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FIFTIETH ANNUAL MEETING
OF THE LIFE INSURANCE
ASSOCIATION OF AMERICA

THE WALDORF-ASTORIA
NEW YORK

OPENING SESSION
Wednesday, December 12, 1956

The meeting was called to order by Mr, Edmund Fitzgerald, Presi-
dent of the Life Insurance Association of America and President of
The Northwestern Mutual Life Insurance Company.

PreSIDENT F11zGERALD: It is my privilege to welcome you to the
soth Annual Meeting of the Life Insurance Association of America.
I extend these greetings to our members and our friends who are
cither of the business or who are observing its workings in these ses-
sions. I want especially to welcome our guests from public life and
government whose faithful and constructive discharge of their duties
combines with our best service to bring American Life Insurance
Service to four out of five families of this country.

For the next day and one-half we shall offer a program of quality,
instruction and entertainment. We hope to operate with promptness
and to conform to time schedules. The party this evening is a de-
parture from the normal pattern. It will provide a social hour, buffet
supper and entertainment. It will serve equally well those who are
planning to go to the theatre or those who don’t want to go to the
theatre or home either. The party’s atmosphere is the result of
Bruce Shepherd’s visits to beer stubes in Europe last summer and a
touch of Milwaukee and Wisconsin Gemutlichkeit.

At the very outset I believe I speak for all of you in saying thank
you to the staff, the companies and the company people for their time
and for the results in what has been a busy and often an exciting year.

FIFTY YEARS OF EXPERIENCE FOR TOMORROW
At this point it may be of interest to glance back briefly over the
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10 FIFTY YEARS OF EXPERIENCE FOR TOMORROW

past 50 years and observe what some of the Association’s problems
were a half century ago, how they changed after 25 years and how
they compare with those we face today. The Association came into
being, as all of us know, in the aftermath of the Armstrong Investi-
gation in New York. It was formed to restore public confidence. In
the early years of its existence it devoted its attention mainly to the
legislative programs adopted by New York and other states to im-
plement the recommendations of the Armstrong Committee. Many
of these laws proved to be beneficial; others reflected an excess of
zeal for reform and were neither desirable nor in the public interest.
In the main, except for problems attending epidemic and war, the
Association during the first 25 years dealt with growing pattern of
state regulatory law. The volume increased rather than the variety.

Now let us jump ahead 25 years without attempting to catalogue
all the problems with which the Association was confronted during
its formative years. By the early 1930’s the depression had befallen
this nation. There was an atmosphere of complete economic abnor-
mality. The state legislatures were beginning to consider various
economic panaceas, most of them well-intended, many of them ill-
advised.

The decade of depression in the 1930’s brought the insurance busi-
ness into closer relationship with the federal government. The na-
tional search for solutions to our economic distress resulted in new
monetary policies, creation of business credit agencies, the farm
bankruptcy act, and housing credit legislation. Soon thereafter fol-
lowed social welfare measures, including social security and unem-
ployment insurance. Toward the end of the depression period an in-
quiry into insurance was conducted by the Temporary National Eco-
nomic Committee. Although efforts were made to link the operations
of the business with the causes of economic maladjustment, the prin-
cipal result of the inquiry was to demonstrate that insurance had
served the economy and the policy-owning public with integrity and
effectiveness.

One of the most significant developments during this second 23-
year period was the Supreme Court’s decision in the Southeastern
Underwriter case holding that the business of insurance was com-
merce subject to the regulatory power of Congress. The resulting
confusion and uncertainty regarding state regulatory law was
promptly removed through the enactment of Public Law 15 in 1945.
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But this did not put an end to the growing relationship between our
business and the federal government. Federal activities in the fields
of taxation, regulation and competition with our business have gradu-
ally increased. This trend has been particularly noticeable during the
past five years.

The past, however, is experience. We are living in the present and
must plan for the future. Proud as we may properly be of the rec-
ord and character of our Association and business, we shall be judged
by our contemporaries on our performance today and by historians
on our performance in the future as well as in the past. My discus-
sion this morning will be devoted to an analysis of the opportunities,
the problems and program of this Association, now and in the im-
mediate future,

The Association finds itself at its mid-century mark in an encour-
aging scene and atmosphere. The disillusionment of the 1930’s and
early 1940’s have largely disappeared. People have widespread faith
in the American System.

Never have so many individuals had a stake to protect and to de-
velop. Assets per family are at record high. Home ownership is
rising steadily. Large families and renewed emphasis on family life
are the order of the day. Most citizens annually see substantial ad-
ditions to their present possessions and to their pension funds. More
people are learning to understand the dangers of inflation and un-
sound measures.

The country is imbued with the philosophy of growth, but far
from being purely materialistic, I believe Americans see growth in
terms of a more abundant life with time for leisure of a constructive
and broadening quality rather than just idleness.

The United States, unlike many sister nations, is concerned not
so much with the attainment of minimum living standards, but
rather with the development of orderliness and priorities of impor-
tance in moving ahead. In all this, the Association and its members
play important parts.

Recalling that originally and throughout its history, the Associa-
tion has had as its principal purpose working for the benefit of its
policyholders in the legislative field, I think we can conclude that its
field today is far different than in 1go6.

How far has the business of life insurance come since 19o6? In-
force figures have moved from $12 billions to over $400 billions.
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Policyholders in 1906 numbered 16 millions or 19% of population;
today 106 millions or 63%. Company assets have multiplied 32 times
from $3 billions then to $95 billions today. Detailed current figures
will be found on pages 17 to 19.

Government, too, has grown. Total expenditures by all govern-
ments in 1906 were $2 billions. This year they will exceed $100 bil-
lions, $40 billions of which is for defense. Fifty years ago, govern-
ment in the United States spent $1 out of every $15; today, one out
of four. Over 10 millions of people are employed by governments.
The last four years, non-defense spending by all governments in this
country increased $17 billions or $44 billions per year.

My figures about government are offered not as a complaint, but
as a statement of fact. Except for the excesses which probably
exist in any field, big government is accepted by the majority of the
American people. Many government services were brought by our
change from a predominantly agricultural to an industrial urbanized
society. We must recognize that most people could not be convinced
that they don’t need or want such services as social security and un-
employment benefits which have come to be considered by many as
essential as other government services such as education, roads and
police protection. What remains is the debate as to the degree and
extent of such benefits.

It is inevitable, therefore, that two great organizations, govern-
ment and the business of life insurance, both serving the wants, the
hopes and aspirations of the American public and both by law closely
linked, find themselves today more frequently in contact with one
another. Such contacts are more complex and diversified. Our con-
tacts are not alone in the realm of supervision and examination, but
in many areas of administrative law, social and economic measures.
We work not only with legislative bodies but also with the bureaus
and departments of the government at almost every level. We are
called upon for information, for assistance and for leadership and
to the lasting credit of the business, our response has been generous
and constructive.

This cooperation between our business and government has been
beneficial and is clearly in the public interest. It is responsible for
improvements in the quality of legislative and administrative action
at both the state and federal level. As representatives of government
have become better informed regarding our business, they have dem-
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onstrated a greater capacity for solving the many new problems that
have arisen in recent years. And there is a growing awareness on
the part of industry leaders of the increasing responsibilities and
functions of government in our modern society. As a consequence
both government and industry representatives are demonstrating
greater competence in analyzing issues and achieving wise and work-
able solutions. In the future our trade associations undoubtedly will
bear an increasing responsibility for these cooperative endeavors.

We might take a moment to review the developments that have
brought us so far. The measures taken by the federal government
during the depression created a pattern of economic and social
intervention. This intervention appeared at the time to serve only
the emergency problems of the day. Its long range implications
were not fully understood. Most government activity during World
War II was generally regarded as temporary, arising out of the de-
mands of another national emergency. The earlier trend in the di-
rection of welfare legislation was greatly retarded and action on
many domestic issues was deferred. Toward the close of the war,
enactment of Public Law 15, which removed the threat of federal
regulation, again obscured the growing pattern of federal interven-
tion.

Our experiences since the depression and war years have gener-
ated a growing conviction that government activities at both the state
and federal level probably will have a much greater influence upon
life insurance than could have been foreseen twenty-five years ago.
Government is now not only an indisputable economic and social
force affecting insurance, but is also a growing source of interven-
tion, competition and potential regulation.

New relationships with government call for new services and new
techniques in the Association. The relationships between public and
private agencies in the field of old age protection, retirement and
health must be carefully understood and thoroughly coordinated.
Some problems can be met better through the use of the insurance
instrumentality and others require other means. There must be the
closest cooperation if the American public is to receive maximum
benefit from the dollars committed to these fields either through taxes
or premiums.

As one who has trouble keeping up with the present, I find it diffi-
cult to be specific about the future. I recognize, too, that advice from
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one connected with a company that is a Johnny-Come-Lately in the
Association may raise questions as to good taste or lack of experience,
I believe, however, we can profitably spend my remaining time point-
ing up areas for earnest and immediate attention.

First, it would seem advisable for life insurance to assume that
basic and long-term relationships between the government and busi-
ness will long continue to exist. Deep and complex social and eco-
nomic considerations are involved. Many of these problems are in-
terrelated. Consequently, action with respect to any significant prob-
lem must take into account the possible repercussion in other areas,
and the influence such action might have on the long-range interests
of the business. This requires that the Association’s staff must deal
with numerous problems which cannot be separated from each other
and which today and in the future must be handled as a complex
entity.

Second, it would appear desirable for life insurance to continue
establishing a climate in which our problems can be dealt with con-
structively. Solutions of problems arising in a long-range relation-
ship should not be developed in isolation and the expedient course is
often unwise. Our relations with government at the state and federal
levels present an intricate and challenging series of problems. They
can best be solved, however, if the Association continues to build
its relationship with government in an atmosphere of confidence and
understanding.

By their very purpose and setting, trade associations must often
oppose measures and but infrequently support them. Much of their
activity is a defense against government encroachment upon fields
that can be better covered by private agencies and organizations.
Often they must assert opposition against oppressive or ill-advised
remedies or controls. Such defenses must be upon the merits and not
for any selfish reasons.

Generally, the positive steps of a business must be taken by indi-
vidual companies. They possess the flexibility of policy and the ma-
neuverability of action that a trade association often lacks. So our
company activity is usually an advancing and not a holding operation.

For the future I would hope that more and more the Life Insurance
Association can be identified with the positive and progressive actions.
It does not help the vitality and reception of any organization to fre-
quently be appearing in a negative role. It would be pleasing to be-
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lieve that we could readily devote as much time to matters of long-
time effect as we do in crises or emergency situations with which the
business is often confronted and that there will be equal approval
and support of what we stand for as there is for what we may oppose.
We are fortunate in having an Association with a sufficiently homo-
geneous membership with large areas of common interest to make this
development a distinct possibility. There is a strong evidence that
we are already moving more and more in that direction.

For example, the investment research grants by the Association
in the past ten years have exceeded $1 million. Through them, the As-
sociation has made significant contributions to economic knowledge
and data. The studies have been widely acclaimed as source material
by teachers and professionals and as aids for public policy develop-
ment, Publicity relative to them has brought credit to the business.

The Association has lately extended its research to the field of
Pensions and Social Security, particularly their economic effect. A
determination of fields worthy of research has been financed by the
Association and undertaken by the National Bureau of Economic
Research. That report has been completed. Consideration is being
given to Association support of a segment of what will be an enor-
mous study. We hope the pilot study will lead foundations and other
agencies to finance other sections. The availability of this body of
thought and data should have salutary influence upon further legis-
lative consideration of the subject and be a force in its determination.

As members, we may overlook the value of the Joint Economic
Policy Committee. This group of top level officials of member com-
panies meets with public officials for an exchange of information and
a discussion of present problems and issues. All of this is done in an
atmosphere of cooperation and understanding with resulting benefits
to life insurance policyholders and to the American people as a whole.
This is a pattern which is followed in a somewhat less formal manner
with other departments of the government and the armed services
with generally good results and benefits for the many people we both
serve.

Another area worthy of our attention in the years ahead is that of
coordination of the activities of the many associations in this busi-
ness. No one will contradict the statement that life insurance is a
business of organizations. I am convinced that much good has come
from them. This problem of coordination will have to receive in-
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creased attention in the future as our problems multiply and inten-
sify. Qur staff and our company people working on industry prob-
lems and progress, gladly think in terms of coordination and cooper-
ation. I fear at times, however, that this consideration is expensive
and time-consuming and that there is room, in fact there is need, for
intensive study to define responsibilities, to organize to meet them
and to minimize the time spent in making sure that no other organiza-
tion is offended by what is done or goes off on a needless and dupli-
cating excursion of its own. To sum up my thinking in this area,
associations are big business within the institution of life insurance.
We must make sure their several fields of activity and their control is
as thoroughly understood and integrated as that of the departments
of a single company. In light of present day developments and those
of the future, a study of our own Association structure and function
is essential and should result in even greater effectiveness. We must
remember that new offices, new associations and new staffs have been
added of late and an appraisal of our functions in light of actual
operation is logical.

The great size of life insurance and government pose new problems
for staff and the powers of staff. More and more they are interpre-
ters of business philosophy to government and vehicles for the under-
standing of government by the business.

The framework of state regulatory law is well established, but
there still remains a large volume of legislative activity. At the fed-
eral level a number of novel legislative problems are emerging for
which long-established Association policy does not exist. Under all
of these conditions it is important that we understand how the Asso-
ciation’s staff functions in these diversified areas. Here is the proce-
dure. Policy on legislative or administrative problems is determined
by the appropriate committees or the Board of Directors. The staff
implements such policy. The method of implementation or strategy
to be followed and interpretation of policy is generally determined by
the staff. Under this procedure it is essential that staff operate within
clearly defined policies and directives and that it be cloaked with suf-
ficient authority to carry out its function. It is important that the
staff be encouraged to gain, through performance and constructive
service, stature and growing acceptance as a source of dependable
information and guidance. Staff people will be increasingly effective
if their tenure with us is substantial; if they enjoy the confidence of
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the business, and if they find satisfaction and reward in their careers.
Through adherence to these principles we will continue to build an
efficient and responsible staff to handle the perplexing problems this
business will face.

I have commented early that it is difficult to foretell the future, but
in the celebration of this anniversary we are giving special emphasis
to the future. Surely our future will depend largely upon the char-
acter and capacity of future leaders.

We cannot afford anything but the best among leaders, leaders
who are capable of handling the every day problems of life insurance
business with speed and efficiency and at the same time who have
the capacity to guide the overall course of this business. It is for
this reason that tomorrow morning’s session will be entirely devoted
to a panel discussion on what it will take to be a leader in the future,
and how these future leaders can be selected.

In the present scene, therefore, what is the basic role of life in-
surance? As trustees of the largest pool of savings, we have an ob-
ligation to keep pace with America’s growth through expanded sales
and growing assets.

I am certain that just as in the past fifty years, the services of this
Association will contribute to the success of our efforts in these
directions.

APPENDIX

By the end of this year approximately $415 billion of life insurance
will be in force in the United States in the legal reserve life insurance
companies covering some 106,000,000 policyholders. This will be an
increase of 11% over the 1955 year-end total.

Approximately $239 billion of the 1956 year-end total will be under
ordinary policies. About $119 billion will be in force under group
contracts. About $40 billion will be under industrial policies. The
remaining $17 billion will represent credit insurance which is used
by borrowers to protect beneficiaries from the burden of debt in the
event of the borrower’s death before the debt is repaid. These figures
will represent annual increases of roughly $22, $18, and $2 billion
respectively for ordinary, group and credit insurance. The increase
in industrial insurance will be about $300 million.

Life insurance protection represented by new contracts purchased
in 1956 is estimated to reach a total of more than $55 billion by the
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end of the year. New ordinary insurance purchased in 1956 will
represent an advance of about 16% or about $5 billion over the vol-
ume attained last year. New group insurance purchased this year
will total about 20% or about $2 billion more than last year’s volume.
New industrial insurance for the current year will be about $40 mil-
lion below last year’s volume.

Policy benefit payments to policyholders and beneficiaries in the
U.S. this year are expected to reach an annual total of §7 and a half
billion by December 31. This total, paid under life insurance, annuity
and accident and health contracts in legal reserve life insurance com-
panies will represent average daily benefits of over $20 million and
will be approximately 11% above the corresponding total for 1955.

Benefits under life insurance and annuity contracts combined will
amount to about $5.8 billion for 1956. Approximately $3.4 billion of
these benefits will be paid to living policyholders in the form of ma-
tured endowments, annuities, policy dividends, surrender values and
other payments. The remaining $2.4 billion will constitute payments
to beneficiaries of deceased policyholders.

Benefits under accident and health insurance contracts of life in-
surance companies will total almost $1.8 billion during 1956. This is
an increase of about 20% over last year.

The life insurance data reviewed above are for “Continental United States”
defined as the 48 states and the District of Columbia. Data for 1956 are esti-
mates of the Institute of Life Insurance and the Life Insurance Agency
Management Association.
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BUSINESS IN *CONTINENTAL UNITED STATES OF
UNITED STATES AND CANADIAN LEGAL RESERVE

LIFE INSURANCE COMPANIES

19

NEW PAID—FOR LIFE INSURANCE ON RESIDENTS OF
CONTINENTAL UNITED STATES (EXCLUDING CREDIT)

(Not including revivals, increases, dividend additions or reinsurance assumed)

Class

Ordinary ........
Group s:iieanni
Industriall orsene:

Ordinary

(BIOUD aisrenrmsinrssensiane

Industrial ..coveme

1956 Increase

During 1955 During 1956 Volume . CL
Number of Policies and Certificates
(Estimated)
7,572,000 8,300,000 728,000 9.6
2,217,000 2,500,000 283,000 128
14,356,000 14,300,000 —56,000 —4
24,145,000 25,100,000 955, 4.0
Amount
$30,827,000,000 $35,800,000,000  $4,973,000,000 16.1
11,258,000,000  13,500,000,000  2,242,000,000 19.9
6,342,000,000  6,300,000,000 —42,000,000 —7
$48,427,000,000 $55,600,000,000  $7,173,000,000 14.8

LIFE INSURANCE IN FORCE ON RESIDENTS OF

CONTINENTAL UNITED STATES

(Net coverage after deduction of reinsurance ceded)
1956 Increase

Class

OrdIary) cemmeseme
Group ..eecevenss
Industrial ........
Credit = o oommais

BIOUD  wriamsiessiwesaiess
Credit ...........

December 31,1955 December 31,1956 Volume PlGT
Number of Policies and Certificates
(Estimated)
79,614,000 85,000,000 5,386,000 6.8
31,640,000 36,000,000 4,360,000 138
111,869,000 112,000,000 131,000 .1
27,966,000 32,000,000 4,034,000 14.4
251,089,000 265,000,000 13,911,000 5.5
Amount
$216,600,000,000 $239,000,000,000 $22,400,000,000 10.3
101,300,000,000 119,000,000,000  17,700,000,000 17.5
39,682,000,000  40,000,000,000 318,000,000 8
14,750,000,000  17,000,000,000  2,250,000,000 15.3
$372,332,000,000 $415,000,000,000 $42,668,000,000 115

Estimated number of policyholders on December 31, 1956 in Continental 1S

106,000,000.

#Continental United States” is used to mean 48 states and District of Columbia.

Sources :

1955 new business from reports of over 675 companies to the Joint New
Issues Survey conducted by the Life Insurance Agency Management Asso-
ciation and the Institute of Life Insurance. 1955 insurance in force from
reports of over 725 companies to the Life Tnsurance in Force by States
Survey conducted by the Institute of Life Insurance. 1956 data estimated
by the Institute of Life Insurance and the Life Insurance Agency Manage-
ment Aszociation.
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The following reports were made available:

A REPORT ON FEDERAL ACTIVITIES

By EuceneE M. THORE

General Counsel

Life Insurance Association of America

This report deals with federal developments of interest to the life
insurance business. Each year brings an increase in the Association’s
activities at the Washington level. 1956 was no exception to this
trend. It is hoped that the following detailed treatment of the Wash-
ington situation will focus attention on the overall magnitude of our
federal relationships and will provide some guide to the future.

TAXATION
Company Income Tax

The situation at the end of 1955 with respect to the company in-
come tax problem was as follows:

The House had passed the Mills bill, H.R. 7201, but the Senate
Finance Committee following a hearing in June 1955 decided that
action should be delayed. This decision was due mainly to the com-
plexity of the bill, the Treasury’s opposition and contention that life
insurance companies should be taxed as other corporations, and to
the shortage of time which prevented a full hearing before the ad-
journment date. Following the hearing, the Chairman of the Senate
Finance Committee, announced that the Committee would take action
prior to March 15, 1956. It was anticipated that the Treasury would
submit a proposal and that hearings on such a proposal would be held
early in 1956.

The Treasury’s proposal was not forthcoming and consequently,
the Senate Finance Committee reconsidered H.R. 7201 as stop-gap
legislation. Interest centered on the opposition to the provisions of
the bill which would afford relief in the pension field and also those
that would minimize the double taxation in connection with individual
annuities, settlement options, etc. The Finance Committee also con-
sidered opposition in behalf of a group of small companies which
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contended that the bill was discriminatory and would seriously im-
pair the growth of small companies. Under these circumstances it
became obvious that if action were to be taken by the Senate Finance
Committee prior to March 15th it would be necessary to eliminate
the relief provisions and consider the contention of the small com-
panies. The Senate Finance Committee was not in a position to hold
hearings on these controversial issues. If no action had been taken
prior to March 15, life insurance companies would have been taxed
under the 1942 Act.

This was the situation the Joint Tax Committee faced. After pro-
tracted consideration it was decided to accept H.R. 7201 with the
relief provisions eliminated and a modification that the first million
dollars of net investment income be granted a standard deduction of
8714%. This had the effect of continuing the 614 9% rate in the case
of many small companies whose investment income did not exceed
one million dollars.

In reporting favorably on H.R. 7201 with the amendments de-
scribed, the Senate Finance Committee made it clear in its report
that its action in deleting the relief provisions was necessary because
there was not sufficient time to hold hearings. Its action was not to be
construed as a determination on the merits. In its amended form
H.R. 7201 passed the Senate; the House concurred in the amend-
ments and the bill was approved by the Senate in time to become
effective prior to the March 15th deadline. Later in the session,
H.R. 7201 as amended, was extended to cover tax year 1956.

As 1956 draws to a close, the Treasury’s proposal has not been
presented. Our information indicates that the Treasury is still work-
ing on the problem, but an early proposal is not anticipated. Under
these circumstances H.R. 7201 as amended may be extended again
to cover tax year 1957.

There is included in this report as Appendix A, a summary of the
legislative developments in connection with the company income tax
problem covering the period 1948 to date.

Code Revisions: Tazxation of Policyholders, Annuitants, Beneficiaries

Congress is taking a new look at our federal tax laws, which were
overhauled only two years ago. It is possible that some sweeping
changes may be enacted in 1958 as a result of studies now in progress.
Any broad general revision of the tax Code would include tax laws
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applicable to policyholders, annuitants, beneficiaries and pensions.
It is too early to judge the impact this development will have on the
life insurance business.

In the meantime a Subcommittee on Internal Revenue Taxation of
the Ways and Means Committee (under the chairmanship of Con-
gressman Wilbur D. Mills) is considering a list of so-called unin-
tended benefits and hardships growing out of the 1954 Code. Con-
gress will consider corrective legislation during the 1957 session.
This short range program is of importance to life insurance com-
panies and underwriters.

The life insurance business is currently concerned with an an-
nouncement published by the Mills Subcommittee of the Ways and
Means Committee under date of November 7th, which lists 28 un-
intended benefits and hardships contained in the existing Code, solu-
tions to which are being considered for inclusion in a technical amend-
ment bill. It should be noted that the 1954 Code Revision included
15 changes of interest to the life insurance business. Most of these
affected policyholders, beneficiaries and annuitants. Many of them
were based on recommendations of the LIAA-ALC and NALU.
Only one of the recommended 1954 changes is being reviewed by the
Mills Subcommittee. The list of 28 subjects for review includes only
two other insurance problems. The principal items on the list which
would affect the taxation of policyholders, annuitants and benefi-
ciaries are as follows:

(1) Premium payment test on life insurance policies—Estate
Tax Law.

(2) Interest deductions for loans on annuities and life insurance
policies—Income Tax Law.

(3) Compensation paid largely in annuity contracts by certain
tax exempt organizations—Income Tax Law.

During the week of November 19th hearings were held by the Mills
Subcommittee on these tax items, LIAA and ALC appeared on items
(1) and (2) above.

(1) Premium Payment Test on Life Insurance Policies—Estate
Tax Law

Under the premium payment test, which was in effect prior to the
1954 Code revision, the proceeds of a life insurance policy are tax-
able in the estate of a decedent if the premiums thereon were paid
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directly or indirectly by the decedent. This result is unchanged by
the fact that all incidents of ownership are vested in a person other
than the decedent. This objectionable test was removed in 1954 after
lengthy hearings and consideration by Congressional committees.

A new proposal suggested by the Treasury is that if premiums
are paid by the decedent (directly or indirectly) there be included
in the decedent’s estate the difference between the proceeds received
upon death and the reserve at the time of death, or possibly the cash
surrender value at the time of death. This might be applicable with
respect to estates of decedents dying after the enactment of the new
law in which this provision is incorporated. The proposal does not
include a method for applying the new treatment to contracts now
owned by donees.

This proposal was opposed by the life insurance companies at the
hearings during the week of November 19th. All of the objections
to the premium payment test apply with equal force to this proposal.
The only difference is that the benefit subject to estate tax would
be reduced by the cash surrender or reserve value. Such a split in
the policy proceeds does violance to the life insurance contract. It is
unofficially reported that the Mills Subcommittee has tentatively de-
cided not to recommend the reenactment of the premium payment
test in its original form or in the form proposed by the Treasury.

(2) Interest Deductions for Loans on Annuities and Life Insur-
ance Policies—Income Tax Law

Under present law interest expense on indebtedness incurred or
continued to purchase a single premium life insurance endowment or
annuity contract is not an income tax deduction. Such contracts are
considered single premium contracts if substantially all of the pre-
miums are paid within four years from the date the contract was pur-
chased, or if an amount is deposited with the insurer for payment
of a substantial number of future premiums on the contract. This
provision was adopted in 1942 and in 1954 was expanded to include
annuities and the four-year rule.

Since the Code of 1954 there have been persistent reports that the
Treasury Department feels that this ban on interest deductions for
loans on life insurance and annuity purchases does not go far enough.
In the life insurance business we refer to these purchases as Bank
Loan Plans—a label that is quite difficult to define. There is almost
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general agreement that where the principal motive for such a plan is
to escape taxation or circumvent the intent of existing law, the life
insurance companies should take a strong position against it.

The Treasury contends that under the bank loan plan taxpayers are
obtaining the benefit of the interest deduction with respect to the
funds borrowed and also the benefit of the accumulation in the in-
surance company reserves of tax-free interest. This is referred to
as an “inside build-up”. The approach suggested by the Treasury
would disallow as a deduction any amount paid or accrued on in-
debtedness incurred or continued to purchase or carry a life insur-
ance endowment or annuity policy if the policy was purchased in
pursuance of a plan of premium payments or premium settlements
which contemplated that a substantial number of premiums would
be paid by means of such indebtedness. The suggestion would not
apply to loans incurred prior to November 7, 1936.

At the hearings the LIAA-ALC witness stated that there was not
general agreement within the business as to whether legislation was
necessary. Conceding that insurance should not be sold under the
bank loan plan to achieve a tax advantage, the practicability of the
Treasury proposal was questioned because it did net contain an ob-
jective test. It was stated that any solution should not impair the
normal use of borrowed funds by those in need of credit to carry
their insurance protection. The Mills Subcommittee has not an-
nounced its attitude on this question,

(3) Compensation Paid Largely in Annuity Contracts by Cer-
tain Tax Exempt Organizations—Income Tax Law

Existing law permits an exempt educational, charitable or religious
organization to purchase annuities for its employees. The annuity
becomes taxable to the employee when he receives payments after re-
tirement, not when the employer pays for the annuity. It is not
necessary that the plan qualify as non-discriminatory under the stand-
ards provided for employee pension plans. It is alleged that in
some instances exempt organizations have paid selected part-time
employees all or almost all of their compensation in the form of an
annuity, thus deferring the income tax on the compensation until re-
tirement,

It is proposed that the blanket tax deferment for annuities given
to employees of these exempt organizations be available only in the
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case of those organizations that pay no more than 10% of the com-
pensation of any employee in the form of an annuity contract. It is
contemplated that a special ruling would be adopted to permit con-
tributions for past service (10% of amounts paid for past service,
or 10% of the present wage rate times the period of past service).

The changes suggested might be made effective with respect to
premiums paid on annuity contracts in taxable years beginning after
December 31, 1956. This would mean that on existing annuities
premiums in excess of 10% of the employee’s wage would become
taxable income to the employee for tax years beginning after De-
cember 31, 1956. Under this treatment no advantage would be gained
by installing new annuity plans between now and the first of the
year.

Regulations and Rulings

By the end of November 1956 regulations had been issued in pro-
posed or final form in virtually every area of the Internal Revenue
Code in which life insurance business is interested. As to most of
these, the Association and the Convention filed statements recom-
mending changes in the proposed regulations, appeared at hearings
thereon, consulted further with staff of Treasury Department and
with industry committees, and when final regulations were issued
they were given further study for explanation to interested persons
in the industry. The two Associations have been successful in having
most of their suggestions with regard to proposed regulations adopted
in the final regulations as published by the Internal Revenue Service.
Even when the recommendations have not been adopted in whole,
they have been reflected in at least more favorable terms in the final
regulations than those of the proposed regulations. A summary of
some of the regulatory problems resolved during the year is included
in this report as Appendix B. The summary also covers miscellane-
ous rulings and the status of agents under OASL

Individual Retirement

On the first day of the new session of Congress in 1955, H.R. 9
and H.R. 10, identical bills, were introduced in the House embody-
ing the earlier Jenkins-Keogh bills, which permit deductions for con-
tributions to a retirement plan established for the benefit of a self-
employed individual. Subsequently, on January 13th the Ray bill,
H.R. 2092, which expanded the idea of these earlier bills to include
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certain employed persons but not permitting investment in life insur-
ance was introduced. The President expressed his sympathy with the
aims of these bills, but said they would have to wait until after the
budget is balanced. These sentiments were echoed by then Under
Secretary Folsom who went even further than the balanced budget
as a bar to the new bill in stating that he could not consider support-
ing individual retirement legislation until doctors and lawyers are coy-
ered by social security on a compulsory basis.

The Ways and Means Committee called hearings on these bills
for June 27th and 28th, 1955. The hearings were held before the full
Committee with spokesmen from all professional groups. The Sec-
retary of the Treasury appeared in opposition to the bill which he
said could cost as much as $3 billion in loss of revenue, but even most
conservatively estimated would result in the loss of $250 million.
The Association and Convention filed a statement reiterating the in-
dustry’s position that the principle is a good one, but should not be
passed without provision for utilizing life insurance as a funding
medium. After the hearings the general opinion was that due to
Treasury opposition the Ways and Means Committee would not take
favorable action. It was therefore surprising that by a vote of 16
to 8 the Committee voted to include these provisions in an omnibus
tax bill to be reported out by the Committee. However, Congress ad-
journed without taking action on the omnibus bill.

There was no action on the omnibus bill during 1936 but there con-
tinues to be a constant pressure for this legislation. LIAA staff has
been in continuing contact with the original sponsors of the bill in
trying to work out suitable provisions in the bill to permit the utili-
zation of life insurance. One important change under consideration
would permit the taxpayer to withdraw his contributions upon the
payment of a tax thercon. This provision would clear up one of the
difficulties in utilizing life insurance. The surrender option in a life
policy cannot be waived, and consequently, a right to take down con-
tributions is essential.

Late in the session, the House Committee on Ways and Means was
considering a bill to permit a tax exemption for employee contribu-
tions to the Railroad Retirement system and the relationship of the
Keogh individual retirement proposal to Railroad Retirement legisla-
tion was considered, as reported under the next topic.
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Railroad Retirement

Early in the session, numerous bills were introduced and heard
which would have among other things permitted a tax deduction for
contributions to the Railroad Retirement system. The resulting dis-
criminatory tax treatment in favor of those covered under the Act
and the implications for other retirement systems, both Government
and private, are obvious. The Administration stood opposed to this
legislation and that opposition was expressed by the Treasury De-
partment and Budget Bureau.

Shortly thereafter the House Committee on Ways and Means
adopted a resolution calling upon the House Interstate and Foreign
Commerce Committee in considering this legislation to take no action
with respect to the Federal revenue. This was later followed by hear-
ings before the Ways and Means Committee.

The Senate Committee on Labor and Public Welfare also entered
the picture by holding hearings. This caused the Senate Finance
Committee to adopt a resolution calling upon the Senate Labor Sub-
committee to take no action on matters involving Federal revenue.

The matter was finally resolved when bills were reported out to
both House and Senate without the controversial tax deduction fea-
ture. As reported and passed, the bills were confined to benefit in-
creases. Both reports spoke of the tax deduction feature and indi-
cated that further consideration of the problems of Railroad Retire-
ment financing, including this proposal will be forthcoming next
session.

New bills, containing the tax exclusion feature, were killed by a
close vote of 13 to 12, in the Ways and Means Committee. Prior to
voting against the legislation, the Committee had amended it to pro-
vide similar tax treatment with respect to Social Security, Federal
Civil Service, qualified corporate pension plans and state and local
retirement systems, also to include the provisions of the individual
retirement legislation, with certain changes.

HEALTH INSURANCE
General Summary

The second session of the 84th Congress opened with the Adminis-
tration’s reinsurance program in an inactive status where it remained
throughout the entire session,—this despite the President’s Health
Message which again endorsed private voluntary insurance and called
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for enactment of a reinsurance program. However, early in the year
there developed an interest in an alternative approach in the form of
legislation to authorize the establishment of private insurance pools
as a means of extending health insurance coverage. LIAA-ALC com-
mittees considered this proposed legislation. A question was raised
as to whether such facilities were needed or would accomplish their
objective and also whether support of an antitrust exemption to per-
mit such pools was in the best interest of the business. Discussions
of these questions were undertaken with HEW without advancing
a firm industry position. As the legislation evolved, the proposed
antitrust exemption was limited to smaller companies. It is antici-
pated that a bill authorizing pooling in the case of smaller companies
will be introduced early next session. The 1956 Republican platform
takes note of a notable expansion and improvement in voluntary
health insurance and urges reinsurance and authorization of pooling
arrangements to speed this process.

A related development is the consideration which has been given
to the need for further research on methods of expanding voluntary
health insurance to meet the public needs. A special HIAA-LIAA-
ALC committee has been formed to consider the feasibility of a re-
search program.

On July 3, 1956, the National Health Survey Act was enacted into
law. This Act authorizes the Surgeon General to make surveys and
special studies to determine the extent and nature of disease and in-
jury among the population, as well as time lost and amounts and types
of health services received, and also, the economic and other impacts
of such conditions. The Surgeon General’s office has just begun to
hold informal conferences directed at implementing this program.

Federal Trade Commission

At the end of 19355, a total of 41 complaints had been filed by the
FTC alleging the use of misleading advertising in the sale of indi-
vidual health insurance. The NAIC at its December meeting had
approved a set of Rules Governing Advertisements of Accident and
Sickness Insurance. And FTC Commissioner Mason had introduced
a resolution that the FTC call a Trade Practice Conference on its
own motion. The year 1956 brought important developments in all
three of these areas.

The NAIC Rules. During 1956, these Rules were adopted by 25
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states. Others are expected to follow soon. Additionally, early in
1956 an NAIC Subcommittee, in consultation with an advisory group
composed of trade association representatives, prepared a proposed
Interpretive Guide for the Accident and Sickness Advertising Rules.
After notice and hearing, this Guide was approved by the NAIC at
its May 1956 meeting.

The FTC Rules. On January 12, 1956, the FTC issued to all in-
terested persons a notice of a Trade Practice Conference for the ac-
cident and health insurance industry to be held on February 8-9.
LIAA and ALC appeared at this Conference and urged that the
FTC adopt the same Rules as NAIC, in order to avoid conflict and
confusion.

On June 15, 1056, the FTC Rules were promulgated and sent,
along with Acceptance Cards, to all members of the health insurance
industry. These Rules were largely the same as the Proposed Rules,
although five changes were made. The final FTC Rules also are
substantially the same as the NAIC Rules, except that in several re-
spects they are somewhat more stringent. While some Association
members sent letters of acceptance to the Commission, many did not,
presumably preferring to wait until the FTC decisions in the Ameri-
can Hospital and National Casualty cases had been litigated and the
exact scope of I'TC jurisdiction determined.

The FTC Cases. No additional complaints were filed during 1956.
On April 24, 1956, however, the Commissioner handed down its first
ruling on jurisdiction, in the case of The American Hospital and
Life Insurance Company. This company is licensed in every state
in which it sells policies, and each of these states has a statute regu-
lating misleading advertising. The Commission in a three-to-two
opinion held that, regardless of such a state regulation, it has juris-
diction. The Commission reasoned as follows: Advertising which
moves in interstate commerce has both an interstate and an intra-
state aspect. The states have no constitutional power to regulate the
interstate aspect, although they may regulate the intrastate aspect.
Consequently, the interstate aspect is not “regulated by State law”
within the meaning of the McCarran Act, and the FTC therefore
has jurisdiction to regulate that aspect.

On May 30, 1956, the American Hospital and Life Insurance Com-
pany filed in the United States Court of Appeals for the Fifth Cir-
cuit a petition to review the order of the Commission. Also during
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May the Joint Legislative Committee authorized the retention of coun-
sel to prepare a brief amicus curiae on behalf of LIAA-ALC. Mr.
Hugh Cox of the firm of Covington and Burling of Washington,
D. C. was selected for this purpose, with Professor Noel Dowling
also retained to review and comment on the brief. The brief has
been prepared and will be filed around December 10, 1956.

On May 21, 1956, the Commission issued its second cease and
desist order, in the case of National Casualty Company. This com-
pany is licensed and doing business in all 48 states and the District
of Columbia. The Commission, again in a three-to-two opinion, held
that it had jurisdiction without regard to the status of state regulation,
relying entirely on its American Hospital opinion. On July 25, the Na-
tional Casualty Company filed a petition for review in the United
States Court of Appeals for the Sixth Circuit. Pursuant to authori-
zation of the Joint Legislative Committee, an amicus brief on behalf
of LIAA-ALC will also be filed on this case, probably around the
middle of December.

These two cases should go a long way toward settling the problem
of FTC jurisdiction.

Cash Sickness

Last year’s report developed the background leading up to the
introduction of the District of Columbia Temporary Disabilty Insur-
ance Act. As introduced, the bill closely resembles the New York
State plan. The report pointed up the model nature of such legisla-
tion and the opposition of the life insurance business. Early in 1956,
this legislation was also introduced in the House side. However, no
action was taken by the Committee on the District of Columbia of
cither the House or the Senate.

The 1956 Democratic platform cites the program enacted for rail-
road workers and calls for an extension of similar protection to other
workers. The Republican platform does not contain a similar plank.
However, just recently on the occasion of his leaving the Labor De-
partment, Under Secretary Arthur Larson commented extensively on
this legislation. He referred to the necessity for mon-occupational
state disability insurance to round out the system of income protec-
tion. He urged the New York pattern for the states and the District
of Columbia.
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SOCIAL SECURITY

Last year’s report developed in detail the contents of H. R. 7225 as
it passed the House in 1955. The two liberalizations with which we
were chiefly concerned were cash benefits for permanent and total
disability beginning at age 50 and a reduction from 65 to 62 in the
retirement age for women. Additionally the bill would have increased
the OASI tax by 1%, extended coverage, continued benefits for
children past 18 if disabled and established an OASI Advisory Com-
mittee. Extensive hearings were held on this bill by the Senate
Finance Committee beginning in January, 1956. A panel of spokes-
men appeared representing the life insurance business.

The lowered retirement age for women was opposed as contrary
to present retirement trends. Cash disability benefits were opposed
as the introduction of a subjective program into OASI which might
act as a “disincentive” to rehabilitation. An alternative LTAA-ALC
proposal was made to expand and strengthen existing rehabilitation
programs. The costs of these proposals were also discussed. The
Senate Finance Committee was apprised of the exploratory study
dealing with the long-range economic implications of expanding So-
cial Security, made by the National Bureau of Economic Research
on a grant from LIAA. Additional actuarial estimates were prepared
and submitted at the request of the Committee and on the whole, the
testimony was well received.

Following the consideration of the bill, the Committee reported
H. R. 7225. As reported, the cash disability benefit program was de-
leted and the age reduction was extended only to widows and depend-
ent mothers, excluding working women and wives. On this basis, the
1% tax increase was also eliminated.

On the floor of the Senate the picture changed. Senator George
espoused the disability benefit program and following an eloquent
and highly effective presentation by him and other proponents, the
provision was restored to the bill by a scant margin of 2 in a 47-45
vote. The only substantial departure from the House disability pro-
vision was the establishment of a separate disability trust fund. This
recognized that if the estimates of liability proved to be inadequate
the OASI trust fund should not be depleted. The women’s retire-
ment age provision was also compromised to include working women
and wives on a sliding scale reduction for early retirement beginning
at 80% age 62 for working women and 75% age 62 for wives. A
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combined employer-employee tax increase of .5% was voted, an
amount just half of the increase provided by the House. The Senate
also voted to liberalize the public assistance matching formula and
to institute a new public assistance matching program for medical
care. Hearings had been held on this latter program by the House
Committtee on Ways and Means.

The conference committee generally sustained the Senate version
of the disability and early retirement provisions. It somewhat modi-
fied the public assistance provisions of the bill. As finally adopted,
the matching formula was liberalized from 44 of the first $25 plus
12 of the next $30 to 44 of the first $30 and ¥4 of the next $30. Fed-
eral matching for medical care for puhblic assistance recipients was
established on a 50/50 basis up to a limit on Federal funds of $3
per adult and $1.50 per child.

The President signed H. R. 7225 into law as P. L. 830 on August
1, 1956.

One of the most interesting aspects of the consideration given
these changes was an apparently increasing awareness of the cost of
Social Security liberalizations.

Included in the 1956 platforms of both political parties were refer-
ences to the Social Security program. The Republican platform
stated, “We shall continue to seek extension and perfection of a
sound Social Security system.” The Democratic platform stated,
“We shall continue our efforts to broaden and strengthen this pro-
gram by increasing benefits to keep pace with improving standards
of living; by raising the wage base upon which benefits depend ; and
by increasing benefits for each year of covered employment.”

Last year we mentioned that the problems of the aged and aging
were receiving more attention at the Federal level. This trend has
continued and in fact has accelerated. The Labor Department has
just concluded its study of the problems of the older worker which
was authorized by Congress in 1955 and has released its findings in
a series of reports.* Life insurance representatives served in connec-

* Age and Performance—Lahor Department Bulletin 1203, 9/56.

Status of Older Workers Under Collective Bargaining and Under Health
Insurance and Pension Plans.—Labor Department Bulletin 1199, Parts
1 and 2, 9/56.

Pension Costs in Relation to Hiring Older Workers.—Labor Department
Bulletin BES E150, 9/56.

Footnote continued on page 33.
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tion with the pension portion of the study. The staff of the Senate
Committee on Labor and Public Welfare has just initiated a study of
problems of the aged pursuant to a resolution passed toward the close
of the past session. The present emphasis is on health problems of
the aged but the scope may be enlarged as time goes on.

REGULATION
Securities Exchange Act—Regulation of Unlisted Securities

At the end of 1955, the Fulbright Bill (S. 2054) was pending be-
fore the Senate Committee on Banking and Currency. This Bill
would have extended Sections 12, 13, 14 and 16 of the Securities
Exchange Act of 1934 to the unlisted securities of certain com-
panies. These sections deal with informational reports, solicitation
of proxies, and insider trading. As reported to the full Committee
by the Subcommittee on Securities, the bill contained an express ex-
emption for insurance companies. The full Committee was awaiting
a report by the Securities and Exchange Commission on a study with
respect to the corporations which would be subject to the bill.

On May 17, 1956, the SEC filed its report. The report made no
specific recommendation concerning the insurance exemption. It
did, however, contain critical comments concerning the practices of
some insurance companies and the extent and quality of state regula-
tion, stating that such regulation varies among the states, that it re-
lates primarily to the protection of policyholders and that it does not
cover the same ground as these sections of the Securities Exchange
Act.

In June the Senate Committee on Banking and Currency held
hearings to take the testimony of the SEC Chairman on this report.
In his statement the Chairman said nothing concerning the insurance
exemption. Senator Fulbright, however, raised the question, and
requested the SEC to study the matter and be prepared to make a
recommendation to the Committee at the next Congress. Following
these hearings, the Senate Committee agreed to take no further ac-

Counseling and Placement Services for Older Workers.—Labor Depart-
ment Bulletin BES E152, 9/36.

How to Conduct an Earnings Opportunity Forum.—Labor Department
Leaflet 25, 1956. v AR e

Older Workers Adjustment to Labor Market Practices—Labor Depart-
ment Bulletin BES R151 9/36.



34 A REPORT ON FEDERAL ACTIVITIES

tion on S. 2054 during the 84th Congress because of the shortness
of time. Mr. Fulbright stated publicly, however, that he would rein-
troduce the bill in the 85th Congress.

Early in September 1956, the SEC sent questionnaires to a number
of insurance companies seeking information relating to reports to
stockholders, proxy information given to stockholders, and number
of stockholders. It is expected that on the basis of this information
the SEC will make its recommendation to the Senate Committee
during the 85th Congress with respect to the exemption of insurance
companies.

On November 16, 1956, the Joint Legislative Committee author-
ized the appointment of an ad hoc subcommittee to consider this
problem further and to determine what further action should be
taken at the State level to prevent enactment of federal legislation
on the subject of proxies and insider trading.

Securities Exchange Act—Regulation of Variable Annuities

On June 19, 1956, the Securities and Exchange Commission filed
a complaint against the Variable Annuity Life Insurance Company
of America, Inc., a District of Columbia corporation. The complaint
was filed in the United States District Court for the District of
Columbia, and seeks to enjoin the company from alleged violations
of the registration provisions of the Securities Act of 1933 and the
Investment Company Act of 1940.

The complaint alleges that the VALIC contracts are investment
contracts and constitute certificates of interest or participation in a
profit-sharing agreement within the definition of the term “security”
in the Securities Act of 1933, and that the sale of such contracts is
therefore subject to the registration provisions of that Act. The
complaint also alleges that VALIC, or in the alternative the funds
which it administers, is primarily engaged in the business of invest-
ing, reinvesting and trading in securities within the definition of an
“Investment company” as contained in the Investment Company Act
of 1940, and that therefore VALIC or the funds it administers is
subject to the registration provisions of that Act.

The Court has taken no action on the case to date,

Antitrust—Pre-Acquisition Notification

On April 16, 1956, the House passed H. R. 9424, to amend Sec-
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tions 7 and 15 of the Clayton Act. This bill had three broad pur-
poses: (1) To require companies to notify the government go days
in advance of certain acquisitions of stocks or assets; (2) to bring
bank mergers under Section 7 of the Clayton Act; and (3) to give
the Federal Trade Commission power to seek court injunctions to
restrain proposed mergers pending administrative hearings. Only
the first of these proposed amendments was of interest to the insur-
ance business.

As the bill passed the House, the notification requirements would
have applied to numerous life insurance company investments in-
volving no possible aspect of merger or lessening of competition. In
the case of stock acquisitions, the bill made no distinction between
common and preferred stock, although the latter are not considered
as instruments of corporate control. In the case of asset acquisitions,
the bill would have applied to purchases of corporate, state, munici-
pal or government bonds from a corporate broker or bank, purchase
and lease-back arrangements, the exercise of conversion privileges
on bonds and debentures, acquisitions of securities or assets in the
course of a corporate reorganization, bulk purchases of mortgages
in the financing of housing, and acquisitions of corporate property
through mortgage foreclosures.

On May 31, 1956, pursuant to an earlier decision of the Joint Leg-
islative Committee, an LIAA-ALC witness appeared before the Anti-
trust Subcommittee of the Senate Judiciary Committee in opposi-
tion to the breadth of these notification provisions. LIAA-ALC
staff members also held conferences with officials of the Department
of Justice and with staff members of the Antitrust Subcommittee.
The Department of Justice apparently was persuaded of the unrea-
sonable scope of the notification requirements and during the course
of the hearings suggested an amendment, in which the Federal Trade
Commission concurred. This amendment would have exempted,
among other things, the acquisition of bonds or other corporate obli-
gations having no voting rights, the acquisition of stocks solely for
investment when the stock held did not exceed 5% of the voting
share capital of the corporation in which the investment was made,
and “the acquisition, solely for the purposes of investment or to real-
ize upon an investment, of assets, other than voting stock or other
voting share capital, by any bank, banking association, trust company
or insurance company, in the ordinary course of its business.” While
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this amendment did not meet all of the objections of the insurance
business, it would have eliminated most of the difficulties.

Initially the Antitrust Subcommittee staff appeared to favor this
type of an amendment. As the matter progressed, however, the Sen-
ate Judiciary Committee apparently concluded that it was not feasible
to include in the bill all of the exemptions which would be necessary
to make the notification provisions workable. Consequently, on July
26, 1056, the Committee reported out H.R. 9424 with still another
amendment of these provisions. As amended, the bill would have
required notification of stock or asset acquisitions when either the
acquiring or the acquired company was engaged in interstate com-
merce, if the combined capital structure of the two corporations ex-
ceeded $10 million, and if the stock acquired amounted to 15% or
more of the woting stock or if the assets acquired were in excess of
$1 million. Additionally, the bill contained a provision directing the
Department of Justice and the Federal Trade Commission to prepare
within 120 days a list of transactions to be exempted from these no-
tification requirements.

In this form the bill had the disadvantage of leaving the decision
as to exempt transactions to the future determination of executive
agencies. On the other hand the bill had some advantages. One such
advantage was that in the case of stocks it applied only to acquisitions
of voting stock, and then only if the stock acquired amounted to
15% or more. Another advantage was that in the case of assets,
there was reason to believe that the Department of Justice and the
Federal Trade Commission would be willing to grant exemptions at
least as broad as those they had suggested during the hearings for
inclusion in the legislation.

On the last day of the 84th Congress, Senator O’Mahoney unsuc-
cessfully attempted to secure Senate consideration of H.R. 9424, and
the bill died with the adjournment of Congress. It seems apparent
that the bill failed because it came before the Senate so late in the
session, and also because of various controversial last minute com-
mittee amendments unrelated to the notification provisions. Both
Senator O’Mahoney, Chairman of the Antitrust Subcommittee of the
Senate Judiciary Committee during the last Congress, and Con-
gressman Celler, Chairman of the House Judiciary Committee, have
announced that in the next Congress they will again attempt to secure
the enactment of some type of pre-acquisition notification legislation.
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Antitrust—Miscellaneous

There was no action on the legislation to require the registration
of foreign companies doing business in the United States. Likewise,
earlier legislation (82nd Congress) which would have prohibited any
person from simultaneously being an officer, director or employee of
more than one corporation in interstate commerce having capital,
surplus and individual profits aggregating more than $60,000,000 was
not reintroduced.

Union Welfare Funds

During December 1955, the Subcommittee on Welfare and Pen-
sion Funds of the Senate Committee on Labor and Public Welfare,
under the Chairmanship of Senator Douglas, concluded its hearings.
Thereafter, the Subcommittee on April 6, 1956 submitted its final re-
port and with the report, the Subcommittee’s staff authorization and
appropriation expired.

In the conclusion of the report it was stated that lack of standards
and the inadequacies of State and Federal laws have permitted opera-
tions of these programs in such manner as to give rise to abuses, prob-
lems, weaknesses and unsound practices which could jeopardize the
system and provide insufficient protection to the beneficiaries. The
report was critical of certain insurance practices including high com-
missions, excessive administrative fees, high retentions, unequal treat-
ment of policyholders, activities of unscrupulous agents and brokers,
including premium embezzlement—mostly as a result of inadequate
control and nondisclosure to the interested parties.

The report was critical of state supervision over insurance prac-
tices in this area. It was also asserted that the insurance industry
which has prided itself on high voluntary standards has not yet
adopted a code of ethics to deter wrongdoing among its members in
this area.

The report recommended the enactment of a federal disclosure law
—such law to require registration of all types of welfare and pen-
sion plans covering 25 or more employees. Annual reporting would
be required for all plans having more than 100 employees; such
reporting could as a matter of discretion be required of plans cover-
ing 25-100 employees. The annual report should include a detailed
financial report including, in the case of insured plans, “premium rate
and total premium charges as well as the number of persons cov-
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ered; total claims, dividends, commissions, fees, and retentions; the
names and addresses of brokers or agents, or others to whom com-
missions and fees were paid; the amount paid to each—and the serv-
ices rendered for this compensation.” The report favored the Securi-
ties and Exchange Commission as the administering agency.

The House Committee on IEducation and Labor did not hold hear-
ings during the 1956 session. There is a possibility of a year end
summary report by that Committee which could be used as the base
for further action next session.

Two bills were introduced in the Senate during the past year.
The first was the Administration’s bill, S. 3051, and the second was
S. 3873 embodying the foregoing recommendations of the Subcom-
mittee. S. 3051 would require registration and annual reporting with
the Secretary of Labor on any “welfare or benefit plan”. Such re-
porting would be in a form to be prescribed by the Secretary who
would be empowered to exempt any class or type of plans if he
finds reporting by those plans is not required to effectuate the pur-
pose of the bill. There are also provisions relating to the use of the
information reported.

On the House side, two bills, H.R. 9976 and H.R. 10124 were in-
troduced along the lines of the Administration bill. They do, how-
ever, make some changes in the sections dealing with “access to in-
formation filed with the Secretary.” These changes go to making
certain disclosures mandatory rather than permissive. A third bill
H.R. 11581 is substantially the same as S. 3873. One interesting dif-
ference, however, is the naming of the Labor Department rather than
SEC as the administering agency.

No legislative hearings were held on any of the foregoing bills.
This was doubtless due in part to the fact that Senator Douglas,
who was Chairman of both the Special Subcommittee as well as of
the Labor Subcommittee, transferred from the Senate Committee on
Labor and Public Welfare to the Senate Finance Committee.

During the year, the LIAA-ALC principles on this subject were
revised in light of these developments. With respect to disclosure,
Point 2 of the statement of principles now reads as follows:

“Any federal legislation in this field should be limited to provi-
sions for disclosure of the facts relating to the financial opera-
tions of funds, supplemented by additional provisions for dis-
closure of insurance commissions and fees paid in connection
with policies issued to such funds.”
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The Joint Legislative Committee also adopted the position that the
Department of Labor would be an appropriate disclosure agency if
disclosure is limited to the type of case described in Point 2 above.
If not so limited the most appropriate agency would be the Treasury
Department with HEW a second choice,

The Republican platform contains the following plank: “Protect
by law the assets of employee welfare and benefit plans so that
workers who are the beneficiaries can be assured of their rightful
benefits.” The Demaocratic platform contains no plank on this point.

Military Life Insurance Solicitation

On December 15, 1955, following the announcement of the recom-
mendations of the Special Investigations Subcommittee of the House
Committee on Armed Services and following conferences called by
the Department of Defense, the Department issued its world-wide
directive on life insurance solicitation on military installations. This
directive was implemented shortly thereafter by interim regulations
of the several services looking forward to the eventual revision and
issuance of permanent regulations, last revised late in 1953. The
Navy has since on April 23, 1956, issued its permanent regulations.

Beginning with the issuance of the DOD directive on this subject,
there have been a series of discussions with Department officials look-
ing toward certain necessary changes in the directive as well as the
sound implementation and administration of the directive by the
three services. These discussions have included the Department’s
Life Insurance Board, charged with administering the directive, as
well as the Assistant Secretary of Defense in Charge of Manpower
and Personnel.

The conferences have been conducted with the overall objective
of supporting the effective regulation of life insurance solicitation
among military personnel without discouraging the proper function-
ing of companies and agents in their efforts to meet the life insur-
ance needs of members of the Armed Services. It has been felt that
the general tone as well as certain provisions of the directive and the
temporary service regulations are inconsistent with that objective.

Numerous suggestions have been made for changes in the direc-
tive and implementing regulations. It was apparent that the De-
fense Department did not want to make changes in the basic direc-
tive if it could possibly be avoided. The single exception to this was
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the elimination of the requirement requiring service personnel initiat-
ing allotments to record the policy number on the allotment request.
This was rescinded on July 17, 1956, Alternatively it was hoped that
necessary changes could be embodied in the service regulations or
else be achieved through sensible implementation and administration
of such regulations. We were assured that the Department recognizes
the importance of a sound insurance program to the individual and
that they are trying to protect the allotment system without undue
or arbitrary interference with orderly life insurance solicitation on
military installations.

We have been hopeful that the permanent Army and Air Force
regulations would be issued before now and we are currently antici-
pating issuance by the first of the year. Until these regulations are
issued, it will be difficult fully to evaluate the results of our efforts.

The Institute of Life Insurance has prepared a popular booklet
entitled “Buying Life Insurance” which has been distributed as a
guide for members of the Armed Forces. The Institute is presently
cooperating in the preparation of a “Handbook of Life Insurance”
for distribution to officers of the Armed Forces who serve as insur-
ance advisors.

INVESTMENTS

Housing and Mortgage Lending

Housing Legislation: Throughout the fall of 1955 and the early
part of 1956, the Housing Subcommittees of both the House and
Senate Committees on Banking and Currency conducted various hear-
ings and studies and submitted reports embodying their findings. The
House Committee on Veterans Affairs and the Senate Committee on
Labor and Public Welfare also engaged in similar activity with
respect to veterans housing.

This activity formed the background for the introduction and con-
sideration of the Housing Act of 1956. On March 28, a panel of
LIAA-ALC witnesses testified before the Senate Banking and Cur-
rency Subcommittee. Opposition was presented to (1) 40-year
amortization for relocation loans, (2) “Range of Market Prices” pro-
vision in FNMA, (3) removal of the $15,000 limit under FNMA
secondary market operations, and (4) reduction of FNMA stock
purchase requirements.

Similar testimony was offered before the House Banking and
Currency Committee. In addition to the points outlined above, oppo-
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sition was also offered to certain new features in the House version
of the bill. These features were (1) advance commitment authority
for FNMA, (2) par purchase under FNMA special assistance
provisions, (3) use of NSLI reserve funds for VA loans, (4)
loan to value ratio increase from 80% to go% under Title I rental
housing insurance, (5) preference was expressed for certain provi-
sions relating to relocation housing and housing for the elderly con-
tained in an Administration bill over those contained in the Com-
mittee bill.

Thereafter the parliamentary situation became extremely compli-
cated by opposition to the public housing provisions of the bill. This
opposition developed in the House Rules Committee and resulted in
a substitute bill which was passed by the House. It was not until
the final night of the session that Senate and House differences were
reconciled and a conference bill agreed upon. The bill was signed
into law on August 7, 1956 as P.L. 1020.

Following is the outcome on the most important points under the
bill as finally enacted. More detail on these points is contained in
Joint LIAA-ALC Investment Bulletin 275, dated August 6, 1956:

1. The proposal to use NSLI reserves for VA loans was de-
feated.

2. The FNMA stock purchase requirement was reduced from
3% to 2% or a greater or lesser figure but not less than 1%.

3. FNMA is authorized to make advance commitments at prices
to facilitate advance planning without over-utilization.

4. FNMA is required to make special assistance purchases at
99%, the current figure set in April 21, 1956.

5. The $15,000 FNMA secondary market purchase limit was
retained except in Alaska, Guam, Hawaii and on certain mili-
tary loans.

6. FNMA is permitted to purchase within the range of market
prices instead of at the market price as heretofore required.

Throughout the year, LIAA-ALC witnesses have emphasized the
inflationary effects of liberalizing existing Government programs or
instituting direct Government lending which lead eventually to Gov-
ernment borrowing. They have pointed out how a fixed interest rate
on VA and FHA mortgages, in the presence of heavy capital demand
such as we presently have, produces droughts in the availability of
private mortgage funds for Government insured and guaranteed lend-
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ing. It has been urged that realistic interest rates, coupled with in-
creased savings and a stabilized dollar will, in the long run, provide
the greatest measure of reasonably priced housing as well as other
related benefits to our economy. The life insurance business is find-
ing an increasing support in these views among the realtors, builders,
mortgage bankers and other institutional lenders.

The debate over tight money and Government monetary policies
continues hot and heavy. The most immediate result of this interest
is the hearing which was scheduled to open December 10th under
Congressman Wright Patman as Chairman of the Stabilization Sub-
committee of the Joint Committee on the Economic Report. It can
be expected that with the new session additional Congressional in-
terest will quickly manifest itself. It will be recalled that the House
Subcommittee on Housing has expressed its interest in attracting
welfare and pension funds into financing home mortgages. As would
be expected, the platforms of both political parties dealt extensively
with Government monetary policy and debt management.

Voluntary Home Mortgage Credit Program: This program con-
tinues to be supported by the life insurance companies and has gone
far toward meeting its objective of making private mortgage funds
available for purchase of Government-insured and guaranteed mort-
gages in small communities, remote areas and for minority groups.

From its inception through August of this year 20,895 loans have
been placed totaling $183,125,745. Currently, 619% of VHMCP
applications originate from the VA direct loan program. The pro-
gram has an overall placement ratio of 43.9%.

In addition to loans placed, VHHMCP has been valuable in stimulat-
ing the companies to expand their lending facilities into areas not
covered heretofore. It has also served to provide the business with a
ready liaison with Government officials and other segments of pri-
vate industry having a common interest in the nation’s housing. The
program is presently scheduled to expire in June, 1957 and its con-
tinuation or termination will undoubtedly give rise to considerable
discussion.

Veterans’ Administration Guaranteed and Direct Loan Programs:
The whole VA loan program is under almost constant study by the
House Committee on Veterans’ Affairs. For example, hearings were
held by the Committee on November 26 to review the program’s
operation. The loan guarantee program was extended from its sched-
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uled termination date of July 27, 1957 to July 25, 1958 by P. L. 898
—84th Congress. The law also provides that if an application is
received prior to the termination date, it has until July 25, 1959 to
be processed for closing and guaranty. The direct loan program was
most recently extended to June 20, 1958 by P. L. 1020—84th Con-
gress. However, the extension went only to the basic authority for
the program and did not extend the authorization for the Treasury
to make funds available past June 30, 1957 which was the date of
the last extension under P. L. 88—84th Congress. Thus, in the ab-
sence of further extension or amendments during the forthcoming
session, any loans must be made from unused funds as of that date.

Some observers feel that the Administration’s recent action in in-
creasing the FHA interest rate to 5% will prompt Congress to take
action to increase the VA statutory interest rate.

There is also the question of the ultimate disposition of the VA
loan program. It turns on gradual vs. abrupt termination. There are
those who would “phase it out” gradually probably in some relation-
ship to the length of service of each individual. Another type of leg-
islation introduced this past session would allow the program to ex-
pire but would liberalize the FHA program.

Investments—Miscellaneous

Advisory Committee Inquiry by House Government Operations
Committee: On May 24, 1956, Congressman Dawson, Chairman of
the Subcommittee on Executive and Legislative Reorganization re-
quested representation from the LIAA-ALC Joint Committee on
Economic Policy relative to activity of that Committee in consulting
with the Treasury on debt management policy. This was a part of an
overall study of the use of experts, consultants, and advisory com-
mittees by Federal agencies.

On June 7, an LIAA-ALC witness appeared to represent the Joint
Economic Policy Committee. He outlined the background of the
Joint Committee as well as the occasions on which it had met with
the Treasury Department.

The Subcommittee filed its report on July 26, 1956. The report re-
viewed the Subcommittee’s findings and made certain recommen-
dations. Among them was a recommendation for further study of
the use of advisory committees by Government agencies. There was
no criticism of the activity of our Joint Economic Policy Committee.
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I'lood Insurance Act of 1956: This Act contains a loan contract
provision which in effect is a Government guarantee of an individ-
ual’s right to obtain a loan in the event of a flood loss. The loan would
be guaranteed by the Government if made by a private lender or
alternatively would be a direct Government loan. The chief emphasis
so far has been on the insurance portion of the Act but there have
been two preliminary meetings to discuss the implementation of the
loan contract program. Government officials and representatives of
private lenders attended. The exact nature of any participation by
life insurance companies has not yet been determined.

Small Business Administration: Recently, at the request of this
agency there was a conference between agency officials and life in-
surance representatives on the problems of financing small business.
This conference was a part of SBA’s efforts to make additional
credit available to small business. There was a discussion of life in-
surance lending practices and the limitations imposed by the require-
ments of State investment laws. It was generally recognized that
short term loans to small business are unsuited to the long term in-
vestment function of the life insurance companies.

Medical Facility Loans: During the 83rd Congress, the Adminis-
tration initiated legislation to provide a program for insuring mort-
gage loans for medical facilities. This legislation was reintroduced
in slightly modified form in the 84th Congress. LIAA-ALC policy
is not in opposition to this program but does favor acquainting the
Government with possible difficulties inherent in such a program,
under the state investment laws, such as construction purpose, loan
to value ratio, etc. This legislation may well be reintroduced and
become active next session.

INSURING FEDERAL CIVILIAN AND MILITARY PFRSONNEL
Federal Employees

The Federal employees group life insurance program continues
as an example of cooperation between Government and industry
and the utilization by government of the services of private insurers.
At present, the aggregate amount of this coverage is $10 billion cov-
ering 2,050,000 employees. To date 19,647 death claims have been
paid in an amount of $95,08g,210. Also, 1,715 accidental death and
dismemberment claims have been paid in an amount of $7,715,306.
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The program for providing a Federal employee group health in-
surance program continues to be an active problem. The legislation
introduced in 1955 provided for a standard indemnity plan with op-
tions for other types of desired coverage. However, controversy
arose over this approach and an alternative was developed for insur-
ing under a major medical plan all employees insured under the Fed-
eral Employees Group Life Insurance Act. Such a plan would sup-
plement basic coverage held or obtained by these employees.

Implementing legislation was introduced in April. Under the bill,
the employees contribution would remain the same and the Govern-
ment’s contribution would double to 25 cents biweekly per $1000 of
life insurance. Above certain basic amounts, varying by salary, the
plan would reimburse 75% of medical, hospital or surgical expense
up to certain maximums ranging up to $10,000. As with the group life
program reinsurance requirements would apply under a prescribed
allocation.

Hearings were held by the House Committee on Post Office and
Civil Service on June 20, 29 and July 5. The bill was opposed by
Blue Cross, Blue Shield and the American Hospital Association.
Opposition statements asserted that it would build from the top neg-
lecting necessary basic coverage; that it would discriminate against
the service approach in favor of the indemnity approach, establishing
the latter as the preferred concept; and that it would require serious
reevaluation and possibly curtailment of existing basic plans. Repre-
sentatives of several Government employees unions, on the other
hand, endorsed the bill.

The Committee took no action on this bill and it can be antici-
pated that legislation will be reintroduced next session and that this
problem will again receive attention in Congress. During the recess,
the Civil Service Commission has been studying the feasibility and
estimated cost of a payroll deduction plan for basic coverages.
HIAA-LTAA-ATLC have cooperated in this study.

Military Dependents’ Medical Care

The year began with the introduction of a new dependents’ medical
care bill and the announcement of hearings by a House Armed Serv-
ices Subcommittee. Life insurance testimony was directed to the cost
and feasibility of an insured plan as well as the problems inherent
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in such a program. Subsequently a clean bill was reported by the
Committee and passed the House on March 2, 1956.

Hearings were held on this bill by the Senate Armed Services Com-
mittee. Again the LIAA-ALC testimony was presented along the
lines of the earlier testimony. The bill was reported out by the Sen-
ate Committee and was passed by the Senate on May 14th. A con-
ference committee met and agreed upon a version which was adopted
by both houses and the bill was signed into law on June 7, 1956 as
P.L. 560, The Dependents’ Medical Care Act.

As passed, the Act instructs the Secretary of Defense to contract
for medical care for wives and children of servicemen under such
insurance, medical service, or health plans as he deems appropriate.
The Act generally outlines the benefits to be provided subject to reg-
ulations by the Defense Department. The covered dependents may
elect to receive this care in private facilities or military facilities sub-
ject to possible administrative limitations on use of private facilities
in areas where adequate military facilities are available.

The Defense Department began immediately to implement this
program under a deadline of December 7, 1956. In this effort, it
utilized the services of a nine-member technical committee from the
insurance industry. Also, two representatives from the insurance
business were appointed to an Advisory Committee provided for in
the Act. As the program evolved, it moved away from the idea of
an insured program in the direction of a cost plus program of claims
administration. The state medical societies were requested to set up
state fee schedules for surgical and medical care and to designate
an agent for fiscal management and administration. Reportedly, 31
states, the District of Columbia and Alaska have selected Blue Shield ;
12 states and Puerto Rico have selected the state medical societies, 4
states and Hawaii are undecided and one state has selected insurance
company services.

With respect to the hospital phase of the program, the Defense
Department, following extended consideration, allocated 17 states to
insurance company handling and the balance to Blue Cross. These
states covered the central part of the country as well as three states
in the southeast. Insurance companies were circularized by the De-
fense Department and approximately 100 companies indicated a pre-
liminary interest with nearly 30 of these companies expressing an
interest in participating as prime contractor in varying degrees.
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Following a second circularization transmitting more detailed in-
formation, 15 companies indicated an interest in acting as subcon-
tractors and 13 companies indicated an interest in acting as prime
contractor. However, of the latter group only two companies, Mu-
tual Benefit of Omaha and Continental Casualty, were interested in
acting as prime contractor in all 17 of the “insurance” states. We
are informed that the prime contract has gone to Mutual Benefit of
Omabha.

Military Survivors Benefits

As of January 1956, the House-passed bill, H.R. 7089 was pend-
ing before the Senate Finance Committee. This bill embodied the
following features, all consistent with LIAA-ALC policy.

1. Full OASI coverage for military personnel on a contribu-
tory basis.

2. VA compensation to widows of $112 per month plus 12%
of base pay, with separate compensation to dependent parents
varying inversely with other income.

3. A death gratuity of 6 months base pay with a minimum of
$800 and a maximum of $3,000.

4. Termination of the existing $10,000 gratuitous indemnity, to
be compensated for by the increased VA payments.

5. Termination of the right of able-bodied veterans to obtain
five-year term life insurance upon separation.

6. Termination of the Federal Employees’ Compensation Act
benefits for reservists.

There was no action during the early part of the session but in
June the Senate Finance Committee held hearings at which time
LIAA-ALC again supported the principles embodied in the House
bill. The Committee reported out the bill with several amendments,
the most significant of which would have reopened, under certain
conditions, the sale of either permanent or term national service life
insurance and continued the right of able-bodied veterans to obtain
five-year term life insurance upon separation, a right which the
House bill had terminated. It also restored the $10,000 gratuitous
indemnity in time of war, this amount to be added on top of the VA
compensation which the House bill had substantially liberalized to
compensate for termination of the gratuitous indemnity program.

On July 2, 1956, the Senate passed the bill as reported, and be-
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cause of the conflict between the ITouse and the Senate versions, the
matter went to conference. The LIAA-ALC's position in support of
the principles in the House bill and in opposition to the amendments
adopted by the Senate was presented to both House and Senate con-
ferees. The conference committee in substance adopted the House
version, deleting all of the Senate amendments mentioned above.
The bill was signed into law as P. L. 881—84th Congress on Aug-
ust 1, 1956. In view of the foregoing developments, there was no
consideration given to the various bills which would have restored
in varying degrees the rights terminated by P. L. 23 which estab-
lished the gratuitous indemnity as a substitute for the old NSLI
program. However, it can be anticipated that liberalizing legislation
involving NSLI will be introduced and considered in future sessions.

MISCELLANEOUS
Fair Labor Standards Aci—Quiside Salesmen

Historically legislation has been introduced which would subject
the outside salesmen exemption under FLSA to a salary test or
else would eliminate it entirely. Hearings were held on FLSA cov-
erage before a Subcommittee of the Senate Committee on Labor and
Public Welfare. The LIAA-ALC policy in opposition to removal of
the exemption was presented to this Subcommittee. No bill was re-
ported and the matter will undoubtedly remain active into the next
session.

Unemployment Compensation—Life Insurance Agents

Legislation introduced during the 84th Congress specifically to re-
move the exemption for life insurance agents remained inactive dur-
ing both sessions. If introduced and active next session, this legis-
lation will be opposed pursuant to LIAA-ALC policy.

Bankruptcy—Double Liability

At the close of 1955, the staff of the Senate Judiciary Committee
was preparing a proposed favorable report on two bills (S. 1998 and
S. 1999) to amend Sections 70(a)(5) and 70(d)(5) of the Bank-
ruptcy Act to overcome the ruling in Lake v. New York Life Insur-
ance Co., et al., 218 I, 2d 394 (C. A. 4, 1955), cert. den. 349 U. S.
or7. It was expected that on the basis of this report the Judiciary
Committee would decide whether to report the bills out favorably or



A REPORT ON FEDERAL ACTIVITIES 49

to hold hearings. The bills had been introduced by former Senator
Kilgore, then Chairman of the Senate Judiciary Committee.

On January 28, 1956, representatives of the life insurance business
appeared before the National Bankruptcy Conference to explain our
position on these bills. The Conference is a voluntary organization
comprised of law professors, bankruptcy trustees and practicing
lawyers interested in the improvement of the Bankruptey law. We
had learned that the Conference was considering opposition to these
bills if they should come to hearing, on the ground that insurance
companies should be treated no more favorably than others dealing
with the bankrupt. We were unsuccessful in dissuading the Confer-
ence from this view.

Although the bills appeared on the calendar of the Senate Judiciary
Committee throughout most of the year 1956, they never came up for
vote, probably because of the death of their sponsor, Senator Kil-
gore. We decided not to seek another sponsor this year since, in
view of the shortness of time it would have been impossible in any
event to obtain favorable action before the end of the 84th Congress.

It would appear that with the beginning of the 8sth Congress we
should attempt to reintroduce this proposed legislation. If favorable
Senate action can be obtained, we might then have a better chance
of securing approval on the House side.

Bankruptcy—Farmer Debtor Relief

Last year’s report developed the evolution of this legislation and
the gradual disappearance of objectionable features characteristic
of the earlier legislation. At the opening of this session, the Senate-
passed bill was pending before the House Judiciary Committee. Hear-
ings were held in February before the Bankruptcy Subcommittee but
there was no further action on this legislation by the House Com-
mittee. No further LIAA-ALC opposition is contemplated unless
earlier objectionable features are restored to the legislation.

Soldiers and Sailors Civil Relief Act

Hearings were held by the House Armed Services Subcommittee
relating to abuses involving the Soldiers and Sailors Civil Relief Act
insurance guarantee in the sale of life insurance policies to inductees.
Legislation was introduced to lengthen the period which a policy
must have been in effect prior to the insured’s entrance into the serv-
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ice from 30 to 180 days. This was aimed at eliminating abuses by
curbing hasty and ill-considered purchases in anticipation of Gov-
ernment protection under the Act and without full appraisal of the
repayment obligations of the insured. This legislation was passed by
both the House and Senate and signed into law as P. L. 6g7.

CONCLUSION

The success of the Association’s work depends upon the work of
the members of the various industry committees and the efficient
utilization of the staffs of the several associations. During the year
1956 company representatives devoted an exceptional amount of
time to federal problems in establishing policy, preparing for hear-
ings and conferences and appearing before congressional committees
and administrative agencies. Without the services of these industry
representatives, the administration of the Association’s federal func-
tion would have been impossible.

We have also been fortunate in having the cooperation of the staffs
of the American Life Convention, the Institute of Life Insurance,

the Health Insurance Association of America and the Life Insurers
Conference. The Washington staffs of three of these associations
occupy adjoining quarters with us. A high degree of coordination
and cooperation permits the utilization of these staff facilities to
achieve a common purpose and to avoid unnecessary duplication.
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APPENDIX A

SUMMARY OF COMPANY INCOME TAX DEVELOPMENTS

The pattern of the company tax formula enacted in 1950 to cover
the tax years 1949 and 1950 was recommended by the life insurance
companies to the Treasury in a memorandum dated February 25,
1948. This formula was based on excess interest determined by
industry averaging of earnings and reserve interest requirements.

On March 28, 1949, the Joint Company Tax Committee proposed
to the Treasury as stopgap legislation a 95% frozen Secretary’s
ratio. This proposal was rejected by the Treasury at a conference
on May 4. On June 9 the Tax Committee again advanced the excess
interest averaging formula. This proposal was rejected by the Treas-
ury on June 14, 1949, as being unsatisfactory, even as a stopgap
measure.

On June 21, 1949, the Treasury proposed a 3% flat tax for the tax
years 1948 and 1949. This was rejected by the companies because it
might constitute an abandonment of the reserve interest deduction.
The Joint Company Tax Committee advised the Treasury that the
principles underlying the reserve interest deduction should be re-
tained, and that it would be unwise for the life insurance business
to accept any temporary proposals which would indicate that they
were willing to relinquish these principles. This position was con-
sistent with policy laid down by the Association’s Board and the
Convention’s Executive Committee.

On August 16, 1949, the Secretary of the Treasury advised that
he would approve a 92% Secretary’s ratio for the tax years 1948
and 1949, but only as temporary legislation. On September 16, the
companies again expressed preference for the excess interest averag-
ing formula and opposition to the Secretary’s proposal. On October
10, the Secretary reaffirmed his recommendation for a 92% Secre-
tary’s ratio, and on that same day the Chairman of the Ways and
Means Committee introduced . J. R. 371 which incorporated the
Secretary’s recommendation and applied it to tax years 1948 and
1949. On October 12, a subcommittee was appointed by the Chair-
man of the Ways and Means Committee to consider the industry ob-
jections to H. J. R. 371.

At a meeting in Chicago on October 31, 1049, to which all of the
companies of LIAA and ALC were invited, the companies voted
78 to 4 in favor of the excess interest averaging formula for the years
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1047, 1948 and 1949 as against a frozen Secretary’s ratio of 92%
for years 1948 and 1949 as incorporated in H. J. R. 371. It was
also voted that the Joint Tax Committee endeavor to have H. J. R.
371 amended to apply to tax year 1930 and also to years thereafter.
This action was communicated to the Subcommittee of the Ways
and Means Committee on November 1, 1949.

On January 24, 1950, the Ways and Means Committee reported
out H. J. R. 371 amended to include the industry recommended ex-
cess interest averaging formula and applying to the tax years 1047,
1948 and 1949. The Treasury agreed to the resolution as amended,
since it produced $93 million in revenue as compared with $9o mil-
lion under the 92% frozen ratio applicable only to the tax years
1948 and 1949. The resolution was enacted by the House on Janu-
ary 26, 1950.

The principal issue before the Senate Finance Committee was the
retroactive feature of the resolution which applied to tax years 1947,
1948 and 1949. Two companies, the Acacia and the Union Central,
advocated that the excess interest principle be applied on an individ-
ual-company basis. The Senate Iinance Committee, in reporting out
the bill, adopted the arguments against retroactivity and limited the
resolution to the tax years 1949 and 1950. Industry averaging of
excess interest was questioned by members of the Finance Commit-
tee, but the excess interest theory was not at issue.

In 1951 the House voted an extension of the 1950 formula to
cover the tax year 1951. This action followed hearings at which the
LIAA and ALC again recommended the 1950 formula as permanent
legislation. The only reservation expressed by the industry witness
was the following:

“I do not say that someone may not come up with a sim-
plified method which can be individually applied and which will
accomplish substantially the same result.”

This testimony was presented on February 28, 1951. During the
next two months dissatisfaction with the 1950 formula developed
within the business mainly because actuarial projections showed that
the formula would create too heavy a tax burden. The Company
Tax Committee then studied a number of other approaches. Com-
panies were requested to submit proposals. The Tax Committee
reviewed all the proposals received, but found that the only formula
which had strong Committee support was a flat tax on net invest-
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ment income formula, with no deduction for reserve interest require-
ments. Such a formula was then submitted to the governing bodies
which authorized the Tax Committee to recommend it to the Senate
Finance Committee.

On May 2, 1951, the Company Tax Committee advised the Chair-
man of the Ways and Means Committee that the companies had de-
veloped a simplified method and urged that the Ways and Means
Committee adopt a 614 % flat tax formula in lieu of the 1950 formula.
Acacia, in a separate letter to the Committee, opposed the 612%
plan and demanded a hearing.

Thereafter the staffs of the Association and Convention contacted
members of the Ways and Means Committee in an effort to persuade
them to adopt the 614% formula. Iowever, on June 10, 1951, the
Ways and Means Committee voted to extend the 1950 stopgap. The
rejection of the 6%%4% proposal was due mainly to the shortage of
time, which would not permit a hearing as demanded by Acacia, and
to the adverse recommendations of the Treasury and the staff of the
Joint Committee on Internal Revenue Taxation.

On June 20, 1951, the two associations held a meeting of their
members in Chicago to discuss the 624 % formula and to consider
an amendment which would provide some relief to those companies
not earning interest requirements. At the Chicago meeting such an
amendment was adopted and the companies voted 61 to 1 (Acacia
dissenting) in favor of the 614% formula with a relief provision
for companies earning less than 105% of reserve interest require-
ments.

On July 17, 1951, the two associations testified before the Senate
Finance Committee in support of the 674% formula, and recom-
mended the formula as permanent legislation. The 1950 formula
was rejected, and the following made it clear that we opposed that
formula because it would produce too burdensome a tax.

“It is already apparent that the continuation of the present
formula would develop an inordinate tax in the near future, one
which would constitute an unconscionable exaction upon policy-
holders for the mere privilege of saving their own money, and
one which might well impair the usefulness of the institution
itself as a disseminator of great social benefits.”

Following the hearings before the Senate Finance Committee many
company representatives came to Washington to discuss the 6%5%
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formula with the Senators on the Finance Committee, and we tried
to persuade the Treasury to withdraw its opposition. On August 1 5,
1951, the Treasury advised it would not oppose the 6%4% plan as a
stopgap measure, but would oppose it as permanent legislation. On
August 29, the Senate Finance Committee adopted the 614% for-
mula to apply to the tax year 1951 only. The formula was then en-
acted by the Senate and in conference the Ways and Means Commit-
tee acquiesced.

Congress, the Treasury and the staff of the Joint Committee on
Internal Revenue Taxation considered the 614% formula a one-year
stopgap measure. We, of course, hoped that Congress might later
adopt it as permanent legislation.

In 1952, the Treasury and the staff of the Joint Committee on In-
ternal Revenue Taxation did not submit a permanent formula so it
was decided to negotiate an extension and, if possible, persuade the
Congress to (1) adopt the 6%4% plan as permanent legislation, and
(2) repeal the 1942 law. The latter objective was soon dropped be-
cause we became involved in a controversy over the 6%% rate. The
Treasury and the staff of the Joint Committee contended that the
6%2% rate should be adjusted to a higher level (7%4% or 734%)
to produce revenue equal to that which would have been produced
under the 1950 formula. They charged that the shift in 1951 did
not contemplate the use of the 614% rate for future years. We, on
the other hand, argued that the 614% rate was adopted to prevent
the upward movement of the tax rate produced by the averaging
method of the 1950 law. The negotiations at that time were quite
difficult. It was contended that the Treasury would not have agreed
to the 612 % plan had it known that we planned to maintain the 6142 %
rate for future years.

Action on our request for extension of the 614% formula to cover
tax year 1952 was delayed due to Treasury’s failure to submit a
formal statement of its position. Late in the session, it appeared
that the Treasury was withholding its report in the hope that the
extension bill would die in Committee, in which case the 1942 law
would have applied. The Chairman of the Ways and Means Com-
mittee, being apprised of the delay, called a meeting of his Commit-
tee on June 25, 1952, and ordered the Treasury to come in with its
report, signed or unsigned. At that meeting, the 614% plan exten-
sion was reported out over Treasury objection. The bill was enacted
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on June 27, 1952, by the House, and on June 28, 1952, by the Sen-
ate, without referral to the Senate Finance Committee. The bill was
actually signed by the President after adjournment.

The industry again requested extension of the 6% % formula for
the tax year 1953. Due to legislative difficulties an extension bill
was not introduced until July 21, near the end of the session. This
delay was due in part to Treasury opposition to the 6%4% rate and
in part to a log jam of other legislation. The House promptly passed
the extension bill, and it was favorably reported by the Senate Fi-
nance Committee on July 28. It came before the Senate on July 30
as an item on the Senate consent calendar and at that time Senator
Paul Douglas of Illinois objected and the bill was not enacted. After
considerable staff work, Senator Douglas was persuaded to withdraw
his objection whereupon the bill was acted upon the evening of Aug-
ust 3 a few hours before adjournment.

The 614 % formula was extended again to cover tax year I954.
At the time the extension was acted upon the Ways and Means Com-
mittee, under the chairmanship of Republican Dan Reed, appointed
a subcommittee to bring in a recommendation for permanent legisla-
tion. This subcommittee was under the chairmanship of Congress-
man Tom Curtis of Missouri; Congressman Mills was the ranking
Democrat on the Subcommittee. The Subcommittee made studies
during the fall of 1954, held formal hearings in December of that
year and reported to the Ways and Means Committee in January
of 1955.

During the fall of 1954, LIAA, ALC and LIC proposed a new
formula to the Curtis Subcommittee. This formula had been ap-
proved at a special meeting of member companies of the ALC held
in Chicago on July 14. It also had the approval of the governing
bodies of LIAA, ALC and LIC. The proposed formula was in
three parts. Part I provided for taxing 25% of policyholder divi-
dends at regular corporate rates. Part II provided for taxing cash di-
vidends to stockholders at regular corporate rates. Part III pro-
vided for taxing 15% of net investment income allocable to business
other than annuities, interest settlement options, pension trusts and
dividend deposits at regular corporate rates. Companies would pay
the largest of the taxes produced by these three bases. However,
this proposal was abandoned before the formal hearings in Decem-
ber due to industry opposition to Parts I and II.
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At the hearings in December 1954 the LIAA and ALC again rec-
ommended the 624% formula. The Association and Convention also
took the position that the 614% rate was high, considering the nature
of our business. Excess interest was firmly abandoned as a measure
of taxable income but not as a factor to be considered. The follow-
ing testimony is in point:

“In developing the permanent tax formula it is important to
distinguish between free investment income as a measure of

taxable income and the necessity for taking into account interest
required to meet policy obligations.”

The 612% formula was not offered as an adaptation of the excess
interest theory, but as a “pragmatic solution” with “several virtues”.
At the same hearing, arguments were advanced for allowing deduc-
tions from net investment income in the case of pension and annuity
reserves.

The Republicans lost control of the House in the 1954 election and
as a result in January of 1955 Congressman Mills was appointed
Chairman of the Subcommittee. During the spring of 1955 the Ways
and Means Committee reported and the House passed the Mills-
Curtis plan which grew out of the report of the Curtis Subcommit-
tee. The bill, as finally introduced, appeared to be satisfactory to
the Association’s membership. It contained the following basic pro-
VIS10ns :

(1) The flat rate method was changed to one in which net invest-
ment income, after an 85% deduction, was taxed at the regu-
lar corporate rate.

(2) Higher deductions were allowed for investment income on
pensions, annuities and settlement options.

(3) The 85% intercorporate dividend was eliminated over the
Company Tax Committee’s objection.

(4) Accident and health insurance was taxed under the formula
applicable to mutual casualty companies.

(5) The resulting rate on net investment income was 7.8%, an
increase over the 614 % plan of 1.3%.

This approach preserved the deduction for reserve interest, and
fixed it at a flat 85% for all companies. The Ways and Means Com-
mittee report uses this language to explain the 85% deduction:
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“The bill provides a deduction of 85 per cent of the net in-
vestment income allocable to the regular life insurance business.
The stopgap tax imposed on life insurance companies from
1051 to 1954 was equivalent to regular corporate rates applied
to net investment income after an 875 per cent deduction. On
the basis of reserves, presently stated on the company books,
the industry currently needs less than 85 per cent of its net in-
vestment income to fulfill policy obligations. This smaller cur-
rent interest requirement is due in part to the fact that in
recent years the companies have transferred considerable
amounts of surplus to reserves in a process known as reserve
strengthening. While this does reduce the current need for in-
terest additions to reserves, it does not appear desirable that tax
liability should depend on pure bookkeeping changes. Moreover,
the ratio of interest requirements to current interest earnings
will vary considerably over time because of the slow adjustment
of reserve interest patterns to changing interest rates. It also
does not appear desirable that tax liability should depend on
these year-to-year variations in the reserve interest picture.”

In its report to the Ways and Means Committee, the Mills Sub-
committee analyzed the following proposals for taxing life insurance
companies: (I) company-by-company basis; (2) average-rate basis;
(3) the industry-ratio basis; (4) gross investment income approach ;
(5) total income approach; (6) distributed income as the tax base;
and (7) the policyholder as a basis for taxing mutual life insurance
companies. Arguments in favor of and against each of these ap-
proaches were carefully reviewed in the Subcommittee’s report. The
Mills-Curtis plan reported by the Ways and Means was based on an
adaptation of (4) the “gross investment income approach.”

In the case of some companies the higher rate under the Mills-
Curtis plan was partially offset by the deductions for pensions, an-
nuities, options, etc. Most stock company members of LIAA and
ALC were satisfied. However, a number of companies were not
greatly benefited by the deductions. Others were hurt by the loss
of the 85% intercorporate dividend credit.

A group of small stock companies objected to the 7.8% rate,
mainly because they thought that the bill favored large companies.
This group, The National Association of Life Companies, with
headquarters in Atlanta, Georgia, openly opposed the deduc-
tion provisions for pensions, etc., before the Senate Finance Com-
mittee. They were quite effective and succeeded in knocking out the
special deduction features. They also obtained a higher deduction
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(8734 %) on the first million dollars of taxable investment income.
A few mutual companies supported this movement. They received
no direct benefit but contended that companies qualifying for sub-
stantial deductions would enjoy a competitive advantage.

Dissatisfaction with the Mills-Curtis plan developed after the de-
ductions for pensions, annuities, and options were lost. It should be
noted, however, that this loss was not occasioned by the action of the
Treasury or by the Congress, although the Senate Finance Commit-
tee deleted these deductions from the bill after hearing the objec-
tions.

The deductions for pensions, annuities, options, etc., were grafted
on the Mills-Curtis plan to remove an inequity. The removal of the
inequity did lower the tax rate in the case of a number of companies,
but many companies received relatively small relief. These deduc-
tions provisions were not basic to the Mills-Curtis formula. They
were adopted because insured pension plans were treated unfavor-
ably as compared with trusteed pension plans.

There is a general misunderstanding that the deductions were
adopted to offset the increase in rate from 6% to 7.8%. Those
who negotiated the Mills-Curtis plan, under Tax Committee direc-
tives, know that the rate came first, was settled, and later the deduc-
tions were adopted. Actually the rate was set by the Mills Subcom-
mittee. They were unwilling to recommend the 6%9% plan and
thought that the rate under the 19350 formula was too high. Con-
gressman Mills believed that Congressional approval could not be
obtained without some recognition of the Treasury’s advocacy of
the 1950 formula.

For five years the industry has been in an uphill fight to (1)
avoid a tax equivalent to the unsound 19350 formula, (2) defeat the
individual company approach advocated by Acacia, and (3) avoid
the Treasury’s total income proposal. These threats are still present.
Had the 1950 formula been continued on a stopgap basis, our posi-
tion would be critical. For the tax year 1951 through 1956, the 1050
formula rate would have been approximately 7.6% 1952, 9.5%
1953, 11.0% 1954, 12.7% 1955, and 14.3% 1956. Under the 1950
law, the reserve interest deduction would be approximately 73% for
1956 as compared with 85% in the extension recently enacted.

In passing the extension bill for the tax year 1955, both Commit-
tees of Congress recognized the Mills-Curtis plan as “improvement
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over previous temporary formulas”. Mr. Cooper, the Chairman of
the Ways and Means Committee, said that the Mills-Curtis plan as
it passed the House in 1955 contained “the framework on which to
base a permanent plan of taxation”. At no time in the past has either
the House or the Senate referred to any of the several enactments
since 1942 as holding any promise of a permanent plan. Note also
that Mr. Reed, the minority leader of the Ways and Means Commit-
tee, praised Mills and Curtis for their tremendous contribution, and
stated that the House bill passed in 1955 provided for a permanent
change in the method of taxing the income of life insurance com-
panies.

The reports of the House and Senate committees also made it clear
that the burden is now on the Department of the Treasury to submit
its proposal. Prior to the Mills-Curtis plan, the Ways and Means
Committee seemed to place the burden on the insurance companies
to suggest permanent legislation. We were blamed for the absence
of permanent law. This burden has now shifted to the Treasury.
For years they have contended that they could work out a plan to tax
companies on a total income basis. At no time have they presented
a workable plan. We are now in a position where the House at least
thinks that the Mills-Curtis plan is a sound basis for permanent legis-
lation. They are insisting that the Treasury produce its plan. Tax
legislation initiates in the House, and unless the Treasury can come
up with a plan that satisfies the Ways and Means Committee, it is
unlikely that they will shift from the Mills-Curtis plan within the
near future. But this does not mean that a Treasury proposal based
on total income will not be carefully considered by Congress. Con-
gressional attitude at this time seems to favor consideration of the
total income approach, but there is a general feeling that it is not
workable. There is also some support for the 1950 formula in the
Senate Finance Committee, in the Treasury and the staff of the
Joint Committee.
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APPENDIX B

REGULATIONS UNDER THE 1954 REVENUE CODE
(A) Withholding of Employees’ Sick Pay.

After numerous appearances, memoranda, and staff conferences,
the regulations were issued on December 29, 1955, embodying the
recommendations for the life insurance business that neither with-
holding nor record keeping is necessary for employers or insurance
companies relative to insured sick pay. The employee himself would,
of course, be responsible for determining the portion of his own
salary or other compensation which was to be excluded from his
gross income,

(B) Substantive Provisions with Respect to $100 Per Week Ex-
clusion for Health Insurance and Sick Pay.

The proposed regulations covering substantive provisions with
respect to sick pay and health insurance proceeds would have de-
fined a wage continuation plan entitling emplayee to the $100 per
week exclusion, as a plan under which amounts are paid to em-
ployees for temporary periods of absence from work. The life in-
surance business pointed out in both written and oral statements
that this language might penalize some employees who were receiv-
ing benefits under total and permanent disability provisions of in-
surance policies even though, in fact, their absence from work was
not permanent. These efforts were successful. Under the regula-
tions as finally published, there is no reference to temporary as dis-
tinguished from permanent absences. In addition, pension regula-
tions make it clear that sick pay out of pension plans, up to retire-
ment age, may be qualified for the $100 per week exemption.

(C) Annuity Regulations.

The first set of regulations made final under the Code of 1954
contained tables and rules for determining tax under the new annuity
tax section. These regulations were only temporary, however, and
detailed regulations on this subject were published on January 19,
1956. Many provisions reflected recommendations previously made
by the life insurance associations. However, further recommenda-
tions were necessary on fourteen points. Thirteen of these recom-
mendations were adopted in whole or in part. Among these was
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new and explicit language governing the taxation of period certain
annuities, under which payments are to continue until the guaranteed
sum plus interest are exhausted, a new rule for treatment of an an-
nuity when there is a partial withdrawal of anticipated amounts, and
provision that variable annuities and ordinary annuities are to be
treated alike with respect to refunds. Also, requested changes were
made to the provision of the proposed regulations that tax free ex-
changes of insurance polices would be limited to those exchanges
in which the insured is himself a party.

(D) Pension Regulations.

The final pension regulations which were published in September
also contained a number of changes recommended by the life insur-
ance business. However, the Internal Revenue Service did not act
favorably on the request made by the associations, that the old rule
with respect to treatment of individual life insurance policies dis-
tributed to employees under a qualified trust be continued. Under
the old rule when such a contract was distributed only the amount
which could be used to provide continued paid-up life insurance pro-
tection was immediately includable in income, the remainder being
deferred until received. The new rule provided by the regulations
would include the entire amount of the cash value in the income of
the employee on distribution unless within sixty days the employee
elected to receive a pure annuity without life insurance protection.
Although the insurance business was not successful in obtaining its
principal objective, the effects of the rule as first proposed are allevia-
ted by the provisions as set forth in the final regulations that if the
policy is a part of a total distribution in one year then the cash value
is to be taxed only at capital gains rates. Further, the new provi-
sions were to take effect only some thirty days after the publication
of the final regulations.

Once the contract is distributed the entire death proceeds are
thereafter tax free under section 101(a), not, as under the old rule,
only up to the amount of the risk portion.

(E) Estate Tax Regulations.

Shortly after the enactment of the Code of 1954, misunderstanding
arose with respect to the meaning of the term “reversionary interest”
in the new section 2042. It was suggested that the term might in-
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clude the possibility of inheritance of a life insurance policy. The
Association and Convention requested even prior to the issuance of
proposed regulations that when the proposed regulations were issued
they contain an express statement to the effect that the term “re-
versionary interest” does not include the mere possibility of in-
heritance. In addition, it was requested that the regulations state
that if one other than the insured had a power of appointment over
the policy which could be exercised exclusive of the insured, then
the value of the reversionary interest would be less than 5% and
therefore subject to the de minimis rule of the statute. These two
items were included in the proposed regulations substantially as rec-
ommended.

Other areas, however, required further attention and the life in-
surance business filed a statement containing three major proposals
for change. They are: (1) use the same valuation tables for all an-
nuities, whether insured or not; (2) adopt the income tax rule with
respect to proceeds of life insurance policies held by qualified trusts,
so that the cash value would be regarded as an annuity and subject
thereby to the exemption for employer contributions; and (3) clarify
the status of stock and other business interests covered by buy-sell
agreements. The statement was filed on November 30, 1956, and on
December 10, 1956, oral statements were made at a hearing before
Treasury officials.

(F) Treatment of Expenses of Debit Salesmen.

Regulations under section 62 of the Internal Revenue Code grant-
ing for the first time to outside salesmen the right to deduct their
business expenses in computing gross income were issued shortly
before the end of the year. In the light of prior indications from
the Internal Revenue Service that the Service would not regard
weekly or monthly premium debit salesmen as outside salesmen, the
two associations felt that it was necessary to make further elahbora-
tion in the regulations. A statement to this effect was furnished to
the Commissioner of Internal Revenue and more complete state-
ments will be made subsequently prior to the time for oral hearing
on this subject.

TAX RULINGS

LIAA and ALC have this year participated in the preparation
and presentation of three requesls for ruling at the Internal Revenue
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Service. The subjects were: (1) liberalization of the rule that dis-
qualifies a profit-sharing plan under which 50% or more of the ag-
gregate contributions, taking all prior years into consideration, has
been devoted to the payment of premiums on ordinary life insurance
policies; (2) recognition of a qualified annuity plan prior to formal
delivery of the executed annuity contract, provided all essentials are
agreed to, an irrevocable payment is made, and the contract is to be
delivered within 3}% months after the close of the year; and (3)
modification of Revenue Ruling 55-186, which held that a plan would
be disqualified unless all benefits were to vest upon suspension of
employer contributions to the plan. This would have had an adverse
effect on group annuity contracts which remain in force despite sus-
pension of premiums for a limited period, thus allowing employers
some leeway for difficult years. The latter request, in which there
were several participants, was granted by Revenue Ruling 56-596,
restricting the vesting requirement, in large measure, to profit-shar-
ing plans. Substantial agreement was also obtained orally in confer-
ence with Service personnel upon the matter of recognizing an an-
nuity plan prior to date of execution of the contract, but this under-
standing has not yet been put in writing by the Service. Conferences
and studies with respect to ordinary life insurance in profit-sharing
plans were continuing at year-end.

AGENTS UNDER 0QASI

Statements had been previously obtained by the Association and
Convention from the Internal Revenue Service and Bureau of QOASI
with respect to the treatment of renewal commissions in those cases
in which the agent is a full-time life insurance salesman up until
he enters benefit status and thereafter changes to part-time or retired
status (see Joint General Bulletin No. 644). In view of the large
number of agents who at the time they enter benefit status retain their
standing as full-time life insurance salesmen, conferences were held
with officials of OASI to ascertain the status of renewal commis-
sions paid after a full-time life insurance salesman has entered bene-
fit status. The answer furnished by the Bureau and published by
the Association and Convention to all members (see Joint General
Bulletin No. 722) is that renewal commissions of a full-time agent
are treated for the earnings test as though they were all paid at the
time of the sale of the life insurance policy. If at a later date it is
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demonstrated that not all anticipated renewals are received, then a
retroactive adjustment will be necessary, and if benefits have been
denied, a claim may be made for these benefits.

Meanwhile, a new question relative to the definition of “full-time
life insurance salesman” under the Social Security Act has arisen
with respect to pension plans. Under the Act, which controls both
Social Security benefits and qualification for treatment as an em-
ployee for pension purposes under the Internal Revenue Code, a
life insurance salesman is an employee only if he does not have
substantial investment in facilitics. Question has been raised in some
instances as to what constitutes a substantial investinent. First steps
have been taken toward finding the answer and additional work on
this point will be needed during the new year.
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1956 RECORD OF LIFE INSURANCE INVESTMENTS

By James J. O'LEArY

Director of Investment Research

Life Insurance Association of America

ASSETS AND INVESTMENTS IN 1956

This has been a year in which a record level of business activity
has prevailed in most segments of the economy. Gross national prod-
uct has risen to over $400 billion, and business plant and equipment
expenditures are currently running at a record rate of $38 billion.
It is hardly surprising, therefore, that the life insurance companies
have experienced a heavy demand for funds with interest rates much
firmer than in 1955. Once again, in a pattern that has become char-
acteristic during the postwar period, the demand for life company
funds has been largely concentrated in the private economy. Mort-
gages, corporate securities, and other investments of a non-govern-
mental character are expected to account for 88.6 percent of the
assets of all United States life companies, the highest proportion
since 1933.

The assets of all U. S. life companies as of December 31, 1956 are
estimated at $96.25 billion, an increase of $5.8 billion during the
vear. Holdings of public utility bonds are estimated at $14.5 billion,
and railroad bonds, including equipment trust obligations, will ap-
proximate $3.9 billion. Industrial and miscellaneous bonds are ex-
pected to total $19.9 billion, and account for 20.7 percent of assets.
The high level of residential construction that has prevailed this year,
despite some decline as compared with 1955, has led to another large
increase in the holdings of mortgages by life insurance companies.
Present indications are that by the end of the year the life companies
will hold nearly $33.1 billion of mortgages, of which residential loans
will account for a substantial proportion. Figures for the first ten
months of 1956 indicate that additions to holdings of FHA and VA
mortgages will exceed even the great increase of 1955, and the same
is true of conventional residential mortgages. Real estate holdings
should amount to nearly $2.9 billion.

Holdings of U. S. Governments are estimated at $7.6 billion as of
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INVESTMENTS, BY CLASSES, 1953-1956
ALL UNITED STATES LEGAL RESERVE LIFE INSURANCE COMPANIES
(millions of dollars)

TapLE 1

Estimated
December 31, 1953 December 31, 1954 December 31,1955 December 31, 1956
Amount % of Amount % of Amount % of Amount % of
Qutstanding Total Quistanding Total Qutstanding Total Qutstanding Total
$ 9,829 12.5 $ 9,070 10.7 $ 8,576 9.5 $ 7,600 7.9
1,208 1.7 1,846 22 2,038 2.3 2,250 2.3
1,254 1.6 1,155 1.4 1,025 1.1 1,050 b
24 0 29 .0 43 i 50 i1
12,405 15.8 12,100 14.3 11,682 13.0 10,950 114
3,643 4.7 3,757 4.5 3912 4.3 3,900 4.0
12,827 16.3 13,511 16.0 13,968 15.4 14,500 15.1
15,527 19.7 16,926 20.0 18,179 20.1 19,900 20.7
44,402 56.5 46,204 54.8 47,741 52.8 49,250 51.2
136 2 162 2 150 2 150 2
047 1.2 1,248 1.5 1,393 1.5 1,400 14
1,490 1.9 1,858 22 2,090 23 2,100 22
2,573 3.3 3,268 3.9 3,633 4.0 3,650 38
1,886 2.4 2,048 24 2,273 2:5 2,500 26
21,436 27.3 23,928 28.3 27,172 30.1 30,600 31.8
23,322 29.7 25,976 30.7 29,445 32.6 33,100 34.4
2,020 2.6 2,298 2.7 2,581 29 2,850 3.0
2,914 3.7 3,127 3.7 3,290 3.6 3,500 3.6
1,215 Tu5 1,240 1.5 1,265 14 1,200 1.2
2,087 2.7 2,283 27 2477 27 2,700 28
78,533 100.0 84,486 100.0 90,432 100.0 96,250 100.0

** Includes all political subdivisions.
Source: Institute of Life Insurance and Life Insurance Association of America,
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the end of the year, about $1 billion less than a year ago. Holdings
of stock, including both preferred and common stocks, are estimated
at $3.7 billion. Policy loans are estimated at $3.5 billion and miscel-
laneous assets at $3.9 billion.

It is interesting at this time to consider the changes in life in-
surance investments that have occurred in the period since the end of
World War II. In 1945 nearly 46 percent of the assets of all U. S.
companies were invested in the securities of the United States Gov-
ernment. Mortgages constituted only 14.8 percent of assets, the low-
est proportion prevailing in any year for which industry-wide sta-
tistics are available. Corporate bonds accounted for only 22.5 percent
of assets.

In contrast with these proportions in 1945, U. S. Governments will
account for less than & percent of the assets of all U. S. companies at
the end of this year, whereas mortgages will account for 34 percent,
and corporate bonds for nearly 40 percent. Stocks, which only a few
years ago many thought the life companies would buy for lack of an
adequate volume of bonds and debentures, will comprise less than 4
percent of assets.

Incidental to these modifications in the pattern of life company in-
vestments throughout the economy, it is interesting to note that signi-
ficant changes have occurred in the structure of the capital market it-
self. In the bond market direct negotiation of terms between bor-
rower and lender has become increasingly important. Mortgage
lending also has undergone substantial change since the end of the
war. The development of FHA-insured and VA mortgages, which
are negotiable and have broad secondary markets, has been of major
significance to the construction and housing industry. With an FHA
or VA commitment in hand, builders can assure themselves of insti-
tutional mortgage financing at high loan-to-value ratios for large-
scale projects involving hundreds of homes, complete with streets
and shopping centers. They can close loans with prospective home-
owners knowing that the mortgages will be taken up by a life in-
surance company or other institutional lender in accordance with
arrangements previously made. In 1945 virtually no VA’s were held
by U. 5. life companies, and FHA holdings amounted to only $1.4
billion. By December 31, it is estimated that FHA and VA holdings
combined will approximate $14.3 billion, or an increase of $1.7 bil-
lion during 1956.
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The wide scope of life company investing in recent years is evi-
dence that life company funds flow into those segments of the econ-
omy where capital requirements are most urgent. Responding to
new methods of financing to meet the requirements of changing times,
the life companies have invested billions of dollars in American in-
dustry and homes. These billions of dollars have been a major factor
in the postwar rise in living standards.

Net Investments During the ¥Year

Table z below shows how the companies invested the net increase
in assets during the year. Comparable statistics are included for 1954
and 1955.

Tanle 2

NET INCREASE IN INVESTMENTS, 1954-1956
ALL UNITED STATES LEGAL RESERVE LIFE INSURANCE
COMPANIES

(millions of dollars)

Estimated

Investment Class 1954 1955 1956
Railread: Bonds wopon soosmpmmne: soumeas $ 114 $ 155 §-—12
Public Utility Bonds v.vovvvvnvnrvinrnnenns 684 457 532
Industrial & Misc. Bonds ................. 1,399 1,253 1,721
SEOCKR ninwmn i s vt S S 695 365 17
Mortgage Loans ....oveveveneinrearerninn 2,654 3,469 3,655
R&lLESAE oo ey s 278 283 269
Policy Loans & Premium Notes .......... 213 163 210
Fotal PRVAEE womeusreanmuazs pemme 6,037 6,145 6,302
U. S. Government Securities .............. —759 —302 —976
Other Government Securities ............. 454 —116 244
Total Government Securities ........... —305 —418 —732
Cash and Other Assets ...........c0en.nns 221 219 158
Increase inm ASSets .ivawswveievismmm o 5,053 5,946 5318

As in previous years the mortgage market was by far the largest
new user of life company funds in 1956. Holdings of mortgages in-
creased by more than $3.6 billion and thus accounted for over 6o
percent of the net increase in assets during the year. Industrial bonds
accounted for $1.7 billion of the increase, and public utilities for $532
million. The life companies were not large buyers of state and local
issues but substantial investments were made in revenue bonds on
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which interest rates are more commensurate with the rates guaranteed
policyholders on their outstanding contracts.

The substantial decline in holdings of U. S. Government securities,
nearly $1 billion, is a measure of the great pressure which lending
institutions have been under this year to raise funds to meet the huge
demand for capital funds from many different borrowers. With a
huge volume of new securities and mortgages available at attractive
rates, it has been natural for life insurance companies to reduce their
holdings of U. S. Governments.

Holdings of preferred and common stocks are estimated to have in-
creased only slightly during the year. Unlike most bonds, which the
life companies carry in their statements at amortized cost, stocks are
almost universally carried at year-end market values. Because of this
difference in valuation practice with respect to stocks, many analysts
of life company statements have overemphasized the volume of stock
investing by these companies. In estimating only a slight increase in
holdings at the end of this year, account is taken not only of a re-
duced tempo of acquisitions, but also of declines in the market values
of stocks held.

Acquisitions of New Investments in 1956

Table 3 on page 70 shows estimated acquisitions of new invest-
ments in 1956, together with the final statistics for 1954 and 1955.

Total acquisitions during 1956 are estimated at $18.25 billion,
about $800 million below 1955. Acquisitions of U. S. Governments
are estimated at $1.5 billion less than in 1955 and account for less
than one-quarter of the total. The bulk of the $4.2 billion of Govern-
ments acquired were Treasury bills and certificates. These short-
term issues are used by the companies primarily to provide a reserve
against the take-down of forward commitments.

The acquisition of mortgage loans, however, again exceeded any
other acquisition. The total for the year approximated $6.8 billion,
the largest total on record. This has occurred in a year in which the
volume of mortgage prepayments and refundings has been sharply
reduced due to rising interest rates. Other important acquisitions in-
clude $4.2 billion of industrial and miscellaneous bonds and $g900
million of public utility bonds. The increase of about $80o million
of industrial and miscellaneous bonds is the outcome of the boom in
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plant and equipment financing by business along with the flexible
and attractive yields to be obtained in this area.

TaBLE 3

ACQUISITIONS OF INVESTMENTS, 1954-1956
ALL UNITED STATES LEGAL RESERVE LIFE INSURANCE
COMPANIES

(millions of dollars)

Estimated
Investment Class 1954 1955 1956 Net Change

Railroad ‘Bonds .voosrvason $ 312 % 367 $ 250 $—117
Public Utility Bonds ........... 1,636 907 900 —7
Industrial & Misc. Bonds ...... 3,247 3,413 4,200 787
Stoeks wuswavsies s EyesER i 647 524 250 —274
Mortgage Loans ............... 5,344 6,614 6,800 186
Real: Bstate: . vonovmmnmmarasisas 388 371 350 —21
Policy Loans & Premium Notes. 661 669 750 81

Total Private ..oo:avnvisiss 12,235 12,865 13,500 635
U. 8. Gov't Securities .......... 4,566 5,705 4200 —1,505
Other Gov't Securities ......... 945 471 550 79

Total Gov't Securities ....... 5,511 6,176 4,750 —1,426
Total Acquisitions ............. 17,746 19,041 18,250 —791

Source: Institute of Life Insurance and Life Insurance Association of America.

It is important for those concerned with the volume of life insur-
ance investing to distinguish between acquisitions and cash flow. The
two statistics are fundamentally different in concept, for cash flow
represents the inflow of funds available for investment, whereas ac-
quisitions represent the outflow of funds on investment. Several
other considerations should also be kept in mind with respect to ac-
quisitions. In the first place, Treasury bills are generally gi-day
issues which therefore turn over four times a year. Other short-
term paper having much the same characteristics as Treasury bills is
also rolled over several times per year. This turnover of short-term
investment is reflected in the acquisition statistics, but it does not
add to the volume of new money the companies can make available
to the market during the year.

In the second place, the acquisition statistics include sums realized
on the sale and redemption of securities when these funds are rein-
vested. Redemptions prior to maturity always mount rapidly in
volume at times when interest rates decline, but these funds also
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merely reflect turnover within the capital market, with no net addi-
tion to the market’s available resources.

Finally, the acquisition data, because of the manner in which they
are derived, are substantially inflated by the inclusion of many non-
cash items. Most companies prepare these data throughout the year
in a form consistent with the requirements of Schedule D, Part 3
of the Annual Statement. This schedule usually reflects a consider-
able volume of non-cash transactions. Thus an exchange of a tempo-
rary for a permanent bond or a coupon for a registered bond fre-
quently shows up in the data. Similarly, the renegotiation of terms
on directly placed securities may be reported as disposals and ac-
quisitions by some companies. A recent analysis made of the state-
ments of a sample of companies suggests that corporate bond acquisi-
tions may be inflated by 30 percent or more due to the inclusion
of such items.

The investment research staff of the Association has been studying
cash flow for several years with a view to developing a reliable
method for estimating this important statistic. It would appear that
from the standpoint of the capital market the most useful concept
of cash flow embraces new cash arising from payments by policy-
holders (net of expenses), net investment income, bond maturities
exclusive of the turnover of short-term issues, mortgage amortization
and pre-payments, and cash sinking fund payments. Thus con-
ceived the cash flow of the life insurance business at the present time
amounts to approximately $10 billion annually. This is an impressive
figure but it falls far short of the estimated $18.25 billion of acquisi-
tions set forth in Table 3.

Interest Rates and Net Investment Earnings

Net investment earnings of all U. S. life companies in 1956 are
estimated at approximately $3.3 billion, an increase of $300 million
over the net earnings reported in 1955. The net rate of investment
earnings before taxes will approximate 3.63 percent as compared with
3.51 percent last year. The rate after taxes is estimated at 3.33 per-
cent.

Statistics for the years 1951 through 1955, together with the esti-
mates for 1956, are shown in Table 4 on page 72.

The gradually rising rate of return on life insurance company in-
vestments continues a trend that began in 1947 when earnings were
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TanLE 4

NET INVESTMENT EARNINGS AND THE RATIO OF
EARNINGS TO ASSETS—ALL UNITED STATES LEGAL
RESERVE LIFE INSURANCE COMPANIES

(millions of dollars)

Investment Earnings

(Less Expenses) Rate of Investment Earnings

Before After Before After

Federal Federal Federal Federal Federal

Income Income Income Income Income
Year Taxes Taxes Tarxes Taxes Taxes
1951 $2,036 $1,911 $125 3.18% 2.98%
1952 2,248 2,107 141 328 3.07
1953 2473 2,315 158 3.36 3.15
1954 2,728 2,555 173 346 3.24
1955 2,972 2,735 237 3.51 3.23
1956% 3,270 3,002 268 3.63 3.33

* — Estimated by the Life Insurance Association of America.
Source: Institute of Life Insurance.

at an all-time low of 2.88 percent. This increase is a reflection of
the heavy demand for capital funds which has persisted throughout
the postwar period. It is healthy for an increase in interest earnings
of life companies to occur in response to market conditions for the
following reasons: (1) a higher rate of interest encourages savings
and thus aids to balance the supply of funds in relation to the heavy
demands; (2) a higher rate discourages some borrowing; and (3)
a higher rate of investment earnings of life insurance companies
makes possible higher policyholder dividends and thus decreases the
net cost of life insurance.

INVESTMENT RESEARCH PROGRAM

As is customary in this report, an account of the progress of the
Association’s Investment Research Program this year is in order.
This Program consists of two main parts, namely, activities of the
investment research staff of the LIAA and research sponsored by
the Association.

Activities of the Association’s Investment Research Staff. A major
part of the time of the investment research staff, which consists of
seven persons, is devoted to research on life insurance investments
and the capital markets. Included in this work are such regular an-
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nual studies as that of the mortgage lending income and costs of life
insurance companies, the investment experience of a group of 18
major life insurance companies in bonds and stocks, and direct place-
ments. Material developed in some of these studies appears else-
where in this report. In addition, the research staff obtains and re-
ports to the life insurance business quarterly data on mortgage loan
delinquencies and foreclosures and monthly data on forward invest-
ment commitments. It likewise makes available a monthly report on
developments in the capital markets, and during the course of the
year data are prepared at appropriate intervals showing sources and
uses of capital funds in the country as a whole. Tables drawn from
this latter study are also set forth elsewhere in this report. In addi-
tion to these and other studies completed regularly during the course
of the year, the investment research staff conducts research devoted
to questions which have arisen frequently in the legislative area.
For example, during the past year a study of life insurance company
acquisitions and sales of stocks was carried out for the Senate Bank-
ing and Currency Committee.

In addition to the above research, the investment research staff
serves as an economics department for the Association, and in this
capacity works with the Joint Economic Policy Committee and its
various subcommittees. Frequently this entails the preparation of
statements and investment and economic data which the Joint Eco-
nomic Policy Committee utilizes in congressional hearings or in
meetings with governmental agencies. Much of the time of the in-
vestment research staff is devoted to working with the Subcommittee
on Housing and Mortgage Lending. Here, in particular, is involved
the preparation of testimony of the life insurance business in the
housing and mortgage lending field in hearings before congressional
committees. Also, the staff works closely with the Voluntary Home
Mortgage Credit Program and has been the center of information for
the life insurance business about that Program. Through staff work
with the Joint Economic Policy Committee and its subcommittees, as
well as through the research program, the investment research staff
has been a primary point of contact for the life insurance business
with a number of Government agencies interested in the general eco-
nomic and investment field, particularly the U. S. Treasury, the
Federal Reserve Board, the Housing and Home Finance Agency,
and the President’s Council of Economic Advisers. These contacts
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have frequently stemmed from requests which these agencies have
made for information about life insurance investments.

Closely allied with the above, the staff has worked closely during
the year with the Washington office of the Association in connection
with a wide variety of investment and general economic questions
affecting the life insurance business.

The investment research staff also performs a staff function for
the Joint Committee on Valuation of Assets. In this connection it
undertakes frequent research jobs on the matter of valuation of life
insurance company securities and on valuation reserves. It likewise
serves as a center of information to the life insurance business on
valuation questions and it provides a liaison with a staff of the NAIC
Committee on Valuation of Securities.

More and more in recent years the investment research staff has
become a central source of information for the life insurance business
on investment, capital market, and general economic questions. A
great deal of time is devoted to consulting with investment officers of
life insurance companies and supplying them with information on
questions in the investment field. This activity is a natural outgrowth
of the investment research program as a whole. In this connection
also the investment research staff has been utilized as a source of in-
formation by other institutions functioning in the investment field,
namely, commercial banks, savings funds, pension funds, savings
and loan associations, government securities dealers, and the like.
A great deal of contact work is involved. These institutions are nat-
urally interested in life insurance investments and investment policies
and they have turned to us frequently for information in this area.
Related to this, the research staff works closely with the Institute
of Life Insurance on public relations matters of the life insurance
business in the investment and general economics field. This has
been done in a variety of ways through addresses, consulting on news
releases and reports prepared by the Institute, and in other ways.

Finally, the Director of Investment Research has the responsibility
of general supervision of the work carried on by the statistical de-
partment of the Association in which statistical material is prepared
for the legislative work on insurance questions by the Association.

Research Financed by the Association as Part of the Investment
Research Program. In addition to the activities of the investment
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research staff, the Association sponsors and finances basic economic
research of importance to the life insurance business, particularly
the investment phase. This research is conducted independently by
universities and private research bureaus outside of the life insurance
business. It is planned and followed closely by the Investment Re-
search Committee of the Association and by the Director of Invest-
ment Research. A report of this research follows.

During the course of this year the third volume of Raymond Gold-
smith’s 4 Study of Saving in the United States was published by the
Princeton University Press, thus completing publication of this pro-
ject. It will be recalled that this study provides a comprehensive
and detailed picture of trends in saving in the United States in the
first half of this century. Goldsmith’s study is receiving most fav-
orable attention from the students of saving and it has now been
reviewed in laudatory terms in all of the important professional
economic journals in the United States. Illustrative of the favorable
reaction are the following excerpts from a review of Goldsmith’s
volumes which appeared in the August 1956 issue of The Journal
of Political Economy. The review, as written by Professor F. W.
Paish of the University of London, contains the following comments :

“These two monumental volumes constitute the first two-thirds
of a trilogy, the preparation and publication of which have been
rendered possible by a grant from the Life Insurance Associa-
tion of America, which also appointed a committee, mainly of
economists, to assist Dr. Goldsmith and his staff in their re-
search. The result is a study which for magnitude and scope is
surely without parallel.

“My first impression, after reading a few pages of Goldsmith’s
Introduction to Volume I, was one of frank incredulity. Here
was a man purporting to provide, for a period of over fifty years
and in great detail, statistical series which in other countries are
available, if at all, only in broad outline and for a few quite
recent years. Before proceeding further with Volume I, I there-
fore turned at once to Volume II to find out how the miracle
was worked.

“There is no miracle, except one of labor and scholarship. It
is true that Goldsmith had at his disposal a range of official and
unofficial statistics and estimates which must be far greater than
any which exists elsewhere, so that only occasionally has he had
to dig for his own primary data. But the work of selecting,
analyzing, correcting, collating, cross-checking, and calculating
must have been stupendous, and the possibilities of misunder-
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standing and error, in matters both of principle and practice,
must have been almost infinite. The main problems and difficul-
ties, and the methods used to resolve them, are frankly explained
in Volume II, and an attempt is made to give some idea of the
margins of error involved.

x  x %

“It is to be hoped that the few samples which are all that it has
been possible to present in this review will be enough to show
how rich and extensive is the mine which exists in these two
massive volumes. It may be surmised that nothing can here-
after be written on anything in any way connected with this
subject which will not owe a very great debt to the devoted
labors of Goldsmith and his staff and, ultimately, to the Life
Insurance Association of America. Other countries please

copy.”

The important influence which Goldsmith’s work is having is evi-
denced by the fact that he was appointed by the Joint Congressional
Committee on the Economic Report as chairman of a committee to
study savings statistics produced regularly by the United States
Government. As a result of the work of this committee, which nat-
urally drew heavily on the Goldsmith study, recommendations were
made and implemented by the Bureau of the Budget which direct
the Federal Reserve Board research staff to take charge of and to
improve our national savings statistics along the lines of the com-
mittee recommendations.

During the course of the year progress has been made in the study
of capital formation and financing which is being directed by Simon
Kuznets, Professor of Economics at Johns Hopkins University.
The basic purpose of this study, which is being carried on by means
of a grant to the National Bureau of Economic Research, is to shed
light on the demand for capital funds in coming years. The results
of the study are now being readied in the form of several book-length
monographs. One of these monographs entitled Capital Formation
in Residential Real Estate—Trends and Prospects, prepared by Leo
Grebler, David M. Blank, and Louis Winnick, has just been pub-
lished by the Princeton University Press. Based on a rich array of
statistical material, the study analyzes the various forces which have
led to a demand for housing and mortgage financing in the United
States over the past fifty years. Taking these historical forces into
account, and recognizing new forces in the making, the study sheds
light on the prospective demand for housing and residential mortgage
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financing of all types in the next twenty-five years. Reviewing the
study in an article which appeared on page one of The New York
Times on November 12, Will Lissner stated :

“The study is the first systematic investigation of long-term
trends in housing construction and its financing in the United
States. It provides answers for questions that penetrate to the
basis of the country’s long-run economic outlook.

* * *

“The expert’s answers are that for the 1950 to 1975 period, a
bigger housing rise is in sight. Mortgage funds at interest rates
comparable with present rates are likely to be scarcer. Residen-
tial construction may even compete with business investment in
the capital market. The funds may not be large enough to satisfy
all demands. The answers to these questions, which concern
everybody were based on measurement and analysis of the forces
and factors that have determined the ways in which accumulated
savings have been put to work as construction capital in the
housing field from 18go to 1955.”

Speaking more generally of the other monographs which are in
preparation as part of the Kuznets project, Mr. Lissner added:

“Other research teams engaged upon the project are running
into similar evidence that the basic long-run problem of Ameri-
can capitalism is not one of capital surplus, with a consequent
declining rate of interest and profit, but one of capital shortage,
with a consequent rising rate of interest and profit.

“If this is verified by analysis, it would have far-reaching
results. United States Government economic and tax policy
would have to be modified to help make sure that savings were
adequate to demands for desirable capital investment. Other
Governments, especially those interested in attracting United
States foreign investment, would have to modify their policies
to compete with domestic investment for funds.

“Marxian economics, now being modified in the Soviet Union
to account for a continuing United States prosperity inexpli-
cable to its devotees, would have to be modified further. Keynes-
ian economics, modified by experience since the depression but
still the gospel to most Governments, would also—as Lord Key-
nes anticipated—face revision. This would be true particularly
in its strictures against higher interest rates.”

In addition to the monograph on capital formation in residential
real estate, other monographs which are in an advanced stage of
preparation, some of which should be published in 1957, are Capital
Formation and Financing in Government: Trends and Prospects
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(Morris Copeland, Cornell University) ; Capital Formation and Fi-
nance in Public Utilities: Trends and Prospects (Melville J. Ulmer,
American University) ; Capital Formation and Financing in Agricul-
ture: Trends and Prospects (Alvin S. Tostlebe, Professor of Eco-
nomics, College of Wooster, Ohio) ; Capital Formation and Financ-
ing in Manufacturing and Mining: Trends and Prospects (Daniel
Creamer, National Bureau of Economic Research, and Sergei Dobro-
volsky, Wayne University) ; and The Financial Intermediaries in
the Process of Saving and Investment in the American Economy
(Raymond W. Goldsmith, National Bureau of Economic Research).
A summary monograph entitled: Capital Formation and Financing
in the American Economy: Trends and Prospects, which will knit
together the entire project is being prepared by Simon Kuznets. His
monograph will set forth conclusions about capital formation and
financing in the entire economy in future years in the light of per-
spective on the various forces which have in the past and are now
influencing capital formation and financing.

During the course of the year Columbia University Press pub-
lished a study entitled: The Mutual Mortgage Insurance Fund—A
Study of the Adequacy of Its Reserves and Resources, which was
prepared by Professors Ernest M. Fisher and Chester Rapkin of
the Institute for Urban Land Use and Housing Studies of Columbia
University. This project was financed jointly by the Association
with the Mortgage Bankers Association of America, the United
States Savings and Loan League, and the National Association of
Mutual Savings Banks. A major part of the research grant was
provided by the LIAA. This study, which was recommended by Presi-
dent Eisenhower’s Housing Commission and also by the Hoover Com-
mission, deals with the question of how much reserves FHA would
need under varying contingencies to operate on a sound insurance
basis, The study had the advantage of valuable assistance from
George H. Davis, Associate Actuary of the LIAA, and it also re-
ceived aid from the statistical department of the Association. Not
only does the report provide valuable information upon the FHA
insurance reserves, but it likewise presents data on loss rates which
have been incurred on mortgage portfolios by different types of in-
stitutional investors. This information should contribute to think-
ing on the part of institutional investors about reserves which might
be set up to protect against losses on their conventional mortgage
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loans. The study has already led to serious consideration of a re-
duction in the FHA insurance premium because of the strong re-
serve position.

Work has continued to go forward on another major research
project sponsored by the Association as part of the Investment Re-
search Program, namely, The Study of the Postwar Capital Mar-
kets. This project, currently in its second year, is planned for com-
pletion in three years. It is being conducted through a grant made
to the National Bureau of Economic Research. Building on the
work of Goldsmith and Kuznets, the project is focusing on the way
in which the capital markets have been functioning in the period
following World War II. An integral part of the work is the obtain-
ing of accurate and comprehensive data on sources and uses of capi-
tal funds and an analysis of the interrelationship between different
types of interest rates in the market and how they are determined.
The staff carrying out the study consists of Roland Robinson, a mem-
ber of the research staff of the Federal Reserve Board, who is con-
centrating on the market for Federal, state, and local securities; Eli
Shapiro, Professor of Finance at Massachusetts Institute of Tech-
nology, who is devoting himself to analysis of the market for business
financing ; Saul Klaman, on leave from the Federal Reserve’s Re-
search Staff, who is studying the real estate mortgage market; and
Raymond W. Goldsmith, who is compiling the basic data on sources
and uses of capital funds. The research of each staff member is now
in an advanced stage and it is hoped that the published reports will be-
gin to appear at the end of next year. During the past several months
there has been a great deal of support throughout the country for a
presidential commission to study the functioning of our financial
system. Actually, the project which the Association has been financ-
ing on the postwar capital markets covers virtually the same ground
contemplated by those who urge a commission study. The reports
coming out of the project should, therefore, be of special interest at
this time and every effort is being made to expedite them.

Another project financed through the Investment Research Pro-
gram of the Association is the corporate earning power and market
valuation study which is being conducted by Professors C. S. Cottle
and Tate Whitman of the School of Business of Emory University.
This project, based on the assumption that corporate earning power
and market valuation are two of the most important aspects of com-
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mon stock investment appraisal, has produced a wealth of pertinent
statistical data for 33 industries (including 148 companies). Cover-
ing the period from 1935 through 1955, the results which have been
obtained have been reviewed widely by investment specialists and
the data are regarded as filling an important need in appraising com-
mon stocks as investment. The data are, however, also useful for
investors in other types of securities. A preliminary report entitled:
Corporate Earning Power and Market Valuation, 1035-1053: An In-
terim Report, was circulated during the course of the year to the
life insurance companies. Dr. Cottle and Dr. Whitman are now
completing the analysis of the data and it is expected that the final
report will be published next year by a commercial publisher,

Finally, a new project financed by the Association, the study of
bond redemption features, got under way this Autumn. It is being
conducted by the Wharton School of Finance of the University of
Pennsylvania under the direction of Professors Willis Winn and Ar-
leigh Hess. Guiding the project is an advisory committee composed
of representatives from university positions, pension funds, invest-
ment banking, the Federal Power Commission, the Securities and
Exchange Commission, the life insurance business and similar
groups. The life insurance representatives on the advisory commit-
tee are Donald C. Slichter, Vice President of The Northwestern
Mutual Life Insurance Company; George T. Conklin, Jr., Financial
Vice President of The Guardian Life Insurance Company ; Floyd T.
Starr, Vice President of The Penn Mutual Life Insurance Company ;
and the writer.

During the past several years, with flexible interest rates, investors
have become more and more conscious of the importance of redemp-
tion features in corporate bond financing. This project, which is
planned to be completed in about a year will develop information on
types of redemption provisions in currently outstanding securities
and mortgages, a comparison of redemption features in bond issues
in the United States and issues in other countries, the effect of call
provisions on yield, the effect of the exercise of the call privilege on
(a) the capital structure of the borrower, (b) on the payment of
interest, and (c) on the lender. It will also develop information on
investor experience with the exercise of call provisions, the attitudes
of interested parties with respect to call features, and similar ques-
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tions. It is expected that the results of the study will be published
by the University of Pennsylvania Press.

This year, as during the past three years, Donald C. Slichter has
been of great aid to the investment research program in the capacity
of chairman of the research committee.

THE VOLUNTARY HOME MORTGAGE CREDIT PROGRAM

During the past year the Voluntary Home Mortgage Credit Pro-
gram has continued to function successfully. It has now been in full
operation for a little over a year and a half, and the latest informa-
tion as of October 30 shows that $208.5 million of loans have been
placed through the Program.

It will be recalled that VHMCP came into being as the result of
a recommendation to Congress by the life insurance business. Car-
rol M. Shanks, President of The Prudential Insurance Company of
America, and Chairman of the Joint Committee on Economic Policy
of the LTIAA and ALC, appeared before both the House and Senate
Banking and Currency Committees in 1954 and put forward a plan
for a voluntary effort by private lenders to make Government-in-
sured and guaranteed mortgage credit available in all parts of the
country and to all groups. This plan was submitted in bill form to
both the Senate and House Committees and was passed as Title VI
of the Housing Act of 1954, entitled “The Voluntary Home Mort-
gage Credit Program.”

The basic purpose of the Program is to expand the availability
of Government-insured and guaranteed mortgage loans by private
lending institutions to credit-worthy applicants in small communities
and remote areas and to minority groups, and thus to eliminate any
need for direct VA mortgage loans or FNMA purchases of mort-
gages in these areas. It is clearly understood, however, that lending
institutions participating in the Program are not expected to make
such mortgage loans unless the loans meet sound credit standards.
It is also understood that the amount of mortgage credit available
throughout the economy depends upon the flow of national saving.
Accordingly, the Program is not designed in any way to produce an
increased overall supply of mortgage credit, but rather to see that a
more adequate share of the existing supply of mortgage credit is
channeled into small communities and remote areas and to minority
groups.
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The Program is administered through an organization, consisting
of the National Voluntary Home Mortgage Credit Committee and
16 regional subcommittees. These committees are equipped with able
staffs,. The National Committee has the HHFA Administrator as
chairman and includes two representatives each from the life in-
surance business, the mutual savings banks, the commercial banks,
the savings and loan associations, mortgage companies, builders, and
real estate boards. It also has Advisory Committee members from
the Federal Reserve Board, the FHA, the VA, and the HLBB. The
life insurance representatives are Milford A. Vieser, Financial Vice
President of The Mutual Benefit Life Insurance Company, and
Norman Carpenter, Second Vice President of the Metropolitan Life
Insurance Company. These two men have devoted a great deal of
time to the Program and deserve much credit for its success, as is
true also of the life insurance officers who have served on the various
regional committees.

Since the inception of the Program, through October 30, 1936,
23,511 Government-insured and guaranteed loans were placed with
participating lenders through VHMCP in an amount totaling $208.5
million. The average loan amounted to about $8,870. In the same
period the number of VHMCP applications for assistance received
by regional committee staffs amounted to 61,044. Nearly all of these
applications—60,685—were from owner-applicants, the remaining
359 being from builders and lenders. Taking into account the ap-
plications from owner-applicants fully processed through October 30,
1956, 44 percent of the applications have resulted in loans. Table 5
on page 83 shows the record through October 30, of this year.

In addition to loans placed directly through the Program an-
other major accomplishment of VHMCP is that it has stimulated
many life insurance companies to increase their mortgage lending in
small and remote communities, and to minority groups, as part of
their regular mortgage lending activity outside of VHMCP. Once
a lender goes into a small community or a remote area to make
VHMCEP loans, there is a natural tendency to be interested in other
loans there in order to reduce costs. Although the extent to which
this has occurred is difficult to measure, and does not appear in the
VHMCEP statistics, it is nonetheless real and has been a most en-
couraging development,
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TABLE 5

VHMCP PLACEMENT RATIOS OF
OWNER-OCCUPANT APPLICANTS BY MONTHS

Owner- Terminated Placement
occupant throughno  Column 1 Number ratios
applications fault of Minus of Column 4 =+
1955 processed FHMCP*  Column2 loans Column 3
Jan.-Mar, 582 64 518 24 4.6
April 1,138 134 1,004 39 39
May 1,694 279 1,415 231 16.3
June 4,083 647 3,436 1,355 304
July 1,244 345 899 415 46.2
Aug. 1,546 410 1,136 646 56.9
Sept. 1,764 365 1,399 741 60.0
QOct, 2,587 509 2,078 1,118 538
Nov. 3,372 638 2,734 1,637 59.9
Dec. 3473 778 2,695 1,630 60.0
1956
Jan. 3,047 677 2,370 1,311 55.3
Feb. 2,954 584 2,370 1,170 494
Mar, 3,612 550 3,062 1,397 45.6
Apr, 3,762 516 3,246 1,287 39.6
May 3,750 409 3,341 1,357 40.6
June 3,438 307 3131 1,212 38.7
July 3,407 296 3m 1,236 39.7
Aug. 3,555 342 3213 1,258 39.2
Sept. 2,734 225 2,509 1,138 454
Oct. 3,186 251 2,935 1,290 44.0
Total 54,928 8,326 46,602 20,492 44.0

* Includes the following: No response from applicant, application withdrawn,
low appraisal by FHA or VA, conventional loan made, and application proved
ineligible for VHMCP processing.

Up to this point, virtually all of the loans placed through VHMCP
have been made by life insurance companies. Within the life in-
surance business support for the Program has been quite broadly
based. The larger companies have naturally accounted for the bulk
of the total dollar amount of loans, but many of the smaller com-
panies have contributed importantly in proportion to their size. It is
essential, however, that even wider participation by life companies
be obtained. The mutual savings banks are interested in the Pro-
gram and their leaders have tried to stimulate support for it. The
volume of loans placed with savings banks in recent months has
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shown some improvement. Up to this point, the commercial banks
have made few VIHMCP loans. One of the big difficulties here is
that the local banks in small communities and remote areas are es-
sentially conventional mortgage lenders and VHMCP deals ex-
clusively with Government-insured and guaranteed mortgages.
There has likewise been very little support to date from savings and
loan associations, although a group of New York associations was
recently formed to make VHMCP loans in Puerto Rico. Although
the mortgage bankers do not have any funds of their own to put into
VHMCP, their cooperation with and support for the Program is
highly essential and they have contributed much to its success. Con-
tinuing efforts are being made to broaden the base of participation,
especially by other lenders than life insurance companies.

A basic objective of VIIMCP was, of course, to demonstrate that
private lending institutions can be relied upon to make mortgage
credit generally available throughout the country and that therefore
no real justification exists for direct VA mortgage loans or for mort-
gage puchases by FNMA. Until the past few months the Program
had been remarkably successful in achieving this objective. Referral
by the VA of direct loan applications to VHMCP—and resultant
VHMCP loans in creditworthy cases—had largely rendered it un-
necessary for VA to make direct loans. Likewise, FNMA was until
July of this year operating at a low level of purchases. The sharp
stepup in both of these Government programs is not an indication
of failure of VHMCP, but rather of the heavy demand for capital
funds of all types in our national economy. This demand has affected
the FHA and VA sector of the mortgage market particularly be-
cause of the rigid interest rate on these loans. The recent increase in
the FIA rate should make these mortgages more attractive to private

lenders and thus serve to reduce direct Government lending on pur-
chases by FNMA.

Despite the success of VHMCP to date, there are serious difficul-
ties which must be overcome if it is to continue in operation. The
most serious one is that under a ruling made by VA early in the
VHMCP, loans placed through VHMCP must not involve a dis-
count of more than 2 points. If a lender cannot be found through
VHMCP to make the loan within this discount limitation, the loan
application is then processed as a direct loan by VA. Since in recent
months the price of VA mortgages has declined as interest rates have
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risen, the present rigid limit on the discount is far out of touch with
the market and discourages participation in VHMCP. This diffi-
culty will be even greater now that the FHA rate has been raised and
the VA rate held at 414 percent. Another serious difficulty has been
the failure to date, as mentioned above, to obtain the full coopera-
tion and support of other lending institutions than life insurance
companies. In addition, there are several difficulties inherent in the
procedures followed by VHMCP which need to be corrected. Un-
less the difficulties listed above are overcome, it is doubtful that
VHMCP can continue to function successfully over any long pe-
riod. There is reason to be hopeful, however, that they will be cor-
rected.

VALUATION OF SECURITIES

During the year there have been no major changes in the NAIC
resolutions regarding the valuation of securities held by life insur-
ance companies nor in the basis of mandatory securities valuation
reserves. There has continued to be a critical examination of the
resolutions, both by the NAIC Committee on Valuation of Securities
and their staff, and by the Joint Committee on Valuation of Assets
of this Association and the American Life Convention.

At their meeting in April the NAIC Subcommittee on Valuation
of Securities considered a preliminary report of their staff on a plan
to stabilize the value of preferred stocks held by life companies. This
plan, on which the life insurance committee had been consulted in
advance, parallelled the idea supported by the life companies in the
“Hubbell Report” for stabilizing the value of preferred stocks. In
it the statement values of preferred stocks would reflect each year
one-fifth of the actual market change in value. The NAIC took no
action on this report at its meeting in April, but it did vote to ex-
press itself as favoring in principle the adoption of a program to
stabilize the value of preferred stocks “in conjunction with the de-
velopment of a suitable securities valuation reserve program.”

One technical revision in the language governing the mandatory
securities valuation reserve has been adopted for use in preparation
of 1956 annual statements. The language for 1955 provided that in
cases where net capital gains (both realized and unrealized) from
common stocks in 1955 produced a sum in excess of the stated maxi-
mum reserve, the maximum might be increased by 10 percent of the
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statement value of common stocks. The provision has now been
amended to read:

“Subject to future determination reflecting changed condi-
tions, in instances where the prescribed basis of calculation pro-
duces an excess over the stated maximum reserve such excess
shall be limited to the sum of the net capital gains on common
stocks for the years 1955 and 1956, or ten times Item (4) above,
whichever is the lesser. The maximum reserve for companies
utilizing this paragraph may in no event exceed in the aggre-
gate twenty times the sum of Items (2) and (3) above, plus
thirty times Item (4) above.”

The “item 4" referred to is the annual reserve increment of one
percent of the value of common stock holdings.

The valuations committee of the life insurance business, under
the chairmanship of Frank J. Travers, Vice President (Securities),
American United Life Insurance Company, has continued to review
and critically appraise the valuation and valuation reserve resolu-
tions. This year marks the sixth that has passed since valuation re-
serves were established and a start was made in stabilizing the values
of securities. We have now had sufficient experience to sce the way
the resolutions operate,

By the end of 1955 United States life insurance companies had
accumulated nearly $1.1 billion in mandatory securities valuation re-
serves. Approximately $125 million of these reserves constitute the
minimum below which funds cannot be utilized to absorb net capital
losses. The maximum reserves allowed by the resolutions are esti-
mated at $1.3 billion, to which approximately another $200 million
may be added by virtue of the 10 percent provision with respect to
capital gains on common stocks. Accordingly, at the end of 1955 the
life companies had accumulated about 8o percent of the permitted
maximum and about 70 percent of the maximum plus the temporary
allowance with respect to common stocks. There are, of course, dif-
ferences as between individual companies with respect to the reserves
accumulated, but it appears that at the end of 1955 a large proportion
of companies had accumulated up to 50 percent of the maximum, It
is perhaps too early to anticipate the reserve accumulations this
year, but the decline in the preferred and common stock market in-
dicates it will probably be modest.

The original idea as proposed by the life insurance business in the
Hubbell Report was that all bonds not in default were to be carried
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on an amortized cost basis, and preferred stock values were to be sta-
bilized through some plan such as the “one-fifth rule”, with the re-
serves designed to cover actual losses realized on securities. The logic
behind this plan was that life insurance companies are long-term
investors with a high degree of liquidity and that it is therefore un-
necessary to value‘their holdings of bonds and preferred stocks on a
liquidating basis and force them to absorb writeups and writedowns
in values due largely to changes in interest rates and not in funda-
mental values.

The valuation plan now in effect is different from the original in-
tent in that certain bonds not in default, but failing to pass tests
established by the NAIC, must still be carried at market value, or a
value determined by the NAIC, and preferred stocks must likewise
be carried at market. The outcome is that we have thus failed to
achieve full stabilization of bonds and preferred stocks, and the
mandatory reserves are not really loss reserves but rather are fluctu-
ation reserves in that in addition to realized losses they must absorb
fluctuations in market values of unamortizable bonds, preferred
stocks, and common stocks.

With the sizeable mandatory securities valuation reserves which
now exist, the time seems propitious to adopt a basis for stabilizing
preferred stock values.

CITY MORTGAGE LENDING INCOME AND COSTS

The investment research staff has continued to prepare an annual
report on the income and costs from city mortgage lending activi-
ties of life insurance companies. This study was originated at the
National Bureau of Economic Research under the direction of Dr.
Raymond J. Saulnier (recently appointed Chairman of President
Eisenhower’s Council of Economic Advisers) through a grant from
the LIAA. Since 1950, income and cost items are related to the
average of monthly mortgage holdings, whereas previously, these
data were available only as percentages of the beginning and end-of-
year average holdings. These figures reflect pretty much the trends
in the mortgage market, since during the last few years the method
of reporting has become fairly uniform and the sample composition
has remained relatively constant.

The ratios in the table shown on page 88, based on average monthly
holdings, summarize the lending experience of more than 80 com-
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panies which account for over 8o percent of the urban mortgage
loans made by all U. S. life companies. It was found that the in-
come records of these companies differed according to their size,
the type of mortgage loans predominating in their portfolios, and
their methods of acquiring and servicing loans. While the composite
averages represent a wide range of individual contpany ratios, never-
theless, the figures tend to be weighted by the experience of larger
companies. The study shows that the larger companies generally
realized lower gross income rates and lower cost rates than small
companies.

TarLE 6

AVERAGE RATES OF INCOME, COSTS, AND TURNOVER ON CITY
MORTGAGE LOANS OF LIFE INSURANCE COMPANIES

1950 1951 1952 1953 1954 1955

Gross cash income ...... 413% 417% 4.229% 4.30% 443% 4.52%
Total costs ............ g7 .65 .59 57 57 .56
Originating fees and
premiums paid to cor-
respondents and outside
BREOLS, &uwps vamiess s 19 12 07 .06 06 .05
Servicing fees paid to
correspondents and out-

side agefits ..oaveeins 22 22 22 22 22 22

Home and branch office

COSES v uriiirinneinas 37 31 .30 28 29 .29
Net cash income ....... 3.36 3.52 3.64 373 3.86 3.96

Turnover rate—years..., 9.5 11.0 11.1 11.2 10.2 9.7

Note: Components may not add to totals due to rounding. Income and cost
items are on a cash accounting basis and are percentages of the monthly
average of city mortgage loan investments.

The gross income rate has advanced steadily from 4.13 percent in
1050 to 4.52 percent in 1955, while total costs, which have declined
from .77 percent to .56 percent in the same period, have remained
at a fairly constant level since 1952. The increase of 60 basis points
in net income during the last six years, therefore, is due mostly to an
improved yield on mortgage loans. An analysis of the elements of
cost reveals that originating fees and premiums paid at the time of
loan origination have shown the greatest decline from .19 percent
to .05 percent. This drop is due mostly to the elimination of premi-
ums paid for Government-insured (FHA and VA) loans. Servic-
ing fees paid to correspondents and other outside agents on a con-
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tinuous basis over the life of a loan remained unchanged at .22 per-
cent while branch and home office costs (includes payments for com-
pany personnel and services attributable to mortgage operations)
have each decreased a few points since 1950 and appear to be rela-
tively stable for the past two or three years at .11 percent and .18
percent, respectively.

Also shown are average turnover rates (the period required to
liquidate the loans outstanding at the annual rate of repayments)
for the mortgage holdings of all the companies combined. In 1955
the rate fell to 9.7 years, thus approximating the 1950 liquidation pe-
riod.

A similar study is also compiled for farm mortgage loans.

MORTGAGE LOAN DELINQUENCY AND FORECLOSURE EXPERIENCE

For the past three years the investment research staff of the Asso-
ciation has collected quarterly data on the mortgage loan delinquency
and foreclosure experience of life insurance companies. As might
be expected, these statistics reveal that mortgage delinquencies and
foreclosures are currently at a very low level. Table 7 below shows

TaABLE 7

DELINQUENCY EXPERIENCE OF
LIFE INSURANCE COMPANIES

Delinquent Loans as Percent of Total Amount Qutstanding*
1954 1955 1956

Ist 2nd 3rd 4th Ist 2nd 3rd 4ih Ist 2nd  3rd
Qtr. Qtr. Qtr. Qir. Qtr. Qtr. Qtr. Qtr.  Qir. Qir. Qtr.

CityLoans .73 .74 67 .58 61 63 59 .58 .57 .53 .58
Farm Loans na. .84 .67 .33 J3 72 53 48 78 .69 .52
TotalLoans .73 .75 .67 .57 62 63 59 .57 59 54 57
FHA 83 75 73 .76 82 70 72 62 62 57 65
VA 94 1.00 1.01 .91 89 72 77 83 87 .79 8

Canadian
NHA na. na na na. na na, 93 .51 68 .59 1.25

Other 60 .67 .52 .36 43 57 45 45 45 42 40

n.a. — Not available.
*— A delinquent loan is a cify morigage with two or more monthly interest
g:yments past due or-a farm loan with interest in arrears more than 90
ys.
Data are for between 66 and 71 life insurance companies holding from 77 to 80
percent of the total assets of all U, S, life companies, *
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TasLe 7 (Continued)
FORECLOSURE EXPERIENCE OF
LIFE INSURANCE COMPANIES

Loans in Foreclosure as Percent of Total Amount Outstanding
1954 1955 1956

I1st 2nd 3rd 4th st 2nd 3rd 4th Ist 2nd  3rd
Qtr. Qtr. Qtr. Qir. Qtr. Qtr. Qir. Qtr.  Qtr. Qir. Qir.

CityLoans .05 .05 .05 .05 07 06 06 04 06 .05 .05
FarmLoans .05 .09 .04 .05 05 05 06 .06 04 04 05
Total Loans .05 .05 .05 .05 06 06 .06 .04 05 .05 .05
FHA D6 06 .08 .07 A3 a1 13 .05 07 .04 04
VA 07 .08 07 .06 08 07 07 .07 08 .08 .08

Canadian
NHA na na na na na. na .04 .06 05 06 .11

Other 04 04 .63 .04 03 03 03 .03 03 03 .03
n.a.—Not available,

Data are for between 66 and 71 life insurance companies holding from 77 to 80
percent of the total assets of all U. S. life companies.

that although slight variations occurred between quarters during the
years 1954-1956, total mortgage delinquencies never exceeded one per-
cent of the total dollar volume of loans outstanding. The ratios on
VA mortgages, however, broke one percent in the second and third
quarters of 1954. For the most part, the proportion of FHA mort-
gages delinquent ranged somewhat below the VA's, although still
slightly higher than conventional loan delinquencies. It is interesting
to note that on September 30, 1956 conventional mortgages repre-
sented better than half of the total loan portfolio, but accounted for
less than forty percent of all delinquencies.

The proportion of loans in foreclosure remained under one-tenth
of one percent throughout the entire period. Here again, conven-
tional mortgages fared better than Government-insured and guaran-
teed loans.

THE SURVEY OF COMMON STOCK INVESTMENTS OF LIFE INSURANCE
COMPANIES CONDUCTED FOR THE SENATE BANKING AND CURRENCY
COMMITTEE
During the past year, data on the common stock investments of

twenty-five life insurance companies were consolidated and trans-
mitted to the Senate Banking and Currency Committee. At the end
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of 1954 these companies owned approximately 85 percent of the
common stock held by all United States life companies. The data
covered their common stock transactions for the period January, 1953
through September, 1955. Acquisitions and disposals on a monthly
basis for each of fifty-six individual stocks, as well as totals, were
reported to the Senate Committee. The Committee requested data
on an individual issue basis for twenty-five of the issues, and the
staff of the LIAA, because of the large number of issues purchased
by the life companies, furnished data on each of thirty-one additional
issues. The thirty-one issues were selected as having been purchased
or subscribed for in moderately large dollar amounts throughout
most of the period.

The figures show both the number of shares and the cash consider-
ation involved in the acquisitions and disposals. They distinguish
between cash purchases and sales and other acquisitions and disposals
such as stock dividends, splits, distributions, exchanges, and conver-
sions in which usually no cash is involved. Cash purchases and sales
are divided between transactions carried out “on board” that is, on
a national or Canadian exchange, and transactions carried on “off
board” that is, outside any national or Canadian exchange. Purchases
directly from the issuer through the exercise of subscription rights
are segregated from other cash purchases.

The study of the impact of institutional investment upon the stock
market, for which this information was provided, is expected to be
released soon by the Senate Banking and Currency Committee.

Table 8 (page 92) summarizes by years the monthly data furnished
the Senate Committee. During the thirty-three month period, Janu-
ary, 1953, through September, 1955, the twenty-five life companies
acquired 13.3 million shares of common stock for a cash investment
of $328 million. During the same period, the twenty-five companies
disposed of 4.3 million shares for a cash consideration of $168 million.

Over the entire period only about one-third of the total shares
acquired were purchased on an organized exchange. The other two-
thirds were acquired either in the over-the-counter market, through
secondary distributions, or directly from the issuer. In the first nine
months of 1955 in particular more than half of the shares acquired
came directly from the issuer through stock dividends, splits and
similar transactions. On the other hand, over the entire period
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nearly 60 percent of the shares disposed of were sold on an organ-
ized exchange.

Data on the volume of common stocks traded on organized ex-
changes with which life company transactions might be compared
to get a rough measure of their importance in the market are not
available,. However, the Securities and Exchange Commission does
report the volume of all stocks, both common and preferred, that
are traded on national exchanges. For lack of better statistics, the
life company figures for common stock are related to these all stock
figures even though the life company figures include transactions
on Canadian as well as national exchanges. The Securities and Ex-
change Commission reported that during the period January, 1953
through September, 1955 some 2.5 billion shares of stock (both
common and preferred) were traded on all national exchanges. The
4.5 million shares of common stock purchased by the twenty-five life
companies on national and Canadian exchanges during this period
amounted to 18/100 of one percent of the Securities and Exchange
figure and the 2.5 million shares of common stock sold by the life
companies on national and Canadian exchanges amounted to 10/100
of one percent.

The twenty-five life companies acquired 326 individual stock issues
in 1953, 387 in 1954, and 361 in the first nine months of 1955. The
size of cash purchases (exclusive of subscriptions through the exer-
cise of rights) of individual issues tended to be small. In each of
the three periods, 1953, 1954 and the first nine months of 1955, more
than 50 percent of the issues were bought in aggregate amounts of
less than $250 thousand by the twenty-five companies combined and
nearly go percent were bought in aggregate amounts of less than a
million dollars.

SOURCES AND USES OF FUNDS IN THE CAPITAL MARKET

For several years the investment research staff of the Association
has compiled data on the sources and uses of funds in the capital
market and annual statistics for 1946 through 1956 are provided in
Table 9 (page 94). The statistics are based on the latest available
material and provide revisions of the data presented in last year’s
report. The revisions represent an attempt to refine the study con-
ceptually and to expand its scope by including detailed information
not previously available,
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An important statistical advance this year has been the separate
identification of the sums contributed to the capital market by
corporate pension funds, fire and casualty companies, and foreigners.
The subdivision of the mortgage component into its main categories
—residential, commercial, and farm—has also improved the useful-
ness of the figures.! Other innovations in the data have entailed the
segregation of the statistics for corporate bonds from the figures for
corporate stocks, and the separation of the data for consumer credit
from the information concerning business credit.

This analysis views the capital market as the medium through which
funds are channeled into investment in loans and securities. Figures
in the table are on a net basis and account only for the funds re-
quired to clear the market of the increases in outstanding loans and
investments. Turnover of securities and funds within the market
has been excluded.

The revised sources and uses data provided in the table indicate
that the total volume of market transactions has increased by more
than 100 percent in the decade since the end of the Second World
War. As can be seen from the table, the period under review seems
to fall into a riumber of broad historical groups.

The year 1946 was the first full year of adjustment to peace-
time conditions and the capital market reflected the problems of the
transition period. With the burdens of the war ended, the Govern-
ment had no need for the large balances in the form of demand de-
posits which it had accumulated with the Victory Loan in 1945. It
was therefore able to apply these deposits to the retirement of the
Federal debt. Although the withdrawal from the capital market of
the huge sums represented by the contraction of the Government
bank accounts caused total sources and uses to appear as negative
factors, it is noteworthy that the volume of private transactions in
the capital market approached $13 billion in 1946.

The private demand for funds remained strong during the next
two years, but an excess of receipts over expenditures enabled the
Federal Government to proceed with its program of reducing the
public debt. Consequently the total volume of market activity re-
mained below $19 billion a year. Since nonbank sources rose sharply
1The breakdown of the mortgage item was made possible by the National

Bureau of Economic Research which permitted the LIAA to utilize material

prepared by Mr. Saul Klaman for a forthcoming Bureau study of the postwar
capital markets.
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during this period, they exceeded the total requirements of the capital
market by almost $500 million in 1947 and by more than $2 billion
in 1948. However, it should be noted that 1948 was the last of the
postwar years to show an excess of nonbank sources over total uses.

As business activity receded in 1949 the private demand for funds
fell off. Meanwhile the Federal Government, suffering a decline in
receipts while increasing expenditures, was obliged to turn to the
market for $4.3 billion. As nonbank sources edged down somewhat,
the banking system was called upon for some $300 million.

In 1950 a recovery movement was evident even in the early months
of the year. This modest recovery was transformed overnight into
a full-fledged boom by the outbreak of the Korean War. The Gov-
ernment soon became a major user of funds, and since the private
economy also was seeking large amounts of capital at this time, the
total demand placed upon the market rose to $37.5 billion by 1952.
Nonbank sources could not keep pace with such a demand and large
amounts of bank credit were drawn into the market. All told, bank
credit accounted for over 20 percent of the funds flowing through
the market from 1950 through 1952.

It is interesting to note that these large increases in deposits not
only supplemented the immediate supply of funds but, by remaining
in use as additions to the money supply, also seem to have opened the
way for subsequent increases in savings. Thus total institutional
funds advanced from $9.3 billion in 1950 to $16.1 billion in 1932
Since some of the new money created was diverted back to the capi-
tal market through the activities of the savings institutions, the ci-
vilian consumers’ markets were spared a part of the inflationary con-
sequences that otherwise surely would have befallen the economy.

The unexpected change brought about in the capital market by the
outbreak of the Korean War posed new problems for the Federal
Reserve Board. Instead of easing credit conditions the Board fore-
saw the need for a considerable amount of restraint, but in 1950 it
was still committed to the support of the Government bond market at
prices above par. The result was the Treasury-Federal Reserve Ac-
cord in March 1951 which freed the Board of its obligations to sup-
port the Government bond market at prices above par. By 1952 the
Federal Reserve Banks were no longer adding to their portfolios of
Government bonds on a scale sufficient to supply the commercial
banks with all the reserves they required. Instead the initiative was
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passed to the commercial banks, who were compelled to borrow from
the central banks for a part of their reserve additions.

In 1953 the total volume of market activity amounted to $32 billion,
a $5.5 billion drop below the record 1952 level. The decline seems to
have been centered in business credit, which fell to $200 million. As
incomes continued to rise, individuals were able to accumulate larger
balances with the savings institutions while simultaneously increasing
the funds which they furnished directly to the market. Thus nonbank
sources provided the bulk of the market’s requirements and for the
first time in several years the upward pressure on demand deposits
subsided.

The housing boom and the easy credit policies fostered by the
Government and the Federal Reserve Board were the major forces
affecting the capital market in 1954. The easy terms on VA mort-
gage loans and the relaxed terms on FHA loans provided in the
Housing Act of 1954 stimulated a sharp upsurge in construction
activity, bringing total mortgage loans to $12.5 billion, or 41 percent
of the total demand upon the capital market. Although the needs of
the Federal Government dropped sharply, business credit increased
during the year, keeping the total demand for funds above $30 bil-
lion. Nonbank sources were unable to meet this demand due to a
decline in the funds furnished directly by individuals, and as a result
the banking system was once again called upon to supply some $4.4
billion of bank credit.

The business recovery which got under way late in 1954 advanced
rapidly during 1955. Sparked by the boom in housing and autos, the
demand for funds rose rapidly. As production reached capacity lev-
els, it became increasingly apparent that the economy was operating
under an inordinate demand for credit. The mortgage market re-
quired over $16 billion in 1955 whereas only two years earlier it had
absorbed less than $10 billion. Consumer credit jumped to $6.4
billion from $1 billion the previous year while business credit moved
from $3.5 billion to $8.8 billion during this period. In view of these
aggregates it is not surprising that total market uses advanced to $45
billion, the largest sum provided by the capital market in the decade
since 1946.

Although nonbank sources soared to $41.6 billion as corporations
supplied over $9 billion and individuals furnished another $8.5 bil-
lion, nonbank sources clearly could not meet the market’s total re-
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quirements. Consequently, the banking system had to close the gap
with another $3.4 billion of bank credit. To meet the additional de-
mands placed upon them, the commercial banks sold more than $7
billion of Governments during the year. Fearful that dangerous in-
flationary pressures were building up, the Federal Reserve Board
moved toward a policy of credit restraint. As money tightened dur-
ing the year, interest rates gradually drifted upward.

Pressure on the money market intensified in 1956 as the demands
for financing again overflowed the available supply of funds. Insti-
tutional funds and U.S. Government funds increased slightly during
the year but corporations, needing huge sums for plant and equip-
ment expansion and facing declining liquidity ratios, trimmed their
contributions to the capital market by $8 billion. As a result, the
nonbank sector was able to furnish only $36.3 billion compared with
$41.6 billion the previous year. The banks too were hard pressed for
funds. Reserve deficiencies kept the expansion in demand deposits
adjusted down to $300 million and the banks were forced to sell an-
other $6 billion of Governments in order to finance their lending
activities. In all, the capital market was able to satisfy $37.3 billion
of demand in 1956.

The mortgage market received a large proportion of the available
funds. At $15.5 billion, mortgages accounted for 41.6 percent of
total uses, the largest ratio in the postwar era. State and local issues
also rose by $4 billion, but the Federal Government was able to re-
duce its debt by $3 billion. Meanwhile corporations increased their
outstanding security issues by $7.5 billion, while another $10 billion
was extended to business in the form of bank loans and trade credit,
(Table 10, page 99.)

National economic activity in 1956 was characterized by full utili-
zation of resources, with consequent price increases in many sectors
of the economy. Plant and equipment outlays have risen substan-
tially at a time when demands from consumers remained strong. In
an attempt to control the inflationary pressures inherent in the situa-
tion, the Federal Reserve pursued a policy of credit restraint through-
out the year.

Concerned by the climbing demand for loans in a period when the
economy was operating close to capacity, most of the Federal Reserve
Banks raised the discount rate to 234 percent on April 13. The Min-
neapolis and San Francisco Reserve Banks raised the discount rate
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14 percentage point to 3 percent. By the end of August all of the
Federal Reserve Banks had moved the discount rate to 3 percent.

In a speech delivered in May before the Pennsylvania Bankers As-
sociation William McChesney Martin, Chairman of the Federal Re-
serve Board, reviewed the relationship between interest rates and the
supply of and demand for loanable funds.

“To me, one of the basic principles that underlie and sustain
our economy and our private, competitive system is embraced
in the concept of the free market, where balance is achieved by
the interplay of demand and supply.

* * *

“There is no such thing as a simple choice between high or
low interest rates. The fundamental requisite is to see that the
volume of bank reserves is appropriate to high level stability in
the economy and then to let interest rates be determined in the
market place where they can rise or fall in response to supply
and demand.”

THE INVESTMENT OUTLOOK

During the past two years the exuberance of our national economy
has led to enormous demands for capital funds which have over-
flowed the supply of savings. The inevitable outcome has been to
create strong pressures for an increase in comumercial bank credit
beyond the requirements of normal growth in our national economy.
In the field of residential and industrial construction, state and local
improvements, and consumer durable goods, we have been pressing
to expand bevond our resources. Here is the fundamental source of
upward pressure on prices, and under the circumstances it has been
salutary for the monetary authorities to restrain the expansion of
bank credit.

Looking forward to 1957, there is little reason to expect this situa-
tion will alter appreciably. It now seems clear that we shall again
be confronted with demands for capital funds in excess of available
supplies from nonbank sources, and that the monetary authorities
will be required to continue a policy of credit restraint. Although
we may well continue to experience the “rolling adjustments” in
general economic activity which have characterized recent years, all
signs now indicate that overall business activity will remain high next
year and that gross national product will increase moderately to a new
record level, Consumer expenditures, bolstered by a comeback in the
automobile market, as well as business expenditures, should continue
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strong. In the face of increased international tensions, Federal ex-
penditures may well be pushed upward.

Although the current rate of plant and equipment expenditures by
business concerns is very high, there is little evidence from surveys
carried out by McGraw-Hill, the Department of Commerce, and
others that we can expect any marked abatement next year. More
and more attention is now being directed by economists to the longer-
range view being taken by business executives in planning expansion
and improvement of plant and equipment, as well as the great impact
of industrial research on business capital spending. Rising borrowing
costs of corporations can easily be exaggerated because interest rates
are still low historically and in relation to profit expectations. More-
over, despite all the talk about a decline in residential construction
next year, there are good prospects that housing starts will run as
high as one million or slightly higher, so that it still appears that total
uses of mortgage funds—residential, farm, and industrial-commer-
cial—will be as high as in 1956. The demand for capital funds by
state and local government units promises to remain high, particularly
in view of projects which had to be postponed this year. If we do
experience a resurgence next year in the automobile market, an up-
ward push will be given to the demand for consumer credit. Under-
lying the entire capital market picture is the fact that at the end of
this year there will be a sizeable overhang of capital expenditure
projects which had to be postponed because of a scarcity of available
funds at desired rates. Added to this, the great pressures of demand
for funds have gradually reduced liquidity in the financial system as
a whole, including both the commercial banks and nonbanking insti-
tutions.

In view of this outlook, it is difficult to avoid the conclusion that
1957 will again be a year in which the various demands for capital
funds will overflow the supply from nonbank sources, and there will
be great pressure for an expansion of bank credit beyond growth
requirements to fill the gap. Market forces, therefore, should pro-
duce firm to rising interest rates. We should witness the continuation
of a policy of credit restraint by the monetary authorities designed
to head off an inflationary increase in commercial bank credit.

The Federal Reserve and the U.S. Treasury have wisely and cou-
rageously pursued a policy of credit restraint to keep our national
economy on an even keel and to maintain stability in the value of
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the dollar. There is nothing in the outlook for next year which would
reduce the great public need for a nonpartisan, fully independent
Federal Reserve—free to study economic trends and to determine
monetary and credit policy responsibly and objectively in the broad
public interest. The country is fortunate that we have had such free-
dom on the part of the monetary authorities, and they have pursued
wise policies. But we must always remember that the Federal Re-
serve and the Treasury sorely need the aid of other public and pri-
vate groups if we are to have stable and sustainable economic growth,
Restraint by the monetary authorities must be matched by restraint
on the part of business concerns, organized labor, the consumer,
lending institutions—indeed the country as a whole.
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*INVESTMENTS OF 49 UNITED STATES LEGAL RESERVE

LIFE INSURANCE COMPANIES

TABLE I—INVESTMENTS—BY CLASSES

U. 8. Government State, County and aCanadian aOther Foreign
Dee, 31 Bonds Mu.mmpal Bonds Government Bonds ernment Bands
1906 $ 3,155,000 ( .1 $ 114,148,000 % 0%) $ 12,230,000 ( .4%) $ 65,051,000 (2.3%
1911 886,000 .0 170, 1692, ,000 (4.2 22,440,000 ( .6 g 81,028,000 (2.0
1916 1,460,000 .0 242, 213 000 (4.6 69,711,000 (1.3 139,302,000 (2.6
1921 802,923,000 (10.7 347,661,000 54 o7 157,349,000 (2.1 110,648,000 (1.5
1926 493,526,000 ( 4.2 344 282 000 (2.9 265, 231 1000 (2.2 30,224,000 ( .3
1927 446,287,000 ( 3.4 356, 793 000 (2.7 304, 803 000 (2.3 32,624,000 ( .2
1928 396,778,000 ( 2.7 413 850,000 2.8 33.7,428,000 2.3 35,498,000 ( .2
1929 320,971,000 ( 2.0 542,452,000 (3.4 373,112,000 (2.3 36,397,000 ( .2
1930 303,400,000 ( 1.8 588, 834 000 (3.4 404,863,000 (2.3 32,829,000 ( .2
1931 355,532,000 ( 1.9 696 868,000 (3.8 ,577,000 (2.4 31,519,000 ( .2
1932 422,697,000 ( 2.2 742 125 000 (3.9 449,683,000 (2.4 24,712,000 ( .1
1933 810,133,000 ( 4.2 811,955,000 (4.2 440,394,000 (2.3 17,029,000 ( .1
1934 1, 747 126,000 ( 8.6 1 018 594 000 (5.0 440,269,000 (2.2 14,980,000 ( .1
1935 2 739 189, 1000 (12.7 1,173, 252 000 (5.4 469,564,000 (2.2 13,392,000 ( .1
1936 3,713,082,000 (16.1 1,304,069,000 (5.7 476,939,000 (2.1 ; 10,628,000 ¢ .0
1937 4,384,064,000 (18.1 1, 407 407 000 (5.8 483,615,000 (2.0 ,379,000 ( .0
1938 4,666,984,000 (18.2 1.503,969,000 5.9 499,473,000 (2.0 ,019,000 ¢ .0
1939 5,080,885,000 (18.8 1,658,480,000 (6.2 533,549,000 (2.0 6,183,000 ( .0
1940 5,510,313,000 (19.4 1,786, 288 000 (6.3 562,627,000 (2.0 ,892,000 ( .0
1941 6,438,968,000 (21.4 1,703,207,000 5.7 664,563,000 (2.2 5,428,000 ( .0 i
1942 ,772,657,000 (27.3 1,479,098,000 (4.6 758,635,000 (2.4 5,290,000 ( .0
1943 11,738,890,000 (33.9 1,216,881,000 (3.5 936,481,000 (2.7 5,578,000 ( .0
1944 15,329,396,000 (40.9 903 001,000 (2.4 1,047,902,000 (2.8 ,913,000 ( .0
1945 19,015,084,000 (46.7 574,154, 1000 (1.4 1,178.803.000 2.9 6,103,000 ( .0
1946 19,984,602,000 (45.8 460,021 000 gl =1 1,264.360.000 2.9 8,928,000 ( .0
1947 18,354,797,000 (39.4 445 410 000 (1.0 1,280,280,000 (2.7 17,516,000 ( .0
1948 15,277,135,000 (30.7 64[,486 000 51 3 1,378,127,000 (2.8 18,344,000 ( .0
1949 13,838,345,000 (26.0 757,101,000 (1.4 1,372,803,000 (2.6 17,704,000 ( .0
1950 12,066,994,000 (21.2 823, 342 000 (1.5 1,361,072,000 (2.4 20,636,000 ( .0
1951 9,682,946,000 516.0 830,438,000 (1.4 1,370,462,000 (2.3 2[.012.000 .0
1952 8,867,069,000 (13.8 779,069,000 (1.2 1,244,187,000 (1.9 21,162,000 ( .0
1953 8,426,850,000 (12.3 845,412 000 (1.2 1,142,264,000 (1.7 20,827,000 ( .0
1054 7,687,247,000 (10.5 1,244,601,000 (1.7 1,041,445,000 (1.4 25,989,000 ( .0
1955 7,185,521,000 ( 9.2 1,341,064,000 (1.7 914,587,000 (1.2 36,112,000 ( .0
11956 6,200,000,000 ( 7.5 1 :UU 000,000 (1.8 925,000,000 (1.1 50,000,000 ( .1
Dec. 31 Railroad Bonds Public Utility Bonds Other Bonds Total Bonds
1906 $ 958,607,000 (33.5%) $ 117,922,000 ( 4.1%) $ 33,873,000 ( 1.2%) § 1,304,986,000 45.6'5{
1911 1,313,422,000 (32.6 ,829,000 .7 48,856,000 ( 1.2 1,787,153,000 (44.3
1916 1,637,686,000 (30.7 203,567,000 ( 3.8 47,858,000 K] 2,341,802,000 (43.9
1921 1,694,190,000 (22.6 212,499,000 ( 2.8 74,088,000 ( 1.0 3,399,358,000 (45.4
1926 2,403,903,000 (20.2 808,429,000 ( 6.8 118, 959 000 ( 1.0 4,464,554,000 (37.6
1927 2,554,926,000 (19.4 1,070,838,000 ( 8.1 165,211,000 1.3 4,931,482,000 (37.4
1928 2,713,673,000 (18.5 1,286,379,000 ( 8.7 234,530,000 ( 1.6 5,418,136,000 (36.8
1929 2,806,200,000 (17.4 1,368,601,000 ( B.5 250,190,000 ( 1.6 5,697,923,000 (35.4 ‘l
1930 2,886,405,000 (16.6 1,559,945,000 ( 9.0 313,840,000 ( 1.8 6,090,116,000 (35.1
1931 2,922,868,000 (15.8 1,664,528,000 ( 9.0 342,695,000 ( 1.8 6,456,587,000 (34.9
1932 2,869,357,000 (15.0 1,657,359,000 ( 8.7 340,024,000 ( 1.8 6,505,957,000 (34.1
1933 2,818,432,000 (14.6 1,676,090,000 ( 8.6 337,889,000 ( 1.7 6,911,922,000 (35.7
1934 2,843,890,000 (14.1 1,773,001,000 ( 8.8 414,232,000 ( 2.0 ,252,092,000 (40.8
1935 2,805,661,000 (13.0 008,605, 9.4 529,643,000 ( 2.5 9,739,306,000 (45.3 D
1936 2,867,323,000 (12.5 2,401,365,000 (10.4 672,775,000 ( 2.9 11,446,181,000 (49.7
1937 2.971.619,000 12.2 2,669,653,000 (11.0 952,873,000 ( 3.9 12,875,610,000 (53.0
1938 2,915,405,000 (11.4 3,129,544,000 (12.2 1,238,214,000 ( 4.8 13.960 608 000 (54.5
1939 761, 10.7 3,643,432,000 (13.5 1,294,611,000 ( 4.8 15,114, 901 000 (56.0
1940 2 045,459,000 (10.4 4,077,005,000 (14.3 1,494,147,000 ( 5.3 16,381,?31,000 57.7
1941 2,904,934,000 E 2.6 4,653,692,000 (15.5 1,784,189,000 ( 5.9 ; 18,154,981,000 (60.3
1942 2,727,743,000 ( B.5 4,927,435,000 (15.4 1,761,891,000 ( 5.5 20,432, 749 000 (63.7
1943 2,649,044,000 ( 7.7 4,946,628,000 (14,3 1,813,578,000 E 5.2 } 23,307, 080 000 (67.3
1944 2 597,020,000 ( 6.9 4,992,649,000 (13.3 1,806,452,000 ( 4.8 26.682.333,000 71.1
1945 2 710,709,000 ( 6.7 4,810,844,000 (11.8 1,813,804,000 { 4.5 30,109,501,000 (74.0 J
1946 2 662 368 000 ( 6.1 5,161,745,000 (11.8 3,219,168,000 ( 7.4 32,761,192,000 (75.1
1947 2,684,636,000 5.8 6,404,350,000 (13.7 4,841,387,000 (10.4 34,028,376,000 (73.0
1948 ,809,262,000 ( 5.6 8,050,229,000 (16,2 7,000,436,000 (14.0 35,175,019,000 (70.6
1949 2,805,979,000 ( 5.3 8,970,871,000 (16,9 8,487,538,000 (16.0 36,250,341,000 (68.2
1950 2,930,906,000 ( 5.2 9,718,339,000 (17.1 9,328,301,000 (16.4 36,249,590,000 (63.8
1951 3,064,399,000 ( 5.1 10,265,209,000 (17.0 11,194,076,000 (18.6 36.428,542,000 60.4
1952 L 4.008.000 5.1 10,822,508,000 516.8 13,327,250,000 (20.7 38,315,253,000 (59.5
1953 4.9 11,513,655,000 (16.8 15,037,228,000 (21.9 ,350,935,000 (58.8
1954 3, 457 480 000 ( 4.7 12,024,021,000 (16.4 16,345,696,000 (22.3 41,826,479,000 (57.0
1955 3, 595 249 000 4.6 12,369,441,000 (15.9 17,530,981,000 (22.5 42,972.955,000 55.1
11956 600 000,000 ( 4.4 12 800, 000 000 (15.5 19 100 000,000 (23.1 75,000,000 (53.5



104

1956 RECORD OF LIFE INSURANCE INVESTMENTS

TABLE I—INVESTMENTS—BY CLASSES (Continued)

bPublic
Dee. 31 bRailroad Stocks Utility Stocks b0Other Stocks vTotal Stocks
1906 $ 43,095,000 (1.5% 16,572,000 ( .6% $ 70,906,000 (2.5%) § 130,573,000 4 6%)
1911 37,617,000 (1.0 16,738,000 ( .4 28,901,000 % iR 83, 256 000
1916 33,264,000 { .6 14,100,000 ( .3 30,665,0{]0 .6 78, ()29 000 1 S
1921 28, '750,000 ( .4 11,670,000 ( .1 28,327,000 ( .4 68,74 7,000 % .9
1926 27,671,000 ( .2 ) ,357,000 ( .1 52,551,000 ( .5 89, 570,000 { .8
1927 25 112 000 ( .2 11,745,000 ( .1 50,786,000 ( .4 87,643,000 E b
1928 194,000 ( .3 46,849,000 ( .3 81,805,000 ( .6 172,848,000 (1.2
1929 64 941,000 ( .4 90,398,000 ( .6 165,834,000 (1.0 321,173, 1000 (2.0
1930 84,659,000 E 5 128,634,000 ( .7 233,593,000 gl 4 446,886,000 (2.6
1931 93,883,000 ( .5 165,165,000 ( .9 257,065,000 (1.4 516.113,000 2.8
1932 91,054,000 ( .5 165,993,000 { 9 256 758,000 (1.3 513,805,000 (2.7
1933 89,876,000 ( .4 167,815,000 ( .9 248,846, 1000 (1.3 506,537,000 (2.6
1934 88,782,000 ( .4 169,436,000 E 8 251,390, 00(} 1.3 509,608,000 (2.5
1935 88,246,000 ( .4 178,850,000 ( .8 g 263 635, 1.2 550,731.000 2.4
1936 86,720,000 ( .4 182,340,000 ( .8 254,654, 000 L1 523,714,000 (2.3
1937 82 440,000 ( .4 179.213,000 7 271,081,000 (1.1 532,734,000 (2.2
1938 78,818,000 ( .3 178,813,000 ¢ .7 267,341, 1000 (1.0 524.972,000 (2.0
1939 72,427,000 ( .3 167,682,000 { .6 277, 624,000 (1.0 517,733,000 (1.9
1940 71,459,000 % 2 165,113,000 ( .6 287,121,000 (1.0 523,693,000 (1.8
1941 68 438 000 ( .2 170,101,000 ( .5 295,386, UDD 1.0 533, 925 000 (1.7
1942 65,967,000 ( .2 168,840,000 g ] 308,848,000 1.0 543,655,000 El.?
1943 64,008,000 ( .2 166,536,000 ( .5 316,571,000 ( .9 548,015,000 (1.6
1944 74,359,000 ( .2 169,708,000 ( .5 351,162,000 ( .9 595,229,000 (1.6
1945 87,376,000 ( .2 199,425,000 ( .5 454,674,000 (1.1 741,475.0(}0 (1.8
1946 88,938,000 ( .2 271,587,000 ( .6 586,584,000 (1.4 947,109,000 (2.2
1947 92,911,000 ( .2 317,449,000 E o 721,149,000 (1.5 1,131,509,000 52 4
1948 101,041,000 ( .2 325,196,000 ( .6 773,342,000 (1.6 1.199,579.000 2.4
1949 lDZ 343 oon ( .2 426 455 000 ( .8 846 403,000 (1.6 1,375,201,000 52.6
1950 108,680,000 ( .2 573,803,000 (1.0 968,582,000 (1.7 1,651,155,000 (2.9
1951 106,260,000 ( .2 623,153,000 (1.0 1,018,446,000 (1.7 1,747,859,000 (2.9
1952 116,263,000 ( .2 689,175,000 (1.0 1,036,147,000 (1.6 1,841,585,0{}0 (2.8
1953 119,627,000 ( .2 781,552,000 (1.1 1,063,085,000 (1.6 1,964,264,000 52.9
1054 122,935,000 ( .2 901,322, 00(} (1.3 1,171,376,000 (1.6 2,285,633,000 (3.1
1955 109 058,000 ¢ .1 ) 1,112,786, 000 (1.4 1, 218 914 000 (1.6 2,440,758,000 53.1
1956 100,000, 000C.1 ) 1.150,000,000 (1.4 1,200,000,000 (1.5 2,450,000,000 (3.0
Dec. 31 Farm Mortgages Other Mortgages Total Mortgages Real Estate
1906 $ 262,488,000 ¢ 9.2%) $ 547,537,000 (19. 1%) $ 810 025 000 (28.3% $ 155,794,000 (5.5%
1911 433,549,000 (12.0 814,724,000 (20.2 ) 1,298 1000 (32.2 157,759,000 (3.9
1916 789,978,000 (14.8 984,763,000 (18.5 1,774, ?41 ,000 (33.3 143,782,000 2.7
1921 1,322,596,000 (17.7 1,244, 1?6 000 (16.6 2, 566 772, 1000 (34.3 148,732,000 (2.0
1926 1,954,038,000 (16.4 3,136,038,000 (26.4 5.099,075,000 (42.8 214,995,000 (1.8
1927 1,979,829,000 (15.0 3,686,403,000 (27.9 5,666,232,000 (42.9 249,897,000 51-9 :
1928 1,958,812,000 (13.3 76,067,000 (29.1 6,234,879,000 (42.4 296,872,000 (2.0
1929 1,929,644,000 (12.0 4,804,458,000 (29.9 6,734,102,000 (41.9 341,175,000 EZ 1
1930 1,885,613,000 (10.9 5,117,895,000 (29.5 7,003,508,000 (40.4 406 509,000 (2.3
1931 1,835,246,000 ¢ 9.9 5,245,106,000 (28.3 7,080,352,000 (38.2 516 228,000 (2.8
1932 1,709 458,000 8.9 5, 090,283,000 (26.7 6,799,771,000 (35.6 750,493,000 (3.9
1933 1 508. 83,000 ( 7.8 4,749,985‘.000 24.5 6,358,??0.000 323 1,106,728,000 (5.7
1934 1,193,537.000 ¢ 5.9 4,316,068,000 (21.3 5,509,605,000 (27.2 1,491,737,000 (7.4
1933 991,293,000 4.6 3,969,625,000 (18.5 4,960,918,000 (23.1 1,755.792,000 (8.2
1936 870,135,000 { 3.8 3,843,451,000 (16.7 4,713,586,000 E‘ZD 5 1,897,023,000 (8.2
1937 815,603,000 { 3.3 3,950,859,000 (16.3 4 766,462,000 (19.6 1,935,515,000 (B.0
1938 802,018,000 { 3.1 4,144,992,000 (16.2 4,947.010,000 19,3 1,934,335,000 57.5
1939 792,009,000 { 2.9 4,339,222,000 (16.1 5,131,231,000 (19.0 1,905,254,000 (7.1
1940 790,958,000 { 2.8 4,558,911,000 (16.0 5,349,869,000 (18.8 1,834,900,000 Eﬁ.s
1941 804,224,000 ( 2.7 4,914,021,000 (16.3 1718.245,000 (19.0 1,650,968,000 (5.5
1942 790,060,000 { 2.4 5,159,551,000 (16.1 5,949,611,000 (18.5 1,455,066,000 %4.5 3
1943 743,682,000 ( 2.2 5,163,140,000 14.9 5,906,822,000 (17.1 1, 175 965,000 (3.4
1944 701,825,000 ( 1.9 5,148,286,000 (13.7 5,850,111,000 (15.6 ) 416, 1000 (2.5
1945 669,391,000 ( 1.6 5,046, 764,000 (12.4 5,716,155,000 (14.0 73!,373.000 EI.B
1946 677,619,000 ( 1.5 5,346,317.000 (12.3 6 023 936 ﬂ(}ﬂ §13 .8 659,437,000 (1.5
1947 731,930,000 ( 1.6 6,476,360,000 (13.9 15.5 749,605,000 (1.6
1948 840,849,000 ( 1.7 8,099,501,000 (16.3 8 940 350 000 EIB .0 931,948,000 (1.9
1949 978,268,000 ( 1.8 9,619,742,000 SIB.I 10, 598 010 000 (19.9 1,102,846,000 (2.1
1950 1,155,816, 1000 ¢ 2.0 12,151,516,000 (21.4 13 307 332 000 523 4 1,278,945,000 (2.2
1951 1 350,47?,000 2.2 14,734,967,000 (24.5 26.7 1,427,702,000 (2.3
1952 1,502,742,000 s 2.3 16,144,083,000 525.1 17’ 64-6 825 000 §27 4 1,655,987,000 (2.6
1953 , 794,000 ¢ 2.4 ) 17,654,024,000 (25.8 19, 319 818,000 (28.2 1.740.693,000 EZ.S
1954 1,806,493,000 E 24 ) 19,?03,505 000 (26.9 21,500.998.000 (29,3 1,971,909,000 (2.7
1955 2,009,278,000 ¢ 2.6 ) 22,295,555,000 (28.5 24, 304 833, 000 (31.1 2 184,929,000 (2.8
11956 2,250,000,000 ¢ 2.7 ) 25,000,000,000 (30.3 27,250,000,000 (33.0 2,350,000,000 (2.8
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TABLE I—INVESTMENTS—BY CLASSES (Continued)

Policy Loans
Dec. 31 and Premium Notes Cash Other Assets
1906 $ 252,735,000 ( 8.8% $ 64,806,000 (2.3% 141,018,000 (4.9%
1911 521,008,000 (12.9 64,003,000 (1.6 119,169,000 (3.0
1916 47,034, 14.0 95,704,000 (1.8 147,260,000 (2.8
1931 975,262,000 (13.0 88,242,000 (1.2 237,862,000 (3.2
1926 1,430,538,000 (12.0 91,682,000 ( .8 502,203,000 (4.2
1927 1,593,912,000 (12.1 108,684,000 ( .8 556,082,000 (4.2
1928 ,795,390,000 (12.2 113,163,000 ( .8 671,005,000 (4.6
1929 2,145,865,000 (13.4 118,065,000 ( .7 723,559,000 (4.5
1930 2,525,047,000 (14.6 126,068,000 ( .7 736,895,000 (4.3
1931 3,028,444,000 (16.4 150,886,000 ( .8 756,916,000 (4.1
1932 3,438,384,000 (18.0 292,287,000 (1.6 786,356,000 (4.1
1933 3,452,011,000 (17.8 419,202,000 (2.2 704,563,000 (3.7
1934 3,332,171,000 (16.5 561,858,000 (2.8 557,939,000 (2.8
1935 3,218,582,000 (15.0 766,783,000 (3.6 525,081,000 (2.4
1936 3,087,965,000 (13.4 787,659,000 (3.4 64,971,000 (2.5
1937 3,074,514,000 (12,7 669,973,000 (2.8 418,029,000 (1.7
1938 3,069,415,000 (12.0 706,919,000 (2.8 497,097,000 (1.9
1939 2,930,752,000 (10.9 848,775,000 (3.1 553,101,000 (2.0
1940 2,779,774,000 ( 9.8 947,949,000 (3.3 ,180, 2.1
1941 2,612,907,000 ( 8.7 785,140,000 (2.6 658,257,000 (2.2
1942 2,393,173,000 ( 7.5 640,123,000 (2.0 669,125,000 (2.1
1943 2,112,194,000 ( 6.1 749,446,000 (2.2 798,326,000 (2.3
9 1,895,497,000 ( 5.1 603,212,000 (1.6 942,239,000 (2.5
1945 1,737,970,000 ( 4.3 623,307,000 (1.5 1,048,516,000 (2.6
1946 1,672,754,000 ( 3.9 574,112,000 (1.3 ,938, 2.2
1947 1,706,806, 3.7 831,591,000 (1.8 923,526,000 (2.0
1948 1,812,575,000 ( 3.6 735,635,000 (1.5 1,019,488,000 (2.0
1949 1,950,871, 3.7 706,418,000 (1.3 1,171,618,000 (2.2
1950 2,082,484,000 ( 3.7 790,131,000 (1.4 1,453,557,000 (2.6
1951 2,213,175,01 3.7 854,128,000 (1.4 1,561,103,000 (2.6
1952 2,305,679,000 ( 3.6 876,238,000 (1.3 1,793,977,000 (2.8
1953 2,435,878,000 ( 3.6 911,257,000 (1.3 1,864,185,000 (2.7
1954 2,586,584,000 ( 3.5 911,717,000 (1.3 2,258,497,000 (3.1
1955 2,709,285,000 ( 3.5 926,419,000 (1.2 2,529,622,000 (3.2
11956 2,875,000,000 ( 3.5 900,000,000 (1.1 2,600,000,000 (3.1
ToraL Assers
Ratio of 49
Of the 49 United *Of all United Companies to
Deec. 31 States Companies States Companies All Cpompan.lu
1906 $ 2,859,937,000 $ 2,924,254,000 97.8%
1911 4,030,621,000 4,164,492,000 96.8
1916 5,328,342,000 5,536,607,000 96.2
1921 7,484,975,000 7,936,497,000 94.3
1926 11,883,627,000 12,939,807,000 91.8
1927 13,193,932,000 14,391,851,000 91.7
1928 14,702,293,000 15,961,094,000 92.1
1929 16,081,862,000 17,482,309,000 92.0
1930 17,335,029,000 18,879,611,000 91.8
1931 18,505,526,000 20,159,940,000 91.8
1932 19,087,053,000 20,754,112,000 92.0
1933 19,359,733,000 20,895,726,000 92.6
1934 20,215,010,000 21,843,794,000 92.5
1935 21,497,193,000 23,216,496,000 92.6
1936 23,021,099,000 24,874,316,000 92.5
1937 24,272,837,000 26,249,049,000 92.5
1938 25,640,356,000 27,754,661,000 92.4
1939 27,001,747,000 29,243,411,000 92.3
1940 28,415,096,000 30,802,155,000 92.3
1941 30,114,423,000 ,730,965,000 92.0
1942 32,083,502,000 34,931,411,000 91.8
1943 34,597,848,000 7,766,396,000 91.6
1944 7,495,037,000 41,053,974,000 91,3
1945 40,708,297,000 ,797,041,00 90.9
1946 43,604,478,000 48,190,796,000 90.5
1947 46,579,703,000 51,742,987,000 90.0
1948 49,814,594,000 55,511,882,000 89.7
1949 53,155,305,000 59,629,541,000 89.1
1950 56,813,194,000 64,019,686,000 88.7
1951 60,317,953,000 68,278,226,000 88.3
1952 64,435,544,000 73,374,895,000 87.8
1953 68,587,030,000 78,533,217,000 87.3
1954 73,350,817,000 84,486,326,000 86.8
1955 78,068,801,000 90,431,638,000 86.3
11956 82,600,000,000 96,250,000,000 85.8

* Book values, except for “Other Assets” and “Total Assets,”
t Estimated from actual data as of October 31.

() Ratio of investments in class to total investments.
a Including securities of all political subdivisions.
b See TABLE IA for breakdown between Preferred and Common Stocks.

c Data for 1906-1951 from The Spectator Life

and 1955 compiled by Institute of Life Insurance.

Insurance Year Books. Data for 1952, 1953, 1954,
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TABLE IA—STOCKES

PREFERRED AND GUARANTEED

Railroad Public Utility Other Total
$13,563,000 $ 1,678,000 $ 2,196,000 17,437,000
8,396,00 912,000 1,942,000 11,250,000
9,365,000 953,000 1,236,000 11,554,000
11,372,000 1,176,000 1,119,000 13,667,000
9,901,000 3,022,000 1,543,000 14,466,000
11,970,000 6,695,000 2,649,000 21,314,000
25,547,000 41,598,000 52,331,000 119,476,000
40,110,000 82,264,000 110,465,000 232,839,000
59,762,000 117,663,000 174,079,000 351,504,000
67 500,000 152,386,000 195,222,000 415,108,000
66,996,000 153,764,000 194,640,000 415,400,000
66,150,000 155,481,000 185,951,000 407,582,000
66,301,000 157,198,000 188,538,000 412,037,000
65,693,000 164,232,000 201,597,000 431,522,000
66 538 000 163,078,000 188,187,000 417,803,000
63,087,000 158,197,000 209,529,000 430,813,000
55,26;\,000 156,354,000 199,226,000 410,845,000
49,761,000 142,993,000 203,302,000 396,056,000
48,347,000 139,972,000 206,196,000 394,515,000
51,739,000 143,269,000 214,583,000 409,591,000
46,148,000 142,090,000 224,642,000 412,880,000
45, 722 000 141,012,000 231,468,000 418,202,000
55,621,000 140,443,000 260,558,000 456,622,000
68,0?4,000 169,964,000 350,826,000 588,864,000
65,590,000 213,286,000 457,433,000 736,309,000
69,818,000 256,498,000 573,632,000 899,948,000
72,784,000 259,924,000 617,650,000 950,358,000
74,584,000 353,988,000 668,941,000 1,097,513,000
80,347,000 465,492,000 716,711,000 1,262,550,000
80,661,000 483,235,000 701,727,000 1,265,623,000
89,778,000 528,096,000 686,464,000 1,304,338,000
92,176,000 602,197,000 676,113,000 1,370,486,000
86,059,000 760,624,000 647,752,000 1,494,435,000
68,753,000 840,528,000 602,361,000 1,511,642,000
65,000,000 875,000,000 575,000,000 1,515,000,000

COMMON

Railroad Public Utility Other Total
$29,532,000 $ 14,894,000 $ 68,710,000 $113,136,000
29,221,000 15,826,00 26,959,000 72,006,000
23,899,000 13,147,000 29,429,000 66,475,000
17,378,000 10,494,000 27,208,000 55,080,000
17,770,000 6,335,000 51,008,000 75,113,000
13,142,000 5,050,000 48,137,000 66,329,000
18,647,000 5,251,000 29,474,000 53,372,000
24,831,000 8,134,000 55,369,000 88,334,000
24,897,000 10,971,000 5‘9 514 000 95,382,000
26,383,000 12,779,000 61,843,000 101,005,000
24, 058 000 12,229,000 62 118 000 98,405,000
23, 726 Q00 12,334,000 62.89:1,000 98,955,000
22,481.000 12, 235 000 62,852,000 97,571,000
22,553,000 14,618,000 62,038,000 99,209,000
20,182,000 19,26.?,(]0(3I 66,467,000 105,911,000
19,353,000 21,016,000 61, 552 000 101,921,000
23,553,000 22,459,000 68,115,000 114,127,000
22,666,000 24,689,000 74.322.‘]00 121,677,000
23,112,000 25,141,000 80,525,000 129,178,000
16,699,000 26,832,000 80,803,000 124,334,000
19,819,000 26,750,000 84,206,300 130,775,000
19,186,000 25,524,000 85,103,000 129, 813 000
18,738,000 29,265,000 90,604,000 133.607.000
19,302,000 29,461,000 103,848,000 152,611,000
23,348,000 58,301,000 129,151,000 210,800,000
23,093,000 60,951,000 147,517,000 231,561,000
28,257,000 65,272,000 155,692,000 249,221,000
27,759,000 72,467,000 177,462,000 277,688,000
28,333,000 108,401,000 251,871,000 388,605,000
25,599,000 139,918,000 316,719,000 482,236,000
26,485,000 161,079,000 349,683,000 537,247,000
27,451,000 179,355,000 386,972,000 593,778,000
36,876,000 230,698,000 523,624,000 791,198,000
40,305,000 272,258,000 616,553,000 929,116,000
35, 000 000 275,000,000 625,000,000 935,000,000
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TABLE II—-INVESTMENTS—BY DIVISIONS

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New England .............. $ 2,953,973,000 $ 3,033,776,000 $ 79,803,000 2.7%
Middle Atlantic .... B 13,197,769,000 13,834,930,000 637,161,000 4.8
East North Central.,... 13,166,768,000 14,160,968,000 994,200,000 7.6
West North Central........ . 5,402,037,000 5,820,698,000 418,661,000 7.8
South Atlantic ...... eensseee 8,125,313,000 8,656,114,000 530,801,000 6.5
East South Central ....... s 3,585,877,000 3,789,297,000 203,420,000 5.7
West South Central......... 7,823,807,000 8,177,606,000 353,799,000 4.5
Mormtaln s 2,649,498,000 2,865,797,000 216,299,000 8.2
Paeific ol i o vans . 7,804,383,000 8,549,777,000 745,394,000 9.6
Territories & P ions. .... 303,932,000 318,373,000 14,441,000 4.8
United States .. 65,013,357,000 69,207,336,000 4,193,979,000 6.5

i e 2,868,118,000 2,868,285,000 167,000 .0
Other Foreign . 432,714,000 491,241,000 38,527,000 13.5
Misc.—Allocated by Classes..  3,094,355,000 3,319,471,000 225,116,000 7.3
Misc.—Not Allocated by Classes  1,942,273,000 2,182,468,000 240,195,000 12.4

Total sesvsssssescnncess 73,350,817,000 78,068,801,000 4,717,984,000 6.4

TABLE III—*U. S. GOVERNMENT BONDS

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New Enxland e leicialsla s alnininete $ 462,004,000 $ 427,539,000 $ —34,465,000 —7.5%
Middle Atlantic ....... veres 1,485176,000 1,416,266,000 —68,910,000 —4.6
East North Central......... . 1,538,987,000 1,456,505,000 —82,482,000 —5.4
West North Ceatral......... 687,240,000 638,074,000 —49,166,000 —7.2
South Atlantic ......... veres  1,063,146,000 980,105,000 —83,041,000 —7.8
East South Central.......... 548,101,000 497,238,000 —50,863,000 —9.3
West South Central..... . 724,907,000 659,631,000 —65,276,000 —9.0
Mountain ....... e Ve 266,748,000 250,775,000 —15,973,000 —6.0
RRcifni e et Stelewlis aTeie oo 774,105,000 732,923,000 —41,182,000 —5.3
Territories & Possessions .... 136,833,000 126,465,000 —10,368,000 —7.6

Total .....ovvenvnnvnss.  7,687,247,000 7,185,521,000 —501,726,000 —6.5

* Allocated among divisions in accordance with the distribution of the ecivilian population of
the United States.

TABLE IV—STATE, COUNTY, MUNICIPAL AND FOREIGN GOVERNMENT BONDS

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New England ......... . § 82,435,000 $ 72,682,000 $ —9,753,000 —11.8%

Middle Atlantic ..... 319,617,000 335,734,000 16,117,000 5.0
East North Central .. 229,920,000 254,164,000 24,244,000 10.5
West North Central. .. 48,318,000 53,869,000 5,551,000 1 L4
South Atlantic ......... 203,249,000 224,929,000 21,680,000 10.7
East South Central .... 92,685,000 90,430,000 —2,255,000 —2.4
West South Central......... 158,499,000 186,057,000 27,558,000 17.4
Mountain .......... crerenns 38,837,000 42,486,000 3,649,000 9.4
ERcihc: tces ool e, teevene 55,325,000 62,383,000 7,058,000 12.8
Territories & Possessions .... 15,716,000 18,330,000 2,614,000 16.6
United States ..ceevennn.. .« 1,244,601,000 1,341,064,000 96,463,000 7.8
Canadn. o it ol e e e 1,041,445,000 914,587,000 —126,858,000 —12.2
Other Foreigh .c.ccve.s. irs 25,989,000 36,112,000 10,123,000 39.0

Total .vvesrss. csasnrans 2,312,035,000 2,291,763,000 —20,272,000 —.9

The geographic divisions used throughout this paper correspond with those used by the U. S.
Bureau of the Census and are as follows:

New Enﬁ[and:—Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut.

Middle Atlantic:—New York, New Jersey, Pennsylvania.

East North Central:—Ohio, Indiana, Illinois, Michi an, Wisconsin,

West North Central:—Minnesota, Towa, Missouri, North Dakota, South Dakota, Nebraska, Kansas.

South Atlantic:—Delaware, Maryland, District of Columbia, Virginia, West Virginia, North Carolina,
South Carolina, Georgia, Florida.

East South Central:—Kentucky, Tennessee, Alabama, Mississippi.

West South Central:—Arkansas, Lonisiana, Oklahoma, Texas.

Mountain:—Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, Nevada.

Pacific:—Washington, Oregon, California,

Territories and Possessions:—Alaska, Hawaii, Puerto Rico.
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Division
New England
Middle Atlantic
East North Central
West North Central

South Atlantic ....

East South Central

Misc.

Total

R
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TABLE V—"RAILROAD BONDS AND STOCKS

Dec. 31,1954 Dec. 31, 1955 Increase 1955 over 1954

......... $ 59,400,000 $ 60,448,000 $ 1,048,000 1.8%
......... 640,809,000 638,531,000 —2,278,000 —.4
Wvawi e 885,967,000 923,494,000 37,527,000 4.2
......... 480,412,000 514,428,000 34,016,000 [
......... 514,469,000 523,153,000 8,684,000 1.7
......... 229,917,000 236,763,000 6,546,000 3.0
249,112,000 271,894,000 22,782,000 9.1
260,029,000 266,343,000 6,314,000 2.4
187,167,000 191,025,000 3,858,000 2.1
3,507,282,000 3,626,079,000 118,797,000 3.4
60,562,000 59,870,000 92,000 —1.1
50,000 ,000 0 0
......... 12,521,000 18,308,000 5,787,000 46.2
......... 3,580,415,000 3,704,307,000 123,892,000 3.5

* Fach bond and stock is allocated among divisions in accordance with the geographical distri-
bution of the mileage securing the investment,

TABLE VI—**PUBLIC UTILITY BONDS AND STOCKS

Division
New England
Middle Atlantic ..
East North Central
‘West North Central

Seuth Atlantic ....

East South Central
West South Central
Mountain
Pacific

United States
Canada

1BC, esssssmaanns

Division
New England
Middle Atlantic ...
East North Central
West North Central
South Atlantic
East South Central

West South Central ....

Mountain
Pacific

Territories & Possessions ....

Total

srsssassanas

Territories & Possessions ....

Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954

......... $ 630,998,000 $ 704,200,000 $ 23,202,000 3.4%
=5 2,466,235,000 2,534,111,000 67,876,000 2.8
2,571,745,000 2,778,366,000 206,621,000 8.0
1,055,130,000 1,066,788,000 11,658,000 1.1
1,234,414,000 1,286,263,000 51,849,000 4.2
709,566,000 738,006,000 28,440,000 4.0
1,769,584,000 1,793,013,000 23,429,000 1.3
686,428,000 711,329,000 24,901,000 3.6
acnip 1,269,078,000 1,312,739,000 43,661,000 3.4
35,872,000 36,914,000 1,042,000 2.9
......... 12,479,050,000 12,961,729,000 482,679,000 39
......... 9,187,000 416,325,000 —2,862,000 —.7
......... 30,576,000 30,518,000 —358,000 —.2
......... 86,530,000 73,655,000 —12,875,000 —14.9
......... 13,015,343,000 13,482,227,000 466,884,000 3.6

TABLE VII—**OTHER BONDS AND STOCKS

Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954

......... $ 685,146,000 $ 719,819,000 $ 34,673,000 5.1%
......... 2,892,452,000 3,125,684,000 233,232,000 8.1
......... 3,321,232,000 3,541,367,000 220,135,000 6.6
........ 935,742,000 1,089,309,000 153,567,000 16.4
......... 1,537,766,000 1,628,966,000 91,200,000 5.9
......... 764,684,000 809,423,000 44,739,000 5.9
1,724,646,000 1,746,071,000 21,425,000 1.2
..... 345,578,000 380,258,000 34,680,000 10.0
..... 1,126,952,000 1,218,684,000 91,732,000 8.1
68,796,000 75,921,000 7,125,000 10.4
13,402,994,000 14,335,502,000 932,508,000 7.0
......... 995,575,000 1,045,730,000 50,155,000 5.0
319,727,000 363,020,000 43,293,000 13.5
......... 2,798,776,000 3,005,643,000 206,867,000 7.4
......... 17,517,072,000 18,749,895,000 1,232,823,000 7.0

#» Each bond and stock is aliocated among divisions in accordance with the geographical distri-
bution of the property securing the investment.
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TABLE VI11I—-TOTAL BONDS AND STOCKS
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Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New. England ovvieoieeenis $ 1,969,983,000 $ 1,984,688,000 $ 14,705,000 7%
Middle Atlantic .... i 7.804,289,000 8,050,326,000 246,037,000 3.2
East North Central , 8,547.851,000 8,953,896,000 406,045,000 4.8
West North Central . 3,206,842.000 3,362,468,000 155,626,000 4.9
South Atlantic ... 4,553,044,000 4,643,416,000 90,372,000 2.0
East South Central ., 2,344,953,000 2,371,860,000 26,907,000 1.1
West South Central 4,626,748,000 4,656,666,000 29,918,000 .6

1,567,620,000 1,651,191,000 53,571,000 3.4

3,412,627,000 3,517,754,000 105,127,000 31

o 257,217,000 257,630,000 "413,000 .2

United Stated o..cvereivnren 38,321,174,000 39,449,895,000 1,128,721,000 2,9

CRBAMN. .ovouimanicnan i 2,516,769,000 2,436,512,000 —=80,257,000 —3.2

Othcr Foreign ......cocuueen 376,342,000 429,700,000 53,358,000 14,2

S B R e 2,897,827,000 3,097,606,000 199,779,000 6.9

Total «reoeenarecsavsnse 44,112,112,000 45,413,713,000 1,301,601,000 3.0
TABLE IX—FARM MORTGAGES

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New England ....0cc0veeee. $ 4,256,000 $ 4,777,000 $ 521,000 12.2%
Middle Atlantic ............ 37,422,000 38,785,000 1,363,000 3.6
East North Central ......... 289,924,000 328,447,000 38,523,000 13.3
West North Central ........ 600,222,000 673,191,000 72,969,000 12.2
Soath Atlantic ci.uieencess 107,358,000 124,109,000 16,751,000 15.6
East South Central ......... 107,022,000 117,297,000 10,275,000 9.6
West South Central ,,...,.. 311,637,000 340,795,000 29,158,000 9.4
Mountain .e.vvinniiiiennnas 177,742,000 197,660,000 19,918,000 11,2
35T T A AR S 161,593,000 173,762,000 12,169,000 7.5
United States ,......c...... 1,797,176,000 1,998,823,000 201,647,000 11.2
EERMAAR, 10 eieraisiaiajaiaiars s e s iain 9,227,000 10,362,000 1,135,000 12.3
BTN, (aiaeiaioaieiaisie macararainisninie 90,000 ,000 i 3.3

I D e e 1,806,493,000 2,009,278,000 202,785,000 11.2

TABLE X—OTHER MORTGAGES

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1655 over 1954
New England +v.ovoveaeainnes $ 519,962,000 $ 553,661,000 $ 33,699,000 6.5%
Middle Atlantic .. 3,268,753,000 3,559,887,000 291 134 000 8.9
East North Central 3,399,850,000 3,880,414,000 480 564 000 14.1
West North Central ......... 1,256,096,000 1,425,822,000 169,726,00[} 135
South_Atlantic ...... S0 2,981,830,000 3,356,981,000 375,151,000 12.6
East South Central . 1,002,358,000 1,160,442,000 158,084,000 15.8
West South Central 2,693,409,000 2,976,573,000 283,164,000 10.5
Mountain ., 764,069,000 75,000 132,906,000 17.4
PAcIBC. wovnminimismmnains 3,493,416,000 4,072,320,000 576,904,000 16.5
Territories & Possessions. ... 35,607,000 48,968,000 13,361,000 37.5
United States ...c0ueuesrenee 19,417,350,000 21,932,043,000 2,514,693,000 13.0
T ey e 254,198,000 327,801,000 3,603,000 29.0
Other FOreign ...oeevevevra. 31,826,000 35,616,000 3,790,000 11.9
.7 21 - S 131,000 05,000 —36,000 —27.5

Total e anieni . 19,703,505,000 22,295,555,000 2,592,050,000 13.2

TABLE XI—TOTAL MORTGAGES

Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New England .......c000uua. $ 524,218,000 $ 558,438,000 $ 34,220,000 (¥ 5%
Middle Atlantic ............. 3,306,175,000 3,598,672,000 292,497,000 8.8
East North Central ......... 3,689,774,000 4,208,861,000 519,087,000 14.1
West North Central ...,,.... 1,856,318,000 2,099,013,000 242,695,000 13.1
South Atlantic ............., 3,089,188,000 3,481,090,000 391,902,000 12.7
East South Central ..,...... 1,109,380,000 1,277,739,000 168,359,000 15.2
West South Central ........, 3,005,046,000 3,317,368,000 312,322, 1000 10.4
Monntadn®™ 0o s 941,811,000 1,094,635,000 152 824 000 16,2
Paclﬁ'c reeeriaeaanas i dinae e 3, 657 009, 1000 4 246 082 000 589 073 000 16.1
Territories & Possessions..... 5 607,000 48,968, 1000 13,361,000 37.5
United States e ae 21,214,526,000 23,930,866,000 2,716,340,000 12.8
Canada 3,425,000 338,163,000 74,738,000 28.4

31,826,000 35,616,000 3,790,000 11.9
221,000 188,000 —33,000 —14.9
21,509,998,000 24,304,833,000 2,794,835,000 13.0
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Division

New England ........
Middle Atlantic .......

East North Central
West North Central

South Atlantic ....eue.

East South Central
West South Central

Mountain v..eeeveenis
Pacific ,....iaac0nns Lo
Territories & Possessions

United States .....0uvs
Canada ... eseeaaii
Other Foreign .....-..

Total: wivwvevaane

TABLE XII—REAL ESTATE

TABLE XIII—-POLICY LOANS AND PREMIUM NOTES

Division

New England .........
Middle Atlantic .......

East North Central
West North Central

South Atlantic ........

East South Central
West South Central

Mountait vvveuvurrnss
Pacific .....0ooovnnnn.
Territories & Possessions

United States +.......
anada ce.aveanannans

Other Foreign .....vv

Misc.

ToHEL o wsmnawmmia

Division

i‘Iew England ........
Middle Atlantic ....oa..

East North Central
West North Central
South Atlanti
East South Central
West South Central

Mountain .....veaanas
Pacific coiveviennnn, e
Territories & Possessions

United States ,..... earaasas
Canada ......ciiaaann
Othcr Foreigh .ieoauee

Division

New England .........
Middle Atlantic .......

East North Central
West North Central

South Atlantic ........

East South Central
West South Central
Mountain

United States
8&&1& aF .....

er Foreign
Misc,

antit iiiannaansans

Pacific ,.iiiiraannn.
Territories & Possessions

Dec. 31, 1954 Dec, 31, 1955 Increase 1955 over 1954

...... $ 149,068,000 $ 165,393,000 $ 16,325,000 11.0%
...... 865,942,000 947,053,000 81,111,000 9.4
...... 266,685,000 310,833,000 44,148,000 16.6
...... 83,509,000 91,843,000 8,334,000 10.0
...... 147,172,000 175,805,000 28,633,000 19.5
...... 18,202,000 22,034,000 3,832,000 21.1
...... 35,702,000 38,011,000 2,309,000 6.5
...... 24,730,000 27,504,000 2,774,000 11.2
...... 372,733,000 397,150,000 24,417,000 6.6
..... 9.000 60,000 51,000 566.7
...... 1,963,752,000 2,175,686,000 211,934,000 10.8
...... 7,198,000 9,243,000 2,045,000 28.4
...... 959,000 0 —959,000 —100.0
...... 1,971,909,000 2,184,929,000 213,020,000 10.8

TABLE XV—OTHER LEDGER ASSETS

Dec. 31, 1954 Dec, 31, 1955 Increase 1955 over 1954
...... $ 192,497,000 $ 199,240,000 § 6,743,000 3.5%
727,072,000 747,767,000 20,695,000 2.8
489,901,000 511,467,000 21,566,000 4.4
203,618,000 213,921,000 10,303,000 5.1
274,509,000 291,725,000 17,216,000 6.3
95,792,000 99,508,000 3,716,000 3.9
124,200,000 131,884,000 7,684,000 6.2
77,685,000 83,715,000 6,030,000 7.8
305,871,000 329,837,000 23,966,000 7.8
9,731,000 10,073,000 342,000 3.5
2,500,876,000 2,619,137,000 118,261,000 4.7
...... 56,705,000 58,376,000 1,671,000 2.9
19,503,000 22,020,000 2,517,000 12.9
9,500,000 9,752,000 252,000 2.7
2,586,584,000 2,709,285,000 122,701,000 4.7
TABLE XIV—CASH
Dec, 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
...... $ 111,438,000 $ 119,193,000 $ 7,755,000 7.0%
450,609,000 446,262,000 —4,347,000 —1.0
125,690,000 125,465,000 —225,000 —.2
48,066,000 49,910,000 1,844,000 3.8
36,982,000 38,167,000 1,185,000 3.2
15,140,000 14,859,000 —281,000 —1.9
25,531,000 26,488,000 957.000 3.7
6,852,000 7,308,000 456,000 6.7
53,636,000 56,030,000 2,394,000 4,5
1,280,000 1,500,000 220,000 17.2
875,224,000 885,182,000 9,958,000 1.1
22,897,000 24,981,000 2,084,000 9.1
2,588,000 2,130,000 —458,000 —17.7
11,008,000 14,126,000 3,118,000 28.3
911,717,000 926,419,000 14,702,000 1.6

Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
...... $ 6,769,000 $ 6,824,000 $ 55,000 8%
43,682,000 44,850,000 1,168,000 2.7
46,867,000 50,446,000 3,579,000 7.6
3,684,000 3,543,000 —141,000 —3.8
24,418,000 25,911,000 1,493,000 6.1
2,410,000 3,297,000 887,000 36.8
6,580,000 7,189,000 609,000 9.3
800,000 1,444,000 644,000 80.5
2,507,000 2,924,000 417,000 16.6
..... 88,000 142,000 54,000 61.4
137,805,000 146,570,000 8,765,000 6.4
. 1,124,000 1,010,000 —114,000 —10.1
. 1,496,000 1,775,000 279,000 18.6
e 175,799,000 19.1r 799,000 22,000,000 12.5
316,224,000 347,154,000 30,930,000 9.8



TABLE XVIII—RATIO OF INVESTMENTS TO RESERVES

(United States Divisions in Order of 1955 R,m];)1

Division 954
West South Central ......... PR S ey 292.6
Mountaifl vovecseonsssssnssiisssssasasssrsnsssnnsssssiesasss 191.3

FiSatth Central oo s e snnven e e s R T 187.8
Sottth AURHEE cocneerrccocaicnscrsnssnnsanssnssssssssnnssns 148.1
Pacific ...ccsonasssssens L 142.4
West North Central 105.0
East North Central 92.2
Middle Atlantic 67.7
New England ........... 58.0
Continental United States 106.2
Territories and Possessions 157.2
Canada sscvecovsssscncsas K 269.2
Other Furmgn = S P S B S I R R R A S 302.7

D A 117.1
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TABLE XVI—INCREASE 1IN INVESTMENTS—1955 OVER 1954
By Crasses
Ratio to Total
Class Amount Increase
Bonds and Stocks:
United States Government..... $ —501,726,000 —10.6%
State, County and Municipal. .. 96,463,000 2:1
Canadian Government . N —126,858,000 —2.7
Other Foreign ........ ex 10,123,000 .2
] e o e erain v o bieinisia, 123,892,000 2.6
Pubhc RTHUEY o oeeivnsire siammins 466,884,000 9.9
Other ... __1,232,823,000 $1,301,601,000 26.1 27.6%
Mortgage Loans.
arm .. aeie 202,785,000 4.3
Other ... SUL 0 2,592.050,000  2,794,835,000 54.9 59,2
Real Estate .ocveniiisssnaninssssvansacesssssnan 213,020,000 4.5
Polic'_v [ T e oo ot e e e 122,701,000 2.6
........................................... 14,702,000 o3
Mlscellanms ............... et e e e 271,125,000 5.8
Total covesrccnsersssssnnsnsasnssnansssnssess 4,717,984,000 100.0
By Divisions Ratio to Total
Division Amount Increase
New England ...oevvvvessesccncnnsnnn ceeaseeesns $ 79;803,000 1.7%
Middle Atlantic ......coonsnunnnnrnsnnsnsscssssns 637,161,000 13.
East North Central .....ccocvecessssscsssnsannnan 994,200,000 21.1
West North Central ....ccsvisiesaasasmesmesssaenes 418,661,000 8.9
Sonth ANt . s s e e saaiae g 530,801,000 11.2
East South Central cvucvevvenccrcnrrrenccssnssses 203,420,000 4.3
West South Central .......ocevenreaiiiiiananninns 353,799,000 7.5
Mountaln soerresssesncasrissrnnunsamnsensoeennns 216,299,000 4.6
IORBHINS | it iemain insn i o o A e e 745,394,000 15.8
Territories and Possessions 14,441,000 3
Umted States .... 4,193,979,000 88.9
Canada ...... 167,000 .0
Other Foreign 58,527,000 149
Miscellaneous 465,311,000 9.9
L 1" 71 e e e 4,717,984,000 100.0
TABLE XVII—RESERVES BY DIVISIONS
Division Dec. 31, 1954 Dec. 31, 1955 Increase 1955 over 1954
New England +vcv0vveunns . $ 5,092,296,000 $ 5,384,633,000 292,337,000 5.7%
Middle Ktlmtic ............. 19,495,662,000 20,424,354,000 928,692,000 4.8
East North Central ......... 14,284,856,000 15,186,759,000 901,903,000 6.3
Woest North Central ......... 5,142,902,000 5,389,254,000 246 352,000 4.8
South Atlantic ..eessseessnes 5,486,677,000 5,848,480,000 361,803,000 6.6
East South Central .......... 1,909,178,000 2,011,289,000 102,111,000 5.3
West South Central ......... 2,674,279,000 2,872,361,000 198,082,000 7.4
Mountain ...... 3 bimu wiwate e ale 1,385,281,000 1,490,215,000 104,934,000 7.6
PROIBC o susiannnenen oy ... 5,482,317,000 5,915,944,000 433,627,000 7.9
Territories & Possessnms ..... 193,397,000 215,342,000 21,945,000 113
United States . 61,146,845,000 64,738,631,000 3,591,786,000 5.9
Canada ...as p i 065 386,000 1,126,201,000 0,815,000 5.7
Other F oreign ,000 145,363,000 2,408,000 1.7
16 St . 273 414 000 241,249,000 —32,165,000 —11.8
TTOMALE o'elalatainleinteieren veesss 62,628,600,000 66,251,444,000 3,622,844,000 5.8
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TABLE XIX—RATIO OF EACH CLASS OF INVESTMENTS IN DIVISION TO TOTAL

INVESTMENTS IN DIVISION

State, County,
Municipal . .
U.S. and Foreign Railroad Public Utility Other
Government Government Bonds and Bonds and Bonds and
nds Bonds Stocks Stocks Stocks
Division 1954 1955 1954 1955 1954 1955 1954 1955 1954 1955
15.6% 14.1% 2.8% 2.4% 2.0% 2.0% 23.1% 23.2% 23.2% 23.7%
11.2 10.3 2.4 2.4 4.9 4.6 18.7 18.3 21.9 22.6
127 10.3 1.8 1.8 6.7 6.5 19.5 19.6 25.2 25.0
12.7 11.0 .9 9 8.9 8.9 19.5 18.3 17.3 18.7
13.1 11.3 2.5 2.6 6.3 6.0 15.2 14.9 18.9 18.8
15.3 13.1 2.6 2.4 6.4 6.2 19.8 19.5 21.3 21.4
9.3 8.1 2.0 2.3 3.2 3.3 22.6 21.9 22.0 21.3
10.1 8.7 1.5 1.5 9.8 9.3 25.9 24.8 13.0 13.3
9.9 8.6 7 7 2.4 2.2 16.3 15.4 14.4 14.2
45.0 39.7 5.2 5.8 e e 11.8 11.6 22,7 23.8
11.8 10.4 1.9 1.9 5.4 5.3 19.2 18.7 20.6 20.7
36.3 319 2.1 2.1 14.6 14.5 34.7 36,5
ars 6.0 7.4 .0 .0 7.1 6.2 73.9 73.9
10.8 9.5 3.3 3.0 5.0 4.9 18.2 17.7 245 24.7
Total
Bonds and Farm Other Total Real
Stocks Mortgages Mortgages Mortgages Estate
Division 1954 1955 1954 1955 1954 1955 1954 1955 1954 1955
NI . 66.7% 65.4% 1% 2% 17.6% 18.2% 17.7 18.4% 5.1 5.5
M. A 59.1 58. .3 .3 4.8 25.7 25.1% 26.0 6.6‘7 6.9%
E. N. 64.9 63.2 2.2 2.3 25.8 27.4 28.0 29.7 2.0 22
W. N. 59.3 57.8 11.1 11.5 23.3 24.5 34.4 36.0 LS 1.6
S. AL, . 56.0 53.6 1.3 1.4 36.7 38.8 38.0 40,2 1.8 2.0
E. S. . 65.4 62.6 3.0 3.1 27.9 30.6 30.9 33.7 S5 .6
W. S. « 391 56.9 4.0 4.2 34.4 36.4 38.4 40.6 o3 5
M't'n . 60.3 57.6 6.7 6.9 28.9 313 35.6 38.2 .9 1.0
PAE:: et 43.7 41.1 2.1 21 44.8 47.6 46.9 49.7 4.8 4,6
Ter. & Pos, 84.7 80.9 cein aragu 11.7 15.4 11.7 15.4 .0 0
U S e 58.9 57.0 2.7 29 29.9 317 32.6 34.6 3.0 3.1
L2 /A, 87.7 85.0 3 4 8.9 11.4 9.2 11.8 o3 3
O. For. cicuuns 87.0 87.5 e Ve 7.4 7.2 7.4 7.2 2 )
Total ..... 61.8 59.8 2.5 2.6 27.6 29.4 30.1 32.0 2.8 2.9
Policy Loans
and Premium Other Total
Notes Cash Ledger Assets Investments
Division 1954 1955 1954 1955 1954 1955 1954 1955
N. E 6.5% 6.6% 3.8 3.9% 2% 2%  100.0 100.0
M., A 5.5 5.4 3.4 3.2 3 «3 100.0% 100.0%
E. N 3.7 3.6 1.0 o) 4 4 100.0 100.0
W. N 3.8 3.7 9 .8 1 " | 100.0 100.0
8. A 3.4 3.4 3 5 3 31000 1000
E S 2.7 2.6 4 4 o | 1 100.0 100.0
W. S 1.6 1.6 & .3 .1 o | 100.0 100.0
M't'n 2.9 2.9 .3 W3 .0 .0 100.0 100.0
Pac; i 3.9 3.9 7 7 .0 0 100.0 100.0
: 3.2 3.2 .4 "] .0 0 100.0 100.0
S. . 3.9 3.8 1.4 1.3 2 2 100.0 100.0
o wmmata ke 2.0 2,0 .8 9 .0 .0 100.0 100.0
0 FOL., viiiias 4.5 4.5 .6 4 3 4 100.0 100.0
Total .... 3.6 3.6 1.3 1.2 -4 5 100.0 100.0
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ASSOCIATION’S 1956 STATE LEGISLATIVE
AND LEGAL ACTIVITIES

By HeEnry R. GLENN

Associate General Counsel

Life Insurance Association of America

The purpose of this Annual Report on the Association’s legislative
and legal activities is to summarize these activities at the state level
during the past year. The Report of our General Counsel, Gene
Thoré, will cover such activities at the Federal level. In the main
the pattern of previous reports will be followed in that emphasis
will be placed on topics which are currently of most importance to
our business, with very brief mention of other significant subjects.
In passing, let me express the hope that the detailed reports on legis-
lation and other developments which we supply throughout the year
through Association or Joint Association-Convention Services' have
been useful to our membership. Two new Association services, an
Agency Manual and a Group Insurance Manual, are being prepared
and will be available to member companies in 1957. These projected
Manuals represent a part of our effort to anticipate the service needs
of our membership. The purpose of the Agency Manual is to pro-
vide, in easily usable form, comprehensive current information on
all matters pertaining to the qualification and licensing of life and
accident and health insurance agents. Inquiries of a sampling of
our members have suggested that this new Association service will
be of great assistance to agency officers and legal officers who are
called upon to answer many questions in this growing field of law
and regulations. It is believed also that this service will be of par-
ticular value to companies which may not have the facilities to ac-
cumulate such information for themselves. Material covering the
laws and regulations of about fifteen states will be distributed shortly.

1 Association Services Joint Assoctation-Convention Services
Card Index Digest of Statutes Bulletin Service
Current Life Insurance Laws Information-at-Source Manuals
Insurance Law Pamphlet Service Municipal Tax Manual
Investment Law Manual State Premium Tax Manual

Monthly Report of Committee
Activities
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The purpose of the Group Insurance Manual is to present in a
handy reference form the pertinent statutes, regulations, and deci-
sions relating to the field of group life and group accident and health
insurance,

As this is the Golden Anniversary of the Association’s founding,
it may be appropriate here to refer to an early observation made in
the Report of the first examination of the Association’s affairs by
the New York Insurance Department covering the period 19oy-1911.*
Here, the examiner concluded ;

“Owing to the fact that the life insurance companies are sub-
jected to the varying laws and regulations of forty-six states
and territories of the Union, it is necessary to a proper protec-
tion of their policyholders’ interests and the interest of the busi-
ness as a whole, that such legislation and regulation be enacted
only after proper consideration of the interests involved. TFor
each company to do this independently involves a large amount
of work and extensive legal and clerical attention, including
much duplication of effort. An association of such companies,
therefore, which does such work economically and does not per-
mit itself to be used as the instrument of individual interests is
not only permissible under the law, but its wisdom can not be
doubted.”

Since that time, there have been many changes in our business and
the activities of the Association have grown far beyond the early
problems facing its founders. Yet, the basic principles envisioned
by them for an Association such as ours to conduct its affairs in the
interest of the great mass of policyholders have never been aban-
doned.

Let us see what has taken place during this period. The Report of
the examination by the New York Department disclosed that during
1907-1911, the first five years of the Association’s existence, approxi-
mately 3,700 bills were studied by the staff. By way of contrast, dur-
ing the period 1951-1955 approximately 54,000 bills were examined.
As the business has grown, so have the subjects for legislative action
and departmental regulation. In the carly days such subjects as com-
pulsory investment, premium taxation, and regulatory patterns grow-

21912 New York Insurance Department Report on Examination of the Asso-
ciation of Life Insurance Presidents, p. 9.
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ing out of the Armstrong investigation were the principal subjects
of concern for our companies. Today we still have these, plus a
multitude of others which occupy the attention of the Legislatures,
including such subjects as group insurance, accident and health in-
surance, variable annuities, the preservation of state regulation of
insurance, economic and fiscal problems at the federal level, and the
host of other problems in the area of state versus federal regulation
brought on by the now famous SEUA decision. As these problems
have grown in size, so has the Association grown in size, a neces-
sary concomitant if we are to fulfil the mission envisioned by our
founders and referred to in the above excerpt from the Report of
the New York Insurance Department.

We have in previous Annual Reports outlined the year-round work
of our staff in preparing, and keeping up to date, the various Asso-
ciation or Joint Association-Convention services to which reference
has already been made. These, of course, are a by-product of the
legislative process. We hope these services continue to be helpful
in the day-to-day operations of the companies. These functions, of
course, continue as do our other normal off-legislative season activi-
ties with respect to proposed insurance codes; municipal tax prob-
lems; litigation, where the outcome would have an effect upon our
members generally; and staff participation in the work of the numer-
ous Association and Joint Association-Convention Committees. In
addition, our specialist in anti-trust activities makes himself avail-
able for opinions and consultation where a problem may exist in this
area, not only with respect to the Association’s activity, but also to
related organizations within the insurance business.

Of chief value to our membership, however, from the standpoint
of this report, we believe, are current developments and trends in
several major fields. These are reviewed briefly under the following
classifications.

TAXATION

As observed in the 1955 Annual Report, indications pointed to
increasing demands upon the insurance business for additional taxes
to meet the cost of expanding governmental services. Although 1956
was a so-called “off” legislative year,® many important tax bills affect-

3 Seventeen regular and twenty-four special sessions.
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ing the business were considered by the State Legislatures. Major
developments included (1) Defeat in Kentucky of an administration-
sponsored measure to increase the premium tax on foreign companies
from 2% to 234%. (2) Defeat in Massachusetts of a bill which
would have extended to foreign companies the present 2% tax on an-
nuity considerations. The Massachusetts companies, although al-
ready subject to this tax, were in the forefront of the opposition to
this bill. (3) Enactment in Mississippi of four bills, two adverse
and two favorable. The foreign life and accident and health company
premium tax was increased from 2)4% to 3% (foreign fire and
casualty companies .were already taxed at that rate). The 14%
temporary surtax was extended to June 30, 1958. The tax on annuity
considerations received by foreign companies was reduced from
214 % to 2%. Premium taxes were imposed on Blue Cross and Blue
Shield Corporations, removing the existing discrimination in favor
of those organizations. (4) Enactment in West Virginia, in sequel
to the Sims* decision, which rejected an attempt by the Auditor to
require foreign insurance companies to qualify and pay taxes under
the general corporation law as well as the insurance law, of a law
subjecting foreign and domestic insurance companies to an annual
license tax based upon total capital or unassigned surplus. The status
of an Association-sponsored suit testing the legality of this tax,
which appears to violate the due process and equal protection clauses
of the I'ederal Constitution is reported herein under “Litigation”.

As we approach the multi-session year of 1957, there are present
many indications that the business of insurance will again be looked
to by the tax gatherers as a source of additional taxes. This will be
averted only through the cooperation of all forces in our business.
While many tax increase proposals are primarily aimed at out-of-
state companies, domestic companies rarely escape the impact of
additional tax burdens. Through the operation of the retaliatory
laws, increased burdens on foreign companies in a particular state
have serious effects upon the domestic companies, not only with
respect to their present business operations in other jurisdictions,
but it is a problem which also must be met as they grow and expand
and seek to do business in additional states. It is believed that the
best results are attained when there is a common {ront, as to both

482 S.E. 2d 312 (1954).
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domestic and foreign companies, in opposition to all taxes affecting
life insurance policyholders.

As we have increasingly done in the past few years, we expect
there will be many occasions during 1957 when it will be necessary
to call upon our member companies and their agents for assistance in
combatting adverse tax proposals. Without this cooperation, it is
doubtful that the Association and Convention could operate success-
fully in the legislative field. In expressing this thought, we should
also like to express our grateful appreciation for the recognition
given by our member companies to this all-important factor in op-
posing unjust tax demands.

ACCIDENT AND HEALTH INSURANCE

The year 1956 also bore out our expectation of continued activity
in the field of individual accident and health insurance legislation.
Georgia and South Carolina enacted laws limiting the right to refuse
renewal, requiring prominent statements in policies relative to re-
newal terms, and permitting a ten-day “free look” period during
which the policyholder may return the policy if dissatisfied with it.
The Georgia law also requires, in the event of non-renewal, refund
of 75% of the difference between benefits paid and premiums re-
ceived. Mississippi, Rhode Island and South Carolina adopted the
NAIC Uniform Individual Accident and Sickness Policy Provisions
Law, increasing the total of states where that law is in effect to 44°
and Kentucky and New York reduced the time limit on certain de-
fenses from three to two years. This modification also appears in
the model laws enacted by Mississippi and South Carolina.

Twenty-four states® adopted the NAIC Accident and Health Ad-
vertising Rules this year, and a number of other states indicated they
plan to adopt the Rules. Since the Rules were not finally approved
by the NAIC until December, 1955, this rapid action demonstrates
once more the ability of the states to take all steps necessary to im-
prove the effectiveness of the state system of regulation of the in-
surance business.

Widespread experimentation with new and broader types of ac-

5 See Exhibit A.

8 Arizona, Arkansas, Florida, Indiana, Jowa, Kansas, Kentucky, Maryland,
Michigan, Minnesota, Nebraska, Nevada, New Hampshire, New Jersey, New
York, North Carolina, Ohio, Oregon, Pennsylvania, Tennessee, Virginia, West
Virginia, Wisconsin and Wyoming.
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cident and health coverage continued during 1956. This activity will
undoubtedly be of great benefit to the insuring public and certainly
should serve to lessen, if not eliminate, the criticism, some justified
and some not, to which this branch of our business has been subject
recently. As these coverages receive public acceptance, our legisla-
tive problems in this field should be somewhat diminished.

EMPLOYEE WELFARE FUNDS

In 1956, important progress was made toward adequate regulation
of employee welfare funds. New York enacted the Mitchell Law,
providing for registration, filing of annual statements and reports,
and examination of jointly administered employee welfare funds.
It has been estimated” that approximately goo such funds, covering
over a million employees and representing over a billion dollars
in assets are within the purview of this law. Its value as a step
toward the correction of serious abuses in this field can be seen from
the fact that the NAIC in June of this year recommended that all
states adopt a model law similar to the New York law.

A related matter, which is of the utmost importance to welfare
fund beneficiaries, is the recent Opinion of New York Attorney
General Javits holding that employee welfare funds may provide
insurance benefits without being licensed under the Insurance Law.
The Association and the American Life Convention had argued
against this interpretation through counsel. In view of this adverse
ruling, the life insurance business may wish to consider what steps
can be taken to secure either a judicial interpretation of the applic-
able state and federal laws or remedial legislation.

A final point is that steps are being taken to meet the criticism,
coming from unions and legislative bodies, that our business has done
nothing to correct the abuses alleged to exist in connection with a
few situations where the insurance aspects of welfare funds have
been criticized. Pursuant to a recommendation of the Association
and the American Life Convention, the National Association of
Insurance Commissioners at its Miami Beach Meeting last week
approved the development of a “Code of Ethics” to cover insurance
operations in this field. This “Code” will be developed in cooperation
with the insurance industry.

7 New York Times, September 1, 1956, p. 34.
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INSURANCE CODES

Continuing the recent trend toward the adoption by the several
states of insurance codes, activity can be reported in four jurisdic-
tions. In Alaska, a code has been drafted by the Territorial In-
surance Department. The staff has filed a number of suggested
changes, and it is anticipated that the Code will be introduced during
the 1957 Session. In Michigan, the insurance law was codified in
1955, without substantive changes. Beginning in 1957, consideration
will be given to substantive changes. Suggestions have already been
supplied by the staff. In Oklahoma, after extensive study during
which detailed suggestions were made by our business, a new code
has been prepared by the State Legislative Counsel. Although pres-
ently in reasonably good shape, certain additional changes will be
sought when the Code is introduced. If enacted as expected, this
Code will eliminate many outmoded and troublesome provisions
which have necessitated the use of special policy forms and riders in
Oklahoma. In West Virginia, a Code has been prepared by the
Insurance Department for introduction in 1957. Hearings have been
held on the first draft during which the staff proposed numerous
changes. It is expected that another draft will be ready about the
end of December and that the Code will be introduced in 1957. It
is anticipated that resolutions calling for code revisions may be
adopted in a number of jurisdictions in 1957.

In the development of these modern insurance codes, insurance
departments and code commissions have increasingly relied upon the
Association for technical guidance and as a source of information
for statutory provisions to be considered for inclusion therein. Usu-
ally we are consulted in the formative stages of the development of
a code with the result that as it reaches the final draft for introduc-
tion into the legislature many provisions have been eliminated or
added which would otherwise involve considerable legislative ac-
tivity. We are grateful to the many sources which have considered
code revisions for their confidence in the objectivity of the Asso-
ciation’s recommendations.

NEW YORK INVESTMENT LAW

The January 20, 1956 Opinion of the New York Attorney General
interpreting the “substantial compliance” requirement of Section go
of the New York law created great concern among out-of-state
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companies doing business in New York. After numerous confer-
ences between the New York Superintendent and his staff and a
Subcommittee of the Subcommittee on Affirmative New York Legisla-
tion, the Department agreed to support in 1957 an amendment which
will write into the law the administrative interpretation given to this
requirement in the past, namely, that the Superintendent may refuse a
new or renewal license to a foreign insurer if, after disallowing as ad-
mitted assets investments which do not comply in substance with the
requirements applicable to domestic company investments, he is
satisfied that the foreign insurer’s surplus would be reduced below
an amount which is reasonable in relation to the insurer’s out-
standing liabilities and adequate to its financial needs. The Depart-
ment has also agreed in principle only, provided a satisfactory type
of clause can be devised, to the addition of a grandfather clause
freezing in all investments made prior to July 1, 1956.

As part of these conferences dealing with the “substantial com-
pliance” problem, negotiations were also held with respect to en-
larging the investment powers of domestic companies under Section
81. This has resulted in the Department agreeing to support (1) an
increase in the authorization to invest in common stocks from 3%
to 5% of assets, with an alternate limit of 50% of surplus; (2)
an increase in the authorization to invest in income-producing real
estate from 3% to 5% of assets; and (3) the elimination of the
prohibition against investment in bank and insurance stocks. It is
our hope also that a limited leeway investment provision can be en-

acted.
GENERAL

The subject of variable annuities received a great deal of study
during 1955 by a Subcommittee of the Joint Legislative Committee.
That study culminated in a decision by the Association’s Board of
Directors last December to take no position as to the wisdom of the
sale of variable annuities by life insurance companies, but if variable
annuity legislation of any character should appear in any of the several
states, such business should be strictly regulated in the public in-
terest. Variable annuity legislation is now pending in New Jersey,
and the subject is before a Study Commission in Massachusetts.

In Massachusetts, a highly adverse measure requiring apportion-
ment of group insurance dividends between employers and employees
based upon their relative contribution was defeated after passage in
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one House. New York approved legislation making all Departmental
orders and decisions subject to judicial review. This, of course, nulli-
fies an important principle announced in the decision in Guardian Life
Insurance Co. of America v. Bohlinger, 308 N. Y. 174 (1954),
reargument denied, 308 N. Y. 810 (1955).

Virginia amended its general corporation law so as to require all
foreign and domestic corporations, including insurance companies,
to establish registered offices and to appoint registered agents for
service of process. Foreign companies must comply by July 1, 1958,
under penalty of automatic loss of license.

The current status of model legislation covering Fair Trade Prac-
tices, Service of Process on Unauthorized Insurers, and other sub-
jects in which our business is interested, is covered in Exhibits
B, C, D, E, and F. During 1956 several additional states enacted
one or more of these laws.

Finally unsound regulations affecting group and individual credit
life insurance were issued in a number of states this year. Staff
members were kept busy endeavoring to keep these regulations on an
even keel.

LITIGATION

The Association is now engaged in only two suits at the state level.

Guardian Life Insurance Company of America
©. State Board of Equalization, et al. (Montana)

This declaratory judgment action, which is in the nature of a
test suit, seeks to declare void Guardian’s assessment under the
Montana Corporation License Tax. The action also seeks to declare
void allocation regulations issued by the Equalization Board. The
basic issue is the right of State to require allocation of income in
proportion to business done in Montana. The companies’ position
is that Montana income was properly reported separately. The
District Court for the First Judicial District of Montana has denied
a motion by the State to dissolve a temporary restraining order
issued in favor of Guardian.

Multiple cases are pending in Montana in which individual com-
panies are contesting (1) the right of the Equalization Board to
change the method of assessment and (2) the erroneous computa-
tions upon which the Board’s assessment was made as to a company.
These individual suits, to this point, are not being handled by the
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Association due to (1) variances in factual situations and (2) un-
willingness on the part of the State to have a central test suit.

Phoenix Mutual Life Insurance Co., et al.
v. Sims (West Virginia)

This is a suit, brought on behalf of all foreign insurance com-
panies, to test the constitutionality of the additional license tax dis-
cussed under “Taxation”. Shortly after the filing of the action, the
Circuit Court of Kanawha County temporarily enjoined the Auditor
from taking further steps to collect the tax. The State’s Demurrer
to the complaint, which put in issue the constitutional questions in-
volved, has been argued before that Court and a decision should be
forthcoming soon.

OUTLOOK FOR 1957

In closing this Annual Report, appreciation is expressed to the fine
staff of the American Life Convention for their cooperation. As is
well known, the legislative load is coordinated between the two or-
ganizations, a procedure, we believe, to be very helpful in achieving
worthwhile results for our business.

In 1957 there will be forty-six regular and one limited legislative
sessions, We expect to examine approximately 17,000 bills. It seems
valid to assume again that tax and accident and health proposals will
occupy a considerable part of the staff’s attention. In addition, we
expect the introduction of the usual wide variety of adverse bills. As
always, we will do our best to deserve the continued confidence of
all of our member companies.
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EXHIBIT A

NAIC Uniform Individual Accident and Sickness Policy Provisions Law
Alabama—Act 193, L. 1953 New Hampshire—Ch, 207, L. 1951
Arizona—Ch. 64, L, 1954 New Jersey—Ch. 237, L. 1951
Arkansas—Act 394, L. 1951 New Mexico—Ch, 166, L. 1953
California—Ch. 570 L. 1951 New York—Ch. 630, L. 1951
Colorado—Ch. 206, L. 1951 North Carolina—Ch. 1095, L. 1953
Connecticut—Act 10/ L. 1951 North Dakota—Ch. 189, L. 1953
Delaware—Ch. 338, L. 1955 Ohio—S.B. 268, L. 1953
Dist. of Columbia—P.L. 119, L. 1953 Oklahoma—S.B, 218, L. 1955
Florida—Ch. 28027, L. 1953 Oregon—Ch. 737, L. 1935
Hawaii—Act 241, L. 1951 Pennsylvania—Act 99, L. 1951
Idaho—Ch, 131, L. 1053 Rhode Island—Ch. 3808, L. 1956
Illinois—H.B. 185, L. 1951 South Carolina—Act 829, L. 1956
Indiana—Ch. 15, L. 1953 South Dakota—Ch. 187, L. 1953
Iowa—Ch. 188, L. 1951 Tennessee—Ch. 4, L. 1955
Kansas—Ch, 296, L. 1951 Texas—Ch. 397, L. 1955
Kentucky—Ch. 206, L. 1954 Vermont—Act 106, L. 1953
Maine—Ch, 114, L. 1953 Virginia—Ch. 317, L. 1952
Maryland—Ch. 687, L. 1951 Washington—Ch, 229, L. 1951
Massachusetts—Ch. 275, L. 1954 West Virginia—Ch, 94, L. 1955
Michigan—Act 271, L. 1951 Wisconsin—Ch, 614, L. 1951
Mississippi—S.B. 1600, L. 1956 Wyoming—Ch, 201, L. 1953
Nebraska—Ch, 143, L. 1951
Nevada—Ch. 215, L. 1953 Aotal :cinermnens 44

EXHIBIT B
Commissioners—All Industry Fair Trade Practices Laws

Arizona—Ch. 64, L. 1954 New Hampshire—Ch. 189, L. 1947
Arkansas—Ch, 303, L. 1949 New Jersey—Ch, 379, L, 1947
Colorado—Ch, 179, L. 1949 New Mexico—Ch. 127, L., 1947
Connecticut—Act 365, L. 1955 New York—Ch. 501, L. 1948
Delaware—Ch. 275, L. 1955 North Carolina—Ch. 1112, L. 1949
Florida—Ch, 24202, L. 1947 Ohio—S.B. 385, L. 1955
Georgia—Act 748, L. 1950 Oklahoma—S B. 285, L. 1955
Hawaii—Act 298, L. 1951 *Qregon—Ch. 500, L. 1955
Indiana—Ch. 112, L, 1947 Pennsylvania—Act 202, L. 1947
Towa—Ch. 237, L. 1955 South Carolina—Act 232, L. 1947
Kansas—Ch, 247, L. 1955 South Dakota—Ch. 144, L. 1947
Kentucky—Ch. 21, L. 1950 Tennessee—Ch, 202, L. 1947
Louisiana—Act 195, L. 1948 Utah—Ch. 63, L. 1947
Maine—Ch. 319, L. 1949 Vermont—Act 174, L, 1955
Maryland—Ch. 757, L. 1947 Virginia—Ch. 317, L. 1952
Massachusetts—Ch. 659, L. 1947 Washington—Ch. 79 L. 1947
Michigan—Act 228, L, 1949 West Virginia—Ch. 96, L. 1955
Minnesota—Ch, 129, 1.. 1947 Wisconsin—Ch. 520, L. 1947
Mississippi—H.B. 145, L. 1956 Wyoming—Ch. 229, L. 1955
Nebraska—Ch. 170, L. 1947
Nevada—Ch. 203, L. 1949 Total cocive: soemin 40

* Abbreviated law relating to false advertising.
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EXHIBIT C

NAIC Unauthorized Insurers Service of Process Act

Alabama—Act 768, L. 1951 Missouri—S.B, 182, L, 1951
Arizona—Ch. 64, L. 1954 Nebraska—Ch. 134, L. 1949
California—Ch. 495, L. 1949 Nevada—Ch. 230, L. 1935
Colorado—Ch. 173, L. 1955 New Hampshire—Ch, 200, L. 1949
Connecticut—Act 154, L. 1949 New Jersey—Ch. 330, L. 1952
Delaware—Ch. 274, L. 1935 New Mexico—Ch. 172, L. 1951
Florida—Ch. 25368, L. 1949 New York—Ch. 826, L. 1949
Georgia—Acts 533, 759, L. 1950 North Carolina—Ch. 1040, L. 1955
Hawaii—Act 277, L, 1935 North Dakota—Ch. 187, L. 1951
Tdaho—Ch. 130, L. 1951 Ohio—S.B. 112, L. 1955
Illinois—H.B. 874, L. 1949 Pennsylvania—Ch, 447, L. 1949
Indiana—Ch, 203, L. 1955 Rhode Island—Ch, 3725, L. 1956
Towa—Ch. 212, L. 1949 South Dakota—Ch. 120, L. 1955
Kansas—Ch. 283, L. 1949 Tennessee—Ch, 2, L, 1955
Kentucky—Ch. 21, L. 1950 Texas—Ch. 617, L. 1949
Louisiana—Act 195, L. 1948 Vermont—Act 219, L. 1955
Maine—Ch. 96, L. 1949 Virginia—Ch. 317, L. 1952
Maryland—Ch. 450, L. 1949 West Virginia—Ch. 113, L. 1951
Massachusetts—Ch. 781, L. 1950 Wyoming—Ch. 125, L. 1955
Michigan—Act 236, L. 1949

Mississippi—Ch. 307, L. 1954 Total sewvssemns s 40

Arkansas and South Carclina have also enacted somewhat similar laws,
(See §§66-240—066-249, Ark. St. 1947; §837-261—37-272, S. C. Code 1952.)

EXHIBIT D
NAIC Model Group Life Insurance Legislation

Arizona—Ch. 64, L, 1954 Maryland—Ch. 630, L. 1955
Arkansas—Act 248, L. 1949 Nebraska—Ch. 150, L. 1949
Colorado—Ch, 218, L, 1947 Nevada—Ch, 241, L, 1955
Connecticut—Ruling of Insurance New Hampshire—Ch. 175, L. 1947

Commissioner, 4/27/53 New Jersey—Ch, 301, L. 1950
District of Columbia—P.L. 607, North Carolina—Ch. 834, L. 1947

81st Congress (1950) Oklahoma—H.B, 175, L, 1951
Florida—Ch. 25189, L. 1949 *Oregon—Ch. 678, L. 1955
Hawaii—Act 388, L. 1949 Pennsylvania—Act 367, L. 1949
Idaho—Ch, 113, L, 1953 South Carolina—Act 367, L. 1953
Indiana—Ch, 228, L, 1953 Texas—Ch. 208, L. 1947
Towa—Ch, 256, L, 1947 Vermont—Act 171, L. 1947
Kansas—Ch. 301, L. 1951 Washington—Ch. 79, L. 1947
Kentucky—Ch. 21, L. 1950 West Virginia—Ch, 117, L, 1951
Louisiana—Act 195, L, 1948 Wisconsin—Ch. 438, L. 1949
Maine—Ch. 316, L. 1949 Total <wwvimmviman 29

* Follows the model bill standard provisions, but without underwriting re-
strictions other than a minimum of 10 lives and 75% participation.

(Eight additional states have statutes which follow the old 1917 NAIC model
with modifications, viz: California, Illinois, Massachusetts, Michigan, New
York, Ohio, Utah, Virginia.)
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EXHIBIT E

Photographic Copies of Business and Public Records as Evidence Act
Alaska—Ch. 22, L. 1951 New Jersey—Ch. 266, L. 1951
Arkansas—Act 64, L. 1953 New Mexico—Ch. 46, L. 1955
California—Ch. 346, L. 1951 New York—Ch. 791, L. 1952
Colorado—Ch. 138, L. 1955 North Carolina—Ch. 262, L. 1951
Connecticut—Act 231, L., 1955 North Dakota—Ch. 216, L. 1951
Florida—Ch. 26901, L. 1951 Oklahoma—S.B, 169, L. 1951
Hawaii—Act 104, L. 1951 Pennsylvania—Act 357, L. 1951
Idaho—Ch, 173, L. 1951 South Dakota—§36-1003, Code 1939,
Iowa—Ch. 214, L. 1951 added Supreme Court Order
Kansas—Ch. 231, L. 1953 No. 1, 1950
Kentucky—Ch, 30, L. 1952 Utah—Ch. 58, L, 1951
Maine—Ch. 264, L. 1955 Vermont—Act 138, L. 1953
Maryland—Ch, 77, L. 1951 Virginia—Ch. 332, L. 1950
Massachusetts—Ch, 120, L. 1952 Washington—Ch. 273, L. 1953
Minnesota—Ch, 125, L. 1951 Wisconsin—Ch, 284, L, 1951
Montana—Ch, 100, L. 1953 Wyoming—Ch. 81, L. 1953
Nebraska—Ch. 56, L. 1951 U. S. Congress—P.L. 129, 8nd
Nevada—Ch, 30, L. 1953 Congress (1951)
New Hampshire—Ch. 76, L. 1951 Totall :uswwssyasemms 34

(Fourteen additional states have statutes which, although not the uniform act,
follow the introduction into evidence of photographic copies of business rec-
ords, viz: Ala, Ariz, Del, Ga, Ill, Ind., La, Mich, Mo, Ohio, Ore,
RI, S.C. and Tenn.)

EXHIBIT F

Simultaneous Death Act
Alabama—Act 542, L. 1949 Nebraska—Ch, 112, L. 1947
Alaska—Ch, 80, L. 1949 Nevada—Ch. 44, L. 1949
Arkansas—Act 15, L. 1941 New Hampshire—Ch. 55, L. 1941
California—Ch, 988, L. 1945 New Jersev—Ch. 384, L. 1947
Colorado—Ch. 197, L. 1943 New York—Ch. 479, L. 1943
Connecticut—Ch. 184, L. 1943 North Carolina—Ch, 1016, L. 1947
Delaware—Ch, 234, L. 1945 North Dakota—Ch, 211, L. 1943
Florida—Ch. 20834, L. 1941 Oregon—Ch. 535, L. 1947
Hawaii—Act 74, L. 1941 Pennsylvania—Act 75, L, 1941
Idaho—Ch. 83, L. 1943 Rhode Island—Ch. 1871, L. 1947
Iilinois—Ch, 3, L. 1941 South Carolina—Act 638, L. 1948
Indiana—Ch, 49, L. 1941 South Dakota—Ch. 332, L. 1941
Towa—Ch. 274, L. 1943 Tennessee—Ch. 59, L, 1941
Kansas—Ch. 239, L. 1947 Texas—Ch, 196, L. 1951
Kentucky—Ch, 79, L. 1942 *Utah—Ch, 78, L. 1953
Maine—Ch. 111, L, 1941 Vermont—Act 41, L. 1941
Maryland—Ch, 191, L. 1941 Virginia—Ch. 63, L. 1942
Massachusetts—Ch. 549, L. 1941 *Washington—Ch, 113, L. 1943
Michigan—Act 73, L. 1941 West Virginia—Ch, 66, L, 1953
Minnesota—Ch, 248, L. 1943 Wisconsin—Ch, 284, L. 1941
Mississippi—H.B. 84, L. 1956 Wyoming—Ch, 94, L. 1941
Missouri—S.B. 81, L. 1947
Montana—Ch, 20, L. 1951 Total. - cnvvenmnpaaas 44

*In addition to the Uniform Act a section in the Utah Insurance Law
(§31-19-32, Code 1953), and the Washington Insurance Law (§48.18.390
R. C.) provides that in case of simultaneous death, proceeds distributed as if
insured survived beneficiary unless policy provides otherwise,

(While the Uniform Act has not been adopted in Arizona, a section of the
Insurance Law (§20-1127, R.S. 1955) provides that in case of simultaneous
death, proceeds distributed as if insured survived beneficiary unless policy
provides otherwise.)
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The President introduced Hon. Leffert Holz, Superintendent of
Insurance of the State of New York, who extended greetings from
the New York Insurance Department on the occasion of the Associa-
tion’s Fiftieth Anniversary.

PresipENT Frrzcerarp: Our next speaker is so well known that
I will forego the chairman’s privilege of listing his accomplishments
and congratulating him upon his misdeeds. I assure you that both
lists are of major proportions. I have learned, too, to engage in no
wisecracks where Claris Adams has the last word—and who among
us has been in a situation where he has not had it? You will observe
that he is in that position on this morning’s program.

We may well congratulate ourselves that, as a speaker at our
Fiftieth Anniversary meeting, we shall hear one of the most trenchant
phrase-makers in our business. He is most colorful, able, and within
the limits of well balanced modesty, one of its most willing and happy
orators.

His first appearance at these meetings was 30 years ago, so this
is no new experience for him. He is a former director of this Asso-
ciation. We hope that he will believe that his selection for this assign-
ment springs not only from our respect and affection for him as a
man and a friend, but also our acceptance and approval of him as an
intelligent and effective spokesman for life insurance. We are par-
ticularly pleased that he speaks to us in the role of Executive Vice-
President of the American Life Convention. The joint committees of
our two groups function smoothly and constructively. His relation-
ship with our staff is an extremely happy one. Mr. Claris Adams
speaks to the title “Then and Now.” Ladies and gentlemen, Mr.
Adams!

THEN AND NOW

Mr. Claris Adams then addressed the meeting as follows:

PresipExT FirzcErarp, MEMEBERS OF THE ASSOCIATION AND
GUESTS.

It was just thirty years ago that I first enjoyed the privilege of this
platform. It was on the occasion of your twentieth anniversary. I
had the honor to bear the greetings and congratulations of the Ameri-
can Life Convention. I bring them to you again today. At that
time I said, “These two great organizations, occupying a some-
what different field and performing a somewhat different func-
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tion, nevertheless have always labored to the same end and co-
operated in a common purpose. Therefore, today we share your
pride in this great organization as we share the benefits of its achieve-
ments. We glory in the constructive contribution which this organiza-
tion has made to the stability, the integrity, and the development of
American life insurance * * *”’

I was then a neophyte. Now I am a battle scarred veteran. Then
I spoke as a matter of first impression. Today I would not alter
a single word. Since that time I have been a close observer of this
Association, its activities, and its leadership. My admiration has
grown with the years. Greater familiarity has engendered greater
respect. Today I not only congratulate the Life Insurance Associa-
tion of America on fifty years of outstanding service to life insurance
but I congratulate life insurance upon the Life Insurance Association
of America.

This organization was literally shocked into being. The Armstrong
investigation placed life insurance on the defensive. The exposure of
evils, doubtless exaggerated but undeniably existent, caused wide-
spread public criticism. Suspicion attached to the institution. Tt spread
from the particular to the general without the niceties of valid differ-
entiation. All this was the cause of great concern among the compa-
nies. Their pressing problem was to restore full faith in an enter-
prise, the success of which is dependent upon public confidence.

The first step toward regaining esteem was to deserve it. The next
was to produce proof of character. Such project called for coopera-
tion. That the endeavor should be organized was the concept of Paul
Morton, a distinguished newcomer in the ranks of life insurance.
The instrumentality proposed by him was this Association.

Time and events have demonstrated his wisdom. Cooperation was
achieved. Standards of trusteeship were elevated and have been
maintained at a high level. The interests of the policyholders have
been carefully safeguarded and faithfully served. Public confidence
was regained and held. Not since this organization was founded has
life insurance been arraigned before the court of public opinion upon
a general indictment charging lack of institutional integrity or abuse
of its trust. It is true that corrective legislation was enacted. How-
ever, it was not observance of the letter of these laws, but the accept-
ance and implementation of their spirit which restored public confi-
dence.
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Of course, the principal credit belongs to the enlightened spirit and
the evident capacity of individual company management. However,
the contagion of idealism resulting from close association for a high
purpose, the incandescent influence of cooperative effort, and the ad-
vantages derived from sharing new ideas, exchanging the results of
broad experience and taking common counsel on current problems
have contributed much both to institutional character and progress.
One year ago at our golden anniversary celebration, I tried to describe
the unique part which its individuality has permitted the American
Life Convention to play in the life insurance saga. Today I pay un-
stinted tribute to the tremendous role performed by the Life Insur-
ance Association of America. Its broad influence over the years, the
strength and quality of its leadership, the magnitude of the service
which it renders so expertly, have made debtors of us all. The whole
life insurance business is the beneficiary of its labors.

An anniversary is an appropriate time for review. The past merges
into the present, and the present into the future. Our history is an
important part of ourselves. There is always a relativity between
yesterday, today, and tomorrow. The last thirty years of life insur-
ance which have come under my personal observation present a study
both in similarity and contrast. The foundation of the institution re-
mains unaltered. The superstructure is greatly enlarged and consid-
erably changed. We have prospered with the nation. We have held
to principle but kept step with progress. We have of necessity ac-
commodated ourselves in some particulars to the realities of a chang-
ing order.

Nineteen hundred twenty-six was in the midst of the Coolidge era
to which some of us still occasionally look back with a certain touch
of nostalgia. It was a period of staunch conservatism, a little com-
placent and more than a little self-satisfied. So many simple truths
seemed self-evident then which seem less so today. Peace and pros-
perity were accepted as normal, the natural product of basic forces
in a rational world. The future looked roseate. The ground seemed
o firm beneath our feet. If the gathering storm of the approaching
depression gave warning by so much as a cloud the size of a man’s
hand on the distant horizon, there was no prophet to proclaim it
among the wise men of the day as they met to celebrate the twentieth
anniversary of this Association. It was not obvious then, at least to
the generality, that new wine fermenting in old bottles would soon
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exert pressures within our social, economic, and political structures.
Secure in splendid isolationism behind oceans still unspanned from
above, it was beyond dread imagining that within a generation Amer-
ica again would pour forth her blood and treasure into a world con-
flict which would bring victory but not peace. Utterly beyond human
contemplation was life on the brink of an inferno, the eruption of
which might destroy the world.

Your twentieth anniversary was an historic occasion in its day.
Charles Evans Hughes who had pilloried the institution as counsel
in the Armstrong investigation two decades later chose your pro-
gram to honor life insurance with his accolade. He said, “I believe
there is no safer or better managed business in our country than
yours” * * * and “your achievements count predominately, not
for yourselves, but for the American people.” If living and present,
I believe he would so testify today.

Distinguished speakers from your own ranks recited imposing sta-
tistics which emphasized the size, strength, and growth of the in-
stitution, the breadth of its service, the wide dissemination of its
benefits, and the progress being made toward our prime objective,
the conquest of dependency. The figures given were impressive in
that era. The reports indicated $80 billions of insurance in force,
assets of $13 billions, $1674 billions of new insurance. Benefits paid
amounted to $1,350,000,000. In 1956 we will have $400 billions of in-
surance in force, assets of $95 billions, and new business will pass
the $50 billion mark for the first time. Benefits will exceed $314
billions. Total coverage now is five times as great, assets are seven
times as much, current sales are three times more. Benefits distrib-
uted are four times the 1926 total. The percentage of the popula-
tion insured has increased from 49 to 63, but insurance in propor-
tion to family income which represented one year and four months
of the annual wage thirty years ago is approximately the same to-
day. Thus the life insurance record is one of great growth, genuine
achievement, and real progress. However, it should induce no Alex-
andrian tears for lack of worlds to conquer. The underinsurance of
life values in America remains a continuing challenge. We have not
yet approached the practical limits of our possible service to society.

During these decades, life insurance has greatly broadened its
service, Today approximately 98% of those applying for policies
are accepted. Approximately ninety percent of all contracts are is-
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sued at standard rates. The writing of juvenile, sub-standard, and
non-medical insurance is now the rule instead of the exception.
Many companies are considering cases at increasingly older ages.
This liberalization in underwriting is made possible by improved
mortality experience due to the advance in medical science, health
education, public sanitation, and improved dietary habits of the popu-
lace. The life expectancy in this country of a child at birth is thirteen
years greater than it was thirty years ago. Still it only approximates
the Biblical standard of three score years and ten—a little less for
the stronger sex, a little more for the weaker, due to the law of com-
pensation no doubt. Indeed the improvement in mortality has been
so marked in recent years that a revision of the new Comrnissioner’s
table which was adopted generally only about ten years ago is being
urged in some quarters.

The question may well arise in the public mind as to why if the
death rate has diminished appreciably, the price of life insurance has
not been reduced correspondingly. The answer is that cost is de-
termined by two major factors, mortality experience and investment
return. Gains in one category have been overbalanced by losses in
the other. In 1926 all companies averaged net interest earnings of
approximately five percent. Today the effective rate for the benefit
of policyholders after deducting steeply accelerated federal income
taxes will not exceed 314%. The recent improvement in the invest-
ment earnings has resulted in a substantial increase in dividends and
a consequent reduction in guaranteed rates. However, were life in-
surance companies able to secure for their policyowners the interest
return available in the nineteen-twenties, present dividend scales could
practically be doubled and fixed premiums correspondingly decreased.

Easy money and high insurance taxes have borne heavily on the
modest savers of the nation through the cost of their life insurance,
but heaviest of all upon the dependent and the aged who must live
upon a limited income derived principally from policy proceeds. Too
often these are the real forgotten people at the bottom of the eco-
nomic pyramid. Public thrift is one of the great stabilizing influ-
ences in our society and one of the great energizing forces of our
economy. Any governmental policy which results in penalizing the
provident or operates as a disincentive to public saving by denying or
seriously diluting the proper wages of thrift is a disservice to the
nation. There are few things more important in the long run to
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more people in America than the certainty, the integrity and the
productivity of their life insurance dollars.

The annals of the last thirty years are replete with important
events, significant developments and historic happenings. The proud
record of life insurance in the great depression is an oft told tale
which I shall not recount. However, the sudden onset of that storm
which few forecast and the full intensity and duration of which
practically no one predicted, taught us lessons to remember. Among
them are that an institution of the magnitude of ours is inextricably
interwoven into the national economy, that a long term business
cannot ignore the cyclical hazard, that our resources should be geared
to the nature of our obligations and that those margins of safety
which were our salvation in that crisis must be maintained if we are
to sell security in this uncertain world.

We did not escape the impact of the New Deal which grew out
of the depression and moved America in the direction of a managed
economy and a welfare state. As the central government, first in
peace and then in war, grew Gargantuan in size and some of us
thought in nature, life insurance was drawn appreciably into the
federal orbit. Fortunately in the early period of crusading zeal,
when this liberal movement was still in its pristine state, it was sup-
posed that the Constitution as interpreted for more than seventy-
five years put life insurance beyond its reach. By the time a chang-
ing court had abruptly changed the law, the surge of the New Deal
had lost its original force. Furthermore the depression was past
and our business had given an unparalleled example of sound per-
formance. We had come through a monopoly investigation seeking
evidence of alleged abuse of economic power with “flying colors”™.
Public confidence was never at a higher peak. Consequently Congress
passed an act declaring it to be in the public interest that the regula-
tion of life insurance remain in the states under the supervision of
which our institution had reached its high estate.

The public policy thus declared has been challenged; until now it
has not been changed. However, two Senate subcommittees have
questioned the efficacy of state control and suggested consideration
of amending the McCarran Act in the recent past. A month ago it
was reported that “a qualified source” in the SEC predicted a re-
view of the “basic overall problem of the relationship of federal
regulation to the insurance industry”. And an attempt of the FTC
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to exercise jurisdiction over insurance advertising in a case which
by implication would give that body the power to police all operations
and practices of the companies alleged to be unfair or deceptive is
now in the courts. State supervision therefore now rests on simple
statutory authority. It is a mere matter of Congressional policy.
The issue probably will be a recurring one. The outcome doubtless
will be determined by events. There is one certainty; the best de-
fense against federal regulation is to justify public faith in state
supervision.

Of all the depression sired projects of the New Deal, one of the
most revolutionary but one of those most likely destined for political
immortality is social security. Philosophically it is based upon the
premise that the government owes a duty to the people to provide
annuities for all the aged, income for the unemployed and now sup-
port for the permanently disabled. A steady increase in benefits orig-
inally set at modest minimums have been justified by proponents on
the basis of rising inflationary pressures. The cynics have not failed
to note that every liberalizing statute bears the date of an election
year.

Life insurance, wisely I believe, has not from the beginning op-
posed the principle of social security now firmly imbedded in public
policy. We have forthrightly argued that its scope should be con-
fined within the bounds of its professed purpose, providing benefits
at subsistence levels. We believe that the levy of taxes beyond the
necessities of such objective would constitute an abuse of govern-
mental power, an unjustifiable encroachment upon personal liberty,
and an unwarranted invasion of the proper field of private enter-
prise. Furthermore, we believe that it would be socially undesirable.
It would be disingenuous to deny that social security has had a cer-
tain impact upon life insurance. However, we believe that each
within its appropriate sphere has a great and distinctive service to
perform for the American people. Social security does much which
private insurance cannot do; life insurance does much which social
security cannot do and should not attempt.

Labor laws prescribing collective bargaining procedures for es-
tablishing wage scales have had an indirect but important effect upon
our business. Since so-called fringe benefits were held to be within
the scope of the bargaining process, these laws have given a tre-
mendous impetus to group coverage both through imposed and vol-
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untary plans. The spectacular advance of this branch of the business
has been the outstanding feature of the last decade. In that period,
ordinary life insurance has about doubled; group life has increased
almost five times; group annuities over four times, and insured pen-
sion plans three times. Ten years ago, group volume was a little
more than one fifth that of ordinary life; today it is approximately
one-half.

There are those who argue earnestly that the great development of
the mass market necessarily in the very nature of things encroaches
upon the field of individual solicitation of personal policies of the
traditional type. However, granting that statistics are always sub-
ject to interpretation, the facts are that ordinary insurance has also
scored its greatest advance both absolutely and relatively during the
same period. Volume in this category more than doubled in the last
decade; whereas, it had less than doubled in the twenty years pre-
ceding. Annual sales which were actually less in 1945 than they
were in 1925 were three times greater in 1955. Therefore, it is not
apparent on the face of the record that group has made its remark-
able gains primarily at least at the expense of ordinary. I hope that
it never will. My chief concern in this area is that neither social
security nor group insurance be so far expanded beyond its legiti-
mate social purpose, that we will develop a philosophy among on-
coming generations that the major part of a man’s security should
be provided either by government or employer instead of through
voluntary personal savings. That would undermine life insurance.

That the old order changeth giving way to the new is true of our
institution as of all. One innovation of note is that most of the
larger companies have become principally direct private lenders to
industry instead of purchasers of publicly offered securities. The
immediate advantages are evident. Possible disadvantages once
prophesied by the reluctant, who subsequently fell in line, await the
testing period of some future time of stress.

The recent widespread entry of companies into the health and
accident field is of great significance. There is no more sensitive
political area than that of medical care, hospitalization and disability
benefits for the public at large. Private carriers are in a race against
time with proposals for governmental intrusions. Fortunately we
have an administration which favors giving private enterprise an
opportunity to develop its facilities to the fullest extent. I believe
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there is no area in which enlightened self-interest suggests the im-
portance of effort in expansion of markets and experimentation in
broadening coverage to quite the same degree. I am convinced that
sooner or later the cost of medical care will be insured generally in
this country in some way by someone. I hope that to the greatest
extent practical, the job will be done by private insurance.

Finally, one further aspect of “the manifold features of change”
upon which I would like to comment, is the increasing intensity of
competition. Comparative cost is not the only battleground of mount-
ing company rivalry. I think more has been done in the recent past
to fashion our product to the multiple individual needs of our broad
and expanding market than ever before. Management has been more
alert to current demand and more imaginative in supplying it. It
has become more sensitive to customer requirements and more ex-
pert in fitting our cloth to individual measurement. I think the
signal difference between life insurance now and thirty years ago is
its evident modernization. Competition both within the business and
from outside operations similar in purpose but different in nature
has been a great stimulant to progress. Life insurance has, it must,
it will meet the challenge of the times.

Charles Zimmerman, that master of the trenchant phrase, once
said that foreign observers of the life insurance scene in America
are amazed at the intensity of our competition on the one hand and
the extent of our cooperation on the other. Life insurance men are
all adversaries in the field but how fortunate that they are friends
at the council table. The success of our great adventure in coopera-
tion is one of the prime sources of institutional strength. It would
be difficult for us to envision the resulting chaos if in a business of
this magnitude, so complicated in nature, differing so much in the
component parts of its structure and so evidently impressed with a
public interest, there had been no common forum for the discussion
of common problems or no instrumentality for taking common coun-
sel and forming common policy on public matters.

For fifty historic years this organization which like the American
Life Convention, has no authority except that voluntarily delegated
at a given time, which has no power of discipline, only the prestige
that its leadership may currently merit, has performed an invaluable
institutional service of incalculable benefit to life insurance. It has
justified the faith of its founders and the confidence of its mem-
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bers. The past is secure and the future never was in more capable
hands. The well nigh universal confidence which the American
public has in our business is in appreciable part a tribute to the la-
bors of this organization. I consider it one of the high privileges
which has come to me to voice respect, appreciation and esteem on
behalf of all life insurance. It is a delight to do you honor on this
historic anniversary, golden in years, golden in achievement and
golden in opportunity.

PreSIDENT FrrzgeraLp: Thank you, Claris, for the outstanding
contribution you have made to the program for our 5oth anniversary
meeting. The morning session is now adjourned and we will meet
for luncheon in the Grand Ballroom where Hon. Albert Conway,
Chief Judge of the New York Court of Appeals, will be the guest
speaker.
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LUNCHEON SESSION
Wednesday, December 12, 1956
Mg, EDMUND FITZGERALD PRESIDING
The meeting was called to order at 1:15 P.M.

PresmenT FrrzceraLp: The New York Court of Appeals has
enjoyed, over the years, a reputation for ability, leadership and pres-
tige on the part of its Chief Judges of the highest order. Former
Chief Judges include Hon. Benjamin Cordoza and Hon. Frank H.
Hiscock. Our next speaker, the present Chief Judge, is the Honorable
Albert Conway. A graduate of Fordham Law School, his career led
him to membership in leading law firms in New York, and from 1929
to 1930 he served the State as Superintendent of Insurance. Iis
career as a jurist followed, culminating last year in his nomination by
both Republican and Democratic Parties as Chief Judge of the New
York Court of Appeals.

Judge Conway is a Professor of Law. He holds Doctorate of Law
Degrees from two colleges and two universities and the Degree of
Doctor of Civil Law from a third university. His cultural and wel-
fare interests are wide. He is a trustee of Brooklyn Law Library, a
trustee of the Brooklyn Institute of Arts and Sciences, a patron of
the Metropolitan Opera and a past President of the Brooklyn Boy
Scouts Council. I am proud indeed to introduce to you Hon. Albert
Conway, Chief Judge of the New York Court of Appeals. Judge
Conway !

ADDRESS BY HON. ALBERT CONWAY
Hon. Albert Conway then spoke as follows:
Mg, CHAIRMAN, LADIES AND GENTLEMEN :

I am delighted to have this opportunity of addressing you this
afternoon, the men who make up the greatest group of insurance
men in the world and the men who give leadership to the companies
which are the trustees of the major portion of the present day free
capital of the world. As such leaders of the great insurance industry,
there has been entrusted to your care for use and preservation, the
moneys put aside by the heads of families, often at great sacrifice,
so that their loved ones may be able to carry on after they have de-
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parted this life. This is truly a position of trust and one necessarily
of heavy and solemn responsibilities. It is one of such magnitude as
to make us pause and ponder as we consider the philosophy which
must have prompted the origin of insurance and which has caused
its continuous growth,

I should like to speak to you for a few moments through the eyes
of one who, after then nearly twenty years at the bar, became Super-
intendent of Insurance of New York State. I was not in public serv-
ice at the time and sought to avoid the appointment upon the ground
that I had had no insurance company clients or, indeed, contacts and
thus knew little about this field of service. I suddenly found that this
very lack of insurance connections was one of the primary prerequisites
to appointment to the office of Superintendent in New York. I intrude
that personal reminiscence to point out the wisdom of our State in
selecting those who have no fixed and established ideas about insur-
ance and, therefore, have nothing to unlearn if such ideas be incor-
rect. The other qualificaton has been that the Superintendent be a
lawyer and thus one who by education, training and experience should
be accustomed to marshal facts, reach conclusions and make deci-
sions,

I soon learned that insurance was the largest non-governmental
business on this earth and that it affected the lives and economic
circumstances of every one of us. I am talking now of insurance
in all its forms and will come to life insurance later. I soon con-
cluded that there were many phases of insurance little understood
by the public and as to which an educational task was needed. I
learned that insurance was unlike every other business with which
I was familiar in that it was paid for in advance without knowledge
of the events which might occur during the period for which the in-
surance was written and the payment made. Second, I found that
the rates for such insurance were made not only by events befalling
the insured but, in many forms of insurance, by the acts of the in-
sured themselves. That I found was what the business denominates
experience.

What then must be the philosophy behind this gigantic business
into which the humblest and the most powerful pour their money. It
is astounding that in this process each insured pays his premium in
the fond hope that it may never bring him any personal return during
the period covered by the premium ;—in other words he pays out his
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money hoping that the risk against which he is insuring may never
occur during the period for which he is paying the premium.

What is insurance? How can we explain it to ourselves and how
to the public? May we not properly say that when, after many,
many centuries upon this earth, man still found himself a prey to the
elements, and to eventual and certain death, and witnessed the mis-
fortunes which came by chance to certain of his fellows, sometimes
by flood or lightning or fire, sometimes by war or pestilence, he
sought a method of spreading over the shoulders of the many the
disaster and loss which fell upon a single family or upon a few
individuals, so that they might not be beaten down to earth, economi-
cally and often times spiritually, and thus unable to rise again, and
to do it he worked out the insurance method. We know that we
should love our neighbor for Revelation tells us so. Insurance turned
thought or admonition into action. This insurance method has been
in turn applied, as man progressed in knowledge, to every new in-
vention, as for instance, the automobile and aeroplane and, more im-
portant, it has been used by governments, states and individual and
corporate employers to implement each new social concept, as for ex-
ample, workmen’s compensation, unemployment insurance, disability
benefits, pensions, social security and many more.

Think of what insurance means to the world today. It is an inter-
national business which reaches into the lives and affects the for-
tunes of men without regard to boundaries or nationality. Money
from many nations is here and is being used through United States
Branches to provide insurance for our corporations and nationals.
In turn our money, flowing out through insurance companies and
through their treaties, covers men and business on the highways and
byways of the earth. Tnsurance makes an enormous contribution to
understanding and helpfulness and good will among the peoples of
the earth. While charity has been defined as love in action, I think
insurance may be defined as both love and duty in action and while
insurance has, in some of its divisions other than life, failed to do
the best selling job as to the meaning of rates and experience, it has
sold to man a realization of his duties to his family and his fellow
man and that is a noble and herculean task.

I picked up our Insurance Law to see what had been done in the
insurance world to justify these thoughts and I found that insurance
had covered the following risks, among many others, and our Legis-
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lature had written provisions enacting them into the statute: life
insurance—which like Abou ben Adem’s name,—leads all the rest,
then we find the following kinds of insurance: accident, health, re-
tirement, medical expense, hospital service, fire, water damage, bur-
glary, larceny, robbery, fraud, disposal or concealment of property,
personal injury liability, property damage, employer’s liability, fidel-
ity, surety, credit, title, aircraft, marine, loss or damage to property
resulting from, among others, lightning, windstorm, tornado, cyclone,
earthquake, volcanic eruption, rain, hail, frost, flood, the rising of the
waters of the ocean or its tributaries; also bombardment, invasion,
insurrection, civil war or commotion and there I shall stop.

When I mentioned rates, a little earlier, I do not think that insurance
has sold to the man on the street the reasons for the rates charged.
We know that experience, to which I have already adverted, determines
them but I should like to say a little more about them. Insurance
is a business for the collection of premiums in order that losses may
be paid. We know that such premiums, and such premiums only,
should be charged as will pay losses, a reasonable underwriting profit,
taxes and expenses and that expenses include acquisition cost, claim
adjustment and administration expenses. When the legislature of this
State, following a legislative inquiry, wrote into the statutes the origi-
nals of the rating law sections, the first requirement by that legisla-
ture was that the rates charged should be adequate, then that they
should be reasonable and finally that they should not be unfairly
discriminatory. Since the whole theory of insurance, if I am correct,
is to lift from the shoulders of the few the burdens cast upon them
by death, accident, disease or destruction of property and capital and
to spread the loss over many, it follows, as the night the day, that
the many must pay an amount which will make that possible.

More than a quarter of a century ago, in an article in the Annalist
entitled: “The place of insurance in the National Economy of the
United States,” Mr. Arthur Richmond Marsh, the editor of the Eco-
nomic World, said: “In no other country in the world is insurance
in all its forms developed upon so huge a scale from the standpoint
both of absolute magnitude and of proportion to the population,
wealth and the other fundamentals of the national life as it is here;
and in no other country is the place occupied by insurance in the
national economy as a whole so large or so vitally important, * * *

“Here it may be remarked that we are too much inclined to think
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of insurance solely from the point of view of the service it renders
the individual, and to neglect its larger functions as one of the prin-
cipal supports of the economic and social fabric in its entirety. * * *

“But insurance, as now developed in the United States and other
thoroughly modern industrial and commercial nations, does much
more than this; it also renders possible the continuity of the mul-
titudinous economic activities of these nations, while at the same
time it provides the chief economic reserve upon which society
relies for the prevention of all manner of dangerous disturbances
of its normal functioning.”

I believe this very strongly. Insurance is the keystone of the
credit arch and upon credit depends our system of production, ex-
change and consumption of the products of the world.

Life insurance as a result of all of the factors which I have
mentioned, and of other factors too of which I have not time to speak,
has had a dynamic and colossal growth since 1947. It was early con-
demned in England and no effort was made to form a company there
until 1706. It was not until 1769 that a company was formed in this
country, and it was not until after the Civil War in 1865, that life in-
surance really began to thrive and grow. In that year the total life
insurance in force with United States companies amounted to only
$622,310,000. Now let us take the year 1955. A nation-wide survey
reveals (1) that in that year 103 million people in the United States
had life insurance policies with the life companies which when broken
down represents 63% of the total population of this country, 74% of
the men, 60% of the women and 53% of the children under age 18
and (2) that, the total amount of life insurance in force on lives of
residents of the United States whether issued by United States or
foreign companies totalled $372,332,000,000. Of that sum, New York
State’s share was $47,581,000,000. It seems incredible, but it is true,
and to me it represents the best evidence of the belief of our people
in life insurance. This ownership represents an average of $6,900
per family—which is more than twice the average family ownership
in 1045,

Now how can this phenomenal growth be explained? The answer
is that you have gained, as the English fire insurance companies
eventually did, the “confidence” of the public. Thus you, over the
years, by dealing uprightly, fairly and honestly with the American
people have inspired faith and trust by them in the life insurance
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business. Other influences have been the rapid growth in population
and the desire of the average intelligent head of a family to have a
hedge against inflation by obtaining, with his limited funds, pro-
tection as well as security. That I am not alone in my first con-
clusion is evidenced by the statement of Mr. R. Carlyle Buley in
his 1953 book, “A Study in the History of Life Insurance”, wherein
he says at pages 1131-1132 the following: “The institution of life
insurance is more than just a fiduciary relationship based upon the
law of average. Life insurance companies are more than just quasi-
trustees responsible for meeting the obligation of long-term contracts
—some of which extend for a century in time. They, as well as the
schools, a free press, and other agencies, are also responsible for
convincing the great majority of the people that basic ethical prin-
ciples are in the end most conducive to their welfare and happiness

» 2

—that ‘honesty really is the best policy’ ”.

I wish now to refer briefly to the enviable part the insurance
companies are playing in helping to finance the record expansion of
the nation’s business program. We know that the insurance com-
panies in helping to finance World War II held U. S. Government
securities which in 1946 were in excess of $21.6 billion. We know
also that since then the insurance companies have been investing
their capital in farms, factories, houses and utilities. Referring
specifically to the insurance premiums collected from the 103 million
policyholders in the first nine months of 1956, we are told through
a brief article of the Institute of Life Insurance appearing on page
30 of the December 1, 1056, issue of The New VYork Times, that the
insurance industry poured $4,000,000,000 in new capital into the
economy. Holgar J. Johnson, President of the Institute, pointed
out that these funds “accounted for a sizable portion of the financing
needs of both property owners and business concerns throughout
the country.” The need for financing, he adds, has risen faster than
savings. It also appears in that article that life insurance companies
financed $5,013,000,000 in new mortgages in the first three quarters
of this year and that on September 30, they held mortgages totalling
$32,111,000,000. They also held corporate securities amounting to
$40,514,000,000.

Ii the prediction made by the Census Bureau comes true, that the
population in this country will increase by 40,000,000 persons in the
next 20 years, then, it seems to me, we must accept the predictions
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of life insurance men that the assets of the life companies will quad-
ruple in the next 20 years.

Consider then the sound philosophy which prompted the origin and
continuance of the concept of insurance in all its phases; the great
growth and magnitude of insurance assets; the integration of in-
surance in our country’s national economy to which an entire non-
communist world turns for relief ; the faith and confidence in insur-
ance repeatedly demonstrated by the American people; we need
search no further for inspiration to continue our wonderful insurance
service to humanity. The gratitude of all is owed for the integrity
and sound judgment of men and women engaged in this noble busi-
ness.

I have enjoyed being here among old friends and familiar faces
and I extend to you and your families my Best Wishes for a Merry
Christmas and a Very Happy New Year.

PresipENT Firzcerarp: Judge Conway, we are most grateful to
you for consenting to address us today. We will now return to the
Astor Gallery where we will resume our meeting.
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AFTERNOON SESSION
Wednesday, December 12, 1956

MRr. EpMUND FITZGERALD IN THE CHAIR
The meeting reassembled at 2:00 P.M.

The President called on Manager Bruce E. Shepherd of the Asso-
ciation, who acted as moderator of an off-the-record discussion of
current developments by members of its staff who later answered
questions from the floor.

PRESIDENT FITZGERALD : Many in this room know the next speaker.
Every actuary has heard of him—most have heard him. He has all
the trappings of a successful actuary, including the right to have after
his name the letters F.S.A., B.A., M.SC. He possesses a Phi Beta
Kappa Key. He has rendered distinguished service in his profession
as a member of the Education and Examining Committee of the
Society of Actuaries and the Examination Committee of the Life
Office Management Association. He has been with The Equitable
Life Assurance Society since 1929, serving first in the Actuary’s De-
partment and then in the Agency Department where he is now Di-
rector of Research.

Mr. Milton J. Goldberg, I know, has never made a dull speech.
He talks to us now on the topic, “Some Aspects of Competition.”
Mr. Goldberg!

SOME ASPECTS OF COMPETITION

Mr. Milton J. Goldberg then made the following remarks, after a
presentation of the subject in a lighter vein.

As an Actuary directing the Research activities of the Agency De-
partment of our company I have enjoyed the privilege of working
on a variety of problems. Based upon my own observations and ex-
periences, I should like to offer the following comments for your
consideration.

No company, no matter how good, is bigger than the industry itself.
My experience convinces me that what is good for the industry is
good for the particular company—what is bad for the industry is bad
for the particular company, ultimately at least.
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If a company, when considering the introduction of a new policy or
practice, would ask itself what effect it will have, not just on that
particular company but on the entire industry, the best interests of the
industry and that company itself will be served. A company that
pioneers a certain idea can expect to be imitated by the industry
whether that idea is a good one or a bad one. If it is a good one,
obviously a number of companies will adopt it, and the originating
company will have a time advantage to which it is rightfully entitled.
If, on the other hand, the idea is one which will give the originating
company an immediate or temporary advantage but one which ulti-
mately will cause the industry and that company to suffer permanently
—then the company should forget it.

Once a company has decided upon its objectives, it should gear its
compensation formula to pay for the job that it wants done. In my
inter-company committee studies, I have observed that some compa-
nies evidently are paying for the job they do not want done, and are
not paying for the job they want done.

For a company to act in the best interests of the industry, it must
bear its share of the burdens and help to carry the load, on an equita-
ble basis. This means, among other things, that each company should
train its own IField Force adequately and not look to the other com-
panies to do the job for them.

Over-emphasis of volume, per se, is contrary to the best interests
of the industry. Over-promotion of Term insurance with all of its
shortcomings makes me wonder if some companies may be emphasiz-
ing volume at the expense of the best interests of their palicyholders.

I am critical of “gimmicks,” such as the Bank Loan Plan, and want
to emphasize that any such gadget designed to undermine the ortho-
dox rate structure of life insurance can operate only to defeat the
policyholders’ best interests,

Any attempt at a competitive advantage should not entail an un-
reasonably low commission, which would be unfair to the soliciting
agents, nor should it entail an unreasonably high premium, which
would be unfair to the policyholders.

I am critical of the misleading ratios in circulation today evidently
being used in the sale of life insurance. Most ratios—such as Assets
to Insurance-in-Force, Surplus to Liabilities, Expenses to Premiums,
etc.—are misleading, misrepresentative and subject to challenge.
The companies may not be sponsoring and promoting such fallacious



SOME ASPECTS OF COMPETITION 149

data, but I suggest that they not even tolerate their use and that they
take every reasonable step necessary to prevent their circulation.

I agree with that school which would place more emphasis on serv-
ices to be offered to meet insuring needs, rather than on low cost as
such.

PrESIDENT F11zGERALD: Thank you very much. You have shed
new light on a very interesting subject.

The afternoon session adjourned at 4 :45 P.M.
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MORNING SESSION
TrUrsDAY, December 13, 1956

Mgr. EpMUND FITZGERALD IN THE CHAIR

The meeting reassembled at 10:30 A.M.

PresIDENT FIrzGERALD: We are to open our session this morn-
ing with an informal panel discussion on the subject of leadership.
The topic is “Where Will Tomorrow’s Leaders Come From?” We
have four outstanding panel members and a distinguished modera-
tor. I will introduce them to you, going from your left to right.

T'irst, there is Bill Bradshaw, President of the Provident Mutual
Life Insurance Company of Philadelphia, whose given name, mys-
teriously enough, is Thomas. He is a native of Colorado. He was
born in Ouray, where the atmosphere is hardly Philadelphian, Why,
the last time I was there, shootings weren’t considered front-page
news. He earned his A.B. Degree and Law Degree at the University
of Colorado. He joined the Law Department of the Provident Mu-
tual in 1931 and advanced through various offices to the Presidency
of that exemplary company in 1953. He is a director of the Phila-
delphia National Bank and is active as an officer and director of the
American Bar Association,

Next to Mr. Bradshaw is Mr. Roy E. Larsen, President of Time
Inc. We are grateful that so distinguished a businessman and leader
of American thought takes time to be with us today. Mr. Larsen
was an original member of that news week magazine (laughter)—
I mean weekly magazine of news which was first published in 1923.
He has moved through many positions there and in affiliated publi-
cations in his rise to the Presidency. A graduate of Harvard, he
possesses many degrees and honors. He has ten honorary degrees,
including one from his alma mater, and twelve awards for distin-
guished service to society. He is a past President of the Harvard
Alumni Association and is now serving his second term as Overseer
of the University. (I must pause here to comment on how broad we
Yale men can be.)

Mr. Larsen served seven years as Chairman of the National Citi-
zens Commission for the Public Schools. He is now Chairman of
the Advisory Board of the National Citizens Council for Better
Schools, is Chairman of the Fund for the Advancement of Education
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of the Ford Foundation, and is a member of the President’s Com-
mittee on Education Beyond the High School.

A devoted citizen of New York, Mr. Larsen is Chairman of the
Council of the United Hospital Fund, a Trustee and Vice President
of the New York Public Library and a council member of the Greater
New York Fund. He is a trustee of the Committee for Economic
Development and a Director of the Advertising Council.

Going to the other side of the table, our third panelist is Mr. Wal-
ter H. Wheeler, Jr., also a Harvard graduate. He has been with
Pitney-Bowes during his entire business career and has been Presi-
dent of the company since 1938. He is active in the United States
Chamber of Commerce, the National Industrial Conference Board,
the National Planning Association and the New England Council.
He has been a spokesman for business on a number of subjects, to
which he has given intensive study. He has a brilliant war record,
having been awarded the Croix de Guerre and the Navy Cross. Dur-
ing World War II, he served on the War Production Board. He is
an accomplished yachtsman and regatta racer.

Next to Mr. Wheeler is Mr. Horace W. Brower, President of the
Occidental Life Insurance Company of California. Not undeservedly,
he is regarded in our business as probably the “travelingest” man in
American life insurance. Our first panelist, Mr. Bradshaw, is some-
times described as a reformed lawyer. If this is the case, Horace
Brower might be called a reformed investment man. Which conver-
sion is more difficult or essential, I leave to the judgment of this
audience,

Horace began his business career in banking, but in 1933 joined
the Mortgage Loan Department of the Occidental Life. He suc-
cessively held a number of positions of responsibility in the company
and was Executive Vice President from 1946 to 1950. He reached
that so-called “dead end” job of being President in 1951. Two facets
of Mr. Brower are evident to readers of the trade press. First, he
spends a great deal of time with field people. In fact, his prowess in
developing his agents has made him an expert on the subject of lead-
ership. Second, his community makes excellent and frequent use of
his talents. Thus, it is apparent that a Kansas City boy has now be-
come a native Californian even by California standards.

Seated at the center of the table is the moderator of this panel,
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Dr. Lyman Bryson, Counselor on Public Affairs of the Columbia
Broadcasting System. He scarcely needs an introduction as he is a
semi-weekly visitor to our homes on TV and radio.

Dr. Bryson is a graduate of the University of Michigan and holds
five honorary degrees, He is noted as a writer and a teacher. He has
done newspaper editorial work. He is Professor of Education at
Teachers College, Columbia University, and is the author of several
books including works of poetry. During the War, he served in the
Office of War Information. He is now Director of the noted CBS
program “Invitation to Learning” and its most frequent moderator.
He also moderates every Sunday morning a very popular TV pro-
gram called “Lamp Unto My Feet”. I know we are all delighted
that this panel is under such excellent leadership.

WHERE WILL TOMORROW’S LEADERS COME FROM?

OPENING BY DR, LYMAN BRYSON

Dr. Bryson: The general problem of leadership in the future de-
velopment of life insurance can be stated in the words of Mr. Clar-
ence J. Myers, who spoke at your 49th Annual Meeting. At that time,
Mr. Myers said, “Tomorrow’s team of managers will have to do new
and different jobs. The problem of meeting future needs can neither
be left to chance nor solved by leaving replacements to chance”.
Your panelists, Mr. Brower, Mr. Wheeler, Mr. Larsen, and Mr.
Bradshaw, are here today to examine this problem of “meeting the
future”. Since each of them is a leader, undoubtedy their opening
remarks and the question and answer period that follows should give
all of us a better understanding of the meaning of leadership as it
refers to the world and business in general and as it refers to the
life insurance business in particular,

Mr. Brower, our chairman, in introducing us, referred to the fact
that you are regarded as an expert in leadership. Will you start the
discussion?

REMARKS BY HORACE W, BROWER

Mgr. Brower: There are many of you in the audience here today
who have known me for a number of years. I doubt, therefore,
if it is even necessary to deny that my presence on this panel implies
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that I am an expert on this subject of leadership. In any case, a
friend showed me a news clipping at luncheon recently which said
that if you stop to analyze the word “expert” you find that “ex”
means a “has been” and “spurt” means a “small drip under pressure”.
You can easily see why I prefer not to be classified as an expert.

Seriously, however, I have pondered the subject of our discussion
and have concluded that most of us here today are interested, not
only in where tomorrow’s leaders will come from but also in how
we shall go about getting them. How can we detect actual or poten-
tial leaders?

Basic to my comments which follow is the assumption that most
substantial businesses today have adopted modern personnel hiring
methods, appropriate indoctrination procedures, on-the-job training,
and proper educational facilities for those who are ambitious and
wish to make a career of the business. It is from this group that cer-
tain managerial and junior officer material is quite likely to emerge.

These managers and junior officers in turn should provide the pool
from which senior executive material may later be selected. If quali-
fied material did not exist within the pool, however, it would, of
course, point to the necessity of looking on the outside for the re-
quired talent. This might well indicate defects in the educational or
training methods being employed by the organization. At the same
time, hiring from the outside to fill positions of executive leadership
is considered by many to be a morale destroyer leading to discour-
agement and frustration for those who have been passed up.

A while ago I mentioned modern personnel hiring methods which
for our type of business would include careful screening for moral
defects, educational background, mental or physical handicaps, etc.
Having successfully passed this screening and having been indoctri-
nated, trained and educated in special functions, the employee should
be carefully watched for additional qualities, such as:

1. Knowledge of job and company as a whole.

Ability as a speaker—he must also be a good listener.
Ability to impart knowledge to others.

Ability to organize and perform work with minimum error.

Good memory—everything cannot be recorded.

AR AR L

Flexibility—person to person and job to job.
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Ability to get along with people which is very important,
Emotional stability.

Good health.

Interest and liking for supervisory work.

Good morals and personal habits.

These are the attributes we generally look for in junior officers or
managerial personnel. What then should we additionally require
in the selection of senior leaders? Here are some, not all, of the
things I would expect to find ;

|
2.

10,
11.

12,

A man capable of functioning at the policy-making level.

One with vision and imagination, ever seeking better products
and better ways.

A good coordinator.

A man with the judgment that enables him to make sound
decisions.

One who would properly delegate duties.

A person who while watching production on the one hand did
not overlook the profit motive on the other.

A man who looked and would act the part of an executive
—would publicly represent company in a favorable way.
One who, regardless of his specialization, possessed a rea-

sonable understanding of the important phases of the busi-
ness.

A man of unquestioned integrity and standing in the com-
munity.
A well-rounded person.

If married, having wife and family who would bring credit
to his assignment.

Finally, a man who by his attitude, his willingness to work,
had sold himself to management without “apple-polishing” or
self-ingratiating methods.

I have not touched on moral qualifications—integrity, sincerity,
fairness, etc., because I believe Mr. Wheeler will cover them. T realize
that these are exacting standards. It's over 19oo years since we had
a man possessing all of these attributes. I think, however, that we
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must, as in all things, constantly strive for bigger and better batting
averages.

Dr. Bryson: Thank you, Mr. Brower. I would like to ask you
a fairly personal question that may be in the minds of some of the
other people here in the audience. Do you feel that you have the
qualifications which were outlined in what you said ?

Mr. Brower: Dr. Bryson, I was a little reluctant to accept this
assignment because I had the feeling that whatever I said about
“leadership” might make it look as if I felt that I had all of these
qualifications. It is for that reason that, at the end of what I just said,
I commented on the fact that we have not had such a leader with all of
the qualifications outlined, at least not in the last couple of thousand
years. I am naturally including myself in this negative statement as
to the last two thousand years.

Dr. Bryson: From what Mr. Brower has said, it looks as if “those
days have gone forever” when knowledge of how to do a job could
put a man on top. It seems as if the simple formula, of supplying
a public commodity demand by getting the laborers to produce it and
calculating cost for profit, is no longer workable. What do you think
about the situation, Mr. Wheeler?

REMARKS BY WALTER H. WHEELER, JR.

Mr. WHEELER: At the outset I think our audience should know
that our distinguished Moderator has at least one member of this
panel slightly cowed. First I discovered that, in his correspondence
with the powers that be in your fine organization, he stated that,
while he did not presume to be an authority on the question before
us, nonetheless he did not propose to be the spokesman for ignorance.
Next he advised the Association, in its selection of panel members,
to eschew (a) the distinguished old gent who does not think any more
but only remembers; (b) the go-getter who can’t listen to anyone
but himself ; and (c) the timid soul who cannot speak without watch-
ing someone to see he’s not saying the wrong thing.

Well, on the score of ignorance and timidity, I'm going to try to
avoid looking at our Moderator during my remarks. But I'm afraid
I may be tagged by him as the old gent, distinguished or otherwise,
living in the past—for I have the temerity to say that I don’t think
our problem of finding our future leaders is going to be radically dif-
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ferent from what it has been in our recent past. By that I mean that,
by and large, our new leaders are going to continue to be selected on
the basis of on-the-job performance. To be sure, a great change in
emphasis on qualifications has taken place which I will speak of later.
And it’s true that our tremendous scientific advances pose special
problems of specialization—and also of size. But, personally, I have
little belief in some of the current theories that you can select a po-
tential leader at a very tender age and educate and train him, either
before his final education is completed or in his early years of man-
agement, to become a top-level leader.

I think performance on the job, in meeting problems and showing
leadership, is still the most important factor, by all odds. The “back-
to-school” seminars, conferences, and courses conducted by so many
of our universities are of great value as a new technique. Chiefly
however these so called “re-tread” courses are for the purpose of
broadening and rounding out an executive’s outlook by affording him
the opportunity to exchange views and opinions with other execu-
tives, rather than for specific training in leadership.

I'm in danger again, I suppose, of being accused of being in the
dark ages when I say that I believe the essentials of leadership are
mostly inborn, rather than acquired by training. I would name these
basic qualities in the order of their importance: courage, intellectual
capacity, and dynamics—or drive—that urge to accomplish in one
way or another. Certainly training can do a good deal to channel and
develop these fundamentals, but it can’t create them.

A sense of humor is another tremendously necessary asset, in my
opinion. Somebody said we have an imagination to make up for
what we are not, and a sense of humor to make up for what we are.
[ guess perhaps both qualities are inborn, or are developed at an
early age. At any rate, they certainly are not put in anyone by
formal education or training. To my mind, a sense of humor is well
nigh essential. It makes for the type of man who can roll with the
punches and get on with other men. Dictators, one may have noticed,
never have any real sense of humor. If they did, they couldn’t take
themselves so seriously. “Back-to-school” training of executives is
one of the major antidotes to the specialization usually so necessary
for a start taday. Thus, a man is exposed to all types of other execu-
tives from different fields and to over-all business problems,

As to qualifications for leadership, I think the greatest emphasis
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in the future will be on character—on a highly developed sense of
responsibility, not just to make a profit, but to run a business so that
it benefits not only the stockholders, employees, and customers, but
the general public, including the community in which it operates, as
well as the nation and world. We have seen a tremendous evolution
—if not revolution—in the attitude of management in this respect
in the last generation.

A very peculiar psychological thing has happened. We have dis-
covered good profits and high principles go hand in hand. When
capitalism first developed with the industrial revolution, it was
thought that good profits and high principles were opposed. For ex-
ample, it was believed that wages could only be increased at the
expense of profits. This sort of business thinking was in direct con-
flict with our spiritual concepts. And it produced a conflict so intense
it could not be endured. Hence a great hypocrisy, a great rationali-
zation was developed by businessmen in self defense, although it
never convinced the public, I think.

It took Henry Ford, Sr., with his $5-a-day minimum wage, to start
the break-through which has confirmed that good morals and ma-
terial advance can go hand in hand. The proverb about bread cast on
the waters has a practical business application. We developed a new
word to describe the more openly moral attitude of management in
the thirties—“enlightened self interest”. But that isn’t good enough.
In its November 26th issue, Time called it “The New Conserva-
tism”. We still have enough of the old “business” attitude to shy
away, as business leaders, from ever presenting ourselves as being
motivated purely by moral principle. But actually our actions fre-
quently demonstrate that we are.

Some industrial writer, in an article in a recent National Industrial
Conference Board publication, coined another word for what I am
talking about. He said in the years ahead not so much “automation”
will be needed as “humanitation”. In my opinion, character will be
the one most important attribute to look for, in choosing tomorrow’s
leaders.

Dr. Bryson: Education has been variously thought to have been
derived from “lead forth” or “feed”. Now, it is known to have come
from “duco” which is defined as “a thin veneer completely disguising
the character of what is underneath.” From what Mr. Wheeler has
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said, it looks as if we are going to have to look under the educational
veneers to find our leaders of the future. Mr. Larsen, what do you
think the question “Where will tomorrow’s leaders come from?”
implies ?

REMARKS BY ROY E. LARSEN

Mr, LarsEn: The question implies a probable or threatening
shortage of management people. I believe we are already feeling this
shortage in industry today as we are feeling the shortage of trained
manpower generally. So I don't think I stretch the future of our
question too much in suggesting that we take a look at our schools
and colleges where tomorrow’s workers and leaders are now being
or not being prepared.

Here in our schools and colleges, it seems to me, is the important
key to our question. And T suggest this examination in the convic-
tion that the whole field of American education has become an im-
portant concern of today’s business management—not just for those
who are woefully short right now of trained engineers and scientists,
but all of us whose first responsibility is to ensure our own replace-
ments with proper leaders for tomorrow. What kind of preparation
are our young people getting?

I submit that while it is important what we do within our cor-
porate structures, the most important thing is what we do in our
schools and colleges to improve the education tomorrow’s leaders get
before they start to work. So I think we should raise some questions:
What kind of preparation are our young people getting in schoals
and colleges today—especially those with leadership potential ?

The Chancellor of the University of Chicago, Dr. Lawrence A.
Kimpton, said recently that the “teaching of our schools is pitched
to the middle, or average, 40%, in fact ignoring both the lower and
upper 30%.” It’s dangerous to make generalizations or even to quote
them, but happily, the emphasis is now changing and more schools are
revising their approach to give the best possible education to all
children—the average, the gifted and the slow. But the justice of
Dr. Kimpton’s charge is reflected in the fact that so many high 1.Q.
students do not go on to college. They number some 200,000 yearly
—more than half the top quarter of high school graduates. Out of
the very gifted, the top 2%, more than 38% join the “lost battalion”
of future top leaders,
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Some of this waste is caused by the expense of a college education.
At least half of it, however, comes from inadequate motivation and
guidance or inspiration of some kind to these potential leaders in
their homes, in the lower schools, or perhaps the social climate which,
because it does not place a high enough value on education, discour-
ages outstanding scholastic achievement. Here are some challenges
for those of us interested in tomorrow’s leaders in industry, the pro-
fessions, government, or in our society generally,

But what of those who do go on to college? Some 30% of the
college age group now enter; about half of them fail to graduate
through academic or financial difficulties. Among the remainder, the
15% of the age group who finally finish a full college course, many
are sidetracked from developing leadership potential by over-
specialization—the pressures to specialization have in too many cases
turned the degree into a “union card” and the college into a voca-
tional institution. Farseeing educators and business men today realize
that the need today is for broad, general, non-vocational education.
Today specific technical skills are quickly outmoded. The need of
business and of our society as a whole is for men trained by a broad
background to think, to adapt themselves to change, and to regard
education as a continuing process.

The heartening thing is that enlightened business management is
more and more conscious that young employees, whose degrees are
merely cards showing technological knowledges, are not apt to rise
to jobs which require the ability to make decisions, whereas those
who enter the company with an excellent general education can be
quickly trained in any special skills they need on the job. Mr. Clar-
ence B. Randall, retired Chairman of the Board of Inland Steel, and
Special Assistant to President Eisenhower, puts it this way: “The art
of management requires a broadly cultivated mind. We need a new
emphasis on the liberal arts to balance the technical hypnosis which
endangers Americans.”

The shift of emphasis at Massachusetts Institute of Technology
some ten years ago, which introduced liberal arts studies into Tech's
program, is just one example of this new trend

Another example is the experiment launched in 1953 by the Bell
Telephone Company of Pennsylvania, which provided a full-time,
ten-month course in the liberal arts for young executives at the
University of Pennsylvania. This special course plunges promising
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young Bell men into a broad, tough course in the humanities—both a
“refresher” and a mind-stretching re-tread program. I asked our
Time correspondent in Philadelphia to talk to some of the Bell men
who were taking this course. He quoted one student as saying: “This
may not teach us to make decisions faster, or even as quickly, but
they’'ll be better decisions.” A divisional revenue accounting manager
said, “I used to do only the things that had always been done. Now
I ask myself what this department is going to be like twenty years
from now, how this decision is going to fit in. There have been
many times since leaving the institute when I've said to myself: ‘You
wouldn’t have thought of that a year ago’.”

And our correspondent said, “It kind of makes a guy want to
go out and buy all the A. T. & T. stock he can afford.”

I find that tough-minded, enlightened business leaders of today
recognize that the modern corporation needs executives who can
function well not only in their companies but in society as a whole.

President Ralph Cordiner of the General Electric Company says
one of the primary goals of the modern businessman is to “encourage
his employees to live in the world, not just in the company.” That
our corporations are in increasing agreement that this goal and this
search for tomorrow’s leaders depends on the best possible education
for all kinds of youngsters, with all kinds of talents, is evidenced by
their increasing support of education at all levels. Business gifts to
education—now up to $100 million a year (25% over 1955)—increas-
ingly take the form of unrestricted grants for general education, not
just for programs from which the companies might get direct benefit.

But despite the fact that more and more Americans are getting
more and more schooling, we are confronted with the greatest “edu-
cation shortage” in our history. This is the twelfth consecutive year
of rising enrollments in our public and private schools and colleges.
The population of our public elementary and secondary schools alone
has grown by 6% million since 1950. Currently, they need 180,000
qualified teachers and 120,000 new classrooms. By 1970 college en-
rollments are expected to increase by 100% from three million to 6
million. How are we going to attract the additional instructors and
professors to teach these millions of additional college students?
How are we going to provide for the facilities they will need?

At the college level, the President’s new Committee on Education
Beyond the High School is studying possible answers. This group is
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headed by Mr. Devereux C. Josephs, Chairman of the Board of the
New York Life Insurance Company.

Dr. Brysow: Thank you, Mr. Larsen.

Mr. Bradshaw, do you have something to add to this discussion
on leadership?

REMARKS BY THOMAS A, BRADSHAW

Mr. BrapsEaw: Yes, I do. A temperance lecture is always more
effective if the speaker can be accompanied on the platform by a
“horrible example of the evils of drink”. I suppose it was by some
such reasoning that I was chosen to be a member of this panel, be-
cause I cannot honestly remember that I have yet demonstrated any
particular genius at finding or selecting or training “future leaders.”
The other speakers have already given a most complete outline of the
techniques and general principles for finding and developing our
future leaders. I should like to bring the discussion down to a more
mundane plane that perhaps has some more direct bearing on the life
insurance business.

We all know that the problem of hiring top caliber people involves
very tough competition, and that this competition gets tougher every
year. One of the reasons for this is the seemingly unending wage-
price spiral of inflation. In some other types of business this may
not appear to be such an acute problem (at least temporarily) be-
cause to a certain degree many businesses can simply raise their
prices in order to meet the increasing expenses, including the in-
creased level of salaries. However, we in the life insurance business
sell long-term contracts and they are sold at fixed premiums which
cannot be raised to meet the changing level of prices. Another thing
that should be mentioned is that under the present income tax laws
applicable to life insurance companies, proper credit is not given for
the expenses of doing business, including the increased expense of
salaries.

I do not mean to say that the life insurance companies must take a
defeatist attitude about this problem. Certainly we know that we
have a highly respected business and one which is most important to
the economy of the country and we need have no apologies about
persuading a young person to accept a career in the business. We
have many things to offer in the way of interesting and important
work, stability of employment and dignity of position. On the other
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hand, I think we may as well face the fact that in order to attract
the caliber of people we need for future leadership in this important
business, we simply must be competitive in our salary schedules, no
matter how difficult that may seem because of the peculiar restrictions
imposed upon us.

I do want to suggest, however, that these matters I have men-
tioned are additional and important reasons why the present leader-
ship in the life insurance business should carry on, with even more
vigor than in the past, our fight against inflation and the cheapening
of our monetary system as well as our attempts to secure proper
recognition of business expenses, including salaries, under the in-
come tax law. This is all part of the same pattern. I don't mean to
use this platform to deliver a lecture on these subjects, but I do make
the observation that perhaps we are failing to make all the efforts that
we should make.

Coming now to the specific subject of the discussion, I must as-
sume that we have been able to find a number of young employces
who have at least the surface characteristics of being future leaders.
Obviously these attributes will include intelligence, attractive appear-
ance and personality, facility in oral and written expression and the
other qualifications you have outlined. I take it for granted that the
young “potential leader” would have to have some degree of technical
skill before he would ever attract the attention of top management.
You just can’t pick the “future leader” and immediately make him
executive vice-president so that his leadership may come into {full
bloom without some years of apprenticeship.

However, having found the man with these basic attributes, then
these are the things 1 would look for in considering him for leader-
ship. I would want a man who demonstrates his ability to “think
beyond his job”—that is to say, over and above his technical or pro-
fessional skill at his own more or less narrow work. I would want to
know whether he has a sense of public relations and an awareness of
how his decisions will affect other people, both within and outside the
company. I would like to see him have an awareness of the impor-
tance of civic, charitable and political activities and a willingness to
participate in them. I do not mean to say that I would want him
immediately to become a candidate for dog catcher in his town, but
I would want him to be one who realized that the success of his busi-
ness and his effectiveness on his job could be influenced by many
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political and social considerations outside the immediate area of
his work.

In addition, I would be particularly interested in his ability to
cooperate with his fellow workers. We hear a good deal of kidding
about committee work and how committees are simply devices for
avoiding personal responsibility. This may be true and perhaps we
tend to overdo the committee system. However, I have found that,
despite its inefficiencies, the assignment of a young man to committee
work provides a very good opportunity to observe how well he can
think beyond his own job into the other facets of the business and
especially it gives an opportunity to see how he cooperates with his
fellows. To me this is very important.

As I stated at the beginning, I had not felt myself an expert on this
subject and have had some misgivings about expounding any more of
my own theories to the audience. However, serving on the panel at
least has produced a good effect on me because it has made me think
more seriously about some problems that I had previously thought
about only in the abstract, and now, perhaps, I shall be sufficiently
inspired to go back to the office and “do something about it.”

Dr. Bryson: One thing has been made clear to me here this morn-
ing and that is if the insurance business differs in any way from
other businesses, it seems to be that it makes greater claims on its
leaders’ morals than do other businesses.

SUMMARY OF QUESTION AND ANSWER PERIOD

A question and answer period followed. The first point raised was
whether it was preferable to develop leaders within an organization
or get them from the outside. In Mr. Wheeler’s opinion, the most
desirable course was the one that would afford the best opportunities
for everybody. While it was natural to want to promote people from
within an organization, he felt that this should not preclude obtaining
them from other organizations, provided the motive was not to under-
mine the latter. Mr. Brower, on the other hand, believed that from
both an idealistic and practical point of view it was better “to grow
your own”. Some men who have grown up with a company, in his
opinion, made better leaders and executives than those who had been
trained elsewhere and knew things instinctively from long association
with the company.
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Another question was how specific management should be in out-
lining the prospects for trainees. Mr. Wheeler thought that it was
essential to establish a line of progression at some point and start
moving men up, but that it was unwise to be too specific about what
was ahead for these men since the situation might change. I'reczing
the situation, that is picking the white-headed boys as soon as they
are hired, is bad, he said. If the plan is put down on paper, he
pointed out, certain people would in effect be earmarked for promo-
tion five or six years hence. This would be most discouraging for the
unearmarked.

On the question of whether leaders could be spotted in the embryo
stage, it was Mr. Bradshaw’s opinion that it was impossible to be
dogmatic. Sometimes this could be done quickly, he said. On the
other hand, it might take ten years of observation to be sure. Mr.
Wheeler said that when a man was ready for top rank it became
obvious that he had the potential, but that it was harder to spot this
potential when the man was down the line. He quoted the president
of one of the world’s largest corporations as saying that his hardest
job was to find simple, well-rounded men with common sense.

At this point, Dr. Bryson observed that there was a tendency to
underestimate the quality of mind necessary for the top ranking
businessman and to underrate the hard work that a businessman does.
The academic man, Dr. Bryson pointed out, “has fun” with his mind,
but too often the businessman has no time for fun. He must put his
mind to work.

Still another question was posed by the growing demand that
business leaders have broad social views. If this was the case, Mr.
Larsen wondered how they were to be kept out of the professions to
which they would usually be drawn and retained in business posts.
He pointed out that, under present tax laws, they were not going to
make fortunes in business, so other incentives would be needed, such
as being in a position to exercise a sense of moral responsibility for
one’s fellow-man.

Dr. Bryson believed that another powerful incentive was emulation.
Business, he said, would be likely to attract leaders if the people at
the top were exemplifying the qualities that young potential leaders
admire and want to copy. Mr. Wheeler thought it would help if
organizations were run so that the wraps would be taken off people
and they could blossom out.
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Mr. Brower referred to the tendency toward over-specialization in
the field of education and contrasted this with the life insurance
business where the divisions in many companies have become very
large. He questioned whether it was not the time to broaden the men
in these divisions so they would have a better understanding of other
departmental activities.

In summing up, Dr. Bryson expressed the wish that some of the
junior members of his organization had been able to listen to the
panel discussions. “It might be quite an inspiring experience,” he
said, “to realize that businessmen talk this way and really mean it.”

PrESIDENT F112GERALD: We thank the panel members, and you,
Dr. Bryson, for the thought-provoking discussion that has taken
place here this morning.

The morning session adjourned at 12:30 P.M.
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AFTERNOON SESSION
Trurspay, December 13, 1956

Mr. EDMUND FITZGERALD IN THE CHAIR
The meeting reassembled at 2:00 P.M.

PRESIDENT F1TZGERALD : Anyone with a nodding acquaintance with
Canada is familiar with the name of James Muir. He is, as all of you
know, Chairman and President of the Royal Bank of Canada—the
fourth largest banking institution on the North American Continent.
What some of you may not know is that he is an eminent sportsman.
For the information of the golfers in our audience, he is a member
of the Royal and Ancient Golf Club of St. Andrews in Scotland.
He can also tip them off to hazards on the greens of the courses of
many of Canada’s finest clubs, to which he also belongs. Fishermen,
Mr. Muir is one of you, as is attested by his membership in the
Brook Club in New York!

His public and welfare service has been extensive. He is governor
of three hospitals and a college. He is also Vice-President of the
Montreal Trust Company and a Director of more business organiza-
tions than there is time to mention today. I would remind you, also,
that he is a Director of the Metropolitan Life Insurance Company.

Mr. Muir has the legal right to use the title “Freeman” as he is a
Freeman of the Royal and Ancient Burg of Peebles, Scotland. Mr.
Muir sometimes goes under another distinguished name. He is
Honorary Chief Eagle Ribs of the Blood Indian Tribe of the Black-
foot Confederacy, Calgary, Alberta, Canada.

After the above, I hardly need to tell you that Mr. Muir was born
in Scotland. He received his first financial training there and later
lived and worked in India. He was claimed by the Canadians when
he went to live there in 1916. He is a most distinguished addition
to the list of Canadian notables who have contributed to our thinking
and enjoyment at these meetings for many years. Ladies and gentle-
men, I present Mr. James Muir, who will speak on the subject
“Canada—Today and Tomorrow.” Mr. Muir!

CANADA—TODAY AND TOMORROW
Mr. James Muir then addressed the meeting as follows:

PRrRESIDENT FITZGERALD, LADIES AND GENTLEMEN,



CANADA—TODAY AND TOMORROW 167

I have been told that there are really only two valid justifications
for making a speech—1) to preach a message or 2) to inform. Let
me hasten to assure you that I am not here today to preach to you.
Therefore, I shall refrain from engaging in that somber and up-
lifting game, so popular with so many outside observers of the
American scene, of preaching to the United States on the proper
course for that country to follow. Further, my field is not preaching
and I believe every shoemaker should stick to his own last. That
leaves to me the task of informing you, and I trust the subject I
have chosen to inform you on—namely, Canada—of which I have
some knowledge, is worthy of your attention.

As neighbouring countries having strong commercial ties we should
know more about each other. This goes as much for the Canadians,
who, it has been claimed, do not really know as much as they think
they do about the United States, as it does for United States citizens,
who I suspect know more about Canada than we Canadians give them

credit for.

The small contribution I hope to make today in this subject is to
inform you on certain economic aspects of the Canadian economy,
which, since they often baffle and confuse the natives themselves,
might be matters on which outsiders are not too well informed. In
this category I place the subject of the strength of our Canadian
dollar, the nature of non-resident investment in Canada, and the
structure of our foreign trade.

These I shall treat in the order mentioned. Then I shall conclude
with some comments on Canada’s economic outlook which, I admit,
is more a matter for speculation than information. It nevertheless
belongs properly in any economic discussion of Canada.

I
THE CANADIAN DOLLAR

Canada has perhaps the strongest currency in the world today. It
is perhaps a source of wonderment and surprise to our friends
abroad that the Canadian dollar has remained so strong for so long,
while Canadians themselves alternate between feelings of pride and
annoyance, depending on the state of our export trade.

Since March of 1952 a unit of our currency has been worth more
than a unit of your currency in the foreign exchange market, To those
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who think a dollar should be a dollar regardless of nationality, the exist-
ing relationship between our currencies looks abnormal.

To those who look for the strength of a currency in its physical
backing it is most disconcerting to see a currency such as the Cana-
dian one that has no tangible backing, in gold or anything else, show-
ing such strength. Of course the intangible backing of the Canadian
dollar is no less than the character and credit of the Canadian people
and the promising prospects for the future of the country. The para-
dox, for those who wish to see a paradox here, is strengthened when
account is taken of the fact that in the last five years Canada has
had an import surplus in her foreign trade with all countries, and
in this, the sixth year, she is threatened with having the largest trade
deficit ever.

Yet one can still exclaim: All this and a strong Canadian dollar
to boot! And, one may yet add, all this while our official holdings
of foreign exchange have been rising, or, at least, holding still.

The strength in our currency then lies not in anything tangible in
its makeup. It is not due to a surplus in the sale of goods and serv-
ices abroad, nor has it been due to government support policies.
Rather, we must look at Canada’s unique position as the outstanding
recipient of foreign investment funds in the world today, as the
main cause of the strength of the Canadian dollar, We owe our
strong dollar to the large flow of outside funds which have poured
into Canada in the last five years, and even before that. The inflow
of such funds has been sufficient to finance our deficit on foreign
trade, to add something to our foreign exchange reserves, and to
keep the price of our currency up on the foreign exchange markets.

II
NON-RESIDENT INVESTMENT IN CANADA

The flow of investment funds into Canada of late has attracted
more attention than the strength of our dollar. Apparently people can
get used to a strong dollar—it has weaker long-run consequences
than have capital flows—while the continuing presence of large
capital inflows—with their more lasting consequences—never fail
to attract notice.

The dimensions of the extent of growth in non-resident invest-
ments in Canada have been most striking in the last half-dozen years,
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Canada has always had a strong attraction for outside funds but in
the years of this decade the attraction has been more than strong.
Indeed, the period beginning with the end of 1947 saw the accumu-
lation of just about half of all the long-term investments in Canada
now owned by non-residents.

Part of this accumulation represents capital inflows, and part the
retention of earnings on existing investment. Over 80 per cent of
this great rise in the value of foreign investment in Canada is ac-
counted for by the increase in the value of investment in Canada by
one country, the United States. At the end of 1954 United States
investment in Canada represented 77 per cent of total foreign invest-
ment in our country, as compared with about 60 per cent in 1939.
Recent United States Government figures indicate that 37 per cent
of total private investments abroad by United States citizens are now
located in Canada.

Some see in this concentration of United States capital in Canada
a threat to Canadian independence. Observers abroad have a particu-
larly difficult time in trying to understand how Canada can remain
free and in control of its economic destiny when it is experiencing
such a large inflow of United States capital.

The paradox is immediately resolved when it is recalled that the
approximately IT billion dollars of United States investment in Can-
ada is almost entirely of private origin and ownership. It is owned
by a wide range of private investors and is the result of a multitude
of private decisions. As such I do not see how it can pose a threat
to Canadian independence. And our case for independence looks all
the stronger when it is further recalled that Canada has never had to
draw upon any form of economic grant or aid from the United States
or elsewhere.

But lest these facts leave you with the impression that Canada is
nothing but a debtor country let me emphasize that investment abroad
by Canadians is considerable. Relative to population it exceeds that
of even the United States!

For example, at the end of 1954, Canadian investment abroad was
$449 per unit of population while the comparable figure for the
United States was only $391. Furthermore, Canadian investment in
the United States at the end of 1954 was $121 per head of Canadian
population while United States citizens only had investments in
Canada equivalent to $59 per head of United States population.
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These figures in no way detract from the significance of United
States capital for Canadian development. However, the significance
of your investment in our country lies not so much in its size as in
its concentration in certain fields of activity. Thus, while money of
foreign ownership may only directly finance about one quarter of our
capital expenditures we still need U.S. and non-resident capital to
finance our larger development projects, especially in resource de-
velopment.

The two most important forms which non-resident investment in
Canada take are: direct investment and portfolio investment. The
most important of these, in amount, is direct investment, Thus, about
two-thirds of total United States investments in Canada is in the
form of direct investment. This investment is in enterprises operat-
ing in Canada but controlled in the United States. The most con-
spicuous examples of this are the Canadian branch plants and sub-
sidiaries of American firms. Altogether a total of nearly 3,400 Cana-
dian concerns are controlled from the United States.

Portfolio investments are scattered minority holdings of Canadian
securities, usually public issues of bonds and debentures of Canadian
governments and corporations and stocks of Canadian-controlled
companies. Such investment usually comes about as the result of the
initiative of our large borrowers, and it is a type of investment more
popular with non-United States investors in Canada. However, your
insurance companies play an important part in your portfolio invest-
ment in our country. Indeed, over a third of the Canadian long-term
funded debt owned in the United States is held by American life in-
surance companies.

At this stage one might very well ask why all this foreign invest-
ment in Canada. Yet on second thought it seems a perfectly natural
development. Since 1945 Canada has been the favoured land—the
land of perpetual boom and development. Such an environment
breeds high investment returns, particularly when, as in a country
like Canada, native sources of capital are deficient. Large capital in-
flows of non-resident funds are the outcome.

Many consequences follow from these capital inflows, but I will
not go into these today, aside from mentioning the consequences for
our foreign trade. Much of the non-resident investment in Canada
greatly affects our commodity trade, especially where United States
investment is involved. Much of your investment in our country has
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led to the development of Canadian sources of industrial materials.
This has been particularly so for some metals, newsprint, and iron
ore. In 1955 about 35 per cent of all United States imports from
Canada came from Canadian companies controlled in the United States,
so that there is an immediate and beneficial connection between your
imports and our capital inflows.

In many cases capital inflows decrease our imports or at least mod-
erate their increases. This has been the case with non-resident invest-
ment in our petroleum industry, In some other cases it adds to our
imports of goods and services, as when branch plants establish in
Canada and import component parts for their operations from abroad.
But, on balance, I would say that capital inflows have a favourable
impact on our foreign trade.

That leads me to my next topic—the structure of Canada’s foreign
trade.

111
CANADA’S FOREIGN TRADE

Canada, in addition to being one of the world’s largest debtor coun-
tries, is also one of the world’s great trading nations. In 1955 the
total value of our external trade was surpassed only by that of the
United States, the United Kingdom, and Western Germany, but in
terms of the value of trade per head of population Canada ranked
ahead of all these countries.

Most of this trade—about 80 per cent—is carried on with two
countries: the United States and the United Kingdom. The United
States accounts for almost 67 per cent of the total, while the United
Kingdom accounts for 13 per cent.

On the import side Canada is the best foreign customer that the
United States has, and on the export side the United States market
is our most important one. Indeed, trade between Canada and the
United States is greater than that between any other two countries.

Although great dependence on foreign trade is often considered
to be a characteristic of primarily agricultural nations, such is not
the case with Canada. Canada is no longer primarily an agricultural
country, and can indeed lay claim to being a manufacturing nation
of the first order, but foreign trade is still of vital importance to us,
accounting for about one-fifth of our gross national product.

One reason for this is that our exports are, and always have been,
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heavily concentrated in a few commodities. Our twenty leading ex-
port commodities account for over 70 per cent of our total exports.
Among these, newsprint, wood-pulp, and pulpwood accounted for
more than 22 per cent of total exports; wheat and wheat flour ac-
counted for more than g per cent; and planks and boards for ¢ per
cent. Thus, Canada, in spite of rapid development and industrializa-
tion is still in the main an exporter of industrial raw materials and
other primary goods,

Our imports are more diversified in their make-up than are our
exports. They cover a wide range of consumer and producer goods
as well as industrial raw materials, Manufactured goods occupy a
conspicuous place among our imports, accounting for some three-
quarters of the total.

Our very growth into an industrialized nation seems to foster,
rather than discourage, greater imports of machinery and equipment.
All this makes us a most important market for United States ex-
porters—an importance enhanced by the fact that small- and me-
dium-size firms in the United States have a greater share in our im-
port trade than your largest corporations. A recent study has dis-
closed that 356 of your largest manufacturing and mining concerns,
which accounted for 40 per cent of all domestic manufacturing and
mining sales in the United States, accounted for only 18 per cent
of United States exports of such products to Canada. The conclusion
is that a larger share of your export business to Canada belongs to
your smaller- and medium-sized companies than you might have ex-
pected. We both, therefore, have a very large stake in our mutual
trade. It is a two-way trade which is to each side’s advantage to
cherish and nourish, and which appropriate policies can do much to
maintain and strengthen.

IV
CANADA’S PROSPECTS

The picture I have given you of Canada so far is that of a country
enjoying the rich fruits produced by productive capital inflows and
living in an expanding environment due in no small part to benefits
derived from an open economy—i.e., from world trade. What future
does a country have when its two most dynamic factors are capital in-
flows and foreign trade?
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Looking at Canada’s rich resource endowment, I think both for-
eign trade and foreign investment will be important factors in our
development for some time to come.

With our resources we should be an important world supplier of
raw materials and semi-finished articles well into the future. Of
course, as our domestic market grows our exportable surplus of a
good many items will decline relative to home consumption, with the
result that in the future our exports may not be as large relative to,
gross national product as they now are. We may also look to increas-
ing economic maturity to diminish our need for imports, again in
relative terms, as we become more efficient producers of goods for-
merly imported.

But a slower growth for our imports and exports than for the
economy as a whole will not affect Canada’s position as a great world
trading nation. The world, and particularly the United States, will
still need much of what Canada produces, and in turn Canada will
need much from other countries. It looks very much as if you will
remain dependent on us as an outside source of raw materials.

This is the sort of situation which fosters the type of investment
in Canada for which Americans have an unusual preference—I re-
fer to direct investment. The profitable possibilities for developing
our resources and participating in our growth will, I suggest, prove
too much for American, and other outside, investors to resist for
some time. Capital inflows will be a characteristic of the Canadian
economy in the future as well as in the past.

This is not to suggest that Canada will not experience financial as
well as physical growth. Canadians are becoming more aware of the
advantages of investing in their own growth, and as that awareness
grows, our domestic capital tends to play a more important role in
financing our development.

Forecasters have no difficulty in conceiving of our population in-
creasing by 50 per cent over the next 25 years, nor are they stag-
gered by the thought of our production doubling.

Our rate of population growth is among the highest of the coun-
tries in the western world, as a result of both a high rate of natural
increase and a high rate of immigration. The growth in our working
force is keeping pace with our population growth and this, coupled
with the continuing improvement in our productivity, points to even
higher material standards of performance.
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But to go on would only mean heaping one optimistic statement on
top of another. The optimism is justified I think, but I do not wish
to press it to the point of overemphasis.

A%

CONCLUSION

I have now tried to enlighten you on two facets of the Canadian
economy. If I have managed to tell you something new about the
nature of foreign investment in Canada and about our foreign trade,
then I have accomplished my task. Yet I would say one more thing.
I would say that we who are blessed to live on this continent are en-
gaged in a happy and stimulating adventure. We have at our dis-
posal a choice part of this planet, and it is ours to do with as we
will. What we do with it can have much bearing on the economic
welfare of the rest of the world.

How we treat each other and how we treat other countries in our
economic relationships is a factor of great importance to the well-
being of much of the world’s population. I hope that our policy-
makers on both sides of our common border will ever bear this in
mind.

PresiDENT FiTzGERALD: We are grateful to you, Mr. Muir, for
your most interesting and highly informative address.

It is now my pleasure to welcome, as our final speaker, a triple
threat man. He is a banker, a scholar and a statesman. It is fortunate
that we have as Under-Secretary of the Treasury in these important
times an authority on all aspects of finance. He has had 18 years
experience with the Federal Service, his final responsibility being that
of Vice-President of the Federal Reserve Bank of New York. He
spent 15 years with the National City Bank of New York and affili-
ated institutions as Vice Chairman and later as Chairman of its
Executive Committee. He was simultaneously Chairman of the Board
of the City Bank Farmers Trust Company.

Mr. Burgess is an author and has served in positions of responsi-
bility with colleges, professional societies and rescarch organizations.
His first Treasury appointment came in 1953. He has been Under-
Secretary since August, 1954. We gladly acknowledge and express
our appreciation for the skill he has brought to public service, the
opportunity he has given us for consultation with him and the sug-



REFLECTIONS ON CAPITAL SUPPLY AND DEMAND 175

gestions he has made as to our responsibility and performance.
Ladies and gentlemen, I am happy to present Hon. W. Randolph
Burgess, Under-Secretary of the Treasury, who will speak to the
title “Reflections on Capital Supply and Demand.” Mr. Burgess!

REFLECTIONS ON CAPITAL SUPPLY AND DEMAND
Hon. W. Randolph Burgess then spoke as follows:

Mg, CHAIRMAN AND MEMBERS OF THE LIFE INSURANCE AssocIia-
TION OF AMERICA.

Let me begin by expressing appreciation for the many things which
this organization and your industry have done which are helpful to
us in the Treasury Department.

Your Joint Committee on Economic Policy, headed by Carrol
Shanks, has met with us at frequent intervals and advised us, not
only on our financing problems, but more broadly on the whole eco-
nomic situation.

We have appreciated particularly the support your industry has
given to mortgage financing-through the voluntary mortgage pur-
chase plan. Real estate financing was one of the areas hardest hit by
scarce money. Your efforts have been most helpful in meeting a real
human need in making mortgage money available for low-cost hous-
ing in areas where it was scarce.

Whenever the mortgage market is tight, the social and political
pressure for putting the Government directly into mortgage lending
is very great. That we should avoid just as far as possible. It hurts
the budget, delays tax reductions, and has all the disadvantages of
extending governmental paternalism into the lives of our peaple.
Your affirmative effort in pushing your own enterprise into scarce
money areas has helped fill a vacuum which threatened to draw
Government intervention.

The struggle is far from won. We in Government are doing our
best to conform to sound long-term principles, but it is just as impor-
tant to avoid the vacuums which induce direct Government action.
So please keep up the good work.

You are also most helpful in explaining to your policyholders
and to the public the application of the principles of sound money
to the present situation in the United States. In the Treasury we
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have been grateful for the excellent speeches and articles by members
of your industry in recent months on this subject, and the great
understanding you have shown.

In this country we are now going through one of the critical strug-
gles to maintain sound money, as significant, perhaps, as the gold
and silver arguments of the middle 90s or the discussions 20 years
later which resulted in the establishment of the Federal Reserve
System.

This is a time when maintaining sound money inevitably hurts
some people, and that means cries of distress and political pressures
on the people or institutions responsible for Government monetary
policies,

It has been encouraging over recent months to find a growing pub-
lic understanding of the issues, of the reasons why mortgage money,
for example, is harder to get or why states, municipalities, and busi-
ness are all paying higher prices for money.

A few months ago, all too many people believed that “tight
money” was simply a result of policies pursued by the Federal Re-
serve System or by the Treasury. Your leaders have helped to ex-
plain that the causes of apparent scarcity of money run much deeper.

The basic cause of “tight money” is a great and abundant pros-
perity, and high confidence in the future. This means a demand for
money which is in excess of the amount of money the people are
saving. That is the real reason why the price of money is high and
why it is less readily available.

The figures are convincing. They show that the volume of security
issues for new capital, both corporate and municipals, this year may
exceed $157% billion, compared with something over $1474 billion in
1955, which was the biggest previous year.

While the rate of expansion in bank loans has been slowing down
this fall, the volume of bank loans outstanding has broken all records
and is more than 10 percent higher than this time a year ago.

The figures which your industry compiles show that you have been
lending more money than ever before and that you are heavily com-
mitted for a good many months ahead.

The tremendous demand for money is also reflected in the pro-
gram of American business for capital expenditures. In the year
1952 these expenditures totaled $26%% billion. This year business is
spending $35 billion, an increase of one-third in four years. Gov-
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ernment agencies have just made an estimate for the first quarter of
1957 of a still higher annual rate of $38 billion.

This demand for money is paralleled by an insistent demand for
men and materials. Employment is at high levels; many materials
are in short supply.

It is not hard to explain this huge demand for money and men
and materials.

First, there is population growth, which has jumped to a new high
level. Four million children were born last year, as against an aver-
age of two and one-half million in the thirties. This means many
more schools, more churches, more utilities, more streets, and many
more houses. It means more demand for food, clothing, and equip-
ment. It requires an expansion of productive facilities of all kinds.

Second, there is the amazing progress of science. The vast research
programs of business and Government have uncovered a whole new
vista of progress to improve the well-being of the people.

A third factor for dynamic growth, I believe, is the confidence
both the individual and private enterprise feel today to plan for the
future, partly because Government is providing an encouraging eco-
nomic climate, based on sound money and sound economic policies.

It is no wonder that our total national product is breaking all rec-
ords and that more people are working than ever before. All of this
intensive activity takes money—more than ever before in peacetime.
We must find the money to finance this activity without inflation—
without, in effect, printing new money.

To meet this situation we need to spend less and save more.

Here is where a new day is dawning for savings, for your busi-
ness. It is fortunate that we are a saving people. Our country is
doing a tremendous job of saving money and applying it to increas-
ing our wealth and wealth-producing assets. But we are not saving
enough.

The money is here to save. Individual income in the third quarter
of 1956 reached an all-time record rate of $288 billion a year after
taxes, compared with $274 billion for the third quarter of 1955.

Individuals are saving now at a rate of over $21 billion a year as
compared with less than $16 billion in the third quarter of 195s.
The current dollar rate of individual savings is higher than ever
before in our history except for World War II and a brief period
during the Korean War. The percentage saved in relation to income
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is also high. Individuals are now saving about 7% percent of their
incomes after taxes, as against 6 percent last year and less than §5
percent on the average during the years between World War II and
Korea.

This increase in the rate of savings during the last year reflects to
some extent individual deposits in the banks, increased shares in sav-
ings and loan associations, and some increased purchase of securities.
But these changes have been slight in comparison to the substantial
increase in net saving that has come about simply because individuals
aren’t adding, on net balance, to their debts this year nearly as much
as in 1953, and are repaying old debts rapidly.

The gross amount of borrowing that individuals have done on
consumer credit and on mortgage loans is much the same in 1956 as
in 1955. New installment credit extension this year to date is slightly
above 1055, while new mortgage loans made are running slightly
behind. But the big reason that individuals are not going into debt
as fast this year is the heavy repayments that they have been making
on the big debts they piled up in earlier years. When individuals
agree to borrow either through installment credit or mortgages these
days, they almost universally agree to pay back the money through
monthly payments. The act of meeting those amortization payments
is just as much saving as, for example, the payment of life insurance
premiums, This heavy volume of debt repayment becomes directly
available to the banks and insurance companies, and savings and loan
associations, and other creditors to relend.

Business corporations are also a primary source of savings. Their
retained earnings are running at a rate of almost half of their income
after taxes. These earnings, plus current depreciation allowances,
provide for the internal financing of a large share of the present
plant and equipment needs of American industry.

But the savings we as a people are making are still not enough to
pay for everything that we want to do. The demand is just much
greater.

So people are borrowing money—a great deal of it. As long as
people borrow money that other people have already saved, there is
no great problem for the economy. But when they try to borrow
more money than is being saved, then the price of money—the inter-
est rates—go up. Lenders have to decide which loans they will make
and which they will turn down. The banks have to decide whether
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they, in turn, will borrow from the Federal Reserve to help meet the
demand. That means, in effect, creating new money, and that is
where the danger of inflation comes in. This is a real danger which
we must not ignore.

Thus, the first thing we must do is to exercise some restraint in
spending—not to try to do everything at once. Higher money rates
and tight money act as such a restraint. That is why the Federal
Reserve System is allowing money rates to rise, as the demand for
funds continues to outrun the supply.

When there is vigorous competition for money, as there is today,
not everyone can get all the money he wants. This heavy demand for
money has hit especially mortgage money for home building. This is
true despite the fact that mortgage lending is still going forward at
high levels. The recent announcement by the Federal Housing Ad-
ministration of an increase in the interest rate on insured mortgages
from 414 percent to 5 percent was designed specifically to bring inter-
est rates in this important part of the housing market in line with
current conditions.

Some other borrowers are finding their projects held back by diffi-
culties in getting money. This is not a pleasant experience for any-
body. But there is, fortunately, growing understanding that these
restraints are essential to avoid inflation. If the Federal Reserve, in
effect, printed money to meet all demands for money—or even just
those that seemed desirable—it would cause price inflation. With
employment high, and with many scarce materials, a further increase
in activity would simply push up prices.

So the only sound way to finance more rapid economic growth is
by increasing savings. Higher money rates themselves encourage
saving. Higher rates mean that banks are offering their depositors
greater inducements to save. As you know, just recently the Federal
Reserve Board and the Federal Deposit Insurance Corporation in-
creased the maximum interest rate which commercial banks are per-
mitted to pay on savings deposits from 214 percent to 3 percent. As
a result, banks which wish to encourage additional savings through
higher rates may do so. Higher rates also make life insurance more
attractive as insurance companies are able to raise their dividends
to policyholders. Of course, these higher rates take time before they
actually result in higher savings, but the American people have sharp
pencils, and they are today responding to these more attractive rates.
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Another incentive to save is confidence in the continuing value of
the dollar. Inflationary Government policies helped cut the purchas-
ing power of the dollar from Io0 cents in 1939 to 52 cents by
the end of 1952. Saving under those conditions was a frustrating
experience.

Since 1952, however, we have enjoyed a remarkable period of
price stability. The purchasing power of the dollar has held close
to its value for four years—with a loss of only about a cent and
a half.

This didn’t just happen. It reflects the determination of the Gov-
ernment to help keep the dollar sound.

Under this Administration, the Federal budget has been brought
into balance from an inherited $914 billion deficit. A surplus of
more than $1%4 billion last year gave a start in debt reduction. The
public debt today is $276%4 billion, compared with $280 billion a year
ago. Another balanced budget is in prospect, and further debt reduc-
tion. Government deficits are, thus, no longer a source of inflation
and instability. But the pressure for spending is great and we must
all be on guard to keep the budget in balance.

The Federal Reserve System has been freed to exercise its inde-
pendent judgment in the determination of monetary policies in the
public interest. The broad program of the Federal Reserve in check-
ing the tendency toward overexpansion of credit has been helpful in
keeping the pressures toward inflation within bounds.

Bursts of inflation are too often the prelude to recession and un-
employment. But if we continue present policies—with effective
credit restraint, stable prices, and a growing interest in savings—our
prospects for the sustained and vigorous growth of our country
stagger the imagination.

But in addition to higher money rates and a favorable govern-
mental climate to encourage savings, it takes salesmanship—shoe
leather. That is where our savings institutions have shown their
capacity. You are doing a fine job encouraging people to save. This
is not only good for your business; it is good for your country.

To reach the high goals of prosperity and well-being which are
within our grasp, we must save more to have the funds to build a
new and greater America. That is the reason why what you are
doing in encouraging saving, and investing the savings soundly in
business, industry, and homes, is more important than ever.
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PresiDENT FITZGERALD: Mr. Burgess, we greatly appreciate your
taking the time to come here today and bring us this message. We
will now have a short business session.

The meeting then considered various items of Association business.

The soth Annual Meeting adjourned at 3:20 o'clock sine die.
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ATTENDANCE OF MEMBERS AND GUESTS AS SHOWN
BY THE 1956 REGISTRATION LIST

REPRESENTATIVES OF LIFE INSURANCE COMPANIES

AETNA Lire Insurance Company, Hartford, Conn,:
Morgan B, Brainard, Chairman,
Robert B. Coolidge, Vice President.
Morgan B. Brainard, Jr., Vice President & Assistant Treasurer.
Berkeley Cox. General Counsel.

AMERICAN GENERAL LIFE INsurance CompaNy, Houston, Texas:
Benjamin N. Woodson, President,

AwMericAN Unitep Lire IxsuraNce Company, Indianapolis, Ind. :
Harry R. Wilson, Vice President.
Frank J. Travers, Vice President, Securities.

Tue Bavtimore LiFe Insurance Company, Baltimore, Md.:
Ralph E. Edwards, Vice President & Actuary
Tue BANkers HeALTH axD LirE Insurance CoMpaNY, Macon, Ga.:
P. L. Hay, Jr., President,
N. T. Weaver, Senior Vice President.
H.T. Anderson, Executive Vice President & Treasurer.
Bankers Lire Company, Des Moines, Towa:
E. M. McConney, President.
D. N. Warters, Executive Vice President.
Dwight Brooke, Vice President & General Counsel,

Bankers LiFe INsSurance CoMPANY oF NERRASKA, Lincoln, Neb.:
Howard S. Wilson, President.
Baxnkers NatioNnaL Lire Insurance Company, Montclair, N. J.:
Ralph R. Lounshury, Chairman & President.
Roger P, Lochhead, M.D., Assistant Medical Director.
B. A. Ruggieri, MD Assistant Medical Director
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1910, (Reinsured in Postal Life, 1911.)

*Prudential Insurance Company of Amer-
ica, 1907 to date.
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