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ACTUARIAL LIVERYMEN
by Geoffrey Heywood, F.LA., F.F.A.

The Livery Companies of the City of
London date back to the 14th Century
and have their origins in the ancient
craft guilds. Their original puipose was
to ensure that anybody becoming a Liv-
eryman was fully qualified to carry out
his trade or craft. These days the link
between liverymen and their occupation
has become tenuous; their functions have
become largely social, although they en-
joy electoral power and have charitable
responsibility as an essential require-
ment.

Some eighteen months ago, it occurred
to a few acluaries that it would be a
good idea to form a Worshipful Com-
pany of Actuaries, ie., a Livery Com-
pany for this profession in London. A
petition by these actuaries to the Lord
Mayor and Court of Aldermen was ap-
proved on 18th September 1979, bring-
ing into being the Worshipful Company
of Actuaries as the 91st Livery Company
of the City of London.

The oldest such Company, No. 1, is
the Mercets Company (1393), and the
order of seniorily is jealously guarded.
Thete were no new Companies from
1709, when No. 76 was set up, until 1932,
since when, particularly during the last
twenty years, there has been a resurg-
ence of interest. Already there is one
junior to us, by a hairsbreadth, the Wor-
shipful Company of Insurers, No. 92.

On 30th January 1980, at a most im-
pressive ceremony in Mansion House,
all of us being fully robed, the Lord
Mayor presented to the Master our Let-
ters Patent. This was followed by a
luncheon there for the Lord Mayor, the
Court of Aldermen and the Members of
the new Livery Company.

(Continued on page 5)

To All Our Readers, !
A Happy New Year!
The Editors

- e e

SOCIETY FELLOW ADDRESSES
ACTUARIAL SOCIETY OF INDIA

Rajendra P. Sharma (F.S.A. 1979) of
Philadclphia had the opportunity in
July 1980 to address the Actuarial So-
ciety of India in Bombay. As his topic
he selected The History of Private Pen-
sion Plans in the United States of Amer-
ica, and gave his audience of about 150
actuaries and other insurance executives
the following reason for this choice:

“I selected the topic primarily for
the reason that I see a lot of simi-
larities between the initial stages of
pension plans in the U.S. and the
existing gratuity and provident-
fund schemes of retirement income
sccurity in India. Examining the
path of development towards the
current system in the U.S, may be
a useful indication of what future
course lhe retirement income se-
curity system in India may take.”

The speaker described the growth pat-
tern of U.S.A. private pensions, and the
successive economic and societal influ-
ences that determined that pattern. He
gave also a succinct analysis of theories
that have been advanced to account for
pension development — the gratuity
theory, the human depreciation theory,
the deferred wage theory—and then ex-
pressed this view:

“However persuasive some of
these theories are, it is doubtful that
the private pension expansion can
be explained in any one social, po-
litical, economic or philosophic con-
cept. The only real explanation

(Continued on page 5)

SUMMARY OF NON-ROUTINE
BUSINESS BY BOARD AND EXECUTIVE
COMMITTEE, FOUR MONTHS TO
OCTOBER 31st

by Myles M. Gray, Secretary

At meetings of the Executive Committee
on September 18th, and the Board of
Governors on October 18-19, the follow-
ing non-routine business was transacted:

(1) Education and Examinations. The
Executive Committee and the Board dis-
cussed a proposal for joint sponsorship
and administration of examination Parts
1 and 2 with the American Society of
Pension Actuaries and concluded that
this was not an appropriate time to pur-
sue the matter.

A liaison representative has been ap-
pointed from the Society to the Mexican
Actuarial Association to explore possible
further cooperative cducational efforts.

(2) Sections Within the Society. The
Board approved institution of Sections
and rcviewed proposed by-laws and op-
erating rules and procedures.

(3) Society Operations. The Board
adopted the budget for fiscal year 1980-
81. It includes increases in seminar fees
($20 for one-day and $35 for two-day
seminars), and a $20 increase in regis-
tration fee for Spring Meetings.

The Executive Committee removed the
maximum limit on reimbursement of
reasonable expenses for the President
and President-Elect.

(4) Public Relations. The Board re-
ceived the report of the Council of Presi-
dents’ Task Force on Public Relations
and authorized the President to appoint
two Society representatives to a new
Joint Committee on Public Relations.

(5) Professional Conduct. The Board
received two proposed Opinions on pro-
fessional conduct: a revised Opinion

(Connnued on page 2)
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EDITORIAL

HANDICAPS OF EXPERTISE
A Guest Eduorial by Roy R. Anderson

Ed. Note: Thas is excer pted, with permission, from Mr. Anderson’s speech, “Strategic
Planning for Corporate Growth,” to the Chemical Marketing Research Assn. The full
text can be had from him at his Year Book address.

XPERTS, even in the highest callings—such as physicians and lawyers—can
become so immersed in their work that they cannot see how their profession
relates to and affects society.

Experts within our own business of insurance can suffer from this myopia. They
fail to place in perspective the role that some forms of insurance now play in our
society. Take, for example, health insurance. Health insurance—both private and
governmental forms—has practically nothing to do with health. Further, it is much
less a system of “insurance” than it is a system for financing the costs of the system
of medicine. In fact, the system of health insurance is one of the major factors that
has contributed to the spiralling costs of medical care.

Essentially the same kind of analysis applies to the symbiotic effect between
liability insurance and the system of tort law. It has been the very existence of lia-
bility insurance that has induced the legal profession to expand the scope of the tort
system far beyond its original bounds—at ever-increasing costs to the public. Unfor-
tunately, attempts to arrest this burgeoning system of tort liability are largely in-
effcctual because the legal profession effectively controls the process—such as in
the legislatures and in the operation of the judicial system. Our country, formed as
a nation under law, seems destined to become, instead, a nation under lawyers.

It is very difficult for people, even experts, to see evidence of change—especially
when it is their own institution that is threatened. The trouble is that the expert’s
values are so deeply imbedded in his own system and in the past that he continues
to see only what he expects to see and wants to see. Yet, if we are to prepare our-
selves for future shocks, we must be willing to entertain new thoughts—however
threatening they may seem.

Furthermore, the longer it takes each of us to perceive the evidence of change,
the greater is likely to be the shock when we must face reality.

One of the dominant institutions of our society has been economics, i.e., the
perception that man is basically an economic animal whose behaviour can be con-
trolled and predicted by economic analysis. The first problem with economics stems
from what has happened to our perceptions of money. What was invented as a
medium of exchange has become an end in itself: insidiously, the understanding has
emerged that the value of all things—material and non-material-—can be expressed
in dollars. Also, there was Adam Smith’s concept, “the invisible hand,” that the sum-
mation of many decisions based on self-interest would inure to the total good for
the public, a theory no longer valid from which economists are now frantically trying
to adjust to a new reality.

We all drag along with us all of cur past. But we can, and we must, accept the
realities of today and tomorrow, and learn from other disciplines, even from other
cultures.

Robert N. Powell, F.S.A. 1959

Contributions to the Actuarial Educa-
tion & Research Fund, 208 S. LaSalle
St., Chicago 60604, i memory of a de-
ceased member are acknowledged to the
donor and to the member’s family.

Summary Non-Routine Business
(Continued from page 1)

S-3, “Professional Communications of
Actuaries,” and a new Opinion S.7,
“Sound Actuarial Principles.” After dis-
cussion, the matter was tabled.

(6) Standard Notation. The Board
authorized the Commilice on Standard
Notation and Nomenclature to develop
standard notation for risk theory.

(7) Commuttce on Pensions. The
Board was presented with a repoil fiom
the Commiltee on Pensions titled “Inte-
gration of Private Pension Plans with
Social Security.” In view of its timel:
ness, the members agreed to study the
report and fuinish the Executive Com-
mittee with their comments. The Board
authorized the Executive Committee, at
its discretion after reviewing their com-
ments, to grant to the Committee on
Pensions authority to release the report
as an Opinion of that Committec.

(8) Valuation Mortality Tables. The
Executive Committee and the Board dis-
cussed proposed selection factors to be
applied to the new valuation Mortality
Table K. The Board accepted the Com-
mittee’s woik in developing these fac-
tors, and authorized exposure to the
membership and transmittal to the Na-
tional Association of Insurance Com-
missionets.

(9) Meeting Sites. The Board approv-
ed changing location of the 1983 Annual
Meeting from the Sheraton Bal Harbour
to the Diplomat Hotel in Hollywood,
Florida, and approved the following
sites for 1986:

April 17-18, Hotel Del Coronado,

San Diego

May 22-23, Sheiraton Boston Hotel

June 12-13, Kansas City

October 6-8, Hyatt Regency Chicago[]

~
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STUDY NOTE SERVICE

Do you know that for a modest fee,
coveling expenses, a person or a com-
pany can have a complete set of all
study noles presently in use for the
Society’s examinations?

The material available contains
both Canadian and U.S. versions, and
excludes only previous exam ques-
tions and illustrative solutions. It is
mote suitable for reference than for
students’ use since it isn’t sent out till
all study note orders hy students have
been filled. The package now offered
incorporates the extensive changes
that have been made for the 1981
exams, including much new writing,

The charge in 1981 will be: (a)
$200 for new subscribers, who will
get a complete set for the 1981 Course
of Reading, or (b) $175 for renewing
subsciibers, who will receive every-
thing except notes already sent them
for new Part 7. The whole package
covers more than 30 subjects, and
weights 20 Ibs.

Send your enquiries and orders to
the Sociely office, Chicago. Pay in
U.S. funds, please. ]

RECENT SOCIAL SECURITY DISABILITY EXPERIENCE
by Bruce D. Schobel

Social Security Disability Insurance (D1) experience in 1980 is continuing most
recent trends, but changing somewhat in a few others. The table herewith displays
statistics for calendar years, 1970, 1975, 1979 and 1980, this last projected fiom
data available at the end of September. (Ed. Note: Figures for 1971-74 and 1976-78
are in the October 1979 issue of this newsletter).

Social Security Disabled Worker Experience

Projected
1970 1975 1979 1980
Number Recorded in Year(thousands) :
Applications 868 1,285 1,188 1,250
Awards 350 592 409 390
Recoveries 41 39e 72 65
Beneficiaries at Year-End (thousands) 1,493 2,489 2,870 2,860
Gross Annual Rates per thousand:
Incidence/Insured 4.84 7.11 4.51 4.24
Recovery/Exposed 279 16.3 € 25.0 22.6

Benefit applications appear to be slightly reversing their five-year decline in
numbers, but the approval rate continues downward, the net effect being continuing
decrease in awards. The gross disability incidence rate is expected to be the lowest
since 1964. The 1980 recovery rate is significantly higher than was experienced in
the mid-1970’s, even though not matching the 1979 result.

Since 1978, the combined monthly number of benefit terminations, from recov-
ery, death and transfer to the old-age rolls at age 65, has exceeded the number of
awards in all but three instances; the resulting general-decline in number of benefi-
ciaries is expected to be about 10,000 this year. O

FIT PERSONS’ DISCOUNTS

by Robert L. W hitney

In his Second Book of Running, James
Fixx, with whom I’'m acquainted, pre-
sents studies that show a cause-and-eflect
relation between exercise and cardiovas-
cular health. For at least 25 years cor-
rclation between exercise and good health
has been demonstrated, but always the
possibility lurked that favorable results
merely reflect healthy people exercising
more than the unhealthy. Now, as Mr.
Fixx 1eports, Dr. Ralph S. Paflenbarger,
Jr., a 1espected epidemiologist (and a
prominent marathoner) has completed
studies of Harvard and Pennsylvania
graduates which eliminates this possi-
bility. These studies deal with a homo-
geneous group whose history, as a con-
sequence of the fund-raising zeal of these
universities, is readily traceable.

At first it seemed that the issue might

remain in doubt since the data showed
that college athletes enjoyed a continu-
ing advantage. But as the evidence ac-
cumulated, Dr. Paffenbarger noticed a

able mortality, should find this chart
useful in pricing fit persons’ discounts.

striking trend. As the years went by, this
advantage kept shrinking, until, 25 years
or so after graduation, a man who had
been totally unathletic in college but who
kept exercising, was highly likely to be
healthier than a former campus sports
hero.

James Fixx mentions in his book that
such discounts exist. This led me to re-
mark to him that although non-smoker
discounts, sometimes with a requirement
of a favorable family history and per-
haps also a satisfactory build, have be-
come common, I thought the number of
companies offering a fit peisons’ dis-
count is small. Please send news of such
discounts to my Year Book address
There might be a Third Book of Run-

Actuaries who agree that a reduction  ning veporting such practices. | would
in 1isk of a heart attack (which this  gladly share this information with read-
study measures) implies a moie favor- ers. O

REDUCING YOUR HEART ATTACK RISK

Using a multiple logistic risk analysis
technique, Dr. Paffenbarger plotted com-
binalions of heart altack risk to observe
not only their cumulative effect but also
to see what activities might have 1educed
that 1isk, resulting in the table below.

Sedentary Cigarette High Blood Heart Attack Potential
Life Style Smoking Pressure Rate* Rish Reductiont

Yes Yes Yes 201 88%

Yes Yes No 66 60%

Yes No Yes 102 76%

No Yes Yes 80 68%

Yes No No 35 28%

No Yes No 50 48%

No No Yes 42 41%

No No No 26

*Per 10,000 person-years. |1 Yes’s are changed to No’s.
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PROFESSIONS IN U.K. BECOMING
MORE CLOSELY KNIT

by Peter E. Moody, F.1.A.

Ed. Note: The Society was honored by
the presence at our Minneapolis meeting
in May of Mr. Moody, President of the
Institute of Actuaries. This ts an excerpt
Jrom his address at that meeting.

In the United Kingdom the professions
are feeling increasing pressure upon
them to become a more closely-knit body.
This stems partly from a feeling that
a professional approach to matlers of
public controversy and interest might
contribute something new and valuable
to general discussion, and partly be-
cause long established practices, which
to a substantial extent make professions
what they are, have been under attack.
Among such practices are restraints on
advertising and on one actuary’s intru-
ston into the relationship between an-
other actuary and client; the “channel-
ling” rule, aimed at preserving the in-
dependence of actuaries in the sense that
they do not get too much business from
a limited number of sources; and the
requirement that actuaries operate as
partnerships. (In this last, I personally
think that before too long we may fol-
low your example and permit incorpora-
tion in limited liability form.)

This threat to our customary practices
is highlighted by a recent report on the
engineering professions suggesting that
they be controlled by a statutory body,
some of whose members would be gov-
crnment appointees. This would serious-
ly undermine the ability of the engineer-
ing professions to regulate themselves,
and therefore sets a precedent that would
be most unwelcome to most professional
bodies.

In the UK. we have two informal
bodies through which senior members of
various professions meet each other.
The difference between them is that one
consists of what the Europeans call the
liberal professions, e.g., lawyers, doc-
tors, accountants, architects and actu-
aries; the other larger body brings to-
gether the science-based industries—such
bodies as engineers and chemists. Neith-
er of these bodies has so far reached
the point of being an eflective voice for
professions as a whole, but they do a
good deal of useful work, Studies have
been completed in such subjects as con-
tinuing education after qualification,

competence to practice, relations be-
tween trade unions and professions
where it is common for an individual
to be a member of both, and limitation
of liability and the related subject of
professional indemnity.

Certainly the first of these bodies has
acted to opposec the worst aspects of that
engineering report | already mentioned.
The threats to our professional life come
from people who cannot accept the idea
that rules of conduct and guidelines can
be designed wilh public interest in mind
just as much as the interests of the pro-
fessionals themselves. I do not maintain
that actuaries are uncommercial people
striving sclflessly to serve the interests
of their clients or employers, but 1 do
genuinely believe that the interests of
those he serves aie a most important fac-
tor governing an actuary’s conduct.

I bring to all membeis of the Society
from the British Institute fraternal greet-
ings and confidence in the future prog-
ress and welfare of your Society. If any
of you are in London you would be most
welcome at our headquarters in Staple
Inn. Charles Dickens in his novel that
was unfinished at his death in 1870 gave
a description of Staple Inn that is whollv
recognizable today except that he called
it “a legal nook.” It is no longer a legal
nook; it is an actuarial nook and, I
hope, devoted to constructive purposes.

THE PART 3 DEFINITION
CONTROVERSY

by Arnold A. Dicke

As reported in the October issue, 36 re-
plies have come in to the tricky notation-
al problem that has plagued the Part 3
Committee so long that we finally put it
to the membership (with the May issue
of The Actuary).

We find that 28% of the letters (and
47% of the pages) came from colleagues
in the academic world. (Ed. Note: Since
a rational explanation is, “If you want
something done, ask a busy man”, we
have deleted a remark here about this
providing a gauge of structural under-
employment).

Amending our October report, these
replies were:

In favor of Definition I 11
In favor of Definition 1I 21
Undecided or cryptic 4

ADVANCE, YOU SAY?

Readers, who support this newslctier
through your pungent contributions {(and
through your dues), aie entitled to know
about our new address for mailing of
articles and letters, displayed in our
masthead—Advance, North Carolina.

By its denizens, Advance is pronounc-
ed ADvance; by others it is infrequently
pronounced. It lies in Davie County,
some 15 miles southwest of Winston-
Salem. A close approximation to Davie
County’s population can be arrived at
by dividing the U.S.A. population by
10,000. Advance lays no claim to being
the laigest community in Davie County.

Davie County was originally called
Forks-of-the-Yadkin because it nestles in
the “V” formed by the converging Yad-
kin and South Yadkin Rivers. Yadkin
is an Indian word meaning “big trees”;
an 18th Century explorer, for whose
veracity we do not vouch, spoke of trees
so tall that a gun would not kill a tur-
key perched in the top.

The operations of our office at Mail-
Drop 20-7 in New York City are not
changed at all. That is where our Editor
Emeritus patrols his beat, contributes
his always needed suggestions, and
watches for blunders. That is where our
excellent production staff converts typed
copy to grist for the printer, lays out
the format, and in general creates the
tidy and relatively error-free eight pages
that you receive. '

All that we have done is to shorten
the line of communication between you
and the Editor in his Davie County hide.
away.

E.J.M.

Two articles from the American Math-
ematical Monthly and one textbook were
quoted. The score here was: one for
Def. 1, one for Def. II, one clearly in
favor of chain rules. To counter the ad-
vantage attributed to Def, II because of
the better defined chain rule, several
respondents pointed out that Def. I af-
fords a generalized binomial theorem.

Students and former Part 3 chairmen
rated the resolution of this conflict as a
matter of some urgency, a view not
shared by other correspondents. No reso-
lution has been reached, but work goes

on. (Emphasis added—Ed.). 0O
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A FUTURIST'S TECHNIQUE IN PRICING
by Claude Thau

In our rapidly changing world, it is be-
coming hopeless to try to arrive at a
satisfying description of future condi-
tions, even in the short run. Yet prices
for new life insurance must somehow
reflect one’s view of events even in the
far distant future. It has become so haz-
ardous to hase financial decisions upon
a single view of what lies ahead that
preference is developing for examining
a variety of possibilities, some favo:-
able, others distinctly unattractive.

A second reason for making calcula-
tions on a range of possibilities is that
the door is thus opened to relating profit
loadings to the risks undertaken. Profit,
after all, is the compensation for taking
risk as well as for giving service. It is
reasonable to aim for a basic profit for
services, supplemented by an additional
return related to risk of loss, delined as
the diflerence between the outcome con-
sidered today as most likely, and that
perceived as the most adverse.

Scenarios

Historically the word “scenario” has
meant a plot in theatrics; {uturists have
appropriated it as their label for each
member of an array of outcomes con-
sidered within the range of practical
possibility. Llach of these possibilities
is a hypothetical sequence of events in-
tended to illustrate a point. Perhaps
none of the scenarios is necessarily to
be taken seriously by itself, but together
they serve to help us understand what
might happen.

A difhcult but essential requirement
of this approach is that each of the out-
comes be internally consistent. Gro-
tesquely unhelpful results emerge if any
scenario is inadveitently permitted to
combine events that cannot conceivably
all happen together. It is surprisingly
easy to fall into the trap of introducing
this form of irrationality.

When examining for internal consist-
ency, it is usually discovered that even
the most favorable portrayals must in-
corporate unfavorable elements; for ex-
ample, unfavorable mortality increases
the likelihood that healthy policyholders
will replace their term insurance, and
high investment returns are frequently
coupled with rising costs and excessive
policy loan usages.

Finally, it is necessary to do one’s best
to place a numerical probability or
weighting on the relative likelihood of
each selected set of events being the one
that occurs. One of the most valuable,
and exciting, sessions is that in which
company management is presented with
a set of possibilities and is asked to help
cstablish these comparative weights.

Competitive Considerations

The approach outlined here docs not,
ol course, free the actuary in the shght-
est from the constrainis of competition,
which are severe. Skeptics may even say
that after price competition has been
taken inlo account, premiums will turn
out about the same as they would have
under traditional methods of calculation.
This may largely be true, but the alter-
nalive futures system helps a company
to decide where it is worthwhile for it
to be strongly competitive, and where
it is piudent to be less so.

Pricing is far from being the only
use for the system described here. It is
helpful in such diverse activities as prod-
uct design, tax planning, response to
regulatory proposals, retention limits,
and acquisitions of other companies. []

Actuarial Society of India
(Continued from page 1)

of the development of pension plans
in a free competitive climate such
as that of the U.S., is the equation
of the market place.”

Mr. Sharma went on to describe
ERISA, its significance for actuarics,
and the role of our Academy. His clos-
ing comment was this:

“Unfortunately, to accommodate
the changes brought about by ERI-
SA, the Academy relaxed its high
standards for admission to member-
ship and adopted the federal re-
quirements for enrollment as one of
the alternative means of satisfying
membership requirements. How-
ever, it is to be hoped that by acting
in an advisory capacity to the Joint
Board for the Enrollment of Actu-
aries the Academy recovers in the
future by bringing back the previ-
ous level of excellence through an
upgrading of the enrollment re-
quirements.”

Most of the members of the Actuarial
Society of India are F.I.A.s. O

l Actuarial Meetings

Dec. 4, Boston Actuaries’ Club

Dec. 16, Chicago Actuarial Club

Jan. 14, Chicago Actuatial Club
Please let us know when your meetings

will be held so that they may be pub-
licized. O

Actuarial Liverymen
(Continued from page 1)

The proceduire for admission to the
Worshipful Company of Actuaries is
that one is first admitted as a Freeman
and then application is made to Guild-
hall for admission by redemption as a
Freeman of the City of London which
involves appearing before an appropri-
ate City dignitory and making declara-
tions of loyalty to the Sovereign and
protection to the Lord Mayor. One is
then “clothed with the Livery” at a meet-
ing of the Court of the Company. The
membership of our Company is now ap-
proaching 100.

Liverymen are entitled to attend at
Guildhall and to take part annually in
the clection of the Lord Mayor and the
Sheriffs. This again is an impressive
ceremony, following a tradition unchang-
ed for hundreds of years,

Our new Company, like all other Liv-
ery Companies, has a charitable func-
tion. Ours is to set aside monies under
a covenant to he used for encouragement
of acluarial research and education in
its very widest aspects.

Ed. Note: Mr. Heywood’s name now
goes into actuarial history as the Found-
er Master of the Worshipful Company
of Actuaries of the City of London. A
handsome booklet, a copy of which is
now in our Chicago headquarters and
available for reading by any one request-
ing it, commemorates the Mansion House
ceremony of last January. O

UNGARBLING
The third line of the verse, “Actuarial
Perry” in our October issue should have
appeared thus:

Here’s a query almost merry,

We weren’t bowdlerizing; we tried to
transmit the item from N.C. to N.Y.C.
by phone, with less than perfect results,

O
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LETTERS

Curricular Carrot

Sir:

Under the old Course of Study, Part 3
was the fust truly actuarial examination,
Parts 1 and 2 being preparatory in na-
ture. But now it isn’t until Part 4 that
one begins to study traditional acluarial
science. The result is that students hired
by an insurance company without hav-
ing passed any exams but with the neces-
sary educational backgiound, are well

advised to take Part 4 ahead of any of
Parts 1-3.

We should seriously consider rearrang-
ing the fiist five cxams so as to bring
peculiarly actuarial study to as early in
the cutriculum as possible, the following
being my proposal:

Part 1 Linear Algebra, Calculus,
Probability and Statistics

(5 hrs.)
Part 2

Numerical Analysis, Opera-
tions Research, Compound

Interest (5 hrs.)

Part 3 Life Contingencies, Begin-

ning and Advanced

Part 4 Current 5B material, includ-
ing some practical applica-

tions

New Part 6 for 1981, includ-
ing some practical applica-
lions.

Pait 5

An important merit of this arrange-
ment is that it would permit keeping
our five-exam requirement for Associate-
ship. I fear that requiring seven exams
for Associateship makes that “pot of
gold” appear loo far off to a beginning
student, and that the “professional”
designation, “Student” doesn’t buy
much.

Ira L. Boyle

* * & *

Service 1o Students

Sir:

Recently T began teaching an actuarial
course for the new Part 7-E, which is
also the EA-2 exam of the Joint Board
for the Enrollment of Actuaries.

I soon requested and received from
the Joint Board copies of the 150 multi-
ple-choice questions and answers used
in 1977-79. My students did the same,
although only one had known that these

PACIFIC STATES CLUB EXAMINES
FUTURE OF LIFE INSURANCE
DELIVERY SYSTEM

by Ira L. Boyle

Inflation, agreed those discussing this
topic at the Pebble Beach meeting of the
Actuarial Club of the Pacific States, is
resulting in purchase of more term in-
surance and also is hurting persistency
of all plans. Agents are getting hurt be-
cause of inflation, and there’s fear that
the agency system may have to undergo
fundamental changes.

Solutions include: new compensation
structures, a different delivery svstem
(perhaps direct mail) for term insur-
ance, and [resh products such as “lotal
life”” (essentially term insurance with a

side fund).

Our delivery system is expensive.
(Ed. Note: This has been ponted out
for at least fifteen years—see, c.g., Na-
than F. Jones, T.S.A. XVII. D336-7).
Marketing and home office costs, ex-
cluding federal income taxes, often ac-
count for as much as 50% of the entire
fust year and renewal premiums, Mini-
mum loss ratio requirements for health
insurance in many states would be im-
possible to meet if they were applied to
life insurance!

This discussion closed on a more posi-
tive note, however, with the cheering ob-
servation that although today’s agency
system may not be the most appropriate
in all markets, there still are, and wil!
continue to be, markets where it is the

best. 0

could be had for the asking. But the So-
ciety hasn’t yet distributed copies, nor
even said that they are available.

Next time around, the Society should
give these students the help they deserve
in preparing for what is in fact a gov-
ernment exam, whether we like that or
not. The alternative is to continue allow-
ing an unwarranted advantage to certain
applicants for the E.A, designation, some
of them not affiliated with the Society.

Richard G. Schreitmueller

Ed. Note: Director of Education Lin-
den Cole thanks the writer for his fine
suggestion. The Society happily accepts
this opportunity to begin notifying stu-
dents next year.

Requesting Suggestions on Our
Election Process

A large problem with our elections is
that so many of our Fellows know so
little about the candidates amongst
whom we must try to choose. As our

membership has grown, this difliculty
Mavbe this helps

Maybe this helps
to explain why only 569 of our Fel-
lows voted in 1980.

Each candidate’s biographical sum-
mary ptinted in the ballot papers is
supposed to help, but gives only su-
perficial and partial particulars to
those not alieady acquainted with the
candidate. So we ask your help. What
additional information would enable
you to vote more intelligently? What
suggestions can you offer, on how we
might provide better information,
fairly and efficiently? Or, what new
clection procedure might alleviate the
difficulty ?

We are rightly proud of the Socie-
ty’s democratic election tradition, but
it takes an informed electorate to
make such a system work eflectively.

This is a call to any and all Fel-
lows to send me your ideas. The Com-
mittee on Elections will give them
cateful attention.

has orogwn anace
nas SrOWwii apatd.

Whiite to me, won’t you?
Paul Barnhart, Chairman
1981 Committee on Elections
959 Gardenvicw Office Parkway
St. Louis, MO 63141

Ed. Note: Attention is drawn to the
pro and con of one proferred suggest-
tion, in our issues of Feb. (p. 6) and

May (p. 7) 1980.

A Point of Order

Sir:

There appears to be no cohesive foice
behind the policies of our exam com-
mittees, as evidenced by the restructures,
changes, revisions, additions, deletions,
and alterations which the exam structure
goes through as the Society tries to ap-
pease and fit every exam-giving body
that has anything to do with actuarial
science.

This Aux causes hardship for the stu-
dents. But more importantly it destroys
faith in the Society’s leadership. This
undermining of members’ confidence

(Continued on page 7)
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may eventually lead to a lack of public
confidence in actuaries, making the
F.S.A. designation meaningless.

Members should demand that the
E&E Committee stabilize the cxamina-
tion stiucture and adopt a policy of rea-
soned, studied change rather than fian-
tic, haphazard modifications.

Peter A. Fox, Jr.

#* k-4 * *

Filtered Truth*

Str:

It is difference of opinion that makes
horse races. 1 do not back the horse that
you favor in your “Actuarial Blueprint”
{(October issue).

In my wview Prof. Jewell’s speech at
the Internalional Congress does not
merit being “explained and discussed at
out 1981 spring meetings.”

Several of his asscrtions demonstiated
the speaker’s lack of knowledge of actu-
arial practice. He incorrecily stated that
the Supreme Court has determined that
sex-classified annuity tables violate the
Civil Rights Act. He tried to justify uni-
sex lables on the grounds that they pro-
vide actuarial equivalents, without fac-
ing the issue that if such tables are ne-
cessary for “social” reasons, then age too
should be ignored in determining pur-
chasable pension amounts from a given
sum.

He favors diminution of risk classifi-
cation in automobile insurance on the
grounds of “a significant overlap be-
tween the distiibution of losses betwecn
two classifications which have signifi-
cantly different pure premiums.” The
fallacy in that “overlap” theory is ob-
vious to any qualified actuary.

And Prof. Jewell fieely used the word
“paradigm” without ever giving a clear
and precise definition of it. The only
definition T can naively think of is that
a paradigm is two 10-cent pieces! If it
means “model”, why not use the com-
mon term?

Robert I. Myers

“Ed. Note: “Truth is one forcver absolute, but
opinion 1s truth fiutered through
the moods, the blood, the disposi-
tion of the spectator.”” Wendell
Phillips. 1859 0O

Debate Reflection
Sir:
For now President-Elect Rcagan to have
stated so flatly in Cleveland that Social
Security is actuarially unsound is deplos-
able. I hope that some acknowledged ex-
perts in that field have responded in
strong terms that no such denunciation
is warranted.

Howard Hennimgton

Robert |. Myers, who in September was
named a member of then Candidate Rea-
gan’s Social Security Task Force, com-
ments as follows:

Mr. Reagan, according to the text 1
have of the Cleveland Debate, said, “It
is actuaiially out of balance,” which
isn’t exactly the same as “actuarially un-
sound” with its implication of faulty
design. OASDI has had significant lack
of actuarial balance, Lo the tune of 1.5%
of taxable payroll measured over 75
years, even after the 1977 Amendments
were enacted. So, 1 believe that Presi-
dent-Elect Reagan’s stalement was cor-
rect.

It should be noted that he did not say
that. the _syslem should be- done away
with. Rather, in his announcement of
the Task Force he emphasized that he
would “consider it a sacred obligation
to make certain that the integrity of the
system is defended and that the benefits
of those dependent on Social Security
are protected” and that he would make
“cettain its financing is sound and

stable.”
i+ L-3 1 %

Message From An Economist

Sur:

It has been my privilege to read Lilmer
R. Benedict’s book, “Protecting Retire-
ment Against Inflation,” (“R For The
Inflation Sickness,” October issue). We
all must hope that actuaries and others
will be aroused to ask for the complete
text; those who read it will recognize
the plan as a weapon to fight this dragon
of inflation before he destroys the pri-
vate pension system and our society. Of
course, we have to look for him in his
lair, which is Congress.

The countries, like Germany, that have
experienced the ravages of inflation are
now supporting policies that restrain in-
flation. In Germany, hyperinflation led
to dictatorship; it was a major factor
in destroying the democratic Weimar
Republic.

If corrective measures are not taken
soon in this gicat republic, inflation will
destroy what is left of our work ethrc
and destroy faith in the capitalist and
democratic system, and who will come
tv our rescue and re-establish democracy
here?

Let us spread the word about the Bene-
dict plan to our fellow-workers, and to-
gether impress Congress and the Ad-
ministtation with our determination to
use this tool to fight inflation.

Hernry Walter

Ed. Note: Himself a native of Austria,
Mr. Walter s a Boston economist who
has lectured widely on financial mat:ers.

& * * *

Almost Actuarial
Sur:

In an article, Security Mercharnts Make
Most of Fear, in The Toronto Globe and
Mad of October 9, 1980, we (ind the fol-
lowing:

First you see the gun. The bullets
in the chamber look like metallic
shiouds. Then you see the whilcs of
the man’s eyes as they peer at you
from under a hood. Death is sten.
cilled in each half-moon pupil.

Luckily, it’s only an advertise-
ment for executive protection.

“Your chances of being kidnap-
ped are greater than your chances
of being killed in a plane crash,”
says the headline on the next page
of the security management maga-
zine,

When asked whether the adver-
lisement is trying to frighten an ex-
ecutive to death the communications
director of the insurance fiym which
is advertising defends it with serene
ad-agency gobbledy-gook: “That ad
has a strong graphic balanced by
an almost actuarial headline.”

John Gorham

4 & 4 it

Another TV'd Actuary

Sir:

In response to your enquiry (May is-
sue), my experience adds up to ten times
on TV—thrice on Barbara Walters’
“Not For Women Only,” twice on David
Hartman’s “Good Morning America,”
once each on “The Advocates” and “It’s
Your Business” and three local shows.
And perhaps ten times on radio talk

shows. Robert J. Myers
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SCORING MULTIPLE-CHOICE ACTUARIAL EXAMINATIONS
by R. Stephen Radcliffe and Terry A. Nicodemus

For a number of years, exam scores for Parts 1, 2 and 3 have been
based on the number of correct answers plus one-fifth of the number of
questions omitted (Method 1). However, until May 1979, the multiple
choice scores on all other exams were based on the number of correct
answers minus one-quarter of the number of incorrect answers (Method 2).

Starting in November 1979, exams which are 100% multiple choice are
being graded uniformly using Method 1. Method 2 will continue to be used

on exams that contain both multiple choice and essay questions.

-‘.T Method 1 and Method 2 are equivalent in ranking the candidate's
\ multiple choice scores. Therefore, exactly the same candidates will pass
or fail under either method.
Equivalence of the two methods can be demonstrated as follows:
Let T = the number of questions on the exam
Ry = the number of correct answers by candidate t

Wy = the number of incorrect answers by candidate t

04 = the number of questions omitted by candidate t
1
St = the score produced by Method 1
2
8y = the score produced by Method 2
1
By definition, Sy = Ry + .2(0g)
2
Sy = Ry - .25(W)
T =Ry + Wy + O
1 1
For two candidates a and b, it can be shown that S S Sy if and only if

2 2
Sg € Sps 1.e., Ry + .2(0,)< Ry + .2(0;) if and only if Ry — .25(Wg)< By - .25(Wy).

As a matter of fact, these scores are related by a linear transformation.

P 1
» Since  5(Sa) = 5(Ra) + Oa,
- 2
and L(8a) = 4(Ra) ~ Vg,
1 2
we have Sa = .8(Sg) + .2(T). (Continucd on back)
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Method 1 increases the scores without changing the ranking of candidates.

Furthermore, the difference in scores for the same candidate, using each of
1

2
the two methods, increases as the scores get lower because St - St = .2(T - St).

Although under each of these methods the same candidates pass or fail,

the scope of the deécile grades (0 to 10) will differ slightly. This is

1
because the range of scores is altered. The range for St is from zero to T,
2
‘while the corresponding range for St is from - .25T to T, which is a wider

range of scores than under Method 1. ‘Tt also follows that the median and
mean scores will be lower -under Method 2.
The graph below shows an example of how the distrlibutions of scores by

the two methods range from the minimum up to the maximum.

DistrisutioN oF Exam Scores

Number A
of

Candidates ,

--= S,

2

— S
-a25T . (o] asT .;OT ST 6T T To’h;lr
Exam
Score

For the example, supposé the Method 2 pass mark is set at .5T (the
hypothetical median in the table above). Under Method 1, the corresponding
pass mark will be .6T. The solid line shows the distribution of scores
under Method 2, and the dotted line the correspbnding distribution of
scores under Method 1. The shaded aréas show that tﬁe proportion of
candidates classified as ineffective (th;se feceiving a grade of zero) is
significantly smaller under Method 1 than under Method 2. Continuing this
line of logic, the graph also illustrates how the chanée in scoring methods
also changés the scope of grades other than zero.-

To summarize, the critical result - whetﬂer the candidate passes or
fails — has not changed. But under Method 1, fewer candidates receive the
high and low grades (e.g., zero and 10), while more candidates receive median

g;a@es_(e.g., 5 and 6). O]

]\

[



