes an ideal method of insurance.
It aims to insure against the occurrence
of loss altogether, whereas the indemnity
function is designed to eliminate the eco-
nomic consequence that results from such
loss of value as has not or cannot be
prevented. Money for prevention pur-

poses is just as wisely expended as mo-
ney for premiums. Such expenditures
will be duly recognized by insurance
companies in the form of a lower premi-

B

um. Moreover, the insurance business
should be engaged to assist the insured
in his prevention efforts.

The insurance business is peculierly
fitted by virtue of its selfinterest, its
equipment for periodical inspections and
regular salvaging operations, and its faci-
lities for studying the problem and for
disseminating the information, to empha-
size the worthy efforts of loss prevention.
Fortunately every type of insurer is
participating in this service to an ever
increasing degree.

Too often one hears the objection that
the premium income of insurance com-
panies is altogether out of proportion to
the losses paid and reference is made to .
the exceptionally low loss ratios experi-
enced in certain types of insurance. Such
a viewpoint is very short-sighted indeed.
The ideal would be reached when for
every dollar of premium collected not
one cent would have to be paid for claims.
Assuming that the premium is fair with
respect to the Insurer’s expenses and rea-
sonable profit, such a situation would
mean that the premium income of com-

‘panies, aside lrom the factors mentioned,

was expended for service in the placing
of insurance and the prevention of loss.

Loss Through Price Fluctuations.—
Frequently business suffers heavy losses
through great price fluctuations in raw
materials and finished goods. I have re-
ference to the sudden price smashes that
occur during each of our periodic depres-
sions. The so-called cycle of trade has
been with us throughout our history.
With each recurring depression, a single
year will witness an increase in business
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failures of from 200 to 300 per cent, as
compared with normal, and by far the
larger part of the increase is due to poor
judgement with respect to prices. Insome
of the most hazardous businesses, involv-
ing the huge accumulation of commodi-
ties, like in the grain and cotton business,
this problem has been solved through the
insurance practice known as ‘‘ hedging”
whereby through transactions on our re-
gular produce exchanges, of an opposite
nature to the trade transaction in the
business itself, price fluctuations are neu-
The holding of grain in an
“ short

tralized.
elevator is insured through the
sale ” of an equal amount on some ex-
change. Gradually the practice of hedg-
ing will be extended to one business
after another. But where
being used, the problem is serious. It
therefore behooves business men in such
instances to create a sinking-fund out of
current earnings to meet such a possible

it is not yet

emergency in the future.

Such emergency funds, accumulated
out of business surplus, must be invested,
and the all-imortant question relates to the
method of investment. On the one hand,
the fund may be invested by the firm
itself, whereas under another method,
the fund might be entrusted to a depo-
sitory institution for investment. If the
first method is used, it is highly impor-
tant to know that the fund will be sub-
ject to the great hazard of depreciation,
owing to the very causes which it is
intended to neutralize by the fund itself.

Pa experience shows that good invest-
ment bonds depreciate as much as 25
per cent in the course of a trade cycle,
while good shares of stock on the average
fluctuate even more. Consequently, busi-
ness men, when seeking to protect them-

selves through emergency funds, should
bear in mind that tnrough individual
investment of the fund, they incur the
danger of having the effectiveness of the
fund reduced by 25 per ¢ent or more
through the very factors which also pro-
duced the emergency. On the contrary,
however, if the fund is left with a depo-
sitory instituation, it becomes a non-fluc-
tuating one. Life insurance, on the high
premium plan, constitutes an excellent
medium for the acummulation of business
emergency funds. Not only is the fund
regularly available at any time, but it
always remains non-fluctuating. Ine life
insurance, dollars have been purchased
with dollars, and through their power of
wide distribution of risk, life insurance
companies always succeed in maintaining
their investment accounts on a non-fluc-
tuating basis of full perity.

Loss of the Life Value in Business.—

All of the foregoing relates to risk as it
attaches to material property in business.
But here is an even greater value in
business than the property value. 1 have
in mind the human life value the busi-
ness worth” of the business man himself
to his business. The life value consti-
tutes a business asset, quite as much as
material property. and it should therefore
be insured for the benefit of the business.
Strategic lives are as vital, and it most
instances much more vital, to a business
enterprise as any other one factor in the
chain of production. They may be liken-
ed to the power house that furnishes the
energy. They represent, the judgement,
initiative and driving force, which, when
combind with capital, make a successful
business. In the last analysis, success in

( Continued on Page 1.4.)
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( Continued from Page 12.)
business results from a proper union of
material assets with personal ability. Life
insurance therefore constitutes business
interruption insurance in the same sense
that we have that type of protection in
the field of property insurance. Passing
of the strategic life value usually means
an impairment of the property asset in
business as a profit earning factor. With
a general acceptance of this view, and
that may be confidently predicted life
insurance as business interruption insu-
rance will experience a tremendours de-

velopment. The movement in this direc-
tion is already strong, and the day is

the amount of life
insurance, taken for strictly busimness pur-
will exceed the total of fire and
marine insurance combined.

not far distant when
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