A Short Survey of Iife Insurance with

Specinl Referonce to the United States and Canads

by -

L

Re Z. Crouch

Honour Political BZgconomy, Year 37

HMeHASTER UNIVERSITY

TAMIYTTON, ONTARIO



PRETACE
SRR QU E RIS S

The purpose of this thesis 1is to nmake a shurt survey of
1ife insurance and its accompanying benefits. Speclal reference
has been mrds to the United States and Tanada, whose pénples
cetween them vwn approxima tely seventy-five pereent of the.
total life insurance in force in the world today.

Han has always had a tendency torards an economic nige to
asccumilate wealth, prestige and power. The tendency is tased
upon his desire for & high soclsl status in the community. Thé
family is next to one's egoistical desires the sirongest sffec-
tion thet spurns one on to grest efforts. Protegtlon of mants
family and his worldly goods has always been of utuwost imrortance:
in sehieving his desired end. Uut of such elrowmsiances man v g
bound to mould for himself an institution constructed s0lely for
the. purpose of administering to his needs. This institution has
come to he known as 1ife insurance and is the subliect mstiter of
this thesis.

The work is divided into five parts which try to illust-
vrete ag test possible in a limited number of ages a few i~

portant aspects of the institution.
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A GENERAL HISTORY OF LIFE INSURANCE

CHAPTER 1

In the earliest times, humanity fell naturally into groups
in which the strong could help the weak and be themselves helped
in turn. The children were guarded until they had grown old
enough to guard; the wounded and sick were nursed and cured by
those who had benefittea from their days of health. Even in
thelr cave habltations the human race learned the lesson that
on® can help many: many can help one; unity is strength.

Thus even in the dark ages we find the geym of insurance
manifesting itself, for the idea at the root of all plans of
insurance is mutual help. The dependence of man on man, tribal
and family life, community, oity and state orgesnlzations are
all evidences of the growth of the idea. At first, wan did
not combine with the thought of helping another and réceiving
nothing in return. He associated with others in ordey that he
might recelve fer himself the benefits of their united strength,
1ﬁﬁé101d idea of gself~preservation. But, to secure the deslired
benefits he had to contribute his sharc to the common cause.
From this idea of an individual contribution (at first of ser-
vice, later of money) to the collective effort in order that
bensfits may accrue to the contributor, should need arise, the
basis of modern insurance is. drawn.

To réadily comprehend the growth and grasp the signifi-
~cance 0f the institution of life insurance in the United States
of admerica and Canada, i1t 18 necessayry to trace its histovical

background not from its fivst appearance in these countries but
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from its genernl beginning as o world wide organization. A
carsoyy anslysis of life insurance history preceeding its in-
tyoduction into the two main countries of North Amerxica should
snffice in conveylng to the reander that gollectod and relsted
series of faste 80 necessary for an intelligent and eclear
nnderstanding of the position it oo uples in these two
gountriess |

The prinoeiple of insurance can be tyaced back nd 1nfiniﬁué
to the heginning of nkind provided that the party making the
historicel annlysis 1s veally quito zenlous and one of an Lupe
ginntive frame of mind. Commander frank Worsley and Captain
Glyn Griffith in thely book, the Romanse of Lloyds, heve vexy
ably presented thely conception of th@'pmsaihla origin of the
principle of insuyance. A guotation Lfrom thely work should
suffiea to meke olea¥y the point. "in the rool prinaiple of
taking a wisk to galn o vertein btenefit, insurance bagag with
our firet parents. Adam it is saild took a poliey of ineurance
against lonoliness by the yeception of Yve into the Garden of

)
AZden®

Hany other ancient happsnings gould e enlarged upon, bhut
praotically speaking all would prove qulte useloss and supor-
fluous in a study of the topic nndey consldevation. Host wrlters
have endeavoursd te trace the pructice 1f not the principle of
insurance a8 Ifay back as possible, ut in so doing trifles have
teen exaggerated into nmatters of consequence. ‘uotations from
Levy, Suetonins, Cleervro, Serviua'Tullius, Justinian and uany
othors can all te interpreted to show that the theory of in-

suvance was nlveady in proctice at the time of writing, tul
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alas ngein %o no pwmetical avell. “The evolution of life in-

surance some writevs helieve can be itrnced bagk H0 Houe 26 early

(2)

ag 100 A.D. To coyroborals zhairltaliafﬁg thay point out sush
assoeiations ns the Tollexin Tonuiorum, a sect of the lovery
claases forned especially Loy the purpose of providing *urial
expenses oy & emnbor in £0od stonding and who hes peid bly fees.
Algo, provision foy burial expenses of soldlers kllled %hile

fighting for Rome was naaeg end interproted in the 1ighi of
3 )

modeaim group lile iﬁ:nrﬂﬂﬂée‘ Similer oygenizations %i% nlso ke
found in ¥nglend befors the lowan “onquest (900 A.D.); Afber
the liorman conquest, the anclent friendly soclieties (Lronm which
Las sprung our fraternsl orgrnizations) were established in
Haglanda Latar on, guilds were formed and ot thelr asatings the
siékmmaﬂ'a'%ax and the dendumen's box wafe)pﬁased mpround. Still
later the Tontine funds wers ast&hlishaﬁ%I anch membey nald
either a single or annual contyibution and the 1. .come or acouwm-
l1ot28 fund was paid to the aurvivors ét the end of each yoenr.
Tifo insurance up o this time was not recognized as e tusluess
st #2111, tul move or less ss8 an othleal and religious expedient
20 nneessary for the good of the stiate.

“he real developmont of 1ife insurence ss a business hog ex-

tonded ovey some three oy four centuries, perhaps more., 1% has

snseed through three distinet phases and its arowth can btest e

treced by separvntely looking s1 each periode "“he it rae
througsh which the developennt of life insurance as pasred, ave
teot desceribed by Tornelinsg Wnlford Fe To A in his bistoriesl

Yigeussion of life insurnnce in Volume XV of the Journel of the

Inetituse of Actuaries, "1, 'The expervrimentsl perivd. 2. The
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speculative or transitional period. 3. The period of scienti-
Tie axactitﬁdéé"

The main class of 1life insurance in use during the experi-
mental period was that of assurance of mariner's lives,
assurance ageinst captivity and kidnapping wvensom. The method
of underwriting was usually in contract form between individuals
taking certain portions of the risk at s0 much percent premiume.
There were also contracts for children's endowments and anmities.
Rates for such types of Ilnsurance were most exorbltant and tiore
often than not the insured's family or business associates had
trouble collecting their due. Scientific methods of caloulation
were at this time (1200-1400) unknown and consequently thus far
2ll had been speculation and darkness. A new period emerges
with the first concentrated efforts towards astéblishing life
tables.

It is quite remarkable, that at this time when the busi~
ness could easily have moved fyom the experimental stage to
that of partisl mathematical scertalnty, the course of avents
led 1% into an almost purely spsculative groove. The temper of
the times without a doubt was the main ceuse of thish During
this speoulative periocd matual contiibution_sociaties sprung
up, many anmulty associations were formed and friendly societies
were ra-established. These institutlons all lacked scientific
data to work with and nothing could be fixed in the way of ac-
crulng benefits.

The earliest project of associgted life insurance was made

in the year 1699. It was called the "Soclety of Assurance for

*xTrade was increasing, speculation and gambtling were the order of
the day.
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Widows and Orphans". There were t0 be 2000 memhers who were %o
contyribute five shillings each on the death of a membey, thus
the total benefit fund would amount %o 500£. In order.te Pro=-
tect The associastion many additional clauses were inserted in
the contract embodying such features as personation, soldlers
killed at war, dying at sea, death by justice, pooy health,
specified age and walver of claims 1f death experienced within
glx months., A second soclety quite similar to the first was
formed shortly afterwards, but nelther of them completed their
plans. In 1706 "The Amicable Society for Pefpetual Insurancs®
was formed. This society required a fixed contribution from
each of 1ts 2000 members. The appropriated sum was equally dil=-
vided annually among the number of déatha 8.g. 1f there were
five deaths during the year and sum appropriated was 2000£,
each of the survivors of the five deceased would receive 400£,
Other sompanies gradually took form, but due to the speculative
policies of thelr executives thelyr duration was quite short.s In
the year 1710, the South Sea Trading Co. was formed and its
stock became a favourite with the speculators. Inside a very
short period of time its market price had been inflasted from
100£ to 800&£. When the South Sea bubble burst practically all
the insurance associations suffered very heavy logses and by the
time this period of wild speculation was checked by the Bubble
Act in 1720, the Amicable was the only insurance company left.
Finally came the time of scientific exactitude. In 1725
De Molvre published his work, "Annulities upon Lives" with an

sppendix concerning expectation of life and probabilities of
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survivorship. In 1726, John Smart published his well Lknouwn
interest tatlos and 8 vear later Richard Hayes byought Tforth a
treatise on veluing annuities on lives and gives an exanple in
1t of provision for s family by & thrifty ocleygyman. In 1740,
Thomns Simpson putlished his book "The nature mnd laws of Chanoe®
end in 1747, Cordlyn Morris' eamsay towards illustyating the
geience of insurance apneared Iin print. The essentlial prinei-
plés of 1ife measurement wors now genserally understood sand life
insursnce companies could now undsriake in return for m@?tain
fixed contributions, tﬁ'gnaxaﬁtae on the expivation of lives in=-
sursd, esrisin speoific advantngess

in ordey tw'pasa from the‘first of the preceeding stages
to the last neny steps had boen neeessary.

Billes of mortality or death certificates wore constructed
and slowly but surely introduced into the town. “hesze bills of
mortality came to he regarded as o tarometer to public health
pnd fyrom them were eventuslly obtained the mortality tebles uscd
in computing life measuvement. Jaws of chanece, originally used
s an ald Yo gaming in the 17th and 18th century, were developed
and soon came to be of move practical value. The study of
mathenatices became more and nmore exact and precise and moved on
to »n wuch highey plane of reasonings With the adoption of

mortality bills in the towns and the development of mathematles

the sclence of life contingengles soon followed. ‘the first
moytallty tahle sclentifically construcied, Ly meuns oI wn.on
the probable duration of buman life could be computed, wagn PYE™

pared by Halley, the royal astyvonomer of England et the time in
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the wyear 169%. 'The table was computed from obsorvatlons mude

by Casper Newnan in 1691 for the olty of Byeslew in Germnny.

e to the fucet that lHeliey's Tables were of forvelgn oricin,
they were not used. They were not, however, disresprded on-
tirely for they led to the movement of constructing such talles
kased on English stotistics. A4 table was computed for the cen-
tral town of Northempton by a Dr. Price in the yeny 1769 end due
to this nan's influence and ehillity, the senersl adoption of
noertellty tables followed. From thig time on life insurance was
adopted Loy 1ts noblest and test Hurposess The confidence of
the people was all that was necessery now to secuvrs 1ts pusition
a8 8 branch of domestic economye. This followed In time ond with
the rowth of the institution in Bnglend. is seen 1ts conssmuent
gnrend o othey countyies of the world.

Tdstory in the United Sistes

Duaring the original colonlzing paricd in America, narvine
wag the only known kind of insurance. Life insursnce wsa not
on o really sound Tasis in Burope until the Ameriean colonles
had teen satiled for about a century and a nelfs The majorlty
of colonlst marine insurance was contracted in Inglend in the
18%h century, tut ot this time some Public insursnce contracts
handled through the medlum of brokers werse known to havs haean
t&ken out in the lerger Ameyiocan coast citles. 'These marine
insurance htrokers as g rule‘gandled only extraocrdinsyy visks on
n mants life. c.g. A dnugerous Journey to the Crontiey plains
or ©t0 the West Indles. Companies were not fomied t0 assun

these risks until after the 1st part of the 18th ceniury.
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Provious to this time the risk tearsr was usually a group of
prominent business meﬁ eager 10 speculate on a new venture as
& means to liberal profit. ¥Five percent of the amount insured
for, usually constituted the premium and the policy contract
was terminated after a year had elapsed.

The first definite step Iin America towards establishing
the modern insurance business was taken in,é?EZ when a Tire in-
surance company was founded at Philadelphiée The direct reason
for its formstion can be attributed to a large five in London
England which attracted considerahle atiention and tended 1o
make'marine underwriters more or less fire conscious. Life in-
surance followed five years later.

The first Amerilcan life lnsurance company was orgsnized in
1759 by the Presbyterian Synods of New York and Philadelphia. A
Charter was procured for the new company and it assuned the lung
title "Corxporation for the reliel of poor and distressed
Praesbyterian ministers and of the poor and distressed widows
and children of Preshyterlan ministers." The premium rates for
insurance were established on s 1 to b ratio tasis to the amount
annually paid to the weneficiary. e.g. 1f the yearly premium
was $2.00, the amount payable to the beneficiary would be $10.00,
if the yearly premium was $5.00 the amount payable would te
$25.00 etce Later, other denominations formed similar companies
and because of the popularity of the scheme, the insurance |
company of North America was chartered by the state of Pennsyl-
vanis in 1794. As in Europe, due t0 epidemics and plagues, life
insurance progressed and prospered very slowly. Smallpox,

diptheria and vellow fever were the most dismstrous epildemics
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and took quite a large toll of lives sach visitstion. ZEven to-
day, 1life lnsurance could not prosper under such conditions.

Soon after 1800, the 1life insurance business began o move
forward. Companies at that time @rospering in Bogland begen to
invade the new world. The idea was becoming more and more po-
pular and in 1809 with the format%o% of "The Pennsylvania
sompany for the Insurance on $ivesg, the teginning of a real
institution of life insnrernce was warked. This company was
capitalized at $5000,000 and thus a new step in the development
was introducged. At this time, the 1life insurance business was
looked upon as being altogether too profitable as can be illus-
trated by the fact that in the year 1818 when the -assachusetts
Jiospital Life Insurance Company was chartersd, provision was
made whereby the state should receive at least 1/3 of the annual
profits. The result of this attitude was curtailing of legi-
timate life insurance tusiness for & short while. In 1830, the
Hew York Life was chartered with a capitalization of $1,000,000.
These three original enterprises were all stock ccnmpanies and
were not as popular as the mutual compasnies vhich followed in
theiy wakee.

Following the great success of the Hguitable Life'in
London ¥nglend, a mutual gompany without any stock, similay or-
ganizations soon were instituted in Amerioca. The New Engl&nﬁ
Mutual Life lnsurance Coupany of Boston was the Tirst to emulate
the Bquitable of London but due to a feeling of wvisk by tle

Hassachusetts legisiature, 1t was delayed from doing business
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until 1843, eight vears after lts originsl inception. Once
satarted, the mutual plan of life insuran-e spread rapidly and
the stock companies recognlzing the success of mutuality Legan
gronting half of their profits to the policy holders. The time
was vipe for the ramification of the mutual system and s great
expension took place. In 1842, the Mutval Life of New lork wes
organized. In 184%, the lew England Mutusl took form and in
1845 the ‘utual Benefit of liew Jersey started business.

With the formetion of these companies besgan the great de-
velopment of 1ife insurance In the United States. Competition
for business naturally resulted from the prodigious growth of
the enterprise and sccompanying this new compstltive spixlt
game greater expansion. As more life insurance wes sold, people
demanded more local reopresentotion which more often than not led
to the establishment of local organizations as well as renrasen-
tatlvess The real test of life Insurance came at the time of the
clvil war and during these times of stress it stood the test and
prospered.

The great development which took place in American life in-
gurance has never been satisfactorily explained. Newness of the
idea, lgnorance, prosperous times and pbrhaps even decelt all
played thelr parts In the expansion. Actuarial science was Vvery
poorly developed in America at the time 1ife insurance was being
introduced but the rathers of Amsrican insurence did recognizs
the fact that interest rates played a prominent part in deciding
premium rates and declaring dilvidends. The interest rate was

much highey in Americe than in lBnglend snd thus lower premlum
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insurance could be offered. .ueh was sold on this basgis of
appeal. To0, the Anerican nenagers were somewhal Ignorent of
the laportance ol resseryves and enoymous dividends wave nsid to
policyholders oubt of wmoney on hand which shonld have gone to
build up a reserve fund for future continzencles., Dividends -8
high as 80% of the premiwa were known to have been peid in the
midile part of the 19th century. The consenuence of such a
plan for ativecting business was inevitable. Dishonest men in-
voced the 1ifs insurance field, profit and grecd predominated
and many actual fallures resulted. & decline in the amount of
tusiness 1ln force was naturally the only outcome to ke expoctod.
In 1870, theve was 2 billilon dollavs worth of 1ife insurznce in
foree in the ‘nited States and by 1880, only ten years later.
less than & billion and s half.

Althongh many people had lost maney; this deeline in busi-
ness was beneficial if many wayse. It proved l. that 1ife ine
gurance could net be secured at & suall costs 2. that divilends
had to te moderate. % thut resorves must te bullt up 4. that
inferior lives could not te accepted as risks and 5. that in-
vastments had to be eansarvét1VQg

Between the years 1880 and 1900, no new companies vore oy~
sanigzed tut business underwritten by old conmpanles uateyinlly
increamed. During this period of twenity yvenrs, new factors nade
thanselves folt. These were as follows: extensive develunment
of the sgency system, liberslizing of the polioy contysots, in-
dustrial 1llfe insurxance for the wage earners, use of the deferred

dividend system, forwanrd etrides in the mathenatical field hy
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acbuarial geniuses and establishment of companles in the United
States by foreign countries., Also, the hands of the state
governments were not idls and the revisal of insurance laws by
the legislatures was decided wupon necessitating investigations
into poorly mansged companies. Similarly, laws were passed re-
gulating salaries, expenses and premium rates; standard policiles
were provided fov, the amount of insurance to bte written in one
veay was prescribed, surpluses were limited, & method of divi-
dend allotment wag defined and the maximum amount of publicity
soncernlng the financlal conditions of companies in oxder to
protect the policyholders .was demanded. In short, in many cases
the climax of state regulation was reached.

Histoxy of Life Insurance in Canads

Prioy to 1847, life insurance was almost unknown in what is
now rescognized as the Dominlon of Canada. The pépulaticn was
small and scattered and what policles were 1n oxistence were
chiefly held hy British companies. Life insurance was intyro-
dnced into Canada by companies from Great Britain and the United
States as a falrly well established institution. It can hardly
be sald to have had a distinative origin of its own in Canadas

In 1847, Mr. Hugh O. Baker of Hamilton Yntario desired to
insure his 1life and he was requested to go all the way to liew
York by stage coach to obtain a medical examinatioé%o Realizihg
the need of & life lusurance company to serve lanadians, he in-
vested and analysed the life insurance business and in the same
yvesy founded the Cansda Life. As in the United States, the

people of Canads had to te educated to life insursrce. This wes
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Mre Baker's job and he did it well. Today it is universsally
recognized that lugh Baker is the real father of life insurance
in Yanasda.

After the federatlon of the proviness by tre British North
America Aot in 1867, national conscionsness and enterprise was
stimulated. In 1870 the Mubtual Life of Canada began Tusiness and
in 1871 the Sun Life and the Conferatlon Life hecaie estatlished.
Much credit for the strong positions of these three companies
today st be given to . @illiém-ﬂendry, iiye Robertson HMacsulay
and Mr, J. X, Macdonald, their respective founders. In the last
anslysls, the history of any enterprise is the history of the
achievements of great men.

In later years, the development of 1ife insurance in Canada
hes besn parallel to thaet in the United Qtatesg Hoviaver, 1t is
nost noticeable that in Canasda 1t has been a very consservative
and slow developnment retvher than a fast and sameﬁhaﬁ apeculative
one ag in the United States with the result that no one has ever
lost a dollar through the failure of any Cansdian life office.

Both in Canada and the United States great styides have
been made in the 20th century ln the further development of
life insurance. A speculative enterprise has heen replaced by
o selentiflc business institution based not on chance but on
experlience and knowledge. Due to intellligent actusrlial inter-
pratation of data collected by trained men, 1life insurance to-
day boasts of many new features undreamed of fiftly vears ago.

and

o}

The development of group, non-medical, disability, incon

monthly premium Insurance are all evidencss of the new field,
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while a thorough analysis of annuities and the protlems they
present have resulted in pension and retirement income contracts
for psople who had at one t;me no thought of attaining such
vewards in life. These and:many other features are the reasons
why 1life insurance has assumed such a strong position as i1 has
in the world to-day.

Life insuraﬁce has developsd from a purely profit sesking
venture into a great canOperative enterprise built upon the
confidence, the dollars and the charvscter of the people. The
famous quotation from Abraham Lincoln's apeech at Getbiyshburg
"of the people, for the people, by the people" 1z only too well
exemplified if not rocognized in what 1life insurance lLims conma

o stand for.
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SERVICHK AND FUNCTIONS OF LIFE INSURANCE

CHAPTSR L1

“A11 insurance 1s cgoncermed with three fundamental ser-
vices. 1. Indemnification of the 1685 oflvalues. 2o Wlie sclen-
tific treatment of visk bearing and the equitalile distribution
of the cost. 3. Avoidance of loss al?é*sther through systematic
efforts at prevenitlion and consérvation%” To readily grasp the
significance of these services so ably perlormed by life in-

surance 1t is necessary to analyse cach one separately.

1. The indemnifiéatimn of the losgs of values

Property economics have long dominated the sphere of
geononic activity and roserrceh and while the subject of the
study has an undeniable c¢laim to it%s occupied position, it has
sltogether been too passively recelived and accveprved ns the base
from which the greater part of legitimate values evolve. ‘'he
factors of peysonal training, skill, industry, Judgerent and
driving force to btring aboult a reslization of what the aind
creates can best be described as the value of human 1life. It is
this value of human life ﬁhat 1ife insurance champions for 1t

ig upon this it is tased. <Yhus, indemnification of the loss of

Lo
ot

values of human life 18 its flrst great funciion.

The capitalizned worth of {5e sarning powsy of s human 1life
is an econonic asset. It is the financial Toundation of the
nome which 1in tuyn is the motivating unit which btinds and holds
soclety together. All life values are subject to the risk of
premature desth, retireusnt death and living death or permenent

total disability. Death, in any form results in a loss to the
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community both as regards an actual producing unlt and o potentiasl
one. It is this loss suffered by society that life insursnce
should if properly managed tend to indemnify. The risk of pre=
mature death is by far the grestest for the main and simple reason
that all 1life values are subject to it. Satatistios have shown
that 4 out of evéry 10 workers at age 25 will die before attain-
ing the age of 65.

If earnings could be capitalized at 5% it wonld be seen
that the money worth of the nation'’s 1life waluss Tar excesds the
acgrogate total of its materlial wealth. Just as fire lnsursnce
is designed to protect valuwe inherent in materisl goods agalnst
loss by flre, so is 1life 1néuranee designed to protect the value
of the human life against loss by death. The btusiness worth of
life values can best te analyséd by studying varisus groups of
goonomic producers.

1. lYage earners and sslgry earners

This group represents the foundation of industry, that is
the labour group. <The dependents of this group are completely
reliant upon current personal earnings for purchasing power to
aliow them to live decently and to maintein the gtendard of liv-
ing to whieh they are sccustomed. In the event of death, there
is & total loss of the incone producing asset. Thilis loss unless
indermified results in a loss of purchasing powar and o lower
standard of living for the dependents of the deceased. Tor this
group, life insurvance protection to = reasonshle amount is an
absolute necessity if s high standard of living Is to be main-
tained. Singly, the resulting loss of income seems quite negli-

gble but taken as a group ceapable of accounting for at least 50%
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0f the nations lucome, the 1loss can agsume qulte enormous pro-
portions. Life insurance is 2 poor Ffamily's salvation as well
s a rich one's last testament. Unfortunately as yet the amount
of life insurance avallable to this group as contrasted with
income and current living costs ls piltifully smell. The life
value of the wage sarner constitutes all his business worth and
ghould be protected and kept intact for his dependents at least
ﬁntil they ave sble to fare for themselves. MNan has alweys as-
plred to the greatest heights of Individualistic freedom and
securlty Tor himself and hie family.

2. Profegsions

Here agaln the greater port of the tusiness worth is
represented by ocaplitaliged current earning power or 1ife value.
The view 18 usually teken that the ascets of & professional are
limited to ﬁis personal property and squipment. This view is
entirely erroneous however Toy one of the grentest acscts a pro-
feusional man has is the years of training and studying spent in
an effort to materially incrssse his earning power later on in
life. Iife lusurance can and will indemnify any loss incurred
bty the owner of such an assaetb.

3., Yarmers
» S PR ICT T AU tmath

3

{
&
§

This group attains 1ts earning power through toth scadsmic
ingtyruction and the schuol of expwrisnce. A4s a productive unit
in the economie world 1ts worth ls measursd in part by the ag-
gregnte extractluon from the land 1t cultivates. The land in
itself is an asset but wi thout labour expemunded upon it, is

econonically worthless: as the land is protected ageinst plagues
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oto., 80 should the labour ke protected against desath.

4., Interprises involving intengible and for the time being un-
marketable nssets. (Bntrepreneurs)

Many enterprises have teen started in this world never to
be completed htecause of a lack of purchasing power necessary to
provide meterials for further production. This lack of purchas-
ing power can te attributed to the fact that all operations de-
pended upon the 1ife of one man. This man's good will and
managerial ability while he was living weve wéighty enougzh 1O
enable the firm to borrow and contract for materials until com-
plaetion of the jot. In death, the power tehind the operations
ceases t0 exist and future productivity is impaired unless some
indemnification for the loss of the man's life value is provided.
Life insurance can provide this in demnification.

5. Managers of productive concerns

A wisely shaped and well directed pollicy on the part of a
srnager of a company decldes whether or not that company will
have a high or low net worth. UGood managers are scarce and Pro=
vision should always te made foy liberal monetary indemnification
in case of a loss of such a person through death.

Life value is most decidely the cause of property value and
should be regorded as such. The monetary value of a men's work-
img life should be capitalized with evidence of worth Jjust as
nropertyls evidenced to-day by bonds, stocks, warehouse receipts,
etc. As an econoilc asset, the human life value bears a vitsl
relation to many of mankind's greatest responsibilicies. Higher
education for children and old age support should be cgnsidered

a8 personal obligations as well as state duties. Both, 1f



19.

properly seoured will result in a much higher standard of liv-
ing and general betterment for all concerned. When a man reaches
the age of 65 his working enerky Las been spent. As & producer
hls days are definltely limited but as = conswumer he continnes
to live. Thus just as the value of bulldings and nschinery sre
stk ject 10 physical depreciation so is the life velue of man.

In property econumics, the problem is solved by mesns of set-
ting up & depreciation fund %o take care of and renlace the

worn out value. Similarly, by means of life insurance s nan

may provide a sinking fund depreciastion resewve to replace his
worn out 1ifs value a2t sny age he desms fit. Without such g
plan, it simply means thet a man after reaching » cevteln sge

1s more oy less = ilabllity rather than an ssset to a produc-
tive world. A man who is totemlly disabled 1s sconomically cdead
and aa such is a burden rather than an ssset to soclety, but as
g consuney he is still paxrt of the sconomie systam.and thus his
poglition sonnot he disregarded. Although a totally disabled man
annot pioduae any longer, by mcans of disabillity lnsurance he
can at least assure himself and the world that his position in
soclety is secured without causing too large an arvest of prodie-
tion. |

2. Sclentific Treatment of Risk Bearing and the Bquitable
Distribution of CLoat

This service rendered by the instifutiun of life insurance
is more properly the subject of asctuarial study rether than an
egonomic ones Upon the proper handling of this sexrvice vests
the future of the business and all companies have gone to great

lengths in training men and women to analyse it. Re® 5 4o 1s-
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constantly bteing done in order that the service rendered to the
public might ever be in harmony with verying conditions and
tiuwes. Life Insurvance has heen sccepted as a peoples’ ingti-
tution and as such, every effort must be made to0 provide the
public with the best possitle service that cén he obtmined.

The progress made by 1life insurance companies in the last
35 years has been very marked. Foymerly life lnsurance was
limlted to & death clause, that 18 beneflts were only accruing
on the death of the iusured. Totlal dissbility insurance, in-
- gome insurance and reivirement insuraunce are only a rfew of sany
new contracis. Yrom the exorbitant premium of $5.00 per $100
of life iunsursnce in the early 19t century, a gradual undev-
standing of risk bearing has come about till to-day $1000 of
1ife insursnce on the same plan (one year term) cuen be puvchesed
for the same émount of premitile.

%o Avoldance of Loss Altogether bthrough Systemailc Efforts
at Preventlon and Conservation

Adding to the average 1ongav1ty of life is of tremendous
sgonomic advantage to soclety as a whole. Values ave values
and 1life valuss should be inspected and improved upon and safe-
zuarded as well as property values. loss prsvehtion in the
£firet instance is real insurance. DIvery year the farmer carve-

uwlly 1ns§eets his lend and treats it as may seenm well to do
in order %Yo derive'the greateét amount of produce there from.
The same fsaymer, although 1little enough does he suspect it,

is a condition of the productivity of his land. Does it not

seem-only proper that this man shdéuld preserve and protect his
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own productivity as well as thet of his land®

Free periodical medical examinations are offered by all
1life insurance companies %o thelr policyholders. Offers like
these are made with one objective in mind, that of diagnosing
the health of the individuals with a vliew to grestesy conserva-
tion of health, The prolongation of the human 1life is an oh-
ligation that égeiety owes to posterity. The econonic signi-
ficance of health promoting sgencles to improve the health
standards of communities snd esven natlons as a whole, and con-
sequent mertality reductiap will be reflected In & very much
higher standard of living becausse of the additionel millions of
dollars of life values that can be utilized in the furthering
of productive enterprises which in turn cen only result in in-~
areased wealth. |

Moxrtelity is one of the three factovs that enter into the
gomputation of -the cost of life Insurence. The vitzl relation
of life conservation snd rate of mortality is quite spparent.
Promotion of 1ife conservetion can only result in lower cost of
insurance to the public. This servics of life insurance is
most decldedly a creative funciion and should alweys be regarded
a8 810h.

Other Functions of Life Insurance

Man has always been and will always be gctuated by a senge
of porsonal gain. Hvery person wants to increase his produc~
tion and create a personal estate. The great mgjority of
people are urable to invest ond save securely for themselves,

and thus never rvoalize their ambitions. Premature death 1in any



form quite frequently bresnks up a systenatized savings ﬁlan
which would have vesulted in an estnite 1f 1life had continued.
Life insurance allows & men s chance to develop his initiative
in pursuit of the eternsl dollar snd at {the sane time fecl se-
gure that his original objJective will be vonched whether he
lives oy dies. if life is presevved, a man can build up an ss-
tate for hilmself and his fanmily through self-assumed thrift obe-
ligations luposed upon him by a life iusuvance contract. Thus,
tis personal endeavour is systematlzed and st the same time
stirulated for his future obligaitlions towerds his Lomily and
goclety are sccounted for and secured.

The tremendous econonic progress of the North Anericon
continent in the last century cen be directly attributed %o
nrivate inltiastive and engerness foy personal profiit,. Voyry
and feay retayrd huusn elfficlency and initiative probably more
than any other fagtox. To the average thoughtful men, worry
and feay sct a8 an asrvesting agent in his plans Loy contentuent
and further voeational efficiency. Release from this worry and
foany tends to allow n mon to concentraite sall bhis efforte on in-
ereeging productive enterprises. 4As regords family care, life
dusursncee sllows man to pursue his private endeavours to Lis
utnost satisfaction. UYhe knowledge of an anssured estate for
the femily, the woment the first érsmium of o 1ife insurance
poliey is pald ls bound to couse fthe insured a grenter feeling
of freedom towards initiéting and extending any furither business
DlaXi8 e i

Iife insuyance in the past has plways heen regarded as an
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alirustic and intengible service, Intended solely for the pro-
teetion of wldows and orphans. True, this service rendered by
1life insurance 1ls of great importance and needs always to te
emphasizﬁd but the function of life insursnce emhréces more

than one service. The very purpose of life insurance is to
render some of the intenglihle elements ol economic life tengille
snd definite. Systematized eétate building ty means of thrift
has slready been mentioned tut saving in anticipation of the
pruverbial "yainy day" hes yebl not teen disclosed as & servige

4

asagigt in the area-

.

of 1ife insurance. Life lusurance saving
tion of an emergency fund to protect the insured and nis family
against temporary vy perusnent financial misforiunses. The im-

-

portance 0of this service can bs recognlzed when the fact is
brought to mind thet because of avail&blg cash and loan values
on insurance polleiss in 1930, 31 and 32, countless femilliss
wore saved from the indignity ol sccepiing stete ciwriiy and at
the same time saved tne government much worry and expense.
There are two other sservices that life iansurance offers
to soslety L. Lifs ilusurance as & wlll and 2. A Devige forx
Making Philanthrople Bequests.

1. Life insuralee as a will

The abolition of the praciice of inheritance would te a
great blow to private inmfitiative. Whal man achieves for him-
self on eaxth, he likes to lsave behind to his dear ones
whether 1t be monetary or material wealth. %o properly bhe-
queath anythlng involves the making of a will which in many

cases 18 rather confusing and questionable unless 1t is proverly
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drswn upe. In the case of most large wills, dissatisfaction is
gquite comuonly experienced, resulting in large atiorney's feaes,
exocutor's fees, high court costs, publicity end quite often in-
Juatices Life Insuvance simplifies the wetter as far ae none-
tayy btequests are conocerned: the 1ife insurance poliecy is the
last will and testament with respect to the life value of the
personal estate, tha-insurad being the testntor and the bone-
Afieiary the deviseec. All poassible trouble is avolded with the
result that much money and labour (thet might te employed more
zainfully) is saved.

2« Chariteble sand Philanthyopic Bequestis

The average man desires to. contribute In some way to some

of the more uplifting soclsl asotivities If 1t is possitly within

his means. In the past, bequests for collegea, husplitsls, mede-
gine, research etc. hove hoon derived largely from a woanlthy
fews TO encourmge the promotion of welfare organizations lis
douttlessly to the valus of society as & whole, tut st the same
time it has beon hard In the past to convines the person of mod-
arate means to contritute to such a worthy csnse. By means of
1ife insurence, 8 msn can without impalring elthey his capital
oy the seourity desired for his dependants, quite oeasily uenage
to co-operate in sueh s progressive moveuent. MNoreover, the
univéraal applicatlion of femily life insurance to an adeouate
degres would resduce enormously the need forx organizad.charitable-

worke
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THE PRINGIPLE OF LIFR INSURANCE AND ITS BCONUMIC
USES AND IMPORTINCGE

CEAPTER 111

At the present time life insuvance 1ls troken up into trree
naln departments, viz. ordinary branch,industrial branch aﬁd
group branch. JBusiness insurance although just an adsptation
0f the principle of ordinary life insurance also holds o posi-
. tion all of its own. Before looking st esch departunent of 1ife

insuyance it is of necessary to review the genersl prineinle

npon which all 1life insurance is based.

Insurance may be defined as being a contractual agreeuneunt,
whereby for a stipnlgted c@mpensatién called the premiu:, vune
narty (the insurer) agrees to pay the other (the iﬂ?ﬂfﬁd) a
fixed sum upon the happening of some specified eVentz) Life in-
suronce differs from other forms of insurﬁnce in one very vital
raspecte In other forms of insurance the contingensy insured
against may never hapnen while undey an ordinary whole 1life’
policy life insud¥bnce is a hazard converging into a certainty.
It is necessary thervafore to provide not only for the risk each
yoar but also to agccumilate a fund sufficient to meet 8 claim
whenever occuring and to provide for one at the ultimate 1limit
of human life 1f one has up to t:.at time teen escaped. o ac-
complish this purpose 1% is necessary to have life insursice
companies base their premium charges primarily on a mordslity
table, whloh indicates the yearly probability of death at wvarious
nges. This mortalily table sots as a base from which all or-

dlnary life. insurance evolves. Also, by‘means of 1t, all other
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forme and types of life insurance are computed. Yhe assuaption
iz that the denth rato of the fulure will be approxinetely that
Jsmonstre ted by the past. Being given the age of the insursd,
the kind and amount of insurance deslred, and the maximum rate
of intervest which the company will gunvantee on its funds, it
iz nossible to compute a preming fyrom the partienlar moybslity
table in use. ‘that prenium 1s kpnown as the "net premium®™ and
ig intended to cover only the actual mortality cost o the con=
panye. L0 this net premium ths company must add a nerceniuge to
novey expenses of operation and other possibtle contingenciss,
thus plving the so called "gross premiwa™. this is tka-@r@mium
that is setually charged the polleyholdoy.

Should the premium ke found to he 00 large GWing 0 &
noyve Tavourahle desth rate thon was expocted, or becnuse ex-
penses are lower or intersst esrned highey, the company mmy sgrec
to pay back to the policyholdsrs some of this gein in the form
of dividendss "Then such 1s the case and dividends aye nald,
the insurance is ssid to te partlelpating. NWon=-particlsating
insuranae does nof vonafit by »ny proflts so wads by the coi-
nany and consoquently the premiums charged are lower.

Bxperionce has shown that life Insurance in ovder to hLe
moat economionl and practical, must be based on en unifowyn
annual promium during the premiuwm paying period. Such & plan
rogqulyres the company during the sarly yeavs of & polley to
gharge o premlum more than suffioient to pay the cuyreni cost
of the insuvsnoes. “he eseess poritions of the snnusl premiuss

are thus agenmaulsted in a fund known as the roserve. %his will



te drawn upon in later yesrs vhen owing to the incressing

.

tazerd connected witkh irereesing cpe, the uniform snnusl pre-

minm tecomes lnsufficient to meect the current cost. When con-
sidering = large nunber of policier the resoryve may to definad
8 representing & sun which together with future nremiuns paid
by the polleyholders, will Just enatle the company to meet 1ts
claims zeco Grding to those(agecified requirerents computed from
the moytelity teble in use? Accumuletion of such a reserve fund
5 fundeventsl and essentlsl to eay sotnd plan of 1ifse insur-

cice.  +oday this reserve plun vepresonts the one greet differ-
srce helweel sound snd unsound eompanies snd 1t ls for this
renson that €11 reguler 1ife Insurvsice companles ore roenulired
by law to operate cun the 20 culled "legnl rescrve tois?.

ALY wypos of life ‘nsurance todey zre tsged on the fove-
geing conditions,. I is rethoy hard to drsw & {ine line ta-~
twoen the variouws kinds of 1ife dnsuwence. Crdinsyr 1ifs in-

wrance differs from other plens such &8 industrinl and group

Buars

Teodn thet 1t is based on the sverege of the whole pnopulation:

LY Al s

satbhory than e partionlar group. Belng formulated for the whole

ry

rather than a perticular growp it is adminlstered 28 such. The
weysoh that btuys ordivsry 1life lusursnce astelly is oble and
does pay his prsmium snuuslly st ¢ rete computbed in ac ordance
with the condltions drawn up on the mortality toble in use and
the expenses incurred in mariveting the lasurenca.

Vrdinsry life lusurance iz lssted snd sold primarily foy
nrotection batl slso embocles in 1is different policy contracts

many other features which are peculiar to the neecds of the
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classes 1t serves. The familisr limited payment 1ife and en-
dowment contracts are all 1ln essence the same as whole 1ife in-
surance but arve so drawn up as to fulfill definite wents such as
insurancs against the 0ld age hazard. Ordinsry 1ife insurance
represents in all walks of 1life, an opportunity to obteln at

the cost of thrift that securlty and happiness in 1ife to which
all people espire. granted an income in excgess of the requlre-
manta of the standard of 1ifeo which one feels lmpelled to main-
talin.

Like other things that have come to the assistance of man
in his effort to periect his mortal existence, 1Life ingzéanaa
was btorn of necesslty. It tales the plarne of doubtful charlty
and the o0ld time community collection. From the smallsst of
baginnings it has grawn‘imtn s hnee bugsiness ovgrnization
founded on a sound Interpretation of mathenstles and sconowy o
provide Tor those dependent on a human 1ife In case > the

demise of that 1ife. Since the dawn of civilizmation man has
always had two distinet attributes distingulshing him from the
lower order of nathiral beings. Those two ars namely sagiahility
and economy. The latter over urges g qman forwsrd to accownulate
for the satisfoction of his deslres the grogtest amownt of per-
sonal gein with the least possihle outlary of snergy. Transleted
in modern language, moncy is the nesns to thie and. Lifs in-
surance eg an individualistic mesng of ctiaining snuch o goal
allows a man in modersate cirennmetonces the oproytunlty of hecom=~
ing bis own loryd end master in o financlally harassed world.

Tife insurance nremotes happiness for the Individosl; 1% gives
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one a chance %o realize those fondest subitions and dresss withe-
out at the same time endansering sscurity of either a man's own
pogition or his family's.

Life insurance has trought with it an opportunity for the
aafe investuoent of capital in such weys as to yleld a revenue to
porsons who bave liittle chance of engaging 1n any bw s for
themselves., This opportunity, offered by 1ife insurance com-
nanies, who act as truvﬁﬂ‘“ of Billlons of dollays of smell save
in=s, has induced people vo save =nd invest, who would uot other-

wise have atitempiad to put by something for fulure needs. In-.

£

LS

stinetively, » man saves Tor his own seks but uewelly lying he-
neath the surface 18 thalt selfish setisfaction derived ivoa ser-
vieing the needs of fﬂmily elfection. Alfrved darshall in his
first volume of pfinein}eu i econcmics clfils(“ghg' men labouy
and ssve chiefly Tor the sskeé of thelr femili ’é Bensath the
gurfasce of econonic individuselism lies z3lfishcenss and whether s
men 1g only satlisfylng & selfish desire inm looking =Tter s femily
is more oy less an open éuestion. “uite often, people wisn Yo
improve the condltions »f thoge whom they sre intsrested in only
because they shuddey to think of theaselves in such o position.
Regardless of whether wan is lnoerently selfish oy not it is
guite gpperent thet his individualistic desires for selflsh gein
or altrulistic setlsfaction can glw.ye bs attained torvugh the

cdivm of & 1ilfe insurance centract. Tie resull accoapanying

;...v

such a plan for schisving vne's desires can only ts the further
ascowmlabtion of saving and uliimziely that of lucrcased weslih

due 0 & greater flow of new capiial into production.
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A man ean bave no stronger stimulus to energcetic enlerprise

}.h

than the heope of rising In life and leaving his fhnily in a pos
tion whare they may start from a higher rung on the social lad-
der than that on which he hegan. an is a seclal baeing ond &1l
hig wants are in essence social. As is ghown by the prodigious
growth of wealth Ameviea during the lust fifty yoers, social
ambition makes of o man, a nighty producer and an sccumulator

Es

of riches., It 1s reelly cnly when a man has sccured for his de-
pandents at least 28 #ood if not betler stendevrd of lilving than
thet to which he wes accustomed, that he cun go forward with &
clear mind to most efficiently utilize that emerky slver to him
in order that he might further production more and nore.

The main ok jective in the tusingss of living is to reslize

o)

gome enduaring satisfectlon in 1lifs, for no one can be successful
in the busineses of Jife if he is constently asking "is 1ife worth
ghile", The things that reke 131fe worth vhilie sre those every-
day necsssities snch as shelter, clothing, food ete. coupled with
simple snd sometimes extravagent Tuswries according to tasto.
The earth ig a good earth only as long ss 1t can provids an with
those things necessary o happlnsss. .

The whole economle systes is htuild upon the satisf-ciion of
mmtuel wrts of mon. Adam Saith recognized thet ron irodes for
for purely selfish motivas btut that wodor 211 transcetions lay
whet he go obly tewned an "inviegible hand" gui&in§ the promotlion
of & selfish end for the ecblernent of toe thlé? Life Lusurance
as an Institoticn to-day vepresents & co-operative individuallism.

The term meens quite paradoxical but nevertheless it Is Ptruee.

Fach psrson is given the privilege of invesiing et Lis own .lterty
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any smount of money s0 long ss he is physieslly capsble of pup-
chasing 1ife insursncee. In so doing he unconsclously tecomes a
member of a huge co-operstive enterprise striving for finsnceial
gsecurity snd tetbermaent of_society as & vhole. Althongh 211 in-
surancs companiaes sve in the business to meke a profit they so con-
dition the affalrs of their companles thot the pollicyholders Shére
in the tenefits which they gain. The memters of this great co-
opaerative socisty are educated Iin the habits of thrift; they are
schooled in the care of their health snd their physiczl well~
being; and they are provided with finsncial dern%ou,w which

we from lavge investrents which the compenles are able to
make for them. The policyholders are in fact shaveholders in
this great co-cperative entsorprise not only in name tut in actua-
1ity. |

Tife insurance is not only iwmportant hecause 1t indemnifies

human 1ifé vaelues hut also becausse 1t escutmes the position of a
soures of aapitel funds. Canital funde are indispensable to an
individualistic economy for without them produetion csnnot go on.
uge enterprises are tullt from capiltel borrowings: thece enter-
prises result in further ;ruduation and incressed venlth and

greatey progreass of the nation.

"3

The vast roaserves of 1lifa insurance comnonies availstle
1

e
i

o governments and individuwels olike ﬁ?ovide not only the funds
on wortgnge o trild farmerts tovne and tonses ut =% the same
time supplies .aich of the money with whileh the work of nmodsmn
vavanient 1s oar%iad orn. The erection of trenondous office

T I

buildings,of ; Tth hotels, of extensive fectories, of “nmes
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ingluding many for people of small income, and model apartuent
houses ars all made possible thryough the investing of these

vast reserves. Railroads ha%e tsen btuilt and vebuilt on money
invested for polioyholders and public utilities have found funds
for theiy development from the same source. A typical Canadisn
life insurance company has figured out that each of its 1life
insurance policles represents a certiticate of ownership in sach
of more than nine thousand carefully selected investments. These
include the smecuritles of 35 national, state and provincial
governments; 810 eivic and rursl municipalities, 397 industrial
and publioc umut:y(v Ssompanies end stout 7,700 indlvidual olity
and faym mortgagas% Thus, the Individval who saves through life
insurance not only benefits through diversified savings but also
is able to contribute to the creantion of a large percentage of
the wealth of the nation.

In endeavouring to sstlmate the wole of importance that
life insursnce plays in our egonomic order, 1t would not be out
of place t0 mention that life insurance glves gainful employment
to approximetely a quartzy of a million individuals in the
United States and Canada and thet probably a million or movs
racelve thelr livalihcod through identity with the business,

Industrial Iunsunrance

In order to bring the poorly pald wage sarner under a
gystem of life insursnce, a special fbrm had %o te devised.
This tecame known as industrisl insurance. Under indastrial
insurance contracts, the policy amounts are usually small, pro-

viding only as a yule burlial expenses and no more. Due to lack



34,

of education amongst the class of people for whom 1t is in-
tended, collections of premiuus cannot bte made once a year or
aven semi-annually, btut must and are made weockly. Not only

lack of education but also smallness of wages combined with a
fairly consistent price structure can be said to attribute to
the average wage-earners lack of foresight snd inability to

save for himself. This method bf collection results in increased
administration expenses and consequently increased cost of pro-
tection. Industrisl insurance is also higher in cost because

of a high death vste amongst wage earners. Thus, where neces-
sity 1s greatest the cost also is the greatests At fivst glance
this seens précticable enough but when it is recalled that the
wage earner receives the smallest monetary return for his ser-
vices the statement seems guite unjvst. Industrial insurance,
however, 1s actuarially sound ana its 1imitetions can be attri-
buted not to the institution it represents but rather to the
soclety in which it oporates.

The total amount of industrial insurance in force for the
year ending 1935 in the United States and Canada was approxi-
mately 18.5 tillions of dollars. This amount of insurance in
force represents 67% of the entire population of the two nations
in the form of 100 million policiesé Anything whether it be
tangible or otherwise that affects the lives of 67 percent of
the entire population of two great nations must of consequence
be something of real economic significance and imporiance to
those nations as a whole.

There are tens of thousands of indusirial field men
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covering millions of square miles on the North American conti-
nent, day in and day out. In every ocity, in every town and in
pr-ctically every village thase men ~ave entyry into millions of
homes, a privilege snjoyed by no athervgroup outside of the
clergy and the medlcal profession. The industriel san ls a
trusted financial advisor, a friend and a counsellor. The
peocpiels troubles, joys, ambitions and despalvs are nis and it
- 1s a_striking gommentary on the prodigious influence that the
industrial agent has, that of a total amount of insuyance in
force appraximétely twenty odd poervcent is carried by the so-
called Industrial compasnies.

Welfare work plays a role of no small importence in the
buginsss ¢of Industrial insurance. Many, many millions of
dollars have been spent by Indust+ial cvwmpanies distribtuting
pamphlets showing ﬁhe need for ~<nitation azd good health,
Bafety films, emphasizing the dangers of typhoid, diptherias
and smallpox, have heen shown to millions of beople during the
past twenty years. HNumerous carsful%y instituted surveys have
hben conducted bty industrial companiegg a survey regarding the
cost of medical care in the averasxe industrisl family wos mede:
o survey covering the cost of burials which Incidentally led
t0 a standardization of burial costs. The result of the burial
survey wos g great boon to working people for obvious rezsonse
Pursing service is carried on bty the industrial companies as
part of thelr program to better the working man's condition. It
1s quite reasonable to assume that no other orgsnigation is bet-

ter fitted to diasgnose and handle the protlems of heslth amongst



%6

the working classes than the industrial insurance compenles,

Industrial insurance has cleaved for itself a niche in the
economlic soclety of the Worth American continent. It not only
represents the accunmulation of the smgll savings of millions of
people représenting that class of soclety known as lskour, but
it also offers to that class a more secure 1life and a chance 1o
progress. Industrial insurance as a means to an end simply re-
presants s policy of world betterment. If society must progress,
the part that industrisl insurance is plaving in fostering that
progress by means of its wélfare and social work is quite com-
parsble %o the mother who insists on her children's Saturday
night bath.

The »verage person's conception of the industrial life in-
surance business and the industrizl field man's work is that of
a five and ten cent concern. Huwevér, a8 has bteen shown, in-
dustrial insurance is a bilg business nbt only as regards the
huge monetayy proportions 1t assumes but also as regards its
more humaniterien attributes. ZHeonomieelly speaking, a million
dollars represents what that money can buy on the open market
in the form of tangible goods. SYeemingly, from a standpoint of
a life Iinsurance company, & million dollars can only represent
80 much taken in, in the fofm of premiums or so mugh pald out
in the form of bencfits. Ouch is not the case, however. ILife
insurance is a means %o an end, Jjust as a tillion dollars and
the goods obtainable by means of it are means to that end of
satisfying hunen wants, so is life insurance a means o that

end of soclal security for all who can afford it. The late Sirx
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George Foster when he was minister of trade and commerce for
Canada once said in an address the following about the indus-
trial business and the industrisl agent, "You are doing wnore
than taking in premimms and paying out losses in benefits. This
is one part of wour work, but how inestimahly-small 1s that and
how 1t shrinks into s mere detall when you place yourselves in
the line of service that you are giving to humanity and to the
aggregations of humanity, apg%ety, and govern.ent, ty this
widesoread activity of yours."

Group Insurence

One of the most interesting developments in the 1ife in-
surance business in recent vears is the introdnction and growth
of group insurance. Comparatively little known some seven 0y
gight years, today employees of buvsiness organizations of every
charactey ame covered with this velusble protection.

The fundamental 1dea of group insnrance is low cost pro-
tection sold on a convenient péyment plen that will protect at
desth or disability the family of the workey and do sway with
the 0ld hat passing custom to spild the family in tinme of need,
Group insurance does have a statilizing effect énd although in
itaelf will‘not corraect the troubles of latour, along with its
complementary plans of group sickness and accident and giuup
pensions, it should have a most alleviating effect on labour
tronble if properly dispensed and handled. Group 1ife insurance
does not compete with regualy life insurance tut rather more ox
loss gsupplements it while acecupying a place peculiar to itself

alone.
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Group life insurance is that form of 1ife insurance cover-
ing not less than 50 employees of one employer, wiﬁhoﬁt medical
exemination and written under a policy issued to the employer.
The prémium is paid by the employer or by the emplorver and em~
ployece Jointly. Lach group policy insures only all the employees
oy 211 of any class or classes of employeses 0f one employer de-
termined by conditions peritaining to the employment Tory an
amount of‘insurance hased upon some plan which will preclude in-
dividual selection, for the benefit of pcrsons other than the
employer. £t is provided that when the premium is to be pald
by the employer and the émployee Jointly and benefits of ths
policy are offered to all elirsible employees, not less than
seventy flve percent of such employees may be insurégz Owing
to the diffusion of risk and quantity of coverage, insurance
protection can ve provided faf # hudy oy group of employees at
2 much lower rate than could be offered to an individusl.

The most distinetive feature of group insurance is that 1t
gives protection to wmen and women of moderate earnihg capacity
where the ability to pay for ordinary insuvsnce is least. It
also gives protegtion which it might othefwise be difficult or
imhossible to obtaln on account of age, physical condition or
fanlly history.

The omission of the customary medical examination is in-
separable from the underlying principles of the system. Al=~
though it might appeay that this entails extra hazard, it is quite
gonslstent with sound underwriting. Actuarially all life in-

surance 1s operated on the group prineciple which alone will
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'aaaur@ the effoet of the law of averange., Lt would be imuite sefe
to issue a polioy of like suwpunt on the lives of ench of 520 per-
gons casually passing sn offlce tuilding and to dispense with
medionl examinetions. 4t is only when applie-tion foy Iinsurance
is delitersately madé, thet presgution 1l nececsary o provide
ageinst adverse selection. Ags an offsel to the waiver of indi-
vidunl ezsmingtions, the sryoup risk is exportly inspeceted with
speeisl regard to the worklos snd living envivonzent of the em-
ployees, provision for safety, nocupantional hosards and othev
condlitions which nay afTect the risk, and the prenium is cnlou-
1ated scoordingly. |

Group insuranece is usually wrleten on the yesrly renewnble
temm pl&ﬁ, the cost of insurance on sach individeal enployes ine
crenges ench yeary with thé inerense in sge. The natural result
would ke an incressing anhuwsld agost, as the amployees in the
zroup grow oldeys fotusl expserience hag shown howevey, thet the
atgndy wlthdrawal of oldey workers 1o give way 10 yongey men
tonds in genernl to produce a wors or less consitent wedte. ‘Lhe
aost oy he rﬂducéd by an expervience vating nrovision wihich pro-
vides that 10 the @mortlity expprienced In the group insnrance
plaﬁ is mufficlently fevourahle a reduction in presdium rales
will be made at the end of any policgy yewy und in «d2ition a re-
fund will be mrde on the previous year's premium. This fzature
naturally promotes better and henlthier environment, move fav-
onyable working oconditlons snd congonmitant to this will s bet-
ter afforts from the employess,.

Hand in hand with group life insurange goes group pensions
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because of the fact that both are computed from actuarisl in-
terpretations of mortality tables. Group pensions provide for
specified sums to bte paid monthly to the employee after a set
retlrement date, these payments 0 continue during the remalnder
of his 1life. The plan is in effect an 0ld age pension handled
by means of group insurance. The plan is usuplly drawn up and
administereﬂ‘along the same lines as group life insurance. Une~
like group life insurance there is a surrender and paid up
value 1n case of disgontinuance oy lapse of the plan.

The life insursnce compaﬁies have also associated thelw
endeavours in the business world with group sickness and non-
ogeupational accident insursnce. These plans supplement the
workmen's compensation insurance snd thus sllows the worker to
ke protected at all times. Policles are issued to only full
time employees and speclal consideration isg teken of risks in-
volved, consequently the rates are roverned sccordingly. The
geonomic consequences of all such group plans arve really of
great importance. |

The primayy oblect of group 1ife insurance, group peusion
plans, and group sickness and sceident econtracts is 1o enable
the home to carry on during the distrossing readjustument period
which always follows death, involuniary retirement, or sickness,
The wvalues of such plans ocan not always be measured in dollars
and cents and this may be accounted foyr by the fact that such
plans reach into the homes and enlist the interest of wives and
other dependants of the workmen in the ultimate interests of

the workmen and industry itself.
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Adventages of Group Insurasce

1% has veen found that Lrom the amplover's standpoint,
gronp life, group pension, and group sickness and sccident in-
gayante has cevtain dofinits results.e 1. It creates goodwill--
euplyees vealize that the emplorsrs consider not only them but
also thelr wives and children, consequently a splrit of good-
will is established whkich rosults in better work. 2. Tt insoires
loyalty. ﬁorkmen‘are proud t0 be connected with a Tl vhich is

Interested in them from a personsl standpoint. 3. It reduces

~

latour vurnovey. IUraining new emplovees costs noney, hence sny

P

plan which will reduce the lsbour bturnover is valustla. CHigh
cuneerYns whose product is of uwalgque charscter necessltnting the
training of workmen especlally for particular tnsksvvfednc%ien
of hiring and fiving is of exeeptiivnal imporience. ilvery change
in psrsonnel invalvas teuporary loss in efficlency while un-~
-
broken sarvice essures familiarity with the task and sroficiency
in perfoynlng ite The expecitation of rece ving a psnsion will
act as an inducement upon the empioyee 10 fovego other advantsges
glsewhere and hang on to his job t111 retirewent sgo. 4. e
graup pension plan scts as & reshirsining influsnce s inet
strikes. Jensions are granted ouly to the loyal and - 1ihful
and any persons who leave the service relinquish the pension
nriviiege and iff they recnter the service mmst e regirled ns
new employees. 5. Increased efficiency. Worry and discontent-
ment caused by lack of security naturally iends 10 decrerse the
efficiency of the worker. 6. Ch&racﬁer of Tirm is Fuhauged.

“ne eraracter of & firm nay be largely Jjundged from tre trestmnent it



42

accords 1ts employees. In business relatlonships it pays to
have a reputation for faiy and iivexal trestment of wage earners.
As a result of having such a reputation the company is enabled
to at.xuot and retain the must desirstle types of workers.
The economlic importance of group plans to the employee is
that 1t gives aim the privilege of securing his family's and his
e

own position in soclety at the smallest possilble outlay. The

average labourer or workman gaves some money through industrial

patatively small and wore Trequently then not does a0t eieble

the employen to confortahly lay dowa his tools at. retivesent

age, nor ig 1t enough to adequately »rovide Loy a re-adjustment

neriod in 1ife for bis fandly. The odiitionsl security created

.

hy means of group plans eliiinetes a certain amount of voirry
that snatles the employce to do better work for hiuself and his
employer. Good work is usually apprecisted and apprecietion is

3 end euvivom.ontal

9]

ustelly menifested In Tetter Lours, vage

”

conditions and possibly advencement. It i estinated, that one
guarter of the total number in any group are unatle lo take outb
end cwn crdinary 11fe insurouce. 7Thus, group iusursnce gives an
employee & clocnge o proevzcetv hls fendly to ¢ certain cxtent
where otherwise ke would be unable to do so.

In sumuing up, 1% 1g to te seen thet group incursnce in
its various forms is & erentor of gosd-will, a bond between em-
oloyer and employee, e fscotor in reducing 1&b0ﬁr turnover, &
means to grester efficiency, s characler tullder, o weapon with

whieh 1o alleviate scunomlce class warfare and last but not lesst
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a method of enhancing and improving the social position of la-
bour in this altogether too insecure labour world of ours to-
dayve At the time of the lest United States presidential ele-
ction (November 1937) Franklin Delano Roosevelt realized thet
what the man on the street wants more tThan anything else in the
world to-day is security and peace of mind. More will bte said
about this later.

Effective Mareh 15th, 1937, the weekly sickness and non-
vacunational acaidant.hgn@fit. pavable under the Generszl Motors
group insurance poliey, will be incressed Trom $10 to £14 pew
weelk. This 1l quite significant, coming very shortly =fiery one
of the worst strikes in recent history was experienced by
Genernl Motors in the Unlted States.

Ordinary life inaairance has mony uses and adaptations and
ona of the most prominent of these uses is spplying it to bhusi-
ness. All insurance finds its bixth in the original ordinary
lansurance ealculated Trom the morialitr tables of the %ine.
Business insurance is a very lmportant part of our economic sy-
stem to-day and should always be regarded as such. It is for
this reason thet a liitle study of the place business insurance
oocuples in our fiunancial econony today would not be amiss.

Propexrty in 1ltself has no value; nmsn can give 1t velue
however, and upon man is its value dependent. Net worth of a
business depends upon income which has a source in the msnagerial
and credit abllity of some 1ife or lives. Yhe 1ife it is true,
needs some property to work most efficiently tut on the other

hend, the property cannot be moulded and gulded into produnction
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and weslth unless a human 1ife is present. The relationship
of 1ife insurance to the Hruper organizstion and managonent of
hisiness 1is manifold. A few of these many relations are »g
follows:

1. Business Interyuption Insuranace

The key 1ife whiech furnishes the gulding foree in buginess
managenent may be regarded as the motivating u it o necessary
for continued productivity in the enterprise. Interyu.tion to
the directing foree in the i'orm of deanth simply means thot the
business will be automatienlly thrown out of gear until a sub-
stitute can ke found, providéed t-=t one can be {ound =t »11. Ac~-
cordingly, life insurance on this key 1life paystle to tre business
constitutes business interruption insurance just ss would flive in-
surance written under property forms of coverage. ILife insurvance
frmm 2 business gisndpoint becomes profits insurance covering tre
transition period following the death of the key men in the
higiness.

2 Tife Insurance for Credit Purposes

life insurance nssists in enlarging eredit and in the se-
guring of it on a tetter interest tasis. Charactey and ubility
so lmportant in credit transactlons are given tanglbility thyougs
life insurance in the same way that fire and marine insnvainge
cnsbles lendevs t0 rely upon the roperty security which they
sccept on Joans. The life of the torrower constitates the se-
curity behind many loans, btult only when there is & contrset of
indemni vty assuring the creditor of his mouney in case of i1he
death of the debtor. By thus enlarging the volume of erxedit snd

anasuming that the borrowers can lLrade profitahly on the crvediy
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thus crested, 1life insur:ince tecomes a great crestive force in
the promotion of husiness enterprise. Credit is ve:zlly the
1ife blo d of business and in the coursce of time life insursnce
will be utilized more and move in the creation of it. lLoans
borrowed on the securlty of 1ife insurance are alwayvs indem-
nifiaktle in case of the desth of the debiory and are therefore,
rezarded as being Tetier in quality than loans secured only in
time of life. '“he consequence of %his will be veflected in a
better rate of interest for vhe debioy snd a consequential in-
gresge In the number of loans wmads.

5.  Life lusurance as an Bmergency Fund

-

The necessity of malunitaining an emergency fund in sny busi-
ness is well reeagnizad} In times of prosperity,.it is neces-
s21y to allot so much cash or the equivalent to cesh to the
snergency fund 80 thet when 1t 1s ueeded in times of siress to
meet credit and expense situations, it will te there. Three
siethode of sallotment of surplus to an smergency fund may te
Tollowed. 'he suyplus muy te plowed back into the husiness
agalin, it mmy be invested in stocks oy bonds, or i1 may tLe
stored in the forn of 1ife insurance. The obviovs defect with
the first method is thet is is more than likely thet =t the time
whan the cash is really needed the business will e in no shape
to surrender anybthing. The sscond method is mch bettor and the
only fault that cexn te found with it is that it runs the gaunt-
let of the business cycle. It 1s possible to suppose that just
vhen the stocks and Ttonds are needed and are to be narleted,

their value on the open market will ke doflated hy 25 to 50
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'perﬁ@nta Little comfort 1t is %o the pussossor of an enoy-
aenay fund to realize that the fund has deprecisted by shout
percent or mere Just a2t the time when 1% 1s so0 badly ‘@thdb
The 1ife insurence sinking fund, when in charke of o s.und life
insurance company, always renaing viritually non-flustunting in
volus. Dollays have teen purchased hy dollars and 1t is lnown
iv advanece exactly how much at the sminimuim guerantoe will he
realized 8% 8 parbtlonlar time. Hue to the Insursnce compsniest
wide diveraifioction of lrvestrnents o minloun vote of intevest
con alwave be gouerventeed. orcover the fund is Troed Crom wonne
carinl esre and thus o¢1love nore time end affort 1o he gpent on

the erter~rised own porbictlsor Tire of endorvour.

4, Tdfe «if‘Sﬂfx’"ﬂ" ce ng Trene by lnsurence
mite often hecntee 0Ff the freb thet the avornoe sonll

breiress ven s veaulirzed to pnt nest of Yie suynlune Yook into
th e tusiness o ment competition or sveil himes?f of tuying op-

s bterrific shrivkore of the estabte dve 4o adjusi-
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memt exnenseg Is Incurved vhen s e dieg

rinkegae shoald not bte olsouper the smell besiness bat should
te chsorbed Yy o 13fe insurnpee policy especislly designed to

auvver such » possihility wi*h the view %o preservetion of toth

tre tusiness ond fanmlly estete. Sinllowly, goodwill vilgh near-
Iy «lweys opposrs on the holance chestn of nest soall tasinesses

ghonld he Eﬁ““.fﬁﬁé snd dngnred sgalnat poscible loss.

¥ Thip seems to te conflicting with stotensnts ande Iin $.s fore-
aoing parpgraph, ut for the man owning o smell btusiness there is
often no othey ahaiae.
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5. Buginess Liguidation Insurance

Life insurance can te used as a means of establishing a
sales plan for the ligquidation of business interests. This ser-
vies is applleable to thyee types of ownership namely sole pro-
prietorship, partnership and close corporation. 3Because of a
goles plan at a definite price surviving stockhuvlders oy part-
ners are adequately protected against the distastefunl problems
arising out of the acceptance of unwanted outsiders or helrs.

¥Tive fundamental services of 1ife Iinsurance have teen re-
viewed in thelr relationship to tusinsss. The lmportence of
these is unquestionakle. The underlying consequences which
business lnsurance prevents have not bhesn elabvorated on, but it
is qulte eesy to visuallize the effect that business interruption,
gurtailment of credit through lack of security and poorly con-
stituted esmergency funds wowld have on econonic mociety as a
wholes During the perieds of rveadjustment men through no fault
0f their own would be temporarily thrown out of work, srudunction
wonld slow down and the whole squllibriusm of the economic sys-

tem would be temporayily out of balancas
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LIPE THSURANCE (MVESTIRNTS

CHAPTER 1V

investment Principles of Life Insursncs

1 Security of Capital

The first and most iwmportant consideration of all 1ife in-
gurence investments is the security of cepital. It is of ut-
nmost importance to both the integrity of the instltution of
1ife lusurance and to its policyholders that the prineiple
arount of the investment should be paid promptly at maturity
snd that the interest payable on s8ll such investments should te
diskyrused regularly at each interval of tiwe so contracted for,
pntil moturity.e It is the security of tre portfolio of iuvest-

uents as a whole and not just a psrd which is essentall snd it

Py

is to this end that a&ll 1ife insurance companies must strives
Yore will be =sid abtout this when the principle of diversifi-
aztion of investuents 1s more carefully analysed.

2. Iintorsat Return

Compatibility of a high interest return with uwimost secuyi-
ty of capital is quite impossible and for this resson life in-
snrasce compsnies never offer & man sn enormously righ vrie of
retitrn on his money. Security of onpital ranks second to none in
the principles of investﬁant followed by life insurance companies,
The interest return, however, rust te considered. The highest pos-
gikle Interest return consistent with the principle of the securi-
ty of capital is alweys the ohjective of & well orgsnized in-
veatment staff. The important point to te emphasized iz that

it is not the gross return from the lnvestment which should te
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congldered but rather the net return i.se. the gross retuvn less
investment expmnses (ineluding such taxes as those levied on
interest income) and less an allowance for futurve loss where an
element of risk 12 considered to e present. In connection with
the last deduction 1t canno% be too strongly emphasized that the
only proper way of dsaling with high yielding securities, which
obviously wmust involve a certein amount of »isk, is to btransfer
each year in good times as well as bad a part of the lincoms

frow interest on these gecurities te invesitnent reserve rather
than té unassigned surplus ready for distritution. In this way,
provision can te made 1f a possitle capitel shyinkage should at

any tlme becone a reality.

% «arketability

o

¥y

s se-

ol

After having investigated an investinent as regard
curity and falrnqss of interest retuin, 1ts next test should te
that of marketsability. This subjest should he trested in re-
lation to ths gensral nature of the 1lfe insurance bhusiness.

It must also be considered in the light of changing economic
conditions. With regerd %o the gensral nature of the tuslness,
life insurance contracts gencrally speaking are written for a
long nsriod of years; the average nay he Lifteen or twenty vears
but some contracts run as high as Lifty veers snd even more .
Also, 1t is noticeable that the assebs of life insurince com-
panies have heen steadily incressing snd sye continuing to do

80. Accordingly, 1% is natural that, especially In normel times,
the current receipts of insurance conpanles excead the currvent

pgyaents Tor death claims, dlvidends, annuitles, surrenders, and



policy losns, Ty a falrly levgs amnount sseh yesire Lthis ws
teen the uniform experience of slumost all well manncsed losuvance
companles. In viow of this clvowsitance, the princinle of
moriretabllity untll reosnt yenrs bus not bteen emphasised or ro-
savdoed o8 a primary o sracteristic of a ~oud insuzance invest-
wanb. Besides, twenty or thirty yeurs ago, people ware not
aduentod as troy are today in the nse of surrvendeyr and loon
valuas. JIn some eazes, the values ware sven 1wniing sl vove
th ey did appesy they were not us liverval as they anre todny.
Fowever, condliions ove cimnged. Policyholders not only have
tacome fanmlliarised with the high surrendey and loan values bui
also have come Lo the polnt where uvhey regrvd thely 1ife in-
surenee policles us their last and wnfailing resort Loy nmonev.
it ia a well loown fact todey t ot if all other sourres of
rofsing woney dry up, the polleyholdsrs can and will receive
from the life insurance companles the full susrantecd velune of
thely policiss at one hundred cenits on the Qollare. Insuyeznce
compaiies have thus ssguned soue of the funciions of the benlsg
and vet they 4o not Hossess the safesuards wileh the trulsg do.
When banks are -alled upon to puy out 4 elr depvslis, they in
burn esll on thesewho heve Torvowed fyor them to oy off thely
ivang. ‘‘hey ars zlso the reciplont of o privilege w iob olliovs
thewa o present specifisd securlitles L0 thely overnwents znd
recoive legnl tendey therefroms Yoo, theilr ianvestunent pulicles
Involve the purehase of a great many short tersn governuont and
nralcedpsl bonds, thus alueyvs Leopling thelr sssebs in & very

1iauid condizions m the other aand, the investuent wlicies
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of 1life insurence companies have been most preferentisl to the
purchase of long term tonds and mortgages. In connection with
mortgages, 1t is obvious that an insurance company could not
squesze money from a morigagee every time money was needed Lo
pay & cash surrender value toa policyholder and similarly fore-
closure would not only mean the entailment of heavy expense tut
also a conslderable loss on the original investment. In connec-
tion with uwnmatured tonds the insurance companies can.ot go 1o
the governmenis oy othey issuing corporations and ask them %o
repay thelr obligations belfore maturity. They must te content
t0 accept the curvent morket price and therve 1s no guarantee
that this will te as high as the original purchase price. Lifs
insurance companies thus have to carry a fairly substantial
portfolio of short term investments 1o avoid loss through in-
opsbrtune selling or buying. Only experis should be suployed
t0 hsundle such transactiovns.

A new conditlon has (nus arisen wiereby ilnsurance companies
muzst keep thewselves in a prepared condition to pay lerger
amounts of losn and surrender velues on demand. The proper
method of meeting this comparatively new develonnent ig that of
ad justmant of the investment policy to service the need. Liqui-
dity and marketability should bte two insgparable atiribtutes of
securities purchssed bty 1iie insurance companiés todny and in
order for the investment policy to achieve its proper end, a
goodly number of 1ife insurance assets should possess these
qualities. Iisrketability 1is found in the greatest degree in

governnent tonds, both long term and short term Tutl more
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especlially in the latter for they are suk}ect 1o much narrower
fluctuations in msrket price than the former.

4, Diversification

It 18 absolutely essential that, with the amount of money
which insursnce companies ‘ave to invest, a very large dseyres
of diversification should te ottalned in as meny dlrections as
possible. Government and municipal and also privaete corporate
obligntions should be rapresented in the investment portfolio
of any company. -nvestments should be made in a ;syeat uany
seactions of a country. Different types of privete orgsnizations
and those under the control of difrerent management shounld be
included in the portfolio. The otject behind such a prasctice of
investing is to completely minimize any difficulty which might
arise from adverse developments afiscting one particular industry
or one »articular part of a country. lt'is the logical develop-
ment of this theory of diversification which makes 1t importunt
that a limit of risk for any particular investument should te
anticipated by the insnrancé eompanies especlally when private
and not public corporations are teing considered. The sctuarial
basis of 1ife insurance in selecting lives for insurance neces-
sitates & rigid limit of risk as o the maximum amornt which any
one company will retain on any one life. It is just as essential
thet the same principle should be applied 1n the investment de-
partmentae.
5. Daration

‘he question of duration of an investment is quite important.

There are times when it is much more advantageous to purchase
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long teym sacurlities i.e. tonds running for twenty or thirty
years, than 1% is to buy securities of a snhorter duration say
five to fifteon years and similerly vice versa. The best time
t0 purchase long term tonds is of course when Iinterest rates
ave high, but the word high in this sense is really hard to de-
fine and the drawing of a line between wvarious rates of interest
ig very difflcult. It is quite impossible to accurately pre-
dict a future course of interest rates for so many factors
govern snd enter in to the protlem. A thorough study of trends
and statisticsl data has been in the pest and will Te in the
future the only gride 4o ald in the solution of such o prohlem.
It is worthy of note that supnosedly advantageous and prudent
investing (especislly long tern issues) should slways te sub-
jeat to carveful Invesiigation in order to wake certein that
stuch drawbecks as c¢all and redenmption privileges ere zot pregent.
4 bond may have twenty-five years o run to 1ts matnrity date,
tut 1f the lsgsulng corporation has the privileges of rvedsoeming it
at any btime &t par or &% 3 s;aeifiﬁd promivn, 1t cannet be re-
sarded safely as a Jong tevm security. Short term seeuritles
should naturaelly be purchased vwhen Intsrvest vatez ave low In
order to allow the investor an opnovienity to re-invest at the
snd of tha short nevriod in iimger tern ssourities with s zrester
vield. It iz alsoavery nrudent polley at times 10 gell shord
term tonds and exchange them foy long term bonds and vice versa.
This way and only this way can the greatest possible yield be
obtel ned from investuents i.e. the duratvion of the investments

should be properly scaled at all times to allow the maoximum
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yield to sccris.
6. Legallty

Every investment must clearly te wlthin the statutes of
the suthority governing such investmenits. Governmenis sre na-
turally concernsd with the welfare of thelr people, so gertain
conditions and qualifications of investment policies of life
insurance‘oampanies are required by law. These must bte sitrict-
1y adhered to or a company will forfeit its position as such.

T Supervision

This should really come under ithe hesd of management.
Maximum efficlency 1s necessary in tle mansgemsent of the invest-
ment policies of liTe insurance companies. Continnal supsrvise
ing, reviewlng and research arve always necessary as conditions
are ever changlng rendering securities whilch once were gilt
edged much less desirable.
$. Currency |

Although a currency slundard does not apnly to all life
insurence companies it is abaolately essentisl for those coun-
tries doing business oun an intermstional scale. In the light of
developments sineé Septembexr 1931 when Znglsnd was forged o
abandon the gold standard and subsequent changes in monetary
policies of dther countries l.e. devalustion of the United
States dollar, gold kloc countries gouing off thelr staadard ete.,
it wonuld seem as 1f sach vompany should pay more attention %o
the currency in which its policies and investnents are pavable.
It has teen pfoposed vhet tvhe ldesl stracture world approxinete

an exact balance betwecn the invssitmenis in cach currancy and
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the liakilitiez in thet ceurcency. This plan, howevaer
& + 1 ¢

slways e Tenslble due to unstahle governmental and financiil con-
ditions 1ln ceritain countriss. Some standard should he Jsecided
upon by matual contractual agreenent end in my opinion gold is
8%ill the best stondard. The opinion is subjeed, however, boday
to the fact thet investments can notl te made in gold clauge se-
gurlties, 48 2o0ld is used as the Tinal medina for settling
countries? international indehtednass, 1t 1s only proper thst it
should e used ss Insuysnce cospaniast contractaal giundard, for
21l transcetions betweon countries can only raprozent & asprles of

gxpuris ond Joports be tengible or

tradiong sallvitiecs waother
invisitlie. -% must be snid of the propussl for the i1deal curren~

ay structare, however, that no mtter now wefessible it might

(‘3_«
by
3

acgceptable

.v

seam 11 certelinly propounds & eond? tion which should
and sgraeainle Lo all Toy such o conditlon 11lustrates perfectly

3

g free-traders wad slegnt, 1 gssy, the oroper concaept of a8 true
v % 1] . i 3

o

e e emArs ol aw Sipe qoaer L, ceveyy Soxaed
telsnees of trade amalgst counirics.

Classiflesetion end Buitekility of Investbrnentis

Te Governuent Bonds rnd “overnnsnt Guersnieed Bonds

The nunbter one investment in all 1ife insuwronce nportfolios
hes slwoys tesn sound governuent bonds guareiteed and secured by
tne nntursl culturael seritage of o comntry and n andowsd power
of texadion of dne nocplels vepovrces. Goveement honds sre of

Py

necessity a type of zecurity with a very low yleld {presumnbly
(2)

no visk heing o iinened whatsoever). CGovermment honds =1so sre

thae nost ligquid of 211 securiiins and cun always te rvoelied upon

to provide cash vhenevor nseded up o ths market valns of the



sscurlities. DHdominion or federal bonds ave slways rated in

highey degree of safetly thun provincial or state bonds. ‘This .f
sourse 1s much wore notleceatle in Canada where the federmnl govern-
ment has much gree ter power than the provineial units: in the

United Stetes, the powers of the state sre quita gonparshie 1o
that ef the federal government snd emeh distineiion sbould not
be mnde between siate sund federal lssuss. “ne Tirst criterion of
s good investment is iits power to give some return with vwiuost
safety. <his cail always ve Iouud in goverauenlt 1usucs itendersd
to the public by & sound, intelligent governing body viirough a
well managead e rhet. Althuugh the gross yleld from government
bonds is quite low, 1t 1is segessary o polnt out that the daif-

ference hetween gross sud net yleld is quite negligble. This

£,

difference alwsys arises thryowgh expeuses of purcnasing, hand-
ling snd tnrough allowaince for the pussibilivy of risk. The
first two expenses &re al & minlmuu waen goveroment honas arve
purchased, while the third is untirély lockling.

investmends in onds lssued b foreign countries zie mede
to o small extent bui nol withoud suvme difficulty. In the cuse
ol neighbour countries 1like Lanada and the United Olstes Where
pravailing currency, language and cusbong sre simlisy, no 4iffi-
sultles vre sngountered whailsocever; similarly «il countrises with-
in the Bribvlisih iwaplires sve usunlly wishoul resuyveint zgoinst each
other a5 regards inter-investinent policles. It is vhen truly
forelgn countries are coasidered that tee real difilcuily arises.
There is ¢ tencency in these tiames when unsilonulism 1s bsing em=
phogsized at the expense 0f internstionulism, Loy sy Torelgn

countrias to demand that insursnce co™panies dolng business in
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toely counteries, also do consliderable investing in 1 rmes of
securities vf their gountrles w ether the lssues be privately o»
sovornmentally coniya:led. Un the surface this syens oulte felr
ot only 1f o co pany has enough business Trensncted in o Torelgn
gountry o wayrent 1% establishing and andntuaining an investaent
gffice in that countyry foy some tiae, 1s such a plan fossibla,.
Unless o company can supervise all its invaestnents with the

gresntest degree of eare and efficlency, s sound polioy asnnot be

maintained. If 2 gompany was Toreced to cuter H0 ths dov
o Forelgn gountyy end Iinvest all the funds collegtod os preminus

in that gonniry, in thoet foreign countrytls isouss, somplete safe-

By

ty of pyineiple wiigh should te the main chareateristie of ine-
surence Investnent would not be swinteined hecuwse of wooefully
deficlient knowladge of conditions and clroungtoness sccompanylng
the is~ue. Companles investing in forelgn sovernusnt bonds usunl-~-
7 do s0 with an aye 0 & highsy than usual ilncome from such honds,
bt it heg bheen proven in the majority of cases, thet, o8 indi-~

*

orbed by 211 high intersst vebturns, the secnvity was InFerior.
ﬁgm@atibilit@ tetween high intevost return end stable soeurity '8
well nigh impossible and 1% ghould alwyg e renliced the
govarnaent bonds supposedly heving two suoh atord bda,s nve ﬁaveé
$0 be Tounde.

e Imnlelpal Bonds

Mmieipelities are the various sscbions ilpncornvried and
otharwlise o the province and siste. hnledipe’ honds sve owite
sinilay %o governmant bonds In the Taot that 0 ely seonrity rests

2

o the powver of thaxations. tﬁey sre the oblizetione of the entlive

at
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vcammuﬁities whieh have lssued them, and taxes are levied by thesse
commnities in order to meet the principal and intevest poyuents.
Dus to the fact Fhat there are a great number of municipal bodies
in any ong country, there Is a great divergence in theiy size,
industries, location, finanecisl standing ete. It is thevelfore,
obvious that theve will te quite a brosd range from the very
heat to the worst possible munigipal bonds.

Careful serubinizgation must be made of all possitle con-
ditions effesting tho quelitlos of an isswe tefore wunlcipal
bonds should be adled o the portfolio of investments of a life
ingvrance company. When purchesing wunieinesl uunds stch tests as
the follewing should be applied o the conicipalities theuselves.
1. A gaﬂefal strvey of the munieipality shouls bte made with a
view o se cETtQJn1uu its y@ssibiiiuy of developient.

s

3 . £4 AN T A D, -
2o A wmigl 4174yl

pret history sheald ke clesr of defaults or
Ae A sltesdy bud rob oo rapld Incyeese in populztion should be

4, Asrasssent of progperdy end ipcone s wuld e subject to
taxation.

. Total dahenture debt pery head of populstion ghouwld he as~
certgiﬂedo

6. Yat detenturs debt (being $otal cebt less siuling funds and
reverus producing dePt) per head should he ascertained.

T Tax Jevy per Nard shov1d Ve conputsd.

vt of tawss collocbed shovld be cheozed.

2. Asount of sarresrs of taxas alao aheored.

10. Amount of hank leans and othey Vemporary borrowings should
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te ascertained,
(3)
11. Condition of budget should be learns.

Polnts 1, 10, sand 11, are to ny mind rather general and %o
t-am should be added such tests as methods of taxation used,
-management of temporary korrowings and the interest vate paid
and definite charscteristics of a municlpality's systen of
covernvent unerlying s bolanced or unbkalanced budget.

The exparience of the last fow yoars has shown that the
greetact dengers in munleipel sesurities arise from two canses.
First, vrban wonlcipalitios nnd districls closely surrounding
soeh zre alwiys subject to ftrouble in tyying to Lslance theiw
%ﬁdgetsi The reason this diffizuelty 1o enccuntersd can te found
in the froel that the standsvd 50 1living tends to cocnstactly in-

crease In urboh esntrsse. The clty 18 the gantrs of progross and

e

“is oever clowovirg for o2 onew :nd teltter stacdanrd of llving, new

Pl

Irorovansnts ard all thuse Pueilities nesded for aking 1life

e
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happler acd easicr. Sidevslks, nevenonls, scwers, parte, play-

groands ste. cye only & Tow of sveh dewands.  The olty population
wiila 1% enjoys She highost s itendnrd of Jivine durirg normiel and
b,

progperous timeg, L£iad sha reacilon of a1 depression very hard snd

nt tre nroducts
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endurag mueh stredin and
he enitivetas frowm the soll, but let him try to eat & mnchine he

hzs melvpe . to produse in & footory. Unenmplorient —elilef f2lls

-

heanvily upon the shonlders of o heving the clties administra-
tive powery In thelix hands. Trhiz Tactor of wnoemnloyment rellef
acn cneily be torned Into o monstrona finstelsl giant which all

ove bo ooy and Piaht i the ratention of a




vl

goand and nunimpaired ceredlt is desired.
Imch commotion regarding ewnemployment relief has teen ex-

clted in the last few years of stress when munieipslitiss ers

b

not only forced to default some loans but in many casces vere
foreed %o have the c¢ity go into complete bankruptey. 'The so-
lution is of courss the transference of the relief burden {rom
the weak shoulders of the municipalities to the much sironger
snes 0f the national governnment. Unemployment relief hes proven
itself to be a8 nation wide protlsm and shounld thus te handled by
the national government. The municipalities have proven them-
zelve unworthy and incapaltle of handling the unemployment relief
problem mainly becauss of limited finsncial means. 4 national
govearnment 1s constitutlonally not =zo0 limited in resources with
wiich to deal with the problem. The result of such a trons-
forence could nnly result in the enhancement of the ruanicipali-
ties! credit, without o great impairmont of that of the natlional
POWEY.

Secondly, the faet is recognized that the bonds of those
towns whieh are limlted in prugress to the sdvancement of one
sarticular indunstry, are alwsys less secure as an invseshment
tran those belonging to a city where greater diversification is
sresent. To proteet itsslf Pully, an insurance cowmpsny should

always hedge agalnst potentinl fallures amongst towgsand this

o2}

1t coaniot do unless diversification of Industry is present.

tunicipal htonds thus cannot hte said to have comnlete ss=Tety of

principal. The interest returns on municipal securities neturally
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invegtnents then honds of industrisl private corpovations be-
cuugse the 1mtier do not enjoy the adventsges of necosslty, wono-
puly and regulation.  ublie wtility issues alsuv ave noet 80 aub-
inated to o crange in econumic conditions 1.8. the use of elec-
tricity or wator would not doorense 10 nenrly the snne extent in
a nariod of depression as would the use of automobiles. fublia
utility honds arve a Vervﬁaad form of invesinent fuy sny insurmnce
gounony, vialding both a falyly pgood rekurn and o safe onoe. A8
vith municipal bonds, earvefnl annlysis of esch compunies Pinan~
¢inl condition at the tiwme of investuent snd fature poteniiali-
ties should be amde. Capable menegement, size of ¢ounsny,
satisfaetory Lranchises, completemonopoly, »nd finoncinl sin le-
ments all mast e tnben into consldsye tion bolorve » pure snse is
mies  Where the ntilities ave owned and operated by governonis,
Yoy renlly come under the hepdin of sovernuent seeuvities and
thely deslrabllity roste more upon ivhe ovedli of the co niry tuon
on thaly own operationse.

4., Hallrond Bonds

Railroad bonds in the United =und "anands really are two

quite different studies, Loy whersas theras are only fwo pail~

e

roads in Canada one of wiigh Is orivetoly owned and the other
owned ty the government, In the United States there cre count-
lass privately owned smaller roadse. A% preasent the faiure of
the vaillrosd business in Uoneds $s vory much of s publie cues-
tlon. Hallroad bonds shonld he conslidered in the Llight of oyi-

valbely owned institutions when inv sitnents sye Lelng thouget of,

for otheywiage tiiny hacorne alike to phtlic utilities oy overnaont



5 Industrisl Bonds
Tt is hard to set down verions standavds and methods of study-

ing sugh investuments on accountv of the great numbtey of fndusiries
involved, The great majority of industrial concerns todey arve
tacked bty bonds whether the prhduét fortheoming he =ilk or glue or
pewsprint or cement. As a rule Bonds of industrisl componiss
poasess a large element of risk not found in governent, nniclpal
or ~ublic utllity tonds and for this reason should ts chosen with
tre sreatest smount cf care. The yields of industrlisl honds are
ratirally much greater thon that derived from . overmaent or phitlie
wtility bonds, Iarketability of some of thece securities de end-
ing uwpon the iscue In s Heriod »f industyrial depression »reacti-~
eally becomes an unknown quantity and 1f the bonds ave ma-ketahle
st 21l the prices rvecelved Toy then are very low. ITn an sever
changing dynamic econoice scelety jeopardization of tho savning
power Of indvstries and thus of the securlty of thelr rsspective
tond issues is constantly » protlem to bte faced Ly prospective
mrrehngers of this type of bond. TBefore buying such tonds, it
should be clesrly establishoed that the issuing company 1s one

of growing importonce end iz -ne that cccuples a pavrticenlarly
imvortont position in its own ‘ndustry 1d thet it is well

nanaged ond net sutjest te vieleous and excessive ocompetition

w.izh might possibly retard 1ts growth. Vinancial stabtements
‘should show that 2usets have teen valued at » sonservetive

filgura end et wonds do not exceed more tren A07 of the net
tangitle assets. Reserves snd surpluses should te large onough to

arovide adegus tely for low earnings or poasitle deficlite in lean yes!
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b Hortgages

Fyom the point of view of gecurlity of principsl, good
hﬁﬂdé and gaéd mo%tgages'rank equally. From the point of view
of interest return, well selected moytgages are much tetier thsn
the highest vanking class of bonds. From the point of view of
marketatility, mortsages have practically none and good bonds
possess this feature to the highest degrec. Jortgages are qulte
indispensable to a 14ifL insurance company's investment powtfolio
Tor thely highey enrning power tends to reduce the cost of insny-
and to policyholders and the security of capital which they of-
for is quite safe. The drawback of course with regard to mort-
aago investments is their lack of marketablility end this al all
times (especially times of stress) must be compensated for bt
investrents in ;004 honds. The loaning of money on moritgage by
insurance companies requires s gerest deal of legsl assistance
oy when a mortgage 1ls beling arranged the horrowers right and
title to the property ‘as to te invesﬁigaﬁﬁ& very carsfully in
order to provide the lendey with security tased vn legsl pledge.
Naturelly, there nre various laws in different states snd pro=~
vingdés affecting the transfer of real property and only when these
are completely mastered and properly applied should & mortgage
be congidered well placed. Osourlty Sf capltal rests of course
on the renl property pledped to the mortgagee in case of de-
fault, tut as in all eases of land, property really 1s worth its
gepitalized earning powsr snd not what it will bring on the open
market. Thus, in determining the value of morigeges to life in-

surance oompanies nltimate savning power =f properiy shkould be
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considered. In the case of city losus the following polnts should
ke earefully investigated. 1. “he potential development of the
gity. 2. Typicality of the property and building in relation to
stheyr properties and bullidings in the same dilstriet. 3. The qua-
1lity of the buildings and of the men in charge of thely upkesep
and 4. The purpose of the loan should he sseertained snd o con-
seyvative valuation ot u e property be made. Wrether the losns
are mnde on private residences, apartments, stores, churghes,
¢fTice bulldings, schosls or fectories, s8ll the abtove mentioned
points should te carefully snalysed =nd considered tefore a con~
tract for a mortgage 1s :ade.

With regard to farm loans similay points arise together with
those of o nature peculilar to fawming itselfs, A goud ovop gwow-
ing regord, condition of the soil, atsenoce ox presence of wesd ond
tlight mensce, equipment unsed and suitahility of loeation for
quick goonomiesal marteting of nrodvets, are only a Tew of the
more important points to be considered hefore contracting for
a 1loan on faym land. JIn the last few years serious aeénmﬂlation
of arresrs of interest has cceunrred because of diffieult conditions

aused by low prices and aiverse crop yields. Farm valaes in the
future should be quite good if an adjusted relationshin hetween
prices and costs can be arranged In order to malntsin the earn=-
ing power uf the fermd, Une Pactor peculiar to the farn mortgege
ig that 1if & wan does get in arrears with his interest payvments,
e always a8 the opportunity, if the ereditoy will allow him.

to mainain his living on the farm until such a time as he can

repay both his arrears and hls current payments. Unemployuent



in vhe c¢itles hms no such counterporte.
7o  SBtocks

Shooks whether comuon or preferrad réprasant aynerabip op
eauldy in s gompany and thus stand oy f2ll ss o compony Dprogpers
oy neets wlth adversity. Capltel invested in stocks is defl-
nitely not securs and ¥ us, naturally the return is high for
taring the risk. The fud veo velus of n stogk may he grester oy
less then the pureinss orige and in the cuse of common stooks thera
i rever n tlme vhan tho § vostment metures. Sonds fosks are
marketeble st 811 times on the racognized stook exchangsg.  Al=-
thovgh soms stetss in the United States wlll not pewalt compoanies
to opayote within thelr bordars IF osomoon stoeks ave Inecluded in
b oelr dowestnent porifolios as o rale, & small peapoviion of well
grasen aomoon stoceks pireghssed o o time whan merkel vrluss are
suaeh lowsy than the sverage velue, are o decided neset to life
ingurance pompenies. Just éaeﬁntly, Canedinn oold sbocks paying
4 per cent on the shore pay valuz oy 4 »ney ahBre snnusily on

nen pay stock and taving done 8o for ovay & pariod «f fen venvs,

wvare aceopted se o lesitinote invesiment for Canadian sompanios.

v

“onsiderntle esre should at nll tines be given 1o eny such wype
97 ‘uvestuent however in order thet tia sreurity which is ne-
goglated with the name of 1ifo insur:.ae will alwys be cufe-
gunridod.

£3

e “plicy loana

Pgliay loans reprasant a portion of the reserve on ceprtaln
individual poileler and Tor this reason the seonvity of cnpltal

on thom is the best possitle. Ther ave alweys deductod from cosh
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surrondsyr valnes and fyom denth oloimg and whus & ¢ ance ol any
possible loss venishes. 4s &n interest yielding loan, poliay

Inung cen te equally na Pavourable as o good Tivst swrtisge, buy

I

toay are altogether unmmrketetle. The only posalblliity of &
toss of prineipal is ween eleriosl orrors are unde, consequently
cleriesl necuraey iu one of the rives things densnded of an
office stalf. <o ley loss dec-onuse the amount of Insuronce
;rnﬁ@ctiun which the puiloyholders vecslve and nore often than
not oulminets in the lapse or survender of the policy. For thi
resson, Insurances companiecs should noY engonrage such losng ye~
sardless of the selety of papliel and hlgh returns.

9. Reel Wstete

The smount of repl =atn%e & company can own 18 sisivarily
Limited snd shonld not bte conspidered an investment ns < nosng to
an end Nt tathor =s sn ond in idself. Insurerse repl notnde
is nyaetienlly limlted $o offlcas Por the siaffs raguired to
anage and carry on the tusivess tronenotions of the oo onnied.
Porperty noguired vthrouvsh mophoage fovoolosure onn bo anrried
'@ﬁiy nntil a satisfoctory sale of the proverty ls made.

1. Collateral lonns

A veory omell pareentegse of insurence funds go inte this
type of loan. DJarketahility and liouidity are the ouilsiondlug
fantures f such losns but =28 csn be expocted, loans of thia
type are of. . very temporxayy natura. The peroonlaoge of such
losns ig s0 small as to Lo slacst negligble und In passing oll
tint nead be sanld is thet thila type of loan mlght rrove orxolit-

ntla i)ﬂl"f in timas of a?pnf‘ naod nnd atyvens when MONBGY 46 TE&;’!'&ETG}&
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in & hurry. Collateral supporting such loans should necessarily
te only of tie nighest ealilre, e.g. government tonds or the
Al common stocks of the largest corpovations.

Significance of Life Insurance Investuents

During the past five difficeult years people huve learned
to regard 1ife insursnce as perhsaps the most stable, reliable and
satisfactory phase of the economic system. As Tar as murtality
and the expenses connected with insurance serviece are concerned
1ife insurance companies may be regsrded as primary producers.
Life insurance companies could not exist as they do today with-
out interest and it is an intriguing protlem to study their pusi-
_Lien in the economic system as related to the interest rvate. ‘lhe
life insur-nce gompanies are essentially middlemen as fay as the
interest rate is concerned. Thsy stand hetween thelr policy-
holders on the one hand and vhe morigagers, industiles, utili-
ties, raillways and governments bto whom the policyholders' funds
are lent, on the other. it is absolutely essential that they
corvaectly interpret the attitude of euch of the parties wi th
whom they are dealing, to the ovther. As debtors, the lusurvance
companies will alwsys be looking Tor a £:iy return to thelr to
their polieyholders and ss creditors that return is governed by
conditions affecting thelir investment poliey. These conditions
nre inherent in the financial set up of the economic system. 1t
is the Jjob of the 1life insurance coupanies to corrvectly internret
and solve this problem and make the one side compatihle with the
other.

In the course of the history of life insuyance the companies
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have invested thelr funds in various assets the composition of
which is always an indication of the trend of the times and of
the intersst rate. At a time of depressed business conditions

a low interest rate ususlly prevalls and a tendency towsrds a
preponderance of sound bond issues is always seen, while in the
nidst of an era of pros%z§ity stocks, corporate bonds, urtan snd
nortgnges gain in volume.

At the present time, & low interest rate prevalls not only
on the North American sontinent tut throughout the world. As
the term normal is more or less outworn and uncertain 1t is best
to deal wiﬁh the protlem of interest rates in their extremes
verging towavds & possible norm.

During s period of depression natural forces operate to
bring about certain interest levels. Usually in consequence of
the economic 1lls that are infecting a country govermunenits also
opérate and play a great part in determining interest rates.
HMoney management by governments is now definitely present in the
eaconomic system and from this condlition it would seem that in-
terest management is an evitsble corollary. If money management
has the effeet of reducing interest rates below the level they
otherwise would rave attalned it should te interesting to exa-~
Qine the resulis of such management on 1life insurance.

The Tirst thing that a 1ife insurance company has to fece
is the investing of new funds at abnormally low interest rates.
Where short term securities ave selected the yield will be in
many cases below the normal basis used in computing premiunms.

Yhere long term investments are made, the low yleld spread over
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long periods may make the resulis of 1ife policles seem unattrac-
tive in comparison with the resultas accruing in the future from
other financlsal entisrprises dependent upon short terms and con-
duected when interest is higher. Always in the wake of a low in-
terest level ocomes the exercising of the privileze uf calls
whereby interest rates which were not excessive on long term
overages are reduced o a much lower Jevel. As large holders of
bonds and prefe-red stocks 1if? insurance companies sufver to
the henelit of the sharehulders%) Refunding of issues by call
distributes the esrnings of indusvrial corporations in a differ-
ent proportion between shareholders and hondhsl&ers from that
which was originally intended.

In tines of depression, there is always a feeling by the
public tﬁat interest rates are exorbitant. A growing indif-
ference with respaect to interest comaltments arises and all in
all the publle mind becomes obsessed with & low interest con-
lex. Life insursnce as e financial instltutiion which depends in
considerable degres upon fair interest returns over long perviods
is bound to suffer. It becomes the job of the life insurance
gompanies to convince thelr pulicyholdeys that interest is fund-
amental in the existing economic rdery and cen not ke reduced,
raised, or even wiped out et will with bteneficial results. IV
political htodles try to determine and set the interest rates in
the future 1t would ke hard to prediect a trend or the future of
life insurance.

The arbitrary lowering of interest rates by governments is

ugnally done for the purposse of saving the countyy money in the
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face of huge expenditures for rvellefl, publie works ete, 1he
idea terind the reduction of interest rates heyond thst point
which would be resched if natnral tendencies were allowed to
function is guite sound but remmins so only as ong s & proper
method of »nrocedure is ivaken to accomplish the end in viow.
The basis upon which arbitrary reduction measures can be justm
ified is inability to pay. From this it would follow that the
prineglipal of the deht has become intolerable as well as the
interest. Ubviously, & reduction applied to the principal
could enly luvoulve Beneral distress, and injustice with the
asdded result of & tendency for all classes of debtors to follow
suit.

An arbitrary reduction in the interest rate affects no
two creditors or debtors the same vay. The ereditor who has an
obligation thai extends for a long term inte the future is most
noticeably afiected, wille in the case of anvther credlitor whero
therobligation is only for a short period a reduction means
little. Similarly, a debtor whuse obligations mature in o few
months would receive 1itile benefit by a reduetion as compared
with one whose obligations do not mature for many years. In~
Justice i1s bound to result if sueh measures are used 8 a cor-
rective for an assu .ed dislocation in some other part of the
econoniac systen.

A system of interest reduction bty ¥oluntary conversion is
theoretically sound but as & general poliey it is quite useless.
Government issues are reully the only ones which could bte con-

verted 1in such a way feor most people would not have snough faith
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in other enterprises. Msny bondholders would'be willing to
aceept such a plan but because of their obligations to their
own creditors they would feel that they could not do so. All
loan, trust and life insurance compenies would be in thils posi-
tion.

The only sound method of lowering interest vrates through
dett conversion is that which allows the debtor whose credit is
zood to retire maturing or eallable vbligations and refinance
at lower terms. This method allows the natural lew of denand
and supply to work out the proper interest vate without dis-
turbing any other fecetors which are imp.rtant to its function-
ing.

Interest reduction plans arve usually aimed at the wealthy,
tut in all protability neople in moderate clrcoumstances are just
gs much affected. In the case of savings tenks, roduction in
intercst is slways passed on o the depositors whether the ac-
counts are large or sm&lé%)

Most of the savings of the peopls today are administored
by trustees or other fiduclary sgents. ’ersons looking to life
insurance for support, whether they he policyholders or tene-
fieiaries are naturally, greatly effected by a low interest
rate. I the policies contracted v by these people are on
a guarant-ed income trsis they stand to main, but if on the
other hand they are on a lump sum hasis, the possibility of re-
investing looks anyvihing but inviting. Concomitant with a
neriod of low interest rntes is urunally a low price level

wihich naturally increnses proportionally the purchesing power
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of the monetary unit. Of course, the heneficleries of 1life in-
surarice policles and owners of natured policles gain, but per-
sons still baying insurance f£ind that the cost of insurance has
risen unless a great improvenient in mortality has occurred. |

A reduction in the interest rate is followed by a shrinkage
in the volume of new oprortunities for investment. Tosues of
industrial companies become scarce; investments in mortgages
are curtailed tecause of the fall in property values and also
Lecause of(ggvexnment interference which restricts the rights
of mortgﬂgégs. The resglt of this development in the invesitment
market on 1ife insurance is a marked increase in bond invest-
ments which is usually most pronounced in the field of goveyn-
ment honds. Government ionds offer the greatest amount of se-
curlty and as the‘main principle of insursnce investment is
safety the reasons for such purcheses are nulte obvious.

At & time when the economic activities of a countyry are
denressed 1t is only natural that the governing bodies should
be looked upon for aid. The two maln ways a government has of
valsing money are taxation and borrowing. To place the whoule
burden oﬁ the atlility of the peonle to ke taxed would be govern-
mental suiclide and consequently loans are usually negatiated.
Insurénce companies, because of the tlockade of nearly all safs
and remunerative investment channels are practlically forced to
invest in government tonds. The sals of thase tonds sunplies
in a seriod of depression, funds by which a governuent can try
to preserve ibts country's standard of 1ife and by which 1t can

(9)
attempt to stimulate and bring tack tetter conditions.
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Time and again, the hanlks hove teen the target of sirvrong
denunciation for not earelessly sllowing thely funds to te
dissipnted in unproductive loans st é time of low intovest
rabes. Similarly. insurance companies could be criticised vet
banks and insurance compan s ave oroduets of stauaeh conuser=
votisnm eoupled with finnnciel expervricnece nnd both realize the i
#l though thely imporirnee in the financiel is grout, the mrd
thoy have t0 play in tusiners recovery cannot be nlayed ef-
fielently alone but only in co-operation with other fovess.

Both sare Just links in a long chnin of fnotors and hoth ave

ablo wien the proner Ltime arrives to do thely payt in nilevis=-
ting distressod conditlons withont endangering their own oy

thelr aounsyyts safetly. Hecnuse of & consorvebive policy of
gneration the insnyance componies are umaliy »ble Lo glve thelw
groditors dollay for doliay with n mindman guarsnieed interest
sooummlation. “The vesult of this is thet conlfidence Iz instil ed
in the peozle w0 the extent thet more and move novey I re-

ape
‘l,

inested in 1ife insurance compenios. In turpn, the gompnnies
nye ntle, when the time 1z ripe, to provide o good part of ithe
noacensary eapital which wi'l be nssded Lo sunport a revived
Investnent meriet In tho ‘uture.

Ag trade revives, opnortunities Loy investaent taoome mo=o
nueievouns and desand for caviial incrvesses. “he natural recult
af & greater desend for eaniial is the rising of the Inlryesi
rote. ublie eonfidence returng, money loosens up aond proflits

anrn te made both more enslily and quiekly. Yhe normal re-etion

te a speeding up of the tesnpo of living and btusiness ls an ox-
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senglion of now projects und rehabiliitntion of olde “unuital
hag to te »rovided to allow these new enterprises Lo become
gyveenized and exploited. Shese conditions offer to the life
insuvance companios an opsovtunity 4o divevsify their invest-
nentse 1% 18 easy enough to vetolin securlity at o time uvf low
int ~est wvates btnt whoen these rates ave vising the opporiuni-
ties Tor snoculation would seem most immdnents To provact the
pubklic, the governmenta of hoth Cenada end the United Stotes
astep in at this polnt and 1imit the amount of speculat’ve
stocka, both common snd preferred, that an insurance company

ko
£

can own. Hach stock purcohnsed by an insurance company is sub-
Jeet to sirict qualifications and the lsw perisining Lo these
is rigldly enforesd.

AB the rising tide of speculstion scoompanied ko netursl
inflationsyy tendencies gathors monentun and awells, he in-
surance gomp-nies add o certain amount of lmpetus Ly invesiing
in mortgages, stocks, am@ gornorato tonds. The composiition of
the nortfolio of Investuents changes sccording to ihe needs of
e expansion. 1L railway develoo ond tnkes nlace 40 o grosiey
dggree thon that of industyy mnoye insurance dollars will ‘e in=
vested In rallyoed bhonds.

Tnen Misiness conditions bogin to improve, 1ife insursice

¥siem o hay

sumpanleos find thelr nogition in the aaonomle s
srecariouss Speculation end consequent eredit nflstion stars
glowly but sein impetus with eovery Miginess transsabion.
Payehologleal feaatore play a grest oart ip deternlcing wund

dl recting the course of husiress and 10 i:ese payeholosienl
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factors coupled with natural trade tendencles become s0 active
a8 t0 precipitate a credit inflation to enormous heights, the
people who have put their money and faith in 1ife¢ insurasnce com-
panies have to suffer.

The security market will reveal bonds meking & rapid de-
c¢line in prices as the tanks sell their holdings and call the
loans secured by them, in an endeavouyr to obtain liguid re-
gsources with which to finance new enterprises at a higher rate
of interest on their money. Slocks will te issued and re-
issued, will be bought and so0ld at s Teverish rate, and soon
will assume artificially high prices. Interest rates and the
general price level will rise and consequently the value of the
monetary unit will decline. Life insurance companles as owners
of numerous bonds and few stocks (numberAtc te held limited by
law) will suffer from lower income from their investments.

The income will not only decrease but will also depreciste in
velue, The net result of such conditions is Jhat people who
once thought that they were secure might possitly find them-

selves possessed of a tars subsistence income. Depreciation

D

in renl income ls bound to make itself felt. Thus, insurance in
gssence is a poor hedge ageinst inflation.

Investieents in morigages might act as the only possible
mesns for alleviation of such conditions tut even "ere, il an
insursnce company is to follow its invegtment principles of
merketability and security, too many mortgages, no atter how
good they may appesay or how high reiturns they may offer, should

not te purchased.
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Currency inflation, when it verches the feverish heighi
it dld in Germany after the great world ' ay completely obli-
terates all the savings of rich and poor alike. Insurance com-
panies, banks, trust companies etc. are all undermined. Dig-
order and disaster are rampsnt. Infl&ﬁiﬁﬁ of this type is
ngually the counterpart of some other major catastrophe, as
was the case in Germany. It is not tg e expected that sny
such wild uprising will be experisnced in the Ynited States or
Cansda boecause 1. These countries are nractically invulnsrable
to threats of war 2. A reasonably sane democratic government
is the order in toth countries. With veference to the second
point, it cannot be too Trequently stressed that if 1ife in-
surance cgompanies desire to maintain themselves in a falrly
sound economic posltion, they will ever have 10 aid in foster-
ing good and sound governmental policiss. In Canada, roots of
rodicalism have alveady taken form in the western provinces
and insurance companies should make it “hely Jjob, if they are
t0 t e sure of surviving, to help in prsvsnting fuytiher out-

hreaks in such directions.
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VBIYHER LIVE INSURANCE?

CHAPTER V

The present acononic system came into telng graduslly and
naturally. 1t did not spring from the brain of some graoat
thinker. At sl times it has expressed the innate desire of
man t0 e2aquire freedom, individuality snd at the same time seg-
curity. The efforts of mankind have been sncouraged by such re-
v2rd8. The economlc system has done much for man especially
during the ere in which it progressed and developed most ranidly,
namely the last one hundred and fifty years. Lomforts, con-
veniences, and lTuxuriaes, have been added t0 the bare necessities
of 1ife. HMal-distritutlon of such goods and services has alwgys
teon a stock eriticism of the system and although the methods
of distributing the abundance are anything htut ideal, the stan-
dard of living of all people in Christianized countiries hss been
roised meny times over and again in the last century. The rmsses
2re 8t111 not eompletely sure of security and prace of aind and
until some definite plan 1s formulatéd whereby they will atiain
frocdom combhined with complete moclal securlity, they will not
be satisfied. Some means have to bte found to remove seemingly
gratuitous relief measures o that reasonable opporiunity cen te
given to every atle citizen to exercise the natural desire to
work and produce.

State governed social security plans seem to te a mesns to
the required end but are they enough and can they te properly
adninisiered? Touis Ualdman dén an essay on Government Respon-~

(1)
sibility for Workers, outlines the needs for Social Insurance
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and the risks to te covered. He lists five major risks that
should be cov-red by a social security program. These are
namely 1. Unemployment 2. Invslidity and illness not covsred
by compensation laws 3. 0ld age 4. Haternlty insurance and
5¢ ‘esth. The institution of life insurance as it exists today
has the answer to at least thyree of these protlems. Unemploy-
ment insurance is at present out of iis fiaid but even mstep-
nity insurance might be embraced in its fold if properly handled.
Since Iy, Yaldmants writing, President Roosevelt has in-
augurated a nation wide scheme of social insurance in the united
Ctates. Just what thls plan means to the security hunory assges
of the United States is quite startling and not altogother con-
sistent with the plan Mr. Waldman would have insvgursnted were he
“the host at Washington's famed white house. The real interest
in this sogial insurance program from the »oint of view of this
thesis 1s the offect 1t will have on the future of 1ife insurance.

Under presidert Ruosevelt's Svoelal Security Act, unemployment,

EY
e

01d age and life insurance are cgompulsory for ali woge saraing
emnloyaes. Yhere is to bte a direct tax on payrolls, o1 pro-
dunetivity 9f;9 §ercent¢ Under the act thevre is to te a b
biliion dollar féserve fund of governnent htonds tul't up the
inteéest an whicg at 3 percent will ke 1 Biliion 530 mi:lion
doilars snnuslly. This intorest can only te paid by me:ng of
increased taxetlon and will quite possitly bring the levy on
sroducers up to 10 or 11 percent. Mo one can escape taxes,
whether they fall directly or indircetly. ‘Vhether this in-
crozsed burden of iexation will somevhat stifle ecounomic initia-

tive is yet 1o te seen. “he 0ld nge and death benefits ave
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really the points of interest in this discussion, however, snd
ghould now be analysed.

Under the pension provisions of the act, monthly tenefiis
will he one . alf of one pcrcent of totel wages with a minimvn
pension of $10 per month and a maximum one of $85 per montﬁ?)

L person to secure the top pension must esyn, for example, $250
per month for 45 years. Thus, workers of the present genervation
will recelve but 1ittle beneflt from the act. The average pen-
sion will certeinly be less than $50 per month, not enough to
insure complete economic freedom and security. A men must quit
work to draw the pension even if he is hale and heerty. IHence,
the scheme will he of liutle value to energetic men earning $15
a weelk or more at the retlirement nge.

Fiven if 2 man lives to he 65 (the retivement mge) and draws
his pension, he will not be a2 vaery great winner. The American
mortnlity and life expectancy tsmbles show, that men of 65 live

an sverage of 11 yvears mors. If o man has worked steadily for

30 vears at an average solsry of $125 per month, his nension will
bhe $50 o month. If he lives the expected 11 vesrs his total
recoipts from the government will bhe 80600, H;s direet con-
ritution to the old age pension fund at 6 percent will have
tesn $2700, while indirectly he will have contributed through
incressed taxation stout another 5 or 6 percent, let us say
roughly $2000. 1In all, his contribution will have been 54,700,
If loss of interest ls calonlated at least $1500 or 42000 srould ?
he added to thet figure. By putting his money in 1life insurance

0ld sge pension tonds he cou’d nctually bkuy much more social
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securityv. $150 o veny will purehase for a wan todsy. an in-
eome of §0 ooy month st sge 65 thyough any lognl rezerve 1ife
Tosumnee conpany.

Under the now United Siates plan,lf a worker diss hefore

¥

ne ronohes the nga of 05, his estote will be oald 35 percent of

-m-ui

tra total woges th ot he iad recolved.  hat represen iy anly s

1iutre move tian half of the noney psid in direeily, sscsiuding
irtervests Sinco the morvtality tvbles show that 40 out o ovory
100 wovkers die Lofore they atiain the sge of 65ituerns Unt ‘
more then 173 of thoe sersons ineluded under the schene will
leave tiely heneficlories only pryt of vhat money thoey have sald
ine ¥oy the avevrage workey, tho ohances sre (60 Lo 40 it he
will tive long enough to got Lenetfits (such as they ave in ris

-
i

he other hand sasures povnent of

ot

Gld »@ge.  Life insurance on
fmecae value of the policy &t denth and in the cose of semsion
bovida all money plusg interest esarned is vefunded at tlae of
danthe %% is tme, however, tialt the soelal seourity sot is
intended for the nesses and 1ot the classen. In thls yegpeet 1t
siist te sdmitted thet tihe sversge desth benefit fyom opn indusg-
trial policy vanges only bvetween 3225 and 250 dollurs. "he
obrar sides of the siory is that tessuse of e soclel soooyity
net, the lgnorant us ses ave liable to ssswoe Lhal ey are
woll protectad and st 11 go at that, wiile with individunl ini-
tintive and ercrgy bebind the sale ofdch Drivately administered

nolley, the only result can bta $0 educase the pesonle 4o ~uve srd

e Insurance 11311 finally, it is carely honed thei, sl

: dustrlsl wge enrvnors will he able to eafford 42597 syotoeetion

gtesd of [250. Group inenrance adivinistered by svlvsta o on-
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panies ls paving the way for more and more nrotsection in the
lowey brscket wige esaming class.

Thus, it will bte sesn that the United States'! plan of old
age pensionsg and 1life insursnce will provide pro.ection aganinst
1ittle mo e than hunger and need of bare necessities. In no
manneyr oy form can the aet be o substitute for individual thrift;
in fect, hscause of the increased tax burden the need for thrift
will ke as great if no. greater than tefore. The act, however,
should be indeed a groat educebtor smongst the masses in thrift,
and even though the benefits aye not just what they might te,
they will at least keop the Uniied States latouyr propulation
conscious of thrift. Life insurance companies nave heen »nreanch-
ing and teaching systematic thrift for many y ars now, and,
because of theo establishment of the security net in the siste,
should not by any means fade out of the pleture. Tinnd in hend
they should work with the new leglslative powers perpeltustiug as
eve¥y Lefoye that old slogan of thelrs "save and te safe". Only
atout one half of the United'ﬁ ates! total gainfully employed
workmen are covered by the sct. Owners of buslinssses, oo rators,
nyol'sgsional men, sell empluyed, farm labour, domestics, teachers,
govasrnmnental workers, and institutional workers are not reached |
by the actse This type of business represents about % to 2 of the
present insurance coverage and only the industrial compsnies will
have resgon for gomplaint. But even here, there is no reason why
the companles should lose business, for pwoper interpretation of
tte aet should and will iosb likely lead to not & lessened denand

for 1ife insurance but an increased one. The Sogisl Security sct
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o1l shorh of aaiﬁg a aomplete Job when contraeited with tho
sarvice rende¥ed by life insursnoe. +Feop’e must e usede To seo
thet 1ife insurance is stlll nesded th supplewont and enlarvse
what would too often te inadesunte protection derived fron the
goeial sesourity act slono. -
In Caneda, sceial insurance leglslation ennoted by ha

st Honouratle He Be Beunnet was thrown overtoard whesn the su-

£

araae adourt of Conada declded L@t 4% was sluya vires of the gun-

stituatton late in 193L. Pevhans It was Just as wall, for olber

the Sleving sxample of Ineonpedeney of a goverrment to handie
sn annuity seheme for its neoonle, the other sebd mlghd enmlly Lave

Ted to dire consenuences, unless more efficiently adminiciored.
The Conadiasn governnent svatem of apnuitiecs hng hecn onora-
ting on moptallty toables based upon annul ties expﬂ?ﬁezﬁﬁ in
Grent Britain from 18&3 to 1893, The lifs syan %&s lengzthened
gines then and tho tables are aulte inadenuate, with the vesult
=t prexduns charged were mueh telow actual coste Yhe sovern-
ment has never sdministered the system in & prepar nanngy snd
aromlums have hoen used to delfray anmuel expenlitures snd the ba-
lonece tre tad na ordinary revemue. Hy. Woalson, the gowvarnaent
aotunry advoosted in 1936 o 25 porcent inorease in ratss lo meke

(4)
the systen sell sustalning. At the cloae of the 1935-26 fimonl
reany the position of the government scheme was &S(f?l?@ﬁﬁi
5
Annui ties so0ld 29,093
Toial Receipts °7b.00.,493.74
*Tinbi1ities §6£; 835,000,00

W oreserve velue whalsoevery sat up sgalnst lishilitiesn.

P
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Administration of this sort wonld hardly seem fair to that con-
genial fellow the taxpayer.

In the operation of life insurance today a high degree of
sdministrative gkill is conbined with long experience and the
funds of the palicﬁhalderszare pyotected against unnecessary
abuse by means of governmeﬁt&l supervision, Iife insurance has
developed as a voluntary, constructive fovm of social security
within the siate.

State soolal security, when carrvied to the limit, »nromises
as wuch to the idle as to the thrifty. To allow 2 theorstical

ocial security to replace a time tested instituiion asans the
banishment of all destinctiocns hased on work and economy, sub-
stituting therewith a levelling down %o soeialism. If taxation
‘preys on prodnctioﬁ and 1if existing acoumulations of cepital are
deploted every time they change hands, then 1t is only a metier
of weiting $ill private capival is a thing of the past.

sdan as yet has unever gotl beyond the need for reward in re-
turn for effort. It woild seem to te the only effective way of
promoting employment and achieving the highest posziltle standard
of living. That apnlies to saving and investing as well as work.
It is in the obvivus :imitaiions of governmental schemes, in thet
they usually do not aspire to more Lhan mere sutsistence levels,
that one is able to find the future of life insurance. ﬁonmuniém
has never besn more than a theory and the soelalistic olans have
never accomplished more thon a feohle rvedistribution of wesalth,
Russia is slowly wending its wy back into the capitalistic order

of things; citizens are teing stimulated 10 greater efforss by
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s.tre rewards, contragting strndesrds of living nnd soeinl stetus.
Hertort Hoover, fomor president of the United Sintea of
Amerlen lg quoted ag on-e having mode this statenent. "Suecens
1iTe is not $0 he zeined by leaning upon ithe governient Lo
sulve our problems. Theat way leads to enevvation of wi'l and
dastruetion »f celmryegbter. Yo must Light ouy own %at*“ a8, solve
cuy own provlems, and endeavour to be meaters of cur destiny in
the striggle of 1lfa®.

Before vomplete renlizstion of the srue gyeoiness of iife
insurance ean te ocgcepbted by ll and sundry o new system of
marreting 1t produet will bave o be estoblished. " 1Lo pelling
of 1ife insarsnce w11l have $0 becone s eanraesy and not s 1y by
night proposition. In the past, 1ifs insuvance conpsnics have
insisted oo mweh uwnon nunber of agents and guwantlty of husnloegs
mther than on quelitr. Yo properly achileve its desived end,
1ifa insursnee will have {0 e placed on g professionnl bosis.

& srue soncept of life insurence will, in $time to coma, he worth
wpye 0 the companiea, %o the publlie and to the =en gsellling 4,
thns is perhans now ronliced. The sooner 1ife insurcrce companles
gen got awesy from o out throat commiaalon bosls of doing msiness
with the wan on the strent, the betiar 0l they will be fer this

wrpe ol ceristing resulis in mioh 11legallty, misrenvessrintion

n

angd hard Teslings. Trasindng and edunenilon ocan solve the Lerket-
ing sroblem and until easures are trlen to affect sueh ohansoes

in the business 100 nsreent confidence of all of soclety ea not te
elsimeds As 1% is today, nilllons of porgoms slses thely Celth in
iire insarance compsnias, but g grest percﬁﬁﬁagé of treno are norve

oy less ignorant o8 o why they do so.
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Life insurance today is & sound financial bulwark of so-
ciety. ¥ts nistory has afforded it the trianls necessary to re-~
adjustment of its course of action; its mansgement has developed
into a prudent and wide course of enterprise; its functlon is
wovrthy; its principle 1s faultless: asnd its econonmic importance
" is undeniable.

In concluding, a quotation frcﬁ_a‘Speeah made by a Tire
Tonway, in an address on "Investments of Insurance Companies®
at a Toronto Convention of lnsurance Commissioners'hald in 1929.

"The people have made a part of thelr lives the thought vwoon
wirich they arve acgégg in impliecit confidence, thet at death their
insurance will bg/to thely survivors without any possibility of
defasult. They rave come 10 bolieve that the payment sf 1ifse in«( )
surance at death is as‘certain as that the sun will rise tomorraw?“

It is rrom such a stateument as this, that one can deduce the
fact that life insurance 1s today built uvpon the confidence of

the people. As long as that confildence can te warranted and ve-

tained, 1life insurance should llve indefinitely.
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