
Life In s u ra n c e  C o m p a n ie s

A Source of District Investment Capital
Not the least of the problems that the average person faces 
is concern for the financial security of his family after his 
death. As many have learned, savings alone will not pro
vide this security, particularly in case of an untimely death. 
Thus, most people find the financial security and protection 
offered by a life insurance policy invaluable. Insurance 
companies are able to provide this protection because they 
pool the risks of death for a large number of policyholders. 
They know from experience that the claims they will have 
to pay in any one year will not exceed their resources.

Most life insurance provides for uniform premium pay
ments on the part of the insured even though the proba
bility of death increases with age. Insurance companies, 
therefore, must set aside reserves in the earlier years for 
the future death claims they know they will have to pay. 
In this manner, most insurance companies accumulate 
funds which become available for investment. The stag
gering size of the funds collected and of the task of 
investing current premiums and reinvesting maturing assets 
makes insurance companies ranking financial institutions 
in the nation’s economic structure.

In the Sixth Federal Reserve District states—Alabama, 
Florida, Georgia, Mississippi, Louisiana, and Tennessee— 
life insurance is a big business, in many respects second 
only to banking as an accumulator and investor of funds. 
The 164 local firms with head offices in the six states had 
combined assets of almost 2 billion dollars at the end of
1954 and income from all sources of 615 million dollars. 
In addition, from 200 to 300 companies whose headquar
ters are outside of District states operate in the area and, 
as might be expected, overshadow local companies in the 
volume of business done. As an employer the insurance 
industry, including both life and casualty branches in the 
area, provides the livelihood for about 75,000 persons.

Beyond their importance because of sheer size, life in
surance companies have particular significance in the 
South. To a major extent, economic growth there, as typi
fied by the area included in the Sixth Federal Reserve Dis
trict, depends upon the availability of investment capital. 
Capital is needed to finance industrialization, to transform 
the area’s agriculture, to alter the cities’ skylines, and to 
provide more and better governmental facilities and all the 
other improvements needed to raise the area’s productivity 
and income. To a growing economic region with almost 
limitless needs for long-term capital funds, how well life 
insurance companies do their job of mobilizing individual 
savings and how they invest those savings undoubtedly will 
help shape the economic future of the area.

District B uyers E m phasize P rotection
During 1954, residents of the District states paid over 800 
million dollars in premiums on life insurance policies. 
Because the types and amounts of insurance carried by 
residents of District states differ somewhat from the national

average, the function that insurance performs in the Dis
trict is somewhat different from that in the nation.

Recent surveys indicate that the proportion of Southern 
families that carry life insurance is smaller than the 
national proportion. In part this might be expected in a 
low-income and largely agricultural region, for the large 
proportion of uninsured families are among low-income 
groups and farmers. In 1953, about 75 percent of South
ern families were insured, compared with a national 
average of 80 percent and a regional high of 86 percent 
in the Northeast.

Perhaps also indicative of the lower per-capita income 
of the region is that a greater proportion of life insurance 
in District states tends to be industrial type insurance, that 
is, insurance issued for small face amounts. In 1954, about 
21 percent of the total insurance in force in District states 
was in policies of this type, compared with only 12 percent 
nationally. The smaller average size of policies owned by 
District residents is reflected in state averages of insurance 
in force per family, which range from a high of 5,800 
dollars in Georgia to a low of 2,700 dollars in Mississippi. 
The national average is 6,300 dollars.

Even though fewer families are insured and policies 
tend to be smaller in Sixth District states, the amount of 
insurance in force in 1954 amounted to 27.4 billion dol
lars. In fact, relative to the prevailing income levels, 
residents of District states in the aggregate are not under
insured, compared with the national average. In 1953, for 
example, life insurance in force in District states and in 
the nation represented about 1.1 times annual personal 
income payments.

For their insurance, residents of District states paid 
about as great a proportion of their income—2.87 percent 
—as residents in the nation paid for theirs—3.31 percent. 
Likewise, the death benefits paid on the lives of residents 
of District states by life insurance companies were about 
the same proportion of income payments—0.72 percent— 
as death benefits paid in the nation were of income pay
ments—0.74 percent. Clearly, residents of the District 
states were receiving insurance protection comparable to 
the national average, considering the somewhat lower 
incomes in the Southeast.

Nevertheless, life insurance plays a substantially smaller 
role in the personal savings programs of District residents. 
Benefits paid to policyholders other than death benefits 
(and excluding dividends) are one measure of the impor
tance of the role of insurance policies in personal savings. 
In 1953, these benefits represented only 0.46 percent of 
income payments in District states, in comparison with the 
national figure of 0.63 percent.

Perhaps the generalization that District residents do not 
make extensive use of life insurance as a mode of savings 
is best explained by the fact that family protection un
doubtedly takes priority over a savings program, and thus, 
in a low-income area greater emphasis on protection
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would be expected in life insurance programs. In addition, 
the proposition that the mobilization of savings is more 
expensive in “dribbles” than in “buckets” must go far in 
explaining the apparent lower savings through life insur
ance made by District residents.

The In v estm en t S id e
In 1954, out of funds received by all the nation’s life insur
ance companies from premiums and interest income, about
6 billion dollars were available to increase company assets 
after all death benefits had been paid. Obviously the man
ner in which these funds were invested was of vital conse
quence to the economy. During 1954, about 49 percent of 
the increase in assets of life insurance companies was 
accounted for by 2.9 billion dollars of securities of business 
and industry; 45 percent of the increase was represented by
2.7 billion dollars of mortgages acquired. The remainder 
consisted largely of increases in state, county, and mu
nicipal obligations, policy loans, and other investments.

What principles govern the investment of life insurance 
funds? Within the limits imposed by the regulatory agen
cies which emphasize the public trust nature of the 
insurance business, insurance companies invest for yield 
considerations, recognizing, of course, that the return 
should be at least high enough to provide for required 
additions to policy reserves. Practical considerations also 
enter into investment decisions for the individual company 
—the need for diversification, adequacy of trained per
sonnel to handle particular types of investments, inflex
ibility of bond and mortgage programs based on advance 
commitments to borrowers, and costs of originating and 
handling various types of investments.

The regional impact of life insurance investment, of 
course, is molded by the investment possibilities and the 
particular programs of local and national underwriting 
firms. Although some local insurance companies tend to 
identify themselves with a region and seek loans in states 
where they sell insurance, most companies do not deliber
ately allocate investment funds according to geographical 
boundaries, choosing instead to invest in the highest 
yielding asset of the moment, regardless of location. Some 
limit to this principle arises in the case of mortgage invest
ments where elaborate systems of loan correspondents are 
necessary to originate and service loans and consequently 
where sharp changes in allocations cannot be made easily. 
Even here, however, changes do take place, as quotas for 
correspondents are revised between budget periods. On the 
other hand, most other investments by both local and 
national companies are made almost entirely on the basis 
of relative attractiveness to the lender.

Reliance upon maximization of investment yields to 
provide for the geographical allocation of insurance com
pany funds means that funds tend to flow from high 
saving areas to those rapidly growing areas with many 
investment opportunities. In the Southeast the willingness 
of borrowers to pay more for borrowed funds than in many 
other sections of the country in the postwar years has 
been one expression of the relatively greater demand for 
such funds in the region. That both local and national 
insurance companies have responded to this demand has

been largely due to the virtually complete freedom from 
geographical restrictions of investments enjoyed by 
American life insurance companies.

District Firms’ C ontribution  to  S a v in g s
In basic features of providing protection and investing 
their accumulated funds, the 164 life insurance companies 
in District states closely resemble insurance firms located 
elsewhere. Although local companies constitute only a 
small segment of the national insurance industry, they are 
big business in District states and are relatively important 
in providing insurance protection to District residents. For 
example, in 1952, 1953, and 1954, companies domiciled 
in District states received about 40 percent of total pre
mium payments made by residents of those states and 
presumably provided a like proportion of insurance pro
tection and death benefits.

It is difficult to characterize the policies issued by local 
companies, as every generalization has notable exceptions. 
In general, however, the outstanding differences between 
policies of District companies and those of national com
panies lie in the function of insurance in the individ
ual’s savings program. District companies, for example, 
mainly write policies that do not provide for the policy
holder to participate in savings arising through lower-than- 
expected mortality or greater-than-expected return on in
vestments. Most District life companies are growing faster 
than the national average and are finding their administra
tive and selling costs fairly high, relative to national com
panies. In order to encourage the development of local 
companies, most District states are less severe in regulating 
permissible selling costs of domiciled companies than are 
some of the Northeastern states that are important insur
ance centers.

District companies charge lower first-year premium 
rates than do national companies. It must be remembered, 
however, that the cash surrender values of their policies are 
lower and their policyholders do not receive dividends such 
as are paid by national companies and which would de
crease their cost of protection. Local companies generally 
show somewhat smaller-than-national company additions 
to aggregate savings, as measured by accretion of policy 
reserves per dollar of premiums paid. For example, in
1954 the addition to aggregate policy reserves occasioned 
by a dollar of premium income was 29 cents for local 
companies, compared with 37 cents for national life 
underwriting firms. Much of the lower savings contribu
tion of District firms, of course, arises because they do a 
greater amount of industrial business than national firms 
do. Recent trends in local companies, however, suggest 
that the higher-savings type policy will be an increasing 
part of their future business.

M o r tg a g e s  M ore Im portant  
Than B usin ess Loans

On the investment side, local life insurance companies as a 
group make more mortgage loans in proportion to their 
assets than the industry as a whole. At the end of 1954, 
local companies, for example, had mortgage holdings of 
906 million dollars, which represented 46 percent of their
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assets, in comparison with only 31 percent for the industry 
as a whole. The opposite side of the picture is, of course, 
the lighter emphasis of District firms on investments in 
corporate securities. In this respect, perhaps the most strik
ing feature of local company investment practices is their 
relatively minor role in the financing of small “home
grown” industries. Life companies domiciled in District 
states largely confine their corporate bond purchases to 
utility and railroad issues and to the obligations of large 
industrial firms—able, because of their size, to issue mar
ketable instruments. Most District companies do not have 
the staff to carry out necessary investigations and super
vision of direct placement loans to small borrowers.

National life insurance companies have long been mak
ing direct loans to industrial firms. Even so, major compa
nies often set the minimum size of such loans in excess of 
the amounts small- and medium-size industrial firms seek 
to borrow. Local life insurance companies, thus, have a 
relatively clear field in industrial lending activities to 
smaller-size local firms. In spite of this, however, out of a 
sample of 50 life insurance companies domiciled in Dis
trict states, only 22 made any acquisitions of obligations of 
industrial firms during 1954, and only six made direct 
placement loans to local industrial firms.

For the 22 companies, 83.3 percent of the dollar volume 
of their industrial bond acquisitions was in marketed obli
gations, and only about 3 percent of the dollar amount of 
these marketed industrial bonds represented instruments 
issued by local industrial firms. So small was the total 
volume of direct placements of the 22 companies that 
acquisitions of local industrial bonds, through both private 
placement and market channels, represented only about 
2.5 percent of their total industrial bond acquisitions.

Even though results are still small, a few Southern com
panies are making strides in filling the long-term capital 
needs of small, local industrial firms and are developing 
permanent lending programs in this area. In general as 
District life insurance firms grow and pass from closed to 
public ownership, greater specialization and emphasis on 
the investment aspects of the business will undoubtedly 
produce more interest in capital lending to the small, 
local industrial firms. District life insurance companies 
should find important advantages in building up their 
business with these industrial borrowers to whom they can 
give the close attention that capital credits usually involve.

An A v e n u e  o f  C apital Inflow
There is no question but that District states have benefited 
from the investment activities of the insurance industry. 
As might be expected in an area undergoing rapid urbani
zation, the chief gain has come through the mortgage ac
quisitions of life companies. In 1953, non-local companies 
increased their mortgage holdings of properties in District 
states by 350 million dollars, and in 1954 by 250 million 
dollars. In general, the rising income levels in the South
east, with a consequent rising demand for better housing, 
have created a fertile investment field for many major 
national firms. Local life firms also have been active in 
making mortgage loans in District states, increasing their 
holdings in 1953 by 77 million dollars and in 1954 by 62

million dollars. Presumably the high volume of building in 
1955 in Sixth District states will lead to even higher mort
gage acquisitions for both national and local companies.

Even when one attempts to strike a total of the inflow 
and outflow of funds from life insurance activities, on bal
ance the District states appear to have been net benefici
aries. Besides the intangible services provided by both local 
and out-of-District companies in the form of life insurance 
protection, in 1953 and 1954 the payments made through 
death benefits to residents of District states and through 
purchases of mortgages, utility bonds, and bonds of states, 
counties, and municipalities located in the Sixth District 
area amounted to 1.6 billion dollars.

If figures were available showing policy loans made, real 
estate acquired, and the pro-rata share of industrial bond 
proceeds invested by national firms in facilities located in 
District states, it is quite clear the total would exceed 
the premium payments made by District state residents 
amounting to 1.6 billion dollars in the two-year period. 
Actually the figures show that the out-of-District states 
life insurance companies put more dollars back in District 
states than they take out. They paid death benefits and 
invested in mortgages and utility and municipal bonds in 
the two-year period in the amount of 1.2 billion dollars 
in District states, whereas they received only about one 
billion dollars in premiums from District states.

Any projection of present trends in the life insurance 
industry seems to point to continuing benefits to the Dis
trict economy. With a gradual shift from industrial insur
ance to ordinary insurance by local firms, an improved 
efficiency in the mobilization of the region’s savings should 
result. Finally, the development of industrial direct place
ments by local companies should increase long-term funds 
available for District business and help increase the inflow 
apparently experienced through the activities of insurance 
companies.

In conclusion, the activities of life insurance companies 
in District states have been of considerable value beyond 
that of merely providing protection: The investment 
function of insurance companies has made a definite 
contribution to the development of the region. And as the 
area’s incomes and savings grow, these institutions will 
undoubtedly have an even more important part in shaping 
the District’s economy.

T h o m a s  R. A t k in s o n  and W. M. D a v is

A more extensive treatment of this subject is being pre
pared and will be available upon request to the Research 
Department of this Bank.

Bank Announcement
On September 1, the St. Petersburg Bank, St. Petersburg, 
Florida, opened for business as a nonmember bank and 
began to remit at par. Hubert Rutland is President; John 
A. Elbon is Executive Vice President; I. Robert Mills is 
Cashier; and J. T. Christian is Assistant Cashier. Capital 
stock amounts to $400,000 and surplus and undivided 
profits to $250,000.
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