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CONCLNTRATION OF IKCONOMIC POWER 4195

The Crmammaan. May I ask you, Mr. Cammack, what, in your
opinion, is the protection of the public interest in this syatem that
you have described ?

Mr. Camyack. Well, I don’t think there can be any doubt about
the accuracy.

The Cmairmax. That is aside from the question. Does the result
not depend upon the accuracy of the representation that you make?

Mr. Camymack. It depends upon the experience and the accuracy
with which it is compiled.

The CraI1rR3AN. And there is no check of those representations by
anybody on behalf of the public?

Mr. Caxmack. I think, Senator, it would be impossible to do
anything except what we doj; if the insurance department itself com-
piled the experience, it could do nothing but ask for the data that
we prepare.

The Criamnian. Do you submit these data under oqth, let us say?

Mr. Caxyack. Noj; we do not.

The CHaIRMAN. So that it all depends upon the nrood faith and
accuracy of the association in submitting this material to the superin-
tendent. Is that not so?

Mr. Caxaacr. Well, Senator, it seems to me to be impossible that
these results could be inaccurate, or deliberately inaccurate.

The CrAlrMAN. And there is no check in the public interest of that
information.

~ Mr. CAMMACK. Well, they’d have no protection if the experience
was not accurately and honestly compiled.

The CaAmMan. That is the only protection they have, isn’t it? I
don’t know why you shonld be unwilling to answer.

Mr. Cararackg. I will answer that, but it seems to me the protection
is enough.

The C}IAIRMAI\ Ah but that IS the only protectlon there is.

e W 4 A}

Mr. ArxoLp. May I approach it from a slightly different angle?
I presume you would say that the accountants for public utilities are
on the whole just as honest and acting in just as good faith and are
just as accurate as insurance actuaries.

Mr. Camdrack. I must admit I know nothing about public utilities,
but I expect the accountants are honest people.

Mr. Aryorp. You wouldn’t mind making that assumption for the
moment ?

(Mr. Cammack nodded his head in the affirmative.)

Mr. ArNorp. Now, would you be satisfied with a public-utility rate
which was determlned entirely upon consultation with the account-
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ants -0t the public-utiity companies anc On wiich tfe publiC-1wILy
commissioner exercised no independent judgment ?

Mr. Camarack. I don’t think the cases are analogous.

Mr. Ar~orLp. Would you be satisfied with it?

Mr. Cammacg. Noj no.

Mr. ArNorp. Therefore, it must be, if there is a difference, that
there is some sacrosunct character to insurance actuaries which doesn’t
exist with public utilities.

Mr. Camymacg. No; the only part the actuary plays in this is to
compile the mortality experience. All I want to say is that one

luu,_y U auvio LU uv. -

Mr. Geserr. You have another rule that fixes uniform comnnis-
sions to salesmen. Why should they be uniform?

Mr. Camaack. Because it is for the protection of the public,

Mr. Gesern. How?

Mr. ARNOLD. You think that the insurance company 1s one ot those
instances which runs better by a rate fixing agreement than by a
competitive arrangement

Mr. Casnrack. I don’t think we fix our rates. I think the rates
are fixed at the end of the year.

1 A ] - h ]

Mr. Hexpersox. I understood your answer to Mr. Gesell was that
it would be very disorganizing. He suggested, did. you not, Mr.
Gesell, that it might be possible that the low expense company would
get a larger part of the underwriting?

Mr. GeskLL. @ne result of this transfer rule, Mr. Cammack, is to
keep this business which has been accumulated by the big five or
six companies in their hands and prevent it from being taken away
from them by some independent company which is out writing in-
surance at lower rates and is not governed by the restrictions of
your association.

CONCENTRATION OF ECONOMIC POWER 4205

Mr. HenpbErsoN. Do you mean no complaint or no recourse?

Mr. Cammaci. No recourse. :

Mr. Hexperson. It has complaint, I would gather from the testi-
mony of the previous witness, in which you were a little bit in-
volved as a bad boy.? Am I not correct in that? It is not complaint
vou are talking about. It has no legal recourse. It has récourses
that are either extra-legal or non-legal.

Mjy. Cararace. No.

Mr. GeseLp. But as a practical matter all of the companies do
follow these uniform rates, do they not?

Mr. Canmmrack. That is right.

Mr. GeseLL. Has there been some effort to conceal the activities
of fixing those uniform rates? Am I to gather that from the
fact that there is no record of it in those minute books?

Mr. Cammack. The constitution of the association provides that
we cannot fix rates, so that it has been done informally through com-
mittees that have recommended rates on the basis of the experience
compiled.

- xr = [ | VRV PR { SN —do_la2 SRR [ B B
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Mr. GESELL. You were atrald your rate-nxing activities would be
unconstitutional, is that it. so you kept them on the side.

Mr. Cannrack. I wouldn’e say that. T think some companies feel
that it was perhaps dangerous.

Mr. GeseLn. Dangerous from what point of view?

Mr. Canxoack. For myself, I could never see there was anything
illegal in promuleating rates.

Mr. Geseri. What did they think was dangerous about it?

Mr. Camarack. I can’t tell you, Mr. Gesell, because T was not one
of them.

Mr. Arxowp. Was the specter of the antitrust laws raised?

Mr. Camnack. I think so, that is right.

Mr. Arvorp. And that while you don’t think it is dangerous, still
there is no object in sticking your neck out, and therefore it is a
good thing to put these in an informal mcetlnrr

Mr. Caxasack. Personally I didn’t think we were violatine anv

Mr. HenprrsonN. You would have a little difliculty in convineing
people that unless there is competition in rates there is real competl-
tion, wouldn’t you?

Mr. Candrack. 'I'he competition 1s on the net rate that the policy-
holder will have to pay at the end of the first and subsequent years.

Mr. Arvorp. You did think, however, that you were getting an
advantage by your conduct in 19‘?4 which was subceqnenlly stopped,
didn’t you?

Mr. Camnack. Yes, sir.

M. Ar~orp. And that kind of compet1t10n 1s competition that
hurts. as appears from the meeting, isn’t it?

Mr. Carmacack. 1 don’t know how important that was.

Mr. Arxornp. It hurt. It shocked the representatives of John
Hancock.

Mr. Hexpersox. There was a difference there that took some busi-
ness. Wasn’t that it? Isn’t that the thing that determines whether
competition exists?

Mr. Cammacie. I am sorry I ean’t testify about that. T don’t
know the case; I don’t know whether we really wrote business under
that plan, or whether it was just hearsay.

Mr. Fra~xk. The letter shows you did, and it says the measures
which were necessary to whip the matter into shape, which included,
according to the lefler, your being badly chastised [reading from
*“Exhibit No. 6477] :
left some of the weaker members, such as the Connecticut General and Mis-

souri State, at the point where they were hinting at getting out of the confer-
ence in order to enjoy cut-rate opportunities.

Mr. Fraxk. Mr. Cammack, I am pnzzled about one thing. You
say the competition comes in ‘the net amount determined at the end
of the year, but that, at the time a company is soliciting insurance
the net amount is not yet known to the purchaser, and no matter what
company he goes to, he will be met with the same initial rate, so that
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4210 CONCENTRATION OIF BCONOMIC POWER

he can’t know, in his own mind, at the time he buys, whether he will
do better with one company than another. Is that correct?

Mr. Canrack. That is true; he doesn’t know.

Mr. Frank. Then there can’t be much competition at the time of
purchase when he cannot ascertain until a year later whether he is
getting an advantage by going to one company rather than another.

Mr. Canmdrack. I think there is keen competition, because your
buyer demands illustrations from every company that is competing
for the business of what that company has been able to do for other
policyholders of like ‘size in the same industry, and the company
that can show the best record has the best chance of writing the
business.

Mr. Fraxk. Then why don’t you let that differentiation between
companies manifest itself at the beginning of the year in a differ-
ence of rate based upon the experience, as is done in other com-
petitive industries?

Mr. Canmaack. I am afraid that you would have uniform rates
then, because 1f one company reduced its rate 10 percent all the other
companies would do likewise.

Mr. GeseLr. What about the actuaries? Wouldn't they stop“that?
Isn’t that what the actuary is meant to do?

Mr. Casamvrack. No; I don’t think so. I think the actuary is one
to determine a rate that was adequate for most risks. that would be
inadequate for some. that was not excessive, and that should be
adjusted at the end of the first year so that equity could be given to
the policyholder.

rwsa —~ s . 3 B Y ~
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Dr. Lorin. I wanted to ask. Mr. Cammack. with regard to these
cules and regulations for group life. formulated in June 1938} who
formulated these rules, a subcommittee of the association ?

Mr. Camyack. My memory won’t allow me to answer that ques-
tion.

1?5;1]"Exhibit No. 658, appendix, p. 4711.
- .

——— St m e — — -= ¢ m——— - = ——— —————— v -~
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Mr. Casrnrack. I don’t know what the practices of the companies
are, but take the rules where we pay no commission on transferred
cases. I believe the rules do not bind a member of the association to
pay no commission on a case transferred from a nonmember company.
I think some of the companies refuse to pay a commission. I don’t
know what the practice is, Mr. Gesell.

Mr. Cararack. Well, the fundamental difference is that we do

not determine our price until the end of the year. I keep repeating
that. hut T must hecange that ic tha fimdamental difference
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Mr. Henperson. I keep repeating that that is not competition
within the terms of understanding of the American people.

Mr. Camprack. I think that the object of competition is to protect
the public from exorbitant prices.

Mr. Henperson. That is right, and the public expects that the
competition will take place when a thing is bought.

The Cratraan, Certainly, so that it comes down actually to the
fact that you yourself fix the rate which was promulgated by the State
authority, so 1 am asking you, Is that a desirable system or 1s it not?

Mr. Cammack. I think it isa very satisfactory system. ‘

The Cmairman. Well, then, assuming that you have been acting
with the utmost accuracy and the utmost good faith, it amounts to a
declaration that so far as group insurance is concerned, therefore, the
experts of 19 companies should be permitted to establish the rule
which the 105 must needs follow.

Mr. Camyack. It seems to me the superintendent of New York
State can change those rates. _ .

The Caatrman. Ah, but he doesn’t, you testified, because he has no
opportunity to do so, and he has no machinery by which he conducts
the investigation.

- v 1 -1 = el e T 2 B 1 T. . M a

Dr. Luein. One more question. Mr. Cammack, do you remember
the date of the formation of vour association?

Mr. Casimack. I think it wasin 1926; I don’t recall.

Dr. Lueix. Off-hand, do you remember at what time of the year?

Mr. Cammack. No; I don’t.

Dr. Lusin. Do you remember the date on which the New York
insumng:e law \\':193111911(19(1, and article 11, section 101a, was inserted ?

ORDINARY INSURANCE

B e e e e T AL oA enwaa e A AL e

Mr. Gesern. I am, Mr. Chairman. The first witness this morn-
ing will be Mr. Flynn. T might say that yesterday we considered
group insurance of varions forms. This morning we will consider
ordinary life insurance and present testimony with respect to agree-
ments reached by certain companies controlling the rates of ordinary
life insurance, '

1 See Hearings, I'art VIII, p, 8366,

4223

Mr. GeserL. Will you tell us in a general way what the various
factors involved in computing a nonparticipating rate are? Am I
correct in saying that there are three basic factors, the computation of

Sl L R L P | e eeyee | S S S Sy 1 -2 S | SRRy
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Ule eXpected Mmortallly experience, tne lilerest rate wnlch ine com-
pany will guarantee on the contract, and the loading or amount which

1 I'or nhove information sce supplemental data, appendix, p. 4929.

49928 CONCENTRATION OF ECONOMIC POWER

is added to the net premium to cover expenses twhich are expected will
be incurred in connection with the handling of the policy?

Mr. Fryxs. That is correct.

Mr. Gesenr. You have three basic things, then, which yon defer-
mine in computing a nonparticipating rate—mortality, interest, and
loading or expense.

Mr. I'Lysn. Right.

Mr. Gesere. The responsibility of fixing rates for any particular
company rests upon the actuary?

Mr. Fuy~~. Yes, sir.

Mr. Geserr. He must, by his calculations, attempt to anticipate what
interest will be earned, what mortality rate will be expected, and what
cxpenses or loadings will be incurred ?

Mr. Fnyx~. Correct.

Mr. Gesern. That is entirely a matter which relates to the opera-
tions of his own company iusofar as the expense factor is concerned,
is it not.? ,

Mr. Frynx. Yes; he will base his rates, so far as possible, on his
own idea of the future expenses.

Mr. Geserr. Likewise, in guaranteeing an interest rate, he would
look closely to his own company’s investiment position, what the com-
pany could expect as a company to carn?

Mr. FLyx~. He would do that, but in addition he would look at
the general situation and get all the advice and counsel he could.

Mr. GeseLL. Yes; and in the case of mortality, there he would want
w pool the experience of his company with the experience of a great
number of other companies to get the broadest possible distribution
of death rates, shall we say?

Mr. Frvy~x, Well, he wouldn’t pool his experience, but he would
study his own expertence in relation to other current experiences.

Mr. Geserl. Then you might say that in establishing the nonpar-
ticipating rate, the matter which would be of most general interest to
a group of actuaries faced with a similar problem would be the mor-
tality problem, and the problem which would be most sitbjective, the
one mvolving more closely the operation of his own company only,
would be the loading and expense factor.

Mr. I'nyn~. I would say the loading and expense factor would in-
volve more nearly the indications of his own company.

Mr. Gesern. Prior to April 1933, am I correct in saying that the
three Hartford companics did not have uniform rates??

Mr. Fryxx. Correct.

Cammack stated that they would like to go ahead with the idea of increasing
rates, but, of course, would be embarrassed if the Travelers did not do likewise.
I told him that T did not see why the three local nonparticipating companies
could not get together on a joint program, for if he was agreeable, we were willing,
and from what Actuary Henderson said the other day the Conmnecticut General
are thinking along the same line.

Mr. GeseLL. Your companies had operated side by side there in
Hartford, Conn., without having had uniform rates for years and
vears and years, hadn’t they ¢

Mr. FLynN. Yes.

Mr. GeseLn. Then suddenly, in 1932, he tells you that he would like
to raise his rates, but would be embarrassed 1f you didn’t do likewise.
You could have exchanged information without coming to a uniform
agreement on this thing, couldn’t you?

Mr. FLyn~. Not very well. I think we would all work independ-
ently unless we were going to get together and study the problem.
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Nonparticipating companies, American Life Convention, appear to want to
increase rates but are waiting to see what the three companies in Hartford
will do.

Mr. FLynN. I wouldn’t say that at all. It was not a matter of
getting together to fix prices. It was a matter of strenuous times,
strained times. Every actuary was anxious to get the very best result
he could, and to pool all information, pool all investment-depart-
ment knowledge, investment officers’ knowledge, and in every way
try to work for security.

to put it in at this point. Was the question of the violation of the
antitrust laws, which assumed some proportion with respect to group
insurance, raised with respect to this insurance?

Mr. FuyanN. Not so far as I know.

Mr. Arnowp. You didn’t consider them at all?

Mr. FLyx~. No.

Mr. GeseLn. As a result of these memoranda, the Aetna, the Trav-
clers, and the Connecticut General, the three largest nonparticipating
companies, got together and agreed to a program of uniform rates
for ordinary insurance, did they not?

Mr. Fry~x~. Right.

Mr. Geserr. Now, that program for uniform rates was a program
tor uniform rates, whether you call 1t pooling or whether you call it
rate fixing, or no matter what you call 1i, Mr. Flynn. You agreed to
all the factors in ordinary life insurance nonparticipating rates.

Mr. Fryn~. After full discussion and examination of the experi-
ence and the figures of each of the three coinpanies, and after consider-
able debate, we reached a conclusion which was agreeable to all three.

(VL e T L T ) 2 ) O 1 . ) O

Representative BarnNes. Mr. Chairman, may I interrupt right
there? What percentage does the mortality play in the fixing of
rates? You base it upon loading, interest charges, and mortality.
Now, what percent of your total rate is made up of your mortality ?

Mr. FrynnN. That is very difficult to answer because the mortality
by age throughout the life of the contract is discounted at a particular
rate of interest. You mean if the premium were $30, how much of
that could be reasonably figured as the mortality cost?

Representatives Barnes. Correct.

Mr. FLynN. May I ask my assistant for an estimatc on that?

The CrammanN. Surely.

Mr. FLyNN. The best answer that I can give is that the net pre-
mium which involves the mortality cost, discounted for interest, would
be about twenty-four or twenty-five dollars out of a $30 premium.

Representative Barnes. In other words, the big major part of your
rate structure is the mortality table.

Mr. Fuy~N. Yes, sir.
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The Crairmax. So now again I am asking you, as a layman, what
confidence can I place in the standard fixed by the so-called experi-
ence tables when I find you, the sccretary of the Travelers Insurance
Co., drafting a memorandum like this, which shows such a tremen-
dous variation among the three lmdmg companies of Hartford?

Mr. Fryxnn. Well, these were at the beginning of negotiations. We
were all basing estimates upon the same Table.

Mr. GESELL. Isn’t it a fact. Mr. Flynn, that in rcaching an agree-
ment upon the basis of mortality exper 1°nce thnt you use in £om-
puting your rates, you have in effect renciied an agreement whicl
ar ectly affects the amount of profit that exch of the companies will
make, since it is from the mortality savings that you non,mrtlclp%-
mg companies make such a large percentage of your protits?

Mr. FLy~NN. Are you basing your (uestion on gain and loss exhibit.

ﬁ(\"l‘ rno?

JULLUT

M Gesern. Your company has made money, hasn’t 1t ¢

Mr. Froynx~. Yes; but T thought you were thmkmo of those exag-
gerated profit fisures which appear in the gain and loss exhibits.

Mr. GESELL. Youl company has made moncy, has it not, and does
nse that money which 1s made come from, tc 2 Lu;;e extent, savings
11 mortalityv?

Mr. Iraynx., To « large extent: yes.

Mr. GeseLr. Let me O'et at it this way, Mr. Flv1111 : Your companies
now have uniform dnleements for surrender charges, do they not, and
surrender values?

Mr. FLy~xN. Yes.

Mr. Gesrrr. When did those agreements go into cffect—was it not 1
connection with the uniform rate increase of 1933 ?

Mr. IFLyn~. Yes.

Mr. Geserr. Now, what is the uniform basis that all of your com-
panies are opel dtlllﬂ‘ on at the present time?

My, Fryxy. I haven’t the detail. I will have it prepared.

Mr. GeseLr. Will you just consult with your associates and {ell us
what charges you have agreed to? It 1s a very simple program, Mr.
Flymn.

Mr. Fryzin. Mr. (Gesell, you mean the basis for making the decision?

Mr. Geserr. You testlﬁtd your three companies have a uniform
agreement’ which has been in effect since the uniform rate increase in
1933. All T want fo know is what that uniform basis is.

Mr. FLy~xx~. The basis of surrender charges has been changed since
1933.

~Mvr. Geserr. Can you tell me what it is now ?

Myr. FLyxn. Under our present plan the surrender value is based on
charges of one-third of the reserve in the secqond year, with a minimum
of $12 50 and a maximum of $25 in later years, no surrender charge
in the twentieth and later years.
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TESTIMONY OF JOHN M. LAIRD, VICE PRESIDENT, CONNECTICUT
GENERAL LIFE INSURANCE CO., HARTFORD, CONN.

{r. GeseLn. Mr. Laird, you ave connected with the Connecticut
General, are you not?

Mr. Lamrp. Yes.

Mr. Gesern. In what capacitv?

Mr. Lairn. Vice president and secretary.

Mr. GeseLL. Were you familiar with the discussions which took
place among the three commanies m 1926, with respect to arriving at a
uniform rate program ¢

My. Liarp. In a general way, yes.

Mr. ArNoLp. You wanted to remove that competitive advantage.
Mr. Lamrp. Well, the three companies had agreed on what we
thought was the minimum safe rate to charge for new insurance to
he issued thereafter, and there were natumlly zones where we didn’t
have a complete meeting of the mind. This was one of them.
Mr. Ax~xonp. The 3"18911101]f constituted the acceptance of the high-
est possible asis out of three diverse views, didn’t 1t ? \
Mr. Lairp. No, not necessarily. 1In fact, it would seldom work out
that way. In practice, as I remember it, each of the threec companics
worked out tentative gross premiums JCCOldlll” to its best judgment
of the future. Then we got together and compared notes and, if there
was a variation. we tried to decide according to our best ]11d<rment
what was the best rate that we should (ruammco. having in mnd
that we must malke the contract safe so that we would be able to fulfil]
our vbligations and, on the other hand, having in mind that fully over

Dttt — Sadtm

" Mr. Lamrp. Do you mind repeating that?
Mr. Frang. I say your purpose was to eliminate competitive ar-

rangements and to arrive at an antlcompetltlve agreement.

Mr. Lairp. The purpose was to have uniform rates on the contracts
which all three companies issued, and to have comparable rates on any
odd forms that any one of us mlght happen to have.

Mr. FraNg. And the purpose, therefore, was to stop competition

within that field? .
Mr. Larro. Within the three companies, who, of course, did a very
small fraction of the total insurance business in the country

CONCENTRATION OIF HCONOMIC POWER 49245

Mr. Arzorb. You were all more comfortable mm your minds when
competition was climinated.
Mr. Beers. Yes, sir.

1939 GOV TNEC 10 10a BONKNOTE Snippets 24p 10 of 24



Mr. Geserr. And that is the final agreement which was reached
on that policy?

Mr. Beers. I could not swear to that without checking rate books.
I presume it is.

Mr. Arxorn. And there was no insurance commissioner supervis-
ing these particular rates, as there was in group life?

Mr. Beers. None.

Mr. Geserr. The memorandum in the first paragraph states [read-
ing from “Exhibit No. 668”]:

Mr. Keffer and I have attended threc meetings with Mr. Laird of the Con-
necticut General, Mr. Flynn of the Travelers, and their assistants, and this
morning we reached an -understanding with them with regard to the proper
rates to be charged for modified life policies.

\LlllUU L LI IUULGL}, AL LIIT LULIVIUDIVIL UL YWwi1iUll ‘yuu A\ A= S A 0] PU

way toward raising the rates. That is the story, isn’t it?

The CitairmaN. This memorandum is dated December 6, 1932.

M. Beers. My present opinion with respect to our 1932 decision 1is
that of course we blundered. We did not raise the rates enough.

The CiairaaN. And your original position was altogether wrong?

Mr. Beegs. I am sorry to say it was, but it was competltnelv
desn‘lble, if competition is desirable.

The Ciraizaran. Which was competitively desirable?

Mr. Beers. The decision we reached.

The CirairaaN. The decision to eliminate competition was coni-
petitively desirable?

Mr. Beers. No, sir; the decision to charge the rate wé charged was
competitively desirable.

The CriamaranN. Of course that decision to charge the rate you did
charge was reached by way of agreement among three companies
which were supposedly compet:in(r

Mr. Beers. In the rate book that we were talking about there was
not going to be that kind of competition among themselves. Of
course we were competing with the other 90 pelcent of the industry.

The Crrairaan. That 1s to say, among the three the competition
was to be eliminated, but not among the other 90 percent.

11 - v & aT k] -

Mr. Beers. The price-fixing arrangements would be proper only in

the most limited circumstances.

Mr. ArNorp. The limited circumstances being when the companies
could get together and compromise and negotiate concerning the com-
petitive advantage of another. Is that the limited circumstances?

Mr. Arxvorp. Did the idea of the existence of an antitrust law ever
occur to anyone during this conference?
Mr. Brers. I presume it occurred to everyone during this confer-

ence, sir.
Mr. Arxorp. And you accepted the possibility of violation of the

law as a necessary risk of doing business ?
Mr. Beers. I think we would put it this way. I am not a lawyer.
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Judging from what lawyers told me, and so on, I came to the con-
clusion that we were not violating the law.

Mr. Arnoro. Had you read the warning correspondence which the
Metropolitan Life wrote in connection with rate fixing in group
insurance?

Mr. Beers. I have read correspondence and also engaged in discus-
sions from time to time.

Mr. Arvowp. And you discarded the statements of those counsel as
not.being worth consideration %

Mr. Beers. No, sir.

Mr. ArNoLp. But weighing them you came to the conclusion that the
antitrust laws did permit the fixing of rates in a group, informal.or
formal ¢

Mr. Beers. The weight of the legal advice I received seemed to
justify that, sir.

Mr. ArNorp. Suppose that public utilities fixed their rates by agree-
ments between eac‘x other, and without supervision or regulation by
any public body. Would you be willing to hazard a guess as to
whether that would be good practice? .

Mr. Beers. That is another business. It is easy for me to hazard a
auess that the people in the other business might be selfish. The peo-
ple in my business I don’t think are.

Mr. ArNorp. Never selfish ?

CONCENTRATION OF ECONOMIC FOWER 4249

Mr. Beers. Seldom.

Mr. Ar~orp. Seldom very selfish. You do consider profits, how-
ever.

Mr. Beers. We consider them in a rather academic way nowadays.
We hope a little later to be able to consider them in a practical way.
We think we should make a little profit.

Mr. ArNorp. Your basis, then, for making a distinction between
public utilities and insurance companies witﬁ respect” to the private
monopolistic power to fix rates is that insurance companies are com-
posed of people of so much higher moral and mental caliber that we
are safe with them and unsafe with public utilities?

Mr. Beers. T don’t need to apologize for a somewhat frivolous refer-
ence to the comparison between the men in the industry. Noj; of
course, not.

Mr. ArNorp. May I say that the question was frankly argumenta-
tive and intended to bring out the point. You need not answer it.

Mr. Beers. I will see if I can do it. I did want to make the point
seriously that, of course, I don’t know the public-utility business.
The second point I would like to make is that as I understand the
meaning of the words “public utility” most public utilities have of
necessity a monopoly. Each company has a monopoly, almost, usuzally
a real monopoly, of the services that it is performing for the group
for whom it is performing them. In the insurance business there is
no monopoly that I know about on the part of any one company,

Mr. Geserr. Now that isn’t followed at all when you are fixing
these nonparticipating rates.  You don’t submit any data to him of
one sort or another.

Mr, Beers. Yes; quite right.

The CratryMaN. Let me finish this question. What I was leading
up to, Mr. Beers, was a comparison between the method employed in
fixing the two rates. The testimony of Mr. Cammack, which I think
is substantially approved by your statement now, to the effect that
the good faith and accuracy of the actuaries in presenting this com-
posite experience is the basis upon which the insurance commissioner
acts. : '

Mr. Brers. No. ;

The (‘'uairmanN. Your qualification of it is merely that the insur-
ance commissioner has all of this material available to him and if
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CONCENTRATION OF IECONOMIC POWER . 4253

he wanted to change, he could ; and, therefore, since he doesn’t change,
your report must be accurate and in good faith.

Mr. Beers. Well, isn’t it. something like this? Perhaps I have to
report, being in some business or other, that I took in $2,000 gross
income last year and here are my books to prove it and they say,
*Oh, we won’t look at your books. We will take your word for it.”
But the fact I have said here are my books to prove it makes it some-
what different than if I say, “I made $2,000 last year and that is my
statement and that is all you have to go on.” Isn’t there that dif-
ference ?

The CHaRMAN. I see your point exactly. Let me get this con-
cluding question in and then I will abandon the field. Now I am
referring to paragraph 5 of Mr. Flynn’s memorandum,* dealing with
the mortality table which shows a variation, not as wide a variation
as 1t secms to my lay mind in your opinion, but a variation.

Mr. Beers. A substantial one.

The Cmairman, My thought was that if the actuaries of thesc
three compunies can disagree to the extent indicated by Mr. Flynn’s
memorandum with respect to the mortality table, what assurance
have we that there is not an equal maccuracy in the sort of infor-
mation that your association has presented to the State insurance
commissioner, because in neither instance do you have anybody par-
ticipating in the preparation of this data on behalf of the public or of
the insured.

Mr. Beers. The similar inaccuracy to -which you refer and which
cxists—probably you asked your question in a way you didn’t intend—
the similar inaccuracy might be this. In our interpretation of the
meaning of the past mortality results, which interpretation leads to
our recommendation, there will be differences of opinion from time
to time, and what you would call the similar inaccuracies to the dif-
ferences of opinion in this paragraph to which you refer. With re-
spect to the basic data which is merely, you might say, the ratio of the
number of deaths to the number of employees 1nsured, there can be no
inaccuracy because that is mere arithmetic.

"Being Good"

The Cmamman. But now, coming back to the fundamental ques-
tion, to what extent in your opinion should there be participation by
some agency acting in the public interest in eliminating competition
in these fields of competition, in which, in your opinion, competition
should be eliminated ?

Mr. Beers. I do not feel that that participation has been proved
necessary by results, and I am inclined to think that it is unnecessary.
" The Cramman. So that we can safely trust to the good faith and
scientific accuracy of the ins}lrance executlives in determining these

—— 2 3R 2 . .
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rates and 1n determining 1n what helds competition shall be permitted
to survive and in what fields it ought to be eliminated.

Mr. Beers. My theory may be-wrong; I’d say yes, as long as we are

ood. '

. The Cxamryan. Well, now, who is going to determine how long
you are going to be good?

Mr. Beers. I hope that employers who are buying new group poli-
cies, individuals who are buying ordinary policies, and from time to
time legislative bodies will take a look at us and see it.

1 +Exhibit No. 665,” appendis. p. 4718, at p. 4719.

The Cuamrman. Now, that reminds me of the phrase that appeared
in that memorandum; that memorandum, by the way, was dated
September 30, 1924.* There seemed no possibility of getting the West-
ern Union, which was an insurance company, to release the business
ir-tnis case, “and the only point in writing was to let them know that
we understood their attitude and to put some fear in them so that
they would not molest other Travelers’ renewals in that territory.”

Is that the way to make them be good, by putting the fear into them?

Mr. Beers. I dov’t know. I don’t remember that. Incidentally, I
don’t like the sound of the memorandum. It probably sounds a good
deal different this year than i1t would have 15 years ago; and one
memo, while it probably

The CrairmanN (interposing). Well, of course, you can’t judge the
weather by a swallow. That is true, but I think there is more than
one 1n this instance.

Ll %

were discussing originally in your testimony this morning? There 1s
110 supervision by any State superintendent ?

Mvr. Beers. Noj; there has been no supervision with respect to any
of those agreements.

Mr. Frank. Now, at the time those agreements were made was there
some publication of the fact that such agreements had been made
and of the basis upon which they had been arrived at ¢

Mr. Beers. Are you referring to this agreement? Do you mean
the agreement we made to adopt certain rates and surrender values?
You used the plural.

Mr. Frank. I’'m sorry; I should have used the singular.

M. Beers. It was, you might say, obvious from the facts that were
made public that we were adopting the same rates on surrender value
at the same time. At least, I think it was the same thne, the same
date. .

Mr. GesELL. Yos.

My, Brers. And consequently that was as good a fact as if there
was publication: but whether we published it, T don’t know.

Mr. I'ka~i. Was the public informed; were the msurvance buyers
imformed of the basis upon which vou raised.that agreement?

Mr. Berrs. The statement that that was made on such and such a
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loading wouldn’t mierest the public.

Mr. Frank. that ‘en’t what T was referring to. I was referring to
the matters contained in these memoranda as to whether you were
to agree on which hife tables to use, and how you were to adaust them,
and whether the leading one was to be cuflicient to make possible
certain profits, and so an. That data might be very interesting to
insurance buyers, wouldn’t von think?

Making Information / Formulas Understandable / Accessible to Policyowners

CONCENTRATION OF ECONOMIC POWER 4255

Mr. Beers. I think, sir, we are talking about the same thing really,
because if you are going to tell what this premium rate is, you must
state the mortality table, which may be a particular mortality table
or a percentage variation of another one. You must state the loading
formula, which is quite complicated. Youn must state the rate of in-
terest and any other things that vary the actuarial computation. By
the time you get through you have a very complicated statement.

Mr. Frank. What was that?

Mr. Beers. By the time you get through you have a very compli-
-ated statement, and the buyer of insurance wants to know how much
it is at his age; that is all.

Mr. Fraxk. I appreciate that often the formulas which technicians
use are unintelligible to the laity, but they are capable of being made
intelligible, aren’t they ¢

Mr. Beers. I think there was a publication. Didn’t we publish in
one of the actuarial journals something about this?

T il 1

My. Beers. We would probably avoid that langnage out of deference
to those of us who were worrying most about these antitrust cases.

Mr. HexpersoNn. Mr. Beers, you said that all this actuarial computa-
tion involved formulas which would be uninteresting to the public.
It wouldn’t be, however, to a buyer of insnrance. Take myself, who
‘bought. some insurance about that time. [t would be of advantage to
know that there had been an agreenient reached about the rates by
these companies, would 1t not ?

M. Beers. T doubt it, sir.

M. HeExpErsoN, Let me then assure you it would Dbe {o me as a
buyer.

Mr. Beees. You are different.

Mr. IIexpersoN. I don’t think T am much different from anyone
who wants to know whether he is huying in competition or buying
in a fixed market.. T think pretty generally thie American public does
Iike to know, if possible, in what kind of a market 1t is buying.
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Mr. Berrs. You were buying in a very competitive market, sir.

My, Hexnerson. T am not so sure after the testimony of these last 2
days; that is the reason I am asking. Was the public generally ap-
prized of this agreement; just the sim])]e fact that an understanding
bad been arrived at after all these years about this uniformity? Out-
side of this little statement {o a learned society that Mr. Cammeaek
made, was there any general notice put upon the public?

Mr. Beers., Yes; I believe so. I think by the s serutiny of the news-
papers fln(l ms:umnce 3ourna1a ]]()flt(‘b of thlb change in rates were

T

Information Hard to find

Mr. Brers. Yes; I believe so. T think by the scrutiny of the news-
papers and insurance journals, notices of this change in rates were
made amply clear to everybody. I don’t believe we made the first
page of the daily news. .

X v, IlrxpersoN. I don’t think it got down to me, cither.

Mr. Grermai. On this peint, 1f T may interrupt a moment, the Life
Insa-~a1iee Pidifion of the Nutional Underwriter for the issue of Febru-

4256 CONCENTRATION OF ECONOMIC POWER

ary 24, 1933, reading from a small box at the bottom of page 15, had
an aniouncement re admg something as follows, and I think this is
more or less the frankest statement that we have been able to find of a
public nature on this matter:

The Aectna Life has announced that it will make a slight increase in non-
participating rates, effective April 1. When the Travelers, near the end of last
vear, announced an average increase of 4 percent at older ages, it was rumored
that Aetna would take similar action early this year unless investment appre-
ciation make this unnecessary. The Travelers, as it happeuned, after making the
announcement, did not actually put the increase in force, but is expected to do
<0 also about April 1. In the case of the Aetna, it is said there will be little
change in rates below age 30 or above age 55. Between ages 31 and 55, the
advance will range from 3 to 8 percent, probably averagingz around 4 percent.

Mr. Henperson. There is nothing in that, Mr. Gesell, which suggests
to me that it was by ‘LI'Idnﬂ‘GlnPnl On the contrary. what 1 would
gather from that is the same thing I would gather from announce-
ments on merchandise which 1s bmml]{ n competition, that the leader
in the business had made certain 'tlr'm'remenb- that somebody else
followed him, that changes had been made and in competition uni-
formity had come about because of the necessity of meeting the price.
There 1s nothing in that that you have just read which suggests the
public was put on notice. Certainly the policyholders were not put
on notice.

Mr. Gesyrain. I have been nnable to find anything of the sort.

Mur. Beers. I would not like to accept that as being the most epen
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statement of the thing without a little study of the press clippings
myself, if they are av ailable at this Jate date.

What T started to say a minute ago was that if you bought in-
surance at that time you were probably told by your agent that he
was giving a policy in a company with the lowest net cost, and e
wonld be glfld to compare the net cost with all the other companics
vou might be interested in, because, of course, you ought to have that
thing inter preted to you bv an expelt and if you asked him abont
nonpartlclpatmn insurance he would have known that the three Hart-
ford companies had the same rate and would have told you. Do you
remcmber whether you bought participating or nonpartlclpntnm
insurance?
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ford companies had the same rate and would have told you. Do you
remember whether you bought participating or nonpflrtlmp'ltm(r
insurance ?

Mr. Henperson. Leaving aside what I bought——

The CraairmMan (interposing). I think the witness ought to insist.
Oon an answer.

Mr. HexpersoN. The insurance agents who talked to me didn’t talk
at all as you have just been talking.

Mr. Beers. They should have lxnow_n better.

The Cmairman. This colloquy between Commissioner Henderson
and the witness prompts me to ask, where do the actuaries buy their
insurance, or could they buy insurance?

~n

Mr. ArnoLp (interposing). You thought it wise, in view of that
split of opinion, then, in your group as to whether the antitrust laws
applied, to conceal this chhmely

Mr. Beers. To avoid publicizing, absolutely. That is, our lawyers
did not feel absolutely sure that they knew the answer; they thought
the courts might have to decide something.

Mr. Arxorp: And you also felt it wise, I take it, not to call the
attention of those who were enforcing the antitrust laws to the nature
of this price-fixing arrangement.

Mr. Berrs. I wouldn’t know how to do that, sir.

Mr. Ar~orp. By letter or by phone or by wire or by oral confer-
ences, are the methods I could think of. |

Mr. Brers. Do they give hypothetical decisions?

Mr. ArnNorp. It is qulte frequent, that this matter is opened and
_called to the attention of people engaged in enforcing the antitrust
laws. That is the frequent procedure.

Mr. Beers. As I said, I am not a lawyer; I couldn’t answer that.

Mr. ArNorp. But yeu thought it wise, on the whole, in view of the
situation 111 your own group who were not sure about the antitrust
laws, and in view of the situation of various prosecuting officers, not
to make this public. Is that a fair statenient?

M}r Beers. It is a little stronger than I would have made, sir—not
micn
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Mr. Axvorp. And you don’t think that the price fixing in life insur-
ance has led to lower cost ?

Mr. Beers. Ordinary life insurance, oh, I don’t know, we have per-
haps had less suflicient rates or more sufficient. r ates, I can’t say.

Mr. Arnown. In any event, 1t- has led to lnrrher immediate costs,
hasn’t it ?

Mr. BEErs. No, sir; I don’t think so.

Mr. Ar~orp. There have been certain instances to which you have
testified with respect to one policy at least where it led to higher costs.

My, Beers. That was only one mstance in one agreement.

Mr. Az~orp. But in that instance it did.

Mr. Beers. No, sir; that was an indivisible agreement.

Mr. ArxNorp. But you were iuduced to raise your rate; you so testi-
fied, didn’t you?

M. Brers. Yes; but it is not an example, T think.

Mr. ArNorp. It 1s an example.

Mr. Bekrs. No, sir,

Mr. Gesern, May T say, Mr. Chairman and Mr. Arnold, we have
considered here only thie first agreement among these three companies,
and this afternoon we will proceed to consider at least two other
agreements that have happened since 1933. ossibly that background
would be of some advantage to the committec.

2nd Issue

Mr. Geserr. The three companies, Mr. Flynn, raised their rates on
April 1, 1933, did they not?

Mr. FLyNx. Yes.

Mr. Gesern. Those rates were nuniform?

Mr. FLyn~N. Yes. )

Mr. Gesern. Now when did you next get together and raise rates?

Mr. Frynn. The next rate change was Janus ary 1, 1935.

Mr. GeseLr. You discussed that rate change as e'lrly as 1933, did
yon not?

Mr. Fryxx~. T believe that is correct.

Mr. GeseLn. First of all, T will ask you if you recognize this as
a memorandum that you prepared.

Mr. Frynw. Yes.

COIMPETITIVE Teasons.
Mr. Gesern. In other words, you would continue to sell policies on
a basis which you didn’t think was actuarially-sound in order to com-
pete with the participating companies.
Mr. Frnynn. We might have to delay our increase in rates and for-
sake some mild prohts or something of that kind.

Mr. GESELL. So when you say that you believe the competitive situ-
ation wanld mermit a raice that the traffic wonld stand the rata In-
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crease, you meant that you thought you could raise the rates which

would assure you of greater profits and which would insure the policy-

holders greater protection, without hurting your competitive position.
Mr. Frynn. That 1s it.

Is that the way you meet with your competitors to iron out the
differences between you with respect to rates

Mr. Fry~nnN. I think, Mr. Gesell, that is more nearly a meeting of
actuaries, professional men interested in their work, and it has that
guise reazlly rather than competing companies.

Mr. Gesein. You mean this is sort of like the Harvard-Yale foot-
ball teams going out to a dance together after a big game?

Mr. Frynn. I would think so. Actuaries meet quite often to dis-
cuss professional problems.

Mr, Gesern. Really you were not only actuaries, you were officials
of your companies, you were meeting and discussing mutual prob-
lems and reaching decisions, were you not ¢

Mr. Froynw. I don’t know that we reached decisions; we tried to
persuade one another and argue matters out.

Mr. Gesern. As an actual matter what happened was, was it not,
that your corr =ny, the Travelers, the Connecticut General, the
Aetna, the Mecropolitan, the Prudential, the Provident Mutual, the
six companies present at this conference, all announced the rate in-
crease simultaneously on January 1, 1935?

Mr. FLy~NN. I really can’t say about the three participating com-
panies, but the three nonparticipating did.

Mr. ArNorp. You don’t seriously contend, do you, that this wasn’t
a somewhat informal method of fixing rates?

Mr. Fryn~N. Noj I won’t say that 1t was not an informal effort to
persuade the actuaries of the companies to look at it in the same way.

Mr. HexpersoN. This line of the actuary as a professional and
technical man and the line of the actuary as an operating officer of
the company come together at times, don’t they ?

Depression, Companies in Trouble

Mr. GeseLr. With respect to that memorandum which discusses
at considerable length expected interest rates and some other techni-
cal matters, I was particularly interested in this portion of the
memorandum. It states [reading from “Exhibit No. 673”]:

Up to the time of the depression the three large monparticipating companies
domiciled in Hartford had enjoyed very large annual earnings and seemed to
be well provided against contingencies. The severe losses of the depression have
sharply reduced thie surpluses of these companies, and the fall which has
already taken place in the interest rate has redueed the normal annual margin
very substantially. In the opinion of the two larger companies which raised
their rates at certain ages about a year ago, the necessity for a further
increase in premiums has become quite acute. They are, however, very much
hampered in the matter of premium rates by the fact that the premiums of
the three participating companies referred to are so low tiat a moderate in-
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crease in the monparticipating rates would bring them very close to the par-

1 Entered later as “IIxhibit Ne. G74," see appendix, D. 4727,

Mr. Geserr. You mean over a great number of years, maybe as
many as 30 or 40, the companies mmht under certain circumstances
which weren’t certain to occur, get into some degree of financial
difficulty.

Mr. HoweLLr. Yes.

Mr. GeseLL.. Why should that be a factor, Mr. Iowell, in a deter-
mination made by three participating companies with respect to w hat
rates they should charge? That is the nonparticipating companies’
problem, 1s it not ¢

Mr. Howerr. Don't you think the memorandum itself sets forth why
that is a factor? If there had been : any large and important failures
in the life-insurance business, whether part1c1patm'v or nonparticipat-
ing companies, we ail would have felt the resulting resentment in
])llbllc opinion. I think that is a very serious factor. We had no
desire to have trouble.

Mr. Gesern. Isn’t that the excuse that is quite customarily made
whenever people get together to fix rates—that 1if they don’t have some
bottom to their rates there is going to be somebody who is going to
et hurt and the whole business is going to be hurt?

Mr. Howerr. I don’t know whether that is customarily made, but
[ am certain that Mr. Little was very sincere in taking this pOQItIOD,
and I, for one, agree with him.

Mr. HexpersoN. It is certainly always important to a competitor
to have sufficient. rates.

Do you mind if I finish the sentence?

Mr. HowerL. Not at all.

J just wanted to make that distinction here.

Mr. Howrrn. If you will let me make just one comment in that
connection, T think it would be useful to bear in mind that a life-
msurance contract is a continuing contract. I imagine most of the
other commoclities whose prices you have studied de'll with transac-
tions over and done with. Unfortunately in a life-insurance contract
we have to estimate, and let me say that rate-fixing is not an exact
science. You probably realize by this time it can’t be.

Mr. Hexperson. We are beginning, despite some of the testimony.
to recoonize that.

Ar. Howerr. And, therefore, we are in a very unfortunate position
if we fix a rate that must roll on into the vears and find that that
rate isn’t adequate. That does strike me as being an important factor
for your cousideration.

Mr. Hexpversox. We are interested in that because. as vou say, a
price that is fixed usually has to do with one contract fmd then it 1s
terminated. But. on the other hand. inst as vou emnhasize the
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contfinning nature of vour service, the amount of money which is
expended from the ordinary family income for insurance bulks very,
very large, and so everything which has to do with rate-fixing, or
price-fixing, affects a large part of the expenditures, and therefore
becomes increasineolv imnortant.
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‘ou? ,
Y Mr. Howerr. Well, of course, once again I get back to the belief
that we don’t have concerted action except incidentally, because I
can’t go past the thought that we needed this increase 1n rates, and
we had to have it. And when we needed another increase in rates
last December we made it, anyhow.

Mr. HexpersoN. But you don’t want to go past the bald fact, how-
ever, that there was a concerted action.

Mr. Howerr. You mean that there was on this occasion?

Mr. HenpersoN. Yes.

Mr. HowerL. No; that existed.

3rd Agreement

Mr. Gesenr. So far we have covered two rate agreements among
the nonparticipating companies, have we not the Gue i oo and the
one in ‘35% -

Mr. FLy~NN, Yes.

Mr. GrserLn. When was the next one?

Mr. FLy~w. I believe it was effective March 1, 1937.

Spectator Insurance Year Books.

‘1'his table., which 1s entitled “Life Insurance, Total In Force, New
Business, and Terminations, United States Legal Reserve Life In-
surance Companies, 1928-37,” contains the basic data abont which
we shall talk this morning.

Mr. Geserr. Has this schedule to which you refer been prepared
under your direction ?

Dr. Davexporr. It has.

Mr. Gesern. From Spectator Insurance Year Books. Is that the
source ?

Dr. Davexvorr. That is the source.

Mr. Gesern. I wish to offer the schedule for the record.

Satisfactory / Unsatisfactory Terminations from Consumer Point of View

term insurance terminates by what 1S known as expiry. Irom the
pelieyholder’s point of view, terminations by death, by disability, by
maturity, represent satisfactory completions of the insurance contract,
and it may be said that to the extent that expiry represents the ter-
minations of policies originally written for a terin of vears. expiry
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also represents a satisfactory mode of termination.

It is a generally recognized fact that the great bulk of life jnsur-
ance terminates in a manner that cannot be regarded either by the
companies or by the policyholders as entirely sutisfactory. A great
deal of insurunce terminates within a short time after it is sold, by
reason of the failure of the insured to keep up the payments of his
premiums. When such failure to maintain premium paymeuts ocecurs
before the policyholder is entitled to a refund of any porticn of the
veserve against his policy, the insurance is said to have terminated
by lapse. Let me repent that because it is very important: When
such failure to maintain premium payments oceurs before the policy-
holder is entitled to a refund of any portion of the reserve against
his policy, the insurance is said to have terminated by lgpse.

Dr. DAVENPORT. 1t 1s called a fapse under those circumstances.

Mr. Fraxk. Does that mean that he has made contributions which
wre in effect savings by him, together with interest accumulations
thereon, and that in the circumstances yon describe he receives back
no portion of those savings? '

Dr. Davexreorr. When a policy is said to terminate by lapse he gets
no portion of that reserve back. 'That 1s correct. )

Mr. Fraxk. In effect that is the savings portion of his insurance !

Dr. Davexrort. Yes, sir.

Mr. Fraxk. And mnder the circumstances yvou have described, he
has made what were assumed to be savings, but which he does not
recerve?

Dr. Davexrvort. That 1s right.

Senator Kixc. It is part of the contract that if he shall not con-
tinue his pavments he will lose the benefits ot that.

Reasons for Life Insurance ending and Percentages. Doesn't Look Good.

considerably less than 10 percent of the terminations. How much did
they represent? :

Dr. DavexporT. The terminations by death in the first period rep-
resented 7.9 percent of the total terminations; in the second period
they dropped to 6.59 percent of total terminations.

Mr. Gesern. Using the terms which you used in discussing termina-
tions on the previous chart, is it fair to say that in both periods the
terminations representing the successful accomplishment of the plan
contemplated by the policyholder at the time his insurance was taken
out are a relatively small percentage in either of the 10-year periods?

Dr. Davexport. A very small percentage. I have summarized the
significant relations that are revealed in this chart, as follows: The
largest single mode of termination was by lapse. Lapse accounted
for 62 percent of all”terminations. Surrender accounted for almost
16 percent, and decrease for 4.4 percent. '

! See “Exhibit No. 684,” appendix, p. 4737.

Mr. Fraxk. Dr. Davenport, may I ask, where an industrial policy
- : b a =R
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rerminates py lapse, 1S the cost to the 1nsured greater tnan 1I ne
took a policy for that same period in the form of term insurance?

Dr. Davenrort. Oh, much greater.

Mr. Frank. Then, if his intention had been to have nsurance
only for the limited period, his cost would have been much less
if he had taken term insurance?

Dr: DavENPORT. Yes.

Mr. Frank. Would you not, therefore, assume that if he were well
instructed and intelligent, he would not have taken out the ordinary
industrial insurance for the short period ¢

Dr. Davexreorr. That 1s a very great assumption- which doesn’t
jibe with the facts as we understand them. a

Mr. Fraxk. But if he had been well-instructed.

Dr. Davenrort. If he were an intelligent <prospect arid had been
well informed by the agent what you say is perfectly true.

makes mquiry ot the company that the facts are known. 1n the case
of the ordinary policies, I should imagine that the companies would
know the name, address, and so forth, and would be much more
likely to take the initiative.

Dr. Losin. In other words, as you understand it, it is possible for
a policy to lapse without the individual getting his surrender value
baeck. although therc is a surrender value under the contract?

Mr. Geserr. I think I can properly say, “What was that?” due to
the buzzer. How much by death during the 1928 period ?

Dr. Davenrorr. Four and forty-five one-hundredths percent of the
terminations. Of the number of industrial policies that terminated
in the 10-year period from 1928-37, 4.45 percent of them terminated
by death. In the prevous period, 7.34 percent terminated by death.

Dr. Loein. 1 may appear to be naive, but I do want to ask a
question which occurs to me. How do you account for the fact that
the American people buy 193,000,000 policies in a period of 10 years?
In other words, how does it happen?  Are people so anxious to have
insurance that they are willing to do almost anything to get it?

Dr. Davenrort. Well, of course, the institution of insurance satis-
fies a very deeply rooted desire on the part of the average man. In
part it 1s an answer to that, but that has been present-all the time.
In part it is a tribute to the perfection of the art of salesmanship and
the organization of large crews of selling agents. I think we have
learneg a technique of selling life insurance.

Dr. Lusin. Are you implying that we have learned the technique
of taking advantage of this fundamental desire for security?

Dr. DaveNporT. I am not impugning the motives of the insurance
company or the agent.

Mr. HenbersonN. But in all this squirrel-cage activity in that 193,-
000,000 you pointed out there must have been some workers that had
five, six, eig]gt, and nine policies.

1939 GOV TNEC 10 10a BONKNOTE Snippets 24p 23 of 24



LIe \VIVUS, Ull vLiier a1einuesd vl e u:uuu_y.

Mr. GeseLr. But the net result of this tremendous selling of new
policies with a very small gain is that there must be a continual turn-
over of policies within a single family or family group.

Mr. HENDERSON. Are you trying to avoid my characterization of
this as squirrel-cage activity? It seems to me you are going around
the barn.

Mr. GeserLL. There must be continual selling -and reselling of poli-
cies to the same family and individual, must tﬁere not ?

Dr. Davenporr. I am sure that occurs.

Mr. Geserr. There are not 193,000,000 people in the United States,
are there, Dr. Davenport ¢

Dr. DAVENPORT, N 0; according to the Census about 130,000,000.

Mr. Gesewn. Every time 2 pollcy lapses there is some loss to the
policyholder, is there not ?

Dr. Davenrorr. It means he has paid a great deal more for the
protection that he had than was necessary.

Mr. GesErpLL. So that as this process continues and he is sold and
resold and sold again, he, as a Y boring man, is suffering contmual
loss every time that occurs, is he not?

Dr. Davenreort. That is perfectly true.

Mr. Frank. If he took term insurance, there would be no such loss,
I assumne.

Dr. Davexporr. That is right. The cost of term insurance would
be much lower and would be more in proportion to the actual ex-

~~~~~~~~~~ Tead macamina Livn Alvrinn e Licn had La andnnlles ans
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