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Today, if the Committee pLe as e , the Securities and Exchange CommLs s Lon

commences the pr e s en t at.Lon 01 facts rel at Lng to certain aspects of the in-

surance business.

The President, in his message to toe Congress, cpoke of the tre~endo~s'

investment funds controlled by our great insurance companies and asked that

autnorizatior. be given to Lnves t.Lg at.e tue manner- In wLiicn these Lr.ve s t.ment s

are used as "an instrument of econonu c power". 11 i s on t La s broad pr-ob Lem

t n at, we will present to t.ne COI!III11t t eo 1acts concerning the i nsur ar.c e business.

Our s t udy to date has r.ad toe coope r at r on 01 t ne Insurance companies.

The Commission has already assemoleJ l'lucL factual lnlormat.lon for its stuJy.

Part of this has been supp Ld ed from answers to ques t i onn a i r-e s ; much of it

has come from the files of tne comj.anLe s , Fe r.ave also gatnered 1ac t s t r-om

pUblic reports and docWllents. he are now at a stage where additional ID-

f'or-n at Lon must be SOUgIlt from of'f .lcers, direc ..ors and ot he r s who r or u.uLat e

and c ar-r-y out the policies of the Lns ur-ar.c e c on.p an.i es , 'I'n as a.nr or-mat Lon

is of such a character t n at, necessarily it lies on Ly in tile mi nds of tnose

who have been called to testify.

At the outset I waut to wake clear that t.h Ls Ln qu i r y does nut attack

(and in no way questions) the adequacy 01 the reserves of any insurance

company within its scope. Under state laws tHe legal reserve companies

are r e qu Lr-ed to set aside in restricted investments, f'ur.d s sur f'Lci eut, t o

assure that each policyholder will r~ceive the alliount of his policy when

his risk matures. No po Li.cyno Lder- need have any concern that any fact.

? brought out in this inquiry WIll in any way Jeopardize tne protection

which he counts upon through hIS Insurance POlICY.

The last comprehensive appraisal of the lile insurance business by

an agency of the government was tne study made by the so-called Armstrong
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Committee, of which Charles Evans Hughes, now Chief Justice of the United

States, was counsel. This Comntittee, functioning under autnority of the

New York State Legislature, inqutred in 1906 into the practices 01 companies

chartered or authorized to do business in the State of New York. That stUdy

was broad in scope. It covered the activities ot insurance comp anles from

sucn details as tile provisions 01 insurance po La cres to the Ihethods by which

companies were organized and the manner in which they pa~ticipated in in-

vestment syndicates. TIle Armstrong Committee re-commended certain reforms,

some" 01 wn Lch were translated into legislation. FollOWing the hearings con-
I

ducted for tne Armstrol1g Conun.i ttee, similar inquiries were begun in otner

states and there resulted a general ti~lltening of state regUlation of insur-

ance companies. Leaders 01 the life Las ur-anc e bus Lr.es s have likewise

recognized the salutary eifect of tile Armstrong Report on insurance in the

United States and the lasting Lmpor-t.anc e of the cont.rLbut.r on wn Lch was then

made.

I earnestly recommend to each member of this Committee a careful readin~

of the Armstrong Report. The work 01 the Arffistro~~Committee, its findings

and report, have over tile y ear-s oeen recognized as an outstanding contribu-

tion to an understanding of the problems 01 finance.

fairness and competence are well-known.

Its thoroughgoing

It has been the desire of the Securities and Excu&.nge Commission, in

conducting the present inquiry, to aohere to the standards established by

the Armstrong Comm i ttee and to follow, insofar as cn anged condl tions permit,

the pattern so auly laid .down by that Commi t t ee ,

It is our present task to survey the economic power inherent in

the vast investment runes controlled by insurance comp anLes and to study
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the impact of that power upon our national economy. The scope of our prob-

lem is as broad as the spher~ of influence of the insurance companies them-

selves. Inquiry into that problem of necessity takes us from Wall Street to

Main street, from the capital markets and financial centers of the East into

the farm lands of the 'vest and SOuth. It will properly bring us in time to

a consideration of the extent to which insurance company influence permeates

areas of nati?nal importance, such as the capital markets, the sup~ly of

mortgage'funds available to farmers, railroad reorganization, and perhaps the

financing of low rent housing. It will of necessity demand inquiry as to the

future of investment b ank i.ng and, indeed, .the extent to which insurance com-

panies have come to dominate security issuers, und~rwriters and inves~ors.

These are not boundaries of our making. They inhere in the character of the

insurance business.

Today we take as Our startint point a cunsideration of insurance con-

pany managements and how they are elected. Th~s is a logical point of ap-

proach, since management fotmulates investment policy. That, incidentally,

was one of the principal p r-o bLeras or the Armstrong Commi ttee. It studied the

responsibility of life insurance oomp any m anag emen t s tc their pclicyholders,

and the extent to which the policyholders were really able to control the

managements of their companies. The ArwstroI1l!COMnittee particularly con-

sidered the election machinery of mu t ua l, life insurance conrp ena cs, '-le,too,

will be concerned with this problem. Pearly ninety per cent of the aSseLS

of our lit'e insurance comp an.ies are corrt r-c J Le d by mu'tu aI comraIlies.

~



t h 

Y e  

d 0 

g r  

as 

0 f 

B 

1 - 4 - S- 4 

This  q u e s t i o n  o f  how i n s u r a n c e  cdmpany managements come i n t o  power i s  

i t s e l f  of  g r e a t  s i g n i f i c a n c e .  Yet, i n  a s t u d y  a s  broad a s  t h i s  o n e  i t  con-

s t i t u t e s  b u t  a beeinning.  But i t  w i l l  b e  a s i . g n i f i c a n t  f i r s t  c h a p t e r  o f  our  

t o t a l  s tudy.  

. A s  you know, a mutual  l i f e  i n s u r a n c e  company i s  a company which i s  

l e g a l l y  owned and t h e o r e t i c a l l y  c o n t r o l l e d  by i t s  p o l i c y h o l d e r s .  I n  such 

a company t h e  p o l i c y h o l d e r s  conbine  t o  i n s u r e  each o t h e r  a g a i n s t  d e a t h  wi th  

t h e  u n d e r s t a n d i n g  t h a t  such s a v i n g s  a s  r e s u l t  from t h e  mutual  operation o f  
/ 

t h e  company w i l l  be  e q u i t a b l y  d i s t r i b u t e d  among t h e  p o l i c y h o l d e r s .  The con-

t r o l  o f  a mutua l  company l e g a l l y  w i t h  t h e  p ~ l i ~ y k i ~ l d e r ~  a r e  g ivenr e s t s  who 

t h e  o p p o r t u n i t y  01" v o t i n g  f o r  t h e  directors and,  through t h e  d i r e c t o r s ,  of 

a p p o i n t i n g  t h o s e  who a r e  t o  r u n  t h e  a f i ' a i r s  o f  t h e i r  conpany. The Armstrong 

'I 
Committee r e p o r t e d  t h a t  t h e  e l e c t i o r ,  machinery o f  t h e  mutual  companies Was 

such  a s  t o  p r e v e n t  zr.y independent  e x p r e s s i o n  o f  p o l i c y h o l d e r  v iewpc in t .  

Notwi ths tand ing  t h e i r  t h e o r e t i c a l  r i g h t s ,  p o l i c y h o l d e r s  were found t o  habe 

no e f f e c t i v e  c o n t r o l  o v e r  t h e  managerr,ent of' t h e i r  companies. Through t h e  

d e v i c e  o f  p r o x i e s  and o t h e r w i s e ,  t h e  t h e n  o f ' ? i c i a l s  of  such  companies were 

found t o  occupy, ss t h e  :;rrr.strone Eepor t  p n t  i t ,  " u n a s s a i l a b l e  p o s i t i o n s "  

and t o  e x e r c i s e  " d e s p o t i c  r;cjwersl* o v e r  the c o ~ p a i e s .  Only ar, extremely 

i n s i g n i f i c a n t  number o i  p o l i c y h o l d e r s  e x e r c i s e d  t h e i r  r i g h + ,  t o  v ~ t e -  The 

Armstrong Committee s t a b e d  t h a t  t h e  most f e r t i l e  s o u r c e  o f  abuses  i n  l i f e  

i n s u r a n c e  a d m i n i s t r a t i o n  hdd been t h e  s e n s e  o f  i r r e s p o n s i b i l i t y  o$ t9$,., 

o f f i c i a l s  t h e n  i n  power. That  was i c  1904. 

S i n c e  1909, t h e r e  has  been a trercendous and s p e c t a c u l a r  6rowthog+u* 

surance .  A t  t h a t  t ime  t h e r e  x e r e  1 3 8  l e g a l  r e s e r v e  companies- with * 

g a t e  a s s e t s  o f  92,924,253, J34e. That Mas on December. 31, 1906- On 

31, 1937  t h e r e  were 308 l e g a l  r e s e r v e  conpan ies  w i t h  a g t r e e a t e  ese 

825,249,049,219,  and by t h e  end o f  193e  t h e  amount of t b o s e  to ta1  

had f u r t h e r  i n c r e a s e d  by  n e a r l y  51,500,000,QOO. 
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Three individual companies in 1908 each cOMManded approxi~ately one-

half billion dollars in assets.' The Armstron~ Committee recommended that

they should not be permitted to ~row beyond r~~sonaule 5iz~.

Yet today, e~ch of these three companies cdm~ands well over a billion
,
i dollars in assets. One of them, the New York Life Insurance Company, has

grown from approximately $474,000,000 in assets to $2,520.000,000 in

assets. The Metropolitan Life Insur~nce Company, which then had' assets

of. only $176,000.000, now has assets totalling close to $5,000,000,000.

This tremendous growth is itself cause for in~uiry. It provides ample

occasion for taking stock of the changes which have occurred in the
.

three decades since the Armstrong Committee made its survey. To that

end, we shall re-examine many of the problems studied by the Armstrong

Committee including the metnods by which the management of these com-

panies is elected and thereafter continued in office and the extent, to

which the democratic principles of mutuality are in fact preserved in

operation.

During these first hearings we will concentrate upon testimony in-

dicating the extent to which policyholders actually exercise control

over the management and. policies of the large mutual life insurance com-

panies which they are said to own and control.

This inquiry will, of necessity, demand some examination of indi-

vidual directors with a view to determining the facts and motives lying

behind their"nomination and ele~tion to the Board of Directors of

; their respective companies and their continued participation on such

Boards following election.

The first day of the hearings will be deyoted to the testimony of

members of the Staff of the Commission who will present to the Committee,
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~hrou~h ~raphs ~d schedules, background information indica~ing ~he size

and growth of the lifEt insurance' business and its importance illour national

economy. We ~eljeve that this back~round material will become of increasing

significance as the hearings progress.

One word more. .Throughout the course of these hearings, it will be

our endeavor t o present' the coromittee with facts and iact,s alone. Frbm the

start it has been our desire to conduct this in~uiry in as scientific a

spirit, and in 'as objective and impartial a manner as possible. The ma~erial

which we will present to the Committee eit~er will rest on incontrovertible

fact or will be proven in the course of the hearings;

Our sole interest at this s~ag~ is the facts a thorough and complete

examination and presentation of all the f'act.s pertinent to this vi talprob-

lem facts to indi~ate the manner in which insurance co~panies employ the

vast economic power they hold.

Mr. Gesell, who will conduct the exarnina~ion of the witnesses on be-

half of the Commission, is re~dy to froce~d.

---000---
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