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PLAYMENT OF DIVIDENDS ON NATIONAL SFRVICE
LIFE INCURANCE POLICIES

{Specisl report of Task Force No. 5, established by Defense
Mobilization Director C. E, Wilson's letier of March 12, 1951)

The Director of Mohilization, the Chairman of the Board
of Governors of the Pederal Reserve System, and the Secretary
of the Trezsury have received identicsl letters under date of
April 3, 1951, from the Administrator of Vetersns'! Affsirs re-
questing an exvression of opinion regzrding & proposed digtri-
bution of about $685 million of dividends on Natiomsl Service
Life Insurance policies, The letters were sent pursuant to
& reguest of the Subcommittee of the Committee on Appropristions
of the United States Senate znd releste to the questions of in-
flstion involved in the proposed payment.

The Task Force has considered this matter =nd hes dis-
cussed it with Mr, H, W, Breining, Assistent Administrator of
Veterans'! Affairs for Insursnce. The conclusions of the Task
Foree are set out bhelows

1. 7The exact status of the funds represented by the
vroposed dividend is s mstter on which there mey be some
difference of legal opinion. In view of the fact that it has
been determined and announced publicly that there ig a surplus
in the insursnce fund, there are strong reazons of law and of
feirnesg for making the payments at this time, VWhile the law
appears to give the Adminlstrator of Veterans! Affalrs wide
latitude in the timing of the distribution, especizlly since
the dividends which accrued from 1940 to 1948 were not distri-
ted until about two yeara sgo and the distribution here in
question would cover the dividends from 1948 through the snni-
versary dete of the policles in 1951, the faet that he has
slready declsred that there is & surplus in the fund may be a
barrier sgainst a postponement of & distribution which will

require further study.

2« It is clear thet the payment of the proposed divi-
dend of about §685 million would be inflationery. Raising the
funds would incresge the demands on the Tressury and on the
Government securities markets, IFven though veterans conld be
expected to save some part of the dividends they recelve, the
distribution would add appreciably to the spending stiresn.

These facts do not necesgsarily meen thet the peyment should not
be made -~ there are some payments that must be made even though
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they are inflatlonary, the most important belng psyments for
planes, tenks end other defense materials. It iz clear, however,
that the payment would add appreciably to inflationary pressures,
and therefore should be scrutinized with speciel care.

3. The Veterans'! Administration proposes to spread
the payment fairly evenly over the coming 12 months, Such a
spreading out of the psyment would help 1o minimize its in~
flationary impect,

L. It is understood from the Vetersns! Administration
that ebout $1.5 million to £2.5 million has slresdy been spent
preparing for the distritmtiom, snd that virtuelly all of the
time, money, end effort thus far expended would be wasted if
the distribution is not mede as plenned by the Veterans'! Adminise
tration .

. 5, One resszon for the gize of the dividend at the present
time is the faet that for various reasons beyond the control of
the Veterans! Administration, distritution of the dividends
heretofore has not been on an cnnual besis., A £2.5 billien
digtribution was mede about two yesrs ago to bring the psyments
down to 1948. The presently propoged distribution would bring
the payments up to the anniversery date in the czlendsar year
1951. The Veterans' Administrstion propozes to make any pay-
ments annually that mey fall due thereafter.

6. If the payment herein considered were postponed,
it is not clesr vhether = less inflationary period could be
expected to exist in the nesr future. The present defence
progrem 1s likely to last for seversl yesrs. Accordingly, while
&8 postponement of the peyment might svoid e&n ineresse in
inflationary pressures at this time, the delay would add to the
size of the peyments -~ and hence t0 the inflationary potential =
vhich would have to be released et some future time.

7. 7The Task Force gave some consideration to the possi-
bility of meking the distribution in some form which would itself
constitute sevings or would encourage the recipient to add it
to savings., It has seemed to the Tack Force that at the present
time 1t would not be feasible or desirable to substitute s hond
for the cash psyment, Ths Veterans! Administration has indicated
that grest expemse would be involved in offering to veterans an
alternative of accepting cash or adding the emount of the distri-
bution to the welue of their policies. It is recognized that,
whatever night have been the expense of such a procedure as an
originel proposition, it would undoubtedly be greater at the
present time in view of the work that has gone forward toward

the different type of distritmtion,
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: 8. The Task Porce suggestes that the Veterans' Adaminig-
¥ration and the Treasury Department explore every possibility
‘for encouraging the gaving of the largest possible smount of
the dividend distribution net only generszlly, but partieularly
in the form of United States Savings Bonds. It might be helpful
to enclose specielly designed literature with the check., Con-
gsideration might be given to going further znd including
order blenks and return envelopes for investing the peyment in
savings bonds., As a further meang of faciliteting and sim-
plifying such investment by the wveteran, considerstion might
even be glven to enclosing two sepsrate checks, one repreaenting
the cost of the largest savings bond purchesesble with the
dividend snd the other representing the remaining part of the
dividend, This, however, would involve serious administrative
diffiecultiees and the edditionsl cost to the Treesury Disbursing
Office in making the peymente would be substantial, This propossl
would add materially to the expemnses of the Treasury Division
of Disburgement for the reason that under existing procedure
checks are imnscribed through a method known as the "Transfer
Posting Process,” through which the inscription of the check is
accomplished by means of the transfer of & carbon deposgit on
the buck of the schedules prepared by the Veterans Administration
to the face of the checks, thus avoiding the menusl typing of
the checks. Further special considerestion should be given to
the question whether these or any other steps that could be teken
40 encourage the saving of the dividend would justify the addi-
ticnsl expense involved.

9. The Task Forece suggeats that the Veterans! Adminis-
tration give further considerastion to the relative sdventeges
¢nd disadventages -~ from the stendpoint of cost, convenience,
and other aspects -- of meking provieion in the future for sllowing
vetersns the slternative of edding the amount of future dlvidends
to the value of their policies, Even after the dividends are
placed on an annuel baels, such an option offered to the veterans
might be worth while for helplng to attract more of these funds
to the Tressury and for providing the eq ent fits to the
policy~holding veterans. ‘

Faward ¥. Bartelt
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M . ) . Sa‘f’mﬁ l'
Cheirmand '

April 11, 1951,
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