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P r o f e s s o r  J a c k  H i r s h l e i f e r ,  School  of B u s i n e s s ,  U n i v e r s i t y  of 
Chicago ,  Chicago ,  I l l i no i s ,  was b o r n  in B r o o k l y n ,  New Y o r k  on 
26 Augus t  1925. He r e c e i v e d  the  fo l lowing  d e g r e e s  f r o m  H a r v a r d  
U n i v e r s i t y :  S . B . ,  1945; A . M . ,  1948; P h . D . ,  1950. He s e r v e d a s  
an o f f i c e r  with the Nava l  R e s e r v e  f r o m  1943 to 1946. In 1949 he 
b e c a m e  a s s o c i a t e d  with Rand  C o r p o r a t i o n  as  a s o c i a l  s c i e n t i s t .  In 
1955 he b e c a m e  a C o n s u l t a n t  with Rand C o r p o r a t i o n  and a s s u m e d  
the  du t i e s  of A s s i s t a n t  P r o f e s s o r ,  B u s i n e s s  E c o n o m i c s ,  Ch i cago  
U n i v e r s i t y .  Some  of h i s  pub l i ca t i ons  a re :  " W a r  D a m a g e  I n s u r a n c e , "  
R e v i e w  of E c o n o m i c  S t a t i s t i c s ;  "The  E x c h a n g e  B e t w e e n  Quan t i ty  and  
Qual i ty ,  " Q u a r t e r l y  J o u r n a l  of E c o n o m i c s ;  " S o m e  Thoughts  on the  
Socia l  S t r u c t u r e  A f t e r  a B o m b i n g  D i s a s t e r ,  " Wor ld  P o l i t i c s .  Th is  
is  h i s  f i r s t  l e c t u r e  at  the  I n d u s t r i a l  C o l l e g e .  
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C A P T A I N  SAUNDERS:  G e n e r a l  Ho l l i s ,  m e m b e r s  of the c l a s s :  
When  C o l o n e l  B a r r e t t  t a l k e d  to you  about  the f ina l  un i t  of the  c o l l e g e  
y e a r ,  he s t a t e d  tha t  at i n t e r v a l s  b e t w e e n  tha t  t i m e  and the  s t a r t i n g  of 
the  f ina l  uni t ,  w h i c h  wi l l  be  a f t e r  the f i e l d  t r i p ,  t h e r e  wou ld  be  s o m e  
l e c t u r e r s  b r o u g h t  to the p l a t f o r m  to f i l l  in  c e r t a i n  a r e a s  w h i c h  had  b e e n  
e i t h e r  n e g l e c t e d  o r  g iven  a " o n c e - o v e r - l i g h t l y "  t r e a t m e n t .  One of t h e s e  
s u b j e c t s  i s  to be g iven  to us  th i s  m o r n i n g - - o n  d a m a g e  i n s u r a n c e  and 
c o m p e n s a t i o n .  

Now, j u s t  in c a s e  s o m e o n e  f a i l e d  to r e a d  the b i o g r a p h y - - t h a t ' s  
s u p p o s e d  to a m u s e  you  p e o p l e - - D r .  J a c k  H i r s h l e i f e r  i s  an  A s s i s t a n t  
P r o f e s s o r  of B u s i n e s s  E c o n o m i c s  in  the  Schoo l  of B u s i n e s s  at the  
U n i v e r s i t y  of C h i c a g o .  He is  a l s o  a c o n s u l t a n t  wi th  the Rand  C o r p o r a t i o n .  
He s e r v e d  in  the  N a v y  d u r i n g  the w a r .  He h a s  b e e n  w o r r y i n g  about  th i s  
s a m e  p r o b l e m  of w a r  d a m a g e  i n s u r a n c e  and c o m p e n s a t i o n ,  and he  has  
w r i t t e n  s o m e  a r t i c l e s  on it;  and w e ' v e  a s k e d  h i m  to c o m e  h e r e  and d i s -  
c u s s  i t  wi th  us  t h i s  m o r n i n g .  Th i s  is  h i s  f i r s t  v i s i t  to the  c o l l e g e .  

I t ' s  a p l e a s u r e  to w e l c o m e  you to th i s  p l a t f o r m ,  D o c t o r - - w e  c a n  
c a l l  you  " D o c t o r "  h e r e .  You s a y  t h e y  only  u s e  tha t  a t  the P e n t a g o n  fo r  
y o u - - a n d  i n t r o d u c e  you to th is  y e a r ' s  c l a s s .  

DR.  H I R S H L E I F E R :  T h a n k  you,  C a p t a i n  S a u n d e r s .  

G e n t l e m e n ,  I have  b e e n  a s k e d  to s p e a k  to you  t o d a y  on the  f o l l o w i n g  
t o p i c s :  " P r o b l e m s  of G o v e r n m e n t  i n s u r a n c e  and c o m p e n s a t i o n  f o r  d a m a g e  
in  n u c l e a r  w a r ;  r o l e  of d a m a g e  i n s u r a n c e  in e c o n o m i c  r e h a b i l i t a t i o n  and 
r e c o v e r y ;  d i f f e r e n t  m e t h o d s  of d e a l i h g  wi th  the  p r o b l e m  and p r e s e n t  p l a n -  
n ing  s t a t u s .  " 

P r o b a b l y  m o s t  of you  h e r e  have  g i v e n  at l e a s t  s o m e  f l e e t i n g  a t t e n -  
t ion  to the i m p a c t  of n u c l e a r  b o m b i n g  upon  y o u r  p e r s o n a l  and f a m i l y  w e a l t h  
p o s i t i o n .  D e s p i t e  the  h i g h l y  s e l e c t e d  n a t u r e  of t h i s  g roup ,  h o w e v e r ,  i t  i s  
p r o b a b l y  sa fe  to  s a y  tha t  p r a c t i c a l l y  none of you have  t a k e n  any  s y s t e m a t i c  
p r e c a u t i o n s  to  p r e s e r v e  e v e n  the  l i ve s  of y o u r s e l v e s  and y o u r  f a m i l i e s ,  
to s a y  no th ing  of p r o p e r t y  i n t e r e s t s ,  in  the e v e n t  of c a t a s t r o p h e .  To a l l  
of you who fa l l  in  tha t  c l a s s - - a n d  I ' m  a f r a i d  I do m y s e l f - - c o n g r a t u l a t i o n s  



a r e  due  on  o u r  s u c c e s s f u l  g a m b l i n g  w i t h  f a t e  to  d a t e .  W h e t h e r  t h e  
s a m e  c o n g r a t u l a t i o n s  w i l l  be  due  t o m o r r o w  r e m a i n s  t o  b e  s e e n .  A n d  
w h a t  m a y  be  s a i d  o f  9 9 . 9 9  p e r c e n t  of  t h e  i n d i v i d u a l s  of  o u r  N a t i o n  m a y  
a l s o  b e  s a i d  of  i t s  G o v e r n m e n t .  A s i d e  f r o m  p u r e l y  m i l i t a r y  m o d e s  o f  
d e f e n s e ,  n a t i o n a l  p o l i c y  h a s  n o t  d i r e c t e d  i t s e l f  i n  a n y  m e a s u r a b l e  d e -  
g r e e  t o  t h e  p r o b l e m  of  a d a p t i n g  o u r  s o c i e t y  to  t h e  c h a n g e d  m i l i t a r y  e n -  
v i r o n m e n t  i n  w h i c h  i t  m u s t  h e n c e f o r t h  e x i s t .  

I. Compensation and Insurance as Measures for Social Adjustment to 
B o m b i n g  H a z a r d .  

I p r e f a c e  m y  d i s c u s s i o n  w i t h  t h e s e  s o m e w h a t  o b v i o u s  r e m a r k s  b e -  
c a u s e  i t  i s  m y  v i e w  t h a t  w a r  d a m a g e  i n s u r a n c e  a n d  w a r  d a m a g e  c o m -  
p e n s a t i o n  m e a s u r e s  s h o u l d  b e  c o n s i d e r e d  p r i m a r i l y  a s  p r o c e d u r e s  f o r  
b o t h  p r i v a t e  a n d  s o c i a l  a d j u s t m e n t  to  t h e  f a c t  o f  b o m b i n g  h a z a r d .  T h i s  
i s  to  b e  c o n t r a s t e d  w i t h  w h a t  m a y  b e  r e g a r d e d  a s  t h e  f u n d a m e n t a l  u n d e r -  
l y i n g  v i e w p o i n t s  o f  t he  i n s u r a n c e  i n d u s t r y  on  t h e  o n e  h a n d ,  a n d  of  t h e  
r e l e v a n t  G o v e r n m e n t  a g e n c i e s  w i t h  r e s p o n s i b i l i t y  i n  t h i s  f i e l d  o n  t h e  
o t h e r  h a n d .  

The insurance industry has concerned itself, so far at least, ex- 
clusively with the problem of private adaptation to the bombing hazard. 
This is probably in response to customer demands for protection against 
this new kind of risk. Largely at the initiative of the insurance industry, 
legislative action was seriously considered in 1951 to reactivate the 
War Damage Corporation of World War II. This Government corpora, 
tion during World War H issued about 140 billion dollars in policies 
through the agency of a great number of private insurance companies, 
who bore I0 percent of the risk. 

I t h i n k  one  r e a s o n  t h e  i n s u r a n c e  i n d u s t r y  l o o k s  k i n d l y  o n  t h i s  s o r t  
o f  o p e r a t i o n  i s  t h e  f a c t  t h a t  t h e  i n s u r a n c e  c o m p a n i e s  p r o f i t e d  b y  i t  d u r i n g  
W o r l d  W a r  II  t o  t h e  e x t e n t  of  s o m e  20 m i l l i o n  d o l l a r s .  T h e  G o v e r n m e n t  
i t s e l f  e a r n e d  a r e m a r k a b l e  t o t a l  of  s o m e  210 m i l l i o n  d o l l a r s  a s  a c o n s e -  
q u e n c e  of  t h e  u n e x p e c t e d l y  s m a l l  a m o u n t  of  d a m a g e .  B e f o r e  we  g e t  t o o  
e n t h u s i a s t i c  a b o u t  t h i s ,  h o w e v e r ,  I s h o u l d  m e n t i o n  t h a t  i n  t h e  P h i l i p p i n e s ,  
w h e r e  d a m a g e  w a s  h e a v y ,  g r a t u i t o u s  c o m p e n s a t i o n  w a s  g r a n t e d  in  t h e  
a m o u n t  o f  400 m i l l i o n  d o l l a r s :  So on b a l a n c e ,  a s  y o u  m i g h t  e x p e c t ,  t h i s  
G o v e r n m e n t  d id  n o t  p r o f i t .  

A s  I i n d i c a t e d  a b o v e ,  t h e  n a t u r a l  a p p r o a c h  of  t h e  i n s u r a n c e  i n d u s t r y  
i s  t o  e s t a b l i s h  a m o d e  of  p r i v a t e  a d a p t a t i o n  to  t h e  b o m b i n g  h a z a r d ,  n a m e l y ,  
b y  p r o v i d i n g  i n d i v i d u a l s  w i t h  t h e  o p p o r t u n i t y  t o  i n s u r e  t h e i r  p r o p e r t y  
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a g a i n s t  b o m b i n g  r i s k s  j u s t  a s  t h e y  c a n  i n s u r e  t h e m s e l v e s  a g a i n s t  t h e  
h a z a r d s  of  t h e f t ,  o r  f i r e ,  o r  e a r t h q u a k e .  N o t  t h e  s l i g h t e s t  a t t e n t i o n  
w a s  g i v e n ,  s o  f a r  a s  I h a v e  b e e n  a b l e  to  d e t e r m i n e ,  b y  e i t h e r  p r o p o -  
n e n t s  o r  o p p o n e n t s  of  r e a c t i v a t i o n  of  t h i s  i n s u r a n c e  p l a n  to  t h e  q u e s t i o n  
of  w h e t h e r  o n  b a l a n c e  i t  p r o m i s e d  to  p r o m o t e  o r  t o  h i n d e r  t h e  a d j u s t -  
m e n t  of  o u r  N a t i o n  a s  a w h o l e  t o  t h e  g r e a t l y  a u g m e n t e d  War  d a m a g e  
h a z a r d .  S o c i a l  a d a p t a t i o n  to  t h e  b o m b i n g  h a z a r d  i s  o b v i o u s l y  n o t  
a c h i e v e d  b y  a m e r e  t r a n s f e r  of  l i a b i l i t y  f r o m  p r o p e r t y  o w n e r s  t o  t a x -  
p a y e r s  o r  t o  s t o c k h o l d e r s  of  i n s u r a n c e  c o m p a n i e s .  I n  t h i s  c a s e  i t  i s  
c l e a r  t h a t  t h e  r i s k  i s  m e r e l y  s h i f t e d  f r o m  o n e  g r o u p  of  p e o p l e  t o  a n o t h e r .  
N a t i o n a l ,  a s  o p p o s e d  to  p r i v a t e ,  a d a p t a t i o n  to  t h e  b o m b i n g  h a z a r d  c a n  
c o m e  a b o u t  o n l y  w h e n  t h e  a g g r e g a t e  of  t h e  r e a l  w e a l t h  of  o u r  s o c i e t y  i s  
m a d e  l e s s  v u l n e r a b l e  to  d e s t r u c t i o n  o r  to  i m p a i r m e n t  b y  e n e m y  a t t a c k .  

V u l n e r a b i l i t y  m a y  b e  r e d u c e d  in  a v a r i e t y  of  w a y s ,  a s i d e  f r o m  i m -  
p r o v e m e n t s  i n  d i r e c t  m i l i t a r y  p r o t e c t i o n .  R e l o c a t i o n  in  l e s s  d a n g e r o u s  
o r  in  m o r e  h e a v i l y  p r o t e c t e d  a r e a s ,  b l a s t -  a n d  f i r e - r e s i s t a n t  c o n s t r u c -  
t i o n ,  d u p l i c a t i o n  of  c r i t i c a l  f a c i l i t i e s  o r  r e c o r d s ,  i m p r o v e m e n t  o f  f i r e -  
f i g h t i n g  p r o c e d u r e s - - a l l  t h e s e  a r e  j u s t  i n s t a n c e s  of  t h e  r e a l  m o d e s  of  
p r o t e c t i o n  a v a i l a b l e  to  o u r  s o c i e t y .  

J u s t  w h a t  w o u l d  b e  t h e  e f f e c t  of  t h e  p r o p o s e d  G o v e r n m e n t  i n s u r a n c e  
t h a t  I m e n t i o n e d  b e f o r e  u p o n  r e a l  s o c i a l  a d a p t a t i o n  to  t h e  b o m b i n g  h a z a r d ?  
I t  s h o u l d  b e  i n t u i t i v e l y  c l e a r ,  I t h i n k ,  t h a t  t h e  e f f e c t  c o u l d  b e  e i t h e r  b e n e -  
f i c i a l  o r  a d v e r s e ,  a n d  t h a t  t h i s  w o u l d  d e p e n d  u p o n  t h e  s y s t e m  of  r a t e s  
c h a r g e d .  I f  t h e  i n s u r a n c e  r a t e s  a r e  d i f f e r e n t i a t e d  in  a c c o r d a n c e  w i t h  
t h e  r e a l  r i s k s  i n v o l v e d ,  t h e r e  w i l l  b e  a n  i n c e n t i v e  to  r e d u c e  v u l n e r a b i l i t y  
i n  o r d e r  t o  s e c u r e  i n s u r a n c e  p r o t e c t i o n  a t  l o w e r  r a t e s .  T h a t  i s  to  s a y ,  
t h e  v a l u e  of  t h e  i n s u r a n c e  s a v i n g  w i l l  b e  m e a s u r e d  b y  p r o p e r t y  o w n e r s  
a g a i n s t  t h e  c o s t  o f  s t r o n g e r  c o n s t r u c t i o n  o r  of  o t h e r  m e a n s  of  p r o v i d i n g  
r e a l  p r o t e c t i o n ;  a n d  w h e r e v e r  t h e  c o s t  of  t h e  l a t t e r  i s  l o w e r ,  t h e r e  i s  
a r a t i o n a l  i n c e n t i v e  t o  a d o p t  m e a s u r e s  r e d u c i n g  v u l n e r a b i l i t y .  

A s  y o u  m a y  h a v e  n o t e d ,  I a m  f o r  t h e  p r e s e n t  s l i g h t i n g  q u i t e  a n u m b e r  
of  s e r i o u s  q u e s t i o n s  of  a p r a c t i c a l  n a t u r e  w h i c h  wo~tld h a v e  to  b e  a n s w e r e d  
in  a t h o r o u g h  a n a l y s i s  o f  s u c h  a p r o p o s a l .  I w i l l  m e n t i o n  h e r e ,  h o w e v e r ,  
t h a t  I b e l i e v e  t h a t ,  g i v e n  a r e a s o n a b l e  n u m b e r  o f  y e a r s  i n  w h i c h  r a t e  
d i f f e r e n t i a l s  w i l l  b e  a f f e c t i n g  i n v e s t m e n t  d e c i s i o n s ,  t h e  c o n s e q u e n c e  of  
s u c h  a p l a n ,  t h a t  i s  t o  s a y ,  of  d i f f e r e n t i a t i o n  in  r a t e s  on  t h e  b a s i s  of  
r i s k ,  w i l l  b e  t h e  a c h i e v e m e n t  of  a n o t a b l e  r e d u c t i o n  of  n a t i o n a l  v u l n e r -  
a b i l i t y  t o  b o m b i n g .  A l l  I r e a l l y  w a n t  t o  m a i n t a i n  h e r e ,  h o w e v e r ,  i s  t h a t  
t h e  e f f e c t  of  d i f f e r e n t i a t i o n  a c c o r d i n g  to  r i s k  i s  i n  t h e  r i g h t  d i r e c t i o n .  
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B y  c o n t r a s t ,  f a i l u r e  to  d i f f e r e n t i a t e  r a t e s  a c c o r d i n g  to  r i s k  i n  w a r  
d a m a g e  i n s u r a n c e  w i l l  c l e a r l y  be  a p e r v e r s e  p o l i c y .  T h e  e f f e c t ,  i f  a n y ,  
w i l l  b e  to  i n c r e a s e  t h e  N a t i o n ' s  v u l n e r a b i l i t y  to  w a r  d a m a g e .  T h e  a d o p -  
t i o n  of  p r o t e c t i v e  m e a s u r e s  w o u l d  b e  d i s c o u r a g e d ;  a n d ,  i n  f a c t ,  a n  i n -  
c e n t i v e  w o u l d  b e  o f f e r e d  f o r  t h e  a b a n d o n m e n t  of  p r i v a t e  p r o t e c t i v e  
m e a s u r e s  a l r e a d y  in  e x i s t e n c e .  W h y  s h o u l d  a p r o p e r t y  o w n e r  i n c u r  
o r  c o n t i n u e  to  b e a r  t h e  c o s t  of  r e a l  p r o t e c t i v e  m e a s u r e s  ? 

C o n s i d e r ,  f o r  e x a m p l e ,  t h e  a n a l o g o u s  c a s e  of  f i r e  i n s u r a n c e .  I n  
t h e  a b s e n c e  of  f i r e  i n s u r a n c e ,  a p r o p e r t y  o w n e r  m a y  d e c i d e  w h e t h e r  o r  
n o t  t o  i n s t a l l  s p r i n k l e r s  on  t h e  b a s i s  of  t h e  c o s t  of  t h e  s p r i n k l e r s  v e r s u s  
t h e  v a l u e  of  t h e  r e a l  p r o t e c t i o n  g a i n e d .  I f  i n s u r a n c e  i s  t h e n  o f f e r e d  to  
s u c h  a p r o p e r t y  o w n e r  a t  r a t e s  n o t  r e f l e c t i n g  t h e  r e d u c e d  f i r e  v u l n e r -  
a b i l i t y  w i t h  s p r i n k l e r s ,  i t  i s  c l e a r  t h a t  i f  h e  b u y s  t h e  i n s u r a n c e ,  he  w i l l  
t e n d  n o t  to  i n s t a l l  t h e  s p r i n k l e r s .  Of c o u r s e ,  h e  m a y  n o t  b u y  t h e  i n -  
s u r a n c e ;  a n d  i f  he  a l r e a d y  h a s  s u n k  h i s  i n v e s t m e n t  in  s p r i n k l e r s ,  h e  
i s  u n l i k e l y  t o .  T h i s  i s  t h e  p h e n o m e n o n  of  a d v e r s e  s e l e c t i o n  of  r i s k s ,  
w h i c h  a l w a y s  o c c u r s  in  i n s u r a n c e  w h e n  r a t e ~  a r e  n o t  p r o p o r t i o n e d  to  
t h e  t r u e  c h a n c e s  of  l o s s .  A d v e r s e  s e l e c t i o n  m e a n s  t h a t  t h e  g o o d  r i s k s  
t e n d  to  s t a y  ou t  of t h e  i n s u r a n c e  p o o l ,  b e c a u s e  t h e  o v e r a l l  r a t e s  t a k e  
a c c o u n t  of  t h e  p o o r  r e c o r d  o r  t h e  p o o r  p r o s p e c t s  o f  t h e  b a d  r i s k s .  T h e  
b a d  r i s k s ,  on  t h e  o t h e r  h a n d ,  a r e  h a p p y  to  r e c e i v e  an  i n s u r a n c e  b a r g a i n ;  
t h a t  i s ,  t h e y  b u y  t h e  i n s u r a n c e  a s  an  a l t e r n a t i v e  to  t h e  a d o p t i o n  o f  r e a l  
p r o t e c t i v e  m e a s u r e s .  

T h e  i n s u r a n c e  p r o v i d e d  b y  t h e  W a r  D a m a g e  C o r p o r a t i o n  i n  W o r l d  
W a r  II  a n d  b y  i t s  p r o p o s e d  s u c c e s s o r  in  1951 w a s  o r  w o u l d  h a v e  b e e n  
p a r t i a l l y  d i f f e r e n t i a t e d  a c c o r d i n g  to  r i s k .  T h e  l a n g u a g e  of  t h e  l e g i s l a t i v e  
d i r e c t e d  t h a t  r a t e s  b e  b a s e d  on  t h e  e s t i m a t e d  r i s k  of  l o s s  o f  e a c h  t y p e  
of  p r o p e r t y .  H o w e v e r ,  i t  a l s o  d i r e c t e d  t h a t  t h e s e  r a t e s  b e  m a d e  u n i f o r m  
o v e r  t h e  w h o l e  N a t i o n .  T h e  a p p a r e n t  i n t e n t  o f  t h e s e  s o m e w h a t  c o n t r a -  
d i c t o r y  p r o v i s i o n s  w a s  to  e l i m i n a t e  r e g i o n a l  d i s c r i m i n a t i o n ;  b u t  I b e l i e v e  
t h a t  i t  w a s  n o t  t h e  i n t e n t  to  f o r b i d  d i s c r i m i n a t i o n  b e t w e e n ,  f o r  e x a m p l e ,  
r a t e s  c h a r g e d  f o r  u r b a n  p r o p e r t y  v e r s u s  r a t e s  c h a r g e d  f o r  r u r a l  p r o p e r t y ,  

T h e  f a i l u r e  to  d i s c r i m i n a t e  on  a r e g i o n a l  b a s i s  w a s  r a t h e r  i m p o r t a n t  
i n  t h e  i n s u r a n c e  p r o v i d e d  d u r i n g  W o r l d  W a r  II ,  s i n c e  t h e  N a t i o n ' s  c o a s t a l  
a r e a s  w e r e  o b v i o u s l y  m o r e  v u l n e r a b l e  t h a n  t h e  i n l a n d  a r e a s  u n d e r  t h e  
c o n d i t i o n s  o f  W o r l d  W a r  H.  A s  m i g h t  h a v e  b e e n  e x p e c t e d ,  t h e r e  w a s  
d e f i n i t e  a d v e r s e  s e l e c t i o n  in  t h i s  r e s p e c t ,  m u c h  m o r e  p r o p o r t i o n a t e  
c o v e r a g e  b e i n g  w r i t t e n  o n  t h e  w e s t  a n d  e a s t  c o a s t s  t h a n  in  t h e  M i d w e s t ,  
s i n c e  t h e r e  w a s  no  d i s c o u n t  g i v e n  f o r  t h e  l e s s e r  r i s k  i n  t h e  M i d w e s t .  
I n  t h e  f u t u r e  i t  a p p e a r s  t h a t  d i v e r g e n c e s  in  r e g i o n a l  v u l n e r a b i l i t y  m a y  
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p o s s i b l y  be  d i m i n i s h i n g  wi th  the i n c r e a s e  in r a n g e  of o f f e n s i v e  w e a p o n s ,  
so  tha t  t h i s  i m p e r f e c t i o n  of the W o r l d  W a r  II p lan  m a y  not  be  so  c r u c i a l l y  
i m p o r t a n t ,  tha t  i s ,  a s s u m i n g  tha t  d i s c r i m i n a t i o n  b e t w e e n  u r b a n  and  r u r a l  
r a t e s  would  be p e r m i t t e d .  Tha t  is  o b v i o u s l y  qui te  v i t a l .  

If the  r e a c t i o n  of the  i n s u r a n c e  i n d u s t r y  to the i n c r e a s e d  b o m b i n g  
r i s k - - n a m e l y ,  the  p r o p o s a l  of a s c h e m e  w h e r e b y  c u s t o m e r s  of i n s u r a n c e  
c o m p a n i e s  c a n  get  p r o t e c t i o n  and the  i n s u r a n c e  c o m p a n i e s  t h e m s e l v e s  
c a n  do s o m e  p r o f i t a b l e  b u s i n e s s - - i s  u n d e r s t a n d a b l e ,  so  p e r h a p s  is  the  
r e a c t i o n  of the G o v e r n m e n t  o f f i c i a l s  wi th  r e s p o n s i b i l i t y  in th i s  f i e ld .  In  
1951, w h e n  the r e a c t i v a t i o n  was  p r o p o s e d ,  the r e s p o n s i b i l i t y  was  h e l d  
by  the  B u r e a u  of the  Budge t ,  w h i c h  took  a p o s i t i o n  in o p p o s i t i o n  to r e -  
a c t i v a t i o n  of the  W a r  D a m a g e  C o r p o r a t i o n .  I n s t e a d ,  the B u r e a u  p r o -  
p o s e d  tha t  the  C o n g r e s s  s i m p l y  give the P r e s i d e n t  a u t h o r i t y  to g r a n t  
c o m p e n s a t i o n  up to a to ta l  of 22 b i l l i o n  d o l l a r s  in the  e v e n t  of a t o m i c  
d i s a s t e r .  

We m a y  d e s c r i b e  the i n s u r a n c e  c o m p a n i e s '  p r o p o s a l  in a n u t s h e l l  
as  " p r i v a t e  p r o t e c t i o n  p lus  b u s i n e s s  as  u s u a l .  " Anyone  wi th  enough  
f o r e s i g h t  to buy  i n s u r a n c e  c o u l d  get  p r o t e c t i o n ,  but  l i t t l e  a t t e n t i o n  was  
pa id  as  to w h e t h e r  h i s  f o r e s i g h t  i n v o l v e d  a r e a l  r e d u c t i o n  of n a t i o n a l  
v u l n e r a b i l i t y  o r  a m e r e  t r a n s f e r  of the e x i s t i n g  r i s k  to a d i f f e r e n t  p a r t y .  
The  B u d g e t  B u r e a u ' s  p r o p o s a l  m i g h t  be  s i m i l a r l y  d e s c r i b e d  in a n u t s h e l l  
as  " p a t e r n a l i s m  plus  a b l a n k  c h e c k .  " No f o r e s i g h t  on a n y o n e ' s  p a r t  is  
c a l l e d  fo r ;  n o r  would  f o r e s i g h t  be  r e w a r d e d .  E v e r y o n e  would  be  c o m -  
p e n s a t e d  on e q u a l  t e r m s  a f t e r  the  even t ,  the only  p r o b l e m  b e i n g  to p r o -  
v ide  enough  d i s c r e t i o n a r y  a u t h o r i t y  and enough  funds  fo r  the  G o v e r n -  
m e n t  a g e n c i e s  to do the job. 

It is important to note that a promise of simple compensation, like 
that proposed by the Budget Bureau, is logically equivaleht to universal 
free insurance. Such a proposal would carry to the extreme possible 
limit the perverse effect on vulnerability which follows upon failure to 
differentiate rates according to risks. That is to say, a promise of 
simple compensation provides the maximum incentive to property owners 
to avoid expenditures having the effect of reducing vulnerability. In the 
absence of such a promise, the risk of loss itself would induce some 
rational adaptation--somewhat stronger construction, better fire pro- 
tection and so forth--through probabilistic calculations on the part of 
property owners comparing the risk of loss with the cost of protection. 
With compensation promised, however, uncertainty would be relieved 
and with it all incentive to undertake protective measures against loss. 



U 7: 

To s u m m a r i z e  th i s  d i s c u s s i o n ,  s e e n  f r o m  the poin t  of v i ew  of 
s o c i a l  a d a p t a t i o n  to the b o m b i n g  h a z a r d ,  the i n s u r a n c e  p r o p o s a l  of the  
i n d u s t r y  w a s  s o m e w h a t  i m p e r f e c t  b e c a u s e  of the l i m i t a t i o n s  p l a c e d  upon  
r a t e  d i s c r i m i n a t i o n  a c c o r d i n g  to r i s k ;  but  the  p r o m i s e  of c o m p e n s a t i o n  
p r o p o s e d  by  the A d m i n i s t r a t i o n  was  t o t a l l y  p e r v e r s e  and the w o r s t  p o s -  
s i b l e  s o l u t i o n .  I e m p h a s i z e  " s e e n  f r o m  the  poin t  of v i e w  of s o c i a l  a d a p -  
t a t i o n  to the  b o m b i n g  h a z a r d ,  " b e c a u s e ,  of c o u r s e ,  t h e r e  a r e  o t h e r  
p o s s i b l e  po in t s  of v i ew .  

T h e  a c t u a l  o u t c o m e  in 1951 of the c o n f l i c t i n g  p r o p o s a l s  w a s  tha t  
no th ing  was  done .  The  s t a b i l i z a t i o n  of the  K o r e a n  c o n f l i c t  soon  t h e r e -  
a f t e r  e l i m i n a t e d  the  p s y c h o l o g i c a l  p r e s s u r e  fo r  doing s o m e t h i n g  in  the  
f i e ld  of w a r  d a m a g e  i n s u r a n c e  o r  c o m p e n s a t i o n .  F r o m  the point  of 
v i e w  of s o c i a l  a d a p t a t i o n ,  th i s  d e l a y  is  a n o t h e r  m i s t a k e .  It  is  on ly  w h e n  
a sound  p lan  c a n  be  put in to  e f f ec t  we l l  in a d v a n c e  of w a r t i m e  tha t  one 
can  e x p e c t  the  s l o w l y  r e a c t i n g  p r i v a t e  d e c i s i o n  c e n t e r s  of the  e c o n o m y  
to t ake  a c t i o n  to r e d u c e  v u l n e r a b i l i t y .  If w a r  is  r e a l l y  n e a r ,  i t  i s  too 
la te  f o r  a l l  but  e m e r g e n c y  G o v e r n m e n t  ac t i on .  

S ince  1951, F e d e r a l  r e s p o n s i b i l i t y  in t h i s  f i e ld  h a s  b e e n  s h i f t e d  to 
the Off ice  of D e f e n s e  M o b i l i z a t i o n ;  but  tha t  a g e n c y  has  not as  y e t  r e -  
l e a s e d  any  i n f o r m a t i o n  on the c u r r e n t  s t a tus  of t h e i r  p l ans  fo r  w a r  d a m a g e  
i n s u r a n c e  o r  c o m p e n s a t i o n .  

It i s ,  I th ink,  of s o m e  i n t e r e s t  to no te  tha t  G o v e r n m e n t  i n s u r a n c e  
a g a i n s t  a n o t h e r  f o r m  of d i s a s t e r - - l o s s e s  due to f l o o d s - - i s  now go ing  
in to  e f f e c t .  The  r a t e s  f o r  p o l i c i e s  o f f e r e d  b y  the  F e d e r a l  F l o o d  I n d e m -  
n i ty  A d m i n i s t r a t i o n  wi l l ,  a c c o r d i n g  to c u r r e n t  p l ans ,  be s t r i c t l y  d i f f e r e n -  
t i a t e d  on the b a s i s  of the  b e s t  a v a i l a b l e  e s t i m a t e s  of the  r i s k s  i n v o l v e d  
in i n s u r i n g  c o v e r e d  p r o p e r t i e s .  The d i s c u s s i o n  of the  p r o s  and cons  of 
G o v e r n m e n t  f lood i n s u r a n c e  has  c l e a r l y  r e c o g n i z e d  the  c o n n e c t i o n  b e -  
t w e e n  i n s u r a n c e  r a t e s  and the  n e e d  to p r o v i d e  a r e a l  r e d u c t i o n  in vu l -  
n e r a b i l i t y  by  l i m i t i n g  i n d u s t r i a l  and u r b a n  e n c r o a c h m e n t  upon  the f lood 
p l a in s  of o u r  r i v e r s .  In fac t ,  the G o v e r n m e n t  f lood i n s u r a n c e  p lan  is  
e x p e c t e d  by  i ts  p r o p o n e n t s  to a c h i e v e  a r e a l  r e d u c t i o n  in n a t i o n a l  vu l -  
n e r a b i l i t y  to f lood d a m a g e .  

I a m  s o m e w h a t  doubt fu l  about  th is  m y s e l f ,  f o r  two r e a s o n s :  F i r s t ,  
the f lood i n s u r a n c e  p lan  does  c o n t i n u e  to o f f e r  i m p o r t a n t  s u b s i d i e s  of 
v a r i o u s  k inds  to p o l i c y  h o l d e r s ,  and t h e r e f o r e  to peop l e  who b u i l d  in 
s u c h  a w a y  as to be v u l n e r a b l e  to f lood d a m a g e .  Second,  it does  not 
s e e m  to have  b e e n  c l e a r l y  r e c o g n i z e d  ye t  tha t  one of the i m p o r t a n t  in-  
d u c e m e n t s  to o c c u p a t i o n  of f lood  p l a in s  is  the fac t  tha t  when  d i s a s t e r  
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s t r i k e s ,  t h o s e  who have  b e e n  g a m b l i n g  wi th  n a t u r e  in t h e i r  d e c i s i o n s  
to l o c a t e  in f lood p l a in s  c a n  coun t  on the  s y m p a t h y  and c h a r i t y  of bo th  
o t h e r  i n d i v i d u a l s  and G o v e r n m e n t  to p r o v i d e  e m e r g e n c y  r e l i e f  and a s -  
s i s t a n c e .  Th i s  a l so  i s ,  in a m a n n e r  of speak ing ,  f r e e  i n s u r a n c e .  N e v e r -  
t h e l e s s ,  e v e n  wi th  th i s  sa id ,  the  t h i n k i n g  in the f i e ld  of f lood i n s u r a n c e  
is  w e l l  in  a d v a n c e  of wha t  we have  s e e n  in o f f i c ia l  d i s c u s s i o n s  of w a r  
d a m a g e  i n s u r a n c e .  I m e a n  by  tha t  s t a t e m e n t  the r e a l i z a t i o n  of a c o n n e c -  
t i on  b e t w e e n  the i n s u r a n c e  r a t e s  and the  p o t e n t i a l  e f f ec t  in a c h i e v i n g  a 
r e a l  r e d u c t i o n  in v u l n e r a b i l i t y .  

II .  C o m p e n s a t i o n  and I n s u r a n c e  as M e a s u r e s  f o r  F a c i l i t a t i n g  R e c u p e r a -  
t i on  f r o m  B o m b i n g  D i s a s t e r .  

The  above  d i s c u s s i o n  has  b e e n  e n t i r e l y  o n e - s i d e d  in t r a c i n g  the  
h i s t o r y  of c o m p e n s a t i o n  and i n s u r a n c e  p r o p o s a l s  in  the  l igh t  of one 
f u n d a m e n t a l  i d e a - - t h a t  t h e s e  p r o p o s a l s  a r e  to be e v a l u a t e d  p r i m a r i l y  
in t e r m s  of t h e i r  s u c c e s s  in p r o m o t i n g  a r e a l  n a t i o n a l  r e d u c t i o n  in v u l n e r -  
a b i l i t y  to b o m b i n g  a t t ack .  Th i s  is a p u r e l y  p r e a t t a c k  c r i t e r i o n .  In 
p r i n c i p l e ,  at l e a s t ,  we m a y  c o n c e i v e  tha t  the p o s t a t t a c k  i m p l i c a t i o n s  of 
the a l t e r n a t i v e  p o s s i b l e  m e a s u r e s ,  in p r o m o t i n g  o r  h i n d e r i n g  r e c u p e r a -  
t ion  f r o m  any  g i v e n  d e g r e e  of d a m a g e ,  m a y  be of e q u a l  o r  e v e n  g r e a t e r  
i m p o r t a n c e .  

A f t e r  the b o m b i n g ,  the  q u e s t i o n  of c o m p e n s a t i o n  is but  one a s p e c t  
of the u n h o l y  f i n a n c i a l  t ang le  in w h i c h  the e c o n o m y  wi l l  f ind i t s e l f .  I 
a m  a s s u m i n g ,  of c o u r s e ,  tha t  a f t e r  b o m b i n g  t h e r e  is  enough  s u r v i v a l  
of bo th  p o p u l a t i o n  and p r o p e r t y  so  i t ' s  w o r t h  o u r  w h i l e  to th ink  about  
i t .  U n d e r  th i s  a s s u m p t i o n  l e t ' s  i m a g i n a t i v e l y  s u r v e y  the  f i n a n c i a l  a s -  
p e c t  of the p o s t b o m b i n g  e c o n o m y ,  f i r s t  a s s u m i n g  no p r e e x i s t i n g  i n s u r -  
a n c e  p lan .  

A s i d e  f r o m  the  f e a r f u l  d i r e c t  d e s t r u c t i o n  of p r o p e r t y  and of p r o p e r t y  
o w n e r s ,  t h e r e  w i l l b e  d e s t r u c t i o n  of e v i d e n c e  of t i t l e  and  d i s r u p t i o n  of 
e c o n o m i c  r e l a t i o n s h i p s  to an a l m o s t  u n i m a g i n a b l e  d e g r e e .  T h i n k  of 
t h e s e  l i m i t e d  a s p e c t s  of the  p r o b l e m :  How is the  s m a l l e s t  i n d i v i d u a l  o r  
the  l a r g e s t  c o r p o r a t i o n  to m a k e  d e c i s i o n s  w h e n  r e c o r d s  of b a n k  a c c o u n t s ,  
s t o c k  o w n e r s h i p ,  and o t h e r  t i t l e s  have  b e e n  d e s t r o y e d ?  E v e n  the ag-  
g r e g a t e  p o s i t i o n  of d e s t r o y e d  b a n k s ,  not  to m e n t i o n  the i n d i v i d u a l  a c -  
c o u n t s ,  w i l l  t y p i c a l l y  be i m p o s s i b l e  to r e c o n s t r u c t ,  e s p e c i a l l y  as  the  
R e s e r v e  b a n k s  and the G o v e r n m e n t  r e c o r d s  a r e  t h e m s e l v e s  h i g h l y  v u l -  
n e r a b l e ,  b e i n g  l o c a t e d  in p r i m e  t a r g e t  a r e a s .  W h e r e  e v i d e n c e  of t i t l e  
s u r v i v e s ,  the o w n e r  wi l l  a l l  too f r e q u e n t l y  have  d i s a p p e a r e d  wi thou t  a 
t r a c e ,  t o g e t h e r  w i th  h i s  h e i r s ,  if i n d e e d  t h e s e  c a n  be d e t e r m i n e d .  



D i s r u p t i o n  of e c o n o m i c  r e l a t i o n s h i p s ,  in the a b s e n c e  of r e m e d i a l  a c t i on ,  
w i l l  a l m o s t  c e r t a i n l y  se t  off a c h a i n  r e a c t i o n  of b a n k r u p t c i e s .  D e s t r o y e d  
f i r m s  wi l l  be  u n a b l e  to pay  deb t s  upon  w h i c h  u n d e s t r o y e d  f i r m s  have  
b e e n  r e l y i n g  f o r  funds  to pay  t h e i r  c r e d i t o r s ,  the  s e c o n d - o r d e r  d e f a u l t s  
w i l l  c r e a t e  t h i r d - o r d e r  ones ,  and so  fo r t h .  T h e r e  is an  a n a l o g y  h e r e  to 
the f i n a n c i a l  c r i s i s  in  1933, w h i c h  r e q u i r e d  a b a n k  h o l i d a y .  

We m u s t  b r i e f l y  e x a m i n e  th i s  o v e r a l l  f i n a n c i a l  p r o b l e m  to e s t a b l i s h  
the s e t t i n g  f o r  a c o n s i d e r a t i o n  of c o m p e n s a t i o n  a l t e r n a t i v e s .  T h e  
m e a s u r e s  c h o s e n  f o r  c o p i n g  wi th  the  f i n a n c i a l  s i t u a t i o n  w i l l  l i m i t ,  o r  
e v e n  d e t e r m i n e ,  wha t  c a n  be  done in the  way  of c o m p e n s a t i o n .  

T h e  m o s t  r a d i c a l  s o l u t i o n  of the f i n a n c i a l  p r o b l e m  would  be  the  
a b a n d o n m e n t  of the p r i v a t e  o w n e r s h i p  s y s t e m ,  f o r  the  d u r a t i o n  of the 
e m e r g e n c y  at l e a s t .  In s o m e  ways  th is  is  l e s s  r a d i c a l  t han  it a p p e a r s .  
W a r  a l w a y s  s e e s  g r e a t  r e s t r i c t i o n s  p l a c e d  upon the  f r e e d o m  of p r o p e r t y  
o w n e r s  to d e c i d e  the d i s p o s i t i o n  of t h e i r  p r o p e r t y .  In p r a c t i c a l  o p e r a t i o n ,  
u n d e r  t h i s  s o l u t i o n  e v e r y o n e  would  b e c o m e ,  so  to speak ,  a h i r e d  e m -  
p l o y e e  of the  G o v e r n m e n t ;  o r  p e r h a p s  a b e t t e r  a n a l o g y  wou ld  be  a d r a f t e d  
s o l d i e r  a s s i g n e d  to c i v i l i a n  d u t i e s .  The  State  wou ld  t ake  o v e r  a l l  e q u i t y  
i n t e r e s t s  and l i a b i l i t i e s .  

The  o p e r a t i o n a l  p r o b l e m s  a r i s i n g  f r o m  th i s  c o u r s e  of a c t i o n  i n c l u d e  
the d i f f i c u l t i e s  of p r e v e n t i n g  l e a k a g e  of p r o f i t s ,  the  p r a c t i c a l  i m p o s s i b i l i t y  
of m a k i n g  i n t e l l i g e n t  d e c i s i o n s  fo r  a l l  e c o n o m i c  un i t s  b u r e a u c r a t i c a l l y ,  
and the i m p a i r m e n t  of i n c e n t i v e s  to e f f i c i e n c y  on the  p a r t  of the o p e r a t o r s .  
In  g e n e r a l ,  I wou ld  s a y  tha t  th i s  s y s t e m  a p p e a r s  u n f e a s i b l e  on an o v e r a l l  
b a s i s ,  t hough  in a v e r y  c o n s i d e r a b l e  n u m b e r  of i n s t a n c e s  the  d i f f i c u l t y  
of d e t e r m i n i n g  o w n e r s h i p  w i l l  p r o b a b l y  d i c t a t e  G o v e r n m e n t - a p p o i n t e d  
m a n a g e m e n t .  

If G o v e r n m e n t  o w n e r s h i p  w e r e  adop ted  as a so lu t ion ,  t h e r e  wou ld  
p r o b a b l y  be no c o m p e n s a t i o n  q u e s t i o n ;  o r ,  a t  l e a s t ,  the  q u e s t i o n  of 
c o m p e n s a t i o n  would  b e c o m e  a p u r e l y  p r i v a t e  one of the d i s t r i b u t i o n  of 
c o n s u m p t i o n  p o s s i b i l i t i e s ,  s i n c e  i m p o r t a n t  p r o d u c t i v e  d e c i s i o n s  w o u l d  
be  the  p r o v i n c e  of b u r e a u c r a t s ,  not of p r o p e r t y  o w n e r s .  

A r a t h e r  m o r e  l i k e l y  s o l u t i o n  of the f i n a n c i a l  c r i s i s ,  I th ink ,  would  
i nvo lve  r e l i a n c e  upon  a m o r a t o r i u m  to f r e e z e  the  p r e e x i s t i n g  f i n a n c i a l  
a r r a n g e m e n t s ,  wh i l e  e s t a b l i s h i n g  e m e r g e n c y  c r e d i t  l i n e s  f o r  s u r v i v i n g  
f i r m s .  Such  a m o r a t o r i u m  c o u l d  be  m o r e  o r  l e s s  r a d i c a l .  In the ex-  
t r e m e  l i m i t i n g  c a s e ,  an a t t e m p t  c o u l d  be m a d e  to cut  f r e e  f r o m  a l l  p r e -  
e x i s t i n g  debt  o r  c o n t r a c t u a l  o b l i g a t i o n s ,  s u b j e c t  on ly  to u l t i m a t e  s e t t l e -  
m e n t  a f t e r  the e m e r g e n c y .  L e s s  r a d i c a l l y ,  the m o r a t o r i u m  c o u l d  a f t e r  
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s o m e  t i m e  be l i f t ed  on a l l  obli .gat ions e x c e p t  p e r h a p s  t h o s e  due to banks  
o r  to o t h e r  f i n a n c i a l  i n s t i t u t i o n s ,  a l l  of w h o s e  func t ions  would  p r o b a b l y  
be  t a k e n  ove r ,  at  l e a s t  t e m p o r a r i l y ,  by  a s e p a r a t e  e m e r g e n c y  b a n k i n g  
s y s t e m .  O w n e r s h i p  i n t e r e s t s ,  h o w e v e r ,  would  not a n d c o u l d  not be  
p l a c e d  u n d e r  m o r a t o r i u m  if the  p r i n c i p l e  of p r i v a t e  o w n e r s h i p  of p r o p e r t y  
is  not to be  s u r r e n d e r e d .  F o r  m a n y  f i r m s ,  i n c l u d i n g  m o s t  publ ic  c o r -  
p o r a t i o n s ,  o w n e r s  wi l l  s t i l l  be  able  to m a k e  d e c i s i o n s  e v e n  though  a 
s u b s t a n t i a l  p o r t i o n  of the o w n e r s h i p  m a y  be u n d e t e r m i n e d  and so  m a y  
have  to be r e p r e s e n t e d  in t r u s t .  F o r  s o m e  o t h e r  m o r e  c l o s e l y  h e l d  f i r m s ,  
o w n e r s h i p  m a y  be so doubtful  as to r e q u i r e  m a n a g e m e n t  by t r u s t e e s  o r  
c o n s e r v a t o r s .  I m i g h t  m e n t i o n  that  V o l k s w a g e n  of G e r m a n y  is  an ex-  
a m p l e  of a f i r m  s t i l l  m a n a g e d  u n d e r  th is  p r i n c i p l e - - t r u s t e e s  f o r  u n d e -  
t e r m i n e d  o w n e r s .  

The  q u e s t i o n s  of m o r a t o r i u m  and of c o m p e n s a t i o n  a r e  i n t i m a t e l y  
l inked .  The  s i t u a t i o n  r e q u i r i n g  m o r a t o r i u m  is  the  cha in  r e a c t i o n  of 
de fau l t s  on debt  o r  o t h e r  n o n p e r f o r m a n c e ,  s t a r t i n g  wi th  t h o s e  f i r m s  
w h o s e  p r o p e r t y  or  t i t l e s  have  b e e n  d i r e c t l y  i m p a i r e d  by  the  b o m b i n g .  
C o m p e n s a t i o n  fo r  b o m b i n g  l o s s e s  wi l l  enab l e  r e p a y m e n t  of the f r o z e n  
debt  and of the e m e r g e n c y  G o v e r n m e n t  a d v a n c e s ,  p e r m i t t i n g  the  g r a d u a l  
l i q u i d a t i o n  of the f r o z e n  c l a i m s  and r e s t o r a t i o n  of n o r m a l  e c o n o m i c  
r e l a t i o n s h i p s .  F a i l u r e  to c o m p e n s a t e  f o r  b o m b  d a m a g e  wi l l  u l t i m a t e l y  
invo lve  e i t h e r  c a n c e l l a t i o n  of m o s t  of the  ob l i ga t i ons  u n d e r  m o r a t o r i u m ,  
o r  a l t e r n a t i v e l y  an e n o r m o u s  n u m b e r  of c o n c e r n s  m a y  be  s u b j e c t e d  to 
u l t i m a t e  b a n k r u p t c y  p r o c e e d i n g s  if the m o r a t o r i u m  ob l iga t i ons  a r e  to 
s t and .  

A r a t h e r  l i k e l y  o u t c o m e  of the o v e r a l l  f i n a n c i a l  s i tua t ion ,  c o m b i n e d  
wi th  the  m e t h o d s  of w a r  f i nance  the G o v e r n m e n t  is l i k e l y  to adopt,  - - a n d  
g o v e r n m e n t s  t r a d i t i o n a l l y  adopt  such  m e t h o d s - - w i l l  be  a c o n s i d e r a b l e  
in f l a t ion .  This  would  p e r m i t  the m o r a t o r i u m  ob l iga t i ons  to be n o m i n a l l y  
d i s c h a r g e d ,  whi le  de fac to  t h e y  would  be l a r g e l y  c a n c e l l e d .  

C o n s i d e r a t i o n s  of equ i ty  would  s e e m  to d i c t a t e  a c c e p t a n c e  of the  
c o m p e n s a t i o n  p r i n c i p l e .  In addi t ion ,  th is  p r i n c i p l e  m a y  be v i t a l  in p r e -  
v e n t i n g  the d e v e l o p m e n t  of v i o l e n t  r e v o l u t i o n a r y  s e n t i m e n t s  a m o n g  t h o s e  
d i s p o s s e s s e d  by  the  b o m b i n g .  C o m p e n s a t i o n  is  l i k e l y  to w o r k  r a t h e r  
p o o r l y  in p r a c t i c e ,  h o w e v e r .  D e s t r u c t i o n  of e v i d e n c e  wi l l  o b v i o u s l y  
be  of m a j o r  i m p o r t a n c e .  

A n o t h e r  i n t e r e s t i n g  q u e s t i o n  is  how to f i nance  the c o m p e n s a t i o n  
p a y m e n t s .  A c a p i t a l  l evy  would  be the a p p r o p r i a t e  s o u r c e  of funds  in 
p r i n c i p l e ,  s i n c e  what  is  i n v o l v e d  is  a r e d i s t r i b u t i o n  of the  N a t i o n ' s  



s u r v i v i n g  w e a l t h  so  as  to r e a l l o c a t e  m o r e  e v e n l y  the i n c i d e n c e  of the 
b o m b i n g  l o s s e s .  M o r e  l i ke ly ,  p r o b a b l y ,  i s  the e a s y  way  out of in f l a -  
t ion  v i a  the  p r i n t i n g  p r e s s .  The  r e c i p i e n t s  of the  m o n e t a r y  c o m p e n s a -  
t ion  p a y m e n t s  w i l l  t hen  s c r a m b l e  to e x c h a n g e  t h e i r  p a y m e n t s  f o r  a 
s h a r e  of the s u r v i v i n g  r e a l  a s s e t s  of the  c o m m u n i t y .  On b a l a n c e ,  c o m -  
p e n s a t i o n  s e e m s  a l m o s t  c e r t a i n  to be  h i g h l y  i m p e r f e c t .  I m i g h t  m e n t i o n  
tha t  in the P h i l i p p i n e s  the r e a l  v a l u e  of the c o m p e n s a t i o n  p a y m e n t s  was  
cu t  about  t w o - t h i r d s  by  the m o n e t a r y  in f l a t i on .  

If, on the  o t h e r  hand ,  an i n s u r a n c e  p l an  wi th  good c o v e r a g e  is in 
e f f ec t ,  f i n a n c i a l  c o n d i t i o n s  w i l l  be  s o m e w h a t  e a s i e r ,  l a r g e l y  b e c a u s e  
the c l o u d  of u n c e r t a i n t y  as to o w n e r s h i p  and s o l v e n c y  wi l l  not  o v e r h a n g  
so  l a r g e  a p r o p o r t i o n  of the  e c o n o m y .  Whi le  a t e m p o r a r y  m o r a t o r i u m  
m a y  s t i l l  be  r e q u i r e d  b e c a u s e  of the d i s r u p t i o n  of f i n a n c i a l  r e l a t i o n s h i p s ,  
deb t s  of c o v e r e d  e n t e r p r i s e s  s u f f e r i n g  bomb  d a m a g e  w i l l  p r e s u m a b l y  
be  p r o m p t l y  pa id  f r o m  the  i n s u r a n c e  i n d e m n i t i e s  the  G o v e r n m e n t  w i l l  
m a k e  a v a i l a b l e .  The i n s u r a n c e  a g e n c y  of the  G o v e r n m e n t  wi l l  n a t u r a l l y  
have  t a k e n  c o n s i d e r a b l e  p r e c a u t i o n s  to p r e s e r v e  e v i d e n c e  of t i t l e  to 
i n s u r e d  p r o p e r t i e s .  

A f t e r  the  e x p i r a t i o n  of the  t e m p o r a r y  m o r a t o r i u m ,  u n c o v e r e d  en -  
t e r p r i s e s  s u f f e r i n g  b o m b  d a m a g e  would  in a l a r g e  f r a c t i o n  of c a s e s  
be  d e c l a r e d  b a n k r u p t - - t h e  p e n a l t y  f o r  t h e i r  l a c k  of f o r e s i g h t  in not 
t a k i n g  out the  i n s u r a n c e .  S i m i l a r l y ,  t h o s e  who have  e x t e n d e d  c r e d i t  
to  s u c h  f i r m s  wi l l  s u f f e r  f o r  the s a m e  r e a s o n - - c r e d i t o r s  c o u l d  have  
i n s i s t e d  tha t  t h e i r  d e b t o r s  t ake  o u r  w a r  d a m a g e  i n s u r a n c e  on the  a s s e t s  
n e e d e d  to p e r m i t  r e p a y m e n t  of the  debt .  A l t e r n a t i v e l y ,  c r e d i t o r s  t h e m -  
s e l v e s  m i g h t  have  b e e n  o f f e r e d  a f o r m  of c o v e r a g e  f o r  a c c o u n t s  r e c e i v -  
ab le  and s i m i l a r  o b l i g a t i o n s ,  in w h i c h  c a s e  tha t  f o r m  of p r o t e c t i o n  wou ld  
a l s o  have  b e e n  a v a i l a b l e  to t h e m .  

It  is  qui te  i m p o r t a n t ,  h o w e v e r ,  to no te  tha t  c o m p e n s a t i o n  c o u l d  not  
be  g r a n t e d  to n o n i n s u r e d s  wi thou t  b r e a k i n g  fa i th  wi th  t h o s e  who  have  
p u r c h a s e d  the  i n s u r a n c e  p o l i c i e s  and pa id  p r e m i u m s  t h e r e o n .  T h e r e  
w i l l  a l s o  be an e n o r m o u s  p r o b l e m  of f i n a n c i n g  the i n s u r a n c e  r e p a y m e n t s ,  
but  the  e x i s t e n c e  of r e s e r v e s  m a y  e a s e  it s o m e w h a t ;  and the  p r e s e n c e  
of r e c o r d s  shou ld  p r o v i d e  b e t t e r  da ta  of p r o p e r t y  o w n e r s h i p  if a c a p i t a l  
l evy  is  n e c e s s a r y .  

It will be clear, I think, that I have been barely able to touch upon 
issues of truly overwhelming importance and difficulty. The preserva- 
tion of the basic outlines of our democratic free enterprise system is 
one of those things which we cannot take for granted after atomic attack. 

10 



In  v i e w  of the  u r g e n c y  and  the  d i f f i c u l t y  of the  p r o b l e m ,  i t  is  r e g r e t t a b l e  
f o r  m e  to  h a v e  to  s a y  t h a t  so  f a r  as  I know,  and  to  t h i s  da te ,  t h e s e  l i m i -  
t e d  r e m a r k s  of m i n e  r e p r e s e n t  c l o s e  to  t he  f u r t h e s t  e x t e n t  of t h i n k i n g  
on  t h i s  r a n g e  of s u b j e c t s  s o  f a r  as  p u b l i c l y  a v a i l a b l e  i n f o r m a t i o n  i s  c o n -  
c e r n e d .  An u r g e n t  r e s e a r c h  e f f o r t  i s  n e e d e d  to e x a m i n e  the  f i n a n c i a l  
i m p a c t  of  w a r  d e s t r u c t i o n  in B r i t a i n ,  G e r m a n y ,  and J a p a n ;  to  r e l a t e  
t h i s  e v i d e n c e  to  the  p r o b a b l e  c o n d i t i o n s  of b o m b i n g  a t t a c k  on the  U n i t e d  
S t a t e s ;  and  t h e n  to  r e c o m m e n d  p r o t e c t i v e  m e a s u r e s .  

V e r y  l i k e l y ,  r e s e a r c h  s h o u l d  c e n t e r  on  m o d e s  of p r e s e r v i n g  the  
f u n c t i o n i n g  of t he  b a n k i n g  s y s t e m  a f t e r  a t t a c k .  T h e  b a l a n c e s  of t he  
b a n k i n g  s y s t e m  at  any  m o m e n t  of t i m e  r e p r e s e n t  an  e n o r m o u s  f r a c t i o n  
of  the  a g g r e g a t e  v a l u e  of w e a l t h  c l a i m s  h e l d  b y  p r o p e r t y - o w n i n g  i n d i v i d -  
u a l s  a n d  i n s t i t u t i o n s .  In  a d d i t i o n ,  t he  b a l a n c e s  at  b a n k s  r e p r e s e n t  t h a t  
p o r t i o n  of w e a l t h  w h i c h  i s  m o s t  v o l a t i l e  and  s o  w i l l  be  h a r d e s t  to  r e c o n -  
s t r u c t  a f t e r  the  e v e n t .  

F u r t h e r m o r e ,  t he  b a n k i n g  s y s t e m  i t s e l f  m a y  e i t h e r  g r e a t l y  f a c i l i t a t e  
r e h a b i l i t a t i o n  o r  o p e r a t e  a s  a t r e m e n d o u s  d r a g  u p o n  i t .  I m a g i n e ,  on the  
one  h a n d ,  t h a t  a f t e r  the  b o m b i n g  d i s a s t e r ,  f i r m s  know t h a t  t h e i r  b a n k  
b a l a n c e s  a r e  i n t a c t  and  a v a i l a b l e  u p o n  d e m a n d ,  e v e n  if  at  m a k e s h i f t  l o -  
c a t i o n s .  I m a g i n e  a l s o  t h a t  G o v e r n m e n t  m e a s u r e s  of  c r e d i t  o r  m o n e t a r y  
c o n t r o l  w i t h  r e s p e c t  to  t h e s e  b a l a n c e s  c a n  be  pu t  in to  e f f e c t  t h r o u g h  a 
f u n c t i o n i n g  s y s t e m  w h i c h  r e a c h e s  e v e r y  i n d i v i d u a l  and  e n t e r p r i s e  in  t he  
N a t i o n .  In  c o n t r a s t ,  now,  s u p p o s e  t h a t  the  g r e a t  m a j o r i t y  of A m e r i c a ' s  
i m p o r t a n t  b a n k s  h a v e  s i m p l y  v a n i s h e d ,  t ha t  no  r e c o r d s  h a v e  b e e n  p r e -  
s e r v e d  o r  s u c c e s s o r  l o c a t i o n s  d e s i g n a t e d ,  t ha t  e v e n  t he  s u r v i v o r  b a n k s  
do  no t  k n o w  w h e t h e r  o r  not  t h e y  a r e  s o l v e n t .  S u c h  a m e s s  w o u l d  p r o b a b l y  
d i c t a t e ,  a s  I i n d i c a t e d  above ,  s w e e p i n g  the  e n t i r e  p r e e x i s t i n g  b a n k i n g  
s y s t e m  i n t o  t he  l i m b o  of m o r a t o r i u m .  T h i s  is  an  o b v i o u s  f i e l d  of s t u d y  f o r  
the  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  w h i c h  i s  s u p p o s e d  to i n s u r e  
b a n k  d e p o s i t s ,  and  f o r  the  F e d e r a l  R e s e r v e  S y s t e m ,  w i t h  i t s  o v e r a l l  r e -  
s p o n s i b i l i t y  f o r  the  f u n c t i o n i n g  of the  N a t i o n ' s  f i n a n c i a l  s y s t e m .  

I m a y  m e n t i o n  tha t ,  so  f a r  as  I know,  a s i d e  f r o m  s o m e  s p o r a d i c  
a t t e m p t s  by  b a n k s  h e r e  and  t h e r e  to  p r o v i d e  f o r  p r e s e r v a t i o n  of  r e c o r d s  
in  the  e v e n t  of a t t a c k ,  t he  o n l y  r e a l  m e a s u r e  a d o p t e d  on a n a t i o n a l  b a s i s  
h a s  b e e n  the  p r o v i s i o n  of r e s e r v e s  of c u r r e n c y  in  the  n e i g h b o r h o o d  of 
s o m e  of  o u r  l a r g e  c i t i e s .  Such  a m e a s u r e  i s  not  e n t i r e l y  w i t h o u t  v a l u e ,  
b u t  i t  i s  a p a t h e t i c a l l y  i n a d e q u a t e  r e s p o n s e  to  t h e  o v e r a l l  t h r e a t  t o  t he  
N a t i o n ' s  m o n e t a r y  s y s t e m .  I was  h a p p y  to  l e a r n  r e c e n t l y ,  h o w e v e r ,  
j u s t  y e s t e r d a y ,  as  a m a t t e r  of f ac t ,  t h a t  t he  F e d e r a l  R e s e r v e  S y s t e m ,  
at  t he  r e q u e s t  of t he  Of f i ce  of D e f e n s e  M o b i l i z a t i o n ,  h a s  b e e n  d e v o t i n g  
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s o m e  a t t e n t i o n  to t h e s e  q u e s t i o n s ;  and,  if a l l  goes  we l l ,  t h e r e  w i l l  be  
a d r a f t  p r o p o s a l  c o v e r i n g  th i s  r a n g e  of p r o b l e m s  in  r e a d i n e s s  f o r  pub l i c  
c o n s i d e r a t i o n  in the r e l a t i v e l y  n e a r  f u t u r e .  So p e r h a p s  th ings  a r e  look-  
ing  up.  

T h e s e  l a s t  r e m a r k s  a r e ,  h o w e v e r ,  s o m e w h a t  t a n g e n t i a l  to o u r  m a i n  
top ic  of d a m a g e  i n s u r a n c e  and c o m p e n s a t i o n .  L e t  m e  s u m m a r i z e  the 
m a i n  po in t s  m a d e  u n d e r  the  h e a d i n g  of the p o s t a t t a c k  s i g n i f i c a n c e  of the 
a l t e r n a t i v e  p o s s i b l e  m e a s u r e s  we have  b e e n  c o n s i d e r i n g .  

1.  I n  the a b s e n c e  of an i n s u r a n c e  p lan ,  a c r e d i t  c r i s i s  in the 
f o r m  of a wave  of b a n k r u p t c i e s  wou ld  s w e e p  the  e c o n o m y .  T h i s  w o u l d  
p r o b a b l y  d i c t a t e  at l e a s t  a t e m p o r a r y  m o r a t o r i u m  on p r e b o m b i n g  ob-  
l i g a t i o n s .  In p r i n c i p l e ,  p a y m e n t  of c o m p e n s a t i o n  wou ld  p e r m i t  r e p a y -  
m e n t  of the  o b l i g a t i o n s  u n d e r  m o r a t o r i u m ,  bu t  in  p r a c t i c e  the  p r o c e -  
d u r e  is  l i k e l y  to be h igh ly  i m p e r f e c t ,  and g r e a t  i n e q u i t i e s  w i l l  r e s u l t .  

2. A p r e e x i s t i n g  i n s u r a n c e  p l an  wou ld  e a s e  a n u m b e r  of t h e s e  
p r o b l e m s  wi thou t  b y  any  m e a n s  e l i m i n a t i n g  t h e m  e n t i r e l y .  In p a r t i c u l a r  
i t  s h o u l d  m a k e  it p o s s i b l e  e v e n t u a l l y  to r e m o v e  the  debt  m o r a t o r i u m  and 
to r e s t o r e  the n o r m a l  f u n c t i o n i n g  of the  c r e d i t  s y s t e m .  In add i t ion ,  b e t t e r  
r e c o r d  s u r v i v o r s h i p  s e e m s  a l m o s t  c e r t a i n  if  an i n s u r a n c e  p l an  is  in 
e f f e c t .  H o w e v e r - - a n d  th i s  is  a p r o b l e m - - c o m p e n s a t i o n  fo r  n o n i n s u r e d s  
cou ld  not  be  p r o v i d e d ,  in f a i r n e s s  to i n s u r e d s .  

I II .  I n s u r a n c e  and C o m p e n s a t i o n  A l t e r n a t i v e s  E v a l u a t e d .  

My d i s c u s s i o n  so  f a r  ha s  c o m p a r e d  the  c o n s e q u e n c e s  of a n u m b e r  
of d i f f e r e n t  p o l i c i e s ,  f i r s t ,  in  p r o m o t i n g  o r  h i n d e r i n g  a d a p t a t i o n  of o u r  
s o c i e t y  to the  i n c r e a s e d  b o m b i n g  h a z a r d  t h r o u g h  r e d u c t i o n  of v u l n e r a b i l i t y ;  
and  s e c o n d ,  in e a s i n g  o r  m a k i n g  m o r e  d i f f i cu l t  the p r o b l e m s  of r e c u p e r -  
a t ion  f r o m  a t t a c k .  As b e t w e e n  t h e s e  two,  I r e g a r d  the p r e a t t a c k  c o n -  
s i d e r a t i o n s  as  the  m o r e  i m p o r t a n t ,  p r i m a r i l y  b e c a u s e  the  d i f f e r e n c e  in 
the  i m p l i c a t i o n s  of the a l t e r n a t i v e  p r o p o s a l s  c a n  qui te  c l e a r l y  be  t r a c e d .  
In  the e x p l o r a t i o n  of the p o s t a t t a c k  wor ld ;  I c o n s i d e r  m y  r e m a r k s  to be  
so  c o n j e c t u r a l  tha t  I wou ld  be  r a t h e r  r e l u c t a n t  to t ake  a s t r o n g  p o s i t i o n  
on the  b a s i s  of s u p p o s e d  d i f f e r e n c e s  b e t w e e n  c o m p e n s a t i o n  o r  i n s u r a n c e  
a l t e r n a t i v e s  u n d e r  p o s t a t t a c k  c o n d i t i o n s .  

Wi th  th i s  g e n e r a l  f r a m e w o r k ,  I wou ld  l ike  to s u m m a r i z e ,  as  t e r s e l y  
as  I can ,  m y  v i e w s  on a few of the p o s s i b l e  a l t e r n a t i v e  d a m a g e  c o m p e n -  
s a t i o n  p o l i c i e s .  
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1. W a r  d a m a g e  i n s u r a n c e  wi th  r a t e s  p r o p o r t i o n e d  to r i s k s .  
P o t e n t i a l l y  e x c e l l e n t  in i nduc ing  r e d u c t i o n  of p r e a t t a c k  v u l n e r a b i l i t y .  
S a t i s f i e s  equ i ty  c o n s i d e r a t i o n s  in p e r m i t t i n g  s h a r i n g  of the r i s k ,  but  
on ly  w h e r e  f o r e s i g h t  is  e x e r c i s e d  in p u r c h a s i n g  the  i n s u r a n c e .  E x -  
i s t e n c e  of r e s e r v e s  wi l l  f a c i l i t a t e  n o n i n f l a t i o n a r y  i n d e m n i t y  p a y m e n t s .  
P o s s i b l y  o b j e c t i o n a b l e  in r e q u i r i n g  h a r s h  t r e a t m e n t  fo r  n o n i n s u r e d s ,  and 
p e r h a p s  in p r o v i d i n g  g r e a t  scope  fo r  b u r e a u c r a t i c  d i s c r e t i o n .  

2. As aga in s t  th is  is  the  s e c o n d  m a i n  a l t e r n a t i v e - - t h e  p r o m i s e  
of s i m p l e  c o m p e n s a t i o n .  C o m p l e t e l y  p e r v e r s e  in p r e a t t a c k p e r i o d ,  d i s -  
c o u r a g i n g  a l l  r e d u c t i o n  of v u l n e r a b i l i t y .  Sa t i s f i e s  equ i ty  in r i s k - s h a r i n g ,  
in  p r i n c i p l e ,  but  c o m p e n s a t i o n  wi l l  be  h igh ly  i m p e r f e c t  in  p r a c t i c e .  

A s i d e  f r o m  the  two m a i n  a l t e r n a t i v e s ,  t h e r e  a r e  a n u m b e r  of o t h e r  
a l t e r n a t i v e s  on which  I wi l l  m a k e  a b r i e f  c o m m e n t  or  two; 

1. I n s u r a n c e  but wi thout  r i s k  d i f f e r e n t i a t i o n  wi l l  be  p e r v e r s e  
in  i t s  p r e a t t a c k  e f f ec t s .  

2. A n o t h e r  p o s s i b l e  v a r i a n t  is  a v u l n e r a b i l i t y  tax. If coup l ed  
wi th  the p r o m i s e  of c o m p e n s a t i o n ,  th i s  c o m e s  down to c o m p u l s o r y  in -  
s u r a n c e .  

3. A n o t h e r  p o s s i b l e  v a r i a n t  is  i n s u r a n c e  at equa l  r a t e s ,  but  
wi th  d i f f e r e n t i a t i o n  t ak ing  the f o r m  of d i f f e r i n g  p e r c e n t a g e s  of l o s s  in -  
d e m n i f i e d ,  th is  p e r c e n t a g e  to v a r y  d i r e c t l y  wi th  the ex t en t  of p r o t e c t i v e  
m e a s u r e s  adop ted .  H o w e v e r ,  th i s  is l o g i c a l l y  e q u i v a l e n t  to w a r  d a m a g e  
i n s u r a n c e  wi th  r a t e  d i f f e r e n t i a t i o n  a c c o r d i n g  to r i s k .  

Two o t h e r  i m p o r t a n t  p o s s i b i l i t i e s  a re  w o r t h  e x p l i c i t  m e n t i o n ;  

1. An announced  po l i cy  of no c o m p e n s a t i o n .  As in the  c a s e  
of i n s u r a n c e  wi th  d i f f e r en t i a t i on ,  an announced  p o l i c y  of no c o m p e n s a -  
t ion  would  be b e n e f i c i a l  in i t s  e f fec t  on p r e a t t a c k  v u l n e r a b i l i t y .  H o w e v e r ,  
m o s t  peop le  would  c o n s i d e r  it o b j e c t i o n a b l e  on g rounds  of equi ty .  

2. F i n a l l y ,  the  p r e s e n t  s i t ua t ion .  The  e x i s t i n g  s i t ua t ion ,  which  
is  no po l i cy  at al l ,  i s  a c tua l l y  not n e c e s s a r i l y  bad .  Or  at l e a s t  i t  is  b e t -  
t e r  than  a po l i cy  of d e f i n i t e l y  p r o m i s i n g  c o m p e n s a t i o n .  The  p r e a t t a c k  
i n f l u e n c e s  a r e  m i x e d ,  d e p e n d i n g  upon  p r o p e r t y  o w n e r s '  s p e c u l a t i v e  
v i e w s  t o w a r d  c o m p e n s a t i o n  p r o s p e c t s .  No c o m m i t m e n t s  run  o v e r  in to  
the  p o s t a t t a c k  pe r i od ,  wh ich  m a y  be an advan tage .  
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I V .  E f f e c t i v e n e s s  i n  E n c o u r a g i n g  R e d u c t i o n  o f  V u l n e r a b i l i t y .  

I n  v i e w  of  t h e  f a c t  t h a t  t h e  m a i n  i m p o r t  o f  m y  d i s c u s s i o n  i s  t h a t  t h e  
p r e a t t a c k  e f f e c t  o f  a l t e r n a t i v e  i n s u r a n c e  o r  c o m p e n s a t i o n  m e a s u r e s  i n  
p r o m o t i n g  o r  i n  h i n d e r i n g  a r e d u c t i o n  of  v u l n e r a t i b l i t y  i s  t h e  d o m i n a t i n g  
c o n s i d e r a t i o n ,  s o m e  c o m m e n t s  a r e  p r o b a b l y  c a l l e d  f o r  t o  i n d i c a t e  h o w  
p o w e r f u l  s u c h  an  e f f e c t  c a n  b e .  

T h e  f i r s t  i m p r e s s i o n  of  m a n y  c r i t i c s  s e e m s  t o  b e  t h a t  s i n c e ,  f o r  
e x a m p l e ,  t h e  l o c a t i o n a l  d e c i s i o n s  o f  a f i r m  a r e  t h e  r e s u l t a n t s  o f  a 
g r e a t  m a n y  f a c t o r s ,  a m e r e  d i f f e r e n c e  in  i n s u r a n c e  p r e m i u m s  i s  u n -  
l i k e l y  t o  h a v e  a g r e a t  e f f e c t  f o r  i n s t a n c e ,  i n  c a u s i n g  a f i r m  to  l o c a t e  
i n  I d a h o  i n s t e a d  of  in  N e w  Y o r k  C i t y .  T h i s  a r g u m e n t ,  I t h i n k ,  i s  m i s -  
l e a d i n g  o n  a n u m b e r  o f  c o u n t s .  I n  t h e  f i r s t  p l a c e ,  t h e  d i f f e r e n c e s  i n  
p r e m i u m s  m a y  b e  m o r e  s u b s t a n t i a l  t h a n  m a n y  e n v i s a g e .  P r e m i u m s  
m i g h t  r a n g e ,  a s  I h a v e  e s t i m a t e d  e l s e w h e r e ,  f r o m  e s s e n t i a l l y  z e r o  f o r  
e x c e p t i o n a l l y  s a f e  s t r u c t u r e s  a n d  l o c a t i o n s  t o  p e r h a p s  a s  h i g h  a s  15 
p e r c e n t  o f  v a l u e  f o r  a f l i m s y  f i r e  t r a p  in  a p r i m e  t a r g e t  a r e a .  S e c o n d l y ,  
l o c a t i o n a l  d e c i s i o n s  a r e  t h e  m o s t  d r a s t i c  a n d  n o t  n e c e s s a r i l y  t h e  m o s t  
e f f i c i e n t  w a y s  o f  i n f l u e n c i n g  v u l n e r a b i l i t y .  F i r m s  w i l l  a l s o  c o m p a r e  
d i f f e r e n c e s  i n  i n s u r a n c e  p r e m i u m s  w i t h  t h e  c o s t  o f  m o r e  l i m i t e d  
m e a s u r e s ,  l i k e  m o r e  p o w e r f u l  c o n s t r u c t i o n  o r  b e t t e r  f i r e  p r o t e c t i o n .  
F i n a l l y ,  i t  d o e s  n o t  f o l l o w  t h a t  a l l  p o s s i b l e  v u l n e r a b i l i t y - r e d u c i n g  
m e a s u r e s  s h o u l d  b e  a d o p t e d .  S o m e  p r o t e c t i v e  m e a s u r e s  a r e  t o o  c o s t l y  
i n  t h e  l i g h t  o f  t h e i r  p r o b a b l e  r e t u r n s .  

I t  i s  n o t  to  b e  e x p e c t e d ,  t h e r e f o r e ,  t h a t  p r e m i u m  d i f f e r e n t i a l s  i n  
w a r  d a m a g e  i n s u r a n c e  w i l l  m o d i f y  t h e  o u t c o m e  o f  a l l  d e c i s i o n s .  I d e a l l y ,  
w h a t  i s  d e s i r e d  i s  to  s h i f t  i n v e s t m e n t  d e c i s i o n s  i n  t h e  d i r e c t i o n  of  r e -  
d u c i n g  v u l n e r a b i l i t y  w h e r e v e r  s u c h  a r e d u c t i o n  p r o m i s e s  a g r e a t e r  g a i n  
t o  s o c i e t y  t h a n  t h e  c o s t  t h e r e o f .  In  a n  i n s u r a n c e  p l a n  w i t h  r a t e s  p r o p e r l y  
d i f f e r e n t i a t e d  a s  t o  r i s k ,  t h e  p r e m i u m  d i f f e r e n c e s  a r e  t h e  a p p r o x i m a t e  
m e a s u r e  of  t h e  e x p e c t e d  g a i n  i n  s a f e t y ;  a n d  t h e  d o l l a r  o u t l a y  r e q u i r e d  o f  
t h e  f i r m  t o  a d o p t  p r o t e c t i v e  m e a s u r e s  i n d i c a t e s  t h e  c o s t .  So t h a t  on  
b a l a n c e  I w o u l d  m a i n t a i n  t h a t  d e c i s i o n s  c o m p a r i n g  t h e s e  t w o  w o u l d  b e  
i n f l u e n c e d  t o  j u s t  a b o u t  t h e  r i g h t  d e g r e e .  

T h a n k  y o u .  

C A P T A I N  S A U N D E R S :  We a r e  r e a d y  f o r  y o u r  q u e s t i o n s .  

Q U E S T I O N :  D o c t o r ,  y o u  s p o k e  of  i n s u r a n c e  a s  b e i n g  l e s s  i n f l a t i o n -  
a r y  t h a n  c o m p e n s a t i o n ,  a n d  y e t  w i t h  t h e  d e s t r u c t i o n  t h e r e  w i l l  b e  m u c h  
l e s s  g o o d s  a n d  s e r v i c e s  t o  b u y  w i t h  t h e  s a m e  a m o u n t  o f  m o n e y  t h a t  w a s  
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a c c u m u l a t e d  a h e a d  of t i m e ,  w h e r e a s  wi th  c o m p e n s a t i o n  it c o u l d  be r e -  
d u c e d .  Would  you c a r e  to c o m m e n t  on tha t ?  

DR. HIRSHLEIFER: Well ,  I th ink  t h a t ' s  a s h r e w d  o b s e r v a t i o n  on 
y o u r  p a r t .  Tha t  is  to say ,  I know t h e r e ' s  a w e a k n e s s  in m y  a r g u m e n t  
h e r e  tha t  I d i d n ' t  a t t e m p t  to e l a b o r a t e  on fu l ly .  The  c o m p e n s a t i o n  pay -  
m e n t s  wou ld  not be  i n f l a t i o n a r y  in  p r i n c i p l e  if t h e y  cou ld  be  f i n a n c e d  
e n t i r e l y  by  a c a p i t a l  l evy .  I a s s u m e d  tha t  th i s  wou ld  be  so  i m p r a c t i c a l  
u n d e r  the  e m e r g e n c y  p o s t a t t a c k  c o n d i t i o n s  tha t  the p a y m e n t s  wou ld  have  
to be  f i n a n c e d  p r o b a b l y  b y  i n f l a t i o n a r y  m e a s u r e s ;  (the p r i n t i n g  p r e s s ) .  

Now, tha t  i n s u r a n c e  is  s o m e w h a t  l e s s  i n f l a t i o n a r y  than  c o m p e n s a t i o n  
if  f i n a n c e d  in  th i s  way  c a n  be  s e e n  b y  c o n s i d e r i n g  fo r  s i m p l i c i t y - - o f  
c o u r s e  i t ' s  r i d i c u l o u s ,  but  it  i l l u s t r a t e s  the  p r i n c i p l e - - t h a t  the i n s u r a n c e  
a g e n c y  t a k e s  in  the p r e m i u m s  and wi th  the p r e m i u m s  b u y s  r e a l  p r o p e r t y  
w h i c h  it  ho lds  in r e s e r v e s ,  l ike  w a t c h e s ,  j e w e l r y ,  and so f o r t h .  Now, 
of c o u r s e ,  t h a t ' s  not p r a c t i c a l ,  but  t h i s  e f f ec t  c o u l d  be  a c h i e v e d  by  a 
l e s s  r i d i c u l o u s  m e a s u r e .  If the i n s u r a n c e  c o m p a n y  does  hold  p r o p e r t y  
in s o m e  f o r m  tha t  p e r m i t s  it to be  d i r e c t l y  of v a l u e  w i thou t  f u r t h e r  
m o n e t a r y  i n j e c t i o n s  in to  the s y s t e m ,  the i n d e m n i t y  p a y m e n t s  wou ld  be 
m a d e ,  at l e a s t  in p a r t ,  f r o m  r e s e r v e s .  One of the  s t u d e n t s  h a s  s u g -  
g e s t e d  to m e  ju s t  o u t s i d e  tha t  t h e s e  r e s e r v e s  cou ld  be he ld  in o t h e r  
c o u n t r i e s .  I t h i n k  tha t  g ives  you s o m e  i d e a  of w a y s  of p o s s i b l y  do ing  it  
in  w h i c h  a r e a l  r e s e r v e  would  be  a v a i l a b l e  w h i c h  wou ld  p e r m i t  i n d e m -  
n i f i c a t i o n  wi thou t  m o n e t a r y  i n j e c t i o n s .  

QUESTION:  I have  b e e n  a b i t  i n t r i g u e d  wi th  y o u r  though t  tha t  d i f -  
f e r e n t i a t i o n  in i n s u r a n c e  r a t e s  w o u l d  e n c o u r a g e  peop le  p r i o r  to an a t t a c k  
to t ake  g r e a t e r  m e a s u r e s  to p r o t e c t  t h e m s e l v e s .  F r o m  e v e r y t i n g  tha t  
we have  l e a r n e d ,  to  p r o t e c t  a g a i n s t  an  a t o m i c  a t t a c k  would  r e q u i r e  s o m e -  
t h i n g  l ike  at  l e a s t  a s i x - f o o t  c o n c r e t e  wa l l .  I a m  w o n d e r i n g  how m a n y  
peop l e  you th ink  w o u l d  be  e n c o u r a g e d  to b u i l d  u n d e r g r o u n d ,  h o u s e s  wi th  
s i x - f o o t  c o n c r e t e  w a l l s ;  and how m a n y  peop l e  in  New Y o r k  Ci ty ,  f o r  
e x a m p l e ,  and p e r h a p s  in  t w e n t y  o t h e r  l a r g e  c i t i e s ,  wou ld  be  e n c o u r a g e d  
to t e a r  down the b u i l d i n g  and b u i l d  u n d e r g r o u n d ,  w e l l ,  h e l l - s c r a p e r s ,  
you m i g h t  c a l l  t h e m - - I  j u s t  c o i n e d  tha t  w o r d - - i n  o r d e r  to  ge t  l o w e r  in -  
s u r a n c e  r a t e s .  

DR. HIRSHLEIFER: I w o n ' t  s a y  w h e t h e r  t h a t ' s  s h r e w d  o r  not .  I 
did a t t e m p t  to a d d r e s s  an  a r g u m e n t  to j u s t  t h i s  q u e s t i o n .  T h e r e  a r e  
d e g r e e s  of p r o t e c t i o n ,  of c o u r s e .  A m a n  in a s i x - f o o t  c o n c r e t e  s h e l t e r  
i s  b e t t e r  off t han  a m a n  in a f o u r - f o o t  c o n c r e t e  s h e l t e r ;  but  tha t  m a n  is 
a l so  b e t t e r  off t han  s o m e b o d y  e l s e .  

Now, i t  does  not  fo l low tha t  s o m e  type  of p r o t e c t i o n  w h i c h  m i g h t  be 
c o n s i d e r e d  a b s o l u t e  is  f e a s i b l e  f o r  any l a r g e  n u m b e r  of peop l e ;  o r - - a n d  
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t h i s  i s  r e a l l y  a v i t a l  p o i n t - - t h a t  i t  i s  d e s i r a b l e .  T h e r e  a r e  m o d e s  o f  
p r o t e c t i o n  w h i c h ,  w h i l e  p e r f e c t l y  f e a s i b l e ,  a r e  s i m p l y  n o t  w o r t h  e n o u t h  
to  s o c i e t y  to  i n t r o d u c e  in  v i e w  of  t h e  n a t u r e  o f  t h e  r i s k .  

J u s t  t o  c o n s i d e r  an  e x a m p l e ,  i t  m i g h t  c o s t  f i v e  m i l l i o n  d o l l a r s  t o  
p r o t e c t ,  i n  an  a b s o l u t e  s e n s e ,  m y  h o u s e  w o r t h  t w e n t y  t h o u s a n d  d o l l a r s ,  
b u t  i t ' s  p r e t t y  c l e a r l y  n o t  w o r t h  s o c i e t y ' s  w h i l e  t o  do  so .  I t ' s  o n l y  
w o r t h  s o c i e t y ' s  w h i l e  to  do  s o  if  t h e  v a l u e  of t h e  p r o b a b l e  s a v i n g  d u e  to  
t h e  d i m i n u t i o n  of  v u l n e r a b i l i t y  i s  e s s e n t i a l l y  e q u i v a l e n t  i n  m a g n i t u d e  to  
t h e  c o s t  of  a c h i e v i n g  t h a t  r e d u c t i o n  of  v u l n e r a b i l i t y .  

I t  i s  m y  a r g u m e n t  t h a t  an  i n s u r a n c e  d i f f e r e n t i a l  w o u l d ,  s o  t o  s p e a k ,  
s e t  t h e  r i g h t  o r d e r  of  m a g n i t u d e .  P e o p l e  w o u l d  be  i n d u c e d  to  u n d e r t a k e  
t h o s e  m e a s u r e s  w h i c h  w o u l d  r e p a y  t h e i r  c o s t  in  t e r m s  of  r e d u c e d  v u l n e r -  
a b i l i t y ,  w h e r e a s  t h o s e  m e a s u r e s  w h i c h  w e r e  e x c e s s i v e l y  c o s t l y  i n  v i e w  
of  t h e  p r o b a b l e  v a l u e  of t h e  r e d u c t i o n  in  v u l n e r a b i l i t y  w o u l d  n o t  b e  i n -  
d u c e d .  

Q U E S T I O N :  If  we  h a d  a p r i v a t e  s e t u p  g o i n g  w h i c h  w a s  o f f e r i n g  i n -  
s u r a n c e  a t  g r a d e d  r a t e s  d e p e n d i n g  on  r i s k ,  w o u l d  t h e r e  no t  b e  q u i t e  a 
r e l u c t a n c e ,  l e t  u s  s a y ,  t o  u s e  t h a t  u n l e s s  t h e  G o v e r n m e n t  s t o o d  b e h i n d  
i t  i n  s o m e  w a y  in  c a s e  of  s a t u r a t i o n ,  t h a t  i s ,  t h e  i n s u r a n c e  c o m p a n y  
h a v i n g  a p o l i c y  w i t h  t h e  G o v e r n m e n t  of s o m e  k i n d ?  W o u l d  y o u  c o m m e n t  
o n  t h a t  ? 

DR. H I R S H L E I F E R :  A g a i n ,  one  of  t h e  s t u d e n t s  c a u g h t  m e  o u t s i d e  
to  s u g g e s t  t h a t  t h i s  m i g h t  b e  d o n e  on  a p r i v a t e  b a s i s .  T h e  q u e s t i o n  t h a t  
w o u l d  a r i s e  on  a p r i v a t e  b a s i s  i s  t h a t  i f  w a r  c a m e  i n  t h e  e a r l y  y e a r s  
o f  t h e  s c h e m e ,  t h e r e  w o u l d n ' t  b e  e n u u g h  m o n e y  c o l l e c t e d  to  r e p a y  t h e  
d a m a g e .  Of  c o u r s e ,  i f  w a r  w a s  p o s t p o n e d  i n d e f i n i t e l y  f a r  i n t o  t h e  f u t u r e ,  
t h e  s c h e m e  w o u l d  b e  q u i t e  p r o f i t a b l e .  

W e l l ,  b e c a u s e  of  t h i s  d i f f i c u l t y - - t h a t  t h e  s o r t  o f  m a n  w h o  m a k e s  up  
a n  i n s u r a n c e  c o m p a n y  i s  n o t  t h e  k i n d  of  m a n  w h o  r e a l l y  l i k e s  t o  g a m b l e - -  
i n s u r a n c e  c o m p a n i e s  d o n ' t  l o o k  v e r y  k i n d l y  o n  t h i s  s o r t  of  s c h e m e .  So 
t h e y  w o u l d  u n d e r t a k e  i t  o n l y  a s  a g e n t s  of  t h e  G o v e r n m e n t ,  w h i c h  w o u l d  
e s s e n t i a l l y  u n d e r w r i t e  t h e  r e s p o n s i b i l i t y  f o r  p a y m e n t s  u n d e r  i t .  T h i s  
i s  w h a t  w a s  d o n e  in  W o r l d  W a r  II .  

Q U E S T I O N :  In  o t h e r  w o r d s ,  y o u  t h i n k  t h a t  we  c o u l d n ' t  h a v e  t h e  
G o v e r n m e n t  b a c k  i t  u p  a n d  s t i l l  h a v e  i t  d o n e  o n  a p r i v a t e  b a s i s  ? 

D R .  H I R S H L E I F E R :  W e l l ,  i t  c o u l d  b e  d o n e  t h r o u g h  t h e  a g e n c y  
of  p r i v a t e  c o m p a n i e s ,  w h o  m i g h t  b e a r  a m i n o r  f r a c t i o n  of  t h e  r i s k .  B u t  
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I t h i n k  t h a t  in  t h e  l a s t  a n a l y s i s  i t  w o u l d  b e  d i f f i c u l t  to  f i n d  r e p u t a b l e  
p e o p l e  w h o  w o u l d  b e  w i l l i n g  to  u n d e r t a k e  t h i s  on  a p r i v a t e  b a s i s ,  a n d  
l e g i s l a t u r e s  a n d  t h e  G o v e r n m e n t  w o u l d  b e  u n w i l l i n g  to  a p p r o v e  i t .  A s  
y o u  k n o w ,  i n s u r a n c e  i s  a v e r y  r e g u l a t e d  i n d u s t r y .  So t h a t  I t h i n k  in  
p r a c t i c e  i t  w o u l d  h a v e  to  b e  p r i m a r i l y  o r  a l m o s t  e n t i r e l y  a G o v e r n m e n t  
p r o g r a m .  Y o u  s e e ,  w h a t ' s  i n v o l v e d  e s s e n t i a l l y  i s  t a k i n g  t h e  s u r v i v i n g  
n a t i o n a l  w e a l t h  a n d  r e d i v i d i n g  i t  a m o n g  t h e  s u r v i v o r s .  T h a t ' s  a d r a s t i c  
o p e r a t i o n ,  a n d  I t h i n k  i t  w o u l d  h a v e  to  b e  d o n e  p r i m a r i l y  on  a G o v e r n -  
m e n t  b a s i s .  

QUESTION."  W h a t  s y s t e m  do w e  h a v e  in  e f f e c t  t o d a y  f o r  t h e  p r o -  
t e c t i o n  of  t i t l e s ,  o w n e r s h i p ,  a n d  s o  f o r t h ?  I t ' s  a t w o - w a y  p r o p o s i t i o n  
w i t h  t h e  b a n k i n g  s y s t e m  a n d  i n d i v i d u a l s ,  w h e r e  o n e  h a s  to  p r o v e  a g a i n s t  
t h e  o t h e r .  

DR. HIRSHLEIFER: I f  y o u  m e a n  i n s u r a n c e  s y s t e m s ,  p r a c t i c a l l y  
a l l  p r o p e r t y  i n s u r a n c e  h a s  a w a r  e x c l u s i o n  c l a u s e  a n d  s o  w o u l d  p r o v i d e  
n o  p r o t e c t i o n  a g a i n s t  t h e  k i n d  of r i s k  I h a v e  b e e n  t a l k i n g  a b o u t .  

Q U E S T I O N :  No .  I a m  t a l k i n g  a b o u t  t i t l e s  of  o w n e r s h i p ,  l i k e  t i t l e s  
to  r e a l  p r o p e r t y  a n d  t i t l e s  t o  s t o c k s .  

DR. HIRSHLEIFER: W e l l ,  y o u  c a n  i n s u r e  t i t l e s  a g a i n s t  p e a c e t i m e  
r i s k s ,  b u t  n o t  a g a i n s t  w a r t i m e  r i s k s .  T h a t ' s  a s  f a r  a s  i n s u r a n c e  g o e s .  

T h e r e  a r e ,  o f  c o u r s e ,  r e a l  m o d e s  of  p r o t e c t i o n .  C e r t a i n ,  s h a l l  
we  s a y ,  p r o g r e s s i v e  c o r p o r a t i o n s  h a v e  m a d e  e f f o r t s  to  do  s u c h  t h i n g s  
a s  t a k i n g  r e c o r d s  of  t h e i r  s t o c k  o w n e r s h i p  a n d  b u r y i n g  t h e m  in  a h o l e  
s o m e w h e r e  in  t h e  h o p e  t h a t  t h e y  w o u l d  s u r v i v e  b o m b i n g .  S o m e  b a n k s  
do  t h a t  w i t h  r e s p e c t  to  b a n k  a c c o u n t s .  T h a t ,  of  c o u r s e ,  i s  r e a l l y  p r o b -  
a b l y  t h e  m o s t  i m p o r t a n t  s i n g l e  t i t l e  t o  w e a l t h  t h a t  w e  h a v e - - w h a t  we  
h a v e  i n  o u r  b a n k  a c c o u n t s .  B u t  98 p e r c e n t  of  a l l  t i t l e s  a r e  e n t i r e l y  u n -  
c o v e r e d  e i t h e r  i n  a r e a l  o r  in  an  i n s u r a n c e  s e n s e  a g a i n s t  t h a t  t y p e  o f  
r i s k .  

Q U E S T I O N :  I n  y o u r  d i s c u s s i o n  h e r e  y o u  h a v e  d r a w n  an  a n a l o g y  
b e t w e e n  o t h e r  r i s k s  w h i c h  a r e  i n  t h e  n a t u r e  of  a n  a c c i d e n t a l  d e s t r u c t i o n  
of  w e a l t h .  B u t  w e  a r e  d e a l i n g  h e r e  w i t h  a n o t h e r  k i n d  of  t h i n g ,  w h i c h  i s  
i n  e f f e c t  a r e s i d u a l  r i s k  l e f t  a f t e r  w e  h a v e  t a k e n  a l l  t h e  m e a s u r e s  we  c a n  
to i n s u r e  t h e  d e f e n s e  o f  o u r  c o u n t r y .  T h i s  i n t r o d u c e s  a g r e a t  u n k n o w n .  
We s p e n d  a l o t  of  m o n e y  on  n a t i o n a l  d e f e n s e  p r e s u m a b l y  to  r e d u c e  t h e  
r i s k  t o  a c o n s i d e r a b l e  d e g r e e .  W e  h a v e  N i k e  i n s t a l l a t i o n s  a r o u n d  t h e  
m a j o r  c i t i e s ,  a n d  t h e s e  t o o  s h o u l d  r e d u c e  t he  r i s k  by ,  l e t  u s  s a y ,  a 
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reasonable amount.  To that extent the Bureau of the Budget 's  pos i t ion  
could be a very valid position--to place our reliance on an active re- 
duction of the risk rather than a passive one of insurance. You haven't 
mentioned that. I wonder if you considered that in your discussion. 

DR. KIRSHLEIFER: That question is implicit in a number of the 
remarks I made. What I think is assumed is that we, the taxpayers, 
would decide by a comparison of the overall return versus the overall 
cost what magnitude of military protection should be chosen. But that 
is quite aside from the question that, given any particular degree of 
military protection you cite, the type of promises that you make with 
regard to compensation for property will determine how the individual 
components of our society react to the military environment created 
by the enemy threat and the existing degree of protection. 

Given an X-wing Air Force and some unknown number of atomic 
bombs in the possession of the enemy, I can still react in very different 
ways just with my own personal funds on how I protect my property. If 
the Government gives me an implicit or an outright promise of com- 
pensation no matter what I do, I would be very unlikely to spend my 
money protecting my property. If they do not give me a promise of 
compensation, but instead offer me insurance with rates differentiated 
to risk, I would, if I were rational, seriously consider the insurance 
saving versus the cost of taking the protective measures. 

Q U E S T I O N :  I w o u l d  a s s u m e  f r o m  w h a t  y o u  s a y  t h a t  t he  i m p o r t a n t  
t h i n g  f o r  u s  to  do now is  to m a k e  c l e a r  w h a t  t he  i n t e n t i o n  of t he  G o v e r n -  
m e n t  is  in  t he  e v e n t  t h a t  t h e s e  h a z a r d s  m a t e r i a l i z e ,  so  t h a t  we  c a n  w i s e l y  
t a k e  s t e p s  b o t h  in r e g a r d  to a c t i v e  d e f e n s e  a n d  o u r  p e r s o n a l ,  o r ,  y o u  
m i g h t  s a y ,  o u r  p a s s i v e  m e a s u r e s .  

DR. HIRSHLEIFER: Well, you sound like the type of individual 
who likes everything to be clear. In this case the clarity might actually 
be a disadvantage. At least, if they come up with a very clear promise 
of compensation, I would say the effect would be much worse than the 
present situation of confusion and the lack of clarity. So I would agree 

that if they come up with the true, correct, ideal policy, whatever that 
may be--and none of us know it--then it would probably be best to have 
it clear. But an unclear bad policy is probably better than a clear wrong 
one. 

Q U E S T I O N :  I a m  g o i n g  to  a s k  an  a b s t r a c t  q u e s t i o n  and  I e x p e c t  an  
a b s t r a c t  a n s w e r .  M y  o b j e c t i v e  is  to  d e t e r m i n e  the  c o s t  of c o m p e n s a t i o n  
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to  the G o v e r n m e n t .  I a s s u m e  tha t  i t  wou ld  have  to be  p r e d i c a t e d  on 
how m a n y  c i t i e s  w e r e  a t t a c k e d  and in  wha t  f a s h i o n .  I would  l ike  to 
a s k  t h e s e  two q u e s t i o n s :  You m e n t i o n e d  a 140 b i l l i o n  d o l l a r  i n s u r a n c e  
l e v e l  d u r i n g  W o r l d  W a r  II .  Is  t h e r e  any  a p p r o x i m a t i o n  of the  p e r c e n t a g e  
of th i s  140 b i l l i o n  d o l l a r s  a g a i n s t  the t o t a l  of i n s u r a b l e  p r o p e r t y  u n d e r  
the i n s u r a n c e  s y s t e m ?  The s e c o n d  p a r t  i s  t h i s :  Is  t h e r e  any  a p p r o x i m a -  
t ion  of the a m o u n t  of p r o p e r t y  tha t  would  be i n s u r e d ,  o r  the a m o u n t  of 
p r o p e r t y  tha t  would  be  c o m p e n s a t e d  for ,  in the e v e n t  of an a t t a c k 2  

DR.  H I R S H L E I F E R :  I ' m  not  s u r e  I got the s e c o n d  p a r t  of y o u r  
q u e s t i o n .  

QUESTION:  What  i s  the m a g n i t u d e  of the  p r e s e n t - d a y  p r o p e r t y  
tha t  wou ld  be  e i t h e r  c o m p e n s a t e d  fo r  o r  i n s u r e d ?  

DR.  H I R S H L E I F E R :  A v e r y ,  v e r y  r o u g h  f i g u r e  of the m a g n i t u d e  
of the p r o p e r t y  v a l u e  s u b j e c t  to d e s t r u c t i o n  is  on the  o r d e r  of one 
t h o u s a n d  b i l l i o n ,  a n ice  e v e n  t r i l l i o n  d o l l a r s .  So tha t  in W o r l d  W a r  H 
t h e y  r e a l l y  got a s e n s a t i o n a l l y  good c o v e r a g e .  The  r a t e s ,  of c o u r s e ,  
w e r e  v e r y  low; but  then  the r i s k  of d a m a g e  w a s  not v e r y  g r e a t  e i t h e r .  

Now,  as  to how the  c o m p e n s a t i o n  m i g h t  t ake  p l a c e ,  we l l ,  the  f i r s t  
q u e s t i o n  i s :  Of tha t  one t h o u s a n d  b i l l i on ,  v e r y  r o u g h l y ,  in i n s u r a b l e  
p r o p e r t y ,  how m u c h  d e s t r u c t i o n  w i l l  t h e r e  b e ?  L e t ' s  s a y  tha t  t h e r e ' s  
10 p e r c e n t  d e s t r u c t i o n .  Tha t  would  be  one h u n d r e d  b i l l i o n .  Of c o u r s e  
tha t  wou ld  s e t  the  o r d e r  of m a g n i t u d e  of the c o m p e n s a t i o n  p a y m e n t s .  

One i m p o r t a n t  c o n s i d e r a t i o n  h e r e  is  tha t  if I0 p e r c e n t  of the  N a t i o n ' s  
p r o p e r t y  is  d e s t r o y e d ,  t hen  i t ' s  p r e t t y  c l e a r  tha t  you  c o u l d  c o m p e n s a t e  
t h o s e  who had  lo s t  p r o p e r t y  on ly  on the b a s i s  of 90 p e r c e n t  of the v a l u e  
h e l d .  If you c o m p e n s a t e d  t h e m  on the  b a s i s  of 100 p e r c e n t ,  t h e y  would  
be  b e t t e r  off as c o m p a r e d  wi th  the r e s t  of the c o m m u n i t y .  So it would  
c o m e  down to 90 p e r c e n t  of i0 p e r c e n t .  

QUESTION:  Could  you de f ine ,  p l e a s e ,  s i r ,  the  t y p e s  of p r o p e r t y  
tha t  a r e  a c c o u n t e d  f o r  in  th i s  one t r i l l i o n  d o l l a r  v a l u a t i o n ?  Is tha t  a l l  
k inds  of p r o p e r t y ,  both  p e r s o n a l  and r e a l ?  

DR.  H I R S H L E I F E R :  The  m e a s u r e m e n t s  on tha t  a r e  r e a l l y  not  too  
good.  It was  M r .  R. W. G o l d s m i t h  who m a d e  t h e s e  e s t i m a t e s .  T h e y  
p u r p o r t  to r e f e r  to the  e n t i r e  v a l u e  of the p h y s i c a l  p r o p e r t y  of the Na t ion .  
T h a t  m e a n s ,  of c o u r s e ,  r e p r o d u c i b l e  p h y s i c a l  p r o p e r t y ,  s u c h  as  b u i l d -  
i ngs  and  so  fo r t h .  It wou ld  e x c l u d e  land  v a l u e s .  It wou ld  i n c l u d e  the 
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p r o p e r t y  va lue  of c a t t l e ,  but  e x c l u d e  the  p r o p e r t y  v a l u e  of h u m a n  b e i n g s .  
I n c i d e n t a l l y ,  tha t  l a t t e r  is ,  r e a l l y ,  when  you th ink  about  it, p r o b a b l y  
the N a t i o n ' s  p r i m e  r e s o u r c e ;  but  i t ' s  u n i n s u r a b l e  as  p r o p e r t y .  

Now, th i s  r a i s e s  a v e r y  s e r i o u s  q u e s t i o n  as  to j u s t  how you m i g h t  
p r o v i d e  l ife i n s u r a n c e .  I t ' s  so s e r i o u s  and d i f f i cu l t  a q u e s t i o n  tha t  I 
j u s t  have  r e a l l y  not  though t  about  it .  

QUESTION:  I w o n d e r  if you would  d i s c u s s  jus t  v e r y  b r i e f l y  the  
t e c h n i q u e s  f o r  g r a n t i n g  c o m p e n s a t i o n  in E u r o p e  a f t e r  W o r l d  W a r  II. 

DR. HIRSHLEIFER: I have  a t t e m p t e d  to get  i n f o r m a t i o n  on tha t ,  
but  it r e a l l y  is  f a i r l y  s k e t c h y ,  

In  m o s t  of the c o u n t r i e s  of E u r o p e  and in J a p a n  the  p r i n c i p l e  of 
i n d e m n i f i c a t i o n  was  a c c e p t e d .  T h i s  is  a r a t h e r  i m p o r t a n t  c o n s i d e r a t i o n ,  
b e c a u s e ,  as  you  know, one of the  p o l i c i e s  I wou ld  l ike  to have  c o n s i d e r e d  
is  a d e l i b e r a t e  p o l i c y  of no c o m p e n s a t i o n  at  a l l .  The  a l m o s t  u n i v e r s a l  
a c c e p t a n c e  of the  c o m p e n s a t i o n  p r i n c i p l e  s u g g e s t s  tha t  a p o l i c y  of no 
c o m p e n s a t i o n  wou ld  be p o l i t i c a l l y  u n a c c e p t a b l e .  

The  B r i t i s h  o f f e r e d  v o l u n t a r y  i n s u r a n c e  f o r  p e r s o n a l  p r o p e r t y  a f t e r  
p r o v i d i n g  a c e r t a i n  m i n i m u m  of f r e e  i n s u r a n c e .  In  th i s  r e s p e c t  it  w a s  
l ike  the  A m e r i c a n  p lan .  We have  no f r e e  i n s u r a n c e .  O u r s  a l s o  a r e  
v o l u n t a r y  i n s u r a n c e  p l ans .  The  o t h e r  c o u n t r i e s  of E u r o p e ,  so  f a r  as  
m y  r e c o l l e c t i o n  goes ,  and a l so  so  f a r  as  the i n f o r m a t i o n  a v a i l a b l e  to m e  
goes ,  had  s y s t e m s  of i n d e m n i f i c a t i o n  wi thou t  an i n s u r a n c e  f e a t u r e .  

Now, of c o u r s e  you m i g h t  s a y  t h a t ' s  bad ,  b e c a u s e  how c a n  you 
a c h i e v e  a r e d u c t i o n  of v u l n e r a b i l i t y  wi th  a p r o m i s e  of i n d e m n i f i c a t i o n ?  
But  the i n s u r a n c e  p lans  w h i c h  w e r e  adop ted  by  both  B r i t a i n  and the 
U n i t e d  S ta te s  did not  go into e f f ec t  un t i l  the  w a r  had a c t u a l l y  b e g u n  o r  
was  v e r y  c l o s e .  And so it was  r e a l l y  too la te  to a c h i e v e  m u c h  of a r e -  
duc t ion  of v u l n e r a b i l i t y .  The only  hope of r e d u c i n g  v u l n e r a b i l i t y  is  to 
have  i n s u r a n c e  in e f f ec t  we l l  in a d v a n c e  of w a r .  

So I would  a r g u e  tha t  f r o m  the point  of v i e w  of a c h i e v i n g  a r e a l  
r e d u c t i o n  of v u l n e r a b i l i t y  in W o r l d  W a r  II t h e r e  was  not v e r y  m u c h  dif-  
f e r e n c e  b e t w e e n  the i n s u r a n c e  and the  i n d e m n i f i c a t i o n  s c h e m e s .  The  
c o u n t r i e s  tha t  w e r e  m o r e  v u l n e r a b l e  to d a m a g e  fe l t  it  n e c e s s a r y  to have  
i n d e m n i f i c a t i o n  f o r  e v e r y o n e .  The  c o u n t r i e s  tha t  w e r e  l e s s  v u l n e r a b l e ,  
l ike  the U n i t e d  S ta t e s  and to s o m e  ex t en t  B r i t a i n ,  had a c e r t a i n  a m o u n t  
of p u r c h a s a b l e  i n s u r a n c e ;  but  the B r i t i s h  had th i s  f r e e  i n s u r a n c e  up to 
a c e r t a i n  a m o u n t  fo r  e v e r y o n e .  I n s u r a n c e  f o r  b u s i n e s s  p r o p e r t y  was  
c o m p u l s o r y  in B r i t a i n .  
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QUESTION: L e t  u s  a s s u m e  f o r  t h e  m o m e n t  t h a t  t h i s  i n d e m n i f i c a t i o n  
a t  v a r y i n g  r a t e s  i n  o r d e r  t o  i n d u c e  p e o p l e  to  p r o t e c t  t h e i r  p r o p e r t y  i s  a 
g o o d  i d e a .  L e t ' s  c o n s i d e r  f i r e  i n s u r a n c e  f o r  t h e  m o m e n t .  S u p p o s e  a 
d w e l l i n g  h o u s e  t h a t  i s  w o r t h  $10,  000 c a n  b e  i n s u r e d  f o r  t h r e e  d o l l a r s  
a t h o u s a n d .  L e t ' s  s a y  t h a t  i f  a m a n  p u t s  a s p r i n k l e r  s y s t e m  in ,  t h e  
r a t e  m i g h t  d r o p  to  o n e  d o l l a r  a t h o u s a n d .  He  c o u l d  s a v e  t w e n t y  d o l l a r s  
a y e a r  t h a t  w a y .  T h e r e  w o u l d  h a r d l y  b e  a n y  i n d u c e m e n t  f o r  h i m  to  p u t  
t h a t  s p r i n k l e r  s y s t e m  in ,  b e c a u s e  t h e  s a v i n g  w o u l d  b e  s o  s l i g h t  a n d  
b e c a u s e  t he  r i s k  w o u l d  be  r a t h e r  l o w  t h a t  t h e r e  w o u l d  b e  a f i r e  in  t h a t  
house. 

N o w ,  w i t h  t h i s  w a r  d e s t r u c t i o n  a r e n ' t  we  o p e r a t i n g  n o w  on  t h e  
c o m m o n  m a n ' s  o p i n i o n  in  r e g a r d  to  h i s  w e a l t h ?  He  i s  o p e r a t i n g  o n  
s u c h  a low r i s k  on  a n y  s o r t  of  i n s u r a n c e  t h a t  w o u l d  b e  o f f e r e d  t h a t  a n y  
v a r i a t i o n  in  t h a t  r a t e  d u e  to  p r o t e c t i v e  a c t i o n  t h a t  he  m i g h t  t a k e  in  t h e  
c a s e  o f  a d w e l l i n g  w o u l d  b e  s o  s l i g h t  t h a t  he  w o u l d  n e v e r  in  h i s  l i f e t i m e  
p a y  of f  t h e  c o s t .  I t  w o u l d n ' t  r e a l l y  b e  f e a s i b l e  t o  o f f e r  r a t e s  d e p e n d i n g  
o n  w h a t  t h e  i n d i v i d u a l  i n s u r a n c e  c o m p a n y  b e l i e v e s  t o  b e  t h e  d e g r e e  of  
r i s k ,  s a y ,  25 o r  30 p e r c e n t .  I f  t h e  r a t e  w a s  t w o  h u n d r e d  d o l l a r s  a 
t h o u s a n d  a y e a r  a n d  he  r e d u c e d  i t ,  l e t  u s  s a y ,  to  o n e  h u n d r e d  d o l l a r s  
a t h o u s a n d ,  he  w o u l d  h a v e  a h u n d r e d  d o l l a r s  t o  p l a y  a r o u n d  w i t h .  
W o u l d n ' t  t h e  s a v i n g  o n  a d w e l l i n g  b e  s o  s l i g h t  t h a t  t h e r e  w o u l d  b e  n o  
i n d u c e m e n t  i n  t h e  r a t e  r e d u c t i o n  to  t a k e  p r o t e c t i v e  m e a s u r e s  ? 

D R .  H I R S H L E I F E R :  W e l l ,  t h a t ' s  s o r t  o f  a p s y c h o l o g i c a l  q u e s t i o n .  
P e o p l e  o n  t h e  b a s i s  of  r a t i o n a l  o r  i r r a t i o n a l  c o n s i d e r a t i o n s  w i l l  m a k e  
t h e i r  o w n  v a l u a t i o n  a s  t h e  d e g r e e  of  r i s k .  S i m i l a r l y  t h e  W a r  D a m a g e  
C o r p o r a t i o n ,  i f  t h a t  w e r e  r e a c t i v a t e d ,  w o u l d  m a k e  an  i m p e r f e c t ,  p e r -  
h a p s ,  b u t  n e v e r t h e l e s s  w o u l d  h a v e  to  m a k e  a r e a l  e s t i m a t e  o f  t h e  o v e r -  
a l l  d e g r e e  o f  r i s k ,  t h a t  i s  to  s a y ,  t h e  r i s k  of  h a v i n g  a w a r ,  t h e  r i s k  o f  
a b o m b i n g  o c c u r r i n g  i f  t h e r e  i s  a w a r ,  a n d  s o  f o r t h .  

W h a t  y o u  s a y  m a y  p o s s i b l y  b e  t r u e .  I n  t h a t  c a s e ,  o f  c o u r s e ,  m a n y  
p e o p l e  w o u l d  p r o b a b l y  t e n d  to  s t a y  ou t  o f  t h e  i n s u r a n c e  p l a n  e n t i r e l y .  
O r  i f  t he  i n s u r a n c e  w e r e  b a s e d  o n  a n  e s t i m a t e d  r i s k  o f  w a r  o c c u r r i n g  
n e x t  y e a r ,  l e t  u s  s a y ,  o f  10 p e r c e n t ,  a n d  p r a c t i c a l l y  a l l  t h e  p e o p l e  i n  
t h e  c o u n t r y  t h o u g h t :  " O h ,  m y  g o o d n e s s .  T h e  r i s k  of  w a r  i s  v e r y  r e m o t e ,  
s a y ,  o n e  p e r c e n t ,  " i t ' s  c l e a r  t h a t  t h e i r  e s t i m a t e s  of  w h a t  t h e  t r u e  r a t e  
s h o u l d  b e  w o u l d  b e  m u c h  l o w e r  t h a n  t h e  r a t e s  w h i c h  w o u l d  a c t u a l l y  b e  
i n  e f f e c t .  So i f  t h e y  h a d  m o r e  c o n f i d e n c e  i n  t h e i r  o w n  j u d g m e n t  r a t h e r  
t h a n  t h e  j u d g m e n t  of  t h e  W a r  D a m a g e  C o r p o r a t i o n ,  t h e y  w o u l d  t e n d  t o  
s t a y  o u t  of  t h e  p r o g r a m .  
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N o w ,  I d o n ' t  s e e  j u s t  w h a t  c a n  b e  d o n e  a b o u t  t h i s .  N o r  do  I a g r e e  
i n  p r i n c i p l e  t h a t  p e o p l e  w i l l  a l w a y s  u n d e r e s t i m a t e  t h e  r i s k o f w a r .  I 
t h i n k  on  b a l a n c e  p e o p l e ' s  e x p e c t a t i o n s  w o u l d  b e  d i s t r i b u t e d  a l l  a r o u n d .  
S o m e  w o u l d  o v e r w e i g h t  i t  a n d  s o m e  w o u l d  u n d e r w e i g h t  i t .  So i t ' s  d i f f i -  
c u l t ,  y o u  k n o w ,  t o  m a k e  a c a t e g o r i c a l  a s s e r t i o n  t h a t  t h e  e f f e c t  w o u l d  
b e  p r e d o m i n a n t l y  o n e  w a y  o r  p r e d o m i n a n t l y  t h e  o t h e r .  

I w o u l d  l i k e  t o  m e n t i o n  t h a t  o n e  r a t h e r  i m p o r t a n t  q u e s t i o n  w h i c h  h a s  b e e n  
r a i s e d  i s  w h e t h e r  p e r h a p s  t h e  i n s u r a n c e  p l a n  s h o u l d  b e  m a d e  c o m p l u s o r y .  
I f  t h i s  w e r e  d o n e ,  y o u  s e e ,  we  w o u l d  e l i m i n a t e  t h e  p r o b l e m  of h a v i n g  a l l  
t h e s e  d i f f e r e n t  p e o p l e  m a k i n g  t h e i r  o w n  d e c i s i o n s  and  p o s s i b l y  g o i n g  
w r o n g .  W e l l  I j u s t  d o n ' t  l i k e  c o m p u l s o r y  t h i n g s  in  g e n e r a l ,  a n d  s o  I 
k i n d  of  s u p p r e s s e d  i t  a n d  d i d n ' t  r e a l l y  t a l k  a b o u t  i t .  

B u t  i t  i s  a r a t h e r  s e r i o u s  p o s s i b i l i t y .  L o g i c a l l y  i t  w o u l d  c o m e  
d o w n  to  a t a x  o n  v u l n e r a b i l i t y ,  w h i c h  i s  a n  i n t e r e s t i n g  i d e a .  C o m p u l s o r y  
i n s u r a n c e  w o u l d  c o m e  d o w n  to  v e r y  m u c h  l i k e  a t a x .  I n  t h a t  w a y  y o u  
c o u l d  g e t  a r o u n d  t h e  p r o b l e m  o f  p e o p l e  h a v i n g  w r o n g  e x p e c t a t i o n s ,  i f  
y o u  w e r e  s u r e  y o u r  e x p e c t a t i o n s  w e r e  r i g h t  ( and  m a y b e  t h e y  a r e ) .  

Q U E S T I O N :  I w a s n ' t  t h i n k i n g  s o  m u c h  of  w h e t h e r  o r  n o t  t h e y  b o u g h t  
i n s u r a n c e .  I w a s  t h i n k i n g  of  w h e t h e r  o r  n o t  t h o s e  b u y i n g  i n s u r a n c e  w o u l d  
t a k e  p r o t e c t i v e  m e a s u r e s .  

DR. HIRSHLEIFER: I t  r e a l l y  a l l  c o m e s  d o w n  to  t h e  s a m e  t h i n g .  
I t  m e a n s  t h i s :  I f  t h e  i n s u r a n c e  c o m p a n y  s i m p l y  h a s  m a d e  a n  e r r o r  i n  
t h e  c a l c u l a t i o n  of  t h e  r a t e  a n d  h a s  n o t  g i v e n  e n o u g h  of  a d i s c o u n t  f o r  
s p r i n k l e r s ,  t h e n  p e o p l e  w o u l d  b e  i n c l i n e d  n o t  t o  p u t  i n  s p r i n k l e r s .  
I t ' s  j u s t  a c o m p a r i s i o n  of  t h e  m a g n i t u d e  of  t h e  s a v i n g ,  w h i a h  in  
t u r n  i s  b a s e d  u p o n  t h e  e s t i m a t i o n  o n  t h e  p a r t  of  t h e  i n s u r a n c e  c o m -  
p a n y  of  t h e  p r o b a b i l i t i e s  of  w a r  a n d  t h e  p r o b a b i l i t i e s  of  l o s s  g i v e n  
t h e  a d o p t i o n  of  v a r i o u s  d e g r e e s  of  p r e v e n t i v e  m e a s u r e s  i f  w a r  
s h o u l d  o c c u r .  I a g r e e ;  m y  e s t i m a t e s  m a y  d i f f e r  f r o m  t h o s e  of  
t h e  i n s u r a n c e  c o m p a n i e s ,  a n d  I w i l l  b e  i n f l u e n c e d  in  w a y s  t h a t  t h e y  
d o n ' t  a n t i c i p a t e .  

Q U E S T I O N :  G o i n g  b a c k  to  y o u r  s t a t e m e n t  t h a t  t h e  p r o b l e m  i s  t h e  
d i v i d i n g  of  w h a t ' s  l e f t  w i t h  w h o ' s  l e f t ,  y o u  a r e  g o i n g  to  h a v e  to  go  o n e  
s t e p  f u r t h e r  t h a n  t h a t ,  b e c a u s e  t h e  a t t a c k  i s  o n l y  s t e p  o n e .  T h e  n e x t  
s t e p ,  o f  c o u r s e ,  i s  o c c u p a t i o n .  So i t  m a y  b e  t h a t  b e f o r e  we  c a n  f i n a l i z e  
t h i s  b u s i n e s s ,  we  w i l l  h a v e  to  a s c e r t a i n  t h e  r e c o n s t r u c t i o n  p o l i c y  of  t h e  
K r e m l i n .  
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D R .  I - I I R S H L E I F E R :  T h a t  r a i s e s  a v e r y  s e r i o u s  q u e s t i o n  in  m o r e  
w a y s  t h a n  o n e .  W i t h o u t  w o r r y i n g  d i r e c t l y  a b o u t  w h a t  t h e  K r e m l i n ' s  
p o l i c y  m a y  be ,  l e t  m e  m e n t i o n  t h e  i m p a c t  of  t h a t  u p o n  w a r  d a m a g e  i n -  
s u r a n c e .  

The Government can promise me insurance, if I take it out, but 
I may choose not to believe their promise. I may say: "Well, very 
likely the Kremlin will be in power and they won't honor the obligations 
of the U.S. Government. " Or even the U.S. Government might be in 
power and might not choose to honor its obligations. 

These are very serious considerations. I don't think they are fatal, 
but they are the most troublesome, the most serious, problems, I would 
say, with regard to introducing a war damage insurance policy--that 
people would be, at least in part, justified in doubting whether the Govern- 
ment would make good on its promise to repay those who have purchased 
policies. 

And then there's the opposite fear, which in a way is perhaps even 

worse, namely, the fear that the Government would then go ahead and 
compensate everybody whether or not they had purchased the insurance. 
Of course, that would just be terrible. You have been paying premiums 

for twenty years and that guy down the street hasn't and you're both 

compensated. 

I am sure that both these fears would tend to weaken people's par- 

ticipation in and response to war damage proposals. So that is a very 

important point indeed, and I can only say it is a serious weakness and 
I can't think of how to get around it. It's sort of too big for us. 

DR. HUNTER: In view of all the speculative elements entering into 
this matter of war damage insurance before the attack, perhaps it would 
be wise to concentrate on the really c(~ncrete and serious problems of 
the postattack situation--the effect of various kinds of compensation upon 
the speed of recovery and rehabilitation. Would you comment on that ? 

D R .  H I R S H L E I F E R :  I a g r e e  t h a t  t h o s e  q u e s t i o n s  a r e  v e r y  i m p o r t a n t  
a n d  I t r i e d  to  d e v o t e  a p p r o x i m a t e l y  h a l f  o f  m y  t a l k  to  e a c h  t o p i c - - h a L f  on  
t h e  p r e a t t a c k  a n d  h a l f  o n  t h e  p o s t a t t a c k  q u e s t i o n s .  T h e  t r o u b l e  i s  t h a t  
t h e  p r e a t t a c k  f o r c e s  a r e  a t  w o r k  in  p e a c e t i m e .  We c a n  a l l  e n v i s a g e  t h e  
p e a c e t i m e  c i r c u m s t a n c e s .  So I h a v e  s o m e  c o n f i d e n c e  in  p r e d i c t i n g  t h a t  
t h e r e  w o u l d  b e  s u b s t a n t i a l  f a v o r a b l e  e f f e c t  o f  w a r  d a m a g e  i n s u r a n c e  w i t h  
r a t e s  d i f f e r e n t i a t e d  a c c o r d i n g  to  r i s k ,  a n d  u n f a v o r a b l e  e f f e c t  o f  s i m p l e  
c o m p e n s a t i o n .  
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But just what would happen in this insane world after the attack is 
so difficult to imagine that I simply don't have much confidence in sueh 
thoughts as I have on the subject. So I have kind of stated them to the 
extent that I have them, but I said I place less weight on themnotbecause 
the subject is less important, but just because I felt that what I had to 
say was so dubious and so conjeetural. 

D R .  H U N T E R :  I w o u l d  l i k e  to  c o m m e n t  f u r t h e r  t h e r e .  S u p p o s e  
y o u  go t  p e o p l e  a l l  w o r k e d  u p  a n d  t h e y  t o o k  ou t  a lo t  of w a r  d a m a g e  i n -  
s u r a n c e .  E q u i t y  c o n s i d e r a t i o n s  w o u l d  r e q u i r e  t h a t  a f t e r  t h e  b a l l o o n  
w e n t  up ,  t h e s e  f o l k s  b e  c o m p e n s a t e d  a n d  t he  o t h e r s  n o t .  

D R .  H I R S H I J E I F E R :  T h a t ' s  r i g h t .  

D R .  H U N T E R :  T h e n  you  c o u l d  s a y  t h a t  t h e  G o v e r n m e n t  w o u l d  b e  
f a c e d  w i t h  w h a t  we  m a y  r e g a r d  a s  t h e  p r i m a r y  and  c r i t i c a l  p r o b l e m  of  
h o w  y o u  a r e  g o i n g  to g e t  b a c k  i n t o  p r o d u c t i o n .  T h e n  c o n s i d e r a t i o n s  
o t h e r  t h a n  t h a t  of c o m p e n s a t i n g  e v e r y b o d y  w i t h o u t  r e f e r e n c e  to  w h e t h e r  
i n  r e s p e c t  to  i n s u r a n c e  t h e y  w e r e  t h e  w i s e  v i r g i n s  o r  t h e  u n w i s e  o n e s  
w o u l d  e n t e r  i n t o  t h e  q u e s t i o n  a l m o s t  i n e v i t a b l y .  Y o u  m i g h t  h a v e  g o v e r n -  
m e n t s  n e c e s s a r i l y  r e p u d i a t i n g  t h i s  c o n c e p t i o n  of  i n s u r a n c e  in  t h e  f a c e  
o f  t h e  o v e r r i d i n g  n e e d  to  r e s t o r e  p r o d u c t i o n ,  m i g h t  y o u  n o t ?  

DR. HIRSHLEIFER: I would hope not, because if everybody reasoned 
the same way, it's clear that nobody would take out the insurance. Never- 
theless--and this is a hope--I think there are two aspects to your question. 
The first is whether in fact what you say will really be true, and the 
second is whether potential purchasers of insurance will think so. They 
are not entirely the same question, but there is a certain relation between 
them. So I say, I hope that it wouldn't be true. 

Now, I think it is clear to everyone that it would certainly be most 
desirable, if it were at all feasible, to provide a certain minimum of 
maintenance to people, give them a certain amount of cash, so they 
can buy food until such point as they can be reintegrated into the pro- 
ductive structure and get a job giving them an income. 

But remembering that an enormous fraction of property is held by 
those "soulless" corporations, I can easily see that people would say: 
"All right. Standard Oil--if they fail to take out insurance, it's just 
too bad for them." With regard to individuals, of course, people's 
sympathies are more easily worked up. People seem to forget that 

Standard Oil is owned by individuals. But, at any rate, I think the effect 
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you mentioned would be more likely with regard to the personal property 
holders as individuals than with property holdings of corporations, which 
account for a much larger fraction. 

QUESTION: Just to follow up on this last point, did I understand 
you to say that sympathy would probably be more toward the individuals 
and their property rather than toward large corporations ? 

D R .  H I R S H L E I F E R :  I n d i v i d u a l s  w h o  f a i l e d  to  t a k e  ou t  t h e  i n s u r a n c e  
w o u l d  p r o b a b l y  g e t  l e s s  h a r s h  t r e a t m e n t  t h a n  " s o u l l e s s "  c o r p o r a t i o n s  w h o  
f a i l e d  to  t a k e  ou t  i n s u r a n c e .  

Q U E S T I O N :  S u p p o s e  t h a t  we h a d  a t r e m e n d o u s  a t t a c k  on t h i s  c o u n t r y .  
F r o m  t h e  s t a n d p o i n t  of  G o v e r n m e n t  a n d  n a t i o n a l  s t r e n g t h ,  i t  b e c o m e s  
p r e d o m i n a n t  in  s u c h  a s i t u a t i o n ,  I a m  i n c l i n e d  to  b e l i e v e ,  t h a t  i t ' s  n o t  
o n l y  i n d i v i d u a l s  s t a y i n g  a l i v e  and  s m a l l  i n v e s t o r s ,  bu t  a l s o  g e t t i n g  y o u r  
o v e r a l l  e c o n o m y b a c k .  T h a t  m e a n s  g e t t i n g  o u r  b u s i n e s s e s  and  o u r  b i g  i n -  
d u s t r i e s  g o i n g .  A n d  r e g a r d l e s s  of  c o n s i d e r a t i o n s  of  i n c e n t i v e s  a n d  m o t i v e s ,  
t h o s e  a r e  g o i n g t o b e  m e t  i f  we  a r e  g o i n g  to  g e t  b a c k  on  o u r  f e e t .  In  o t h e r  
w o r d s ,  s h o u l d  n o t  m o r e  w e i g h t  b e  g i v e n  to  t h a t  v e r y v i t a l  c o n s i d e r a t i o n  of  
g e t t i n g  o u r  e e o n o m y b a e k  and  t h e  m o t i v a t i n g  i n f l u e n c e s  w h i c h  w o u l d  g e t  i t  b a c k ?  

DR. H I R S H L E I F E R :  W e l l ,  t h e  p a r t  of  m y  d i s c u s s i o n  c o n c e r n i n g  
t h e  p o s t a t t a c k  m e a s u r e s  h a s  b e e n  d i r e c t e d  to  t h e  q u e s t i o n  of  w h a t  i s  
a n  e f f i c i e n t  w a y  of  g e t t i n g  t h e  e c o n o m y  b a c k  o p e r a t i n g  a g a i n .  

Now, if we fail to compensate someone who has not taken out in- 
surance, that, of course, doesn't mean that something goes up in smoke 
that was there before. All it means is that a certain set of property 
owners, having chosen to take a chance and not buy any insurance, 
are now bankrupt. Their property will be taken over by their creditors, 
who will then operate it. You can't freeze an economy and say, "No- 
body is going to go bankrupt, " obviously. So what would be involved 
and what I would like to do is stop a wave of bankruptcies which is not 
due to any real failures on the part of the people involved, but simply 
due to a credit crash, mostly due to the rigidity in the banking system. 
That I Would like to stop through emergency Government intervention. 
But where the bankruptcy of a concern is due to a lack of foresight in 
not taking out insurance which it could have taken out, I don't think it's 
reasonable to guarantee it against bankruptcy under those circumstances. 

Q U E S T I O N :  I t  w o u l d n ' t  n e c e s s a r i l y  f o l l o w  t h a t  t h e r e  w o u l d  b e  a 
p r o d u c t i o n  l o s s  in  t h e  o v e r a l l ?  
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DR.  H I R S H L E I F E R :  C e r t a i n l y  not .  The  c r e d i t o r s  who c o u l d  not 
be  r e p a i d  would ,  of c o u r s e ,  f a l l  h e i r  to the s u r v i v i n g  a s s e t s  of the  
c o r p o r a t i o n .  

C A P T A I N  S A U N D E R S :  I th ink  th is  is  p r o b a b l y  a good poin t  to  end  
the d i s c u s s i o n .  T h a n k  you v e r y  m u c h ,  D o c t o r  H i r s h l e i f e r ,  f o r  y o u r  
v e r y  i n t e r e s t i n g  t a lk  and v e r y  able  p r e s e n t a t i o n  of the s u b j e c t .  I w i s h  
we had  m o r e  t i m e  to p u r s u e  the q u e s t i o n  p e r i o d  f u r t h e r .  

(25 M a r c h  1957- -3 ,  9 5 0 ) B / l i t  
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