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KEYNES AND INFLATION
by Arthur Pedoe

Rarely a day passes without the name of
Keynes being mentioned in the financial
press. We now have President Nixon’s
announcement of.the price and wage
freeze, the cutling loose of the American
dollar from gold, etc. Reading the com-
ments on the President’s action, one
seems to be reading again the discus-
sions and criticisms of John Maynard
Kevnes’ theories and suggestions. Keynes
died 25 years ago.

In the February 1971 issue of The
Actuary, Keynes name is mentioned in
aeview by Ed Wells of my lext on life

’runce and jpensions. 1 quoted Key-

s’ views on debauching the currenc:
as a heading to the chapter on Inflation.
Ed Wells thought it curious that Keynes
«ol a peerage for pressing views on gov-
ernment expenditures resulting in the
debauching of the British pound which
he had so strongly condemned. A re-
examination of Keynes’ idea is impor-
tant in view of President Nixon’s action,
particularly 1o actuaries.

The quolation is from The Economic
Consequences of the Peace in which Key-
nes, altached to the British delegation
involved in the Treaty of Versailles fol-
lowing World War I, attacked the Trealy.
It was prophetic about the evils of in-
flation:

“Lenin is said to have declared that
the best way to destroy the Capital-
ist Svstem was to debauch the cur-
rency. By a continuing process of in-
flation, governments can confiscate,
secretly and unobserved, an impor-
tant part of the wealth of their citi-
zens . . . Lenin was certainly right.
There is no subtler, no surer means

[ overturning the existing basis of
W¥sociely than to dehauch the curren-
cy. The process engages all the hid-

(Continued on page 6)

WELCOME

We welcome to the Chicago Office,
Mr. Bernard A. Bartels who took
office on January 1 as Administrative
Officer of the Society.

ACTUARIAL SCIENCE PROGRAM
AT GEORGIA STATE UNIVERSITY

by Robert V. Batten

Georria State University in Atlanta has
heen the center of actuarial education
in the Southeast since 1958. Aided by
hoth the financial and moral support of
the Southeastern Actuartes Club. the
Universily’s program at present includes
approximately 80 students working to-
ward a Bachelor’s, Master’s, or Doctor’s
degree.

The actuarial science program is part
of the Department of lnsurance in the
School of Business Administration. An
advantage of being a part of the Busi-
ness School is that an actuarial science
student is able to enroll in courses in
insurance, cconomics, finance, account-
ing, business law, compuler sciences,
management, marketing, international
business, and real estale—courses nol
provided in the School of Arts and Sci-
ences. However, the student takes all of
his hasic mathematics courses from the
Department of Mathematics and takes
about one-third of his total course work
in other departments of the School of
Arts and Sciences. So he has the best of
both worlds.

The: undergraduate student’s program
consists of hackground courses in the
humanities, social sciences, and business-
related disciplines, and of 45 quarler
hours in actuarial science courses cover-
ing hasic actuarial principles and all ma-

(Continued on page 7)

CONSUMERISM IN CINCINNATI
by Thomas Mitchell

Three topics on the relationship of con-
sumerism and life insurance were dis-
cussed by a panel at the Oct. 6 meeting
in Cincinnati of the Actuaries Club of
Indiana, Kentucky and Ohio. Panel
members were Kenneth E. DeShelter, Di-
rector of Insurance for the State of
Ohio, Dale R. Gustafson, and Abbas
Yoursi, Ph.D., Chairman of Insurance
Department at the University of Concin-
nati.

Judge DeShelter suggested the areas
where the life insurance industry was
most vulnerable to attack from consumer
advocates were: (1) misrepresentation
of product (basically advertising and
sales presenlations); (2) inability to
find a legilimate basis of cost compari-
son; and (3) failure to bring pressures
1o bear in controlling medical costs.

Mr. Gustafson mentioned four areas
of vulnerability, but made it clear that
vulnerability does not imply guilt. Three
areas are the size and accumulation of
assets and economic power by the in-
dustry, aloofness and slowness to change
in the past, and the public image of the
insurance industry. The public does not
distinguish between the various kinds of
companies, auto, life, health, elc. but
sees the industry as a whole and trans.
fers criticisms of one branch indiscrimi-
nately to all.

The fourth area is our distribution
syslem. Insurance is a “highly touted
sociallv desirable product that nobody
wants to buy.” This results in an adver-
sary sale situation, which in turn gives
rise to higher distribution costs and
makes it more difficult to control sales
excesses.

Professor Yousri pointed to the unmet
needs for useful social investments, parti-
cularly in urban real estate, and also
mentioned the accumulation of wealth.

(Continued on page 8)
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become “My lord”? One should
realize the extracrdinary times in which
Keynes worked and the acute problems
for which he sought to find answers.

President Roosevelt in his 1932 elec-
tion campaign made a strong commit-
ment to have a balanced budget and re-
duce government expenditure and began
his Presidency with an economy drive
and a slash in public pay. This was he-
fore the inauguration of the New Deal
in 1933.

In 1936 Kevnes published The Gener-
al Theory of Employment, Interest and
Money. Tt has been described as one of
history’s major intellectual achivements
and largely revolutionized economic the-
ory. It is basically an analysis in terms
of fundamental economic principles of
the causes of unemployment. It was ad-
dressed to his professional colleagues
and is a difficult book to read. Kevnes
sought to show governments how, by
controlling the level of demand. they
could ensure “full employment.” This
may be defined as when reasonably effi-
cient workers willing to work at current

ailing wage-rales do not find them-
s uncmployed as a result of too
little demand.

Kevnes was confident that by gov-
ermment action one could cure the great
social evils of unemployment and pover-
ty without the alternative of state social-
ism. In the years since Keynes outlined
his theories the very success of the ac-
tion has created conditions from which
has sprung another problem: rising
prices, against which the action is largely
ineffective. Apart from the problem of
controlling demand, there are the prob-
lems of labour union power challenging
that of management and the state, profit
levels in industry, and prices set by huge
concerns which dominate an industry
and are in effect a monopoly although
subject to anti-trust laws. Anv govern-
ment attempt to control these factors is
called a “Prices and Incomes Policy.”

One may ask what Keynes had to say
about these emerging problems, particu-
larly rising prices and inflation.

In 1937 Keynes suffered a severe heart
attack. When war broke out in 1939 he
\ ttached as a consultant to the Bri-
ti reasury, which used him as an
emissary to the United States in the
many financial problems arising out of
armament purchases and war finance.

Actuarial Meetings

Feb. 15, Actuaries Club of
Philadelphia

Feb. 15, Chicago Actuarial Club

Feb. 16, Seattle Actuarial Club

Feb. 16, Nebraska Actuaries Club

Feb. 16, Actuaries Club of Des
Moines

Mar. 9, Baltimore Actuaries Club

Mar. 15, Actuaries’ Club of Des
Moines

Mar. 15, Seattle Actuarial Club;
Portland Actuarial Club (Oregon)

Mar. 20, Chicago Actuarial Club

Mar. 22, Nebraska Actuaries Club,
Omaha

Mar. 28, Actuaries Club of Hartford

Kevnes was a man who got involved in
a multitude of tasks little related to those
mentioned here. He was a master of de-
tail and took charge of most operations
with which he was connected. One is as-
tonished at the burdens permitted to {all
on the shoulders of a man subject to re-
current heart attacks. After the war end-
ed (1945) he was the emissary arrang-
ing a major loan from the United States
to restore Britain’s shattered finances.
He died early in 1946. Lord Keynes’
reputation as one of the grealest Eng-
lishmen of his age has increased as the
vears have passed. The world has been
moving Keynes’ way.

The question arises what would Key-
nes have done facing the problems of
our day. He believed that the state would
have to intervene at many points, yet
he was essentially, an individualist. Pres-
ident Nixon is preparing to face a major
world problem and it is to be hoped that
he will succeed. Inflation is destructive
of saving—in particular of long-term
saving; life insurance and pensions are
particularly vulnerable. O

SOCIAL SECURITY NOTES

Marice C. Hart and Jane M. Ceccarelli.—
“History of the Provisions of Old-Age, Survi-
vors, Disability, and Health Insurance.” Social
Security Administration, June 1971.

This 10-page booklet traces major legis-
lation for the OASDHI system {rom
1935 to the present replacing legislative
histories published earlier. The arrange-
ment is by topic. The section about the
benefit formula gives by implication the
rationale for the seemingly clumsy for-
mula now in effect. '
Free copies may be obtained from
the Office of the Actuary, Social Security
Administration, Washington, D.C. 20201.

Georgia State

(Continued from page 1)
terial included in the first three Society
examinations.

An exceptional high school graduate
could pass Part 1 as a freshman and thus
be able to complete the courses in life
contingencies as an undergraduate. Most
students, however, do not attempt Part 1
until sophomore year and, take the prob-
ability and statistics courses as juniors
and the numerical analysis, interest
theory courses as seniors.

The candidate for the Master of Actu-
arial Science degree completes courses in
life contingencies, graduation, demogra-
phy, construction of tables, and adm'nis-
trative practices, and several elective
courses from areas such as social insur-
ance, group insurance, pensions, life in-
surance accounting, operations research,
and insurance law. In addition, the Mas-
ter’s candidate takes an actuarial sclence
seminar course in which he makes an
in-depth study of some actuarial topic
included on the Fellowship Examination
syllabus.

Actuarial science is one of the fields
of study which may be chosen by a can-
didate for the degree of Doctor of Phil-
osophy in Business Administration (Ph.
D.) or Doctor of Business Administra-
tion degree (D.B.A.).

Georgia State also conducts actuarial
seminars at various times during the
year for Parts 1 through 7. These semi-
nars have helped actuarial students who
have been preparing through self-study
while engaged in full-time employment.
Advance testing permits the student and
his employer to assess his readiness to
benefit from the seminar, as the seminar
can do no more than help with the stu-
dent’s final preparation. Marginally pre-
pared students are discouraged from at-
tending. During the last six years, more
than 170 students have been successful
on actuarial exams taken immediately
after attending a preparatory seminar at
Georgia State.

Persons desiring further information
may contact Robert W. Batten, Depart-
ment of Insurance, Georgia State Uni-
versity, 33 Gilmer Street, S.E., Atlanta,
Georgia 30303. O

ERRATUM —
On page 1, third column, lst para-
graph, mispelling of Cincinnati.

Our apologies,
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