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PREFACE.

THE PROCESS OF VALUATION.

1. For the information of those who are not familiar with the
process of valuation it has been thought advisable to indicate briefly
what is the nature of this process, particularly in regard to the under-
takings of approved societies.

2, The explanation given relates to ihe principles adopted and
does not necessarily indicate the stages through which the work
actually passes. In practice the volume of calculations is reduced
by the use of prepared tables, the results arrived at being the same
ag if the processes described below had been followed in detail,

3. Valuation, as applied to insurance institutions, is a measure-
ment of future benefit payments on the one hand and of future
contribution receipts on the other. It involves, in the first place, an
estimate of the number of members of each present age who will
survive to each future year until, with the lapse of time, the last
survivor is dead, or has passed out of insurance from any other cause
required to be recognised in the caleulagions. In the second place,
when the number of persons surviving in insurance to each succeeding
vear has been estimated, it is necessary to calculate the amount of
the claims these persons will make in the year and the amount of the
contributions they will pay. In ealeulating the benefits to be drawn
under the system of National Health Insurance, note must be taken
of the ages to which the insured will have attained, for, except in the
case of medical benefit, age is an important factor in this connection.
Resort must be had, for example, to tables of * sickness rates ™ to
measure the charge for sickness and disablement benefits. Such
tables show that, in general, the average amount of sickness increases
steadily with age and represents (in the case of men) barely a week
a year at ages under 30, while at age 65 it reaches about 8 weeks.
As age advances the average amount of claims for sickness and
disablement benefits thus grows regularly, although the number of
persons surviving to claim these benefits is as regularly diminishing.
The same methods of calenlation apply in regard to maternity
benefit, although in this case the course of the claims from age to
age is different, the liability diminishing after a comparatively
early age has been passed. In connection with sickness, as well as
with survivorship, the element of age enters into the estimate of
contributions receivable in future years since during incapacity for
work contributions are not payable,
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NATIONAL HEALTH INSURANCE.

Report by the Government Actuary on the Third
Valuation of the Assets and Liabilities of Approved
Societies.

GOVERNMENT ACTUARY'S DEPARTMENT,
London, S.W.1.

10th November, 1931,

The Rt. Hon. Sir E. Hiwrox Youxe, G.BE., D.5.0., D.8.C, M.P,,
Chairman,
National Health Insurance Joint Committee.

SIR,

1. I have the honour to submit my report upon the third
valuation of the assets and liabilities of the approved societies as
carried out by the Valuers appointed by the Treasury under Section
74 of the National Health Insurance Act, 1924,

Tae Varvariox DAaTEs.

2. By the National Health Insurance Act the assets and liabilities
arising under the Act of each approved society or branch of a society
are required to be actuarially valued at the expiration of every
five vears, or at such other times as the Minister may appoint. In
the cireumstances explained in my report on the second valuation
the approved societies were divided on that oceasion into two groups
valued respectively as at 31st December, 1922, and 31st December,
1923. It iz essential, in the interests of administrative efficiency
and economy, that the heavy work of valuing the 7,600 approved
societies and branches should be so spread as to provide, as far as
possible, continuous employment for the stafi engaged upon it,
and a further step towards the attainment of this objective was
taken in making the arrangements for the third valuation, the
societies being divided into three groups with the valuation dates
respectively of 3lst December, 1927, 31st December, 1928, and
31st December, 1929, These groups were constituted as follows :—






TasrLe .
Number of Number of Members at the Date of
Valuations : Valuation,
Country. (Societies e . S
and
Branches). Men. Women, Total.
England 6,688 0,283,980 4,834,790 14,118,770
Seotland 407 1,076,482 585,650 1,662,141
Wales i I 367 329,307 62,672 392,060
Northem Ireland ... 56 126,561 80,602 207,163
Total ... 7,608 10,816,420 b,bo63,723 16,380,143

6. Exact statistics are not available as to the number of insured
persons resident in any particular country who are included, in
Table I, in the membership of societies domiciled in other countries.
The insured populations in Wales and Northern Ireland are, however,
much greater than this table would suggest, and in order that an
accurate view of the local distribution of the insured may be obtained
a rearrangement of the figures with reference to this point is necessary.
In the main the valuation registers give particulars of persons who
were resident in each country at the time of their entry into insurance,
without adjustment for cases of subsequent migration. Substan-
tially, no doubt, these particulars still afford a reliable index to
the resident populations; their aggregation gives the following

table :—
TasLe II.
National Distribution of Imsured Population.
e imdaed - i B
Country. Men. Women. Total.

England 8,703,001 4,651,563 13,445,464
Beotland 1,145,215 587,867 1,733,182
Wales : st 679,865 182,435 862,300
Northern Ireland ... 197,339 141,858 330,197

Total 10,816,420 5,603,723 | 16,380,143
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Act, 1925, and thenceforth ceased, so far as the liabilities covered by
the valuations are concerned, to be included in the membership of
the approved societies. Table IIl shows the numbers accordingly
. taken out of the societies’ figures of membership. Making a corre-
sponding adjustment as at the date of the second valuation and
excluding from both statements the numbers relative to Class K
(women) the comparable membership figures are as follows :—

Men, Women.

Second Valuation vee 9,806,855 4,788,986
Third Valuation ... e 10,816,420 5,427,131
Inecrease 1009, 565 638,135

Of the 5,427,121 women, 1,132,244, or 21 per cent., were married.

9. The increases shown above represent 10-3 per cent. in the case
of men and 13-3 per cent. in the case of women. As the estimated
increase of the whole population of England and Wales at the
insurable ages in the five years 1923-28 was only about 5 per
cent., it is evident that special causes have operated to augment
the numbers of the insured population. One of these is the large
addition to the number of voluntary contributors. Mainly, no doubt,
as the result of the encouragement given to this class of insurance
by the Contributory Pensions Act of 1925 the number of voluntary
contributors had inereased, it is estimated, from 30,000 men to
250,000 and from 10,000 women to 35,000, A second cause of
increase in the numbers insured is the effect of the provision of
the Act of 1928 which extended by an average of nine months the
previous *‘free year ™ of insurance granted to those persons who
had left insurable employment. This change resulted in the
inclusion in the valuations of some 100,000 men and 130,000 women
who would have been written off the registers, under the previous
conditions, as having ceased to be insured. Adding fo these numbers
the aceretions expected from the inerease of population and from
the replacement of those who have fallen out of industry through
invalidism (in all about 550,000 men and 150,000 women) and
making due allowance for the increases of society membership
corresponding with the decline in the number of deposit contributors,
exempt persons, and members of the Navy, Armyv and Air Force
Insurance Fund, there remain to be accounted for nearly 100,000
men and over 300,000 women. It is believed that in the case of
men this addition is to be attributed largely to the movement of
industry and the development of new industries, and that in the
case of women there are further causes, both social and economic,
the discussion of which is, however, beyond the scope of this report.
It is significant in this connection that while the number of
insured unmarried women has increased by 420,485, or 109 per
cent., the growth in the number of insured married women is 217,650,
or 238 per cent. An analysis of the married women according to
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of the funds actually accumulated out of the contributions of the
insured and their employers, with the interest earned by their
investment. The total assets are summarised in the following
table :—

TasLe V.
Funds of Approved Societies at the Valuation Dates.
£
Reserve Values ... 49,636,000
Investment Account {l}ﬂpm bmunt-al} 53,772,000
Current Account (Departmental) a5 4,894,000
Societies’ Investments—
Murtgu.gas and Loans ... 205 5,418,000
British Government Securities 42 524 000
British Loeal Authorities’ Securities .. 2,511,000
Other Investments 2 5,488,000
Caszh in hand, acerued mtﬂmﬁt a.ndul;.lmrﬂ.ssnts 2,902,000
Total 525 40 £167,145,000

These assets were held in respect of the following accounts :—

- 4
Benefit Funds 156,024,000
Contingencies Funds i i T 5,225,000
Balanees of &tlm.unatmtmn and Additional
Benefit Accounts and other liabilities 5,800,000
Total cee E1GT7,145,000

12. At the second valuation the total funds of approved socicties
amounted to £189,660,000, of which £97 400,000 were represented
by reserve values, These now stand at £49,636,000, the change
being attributable chiefly to cancelments, amounting to £39,300,000,
to which effect was given as at 31st December, 1925, following the
net reduction of the liabilities of the approved societies by the
termination at the age of 65 (instead of 70) of sickness and dis-
ablement benefits, and of contributions, under Section 37 of the
Widows’, Orphans’ and Old Age Contributory Pensions Act, 1925,
The increase of monetary assets during the inter-valuation period
was about £25} millions, the investments and cash in hand, ete.,
having grown from about £92} millions to £117 millions.

13. The growth of the funds over a series of years provides in
itself no criterion of the strength of an insurance institution. To
supply this is the function of the valuation., Taking the increase,
however, as a matter of statistical interest, two points should be
observed. The first is that reserve wvalues fo the amount of
£10 millions have been redeemed in the period ; this sum represents a
reduction of book credits and a corresponding increase of money
assets.® The second point is that during the period a sum of a

* The greater part of this £10 millions had been accumulated in the Reserve
Suspense Fund as a consequence of the abnormal numbers of cessations of
insurance in the post-war years and was distributed in 1925.
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least £15 millions has been expended by the societies in additional
benefits ; to this extent the growth of funds has been correspondingly,
and properly, retarded.

Tue VaLvarion Basis.

14. The valuations have been made 6n the basis prescribed by
the National Health Insurance (Valuation) Regulations, 1929.
Under these regulations the future claims for sickness and disable-
ment benefits were estimated, in the case of men, in close accordance
with the rates of sickness shown by the Manchester Unity Experience,
1893-97. In the case of women the basis was provided by the
experience in the year 1923 of a group of societies, so selected as to
be typical of the whole. Separate rates of sickness were obtained
for unmarried and married women respectively and were increased
by ten per cent.* The liability in respect of maternity benefit,
under both men’s and women’s insurances, was estimated on the
actual experience of a representative group of societies in the years
1921-23, a small margin being added as a matter of precaution.
The probabilities of survivorship from year to year incorporated
in the valuation basis were deduced from the mortality experience
of the population of England and Wales in the years 1920-21,
separate rates being obtained for men and women respectively.
The future interest earnings of the funds were assumed at the rate
of 4 per cent. per annum.

15. It is advisable to repeat the reference made in the report
on the second valuation to the fact that in the case of each sex a
common basis of valuation has been employed for all societies and
branches without regard to the divergencies from the standard
experience which arise in particular cases. The rate of contribu-
tion is uniform, for persons of each sex, throughout the whole system,
and on the basis of computation adopted the major part of it, which
is payable to the benefit funds, isequal in value, at the age of 16, to
the future benefits and cost of administration chargeable against these
funds. A common standard of valuation must accordingly be em-
ployed, a conclusion which is emphasised by the provisions of the Act
relating to the grant of reserve values and transfer values and to
the redemption of deficiencies.

It is a necessary consequence that the results of the valuations
reflect the divergencies of past experience from the standard without
anticipating those of the future. The position in regard to this
subject is fully explained in a report of the Actuarial Advisory Com-
mittee, dated 28th January, 1915, which was published as
Appendix B to my report on the first valuation of the approved

societies.

* The rates for married women generally exceeded those for unmarried,
the excess being very marked in respect of sickness benefit. For technical
reasons the whole of the excess was treated as an addition to sickness benefit,
csommon rates for disablement benefit heing employed.
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16. The present basis of valuation differs from that last adopted
in the following particulars. In the case of men the provision for
the future cost of sickness and disablement benefits has been reduced
by 11} per cent. as the result of removing the margin previously
added to the sickness rates of the Manchester Unity Experience,
1893-97. In respect of women the provision for future claims for
sickness and disablement benefits has been slightly increased in
the case of the unmarried and augmented by about 40 per cent.
in the case of the married. The provision for future claims for
maternity benefit has been reduced by 15 per cent. in respect of
men’s insurances and, on average, by about 40 per cent. in respect
of insured women. The rate of interest required to be eared by
the funds has been increased throughout from 3 per cent. to 4 per
cent., and life tables providing for inereases in the numbers surviving
to the higher ages have been employed. These alterations,
which in another connection had previously received the
approval of the Actuarial Committee set up to advise the Royal
Commission on National Health Insurance, were inveolved in
the financial reconstruction following upon the reductions of
the State grant and the increase in the charges on insurance
funds in respect of the cost of medical benefit provided for by the
Act of 1926, They were so arranged as to preserve the principle
that, on the basis of valuation adopted, the contribution credited
to the benefit fund of a society should be equivalent in value to
the related benefits and cost of administration in the case of an
entrant into insurance at the age of 16. The small adjustment of
the reserves of the societies which was also needed was combined
with the operation by which the reduction of reserve values required
by the Contributory Pensions Act was effected, as explained in
paragraph 12 above.

THE Varvarion REesurrs.

17. The result of the valuation of each approved society, or
a combined total for each society with separately valued branches,
is given in the Appendix. On summarising these results, it is found
that in the case of 7,001 societies and branches, comprising
15,222,143 members, the valuations disclosed surpluses aggregating
£36,638,344, the average surplus per member being £2-41.
Deficiencies were found on the valuations of 418 societies and
branches, with a membership of 722,131, the total amount of
the deficiencies being £847,667 or, on average, £1'17 a member.
In 189 cases, with a membership of 435,869, the assets and liabilities
were equal. In 177 of these cases equality was produced by grants,
amounting to £83,445, from the Reserve Suspense Fund (which
for this purpose has the support of the Central Fund) under
Section 3 of the Aet of 1926, Corresponding grants, totalling
£436,962, were made in 399 deficiency cases ; the deficiency shown
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with the related English (and Northern Irish) Funds. As in certain
other cases, the Scottish Funds of these societies still remain as
separate units, but there are now no “ international’ societies
with separate funds for Wales,

21. It will be observed from this table that while, taking the
gyvstem as a whole, societies insuring 93 per cent. of the membership
are in the possession of surplus the corresponding proportion in the
case of the societies in Wales is under 48 per cent. It will be seen,
further, that in surplus cases the average surplus per member in
the Welsh societies is much below the general average. These
unfavourable results are to be attributed in part to occupational
conditions and in part to the effects of the dispute in the coal
mining industry in 1926, a subject which is examined at greater
length in a later section of this report.

22, In Table VII (see page 17) the valuation results are shown
separately in respect of units insuring men only, women only, and
men and women in common funds. It will be seen that the average
amount of surplus in the case of men who are insured separately
from women is £2-76, while the average in the case of the corre-
sponding class of women is £1-11, The significance of this contrast
is accentuated by the fact that, in the circumstances explained in
paragraph 24 below, the persons who are separately insured now
include a large number in respect of whom separation of funds was
recently effected and was conducted on such a basizs as to secure
to the women concerned approximately the same surpluses per head
as were assigned to the corresponding groups of men.

23. The fact that in the cases of surplus in which men and
women are insured together the average surplus is £2-99 a member,
or nearly 10 per cent. above the average of units insuring men only,
iz not to be interpreted as contradicting the conclusions to be derived
from the figures just cited ; it is no more than an ineidental
result of the fact that a very small proportion of the membership
of the industrial assurance group is now comprised in societies and
funds which include men and women in common insurance, If
reference be made to Table VIII (see pages 20-21), in which the
valuation results are separately shown for the several groups, it will
be seen that while in every case the average surplus per member
in cases of separate insurance is much less for women than for men,
the average in the cases of common insurance lies between the
men’s and women’s figures except in one group where it is the lowest
of the three.

24, It will be found on comparing Table VII with Table V of the
report on the second valuation that the number of persons insured
in funds restricted to members of one sex has largely increased,
the present proportion of the whole number of members of societies
g0 insured being 72 per cent. as against the previous figure of 46 per
cent. I referred in my last report (paragraph 55) to the unfavourable
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experience of women and to its effect upon the societies insuring
members of both sexes in a common fund. In the intervening
period 16 societies and 81 branches, including 2,651,890 men and
1,736,453 women, have provided in their rules for separation of
funds and the separation has been carried out either in connection
with the third valuation or on a special valuation at a somewhat
earlier date. The principle followed in the division is explained
in paragraph 32 below. At the third valuation, 3,936 units (of
which 3,342 were branches of friendly societies) insuring 3,383,800
men and 1,275,756 women remained on the basis of common insur-
ance. It is presumed that in many of these cases separation is
delayed by the fact that the women concerned are too few in number
to constitute a distinet insurance unit. This, no doubt, presents
an administrative difficulty, but where a marked difference between
the claims of men and women is observed a satisfactory solution
should nevertheless be sought, separation being the only course
which in the circumstances will do justice.

25. Table VIII (see pages 20-21) shows the waluation results
under the departmental classification of the approved societies.
This table should be read with certain qualifications. Group (2),
friendly societies without branches, contains ten cases of men
insured alone in which there is an aggregate deficiency of £288 673.
It is found that of this amount about £266,000 is attributable
to two miners’ societies which are industrially allied to the trade
union group, though so constituted as to be classified with the
friendly societies. Further, in Group (2) it is shown that there
are 17 cases of deficiency, totalling £118,494, in which men and
women are insured in common funds. On examining these cases
in detail it is found that only four of them, with deficiencies of
£5,251, are in England and Scotland. Nine, with deficiencies of
£73,451, are in Wales and reflect the consequences of the special
conditions referred to in paragraph 21 above, while four, the
deficiencies of which reach a total of £39,792, are in Northern
Ireland. The friendly society groups are, of course, cosmopolitan
in eonstitution and these results of exceptional eonditions affecting
certain of their smaller elements acquire, perhaps, an undue
prominence when surpluses and deficiencies are separately exhibited.

26. Group (3), consisting of industrial assurance and collect-
ing societies, includes about two-thirds of the whole of the
persons who are separately insured with reference to sex, and
in this case the average surplus for men (£2-05) is considerably
less than that of any of the other groups. This figure callz for
analysis in view of the fact that the group is mainly composed
of two blocks of associated societies or funds with male member-
ships of about 2,000,000 and 1,500,000 respectively. In the larger
bloek (4 funds) the average surplus is £3-08, while in the smaller
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{2 funds) it is £1-16. Heavier claims for sickness and dizablement
benefits and greater losses ¢f contributions through unemployment
go some way to explain the lower of these two figures but do not
account for it entirely. Another important element is found in
the fact that up to 1927 the men coneerned were associated in comman
insurance with about 1,000,000 women whose claims for sickness and
dizablement benefits had been relatively very heavy. The common
surplus had been reduced accordingly, and on its apportionment,
on the principles explained in paragraph 32 below, the amount
allotted to men was thus substantially less than the sum which
would have stood to their credit had the sexes been separately
insured throughout. It follows that the average surplus of the
women insured alone in Group (3) (£:-87) is somewhat higher than
it would have been had not a million of them had the advantage,
up to 1927, of common insurance with the male members of the
same society.

DisposaBLE SURPLUS,

27. Section 75 (1A) of the Act of 1924 directs that where a
surplus is found the wvaluer shall only certify as disposable such
part of it ag, in his opinion, having regard to the cireumstances and
prospects of the society or branch concerned, may reasonably be
expended over the period to which the duration of the scheme of
additional benefits following the valuation is to be limited. This
responsibility is rightly placed upon the valuer, since the question
of the extent to which a surplus appearing on the valuation of an
insurance fund may safely be distributed is essentially one for the
application of the professional judgment of the actuary. In the
conditions which have prevailed in recent years the resulting task has
sometimes proved peculiarly onerous. The claims for sickness and
disablement benefits have risen generally, and in certain cases it has
been evident that the greater part, sometimes indeed the whole,
of a surplus acquired under the more favourable conditions of the
past must be reserved to protect the funds against a probable excess
of claims in the future. These cases, fortunately, have been relatively
few, although some important societies and funds are included among
them. In most cases the claims, while following the general upward
course, have been well within the provision made for them, ar.d it has
been possible to limit the reserve carried forward to such an amount as
to enable a substantial part of the surplus to be released for distribu-
tion. It was found that in a large number of units, particularly
among small societies and branches, the surplus remaining after the
reserve had been fixed at the minimum which prudential considera-
tions would dictate was sufficient to permit of an increase of the
additional benefits granted after the second valuation. In such
cases the provisions of the statute were interpreted as requiring the
valuer to pay due regard to the prejudicial effects which a subsequent
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tions have, however, been made to show the average amounts of
additional benefits which could be provided by the societies and
branches with disposable surplus, on the assumption that one-half
the aggregate sum disposable is applied to the increase of sickness,
disablement and maternity benefits and the other half to the provi-
sion of " treatment ” benefit in its various forms. The results are
shown in Table X (page 23).

The figures here given are very striking. When analysed they
indicate that in the case of 11} millions of insured persons (i) the
normal rates of sickness and disablement benefits may be increased
on the average by 25 per cent. over the duration of the schemes
(generally five years) and the normal rate of maternity benefit be
correspondingly increased by 18 per cent., and, in addition, (ii) a
sum of nearly 5s.a member may be provided annually for benefits of
the * treatment * type.

30, The aggregate amount of surplus applied to the provision
of additional benefits after the second wvaluation, as adjusted for
the change of basis, for the reduction of the State grant, and for
the exclusion from additional sickness and disablement benefits
of the persons aged 65-70 from 2nd January, 1928, is estimated
to have been £24% millions. The disposable surplus on the third
valuation being £19,811266, the average amount of additional
benefit, in its various forms, which can now be provided (after
allowing for the effect of changes in the numbers, ages, and other
conditions of the insured population) is 78 per cent. of that granted
on the second valuation. It is found on classifying the valuation
results that of the units which gave additional benefits after the
second valuation, 47 per cent., covering, however, 16 per cent. only
of the membership, are in a position to increase these benefits, while
12 per cent., with 18 per cent. of the membership, are able to maintain
them. On the other hand reductions are required in the case of
26 per cent. of the units, covering 39 per cent. of the membership,
and in the case of 15 per cent. of the units, insuring the considerable

«proportion of 27 per cent. of the membership, additional benefits
can no longer be provided, except in so far as any of the surplus
appropriated to treatment benefits after the second valuation remains
unspent.* The reductions and discontinuances are specially marked
in the case of women and in the case of all members of those societies
which have recently separated their funds as between men and women.
In these latter cases the additional benefits fall, on the average, to
52 per cent. of the amounts provided on the second valuation in
the case of the men, and must be discontinued in the case of all
but 6 per cent. of the women. Execluding this group, the new
additional benefits will on average be 87 per cent. of those last
provided. A summary of the variations is shownin the following
table.

* All subzequent references to discontinuance of additional benefits are
subject to this small qualifieation,
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31. Table XI may be restated, with reference to sex of insured
persons, as follows :—

Tasre XIL

Men, Waornen,
Aﬁi;lé:;?:;ﬂ“l Per I Change in :' Per | Change in
it I eent. | Additional Maher cont. |Additional
: ) Benefits, | *| of | Benefits.
total. | (per cent.) total, |{per cent.)
Inereased ... | 2,229,108 21 £ 25 305,597 (i1 4 26
Maintained ... | 2,597,821 25 _ 206,450 4 —
Redueed wee | 4,657,800 | 45 — 31 1,591,278 29 — 34
Discontinued 087,393 b | — 100 3,380,321 i 6l ! — 100

32, 1t will be seen from this table that,in societies and branches
which gave additional benefits after the second valuation, 21 per
cent. of the men but only 6 per cent. of the women now secure an
increase. On the other hand only 9 per cent. of the men have to
suffer the discontinuance of additional benefits while in the case of
women 61 per cent. are found in this position. Even so it cannot
be said that the table shows the full results of the differing experiences
of the sexes. Societies and branches comprising 4,659,655 members
still insure men and women in common funds, and there can be
no doubt that among this section of the insured there are many
cases in which the adverse experience of the women, and the con-
sequent need to carry forward a substantial surplus, has curtailed the
additional benefits of the men insured in the same funds. Moreover,
reverting to the cases in which common funds insuring men and
women together have recently been divided, it is important to
realise that the apportionment has been made on the basis of a
dissolution of partnership, men and women respectively taking
their shares in the fund as computed by reference to net liability.*
It follows that since the women’s experience has been relatively
unfavourable (for in all cases the separation of funds appears to
have been induced by this cause) the men who have hitherto been
in common insurance with them have suffered a double disadvantage.
The growth of the surplus in which they are interested has been
checked by the women’s claims, and on its apportionment the women
have received a substantially greater sum than the surplus which
would have been to their credit had the sexes been separately

* “ Net liability * is the difference between the present value of the future
benefits (at the normal rates) chargeable to a society’s funds and the present
value of the future contributions, {.e., it is the amount which a society must
posszess in its benefit fund in order to be exactly solvent.
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insured from the beginning. Despite this fact the position in regard
to the women concerned was found to be such that in the case of
94 per cent. of them no part of the surpluses to their credit could
be certified as disposable. The societies have been advised in
some of these cases that the claims on the women’s fund are so
heavy that, failing marked improvement, the surplus will be
absorbed in a few years in meeting the cost of the ordinary benefits,

DEFICIENCLES,

33. As stated above (paragraph 17) deficiencies were disclosed
in 418 cases, namely, 50 societies and 368 branches. In the case of
branches, a deficiency is primarily chargeable against the con-
tingencies fund of the society of which the branch is part. With
one exception this fund was found to be ample for the purpose.
In the case of a society in deficiency, the contingencies fund of the
society is applied in the first instance towards making good the
deficiency, and in 21 of the 50 cases which arose it was sufficient to
restore solvency. In six cases the deficiency remaining was made
good by levy on the contingencies funds of small societies andfor
by the absorption of certain balances. In the other 23 cases the
position was reported for consideration under the provisions of the
Act relating to the Central Fund. The same course was taken
with the branch society of which the contingencies fund was found
to be insufficient to make good the deficiencies in the branches.
The ecircumstances in this case (A.S. No. 242) were, happily, excep-
tional. Of 284 branches, 177 were solvent, 22 were brought to
solvency by grants under Section 3 of the Act of 1926, and 85
remained in a state of deficiency after receiving the maximum
grants for which this section provides. The total of the deelared
deficiencies in these cases was £61,971, and, as the society’s con-
tingencies fund amounted to no more than £43,466, a balance of
£18,505 remained as a potential charge upon the Central Fund.
It would be beyond the scope of this report to discuss the causes
which had led to this serious condition of affairs, but it is significant
that several branches had been permitted to exhaust their benefit
funds and to contract debit balances as between themselves and
the society.

34, Of the total amount of the deficiencies, namely £847 667,
there fell to be discharged £343,717 by resort to contingencies funds
and £981 by the absorption of balances, leaving an aggregate sum of
£502,969 in regard to which the question of grants from the Central
Fund arose. The number of cases in this latter category was 108,
consisting of the 23 societies and 85 branchies of one society referred
to in the last paragraph.
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35. The distribution of the amount of £343 717 obtainable from
contingencies funds, under Section 76 of the Act, for the liquidation
of deficiencies is as follows :—

From the Contingencies Funds of the societies concerned ... e 1 TE?TB{"-
By levy on the Contingencies Funds of small soeieties—
England ... v E214
Beotland ... SR
e 458
From the Contingencies Funds of societies with branches ... T 170,474
Total e E3438.T17

36. Much light is thrown upon the causes of deficiency by a
study of the statistics relative to the cases of “ apprehended defi-
ciency ' which have been reported to the Departments in connection
with the question of grants under Section 3 of the Act of 1926.
The number of such cases was 601 (72 societies and 529 branches),
covering a total membership of 1,311,034, of whom 749,112 were
men and 561,922 women. In the aggregate these units brought
forward surpluses from the second valuation, inclusive of contin-
gencies funds, amounting to £1,060,000, and with interest this sum
would have grown to nearly £1,300,000 at the time of the third
valuation. On this valuation, however, *“ apprehended deficiencies™
totalling £1,456,495 were discovered, the full amount of retrogression
thus being about £2,750,000. The total of the amounts by which
the financial position of the several units had been * made worse ™
as a consequence of the provisions of the Act of 1926 (these amounts
also ineluding acecumulations of interest) was £701,190 ; it thus
appears that 25 per cent. only of the retrogression was attributable
to this cause.

37. The most prominent causes of decline are the heavy claims
for sickness and disablement benefits and the shortage of contri-
butions which have been experienced. Although the “expected ' cost
of sickness and disablement benefits has been calculated on the full
rates of benefit, disregarding the reductions imposed for arrears of
contributions (which, among the members of the group of societies
and branches under examination, must have been very numerous)
the ratio of actual cost to * expected ” is found to have been, in
respect of sickness benefit, 124 per cent., and in respect of disable-
ment benefit 148 per cent. The contribution receipts in the same
period were only 88 per cent. of the sums required on the valuation
basis.

38. In view of the fact that a high proportion of the male members
of the societies and branches with * apprehended deficiencies * were
employed in the coal mining industry, the figures expressing the
actual and * expected ” cost of sickness and disablement benefits
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in the case of men were divided into three broad groups by
reference to occupation.®* These were as follows :—

{a) Coal Mining ... FFy: 287,889 members
(b) Coal Mining anrl othﬁr Industnas T 204 365 5
{¢) Miscellaneous, not known to mﬂlude Coal

Mining 166,858 5

The respective percentages of actual to “expected 7 claims in
these groups were found to be as follows :—

Sickness Benefit, Disablement Benefit,
(e} - i 138 154
() L i 124 131
(] s i 105 138

These figures compare very unfavourably with the corresponding
averages for the whole body of insured men, namely sickness benefit
92 per cent. and disablement benefit 90 per cent.

There is no doubt that certain classes of industrial workers are
subject, either by the conditions of their occupation, or by its effects,
to more than the average amount of incapacity as this is understood
in relation to claims for sickness and disablement benefits, and that
coal miners are conspicuous in this respect. This fact will go some
way to explain the very adverse figures here shown but cannot, it
is believed, account for them entirely. Strong evidence to support
the conclusion that other influences have been at work is provided
by the comparative figures of sickness claims paid in the years 1925,
1926, and 1927 by the units composed entirely or partly of coal
miners.

The relative figures are as follows :—

Payments in
Sickness Benefit,

£
Group (a) 1925 ... 274,620
(Coal Mining) 1926 ... 441,444
1 T e e I 265,456
Group (b) 1925 ... 231,154
(Partly Coal Mining)+ 1926 ... 462,955
1827 . 229, 804

It will be seen that in each group ti:e cost uf sickness benefit
went up in 1926 by approximately 60 per cent., and in 1927 {fell
slightly below the level of 1925. The excess of 1926 is clearly associated
with the dispute of that year in the mining industry, and was con-
centrated, presumably, in the seven months over which the dispute
extended. It is probable that during these months the claims for
sickness benefit made upon the societies and branches affected by the

* The records under National Health Insurance do not show the cccupations
of the members of approved societies, but societies consisting mainly of
workers in the coal mining industry are easily identified. In the case,
moreover, of societies which are registered under the Friendly Societies Act,
and branches of such societies, sufficient information for the purpose of this
limited classification was obtainahle, by the courtesy of the Chief Registrar,
from the valuation returns rendered under that Act.
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dispute, and now found in a state of * apprehended deficiency ",
were approximately double the amounts paid in the corresponding
periods of the years immediately before and after the dispute.

39. The experience of the members in these two groups contrasts
significantly with that of the whole population of insured men for
the three years 1925 to 1927, It is estimated that in 1926 the cost
of normal sickness benefit over the whole body rose by about
16 per cent. as compared with 1925 and in 1927 fell by about 3 per
cent. only from the level reached in 1926. In the mining groups
of the deficiency cases the increase in 1926 was 60 per cent., and the
fall in 1927 from the level of 1926 was nearly 40 per cent. It is
evident that a special canse was vitally affecting the experience of
these groups in 1926 and that with the cessation of that cause the
cost of sickness benefit fell to an even greater extent than general
experience would have suggested. Some part of the reduction
in the cost in 1927 is attributable, doubtless, to the reductions
of benefit in that year due to arrears contracted in the contribu-
tion year 1925-26, which (apart from the period of dispute which set
in towards its close) included several months of very heavy unemploy-
ment, but the major part of the fall must have been brought about
by the cessation of the abnormal claims which so obviously were
made upon the societies during the dispute.

40, The receipts from contributions in respect of men in the
cases under examination were 85 per cent. of the * expectation.”
The corresponding figure over the whole population of insured men
was 96 per cent. The difference is evidently to be ascribed to the
long depression in industry generally, combined with the sus-
pension of eontributions in the mining industry during the seven
months of the stoppage in 1926. This latter feature is clearly
brought out by the figures relative to group (a), which econsists
almost entirely of workers in and about coal mines ; the contri-
bution receipts of this group were so low as 83 per cent. of the
* expectation.”

41. The position as to the insured women, numbering 561,922,
in the cases of “ apprehended deficiency ™ ecalls for separate con-
sideration. The sickness elaime of these women were equal to 122
per cent, of the “expectation ™’ caleulated with reference to full
benefits, and their disablement claims to 159 per cent. These figures
compare with 104 and 138 respectively in the case of all women,
indicating that among the ddficiency cases the sickness claims
have been 17 per cent. and the disablement claims 15 per cent.
above the general average. The financial effect of this experience
is very marked. Of the whole number of women concerned
(362,000) approximately 400,000 were in societies or funds
which insured women only. In these cases the surpluses brought
forward from the second valuation (about £350,000, including
contingencies funds) would have grown by interest to about
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£420,000 at the third valuation ; the results actually found were
“ apprehended deficiencies * amounting to £220,000, thus showing a
total retrogression of £640,000, of which no more than £80,000, or
121 per cent., was found to be due to the effects of the Act of 1926,
Shortage of contributions is a generally noticeable feature, but it
is clear that the grave decline which the valuation results exhibit
is to be ascribed in the main to the great excess in the claims for
sickness and disablement benefits.

42, It is difficult to find adequate reasons for this experience.
Occupationally this group of women would appear to present no
special features, industrial workers of all kinds and domestic servants
being included without, apparently, an undue admixture of any
class from which unusually heavy claims might reasonably be
anticipated. Married women appear to constitute a somewhat
higher proportion of the total than is the case among the whole
population of insured women, but the difference is not so great as
to supply a reason for any material part of the abnormal execess.

43. In regard to both men and women due weight must be
given to the fact that a substantial proportion of the persons insured
in the units which have been found to be in a state of apprehended
deficiency are members of comparatively small branches, in some of
which a few md:sputahle cases of protracted incapacity may have
produced a serious execess of claims. But when full allowance has
been made for this point and for the special difficulties by which
the coal-mining section has been beset, it is impossible to aveid the
conclusion that to a considerable extent the group consists of societies
and branches the administration of which falls definitely below the
general standard.

ProriTs AND LossEs ON THE VALUATION ESTIMATES.

44. In the report on each of the previous valuations an exhaustive
analysis was made of the various items of profit and loss which had
combined in producing the net surplus shown. The preparation of
this analysis was a task of considerable magnitude, and the changes
brought about by the Acts of 1925 and 1926 have made it impractic-
~able to repeat it on the present occasion with the degree of precision

previously attained. It i, however, shown in paragraph 19 that

the increase in the net surplus during the inter-valuation period
has eorresponded closely with the sum of two major items of profit,
namely the interest which the surplus has itself earned and the
produce of “ margins 7’ in the valuation basis which ceased to be
available after the year 1925. It is, therefore, to be inferred that
other factors of profit and loss on the valuation estimates have
nearly balanced each other, taking the approved societies as a
whole. In the following paragraphs the more important of these
factors are examined.
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Sickness and Disablement Claims.

45, In Table XIII the amounts distributed by societies in sick-
ness and disablement benefits are compared with the estimated
amounts provided for on the basis of valuation employed on the
prezent occasion. The latter amounts are, for convenience, denoted
as the “expected payments.” The table does not include the
sickness benefit temporarily provided to women who have left
insurable employment within a year of marriage (Class K).

TaBrLe XIII.

Sickness and Disablement Benefit Claims. Comparison of Exzpected

and Actual Payments.

SBickness Benefit. Disablement Benefit.
= Percentage Percentage
Expected. | Actual. ot ‘ﬂ‘;__“:uﬂ] Expected. | Actual of ﬁ"f‘“&j
Expected. Expected.
£ £ £ £
Men ..o 43,050,0000 39,620,000 02 21,400,000| 19,330,000 a0
Women .| 18,010,000{ 19,670,000, 104 8,540,000 11,750,000, 138
Total .| 61,960,000{ 59,290,000 06 20,940,000 31,080,000 104

46. The figures given in Table XTIII are subject to the folowing

points :—

(i) The amounts of actual and * expe
figures, i.e., inclusive of the State grant.

cted ' cost are gross
In each case

additional benefits payable under schemes current during
the inter-valuation period are included.
(ii) In certain cases where the right to sickness benefit has been
in abeyance, in whole or in part, and reduced contribu-
tions have accordingly been paid (members of the Forces
and of the Mercantile Marine), the estimated amount of
the reduction of contributions so allowed has been treated
as expenditure on sickness benefit.

(iti) The “expected’” cost of benefits has been calculated as though

full benefit were payable in all cases.

A substantial

number of insured persons have, in fact, been subject to
reduction of benefits in consequence of arrears of contri-
butions, and the actual expenditure has been correspond-
ingly restricted. There are no means of computing the
“ expectation ” with reference to the exact rates of
benefit to which each person was entitled, but in the
case of men it is estimated on making approximate
allowance for this point that the aetual quanium of claims
has been less than 5 per cent.!below that expected. In
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the case of women the excess of claims indicated by the
table would be increased to a small extent by the adjust-
ment required under this head.

47. In comparing the respective relations to the wvaluation
standard of the experiences of men and of women it should be kept
in view that the standard differs as between the sexes. The
assumptions made in the valuations as to future claims for sickness
and disablement benefits are explained in paragraph 14. In the case
of unmarried women the basis there described provides, on the
average, for 25 per cent. more weeks of sickness benefit and for 65 per
cent. more weeks of disablement benefit than would result if the
basis employed for men were used to measure the women’s claims ;
in the case of married women the corresponding additional provision
is about 140 per cent. for sickness benefit and 60* per cent. for dis-
ablement benefit. Taking both benefits together the cost provided
for in the case of all women is 60 per cent. more than it would have
been if the rates of sickness applicable to men had been employed.

48. When the experience of the inter-valuation period is taken
as a whole, the position in regard to the claims of men appears to be
not unsatisfactory, but so far as women are concerned a different
conclusion must be reached. An over-all excess of 4 per cent. in
the claims for sickness benefit is sufficiently disturbing, bearing in
mind (i) that in the case of many societies and branches the claims,
even among women, have been well within the valuation provision
and (ii) that the caleulation has been made on the assumption that
full benefits have heen paid in all cases, irrespective of the effect of
arrears ; an excess of 38 per cent. in the cost of disablement benefit
is a matter of grave import, indicating, as it does, that the claims
for this benefit have been almost universally heavier, and in many
cases very much heavier, than the provision made for them.

49. Some reference should be made to a disquieting tendency
in the claims, in respect of both men and women, which is not
brought out by Table XIII. The figures there given relate to the
whole period between the second and third valuations, but it is
generally known that the claims have everywhere been rising and
in the later part of the period were substantially heavier than in
the earlier years. This feature is brought out in Table A, page 5,
of my report on an Examination of the Sickness and Disablement
Experience of a Group of Approved Societies in the period 1921-27
(Cmd. 3548) and there is no doubt that the experience there exhibited
is characteristic of the whole approved society system. It is certain
that in the years 1927 and 1928 the relation of the claims for sickness
and disablement benefits to the standard was much less favourable
in the case of men and more unfavourable in the case of women
than any of the pereentages in Table XTII would suggest.

* The difference between this figure and that of 65 per cent, named in respoct
of unmarriad women is aceounted for by difference of age-distribution.

(4762 ) B
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in respect of either sickness or unemployment, a corresponding loss
on the wvaluation estimates is sustained. In normal industrial
circumstances, as these were judged when the financial basis of the
Act was framed, the wvariations in sickness would constitute an
important element in the profits and losses realised by societies in
respect of contributions, but during the whole of the period since
the second valuation unemployment has been the dominant factor
in this respect, so far as men are concerned. As regards women the
position is less clear. A shortage of contributions arises at all
times in respect of persons whose employment is seasonal or
intermittent, and women are believed to predominate among such
classes. In the case of women, therefore, a deficit under this head
cannot be ascribed, in the same degree as in the case of men, to
loss of employment.

53. The aggregate receipts from contributions during the inter-
valuation period have fallen short of the valuation requirement by
nearly £7,000,000, or 6 per cent. The position in this respect is
approximately the same for both sexes though, as just indicated,
different causes may, to some extent, account for it.

54, Of the loss of £7,000,000 a sum of about £2,000,000 has
been made good by the payment of commuted arrears and by
grants from the Unclaimed Stamps balance under schemes designed
to ameliorate the position of insured persons who have suffered
protracted unemployment. The losses of the societies in respect
of shortage of contributions have been further diminished by the
reductions of benefit which, under the regulations in foree during the
inter-valuation period, were attracted by arrears not otherwise
discharged, as indicated in paragraph 46 above ; when allowance
has been made for this factor it is probable that a net loss of two
to three million pounds remains and that the growth of the aggre-
gate surplus has been correspondingly checked.

55. Reference should be made to another consequence of abnormal
unemployment. A fixed part of each weekly contribution—-85d.
in the case of a man and -55d. in the case of a woman—is applied
to the service of reserve values. The first charge on the income
thus produced is the provision of interest at the rate of 3 per cent.
on the reserve value credits of societies ; the balance is applied to
the encashment of these credits. If, as in recent years and at the
present time, the income of the * Sinking Fund ™ is reduced by
abnormal unemployment, the whole weight of the loss thus falls
upon the provision for the redemption of reserve values. The
exact date at which the redemption will be completed is perhaps not a
matter of the first consequence to the finance of the scheme, providing
that at all times the amount of outstanding reserve values is being
steadily reduced. It is found, however, that in the years 1026-28
this process was entirely arrested, partly as a consequence, no
doubt, of the large amount of reserve values required for the

(4762) B2
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ciation of investments, or to realisation and re-investment, should
be regarded as available for immediate distribution. This point
has been kept in view, with other factors, in determining the amounts
of surplus to be earried forward to the fourth valuation.

Tae Posrriox oF WoMEX's SoCIETIES ANXD FUNDS.

59. As explained in paragraph 14, the future sickness claims
provided for in the valuation in respect of women arve based upon
the experience of a representative sample of insured women in the
year 1923, with a * loading ™ of ten per cent. It has been shown
that in the aggregate the claims of women in the inter-valuation
period have been in excess of those provided for on this standard
(and gravely so in the case of disablement benefit) and that this
experience has had a serious effect upon the finaneial position of
many of the societies and funds concerned. Iurther, it has been
shown that, as a result, the additional benefits available to women—
and indeed those available to insured persons of both sexes who
are or have been in common insurance—must, over a wide field,
be either diminished very materially or discontinued altogether.

60. The trend of the women's experience, over the whole period
from 1923 to 1930, is even more disturbing than these results of the
valnations. From the data examined in the report referred to in
paragraph 49 it was found that in a representative group of approved
societies the sickness claims of unmarried women (taking all ages
together) had risen by 29 per cent., and those of married women
by 42 per cent., between 1923 and 1927. In the case of disablement
benefit the respective increases were 54 per cent. and 87 per cent.
These are very disquieting figures, compared with the extra provision
of 10 per cent. on the rates of the year 1923 which is made by the
valuation basis. In regard to sickness benefit some improvement
has subsequently been experienced, but taking the average of the
three years 1928-30 the cost is still considerably greater than the
provision made for it. Further, the claims for disablement benefit
have increased even beyond the level attained in 1927.

61. In these circumstances it is clearly necessary that the whole
position in regard to the finance of women’s insurance should be
considered. Existing surpluses, in many cases, can only provide a
temporary bulwark, and serious deficiencies are in prospect. If,
therefore, present benefits are to be maintained, an increase of
contributions is required ; if the contributions are to be regarded
as unalterable, a modification of the benefits is essential. If the
experience of recent years be accepted as providing a reliable
standard for measuring the claims to be expected and if the present
basie principles, e.g., the continuance of disablement benefit without
limit of duration, be retained, I conclude, after going fully into the
subject. that nothing less than one of the following alternative
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changes in the terms of women’s insurance would restore finanecial
soundness :(—

(@) The present benefits being retained, the weekly contribution
to be increased from the present rate of 8id. to 10d.

(b) The present contribution being retained, the rate of sickness
benefit to be reduced from 12s. 0d. to 10s. 0d. per week,
and the rate of disablement benefit from 7s. 6d. to 5s. 0d.
per week.

(¢) The present rate of sickness benefit being retained :

(i) the weekly contribution to be increased from 8id. to
94d., and

(ii) the rate of disablement benefit to be reduced to s, Od.
per week.

62, The ealculations leading to these results give no effect to
the possibility that some amelioration of the position may result
from the urgent representations in regard to certification and super-
vision which have been made to medical practitioners and to
approved societies by the Ministry of Health and other Departments
concerned. Some time must elapse before the effects of these
representations can be seen, but the position is such that this con-
sideration provides no adequate ground for the postponement of
financial changes. To secure the sufficiency of the present
contributions without change of benefits, a reduction of about
20 per cent. all round in the cost of the sickness and disablement
benefits paid to women, on the average of recent years, would be
necessary. Whatever result may come from the efforts now being
made, it is impossible to expect that it can be of this order of
magnitude.

63. It will be observed that the changes of benefit under plans
(b) and (¢) involve the reduction of disablement benefit to one-half
the rate of sickness benefit. This is the present relationship
in the case of men (sickness 15s., disablement 7s. 6d.), but in the
case of women the proportion is five-eighths, the rate of sickness
benefit being 12s., and that of disablement benefit 7s. 6d. The reduc-
tion of disablement benefit to one-half of sickness benefit, whatever
the figure at which the latter may be fixed, appears to be specially
called for as a partial corrective of the disproportionate distribution of
the claims. In the three years 1928 to 1930, against an aggregate
payment to women of £12,500,000 in sickness benefit a total of
£7,900,000 was paid in disablement benefit. Bearing in mind the
difference in the rates of benefit, these figures indicate that in the
case of women the total number of weeks of claim for disablement
benefit was approximately the same as that for sickness benefit.
Protracted claims are not expected in large volume in early life, yet
this is the experience of a system in which only 15 per cent. of those
insured are over the age of 45. In these circumstances it is clear
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that in equity to the general body of insured women there is a
strong case for a special reduction in the rate of this benefit.

64. In an earlier section of this report (paragraphs 23 and 24)
I showed that where men and women are associated in eommon
funds the position disclosed by the valuations is generally less
favourable to the men, and correspondingly more favourable to
the women, than the results brought out in analogous cases wherein
the sexes are separately insured, and I expressed the view that as a
matter of equity the process of separation should be further developed.
While this course was recommended in order to correct the injustice
done to the male members in cases where the claims of the female
members east an unfair burden on the ecommon fund, the desir-
ability of separation would not, in my opinion, disappear on the
institution of remedial measures designed to place the insurance of
women on a sound financial basis. To differences bhetween the
respective rates of benefits and contributions, and wide disparities
between the sickness and disablement experiences of the sexes, has to
be added the fact that insurances based upon employment are
radically different in character as between the majorities of the
persons of either sex who come within the scheme. In the case of men,
insurance is normally permanent and ceases only when the limiting
age of 65 is reached. In the case of women insurance, to a large
extent, is temporary. Two-thirds of those who marry leave insurable
employment at once, or within a year, and a large proportion of
those who stay for a longer period give up employment when family
duties and responsibilities claim their undivided care. In reference,
therefore, to all the essentials of a satisfactory system of mutual
insurance the position of the sexes is fundamentally different; in
these circumstances uncertainty as to the equity of the working of
the scheme as between the sexes, particularly in regard to the dis-
tribution of surplus, can only be avoided by the separation of men’s
and women's funds. The extent to which this can be carried in
practice necessarily involves the question of numbers. It is evident
that separation cannot properly be advocated in cases where the
women concerned are too few to constitute a distinet insurance
unit and cannot be grouped with others on a somewhat wider geo-
graphical basis.

CoNCLUSIONS,

65. While the position revealed by the third valuation is one
of some complexity, its predominant feature is the magnitude of
the aggregate surplus and the substantial additional benefits
enuring to a large proportion of the insured population. Moreover,
as was the case on the second valuation, a considerable part of the
surplus has been carried forward,thus strengthening the reserves of the
societies concerned and, in regard to many of them, promoting a
legitimate expectation that additional benefits will be continued
after the fourth and subsequent wvaluations. In this connection
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