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The series of hearings which commence today will be concerned with the
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general sUbject of investment and operating problems of the larger legal re-

serve life ins~rance companies.

It will be recalled that the President in his monopoly messag~ referred

tQ the Securities and Exchange Commission's exhaustive stUdy of investment

trusts, which incidentally is now in its final stages, and stated:

"The tremenddus investment funds controlled by Our great in~
surance companies have a certain kinship to investment trusts, in
that these companies invest as trustees the savings of millions
of our people. The Securities and Exchange Commission should be
authorized to make an investigation of the facts relating to these
inves cment.s with particular relation to their use as an instrument
of economic power."

The President's message is replete with references to problems of oUr

economy ~pon which this study of insurance investments and operating results

will throw light. Not least of these are the references to concentration

and financial controls.

Unless the TNE~ or Congress assigns additional insurance studies to the

S$C, this presentation is almost the last on life insurance, which is the

only form of insurance which the Commission's staff has stUdied. Sheer lack

of funds has forced the Commission to reject all sUggestions of inquiry into

fire and casualty and other forms of insurance.

A word of caution about the completeness of the present insurance in~

quiry. The SEC makes no pretense that every phase of life insurance has

been canvassed. There are 306 life insuranc~ companies with assets of $28

billion. We have never had more than ten men in the field. with a limited

home office staff. The present investment study covers the 26 leading com~

panles, but no study could be called complete which omits review of the i~~

vestment experience of' 280 smaller companies, having several million polipy

holders and around four billion dollars of assets.
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Mr. Chairman, at the initiation of the insurance presentations almost

a year ago. Justice Wm. O. Douglas, then Chairman of the SEC, said: "No

policyholder need have any concern that any facts brought out in this inquiry

will in any way jeopardize the protection which he counts upon through his

insurance policy." I'm happy at this time to reaffirm that statement -- based

as it was. I believe, on an abiding belief in the institution of life insurance

and a firm sense of confidence in the integrity of the inquiry process. so es-

sential to democratic government.

Though this is almost the last public hearing, the final report of the

SEC will contain the results of many staff inquiries, conduqted through ques-

tionnaires, correspondence, and interviews with insurance company executives.

May I say a few words here on a strong, vigorous and at times overworked

topic -- that of cooperation. With but a couple outstanding exceptions. those

responsible for insurance company policy have gone far beyond the reqUirements

of formal requests for information. Without the volunteer efforts of earnest

executives, our small staff could not have presented as well rounded pictures

of those insurance topics we have selected as important. After the current

hearings. the staff will continue its conferences.

I have already referred to t~e fact that these hearings will be concerned

with both investment and operating probleMS. The two are so inter-related

they cannot be separated. One example will serve to emphasize the point.

Supplementary contracts not involving life contingencies, that is to say

special contracts for the disposition of matured policy proceeds, have in-

creased from 241 millicns in 1929 to one billion j82 millions at the end of

1936. These contracts grew partly because of management emphasis upon new

sales techniques and, thouga admittedly a logical development in the business.

have created many new .investment problems. In fact one life insurance offi-

cial said of these contracts that they "are forcing the life companies out of

their primary function of ~'riting assurances and into the investment banking
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C and trust company field." This is a subject we will cons ider. It is c Lted

here only to demonstrate how closely the investment problem is linked to the

operating features of the business.

.. The problems of insurance operations and investments, of course, cover

a broad range and have many ramifications. As the presentation proceeds, it

will be app~rent that we are obliged at least to touch UpOR topics ranging

from technical accounting matters on one hqnd to ~uestions of manag~ment policy

and economic import on the other.

Many aspects of the Lnvest.men t, problem .iave already received attention in

the ins~rance hearings which have been held before this Committee from time

to time during the last year. The Committee bas heard, for exaMple, evidence

with respect to collateral and mortgage loans to "insiders", loans sometimes

of doubtful propriety, and occasionally concealed under the name s of dummies

who had no beneficial interest in the transactions themselves; the use of

company funds to further outside bus iness ventures of officers and directors;

the methods of promoters who pyramid or consolidate life iIlsurance companies

through holding company stock trades or reinsurance and. rewriting operations;

and, as in the case of recent hearings before the special subcommittee, evi-

dence illustrating some unusual cases where blatant miSManagement of invest-

ments has contributed to receiverships and to policyholder losses.

The testimony in the hearings about to commence, which will be concerned

primarily with the 26 largest life ins~rance companies, will have an en-

tirely different emphasis; the effort belng more to consider and appraise the

operations of the business as a whole. Our approa.ch to the investment problem

will be primarily from an economic point of view. In this respect we take a

sharp departure from the studies of the Armstrong Committee which were more
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concerned with an ex~ination of specific abuses. To further an understanding

C. of this broader problem, the Co~~ission secured investment and operating fig-

ur-ea man~r of which were not available in pubLi c records, by sending out two

detailed investment questionnaires. The figures so secured will be presented

to the Committee in the course of the hear-Ln gs and will provide a frame of

references against which the operation of the bus.i.nes s as a whole, as well as

that of individual companies, may ibe appraised. Cooperation of the companies

in furnishing the rt.guired Ln f'o r'ma t.Lon and in conferring with our representa-

t.Lve s on related p r-obLems has been comr.endabLe and I should like at this time

to acknowledge the generous assistance received.

The investment anc; oreratillg problems of the companies have admittedly

become greater in recent years. In IP33, for examrle, ttese companies were

f8ced with the gigaLti< t~s~ of f~ndin~ suitable ~nvestnents for about

$4,OCO,O:>O.OOO comnrisir..:l ~2,500.00(\,.:JC'Othat was r et.ur-ne d to them through the

maturi'vY, sale and redemption of their old Ln ves t.nent s and $1.5CO.OOO.OOO of

new money receipts. In other words, into the hanus of the officials of life

insurance conpar I es , there was an aver cge daily flew of Coverf!;lO.I)OO,OOOfor

which they had to find suitable new inveztments. Of this amount, ~5,COO.OOO

a day was in the control of the five :art;est compar I es , The' adm.it.t.ed assets ot

the life insurance coropa~ies ~re inv~sted primarily in bonds, ~ort~a~es, real

estate ana in pol Lcyho Lo er-a loans. ':'he ma;,;nitude of t~H:se Lnve s t.ment.s justi-

fles the statement so well as phr ased in a recent edat.or-La I in the If3ll Street

Journal to tl:e et'f'ec t that "'It would be hardly an exaggeration to say that the

assets of the life Lrrs i..r-anee conpard es as a whoLe r epr-es ent a first mortgage or.

the country's business and indnstry". As early as 19C6 the Aru,stronG Report

stated:

"No t.ender.cy in modern f'Ln ancLaI conui t i ons has created
more widespread aj.p r-eher •.sLon t.har. the t.eriue ncy to vast cor-b Lriat Lcns
of capita: ar..d aSH,'!,. 21..'.l"wlJil~ in t ne case 0':' :,"":.5 '..!':.i' .. IS and
Lndua t r i al s, t:lese v as t amor ..1:'S ar-e mostly f'Lx e d in Ja r: J.I".~lar pro-
duc t Lve activities, the la.rger part of the nuge accumuLat,..ons of
life ~nsurance corepanies consists of assets readily convertible

' 
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into money and susceptible of application to varied uses. It is this
fact which has placeJ the officers and members of linanc~ co~mit+ees of
1i1'e Ln s o r-anc e CGI,'p.,n:.es in po s i t.Lons of ccns p I cuous f l ne nc i a L po we r ••• "

These C01T'JTlents arc even mcr-e pe r t i.ne n t. toJ.aj for thp. size of the c. xnpan Les

has increased. Indeea the pr!me importbn~e of llie i~surdnce company invest-

ment practices in the n~tional econom~ C2n~ot be qu~stiuned and as I have

inai~at~d it is tc~qrd ar a~prRisal of the eC0~omlc ef~ec~ of th~3e pr~ctices

that much of the hearin~s Wl.l1 be diIE=ted. fhere are ~any questIons upon

which so~e light may be thrown. For e£8~plE, do f&rM ~ortga~e and farm real

estate p~licies of li!e ln3U~dnce co~p~~ie3 t~pefit or irJure the farver?

Gr again, h~s ~he tr~nd of priva~e s~vin~s to 2cc~mulatE in insura~ce com-

pan i es aried up venture cap Lta l anc tampered ti,e development of new bus Ln ess

enterprises? Ot~er similar probl:~s will come to focus a3 the hearings pro-

r : c ee d ,
v,

Before calli~~ ~he first vitneS5, however, it may be well to reemphasize

the size an:.iscope: of the busLr.e ss and to r-e v i ew developments during the last

year. The Association of Life Insurance Presidents recently estimated that

as of December 31. 1939, the total face amount of life insurance in force in

the United States was $113,000,000.000. This amount represents an increase

of about $3,COO.OOO,OCO durin~ 19~0. Similar.l~~ the Association estimated

that the total ad~itted assets of all United States companies had grown to

a new all time high of $29,150,000,000; an increase of over $l,OOO,OCO,OOO

from the previous year. With this increase in assets and insurance in force,

there was naturally an increase in premium income and an increase in disburse-

ments to policyholders or their beneficiaries.

In the hearin~s which commence this morning. we wish to trace in a

general way the pr~ncipal operating and investment problems of the business

over the last several decades. In this manner, problems which will be



studied in detail in ~he hearings which are to follow, will be placed in

better perspective. As in the past Mr. Gesell will conduct the examination

on behalf of the Commission.

c
- 6 - Release No. 8-28

--000--


