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October 21, 2022 
The Federal Housing Finance Agency

c/o Adam.Russell@FHFA.gov
400 7th Street SW

Washington DC 20024

RE: Federal Home Loan Bank System Comprehensive Review

To the Federal Housing Finance Agency:

I commend the Federal Housing Finance Agency for undertaking a review of the Federal Home Loan Bank System.  I accept the opportunity to submit in writing my thoughts to assist the Agency in conducting its review.
By way of background, I am Senior Vice President and Co-Chief Investment Officer of Western & Southern Financial Group, Inc. (“W&SFG”) and its subsidiary Fort Washington Investment Advisors.  Prior to my current role, for approximately 25 years, I was Treasurer of W&SFG.  In that role, I was responsible for corporate liquidity.  Further, in my role as Treasurer, I established FHLB membership for six of W&SFG’s insurance companies with membership at the FHLBs of Cincinnati, Indianapolis and New York
.  Finally, I am in my second term as a Member Director of the FHLB of Cincinnati and currently serve as Vice Chairman.  W&SFG is a Fortune 500, diversified, and customer-oriented family of companies, as well as a nationally recognized leader in consumer and business financial services.  Its assets owned and managed total $116.6 billion as of December 31, 2021.  W&SFG’s member companies provide millions of individuals, businesses and institutions with life and health insurance, annuities, mutual funds, and a variety of investment management products and services.  W&SFG’s heritage dates back to February 23, 1888 with the founding of The Western and Southern Life Insurance Company. We will proudly celebrate our 135th anniversary next year, and we plan on being around for at least another 135 years to honor the long-term promises we make to our customers.  
As set forth more fully below, W&SFG believes that insurance companies should remain eligible for FHLB membership, that the FHLB system should generally be retained in its current structure with separate, regional banks, and that any entities that are eligible for FHLB membership should have similar capitalization and regulatory oversight as existing members.
Insurance companies should unequivocally continue as members of the FHLB.

Insurance company eligibility for FHLB membership was established when the FHLB system was established in 1932.  Importantly, the FHLB’s authorizing legislation still references insurance companies, along with banks, savings and loan associations, and others.  As of year-end 2021, U.S. insurers held a total of $6.6 billion in par value of capital stock in FHLBs, a small increase from $6.3 billion at year-end 2020.  This investment provides capital support to the mission of the FHLB banks, as well as capital safety to the overall FHLB system.
Life insurance companies remain active participants in the home mortgage loan market.  Based on the American Council of Life Insurers (“ACLI”) 2021 data, life insurance companies held approximately

· $47 Billion in single family mortgages;
· $179 Billion in multifamily mortgages; and
· $284 Billion in mortgage-backed securities (MBS).
The U.S. is the only country in the world that offers homebuyers 30-year fixed rate mortgage loans.  U.S. homebuyers desiring the affordability provided by these long-term mortgages are directly supported by U.S. life insurers that purchase significant quantities of MBS.  Life insurance companies primarily manufacture and distribute life insurance and annuities – promises to pay money at a future date.  Those are long-term promises with average durations of 20 to 30 years.  This means that life insurers, unlike banks and other financial services companies, need to invest in long-dated assets, and home mortgages provide that investment.  Notably, according to ACLI 2021 tabulations, approximately 90% of the total MBS held by life insurers had average mortgage loan durations of 20 years or more.
Some commentators have suggested that life insurers are no longer involved in the residential mortgage market because life insurers no longer originate significant amounts of home mortgage loans.  But as holders of $510 billion of mortgages and MBS, we are certainly significant capital providers supporting the residential mortgage market.
W&SFG’s insurers make multifamily mortgages and invest in MBS.  In addition, we have been active investors in syndicated low income housing tax credit (LIHTC) funds for thirty years.  Through these funds, we have invested over $550 million in the development, renovation, and ownership of over 65,000 affordable housing units across the country.

Life insurers’ advances with the FHLB are consistent and predictable, which assists FHLB asset-liability management and profitability, which in turn supports affordable housing programs.  In addition, life insurers are regular investors in FHLB debt. U.S. life insurers reported aggregate investment in FHLB bonds of $8.1 billion at year-end 2021, up 15% from $7 billion in 2020.

As Treasurer, the FHLB was a central building block in W&SFG’s liquidity management.  Insurers can utilize housing-related assets to provide liquidity.  Frequently, W&SFG used short term advances when trade settlements failed to settle.  This backstop is crucial in times of market stress.  The FHLB was always open during the Great Financial Crisis.  This is important if advances are needed.  However, it is more important as Treasurers to know we have a reliable counterparty of known magnitude.
In short, the FHLB system needs insurance companies, and, in particular life insurance companies.  We are significant capital providers for the home mortgage loan market, support the FHLB’s mission, and otherwise support the FHLB as stockholders, debtholders, and consumers of its loans.  Insurance companies should remain eligible for FHLB membership.
The current system of regional banks has worked.
W&SFG member companies are members of three different FHLB Banks.  We have received excellent service, technology upgrades, and support to our local communities through each of these banks.  Importantly, the regional bank approach disperses financial risks.  Further, the individual banks are more closely linked to their communities, and thus can better allocate affordable housing funds and support community development more locally.  From my perspective, the current system of regional banks has worked well.
All FHLB members should have similar levels of capitalization and regulatory oversight.
Insurance companies, banks, savings and loan associations, and credit unions are required to maintain certain levels of capitalization and are subject to rigorous government oversight.  Our insurance company FHLB members must each undergo regular financial condition exams and report annually on asset adequacy.  Criteria for new members should include similar standards:

· Support and participate in the residential mortgage market; 

· Maintain transparent and audited financial statements;

· Maintain strong capitalization (similar level of capitalization as existing members); and 

· Be state or federally regulated (similar level of regulation as existing members).

In summary, as a former life insurance company treasurer and as an FHLB director, I have seen first-hand how the FHLB system has benefited the country – providing affordable housing, community development, and, most importantly, financial stability.  I look forward to seeing the results of the Agency’s review, and I am available to discuss further.

Thank you for your consideration.

Sincerely,
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Western & Southern Cincinnati, OH 45202-3341
Financial Group 513.629.1800
westernsouthern.com




James J. Vance

SVP & Co Chief Investment Officer

Western & Southern Financial Group, Inc. 

Fort Washington Investment Advisors, Inc.
� The following W&SFG subsidiaries are members of a FHLB: Western-Southern Life Assurance Company (Cincinnati FHLB), The Lafayette Life Insurance Company (Indianapolis FHLB and Cincinnati FHLB), Columbus Life Insurance Company (Cincinnati FHLB), Integrity Life Insurance Company (Cincinnati FHLB), National Integrity Life Insurance Company (Cincinnati FHLB), and Gerber Life Insurance Company (New York FHLB).





