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INVESTMENT OF LIFE INSURANCE COM-
PANIES’ FUNDS

IV.

Bonds

BY M. P. LANCSTAFF, A.lL.A.,, F.A.S.

Having dealt with investment of a company’s funds in
real estate mortgage loans in the previous article, I will now
consider the advisability of investing in bonds.

Bonds have a very tangible and substantial appearance
on a company’s statement, and yield a fair rate of interest;

They possess in many cases a prospect of appreciation;

They are usually readily convertible, i.e., by selling on
the market, or assigning as collateral. This point has to be
especially considered by those companies whose policyhold-
ers make very free use of the loan privilege;

They can be used in most cases (and are required as
well) for government deposits;

They run for a long term of years, thus doing away with
too frequent re-investment of funds, with the greater risk
t]flereby entailed of a poor investment slipping in accident-
ally.

They bear a fixed rate of interest—an advantage in times
of falling interest rates, and the reverse when interest rates
are rising;

They entail very little labor, with no difficulty in collec-
tion of interest or principal.

On the best bonds, the interest rates are too low for
very large holdings;

In case of default, the bondholder has to co-operate with
other bondholders to obtain his rights. On the other hand,
the insurance company is probably one of the largest hold-
ers, and moreover with the modern devices of re-organiza-
tion committees, the insurance company might be occasion-
ed less direct trouble than in the case of a mortgage fore-
closure.
~ Their value, as  represented by market quotations—
which quotations indicate the average verdict arrived at by

a great multitude of investors—must, as a rule, represent

very closely their intrinsic worth.

While not as stable in value as are mortgages, they are

more so than are stocks. A decline in value, which may or
may not be only temporary, and undeserved, will neverthe-
less cause difficulty in arriving at their true value in a com-
pany’s statements ;
. By carefully considering market conditions before mak-
ing a purchase or sale of bonds, a life insurance company
can sometimes make large profits due to market fluctuations.
But this might be looked upon as a disadvantage in the
sense that a company might be led into speculation—a dan-
ger above all others to be avoided by a life insurance com-
pany.

An investment in bonds may be made with great facility
and expedition, and in this respect they are to be preferred
to mortgages, since the money ready for investment is left
idle for the shortest possible time.

As Between Different Classes of Bonds.

Bonds having only a short time to run before a fixed
maturity date, will naturally not fluctuate greatly in value,
and on this account, have an advantage over long-term
bonds. Again, they may sell on a somewhat more favorable
basis, owing to less demand for them, since the ordinary in-
vestor in bonds is looking for a more prolonged investment.
As a rule, however, insurance companies prefer long-term
bonds. Mr. T. B. Macaulay, referring to “length of time,”
says, “If the assumption be granted that the existing period
of prosperity is not to last always, it seems to me that it is
hard to escape from the conclusion that it is good policy to
pass by all short-term securities unless they yield unusually
attractive rates of interest, and to select those which run for
long periods—25, 40, or 50 years—or, better still, perpetui-
ties such as the guaranteed or preferred stocks of establish-
ed and prosperous corporations. In this way it is possible
t> ensure that the high rates of interest now prevailing will
continue far in the future on the investments mow being
made.” From this we can deduce the axiom, ‘fOther thi!_sgs
being equal, buy short time securities when prices are h}gh
and the net return consequently small, and buy lo\_ng time
securities when prices are low and the net return high.”

A point to bear in mind is that the best known securi-
ties, and those most readily convertible, will, for those very
reasons, fluctuate more in financial crises than those securi-
ties of perhaps equal value, but which are not dealt in, to
such an extent, on the Exchanges. Securities of the smaller
cities or towns, e.g., have shown less depreciation than has
been the case with other bonds. -

If now we take the large security holdings of any com-
pany and rank them from the standpoint of safety: they
would probably range as follows: Government, {nummgal.
railroad, public utility (other than railroad), and industrial.
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For and Against Industrial Securlties.
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