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THE LAST THIRD OF THE 20TH CENTURY:
CHALLENGES TO THE INSURANCE INDUS IKY 

By Kauri R. Bopp

I  am v e ry  happy  t o  b e  w ith  yo u  to d a y .  I  am p a r t i c u l a r l y  

i n t r i g u e d  by th e  lo n g - ru n  f o c u s  o f  y o u r  s e m in a r .  I t  i s  a  r e f r e s h i n g  

d i v e r s i o n  t o  lo o k  beyond th e  p r e s s i n g  p ro b le m s  t h a t  c o n f r o n t  o u r  f i n a n c i a l  

s t r u c t u r e  to d a y  in  o r d e r  t o  exam ine some o f  th e  m a jo r  f o r c e s  t h a t  w i l l  be 

s h a p in g  y o u r  i n d u s t r y  th ro u g h  t h e  r e m a in d e r  o f  th e  c e n tu r y .

A t th e  o u t s e t  I  s h o u ld  w arn  yo u  t h a t  I  am n o t  a  f o r e c a s t e r .  I  

h av e  n e i t h e r  a  r e l i a b l e  c r y s t a l  b a l l  n o r  a  h a n d f u l  o f  w ise  t e a  l e a v e s .

Were I  t o  h a v e  made s p e c i f i c  f o r e c a s t s  t h i r t y  y e a r s  a g o , I  w ould  h av e  m isse d  

econom ic and  f i n a n c i a l  c o n d i t i o n s  p r e v a i l i n g  to d a y  by a  v e ry  w ide  m ark in d e e d .  

Who w ould h av e  p r e d i c t e d  i n  1939 t h a t  o u r  G ro ss  N a t io n a l  P ro d u c t  w ould jump 

from  $90 b i l l i o n  t o  o v e r  $900 b i l l i o n  to d a y ?  Who w ould  h av e  a n t i c i p a t e d  th e  

d e v e lo p m e n t an d  s o p h i s t i c a t i o n  o f  t o d a y 's  f i n a n c i a l  m a rk e ts ?

R a th e r  th a n  a t t e m p t  t o  p r e d i c t  t h e  f u t u r e ,  t h e r e f o r e ,  I  s h o u ld  l i k e  

t o  a s k  a  few  q u e s t i o n s — w hich  I  b e l i e v e  y o u  in  th e  in s u r a n c e  in d u s t r y  s h o u ld  

c o n s id e r  a s  y o u  make y o u r  lo n g - r u n  p l a n s .  As I  t r y  t o  v i s u a l i z e  t h e  c h a l le n g e s  

w h ich  w i l l  c o n f r o n t  y o u , I  s e e  them  f a l l i n g  i n t o  t h r e e  b o a rd  c a t e g o r i e s :

( l )  th o s e  t h a t  s tem  from  w hat now seem s t o  be  a n  i n f l a t i o n a r y  b i a s  o f  th e  

econom yj (2 )  th o s e  t h a t  come from  y o u r  a t t e m p t s  t o  m eet c o m p e t i t io n ;  an d  

(3 )  th o s e  t h a t  a r e  a s s o c i a t e d  w ith  a  c h a n g in g  p o l i t i c a l  an d  s o c i a l  e n v iro n m e n t. 

I  s h o u ld  l i k e  t o  r a i s e  q u e s t io n s  a b o u t  e a c h  o f  t h e s e  an d  e x p lo r e  some o f  t h e i r  

i m p l i c a t i o n s .
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When a s k e d  to  p r e d i c t  s to c k  p r i c e s ,  J .  P . Morgan once re sp o n d e d ,

"The m a rk e t w i l l  f l u c t u a t e . "  We can  u n d e r s ta n d  th e  d ism ay  o f  M organ 's  

i n q u i r e r  who lo n g ed  f o r  some p r o f i t a b l e  t i p .  When I  lo o k  a t  th e  f u t u r e  

o b j e c t i v e l y  a s  a  c e n t r a l  b a n k e r , I ,  to o ,  m ust c o n c lu d e  t h a t  th e  s a f e s t  

a s s u m p tio n  i s  t h a t  th e  economy w i l l  f l u c t u a t e .  I  f i n d  no e v id e n c e  t h a t  

b u s in e s s  f l u c t u a t i o n s  have become a  phenomenon o f  th e  p a s t .  R a th e r ,  i t  

a p p e a r s  t h a t  so  lo n g  a s  we e n jo y  th e  freedom  to  make o u r  own sp e n d in g  and  

in v e s tm e n t  d e c i s i o n s  econom ic a c t i v i t y  i s  l i k e l y  t o  c o n t in u e  to  ebb  and  f lo w .

Beyond t h i s  n o t  v e ry  h e l p f u l  c o n c lu s io n ,  how ever, l e t  me e x p lo re  

some o t h e r  p o s s i b i l i t i e s .  W hat, f o r  ex am p le , i s  th e  l i k e l ih o o d  t h a t  econom ic 

f l u c t u a t i o n s  w i l l  b e  l e s s  v i o l e n t  th a n  in  th e  p a s t?  Some a rg u m e n ts  can  

be made f o r  t h i s  p o s i t i o n .  I f  th e y  a r e  v a l i d ,  th e y  c e r t a i n l y  h av e  g r e a t  

s i g n i f i c a n c e  f o r  th e  f u t u r e  o f  th e  in s u ra n c e  i n d u s t r y .

One i s  t h a t  th e  c o m p o s itio n  o f  th e  economy i s  s h i f t i n g  in  a  way 

t h a t  w i l l  p ro d u c e  g r e a t e r  s t a b i l i t y .  S e r v ic e s  a r e  becom ing a  g ro w in g  p a r t  

o f  o u r  economy r e l a t i v e  t o  g o o d s -p ro d u c in g  i n d u s t r i e s .  In  1937» s e r v i c e s  

a c c o u n te d  f o r  38 p e r  c e n t  o f  t o t a l  n o n -g o v e rn m en t em ploym ent; th e y  a r e  now 

r e s p o n s i b l e  f o r  a b o u t  **8 p e r  c e n t .  The in s u ra n c e  b u s in e s s ,  o f  c o u r s e ,  i s  

i t s e l f  p a r t  o f  t h i s  t r e n d  an d  w i l l  p a r t i c i p a t e  i n  an y  f u r t h e r  s h i f t s .  A lth o u g h  

e c o n o m is ts  com prehend l e s s  th a n  th e y  w ould l i k e  t o  know a b o u t  t h i s  phenom enon, 

th e y  g e n e r a l l y  c o n c lu d e  t h a t  t h i s  s h i f t  in  c o m p o s itio n  w i l l  h e lp  t o  le n d  

s t a b i l i t y  t o  th e  econom y.

The f a c t  t h a t  G overnm ent a c c o u n ts  f o r  a  l a r g e r  s h a r e  o f  econom ic 

a c t i v i t y  a l s o  may te n d  t o  ad d  s t a b i l i t y  o f  a  s o r t ,  a l th o u g h  a t  t im e s  G overn

m ent e x p e n d i tu r e s  f l u c t u a t e  s u b s t a n t i a l l y .  C e r t a i n l y ,  t h e r e  i s  no e v id e n c e  

t o  i n d i c a t e  t h a t  G overnm ent w i l l  r e a d i l y  c u t  p rog ram s o r  p a y r o l l s  in  th e  

f u t u r e  an y  m ore th a n  i t  h a s  i n  th e  p a s t .

Inflationary bias
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And, f i n a l l y ,  i t  may be t h a t  we hav e  l e a r n e d  so m e th in g  a b o u t  

how to  manage th e  econom y. S lo w ly  an d  p a i n f u l l y ,  e c o n o m is ts  a r e  p u sh in g  

o u t  th e  f r o n t i e r s  o f  kn o w led g e . By t r i a l  an d  e r r o r  w ith  m o n e ta ry  and  f i s c a l  

t o o l s ,  we a r e  l e a r n i n g  w hich o ld  m is ta k e s  n o t  t o  r e p e a t .  And a l th o u g h  new 

m is ta k e s  w i l l  be made in  com ing y e a r s ,  i t  i s  p o s s i b le  t h a t  we s h a l l  do  a  

b e t t e r  jo b  in  s t a b i l i z i n g  th e  economy th a n  we h av e  in  th e  p a s t .  I  have 

h o p e s , b u t  n o t  a  g r e a t  d e a l  o f  c e r t a i n t y .

In  c a l c u l a t i n g  th e  odds f o r  th e  com ing d e c a d e s ,  t h e r e f o r e ,  th e  

in s u r a n c e  in d u s t r y  m ust g iv e  some w e ig h t t o  th e  p o s s i b i l i t y  t h a t  i t  w i l l  

l i v e  in  a n  economy l e s s  s u b j e c t  t o  th e  k in d s  o f  f l u c t u a t i o n s  e x p e r ie n c e d  

in  p a s t  d e c a d e s .  I  j o i n  y o u  in  h o p in g  t h a t  th e s e  odds pay  o f f .

B ut you  m ust a l s o  w eigh  th e  odds t h a t  th e  economy w i l l  e x p e r ie n c e  

p r im a r i l y  a  one-w ay " s t a b i l i t y " — t h a t  i t  w i l l  s u f f e r  from  an  i n f l a t i o n a r y  

b i a s .  In  c o n s id e r in g  t h i s  p o s s i b i l i t y ,  i t  i s  d i f f i c u l t ,  o f  c o u r s e ,  to  

d iv o r c e  o n e 's  th in k in g  from  w hat i s  g o in g  on r i g h t  now. Beyond th e  c u r r e n t  

s c e n e ,  w hat c a s e  can  be made f o r  th e  i n f l a t i o n  t h e s i s ?

B a s ic  t o  th e  a rg u m en t i s  t h a t  o u r  s o c i e t y  h a s  become i n t o l e r a n t  

o f  r e c e s s i o n s .  The Em ployment A ct o f  19^+6 was a  lan d m ark  in  t h i s  c o u n t r y 's  

econom ic h i s t o r y .  I t  was t h e  d i r e c t  p ro d u c t  o f  th e  G re a t  D e p re s s io n .  I t  

p le d g e d  G overnm ent t o  th e  m a in te n a n c e  o f  maximum incom e, em ploym ent, and  

p u rc h a s in g  p o w er. B ut i t  made no m en tio n  o f  th e  p r i c e  l e v e l  a s  s u c h .

You may w e l l  q u e s t i o n ,  a s  I  d o , why s o c i e t y  s h o u ld  p u t  s o  much s t r e s s  

on th e  s o c i a l  c o s t s  o f  unem ploym ent an d  s o  l i t t l e  on th e  s o c i a l  c o s t s  o f  

i n f l a t i o n .  I h e  l a t t e r ,  o f  c o u r s e ,  a r e  l e s s  a p p a r e n t ,  b u t  no  l e s s  r e a l .

I t  may b e  t h a t  s o c i e t y  w i l l  s h i f t  i t s  v iew  o f  th e  r e l a t i v e  c o s t s ,  b u t  I  

w ould  n o t  a d v i s e  y o u  in  t h e  in s u r a n c e  b u s in e s s  t o  c o u n t  h e a v i ly  on i t .

Even i f  y o u  w ere  t o  be o p t i m i s t i c  on t h i s  s c o r e ,  t h e r e  a r e  o t h e r  

a rg u m e n ts  f o r  th e  i n f l a t i o n  h y p o th e s i s .  One i s  th e  r i g i d i t y  t h a t  h a s  b een
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b u i l t  i n t o  o u r  wage s t r u c t u r e ,  a  r i g i d i t y  t h a t  p e r m i ts  w ages t o  r i s e  b u t  

w hich r e s i s t s  d e c l i n e s .  A n o th e r i s  t h a t  th e  v e ry  s h i f t  from  g o o d s -p ro d u c in g  

i n d u s t r i e s  t o  s e r v i c e s  t h a t  may ad d  s t a b i l i t y  t o  th e  economy may a l s o  add  to  

i n f l a t i o n  b e c a u s e  i t  i s  so  h a rd  t o  i n c r e a s e  p r o d u c t i v i t y  in  many o f  th e s e  

s e r v i c e s .  S in c e  W orld War I I ,  p r i c e s  o f  s e r v i c e s  h av e  in c r e a s e d  1 .6  t im e s  

a s  f a s t  a s  p r i c e s  o f  co m m o d itie s .

And, f i n a l l y ,  t h e r e  i s  th e  a rg u m en t t h a t  we, i n  f a c t ,  h av e  had  

r i s i n g  p r i c e s  m ost o f  th e  t im e  in  th e  p a s t  tw en ty  y e a r s .  On th e  a v e ra g e ,  

consum er p r i c e s  h av e  r i s e n  a t  a  compound r a t e  o f  1 .8 7 5  p e r  c e n t  a  y e a r .

I t  i s  p o s s i b l e  t h a t  t h i s  w i l l  n o t  be  th e  p a t t e r n  f o r  th e  n e x t  t h i r t y  y e a r s ,  

b u t  I  w ould  n o t  recommend t h a t  t h e  in s u ra n c e  in d u s t r y  p u t  a l l  i t s  lo n g - ru n  

p la n s  i n  t h a t  b a s k e t .

A ssum ing, f o r  p u rp o s e s  o f  a rg u m e n t, t h a t  th e  i n f l a t i o n  t h e s i s  i s  

t h e  c o r r e c t  o n e , w ha t a r e  th e  im p l i c a t io n s  f o r  in s u ra n c e ?  I n c r e a s in g ly ,  

o r d in a r y  l i f e  p o l i c i e s  a r e  b e in g  sh u n n ed  by " s o p h i s t i c a t e d "  i n d i v id u a l s  

who assum e some r a t e  o f  i n f l a t i o n  i n  m aking t h e i r  s a v in g  an d  in v e s tm e n t 

d e c i s i o n s .  The f e a r  t h a t  i n f l a t i o n  w i l l  e ro d e  b e n e f i t s  o f  o r d in a r y  l i f e  

p o l i c i e s  h a s  p ro m p ted  g ro w in g  num bers o f  p e o p le  t o  buy te rm  in s u ra n c e  f o r  

p r o t e c t i o n  a g a i n s t  d e a th  an d  t o  c h a n n e l  s a v in g s  t o  o t h e r  in v e s tm e n ts  w hich 

th e y  t h i n k  w i l l  b e  l e s s  a d v e r s e ly  a f f e c t e d  by i n f l a t i o n .

L i f e  in s u r a n c e  r e s e r v e s  h av e  become a  d e c l i n i n g  p r o p o r t i o n  o f  th e  

t o t a l  f i n a n c i a l  a s s e t s  o f  co n su m ers  in  t h e  U n ite d  S t a t e s .  From 19^5 th ro u g h  

1 967 , l i f e  in s u r a n c e  r e s e r v e s  o f  h o u s e h o ld s  grew  by 193 p e r  c e n t  w h ile  

c o r p o r a t e  s to c k  a t  m a rk e t v a lu e  jum ped by n e a r l y  560 p e r  c e n t .  Of c o u r s e ,  

much o f  t h e  l a t t e r  r e p r e s e n te d  c a p i t a l  g a i n s ,  n o t  am oun ts o f  new money* b u t  

t h a t  i s  p r e c i s e l y  t h e  p o i n t !  P e n s io n  fu n d  r e s e r v e s  s o a r e d  1 ,7 3 7  p e r  c e n t  

d u r in g  t h e  sam e p e r io d .
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I t  i s  c l e a r  t h a t  in  t h e i r  f e a r  o f  i n f l a t i o n  h o u s e h o ld s  a r e  

c h a n n e l in g  l a r g e r  p r o p o r t io n s  o f  t h e i r  s a v in g s  i n t o  f i n a n c i a l  a s s e t s  

o t h e r  th a n  l i f e  in s u r a n c e .  Even i f  c h r o n ic  i n f l a t i o n  i s  an  i n a c c u r a te  

f o r e c a s t  f o r  th e  n e x t  few  d e c a d e s ,  how lo n g  w i l l  i t  t a k e  t o  c o n v in c e  

p e o p le  t h a t  th e y  n eed  no lo n g e r  p r o t e c t  th e m s e lv e s  a g a i n s t  i t ?

I s  i t  n o t  p o s s i b l e ,  t h e r e f o r e ,  t h a t  w h e th e r  th e  i n f l a t i o n  

t h e s i s  i s  v a l i d  o r  n o t ,  we f a c e  a  f u t u r e  i n  w hich f i n a n c i a l  d e c i s io n s  

w i l l  be  g r e a t l y  d o m in a te d  by a  d e s i r e  t o  p r o t e c t  o n e s e l f  a g a i n s t  i n f l a t i o n ?  

T h is  c e r t a i n l y  seem s t o  be  th e  b a s i s  on w hich  in s u ra n c e  com pan ies a r e  

a c t i n g  to d a y .

As i n f l a t i o n a r y  p r e s s u r e s  h av e  m ounted , in s u ra n c e  co m p an ies hav e  

fo u n d  th e m s e lv e s  l e n d in g  more an d  e n jo y in g  i t  l e s s .  C o n s e q u e n tly , th e y  

h av e  p u t  i n c r e a s i n g  em p h asis  on e q u i ty  in v e s tm e n ts  in  t h e i r  p o r t f o l i o s — 

n o t  j u s t  common s to c k  o f  m a jo r c o r p o r a t io n s  b u t  a l s o  " p ie c e s  o f  th e  a c t i o n "  

in  s h o p p in g  c e n t e r s  an d  o th e r  p r o j e c t s  f o r  w hich  th e y  h av e  p ro v id e d  m o rtg ag e  

fu n d s .

An i n t r i g u i n g  q u e s t io n  i s  w hat may h ap p en  to  th e  b a s ic  

f u n c t i o n  o f  in s u r a n c e  co m p an ies  i n  a  w o rld  o f  i n f l a t i o n - h e d g e r s .  R a th e r  

th a n  s p r e a d e r s  o f  r i s k  w i l l  i n s u r a n c e  co m p an ies  become c r e a t o r s  o f  r i s k ?  

G r e a t e r  e m p h as is  upon e q u i t y - t y p e  a s s e t s  w hich  te n d  t o  i n c r e a s e  in  v a lu e  

d u r in g  i n f l a t i o n a r y  p e r io d s  may h e lp  t o  s u s t a i n  t h e  t o t a l  v a lu e  o f  

in s u r a n c e  c o m p a n ie s ' a s s e t s  a t  a  t im e  o f  i n f l a t i o n  when p r i c e s  o f  f i x e d  -  

incom e a s s e t s  a r e  d e c l i n i n g .  In  t h i s  c a s e ,  e q u i ty  in v e s tm e n ts  may, i n  

t h e  f u t u r e ,  h e lp  i n s u r e r s  a s  w e l l  a s  t h e i r  c u s to m e rs  t o  f i n d  a  b i t  more 

s e c u r i t y .  B ut i s  i t  a l s o  p o s s i b l e  t h a t  i f  in s u ra n c e  co m p an ies  become 

m o tiv a te d  by t h e  " c u l t  o f  p e r fo rm a n c e "  th e y  w i l l  h e lp  t o  make f i n a n c i a l
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m a rk e ts  l e s s  s t a b l e ?  I f  s o ,  th e y  may be c r e a t i n g  a d d i t i o n a l  r i s k  an d  

u n c e r t a i n t y .

F i n a l l y ,  w hat k in d  o f  a n  economy w ould we h av e  when ev e ry o n e — 

s a v e r s ,  i n v e s t o r s ,  m anagem ent, l a b o r — i s  t r y i n g  to  p r o t e c t  h im s e l f  

a g a i n s t  i n f l a t i o n ?  I  c o n f e s s  I  c a n  s e e  o n ly  some o f  t h e  o u t l i n e s  o f  i t  

v e ry  d im ly . In  t h e  f i r s t  p l a c e ,  w ould  t h e r e  n o t  b e  a  g r e a t  d e a l  o f  

u n p ro d u c tiv e  t im e  an d  e f f o r t  d i v e r t e d  t o  t h i s  p u r s u i t ?  S e c o n d ly , c o u ld  

an y o n e  s u c c e e d  e q u a l ly  w e l l )  c o u ld  e v e ry o n e  w in t h i s  g an e  o f  m u s ic a l  

c h a i r s ?  And, i f  by  ch a n ce  e v e ry o n e  d i d  s u c c e e d ,  w ha t w ould h av e  been  

g a in e d ?  Would an y o n e  b e  b e t t e r  o f f  th a n  i f  t h e r e  had  b een  no i n f l a t i o n  

in  th e  f i r s t  p l a c e ?

The in s u ra n c e  i n d u s t r y  h a s  a  g r e a t  s t a k e  i n  econom ic s t a b i l i t y .  

And a l th o u g h  I  c a n  u n d e r s ta n d  y o u r  c o n c e rn  a b o u t  I n f l a t i o n  a n d  a t te m p ts  to  

p r o t e c t  y o u r s e l f  a g a i n s t  i t ,  I  u rg e  y o u  t o  do  a l l  t h a t  you ca n  t o  p r e v e n t  

i t .

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



-7-

A se c o n d  m a jo r  c h a l le n g e  f a c in g  in s u r a n c e  com panies i n  t h e  y e a r s  

ah e a d  h a s  t o  do w i th  c o m p e t i t io n .  T h is  c e r t a i n l y  i s  n o t  a  new c h a l l e n g e ;  

y e t  i t s  n a tu r e  may b e  s u b s t a n t i a l l y  d i f f e r e n t  th a n  i n  t h e  p a s t .  In  a d d i t i o n  

t o  c o m p e t i t io n  w h ich  h a s  b e e n  i n c r e a s i n g  among in s u r a n c e  c o m p a n ie s , th e  

i n d u s t r y  may w e l l  f a c e  m a jo r  new s o u rc e s  o f  c o m p e t i t io n  from  many o t h e r  ty p e s  

o f  s p e c i a l i z e d  f i n a n c i a l  i n s t i t u t i o n s .

T h is  t r e n d  to w a rd  g r e a t e r  i n t e r - i n d u s t r y  c o m p e t i t io n  i s  a l r e a d y  

w e l l  u n d e r  w ay. I n  m o rtg ag e  m a r k e ts ,  t h e  o ld  c o m p e t i to r s  a r e  h a r d  a t  i t .  I n  

an  e f f o r t  t o  com pete m ore e f f e c t i v e l y ,  m u tu a l s a v in g s  b a n k s ,  f o r  ex a m p le , a r e  

en g ag ed  i n  a  s t r u g g l e  t o  s e c u r e  f e d e r a l  c h a r t e r i n g ,  th u s  o p e n in g  new g eo g rap h 

i c a l  f r o n t i e r s  f o r  e x p a n s io n .

In  t h e  consum er l e n d in g  f i e l d ,  e f f o r t s  a r e  u n d e r  way b y  o rg a n iz a 

t i o n s  o f  s a v in g s  b a n k s  an d  s a v in g s  an d  lo a n  a s s o c i a t i o n s  t o  s e c u re  s t a t u t o r y  

an d  r e g u l a t o r y  p e r m is s io n  t o  make consum er l o a n s .  M o re o v e r, l i f e  in s u ra n c e  

co m p an ies  i n v o l u n t a r i l y  á r e  m aking  m ore lo a n s  a g a i n s t  c a s h  v a lu e  o f  p o l i c i e s  

an d  th e r e b y  c o m p e tin g  i n  t h e  consum er lo a n  m a rk e t a s  w e l l  a s  i n  t h e  m o rtg ag e  

m a rk e t .

C om m ercial b a n k s  a r e  a c t i v e l y  p r e p a r i n g  t o  move i n t o  many new k in d s  

o f  b u s i n e s s — t h e  s p e c i f i c  k in d s  d e p e n d in g  o n  t h e  ou tcom e o f  C o n g re s s io n a l  

d e l i b e r a t i o n s  now u n d e r  way— th ro u g h  o n e -b a n k  h o ld in g  c o m p an ie s .

The l i f e  in s u r a n c e  a r e a  i s  n o t  s a c r o s a n c t  e i t h e r .  M u tu a l s a v in g s  

b an k s  i n  New Y o rk , M a s s a c h u s e t t s ,  an d  C o n n e c t ic u t  h av e  lo n g  b e e n  a c t i v e  i n  

t h e  f i e l d ,  a n d  c r e a t i o n  o f  t h e  S a v in g s  Bank L i f e  I n s u r a n c e  Company o f  Con

n e c t i c u t  h a s  made p o s s i b l e  t h e  e x te n s io n  o f  s a v in g s  b a n k  l i f e  in s u r a n c e  t o  

o t h e r  s t a t e s  a s  w e l l .

M u tu a l f u n d s ,  lo n g  t h e  p r i n c i p a l  i n s t i t u t i o n a l  v e h i c l e  th ro u g ja  w h ich

Competition
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i n d i v id u a l s  c o u ld  p a r t i c i p a t e  i n  e q u i ty  in v e s tm e n ts ,  i n c r e a s i n g l y  w i l l  b e  

f e e l i n g  t h e  h e a t  o f  new c o m p e t i t io n  from  v a r i a b l e  a n n u i ty  p o l i c i e s ,  from  

fu n d s  s p o n s o re d  b y  in s u r a n c e  co m p a n ie s , an d  from  com m ingled t r u s t  fu n d s  a t  

s a v in g s  an d  lo a n  a s s o c i a t i o n s  an d  co m m erc ia l b a n k s .

What i s  th e  b a s i c  f o r c e  b e h in d  t h i s  b r o a d e r  sco p e  o f  c o m p e ti t io n ?  

P r i m a r i l y ,  I  b e l i e v e ,  i t  i s  t h e  d e s i r e  o f  t h e  v a r io u s  i n s t i t u t i o n s  t o  b re a k  

o u t  o f  c o n t r a c t i n g  o r  c o n f in in g  s p e c i a l i z e d  m a rk e ts .  M anagers o f  f i n a n c i a l  

i n s t i t u t i o n s  f e a r  t h a t  i n  a  r a p i d l y  c h a n g in g  economy t h e i r  a r e a  o f  s p e c i a l 

i z a t i o n  may n o t  a lw ay s  c o n t in u e  t o  grow  a d e q u a te ly .  They b e l i e v e  t h a t  a s  

m u l t i - c e l l e d  i n s t i t u t i o n s  th e y  may b e  b e t t e r  a b le  t o  a d a p t  t o  ch an g es  i n  th e  

e n v iro n m e n t th a n  a s  u n i - c e l l e d  i n s t i t u t i o n s .  Damage t o  a  s i n g l e  c e l l  p o se s  

l e s s  d a n g e r  t o  t h e  w h o le  i n s t i t u t i o n .  S e c u r i t y ,  s t a b i l i t y  and  g ro w th  r e q u i r e  

a  m ore com plex  s t r u c t u r e .  T h e r e f o r e ,  f i n a n c i a l  i n s t i t u t i o n s  a r e  becom ing  

m ore com plex  th ro u g h  d i v e r s i f i c a t i o n  i n t o  new a r e a s  an d  e x p a n s io n  o f  t h e i r  

b a s e  o f  o p e r a t i o n s .

A m a jo r  q u e s t i o n  f o r  t h e  f u t u r e  w i l l  b e  how f a r  an d  how r a p i d l y  

t h e  in s u r a n c e  i n d u s t r y  w i l l  move i n  r e s p o n d in g  t o  t h e  c h a l le n g e  o f  g r e a t e r  

c o m p e t i t io n  b y  s t e p p in g  u p  i t s  own e f f o r t s  t o  d i v e r s i f y .  A s u rv e y  o f  l i f e  

in s u r a n c e  co m p an ies  c o n d u c te d  b y  F in a n c i a l  R e s e a rc h  A s s o c ia te s  l a s t  f a l l  

r e v e a l e d  t h a t  a b o u t  1*0 p e r  c e n t  o f  t h e  r e s p o n d e n ts  w e re  o f f e r i n g  o r  p la n n in g  

t o  o f f e r  m u tu a l fu n d  s h a r e s ,  a n d  a  s m a l l  p r o p o r t i o n  w e re  o f f e r i n g  o r  p la n n in g  

t o  o f f e r  v a r i a b l e  a n n u i ty  p o l i c i e s . *  T h is  may b e  j u s t  t h e  b e g in n in g  o f  

d i v e r s i f i c a t i o n  e f f o r t s  o f  in s u r a n c e  c o m p a n ie s . P e rh a p s  t h e  t r e n d  w i l l  

a c c e l e r a t e  i n  t h e  y e a r s  a h e a d .

* " E q u ity  R e la t e d  P la n s  o f  L e a d in g  L i f e  C om panies” p u b l i s h e d  a s  
a  su p p le m e n t t o  L i f e  I n s u r a n c e  S to c k  L e t t e r , D e n to n , T e x a s : 
F in a n c i a l  R e s e a rc h  A s s o c i a t e s ,  O c to b e r ,  1 9 ^ 8 .
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A se c o n d  q u e s t io n  i s  t h e  v e h ic l e  w h ich  in s u ra n c e  com panies w i l l  

u s e  f o r  d i v e r s i f i c a t i o n .  Among in s u ra n c e  co m p a n ie s , a s  among com m ercia l 

b a n k s ,  t h e  h o ld in g  company d e v ic e  a p p a r e n t ly  i s  i n  v o g u e . A bout a  q u a r te r  

o f  th e  l e a d i n g  l i f e  in s u ra n c e  com pan ies a r e  r e p o r t e d  t o  h av e  h o ld in g  com

p a n ie s  i n  o p e r a t i o n  and  a n o th e r  15 p e r  c e n t  a r e  p la n n in g  t o  s e t  up  su ch  

c o m p an ie s . The re m a in in g  t h r e e - f i f t h s  a r e  e q u a l ly  d iv id e d  b e tw een  th o s e  

s tu d y in g  t h e  v e h i c l e  an d  th o s e  h a v in g  no p r e s e n t  p la n s  t o  expand  v i a  t h e  

h o ld in g  company r o u t e .

A lth o u g h  t h e  k in d  o f  c o m p e t i t io n  I  h av e  d e s c r ib e d  i s  n o t  new t o  

y o u , t h e  i n t e n s i t y  an d  v a r i e t y  o f  i t  i n  com ing d e c a d e s  w i l l ,  I  b e l i e v e ,  

s u r p r i s e  u s  a l l .  As an  e c o n o m is t ,  I  lo o k  fo rw a rd  t o  i t  a s  a  m eans o f  

b ro a d e n in g  m a rk e ts  an d  p r o v id in g  b e t t e r  s e r v i c e s .  A lth o u g h  i t  w i l l  b r i n g  

y o u  many p ro b le m s , t h e s e  a r e  th e  k in d s  o f  p ro b lem s y o u  s h o u ld  w elcom e. 

P o l i t i c a l  an d  s o c i a l  en v iro n m e n t

A nsw ers t o  t h e  q u e s t io n s  I  h av e  r a i s e d  w i l l  d ep en d  g r e a t l y  on 

t h e  an sw er t o  a  s t i l l  m ore d i f f i c u l t  q u e s t i o n :  w h a t w i l l  b e  t h e  p o l i t i c a l  

an d  s o c i a l  e n v iro n m e n t i n  w h ich  in s u r a n c e  co m p an ies w i l l  b e  o p e r a t in g ?

W il l  s o c i a l  p r e s s u r e s  c o n t in u e  t o  s t r e s s  t h e  c o s t s  o f  unem ploy

m ent o v e r  t h e  c o s t s  o f  i n f l a t i o n ?  W il l  p o l i t i c a l  e x p e d ie n c y  em p h asize  

econom ic g ro w th  ev e n  th o u g h  much o f  t h a t  g ro w th  i s  m e re ly  an  i n f l a t e d  d o l l a r ?  

Y our a s s e s s m e n t  o f  t h e s e  p o s s i b i l i t i e s  w i l l  b e  im p o r ta n t  i n  w e ig h in g  t h e  

l i k e l i h o o d  o f  c h r o n ic  i n f l a t i o n  i n  t h e  d e c a d e s  a h e a d .

As f o r  c o m p e t i t io n ,  w i l l  G overnm ent p r o v id e  a n  e n v iro n m e n t i n  w h ich  

f i n a n c i a l  i n s t i t u t i o n s  w i l l  b e  f r e e r  t o  move i n t o  new k in d s  o f  b u s in e s s ?

The d e c i s i o n s  w h ich  C o n g re ss  m akes on o n e -b a n k  h o ld in g  com pan ies may so o n  

g iv e  y o u  a  c l u e .
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I  w ish  I  c o u ld  g iv e  you  o p t i m i s t i c  an sw ers  t o  t h e s e  q u e s t i o n s ,  b u t  

my v i s i o n  o f  t h e  f u t u r e  i s  b l u r r e d ;  my o b s e r v a t io n  o f  th e  p a s t  d o es  n o t  g iv e  

me r e a s s u r a n c e .  B ut t h e  f u t u r e  i s  so m e th in g  y o u  can  h e lp  t o  s h a p e ,  and  

p e rh a p s  t h i s  i s  th e  b i g g e s t  c h a l le n g e  you  f a c e .  You can  h e lp  t o  b r i n g  a b o u t 

t h e  k in d  o f  p o l i t i c a l  an d  s o c i a l  e n v iro n m e n t co n d u c iv e  t o  b ro a d  an d  v ig o ro u s  

c o m p e t i t io n  an d  t o  econom ic g ro w th  w i th o u t  i n f l a t i o n .

One f i n a l  q u e s t i o n :  w hat r o l e  w i l l  i n s u r a n c e  com panies p la y  i n  

im p ro v in g  t h e  q u a l i t y  o f  l i f e  f o r  th e  d is a d v a n ta g e d  i n  o u r  s o c ie ty ?  In  

r e c e n t  y e a r s  we h a v e  e x p e r ie n c e d  m o u n tin g  c o n c e rn  w i th  human v a lu e s .  Unem

p lo y m en t s t a t i s t i c s  a r e  no  lo n g e r  j u s t  n u m b ers ; t h e y  r e p r e s e n t  u n f u l f i l l e d  

l i v e s  an d  w ash ed -u p  d re am s. I n  r e s p o n s e ,  b u s in e s s — w ith  t h e  in s u ra n c e  in d u s 

t r y  i n  t h e  f o r e f r o n t — i s  c o n s id e r in g  a  new s e t  o f  p r i o r i t i e s .

Can th e  in s u r a n c e  i n d u s t r y  a f f o r d  t o  em p h asize  s h o r t - r u n  p r o f i t  a t  

t h e  e x p e n se  o f  lo n g - ru n  s u r v i v a l ?  T h is  i s  w ha t y o u  h av e  b e e n  a s k in g  y o u r

s e lv e s  a s  yo u  c o n f r o n t  t h e  m ess i n  o u r  c i t i e s  an d  t h e  c o n f l i c t s  among g ro u p s  

o f  o u r  s o c i e t y .  Your an sw er i s  a  r e s o u n d in g  " n o .” I  am c o n f id e n t  i t  w i l l  

b e  an  ev en  m ore v ig o ro u s  "n o "  i n  t h e  d e c a d e s  t o  com e.
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