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Forces Shaping Business Cutlook

: By NEIL H. JACOBY*
Professor of Finance and Vice-President, University of Chicago

Commenting on President Truman’s proposals to combat inflation,
Dr. Jacoby points out such measures come too late. Scores. Admin-
istration’s failure to apply concerted efforts to stabilize prices, par-
ticularly in preventing inflationary wage increases and in maintain-
ing high levels of Federal spending. Says present price structure
is distorted, and fall in farm product prices as well as adjustments
in wages and taxes and credit expansion is required. Holds moder-
ate recession from present boom conditions would be helpful in
1948, and urges high taxes and budget surplus as well as
reduction in both business and government spending. Sees infla-
tionary danger in scale of exports and credit expansion.
President Truman’s opening address to the Special ‘Session of
Congress on European aid and price inflation makes interesting read-
ing. He properly describes price inflation as an ominous threat to

American prosperity. He asks for broad measures and powers to
prevent prices ¢
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- Qur Basic Economic Problems

By HON. JESSE P, WOLCOTT*
U. 8. Congressman from Michigan

Chairman of House Banking and Currency Committee, after review-:
ing “Battle of Ideologies,” asserts it should be our objective to
find golden mean between- extremes of economic. philosophies.
Says prime problem is inflation, and stresses importance to world
of dollar stability. Asserts only sound, solvent, safe America can
anchor world to enduring peace. Attacks President’s proposals’
for economic controls, but admits further credit controls, by raising
bank reserve requirements, may be granted. Advocates reduction
in government spending and concludes our own as well as other
nations’ economic problems can be solved by hard work, higher pro-
duction and sound: fiscal policies.

Is Capitalism the

Cause of Wars?

A Reply to Mr. Vishinsky’
Charges *
By ALEXANDER WILSON

Mr. Wilson refutes Mr. Vishin-
sky’s charges that American cap-
italism provokes or wants war.
Points out U. S. has been heav-
iest loser in World Wars I and 11,
and asserts businessmen prefer
normal peacetime years to costly
postwar inflationary and defla-
tionary adjustments,

In some of his asinine and base-

less tirades against this country,

Mr, Andrei Y.

Vishinsky,
Soviet Dep-

The subject of tonight’s discussion is timely  and exceedingly °
important, The prosperity, perhaps the safety, of America; the
reconstruction of the devastated countries, the stabilization of world
currencies and world economies, are largely, itf ﬁwt wholly, dependent

supon e

i

uty Foreign
Minister, has
outspokenly
accused Amer-
ican. . Capital-
ism -of pro-
-voking, -caus-

- ing and want-
ing war be-
sides charging

S our country
with war-
smongering
and imperi-
alism. For this

; and other
vituperative assertions, the excited

Alexander Wilson

from rising
further—re-
straint on the
use ‘of credit,
prevention of
speculation on
commodity|
‘exchanges,
drives to sell
savingsbonds,
rationing of
scarce goods
like grain,
steel, and
transportation
service, au=
thority to con-
trol prices and

Neil H. Jacoby

EDITORIAL

As We See It

| What To Do About Prices? !

Apparently, the political controversies of the months
ahead are to center more about domestic prices than about
foreign relief or “rehabilitation.” Despite all the calamitous

| predictions as to what is likely to happen in the:world if we

do not act as a sort-of political and financial godfather to
most of Europe, many politicians ‘seem to sense that the
political dynamite in the situation is chiefly planted in the

early and per-
manent - solu-
tion' of the
basiceconomic
problems
of the United:
States. The"
peace . of . .the
world depends
upon a sound,
strong Amer-
ica,
Conflicting
influences are
at work inthe
world . today,
as they have
been for cen-

Jesse P. Wolcott

domestic price sector. Opposition to “interim relief” to
Europe in large amounts seems to be more or less non-exist-
ent. While the longer term contributions usually referred
to as “the Marshall Plan™ are from all appearances in a less
politically fortunate position, the opposition, one suspects,
grows largely out of an uneasy feeling in the breasts of many
legislators that such an extensive program must inevitably
bring either extensive rationing and price controls or fur-
ther very substantial increases in the cost of living, or, most
likely of all, both of them.

Few in Washington have entirely forgotten what
(Continued on page 30)

' representative of totalitarian gov-
ernment has not added an iota
to his reputed legal abilities by
repeating this and other ill-man-
nered and unfounded charges. Mr.
Vishinsky may have in mind the
time when some European wars
were instigated by professional
agents such as’ Zakharian, the
‘Greek provocateur, who was al-

(Continued on page 23)

to ration basic elements in cost of
living and in industry and au-
thority to control wages where
necessary to maintain price ceil-
ings.

1t is not my task to analyze the
character of this broad anti-infla-
tion program. I do wish to raise
two questions about it:

First, In view of its poor record
to date in dealing with inflation,

(Continued on page 32)

turies ‘past. . The basic difference
in political -ideologies springs
from the writings of Adam Smith
and Karl Marx., The American

(Continued on page 30)

*An address by Representative
Wolcott before The Economic
Club of New York, New York
City, Nov, 20, 1947.

*An address by Dr. Jacoby at!
the American Finance Confer-
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their continued
: that this .aid
be ' extended
without subr
jecting our
economy to
the strain of
further infla-
tion. |
Both of
“these things
are essential
if we wish to
“maintain a
national envi-
ronment and
a world envi-
ronment in
which peace
and freedom
can continue to develop. If we
fall short of our goal in foreign
aid, our own freedom could be
threatened by external forces;
and, if we fall short' of our goal
in controlling inflation, we will be
threatened by the danger of eco-
nomic collapse at home. We must
avoid both dangers.

Joh.n W. Snyder

“Statement by: Secretary Snyder
before the House Banking and
Currency Committee, Washington,
D. C., Nov. 25, 1947.

By JOHN W. SNYDER* -
Secretary of the Treasury

- Administration '.An'li-;lnlléiti"bhliPtogram,

Secretary ‘Snyder, supporting President’s anti-inflation program, advocates:: (1) restoration of controls
on installment buying; (2) a new drive to sell government bonds to, public; and (3) sizable reduction
in government debt. Opposes tax reductions at this time and favors re-enaction of price controls. Says
higher interest rates have brought better balances between short and long-term Treasury obligations.

It is of the utmost importance that we extend early aid to the Western European coun-
tries in order to assure that people will not go hungry and c¢old this winter and to assure
participation as free nations in the world economy. It.is equally necessary

I have been invited: to appear
before you this morning on one
phase of the anti-inflation. pro-
gram, -As you know, testimony. in
support -of the emergency pro=-
gram for European assistance has
been presented by representatives
of the Departments of State, Com-
merce and Agriculture. it
" The President outlined three
types of measures for the control
of .inflation; one, measures to.re-
lieve ‘monetary pressures; two,
measures to-channel scarce goods
into the most -essential uses; and,
three, measures to deal directly
with specific high prices. .
. It is to the first of these meas-
ures that I will give attention, as
other representatives of the Ad-
ministration have been invited to
discuss items two and three.

Monetary Anti-Inflationary
Measures
Anti-inflationary measures
which may be taken in the mone-
tary field are of course but a seg-
ment of the whole program, and
could not, by any means, solve the
problem alone. But such steps as
can be taken when related to

those.in other fields will of course
be helpful'in the overall solution.
‘The “President is greatly dis-
turbed in regard to price inflation,
which ‘threatens: our ‘whole ecor
nomic :structure, and he is con-
vinced that the Congress is equal-
ly concerned. - - !
- The -President has laid specialy
emphasis on voluntary actions or
the" part of businessmen; labor
leaders,” farmers, and consumets

efforts will be continued to obtaip
voluntary restraint, Certain pow-
ersare necessary, however, to for-
tify the voluntary efforts.

The President has suggested
that consideration be given tc
the following monetary measures
(1) that consumer credit control:
should be restored; (2).some re-
straint should be placed on infla-
tionary bank credit; (3) legisla-

| tion should be provided to preveni

-excessive speculation on the com-

modity exchanges; (4) intensifie:
activity in the sale of savings
bonds. ’

| “The last item is the only one
of those suggested which comes

(Continued on page 42)

very serious maladjustments
is postponed,
the more se-
vere will be
the inevitable
reaction.

I am sure
this Commit-
tee recognizes
‘that a~ great
many factors
and forces
contributed to
the inflation-
ary problem
and that there
is no easy,
simple, or
single remedy.
We are al-
ready in the advanced stages of
this disease. It is no longer a ques-
tion of preventing it, but of mod-
erating so far as possible its ulti-
mate ravages.

At best, monetary and credit

Marriner S. Eccles
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*A  statement by Chairman
Eccles before the Joint Committee
on the Economic Report,” Wash-
ington, D. C., Nov. 25, 1947,
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By MARRINER S. ECCLES*.

®.

~ Program of Tighter Credit Controls .

Chairman, Board of Governors of Federal Reserve System

. Asserting correction of inflationary forces is overdue, Chairman Eccles says physical volume of produc-
. tion is not keeping up with growing demands. Lays source of inflation to war financing and postwar
credit expansion and holds as practical matter “we cannot put back elaborate harness of wartime con-
trols.” Says main reliance now is on fiscal policy and. debt reduction, and calls for more authority' by
Reserve Board to restrict credit, particularly in matter of fixing bank reserves.

You have requested me to testify, I take it, as to-what might be done in the monetary
and credit field to deal with inflationary forces, which have already gone so far as to cause
within the economy. Correction-is overdue.

The longer it

policy can have only a snnnle-
mental influence in any effective
treatment of either inflation- or
deflation, In considering what can
be done so far as monetary and
credit action is concerned, it is
necessary to make a corréct diag-
nosis of the multiple causes of the
situation with which we are no

confronted. }

Definition of Inflation

What is inflation? It is the con-
dition which exists when effective
demand exceeds the overall sup-
ply of goods and services. Poten-
tial overall demand always ex-
ceeds supply. What is lacking is
effective demand. We are witness-
ing effective demand today when
individuals and - businesses, to-
gether with State and local gov-
ernments, as well as the Federal
Government, generally have
money which they are trying to
spend, bidding for an insufficient

supply of goods and services. This
effective purchasing power is com-
posed of past savings, current in-

We Maintain Active Markets in U. S. FUNDS for.

United Kingdom 4% 90
" Rhodesian Selection

Gaumont-British

Scophony, Ltd.

British Securities
Department

GooDpBODY & Co.

Members N. Y, Stock Exchange and Other Principal Exchanges- :

NEW.YORK 6, N.Y.
© ‘Teletype NY 1-672

come, or future credit. The sav-
ings were largely accumulated
during the war years in the form
of currency, bank deposits and
government securities.

At the end of 1946, individuals
and businesses held about $223
billion . of such- liquid savings, or
more than three times the prewar
total.- Similarly, current national
income'is at an all-time high level.
It is running at a rate of $200 bil-
lion a year, or about 2, times
the total for 1940, the highest year
prior to the war. It is due to a
record high agricultural income,
h.gh wages of organized labor and
other workers, but not all of them,
and unprecedented business prof-
its. This is augmented by a read-
ily available supply of excessively
easy credit for consumers’ goods
of-all kinds, for housing, for short
and long-term business loans, for
state and municipal expenditures,
and for foreign credits and grants.
The notable exception is loans to
buy Lsted stocks, which are

(Continued un page 38)

to hold prices 'down. Intensifiec |
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be a goad time
to re-examine
the funda-
mentals.of the
situation.

(1) Asloans
create depos-
its, the expan-
sion of com-
mercial loans
is inflation=
ary. Building,
mortgage
lending and
the purchase
of corporate
bonds by in-
surance com-
pan’es and savings banks produce
the same result, When their in-
vestments outside of government
securities are in excess of net
premiums or new deposits re-
ceived, an increase in demand de-
posits follows. These institutions
will sell government securities to
get the funds necessary to make
the loans. Accord:ng to the last
Treasury Bulletin, investors, other
:han Federal agencies and com-
nercial banks held 20,334 millions
of bank eligible government bonds
sutside of bills, certificates of in-
Jebtedness and notes. The bank
eligible bonds do not afford a
yield which makes them desirable
sermanent investments for these
nst.tutions and they can be sold
‘o make room for higner yielding
corporate honds.

The effect of such a transaction
(‘s .to increase the income of all
eople -engaged in the building
industry, manufacturing of tools,
equipment, etc.. The increase of
ncome increases the demand of
300ds and thereby puts fuel in
the fires of inflation. Therefore,
the ‘substitution of government
bonds, now held by savings banks,
Federal savings and loan associa-
tions, insurance companies, ete.,
by mortgages, corporate bonds,
etc., is just as inflationary as the
making of a commercial loan, To
stop inflation we have to stop
both.

(2) It is said that an increase
of interest rates—in accordance
with historic precedents—stops in-
‘lation. It is argued that as the
Jrice of money goes up the de-
nand for it slackens and with it
:he loan-deposit spiral. But every
sractical banker knows that the
increase of %%, 1% or even 2%
of the interest rate will not deter
a merchant or manufacturer from

John H. Kugel

"| borrowing money which he can

1se in a business venture he con-
siders promising, The interest
zost is such a small fraction of the
cost of doing business that the
juestion of whether a business is
orofitable or not is not decided by
the money rate.

We may recall the experience
during and after the first World

‘Dahge_'r of an Increase in
The Velocity of Circulation

By JOHN H. KUGEL
President, Kugel,

Mr. Kugel contends-that an unsettled government bond market may
. offset all deflationary effects of reduction of the national debt.
Suggests retention of government bond holdings by hanks and
individuals as inflationary curb.
Investors have been greatly disturbed by the recent decline in
government bpnds. The argument that the decline is the natural
result of the rise of short term money yields and the yield on corpo-

‘rate bonds, does not answer the question: Where do we go from here?
Vg This might

Stone & Co., Inc.

War. Stead:ly increasing rates in
%jberty Bonds did not stop infla-
ion. ;

:Corporations would be: able to
continue the sale of their honds
to investors at slowly but steadily
rising interest rates. These bor-
rowings create income just as well
as loans by commercial banks,
and are therefore just as infla-
tionary.

Previous inflations have been
ended by the t.ghtening of the
money supply rather than by a
slackening demand for it. Look-
ing over the statistical data avail-
able we see that in previous infla-
tionary periods commercial lpans
frst expanded constantly with
only a small increase in the inter-
est rate, At some point the short
term interest rate starts to rise
steeply and although the rate in
the increase of commercial loans
remains constant or even slackens,
inflation comes to a sudden halt.
The increase of interest rates is
the result of the tightening supply.

Previous inflations have been
stopped because the convert bility
of all types of money into gold
put an effective brake on the cre-
ation of new money by credit, To-
day, when government bonds are
convertible into money and money
is not convertible into gold, this
brake, in its abselute sense, does
not exist. As it is impossible to
let the interest rate on govern-
ment securities rise. indefinitely,
the Federal Reserve Bank is
obliged to support the price of
government bonds at some level.
On the other hand, the demand
for money does nat abate with
the rise of interest rates.

Dangers of Increased Rates

on National Debt

(3) The Treasury must be care-
ful not to increase the carrying
charges of the debt. As high
coupon bonds mature they may
be refunded with short-term
paper which—absolutely—carries
a lower coupon than the matur-
ing bond although—relatively—it
yields more than previously out-
standing short-term obligations.
Savings in the absolute carrying
charge may be used to increase
yields on refundings of short-term
paper slightly. But the overall
charge must not be increased as
this would endanger the budget
and the most deflationary weapon
the Treasury has: Reduct.on of
the outstanding debt. ,

(4) Reduction of the outstand-
ing debt decreases the money sup-
ply directly and immediately. A
mere increase in the interest rate,
which is not the result of a decline
of the money supply, is not de-
flationary. The increase of the
bill rate from %% to more than

(Continued on page 22)
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True—but you want the best avail-
able price and the quickest possible
market! That means us! =
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New Monev for Old—Hot oxr Cold?

. Investment counsel strongly favors Representative Rogers’ proposal for recall and a'teration of currency’s

“tolor scheme. Asserts this would be temporarily inflationary, but ultimately very delationary.
gests $4 to $10 billion of “hot” money. of tax evaders- might be recovered as incidental result—znough
T to launch Marshall Plan and reduce taxes.

n

The Coming Currency Change — A Recoloring or a Recall?

The proposal of Massachusetts Representative Edith Nourse Rogers to replace our
green and black paper currency with a separate color for each denomination may have more
toiit than meets the eye. At hrst blush, the sole virtue of. the idea would seem to be the

rr

By JAMES J. QUINN
Investment Counsel

Sug-

greater - ease
of distin-
guishing . be-. -
tween the
various ' bills. ‘|
Without = im-
puting to Mrs.
Rogers’ sug-
gestion any
other motiva~-
tion, it is still
true. that the
replacemen t
of. the old].
with:new pa=|’
per -currency
at: this' time -
with
_it:implications
'of “vast importance to many
phases of our economic life—not
the least of which are the rela-
.tively recently developed habits
ofi.conducting personal and com-
mercial business transactions and
- keeping liquid. savings ‘in cash
',_‘;amounts of. staggermg Propor=
K thns. Before examining: the vari-
. ous’possibilities,. however, it.may
‘be helpful;- ‘perspect1vew1se, in
‘gammg ~an -appreciation of--the
scope’ and ‘nature of the task that
such an alteratien in-our currency
would involve, if the events lead-
mg ‘up‘to the last major change m
2 United * ‘States  “folding money”
are reviewed.

The 1929 Currency Alteration

* From 1861 until the late 1920’s,
"the size of U. S. paper currency
remained. the same (77/16” by
3%"”). During that period, the
economic development of the
country was accompanied by vari-
ous efforts to tie our money (a)
to silver, (b) to gold, (c) to a
eombmatlon of both, (d) to na-
tiomal- bank deposits, and (e) to
Treasury bond . issues—among
many other bases. The resultant
hodgepodge currency of the 1920°s
was a natural outcome of the past
haphazard approach to the prob-
-Jlem of printing and engraving
U. S. paper currency. While the
size ‘did not change during the
60-year period, its appearance,
especially as regards colors and
portraits used, ran the gamut of
the entire spectrum on the one
hand, and included, on the other,
a wide variety of national  and
local heroes immortalized in print.
At one time, there were five sep-

James J. Quinn

arate designs for the $5 bill—the

§ | type of variety in design that i

an- open invitation to ' counter-
feiters, who gave the Secret Serv-
ice many a busy day. Uniformitv
however, was not the only reason
for the proposed change. There

‘were others.

i First of all, the new size (6 5/16”
by 211/16”) was more convenient
to handle. . The Phxllppmes had
been using - the - smaller size for
years-and had lauded its superi-
ority. Since the New Series bill

‘could fit into ' pocketbooks -with-

out foldmg, the freedom from
creasing, necessary. with .the  Old
Series, lengthened .its life-appre-
ciably. The ‘smaller, more uni-
form, but simpler designs, with
their fine engraving, - were. con-
suierably ~harder to counterfeit.
Addxtxonally, ‘substantial econ-
omies- in the cost of paper, ink,
prmtmg, and - especially storing,
were important factors. But:more
decisive than any.of these was the:
50%  increase: - that the  change
automatically . - effected  .in .the
plant capacity. of ‘the Bureau. of
Engravmg & Printing. The Bu-
reau’s building, - erected in 1914.
had not been designed -to cope
with “‘the swelling currency de-
mands (jumped 76% from 1917-
1926) of post World War I's boom-
mg economy. Without the change
in size of the bills, a new build-
mg .extension and a larger print-
ing plant would have been un-
avoidable.

How the Change Was Put
Through

The changeover presented the
Treasury with the enormous prob-
lems of manufacturing, printing,
'scheduling and public education
The latter was one of the gravest
that Treasury officials had to
cope with. A wide variety of dif-
ficulties cropped, uo that had no
been anticipated. They ranged all
the way from universal public
dismay (especially on the part oi
the banking fraternity) at the
prospect of having to transact
business with two sizes of cur-
rencv during the transition period,
to derisive remarks about “the
new cigar store coupons.” Rede-
signing the various denominations
and printing the 900 million sep-

Cinecolor, Inc.
“Portsmouth Steel
Lamson & Sessions
Cleveland-
tTexas Eastern Transmission

i A
*SPECIAL REPORT AVAILABLE
tPROSPECTUS AVAILABLE

Wanbp & Co.

Established -1926-

Members New York Security Dealers Association
Direct Wires to PHILADELPHIA & LOS ANGELES

Cliffs Iron

120 Broadway, New York 5
Phone: REctor 2-8700 .
Tele. NY 1-1286-7-38

larger denominations were issued

‘rate pieces was a huge - task in
tself.. Nevertheless it was com-
leted ‘well ahead of original ex-
sectations. Tt was the scheduling
>f the distribution 'that brought
on most of the headaches. ;

At first, only :the one  dollar
ills were to be issued and those-
only over an estimated 12-month
aeriod. The cthers were to follow
in- appropriate order. So well,
nowever, had the: designing and
orinting progressed ‘(including
loing -an additional last-minute
job of -an unscheduled redesign-
ing and issuing of new national
ank notes, which-constituted 15%
of all of the currency outstanding),
that a general rather than an in-
dividual distribution date was de-
cided upon, and even advanced by
many months. On July 10, 1929,
issuance of the new sized currency
in $1-$20 bills was begun. 'The

later. No attempt was made to re-
place ‘at one -swoop the entire
amount of Old. Series bills. In-
stead the normal procedure of re-
tiring such - Qld Series - bills as
came into the banks during every-
day transactions was followed.
The 4-6-month period estimated
for the transition period when
hoth Old Series and New Series
would be outstanding was, as it
turned out, about right for all
practical purvoses. At any rate,
except for odd stragglers, the out-
side limit for the complete
changeover - would - hardly Have
exceeded a year since the number |
of pieces of the New ‘Series, about :
900 million, was approx1mately|
equivalent tc) one years normal
retirements.

Legal Aspects

In view of ‘the ease with .which |

the legal aspects of the 1929 cur-
rency change were handléd—no.
legislation was necessary—the re-
ported proposal by Representative
Rogers to prepare and submit a
hill to Congress on what is essen-
tially the same matter is puzzling.

Secretary of the Treasury A. W.
(Continued on page 26)

American Hardware

Art Metal Construction

Bowser Ccm. & Pfd.

Cluctt, Peahody 201 47 Conv. Pri.

Letter to Editor:

Defense of Dow Theorv

Justin F. Barbour takes exception to Mr. May’s “Observations”

and explains Dow Theory philo
Dow Theory and scores Cowles

sophy. Holds critics misconstrue -
Commission’s analysis of short- -

comings of theory as based upon unwarranted assumptions. Mr. -
- May replies regarding use of Barbour’s Dow Theory Service Material
Edltor, The Commercial & Financial Chronicle: ‘

As a recognized student of the Dow theory, I wish to make an
all inclusive comment on Mr. May’s conception of Dow theory, as re-

vealed in his recent series of “Observations.” It is this:

Mr. May

simply does not understand Dow theory. Mr May sets up his concep-

tion of ‘Dow theory, and finds
many fallacies in it. He does not
see the wisdom and usefulness-of
the philosophy of Dow, Hamilton
and Rhea. Apparently he does not
understand the copyright laws
either, for he has reproduced, with
slight modifications, some of our
copyrlghte.l matenal original of
which is enclosed.

It would take too much tlme
and too much space to answer
each .of Mr. May’s criticisms of
Dow theory. But for the benefit
of those who are interested in‘ the

subjeet, I-would like to point out]

that (1) -Dow theory is a‘success-

ful philosophy . for -Dow- theorists-

in analyzing and mterpretmg the
stock market and in forecastmg
the probable prevailing major
trend, .and intermediate move-
ments;” and, (2) competent “Dow
theorists are students of the mar-
ket comparable. to-suceessful -in- |
lelduals in other professions who
acquire proficiency through-con-
‘stant ‘study, research and experi-
mentation.

IThree statements will bear out
my contention” that” Dow :theory
is a successful philosophy for Dow
theorists:
made a practice of having his stock:
market transactions audited,-and
the audit published. Under date
of March 25, 1938, Mr. Rhea pub-
lished this atatement by O. M.
Williams, C.P. A.:

“I have audited the accounts of
Robert Rhea and those of a cor-
poration and two trusts operated
by him and for his benéfit. The
audit covered all transactions in
stocks between Dec, 31, 1928 and
March 25, 1938. D1v1dends were
not credited, but commissions and
taxes were charged.

“My findings were that on to-
tal transactions involving 601,612
shares. a gain of $436.19 was real-
ized for each $100 of loss.”

It can be said that this audit
reveals little, other than that in
the ten-year period covering the
greatest percentage decline and
advance in the stock market—in

the period when the greatest stock

Crowell-Collier Pub.
Detroit Harvester

* Kendall Go.*
Oxford Paper Com. & Pfd.

Bought - Sold - Quoted

#Prospectus on Request

GoobpBoDY & Co.

Membhers N. Y- Stock Exchange and Other Principal Exchanges

115 Broadway, New York -
T-I.ephun;t"—BArclay 7-0100 ",

105 West Adams St.. Chicago
i : Teletype "NY 1672

41 BROAD STREET

Graham-Paige Motors Corporation
* 4% Convertible Debentures due 1956
Foundation Co.
Wellman Engineering Co.
Tennessee Products & Chemical
Analyses on request

Seligman, Lubetkin & Co.
INCORPORATED
Members New York Security Dealers Association

New York 4, N. Y.

The 1ate ‘Robert ‘Rhea’

o

market losses were sustsined—the
net rerult of Mr. Rheas ‘trading
in a large number ‘of shares re-
sulted in taxable profits equal to
436 times his losses. Those who
knew Robert Rhea intimately
knew that his stock market profits
were substaatial,

The second wnoint: The W!‘]tET
has had complete supervision of
certain funds for periods running
from 5 to' 14 years. ' The capital
cains of these funds, basei on
their present valuation : (highly
liquid), ran¢e from .about 100%
tn about 800%, mcome not in-
cluded.

The third point: Mr. May m
his third article attempted to
show, - with the use of some of
our figures, that. a 'mechanical
tradm.g on confirmation of change
of major trend would result in
missing much of the .entire bull
market. He is correct as to sub-
normal bull markets, but incorrect
as to normal- and.-abnormal bull
markets. In addition, ‘he over-
looks these two points: (1) -Most
of -the time competent Dow ‘theo-
rists trade ‘well in advance of"
the points of ‘confirmation; and,
(2) The- accumulated profit from
trading on- confirmations is large:

Over a period of 49 years, the
accumulated profit of a theoretical
fund entering the market on -con-
firmation -of bull markets, and
liquidating on confirmation ' of
bear markets, is 4,550%. Put an-
other way,. a theoretical invest-
ment of $1,000 in the Dow Jones
industrial average on June 28,
1897 is mow ' worth $43,502.06.
These are intriguing figures for
the Dow theory critics for a
starter, and it is only a starter.

No one should waste time by
saying that trades cannot be made
on these prices. In the closing
half hour of the market, a diver=-
sified list of stocks can be bought,
or sold, at closing prices. Income
will offset commissions and all of
the capital gains taxes in the nor-
mal. to abnormal bull markets. The
following table shows how these
results were achieved:

Just to emphasize the point that
such .cumulative gains are small
for Dow theorists, I wish to refer
to Robert Rhea’s statement of his
own acccmplishments in relation
to the results brought out in a
similar table compiled by him. On
page 535. of “Dow Theory Com-
ment,” mailing No, 199, April 6,
1938,-Mr. Rhea wrote:

“, .. my own investment funds,
even after income taxes, have in-
creased more since 1920 than those
employed in the above theoretical
calculatlon during the same pe— i
riod.”

| The following is my statement

of “stock ‘market results achieved *

.-|'through- the apphcatlon of Dow,

theory i

“All of my management aq—,
counts have apprecxated many
times the comparable appreciation
of this theoretical fund over the
years in which I have been in .
business.”

The Genesis of -‘Dow Theory .
Dow theory .derives its name
from Charles H. Dow, the founder
and first editor of the “Wall Street
Journal,”. whose observations of
‘the movements of the stock mar-
(Continued on page 24)
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Steel Production’
- Elegtric ‘Output
Carloadings
Retail Trade s
Commodity Price Index .
Food Price Index
Auto Production
Business Failures

State : ‘of‘? Trade
and Industry

Business barometers for ‘the past week indicated shght and
varied changes in industrial ‘production for the country at large. The
output' of practically all types of goods was very large and orders
{or most products as .in past’ weeks: continued on the increase, !

.. Employment - held .close . to ! peak levels- with' the demand fpr
skilled workers still remaining to be. gratified. With respect to raw

matenals some manufacturers: have reported a noticeable mnprove- 3

ment in the availability of some items.

Producers of various types of industrial machinery and equip-"

ment. reported a high current output. Some improvement contmued
to be noted in the production of farm machinery.

Apparel manufactures increased somewhat with orders for most
types of clothing very large. Textile production was steady and high
with substantial order backlogs to sustain it.

Eg b *

In the field of civil engmeermg, construction totalled $100,930,000 - §

the past week, with volume 37% below the previous week but 30%
above the correspondmg week a year ago. Private construction
amounted to $54,084,000 and publlc constructlon $46,846,000.

h- #

Fear of government controls over our national economy spring-
ing from President Truman’s request for such power were expressed
by some segments of business and industry the past week, but ac-
cording to “Business Week” magazine, in its current editorial com-
ment, it stated:

“You can write off President Truman’s demand for consumer
rationing and price controls as an exercise in pure politics, even
the speculators aren’t taking it seriously. There isn’t one chance
in a thousand that Congress will approve a new pocket-edition
OPA. And even if it should, the Administration couldn’t get
prices under control just by tacking on a ceiling here and a
ceiling there.”

* # % *

Reviewing the condition of retail and wholesale trade it was
noted that retail volume in the week ended on Wednesday last was
moderately above the level of the preceding week and remained well
in excess of that of the corresponding week a year ago. Seasonal
promotions were prevalent and helped to stimulate consumer in-
terest in holiday merchandise. The buying of gifts increased notice-
ably and toys attracted considerable interest.

A moderate rise in- wholesale volume occurred in the week and
over the corresponding week a year ago. Retailers purchased large
stocks of most types of merchandise in anticipation of a brisk holiday
season. The supply of most articles was plentiful and deliveries were
generally. prompt.

STEEL OPERATIONS SCHEDULED AT 0.7%
BELOW PREVIOUS WEEK’S OUTPUT

Despite raw material shortages and time consumed in repairing
and . rehabilitating equipment, steel ingot output in 1947 will be
34 % greater than the previous peacetime peak in 1929, 61% greater
than the prewar year of 1939 and about 30% higher than the year
1940 when the United States was shipping Iarge amount . of metal to
the k/1\llxes, according to “The Iron Age ‘national metalworkmg
weekly

There is every indication that the total steel ingot output this
year will amount to 85 million net tons, a figure only 5.19, below
the all-time high during the war year of 1944 when steelmakers
turned out 89.6 million tons of ingots.

There is nothing in the picture now to prevent the 1947 record
from being bettered in 1948. During the next 12 months some new
ingot capacity will be installed and finishing capacity will be ex-
panded.

Unfortunately for the steel industry, says the magazine, the
temporary extreme tightness in steel supplies this month and ex-
pected in December is playing into' the hands of those who are
attempting to place rigid allocation controls over domestic steel out-
put. Currently, pressure for steel deliveries from those consumers
who are unable to keep their own production schedules at peak levels
is the strongest since war days. Furthermore, the gray market is far
more active than the black ‘'market was durmg the war and net
prices are higher.

Conversion activity involving the processmg of ingots and semi-
finished steel by one or more steel companies is now at an all-time
peak.' Yet practically all of this stringency which has been super-
imposed upon a strong normal postwar tight market, “The Iron Age”
adds, has been due to loss of production in the mdustry this year
through no fault of steelmakers. Practically all steel firms have been

- (Continued on page 35)
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== By A: WILFRED MAY : ——
THE PERILS OF PREDICTION—Stock Market Pltfalls

(Seventh of -a series on investing problems)
Bernard Faye, French author, has said: “In statistics the ‘Amer=
ican has-found o substitute Jor, ideas, enabling him to -dispense with
both unsdom and beauty.” Although this, may  be - exaggeration,
/ 418 quite true that we are prone to forget that
while. statistics are knowledge, their- proper: use
requires réal wisdom.
g An important cause of failure in the attempt
““to forecast the behavior of the stock market as a
“““whole is the temptation'to over-use today’s un-
4 vprecedentedly high quantity and quality of statis-
+tics; that is, to apply them to phenomena to whick
_tney are not at all appropriate. Too often in lieu
-of permitting their confinement to their rightful
‘- function as an instrument, the passion for statis-
* tics leads to coupling them with factors which are’
< 'mot reducible to statistical measurement; and to
‘lose sight of the crucial importance of the
human behavior elements, which are incalculable
as to direction as well as extent. And all too
often when applied to the market place, “sta-
tistics are used as that branch of mathematical
science which makes it possible to proceed with precision from an
orbitrary assumption to a foregone conclusion.”

Winning the Contest, Losing the Prize

A specific reason for the abortiveness of predictions about “the
market” is the persistent dlvergence of its behavior from expecta-
tions warranted by the economic factors—resulting in rightness in
guessing events, wrongness on the market. This has been perfectly
demonstrated during the past two years. The decline in the stock
market that began in mid-1946 has not been followed by a discern-
ible business recession, general corporate earnings decline, or corre-
sponding behavior of the economic indices. So speculators acting on
their winning entries in guessing contests on the Federal Reserve
Board’s index of industrial activity, national income, etc., would still
have lost some part of their shirts in the perverse stock market.

Similarly, our- great bull market of the 1920s, the most violent
on record, acted wholly without correlation to the concurrent “eco-
nomic” events of the period. For example between 1923 -.and 1929
the price of stocks shot up by over 300%, whereas the output of non-
durable consumption goods advanced by only 24% and the volume!
of production of finished goods (Index of the National Bureau of
Economic Research) rose 28%.' And a net decline actually occurred
in the Bureau of Labor Statistics’ indexes of the prices of raw ma-
terials, semi-finished and finished goods. Even corporate earnings
showed the same divergence from stock market action, graphically
reflected in price-earnings ratios in some cases as fantastically hlgh
as 100 to 1. So.then too a correct appraisal of the logical econoimic

A, Wilfred May

factors. proved to be dlsastrous for purposes of appraising seven years

of stock prices.

One reason for thls, which because of its comparatively new
emergence is importance to recognize, is the influence of govern-
ment management and controls. Monetary management began in
earnest in that “New Era,” transforming the stock market from its
traditional role of barometer to a thermometer resoundingly regis-
tering the effects of the avalanche (as measured in that early period)
of Federal Reserve credit that was being pumped out through the
open-market operations of the Federal Reserve System—a new and
hence unrecognized manifestation of unpredictable management.

The “Managed” Market of the Mid-1930s

Likewise in the 1936-1937 years which concluded the 4'%2-yeal
bull market that had started in 1933, stocks were priced at wide
variance from the economic factors. That the high prices and active
markets of that time were not caused by a flight of capital into
equities through fear of inflation is shown by the fact tnat bono
prices remained at. their peak level attained since the turn of the
century, and commodity prices had not risen recently. Nor was that
market rise, as it had been in 1929, financed by brokers’ loans or
direct bank loans on securities. Actually that bull market, at least
in its extent, was caused by the Federal Government’s aggressive
deficit-financing policies of borrowing and spending, with expansion
of bank deposits of money-seeking investment, and its managed
reduction of the ruling interest rate. Subsequently in the Fall o
1937, when this money-expanding policy was unexpectedly halted,
the bull market had its demise.

This uncertain “extrinsic” market element of government con-
trols has always, of course, been a wartime concomitant. But since
V-J Day we have been forced to realize that the imposition of
central management and interferences constitute not only a wartlme
factor, nor even only a component of a mere “armament economy,”
but, as possibly now, a crucial factor likely to be 1mposed whenever
our executive and leglslatlve branches deem there is an “emergency”
—because of “inflation,” international crisis, etc., etc., etc. .

ATTENTION DEALERS!

We have prepired a circular on the

STEEL INDUSTRY

and. low-priced stocks of several speculative Steel
Companies available for Retail Distribution,

MERCER HICKS & CO.
Members Nat'l Associgtion o‘.j‘ Seeurities Dealers, Inc.
150 BROADWAY, NEW-YORK 7, N. Y.

Telephone: DIgbv 9~ 4224 Teletype: NY 1-2813

i
¥

International Detrola
Southwest Gas Producing
American Maize Products Co.

Bought—Sold—Quoted

- FREDERIC H. HATCH & GO., ING.

Esubllshed 1888 ‘
MEMBERS N. Y. SECURITY DEALERS ASSOCIATION

‘63 Wall Street, New York 5, N. Y: Bell Teletype NY 1-897

_Broadfool Sales Mgr. .
For Hayden, Stone: o,

* Hayden, Stone' & Co.,:25 Broad.
Street,- New York Clty, members
of the:New_ York Stock Exchange,
announces thatHibbard E. Broad-
foot:is:'now associated ‘with ‘the
firm: as -retail sales. manager of
the New. York. office. . Mr.- Broad-
foot "was formerly ‘retail ' sales
manager for E. W. Chlucas & Co;,

The company -also ' announces
that the following have  become
associated with the investment de-
partment of the firm’s New -York
office - as registered - representa-
tives: S. A. Alasheieff, Frank L.
Childs, Frank J. Daly, Ernest R.
Grauer; Eugene Hodenpyl, Norton:
Le Bourveau and F. Raymond
Shaw

Shlllmglaw, Jollannes
Elected Vice Pres. -

CHICAGO, ILL.—Logan Shil-
linglaw and Harold W. Johannes
have been appointed Vice Presi«
dents of Shillinglaw, Bolger & Co.;
120 South La Salle Street, mem=
bers of the Chicago Stock Ex-
change, it is announced by David
L. Shillinglaw, President. They
have been associated with the
firm for the past five years and
have been identified with the:in-
vestment business in Chicago for
many years. e

Russell G. Talbot Opens

Own Firm in Buffalo !

BUFFALO, N. Y, — Russell G
Talbot- is engaging in the securi-
ties business from offices in the
| White Building, under the firm
name of Talhot Co. In the past he
was with H. B. Dennison & Co;
and Barrett Herrick & Co.

o
J

AMERICAN MADE
MARKETS IN

; CANADIAN
SECURITIES
Abitibi Pr. & Paper. 3%s, 1967

Canadian Pac. Rwy. 31/23, 1951
Canadian Pac. Rwy. 4s, 1949

HART SMITH & GO.

52 WILLIAM ST., N. Y. 5 HAnover 2-0980 |
Bell Teletype NY 1-395 |
New York Montreal Toronto '

BIDS MADE

ON

BONDS

WITH
Coupons Missing

(GUDE, WINMILL & CO.

Members New York Stock Exchange j:
1-Wall- St.; New York 5, N. Y.,j
DIgby 4-7060 Teletype NY 1-955] -

LAMBORN &CO.,Inc.,'
99 WALL STREET
NEW YORK 5, N. Y. ' |

SUGAR -

3 Raw——Refined—Liquid L4
Exports—lmports—i‘utures

DIgby 4-2727
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. Restoration of Europe Essential

By EUGENE MEYER*

» Chairmdn of the Board, The Washington Post; Formeér World Bank President
Prominent financier, in reporting on trip through Weéstern Eiirope; poinfs out basic economic difficulty

is lack of adequate food and économic incentives. Says

merica, in role of world leadership, must for- -

mulate ‘a program of foreign assistance. Points out, despite difficalties, sabstantial steps have been taken
in European recovery, and backs up Truman proposals, even though not “a gilt edge investment.”
I am pleased to have thq opportunity to pass on to you some of miy observations and re-
flections about my recent trip to Europe. Iwent thete, I think, with the same questions in my
mind that have been plaguing millions of other Americans who have watched the European

situation grow
moretroubled,
more menae-
ing, day by
day and sea-
son by season.
As a citizen,
and also as
one with a
share of  the
responsibility .
for producing
a responsible
and informed
newspaper, I
decided to
-reconnoiter
the field in
person, I
wanted to put my qtiestions di-
rectly to the men atid the groups
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who were in the best. position to
know the facts.

Theé -questions I had in mind
were the obvious ones, but no less
important for being obvious. They
were the questions which our

‘| Senators and Representatives and

which you, yourselves, have been
ask;ng as you watched European
ndtiong struggle out of the deso-
lation of war and as you waited,
in vain, for them to give evidence
of a restoration . of economic
health and political stability.

What was at the root of the
progressive deterioration of the
financial situation in England,
France, Italy and other Western
European countries? Why had
their economic life not made more
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progress in the return to the pre-|. .
war tempo? What had happened | -

lo the pattern of trade that oace

supolied Western Europe with |-

food and Eastern Europe ' with
manufactures? ) =

Had the European peoplés lost
the habit of working? If they
were hungry, ‘was it their own
fault? If we aided them, wolld
it be money down the drain |or
was there a chance—wasg there; in
fact, the will—to use Ameéricafi

help as a means to permit them |+

to help themselves?

These were some of the
nomic questions.

The political question was
equally complex: How was Eu-
rope reacting to the daily increas-
ing aggression of our wartime
1lly, the Great Bear which we call
Russia?

I wish I could tell you that I
brought back pat answers to these
guestions. I wish, indeed, that
there could be pat answers which
some better student of the ques-
tions than I could discover. Un-
fortunately, world problems, eco-
nomic or political, do not lend
‘hemselves to precise and siniple
solutions.

Happily, however, there are to
be seen in Europe certain out-
standing facts, vivid enough for a
reading even on the run, clear
enough so their meaning cannot
be misunderstood. They are, also.
the most significant and meaning-
ful facts for an understanding of
the European problems. And they
are the most helpful guideposts
to us, in framing our decisions on
plans to assist Europe.

It is these facts which I want
to discuss with you. I have spoken
of them to other groups. .Since
neither the facts nor my conclu=
sions about them have changed, I
must, if you permit, speak of them
somewhat in the same terms that
I have used before,

eco-

New Role-of America |

First, I would like to paint a
little background of my own
thinking before I went to Europe.
I carried with me a precoacep-
tion, if you will, and I brought it
back intact—indeed, strengthened.
It relates to our own role in world
affairs, It is the thought that
America has succeeded to the

(Continued on page 20)

#*An address by Mr. Meyer be-
fore the Advertising Club, Wash-
ington, D. C., Nov. 18, 1947.

- Current Topics

in Wall Sireet

By JOACHIM STRESEMANN

After discussing “pros” and “cons” of the Business Cycle Theory,
writér eonifenids today we afe facéd with a et of conhiicting develop:
ments ‘which {end to pull the economy in d.ffzrént directions. Cites
as factors: (1) lack of equilibrium in wages and ptices; (2) uncer:

tainties regarding implementation

of Marshall Plan; and (3) iiii-

pediments in strides of construction industry: Holds present pros-
perity is not necessarily moré femporary than previous similar
periods, and therefore deptéssion seems far away. '

morrow's weather.
APy iy e but there ise

. . Business Forecasting
Forecasting tomorrow’s- Business -is quite like forecasting to-
You have good reasons

to assume you are right

always - that|
gust of wind
from Green-
land . that may
. upset your
.calculation.
Yet even' if it
rains all Sun-
~day, though
the weekend
‘W a s supposed
. to be sunny,
people come
right back
Monday and
ask again:
“What weath-
er will we
“What is business going

Joachim Stresemann

have?”
to do?”
In 1945 the best opinion of some
students of economics was that
there would be large unemploy-
ment in the middle of 1946. Noth-
ing of the sort happened. Since
the middle of 1946 a business re-
cession has been widely. predicted
for-1947. We may see a shrinkage
»f business activity in 1948 but
1947 ‘is' almost over and no reces-
sion has appeared so far. What we
have had —or rather begun to
1ave again—was a reshuffling of
ictivity between sectors of busi-
ness but such a change is natural.
There is no fixed state of indus-
trial production which is attained
one day and remains stabilized
from there on ever after. There
is no status quo. Business is a
living organism and there is no
doubt that the number of um-
brellas manufactured in 1957 will
be different from the number
rnanufactured in 1947, -

~H" business forecasting ‘has
proven so difficult and often un-
satisfactory, the question atrises
as ‘to why there is' so much de-
mand for- it and also why so many
intelligent ' people insist on gam-
bling their reputation every day
on. telling .us eéxactly what is go-
ing to happen. The explanation is
simple. No matter how hazard-
ous the guess, a guess has to be
made by evéryone who wants to
take ‘any action in any walk of
life. The man who buys a_din-
ner jacket expects to be invited to
dinner some time but he may be
wrong. - The manufacturer who
decideés to produce 1,000 television

sets expects to sell at least 900.
but if his competitor brings out
1 more attractive set, he may not

sell any. Simi

larly, the investor

flas to rely on experienced advice
as to the intrinsic value of secur-
ities and their prospects. Cotige=
juently, his advisors have to én-
deavor to forecast the future of a
complete set of factors all inter-
acting on each other, &

“Fashions”- in Business Thinking

No one can deny that the size
of industrial production or the
level of commodity prices are im-
portant criteria in determining
the business outlook. So are in-
numerable other factors, i.e., the
lrend of consumer expenditurcs.
On what is the average wage
earner spending his dollar? On
what is he spending his “extra”
dollar, i.e. the dollar he keeps
after buying food, ete., and paying
his rent? Some economic analysts
look mainly at statistics such as
the above. Others, and not less
intelligent ones, also look at race
track betting statisties, theatre at-
tendance and similar figures not
generdlly accepted into “economic
society.,” It can be observed,
though, that from time to time
certain subjects scem to dominate
the field of discussion and, in pro-
portion to the publicity which
they receive, the outside observer
is apt to get the impression that
his life and the fate of the entire
universe depend on the answer to
some problem which only a few
months earlier did not seem 1o
bother anyone in particular. ~

Within the past 12 months the
business community has worried
suecessively and intensely over
such problems. as inventories,. la-
bor relations, inflation, deflation,
and a host of other problems. Re-
cently the so-called “world short-
age of dollars” has begun to claim
head billing. All these diszussions
are, of course, based on real
causes but the interesting fact is
that in business the emphasis on
certain problems is apt to shift
conitinuously and what seeéms a
vital problem today may be al-
most comipletely forgotten tomot-
Tow.

The same applies to business
psychology and theory. Right
now there is considerable inter-
ést in the study of the importance
of cycles with regard to fluctuu-
tions in business activity. The
subject has been explained in a
clear and highly restrained man-
ner by Edward R. Dewey, the co-

(Continued on page 28)
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- From Washington

Ahead

= By CARLISLE BARGERON :

| Senator Styles Bridges of New Hampshire, who is an internation-
alist and who, therefore cannot be accused of not having a. broad
mind and not being alive to progress and to our having become a

world leader, and who indeed, as’
publicity which our intelligentsia
nevertheless annoyin
of receiving
the - same "
treatment - as
Colonel Lind-
bergh, Bob
LaFollette
and Burton K.
Wheeler. He:
was enjoying
the same-
friendly treat-
ment as that ¢
broad thinker,
global under-
standing Ar-
thur Vanden-
berg,

Bridges, as
Chairman of
the denate Appropriations Com-
mittee, made a trip to Europe this
year and being an indefatigable
worker who goes to cocktail
parties only when he has to, he
came back with an' awful lot of

Carlisle Bargeron

information. He .made a couple-

of -statements ‘over - there which
seemed to make sense .but which
annoyed some of our. Eastern ed-
itors no end.

One such was when he said in
Paris that we certainly wanted to
help France but that damnit, the
French had to do some work
themselves. One Eastern editor
described this' as most inoppor-
tune. It was a fact the French
ought to do this, said the editor,
and it would have been all right if
Bridges had made his statement
here. But to have made it over
there in the presence of French-
men, where they might hear 'it,
presumably, put us in the light of
telling foreigners what to do. In
this way we play into the hands
of the Communists who charge us
with imperialism.

But what is annoying the intel-
ligentsia about Bridges mostly is
that he came back with this poser,
not exactly new, but he has raised
it in a way to receive considerable
public attention: )

Why in the name of Heaven is
the Administration insisting upon
more money for the occupation
and relief of Germany while at
the same time going about dis-
mantling German plants so Russia
can cart them off.

This is the most embarrassing
problem with which our statesmen
are confronted. We are being asked
to appropriate additional billions
to fight the spread of Communism.
In Germany we are joining with
the Russians, the French and the
British to dismantle German
plants which Russia takes.

There now seems to be gen-
eral agreement among our public
utterers that the economy of Eu-
rope is dependent upon the re-
storal of German industry. It is
utterly disgusting that this real-
ization should come so late and
after so much cost, and certainly
the statesmen who were respon-
sible for it should be made to pay
instead of having the Gallup Poll
report periodically that they are
still preferred by the American
people to run their foreign and
domestic affairs. -

Thése statesmen having now
come to this realization, the
American people must pay still
further for -this restoral. Thes2
statesmen express bitterness
towards the Morgenthau pasto:-
alization scheme and will tell .you
that" he is now a completely re-
pudidted man. Yet, they were
right in on, they were parcel and
part of that'scheme at the time.

However, that is water over the
dam, they say. The German econ-

gitized for FRASER
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g that crowd and it may be that he is by way

of the News

a result, has enjoyed that friendly
gives to such a ripened intellect, is

.omy must now be restored-at:.a
cost. They have spread. .the -in:
formation that the Morgenthau
plan has been completely aban-
doned. e
‘Senator Bridges comes back enz
says the plants are still being dis-
mantled. Our policy may - be
changed and it is changed to. the
extent that we are not now -trying
to pastoralize Germany. Instsad,
we are bent now upon getting her
back to her industrial feet. 1
‘But her plants are still' being
dismantled, and carted' off by
Russia who, if she thinks she can
keep us from sending billions over
itere to head her off, doesn’t real-
ize what a determined bunch of
iools we can be. :

When Bridges poses- such  a
juestion as this he is being un-
realistic and maybe he was never
the broad-minded, statesmanlike.
fellow which the Eastern' intelli-
gentsia first thought he was. - A
couple of editors of this: ¢lass have
been unable to hide their disgust.;

He must realize, they have said
with irritation, that while it is a
fact that German industry must
be restored and that we have,
therefore, departed from the pas-
toralization program, nevertheless
it must be remembered that' we
are pledged to destroy Germany’s
war potential forever. Senator
3ridges should therefore keep his
nouth shut about- the plants be-
ing destroyed because they are
.he potential war plants and Sen-
ator Bridges is not in a position
to know what is a potential .war
plant and what is not.- This must
be left to the experts.

In other words, our officials in
Germany are assisting in tearing
down plants and -American tax-
payers are being asked to put up|
more. One explanation is that
this is a part of the Potsdam
agreement and we.can’t get out of
letting Russia have this machin-
ery.

Bridges, the non-expert, cites
that a type of plants being dis-
mantled are glass plants when one
of the greatest needs in Germany
is glass. I should like to have an
expert tell the difference between
a non-potential war plant and a
potential one. Even a sausage fac-
tory is a potential war plant. Gen-
eral Motors, U. S. Steel, Westing-
house, etc. were our war plants;
darned few, in fact, that were not.

Two With Allyn & Co.-

(Sperial to-Taz FINANCIAL CHRONICLE) '

CHICAGO, ILL..— James G.
O’Donohue and Donald E. Rad-
cliffe have become associated with
A. C. Allyn and Company, ‘100
West Monroe Street. Mr. O’Dono-
hue was previously with M. B.
Vick & Co.

| -PfQSperity:o

By RAYMOND RODGERS*

r Depression in 19487

Professor of Banking, New York University

Dr. Rodgers points to errors in 1947 business soothsaying, and ascribes causes of errors to managed

money, managed public debt and a largely managed economy.  Predicts, however, economic forces will

prevail, and says we face either a business readjustment or a new turn of corkscrew of inflation. Fore-
sees no depression in 1948 but warns if inflationary policies persist, day of reckoning is coming.

Economic developments during 1947 should end all business soothsaying; never have
the prophets been so wrong. The “best advertised depression” wasn’t even a flash in the

pan — it just wasn't!

Onward and ever upward the indexes moved, while the economists

viewed with
more and
more alarm.

Clearly, a
business read-
justment was !
due in 1947,
Such a read-
justment was
needed after
the stresses
and distor-
tions of war.
Psychological
fiactors,
pointed to a
read justmen t,
Internation a 1
recovery
promised to reduce the export de-
mand. On the homefront, eco-
nomic factors of supply and de-
mand were heading for an equi-
librium which would permit mar-
kets to stabilize on a more real-
istic basis. The forecasters, and
business men alike, were unani-
mous in agreeing that a recession
was inevitable. The only differ-
ence of opinion was on how long
and- how much recession to ex-
pect. 3

Why did -all these predictions
fail?

Raymond Rodgers

We Have a Managed Economy

The answer is that nationally
we have a managed money, a
managed public debt, and, to a
great extent, a managed econ-
omy. .

While, in the long run, economic
forces will prevail, management
can play the controlling: role in
the shorter periods. To put it

¢

‘{ mand,

mous exports, especially of grains,
sharply increased the price of
food, the most basic cost element
in' our collective bargaining econ-
omy. Under such pressure, higher
wages, higher prices, and another
round in the spiral of inflation
were inevitable, even though eco-
nomic forces were working toward
a ' thorough-going adjustment of

prices, costs, and supply and de—[

The forecasters cannot properly '

be blamed for the failure of their
prognostications. No one’ can
foresee acts of God. No one can
foretell what government “man-
agers” will do under such circum-
stances.

On Crest of Business Boom

There is one thing of which we
can be certain. We are riding the
crest of the wave of the greatest
business boom the world has ever
known. The $64 question is,
“What next?” As the boys said in
our war, “It's Heaven, Hell, or
Hoboken.” But we must try to
determine which and when.

As I see it, we are at a very
critical point: In 1948, we face
either a business readjustment or
another turn of the corkscrew of
inflation. Now, don’t laugh—
that’s not an economic straddle—
not an economist’s hedge. I am on
public record since early 1943 as
saying that we would avoid run-
away price inflation in the United
States. I am on record that we
would have a business readjust-
ment or mild recession in the
third quarter of this year. I still

While such an adjustment - could
have little effect on the steel,
iron, coal, oil, railroad equipment,
farm equipment, and the heavy
machinery industries in general,
and thus could not be too serious,
it would have a constructive and
desirable effect on the cost of
living component in productiors
costs. In the short period of time,
the readjustment would run its
course and the economy would be
on a much sounder- basis.

‘While I still hope for a read-
justment, the inflationary devel-
opments of the last few weeks
cannot be lightly brushed aside.
In particular, the cost of living

'has continued to rise, which, to-

gether with the fact that corpora-
tion profits are greater than an-
ticipated, may force corporatxor_ls '
to grant substantial increases im .
wages. Cettainly, the union lead-
ers will make such demands as
their contracts expire during the
coming months, As I said before, -
most corporations are already
vulnerable because of increaseed
profits; yet, notwithstanding sharp
increases in profits, many of them
have continued to raise prices,
which further -strengthens the de-
mands of labor.

The inflationary effects of the
government’s policy of purchasing
enormous quantities of grains ane
other foods in the open market,
are also well known to you.

If this inflationary force is of
substantial proportions, it may
prevent a 1948 general readjust-
ment from a sellers’ to a buyers’
market. Instead of the cost ef

more specifically, who could have
foreseen the extraordinarily fa-
vorable settlement granted John
L. Lewis and his miners? This
settlement - not - only increased
costs all along the line, it set in
motion another turn of the wage-
price inflation spiral in other in-
dustries. - Or, in the field of food,
what economist could possibly
foresee the crop failure in Eu-
rope? It was caused by too little
rain—an act of God. Likewise, the
short corn- erop in the United
States could not be foreseen by

.mortal man. It was caused by too

much rain—an act of God.

But when we, notwithstanding
our short corn crop, decide to feed
Europe, that is an act of man-
agement- which affects everything
in the country. Our determina-
tion to rehabilitate the non-com-
munist peoples of Europe, regard-
less of the effects on our domestic
economy, is based on political ex~
pediericy. Domestic considera-
tions are brushed aside. Our énor-

*Remarks by Professor Rodgers
before Merchants Advisory Coun-
cil, School of Retailing, New York
University, New York City, Nov.
20, 1947.

o (Pdr Value of 50

Orders will be erecuted by the undersigned

38,000 Shares
AMERICAN. MOTORS, INCORPORATED
Capital Stock

Price $3 per share

'FRANK C. MOORE & COMPANY

cents per Share)

earnestly hope that we can have
a readjustment which will remove
the accumulated stresses and
strains of our price structure,
rather than wait until we have a
serious breakdown of the eco-
nomic machine. There is still a
chance that the Special Session of
Congress, or the Administration,
will take action which will per-
mit a self-rectification of some
of the current abnormalities and
uneconomic practices in business.
We missed a good opportunity to
start our economic house-clean-
ing last May. We shall have an-
other good opportunity after the
Christmas buying is over. A
buyers’ resistance caused, primar-
ily, by the inability of many peo-
ple to nay present prices, may set
in. Such a development would
force price adjustments in many
lines, particularly soft goods lines;

and conceivably could bring the

wage-price spiral to an end.

living levelling off, we may suffqr
an inflationary boom which ulti-
mately will culminate in a sharp
break in business activity, accom-
panied by large scale unemploy-
ment and governmental interfer-
ence of pump-priming, or worse,
character. This talk is getting so -
long, that I recall the old Baptist
preacher down home, who said he
was sorry his sermon would only
be five minutes long one morn-
ing--his dog ate the rest of it.
After the sermon a man came up
and said, “I am not a member of
your church, but if that dog has -
puppies, I'd like one for my

preacher.”

No Depression in 1948
One thing is certain: There wilk
be no depression in 1948. As E
said before, what we face is either
a moderate recession or another
(Continued on page 21)
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Public Utility Securities

American Power & Light

American Power & Light, sub-holding company in the Electric
Bond & Share System, has mterests in operating subsidiaries scat-
tered over a wide geographical area from Florida to the Pacific Coast,
50 that some of these subsidiaries will have to be disposed of before

the system can coniorm: 10 the

. geographical requirements of the
Utility Holding Company Act. A
subholding company (Texas Utili-
ties Company) has, however, been
set up -to take over the interests
in-three Texas companies—Dallas
Power & Light, Texas Flectric
Serviceand Texas Power & Light;
and it is po-sible that this group
might be retained under the
“grandfathér clause,” though “it
seems rather unlikely that this
would be attempted. The north-
western group, as explained later,

. is also being concentrated.

In 1941 ‘American Power &
Light filed a plan for issuing new
common stock to the preferred
stockholders, but without making
definite provision for the com-
mon stock. In November 1943 a
more definite plan was filed allo-
cating new common stock to old
preferred and common on a 90-
10% basis. The usual hearings
were held but no action was
taken. In September 1946 a third
plan was filed with the Commis-
sion and. hearings were held dur-
ing October-February, after which
interest again lapsed. Under this
plan the company proposed to re-
tire the .$6 preferred at:150:and
the $5 ‘preferred at 137 (com-
pared with par and’ arrears of
$143.57 and $136.31, resnectlvely)
Payment would be made either in
stocks of certain subsidiary com-
panies (the Florida, Kansas Min-
nesota,- Montana and-Texas com-
panies) or in cash. 15% of these
stocks would be-sold to the pub-
lic' to -éstablish a market, and the
remaining 85% would be offered
to- preferred stockholders at the
net price received in the public
offering - plus 5% allowance for
underwriters’ fees (however, part
of -the. latter stock would also be
sold if not taken in exchange by
the preferred).

Another plan was filed last De-
cember by a committee repre-
sentmg the-.common stockholders
under- which: all. assets would be
-allecated 70. 5% to- the preferred
J and 295% " to “the common "(a
year’s- dividends: would also. be

~glven« to: the preferred. stock).
Under -both the 1946 plans, Amer-
ican- would- have -been kept .alive

as a holding company for the
northwestern group.'

All 1these plans nave apparently
gone “by the ‘board” and a new
series. now seem to be starting.
Last week Mr.  H. Lane  Ogle,
uolder of both préeferred and com-
mon - stocks, proposed the direct
allocation of portfolio holdings as
follows: - Preferred stockholders
would receive the stocks of the
hest subsidiaries—Texas Utilities
Florida Power & Light, Kan:ac
Gas & Electric and ' Montana
Power. Public  holders of the
common stock would receive the

orthwestern stocks—Northwest-
ern Electric, Pacific Power &
Light, Washington Water Power
and Portland Gas & Coke. The
first two of these companies have
now been merged and the stock
of the merger company will prob-
2bly be transferred to Washington
Water Power, putting the three
stocks in one “bundle.”

The management of American
Power & Light has begun work
on a new management plan which
may be filed within a few weeks.
It seems probable that this plan
will alsp use the allocation meth-
od. though there is no indication
as yet whether specific stocks
will be allocated as in the Ogle
plan, all .stocks allocated on a
uniform pércentage basis, or some
third méthod developed. Because
of the decline in the market it is
now becoming less desirable to
cell blocks of stock, and in any
avent the SEC now seers to fol-
low “investment value” rather
than market value in assigning
packages of securities.

It appears unlikely that the pre-
ferred stock will fare as well in
the new plan as it did in the pro-
posed 1946 plan, since under pres-
ent conditions no part of the call
price would probably be allowed,
and even the claim for par and
arrears might be cut down in
order to work out some value for
the common stock (which would
probably be “under water” if last
year’s plan should be consum-
mated on the. basis of present

lower earnings.and reduced: pnce-

earnings ratios).

INDUSTRIAL STOCKS

Trad:ng Positi

-

| . ‘Bates Manufacturing Co.
: - Buckeye- Steel- Castings- Co.

s Crowell-Collier-Publishing Co.-

P, Wepszn, Jackson & Curmis

Established - 1879

. Dwight.-Manufacturing . Co.
 Liberty: Products-Corp.
~Reckwell-Manufacturing Co.

Robbins

& Myersv

Com. & Pfd.

Pettibone-Mulliken
Du Mont Laboratories

GILBERT J. POSTLEY & Co.

29 BROADWAY, NEW YORK 6, N. Y.
Direct Wire to Chicago

[ EREr
|

' De.aler-B_rokef Investment
Recommendations and Literature

It is understood that the firms mentioned will be pleased
to send interested parties the following literature:

lnsurance and Bank Stock Eval-
uator — Comparaiive analysxs of
80 ‘insurance companies .and 38
banks-—Dempsey-Tegeler & Co.,
210 West Seventh Street, Los An--
geles 14, Cahf

Railroad Developments of: the
Week—Current ‘developments in
he industry—Vilas & Hickey, 49
Wall Street, New York 5, N. Y.

Also available is.a comparative
:abulaiion of Tublic Utiity Bonds.

Special Situation—Analysis ol
35-year-old New ©England com-
Jany with large dividend accumu-
ation—Raymond & Co., 148 State
street, Boston 9, Mass.

Steel, The Master Metal—Cir-
cular on the industry and stocks
of several low-priced speculative
steel companies—Mercer Hicks &
(\ZTo.,Y150 Broadway, New York 7,

Three Stocks With A Future—
Memorandum—C, D. Robbins &
1(\Jlo..,I 810 Broad Street, Newark 2,

Aspinook Corp.—Special Report
—Ward & Co., .120 Broadway,
New York 5, N. Y.

Also available is a special report
on Portsmouth Steel,

Borg-Warner - Corporation—Re-
view of speculative type common
stock—Kalb, Voorhis & Co., 15
Broad Street, New York 5, N:. Y.

Also available is an appraisal of
American & Foreign Power Co.,
Inc.,, and a review of General
Steel Castings.

Cannon Mills Company—Circu-
lar on outlook—H. Hentz & Co.,
g}) S]{Beaver Street, New York 4,

Cleveland-Cliffs Iron Company
—Memorandum in current issue
of “The Public Utility . Stock
Guide”—G. A. Saxton & Co., Inc.,

70 Pine Street, New York 5, N..Y.:

Also available is a card memo-
Company.

Coca-Cola Company — Clrcular
on 3rd quarter: report—Clement
A. Evans & Co., Inc;, First' Na-
tional Bank Bulldmg, Atlanta; Ga.

Franklin -‘Cm'mty Coal Corp.
Late -information — Comstock ' - &
Co., 231 South La- Salle - Street;

.| Chicago 4. Ill.

randum. on Morgan Engmeermg ;

‘Gisholt. Machine. Company —
-Analysis—Arnhold & S. Bleich~
roeder, Inc., 30 Broad Street, New
York 4, N. Y

,Graham-Paige Motors Corp.—
Analysis—Seligman, Lubetkin &
Co., 41 Broad Street, New York 4
New York.

Also available are analyses of
Foundation Co,, Wellman Engi-
neering, and Tennessee l’roducts
& Chemical.

Long-Bell Lumber Company—
Revised analysis for dealers only
—Comstock & Co, 231 S. La Sallc
Street, Chicago 4, Ill.

Louisville’ Railway Company—
Memorandum—The Bankers Bonc
Co., Inc., 237 South Fifth Street
Louisville 2, Ky.

Also available is a circular or
Myer-Bridges Co.

Michigan Steel Casting Co.—
Analysis—Adams & Co., 105 West
Adams Street, Chicago 3, Il

Motorola, Inc.—Analysis—Stan-
ley Heller & Co., 30 Pine Street,
New York 5, N.Y.

Pacific Speedway Enterprises,
Inc.—Descriptive brochure—Hop-
kins, Harbach & Co., 609 South
gr'iz.rfld Avenue, Los Angeles 14,

alif.

Portland General Electric Co.—
Analysis—Ira Haupt & Co., 111
Broadway, New York 6, N. Y.

Portsmouth Steel Corp,—Data—
Buckley Brothers, 1240 Walnut
Street, Philadelphia 2, Pa,

Also available is late informa-
tion on Eastern Corp. and Gmen
Watch.

Public National Bank & Trust
Co0,—Third quarter analysis—C. E
Unterberg & Co., 61 Broadway.
New York 6, N.Y.

Pullman, Inec.—Memorandum—
A. M. Kidder & Co., 1 Wall Street
New York 5; N. Y. Ay

Investing Co., Inc., 238 Génem
Street, Utica2 N. Yo ‘

'Two With Ed. E. Mathews,

, ..Special to THE FINANCIAL CHRONICLE

BOSTON MASS. — Lionel O.
Dansereau and David M. Stanley

have joined the staff of Edward
.E; Mathews Co., 53 State Street.

When you want to CIRCULARIZE me‘mv'e_'stm'em_} b
“Firms in the United States and Canada, Rerember Us! Jf|

selected States or Cities $6.00

at a small additional charge.

25 Park Place

We have a metal stencil in. our mailing department
for every firm and bank listed in “Security Dealers
of North America” arranged alphabetically by States
and Cities, and' within the Cities by firm names.
This list is revised daily and offers you the most
up-to-the-minute service available,

Our charge for addressing complete list (United
States or Canada) is $5.00 per thousand.

SPECIAL N. A. S. D. LIST (main offices only) or

All addressing completed within 24 hours.
We can also supply the list on gummed roll labels

per thousand,

D

HerperT D. SEIBERT & Go., INC.

REctor 29570 - New York 7, N. Y.

_  —————— ————————

:Utlc‘a -.&-‘Mohawk' Cnttm’: Mllln'
Ine, — Circular — Mohawk. Valley..

‘Bloom and Belt Join
Gulbertson, Olsen

.CHICAGO, ' ILL.— Culbertson,
Olsen & Co,, 125 South La Salle
Street, announce that Ralph M.

Ralph Bloom Robert K. Belt

Bloom ‘is now associated with
hem as Manager of the trading
department and Robert K. Belt
1s assistant i1 the same depart-
ment. Both were formerly with
Thomas E. King & Co.

fiordon Now With
Nab’l Securities Corp..

SEATTLE, WASH.—Paul H.
Gordon has become associated
with the Na-
-.tional Securi-
ties Corpora-
tion, 1425
Fourth " Ave-
nue, in the
trading de-
parlment,. He
was formerly
with the First
Washington
Corporation
in the trading
department
.and prior
thereto with
Harris, Lam-
oreux & Nor-
ris and Dagg
& Co. In the past he condueted
his own investment business in
Seattle.

Paul H. Gordon

COMING
EVENTS

In lnvestment Field

Nov. ,i’.o-)'nee.v‘s. 1947, (Hollywond,
Fla. e
Investmeént Bankers-Association -
Annual-Convention at the Holly-
wood ‘Beach Hotel. ' -

.Dec. 2, 1947 (Seattle, Wash.)
Bond “Traders Club of Seattle
Chrlstmas Party at the Olympic
Hotel, 6 p.m.
Deec. 5, 1947 (San Francisco, Calif.)
‘San “Francisco * Bond -~ Traders

inistallation of officers. -

Dec; 15, 1947 (Cincinnati;,. Ohio)
- :Cincinnati- Stock and Bond. Club

‘| Annual “Christmas ‘Party " ‘at 'the"

Hotel Sinton.

March 5, 1948 (New York: City)
:New York Security Dealers As-.

sociation 22nd .Annual Dinner .at

the Waldorf Astoria.

Nov. 15-18, 1948 (Dallas,!'Tex.) :

. National Security. Traders Ass0o=.

ciation Convention.

With E. M. Adams:& Co.
(Snecial to THe FINANCIAL CHRGNICLE)
PORTLAND, ORE.—Robert S.

Carpenter has been added to the

staff of E. M. Adams & Co., Amer-

ican Bank Building.

Joins A. M. Kidder Staff
(Special to Tae FINANCIAL CHRONICLE)
MIAMI, FLA. — Richard E.
Bright has become connected with
A, M. Kidder & Co., Alfred I. du

Pont Building.

Association Christmas Party and .
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Consumer Credit and |Construction Faces New Decisions
Business Trends y By ROBERT W. McCHESNEY* | RE S it

Chairmaxll,ﬂciommittee on Policy, Construction Advisory Council of the Chamber of Commerce of U, S.
By VINCENT YAGER*

: _ -Asserting construction industry is now building houses at record-breaking pace, Mr. McChesney refutes
¢ Vice-President, Harris Trust and Savings Bank, Chicago, IIL. criticisms and attacks. Warns attacks are smears of politicians and Socialists, . Ascribes high building
Stressing - value' of instalment - credit as thrift device, Chicago

costs in_ part to taxes, ?nd says prices. are now- “on a plateau,” and cost of construction is becoming
- banker holds it is:the responsibility of banks and finance companies - stabilized. - Lays difficulties to. inadequate and insufficiently skilled workers,-and , recommends a policy

- to adhere to sound.credit terms as.laid down by American Bankers

" Association, : Warns: against. excessive - competition.7among " banks

. and finance companies, and asserts. substantial ‘relaxationof credit .
terms: would: induce further government regulations.

''The subject assigned to me ‘is

to be a part of a panel on' “Con-

sumer Credit and Business Trends,” and my particular part is to say
something about ‘terms; down payments, and the attitude ‘of: ctedit
line banks in-view of the current situation. Please understand that I

am speaking from'the problem of®

credit line banks' rather : than
from that of the many thousands
of banks ‘who themselves engage
in the consumer credit business.:
.There may be a few die-hards
who still feel that instalment sell-
ing does not, or should not, have
a real place in our economic sit-
uation. There are those who say
that it does not increase the de-
mand for a commodity, but simply
advances the time when the de-
mand becomes effective; that it
cannot result in any increase in
purchasing power. That argument
rests on the assumption that the
income of every community re-
mains constant from year to
year, and that therefore, there
cannot be any increase in the
general fund available for pur-
chasing power. We know that na-
tional income is not constant, and
that every effort is being bent to
keep purchasing power high, even
though there are contra-currents
endeavoring to keep down . ex-
pansion by other means than re-
ducing national income; I have
not heard anyone advocate re-
duction in our national‘income as
the method of curing inflation!
The American people * have
learned that a self-imposed sys-
tem of systematic saving enables
them to make headway in their
personal affairs, and that is just
exactly what instalment credit is
—it forces the individual to save
money for some article or purpose
for which he has dedicated him-
self. It has always seemed strange
to me that certain individuals feel
that it is all right to purchase a

house or a piano.or some other|W

‘things on instalments, whereas it
is ‘-not proper to purchase other
articles on an instalment basis.
Certainly there is a line some-
where, and undoubtedly there are
things that should not be pur-
chased on an instalment basis—
obviously, those which wear out
or become valueless before the
payments have been completed.

Bank Credit Situation

Possibly I should premise my
remarks about terms and down-
payments with some reference to
the current situation with bank
credit, because if credit were un-
usually free and loans were very
low it might well be that banks
would close their eyes in some
part to off-standard terms in a
different cycle, where risks might
be less, and it is in such a cycle
that there is a great excess of
bank credit and a low ratio of
loans to capital and deposits, so
that possibly greater risks might
be taken. However, I am sure that
you are all familiar with the cur-
rent situation.

- I have figures from the Federal
" Reserve Bank covering reporting
member banks in 95 leading cities
of the United States. It is obvi-
ously in these centers that the
major portion of your companies
secure their credit. The figures
are as of Nov. 5, 1947, and the
. comparable date in 1946. In that
period of time total deposits de-
clined 0.8 of 1%, while loans in-
creased 20%. This has resulted in
many things, including increases

*An address by Mr. Yager be-
fore the 14th Annual American
Finance Conference, Chicago, Ill.,
Nov. 18, 1947, .

gitized for FRASER
p:/fraser.stlouisfed.org/

in interest rates, etc. I need only
point out that the government has
just announced that the new cer-
tificates, running for 13 months,
will pay 1% %. It was not so long
ago that the certificates yielded
% %. Coupled with this decline
in deposits and’ increase in loans
is a very considerable demand on
the part of all industry, not alone
the finance industry, for substan-
tial, increased .credit. I doubt if
there is one among you that has
not asked for increases in the
lines of credit in the last year.

Elimination of Regulation W

As we are all aware, Regulation
W, which has been in effect fo1
about six years, has now been
eliminated. It therefore becomes
incumbent upon banks and fi-
nance companies to hold the line,
to keep terms sound, to avoid vi-
cious competition, and to keep the
picture wholesome. There are
many reasons for ‘this,  and I
‘think I should define a few of
them. : :

tirst—I ‘am sure that you are
all familiar with' the ~standard
terms as“adopted by the Ameri-
can Bankers Association and those
recommended by your Special
Committee, so that I do not need
to detail -them here. May I say
that the two recommended sched-
ules parallel each other so closely
that there is not enough of a dif-
ference about which to worry.
Should you not be familiar with
the terms, somebody can ask me
about them when I finish. They
are not too far off of Regulation

I cannot stress too strongly, for
I do not possess enough adjectives,
the great importance of every
bank and every finance company,
large and small, sticking to these
terms. I have had numerous talks
with other banks and with finance
companies in recent weeks on
that subject. It is obvious that

.| some slight deviation from one of

the terms might not in itself be
unsound, but it must also be per-
fectly obvious that if one com-
pany takes a slight edge its com-
petitor will take another edge,
and a vicious snowball is set up
that can completely disrupt the
entire down payment and time
situation, to the great detriment of
everyone in the industry.

The Consequences of Sub-
Standard Terms

What) are the consequences of
a departure from what, as I have
been able to find out, everybody
recognizes as sound; proper terms,
on which a substantial profit can
be made? I do not mean to put
theze in order of their impor-
tance, but merely to detail some
of them for you.

(1) I am sure that departure
from the terms would have a very
adverse eftect on bank credit
available to the finance business,
and that is the life blood of the
business; its inventory. I have
just recently attended the annual
meeting of the Robert Morris As-
sociates in California, at which
there were ‘representatives of most
of the major banks in the country,
and many of the representatives
attending the Conference are the
men who are concerned with the
study of finance credit. We have

(Continued on page 23)

We demand more

years to design
tul forms:. -

for stabilizing and expanding’ building

food. It takes approx imatel
processed as steak: for the table. We:d

industry. -

y three years for a s

: emand  more steel. It requires approximately three ’
a ste_el_—makmg‘plant, build it and get more steel in that metal’s many- use- -

teer to be raised éridi

i

Three years—
the ' interval
needed to fill
a prime need
for food; the
best’ nature,
aided by
scientific
agriculture,
can do. Three
years—the in-
terval re-
quired to fill
the need for
more of the
metal ‘that " is
our industrial
spine; the best
our industrial and metallurgical
genius can do.

We demand more houses. We
need more houses. I am proud to
report to you today that America
is getting houses. Hundreds of
thousands of them.

Note well that it has NOT taken
three years to show some very
real results'on housing either.

Within two. years after the
shooting war ended—one of which
was spent struggling with unreal-
istic ‘government- controls — the
construction industry ‘is now
building houses at a record-mak-
ing pace.

For September, the Bureau of
Labor " Statistics  reports housing
starts-at the rate of 88,000. Com-
pletions were almost as numerqus.
That means a rate exceeding 120
houses an hour for every hour of
the day, every day of the month.
No week-ends off. No holidays.

No comparable data exists for
monthly house building rates in
the residential building boom of
the 1920's but September’s record
of this year seems to be an all-
time record for that month. This
is at an annual rate of 950,000
units a year. The previous peak
was 937,000 in 1925..It now ap-
pears that during this year our
industry will have started 825,000
houses end will have completed
approxiinately 800,000.

Bases of Criticism and Attack

Yet we find in the face of this
record of performance continual
criticism and attack. Investiga-
tions of every conceivable char-
acter have been initiated. Unfor-
tunately, housing is set in a strong
emotional pattern and it has been
projected as a political issue.
Made vulnerable by the circum-
stances of depression and war, it
it a strategic bridgehead for those
who would alter our American
way of doing business. We are
told at every hand that the con-
struction industry has fallen down
on the iub; that ‘it is too moth-

Robt, W. McChesney

eaten-ia method and organization|

to do the job; that it is riveu with
restrictive practices and moncply;

that it has no imagination and no
discipline. .

We have no quarrel with sound,
constructive criticism. There are
things in the construction indus-
try, as there are in all other
human endeavors, that need cor-
rection. Criticism is a stimulas
that is needed. It is welcomed.
But please may we ask that our
critics piay something other than

*An address by Mr. Mc¢Chesney
at meeting of the Construction
Advisory: Council of the ‘Chamber
of Commerce of the United States,

-\ Washington, D. C., Nov. 19, 1947.

+the few scratchy records of the
|theme " songs -of our. critics. of | h
; )Qesteryears?

| Some of the attacks on the con-
‘| struction industry are not criti-

cism; they are merely smears, The
deeds and words of some of our
critics too often suggest that they
are persons of little faith in the

| bersonal |freedom inherent in the
.| American system of competitive

enterprise which is the economic
foundation of our individual free-

|| uom.,

These critics imply that the
State could do a better job of
building homes, plant and store
than could free competitive enter-
prise. Many of these who hold to

this belief have embraced 'and-

admired’ the socialistic experi-
ments of :Britain. These are a
tenacious lot, for in the face of the
dismal failure of the British

‘socialized experiment in building,

they continue to advocate the
same medicine for America. They
would prescribe a lethal dose for
a healthy individual,

The heavy sedative of Socialism
surely has lulled the British con-
struction industry into a slumber
that intrudes upon the day’s work.

As for America’s construction
industry, it is up at sunrise and
is a-doing. Witness that in Sep-
tember construction reached a
postwar high in volume of $1,-
500,000,000 and in this monu-
mental endeavor there were em-
ployed 1,925,000 men.

Mark well, too, that the Bureau
of Labor Statistics, which is the
source of these figures, reports
further that in Septembeér for the
first time since the removal of
non-housing controls on July 1
there was a substantial rise in the
volume of commercial construc-
tion. It was not until there was
record volume of residential con-
struction that any considerable
volume of non-residential build-
ing got under way. Where are
those of little faith in the freedom
of enterprise wh¢ foredoomed
home building {6 oblivion once
the restraint of government decree
was removed from the construc-
tion industry? They are still
around but they must be amusing
themselves in dark corners by
tearing up in small bits their pre-
dictions of disaster. It is worthy
of note that in this year of free-

dom (1947) the value of resi-
dential construction so far exceeds
non-residential construction by

$945,000,000 and home building
accounts for 47% of all private
construction expenditures. What a
different picture than that of a|
year ago when we met here with
the onus of government regula-

ACTIVE MARKETS
Industrial Off. Bldg.

6’s 1947 — Bonds & c/d’s

Lexington Ave. & 42nd St.
(Chanin Bldg.)

SIEGEL & CO.

89 Broadway, N.Y.6  DIgby 4-2370
Teletype NY 1-1942

tion weighing ‘on us like a ‘dead

and! ; ;
Need more be said “on

score?

Why Prices Are High

It is true that while the con--
struction - industry - is building
houses at an astounding 'rate, the:
price of these houses is high, We
could, with good grace, - excuse ;
ourselves by stating that so are
eggs and beef high. Very high.
Higher by comparison- than are
houses. We will not take refuge -
in' this comparative haven other
than -observe that the men who
build these ‘houses. have to pay
around $1 a dozen for eggs and
75-cents a pound for beef. Conse-"
quently; their demand for more-
wages is not without provocation.
This tends to raise the whole price:
level. It is unrealistic today to
talk in terms of 40 cent steak and
it is totally unrealistic, too, to
compare a $6,000 house in 1939
with a $6,000 house today. The’
whole price level has moved up.

A .dominating factor ‘in the.
higher cost of building is that of-
taxes. Present taxes form a tre-.
mendous burden: in comparison .
with those prior to World War II.
The per capita' burden for Federal-
taxes only has increased approxi--
mately 800%. Today’stax burden,:
therefore, represents. a very sub-.
stantial part of the selling price
of any building, including a home.
Tax revision is a fertile field
wherein government can contrib-
ute to reduce the cost of con-
struction.

The important .thing.in our in-
dustry is that the price ‘of houses
seems to have reached a plateau
and there is reasonable expect-
ancy that the price will decline.:
Taking the 1940 home. cost as 100
the.cost of a house-rose to. 141
during the war, standing at 141
on V-J Day. In the year following
when controls went off, the cost
moved up to 181, In the past year:
the index has moved to 187. This
indicates a plateau. These are
figures of the Federal Housing
Administration,

Contributing to the leveling off
process of housing costs is the fact
that a year ago it took 11 months
of complete a house. Today, the
completion time is less than five
months. This means a real saving
In cost. One reason for this is the
very pronounced increase in pro-
ductivity at the building site both
of management and labor man-
agement because the flow of ma-
terial is more consistent and be-
cause it is developing its “know-
how”; labor because it is shaking
out its wartime incompetents and
1s awakening to its responsibilities
under the free competitive enter-
prise system. Another factor is the
Ingress of highly-competent, am-

(Continued on page 29)
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Bank and Insurance Stocks.
———'By E. A. VAN DEUSEN ' '
This Week — Bank Stocks

There are a number
favorable and others not,

of trends in the banking situation, some
which will bear careful watching and-.con-

sideration. The postwar declines in bank deposits and earning assets

apparently ended early this year,

for a moderate upturn in both items

wias  récorded in the ‘second and
third quarters statements of lead-
ing New York City banks.

“Total loans and investments of
WNew York Federal Reserve mem-
ber banks, after receding to their
postwar lows in the spring months
of this'year, have since expanded
substantially; this is also true of
member ‘banks'in 94 (formerly
101) leading cities outside of New
York. The most pronounced gain
tas been in commercial and agri-
cultural loans which “have been
advancing ‘vigorously - for some
time and now stand at all-time
peaks. ‘ .
“Interest rates are moving up in
wmany “directions. 'For -instance,
Treasury bills dated Nov. 20 sold
at an average yield of 931%, a

Ten High- Ten Low-
Grade Rails Grade Rails

July 28, 1947  110.79 92,94
Wov. 22, 1947__  103.65 87.31

It is' clear that the basic trend
of interest ratées is upward.

President Truman’s special mes-
sage advocates, among other pro-
posals for retarding the inflation-
ary spiral, curbs on credits, espe-
cially in the category ‘of “con-
sumer credit” for instalment buy-
ing. -Additional powers for the
Federal Reserve Board “are being
advocated, including restoration
of “Regulation W.” 'However, the

Board already has authority “to:

require reserves ‘'of 14% for “coun-
try” banks, 20% for Reserve city
banks and 26% for Central Re-
serve city banks, ie. New York
and’ Chicago. Yet, strangely, the
Board has failed thus far to re-
duire the legal maximum of 26%
in New York.and Chicago, while
at the same time it asks for more
- power.

‘For a number of years both
New York -and Chicago banks
have been fully invested, for their
“excess reserves,” as reported by
the Federal Reserves, have been
scraping along the zero line of
the chart since -March, 1943; on
a country-wide basis “all member

banks” have been averaging
around one billion dollars, the
lowest level since 1933.

new high, thus continuing their
practically unbroken rise since
the unpegging of the 3% % rate
last July. Yields on other gov-
ernment securities have also ‘been
moving up. An example is found
in the 2s of Sept. 15, 1952-1950,
whiech recently sold to'yield 1.43%
compared with 1.25% last June.
In non:government areas there
Has also been a moderate harden-
ing of ‘rates, 'particularly in the
categories ‘of loans to dealers and
brokers, and bankers’ acceptances.
Other evidences of the upward
trend in interest rates may be
found in the movement of cor-
porate bond prices, as indicated
by the Dow-Jones Bond Indices,

as follows:

Ten
Industrials
107.57 104.34 103.91 106.73
102.99 100.66 98.65 105.29

It is believed that the Board
may soon require New-York and
Chicago banks to move their re-
serves up to the legal 26%, but
it seems possible that this may
be done in a series of three 2%
steps in order to facilitate the
transition. Whether Congress will
suthorize the Board to require
higher reserves is problematical.
Such a move would compel -the
banks to sell short-term govern-
ments, adding still further pres-
sure to the upward rise of interest
rates, and tending thus to increase
the cost of servicing the $260 bil-
lion national debt, a contingency
not welcome to the Treasury.

‘With higher reserves the banks
obviously would be compelled to
curtail lending, and this, pre-
sumably would be ‘“deflationary.”
However, the ‘most inflationary
type of bank lending, and this
only moderately so, the corisumer-
credit instalment-buying loan
which, it is believed, does not con-
stitute a very large portion of the
aggregate loan accounts of most
large New York City banks. On
the other hand, loans to business
for the purpose of facilitating and
increasing the production and dis-

tribution of goods affect the op-
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“The Forgotten Production”
By HENRY J. KAISER*

Promineént industrialist, 1aying chief cause of inflation‘to’ prodiiction
shortages, ‘advoéates lonig-range program of tax incentives'to’eéx-
- pand ‘producing capacity. Says this woiildstimulate’ coiiipetition
~and' prevent ‘conéentration of economic power., Points out shortages
“in’steel, aluminum and food,"and says we are faced witha

time Pearl

if ‘the featless voice of F. H. LaGuardia could be* heard
 at this hour, he undoubtedly -would give you a searching size-up’ of

“peace-
arbor.” :

the ‘special session of Congress and President Truman’s message of | ...
the week. I-don’t profess to tell you what he might say. ¥

But I do 3
know the Spir- e
it in which he
would face to-
day’s prob-
lems of infla-
tion and des-
perate short-
‘ages of basic
materials and
goods. Be- !
cause, just be-
fore his death,
the man you
called “The '
Little Flower”
asked me to
take his place
one day on his
program; he asked me to answer
those we believed were trying to
sell America short.

Now that Congress is in emer-
gency session, you can be sure
that F. H. LaGuardia would speak
out against those who are muffing
the chance really to solve the

Hénry J. Kaiser

soaring prices. I am sorry that
much thinking in Washington is
not giving adequate attention to
the basic economic problem facing
the country. I believe industryis
‘anxious to do the job that’s essen-
tial, but it must have constructive,
speedy government ' cooperation,
which TI'll outline later in this
broadcast. '

You can directly attack the
cause of inflation. The way to
fight it can be spelled out; in
terms simple enough for your
child to understand. '

If your son hears you complain-
ing about high prices and asks,
“Why does everything cost so
much?”—you can tell him:

“There aren’t enough things
being produced to go —around.
People want homes,“and -all that
goes in homes. They want auto-
mobiles. They are making good
money and they want to eat and

*A  radio broadcast ' by - Mr.
Kaiser over Radio Station WJZ,
Nov. 23, 1947.

present crisis of shortages and

“]ive well. Other countries have |
to' buy our machinery, in order to |
revive, People‘are going to keep [
| right on wanting to buy-thiags at |:
home “and “abroad—a lot more |
' things than our present

produce.

“So when ‘folks ‘want to buy 3
more goods than are made, they |
are bound to bid up prices. That’s |

talled—inflation,”

Your boy likely would reply; |

“Say, that’s awful simple. The

way to stop inflation is to build

more plants to make more things.”
Number 1 Inflation Cause

Our Number 1 inflation cause
arises from critical shortages—
yes, criminal shortages.

Both Presideat Truman "and
most of his critics have failed to
put enough stress on making an
immediate frontal - attack against
the causes of high prices. The
President proposes acrisis pro-
‘gram, emphasizing possible ra-
tioning -and fixing of prices and
‘wages. Perhaps there are some
‘non-luxury items that require
price controls and allocations. But
why? Because the government
should have fostered iadustrial
'expansion last year; yes, it should
have started two years ago.

Now, any necessity for controls
can be minimized by striking di-
rectly at the causes of scarcities

The President, in his message
to Congress, put his finger lightly
on the real trouble. He said, “Our
long-range - programs must stress
-ever-increasing production.”

How long away can “long-
range” be?

Senator Capehart of Indiana,
‘minced no words on a radio forum
the other night. when he strongly
championed the expansion of fac-
‘tories-and food production as the
immediate solution.

Expanding ‘Industrial Output
The President, it’s important to
note, again pried into the very
(Continued on page 43)

equation

There are lots of pros and cons
and contradictions'in the situation
which would seem to place the
regulating authorities in some-

thing of a -quandary. This writer
is inclined to believe, therefore,
that action will not be drastic, and
that such additional credit con-

posite side of the inflationary

trols as may be imposed will be
relatively moderate.

It isof interest, in view of the
present 20% reserve requirement
in 'New York City and of sug-
gested higher requirements, to
look at the relation of earning as-
sets to deposits as reported on the
Sept. 30, 1947 balance sheets of
the following 15 New York City
banks.

Earning
Assets
(000,000)
$854
237
1,230
1,161
3,696
1,000
612
645

Deposits
(000,000)
Bank of Manhattan_. $1,035
Bank of New York..
Bankers Trust.
Central Hanover
Chase National._
Chemical Bk. &
Corn Exchange.
First National
Guaranty Trust
Irving Trust
Manufacturers Trust
*National City-_
New York Trust.
Public
U. 8. Trust

120

Sept. 30, 1947

Cash & Due
vested  From Banks, Etc.
% of Total e

Deposits (000,000)
17.5% $281
24.8 108
LT
18.4

Earning
Assets
% of
Dapocsits

Unin-

%
Deposits
27.1%
34.2
23.8
27.6
26.3
25.9
27.2

3.5

$22,962
*Including C. B. F. T.

deposits.

It is pertinent to note that earn-
ing assets of these banks are.at
a very -high level; furthermore,
the rate of return on these assets

1'is- moving -up-moderately, due‘to
|'thé firming of “interest rates in

many directions ‘as noted .above.

16.0%  $5,899 5

%

NOTE—Earning assets plus cash items exceed deposits, because they reflect also
capital, surplus, and undivided profits which aggregate approximately 9% of total

Furthermore, if earnings assets
are reduced through the imposi-
tion - of higher reserve require-
ments ‘and other restrictions, it
would only be good business-and
common sense ‘for the banks to
.ask higuaer rates on their loans.

factories

[ : - ; %
Harriman Wants to
Allecate Steel
Commertce  Secretary “also urges
“immediate "export price controls
and’ enactment of other Troman
. proposals to curb inflation.

Abppearing, ‘'on' Nov. 26, in"sup-
port of President Truman’s anti-
inflationary proposals before the
Joint Committee of the House arid

Senate’on' the
* Economic Re-

port, W. Ave-

rell Harriman,
‘Secretary of
‘Commerce,"*
asked for' the
“immediate en- -
~actment of
controls in the
distribution of
steel’and other -
‘scarce mate-
rials through
‘priorily ‘and-
allocation ar-
rangements.

By thismeans,
) "Mr. Harriman
asserted, steel and other materials
could be diverted from less essen-
tial - purnoses - to production of
needed freight cars and farm
equipment.

The Commerce Secretary also
recommended restoration of price
controls on goods shipped abroad.
oarriman told the Joint Commit-
‘tee that power to fix prices on
goods shipped out of the country
would zarable the Government to
curb profiteering in exports. “For-
eign purchasers are often willing
to pay prices substantially above
the domestic price of scarce mate-
rials,” ne remarked, and ‘main-
tained thiat export sales at exces-
sive prices were draining goods
away from domestic use and caus~
ing domestic prices to move
higher. It was also causing, he
said, a rapid depletion of the dol-
lar ‘exchange, thus incregsing the
cost of toreign aid and threaten-
ing the foreign trade interests of
the Unitfed. States.

The Commerce Secretary ex-
plained that he did not expect
that controls over the allocation
of steel and other materials would
be as fully exercised as they are
over tin. “Controls should be lim-
ited in character ‘and ‘applicable
only to scarce commodities,” he
said, adding: “Adequate authority
within these limits will ‘be re-
quested to order set-asides and to
issue priorities, to issue limitation
orders, and to control inventories,
and to allocate scarce materials.”

With the cooperation' of indus-
try in {ixing allocations and con-
trols, Mv. Harriman expressed the
belief ' that it will not be neces-
sary to exercise the new powers
“for more than a few purposes,
leaving the vast majority of busi-
nesls transactions free from con-
trol.”

= 4 appw ]

Gordon Williams With
Tt ] b :
InPl Moneiary Fund

The ~appointment 'of 'Gordon
Williams as ‘Assistant to the Man-
aging Director of the International
Monetary Fund was announced by
Camille Gutt, Chairman and Man-
aging Director of the organization.
Mr. Williams will be in charge of
public relations for the interna-
tional firancial institution. '

Mr. “Williams was ‘for several
years ‘ connected with Bankers.
Trust Company in its London and
New York offices. During the war
he was closely connected with the
Lend=-Lease program, both in the
Office of the Secretary of the
Treasury and later as’a member
of Mr. Stettinius’ Foreign Trade
staff. After two years in the Navy,
he was released to the State De-
partment where he was Adviser
to the' U. S. Economic Delegation
to the United Nations. He joined

the International ‘Monetary Fund
~in November, 1946.

'W:‘Averell Harriman
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Cripp. Dalton
ripps vs. Dalton

By PAUL EINZIG
London observer points out Hugh Dalton’s resignation as British
Chancellor of the Exchequer was as much” due to his error in per-
mitting " sterlng convertibility as to indiscretion in disclosing to

press his budget figures.

Hints disruption in British Cabinet arose

from Dalton’s inflationist policy.

LONDON, ENG.—The dramatic circumstances of Mr. Dalton’s
resignation are, at the time of writing, expected to be subject to a
Parliamentary inquiry, and it would be risky to make any comments
which might appear after the inquiry has been actually initiated.

There is no
reason, how-
ever, why the
background to
the change at
the British
Treasury
should not be
dealt with.
The cause of
Mr. Dalton’s
resignation
was of course
his inexpli-
cable indis-
cretion in
communicat-
ing the essen-
tial points of
his Budget to a journalist shortly
before he announced them to the
House of Commons, It seems
probable, however, that even in
the absence of that indiscretion
he would have come into conflict
with an influential sect.on of the
Cabinet, and quite possibly the
outcome of the clash would have
been his resignation,

Mr. Dalton’s popularity in the
Cabinet, in the House of Com-
mons and, to less extent, in the
country, has been undermined by
his grave error of judgment on
the return to convertibility. In
addition, there was a grousing
feeling among the economically-
minded (as distinet from politi-
cally - minded) Ministers and
Members of Parliament that he
was not making the necessary ef-
fort for assuring the success of
Sir Stafford Cripps’ export drive.
It is' known that for some time
he was opposed to the introduc-
tion of a supplementary Budget,
but was overruled in this respect.
When, contrary to his wish, he
set out to produce the Budget, he
is said to have done his utmost
to keep to a minimum the auster-
ity measures some of his col-
leagues and the vast majority of
experts were urging on him.

On the other hand, he .was
backed by a large proportion of
the Parliamentary Labour Party,
especially by the Members rep-
resenting various labor wunions.
Ther line of argument ran as fol-
lows: It is all very well for econ-
omists to demand austerity meas-
ures in order to mop up excessive
purchasing power, They overlook
the psychological aspects of the
situation., The industrial laborers
are at last beginning to realize
the need for an increased  effort
to raise their output. Should the
government adopt drastic auster-
ity measures in order to curtail
their purchasing power, they
would inevitably react to this by
relinquishing their efforts, and
the output would fall. Conse-
quently, the curtailment of pur-
chasing power would be more
than offset by a decline in the
volume of goods available for
sale,

Those in close touch with the
masses of workmen are inclined
to think that there is a great deal
in this argument. Not only would
organized labor enforce an up-
ward adjustment of their wages if
additiona] taxation and a removal
of food subsidies raised their cost
of living, but they would also be-
come discouraged, at a moment
when they show signs of an
increased willingness to  work
harder, This is particularly true
about miners, judging by the ris-
ing trend of the coal. output in
récent weeks,- Mr. Dalton and his
supporters in the Cabinet and in
Parliament-held. that it would be
a grave ‘error to risk an-unfavor-
able reaction.

Dr. Paul Einzig

Sir Stafford Cripps, on the other
hand, favors austerity. He is a
deflat.onist while Mr. Dalton is an
inflationist, He wants to assure
the reduction of the “gap” by re-
duc.ng consumption rather than
relying largely on an increase of
production. Mr, Dalton’s principle
was to live and let live. He did
not mind a certain amount of in-
flation, as it made for good tem-
per among working classes and
middle classes alike., Sir Stafford
Cripps, on the other hand, disap-
proved of living beyond our
means.

The Cabinet was inclined to
support Sir Stafford Cripps, if
only in order that Britain should
be able to claim to have done
everything poss.ble to work out
her own salvation before applying
for new American aid. But Mr.
Dalton eventually scored a vic-
tory, and he was allowed to pro-
duce a half-hearted Budgelary ef-
fort. He was strongly criticized,
not only by Conservatives but also
oy Right-wing Socialists for hav-
ng failed to provide the financial
nessures required by S:r Staffor:
Cripps. While the Left-wing So-
cial sts were delighted at the ab-
sence of cuts in food subsidies and
of additional tobacco duty, the
najority of speakers during the
Budget debate had very little to
say in favor of the Budget, This
did not indicate, however, the
rue proportion of supporters and
bpponents in the Labour Party.
Many of the Left-wing opponents
Jf an increased Budgetary effort
are toq inarticulate on financial
ratters to take part in debates
of this kind.

Ncw Mr. Dalton has relin-
jquished his post in favor of his
ypponent in the government, Many
seople expected Sir Stafford
Cripps to scrap his predecessor’s
budget and to introduce much
sterner measures, Instead, he ac-
cepted the Budget he inherited,
and made it plain that he did not
ntend to make any alterations

until the ordinary Budget in April, |

next. Indeed it would not be easy
‘or him to defy the Socialists op-
posed to further austerity. Now
that Mr, Dalton is no longer in
the government he would be in
a position to oppose openly any
such measures, and the majority
of the Labour Party would rally
round him. So for the time being
at any rate, Sir Stafford Cripps
will have to pursue the policy he
had opposed until now within the
Cabinet. There is to be no further
taxation till the spring. Nor is he
likely to cut subsidies. Those who
expected him to do away with the
cheap money policy had to learn
from his f.rst public statement as
Chancellor that he intended to do
nothing of the sort. He refused
to be convinced by the chorus of
economists who claim that cheap
money is largely to blame for in-
flationary spending. As a result,
he has lost favor with the-Con-
servatives who regarded him as
their man so long as Mr. Dalton
was there, but now they are in-

clined to adopt fully as critical|.

an attitude towards him as they
did towards his predecessor.

Case, Inc. Opens

(Special to THE FINANCIAL CHRDNI'CLE)

SAN FRANCISCO, CALIF, —
Case, Inc. is, engaging in a secu-
rities business from offices at 625
Market Street. Officers are Joseph
Hollzer, President; Eleanor P.
Bettner,. Secretary, and Rudolph
Wollenweber, Treasurer.

Probabilities of a Recession

By GEORGE SOULE*

Formerly Editor of the “New Republic”

Mr, Soule summarizes briefly what happened to business after both World Wars, and points out defla-
tionary recession has not yet occurred, as after World War I, merely because larger bank borrowings
have ofiset reduced government spending, and currency volume has not been reduced. Sees likelihood
of consumer demand being unable to absorb increased production unless prices are reduced, and con~
cludes deflation will come when a government surplus is not substantially offset by expansion of bank

credit and investment,

There is no more risky form of fortune-telling than the making of economic forecasts.
I was persuaded to discuss the future with you only because I have recently had occasion

to make a careful study of what happened after World War I.

the main
course of
events at that
time, and not-
ing . both the
differences
and similari-
ties of the
present with
theboom-and-
bust ot 1Y19-
1921, we shall
be 1n a posi-
tion to antici-
pate future
events more
intelli-
gently. Per-
haps not. At
any rate, if 1 mislead you, I shall
be in very distinguished company,
including Presidents of the United
States, prominent figures of the fi-
nancial and business world, and
noted professors of economics, all
of whom have in the past made
{lagrantly mistaken predictions.
1t is as well established as any
conclusion of any science that
there will be a business recession
sometime. As far back as the rec-
ords go, there has been no inter-

ruption of the ups and downs of
the cycle in any economy char-
acterized by business enterprise.
In the future we may learn how
to eliminate these unhappy ex-

George Soule

*A paper by Mr. Soule read be-
fore the Textile Research Insti-
tute, New York City, Nov. 14,
1947.

Perhaps by summarizing

tremes, but in view of the present
inflation I think you will agree

|with me that nothing that has

been done yet has brought the
cycle under control. The uncer-
tainty concerns not the probability
of recession, but the date of its
arrival, its duration, and its sever-

|ity. All these things have been

subject to great variation in the
past, and there is no known
method of predicting them with

|any degree of certainty. The busi-

ness cycle is not periodic in the
sense of the cycles in physics or
astronomy, which make possible
accurate prediction.

- What Happened in 1920

Now let us summarize briefly
what happened last time. Immedi-
ately succeeding the armistice
with Germany and the abandon-
ment of war controls, there came
a brief slump in the winter of
1918-19. This was followed by a
rapid reconversion, swiftly rising
prices, an inflationary boom in all
the speculative markets, and an
epidemic of strikes. The boom
continued until about the middle
of 1920. Agricultural prices then
led the downward procession.
They had been the highest of all,
rising to about the same level as
at present. Within a year they
were cut in half, on the average,
dropping nearly to the prewar
level. Wheat fell from $2.50 or
more a bushel to below $1 in, the

autumn of 1921; corn, which had

been $1.88, dropped to 42 cénts.

‘Other prices followed, though at

some distance, Prices of manu-—
factured articles never fell as far
as those of crops, remaining 66%
above prewar. The general aver—
age of wholesale prices fell froms
130% above 1913 to 50% above it.
The Bureau of Labor Statistics”
index of the cost of living dropped
12 or 13%. Industrial production
was reduced from a high of 19%
above the prewar of 1914 to 2%
above it in 1921. There wera
nearly 5 million unemployed. The
depression, which was one of the
sharpest on record, was quickly
over, and spirited revival began
in 1922,

These are the facts known to
almost everyone, and personally
remembered by many. If we were
to repeat this experience exactly,
the inference would be' obvious.
But more analysis is desirable im
order to see whether.the parallet
is as close as it looks on the sur-
face.

Since you are technical men,
you will realize that a complicated
process like economic life cannot
be understood without technicat
conceptions. I shall therefore ask
your forgiveness for inserting at
this point a little economic theory,
simplifying it as much as possible
without distorting the truth bhe-
yond recognition.

Everybody recognizes that the
basic determinant of economie
conditions is the relationship be-

(Continued on page 33)
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Railroad

Securities

One of the poorest operating performances among the major
Class I carriers so far this year has been that turned in by Chicago
& North Western, It is true that the transportation costs have been
controlled somewhat better than those of some of the large eastern

roads but that is hardly an inspir-
ing.  concession.  Moreover,  not
only was the ratio high in itself,
but, also, it showed practically no
improvement over a year ago. The
transportation ratio for the nine
months - through September
amounted to 43.9%. In the like
1946 interval the ratio had been
44.2%. It is notable that even
Pennsylvania, which has the high-
est ratio among the major car-
- riers, has at least shown greater
- year-to-year improvement than
that. !

It is the opinion of many rail
-analysts that this year’s perform-
ance of North Western merely
points to the reappearance of the
basic weaknesses that plagued the

‘foad in the years prior to the war.'|

As a matter of ‘fact; it is to these
basic ‘weaknesses, rather than to
‘a“too, heavy debt structure, that
many sources: have traced - the
‘road’s” bankruptey. - Such basic
weaknesses, -either traffic or- op-
erational, obviously are not cured
‘merely by the process of revamp-
‘ing 'the. capital structure...For a
“'time subsequent to consummation

of 'the  reorganization, however,,

.‘they were obscured by -the un-
usual railroad conditions-incident.
“to-the war. -
"“One of the most serious basic
dverse: factors “in the- Cl'ucago &
North. Western picture. is -the
‘short haul nature of the traffic.
Even though there. is considerable
‘through traffic moving the length
.of the line between Omaha and
"Chicago the road has a very short
average haul on freight. Thus
‘there are insufficient line haul
.revenues to compensate for the
.heavy terminal costs in the Chi-
cago_area. These terminal costs
are’ just as heavy on a shipment
‘moving 50 miles as on' a similar
shipment moving 200 miles and
producmg four times the gross
revenué.- The location of the lines
nilitates against any correction of
this /sifuation .on a permanent
basis although during the war the
average hatl did increase to
above 200.miles as compared w1th
‘'only ‘161 miles in 1940. '

»Another adverse aspect of the
North Western picture is the large
volume of less car load freight
handled. This is expensive traffic
to handle, with an unduly heavy
labor cost involved. It is gener-
ally conceded that with present
wage rates the great bulk of LCL
freight is handled at a substantial
out-of-pocket loss. Chicago &
North Western also handles a
fairly heavy volume of passenger
business which is generally un-
profitable. Here again in the case
of this particular road a large
proportion of the movement :is
short haul. Finally, North West-
ern has.a large amount of mileage
of very light traffic density. Such
light density mileage also tends
to inflate the over -all. expense
ratlo
¢ The operating performance and
earnings record of Chicago &

~North Western in the period since
3 ’&he,end Of the war sho_uld at least

Guaranteed Stocks
Bonds
Specjal Securltles

37{7’

I NCOR RATED
¢ -, GUARANTEED RAILROAD STOCKS- BONDS
r 25 Broad Street i New York 4, N.'Y.

vt

. Telephone BOwling Green 9-6400
Teletype NY 1-1063
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1000,000.

help to answer the arguments of
those who have claimed that the
ICC was far too severe in its cap-
ital revisions in bankruptcy pro-
ceedings. This road was for some
time pointed to as one of the mos
horrible examples of the unneces-
sary wiping out of old stock
equities and drastic scaling down
of junior creditors. It was claimed
that the new capitalization was
far too low in the light of the
road’s improved basic earning
power. It is almost frightening to
contemplate what might now be
in store for the road had the pro-
ponents of the Reed Bill had theii
way in this reorganization.

For the five months througl
Septémber the road reported net
income -of -$1,805,069 which -was
only nominally above:the level oi
a ‘year ago although the gross
revenues were up more than $10,-
The .net ‘income was
equivalent to $1.97 a share of pre-
ferred stock. -After -deduction of
the preferred dividend - require-
ment for. the period. there would
be .a deficit of $1.99. per share. of
common, - It-is probable that the
final quarter.-will produce suffi-
cient earnings.to cover the pre-
ferred dividend for: the year bu?
at best any ‘balance for the junior
equxty will ‘be modest: Consider-
ing. the,unusually high level ot

-business-and:traffic this can.hard-

ly ‘be considered-as auguring wel
for normal -earning power even
with further rate increases.

Wilbur Nominated by
Baltimore Bond Glub

BALTIMORE, MD.—Le Roy A.
Wilbur, Stein Bros. & Boyce, has
been nominated  for the Presi-
dency of the Bond Club of Balti-
more, it has been announced. Mr.
Wilbur would
succeed Jo-
seph W. Sener
of Mackub:in,
Legg & Co.

Other nom-
inations are
‘Sewell S.
Watts, Jr.,
Baker, Watts
& Co., Vice-
President;
Summerfield
_.B. Pearson,
Alex. -Brown
& Sons, Sec-
retary; and
Norval H.
King, Jr,
Kidder, Peabody & Co., Treasurer.

W. Carroll Mead, Mead, Miller
& .Co. has been named Chairman
of the Committee on Arrange-
ments.

Nominated for election to the
Board of Governors-are Mr. Sener,
Edward B. Freeman, Lockwood
Peck & Co., and Edward K. Dunn
Robert Garrett & Sons,

- Election of officers will take
place at the annual business meet-
ing. to "be. held :at_the Southern
Hofel on Frida —,'Dec 12,.at 6 p.m.
The annual dinner of the organi-
zation will be held 1mmedlately
followmg

Le Roy A. Wilbur

‘Herman Kountze Dead

Herman D. . Kountze, retlred
New' York banker, died at the age
of 74 after an illness of two
months. Mr. Kountze was partner
in the old New York investment
house of-Kountze Brothers. He

‘|was President of the Atlantic Na-
.|tional - Bank in:New York from

1914 t0:1922 when. it was merged
with another institution. He was
a member of the New York Stock
Exchange from 1927 to 1931,

" The Outlook for the Ra:lroads

By ROBERT R. YOUNG*

- Chairman of the Board, Chesapeake & Ohio RR. Co.

Noting .slumps in railroad stock values accompanied by upward surge in industrial shares, Mr. Young
lays blame on regulatory bodies which hold down railroad rates and destroy capital values in reorgan-
izations. Predicts unless rails are enabled to earn more on capital investment,. there will be another

wave of bankruptcles and final ownership by government.

Says rails have become political football,

and impaired services result when rails are not given a living wage. Decries opposition to certain rall
mergers, and describes outlook for specific properties.

In searching my memory to try and discover why I should have had this great antip-
athy for Wall Street, which has done so well by me, 1 had to go back to the 1907 panic,
when my father, who was a banker, an ex-cowpuncher, looked very gloomy around the:

house. and

ceased to give
me my daily
ration of
Yucatan gum,
and I asked
my mother
why my fa-
ther . was  so -
gloomy, and
she said it was
because of
Wall Street.

. Those: were
the days when
every -
thing de-
pended -on the,
shipment of
gold - from England,- and: my
Christmas that year-was: going to
deperid on-the next shipment of
gold from" England. Well, the
shipment - didn’t come. -

Then my:next-experience with
Wall Street came in the prewar
days,” when I' was working for
DuPont as'a powder monkey. An
ex-member.  of the. New York
Stock ‘Exchange - ‘who weighed
powder in the building in:which
cut rifle powder told me one day
that, on paper; he had just played
Triangle File up on the Curb from
three to nine and then gone short
on it, played it back again, and
made $900 by the transaction.

So.I wrote my  father back in
Texas.that he had been in the
wrong husiness, and that I was
going to have a look at this stock
exchange business. So I found out
then to openian account one had
to have at least $100. Well, it took'
me a few months, on my $62 a
month, but in a few months I had
the $100 and I got on a ferry
and I went over to Wilmington
and went into a certain- New York
Stock Exchange broker’s ‘office
and asked for advice as to'what
to do with my $100. He put me
into 10 shares of Rock Island and
10 of Missouri Pacific and I didn’t
cdiscover until a little later why
he put me into the rails, but the
reason subsequently developed
was that it was a bucket shop, and
I think that the firm was a short
time afterwards expelled from the
New York Stock Exchange for
bucketing orders.

Well, I think if T had been run-
ning a bucket shop any time in
the last 20 years I wou'd have
put my clients into the 1ails too.

I watched my 10 shares of Rork
Island and the 10 shares of MOP
go down, while Du Pont, Bethle-
hem . Steel, 'and General Motors
went up. In-those days, when
stocks went up, they didn’t go up
five-eighths of a point. They went
up ‘a thousand points.

I. saw_ Du Pont and General
Motors increase -in- value .8, 10,
15, 20 times; anfd then L.saw: th{em
do it- all- over “again- in-the 20’s.

" 'Robert R. Young

But-still my Rock Island and |(}

Misouri Pacific showed a tendency
to weakness: “: .-

During that period it 1s true

that -New York Central did pay-

substantial dividends -and got iup
to a pratiy high price. I think! in
this period in which I.was sup-
posed tb have gone short’ of the

“Stenographic. transeript of jan
extemparaneous  address by " Mr.
Young at.a meeting of the Asso-
ciation of Ciistomers’ Brokers and
N. ¥/ Soclety of Security Analysts
in the:Great Hall of the Chamber
of Commerce,” New " York Cily;|
Nov. 18, 1947, © = = ;
i
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> market and made a million dol-

iars, I think probably the New
York Central by that time might
have been 170, and maybe paying
a $7 dividend. You gentlemen
know those historical facts much
better than I do.

But today the New York Cen-
tral is doing a much bigger busi-
ness than it did in the 20’s; the
nation is certainly - richer. The
Néw York Central is a far better
property today than it was in the

|| 20’s and instead of selling for 170
b | and paying a $7 dividend it’s sell-

ing at 13.

Now, I'm not recommending
New York Central as a purchase
or saying that it'is cheap in rela-
tion to other rail securities. As
a matter of fact, I think there are

many other rails which are much’

cheaper than New York Central,
but why ‘is it that General Motors
and Steel and Du Pont and all these

other companies have multiplied:

geometrically in market ~value,
when our Rock Island was yester-
day - wiped out; when. -Missouri
Pacific would have been -wiped
out by the insurance.companies~
sponsored reorganization plan, ex-
cept for Alleghany. Corporation,
and when New- York Central is
selling, certainly, at bankruptcy
levels.

The Rock Island Situation

Rock Island, which the Supreme
Court and the Interstate Com-
merce Commission and the in-
surance companies wiped out yes-
terday, has $80 million in cash.
It has $65 million in net free
equ1ty in eqmpment which mar-
ket-wise is worth a great deal
more than $65 million, because
it couldn’t be replaced today at
any price. So there’s. $145 million
of cash and equipment which you
could sell tomorrow..You. could
sell it quicker than you could se!l
10,000 shares of General Motors.

But - the Commission and the
insurance companies and the Su-
preme Court say that that great
railroad property which on top of
those liguid assets has $400 mil-
lion of rails, stations and other
fixed precperty, at 1913 values—a
fair capitalization for that com-
pany has been fixed at $30 mil-
lion of first mortgage and per-
haps $70 million of income bonds
and maybe $210 more million of
stock. Sn that the bonds which the
insurance companies and the Su-
preme Court and the Commission
bave said that this great railway
property shall bear, is actually
less than the cash and equipment,
and those: great bodies which are
supposed to stand. for free enter-
rise and, against Communism say
that much of the "$400 -.million

should be ignored. and wiped out.
| Now;- whatbusiness: is -this..of.

the. Chesapeake & Ohio? . The
9-or 10%.0n
been, ~pretty ‘regularly,
1930. ‘That’s no particular -credit
to us. That is simply-because we
have been fortunate enough to
have coal as our source of traffic.

The rest of the railroad indus-
try has been .earning about 2%.
Obviously, if the balance of the
railroad industry is going to go-on
earmng 2%, one of two thmgs is
sure.’ to. happen. . One
they will go into bankruptcy ‘for
the second time, or,:two, they will
be taken over by the government

Nexther one  of those things is
a very cheerful outlook for the

hesapeake : & -Ohio is earning|
its capital and has,
since | &~

is ‘that|

C & O. The Interstate Comimerce
Commission has ‘already  stated
that the rate of return being
earned. by the coal carriers is un-
conscionable. Well, that rate of
return isp’t half as unconscion--
able as the rate of return that
they have ‘set for the rest of the
railroads.

The fect remains that if .the
C & O coesn't bring up the rate
of return of -the other railroads,
the rate of return of the C & O is
going to come down. That’s why'
we ‘have interested ‘ourselves in -
railroad reorganization, in
through-service and in the Pull-
man Company and in the New
York Central.

-Now, why is it that the greatest
industry in the richest nation in
the world is selling at bankruptcy
levels particularly when that in-
dustry or that nation is about to
take the torch of liberty and carry '
it to all four corners of the world?-

Rails a Political Football

1t is simply because the railroad
industry has been and is being '

‘made a political fooiball on-the-

rate issue. Since '1920 or since "
1930, if you take either. one as a -
base, you will find that railroad
rates are no higher than they were
then. Yet supplies, materials and
labor have doubled.

You remember last fall, when
we had quite a break in the stock
market. That was the time at
which the Pennsylvania and New
York Central lines were appear-
ing before the Interstate Com-
merce Commission to argue for a
rate increase, and they were mak-
ing a showing in Washington that
they were on the verge of bank-
ruptey. Those hearings were made
public, got into the. front, pages of
the newspapers and you "could sée
the market go down every day as
those facts were put int6“the réc-
ord.

. The Commission was hearing
then on a rate application that
had been made three and a half
years previously and there had
been three or four wage increases,
not only approved by, but incited
by government agencies. This
prompted Alleghany Corporation
at that time to print an advertise~
ment of an open letter to Mr. Al-
fred Schindler of the Department
of Commerce, pointing out to him
that he had appeared before the
Commission the day before, urg-
ing that the Commission hold up
a rate increase until the situation
became clear. Just what he
wanted clarified I don’t know, but
at least, in the footnote to the '
open letter we wrote to him we '
asked him how long he waited for
the situation ‘to’ become clear be=
ﬁore he urged a‘wage increase."

! This year we have the sa e
farce ‘being repeated. againi! This .
time ' the Interstate - Commerce
Commission is actually . going éut -
to the far corners of the nation to .
receive testimony agamst rate in=
creases from peonle who are mak- .
ing 30, 40 and:50% return on capi+

tal; even from farmers who are -

withhol_ding.théir crops from mar-

ket this year, because they are in -
the high income tax-brackets and -
they'd  rather :see people: starve .
than ship their produce to - market. -
Those ‘peovle are coming before -
the Interstate. Commerce Commis= .
sion and’ urging. that. these -rail-

(Continued on page 34)
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NSTA Notes

BALTIMORE SECURITY TRADERS ASSOCIATION

Charles Gross, Harry M. Sheely & Co., has been nominated for
President of the Baltimore Security Traders Association to succeed
J. W, Butler, Baker, Watts & Co.

Charles Gross  E. Elwood McClure Allison M. Berry Bernard E. Eberwein

Other nominations are—E. Elwood McClure, Stein Bros, & Boyce,
Vice-President; Bernard E. Eberwein, Alex. Brown & Sons, Secre-
tary, and Allison M. Berry, Robert Garrett & Sons, Treasurer.

Nominees for membership of the Board of Governors are Mr.
Butler, the retiring President; J. Mitchell Bruck, Baumgartner &
Co., and Howard E. Rien, Equitable Trust Company,

The election will be beld on Dec. 5 at 6 p.m,

"BOND TRADERS CLUB OF SEATTLE

The Bond Traders Club of Seattle will hold
'+ tbeir Christmas Party on Dec. 2 at 6 p.m. at the
- Olympic Hotel, Seattle, according to Andrew A,
. Jordan, Jordan & Co., President of the associa-
" tion.. Price is.$9 per person and eats, entertain-
ment, etc., galore are promised. ‘

"The Club will elect new officers on Jan. 15,

Andrew A, Jérdan:-

CINCINNATI STOCK . & BOND CLUB, INC.

, The Cincinnati Stock. & Bond Club -announces that due.to a
- late change their Christmas Party to be-held Dec. 15-will be at the
. Hotel Sinton instead’ of the Netherland Plaza. .

- SECURITY TRADERS ASSOCIATION OF NEW YORK

The annual meeting of the Security Traders Association of New
- York, Inc. will be held on Friday, Deec. 5, at the Produce Exchange
Luncheor Club.”" e i B

2

A change in the candidates for
officers 'is ‘announced with three -
§ positions being contested, The
nominees are:
President —T. G. Horsfield,
§ Wm. J. Mericka & Co., Inc. and
-John J. O’Kane, Jr., John J.
# O'Kane, Jr. & Co.
First Vice-President — Frank 2
§ A. Pavis, Charles E. Quincey &
Co. .and James F, Fitzgerald,
Paul & Co., Inc.
Second Vice-President — An-
4§ drew R. Steven, Jr., Bond &
Goodwin, Inc.
.- Secretary—John J. Meyers,
dJr,, Gordon Graves & Co., Inc.
and Arnold J. Wechsler, Ogden, T. Geoffrey Horsficld
Wechsler & Co.

Treasurer—Wellington Hunter, Aetna’ Securities Corporation,

Candidates for directors, trustees of Gratuity Fund, national com-
initteemen and alternates, and nominating committee are the same as
previously reported. :

Following the election of officers, and other business, the Asso-
ciation will hold a buffet supper. Leslie Barbier of G. A, Saxton &
Co. is in charge of the committee on arrangements.

John J. O’Kane, Jr.

‘With Gordon B. Hanlon -
-y i+ Spectal: to. THE FINANCIAL :CHRONICLE:

' {vBOSTON,  MASS.~Raymond J:

" Maher is with: Gordon:‘B. Hanlon | -

.&Co., 10. Post : Office.  Square,
.members. of the Boston..Stock: Ex-
‘change: A :

Amnes; Eniesich Adds: -

(Special “lo- Tagp FINANCIAL - CHRONICLE)

* CHICAGO, ILL.— William A.]
‘Maloney: has been ' added to -the |’

‘staff of Ames; Emerich & Co,, Inc.,
"105 South La Salle Street, mem-
‘bers of the Chicago Stock Ex-
‘change.

H. M. Hellerud Now With
King Merritt & Co., Inc.

(Special - to: THE “FINANCIAL - CHRONICLE)

- ST.-LOUIS, MO. — Henry. M.
Hellerud has - become connected.
with King: Merritt' & Co:

agent for:United

Funds Manage-;
| ment Corp. ; § ¢

Meyer in Rochester . .
ROCHESTER, N Y.—Robert E.
Meyer - is conducting ‘a securities
business from offices at 153 Berlin
1 Street,

th- ] , Inc. of |}
.| New . York. :Mr.' Hellerud :.was:
.[formerly with Slayton & Co,, Inc.
and’ prior _thereto ‘was  general |}

cusses tax economics.

if questions of tax
I cannot de-

A tax lawyer is no expert on world politics.

By ROSWELL MAGILL*

but warn

as long step forward,

5 : i omgl "o - by
\Prospects for Tax Cuts and Inequities in Tax Laws
Chairman, Special Tax Study Committee, House Ways and Means Committee .

Asserting we need not despair of cutting government expenditures,
ury urges budgetary surplus be allocated to debt reduction,
reduction is essential to remove brake on nation’s economy,
come taxes much.” Foresees improvement in 1948 in structure of Revenue Act to eliminate inequities,

former Under Secretary of Treas-

tax reduction and foreign aid. Says tax

s “we cannot afford to reduce in-

He strains his capacities when he dis-
Yet some premises about items in the budget have to be laid down -
policy are to be discussed at all. I shall make mine explicit, even though

bate them
here with you
this evening.
The Federal
budgetary ex-
penditures
present , to..a
Jdayman ‘an’
immensely
‘complicated
maze, If ever
there is justi-
fication for a
citizen leav-
ing the. sub-,
ject to the
experts, there
is here. Yet
it must be evident that we must
not leave the determination of the
size of the budget merely to Fed-
eral bureau chiefs, Any bureau
chief shares the natural human
desire to make his bureau bigger
and better, -to improve his staff,

= Roswell Magill ~

.| to advance into new fields, There-

fore, he just must have more
money. We all witnessed a dem-
onstration last spring of the in-
tense unwillingness of the Federal
bureaucracy to..cut expenditures,
of the propagandist. appeals-that
can so readily be . developed
against any cuts. We are, there-
fore, " very” fortunate in having
vigilant -Congressional appropria-
tions  committees, 'well-staffed to

‘| search out. and to find ‘the soft|p,

spots in departmental budgets, As
citizens and as proféssional guar-
dians of the profit and loss state-
ment, .we. owe the country: the
duty .of .assisting intelligent
supervision of the budgeét in every

efforts to bring. it under control.
*An address by Dr, Magill be-

fore -the National Industrial
Conference Board, New York City,

| Nov. 20, 1948, .

We need not despair of the
practicality of cutting the total of
expenditures.;, We need a strong
army and navy, certainly; and we

| want vigorous and effective gov-

ernment departments. Experts
tell us that we can have them
within a $20 to $25 billion budget.
Therefore, let us strive to that
end, for if we can attain it,
crushing tax burdens can be elimi-
nated. On the other hand, if we
cannot get our expenditures under
real ‘control, the prospect for tax
reduction, for a cont.nuation of
present business activity, for eco-
nomic health here and abroad, is
not bright. Finally, one way to
get expenditures down is to re-
duce taxes so that the money is
not there asking to be spent.

Debt Reduction, Tax Reduction
and Foreign Expenditures

Three items — debt ' reduction,
tax reduction, and expenditures
abroad—offer the major compet~
ing claims to any excess of Fed-
eral receipts over expenditures.
My premise is that a budgetary
surplus should be -divided' among
the three; that the excess of re-
ceipts should not be devoted
solely to one or-even two of the
three. . .o

Humanitarian motives combine
with good judgment in favor of
elp to European countries which
will do their best to help them-
selves. We certainly do not' wish
to play Santa Claus to the world,
but we.do  want to preserve,. if

way, we. can, and of supporting:

we can,.a democratic civilization
in which we may hope to live -at
peace. If widespread starvation
in Europe is to be avoided and if
its economy is to.be.revived and
restored, aid from-us appearsito
be essential. With the best will in

the world, ‘Europe cannot restore '

itself to
health. !
We certainly have our ownido-~
mestic problems to consider; as
well as the world’s, "We are :one
of the few remain’ng countries!in
which, a free private enterprise sys-
tem persists. Our domestic health,
as well as our aid to foreign coun-
tries, depends entirely upon;the
vigor and vitality of that produe-
tive system. We must continue
to produce and produce mightily;
for it is goods and not merely -
dollars that are in great demand
today. ’

physical and’ economic

Necessary to Reduce Overall
Burden S
Since taxes always operate as a
brake upon the economy and our
individual taxes remain at almost
the war peak, it is especially nee-
essary both to reduce the overall
tax burden and to remove the fax
injustices . that- -have grown - up
through the years by the rigid
and rigorous application of'ﬁ",»th_e
revenue laws. We ‘cannot expett
men  indefnitely to; work “harder
and ‘to produce’ more when'"the
government gets more :than they
do out of their additional earti-
ings. We need a more favorable.
tax climate in the .interests both
of satisfactory production and‘¢f
satisfactory. Treasury receipts, */ 2
. Finally, the .debt- ought to'be -
paid down a few billions. ‘We
ought not, I.think, to devote' ex-
cess revenues merely to dept
reduct:on and to refuse to reduce
individual income ‘taxes at ‘all.
Paying down the- debt alone will
not remove any brakes on: the
economy, ‘It will not cause menfo
produce more, nor will it increae
anyone’s incentives. . Moreover,‘in
the past, we have found.that an
{intelligent reduction: of tax rates
may:result in more revenue than
(Continued on page 36)

Tax
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This advertisement is not, and is under no circumstances to be construed as, an offering of the
following securities for sale or as solicitation of an offer to buy any of such securities.
The offering is made only by the Prospectus.

41,270 Shares

. Keystone Steel & Wire Company

Common Stock
(No Par Value)

—

Price $457; per Share

Copies of the Prospectus may. be obtained only- from~sueh of the undersigned -
as are registered dealers’in. securities in’' this State.”

Paul H. Davis & Co. = - - Union Secﬁritie's Cérporation."

~Central

Paine, Webber, Jackson & "Cur_ﬁs =

Republic Com

(Incorporated)

pany -

gitized for FRASER
tp://fraser.stlouisfed.org/
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Prospectus- upon request from
your investment dealer, or from

NATIONAL SECURITIES . &

RESEARCH CORPORATION
120 BROADWAY, NEW YORK 5, N. Y.

"PUTNAM

FUND
of Loston B

Prospectus upon request

~Putnam Fund Distributors, Ine.
50 State St.,, Boston

Manhallan
Blllllllm'l:ll]l[l

Plolpuluikomynurinvﬁslm&nlUeulerov |k

HUGHW.LONG & CO.

INCORPORATED

48 WALL STREET, NEW YORK 5, N.Y.
103 ANGELES CHICAGO

Keystone

Custo&ian
]F un&s

Certificates of Participation in
INVESTMENT FUNDS
investing their capital
IN
BONDS
(Series B1-B2-B3-B4)

PREFERRED STOCKS
(Series K1-K2) '

COMMON STOCKS
) (Series S1-52-S3-54)

Prospectus from
your local investment dealer or

The Keystone Company
o oston
50 Congress Street
Boston 9, Massachusetts

igitized for FRASER
p:/ffraser:stlouisfed.org/

Let Mutual Funds B

' ) Mutual Fundsv j'

e Your Watch Dog

Through mutual trust funds, the investor obtains twofold guard-

ianship.

(1) The sponsoring investment management organization is con-
stantly watching the fortunes of®—

the companies represented in its
portfolios in an attempt to weed
out any security whose outlook
may become dubious and to sub-
stitute a stronger situation for it.

(2) The trustee bank safeguards
the underlying securities in a
custodian account, collects divi-
dends, cashes bond coupons, and
mails income checks direct to the
shareholders.

Mutual funds also provide the
wide diversification so essential
to any successful investment pro-

gram. Furthermore, this diversi-|.

fication is available to the small
as well as the large investor.
Whether the investor’s surplus cap-
ital is $1,000 or $100,000, he re-
ceives the same careful portfolio
selection and daily supervision of
the underlying securities by an
experienced staff of trained an-
alysts.

A DMorgan partner once said
“We are compelled to conclude
that capital cannot be preserved
either by broad diversification of
risks or by the purchase of se-
curities which, in the judgment
of informed men, represent sound
investments at any one given
time. It is only by the application
of unremitting attention and the
exercise of continuous sound
judgment that the original value
of the principal can be maintained
or increased.”

Mutual fund sponsors realize
that the “blue chip” of today may
turn into the non-dividend payer
of tomorrow. They will continue
to apply their best judgment and
unremitting attention in their ca-
pacity as “watchdog” over $1,400,-
000,000 of investors’ funds.

A Tale of Old Cape Cod

In earlier Cape Cod days,
wrecks along the backshore pro-
vided rich pickings for the Cape
Codders. On a stormy Sunday it
was the custom in Eastham to sta-
tion a watcher on the beach while
the rest of the town attended Sab-
bath service.

One Sunday as the preacher
reached his Ninthly or Tenthly the
watcher burst through the meet-
ing house door, a gust of a north-
easter on his heels.

“There’s a ship ashore on the
back side,” he shouted, and for a
moment all was confusion until
the . preacher’s loud voice and
raised hand stilled the tumult.

“Just a minute, brethren. Be-
fore you go I have just three
words to say.” By this time he
was walking rapidly down the
aisle, buttoning his coat, As he
reached the door his hat went on.

“Now start fair,” he shouted.

Steel Wanted

The Nov. 15 issue of Calvin
Bullock’s “Perspective” comments

A MUTUAL INVESTMENT FUND
INCORPORATED 1928
72nd Consecutive

Quarterly Dividend

This -dividend of 40c per share
(approximately 18¢c from ordinary
net income and, 22c from net real-
ized securities profits) is payable,
in cash or stock at election of stozk-
ho!ders, on December 29, 1947, to
ua:lil;ol;ien of record December

47,

WALTER L. MORGAN

Photo—Courtesy of Gaines

in part on the steel outlook as
follows: “‘Steel wanted. Will pay
exorbitant prices.’ Such advertise-
ments, which have been appear-
ing with increasing frequency
throughout the industrial regions
of America, bear witness to the
current outlook for steel and to
the harried life of the typical
steel executive today. Without
denying that present economic
conditions in general have some
of the earmarks of a vigorous in-
flationary boom, it is worthwhile
stressing once more that virtually
the whole modern economy rests
on steel. Due to the long period
of economic stagnation between
1929 and the beginning of World
War II we seem to have lost sight
of this fact.

“An unbiased appraisal of cur-
rent economic facts must leave
one bullish on steel. Perhaps 1t 1s
worthwhile to keep caution alive
even if resort must be had to su-
perstition., But one should recall
that if Big Steel once before in-
creased its dividends just before
a crash, a similar increase at an-
other time ushered in a period of
prosperity. Today, at least, all the
signs read ‘steel wanted’.” .

Famous Misquotes

According to the 1948 edition
of “The Farmer’s Almanac,” many
famous sayings are attributed to
the wrong man. Examples:

“Go west, young man,” attrib-
uted to Horace Greely, was first
said by John Soule, another news-
paper editor.

“Everybody talks about the
weather but nobody does anything
about it,” attributed to Mark
Twain, was first written by
Charles Warner, editor of the
“Hartford Courant.” =

“They shall not pass,” attrib-
uted to Marshall Petain, was ac-
tually uttered by his successor at
Verdun, General Nivelle.

“The forgotten man,” attrib-
uted to Franklin Roosevelt, was
borrowed from Professor Sumner
of Yale.

And of course there are many
who don’t believe that Shakes-
peare’s plays were written by
Shakespeare.

Wellington Shares in Demand -
During the 12 months ended
Sept. 30, resources of Wellington
Fund rose 39% from $33,127,000
to $46,058,000, about four times as
much as the total percentage gain
of all mutual funds. During the
month of October, investors pur-
chased” more ' Wellington Fund

shares than‘in any single month

in .the 19-year. history of the

fund. Nice going, Mr. Morgan!
Notes:

Lester Collier of 44 Wall Street,

New York, N. Y. has prepared a
booklet on Mutual Funds called

Philadalnh:
¥ ¥

“Distinctive’ Investment Mat'e-
rials.”

The booklet including a

‘far beyond

Truman's Advisers Ignore Basic
Economic Truths

By WILLIAM WITHERSPOON
. Statistical and Research Department, Newhard, Cook & Co.;
‘Members New York Stock Exchange ‘
Financial statistician, commenting on concern of President’s Council
_of Economic Advisers regard’ng inflation, attacks proposals to fur-
ther restrict credit and to curb speculation. Points out languishing
stock market as proof government controls have debilitating effect
’ on public market places. )
The ghost stories of President Truman, which he enunciated over
the radio a few days ago, were apparently created by his Council

of Economic Advisers. It has been reported that they now believe that
the inflation danger has taken a turn for the worse. “Business Week”

“What
scared the
council are |
signs that
business bor-
rowing from
commercial
banks is be-'
ginning to run

say:

expectations.”

Can " it be
that herel
again the ex-:
perts were’
caught unpre-
Pared? If 50, william Witherspoon
it becomes’
even more amazing that those
persons who are advising the Ad-
ministration on economic and fi-
nancial affairs should ignore some
of the basic economic truths and
thereby reach false conclusions
which are soon violated. For ex-
ample, the Council’s former con-
clusion to the effect that the
Marshall Plan presents no infla-
tionary dangers has now been
upset by the inflationary implica-
tions , of mounting bank loans.
This reversal of opinion appcars
to be one of the main reasons for
the President’s call of Congress
into special session. However,
there should not have been the
necessity for a rever:zal of opin-
ion. For some time, it has been
obvious that bank loans would ad-
vance. Even this observer com-
mented upon such a possibility a
year or more ago, and this trend |
has been discussed on numerous
occasions' since then. About a
month ago it was pointed out in
this letter that the growth in loans
has not stopped; it is in fact just
getting well under way. The com-
mercial banks are at long last get-
ting back into the banking busi-
ness instead of being investment
trusts for government securities.

The council originally thcught
that price dangers were prevalent
only in specific commodities, but
now they are convinced the scales
have swung to the inflationary
side of the price equation and that
things could easily get out of
hand—implying an inflationary
“boom and bust.” So the President
called the special session of Con-
gress on the impulse of this ad-
vice without having any very
definite program to offer. It has
been . reported, however, that
there are several powers that his
advisers want enacted for the pur-
pose of curbing inflation: (1) Au-
thority to increase bank reserves;
(2) Revival of control over in-
stalment credit; and (3) Control
over the commodity exchanges
similar to the SEC control over
stock exchanges.

The authority to increase bank
reserves will not accomplish the

business reply card is available to
dealers at varying prices depend-
ing on the quantity ordered.

The November issue of “The
Exchange” published by the New
York Stock Exchange has an ar-
ticle on mutual funds headed
“Triple Assets Mark Seven-Year
Strides of Mass-Investment Medi-
um, . . The Mutual Fund.”

National Securities & Research
Corporation has published a new
folder called “Low-Priced Com-

mon Stocks for Velocity.”

magazine 3

.| their

desired results. Such a program
is the same as changing money
from one pocket into another.
True enough, it will take funds
away from the commercial bank-
ing system and place them in the
Federal Reserve system. This is
apparently for the purpose of
siphoning funds away from the
commercial banks so as to restrict
loan activity., However,
there is no law to prevent the
banks from selling a portion -of
their extremely large investment
in government securities to pro-
vide funds for commercial loans
at higher interest rates. This is
probably what will happen if re-
serve requirements are raised, and
then the Open Market Committee
of the Federal Reserve system
will have to use these additional
reserve funds to support the gov-
ernment market while the expan-
sion of credit goes merrily along
its way.

The revival of control over in-
stalment credit would be some-
what anti-inflationary but politi-
cally it does not seem expedient.
There must be a host of people
who are looking forward to the
fulfillment of their desires for
many things through the medium
of installment sales. It is charac-
teristic of the American people to
buy on c1edit and the reimposition
of credit restrictions which have
just now expired on Oct. 31, 1947,
would seem to be politically un-
sound. From the economic side,
instalment credit now amounts to
approximately $5.3 billion as
compared to around $3.2 billion
in 1929 and $4.0 billion in 1937.
Without restrictions it. would ad-
vance two or thyee billion dollars
above present levels because of
the much larger volume of busi-
ness activity than in prewar years,
but this of itself is small in com-
parison to total loans and invest-
ments in the banking system of
some $131 billion and would not
have a very great bearing on the
inflationary expansion. It would
therefore seem politically imprac-
tical and economically of little
avail to reestablish control over
instalment sales.

The languishing stock market
should be proof enough of the de-
bilitating effect that government
controls have on public market
places. The stock market has be-
come so “thin” that relatively
small activity one way or the
other makes quite violent and
sporadic changes in the price
level. Of course, the public can
get along without stocks, but
wheat and corn are staple com-
modities that play a part in the
daily lives of everyone. Just pic-
ture in your mind’s eye what
would happen under rigid regu-
lation and a “thin” market if-we
would have a shortage in a wheat
crop, or conversely in the event
of a bumper crop, without the sta-
bilizing force of the speculator.
There would be much more of a
cry than now is raised because

price changes would be 'much
greater. T
. It has further been reported
that the Administration realizes
that price control at the con-

‘sumer level is politically out Qﬁ
the question, but they are think-

ing in terms of selective price
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control.” Meat- and. wheat are the
should have_been, enough, experi-
ence in this by now to prove that
a few elements of economy can't
be restrained without. the infla-
- tignary: boil arising in some, other
sectox:, Nevertheless, some of the
Wasbmgton “planners” are either
seeking. to, perpetiate, a large ad-
ministrative, force or .else. appar-
ently are very slow of perception.
They* den’t seem to realize that
.they ‘are working on the wrong
.end; that is, from the price. and
monetary standpoint “instead,: of

concentrating on’ production. As.

‘Edson B, Smith so succinctly puts
it in the “Boston Herald,” “We
“have blown up the money. surnly
enormously. There is no practical
way of contracting it. Tnerefore,
‘the only program is to keep on

€ ¢ | blowing,_up production
Important items, just,now.. ‘There

ance is restored.”

The whole matter seems to re-
solve itself around the point;that
if, economic, advicers are, con-

economic, developments, and . ig-
nore the, lessons. of previous:fail-
ures, their predictions of things to

with “a grain of salt.” Their’dire
implieations of inflationary effects
are overdone. Certainly we, are

but-a knowledge of its presence
and, some. understanding. of: its
destination lead one to believe
that prosperity, as measured. in

dollars; cannot help. but continue
for at least a few. more years and
tkat the “byst” is not quite. as. imi-
minent or fateful as many would
lead ‘us to, believe, d

Finds Savings

Finance

Inadequate to.
Industry

August.l!nlefeld, President of Savings Bank, Trust :éo,, sees supply.
of municipal, corporate and real estate bonds outstripping. savings.

. “The.supply. of .new. corporate
tate

held Nov.. 18
sat-the Hotel
i Astor. (This is
/in marked
7 contrast to the
. situation pre-

vailing last
..Yyear and
jearly 1947
- whenliquid
.. savings far
~.exceeded the
, - Supply of new
winvest-
. ments becom-

ing available.)

“However, fi-

nancial insti-

tutions can
provide the additional capital re-
quired,” he continued, “through
liguidating some of their govern-
ment security holdings. During
the war, they acquired govern-
ment obligations in unprecedented
amounts.. Now, as other bonds
and mortgage loans become avail-
able on attractive terms, they can
sell government securities and re-

August _lh.lg[eld

and municipal bonds and real es-,

mortgages this year exceeds the current rate of savings,” August
}hlefeld,. President of .Savings. Banks Trust Company,
ings Banks, Officers Forum .of - Manhattan, Bronx and

told the Sav-
Westchester,

invest the proceeds in other types
of investment.” '

Urges Congress to Grant Credit -
on Dividend - Income

“To , facilitate such switching,
the government must support the,
market for its own obligations,”
Mr.. Ihlefeld continued. “It has
ample facilities for doing so.
through its trust funds and
agencies and through the Federal
Reserve Banks.” Mr. Ihlefeld
pointed out that a danger in the,
present volume of new financing,
lies in the excessive ratio of debt
to equity capital. g

In view of the double taxation
to which corporation income used
to pay dividends is now subjected,
Mr. Ihlefeld urged Congress to
grant stockholders a credit on
dividend income so as to encour-
age the purchase of . equity secu-
rities for investment in the inter-

est of sound private financing in

the years ahead.

Day Stresses Importance. of Securities Markels

i

President of Chicago Stock Exchange, in address to Chicago Sales

Executives Club, holds theory

that. regional exchanges  serve

merely as a proving ground for local securities is fallacious.

James E. Day, President of
addressing the Chicago Saleg
Eleventh Annual Sales Congress,

the . Chicago Stock . Exchange, in

Executives .Club. on Nov. 20 at their

said, “One of. the qualifications

for a good investment is liquidity, and a security with good - mar-

ketability will

sell at a bet-
« ter price, The
- -importance of
‘“‘the market

-place for a se-
< curity, there-
fore, ~should
not' be under-
“-estimated.”
He - further
- stated, “Prac-
tically every-
one in our
country has a
. direct or in-
direct stake in
securities
markets, but
very few have a working knowl-
_edge of their proper function in
‘our economy.”

“The Chicago Stock Exchange,”
Day. said, “is the. central point of
midwest financial markets. If our
midwest financial markets con-
tinue to grow, so will they broad-
en the potentialities of our com-
‘mercial markets.”

Day, in pointing out some of the
-highlights of a recent. study of
-modern markets made by The
-Chicago Stock Exchange said. “It
is a misconception when regional
exchanges such. as Chicago. are

Tl b 42

", James E, Day

thought of, as .bush-léague, farms

where players are trained for.the
big league. Regional exchanges
such. as ours are as necessary to
cities such. as Chicago, Los An-
geles and. others .as are commer-
cial banks and. investment bank-
ers. The old theory that a regional |

exchange serves only_the purpose | .

of a proving grouad for local se-
curities before they are listed on
larger. exchanges has been dis-
proved by a careful analysis of
the factors that-lead to a good
market for securities.,

“Corporate officialy who are
considering listing their securi-
ties,”” Day stated, “will find it
vrofitable to check carefully the|
best market place for their secu-
rit'es by comparing the records of
issues of similar type and size,
rather than selecting a market
place on the basis of its over all
volume. The real value of an ex-.
change or an aution market is to
bring. all buyers and sellers to.
one central point.”” Day said he
believed the growing importance,
of The Chicago. Stock Exchange
as an integral part of the midwest
financia]. markets is being better
recognized today and that he was.
very confident the exchange will
show considerable growth in the
years ahead. ’

until bal-|.

stantly being surprised by opvious| .
come must certainly be considered |’

in-the powerful forces of inflation, | .

Holding. full recovery. requires

By EDWIN.:G.. NOURSE*.

 The Progress of Economic Reconversion

Chairman, Council of Economic Advisers
economic -as-well‘as-physical reconversion, Dr. Nourse asserts we must -

attain new. set of ‘pecuniary.and operative, relationships among, participants in. economic life. This re-

lead.to “bopm and bust.”

developed. from within,

quires, objective. study. of saving and, spending and, investment . practices, as well. as. accounting and:
managerial practices.and. collective bargaining. and, labor ; relations. Says we have been “muddling”
with, readjustments, Stresses importance of ‘curbing. inflation, and ‘asserts

“laissez, faire” ‘policy will

Says economic restraints should .come from. outside, since they 'cannot be

For the first year and a half after V-J Day, we amazed the world and rather sur~
prised ourselves by the speed and smoothness of our postwar reconversion. Civilian work-
ersiand plants were switched from making war materials to providing peacetime goods and

services, and
millions
or men . and
women w.ere
reabsorbed
from army,
navy, and air
forces with
unexpected
ease, But this
is only physi-
cal . reconver-
sion. ‘It will
notachieve
sound pros-
perity for the
nation . or.. as- .
sure stabilized Edwin G. Nourse
prosperity in, .
the years ahead unless we com
bine and ‘complement this physical
reconversion with the more deli-
cate and difficult process of eco-
nomic reconversion.

. It’will perhaps illuminate the
idea of economic reconversion if
we draw some  comparisons be-
tween the physical shifts we have
had to make and the economic
readjustments which are no less
needed but which are probably

‘harder to make. The reason for

this difficulty is not so. much that
the principles involved are actu-
ally any more complicated or
abstruse. The reason is that the
personal interests of many per-
sons in positions of greater or less
.administrative. control are in-
-volved, These persons find it hard
to deal with -economic processes
with the same objectivity and im-
personal skill that they are accus-
tomed to apply to matters of phys-
ical technique.

Looking then at physical recon-
version as a basis of comparison,
we note that factories had to be

rearranged, some abandoned,|

others enlarged, some quite dras-
tically redesigned, and some re-
located. Flows of material had to
be' changed—enlarged here, con-
tracted thére, redirected to a new
set of circumstances. Products,
too, were redesigned to conform
to new tastes, new technologies
developed during the war, or new

conditions of availability of mate- |.

rials or equipment. Above all, the
relationship of these elements one
to.another and the timing of their
flows had to be given minute at-
tention, in order that high effi-
ciency should be restored to the
giant assembly line of our national

industry so that it. should serve|

peacetime needs most fully.

Economic Reconversion
Turning now to .economic re-
conversion, it is obvioys that war-
time conditions were wholly ab-
normal.  Free bargaining was
superseded .by controls. Much of

industry was relieved of any task |

of selling, its product or pricing it
to a market,
delivered, their total product. to

Uncle:Sam or allocated a scarce |

product among clamoring private
buyers.. And payment was made
through credit instruments that
left us with a national debt of
278 billion” dollars. Fortunately,
this debt was internally held, but
all the ultimate problems of in-
coine and property relations which
it entailed were, and in large
measure still are to be sweated
out.

It must be evident to any

*An address by Dr. Nourse be-
fore The Economic Club of New

York, New York City, Nov. 20,
11947, . E

: thbughtful person that economic

.reconversion after this upheaval
e cannot . mean “going back .to nor-
-maley.” In a dynamic world there
.is no normal to go back to. In-
stead, we must work out a care-
. fully . considered new set of pecu-
.niary and operative relationships
.among. the active particinants in
,economic life. These include the
.economic_relations between the
|individual citizen and the com-

L munity of, citizens known as “the

. Government.”
Any observer can see that phys-

| ical reconversion required a fresh,

dispassionate, and technically com-
petent look at the new require-
ments for structures, the revision
of operation practices, and the
redesigning of machinery and
product. Now, in parallel, is it
not also evident that economic
reconversion requires careful con-
sideration, retesting, and readjust-
ment of complex and interrelated
price structures, wage structures,
and capital structures? Does it not
require objective study of saving
and spending practices, of invest-
'ment and utilization practices, of
accounting and managerial prac-
tices, of collective bargaining and
labor relations practices? I be-
'lieve it calls for revision of these
practices so that they may better
promote the ends of high-level
peacetime production. Finally,

.economic reconversion should

-challenge us to careful retesting
. I3

of our human materials—manage-

Producers simply |

‘rial, technical, and physical—to
assure better selection, processing,

. been of an
-than a stabilizing character. They

and. adaptation to the product we
seek to produce-—maximum mate-
rial well-being,

We Have Muddled With
Readjustments
We have lost two precious years
of time, failing to get down to the
facing of the nature of this eco-
nomic reconversion ‘and the put-
ting of these adjustments into
operation.according to an orderly

-and . businesslike. procedure. I do
.not. mean that nothing 'has beem

done in those two years. We have,
of course, muddled through to a
lot. of piecemeal and often acri-
monious.adjustments. They have
permitted the business machine to
operate at high activity and .fair

- productivity. But they have beer

adjustments. which in total have
inflationary rather

leave us today in a confused, un-
friendly, and vulnerable state just
as. we are put to the strain of
meeting the greater-than-expected
need of aid to Europe and the
less-than-expected production at

.home,. particularly in,the -matter
lof current and prospective crop

yields.
I do not have the economie

‘naivete to think that there is a

‘neat formula by which the cor-
rect adjustments could have been
.made in this trying period. Nor
.do I have the arrogance to think
I could have worked out the cor-
rect answer in each or any in-

'stance if it had been presented to
(Continued on page 36)

due June

To holders of above-described Bonds:

ously published by it, including a notice

would thereafter be made only on bonds

New _York, Paying Agents and Sinking
‘henceforth to make payments of principal

which the bondholder resides.

question since May 10, 1940,

November 20, 1947,

designated by the Belgian Government or
pursuant to the provisions of Executive Order 8389, as amended.

The Belgian Government hereby gives notice to bondholders that it has now
instructed .J. P. Morgan & Co. Incorporated and Guaranty Trust Company of

The Kingdom of Belgium
External Loan Thirty Year Sinking Fund 6% Gold Bonds,
due January 1, 1955. "
The Kingdom of Belgium
External Loan Twenty-five Year 6% % Gold Bonds,
due September- 1, 1949, and
The Kingdom of Belgium

External Loan Thirty Year Sinking Fund 7% Gold Bonds,
1, 1955,

The Goyernment of the Kingdom of Belgium refers to certain notices previe

dated May 381, 1941, to the effect that :

payments of principal and interest on bonds of the three issues mentioned above

bearing distinctive numbers specifically
licensed by the United States Treasury

Fund Administrators for these issues,
and interest in the following manner:

(1) Bonds drawn for redemption, when presented for payment by holders ;
-residing in a country with which the United States has concluded an agree= »
ment for the certification of securities in general, are to be paid only in case »
- they bear distinctive numbers which have been specifically designated by the
Belgian Government or licensed by the United States Treasury or certified .
© pursuant to’ Gereral License 95 by the appropriate agency of the country con-
cerned, Matured interest coupons are to be paid to such holders only in case
they have ‘been detached from bonds
Coupons detached from certified bonds whose numbers have not been notified
to the Paying Agents and Sinking Fund Administrators need not be accompanied
by the bonds from which they were detached providing that certification of the
relevant bond is attested by a declaration signed by the bondholder and giving
his name, nationality, and residence and also the name of the certifying ageney.
Such declarations are to be countersigned by a bank located in the country im

bearing such distinetive numbers.

(2) Bonds drawn for redemption not bearing distinctive numbers which }
have been designated or licensed or certified in the manner described above, :
and matured coupons detached from such bonds, when presented for payment H

“ by holders residing in the United States or in a country with which the United
States has concluded no agreement for certification, are to be paid only upon
presentation thereof {ogether with an affidavit signed by the bondholder, and
countersigned by a bark located in the country in which the bondholder
resides, giving the name, nationality, and residence of the bondholder and |
certifying that there has been no enemy interest in the bonds or coupons in

Forms of the above-mentioned declaration and affidavit may be obtained at
the offices of J. P. Morgan & Co. Incorporated, 23 Wall Street, New York 8, N. Y., !
or Guaranty Trust Company of New York,

THE GOVERNMENT OF THE KINGDOM OF BELGIUM
(Signed) G. EYSKENS, i

140 Broadway, New York 15, N, Y.

Minister of Finance.
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~ Canadian

By WILLIAM J. McKAY

A long anticipated event that will mark the most important mile-

stone in U. S.-Canadian economic

the preliminary whispers have been drowned out by the clamor of
the Canadian consumer concerning the new import restrictions. A

Securities

history is in the offing, although

great change is rarely accom-
plished without some painful dis-
locations, and before what amounts
to a virtual U. S.-Canadian eco-
nomic union can materialize, fur-
ther adjustments of a possibly
disagreeable nature will be nec-
essary.

The long-range benefits, how-
-ever, far outweigh the immediate
sacrifices. Canada could not con-
tinue indefinitely to endeavor to
maintain a precarious balance as
the buifer between the U. S. and

-British economic systems. Also, |,

the failure of the Bretton Woods
currency schemes to achieve in-
ternational exchange convertibil-
ity made it clear that the Do-
minion could no longer rely on
the time-honored U. S.-British-
Canadian exchange triangle. Con-
sequently, the Canadian adminis-
tration had to find another eco-
nomic sheet-anchor. The choice
between Britain and this country
was virtually dictated. Apart
from geographical proximity and
the vastness of the easily acces-
sible U. S. markets,.Canada alone
today shares with this country a
deep-rooted belief in world free-
dom of trade and in the merits
of individual enterprise. What is
more logical, therefore, than this
epochal experiment which will
serve as a practical example to
the world at large?

The grand-scale, “Hyde Park
Agreement” now in course of
preparation is designed to inte-
grate the production and the mar-
keting procedures of the two
countries in such a way that a
better balance of U. S.-Canadian
trade will be achieved, that the
basic requirements of U. S. indus-
try, both present and future, will
be assured, and that thereby the
urgent needs of Europe will be
more readily satisfied. In answer
to the Canadian critics of this
revolutionary change of policy, it
can be said that their alternative
of currency devaluation provides

no solution whatsoever to the |

Canadian economic problem. A
common U, S.-Canadian dollar,

moreover, is an essential factor .

in the new plan of full integration
' of the economies of the two coun-
tries. It is inevitable that some
‘reorientation of Canadian indus-

try will be essential, and in addi-

tion-the freedom of the economic '

border will logically entail a rise

4
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in Canadian prices to a level ap-
proaching that prevailing south of
the border. Such an adjustment,
however, will assure a more nor-
mal .exchange of goods, and the
volume of U. S.-Canadian trade
will be stimulated by coordinated
planning in accordance with the
aims of the new “Hyde Park
Agreement.” As a result it will
be possible to dispense with the
sresent irritating interim Cana-
cian restrictions.

» One great task, however, still
remains unaccomplished. North
American . economic integration
will be incomplete while tie pres-
ent dlrastic restrictions exist on
a free two-way flow of U. S.-
Canadian capital. In view of
Canada’s relatively youthful de-
velopment, it is inevitable that
U. S. capital must tend to move
northward for many years to
come. In order to ensure a willing
and full flow, U. S. capital invest-
ment in Canada must be ade-
quately protected. Consequently
the deplorably narrow Canadian
“free” dollar market in New York
should be broadened in order to
provide a proper channel for this
indispensable .movement of capi-
tal. Both countries have a vital
interest in this problem, and con-
sequently the “free” market
should be  stabilized as a re-
sult of concerted action by the
two countries, The scope and
the direction of the transactions
in this market are well known.
Therefore its control would be a
relatively simple matter, and an
unwieldy stabilization fund would
not be necessary. In this way not
only would an embarrassing re-
flection en Canadian credit stand-
ing be removed, but also a more
appropriate and safeguarded chan-
nel would be provided for Amer-
ican investment, without which
the ultimate success of the new
“Hyde Park Agreement” would be

Congress and High Cost of Government

\

By HON. CHARLES A. HALLECK*
United States Congressman from Indiana
House Republican majority leader, terming our Federal Government as “a gigantic bureaucracy, stresses
importance of maintaining a balanced Federal budget and at same time reducing Government costs.
Outlines work and future plans of Congress for revision of taxes and for holding down expenses and
expresses view Congress will not make “blank check” appropriation for foreign aid. Reviews question
of Government subsidies and concludes, despite difficulties, Government costs can be reduced.
To say that there are today few such problems is to put it midly. As a matter of fact,
a few recently referred to-in a speech in Congress are already developing some slight dif-
ferences of opinion. I have about concluded that I have picked a heck of a way to make

a living, It's
always tough
to be a states-
man when the
pressure of
politics is.
strong. But I
still have con-
fidence in the
good judg-
ment of the
American peo-
ple if they
gnow thefacts,

The proper
functioning of
our represen-
tative form of
government
necessarily depends upon an in-
formed public opinion. To that
end the various publications is-
sued by your board and such
meeting as this. for an exchange
of ideas constitute a distinct con-
tribution.

And it is a real privilege and
honor for me to participate on
this program with our Secretary
of the Treasury (Mr. Snyder) and
Dr. Magill, a nationally recognized
authority on taxes.

That’s “fast company” for an
Indiana Congressman. But it so
happens that the Indiana Con-
gressman is able to talk to you as
one who has been ‘on the firing
line. All appropriation bills and
all tax measures must originate
in the House. At the last session
of Congress I fought the good
fight for reducing the cost of gov-
ernment and reducing taxes in no
less than 22 major appropriation
and two tax bills. I can thus talk
to you as a battle-scarred veteran
in this “Battle of the Budget.”

Our topic tonight—“Meeting the
High Cost of Government”—itself
implies that the cost of govern-

Charles A. Halleck

sorely jeopardized.

During the week the securities
markets moved irregularly as a
result of the announcement of the |
rnew Canadian import restrictions.
Initial improvement was followed
by .more important declines in
both. the external and internal|
sections' of the bond market.
Canadian stocks were also erratic,
and early spectacular buoyancy in'
i the. golds was replaced by disap-
pointed liquidation. To some ex-
tent this movement was a result
of a long-term discounting of aid‘r
to the gold-mining industry and |
consequent profit-taking. Among !

jump in the price of Gaspe Oil
Ventures, which aroused fresh in-
terest in the possibility of the
production of oil in commercial
quantities in Eastern Canada.

Kurt Safranski Opens

LARCHMONT, N. Y.—Kurt S.
Safranski is engaging in a securi-
ties business from offices at 122
|Brookside Drive.

TAYLOR, DEALE
& COMPANY

64 Wall Street, New York 5
WHitehall 3-1874

CANADIAN
SECURITIES

Government
Provincial
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the oils, there was a significant | A

ment is high. Of that there should
be no dispute. And there is a
great drive on now, as in the past,
to make that cost higher.

Federal Government a Gigantic
Bureaucracy

The Federal Government is the
largest and most costly operation
on the face of the globe. It has
become a: gigantic bureaucracy of
approximately two million per-
sons, with offices, desks, typewrit-
ers, file cabinets, dictaphones and
mimeograph machines, performing
all kinds of activities and exercis-

ing -extensive powers affecting the

daily life of the individual citizen.
nd just this week the President
recommended that we create an-
other. agency with far-reaching
powers. ok B

In the last 14 years the Federal

Government has grown from 521

agencies and bureaus of around
582,000 employees to 1,141 agen-
cies and bureaus of around two
million employees. Of course that
is_costly. And, even more impor-
tant, it is dangerous to individual
rights and liberties.

It was, of course, inevitable that
the Federal Government expand
to meet the needs for the prose-
cution of the war. And it was
likewise necessary for the govern-
ment to increase its revenue and
engage in extensive borrowing to
meet the war requirements.

But it must be borne in mind

that the government materially
I expanded before the war and was

then operated under successive
deficits. It must also be borne in

*An address by Congressman
Halleck before the‘' National In-
dustrial ‘Conference Board, New
York City, Nov. 20, 1947. ;
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mind that we are now in fiscal
year 1948, the third year after the
war. The question is, can’ we af-
ford a wartime government in
peacetime.

The Administration’s budget for
the fiscal year 1948, submitted to
the new Congress last January,
provided for government expendi-
tures of $37% billion. It was the
largest peacetime budget in his-
tory.

By way of comparison, the ex-
penditures in the prewar years of
1939 and 1940 were around $9 bil-
lion annually. Even granting that
changed conditions created by the
war prevent our returning in the
immediate future to the former
peacetime level of government
spending, a budget for 1948 thai
is over four times the peacetime
budget of 1939 seems to me to
demonstrate that Federal spending
is out of control, save for the
brakes the Congress applies on
appropriations.

To this difficult and challenging
task of reducing the cost of gov-
ernment the majority in Congress
courageously applied itself.
took the position that the real
criterion on sound budget policy
is not how much we can spend
wisely, but how much we can
afford.

Case of Balanced Budget

During these many years of
deficit spending we had to argue
the case for the balanced budget.
Apostles of the deficit spending
school have been well entrenched
in high places. They see nothing
harmful in the accumulation of
a public debt, which now ap-
proaches $260 billion. They say
it isn’t really a debt anyway, since
we owe it to ourselves. And, in-
deed, a great many people were
deceived by that doctrine. They
allowed themselves to believe that
when money came from Washing-
ton it did not cost them anything.

Last November there appeared
to be some awakening. But the
real question yet to be decided is
whether or not this dangerous
illusion that money coming from
‘Washington is free has become so
imbedded in the minds of so many
people as to make it impossible
to cut the cost of government the
way it should be cut.

But apparently we no longer
have to argue the case for the
balanced budget. The President,
and even my good friend the Sec-
retary of the Treasury, now speak
affectionately of the importance
of having a balanced budget. Pos-
sibly I can be excused for saying
that the Administration suddenly
discovered its attachment for the
proposition when the Congress
proposed a reduction in taxes.
And at that time I alsp observed
a new-found solicitude for debt
retirement.

The fact that the budget is bal-
anced does not itself solve the
problem. Our problem is how to
balance the budget at-a reason-
able peacetime level so that the
people may be accorded relief
from the burdensome wartime
taxes and the public debt retired
in an orderly fashion.

The election of the new Con-
gress was a demand that the cost
of government be reduced. Some
of my good business friends vig-
orously insisted with me that the
budget should be reduced to $30
billion. But when it came to the
job of actually reducing and elim-
inating expenditures, the public
support the Congiess should have

We |

had was too often conspicuous by
its absence. Everyone wanted
economy for the otner tellow.

The job of reducing tne cost of
government has called for pains-
taking attention to detail in every
item of the budget. 1t has called
for sound appraisal of the relative
merits and urgency of competing
demands upon limited funds. 1t
has called tor a high oraer of
statesmanship and real courage.

To give you some conception
of the magnitude of the task, I
call your attention to the fact
that of the $37'% billion budget,
four important items aione totaled
$27 biliion 109 million: national
defense—$11 billion 256 million;
veterans’ benefits—$7 billion 343
million; interest on tne public
debt—$5 billion; and international
affairs and finance—$3 billion
510 million.

Four Principal Items

These four principal items rep-
resented around 73% of the total
estimated expenditures for the
fiscal year 1948. Even reducing
them to a reasonable minimum,
by painstaking elimination of
waste and by obtaining greater
efficiency in administration, they
would still represent a substantial
part of the total Federal budget.

Of course, we are concerned
about our national defense, and
properly so. All are agreed that
we must be prepared for any
threat to our national security. We
must be sure that our military
leaders have whatever funds they
need for that purpose, but no
more than they need.

That involves a careful appraisal
of each recommendation ana a de-
tailed scrutiny of each item pro-
posed to be spent. It involves an
elimination of waste, extravagance
and duplications. For every dollar
spent we must get a dollar’s woith
of defense,

And' that is exactly“what the
majority ‘in Corigress has been
striving to accomplish. In addi-
tion to a careful writing of the
Army and Navy appropriation
bills, we passed a bill for the uni-
fication of the services. It should
serve to eliminate waste that re-
sults from duplications in pro-
curement and general defense
operations, and place our whole
defense establishment on a more
efficient basis. i

And there is more to national
defense than the size of the mili-
tary establishment and the num-
ber of dollars spent for its main-
tenance. -We must have a strong,
efficient, productive econiomy to
support it in the event.of an
emergency. That is why over-all
government policy must promote
tull production capacity of our
system of private enterprise. Then
we can safely spend less on the
regular establishment. . .

A sound major item in the Fed-
eral budget is that for veterans’
benefits. Before the war these
expenditures amounted to less
than $600 million. For the pres=
| ent fiscal year 1948 they exceed
$7 billion. -

A grateful nation has a definite
obligations to the veterans. We
must discharge that obligation.And
especially must we provide adp-
quately for the care of the dis-
abled and their dependents.

Hundreds of bills have been §n'-
troduced into Congress to in-
crease and extend veterans’ ben-
efits. Each has a certain political
appeal. If the Congress were to

(Continued on page 25)
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~ ABA Opposes Consumer|Wam Banks Against
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Consumer Credit and

Credit Control
Kenton R. Cravens, Vice-President of Mercantile-Commerce Bank

& Trust Co., St. Louis, appears. before Senate Committee on Bank-
ing and Currency against Senate Joint Resolution 157, which would

reestablish credit controls. Says

it would adversely affect middle

and low income groups and force redemptions of savings bonds.

On Nov. 24, Kenton R. Cravens, Vice-President of the Mercan-
tile-Commerce Bank & Trust Co. of St. Louis, representing the Amer-
- ican Bankers Association, appeared before the Senate Banking and

- Finance ‘Committee 'in Washingto:

n-in opposition to . Senate Joint

Resolution?
157, which'
proposes to

cre=establish’
consumer
credit con-

:frols. His
statement to

‘’the : Commit-

/ tee’ follows:

The Ameri-
can Bankers

Association

desires to

make known

“to the Senate
Committee on
Banking and
Currency its

position with respect to control of
consumer credit as proposed in
Senate Joint Resolution No. 157.
It was only a few months ago that
Congress, in its wisdom, decided
that consumer credil control under
Regulat‘on W of the Federa]l Re-
serve Board was against the pub-
lic interest and should be discon-
tinued. The resolution adopted by
Congress last July f.xed Nov, 1 as
the date for the expiration of this
control. The American Bankers
Association believes that Congress
acted wisely in declining to ap-
prove the permanent extension of
the controls exercised by the Fed-
eral Reserve Board under Regu-
lation W and that it would be
unwise for Congress to reverse
itself in this respect now. It is
our conv.ction that the reasons
given for the restoration of con-
sumer credit controls are not valid.
We note that the resolution before
the Senate Banking and Currency
Committee provides for the exer-
cise of such controls only until
June 30, 1948, It is our contention
that the establishment of even
temporary controls such as these
is not required and will not have
the results claimed for such con-
trols,

Consumer credit controls are
proposed by their advocates as a
measure to check the upward spi-
ral of inflation with its rising
prices and high cost of living, and
have been featured as one of the
primary requisites for its cure. As
for bringing relief to peoole in
the middle and lower income
grouns, credit controls would work
additicnal hardships on members
of these grouns who have demon-
strated that they are sound risks.
Instead cf helping them. it would
only make it more difficult for
them to secure needed consumer
goods such as furniture, household
appliances. and automobiles for
transportation, It is our belief that
this phase of credit extension has
played little part in the inflation
with which we are all concerned.
Consumer credit dur'ng this pe-
riod of inflation has been smaller
in relationship to consumer in-
come than it was before the war.

The Association does not believe
that ' consumer credit constitutes
a critical area in the inflationary
pattern. nor do we believe that
reimyosition of consumer credit
controls 'will act as a significant
deterrent to the inflationary forces
presepntlv at work. Moreover, the
Association is cf the opinion that
restoration of the controls would
not alleviate the bad conditions
in the market for durable -goods,
resulting from shortage of supply.

Statistics are used glibly. It is
commonly said, and indeed was
stated bv the President of the
United States in his address to
Congress on. Nov. 17, that the
amount of consumer credit out-

Kenton R. Cravens

standing has risen rapidly during
the past year and a. half,. from
$6% billion.in 1945 to.more than
$11 billion now. The fact of the
matter is that less than one-half
of this figure of $11 billion repre-
sents the kind of credit we are
talking about when we speak of
consumer credit,

To many, consumer credit means
installment credit. It does not
mean credit for everything the
consumer buys. This distinction
is generally not made in inter-
preting the statistics on credit.
More than $6 billion of the re-
ported $11 billion of consumer
credit outstanding represents such
consumer advances as single-pay-
ment loans; charge accounts in
stores; end-of-the-month bills for
public utilities such as gas, elec-
tric, and telephone services; gro-
cery bills; butcher bills; and other
bills that are met each month
Single-payment loans- are loans
made on notes to be repaid in one
lump sum on a given date. Obvi-
ously, these do not fall into the
installment loan classification for
the reason that dealers and mer-
chants Jo not ordinarily sell dur-
able consumer goods on this basis.

Installment Buying Small
Fraction of Purchases

The amount of money used ir
consumer installment buying and
therefore, consumer installment
lending, is but a small fraction of
the buying power in the hands of
the’ public as represented by cash
in circulation; bank deposits:
United States Savings Bonds,
which are readily convertible to
cash; and other liquid assets of
individuals, The total amount of
cash in circulation is approxi-
mately $Z35 billlon. Bank deposits
owned by the public amount tc
$131 billion, of which nearly $8C
b’llion are in the form of demand
deposits. There are almost $52
billion in time deposit accounts
which also can be used by the
public for purchasing goods; and
as if this were not enough, there
are close to $52 bill.on of United
States Savings Bonds in the hands
of the public, which are convert-
ible into cash and usable for pur-
chase of consumer goods. Adding
all of these items together, it ap-
pears that through money in cir-
culation, through bank deposits,
and through United States Sav-
ings Bonds, the public possesses
substantially more than $200 bil-
lion of money or its equivalent
an amount 40 times greater than
the amount of installment credit
outstanding,.

Consumer credit is an alterna-
tive to the dissipation of the sav-
ings of the public to the extent
that it is used by people who
would otherwise redeem their
War Bonds or use savings depos.ts
in banks, borrow against their
savings and loan shares, or life
insurance policies, etc., to secure
cash with which to buy goods.
Consumer credits are repaid in a
relatively short time, and may
provide the necessary stopgap to
forestall the liquidation of savings
deposits or War Bonds.

Avoid Pressure on People to
Redeem Savings Bonds
It would seem to be important,
at this juncture, to avoid taking
any action which would tend to
pnut pressure on people to redeem
their government securities or to
spend their savings by depriving
(Continued on page 21)
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Expanding Credils
Joint - statement of Federal Re-
serve, Comptroller of  Currency,
Federal Deposit Insurance Corpo-
ration and National Association
of Supervisors - of State Banks
cautions: against inflationary - ef-
fects of rapid expansion of bank
credits. Sees danger in mounting
instalment credit and wants loans
confined to productive purposes.
In a joint statement issued by
the Governors of the Federal Re-
serve System, the Comptroller ot
the Currency, and the Federal De-
posit Insurance Corporation, in
which the executive committee ox
the National Association of Super-
visors of State Banks participated,
the nation’s banks are cautioned
to tighten their lending policies
and to restrict their loans to pro-
ductive purposes only, thereby

curtailing all loans for specula-|
tion, whether in securities, com- ;
modities or real estate. Banks are

also told to guard against undue
expansion of consumer credits.

Text of Statement

The text of the statement fol-
lows: :

our country is experiencing a
boom of dangerous proportions.
I'he volume of bank credit has
been greatly inflated in response
to the needs for financing the Wwar
etfort. Domestic and foreign de-
mands for goods and services are
exerting a strong upward pres-
sure on prices in spite of the high
volume of our physical produc-
tion.

The demands would be infla-
tionary without any further in-
crease in the use of bank credit,
but the demand is being steadily
increased through continued rapid
expansion of bank loans, in addi-
tion to other factors outside the
control of the banking system.

A substantial increase in pro-
duction, agricultural as well as in-
dustrial, would be highly benefi-
cial. However, increases can only
take place slowly and to a limited
degree. In industry they are de-
pendent upon corresponding in-
creases in the available supply of
basic raw materials, plant capacity
and the number and productivity

'of the labor force,

Therefore, a further growth of
outstanding bank credit tends to
add to the already excessive de-
mand and to make for still higher
prices.

The Board of Governors of the
Federal Reserve System, the Con-
troller of the Currency, the Fed-
eral Deposit Insurance Corpora-
tion and the executive committee
of the National Association of
Supervisors of State Banks are
unanimously of the view that
present conditions require the
bankers of the country to exercise
extreme caution in their lending
policies. It is at times such as
these that bad loans are made and
future losses become inevitable.

It is recognized that a con-
tinued flow of bank credit is nec-
essary for the production and dis-
tribution of goods and services.
The banks of the country have
adequately met this important
need in the reconversion period.

Under existing conditions, how-
ever, the banks should curtail all
loans either to individuals or busi-
nesses for speculation in real
estate, commodities or securities.
They should guard against the
over-extension of consumer credit
and should not relax the terms of
installment financing.

As far as possible extension of
bank credit under existing condi-
tions should be confined to financ-
ing that will help production
rather than merely increase con-
sumer demand.

. The bank supervisory authori-
ties strongly urge directors to sce
that their banks follow these noli-
ries and maintain adequate capital
in relation to risk assets.

. Business Trends

* By:WALTER E. HOADLEY, JR.*
Business Economist, Federal Reserve Bank of Chicago

Asserting principal economic problems for some time will revolye

around inflation and inevitable price readjustments; Federal Reserve

Bank economist points out further expansion of ‘private debt can

only lead to higher prices. Advocates more caution in credit expan-
sion and- foresees still higher prices.

Pressures. on

clearly will be to combat.more
able adjustment which can be

infl.

. prices continue to mount on many sides. The prin-
cipal problem.for the remainder of

1947 and at least well into 1948
ation—and. prepare for the inevit-

expected to follow even current price

levels, The@
extent of such
readjustment
will in large
degree depend
upon action
taken now,
Since mid-
. year, physical
production
" has risen only
about 1%; av-
erage weekly
earnings are
virtually un-
“changed;
prices, up
Walter E. Hoadley, Jr. 4_5%; an.d the
pPrincipal
types of credit, up 5-18%. The
nation appears to be “caught” in
a new inflationary spiral which
will be intensified by any further
increases in the money supply
With “full employment” of man-
power, materials, and machines,
further marked increases in pri-
vate debt can only lead to prices
st.l higher than those already
generated by the vast wartime ex-
pansion in the public debt and
international demands for Ameri-
can goods,

Role of Consumer Credit
Consumer credit plays a rela-
tively small but nonetheless im-
portant role in this entire in-
flationary situation. The total
volume of consumer credit out-

tionary forces .in our already
money-price swollen nation. There
is urgent r.eed to coord:nate these
two points of view, with the end
of promoting the greatest possible
economic stability and hence en-
during good business volumes for
finance companies and all others.

Sees Easing of Consumer Credit
Terms .
Comprehensive studies of the
extent of relaxation of consumer
credit terms since the end of Reg-
ulation W on Nov. 1 are not avail-
able, but there is sufficient evi-
dence in the Midwest at least to
indicate that considerable easing
has occurred, not uncommonly
well beyond the recommendations
of organized consumer credit and
related groups. Such relaxation
is not difficult to explain in terms
of competitive actions among
credit extending firms and - the
demonstrated inability of many
individuals to meet monthly pay-
ments as previously required. Yet,
given prevailing inflationary con-
ditions and limited possibilities
for expanding production of many
goods, the wisdom of such exten-
sive weakening of credit terms
would seem open to question,
The President’s recommenda-
tion to Congress that greater re-
straint be placed upon general
credit extension, including res-
toration of consumer credit regu-

standing is'currently at an all-time
h'gh and rising at a fairly rapid
rate. Installment sales credit, how-
ever, is still below its prewar vol-
ume, being limited primarily by
the output of many durable goods
especially automobiles, All other
types of consumer credit are a{
record levels, While no one can
or should attribute the upsurge
-n inflationary pressure solely to
consumer credit, it would be dif-
f.cult to argue that the growth
in consumer credit in recent
months and weeks has not aggra-
vated the rising price spiral for
many goods and services. The
volume of consumer credit out-
standing is low relative to overall
disposable income of individuals
considering the prewar relation-
ships of these measures. This situ-
ation, however, should not give
rise to an attitude of complacency.
On the contrary, if prewar rela-
tionships are still relevant for
present abnormal conditions, here
:s evidence that further strong up-
ward pressures for more credit
are forthcoming at a time when
there is a clear-cut need for in-
creasing conservatism in overall
credit extension,

There is probably no better il-
lustration of an apparent conflict
of interests between credit ex-
tending agencies and those con-
cerned with and responsible for
the genera] trend of business than
in the field of consumer credit.
From the point of view of the in-
dividual credit extending agency,
a greater volume of carefully
selected outstandings obviously
means more successful business
operations; from an overall eco-
nomic standpoint, however, fur-
ther marked expansion in credit
is seen as adding up more infla-

*Summary excerpts from re-
marks of Mr. Hoadley at the 14th
Annual Convention of the Ameri-

lation, stems from the inflationary
conditions and prospects now gen-
erally apparent. On Congress
rests the decision to act or not to
act in the credit field, and, if so,
to determine the specific policies
to be followed, :

Caution and uncertainty perme-
ate the business community, but
the upward movement of prices
continues, Still further price ad-
vances appear certain. The ex-
tent of such price rises will de-
pend in large part upon the effec-
tiveness of whatever private and
public policies are adopted with
respect to credit and the many
other factors involved.

Boylan Heads NYSE
Hospital Fund Group

Robert P. Boylan, Chairman of
the Board of Governors of the

(New York Stock Exchange has ac~

cepted the chairmanship of the

‘ New York
Stock Ex-
change Com-
mittee of the
United Hospi-
tal Campaign.
Mr. Boylan, in
referring to
the serious fi-
nancial plight
of New York
City’s volun-~
tary hospital
system, said,
“All of us
must be con-
cerned that
one of the
finest expres-
sions of our democratic way of
life is facing a critical emer-
gency.” Mr. Boylan said that a
79% increase in operation ex-
penses in the last four years has
placed the voluntary hospitals in
a'' desperate financial situation.

Robert, P. Boylan

can Finance Conference, Chicago,

Ill., Nov. 18, 1947,

The implications are serious, he
says.

gitized for FRASER ,
p:/Hraser.stlouisfed.org/
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ablé years béginning -after: Dec.
31, 1943, Section 1 of the Interna-|

r . t i .v ' )
Precisely!

“The only cure President Truman offers for the
relief of inflationary pressures is the imposition of
controls which he himself recently characterized as

- “police state,’ the application again of government

controls over prices and
even consumer rationing.
“Concessions to the

wages, ot

collec-

tivists have gotten no one any-

where and, just as surely, pussy-"

footing with any hocus p

ocus of

the total state has held everyone

back.

~ “Enterprise is not suffering
from criticism. It is suffering
from 15 years of inattention. Our

biggest job is to realize
show everybody whose
comes from the system,

and to
living

every- Earl Bunting

body in this land, that progress -
has got to be worked for and paid for.”—Earl

Bunting.

Yes, anything and everything worthwhile has
to be “worked for” and “paid for.”

If only this simple fact could be brought home
to every adult in the land, most of our troubles

would be over.

World Bank Bonds H

eld hy Non-Residents

Non-Taxahle

Treasury Department informs International Bank for Reconstruc- .
tion and Development that under Sections 211 and 231 of Internal
Revenue Codes; interest from bonds of the Bank, when paid to non-
resident individuals or foreign corporations not engaged in trade

or business in U. S., is

not subject to taxation,

The International Bank for Reconstruction and Development an-
. nounced on Nov. 25 thet the United States Treasury Department has
ruled that interest in bonds of the Bank paid to non-resident aliens,

. or to foreign corporations not en

gaged in trade or business in the

. United States, is not subject to Federal income tax under Sections

:211(a) and 231(a) of the Internal
.Revenue Code. The U. S. Treas-
.ury ruling stated that such inter-
-est, therefore, is not subject to
. withholding under Section 143
- and 144 of the Internal Revenue
« Code.
This ruling, which had been re-
. quested by the Bank some time
ago, was communicated to the
. Bank in the following letter from
the Acting Secretary of the Treas~
~ury to R. L. Garner, Vice Presi-
..dent of the International Bank.

- TREASURY DEPARTMENT
- Office of the Secretary
Washington 25
Nov. 19, 1947
Dear Mr. Garner:
“Your communication of July 1,
1947, relative to the applicability
of the Federal income tax on in-
terést paid by the International
Bank for Reconstruction and De-
velopment on its bonds owned by
- non-resident alien individuals or

foreign corporations not engaged
. . in trade or business in the United
States, has been receiving consid-
eration in this office.

“The Bank for Reconstruction
and Development is an interna-
tional organization resident in the
. - United States and is a juridical

entity separate and distinct from

its ' member governments. The

Bretton Woods' Agreements Act
- (69 Stat. 512) authorized the

President to accept membership

for the United States in the Bank
- ~and provides that section 9 of
Article VII of the Articles of
Agreement of the Bank shall have
full force and effect in the United
States and its territories and pos-
sessions upon acceptance of mem-
bership by the United States in
the Bank. The President accepted
membership for the United States

on Dec. 20, 1945, Section 9 of Arti-
cle VII provides in part as fol-
lows: . ' ; ki

“(c) No taxation 'of any k“mE‘
shall be levied .on. any..obligatiok
or security issued by the Bank
(including any dividend or inter-

est thereon) by whomsoever
held—

“(ii) if the sole jurisdictional
basis for such taxation is the place
or currency in which it is issued,
made payable or paid, or the loca-
tion of any office or place of busi-
ness maintained by the Bank.’

“Under the Federal income tax
laws, non-resident alien individ-
uals and foreign corporations not
engaged in trade or business with-
in the United States are subject
to tax under sections 211(a) and
231(a) of the Internal Revenue
Code on any amounts received as
interest from sources within the
United States. What constitutes
interest from such ‘sources is
determinéd by statutory rules
under section 119 (a) (1) of the
Code. In general, interest on
bonds, notes, or other interest-
bearing obligations of residents,
corporate or otherwise is treated
as being from sources within the
United States. However, interest
received from a resident foreign
corporation or a domestic corpora-
tion is not considered income
from United States sources, in the
hands of non-resident alien indi-
viduals or foreign corporations, if
less than 20% of its gross income
has been derived from sources
within the United States, as de-
termined under the provisions of
section 119 of the Code, for the
period specified therein.

“Under section 116 (c¢) of the
Code, as amended by the Interna-
tional Organizations Immunities
Act, approved Dec, 29, 1945 (Pub-
lic Law 291, 79th Congress) in-
come of an international organiza-
tion received from investments in
the United States in stocks, bonds,
or other domestic securities,
owned by such organization, or
from interest on deposits in banks
in theé United States of moneys be-
longing to such organization, or
from any ‘source within the
United States,” is excluded from
gross income and--exempt from
Federal ‘income tax. For applica-
tion of such exemption, which is
effective only with respect to tax-

tional - Organizations - Immunities
Act requires that an international
organization be a public interna+
tional organization in which -the
United States participates  either
by treaty or by Act of Congress;
and which has been designated by
the President through Executive

the privileges, exemptions and
immunities provided by that Act;
On July 11, 1946, the President, in

‘| Executive Order 9751, designated

thé Bank as a publie international
organization entitled to enjoy.the
benefits conferred by the Inter-
national Organizations Immuni
ties Act. ‘ Py
“It is the opinion of this Depart-
ment that Congress intended that
no income tax should be imposed
on the interest paid by the ‘Bank
on its bonds owned by non-resi<
dent: alien individuals or by for-
eign corporations not engaged in
trade or business in the United
States. Such a result seems fo be
the intent and purpose of section
9 of Article VII of the Articles of
Agreement. Moreover, since the
Bank will have no gross income
from United States sources within
the meaning of the Internal Rev-
enue Code under section 116 (c¢)
thereof, interest on its bonds can-
not be considered from sources
within the United States under
section 119 (a) (1).

“It is concluded that interest on
bonds of the Bank paid to non-
resident alien individuals or for-
eign corporations not -engaged in
trade or business in the United
States is not subject to taxation
under sections 211 (a) and 231 (a)
of the Internal Revenue Code, re-
spectively, and therefore, such
interest is mnot subject to with-
holding under sections 143 and 144
thereof.

Very truly yours, '/
(Signed) A. L. M. Wiggins
Acting Sec’y of the Treasury
Mr. R. L. Garner
Vice President, Internationl Bank
for Reconstruction and Devel-
opment
Washington 6, D, C.”

Mitchell New Mgr. of
Bond Dept. of First
NaP’l Bank of Memphis

MEMPHIS, TENN. — Early F.

ager of the Bond Department of
the First National Bank of Mem-
phis, has been
appointed
manager of
the depart-
ment, suc-
ceeding Joe H,
Davis, who
has been
transferred to

he Corre-
spondent
Bank Depart-
ment.

Mr. Mitchell
a native of
LaFayette
County,
Missis-
sippi, was
made assistant manager of the
Bond Department in 1939. In 1941
he was given a leave of absence
in order to énter the army, where
he served four and one-half years
before being released with the
rank of Captain. Upon his return
to the bank, he was made Assistant
Vice-President and has been as-
sociated with the department in
that capacity up to the present
time. Prior to embarking upon his
banking career, he served six
years as deputy clerk of Shelby
County Chancery Court. He is a
graduate of Memphis University
Law. School. He is also Secretary
of the Memphis Security Traders
Association,

Early F. Mitchell

Order as being eftitled to enjoy, |

Mitchell, formerly assistant man- | w

CONBOLIDATIONS
|| NEW BRANCHES
NEW OFFICERS; ETC.

REVIS
I - CAPITALIZATIONS

News ABOUT Banks

. -F' Abbot Goodhue, President: ot
The Bank' of The -Manhattan
Company - of New York has been
made a . Chevalier of -the French
Legion of Honor. Ludvic Chancel,
French: Consul. General 'of New

Mr.
FrenchwRepq_blic:"

the election of . Clarence G.

Treasurer of the Association, suc-

President and Treasurer of the
Manhattan Savings Bank' of New
York. The Savings Banks Asso-
ciation consists of 131 mutual sav-
ings banks in New York State,
having assets in excess of $10 bil-
lion and having 7,098,000 de-
positors. '

The Board of Trustees of United
States Trust Company of New
York on Nov. 20 elected Thomas
J. Madden as an Assistant Vice-
President of the Company. He
formerly was an Assistant Secre-
tary. Mr. Madden joined United
States Trust on May 15, 1916.

Manufacturers Trust Company
of New York announces with re-
gret the passing of Percy M. Hall,
Vice-President in the Industrial
Credit Department. He had been
associated with the bank since
1935. Mr. Hall who was born in
West Chester, Pa., in 1887, began
his business career in San Fran-
cisco in 1913. Later he moved to
Chicago where he became Vice-
President of the Continental
Guaranty Corp. Before going with
the Manufacturers Trust Com-
pany, he was for a time Assistant
Deputy Administrator of the
F.H.A. in Washingtori. Mr. Hall
was a member of the Bankers
Club, as well as other clubs.

Colonial Trust Company of New

York has in the windows of its
principal office in Rockefeller
Center a display of juvenile
books, in connection with the
celebration of “Children’s Book
eek.”
It was noted by Arthur S. Klee-
man, President of the bank, that
“in addition to being of great in-
terest to children, the exhibit will
be a valuable guide to parents and
school teachers in selecting read-
ing matter for boys and girls of
all ages. The collection was sup-
plied by many of the foremost
publishers of juveqile books.”

Harry C. Kilpatrick was elected
a trustee of the Harlem Savings
Bank of New York, at a recent
meeting of the board of trustees,
it “was announced by Glover
Beardsley, President. Mr., Kil-
patrick is Vice-President and
Assistant 'to the President of The
Manufacturers Trust Company.

Promotion of seven officers and
the election of Keith Williams as
trustee of the Buffalo Savings
Bank of Buffalo, N. Y. were an-
nounced on Nov. 10 by President
William S. Rogers, Mr. Williams
is Presicent of Pratt & Letch-
worth Co. Inc. He succeeds the
late C. Breckinridge Porter as a
trustee of the bank according to
the Buffalo “Evening News” from
which the foregoing is taken, and
which also. had the following to
say: ‘

The officers promoted and their
new. positions follow:

Josenh H. Miller, Vice-Presi-

cdent and Secretary; Raymond F.

York, made :the- presentation on |
Nov. 20. It was in “recognition of .
Goodhue’s. services to the

Michatlis, President of The Sea--
men’s Bank for Savings in the:
City of New York, to serve as:

ceeding Carl A. Richter, Viee-:

wisennardt, Viee-President; - Wil-
liam H.- Hardeér, Viee-President;
Herbert F. -Mayer, -Treasutrer; -
Robert W. Ramsey, Deputy: Con-.
troller; Edgar: S.:Blatherwick, As-
sistant’ Secretary; Evar:J. Skoog, /.-
Assistant ‘Seeretary. VTR,
) % # &

‘Allan -Forbes, President: of ithe .

|+ State” Street - Trust Company: of .
' ® . -| Boston, Mass.; and Philip R: Allen,

The: Executive - Committee  of:

The Savings Banks Association of:

the State of .New York anounces.-

director of Bird & .Son; Inc., of
East © Wzlpole, . Masgs:;; weére - re-
elected on Nov. 20 as directors: of
the Fedéral Reserve Bank: of Bos-
‘ton, Mr. Forbes is-a Class A direc-
tor and Mr. Allen 'is a Class B
director. Each was..chosen for a
term of three years - beginning
Jan. 1, 1948. Announcing the re-
sults of the election on. Nov.. 20
Albert M. Creighton, Chairman
of the Board of Diréctors, ‘ex-
plained that the Federal Reserve
Bank of Boston has nine directors,
six of whom are elected by the
stockhoiders and three of whom
are designated by the Board of
Governors of the Federal Reserve
System. Of the six elected by the
stockholders, three are Class A
directors (representing banks)
and three are Class B directors
(representing commerce, agricul-
ture and industry.

#

The stockholders of the River-
side Trust Company of Hartford,
Conn. on Nov. 20 approved a pro-
posal of the directors fo increase
the capital from $250,000 to
$300,000 through a stock dividend
of 20%, and to increase the num-
ber of shares (par $25) from 10,-
000 to 12,000. The Hartford “Daily
Courant” of Nov. 21 reporting
this also said:

“After approval of the recom-
medation directors authorized the
transfer of $50,000 from the con-
tingency reserve to surplus. The
capital now is $300,000 with sur-
plus of like amount. 'The un-
divided profit account stands at
$110,000 and reserves at $15,000.

] n #*

The Board of Directors of
Clinton Trust Company, of
Newark, N. J. on Nov. 19 ap-.
proved an offer of the Fidelity
Union Trust Company, also of
Newark, to purchase the entire
assets 2f Clinton Trust Company
and to take over its banking of-
fices at No. 505 Clinton Avenue,
and at Lyons Avenue and Aldine
Street, in Newark., A special
meeting of the preferred and com-
mon stoclkholders of Clinton Trust
Company has been called for Dec.
16, to act upon the offer. If three-
fourths of all stockholders in-
cluding two-thirds of each class
of stockholders, accept the offer,
the Clinton Trust will surrender
its banking privileges and its
business will be assumed by
Fidelity Union Trust Company
before the end of this year. Under
the offer made by the Fidelity
Union, preferred stockholders of
Clinton Trust would receive the
full retirement value of ‘their
shares, which is $50 per share,
olus dividends accrued to Jan. 2,
1948. The original preferred stock-
holders of Clinton Trust were
depositors of the bank who, in
1934 received for esch dollar of
their deposits 50¢ in cash, 25¢ as
a participating interest in Newark
Mortgage Company, and 25¢ in
preferred stock of the reorganized
Clinton Trust. Dividends have
been paid on the preferred stock
of the bank since 1934. Common
stockholders of Clinton Trust Co.
would receive $16 per share under
the offer, less possible adjust-
ments for a capital gains tax. on
the sale to Fidelity Union, un- -
known liabilities which may be
presented before . liquidation 'is

(Continued on page 37)
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‘Sees No lnl'emali:onal Stabil_ity i
- Without Exchange Stabilization

Dean Madden, Director of N. Y.
nance, points out fixing exchange
avails nothing. Holds immediate

U. Institute of International Fi- -
parities under present conditions
removal of exchange restrictions

would cause severe inflation with adverse political effects. Sees no
likelihood of early revaluation of- sterling.
It is generally expected that if the Marshall Plan on.the recon-

struction of Western Europe is put into effect it will lead to drastic
monetary changes in many countries and that this will mark the be-

ginning of stabilized international

exchanges, according to a current

bulletin en- : ®

titled  “Cur- .
‘rency Stabili=

:zation” issued’
by Deari John

T. Madden,

Director of

the Institute

of Interna-

tional Finance

of New York

University. "

. Under pres-

ent conditions,
however, it is
impossible to
fix the ex-
change pari-
ties of many
currencies on a more or less per-
manent basis, the bulletin stated.
So long as foreign-exchange re-
strictions exist and foreign trade
is carried on to a large extent by
the governments, .and in most
cases through the licensing of im-
ports, the exchange rate of a cur-
rency is of no great importance.
Moreover, since most countries
are foreed to import large quan-
tities of commodities and have
relatively little to export, t_he
overvaluation of their currencies
is not as serious as it would be
in a freely competitive world mar-
ket. The fixing of the parities by
the various members of the Mone-
tary Fund has, therefore, solved
nothing, and the world at large is
still confronted with the problems
of establishing exchange rates on
a more or less permanent basis
and the removal of exchange re-
strictions. These problems are in-
tertwined and both will have to
be solved before a semblance of
international stability can be
achieved.
.-In analyzing the obstacles to
the establishment of stable ex-
change rates the bulletin re-
marks:

So long as the process of infla-
tion continues and the budgets of
the governments show a large ex-
cess of expenditures over reve-
nues, no serious approach can, be
made to stabilization of the cur-
rencies. Any effort in this direc-
tion could have only a temporary
effect, since sooner or later the
ineredase in the means of payment
would lead to further deprecia-
tion or devaluation of the cur-
rency. The first prerequisite,
therefore, for the stabilization of
currencies is the establishment of
sound fiscal policies, and particu-
larly cessation of the practice of
meeting budgetary deficits through
recourse to the central and com-
mercial banks.

The halting of inflation would
increase the incentive of the in-
dividual to work harder and of
the farmer to sell his products.
This would lead to an increase in
the supply of commodities avail-
able not only for domestic con-
sumption but also for export. In
many countries the large supply
of money results -not only in
greater consumption of commodi-
tigs produced at home but also
in larger imports. Obviously, so
long as these conditions prevail,
rehabilitation of the currencies
would . have no lasting or bene-
ficial results. Devaluation of the
currencies of many European
countries at the present time
would not lead to an increase in
production. It would merely cause
an increase in the cost of imported
goods and thus bring about a rise

in prices and probably a further

Dean J. T. Madden

p:/firaser.stlouvisfed.org/

turn in- the spiral of prices and
wages. : i
~ In discussing the advisability of

/.| permitting exchanges to-find- their

own leve] the bulletin states:

Adverse Effecis-of Removal of
Exchange Restrictions

It has been stated that it would

| Je better tor the countries surrei-

:ng from inflation and overvalua-
don of their currencies in terms

‘|of their external purchasing power

to remove exchange and - price]
controls, rationing, and subsidies
and- to permit the exchanges and
prices to find their own level.
Such a development, it is argued,
would hasten the elimination of
all those factors which now pre-
vent ultimate currency stabiliza-
tion and would accelerate the
restoration of more normal eco-
nomic conditions. The removal of
exchange and price controls, it is
claimed, would have the following
effects: (1) Exchanges would de-
preciate rapidly, with the result
hat imports would tend to de-
crease because of the high prices
»f imported goods in terms of
national currency. The lower ex-
change rate would stimulate ex-
ports to the extent that goods are
wailable. (2) Prices would: rise
sharply, and this ‘in turn would
bzorb a large portion of the vast
surchiasing power at the disposal
of the people in a number of
;ountries, except where labor was
\ble to obtain a commensurate
‘nerease in wages. (3) High prices
vould stimulate nroduction and
thus result in an increase in the
supply of farm produets “and
manufactured goods. (4) Thig in
turn would make available more
joods for export, thereby leading
‘o a restoration of equilibrium or
't least an improvement in the
Yalance of payments, and thus
bring about a stable exchange
rate at a realistic level. (5) Due
to the increase in prices and the
~igher business activity. revenues
of the government would increase
and the budget could be balanced.
A balanced budget would mean
an end to creation of new pur-
*hasing power through deficit fi-
nancing.

On the surface, this program
eems to be sound since it allows
2conomic forces to take their own
course without intervention by
the government. Such a policy,
“owever, not only contaias a
number of fallacies but would
also be politically dangerous. In
the first place, depreciation of
the currency would not drastically
‘educe imports. The commodities
that are being imported by most
of the European countries at the
owresent time are primarily basic
~ecessities and raw materials
without which these nations could
not feed their population or oper-
ate their industrial plaats. In
order to prevent starvation, many
of these countries will be forced
to import foodstuffs until their
own production has increased, ir-
respective of the prices .in national
currency. Furthermore, without
the importation of industrial raw
materials there would be large-
scale unemployment. Secondly,
permitting the currencies and the
prices to find their own level
would soon lead to demarnds for
higher wages, and the race be-
tween prices and wages would be
accelerated. Since the govern-
ments in a number of European

" (Continued on page 40)

+this-is 'when proxy time comes around, or some needed change in a

 little company that got into difficulties due to management. When

Securities Salesman’s Corner
: By JOHN DUTTON
Are Stockholders People?

There are too many officers of publicly owned corporations who
have been looking through the wrong end of the barrel, They act
like they own some of the companies in which they only hold a
managerial position. Many a time an investment dealer will call upon
one of these shortsighted company officials in a quest for informa-
tion and he is treated like an interloper. Some managers of many of
this country’s smaller corporations greet the average over-the-counter
dealer as an enemy when he calls upon them and tries to find out
what -makes_the wheels go round:. They ignore their stockholders
inthe same callous way. The only time they wish they hadn’t done

company’s affairs necessitates stockholder’s approval.  Then the glad
hand and the smile come forward. When these shortsighted gen-
tlemen complain about socialism, bureaucracy, and the lack of the
general public’s interest in the preservation of our free enterprise
system: they can only thank themselves for contributing to such an
attitude. They have been saying to HELL WITH OUR STOCK-
HOLDERS for years and years ... and that is just the way most of
their stockholders feel about them.

Investment dealers and brokers who have been trying to serve
the investment public in an intelligent manner can attest to the fact
that stockholder relations in most corporations are in a deplorable
and neglected state. Time and again management will spend the
stockholder’s money on employee benefits, on reports of the excellent
advantages that may be derived from this or that pension fund,
bonus, welfare, physical education program, or what have you, an
the only consideration given to the people who actually own the
business and have their money invested therein is an annual report
couched in language of interest only to a lawyer or an accountant.
Then we wonder why people are only interested in buying stock
for a price rise. -Under such conditions is there any other incentive
for a stockholder to become interested in the welfare of his com-
pany? As it is he is only a sideline player who never gets in the
game,

Some of these managers of business who are so busy doing
everything except keeping their stockholders informed as to what is
going on should take a look at what an investment dealer by the
name of Jim Cleland (of New York City) has been doing with a

Cleland took over a few months ago some of the bright boys who
had been running this company were saying “What does a broker
know about a manufacturing business?” Well, so far at"least, he is
showing them. He is putting common sense into this business and

N1 | is assured, by higher standards of

housekeeping, general control and
consérvative research.
Vesy truly yours,
JAMES-D. CLELAND,
President.-

Good luck to you Jim Cleland

- if there were more like yoy
running some of our smaller com-~
panies whose securities are owned
by the great American publie
there would be more interest in
the welfare of these companies
and a lot less talk of socialismy
and communism in this' country:
today. If you want people to be.
your partners and to cooperate in
any worthy endeavor you have tor
show them some  consideratiomn
too. This also goes for the big in-’
dustrial giants as well, After alk
. who. owns these companies
anyway? .

Crofool, Vice Pres. .
Of Blair & Co., Inc.

Blair & Co,, Inc., 44 Wall Street,.
New York City, announced the
election of E. J. Crofoot as Vice-
President and Director. Mr.
Crofoot will e
assist in the

djdevelop-
. ment by Blair

of new indus-
trial enter-
prises and in
the manage-
ment of the
Company’s
present sub- -
sidiaries
Pepsi - Cola
Bottling Co.
of Los Angeles
and Lucky
Stores, Inc.

Mr, Crofaot E. J. Crofoot
is the founder |
of T. & C. Co., a Blair subsidiary”
and the major manufacturer of

he’s getting results. Sales are going up, vrofit margins are being
raised, unusable inventory is being eliminated and debts are being
paid. The current position is improving and customers who have
not been prompt in paying their bills are being told, “pay up or go
to court” . . . and they are paying. [

And with all this excellent progress Jim Cleland knows some-
thing else. He realized that there were hundreds of good people
who bought stock in this company several years ago and all they
have received on their investment so far is a headache. So what
did he do? He started to tell them . .. the bad as well as the good.
As soon as he took over and finished his study of what he thought
was wrong with this company he wrote to the stockholders and told
them about it. He didn’t pull any punches. He said it was a mess . . .
but not hopelessly so. He also told them what he thought must be
done to get this business back on the track again. Last week the
stockholders got this letter:

To the stockholders of ;

Since I last communicated with you, considerable forward
progress has been made by your company. While much remains to
be done, the accomplishment of the last few weeks enables me to
view the future with a measure of optimism.

It is too early as yet to fairly present our inventory position, of
which I made mention in my previous letter. However, the liquida-

tion of that account has been progressing satisfactorily and losses |

thus incurred have been kept to a minimum.

Sales in October crowded the $70,000 figure, as compared with
$52,000 for September and $42,000 for August. Although the final
analysis of last month’s operations is not available, at this writing
it should make pleasant reading when completed.
current position is showing steadying improve-
ment, Payables have been reduced sharply and our credit position
is on the upgrade. Our bank loan was reduced $3,500 in October and
a similar amortization payment is planned for November.

While financial matters have consumed a considerable part of
management’s attention, production problems have not gone un-
attended. I am pleased to report that our manufacturing efficiency
has been stepped up and that further improvement in our operation

Over-the-Counter Quotation Services
For 34 Years

NATIONAL QUOTATION BUREAU, Inc.

Established 1913
46 Front Street, New York 4, N. Y.
San Francisco

Chicago

popcorn vending machines in the
United States; partner of Oak
Farms, a dairy firm in Dallas,
Tex.; owner of Pepsi-Cola Bot-
tling Co., Sacramento, Calif.; part-
ner of Gobles Dairyland, Wichita
Falls, Tex.; and partner of Tuck-
erman Rice Mill and Warehouse
Co., Tuckerman, Ark.

During World War II, Mr.
Crofoot was chief of the division
of foreign finance of the United
States Navy, Washington, D. C.
and held the rank of Lieutenant-
Commandey. Prior to the war he
served as President of Southwest
Dairy Products Co.; President o#
Dairyland; President of Gul#
Coast Water Co., Bay City, Tex.;
President of Southwestern Rice
Mill, and President of Bay City
Rice Mill, and was interested im
numerous other utility and indus-
trial enterprises.

Profit
The $5 Preferred stock of an
85-year-old New England com.
pany, which has a dividend
accumulation of $77 a share,
Earnings over the previous ten
years have averaged $21.30 a
share.

While no dividends have been
paid for a number of years,
earnings in nine of the past
ten years covered annual divi-
dend requirements by a wide
margin.

Recent price 37
Ten-year average earnings in
the Common $4.07 a share.

Recent price 7

Descriptive analysis of this
special situation mailed
on request

RagmicndsCr.

148 State St., Boston 9, Mass. |
Tel. CAP. 0425 Teletype BS 259
N.Y.Telephones: HAnover 2-7914

/
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and WHitehall 3-9030
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" Restoration of Eutope Essential .

(Continued: from page 6)
world - power which once - was
Britain’s, - :

It is an idea which I found—
but only after my  return—has
been admirably" developed ‘in a
book just published, or rather re-
published. I is by Brooks Adams,
brother of Henry Adams, and is
called “America’s Economic. Su-
premacy.” " It was first issued 47
years ago. I will'not go iato it in
detail; but - will ‘merely mention
that, "with remarkable- foresight,
Adams pointed - out a growing
weakness of Britain and concluded
that that weakness would result
in. world. instability.  He. thought
it  a condition which could be
remedied only if some other great

power, namely, the United States,

would step into the place about
to be left vacant by the decline
of the British power.

.The concept that I took to Eu-
rope with me was this: that we
must assume . the position” which
our power demands that we take |
if the world is to" be stabilized
and peace is to be maintained.
Just as a good voice or. good mus-
cles are 1lost if they are never
exercised, so with national- power.
We have national power .in great
measure,  and, with it, great re-
sponsibili‘ty. -We must be prepared
to ‘exercise that power, with re-
sponsibility, .or we shall surely
lose it. .

It is pleasant to:.be able to take
note of many signs that we are
prepared’ to exercise our .power
and - fulfill our 'responsibilities,
The very fact that some 215 Sen-
ators and Representatives went to
Europe last: summer, as well as
scores of ‘other Federal officials,
is a convincing demonstration of
a national awareness of our obli-
gations. I believe there is no his-
torical precedent for such large-
scale Congressional investigating
trips. The more one thinks about
them, the more remarkable—and
encouraging—they appear. Here
was a great proportion of one na-
tion’s most responsible officials,
working hard and objectively to
determine how best that nation
could help the rest of the world
to''prosperity and stability. The
fact that Congress has shown such
willingness to entertain and im-
plement a foreign aid program
testifies'to the Congressmen’s sin-
cerity and to their mtelhgent
appreciation of the economic
realities which they saw in Eu-
rope.

. Formulation of Program for
Foreign Assistance

~Let me now turn to some of
those realities. to some of those
facts of utmost consequence to
America and basic to the formu-
lation of a program of foreign
assxstance

. The outstandmg single circum-
stance in western Europe, I be-
lieve, is two bad harvests, caused
by a ‘series of bad weather condi-
tions 'not equalled in more .than a
hundred years. From Norway to
Italy, western Europe experienced
a drought in the summer of 1946,
followed by a freeziag winter of
severity not known since Na-
poleonic days. This, in turn, was
followed: by an even more severe
drought this summer.

; The resultant bad crops are of
vxtal significance. 1 suspect that
the public here has failed to esti-
‘mate and properly appraise the
importance of the bad harvests; It
is one of the most critical factors,
if not the most critical, in both the
political ‘and economic climate of
Europe.

It is one of the most significant
‘reasons, for example, for the in-
creasingly rapid rate with which
the . British have been using up
their three and three-quarter: bil~
lion dollar loan.: Similarly, it was
the reason why France could not
spend her American credits and
other: dollar. resources i.for  the
purchase of capital equipment, as
she had planned, to restore her

igitized for FRASER
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productive economy. Instead, she
amounts for the purchase of food.

food intensified the difficulties
with the black market and in-
creased the inflationary pressures
in that country.

The illustrations could be mul-
tiplied indefinitely., With a little
reflection, I am sure you will see
how bad crops dealt a crippling
blow to. prospects for economic
reconstruction. Furthermore, you
can see how they coatributed to
a deterioration of the political
situation.. Malnutrition and black
markets created by shortages—all
these results of a bad harvest are
exactly the pre-requisites for a
good harvest of another sort—a
good harvest for aggressors. This
is the atmosphere in which agita-
tion can “grow,. in which false

without examination, in which
opinions are formed and political
affiliations’ are- hastily entered
"into. out of despair instead of such
important decisions being reached
by careful thought and reason.

Insufficient food, the result of
bad weather for-almost two years;
has ‘another 'effect and one that
seems to me to ‘be too often over-
looked here. That is its effect on
industrial production. There is a
very direct and logical connection
between -food- and production. It
'may not appear at first glance on
this side of the "Atlantic, but 1t
stands out like a sore thumb in
Europe.

Inadequate Food Cause of
Inadequate Production

I do not hesitate to summarize
the cause and effect relationship
in categorical terms: inadequate
food in Europe is the root of in-
adequate production. I say this
emphatically because in too many
quarters in this country one hears
the allegation that Europe’s trou-
bles stem from laziness. You have
all heard the crack: “If they wonf’
work, then let ’em starve.” It
implies that the Europeans are
sitting down complacently and
waiting for Uncle Sam to support
them comfortably in a life of in-
dolence.

The facts simply do not bear
out this superficial and essentially
malicious. judgment.

Let me explain in more detail
the relation of food to a man’s
productive work. The first effect
is obvious.. Energy, in the form
of calories, must go into a worker
if he is to produce energy, in the
form of productive work. Less
food means, quite simply. less
physical stamina. How hard can
a man work if he gets, as in Ger-
many, somewhere from 1,500 to
2,000 calories a day—about half
what an' American worker is
accustomed to consume? How is
a French laborer to do a job on
three ounces of meat a week and
seven ounces of bread a day,
which is his official ration?

The fact of the matter is that
the diet in France, for example,
is so low that almost all industrial
managements feel obliged to give
their workers one good meal a
day, a meal which the companies
largely subsidize, Similarly, in the
‘German. coal mines, the British
occupational authomtles supply
the ‘miners one meal each day,
Otherwise 'the men simply . could
not do a good day’s work, and it
is quite, understandable. .

But there is a second way" that
lack of -adequate food supplies

somewhat more-subtle, and;it-is a
manifestation’ which we in Amer-
ica have never seen and have
never - been obliged to worry
about. But this is. what happens:
In periods of food scarcity black
imarkets spring up—I mean : real
+black markets, in which a major
+shhreof - the community’s food
-purchases “:takes' place, i not - just
steliks and’/butter. To/dive in this

situation, the workerissobliged to

had to spend unexpectedly large,
‘black market. In France and Ger-
In France also the shortage of:

promises tend to be accepted]

affects productive output. .It is|

spend a considerable amount of
time and etfort in coping with the

many, for example, the worker is
virtually obliged to take time off
from his regular job and spend it
in the intricate toils of an elabo-
rate and clandestine barter sys-
tem to provide his family with
the necessities of life.

* While he does this, his work—
the production his country meeds
—suffers. I .cite only a couple of
illustrations, related to me by M.
LaCoste, French Minister of In-
dustrial Production.

In his:-own province, he said,
there is a valley in which tobacco
can be- grown. Above it are for-
ested hills where timber, despe-
rately needed for the rebuilding
of the country, can be cut. So
long as there was a black market
in tobacco, the inhabitants spent
their time in the valley, growing
a contraband product. When the
black market was cleaned up
they returned to the hillsides and
produced ‘the lumber that' France
needed.

In French mining areas, where
production- is vital, some of the
miners-knock: off one day a week
to forage in thesurrounding coun-
try for butter. If they find-a pound
to buy-in the morning, they return

to the city and sell half of ‘it in|

the afternoon, thus obtaining in
money- the amount- of the wage
they would have earned that-day
in the mines.. And left over, as
velvet, is half a pound of butter
for themselves and their families.

The same sort of situation ap-
pears even ‘more clearly in ‘Ger-
many. One sees-.at every station,
platforms crowded by men, women
and children, some of whom have
waited 24 hours or more to get
on a train. And on each train the
people are packed shoulder to
shoulder in the compartments, on
the blinds between the cars, and
Fanging on the steps—all for the
purpose of getting out into the
country to scrounge a little food.
They are swapping their valuables
for a sack of potatoes or whatever
they can get.

I submit that with the food
cituation such as it is in western
Europe, one might expect the peo-
ple to be unable to .work or
shirking it. But the remarkable
fact is that they are working, for
tre mo~t part very earnestly and
diligently. !

In France where I had an op-
portumtv to discuss the situation
in detail with two large indus-
trialists, I found that they are
getting about 85% of the pre-war
efficiency from their labor. Of-
ficial French statistics bear out
this finding. In Italy, there is uni-
versal comment—even Pope Pius
spoke to me to this effect—on the
extraordinary vitality and eager-
ness of the working population.
The limit to their production is
not a lack of will; it is a lack of
raw materials and coal for fuel
and power.

In England, there is, to be sure,
what apvoears to be a valid com-
plaint about the effort of what
they call “casual” labor—workers
on the docks, in the building
trades and, unfortunately, even in
the coal mines. But for most
established industries—those in
which workers have security of
job.tenure—the effort of the em-
plovees was up to pre-war stand-
ards. I was assured of this bv a
representative . group of British
industrialists.

. Incentives for Work Absent

.Even in the coal mines, I be-
lieve it is worth pointing out, the
less than optimum-. effort does not
appear to be the result. of per-
versity on the part of the miners.
The fact is that in England, ‘as
throughout: Europe in a greater or
less degree, the traditiohal incen-
tives for.work are absent. A Brit-
ish coal miner can earn, in three
or fouredays’ work. enough wages
to ' purchase his food ration and

 situation.

.| other necessities which are avail~
able to - him.” The luxuries for
which he once worked,:even the
small amenities of life which he
would like to have, are absent.
They are not to be ‘had.  The
choice ‘which is available to our
workers, and which the British
miner once had—the choice be-
tween leisure or a radio, leisure
or another suit of clothes—no
longer exists. It is not easy, you
will agree, to ask a man to work
for money, which cannot be used
to satisfy -the family needs.

In the light of what is to be
seen in Europe, I feel that we
cannot be too-critical of ‘the Eu-
ropean people and dismiss them
with the charge that they are not
working or exerting their best ef-
forts. If we had had in this coun-
try the proportionate hardships of
war, the consequent suffering and,
the disastrous crop failures of the
iwo post-war years, I doubt very
much 'if the people of -America
would have stood the trial ‘with
the patience and endurance of the
peoples of England and France
and Italy,

:Indeed, the steps toward recon-
struction which. European nations
have taken are substantial. More
than that, they are promising
tokens of what can be accom-
plished by those countries if we
only give them the help with
which they can help.themselves.

.Although - I -believe that -last
summer the British Government
had failed properly to inform its
people of the crisis they were
facing, in a few weeks’ time they
developed a real determination to
fight the trouble out. The coal
miners agreed to a six-day week;
imports particularly gasoline,
were deeply cut; an all-out effort
was set under way to step up the
export program which is vital to
England; more “austerity” was
invoked and, what is more, ac-
cepted by the people. Meantime,
in the Paris Conference on' the
Marshall Plan program, the Brit-
ish representatives had proposed
a much expanded production ef-
fort.

Some of the leaders of the Brit-
ish Government, it seemed to me,
were less able or vigorous than
they might have been. But since
that time there have been major
changes in the Cabinet, all of
them, in my opinicn, for the bet-
ter. Shinwell, whose efforts in
behalf of hlgher fuel production
were less than' acceptable, has
béen replaced. And, last week,
Dalton, whose performance as
Chancellor of the Exchequer was
under criticism, was also removed.

In France I had discussions of
some length with Ramadier, Prime
Minister; Schuman, Minister of
Finance, and several other top
government officials, as well as
Ambassador Caffery and his top
economic and political advisers. I
came away with the distinct im-
pression that the French are de-
termined to straighten out their
currency and balance their budget.
. They are also squarely facing
their crisis. Perhaps the crisis in
England, and the steps taken
there, made it easier for the
French Government to propose
the necessarily painful corrective
action that must be taken. But
even so, part of the courageous
stand is a reflection of Ramadier,
of whom I got an excellent im-~
pression. I thought him a middle-

.class type of Frenchman of the

best character, intelligent, sincere
and honest, willing to stand by
his principles. He did what had
to be done in cutting off all im-
ports but wheat and coal. He
even cut the bread ration to one-
fifth-of the prewar average con-
sumption. This was courageous
action ‘to.meet the facts of the
It has been rewarded
by Communist-led demonstrations
against him, and by strikes in part
for political purposes. ;
Much' is to be heard in France
about De Gaulle, I believe his
growing political ‘power is impor-
tant. I do: not want to predict
because I do not think I know

enough to form a precise judg-

ment, but I have the impression” -

that De Gaulle is representing
more people in Francé every day.
The recent municipal elections
proved a  strong trend toward
De Gauile’s anti-Communist pro-
gram.

The re-established Comintern or
Cominform—Committee of Infor-
mation—set up by the Russians
may serve actually to drive out
of the ranks of Communist voters
numbers of people who had been
there chiefly because they were
discontented ‘and dissatisfied. It:
could be that they may head into:
something like De Gaulle’s party: -
or a combination of other parties.

You cannot consider the French
economic situation without bring-
ing in the German aspects. Coal
from the Ruhr is; of course, vital
to the French, and I believe the-
French are willing to recognize
the need for restoring the German
economy. At the same time, they
want to be very sure that their-
security is protected when' Ger-
man" industrial :production -is:
brought up to a higher level, and
that-Germany does not become a
menace. Securlty is necessarily -
a vital factor in French thlnkmg
on the subject.

.German Situation

In Germany, the food problem -
is of overwhelming importance.
As -elsewhere in western -Europe, -
the crops-have been bad. But the -
situation in Germany is not one -
which, - as ‘in - France, could be
much  improved with a few good
harvests. - Instead, it is the result .
of the division of Germany into
two parts, the Russian zone and
the three western zones of the
French, British and Americans.
The western zones have the addi=
tion of more than five million
Germans driven out of the terri-
tory that now belongs to Poland.
But this western area was always
the poorest agricultural land, al-
ways dependent partly on the out-
side world and partly on eastern
Germany for food. It cannot live
without those food imports. and
consequently we are feeding it,
from the produce of American
farms. And we are paying for it.

General Clay properly conceives
of this problem as getting Ger-
many off the backs of the Amer-
ican taxpayers. This cannot be
done by growing more food in the
western zone; there is not the
land and resources to do it. The
solution must come, therefore,
through increased German indus-
trial production, so that produects
of German factories may be ex-
ported and thus earn the money
to pay for the necessary food im~
ports.

I have always had the highest
regard for General Clay’s ability,
but even so I was surprised at
how well he has done in retaining
good officers and civilians on his
staff and in his administration so
long after the war. He and they
are doing a first-class military
government job; as good as can be
done, I believe.

Italy’s big problem, as I saw it,
again revolves around the Ger- -
man trouble—specifically the loss
of the German market. A ‘large’
part of Italy’s exports used to go
to Germany and Central Europe,
and -in return she got wheat -and
the coal without which her'induss+ :
try cannot operate. The collapse :
of Germany has hit Italy. I'should :
say, more seriously than any other :
country: in “western “Europe,’ al=
though Belgium and -Holland,
closer physically, are grlevously
affected too. i3t

I returned to Paris at the time
when the Marshall Plan report of
the Paris Conference was in its
final stages. That report, the re=
ception. it got here, the three
corollary reports to it' prepared '
here—the Krug report, the Nourse
report and the Harriman €Commit=-
tee report—all strike me as most .
encouraging  manifestations ' of
earnestness and intelligence on
both - sides .of ' the . Atlantic, in -
working out a fresh and promising
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solution -to the world’s economic

Jproblems, . T LR
- “fuven more encouraging, I feel,
is.the excellent program embodied
in thg Cabinet’s, recommendations
and in President Truman’s mes-
sage yesterday, which the Admin-
istration is proposing to meet the
situation, and the serious and un-

- derstanding reception to the idea
of a Marshall Plan and of interim
aid which Congress has accorded.
This understanding, this willing-
ness to be bold and generous in
helping Europe regain its equilib-
rium and in aiding it to fight its
way to economic life is in part
a recogrition of the validity of
some of those clearly observable
facts that I mentioned at the out-
set. It shows an appreciation of
the fact that, if Europe starves
and freezes this winter, there will
certainly be chaos and confusion,
and that from that chaos and con-
fusion can only arise political
bressures which will endanger the
peace of the world. .

I believe there is a realization
throughout America that unless
we give help to Europe, and
-promptly, conditions abroad will
deteriorate with catastrophic
.speed. I have no desire to predict
precisely what will happen; I am
not convinced that the result will
necessarily be Russian Commu-
nism, as seems to be generally
assumed. But inevitably circum-
stances will push Europe to one
extreme or another; and in either
event create a situation vastly
more difficult for us to deal with.
In that event, a Marshall Plan
program of the general propor-
tions now under -consideration
would prove to be—to quote a
much-used but nevertheless ac-
lcutratg phrase—‘“too little and too

ate.”

Will Marshall Plan Work?

As I say, I believe the American
people understand this. But they
also ask-a perfectly proper and
“natural question: “Will the Mar-
shall Plan work?” They say: “Sup-
pose we have this program and
spent $20 billion in four or five
years. Will it save western Eu-
rope? Will" it preserve among
those 16 participating nations our
_ideas of the democratic way of
life?”

I don't think anyone can give
categorical answers to these ques-
tions. I believe you are entitled
to doubt anyone who tries to pre-
dict what will happen. But one
can give, with a high degree of
certainty, an answer to the alter-
native proposition: If we fail to
enable the western Europeans to
escape wholesale starvation and
freezing, then the worst will hap-
pen. And it will be for keeps. If
we save them now, we must ad-
mit that the situation may be
changed later on. But if we don’t
save them, we will lose all we
fought for in a very important
area of the world. And we will
not have another chance, We now
have a chance to take a calcu-
lated step, a calculated risk,
knowing that we may either suc-
ceed or fail; but also knowing that
if we do not take the step we fail
beyond any doubt.

. Not A Gilt Edge Investment
-<We eannot omit taking this step
just because it is not a gilt-edged
inyvestment, It is ‘a speculative
investment that we rmust make to
protect ourselves on a distant
front;:lest we be forced to protect
oursélves on our home front.
wsUnfortunately, we are still in a
- kind:of war. . The ‘shooting phase

. may'.be over, but peace-has. not.

. yet: been achieved. We are still
. obliged,: therefore, to. take some
. of;the, risks that one has to take
in war. - And:more important, we

. are_still- obliged to make. some
. sacrifices that are essential in. war.
. o+ For future security; for the kind

of a peace we want, we must-now

. be prepared to.make a-maximum
effort, even. .at some costs. Pri~
marily, we must conserve food, to
save western Europe from starva-
tion and  the’ inevitable social,

:’economic ; and. - politieal * conse-

. quences:of ‘starvation.” We must

be prepared to submit to-certain
difficulties that arise when' we
share with ‘Europe ‘items already
in short supply here.

President Truman, it.seems to
me, faced this situation squarely
in his message to Congress yes-
terday. Without mincing words,
nhe proposed certain measures,
which he admitted were drastic,
to help us secure the food and raw
materials which Europe must
nave. Wisely, it seems to me, he
asked for the authority to impose
price controls and rationing if the
situation should make such steps
aecessary. But first he repeated
ais urging that all of us, whatever
our role in the country’s economy,
iake voluntary action to minimize
and perhaps even avoid the ne-
ceslsity for extensive Federal con-
irols.

Food, Our Greatest Contribution

The vplace where we can ail
make our contribution is certainly:
the food front. I submit that the
need for an over-all program of
Lood conseration, for a revamping
of our national usage of our food
supply for next year is over-
whesming.  You will agree with
me, I believe, when you consider
the consequences of the lack ot
adequa‘te moisture at the right
time throughout an important part
of our winter wheat belt.

We have had seven fat years in
our cereals harvest. For the past
hree years we have had more
shan a one billion-bushel wheat
crop. From the 1946-47 growing
season we were able to export
<bout 550 million bushels, ‘and
even so as I have tried to describe
earlier in my remarks, Europe
has been left on short rations.

This fall, however, has been the
driest in 60 years in Kansas, Okla-
aoma and the Texas Panhandle:
Fortunately, just over this last
week-end, there have been some
life-giving rains in that area. But
much wheat has already been lost,
Worms and insects have consumed
some of the seed during the Octo-
oer dryness. And even ,with the
present raihs, the back of the
JIrought has not been broken. Most
important of all—something that
must be emphasized again and
again—even if the rains continue,
even if the weather for the next
several weeks and through thé

winter is the best possible, the-

wheat harvest can at best be only
‘normal.” That is, we will not
dave another bumper crop year. "

We have here, then, a situation
which at the best will be unsatis-
factory and, if the rains do not
continue, may prove disastrous.

We can hope for a bumper corn
crop to help out the, at best, “nor-
mal” wheat crop, but in any event
the fearful need of Europe plus
the end of our seven fat years
necessitate a reconsideration of
our national food pattern. We
qust zut down on our domestic
consumption of wheat and wheat
products.

During the shooting phase of
che war, no one wanted to be in
1 position of feeling that he had
done less than he might have, So
it is now; all of us must be able
to feel later that we have done
2verything possible for the benefit
of the world and for ourselves,
and for the people of Europe.

Their will to recover is strong
and their hope is high. They are
good people, living in good lands.
They have the. skills, the deter-
mination, and in large part the
equipment and the resources nec-
essary for success.
weather. have - for the time, per-
haps for some few years, put them
in a:position where they need: a

Jeg-up fromus. : Our help is not

being given to-let.them: live.as
beggars, rso ‘they. can  beg some
more. . .Rather; it.is being given
to help them into:a place where
they. can ‘work and ‘produce: the

'goods: that: will ‘make ‘them -inde=|.

pendent of . aid. from : America..
Surely: there~can be: no: project
more worthy of .our country and
our:people than to help-other men
to stand free:-and. on-their own
feet. ¢

Prosperity or -»=De;')“ré‘ssi6néé in 1948?

(Continued from page 7)
round on the wage-price inflation
spiral. :

Why am I so sure that there
will ‘be no depression in 19487
Well, tirst, there is too much pur-
chasing power loose in the world
today.

Second, while I have never
taken much stock in the “packivg-
of-customer-demand” theories,
especially in America where peo-
ply buy, not because of need, but
because of wants awakened to'a
great extent by salesmanship,
there is still dearth of some prod-
ucts; also, there is a snortage o.
housing relative to need as wel
as relative to' present good-time.
demand. Despite almost prohib
itive prices, a, large housing pro-
gram nas at last gotten under way.
In the past, high level activity in
construction in peacetime has al-
ways meant prosperity.

‘tnird, the demand for steel,
iron, coal, oil, and several otue.
basic materials is so great tha.
even a substantial decline woulu
still' leave them at prosperity
levels by any past standards.

Fourth, while export demand
will drop from' the recent abnor-
mal levels, the fact that both Re-
publican and Democratic leaders
agree on the need for aid to Eu-
rope assures a substantial export
volume,

‘Lo tocus this “guestimate” on
retailing, it is my judgment thac
department store unit sales will
continue to drop. The high cost
of living, the high prices of com-
modities, the high taxes, and most
important of all, more available
hard goods will cause physical
volume to drop. If we have an-
other round of wage increases,
dollar  volume may hold its own;
if not, in all probability, there
will be a moderate drop even in
dollar volume of sales, especially
in soft goods.

It may be “gilding the lily” to
tell you to watch inventories and
even if not, you have heard the
cry of “wolf, wolf” so often. in
the last féw months, that it must
be getting monotonous by now,
but I want to say just that. It is
better to ride your inventories
and lose a-few sales than to have

our inventories ride you and
ose your store.

Also, most retailers have now
come tp the point where credit
policies! should be tightened. Don’t
go overboard on relaxing install-
ment, terms and conditions. It is
better than an even chance that
some sort of qualitative, consumer
credit controls will be inaugurated
in Washington. In any event, re-
member that, as a general propo-
sition, the customer who is pay-
ing you for what he bought in
1948, will not be able to buy as
much in 1949!

Conclusion

In conclusion, while physiral
volume will undoubtedly drop in
1948, prices are another matter.
If government, if labor, if cap:tal,
persist in- pursuing the inflation-
ary policies of the last two years
—and I see little indication of a
change—we shall have another
round of inflation instead of a
badly needed pri¢e readjustment.
With all the emphasis of which ‘1
am capable, I warn government,
labor, and ‘“capital that postpon-
ing the day of -economic reckoning

| can. only - compound the penalty
But war and|

which-we. allywill suffer.
Monday, the President of the
United. State§, recognizing' the

-serious-danger of inflation faced

by the country, made the follow-
ing‘recommehdations to the Con-
gress: R ¥ '

(1) Credit icontrol—primarily
qualitative “in: character;
~(2).Allocations of rare or scarce
commodities such as grains, steel,
and others; : | ; Y

(3) Continued:rent control;

:(4). Ceilings 7 on - commodities

-which. have a: direct bearing on

the cost of living;

(5) Rationing of commodities in
short $upply; T

(6) Restriction of commodity
speculation;

(1) Further control of exports;

(8) Authority to allocate trans-
portation facilities; %

(9) Wage control in industries
where price control is being insti-
tuted.

It remains to be seen what the
Congress will do. Certainly the
country- can stop inflation if it
wishes to do so.

.I repeat: We still have a choice
of ‘which road our economy will

travel next year. Whether it will
be that of boom and bust or the

other road of a moderate and
wholesome economic - readjust-

ment, will depend on the policies
of government, labor, and capital
in the months immediately ahead,
Until these policies become more
evident, we can only hope for: th
best. i

ABA Opposes Consumer
Credit Control ‘

(Continued from page 17)

them of the means for purchasing
out of their incomes the th.ngs
they need badly enough to buy at
present prices. ’

We believe that this fact is par-
ticularly applicable to millions of
young men who have now reen-
tered civilian' life and are in the
process of creating homes and
families. Men of this type, who
had little opportunity to accumu-
late substantial cash reserves dur-
ing the war, and who for the most
part are employed in positions of
relatively low income, are partic-
ularly worthy of credit considera-
tion. Yet they find themselves
unable to meet the high cost of
living and at the same time to
pay cash to acquire goods with
which to advance the standard of
living of themselves and their
families. .

A striking demonstration of this
fact -has recently been provide:
in the mass cashing of Armec
Forces Terminal Leave Bonds by
the young men and women who
owned them, Over a billion dol-
lars of these bonds were quickly
cashed in order to provide cash
for the purchase of .goods and
services urgently needed by these
men and women, , '

This mass redemption of the
Terminal Leave Bonds provides a
significant illustration of what
could happen were the public to
find its credit sources again re-
stricted.

The inflationary pressures on
prices do not stem from install-
ment lending and installment buy-
ing but from the vast purchasing
power in the hands of the public,
generated by the wartime fiscal
practices of the government and
continued excessive spending by
government, These facts appeai
to be overlooked in the discus-
sions about inflation,

The use of consumer install-
ment credit does not necessarily
pyramid demand for goods. As ¢
mortgage on his income, every
installment loan secured by a per-
son for the purchase of a given
p.-ece of merchandise is just s:
much mcney that cannot be speunt
by him for something else. It it
inflationary only to the exten’
that it increases total bank credit:
and up to this point, the increase
has bern only a minor portion of
the total factors which have ex-
pandea bank credit as an element
in inflation,

For the reasons .given, we dc
not_'believe the .curtailment of

consumer installment credit will;

accomplish the purposes of the
resolution before this'Committee.
‘On. the other 'hangd, 'if put intc
effect, it will have consequences
which have not been foreseen and
will affect adversely the groups
alreadv mentioned, whose' ability
to acquire needed goods has been
+astricted the ‘most by ‘the infla-
tionary. price spiral.

-So far as the business commu-
nity is concerned, the adverse re-
sulte will fall most heavily on the
business men with small financial
resources .who: rely upon. credif,
sales to supply the volume neces-
3oy o .caver:their expenses:Die-

prived of customers by the impg-
g on ogévere credititerms which

cannot be:imet by their patrons, !

such merchants will suffer, some
of them even to the point of ex-
tinction, )

Consumer credit control was
instituted in September, 1941, ‘as
a wartime measure designed. to
reduce the demand for peacetime
goods, in order to facilitate:the
transition to product.on  of war
goods. It was in effect only three
months when the war broke upon
the country in all its fury. The
attack on: Pearl Harbor might be
said to have practically ended the
need for it. From then on, there
was no question in the public
mind about-doing without things
it wanted in order to'defeat:the
enemies, it is doubtful if Regula«
tion W had much effect.. Restrics
tion of the production of con-
sumer goods took care of the situs
ation. For the most part durabl
goods could not be had. Sty

Despite consumer ‘credit con=
trol and throughout the period;in
which such control was in effect,
both during the war and for two
years after it ended, prices con-
tinued to rise and the cost of.livé
ing continued to mount.«On the
other hand, as to the argument
that freedom from credit control
will stimulate the use of consumer
credit to such a degree that it will
greatly increase the demand.for
goods and further the inflation .of
prices, it is worthy of note  that
in the weeks since Regulation W
was permitted to lapse, there has
been no evidence of a significant
rise in the use of consymer credit,
Moreover, consumer credit lenders
have, with few exceptions, kept
their terms within reasonable
bounds,

The nation’s banks are the larg-
est providers of consumer credit
for small borrowers today. The
schedule of down-payments and
terms that has been suggested by
the American Bankers Associa~
tion is essentially conservative,
and it has met with almost unani-
mous acceptance among the. na-
tion’s consumer credit lenders, It
may be possible to cite isolated
instances in which some marginal
lenders have extended terms that
a bank would not grant, but they
are clearly in the minority and. in
most cases represent the outer
fringe of installment lenders. ', ,

We see no need to reimpose
broad and sweeping . restrictions
upon the vast majority in.erder
to hamper unwise lending: prac-
tices of the distinct few. How-
ever, to banking as a. whole, it
makes no gpprec.able difference.in
terms of business volume whether
or. not consumey . credit .controls
are . reestablished; " Although ' ihe
banks are the largest lenders, in
this field. of credit, they neyer-
theless have confined their lend-
ing to loans that' are sound,.not
only for the banks and for the
nation’s economic safety; but ‘also
for the financial well-being of the
borrowers,  We feel that there'is
a definite social 'and economic
need: forconsumer cred.t on the
part .of low income groups, and

that. the -banks, ‘as: leaders in ‘the

field, should continue to:serve the

needs)bf. those ‘groups within the
framework. of  a -sound ' lending
policy.: X
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Our Reporter on Gove rnments

By JOHN T. CHIPPENDALE, JR

The statements by Treasury Secretary Snyder and Reserve
‘Board Chairman Eccles, before Congressional Committees seems
:to have been pretty well expected by the money markets, since
prices of government securities were hardly effected by these re-
‘marks and requests. . It is believed that much water is likely
‘to flow under the bndge before additional powers are granted to
the money managers. Even, Mr. Eccles, is not so sure that
Jhe wants them. . . . This would appear to indicate that.the political
factor is not to be taken' lightly when it comes to action by the
powers that be, against the forces of inflation. .-.-. Likewise, quan-
titative credit controls, such as larger reserve requirements, which
Jhave been asked for, are not likely to solve the problem. . . .
‘A DILEMMA

Both Mr. Snyder and Mr. Eccles now seems to feel that
higher interest rates may not halt the inflationary trend in
Ioans. . . . Could it be that the authorities have a bull by the
Jhorns and don’t know how to let go of it? . . . Can savings bonds
sales be stepped up with dropping government security prices?
< .. Are the powers that be, now trying to change the bad
psychology that prevails in government market? . . ., It seems
as though investors will have to be convinced that the down-
trend in prices is over, before they will be willing to alter
their attitude toward Treasury securities. . . . When this will
take place is anyone’s guess.

SPOTLIGHT

The longest bank-eligible issue, the 214% due Sept. 15, 1967-72,
seems to be occupying the spotlight in the government bond market
-for the time being. . . . This bond has been under considerable
‘pressure because the feeling appears to be quite general that the
differential between this security and the longest tap bond will con-
tinue to narrow. . .. The three-point spread between these obliga-
:)ionsd that has prevailed for some time has already gone by the

oards. . . .

The reasons given for expected lower prices in the longest
bank-eligible are: (1) the increase in commercial loans (2) larger
demands for mortgage money, (3) credit restrictive policies of
the authorities, which are causing liguidation of government
issues in order to maintain reserves. . . . Some of this has been
in the longest eligible. . . .

SHORTS PREFERRED

: There is no doubt that as risk assets increase in the banks, which
is the case now, these institutions will seek more conservative posi-
tions in Treasury obligations, which are.the short-term issues. . . .
This is taking buying away from the longest bank bond. . . . Never-
- theless, there seems to be no need for the authorities to support the
longest eligible obligation at present levels, because there appears
to be no reason why a price about the same as that of the longest
tap issue, would have too adverse an effect upon the government
market, or the banking picture. .
How far the decline w;ll go in the longest eligible will
depend upon the restrictive action of the authorities and the kind
of controls that may be granted by the Congress. . . .

 SUPPORT

The longest tap issue is holding well at about the 101 level, be-
cause the authorities have had to step in and support it, since thelr
credit restrictive policies have apparently carried government bond
prices down farther than was expected. . . . There is no doubt that

. the powers that be have put uncertainty into the market for Treasury
issues, and have stopped the trend from shorts into longs. . . . They
. have also created a condition that is causing investors to be so
cautious that they are now scared of practically all government
. obligations, except the most riskless ones, Treasury bills. . . .

The desire for liquidity as well as the fear of lower prices
and lugher yields is resulting in many holders turning in matur-
ing issues for cash instead of taking the securities that are being
offered in exchange for maturing obligations. . . . Such an attitude
.could have an adverse influence upon the refunding operations

. of the Treasury. ...
LIQUIDATION

New lows, especially in the eligibles, is causing liquidation not
only by banks but also by non-bank investors. . . . While volume
has not been large it has increased in the past week, with more
securities now appearing in the market for sale from out-of-town
deposit institutions that have not yet been troubled too much by tight
reserve positions. . . . They feel that lower prices in the longest bank
obligations are a safe enough bet to warrant liquidation at current
levels. . . . If prices go down as they anticipate, they will buy the
securities back and get a better return. . ..

On the other hand, if they should stabilize at or near these
Ievels, then they can repurchase the issues sold with assurances
that the down trend is over and more settled conditions will be
in the offing. ...
" BUYING BILLS
Non-bank investors are still selling nllglbles, a good many of
- which are in the intermediate-term maturities, particularly the 2s
due 1952-54, the 2s due 1951-53, and the 2s due 1950-52. . . . Scattered
selling by these institutions has been in evidence in the 2¥s due
1956-59, the 2%s due 1956-58 and the £%s due Sept. 15, 1967-72.
It is reported that the funds obtained from the sale of these ehg:ble
- issues has been put into Treasury bills. . .

REDISCOUNT RATE
Rumors are making the rounds that the rediscount rate will be
« increased shortly after the certificate rate goes to 1%4%. . This
< would be done so that certificates could not be pledged at Federal
for borrowing at a profit. . . ., Reports of increases in reserve re-
quirements in Central Reserve Cities have added to the general
unsettlement in the government bond market, and gave prices another
. jolt, particularly the longer-term eligible obligations. . . .

The very large war loan .call that was recently issued and
which will be payable Dec. 1, undoubtedly indicates very heavy
cash repayments of the Dec. 1 certificates. .. . This might be the
beginning of a move on the part of holders to take cash for
:naturiliies and wait for higher yields before putting these funds

0o work,

i

(Continued from page 8):i s
7/8% has not increasea tne amount
of bills held by the commercial
banks to any great extent. The
recent tightness of money resulted
.n the sale of 1%-C.I’s and Notes
to the Federal Reserve :Bank,
when only recently the same
banks were quite happy to- hold
one-year Federal obligations at
a yield under 7% %.

Unsettled Government. Bond
Market Inflationary

(5) On the contrary: Further
unsettlement of the government
bond market may have definite
mﬂatlonary effects.. An increase
in thelvelocity of circulation could
more than offset the decrease of
the total money supply. The re-
duction of the outstanding -public
debt is deflationary but 1t could
be offset by an increas.ng unwill-
ingness of present investors in
government securities to hold on
to any of them, It is much safer
for a commercial bank to make
a 90-day loan on commodities at
1% % than to hold 2% 51/49 bond
even if they decline to a 1%%
yield. The interest rate for com-
mercial lpans can be adjusted al-
most instantaneously; the income
on government bonds is fixed. A
loan may or may not be renewed;
the loan volume can easily be
adjusted to the depos.t total. Ii
government bonds cannot be sold
to, or hypothecated without pen-
alty with a Federal Reserve Bank,
they become a permanent invest-
ment unsuitable for a bank with
demand deposits. There are no
buyers of consequence for bank-
eligible bonds outside the banking
system, And it is safe to assume
that if the Chase Bank has to seli
bonds because of a general tight-
ness of money, the National City
Bank will not have excess funds
with which to buy them either at
100, 90 or 80.

A decline of the long-term gov-
ernment bonds below par would}
in our opinion; also monetize th¢
debt, Once a possibility of a de-
cline of government bonds below
par is established, their holding
would not represent a greatel
safety of capital than that of high
grade corporate bonds. 1f the risk
of higher interest rates is as great
in government bonds as in cor-
porate there is no incentive for an
investor to hold government bonds
in preference to corporate.

The Conclusions

What conclusions can be drawn
from the foregoing? We can see
that our officials are confronted
by a double problem:

(A) To induce the commercial
banks to hold short term govern-
ment bonds at relatively low
yields instead of exchanging gov-
ernment securities into commer-
cial loans at the one to six ratio.

(B) To induce the non-commer-
cial bank investor to hold on {o
his government bonds . although
better yields can be obtained in
the corporate bond market.

Every banker will declare for
the record that he -is willing to
sell the last government bond in
order to get the funds for loans
necessary to his customers, as long
as the security for the loans seems
sufficient. We doubt this. Very
few banks are.willing to make
loans if it is necessary to sell se-
curities below cost in order to get
the necessary funds, We estimate
that 20%. of the governments are
presently held by the banks at
or above market value. Any fur-
ther decline in prices would rap-
idly melt away the unrealized
profit in the government portfolio.
Certain security profits are neces-
sary to compensate for losses on
loans which are unavoidable when
a business recession occurs. Com-
mercial banks:whose income. ac-
counts are subject -to constant
serutiny by investors: would ‘be
reluctant to.translate book-losses
into losses evident in the yearly
statements,

Most ineligible bonds are held

under par. would not deter a mu=
tual: company, ‘trust: fund, estate
or-private -investor from switch~

ing;once-the greater capital-satety.
of ‘a- government bond. “has-been

exposed as a myth,” Reserves are

and higher y.elds would overcome
the- reluctance to openly reduce
reserve funds.

Cbviously the only inducement
to - prevent -the -investor .from
switching from a low-yielding to
a high yielding security is satety
of prineipal. As corporations have
very little to worry about interest,
rates, the safety of pr.ncipal in
the case of government bonds, anc
the non-safety in the case of cor-
porate bonds will have to be
proven conclusively to the insti-
tutional investor. The recent sup-
port given to the government bond
market will ‘not answer the ques-
tion in the investor’s m.nd,
whether this support will always
be forthcoming. It w.ll have to
be proven in the next six months
that the government is still will-
ng and able to hold government-
bond prices above par.

An estimate of the monetary
movements during the first six
months of next year would have
to be full of assumptions, How-
ever, at present these points stan.
out, The estimated surplus for
the fiscal year 1947-48 is prob-
ably too low. On the other hand
the stop-gap aid end other imme-
liate payments to Europe, etc.
may consume one to two b:llicn
of that surplus. Postal savings
social security and other govern-
ment accounts should show an ap-
oreciable cash surplus. €ales of
E. F. & G. bonds can be estimated
at figures of 1947.

All predictions to the contrary.
large-scale redemptions of non-
marketable government securities
has not taken place. The govern-
ment, therefore, will, have appre-
ciable funds at their disposal tc
reduce the floating debt. Their
total; however, will be only a
fraction of the government securi-
t.es maturing within a year whic:
the Federal Reserve Bank contin-
ues to buy. There can be no ques-
tion that the banks will continue
to have sufficient funds to expanc
loans. But the increase in loans
and the decrease in deposits wili
exert pressure on all bonds. A de-
cline of eligible bonds to par
would freeze the present holdings
of commercial banks, A decline
under par may start a selling wave
for fear of considerable capital
losses.

Stability of ineligible govern-
ment bonds in spite of a price-
decline in corporates will induce
the investor to hold on to the
governments in spite of higher
yields in the corporates and mu-

nicipal market, The yield-spread.

will widen.

There can be very little doubt
that the authorities have the
means to support the market, Eli-
gible bonds can be bought by the
Federal Reserve banks; ineligible
also by the postal savings, social

security and other government]

trust funds. Furthermore, the
government could relax restric-
tions on holding ineligible bonds
by commercial banks against time
deposits. During the past year,
commercial banks bought corpo-
rate bonds as investments for
their ever-increasing thrift ac-
counts. If they were able to buy
high-yielding government bonds,
this move—instead of being infla-
tionary as our expounders of a
mechanical money theory would
let us believe—would have certain
deflationary - effects by reducing
the scramble for certain corporate
securities, morigages, etc. The
present yield spread between
equipment - trust -certificates and
high-grade utility bonds proves
the point; Furthermore, time loans
would be reduced. The more than
one=year- credit would be concei.~
trated where it belongs, viz., in=
surance companies, savings banks

‘saturation of these
‘than 'is- foreseeable' today when
‘commercial banks compete with
‘the' traditional long-term credit
-‘agencies in this field.

sufficient -to take ‘care ef losses, |

1 Danger of an lncrease in the Velocity of Circulation

£ at of near par, and even a decline

and similar institutions.:The re=
‘sult- would be 'a much quicker
institutions

We believe that the amount

‘which would have to be bought
‘by the authorities to- maintain
‘prices on- government securities
‘would be very small.
‘willingness of the government to
‘pay cash for government bonds is
‘proven ‘beyond doubt, government

Once the

bonds will continue' to be “risk-
less assets” and ‘“‘secondary cash
reserves.” As present yields on
government bonds are sufficient
to pay for overhead and dividend
requirements of all institutional
investors, the retention of govern-
ment bonds at a time of price un-
certainty in the corporate .bond
and commodities markets ean be
classified as prudent. Any port-
folio manager who maintains his
government bond position under
these circumstances would be free
of reproach. Retention of govern-
ment bonds would soon stop the
expansion of loans,

If government bonds were to
drop in price under par and com-
mensurate with the yield increase
of corporate bonds, a retention of
government bonds would be open
to question. .Any banker holding
government bonds under those
circumstances would be in a less
favorable position to take advan-
tage of the business possibilities
that develop.

Resume

The task presently confronting
our monetary authorities, viz., to
stop inflation by monetary means
seems insoluble if we approach it
with a completely mechanistic
point of view. An increase in in-
terest rates in itself has never and
will not in this case stop the in-
flation due to the loan-deposit
circle. The increase of interest
rates is furthermore limited by
the huge amount of the floating
debt and the necessity of keeping
interest rates within budget esti-
mates.

Inflation can only be stopped
by an interruption of the loan-
deposit circle, and this has to be
accomplished by psychological
means. The ways open are mani-
fold: they include yield and price
stability of government bonds at
a time when loans to other debt-
ors increase in risk. Fluctuations
of government bond prices to an
extent where government bonds
could no longer be regarded as
“secondary cash reserves” would
increase switching operations from
government securities to high-
yielding private loans and securi-
ties, thereby enhancing the loan
deposit circle with its disastrous
inflationary  effects, Inducing
present investors to hold on to

|their government bonds by psy=

chological means is the only way
of stopping monetary inflation—
unless new leg1slat10n can be ob-
tained.

Firm fo Be I(nown as
Mallory Securities

BIRMINGHAM, ALA.—The
name of the Alabama Securities
Corp., Inc. will be changed as of
Jan. 1 1948 to Mallory Securities
Corp., Inc. Mr., Paul H. Mallory
and Mr E. B. Montgomery  on
Sept. 26, 1947 purchased the entire
assets of Alabama Securities Corp.

Mr. Mallory was with Roy Grid=
ley & Co. until 1938. He entered
the U. 8. Navy in 1941 and re-
ceived -his dlscharge for physical
disability in 1943. E., B. Mont-
gomery is senior Vice-President
of the American Life Insurance
Co. of Birmingham.

John B. Stephens Dead

John B. Stephens of Clokey &
Miller died at Medical Center,
Jersey City, N. J. on Nov. 17.

bigitized for FRASER
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 Is Capitalism the Cause of Wars?

(Continued 1i . first page)

leged co have “egged” on first orie)

nation ard- then its opponent in
his devilish plans to promote the
sale of war munitions.

. But if that was actually the case
in the “long, long ago,” it is de-
cl@edly out of aate and .out of
mind in this day and generation.

Dollars Win Wars

Morey in billion dollar pack-
ages and almost unlimited na-
tional credit and manpower are
the absolute potentials which
provide the indisj.cnsable mechan-
ism with which to win gigantic
wars in this Billion Dollar Age.

In reckoning the cost of mod-
ern warfare, we must take into
account the untold billions of dol-
lars, francs, pounds sterling,
marks and lira, besides many mil-
lions of men at the front and at
home necessary to manufacture
and to utilize present day destruc-
tive mechanical weapons of war.

And, too, the cost of world-wide
propaganda and the ‘vast inde-
terminate property losses and
postwar maladjusiments to the
economy and life of the contend-
ing countries during this and fu-
ture generations must also be
seriougly reckoned with in the
final accounting.

Do Victorious Nations Win Wars?
" In these modern times, the vic-
torious nation or nations are in
faqt the_ biggest losers now so
evident in the global war just

concluded, for the United States'

is being called on to feed and
finance both the Old World vic-
tors and losers to the opening
tune of a possible $15,000,000,000
to $24,000,000,000, and that prodi-
glous sum, if and when expended
over the next four years, will
come out of the pockets of .United
St_ates citizens and most likely
will never be repaid in cash or in
kind.

. Right here, it would be interest-
ing tp ask the Soviet trio—Stalin,
V:shlpsky and the Politburo—a
few simple questions, viz:

(1) What nation befriended and
made it possible for the Soviet to
chase the Germans out of Russia
at a cost of $11,681,000,000 to the
befriending nation against which
the Scviet. has repaid a paltry two
million, two hundred thirteen
thousand dollars?

(2) What nation helped the
Russian .satellite countries - with
an additional $1,287,644,000 in
World War II?

(3) What nation dumped $66,-
000,000,000 of its taxpayers’ hard-
earned money into Europe, Asia,
and other countries to help her
Allies win World War II?

. (4) What nation loaned the Al-
lied countries in World War I
the aggregate sum of $14,791,-
340,307.53, of which $11,435,365,-
215.21 principal . and $3,355,975,-
092.32 interest accrued, remains
~unpaid to date?

_(5) Senator Harry Byrd of Vir-
ginia is on record that $19,000,-
000,000 has been spent abroad by
the United States in postwar aid
since 1945,

Perhaps this is the “Dollar
Slavery” and the “American Im-
perialism” which Mr. Vishinsky
had in mind when he delivered
his recent harangue at Flushing
Meadow Park.

And yet these totalitarian
“mouth-pieces” have the bare-
faced irapertinence to tell us that
we are a “Dollar Country” and
that Capitalism wants and will
provoke another war with Russia
for gain.

What Country Is The Heaviest
Loser?

The writer thinks it is a fair
statement to say that any man,
regardless of his nationality, will
admit that this country has been
the heaviest loser-in the last two
World Wars in which we aided
the Allied countries to win. Who,
for instance, can figure the amount
of the losses caused to this land

of » ours. by ‘the :political, . social
and business maladjustments and
broken spiritual values occasioned
by World Wars I and: II.

Yet there are those at home and
abroad who hate our free enter-
prise system and growth, and who
nave the audacity to assert fthat
the du Pont Powder Co., the Steel
Corporation, General Motors,
Standard Oil, and other similar
concerns were prime movers and
instigators of World Wars I and II,
when any sane person knows that
it was Germany which touched
off the sparks that caused these
conflagrations.

In previous articles published

in the “Chronicle,”* the writer |

'fas consistenty  attributed these
great World Wars to “Imperial-
ism” and to everything which
imperialism implies: Pan-Ger-
manism, foreign trade, markets
for raw materials,
.dizement, territorial gains and
'domination by force.

Every level-headed person who
'stops to consider what interna-
tional war means to Capitalism—
invested capital, industrial enter-
prise and corporate property in
this country — will agree that
Capitalism’s preference would be
to perpetuate peacetime business

conditions and not to encourage |

or abet war with its manifold
destruction of wealth, property,
.and manpower.

Exorbitant Wartime Taxes

Certainly every informed per-
son knows that the peacetime in-
dustries which were converted in
World War II to the mass manu-
facture of munitions, planes, ships,
bombs, tanks and guns had to
forfeit 95% of their excess profits
to our government. Among the
taxes which corporations in the
New York area were subject to
1 wartime were the following:

(1) 95% Excess Profits tax.

(2) Corporation Capital Stock
. (3) Federai Income tax.

i (4) Federal Declared Value In-
come tax. ;

(5) New York State Franchise
tax. ’

(6) New York State Unem-
ployment tax.

(7) Federal Unemployment tax.

(8) Social Security Old Age
tax.

(9) New York City Occupancy
tax.

" (10) New York City Franchise
ax.

(11) New York City Sales tax.

(12) Real Estate and other local
taxes.

Moreover, the management ex-
ecutives and directors as well as
the stockholders, bondholders in
these corporations, and their
working personnel were obliged
to pay heavier taxes on their
earnings in war years, and on
everything they ate, wore and
bought, than in peace years. An
executive, for example, earning
$150,000 a year would, according
to Karl J. Wiemer, tax expert and
C. P. A, have only $37,700 left
for himself during wartime or at
the present rate. In spite of the
fact that over two years have
elapsed since the war ended, Con-
gress has not been able, due to
‘President Truman’s vetoes, to
reduce the exorbitant wartime
taxes on personal incomes. As an
aftermath of war, need we point
out what inflation costs everyone
of us in higher prices and an un-
balanced economy?

Why Industry Does Not
Prefer War

Make no mistake about it, the
industrial and business executives

“Writer of ‘Why a New League of
Nations Will, Not Insure Permanent
Peace,’ in the ‘Chronicle,” Mar. 9, 1944,
and a ‘Reply to Critics’ of this article,
Mar, 30, 1944, and ‘Peace by Force in an
Uncivilized World,’ Nov. 16, 1944, and
‘Are Amerjcans Isolationists?’ Jan., 11,
1945, ‘The Failure cf the White Man’s
Civilization,” Mar. 22, 1945,. and ‘How
Pres. Truman Can Regain His Lost Pres-
tige,! Feh. 13, 1947 issue.

self-aggran- |

will ‘tell you that the normal
peacetime years are more_ con-
ducive to prospeéerous fin&ncial
conditions than war years and that
postwar inflation years- are in-
variably followed by deflationary
losses, unemployment, maladjust-
ment of prices and debts, breeding
labor ‘unrest, strikes and other
uncertainties.

Another outstanding reason why
capitalism does not favor war is
the tremendous debt that war
causes and our present $258 bil-
lion debt means that industry,
business corporations and indi-
vidual workers will have to meet
the extraordinary burden of taxes
tor generations. At' present date,
forv‘instance, the per capita debt
for every living man, woman, and
child in the U. S, is $1,962.

The writer has not dwelt on the
greatest loss to our country and
to mankind in war, which cannot
be figured in dollars and cents
—the death loss and lifelong in-
juries to the youth of our land—
the Republic’s most precious pos-
session.

Does War Pay?

. No,‘ Mr. Vishinsky, your soph-
istry ‘doesn’t make sense! Forget,
if you can for five minutes, that
you are a Communist, and if you |
are honest with yourself, you will
reverse your assertion that capi-
talism in the United States will be
the cause of a war with Russia or
any other world power. For war
doqs not pay a country like the
United States because we have no
interest in territorial expansion or
aggrandizement in any form.

A Reminder to the Wise

May we remind you, Mr. Vi-
shinsky, that Russia was expelled
trom the League of Nations by the
member nations of that organiza-
tion because of aggression against
little Finland? Before any peace
settlements have been arrived at
with her Allies in the late war,
Russia, according to Winston
Churchill, has one-third of Eu-
rope ‘under her control, having
appropriated or seized Lithuania,
Latvia, Estonia, some of Finland,
East Prussia and Hungary, half
of Poland, the entire Balkans (ex-
cepting Greece and Turkey), Outer
Mongolia, and that isn’t all.

War Is Wholesale Murder

In a communication to the
New York “Times,” Dr. Francis
Trevelyan Miller, historian and
head of “The Historical Founda-
tions of New York,” stated:

“Fifteen billion human beings
have been killed during wars
since the beginning of time—sev-
en times more than the entire
world’s population today. As one
authority recently pointed out . . .
during .the last three thousand
vears there has been war in some
part of the world 12 out of every
13 years. More than 8,000 peace
treaties have been made with an
average life of 215 years.”l

It is a matter of cold record
that the actual cost of wars to the
United States taxpayers from the
Revolution to and including World
War II totals $412,743,561,885 and
our casualties in the same period
were 2,100,174 men, The records
disclose that casualties on both
sides in World War II totaled ap-
proximately 44,789,630,2 while
casualties in World War I reached
37,508,686 or 57.4% of the total
mobilization of 65,038,810 men on
both sides. ‘

Let Us Reasoh Together

Any person who is not a per-
vert cannot but know why the
United States prefers peace and
tranquillity ‘at home and abroad

(1) Above computation includes the
long era of tribal days when whole popu-
lations were continually exterminated
and nearly every male died in warfare.
Also the many. generations when war
was~ the chief occupation and ‘whole
“civilizations” were destroyed in wars.

(2) . Source: “World Almanac,” pps.
44 and 45 of 1946 issue.

and why our country profits most
in peacetime, . -

From the standpoint of cost in
human, spiritual and property
values, Montaigne’s wisdom that]
“there are some defeats more tri-
umphant than victories,” applies
more significantly to .our country
than any other in the present in-
ternational situation.

A Challenge to Mr. Vishinsky

And now, Mr. Vishinsky, please
write this down in your Commu-
nist book:

“The United States of America
never started a war without just
cause and never lost a war.”

Mr. Vishinsky, my countrymen

love peace more than anything

else in this world and will not:
visit the curse of war upon any
great power, ibe it big or small,
strong or weak, unless we are at=
tacked first!

Throughout our entire history,
“Live and let live” has been and
is our country’s endeavor and
goal.

“Above the voices of the world
We hear the angels’ song;
Amid the hate and greed of war
We know that love is strong.
For long ago God dreamed a
dream ‘
Of peace, goodwill to men.
He knows men will remember;
And dream His dream again.”

Consumer Credit and
Business Trends

(Continued from page 9) - - :

a Committee for Co-operation
with Finance Companies, of which
I am a member. I know from
meetings of the entire body and
of this Committee that great con-
cern is expressed in all quarters
with regard to the trend of terms
and down payments, and everyone
was asking whether banks and fi-
nance companies would hold the
line, and-while I do not pretend
to speak for other banks,-I know
from remarks- made by many
bankers that there would be most
serious consequences were- there
to be deviation from the standard
terms. My own bank, as I am sure
you all know, has strongly sup-
ported the finance companies for
many years, but I know that the
attitude of my Board would
change radically if there is any
substantial = deviation from the
terms recommended by your Spe-
cial Committee and the American
Bankers Association.

(2) That very good friend of
the finance companies and pioneer
in lending them moneys, which
helped to advance the industry
to its present very prominent po-
sition, Mr. Arthur W. Newton, re-

tired Vice-President of the First
National Bank of Chicago, made
an address on April 2, 1937, in
which he said, speaking about
competition in the finance busi-
ness:

“If this competition had con-
fined itself to rates, it would have
been sound and would merely
have resulted in a healthy lessen-
ing of profits. Unfortunately, as
we all know, it has taken that
most vicious course—a competi-
tion in terms. Of course, smaller
down payments-and longer terms
have; with the growth of automo-
bile sales, resulted in using up
the extra capital and credit that
have been injected into the busi-
ness.”

How right Mr. Newton was in
condemning this practice, and the
very serious consequence of this
extension of terms, is evidenced
by the repossession figures for
that period. Remember that Mr.
Newton spoke in April of 1937.
In 1936, 5% of all cars financed
were repossessed. In 1937 this
jumped to 9%, and in 1938 to
15%. The figures show that it
was this period that brought the
greatest losses to finance com-
panies — much greater than any
other period, including the early
’30s. This is very visual evidence
of the serious consequences of the
extension of unsound terms.

(3) You have all been reading
in the papers that a fight will be
made to re-control instalment’
credit. I believe that it has been
announced on the radio that such
a recommendation will be pre-
sented to the Special Session.
Quoting Mr. Joseph M. Dodge,
President .of the American Bank-
ers_Association:

“The only way banks (and-of
course that includes finance com-
panies) can keep themselves free.
from multiplication of government
regulation ig by a voluntary and

cconduct of their business, which
embodies a full recognition of the
relationship of their business to’
the functioning of the economy;
with full recognition that the fu=.
ture status will depend on right
action under these circumstances.”,
. I do not need to tell you that
one of the surest ways to have
recontrol of instalment credit on
a drastic and possibly permanent
basis would be for banks and fi=
nance companies to extend long:
terms and low down payments in’
the present cycle. 1 do not believe
further evidence is necessary.

‘Reagons for These Consequences:

While I doubt if much need
be said as to why the above con-
sequences would be true, possibly:
it should be touched upon. One of
the most potent reasons is the
one I mentioned in connection
with Mr. Newton’s speech; that
repossessions and losses jumped
tremendously during that previous
period. I have figures showing
that in some of the prewar years
new car retail over 18 months
was as much as 37%; new carg
under one-third down as much as
26%; and used cars under one-
third down as much as 34%. :

I do not need to quote you gen=
tlemen the present prices for
automobiles above new and used,
for you are more familiar with
them than am I, but it must be
perfectly obvious that low down
payments and long terms do not
mesh one bit with prices that
are from 50% to 100% higher
than they were at the time these
sub-standard terms I have just
mentioned- were in effect, and
which in themselves caused losses.
What more severe losses could be
sustained with the present prices,
and in the present cycle, if un-
sound terms are allowed, can be
left to anyone’s horror.

Position of Banks

You gentlemen may well say,
“What is going to be the attitude
of eur bank competition?” You
already know that the American
Bankers Association terms par=
allel your own recommendations.
In preparation for this talk I tele~
phoned the Chairman of the Con=-
sumer Credit Committee of the
American Bankers Associations
That Committee had just taken a
telephone survey of 35 cities and
surrounding territory. So, as far
as the Committee knows, banks
are 100% pleased with recom-
mended terms. An article in the
“American Banker” last Wednes-
day indicates, likewise, that banks
are holding the line. I know from
personal conversations with many
bankers who are in the busines®
themselves that they intend to
hold the line; similarly, I know
that banking authorities are
watching carefully to see thak
sound, terms are observed by the
banks, and while I am not em-
powered to speak for the regu-
latory authorities, my conversa=
‘tions do indicate that they wilk

strongly 'look askance at devia=

coorg:_linated‘%e}f-discipline in tli¢~ti_{)n therefrom.
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‘Defense of Dow Theory

(Continued from page 4)

ket caused him ' to advance his
theory which came to be known
as the Dow theory. Dow, died in
1902, The next year William Peter
Hamilton, an associate of Dow’s,
who = was editor of the '“Wall
Street Journal” from 1909 until
his death in'1929, began expound-
ing and interpreting Dow theory
in that paper and “Barron’s’
Weekly.

In 1932 Robert Rhea, who be-
came interested in Dow theory
about the time of World War I,
began his service, “Dow Theory
Comment.” This service has been
continued, since Rhea’s death in
1939, by Perry Greiner, an asso-
ciate of Robert Rhea, and is now
in its 16th year. The writer’s
Dow theory interpretations have
appeared regularly in tne Chicago
“Journal of Commerce” since De-
cember, 1937,

For nearly 50 years Dow theory
has been elucidated and inter-
preted and by men of outstanding
ability and unquestioned integrity,
both in privately circulated serv-
ices, and in the columns of highly
-responsible financial journals.
None of these men, nor any other
. competent Dow theorist known to
the writer, ever described the
- theory, or suggested its use solely

in the manner that Mr. May writes’

of. These men and these publica-
tions represent sponsorship of the
highest character for Dow theory.

Dow Theorists Are Market
Students

I made the point that Dow the-
orists are students of the market.
None of these men could have
continued to write Dow theory for
upwards of 26 years had they not
been students of the market. Ham-

_ilton prepared a series of articles
in 1921 describing the theory and
discussing the workings of it. His
articles subsequently appeared in
book form under the title of “The
Stock Market Barometer,” 12 edi-
tions of which have ‘been pub-
lished, In recognition of this con-
tribution to the subject of stock
speculation, English economists in
1923 ‘elected Hamilton to fellow-
ship in the Royal Statistical So-

ciety.

In 1931, at a personal expense
of $3,800, Rhea published “Graphic
Charts” making available for the
first time a- graphic. picture of the
daily ‘movement of the Dow ‘Jones
averages and' volume of " daily
trading, A few months later Rhea
employed a college professor to
go to the Library of Congress to
copy all of Hamilton’s discussions
of the price movement and of Dow
theory, from the files of the “Wall
8treet Journal.”- All of these edi-
torials were subsequently incor-
porated in his book, “The Dow
Theory.”

In 1932 Rhea completed a se-
ries of articles on the “Dow The-
ory” ~which " appeared in “Bar-
ron’s” Weekly and which were
later published -in book form un-
der that title. “The Story of the

Averages” was published in 1934
after an outlay of $18,000 in the
gathering and tabulating of much
statistical data and . historical
news. In . 1938 Robert Rhea’s

T}‘lieoretlcal Result

“Dow Theory Applied to Business
and Banking” was published.

The type of study and time in-
volved, necessary to the prepara-
tion of such books and material,
is the kind of study that enable
men to become competent Dow
theorists. It requires years of
study of the market, its move-
ments and characteristics to fit
one to undertake the writing of
such books and material. Obvi-
ously these men had a deep and
sound knowledge of. the stock
market. They were students of
the market in the fullest sense of
the word, and scholars. Only the
uninformed can ridicule and be-
little the wisdom and knowledge
of such, high standing qualified
market students.

Dow Theory Is a Philosophy

Dow theory is a philosophy for
stock market analysis and inter-
pretation, and the forecasting of
the probable prevailing major
trend and intermediate move-
ments of the market. The knowl-
edge and judgment of the indi-
vidual determines his success in
the use of the theory. Dow theory
develops the art of thinking in
terms of bull and bear markets;
orimary and secondary moves;
and the conditions that bring
about these major and interme-
diate moves. Dow theory keeps
Dow theorists alert for indica-
tions of change. Most of the time
~ompetent Dow theorists trade
close to points of major extreme.

Dow theorists do not know the
points of major extreme at the
moment they are established but
they do recognize, (1) the condi-
tions under 'which major extreme
is usually reached; and, (2) the
formations indicative of major re-
versal.

In the “Wall Street Journal,”
Oct. 25, 1929, with the industrial
average 81 points. or 21%, below
its bull market peak, Hamilton,
urder the heading, “A Turn in the
Tide;” said in part:

“On the late Charles H. Dow’s
well known method of reading
the stock market movement from
the Dow-Jones averages, the 20
railroad stocks on Wednesday,
Oct. 23rd, confirmed a bearish in-
dication given by the industrials
two days before. Together the
averages gave the signal for a
bear market in stocks after a
major bull market with the un-
vrecedented duration of almost six
years.”

That day the industrial aver-
age closed at 301.22 and the rail
average at 166.51. Thirty-two
months later, or on July 8, 1532,
those averages were 41.22 and
13.23, respectively. Dow theorists
did not know for months after
the summer of 1932 that the end
of the bear market had been
reached though they recognized
that -it may have been. The fol-
lowing is a full copy of a letter
that I received from Robert Rhea
July 26, 1932, ‘Copies of this let-
ter were sent to other friends and
to “Barron’s” Weekly.

“The declines of both rail and
industrial averages between early
March and midsummer were with-

out precedent. The 35-year rec-

ults of Cumulative Gain of $1,000 Invested in Dow
ones Industrial Average on Dow Theory Confirmations of Bull

Markets with Liquidation taking place on Dow Theory
Confirmation of Bear Markets

Bull Market
~—Confirmed—
Date * Price

6-28-97 44,61
10-20-00 59.44
7-12-04  51.37
4-24-08  170.01
10-10-10  81.91
4- 9-15 €5.02
5-13-18 82,16
2-6-22  83.70
12- 7-23  93.80
5-24-33 84,29
6-23-38 127.40
7-17-39 '142.58
6-15-44 145,86

3-31-39',
1-13-40 1

Bear Market

—Confirmed—
Price

63.84

59.59

92.44

84.72

84.96

86.12

99.03

90.81

10-23-29 305,85

9- 7-37 ,,,;}64.33

3

.1
9- 3-46 178.63

Cumulative Value of
$1,000 Theoretical Fund
on Bear Market
Confirmations

$1,413.10
1,434.67
2.580.08
3,123.24
3,239.42
4,290.61
- 5,219.95
5,663.12
18'465.10
36,025.41
137,278.67
'37,960.87"
46,502.06

84
9

ord of the averages shows a fairly
uniform recovery after every
major primary action, and such
recoveries average around 50% of
the ground lost on the decline,
are seldom less than a third and
more than two-thirds. Such re-
covery periods tend to run to
about 40 days, but are sometimes
only three weeks and occasionally
three months.

“Tne time element is in favor
of a normal reaction (rally) at
this time because the slide-off was
normal (the normal time interval
of the major declines being about
100 days).

“The market gave the unusual
picture of hovering near the lows
for more than seven weeks, and
might be said to have made a line
during the latter weeks of that
period.

“Because of all these things,
and because the volume tended to
diminish on recessions and in-

. crease on rallies during the ten

days preceding July 21st, almost
anyone trading on the DOW THE-
ORY would have bought stocks on
July 19th. Those who did not,
bhad a clean-cut signal again on
the 21st. Since that date the im-
plications of the averages have
been uniformly bullish, and it is
reasonable to expect that a nor-
mal secondary will be completed
even though the primary trend
may not have changed to ‘bull.””

I knew Robert Rhea intimately
from the summer of 1931 until his
death in 1939. I never knew of
Rhea prematurely calling the end
of the 1929-32 bear market. He
and other Dow theorists missed
the 1932 bottom, both before and
after the event, but they main-
tained or increased #their capital
during the 1929-32 decline and
they did very well in the last half
of 1932, in 1933, in 1935 into 1937,
and in subsequent years.

Mr. May trots out all of the
arguments of the critics of Dow
theory. The critics say that Dow
theorists miss' much of the moves
and they use our figures to prove
it. What they do not know or un-
derstand is that Dow theorists
usually recognize change in rela-
itvely close proximity to the ex-
tremes at which it sets in. I doubt
if Robert Rhea ever had the ex-
perience of waiting for confirma-
tion of major change to-initially
take or:liquidate a: position. I
have yet to-have that experience;
though I will have it if a bull
market is confirmed at the July
highs of the averages in the near
future. '

If the critics bettered Hamil-
ton’s warning of Oct. 25, 1929 and
Rhea’s forecast of July 24, 1932, it
is to their credit. If they: pre-
served their capital in the interim
better than ‘Robert Rhed, more
power to them. If the achieve-
ments of the critics since are rela-
tively better - than the achieve-
ments of competent. Dow theorists,
have Mr. May tell us of their suc+
cesses, their methods, and their
philosophies.

Bull or Bear Market?

Mr. May says that the indus-
trial average has risen from 163
to 186 without Dow  theorists
knowing whether it is'a bull mar-
ket or not. He is correct. No Dow
theorist can give the answer at
this writing, but every Dow
theorist recognizes that the major
trend can be in the process of
change.

Those Dow theorists who pre-
sume that this year’s rise is the
first phase of a bull market, be-
cavse of the character of the plot-
tings of the averages since mid-
May are vrobably long stocks.
Dow theorists who presume that
this year’s rise is a secondary
movement in a bear market, be-
cause the conditions of bull mar-
ket extreme, rather than the con-
ditions of bear market extreme
are, and have been, present for

more than a year, are probably in
a liquid position, A

Each of these two groups .of
Dow theorists are maintaining
tentative positions, contingent on
confirmation of a bull market.
Each group will come out well
over any period of time, for they
understand the market, but one
group may do somewhat better
than the other group for a while.
Dow theorists would like their
critics to properly classify the
present market.

Hamilton’s Error

Mr, May refers to Hamilton’s
error of judgment in 1926, He also
refers t0 Norman Wright’s “Fal-

|lacies of the Dow . Theory,” and

Alfred Cowles’ “Can Stock Mar-
ket Forecasters Forecast?” The
critics discovered, as every Dow
theorist knows, that Dow theorists
were and are fallible in their
judgment.

Dow, Hamilton, and Rhea made
brilliant contributions to the art
of analyzing and interpreting the
stock market. Like the Russians,
who can see nothing good in this
country, the critics of Dow theory
see no good in this philosophy.
The critics have found the errors
of Hamilton and Rhea, but have
missed their wisdom and achieve-
ments,

Hamilton’s judgment of Feb. 15,
1926, was proven to be wrong. But
how wrong? Hamilton expressed
his personal op.nion, on practi-
cally a one-day decline from the
highest price that the industrial
average ever reached, that the
bull market was over. The aver-
ages had neither plotted a forma-
tion of secondary or major re-
versal, nor was the question of
confirmation of major change in-
volved.

The industrial average had
closed at 158.30 that day. Two
trading days earlier, it had closed
at 162.31, the highest in its his-
tory up to that time. Before the
end of March the averages sold
down to 135.20 and over the ensu-
ing 12 months ranged between
166.64 Aug. 14, 1926 and an Oc-
tober low of 145.66. “What.an
error Hamilton made!” And what
an error it would have been if
Hamilton had not subsequently
recognized that the major bull
trend had not changed. One of
the advantages of Dow theory is
that it enables Daw theorists to
recognize their mistakes reason-
ably. soon. .. oip
£:The. Cowles Report-represents

an analysis: ‘of the 255 editorials, |

written by Hamilton over a period
of 26 years, which presented. fore-
casts for the stock market based
on the Dow theory. According to
Cowles these editorials were suf-
ficiently definite to permit scoring
of 90 as bullish or bearish. This
was done by a majority of five
readers, When doubtful, the
Cowles group assumed that Ham-
ilton abstained from trading, When
bullish, they assumed that he
bought ‘equal dollar amounts of
the stocks included in the aver-
ages and sold them only when he
became bearish or doubtful. The
study is based on these and other
assumptions. The fallacy of the
Cowles study is in its use of un-
warranted assumptions,

There have been three differ-
ent - periods this year when the
verformance of the market was
bullish. I have pointed out all of
the bullish plottings and perform-
ances in my analyses, yet I have
not said that a bull market was
confirmed, nor have I made a
<ingle purchase of a common stock
for any account. Cowles could as-
sume from some of my interpre-
tations this year that I thought
that the performance of the mar-
ket was bullish, but he would
have been incorrect in assuming
that I bought stocks, or suggested
their purchase.

In the 26 years of Hamilton’s
editorials, there were only seven
confirmed bull and seven con-
firmed bear markets, ‘The value
of judging Hamilton’s forecasts
is in ‘judging them primarily as
to forecasts of major. trend, and

incidentally as to secondary trend.,
On any other bas.s the analysis
is without value. There is little
value-in a 3 to 2 decision as to
what Hamilton was, forecasting.
If there was a serious question in
the minds of one or more of the
five judges as to the forecast, that
forecast should not have been
counted,

Dow theorists do not run in and
out of the market. They may add
to their positions on declines of
secondary proportions in bull
markets, and they may sell on
advances of secondary proportions
in bear markets, but successful
Dow theorists do not materially
change their positions for the du-
ration of the major swings. Dur-
ing the course of the seven cycles,
there were many indications of
primary and secondary extreme
to discuss, but there were only
14 confirmations of change of
major trqnd.

‘Norman Wright must have had
a great antagonism towards Dow
theory, or Robert Rhea, or both,
for he took the Cowles report at
its face value, and in addition he
recorded the errors of judgment
of Rhea. What he failed to see,
or at least to report, was that
Rhea quickly recognized impor-
tant change, adjusted himself to
it and pointed the changing im-
plications out in his service. It
can be said of Rhea, and of other
competent Dow theorists, that
they erred in judgment frequently,
but that they were quick to rec-
ognize their errors. It can also be
said that. they did well in the
market.

The critics see the trees but not
the forest. The parade of the
critics is endless. yet the theory
survives. Dow theory is as vital
now as it was in the days of Rhea
and Hamilton, and its followers
are legion. ,.

The field of finance needs more
sound students of the stock mar-
ket—more of the Dows, Hamil-
tons, and Rheas—and less of those
who momentarily attract atten-
tion to themselves by their efforts
to disparage the creators.

I trust that you will publish my
comments in full,

JUSTIN, F. BARBOUR.

Barbour’s Dow Theory

Service, Inc.,
12 East Grand Ave., Chicago, IlI,,
Nov. 10, 1947,

A .W. May’s: Answer o
Mr. Barbour’s Letter

The undersigned cited the his-
torical bull and bear “confirma-
tion points” contained in Mr. Bar-
bour’s service because he felt that
utilization of this eminent Dow
authority’s own interpretations
was the fairest way of putting the
controversial case; particularly as
current writings of other Dow
theorists leave the wuninitiated
quite bewildered thereover. He
did ‘not identify Mr. Barbour _by
name because no criticism of him,
but only of the Dow Theory, was
intended. He perhaps should have
added that the interpretations
were copyrighted, and if so, 7e=
grets the error.

The undersigned believes: that
the other criticisms voiced in:Mr.
Barbour’s, letter. have. been -com=
pletely answered in the articles:
themselves.

A. WILFRED MAY.

Clément A. Evans Opens
New Savannah, Ga.

Under Simkins

SAVANNAH, GA.—Clement: A.
Evans & Company, Incorporated
has opened a new branch. office
in the Liberty National Bank
Building, under the management
of Arthur B. Simkins.

E. J. Duffy to Admit
Edward J. Duffy & Co.,, 111
Broadway, New York City, mem=
bers of the New York Stock Ex-~
change, will admit Charles J, Wil-

liams to partnership on Dec. 4.
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Congress and High Cost of Government

(Continued from page: 16)
pass au Lnese bius, 16 woula re-
quire billions and billions of
dollars,

It is my conviction that the
veterans do not want to become
wards of tne governmept. ‘I'ney
want opportunity. They want the
opportunity that freedom gives
them—to find their place in life,
to exercise their individual ini-
tiative in a job with a future, to
own a home, and to raise and ed-
ucate their children. And how
better can we fulfill this obliga-
tion than to remove . the obsta-
cles that debts and excessive
taxes constitute to the proper
functioning of our free economy.
. This brings me to the third ma-
jor item in the Federal budget,
VV.h_lCh likewise arises out of con-
ditions created by the war and
- which makes a return to prewar
peacetime budget level presently
impossible. I refer to expendi-
tures for international affairs and
finance.

The original budget estimate for
this item for the current fiscal
year 1948 was $3 billion 510 mil-
lion, Because of the subsequent
extension of aid to Greece and
Turkey, the expenditures are ex-
ceeding the original estimate.

Since thén the Administration
has recommended $597 million of
interim aid to Austria, France and
Italy, and a deficiency appropria-
tion of $500 million for the United
States Army. In other .words,
since the opening of the new Con-
gress and submission of the origi-
nal budget, the Administration
has requested around-$1 billion
500 million additional expendi-
tures for international affairs and
finance, which, if appropriated,
would make a total of over $5 bil-
lion for this purpose alone.

Question of Foreign Aid

The question of aid to foreign
nations is one of the great uncer-
tainties in our national budget
picture. It presents one of our
foremost problems, In one form
or another, the American people
have already extended over $20
billion in foreign assistance since
the cessation of hostilities. And
under the so-called Marshall Plan
we are being asked to extend
still additional aid over a four-
year period of between :$16 bil-
lion and $22 billion.  No one has
been able to tell us with-any cer-
tainty exactly what the program
will ultimately cost."

The majority in Congress rec-
ognize that aside from any hu-
manitarian considerations, the
United States has an -important
stake in promoting world recov-
ery, both in the interest of na-
tional security and in the interest
of foreign trade. But there are
definite limits to what we should
do, and there are definite limits to
what we can do.

I cannot possibly predict what
final action the Congress will take
on this vast foreign aid program.
I can assure you, however, that
it will not simply “rubber stamp”
the Administration’s recommen-
dation. And I can assure you the
Congress will not make a “blank
check” appropriation. We have
no intention of embarking on a
world WPA .program, which does
a disserviceto the recipients and
threatens our own economic sta-
bility.

The fact I wish to emphasize
here tonight is that foreign assist-
ance has become a major item in
the cost of government. In many
respects: it! is a speculative ven-
ture.- There is no guarantee of
success.: And, as a representative
of the people who will pay the
costs. in taxes and in prices, I
cannot. assume lightly the respon-
sibility of passing judgment upon
the proposal.

It must be understood that ex-
penditures for foreign aid will
constitute a burden to federal in-
come taxpayers, many of whom
are persons of small incomes
And it must also be understood
that the shipments of goods

abroad out of the limited supplies
in the United States are a major
tactor in the price of goods here
at home. '

As a matter of fact, no one, not
even the President, can now blink
the fact that buying for foreign
account is exerting a terrific pres-
sure on prices here at home. No
one will deny that if, tomorrow,
all buying for foreign account
were terminated we would see an
immediate downward drop in
prices.

Obviously, no such course is to
be adopted. by our government.
But what is the answer?

We are told that foreign aid
is to be advanced to prevent the
disintegration and collapse of the
governments . and economies of
certain friendly nations. Most
have said that foreign aid should
not be extended in such amount
as to seriously jeopardize our own
stability at home or threaten
seriously our own economic and
governmental disintegration and
collapse. What then now is the
situation? :

It seems to me that if we are
to assume the essential correctness
of the President’s recent message,
we are confronted with a situa-
tion involving, on the one side,
risk of disintegration and collapse
abroad and what that is said to
mean to our future security and
our economy at home., And on the
other side we are confronted with
the risk of disintegration and col-
lapse at home because either of
ruinous inflation or resort to
planned, managed and controlled
economy with all that portends
for the preservation of our full
productive capacity and our
American way of life, which ad-
mittedly today makes us the hope
of friendly peoples whose resort
w0 such methods of planned econ-
omy has seriously contributed to
Jheir present difficulties.

At this point, I might engage
in considerable criticism of past
policies which have contributed
to our present problems. That 1
shall leave for another more ap-
propriate occasion.

We must look ahead. I question
whether any one today has th:
sure answer to this dilemma. But
I,. along with other patriotic
Members of Congress, motivated
only by love of country and a
sincere .desire to do what is righ
in ‘the ‘world, ‘am struggling to
find the-answer. I think we shal:
find it. i

I earnestly hope that some v
can-be found to reasonably meet
our minimum requirements
abroad, avoid ruinous inflation or
>overnmental regimentation at
home,

We in Congress, directly and
through the assistance of others,
have obtained great quantities o.
information regarding conditions
at home and abroad. We shall
seek all possible further informa-
tion. We shall proceed expedi-
tiously, but wiih care, in making
decisions on this momentous
question., All of this, of course.
has a definite bearing on the cost
of government and tax reduction

Subsidies in Cost of Government

Another type of government
expenditure that makes for the
high cost of government is sub-
sidies and grants-in-aid- to state
and local governments, The Com-
mittee on Reduction of Non-
essential Federal Expenditures
has reported that for the years
1934 to 1946, inclusive, Federal
expenditures for 33 items which
are subsidy payments to business
and farmers totaled $13,610,911,-
114, or an average of $1,046,993.-
162 a year, and for this same
period the Federal payments di-
rect to states and for coopera-
tive programs within the states
amounted to $35,097,616,156, or an
average of $2,699,000,000 a year.

It is virtually impossible to de-
termine the total cost of subsidies
because they take on many forms
which are not easily measured.
They appear in various appro-

priat'ion bills and under various
headmgs_. They were paid to hold
down prices, for benefit payments
to farmers, for shipbuilding, and
to stimulate exports and domestic
consumption, for housing and
other activities. They are paid in
connection with school lunch pro-
grams and public housing. They
are involved in loan guarantees
and special concessions on postal
rates,

_We all recognize that in some
circumstances government subsi-
dies are justifiable, But it is per-
fectly clear that over the last sev-
eral years the Federal Govern-
ment has all too extentsively used
this device. It has been an ex-
pedient and politically popular
method of dealing with ‘particular
problems or situations. And it has
oeen a method by which national
planners could obtain more and
more control over activities local
in character.

By the so-called grants-in-aid
the States have been coerced into
making expenditures they might
not otherwise make, into increas-
g expenditures for some particu-
lar purpose, and into yielding to
the dictates of the Federal Gov-
ernment in the administration of
some program.

When you have a huge bureau-
cracy, such as we have in Wash-
ington, far removed from the
people and out of their direct
control, the result is waste and
extravagance. It seems to me that
the closer a government is to the
people and the closer the collec-
tion of taxes is to their expen-
diture, the greater will be the
efficiency in government expendi-
tures and the greater will be the
public resistance to wasteful and
unnecessary expenditungs. The
neople then definitely see the re-
lationship between taxes and ex-
penditures. In recent years the
people have allowed themselves to
selieve that money from Washing-
ton did not cost them anything.
The fact is it has cost them many
times more, not simply because aof

’| the duplication of State and Fed-

eral operations but also because
of the inability of a government
far removed from local situations
to make wise and prudent expen-
ditures.

$Government Costs Can Be Reduced

That the cost of government is
high, there is no doubt.- And most
people are -agreed that the cost
of government is too high and
must be reduced. That it can be
reduced the majority in Congress
almost alone and single-handed
has demonstrated by its action at
the last session in saving almost
$4 billion 500 million.

And I should like to point this
out for the majority in Congress
that almost every suggested re-
duction met with vehement op-
position from the department or
agency involved. When their rep-
resentatives appeared before ‘the
House Committtee on Appropria-
tions, they did not direct- their
testimony to where and how sav-
ings might be made. They insisted
on maximum amounts. In some
instances the Committee -experi-
enced considerable difficulty in
getting from the department or
agency the necessary details con-
cerning their personnel and activ-
ities. In some instances they
propagandized the country with
half-{ruths and misrepresentations
with respect to particular reduc-
tions proposed by the Congress.

I take pride in the fact that the
majority in Congress has the will
and the courage to economize. It
is politically easier to leave ex-
penditures alone than to reduce
them. Every government expen-
diture has vested interests and
supporters, both in and out of
government. Everyone is in favor
of reducing expenditures for the
other fellow. But the only way
to cut spending is to cut it. And
the majority in Congress did ex-
actly that without impairing a

ernment, }

single essential function of gov-
' "The President and the Secretary
of the Treasury have .officially
taken the position that the budget
should be balanced and taxes
should be reduced. With the pre-
mise that the budget should be
balanced, I certainly agree. When
our national income is at the pres-
ent high level there is no excuse
not to have a balanced budget.
Where the majority in Congress
and the Administration differ is
with respect to the level at which
the budget should be balanced.
Just as there is no necessity for
continuing the policy of high gov-

ernment spending, there is no ne-| |

cessity for continuing the wartime
tax rates.

As you know, the majority in
Congress passed two tax reduc-
tion bills. Both of them the Pres-
ident vetoed.

President Truman, in his mes-

sage this week to the Congress,

said:

“The housewife who goes to buy
food today must spend $10 to buy
what $7 bought a year ago.” )

Correctly, he could have added
that $3 out of that $10 goes for
taxes, Federal, State and local.

Also, he could have said that
taxes enter into the cost of every-
thing from an automobile to a
haircut.

But he didn’t.

I believe that tax reduction is
urgently necessary to strengthen
our country. I also believe that
it is wise to whittle down our
national debt.

Tax relief, debt reduction and
aid to Europe can be compatible.

I do not accept as sound the
argument that it is not inflation-
ary for the government to tax the
people excessively and spend. their
money, and that it would be in-
flationary if the people were per-.
mitted to keep more of their hard-
earned money.

Many benefits would flow from
reduction of the intolerably high
wartime taxes.

The per capita burden from Fed-
eral taxation is about seven times
as great as it was before World
War II and 10 times as great as in
the decade following World War I.

Undoubtedly the very large por-
tion of income taken by the Fed-
eral Government in taxes has been
a factor in the demands for higher
wages.

Excessive tax.rates have stifled
the desire of many persons to risk
their capital and exercise their
ingenuity in expanding industry
to produce and provide jobs.

Savings for investment are made
by persons in all brackets, but
their taxes are now so high that

“they are discouraged from making

these savings.

Lower taxes would be welcomed
by persons in the lower brackets.
Lower taxes would mean greater
take-home pay for the great mass
of workers—more money for ne-
cessities and investment to in-
crease production.

The approach of the majority in
Congress to the question of “Meet-
ing the High Cost of Government”
is this: The cost of government
must be reduced to a reasonable
level. It is a difficult task that
should be a chalienge to every
patriotic American. And, secondly,
by reducing the cost of govern-
ment the American people can be
given relief from excessive and
stifling taxes. The one is neces-
sarily dependent upon the other.

Summarizing, our position is
that, by courageous, honest, states-
manlike and careful action, we
should be able to meet our re-
quirements abroad, provide all
necessary governmental services
and functions, begin the orderly
liquidation of our national debt
and also give. the people much
needed and well-deserved tax
relief—all to the accomplishment
of our full strength and security,
‘our peace, happiness and pros-
perity, and the preservation of

F. A Pakas,~,J0ins.
Jos. Klein & Co.

Frederic A. Pakas has become
associated
with Joseph
Klein & Co.,
67 Wall Street,
New York
City and will
be in charge
of the firm’s
newly organ-
ized securities

ment,
Pakas was
previous-
ly manager of
trading de-
partment -for
the New York
office of T. J.
Feibleman & Co. and prior there-
to was with Keane & Co. in De-
troit.

Interim Aid for Europe
To Be Discussed at
IBA Gonvention

Interim aid for Europe, the
Marshall Plan, and their impact
on the United States economy will
be the major topics for discussion
at the forthcoming convention of
the Investment Bankers Associa=-
tion of America at Hollywood,
Fla., Nov. 30 to Dec. 5, it was
announced by Edward Hopkinson,
Jr., Drexel & Co., Philadelphia,
President of the IBA.

Speakers scheduled to appear
include Willard L. Thorp, Assist-
ant Secretary of State for Eco-
nomic Affairs, whose subject will
be “Fundamentals of European
Recovery”; Dr. John M. Cassels,
Economist of the Department of
Commerce, who will discuss “The
Impact of the European Recovery
Plan on the United States and:
Other Supplying Countries”; and
Eugene R, Black, U. S. Executive
Director, and E. F. Dunstan, Di-
rector of Marketing. of the Inter-
national Bank For Reconstruction
and Development, who will con-
duct a forum in which the role
of the bank in the Marshall Plan,
the bank’s plans for future. secur-
ity flotations and its lending pro-
gram will be discussed. i

Mr. Hopkinson cited the anti-
trust -action against the .Invest-
ment Bankers Association.and the .
problem: of finding new-sources
of equity capital as the two major
problems of distinet importance to
the securit.es industry which will
be considered.

New Member of the
Chicago Stock Exchange

CHICAGO, ILL, — The Execu~
tive Committee of The Chicago
Stock Exchange today.announced
the election of James N. Russell
to membership in the Exchange.
Russell is a partner of the firm of
Gottron, Russell & Co., Cleveland,
Ohio. With his election, the firm
becomes registered as a member
firm.,

The firm has for several years
been a member of the Clevelane
Stock Exchange, and Richard A.
Gottron, partner of the same firm,
is now President of that Exchange.
Private wire connections have
been established to Mitchell,
| Hutchins & Co. in Chicago.

Also elected to membership was
Andrew 8. Messick, partner of the
firm of Andrew Stewart Messick
& Co. Messick’s company has been
an active member of the Board
of Trade of Chicago for several
years and is presently engaged in

.expanding his business to include
' stocks.

Approval was also given to the
transfer of a membership from
Hugh D. McBain to Frederick M.
Fritschler, of The First Boston
Corporation.

“The Exchange

F. A. Pakas

now has 153

our cherished and blessed way of| ﬁié{mber firms, the highest in its

life.

(history,
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New Money for O1d—Hot or Cold?

(Continued from page 4)
Mellon merely directed his Assist-
ant Secretary to look into the
matter of reducing the paper cur-
rency’s size and submit recom-
mendations. According to a press
release at the time (1927), “Mr.
A. W. Mellon announced that he
has approved the recommenda-
tions submitted by Assistant Sec-
retary Dewey for a reduction in
the size of the paper currency ...
(77/16” by 3%” to 65/16” by
211/16").” That was all there was
to it, Secretary Mellon was on
firm legal grounds.* Nc change in
the Secretary of the Treasury’s
powers over the currency has oc-
curred in the interim. It would
seem, then, that the present Secre-
tary’s powers to effect the change
proposed by Representative
Rogers in the color scheme of our
currency are already ample. Mrs.
Rogers’ proposal for special legis-
lation to accomplish the revision
is, in view of the foregoing, some-
what mystifying. It is in this ap-
parent anomaly that the more
searching implications for the en-
tire economy of a currency recall
at tlzis time exist.

The Implicaizons of a Currency
Recall

Unlike the 1929 recall, the pro-
posed currency modification, if
adopted, will have been preceded
by over 12 years of steady annual
increases in the amount of money
in circulation (see Table). From
1920 to 1930, money in circulation
(MIC) actually declined irregu-
larly, a period of the greatest
peacetime boom in the country’s
history, not surpassed until post-
World War II. Some of the rea-
sons for the fantastic increase in
MIC since 1936, especially that
from 1941-1945, are patent, others
are abstruse, and still others
downright suspect. The accom-
panying Table I attempts to dis-
cover whether there is any corre-
lation between the expansion of
MIC and the changes that have oc-
curred since 1920 (that is, where
available statistics permit) in the
various phases of the economy.

Although all of the gold now in
the United States is not specifical-
ly pledged behind the currency,
Col. 1 reveals that the actual yel-

*His powers over the currency’s phvsi-
cal position were plete and rested
upon certain statutes: viz., national notes
‘—‘-Sechon 104 of Title 12 of U. S. Code:
‘Such notes . . . shall be in such form
as the Secretary of the Treasury shall
direct.” Other U. S. currency is covered
by Section 40, Title 31, U. S. Code,
“Money and Finance”: “U. S, notes . sk
shall be in such form as the Secretary
of the Treasury may deem best.” (Also
see R.'S. 3571, U. S. Laws & Statutes.)

low metal backing for the dollar
has weakened drastically since
1940, and except for 1946, has not
been so poorly supported in that
respect since 1921, coincidentally
the last comparable postwar year.
Nevertheless, the ups and downs
in U. S. gold stocks are not espe-
cially indicative of MIC causation.
In reality they reflect the flight
to the dollar that began with the
devaluation in 1934 and acceler-
ated rapidly with the gathering of
war clouds in the late 1930’s.

Columns 2 and 3 are purposely
juxtaposed. They show clearly
that while MIC per capita has,
since 1936, jumped 304%, MIC per
dollar of wages and salaries
gained only 166%—slightly more
than half. Obviously we shall
have to look elsewhere than to
the serviceman and the laboring
man for the explanation.

Column 4 contains the first, and
as will be developed later, the
closest correlative in the entire
Table. Liquid assets per dollar of
MIC retain their - identity with
MIC because of the war-inspired
practice (prewar, postwar, and
during war) of transacting both
business and personal affairs on
a cash basis in ever-increasing
amounts—especially as the price
level mounted and the workings
‘'of OPA grew to be most onerous
with war’s end. This is clearly
shown by Column 5 where the
amount of MIC in relation to
bank debits doubled since 1939
and quadrupled since 1929. Cur-
rency in the hands of the public
constitutes by far the greatest
amount of MIC, as Column 6 il-
lustrates: Right now, 929 is
publicly held, as against 75% in
1929, 85% in 1939.

It has been argued that the
vastly greater rate of consumer
expenditures since 1936 justifies
unprecedented expansion of MIC.
Columns 7-10 do not support this
view — the reverse being true if
anything. Total consumer expen-
ditures in 1947 (Column 7), for
some reason apparently required
80% more cash than in 1936, a
year of considerably less personal
credit expansion and generally
weaker personal credit position.
Broken down, it would seem that
purchasers of durables need 44%
more cash, nondurables 58%, and
services 138%. In view of the 62%
increase in consumer credits since
1936 (128% since 1944, the war’s

low point), our quest for the solu-
tion of the MIC riddle may be

finding a large part of its answers
in the nature and scope of busi-
ness practice surrounding per-

sonal expenditures.

The Anatomy of U. S. Money in
Circulation

The above Table suggests that
not even in the course of study-
ing usual economic pursuits, will
the answer to the question re-
garding the phenomenal rise in
MIC during the past 12 years be
found. It almost seems to hint
that the explanation may not be
an economic one at all. That is,
such would be the case were it
not for the peculiar correlation of
the growth of MIC with that of
liquid assets; the end of our quest
will probably be found in an ex-
amination of the nature and mo-
tivation behind the extraordinary
accumulation of liquid asset sav-
ings that has occurred, particu-
larly during the war. No doubt
the equally phenomenal rise in
factory payrolls during wartime
expansion, and in servicemen’s
pay, were among the prime causes
behind the initial issuance of the
currency out of the banks; but
the question still remains, why,
once these funds were expended,
they did not find their way back
into the banks as deposits in the
usual manner.

That war workers’ wages and
servicemen’s pay were not the
only causative factors behind the
initial withdrawals of currency is
demonstrable. The number of fac-
tory workers hit the wartime peak
in 1943 (14,560,000); in no year
since has that figure been ex-
ceeded. In August, 1947, "it was
about 15% below (12,565,000).
Factory payrolls, for all the in-
tervening wage hikes, are still
about 10% below 1943’s. The
Armed Forces averaged 11,300,000
in 1944, the peak year, increasing
from January’s 10,300,000 to De-
cember’s 11,800,000, about 15%.
It is now down to 1,400,000. Fur-
ther, Series E War Bond sales
averaged over 33% of annual
average factory payrolls in 1943
and 1944. Moreover, most over-
seas personnel (about 40% of the
total in 1944) were paid in for-
eign currencies. The writer) can
personally attest to this, having
disbursed naval funds in Brazil
as a supply officer. All payments
were in Brazilian cruzeiros. No
incoming personnel could bring
in more than $50 for any reason,
and that had to be exchanged
immediately for native currency
Thus, despite a stabilized” factory
wage and Armed Forces pay situ-
ation, 1244 saw MIC inereased
from $20.4 billion to $25.3 billion,
over 26% (well in excess of the
entire amount of MIC in 1929).
With large amounts of workers’
and servicemen’s pay going into
war bonds, these figures would

TABLE I—U. S. CURRENCY RELATIONSHIPS

1 2

Money in
Money in ¢!

Circulation
Year— (Billions)

1947  $28.29
1946 28.25
1945 26.75
1944 22.50
1943 17.42
1942 12.38
1941 9.61
1940 7.85
1939 7.05
1938 6.46
1937 6.45
1936 6.24
1935 5.57
1934 5.37
1933 5.43
1932 541
1931 4.54
1930 4.24
1929 4.46
1928 4.51
1927 4.56
1926 4.60
1925 4.52
1924 4.56
1923 4.54
1922 4.18
1921 4.62
1920 5.18

Stocks

Per g

$0.74
0.73
0.75
0.91
1.26
1.84
2.36
2.80
2.50
2.25
1.97
1.78
1.81
1.54
0.74
0.78 .-
0.92
1.01
0.90
0.85
0.90
0.91
0.91
0.92
0.87
0.87
0.73
0.51

Per
Capita

$198
200
191

48

Gold  Circulation Wages & Liquid Assets Bank Drs.
Salaries

3 4 5 6

Currency
Qutside
Banks

Per §

$1.08
1.06
1.01
0.96
0.92
0.89
0.96
1.07
1.10
112

Totar

Per §

$0.12
0.13
0.12
0.12
0.12
0.11
0.12
0.11

Commercial
Banks

$0.02
0.02
0.02
0.02
0.02
0.02
0.01
001
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.005
0.005
0.005
0.005
0.005
0.01
0.01
0.01
0.01
0.01
0.01

Per §

T o I Tk
gopoppopossoee
BERR DS G om ;oo a5

7 8 9 10

Per $ Personal Consumption Expenditures

Total
$0.18
0.20
0.22
0.22
0.17
0.14
0.12
0.11
0.10
0.10
0.10
0.10
0.10
0.10
0.12
0.11
0.07
0.06

n-

Dm?ables Services

$0.30 $0.64
0.32 0.638
0.35 0.70
0.34 0.62
0.28 0.51
0.23 040
0.22 0.34
0.21 0.30
0.20 0.28
0.19 0.26
0.18 0.26
0.19 0.27
0.19 0.25
0.20 0.26
0.24 0.26
0.24 0.24
0.16 0.17
0.12 0.14

Durables
$1.41
1.89
3.33
3.32
2.68
1.82
0.98
1.00
1.05
1.12
0.92
0.98
1.08
1.25
1.55
1.47
0.82
0.58

NOTES: (1) MIC excludes 1920-33 $287 million withdrawn from circulation in 1934,
(2) All 1947 figures estimated. u
(3) All amounts compi;ﬁgq by dividing colymnar figures (1-10) into money in circulation,

o

i

suggest that the astounding ex-

pansion in. wartime MIC"and the
continuance of its rise into the
postwar period has been in major
part due to an .obvious preference,
newly developed on the part of
civilians, for transacting personal
and business affairs in cash.

Tax Evasion and Black
Marketeering

The two obvious motives for
conducting a sizable business
chiefly on a cash basis have been
tax evasion and black market
operations. There has been a
third, the financing of enemy in-
telligence and propaganda activi-
ties within and without the United
States; this latter is admittedly of
minor importance, however, in re-
Jation to the first two. The extent
of ‘tax evasion and black mar-
keteering, nevertheless, in terms
of dollars and cents is almost im-
possible to delineate accurately.
Some idea, though, of their scope
may be derived from Table II be-
low showing the changes that
have occurred in outstanding
amounts of the various currency
denominations, with the emphasis
on the unprecedented growth in
the large bills ($50-$500 notably),
suggesting eloquently the prob-
able nature of their function.

By indexing the individual de-
nominations, using 1936 as 100, the
table reflects the effect upon U. S.
currency of (a) the flight to the
dollar; (b) individual uncertainty
about the security of banks, espe-
cially after the 1933 experience;
{c) fears of inflation and soft
money (this explains the notably
greater increase in coin over the
$1-$5 bills); (d) the rise in the
commodity price level; (e) the
impact of war. As is plainly evi-
dent, the most striking increases
occurred in those denominations
least used in ordinary consumer
business transactions, the $10-$100
bills. Such ordinary transactions
would justify an increase of about
60% in the $1-$5 categories in
view of the rise in the consumer’s
price index. The additional
40%-80% jump actually experi-
enced may represent a combina-
ation of the effects of the notori-
ous “stoopies’” market, and
incidental saving (that is, hoard-
ing).

" Considering, however, the rela-
tive rarity of the $50 and $100
notes for business purposes, the
continued growth in their rate of
issuance in the postwar period. as
against the stabilizing to decline
in the others, suggests that they
are being used as a repository for
savings, or as temporary storage
for capital, rather than as a medi-
um of exchange. Because of the
ease in handling and storing fewer
bills, the larger denominations,
$500, $1,000, and $10,000. would
appear to be superior for this pur-
pose. Oddly, nevertheless, a curi-
ous reversal occurred in the bur-
geoning popularity of these large
bills, coincident with the issuance
by the U. S. Treasury Department
through the Federal Reserve Sys-

tem in May, 1945 of an order di-

recting all financial institutions to
make a full report of any ex-
change of currency involving
sums of cash in excess of one
thousand dollars in bills of $50
and above, or any denominations
if the sum exceeded $10,000. Ac-
companying a later revision of the
report form, on Oct. 24, 1945, the
Treasury advised the Federal Re-
serve as follows: “The end of
hostilities has, unfortunately, not
put an end to tax evasions, nor
lessened the need for tax enforce-
ment. Accordingly this Depart-
ment is continuing to give the
fullest attention to the reporting
and other phases of its tax en-
forcement program . ..”

It would seem, then, that the 5-
and 6-fold increase in those bills
($20, $50, and $100) that are free
from official
therefore most suitable for saving
as against trading, strongly inti-
mates an unwillingness on the
part of many owners to submit
their cash accumulatiuns to the

surveillance and,

routine scrutiny of bank officials
by . depositing: them—for reasons
that can only be guessed at.
Among those reasons are, as men-
tioned, income tax evasion and)or
black market operations — they"
usually go hand in hand. J

Should Representative Rogers'
recoloring proposal be adopted, in
effect a currency recall will result,
In the process, all those deposits
for the New Colored money of the "
Old Colored cash, not susceptible
to full explanation to the Bureau’
of Internal Revenue, are liable to
confiscation; their owners, more’
importantly, are liable {0 criminal’
prosecution for tax evasion (tax .
avoidance is only liable to a-
penally fine). Mr. Henry Lustig"
and associates, once of Long-’
champs fame, like Al Capone,
ha_ve become fully acquainted-
with the workings of the Bureau.
of Internal Revenue when tax:
evasion is an issue. Our peculiar
Federal income tax law does not
concern itself with the sources of
taxable income (Lucky Luciano,
the White Slaver, was always:
careful to pay his income taxes).
Black marketeers have little to-
fear as such. It is only if they.
have been so careless as to over-
look the necessity of full disclos-
ure on Form 1040 that they would
run into difficulties with an.
aroused Bureau of Internal Rev-
enue.

Black marketeering, it is gener--
ally known, occurred in numer-:
ous forms of business and agricul-
ture at about every stratum of in-:
come. The usage of large denom-.
ination bills was necessary in such!
transactions to insure expeditious’
movement, while maintaining the:
required ' confidential atmosphere:
with the small physical size of
the bundle. The old tin box and.
the bulging black suitcase went
out of style with the Torrid Twen-.
ties. Further, in this connection,
an undetermined number of ref-
ugees, who had converted their
foreign funds into U. S. curreney
and who habitually had all their.
liquid resources with them, de-
scended upon our shores in the.
i late 1930’s and early 1940’s. The
| habits these individuals had de-
iveloped in Europe of necessity,
! due to the Fascist harrying, of do-
ing business for cash only, had.
become too ingrown to cast off
easily. Carrying large amounts of
currency on one's person could
only be accomplished comfortably
with the larger bills. Undoubted-
ly, this group’s monetary prac-
tices augmented the MIC out of
all proportion to its numbers. .

Rather than face the . almost
dead certainty of confiscation and,
criminal prosecution, tax evader-
rolders of an undetermined
amount of the MIC would not at-
tempt to exchange their currency
for the New Colored money. As
the government could set a dead-
line, by which time all Old Col-
ored currency must be exchanged,
the Treasury would come into
“windfall” taxes of vast propor-
tions. (The banks would simply
credit the government with the
amount of unexchanged currency
as of the deadline date.) The ex~
act figure which this sum would
reach, though, is not easily ascer-
tainable. If the view is taken that
a ldrge part of the extraordinary
concentration of currency savings
in the higher denominations can-
not, generally speaking, stand the
light of day, then the government,
it can be seen, would benefit by
an indirect payment of what
might he considered a huge back-
log of “uncollected taxes.” This
amount, were the relationship of
the larger denominations reverted
to the 1940 -status and personal
expenditures financed in the same
proportion, could range between
$4-$10 billion.

Looked at another way, the non-
business denominations ($50-$10,~
000), that is, those not used reg-
ularly as a medium of exchange,
constitute over 30% of the MIC.
In addition, it is extremely doubt-
ful that all of the lower denom-~
inations outstanding are actually
required in normal business trans-
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|"the 1936-1940 relationship ‘of fi-

hancing personal consumption ex-

. penditures . with about 10c
.. dollar fon

of

C money...in cireulation
‘(see Table :

: I) instead of the pres-
~ent 18c, a 45% reduction -in the’
Mic would ‘be in order. - ~This
would imply a return of ‘migst of
the largest denominations and
Some of the smaller to bring the
;MIC'down to about $16 billion;
that is, a reduction of $12 billion.
" ‘Parenthetically, it should be ap-
Dbreciated also that a decrease in
the present unprecedented rate of
‘personal expenditures would fur-
ther lessen the need for even a-
416 billion total of MIC. Any
such -contraction in  the MIC
‘would, it is submitted, have-a
shock value for the economy not
‘now susceptible to full evaluation.
‘The remainder of this article will
‘be devoted to exploring the pos-
‘sible impact a currency recolora-
‘tion or recall would have on cer-
;ta!n segments of U, S. life.

1 Effécts of a Currency Recall

i 'A currency recall would not
:actually have to occur to set off
‘Teverberations that would register
-in most parts of the economy im-
‘mediately. The mere threat of
such a cnange in the amount of
‘the MIC would touch off so many
‘anticipatory moves of a far-reach-
ing nature, by both actual and
‘potential owners of outstanding
‘currency, that most phases of the
‘nation’s life would be markedly
‘affected, Few citizen’s daily lives
‘would be quite the same for some
‘months afterwards, once the cur-
‘rency change proposal evidenced
‘a convincing chance of going
“through.

Financial Repercussions

In reality, money in circulation
.is undeposited bank deposits. Con-
.ceivably, all transactions, whether
. ‘business or personal, could be fi-
‘nanced by check. Experience,
-nevertheless, has demonstrated
~the feasibility of restricting the
- payment for certain business/per-
wsonal expenditures and purchases
.to cash. That most of the cur-
.rency now outstanding is not
necessary for such purposes, at
least when they are bona fide,
.has already been discussed. A re-
.turn to banks as deposits of the
.excess currency, estimated in
round figures at about $12 biilion,
could profoundly alter the present
‘money supply situation. Instead
“of banks having excess reserves of
“about $1 billion, the figure won'4
“be $13 bilion, permitting a credit
"base expansion of about $65 bil-
“lion, three times the present
“amount of all loans outstanding in

‘the Federal Reserve System.
" As the Federal Reserve has al-
“ready recorded its desire to curb
inflationary forces through con-
“tracting credit, this development
~would be a major setback. In
}order to sop up the additional ex-
1 Cess reserves, reserve require-
- ments would have to be increased |

to 31%. They are now 20% in!

central reserve cities; at their
highest, 1937 and 1942; they never
exceeded 26%, the statutory limit.
Since  reserve requirements ‘could
not,;  if. increased, exceed ~26%;
‘excess reserveswould, with the
currency recall, be over $4-billion,
and -that-has -important implica-
tions for the securities markets,=

‘serves would be almost totally in-
‘vestable; and would find its way
mostly into the U. S. Governnient
bond market. The resultant effect
on’ Treasury bond prices ‘would’
probably carry them toward rec-'
ord high ground. In the piifest
'sense of the ‘word, that would b
“monetizing” the debt with a véi
geance. The technical position of
Treasuries, incidentally would be
further strengthened by any debt
reduction which application of the
‘'w.ndfall” taxes, supra, would ef-
fect. The municipal bond market
would similarly be affected, per-
haps more so if no reduction in’
personal and corporate income tax
rates has occurred beforehand.

Stocks and commodities would
benefit pricewise initially. Such
of the Old Colored money as is
“hot” would rapidly be sold at
discounts to those willing to as-
sume the risks. Much of such cur-
rency would in small amounts
find its way into the markets.
The greatest of all markets, how-
ever, would be the black market
in the currency itself. Now a set-
tled part of the postwar economic
life of most of the world, black
markets'in currency would soon
be well established in the United
States—at least until the deadline
date. As its life would be short,
no necessity for setting up special
controls would apparently exist,
so its activities would probably
justify the description of being
“rampant,” to put it mildly.

The bank’s problems in han-
dling the mechanics in exchang-
ing the new for the old currency
would be manifold. Whereas in
the 1929 currency face-lifting, 900
million pieces were involved, in
the Rogers recoloration project,
over 2.6 billion pieces would have
to be processed. There would be
the usual transition period when
both currencies would be out-
standing, with its implications of
confusion and extra clerical out-
lays. Combined with the prob-
ability of a deadline on complet-
ing the substitution, the foregoing
would infer a measure of out-of-
pocket expense by banks. Alert
bank management would, how-
ever, take full advantage of the
opportunity to add a previously
untapped source of new deposits
and new business with an un-
plumbed potential.

Economic Repercussions
The onset of a major black mar-
ket in U. S. currency, either in
anticipation or during the actual
processing of the Rogers proposal,
would be an inflationary force of

the first magnitude. The only
course open to those holders who
may not, for one reason or an-

(;ther, exchange their Old cur-
rency for' the New, would be to
swap it ‘for anything tangible—

-houses; cars; jewels, stocks, com-

motdities; what-have you, There
would ‘be-no way of effectively
curbing these activities, In an al-
ready iight: market for :dur-

rables these.-operations would of
Such an amount of excess re~{neecessity. be disruptive. On the

other-hand, removal of any such
sum:as:$12 billion from the pub-
lie’s-hands;-which the .actual ex-
change would probably effect,
would be.somewhat deflationary,
since-the new holders, the banks,
would funnel such of it as the

-Federal“-Reserve left investable,
‘but not loanable, into fixed inter-
‘st securities directly.

After World War I's postwar
boom' burst, MIC dropped 18%
in two““years from 1920-1922.
While a similar contraction fol-
lowing the current boom would
be" material, it would still leave
about "$8 “'billion more than is
needed as a medium of exchange.
In this connection, it is interesting
to note that were the rate of in-
crease in MIC for World War II to
be equal to that of World War I,
the amount of MIC now would be
about $15 billion in excess. In view
of the similarity in the extent of
the rise in the wholesale price
level, this is an illuminating con-
trast, the explanation for which
may possibly lie to some extent
in the eye-opening difference in
income tax rates — lowest and
highest in World War I ranged
from 1% to 65%, in World War
1 20% to 91%.

The more profound economic
intimations in the Rogers currency
proposal would flow from the
politico-diplomatic steps which
the Federal Government could
take, especially as regards tax re-
duction and financing the Mar-
shall Plan.

The Politico-Diplomatic
Repercussions
Outside of the risk of possibly
stepping on the toes of some party
officials, both high and low, there

should sbe no politico-diplomatic

reasons why both Republicans and
Democrats would not welcome
such a currency plan as Repre-
sentative Rogers proposes, with
open arms, On the contrary, it
opens up- possibilities which in a
Presidential -election year, could
not be more promising. First of
all, few politicians would miss the
chance of engaging in a nation-
wide witch-hunt for “the rascals”
in a key election year. It is such
a worthy cause, like being “agin
sin.” Second, and vastly more
important, a currency recall may
provide the perfect answer to
the politician’s $64 question re-
garding the Marshall Plan—who
is going to pay for it? As esti-
mated above, the “take” in hot
money could approximate $4-$10
billion. Such a sum would, in the
upper range, not only finance the

heavy first year of the Marshall
Plan, but much’of the second. This
would clear the way for the

TABLE II—U. S. MONEY IN CIRCULATION , BY DENOMINATION

Total
Circulation

442
442
435
387
312
235
170
134
116
104
100
100
90
85
84

Coin
264
263
246
223
197
171

5
25
114
106
104
100

92
87
86

$1
201
206
207
198
182
151
139
122
112
105
101
100
92
85
80

S 1947. .
© 1946
©1945___
11944 __
- 1943
1942

19417

1940

1939___
+1938.._
3937 ...
¢ 1936___
5 1935
-1934.__
,1933--.

% Change—
. 1936-47 342 <164 101
* Millions of Pieces—

: Total
. 1947__. 2,627 1,060
. 1936-__ 944 449

NOTE: 1947 is as of Aug 31.

180
191
208
232
200
-157
126
111
103

100

-+80

(1936=100)

$10
401
417
432
383
332
259
175
129
114
103
100
100

88

82

79

$2 $5
227
239
254
238
217
186
150
125
112
104
100
100

90

85

79

$20
610
621
515
482
381
273
170
120
105
99
98
100
91
88
89

$50
637
625
581
501
371
255
182
135
115
102

97
100

90

84

91

97
91

94
91
94

+127 4301 +510 --537

31
17

411
181

€23
156

457
75

51
8

+630

$5,000 10,000

1 67
114 144
100 133
143 133
129 122
129 139
342 256
428 333
286 178
242 178

86 67
100 100
100 89

71 39
114 55

$100
730
675
599
587
412
271
202
157
130
109
100
100
89
81
87

$500
319
324
337
412
302
213
193
168
142
118
103
100

91

83

93

$1,000
296
296
304
373
283
221
209
198
160
123
108
100
90
81
89

+219 4196

52
7

.86
27

~181
27

politician to put his best foot for-
ward - in" a"Presidental ‘year —by
cutting taxes.

At the same’ time, ‘the diplo~
matic front would be’ strength-
ened. Not only would the success
of the Marshall Plan in some
tangible form be assured; certain
other frictional aspects of our re«
lations with foreign countries
would be eased. One of these is
the surging black markets* in vari-
ous currencies with U. S. money
usually the base. Recall of the
currency would put an end to
many such- markets for an indefi+
nite period. Operations of the In-
ternational Monetary Fund would,
as a result, benefit greatly.

From a governmental adminis-
trative point of view, Representa-
tive Rogers’ currency recoloration
could be the inaugural for a
periodical refurbishing of U. S.
money, say, every five or ten
years. Not only would this con-
found counterfeiters, it would also
serve to thwart any concerted
efforts to use U.|S. currency as
other than a medium of exchange.
Further, on a piece basis, the
entire currency is normally turned
over (that is, renewed) about once
a year anyway. Therefore, the
element of cost would be of minor
consequence.

Prospects and Summary

Undoubtedly, there is a good
chance cof Representative Rogers’
proposal going through, if not in
1948, perhaps in 1949. It has all
the best arguments on its side.
Nevertheless, it would run into
strong opposition from many
quarters, whose arguments would
not be too easy to rebut. They
run as follows:

(1) A recall of the currency
would be disruptive to the econ-
omy in a critical, i.e.,, a Presi-
dential, year.

(2) A probable increase in the
banking structure’s credit base
has harmful implications, es-
pecially with outstanding loans
now at or just below the all-time
highs. '

(3) There is no assurance that
the amount of “windfall” taxes, to
which the government may fall
heir, would anywhere nearly ap-
proximate the sums postulated
above (viz., $4-$10 billion). There-
fore, the alleged benefits are of
doubtful eventuality.

On the other hand, the opposi-
tion would préobably find it even
more difficult to cope with the
arguments of the pros. They fol-
low:

(1) A new color scheme for the
currency would undeniably facili-
tate the handling and counting of
bills and thereby accelerate bank
business transactions.

(2) The country does not need
any more than $16 billion of cur-
rency in circulation, if that much.
The recoloration could serve as a
recall which would probably re-
duce MIC to that figure, as the
owners would doubtless leave the
difference in banks as deposits.

(3) Recoloration at this time
could be the inaugural of a peri-
odical currency recall which
would formally fix control over
the end-use of U. S. money as an
exchange medium, in the hands of
the individual designated by law,
the Secretary of the Treasury.

(4) Tax evasion would be re-
stricted to other than currency
media.

(5) The Federal debt and in-
come taxes could be reduced in

*Since finishing this article, a note-
worthy development regarding British
currency has taken place. In England,
the alleged black marketeering in sterling
has become so rampant as to lead the
Government to consider a recall of the
entire British currency and an issuance
of new notes, Sir Stafford Cripps, the
Ch. llor of the hequer, r led on
Nov. 18. In order to achieve maximum
effectiveness in squelching marketeering
in sterling, Cripps stated that such “a
currency cancellation would come without
warning.” Since it is a foregone ‘conclu-
sion that U. S, Currency is being used
for a base for marketeering in sterling,
a recall of American money probably
would lish the Ch llor’s objec-
tives without necessitating a British cur-

rency cancellation.

1948 by  applying such of the
“windfall” taxes, which the tax
evaders provided by failure to ex-
change their Old currency hold-
ings for the New, :

(6) The Marshall Plan financ-
ing may, as an alternative to or
in conjunction with ‘No. 5, be
based in part upon employment of
the same “windfall” tax income, -

(7) The inflation potential in

the present amount of MIC, long
a bugaboo of private and govern-
ment economists, will have been
largely eliminated, as over 40%
of the MIC would have been more
‘or less immobilized,
(8) As no changes in the designs
of the currency are in prospect,
the mechanics of the job are much
simpler than those of 1929 when,
in effect, the entire currency was
completely revamped. The major
difficulties, printing time and
color processing, are technological
and probably could be . easily
overcome. The problem of as-
signing colors could be simplified
by making the rarely used $50-
$10,000 notes the same color and
reserving four standard shades for
the bills most often used —the
$1-$20 denominations. The $2 bill,
“race track money,” has long out~
lived its usefulness and should be
eliminated from the currency. The
Rogers recoloration proposal
would offer a good opportunity to
do it while accomplishing more
essential objectives.

Gelotex Dehenture
Issue Oversuhscribed

Paul H. Davis & Co. and Union
Securities Corp. headed an un-
derwriting group which publicly
offered Nov. 21, a new issue of
$3,000,000 of 3% % debentures of
The Celotex Corp., due 1960 and
priced at 97% and accrued inter-
est. The issue has been over-
subscribed.

Proceeds from the financing,
estimated at $2,865,000, will be
used to pay off $2,500,000 of bank
loans made to protect the work-
ing capital position of the com-
pany while it was engaged in its
present broadscale expansion pro-
gram, with the balance being
added to the general funds of the
company.

Celotex has spent around $14,-
000,000 for additions and acquisi-
tions since 1944. These additions
will be further increased by $1,-
100,000 for the three months ended
Oct. 31, sand acquisitions by $1,-
700,000 for the same period. An
additional $1,600,000 will be
needed to complete additions now
in progress. The expansion pro-
gram involves new or improved
facilities in Louisiana, New Jer-
sey, Ohio, Texas, Indiana, Michi-
gan, California, Illinois and Lon-
don, England.

Wall Street Riders
Thanksgiving
Breakfast

A tradition of the Wall Street
Riding Club will be observed on
Thanksgiving morning when the
financial district’s equestrians will
hold their Thanksgiving breakfast
ride at Forest Hills, L. I.

The ride, which will be led by
the Club’s President, Mr. G. H.
Struckmann of the Bank of the
Manhattan Company, will be fol-
lowed by breakfast at the Forest
Hills Inn.

On the Committee in charge of
arrangements for the breakfast
ride are, the Misses Virginia
McGaffney of Dunham & Fletcher
and Adele Lotz of J. & W. Selig-
man, as well as Mr., William Salis-
bury of Union Securities and W.
F. Baldwin of Smith, Barney &
Co.

‘Chas. Walker in Buffalo

;I:BUFFALO, N. Y.—Charles W.
Walker is engaging in a securities
business from offices at 1045 Elli-
cott Square.
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(Continued from page 6)
author of ‘a volume on “Cycles:
The Science of Prediction.” Mr.
Dewqx states that there are some
activities in economic life which
over a long period of time have
moved in a certain up and down

* rhythm with a regularity which
-@an not be sufficiently explained
by chance. On account of this
regularity, Mr. Dewey makes the
cautious statement that he con-
siders it unwise to disregard the
possibility of the continuation of
these trends exhibited in the past,
Without question, some of the
cycles demonstrated by Dewey
are striking with regard to the
regularity of the pattern shown
and to the length of the period in
the past to which this pattern can
be traced. His 183 year cycles of
real estate activity and of build-
ing construction are a case in
point. At the same time, the ap-
plication of the knowledge of
cycles is limited by the obvious
- fact that the behavior of ups and
“ downs in the past is no guaraniee
of such behavior in the future.
Even if such a continuation is ac-
cepted as probable, there is still
room enough for changes in the
length of cycles and for other de-
viations to render the study of
cycles at best an auxiliary instru-
ment of research, Dewey himself
admits the limited value of the
study of cycles by emphasizing
that knowledge of the  facts in-
volved should be of value “if
used with intelligence.” His 18
year building construction cycle
brings this point out clearly. If
the 'past pattern is a correct in-
dication of the future, construc-
tion " will decline from current
levels to a low point which may
be reached sometime in 1953-
1954. Thereafter there will be a
{%sggcoming to a peak about 1962-

Anyone familiar with present
housing conditions in the United
States would hesitate to- accept
the probability of a low level of

_ construction during the next five
years. Generally, the opposite -is
looked for. Present construction
activity represents a deviation
from what it would be under a
straight 1815 year cycle. How-
ever, there have been divergencies
of similar size in the past. At the
same time this divergence gains
in interest when compared with
the .censtruction forecast included
in the general busingss survey
prepared by Mr. F. D. Newbury
for the Westinghouse Electric
Corporation. According to the
construction cycle worked out by
him, “the next low point in the
construction cycle will not come
before the late 1950's.”

The reason for the discrepancy
between the two views is prob-
ably the adjustment made by
Newbury for what he calls “the
delaying effect of the war.” Such
an adjustment seems well founded
and demonstrates at once that ne-
cessary adjustments in the inter-
pretation of cycles may be so
weighty that anyone who fails to
make them may find himself in
error to the tune of several years.
As a matter of fact, according to
the Westinghouse forecast, the
high-point of 'construction activ-
ity may well occur about the sanie
time when the low point will oc-
cur according to Mr. Dewey. Ob-
viously, only a person with gcod

- nerves and one who expects to
- live & long life should be advised
1o determine his investment pol-
icy exclusively on the . basis of
- cycles. )

The temptation is great. For,
as far back. as, one can se2, busi-
" ness has moved in cycles. So have
" the seuasons. But no one has yet
- found ‘that magic formula which

would enable the average investor,

" to look up the cycle: of heavy in-
- dustry. with: one-eye arg ;{iﬁg"tlie
. right prices at which to byysand
. sell .General Motors. withy the
- ‘other. Or, putting it différént’y,

there ‘is no short cut here to re-
tirement at 30.

Too Good to Be True

Business has been at a high
level so long that it is now in the
position of the boy at school who
rose to the head of his class. He
can’t advance any further but if
he doesn’t watch his step, he may
easily slip back into a less re-
spected place. No matter how
well he does, he can do no more
than hold his own. In the mean-
time, his family and his friends
watch him with great pride and
still greater anxiety. L

Fear of a business recession ‘18
widespread. During the decade
preceding the war there were al-
ways many -millions of unem-
ployed looking for jobs. The war
changed all that. Now, however,
the pressure has gone and surely
we are in for trouble again. So
warns one school of thought
whose attitude is marked by a
fear complex born during the
depression years when “eternal
prosperity” seemed to have be-
come but a costly dream.

Side by side with this psycho-
logical uneasiness there exists a
more concrete fear of a recession
based on scrutiny of current eco-
nomic trends. This fear has to do
with inventory accumulation,
price maladjustments, etc. There
usually is some emphasis on the
temporary character of the com-
ing recession and on the good
prospects of a subsequent period
of several years of good business.

The stock market deciine in
the autumn of 1946 has probably
been an important factor in the
business picture of the past
months. It will always be a moot
point to what extent the stock
market ‘merely predicts coming
events-and to what extent it help:
to bring those events to pass by
its own action. The 1946 decline
had. yet another effect. By pre-
dicting trouble it put the business
community on the alert and was
responsible for many steps taken
in order to prevent the predicted:
trouble. The concern caused by
the market decline had a salutary
effect because precautionary
measures were taken at a time
when business was extremely
good and. reductions in commit-
ments could be carried out with-
out the severe repercussions
which would have come if the
same measures had been taken at
a time when business was falter-
ing.

Today we are faced with a set
of conflicting developments which
tend to pull the economy in dif-
ferent directions. Which will come
out on top during the next 12
months? Any prediction on that
score is limited by the circum-
stances that some of the factors
involved are so intangible that
they can not even be reasonably
guessed at. Others are of a more
tang.ble nature.

Prices and Wages

»ince the end of the war, prices
and wages have increased greatly.
If they had moved in harmony,
each additional cent charged for a
pound of butter would have been
offset by an additional cent
earned by the consumer. The
change would have been mainly
technical, except, of course, for
all those who depend on .fixed
income. to. pay for their livin
expenses. ) >

As it was, the increases in
prices and wages were extraor-
dinarily different in scope and
resulted " in important .shifts. in
consumer ‘purchasing power.
These shifts are still continuing
and the ones that have -taken
place - have ‘not yet been ' fully
digested. Consequently, there is a
lack 'of ' equilbrium in the econ-
omy ‘which, it is ‘true, has not
yet had any harmful over-all ef-
fect but which'‘ represénts a- po-

tential threatigf trouble.
. Emphasis placed on ‘the lack of

all Street

equilibrium which has resul.ted
from the divergent trend of prices
and wages in recent years may
easily be interpreted as a criti-
cism of the prevailing distribution
of purchasing power. There is,
however, no basis for assuming
that the division of national in-
come which existed just prior to
the war was ideal or even satis-
factory. Nor is there any basis to
assume that the present division
is. The point to be stressed is that
any great shift in economic rela-
tionsnips creates frictions. Another
point to be emphasized is the ap-
parent transfer of dollars from
one group. of people who spend
most of what they make to
another group which may spend
a lesser percentage of the total, at
least during the current period
of prosperity.

Approximately -since the turn
of 1945-47 there have been in-
stances of price reductions in
some consumer goods. On the
whole, however, these reductions
have been of small proportion.

The prospect of a price reduc-
tion of certain agricultural prod-
ucts has- been dimmed recently
by the possibility of a lower corn
crop and by the continuation of
large exports of grain and other
farm products for relief overseas.
It is impossible to tell how. much
ionger a return to a more regular
supply-demand relationship will
be postponed by these exports
However, it is sometimes over-
looked that the large demand for
farm products is not exclusively
or even predominantly caused by
export .requirements but by in-
creased domestic per capita con-
sumption of some ‘foods, such as
for instance meat and livestock
products. As in numerous other
respects, the domestic standard of
living is higher than it was before
the war also with regard to con-
sumption of food.

Despite the fact that here and
there prices are still. being in-
creased, there would seem to be
a good over-all prospe¢t for a
gradual flattening out and subse-
quent decline of the price spiral.
The reason for this is the tremen-
dous productive capacity of the
United States, the rate at which
this capacity is being utilized now
and the prospect of a decline in
some demand sectors in the fore-
seeable future. Improvement in
efficiency resulting from a smooth
flow of materials and from in-
creased worker productivity
should also have a beneficial ef-
tect on prices. This way, attain-
ment of a new equilibrium be-
tween prices and wages can be
hoped for, even though it may not
seem ideal and though it will not
be permanent.

Right now, many relationships
in the economy require adjust-
ments and any further increase in
the cost, of living of the urban
population will intensify existing
difficulties. These difficulties can
only be eased by a gradual re-
duction in the consumer’s bill of
daily expenditures and any de-
velopment that goes counter to
this desirable object tends to in-
crease the chance of a violent
correction taking the place of a
healthy readjustment.

European Aid—Dollar .Shortage.

For several months past efforts
have been made to set the stage
for a Congressional. decision .of
far reaching importance. The is-
sue at stake is illustrated by. such
headlines as—‘“Marshall Plan for
Europe,” “World Dollar Famine.”
"'The economic problem behind
the issue in question:is not:too

complicated. As. a result of .the

strain 'of war. and also partly of
steps allowed to be taken after
the war, the Continent-of Europe
and- the British Isles-have :been
generally:.unable -to restore the
standard of living of their in-

habitants ‘even remotely to the

level prevailing  before the: war.
Neither have* they been able to

're'st'ore 'tl'{e'ii‘prodl‘xction to a level

K | where they can sell” enough of

their goods to other countries to
be able to buy the goods from
other- countries which they can
not produce at home. In some
cases economic difficulties have
been greatly aggravated by politi-
cal upheavals and difficulties con-
nected with outside political con-
trol. The consequence of all -this
has been a crying need for im-
ports of raw materials, machinery,
etc, on a large scale. For obvious
reasons the only country that can
supply such needs in guantity is
the United States.

While the productive capacity
of this country has shown itself
on the whole equal to the foreign
demands made upon it, no. soiu-
tion has as yet been found for
payment by foreign buyers for
their purchases made here, True;
foreign dollar resources are by no
means negligible. According to
recent calculations, foreign dollax
balances have been estimated at
$6-7 billion. Foreign holdings o1
gold valued at $35 an ounce have
been estimated at about $15 bil-
lion and foreign holdings of in-
vestments in the United States at
$3% billion. In evaluating these
resources, however, allowance has
to be made for the uneven dis-
tribution of those resources which
often means that the largest dol-
lar balances and gold holdings are
not owned by  those countries
which want to make the largest
purchases here. Furthermore, gold
holdings are often looked upon as
a protection for individual cur-
rencies and as an iron reserve to
be spent only in case of emer-
gency. Consequently, foreign na-
tions are exteremly reluctant to
spend their dollar resources on
purchases in the United States, no
matter how important they seem
to them.

. The importance of the present
level of exports for domestic busi-
ness activity is self-evident. Al

were at an annual rate of $17 bil-
lion. They have declined ‘sinec
but were still at an arnual rate o’
about $13.4 billion in Septefnber
At the peak of the export boom
following. World War I they
reached $8.2 billion and'"during
World War II they did not excee.
$14.3 billion, A reduction in ex-
ports which took place in 1921
when they declined from $8.2 bil-
lion to $4.5 billion is believed. tc
have contributed to the severity
of the recession of that period.-:A
gradual moderate reduction now
might not be harmful because it
would take some of the pressure
away from thesgprice structure
However, there is no reason tc
wish for a sudden drastic contrac-
tion.

Living conditions in many parts
of Europe are extremely depressec
and help can only come from the
one country whose industria:
power was not impaired but was
enhanced by the war. Whether
or not the Marshall Plan will be
carried out in its present form
cannot be said at this moment
However, there is: hardly any
question that substant.al aid to
Europe will be extended by the
United States in 1948 and 1949,
The extent of this aid will, of
course, be modif'ed by the results
of Furopean harvests and by the
speed of European industrial re-
covery. .

The repercussions of the Mar-
shall Plan on the domestic econ-
omy should perhaps be weighed
in terms of maintenance of bus‘-
ness activity at a high level rather
than in terms of further expan-

were only 42% of total exports.in
1946-and 36% of total exports in
‘August, 1947. It can be seen,
therefore, that the volume of fu-
ture- American. éxports: will :not
be determined by exportations: to
Europe - alone. . Canada,. -South
‘America and -Asia.all have tbeir
own - dollar - problems. ~ Maybe,
though, the recent efforts aimed
at: reducing -barriers - to - world
trade may have a favorable effect
on U, S. trade with areas where

their peak in May, last, exports|

son. Besides, exports. to Europe.

the Marshall Plan will not be
operative. g )
Construction

There is no need to stress the |
importance of construction activ- |
ity for the economy as a whole.
In ‘the business forecast of the
Westinghouse Corporation, men-
tioned " earlier; the prediction of
several years of prosperity was
based largely on the expectation
of intensive activity in the con= |
struction industry. In addition to
housing demand, accumulated
during the war years, there is gen-
erally believed to be an additional
deferred demand caused by a
sub-normal. rate of construction
for a number of years preceding
the war.

As against widespread hopes
that construction activity would
show a continuous rising trend,
the volume of new construction
contracts this year has been some-
what disappointing. In line with
the general trend on the part of
consumers to question the pre-
vailing price level and to think in
terms of lower prices to come, a. |
good deal of criticism was directed
against the high level of construc- |
tion costs and the low level of
labor productivity in the industry,
An uneven flow of materials also: |
was blamed for high building costs. |
This development brought back to
memory the experience . of the
construction industry after World
War I when an equally steep in-
crease in costs brought about a
sharp decline in activity during, |
1921 and then an equally sharp’ |
and rapid decline in costs helped
to restore construction activity
within a short period so that vol-
ume attained a high level in 1922
when other industries were rather
slow to recover from the reces-
sion.

Whether a repetition of the
1921-1922 experience will take
place can not be said yet but it
does not look as'if the comparison
will be too striking. A revival of
confidence in business generally !
appears to have spread to the
construct.on industry. Government,
forecasts of construction activity
for the current, year which were
revised downward a few months
ago have been subjected to an=
other revision and more recent
estimates predict a total construc-
tion volume this year of $12.5 bil-
lion as compared with a volume
of $10 billion reached last year.

There is hardly any question
that the deferred demand in hous-
ing is large. It may be so large not
only becaust there is an actual
deficit in construction but also be-
cause quality and size of accom-
modations demanded by the pub-
lic have increased in recent years
just as the standard of living has
improved in some other respects,
e.g., the consumption of food.

So far the failure of the con-
struction industry to hit its stride
has been no misfortune. Business
activity has been so high that a
rapid increase in construction this
year would only have accertuated
existing shortages and price
squeezes. Next year may be a
different story. Better availability
of materials, greater productivity
of labor and continued buyer cau-
tion may bring building. -costs
down to a point where accumu-
lated demand will finally, assert
itself actively and where the con-
struction industry will become one
of the main sustaining .pillars of
business for .a number. of, years to
come. o YA e D

Temporary Prosperify .

Business activity: sincei Vi-d .Day
has -been :greatly: more . favorable.
than even the optimists: dared to
hope, Against an avalanche of dif-
ficulties such as-physical srecon=
version - of ‘a giant warmachine,
long drawn-out strikes, sharp cur=
tailment of government spending
and a’ growing tide of 'recession
forecasts, volume --of - production,
distribution. and -consumer: de-
mand—all have held up. at; very
kigh levels: - The:speed and flexiy
bility. of the economy in switch=
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| ing over from war to peace could
| not-have been surpassed.
[ In the face of this good news,
| the - temporary character of the
l present period of full employ-
| ' ment is being stressed with in-
| creasing emphasis. There is no
‘ doubt that foreign trade cannot
| continue at present levels indefi-
| nitely and we have seen it shrink
| during recent months. Another
| 'big demand factor—the accumu-
! lation of inventories—cannot con-
| tinue indefinitely. Government
| spending at present rates is still
i being subjected to growing criti-
| cism and curtailment. The war
| deferred demand for autos and
| other durable goods‘is going to bé
reduced constantly as production
. and supply of raw materialg be-
| come more steady.
i Even after all this has been
| noted, it still does not add up to
the conclusion that the present
. prosperity is basically temporary
in' character. At least, it is not
. more temporary than has been
any other period of prosperity ex-
. perienced in the past. As it is,
| there will probably always be
' some 'sectors in the business of an
industrial nation where an ex-
traordinary demand makes itself
felt for a temporary period only.
The reason may be the develop-
ment of a new industry, of a new
foreign market, of a shift in liv-
ing habits' 6r some phenomenon
such as the unprecedented foreign
demand for American goods
which stems from the dislocation
of World War II.
. One conception to get away
from especially is that business
activity stands and falls with the
presence of a large accumulated
demand. While this demand is un-
questionably a big factor in busi-
ness now, there have been many
times when industrial nations
were prosperous without the stim-
ulating influence of a shortage in
automobiles and refrigerators. In
the machine age the main drive
to create demand for goods and
labor has been the effort to im-
prove people’s standard of living
through the ever-growing use of
machines and countless inven-
tions. :

Of the demand sectors which
may be considered temporary due
to their very nature, the one the
prophets of gloom declared the
first likely to cause trouble was
the accumulation of inventories.
As was natural after a prolonged
war, business tried to rebuild its
inventories as soon as matérials
and finished products, were avail-
able in quantity again and it was
obvious that as soon as inventories
had been rebuilt, demand from
this source would vanish. Some-
time about the middle of 1947 it
had practcially come to a stop but
where was the recession which
was supposed to follow cessation
of inventory buying? Obviously
the slack was taken up by some
other sector of business. Exports
are most frequently mentioned.
Now people are beginning to
worry about how we will offset
a—say—$5-$8 billion drop in ex-
ports. With domestic shortages
and prices being what they are,
this question seems rather aca-
demic right now. Some decline in
exports;at least should be readily
absorbed by domtestic demand.

However, ‘even if this were not
50, it would ‘not necessarily be
bad."'A-‘temporary ‘' slackening in
business‘‘activity might create a
better balancé-in many fields and
thereby encourage the emergence
or - revival of- industries - where
there ekists'a large demand but
where prices, ‘labor or other diffi-

culties ' haver'so far prevented a

smoothiilevel of operations being
attained. ‘The construction indus-
try is a.case-in point. It may be-
come ' the backbone of business

activity for many: years to come.”

It has not. yet hit its stride. How-
ever, the latest reports mention a
rather ' unexpected increase in
building activity, Maybe construc-
tion will step forward just at the
time - when "some - other demand
sector will be drying up. In any
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case, prosperity does not depend
solely on inventories or exports.

One might go one step further.
Even if business were to decline
and settle at a level 10-20% below
the present peak, it would be no
disaster. It has already been dis-
covered that full employment is
no unmixed blessing. Maybe
functioning of business at a rate
somewhat below 60 millioh jobs

the pressure on prices which we

will help to ease the shortages and

are experiencing now." As Pro-
fessor Slichtér pointed out recent-
Ly, full employment creates prob-
lems of its own.  However, they
are more pleasant than those as-
sociated with a depression. At this
moment, a depression seems far
away. In view of that, concern
over the possible length of any
“correction” or “recession” may
have been carried farther than
necessary.

bitious GI apprentices. These are
the men who a few months ago
stepped out of uniform into a pair
of overalls and started learning

‘how to lay brick, apply plaster,

drive a nail, wire a house and
thread a pipe. It is truly remark-
able how rapidly and hew com-
petently these boys are filling the
depleted ranks of our skilled
construction labor.

You must remember that today
the average age of our skilled
construction labor is around 55
years. It is through ignorance or
ill grace that our critics condemn
the construction industry for this
fact. Did we not just fight a ‘war
with young men? There was no
pool for apprenticeship under the
draft. Did we not prior to that war
just pass through a 10-year de-
pression when we held out no in-
centive to youth? In 15 years a
man of 40 becomes 55. '

Now with our GI apprentices
swinging into stride, it is not in-
appropriate that we suggest that
those who criticize look to cir-
cumstances today and not eight
and ten years ago for the ammu-
nition to load their muskets!
They should remember that the
boys whose chosen industry they
gre attacking have had experience
dodging rockets and other mis-
siles of modern muzzle velocity.
They should remember, too, that
there are considerably more than
100,0000 of these young men today
enrolled under the banner of con-
struction industry apprenticeship.

Let us lay our cards on the
table. Let us analyze the cost of
building,” whether it be a home,
factory or store.

‘The high cost of building is due
to four.primary factors: One, the
high cost of taxes; two, the high
cost of materials; three, the high
cost of labor, and four, the un-
steady flow of material and labor
to the job. This last factor is due
to dislocations and shortages of
both material and labor. ‘It has a
prime influence on productivity
and productivity is the basis of
building cost. This condition of
flow is improving as prices be-
come firm and delivery definite.
It is the cause of an improving
curve of productivity in our in-
dustry.

Costs Will Be Stabilized

There - is abundant evidence
that, if at least current conditions
prevail, the cost of construction
will become stabilized. We cannot
guarantee that because there are
too many contributing factors out-
side of our industry and beyond
our control. But the prospect is
reasonable,

Construction is performed for
the most part by. numerous small
businesses. There are in-the con-
struction industry more than 200,-
000 contractors. With but few ex-
ceptions, they are small business-
men, These are tens of ‘thousands
of small business firms engaged in
the . distribution of *construction
materials° and equipment;  thous-
ands engaged:-in the manufacture
of this material. There are thous-
ands of small businessmen en-
gaged in the financing of building:
tens. of thousands in engineering
and design. Tn fact. a verv larsae
nercentage of our almost 4.0N0.000
centers of individual initiative

which - constitutes ‘the: American

free enterprise system are en-

Construction Faces New Decisions

(Continued from page 9)

gaged in one way or another with
construction,

It is a tribute to the genius of
the American system that so many
and so diverse a-group could be
brought together to achieve the
miracle of almost 1,000,000 houses
a year in the face of trying mate-
rial shortages, adverse labor con-
ditions and interference from
many sources, not the least of
them the Federal Government. It
must be a phenomenon to eternal-
ly confound the economic plan-
ners. '

Here is an example of the suge-
riority of the versatile, efficiently
small unit of the eeonomy being
able to react effectively and
quickly to a need. It is testimony
in favor of the small businessman
with his compact, skilled manage-
ment. Could the mere ponderance
of bigness have done as well? We
doubt it. :

Yet some of our critics assail us
because the construetion industry
is a maze of small units, buying, as
they say, at retail; and employing
the technique of custom fabrica-
tion instead of mass production.
These critics seem to disregard
some important considerations.
Their reasoning continually harps
back to the assumption that in
bigness there is virtue and effi-
cient low-cost production.

We challenge that assumption.

If the demand for copstruction
could . be, guaranteed at today’s
high level for 10 years or more,
without diminution, perhans the
argument for bigness of the con-

Struction organization would make

for low cost if—and. this is impor-
tant—the large operator could ex-
ploit without cost to himself the
years of effort and cost in train-
ing skilled mechanies for the job,
and the efficient sources of suo-
oly nurtured and built up to effi-
cient level by the patronage of
many small customers whose di-
verse demands create a reasonably
steady level of demand year in
and year out.

Yet that is precisely the bill of
goods that some attemnt to sell
to the publie. They use all manner
of devious threats and coercion to
gain their ends. Even arms of the
Federal Government are being
subverted to political ends to re-
form conditions that today pro-
duce high-level production and
the satisfaction of wants, The
vrospective result of some of this
intervention is entrenchment of a
mononoly dwarfing in magnitude
the objects of current attraction.

We are not perfect. But this
furor about alleged wasteful
methods of distribution. about al-
leged restrictive practices, and
manv of the other notes of the
novular critical theme song that is
heing replaved on' the pnlitieal
jukeboxes todav. even if all of it
were true. would be but a dron in
the bucket in the cost of construc-
tion. Some of these nractices are
bad. T oppose them. T call on the
industry to rid  itself of them,
They do nobody anv  gand.
They bring more harm to those
who trv to facter them than they
harm the public. The exercice of
this evil i« a matter of exercise of
dond vublic relations within the
industry and is not the terrible
dragan nresented 0 often to the

vublic. Tt js our job. Let us take

care of it with diematch,

Our construction industry is

coripletely dependent upon pro-
ductivity . This is primarily a re-
sponsibility of management, but it
cannot be ‘achieved without " the
fullest cooperation of labor,

Insufficient Skill of Workers

Much of the present unsatisfac-
tory level of productivity is. due
to the lack of skill of many work-
ers who came into the industry as
a result of war’s demand for labor.
Their lack of skill is pulling down
the productivity of their fellow
workers. It is lowering the aver-
age. It is an obligation of-labor
for its own self interest to.take
immediate and'effective steps in
helping to train these men and to
qualify them by practical test.

* It is true that average worker’s
outlook is conditioned on the idea
of boom and bust in our construc-
tion work. It is a lesson taught by
bitter experience. I do not regard
a bust as inevitable, or even in
prospect. The work before us is
too huge, and so enduring that we
look out upon five to ten years of
unprecedented activity. It is nec-
essary that the worker in the
ranks see this vista. When he does
the urge to restrict production, to
hold back and to prolong the job,
will fade, for the construction
worker is primarily a progressive,
industrious citizen willing to give
a good day’s work for a good day’s
pay. He just doesn’t want to get
caught on the short end. It is our
job of public: relations—employee
relations—to make him see the
job ahead is such that he will not
be working himself out of a job
by being truly productive,

Let us look at this picture real-
istically. The Department of Com-
merce tells us that new construc-
tion activity of all kinds is about
5% % of gross national ‘product to-
day. Before the war in periods of
active business it amounted to
10%. According to that reckon-
ing, we will need ‘to increase our
present new construction activity
by 100% to reach a relatively high
level, using past performance as
our measure of “relatively high.”

What does this mean? A month-
ly volume of $3,000,000.000 and an
employment of 4,000,000 ,men.

That’s a challenge to all of us—
labor and management to get the
“ngostest of the bestest there first-
est.”

Recommendations

What are the lines we must fol-
low to meet the problems of the
construction industry?

First, we .must keep the public
informed. We must let the public
know what construction means to
our economic health and high
standard of living and what the
industry is doing to improve its
service to the public.

Second, we should examine cri-
tically the fact-reporting agencies
which serve this industry, We
need to know correctly and ac-
curately where we stand, what our
volume of activity is, broken
down in usable categories, and
what its relations are to the rest
of the economy,

Third, we must bring about
more stability in construction ac-
tivity. We must encourage the ad-
vanre planning of private and
public work, and other measures,
which will tend to stabilize the
flow of nrivate and nublic funds
intb needed construction.

It  is essential that suopliers
where thev. have not already done
so reestablish and continue their
eustomary vractice of auoting and
honoring firm vrices and of main-
taining -definite deliverv on soe-
cifie projects on which the auan-
titv “of -material and time of
deliverv_arve known factors. It is
not ‘intended that all prices be
maintained rigidlv. The suggestion
means simnly that the suvnlier
Wimits his risk to snecifin preiapts
of his own' chaosing. This will he
of oreat secistance tn eantractors
in their efforts to stabilize nriceg,
and thus will oven the door to in-
vestment dollars ndw.in hidine.

There are pending,in Congress

hills whieh wonld:pontinue on a
permanent basis the present re-

payable grants administered by
wne Federal ‘Works' Agency for
use by states and cities for ad-
vance preparation of architectural
and engineering plans for needed
public works, We should endorse
the principle underlying this leg-
islation,

Fourth, we should widen our
markets and develop new ones. To
accomplish this we must stimulate
technical research. We must en-
courage the application of the
techniques of mass production to -
the decentralized organization and
operations of the building 'indus-
try. We must ‘take an active in-
terest in programs for urban re-
development which are of direct
interest to all branches of con-
struction—highways, building and
heavy construction work.

- Fifth, we must modernize build~
ing and other codes and improve
their administration. Our objec-
tives must be to protect the public’
life, health and property and at
the same time to permit the exer-
cise of individual initiative in im-
proving the design, the materials,
the equipment, and the methods .
of assembly or work which go into
building and other construction,
Sixth, we must accelerate and
intensify the industry. programs :
for apprenticeship .and training, -
including refresher courses,

Seventh, we must make every
effort possible to keep costs down, -
We always have problems of costs *
and we always will. They are
acute now, however, on account
of the postwar increase in the gen-
eral price level. Costs are up in
all lines of business activity, no
more so relatively in construction
work than is the case with other
services and commodities, We are
all in this postwar price boat to-
gether. We all have a great stake
and a serious responsibility to do
our part in keeping the boat afloat
by :stabilizing the price structure,

This stabilization of prices, if
past experience is any criterion,
will have to be on a level per-
manently higher than before the
war. We will have tofind this
level by a series of adjustments.

We will do that best in a free
market,.

Denunciation of business and
the tactics of anti-trust prosecu-
tion fail to go to the heart of our
pbroblem of inflation. The pre-
scription for the whole economy
is simple. It has been stated a9
follows:. - '

“The need is to work and pro-
duce more effectively, consume
more economically, and maintain
stability in wage rates, to prevent
another turn in the spiral while
production, competition and econ-
omy bring prices back into ad-
justment.”

That is the cure for inflation,
Will we take it?

In the long run, the construc-
tion industry can exert its most
powerful downward pressures on
costs by investing more heavily
in the training of skilled men and
in technical research. Construc-
tion offers real opportunities to
aggressive young men and we
must see to it that they are
trained to take advantage of them,

We have an unparalleled opoor- )
tunitv to initiate a far-reaching
activity through the Building Re-
search Advisory Board. That
Board in its own different and
distinctive way. should and can
become to the building industry
what the Advisory Committee on
Aeronautics is.to the aviation in-
'dustry. It can take its place beside
the Highway Research Board as:a
second strong arm in the construc-
tion industry’s progressive and
forward looking efforts to im-
prove its service and to render an
even greater contribution than it
has in the .past to the country’s
economic welfare and security.

Our job: is to build. We are
secure in our knowledge that we
are dding a good job. We also
have’the obligation to replace in
the public’s mind the amazement

of ignorance with the sureness o?
knowledge.
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happened in 1946, not only in the political arena itself
but in the markets in which the housewife—and a_all the

~ rest of us, for that matter—are accustomed to finding

* the necessaries of life. The bare shelves in the so-called
legitimate markets, and the prices in the so-called black
markets, with limited supplies on hand at that, are _mat-

" ters not easily erased from memory. Since ?rpsndent
Truman, reading the election returns in a realistic way,
removed most of the controls, prices have risen to a
point where they now constitute a political problem of
considerable magnitude. But. the: politicians are unde-
cided, confused and divided on-the question as to what
to do about them. They know not whether to sqffer the
ills they have or fly to others the sting of which they
have learned by sad experience.

The Real Price Situation

Tt is about time the authorities, and, probably, many of
the rest of us, faced this price situation more understand-
ingly and more realistically. Nothing is to be gained by
further nursing of delusions on the subject. Attempts to
control prices by fiat not only fail, but would in every re_:al
sense be a failure even were they to succeed for a brief
period. Efforts to reinstate price controls or rationing, or
both, might or might not defeat some politicians next
autumn and elect others, but it may be taken for granted
that neither of them would in the least contribute to an
elimination of the underlying conditions which are respon-
sible for the situation of which complaint is made. On the
contrary, they aid mightily in the perpetuation of these
conditions. .

Shout as loudly as the politicians or would-be polit-
ticians may about “speculation,” “monopoly,” “prof-
iteering,” and all the rest, the fact is, of course, that the
rising price trend of the day is a direct result of the
excess of “effective” demand over supply—and can be
traced in no large degree to anything else. Now, cur-
rent demand is an outgrowth in part of the destruction
of war with its resultant reduction of supplies below the
point of real if not desperate need. The demand of these
unfortunates becomes “effective” by reason of the gen-
erosity of others less adversely affected and now gen-
erally more fortunately situated. In the degree that it
does become thus “effective,” it adds to the call for cur-
rent output without either increasing production or re-
ducing demand elsewhere—unless, of course, the bene-
factor reduces his consumption. How it is that the
benefactor can “contribute” to the relief of others in
existing circumstances without reducing his own con-
sumption of the articles in demand will become clear
as this discussion proceeds.

Money Supply

Partly as a result of New Deal profligacy and New Deal
effort to woo prosperity by deliberate inflation, partly as an
outgrowth of war extravagance run wild and of faulty war
financing, and perhaps, in dollar terms, most of all as a
politically inevitable effect of the most costly war of all
time, the supply of money in the hands of the general public
is so large that it would have been regarded as fantastic by
any living man less than 10 years ago. Accustomed as we
have become to astronomical figures it is still almost incred-
ible that currency and bank deposits in the hands of the
general public total $165 billion as compared with $60 bil-
lion in 1939 after six years of New Deal squandering. Even
less credible, or creditable either, is the fact that this figure
rose more than $5 billion during the past year, a period of
months which might almost be termed the second full post-
war year, and is now nearly $15 billion greater than it was
when the war ended.

Now, there appears not to be the slightest question
that these funds are more widely held than ever before
in our history, or, for that matter, in the history of any
other country on the globe. It is all very well for the
Federal Reserve or any other “research group” to come
forward with “sample” surveys employed by many
crackpots as evidence of “concentration” of the holdings
of “liquid” assets of the country. They may or may not
be “concentrated,” depending upon the definition of
that quite elastic term, but we are quite certain that
they have never before been less “concentrated” in the
hands of the “fortunate few” than they are at this time.
In addition, of course, the great rank and file hold de-
mand obligations of the Federal Government in amounts
never before dreamed of. These obligations, or many of
them, were sold to Tom; Dick and Harry on the plea that
they could be held to provide funds for postwar spend-
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ing. It might be misleading to add the war savings
bonds outstanding to the increase in money supply to
measure current purchasing power accumulated from ..
the past, but it is obvious that they must all be taken
into account.
‘Velocity
It ought by now to be evident that one need not be a

“quantity theory” extremist to agree readily enough that the]

price level in these circumstances is fixed and will be fixed
very largely by the rate at which the public at large decide
to make use of these funds—that is the rate of “turnover”
or what is commonly termed the “velocity” of money turn-
over. The upward pressure on prices caused by increased
activity of funds already in hand could in appropriate cir-
cumstances be substantially reinforced by any decision that
holders of war savings:bonds might reach to convert their
holdings and put.the cash into the markets. It is to be ob-
served in this connection that during the past year or two
there has been no indication of a sustained movement to-
ward more active employment of funds. Indeed the trend
has apparently been slightly in the other direction. The rise
in prices during this period was evidently supported by a
$15 billion increase in money supply.

Of course, supporting this large increase in stored
up purchasing power (or to be less polite, this stored up
inflation) as a price factor, has been a long accumulat-
ing consumer deficit of many types of goods. It must
not be forgotten that a long period of depression pre-
ceded the feverish activity of the war years. Any cur-
rent or future purchases for foreign shipment may or
may not add, dollar for dollar, to the demand for goods,
depending upon circumstances, but they certainly can
do nothing to subtract from it.

Not only how ill-conceived, but how puny many if
not most of the anti-inflationary steps now being pro-
posed appear in light of such facts as these!

Our Basic Economic Problems

(Continued from first page)

way of life is predicated upon
Adam Smith’s enunciation of the
idea that every man, so long as
he does not violate the laws of
justice, should be “left perfectly
free to pursue his own interest in
his own way and to bring both
his industry and capital info com-
petition with those of any.other
man, or order of men.” ’

Marx turned to revolutionary
ends the proposition that “the
value of a commodity, or the
quantity of any other. commodity
for which it will exchange, de-
pends upon the relative quantity
of labor which is necessary for its
production.”

Leonard Dalton Abbott, in his
Master Works of Economics,
points out the differences between
the two systems, somewhat as fol-
lows: “Marx applied his construc-
tion to the ‘class struggle’ of
capitalists and wage workers. He
believed that the capitalistic sys-
tem is based upon exploitation
and that its irreconcilable con-
flicts would lead to its dissolution.
Just as slavery passed into serf-
dom, and as feudalism passed into
capitalism, so, according to Marx,
capitalism in its turn will pass
into socialism.”

The struggle between these two
forces has been going on for more
than three centuries. Incident to
these political struggles there
have been coincidental but like-
wise very important economic
struggles.

Abbott further says: “The eco-
nomic pendulum has been swing-
ing between liberty and legisla-
tion, between competition and co-
operation, between capitalism and

|some form of collectivism. The

debate is still going on. While
neither side in innumerable dis~
putes can be said to have won
complete victories, we are bound
to recognize that society in Amer-
ica, as well as in most of the Eu-
ropean countries, has.been moved
toward economic democracy and
extension of government func-
tions.” .
Many of us contend that it is the
province of government to find
the golden mean between these
two extremes. In present day
America our economic problems
ean be solved only when and if

we have established the extent, if
any, to which our government
should try to manage our econ-
om

Battle of Ideologies

As late as last Monday, this
centuries-old issue was laid
squarely before the American
people, The battle between the
ideological forces of socialism
‘and the American way of lite
based upon our constitution, rages
on, Socialism vs. democracy,
capitalism vs. managed economy.
regimentation vs, free enter-
prise. These are the issues which
must be met squarely; these prob-
lems must be solved by the Amer-
ican people before we can ever
hope for economic and social sta-
bility in America and peace
throughout the world.

There should be no question in
our minds which political course
we should take. Autocracy, so-
cialism, communism—collectivism
in any form—is as undesirable and
as ineffective an instrumentality
for governing any people as is a
pure democracy, There is little or
no difference between absolute
monarchies and the different gov-
érnmental forms of collectivism.
Both, in the last analysis, are
despotisms. Each of them is un-
workable unless sovereignty is
vested, paradoxical as it might
seem, in an individual with un-
limited political power.

Pure democracy has been char-
acterized as mobocracy. No true
democracy has ever successfully
functioned as the governing in-
strumentality of any large number
of people. Our forefathers effec-
tively found the political golden
mean between these two ex-
tremes. Consequently, we have
under the American constitution,
this very novel American form of
government, It should be our ob-
jective to likewise find the golden
mean between the extremes of
economic philosophies. When we
shall have done so the progress of
the United States should continue
to.-be-as constant as'it has been
during the first 160 years of our
existence as a nation. :

The United States is the great-
est- nation on earth,” We -don’t
have to argue it, It is self-evident

With a poepulation of less than 7%
of the population of the  world,:
we normally produce and con-:
sume in-the aggregate, more than

50% of world’s goods. That is:a:
record which is accepted without:
challenge. It-is a record made pos-:
sible because.of and not in spite:
of the American form of govern-»
ment. It is a record which we.
can maintain only so long as we:
adhere to our American principles:
and our American system of free!
constitutional government, free!
economy and free society. Only as.
we continue to protect the r.ght: |
of every individual—so long as he! |
does not violate the laws of jus~) |
tice—to be. “left perfectly free to)

pursue his own interests in”his,

own way and to bring both his:

industry and capital into-compe- :

tition with those of any other,

man, or order of men.”

With these thoughts in mind, let:t"
us take a look at some of the' /|
basic economic problems which ||
confront the United States and .|
let us also have in mind how nee-:
essary it is that our problems be:
settled early and effectively if we :
are to have world economic, po-:
litical and social stability ‘and:
lasting world peace,

Prime Imporfance of Inflation
Problem

I think we could well consider °
inflation as the economic¢ prob- -
lem of primary importance. All-
of our other economic problems:
are incidental to it. They can all
be solved together.

The causes of high prices in the
United States are pretty well
known. N

First, Production for war pur-'
poses left us with a tremendous '
shortage of all consumer goods. ' ||
At the same time, this production '
has created more per cap.ta pur-'
chasing power than we had ever '
previously enjoyed. Before enough ’
consumer goods could be pro-
duced, the demand resulting from °
high purchasing power had started ’
the upward rise of prices. "

Second, Deficit financing, due - |
to war, had created a national - |
debt of about $278 billion, most of
which under our system of mone-
tizing debt, is a decided influence
on the value of the Amer.can
dollar., Under the American
quantitative theory of debt mone-
tization, the higher the debt the
cheaper the dollar; the cheaper -
the dollar the higher the prices. !

Third, An archaic tax system . |
has been an influence against any
broadening of the production base,
so that we find it impossible to :
produce to capacity to meet the : |
demand. f

Fourth, Almost 90% of produc-
tion costs, are represented by
wages which have remained high
enough so that the demand for
goods in short supply has come
from current earnings. Some, but
not all, corporate earnings like- '
wise have been very high, All of
this has resulted in the continu-'
ance of large amounts of “static”
savings and idle capital. Add to
this the demand for goods inci-
dent to the creation of large for-
eign credits.

According to the October re-
port of the Council of Economic
Advisers to the President which
dealt with the impact of foreign
aid upon the domestic economy,
we are raising in the United
States through government, ‘semi-
government and private financing
sources, at the rate of $11 billion
a year to finance an export sur-
plus. '

In the first three quarters of '
1947, the dollar value of experts
was running at the average rate of
about $19 billion a year, The:
dollar value of imports of goods '
and services for the same period '
was running at the average rate of
$8 billion a year.. The export sur- '
plus is about $11 billion. )

Tifth, The  availability of in-
creasingly large volumes of easy |
money credits.

Now that- the causes of the in- .

flationary plaque are. fairly well .
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< known,  every effort should. be
~made to find the cure. ‘

.+ 'The causes of high prices may

“obe ‘summed up -as follows: - ¢ -

't against high purchasing power.
-2 Second,- Excessively: large
v ramounts of ‘government spending:
» . Third, A tax structure which
- discourages maximum produetion,
. Fourth, Idle. capital -and sav-
-ings, el L il
.». - Fifth, Large volumes of easy
money credits. s
«1/ . The President’s Proposals... |
s+, 'The big problem:is what can be’
.. done about it?" The President in.
-, his, message . last. Monday.‘made
/t.certain general recommendations
. as-possible. panaceas, for our: eco-=
. nomic ills.. Many of his proposals
.-, are as opposite to the American
i system as. socailism is.the oppo-
;. site of democracy. - The American:
-, people have always come up with
- a Solution of thélr problems if they
. had _an understanding of them.
All our problems, economic, po-
. Titical and social, have been solved
" within the framework of the
- American Constitution. "We can
. continue to solve our problems
- best if we adhere to the funda-
. mental principles of the American
way of life, To borrow from the
works of Marx in any respect is
to court financial and economic
disaster at a time when the per-
- petuation of the American way of
" life is more essential than any-
- thing else which can be imagined.
*  We can remove further threats
‘ to a depreciated currency by bal-
- ancing the Federal budget and re-
. tiring as much of the debt as pos-
- sible.
We can adjust our tax structure
" in such a manner as to encourage
* maximum production. This can
- be brought about through adjust-
* ments in the tax base which will
. encourage expansion of plants and
- give assurance to producers, agri-
. eultural as well as industrial, tnat
~ they are not going to be penalized
- by expanding their production.
- When we have made the neces-
sary adjustments in the tax base
* to encourage production, much of
* the idle capital and savings will be
" put to use in the production of
' edpital goods, in the expansion of
- capital structures, and can result
in many instances in doubling
- production capacity and. effort of
. our farms and factories.
_ and effort of our farms and fac-
: tories.
The impact on prices inecident
" to domestic buying for foreign ac-
* count can be largely offset by a
! curtailment in government ex-
penses. If there is sufficient co-
! operation between the President
- and the Congress, the costs of
government can be reduced amply
" to take care of all foreign-aid re-
- quirements, both for interim did
- and for long-range programs of
* reconstruction and rehabilitation.
< But, in order to lessen the impact
" of foreign aid on domestic prices,
" the monies raised for these pur-
; poses must be carefully and judi-
ciously expended., The Congress
will not advance to the State De-
partment large sums for either
._interim or long-term aid without
. requiring the money to be spent
. and invested in accordance with
, certain sound standards. Foreign
. aid can be most effectively ad-
. ministered by the creation of an
. independent agency of the gov-
. ernment. A corporation, we will
. say, with a relatively small cap-
. ital, with authority to expand this
. capital a given number of times
. by the issuance of the agencies’
. notes, bonds and debentures. The
money can and should be spent
_under well defined standards to
. give the maximum amount of aid
. with the least amount of dollar
. diplomacy. There is no reason
. why .foreign countries should not
pay for a large part of the aid
. given in the currency of the re-
. cipient country. A pool of for-
eign currencies would thus be
. created from which loans might
. be made for productive enterprise
. in the country receiving the aid,
. or in other countries whose cur-
" rency might be converted into

that of the recipient country. The
expenses in the recipient country

‘of the United States for. diplo-
) 'matic, consular, military and other
¢ - First, The shorfage of goods|

purposes, could be paid fromthis
pool, thus removing the necessity
for . equivalent large amounts of.
American. dollars being exported
to pay our current expenses in
those countries,

What’s Expected of Foreign Aid
If . our-foreign-aid program .is

| successful over a.course of years,

the economy. and currencies of the
recipient countries will be stabil-
ized..: -This would: activate. the
International: Monetary: Fund . in

such:a manner that the currency |

of the'recipient country can even-
tually: be: ‘converted into .dellars.

. In that way, the United States tax-
payers: could be assured-that a
laxge amount. of their investments

for: fore.gn aid will eventually be

'repaid either in dollars or goods.

If the interim plan is success-
ful, we will recreate the ability of
the people receiving the aid to
work. We will help them get the
strong bodies by which they may
work and thus create the capacity
to- work and produce for them-
selves. If the interim aid is
w.sely administered and resulfs
in the attainment of this basic
objective, then these countries
may become good risks; there will
be reason to presume that loans
to them can be repaid, thereby
opening up a new reservoir of
credits, Export-Import Bank cred=-
its. I am fairly certain the Con-
gress of the United States, if the
interim program is successful, will
not hesitate to increase the capital
of the Export-Import Bank by
reasonably large amounts to make
available all necessary funds for
the production of producer and
heavy consumer goods. Thus, we
enter the second stage of our pro-
gram of foreign relief and re-
habilitation,

It is only a step into the third
stage in which the foreign country
may by proper application of its
resources, put itself in a position
where it can qualify.for the use
of other and larger reservoirs of
credit originating in the Interna-
tional Monetary Fund and the In-
ternational Bank for Reconstruc-
tion and Development. The fi-
nancial assistance which could
thus be made available for re-
habilitation, and stabilization, and
permanent prosperity all over the
world would be for all practical
purposes, almost boundless.

The foreign aid program can be
effectuated with much less money
than is being asked for. I have no
hesitancy in saying the job can be
done under proper management
with one-third of the amount re-
quested by the Paris Conference
and by the Administration. We
must exert every effort to assure
tha tall possible factors of foreign
rehabilitation and stabilization
are fully utilized to save every
dollar of American money possi-
ble. And why should we do this.
Because of the impact which the
financing of any foreign aid pro-
gram will have on the value of
the American dollar and on Amer-
ican commodity prices. These fac-
tors are first of importance as an
aid to our own economic stabili-
zation. The vital economic prob-
lem in the world is right here in
America. The most pressing ne-
cessity is the stabilization of the
American dollar and the Amer-
ican economy.

 Keep the Dollar Stable

Let us have very definitely in
mind that under the Bretton
Woods Agreements the currencies
of all the major countries of the
world, except the Russian ruble,
are practically speaking, as effec-
tively tied to the American dollar
as they formerly were tied to gold.
In consequence, any fluctuation or
disequilibrium in the American
economy, and the American dol-
lar, is immediately reflected ‘in
currency and economic fluctua-
tions all over the world. We
should be proud of the position
we hold, but we should not be un-

-world reéeecovery and peace.

-strikes,

mindful of the responsibility to
keep Ameérica and American in-
stitutions strong and stable against

the possibility of world economic,

social and political chaos. Only a

.sound, solvent, safe America can

be the anchor for an‘endurivr‘lrg

e
cannot be so under an economy
managed by the government. If
we have proved anything since
V-E Day it is this fact, that gov-
ernment . with its self-seeking

‘bureaucrats, starry-eyed theorists
‘?nd . temperamental
T

1 tamperers;
uently dominated by political
emotionalism; cannot successfully
manage our’ economy. The Presi-
dent’s -proposed panaceas for the
ills ‘of ‘our - economy should be

studied in the light of our past
 painful but enlightening experi-

ences.

‘Chiseled on the Archives Build-
ing in Washington is the truism
that “What is Past is Prologue.”
It almost follows as a matter of
coursé; in the light of our experi-
ences, -that price controls, ration-
ing, priorities and allocations,
whether on the producer or con-
sumer levels, cannot be adminis-
tered without serious set-backs to
our production effort. The only
sound practical solution for our
economic problems lies in the full
use of America’s capacity to pro-
duce, and the freedom of con-
sumers to choose what they desire
in the marketplace. Everything
the government does must en-
courage increased production, not
slow it up.

Evils of Controls

Price controls, allocations ‘and
priorities, beget a vast brood of
contradictions and uncertainties.
They promote illegal operations;
they encourage black markets;
they open the doors to many other
evil influences which will deter,
but never can encourage produc-
tion. In being realistic we must
recognize that if the President is
given the power to control prices,
power to allocate and ration, and
power to discriminate through the
use of priorities, yes, even if he
is given the power to control
wages, he is not going to roll back
prices; he is not going to roll back
wages. To do so, he knows, you
know, and I know, would be dis-
astrous. Is he going to freeze
wages and prices where they are
now? 'To do so, he knows, you
know and I know, would invite
production slow-downs,
and many other conditions which
would raise havoc with produc-
tion. How can he use power to
allocate goods in such a manner
as to effect in any degree the gen-
eral price level? If he borrows
steel from the appliance industries
to increase the production of auto-
mobiles, he might possibly lower
the price of automobiles tempo-
rarily. If the automotive industry
had enough steel, it would theoret-
ically double its output, but what
would happen to the price of
appliances? The saving on the
price of automobiles would be
completely offset by the increases
in the prices of appliances. This
illustration might be applied to
almost every segment of our
economy. Why rob Peter to pay
Paul and disrupt our whole econ-
omy in the process?

Up to the present time the Pres-
ident has not been able to give
us—although he has been re-
quested to do so—an example of
what commodities he seeks the

power to allocate or control by
priorities. . He has given us no
inkling of what commodities he
would select upon which he would
impose price controls. He has
given us no information whatso-
ever as to what wages, in which
industry, he would seek to con-
trol. By the very lack of this

 specific information, or at least

enough of it to offer a basis for
clear thinking, he may have
created such uncertainty as se-

riously to affect the production of

many consumer and producer
goods,

Problem of Credit Controls

The President has asked for
authority to control credits. The
traditional, tried, and safe method
of ‘controlling the velocity ' and
volume of credit has been to raise
and lower bank reserve require-
ments and re-discount rates. The

' Federal Reserve Board now has

the authority to raise rediscount
rates. Rediscount rates are now
about 1%. Undér the authority of
existing ' law, - rediscount ‘rates
have been‘as high as 7%. If it is
found advisable fo raise reserve
requirements, then new legislation
is'necessary. I do not attempt to
predict what the Congress will do
in this respect, but, personally, I
can see no harm in giving the
Federal Reserve Board authority
to raise reserve requirements. Of
course stuch authority would have
to be within well defined limits.
Up to the present time the Fed-
eral Reserve Board has not asked
the Congress for any authority to
raise reserve requirements.

The Federal Reserve Board has
asked for legislation authorizing it
to guarantee bank loans. This
seems somewhat inconsistent with
the policy of the President to con-
tract credit. For this reason the
power to guarantee loans will
probably not be given to the Fed-
eral Reserve system at the next
regular session of Congress.

The President has asked for
authority to control consumer
credits. He now has the authority,
under existing law, to reimpose
controls over consumer credit by
proclaiming an economic emer-
gency, and if there is any question
about his authority, I believe the
Congress would not argue too long
about that matter. But what ef-
fect will the control of credits on
the consumer level have on do-
mestic commodity prices? Hardly
a ripple! High prices today are
not the result of credit inflation.
Such controls over the volume
and velocity of credit would haye
little or no effect upon prices.
It might be a desirable technique
to have handy when and if there
is a threat of inflation incident to
any decided increase in the vol-
ume and velocity of credit.

The President in his message
asks for rent control. When we
continued rent control until Feb.
29, 1948, there was some hope that
through the removal of govern-
mental obstacles there would be
such an acceleration‘of residential
building that the demand especially
for rental properties, might be
reasonably met by next March 1.
In any event we will have to take
up the question of continuing rent
controls shortly after the regular
session convenes. If it appears,
then as it does now, that the de-
mand for rental properties will
not have been reasonably met by
March 1, we shall give considera-
tion to the continuance of rent
controls, any new legislation must
be in such form as to continue
the encouragement already given
to the construction of rental units.
The greatest possible benefit to
both tenant and landlord must be
achieved. In all probability, rent
controls will be continued in some
form for a definite period after
next March 1.

Public Housing

While we are on the question of
rents and housing, it might be
well to clarify our thinking in
respect to public housing, espe-
cially slum clearance. There is a
basic issue involved in this con-
nection which has never been
effectively legislated on by the
Federal Congress. It will be our
objective at the next session to
determine whether slum clear-
ance and public housing are the
primary resposibilities of the Fed-
eral Government, or the primary
responsibility of the State Govg
ernments. The settlement of this
policy will détérmine our course]
for possibly generations to come.

It is important, in that it affects

to a large ‘measure basically our
attempts to stabilize our economic
and social systems. It is important,
inr that billions of dollars will be
expended by the State and Fed-
eral Governments in the years fol-
lowing its statutory adoption.
After the policy has been deter-
l mined, the writing of the bill to
effectuate .the policy is almost a
matter of routine. If it is estab-
lished that it is the primary obli-
gation of the Federal Government
to clear slums, and build houses
for low rental or otherwise, then
it merely becomes a matter of how
much. money we: will appropriate
annually out of the Federal Treas-
ury, for the generations to come.
It is a simple matter to set up the
machinery and the standards for
the effectuation of the policy, in-
cluding, the proportion of the cost
which State Governments shall be
expected to contribute. If it is de-
termined that it is a primary obli-
gation of the States, then the writ-
ing of the bill to effectuate that
policy is equally as simple. It be-
comes a question as to what
amounts the Federal Government
shall authorize or appropriate for
‘grants-in-aid, and the standards
upon which the expeditures shall
be contingent. We have the prece-
dent of the Highway Act for guid-
ance in this respect.

- In summary, we will not make
the mistake that has been made
in years gone by in discussing this
problem. We will not set up the
machinery, and then build a pol-
icy around it. We will do the first
things first. We will establish the
policy once and for all, and then
provide for the machinery by
which to carry out that policy.
There is little doubt that this mat-
ter will be definitely settled at
the next session of Congress. This
policy will be formulated and this
bill will be written in the House
Banking and Currency Committee
after full and complete hearings.

The Remedy

It has been a pleasure to be
with you tonight. Let me, in
closing, say that I believe David
Lawrence in a recent article
summed it all up when he said in
substance that there was nothing
wrong with the world, and that
includes the United States of
America, that hard work, high
production and sound fiscal pol-
icies will not correct. It should
therefore be our objective to en-
courage work and production to
the extent that through produc-
tion we will cure all of our eco-
nomic ills. Can anyone deny that
the only solution of the econoinic
problems confronting the United
States lies in producing to an ever
expanding full capacity? And that
full production must ensue not
only at home, but especially in
those countries which are the re-
cipients of our aid? Only in that
way can sound fiscal policies,
which we hope will be patterned
after our American system, be at-
tained.

Cyril J. O’Connor & Son
Formed in Brooklyn
BROOKLYN, N. Y.—Cyril J.
O’Connor & Son has been formed
with offices at 188 Montague
Street to engage in a securities
business. Partners are Cyril J.
O’Connor, formerly with Hare’s
Limited, and John J. P. O’Connor.

Odess Opens New Branch

TUSCALOOSA, ALA. — Odess,
Martin & Herzberg Incorporated
has opened a new office at 2313
Eighth Street under the manage-
ment of Owen C. Leslie. Mr.
Ledlie for many years was with
Merrill Lynch, Pierce, Fenner &
\Beane in«Birmington, and was
Tuscaloosa correspondent of Fen-
ner & Beane,

Hard Work and High Producfion '

igitized for FRASER
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Forces Shaping Business Outlook

(Continued from first page)
despite even broader powers than
those now requested, does the
Federal administration really
mean business this time?

Second, Even if the Federal
administration is finally ready' to
adopt a concerted -anti-inflation
policy. is it not locking the barn
door after the horse has escaped?

“Some of you may have been
present here in May of 1946 when
I spoke ‘to the American Indus-
trial Bankers: Association on
“Avoiding: Boom and Bust in the
- United States.” I then pointed out
that the great problem of the post-
war transition period was not, as
many people thought, .a problem
of avoiding unemployment. It was
a problem of preventing price in-
flation. Permit me to quote a few
- sentences from my remarks, which
are still in point today:

“OPA combats -the = symptom
rather than the cause of price in-
flation. Direct price control is
being used as an excuse for evad-
ing the responsibility of following
non-inflationary monetary, fiscal,
and wage policies. A government
which permits politically powerful
labor and agricultural groups to
raise prices, while holding down
the closely-related prices of other
economic groups, is not being
honest. The first step in any real
program to prevent further price
inflation is an unswerving policy
of forbidding any wage increases
with ' inflationary consequences.
The present situation calls for a
strongly deflationary monetary
and fiscal policy. The two basic
methods “of accomplishing these
results are to create a substantial
surplus in the Federal budget,
and to tighten the money mar-
kets.” :

Administration’s Anti-Inflationary
Policy a Failure
In fact the Federal administra-
tion never has made a concerted
effort to stabilize the price level.
Its actions have been a tissue of
inconsistency. It has exhor:ted
businessmen to reduce prices
while encouraging labor unions to
raise wages. It has penalized land-
lords for raising reants while
promising farmers to support
ever higher prices for their prod-
ucts. It has maintained easy money
conditions and made possible a
large expansion in business. and
home mortgage credit while at-
tempting to curtail the extension
of consumer credit through Regu-
lation W. Small wonder that many
of us are skeptical of the ability
of the administration to deliver
price. stability today.
When I spoke eighteen months
ago, the wholesale price index
stood. about 40%, and the cost of
living index about 33%, above
their levels in 1940. Since that
time, OPA price and rationing
controls have been abandoned,
~with the exception of those on
rents; excess profits taxation has
been discontinued; general wage
increases of substantial amount
have been made with the en-
couragement of the Truman ad-
ministration; a substantial surplus
has been developed in the Federal
- budget largely due to rising
prices; a tremendous export boom
has mounted to a climax; business
expenditures for inventory and
for new plant and equipment have
been heavy; consumer outlays
for goods and services have
reached all-time peaks; and a
halting but persistent rise in resi-
dential construction has occurred.
Under the impact of all these
forces, prices have surged upward
with frightening rapidity. Today,
the wholesale price index stands
at about double its 1940 average;
the cost of living index is more
than 60% over its prewar level.

Are Higher Prices Coming?

Now, we ask, are further large
increases in prices in prospect?
Are the forces shaping the busi=
ness outlook as we approach the

“.close of 1947 driving the economy

toward further infiation and dis-
tortion in the price structure? Or
have the forces making for price
inflation played themselves out,
and may we expect some decline
in the aggregate demand for
American goods and services in
1948, with a consequent fall in
employment and income and an
easing of prices? To supply a
reasoned answer to these ques-
tions, it is necessary to examine
the principal political and eco-
nomic forces that are likely to be
at work :in 1948.

In' interpreting = the” probable
events of the next year, it should
be borne in mind that the present
price structure is seriously dis-
torted.” This' distortion may be
seen in the behavior of the prin-
cipal..components of, the whole-
sale price index. While the rise
in the all-commodity index since
1940 has been about 100%, prices
of farm products have risen 125%,
raw materials 98%, semi-manu-
factured goods 71%, and manufac-
tured goods 65%. The extraordi-
nary wartime and post-war de-
mand for food and fibre—products
of the farm—has generated the
largest price increases in this field.
The same type of distortion exists
‘n the consumers’ price index.
Against an overall increase of
about 60%, food has risen 95%,
=lothing 87% and house furnish-
ings 85%; whereas miscellaneous
nousehold equipment has risen
only 38%, public utility services
18%, and rents a bare 8%. Farm
products and the closely-related
commodity groups of textiles,
hides and lather goods, and foods
bave been the bell-wether of
price inflation, along with certain
basic metals.

If the United States is to return
to a set of price relationships
somewhat resembling that which
existed before the war—even at a
much higher average level of
nrices—one of three things must
bhappen in the future: first, prices
of farm products and their de-
rivative commodities must fall;
second, further rises must occur
in the prices of manufactured
goods, rents, and public utility
services; or third, both the first
and second types of price move-
ments must occur simultaneously.
For reasons that I.shall give in a
moment. I believe that both types
of price movement will probably
cccur during 1948. There is some
evidence that they have already
begun. During the past three
months, prices of manufactured
gcods have risen more than prices
of semi-manufactured goods;
prices of semi-manufactured goods
have risen more than prices of
raw materials; and prices of farm
oroducts give signs of having
reached the anex of their spec-
tacular rise. While 1948 will un-
doubtedly witness further in-
creases in these prices that have
been laggard in the upward pro-
~ession of the boom, the probabil-
ities are that the forces behind
the post-war vrice inflation have
almost spent themselves, and that
nn further large increase in the
all-commodity index of wholesale
vrices will occur during the next
year or two. There may be a
moderate decline in this index.

While these are the probabili-
‘jes, it is nevertheless possible
that unexpected strength of de-
mand for goods, general wage in-
~reases. unwise tax reduction, or
untimely credit exvansion may
orolong and ‘intensify the nresent
boom. It is this possibility that
makes desirable a Federal anti-
inflation vrogram. For further
price inflation would guarantee
a- severe instead of a moderate
recession. More serious distortions
in the price structure would take

more time to eradicate. In no
facetious vein I say that a mod-
erate recession from present boom
ronditions would: be the best thing
that could happen to the United

States in 1948. Such a recession
would. bring -an end to increases
in cost of living; it would ease
the upward pressure on wage
rates; it would reduce the present
large excess of unfilled jobs over
job seekers; it would increase
productivity and the efficiency of
industry.

The amount of price inflation
we have already had in the United
States has had adverse effects
upon markets. It has produced a
highly inequitable redistribution
of real income. Persons with in-
tlexible dollar incomes -have al-
ready had to curtail their stand-
ards of living, while those with
flexible dollar incomes have suf-
fered no loss or make gains. It
is no overstatement to say that
the sharp rise in cost of living has
already priced automobiles, re-
frigerators ‘and other durable
goods of high unit-value “out ot
the market” for millions of
teachers, pensioners, civil serv-
ants. So far this has not limited
sales of these commodities, he-
cause the rest of the public will
take everything that can be pro-
duced. But as supplies of these
items catch up with demand, the
reduction in the potential market
will become a reduction in the
actual market. You who are con-
cerned with financing the sale of
durable consumer goods cannot
view this fact with equanimity.

Let us examine the principal
‘orces that will shape the business
outlook in 1948. What are likely
to be the demands made upon
American production by con-
sumers by business enterprises,
by governments, and by foreign
countries?

Consumer Demand

Consumer expenditures depend
upon the amount of consumer in-
come, and also upon the amount
of reserve spending power con-
sumers hold in the form of cash,
savings bonds and bank deposits
—their ¢liquid assets.” Spending
for consumer goods is currently at
a very high level in line with the
peak rate of consumer disposable
income. It is running at the rate
of about 90% of disposable in-
come, which was consicered to be
a normal ratio in pre-war years.
There are good reasons for be-
lieving that consumer expenditure
will not fall much during 1948, if
employment and income does not
decline. There are still very large
wants and needs for durable goods
of nearly all kinds, particularly
homes, house furnishings, home
appliances, automobiles, and
household equipment. As rates of
supply of many of these goods ex-
pand, sales may be expected to
increase.. Consumers will prob-
ably be disposed to spend on con-
sumption a larger fraction of their
currert income than formerly.
They are holding about 3% times
the amount of liquid assets they
held in 1940, although their con-
sumption outlays are only about
twice as large. With larger re-
serves to meet emergencies, they
will be less cautious spenders.

Another reason why no large
fall in consumer spending may be
expected in 1948 is.that the Fed-
eral Government is holding in re-
serve an anti-depression weapon
of very large calibre which it will
use if there are clear indications
of general business recession. I
refer to income tax reduction. At
present, the Federal Government

for tax reduction at the beginning
and again at.the middle.of this
year. Events have proved him to
be right in saying that tax reduc-
tion would be premature. Had
taxes been cut in 1947 most of the

benefits to consumers would have:

evaporated in still more rapid in-
flation. The time to cut taxes is
when additional spending will
call forth more goods, and not
merely higher prices. That time

'has not yet come, although it may

come during, 1948,

One important category of.con-
sumer expenditure is for new
homes.. Any way one measures it,
the desire for more housing is in-
tense. We know, for example,
that two or three million.- Amer-
ican families are -doubled up
with relatives or living: in tem-
porary quarters. Since 1941, the
real income per family has in-
creased about 35%, which alone
creates strong demand for large:
ind more modern housing. Ada
to this the fact that since 1941 the
total number of houses built has
been only about half of the num-
ber of additional family units
added to our population. The rea’
question has been whether the
intense desires for housing woulc
be inhibited by skyrocketing con-
truction costs. The volume o’
home building was disappointingly
low last spring and gave color tc
the view that a “buyer’s strike’
was in the making. But a strong
revival in home building took
place during the summer, whick:
continues. People are building
Jespite apparently high cosis
Possibly our indexes of construc-
tion costs are not accurate and the
contract prices of new homes arc
lower than the figures indicate
The changes are that residential
construction will continue to ex-
pany slowly through 1948, This
element of. demend will be a plus
factor in comparing next year
with this one.

Business Spending

Very large demands by business
enterprises for new plant anc
equipment and for inventories
have been important factors in
creating and sustaining the present
boom. During 1946 and the first
half of 1947 businesses added b’l-
liors of dollars to their inven-
tories. In the latter half of this
year inventory-building has sub-
sided in response to a feel.ng of
cauticn about the future of prices
Judged by prewar relationships
and allowing for the effects o’
higher prices, business inventories
are not high at the present time.
Indeed, bus‘ness would have to
hold an additional $10 billion o'
inventory to restore the ratio of
inventory to sales that obtained
in 1939. It is probable that in-
ventory building will not con-
tribute to economic expansion ir
1948 as it did in 1947, In the
event of a recession in 1948.
neither will inventory depleticn
be an important force of contrac-
tion in employment and produc-
tion, as it was during the sharp
recessicn of 1920-21,

Business spending on new plant
ani equipment has been runnin?
at the phenomenal rate of about
$4 billion per quarter. This type
of spending is governed by the
estirated size of the future mar-
ket for goods and serv'ces and bv
the prospective rate cf profit. It
has been notably mercurial in itc
behavior. The chances are that
the rate of expenditure on new
plant and equipment will not in-
crease further in 1948, except in
certain lines such as iron and steel
and public utilities. It may de-

is operating with a surplus in the!cline moderately in the aggregate

conventional budget at an annual
rate of about £7.5 billions. Con-
solidating, the financial operations
of government and putting them
on a cash basis, the surolus of
cash inflow from the public over
outgo is running at the rate of
more than $10 billion per annum.
Federal finance is now exerting a
heavy deflationary influence on
the economy, with very salutary
effects. President Truman for-
tiinately prevailed against the
strong Congressional movements

l

because profits in many manufac-
turing and trading lines will be
smaller as competition becomes
keener and more pervasive. On
the other hand, a sharp decline
in vproperty outlays seems un-
likely. The nation is now em-
ploying about 10,000.600 more
men and women in industry than
it did in 1940. Each of these
workers requires a complement of
plant and equipment in order to
work most efficiently, - The ratio
of efficient capital investment per

worker is still ‘much: below that
of . 1940. . Meanwhile, technolog-
ical progress has opened up new
methods for mechanizing .produc-
tion. . Management is eager to
substitute machinery for human -
hands wherever possible, because
of ever-mounting labor costs.
There is no reason for fearing a
sudden collapse of business invest=
ment.

Government Spending

It is alirost certain that Federal
fiscal policy will take a less de-
‘lationary turn during 1948. On
the one hand, Marshall Plan aid
to Europe and expansion in pub-
lic works. construction wll in-
crease the level of Federal expen-
diture. On the other hand, there
is a strong probability that a re-
duction in income tax rates will
be made during the course of the
year. The amount and the timing
of tax reduction in an .election
year will inevitably be decided
with reference to its political as
well as to its economic conse-
quences. The probabilities are
that taxes will be cut sooner, and
by larger amounts, than will best
serve the interests of price sta-
bility. In any event, the level
of business in 1948 will probably
be supported better by Federal
fiscal policy than it has been this
year,

Spending by Foreign Countries

In retrospect it can be seen that
one of the most powerful factors
behind the present boom has been
the enormous net surplus of ex-
ports from this country. This
reached a postwar peak annual
rate ‘of about $10 billion during
the second quarter of 1947, as
other countries with great wants
and large accumulated dollar
balances purchased heavily in this
country. Their actions placed
additional spending power in the
economy whilst removing goods
from domestic markets and had
highly inflationary consequences.
Never has there been a time when
an export surplus was less needed
and wanted by the United States.
The notion—nurtured by some
British and Continental econo-
mists—that large exports are
needed to protect the American
economy from depression like an
international WPA is pure fal-
lacy.

The rate of export supvoly has
been declining steadily since last
May. The effect of Marshall Plan
aid will be to keep this rate from
declining as rapidly as it other-
wise would. In this sense, the
Marshall Plan is anti-deflationary
instead of inflationary, It. is
probable that Congress w'll vote
the emergency relief of about $1.1
billion to tide Western Europe
over the winter. It is doubtful
whether the full $8 billion for
reconstruction and development
asked for by the Paris Confer-
ence will be extended. Probably
between $5 and $6 billion will be
voted, because this smaller
amount will suffice if the other
conditions necessary for European
recovery are present,

The two factors that would do
most to get the economies of Eu-
rope off dead center and on the
road to recovery are, first, in-
ternal stabilization of their fi-
nances and, second, lifting of the
“Iron Curtain” that now  cuts
across the normal flow of com-
merce between agrarian Fastern
Europe and industrial Western
Europe. Neither of these condi-
tions can be satisfied by American
exports. If France, Italy and
other countries would balance
their budgets and stabilizetheir
currencies so that their own
nreoples had confidence in them,
the need for American 'dollars
would be greatly reduced. Then
farmers would produce and’de-
liver to the cities produce they
are now hoarding or failing to
produce, because they can obtain
in exchange only depreciating
paper that can be svent in black
markets. Then capitalists would
come forth with gold and dollar
assets they are now concealing
and invest them in productive

jgitized for FRASER )
p://fraser.stlouisfed.argl. . io




- Volume' 166 - Number 4650

THE COMMERCIAL & FINANCIAL CHRONICLE

-

(2189) 33

- equipment.
duced to join
‘occupying powers in treating Ger-
many as an economic unit and to
lift the Iron Curtain, then the
food problem of Western Europe

If Russia can be in-

and the needs of Eastern Europe

for manufactureq goods would be
far less urgent,

Europe needs extensive help
rom America to rebuild her
shattered economy. It is in our
national interest to
aid. But economic aiq should not
be viewed as a Substitute for
pressing Russia and other Euro-
pean nations to make the political
and economic decisions that alone
will make our aid effective and
economically useful, Europe
needs tough-minded diplomacy as
well as exports from America,

Summary

Let us now summarize the
probabilities regarding the busi-
ness outlook in 1948, It h?s been
shown that at least two forces
that have given strength to the
bresent boom have passed the
peak of their influence, notably
inventory accumulation and the
net export surplus. Consumer
spending and business spending
will probably do no better than to
be sustained at present rates and
they may decline moderately in
1948. On the other hand, we may
expect further expansion on
spending for residential construc-
tion, and Federal fiscal policy will
be less deflationary than it now is,
Farm prices are likely to come
down after the beginning of next
year when sales can be made by
farmers without "adding to their
present high 1947 income taxes.
On balance, a moderate recession
in the general level of prices with
an accompanying easing off of
employment and national income
appears probable,

Of course, these evaluations of
the probabilities may be wrong.
It is possible that a combination
of events may prolong the boom,
produce further price inflation
and put off for another six months
or more the inescapable price re-
adjustment. It is possible that an
inflationary psychology may de-
velop that would lead to a
scramble for inventories bv con-
sumers and businesses, It is pos-
sible that the great labor unions
may successfully press for a third
round of general wage increases.

.1t is possible that higher costs of
construction may cause residential
construction to collapse. I am in-
clined to discount these possibili-
‘ties. Congress is now belatedly
aware of the evil consequences of

_ brice inflation. (It will be re-
called that the last time it devel-
oped this awareness, in 1936 and
1937, business recession soon ap-
peared!). Labor unions have seen
most of the increased wages of

the past two years evaporate in

‘higher living costs. Businessmen
are going to watch inventories
closely. Finally, it is not too
much to hopethat experience of
the past several years: has taught
us the need of.coordinated and
concerted . policies to fight infla-
tion on the monetary anq fiscal
fronts as well as through price
and rationing controls,

I wish to close with some ob-
servations on monetary conditions,
At last, efforts are going to be
made to prevent credit expansion
from adding to money demand.
The Federal Reserve authorities
have taken several mild and ten-
tative: steps to tighten the money
markets during the past year. It
is likely that they will take
further:and more powerful meas-
ures:in the near future, The recent
expans.on of credit has been cf
large dimensions, Since August
of 1946, outstanding commercial
loans have risen about 40% and
consumer credit about 35%.
Through these two channels alone
about §3.8 billion have been added
to the spending power of the pub-
lic. President Truman has asked
Congress to renew the powers of
the Federal Reserve system to
contro] consumer credit, The Sys-
tem may raise the legal reserve
requirements of member banks
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with the other three"

provide this

'for the purpose of reducing their
potential lending powers. It may
also in.tiate further sales of Fed-
eral securities by the Federal Re-
.serve banks to mop up cash
“balances,

Higher money rates have been
in the making for more than a
year, as a result of the deflation-
ary budget position of the Treas-
ury and the active demand for
credit by business and consumers.
Following the historic pattern, the
first impact of tighter money was
felt in the short-term loan mar-
kets. Within the past three
months higher yields on long-
term high-grade obligations have

emerged. It seems likely that we
have witnessed only: the begin-
ning of a movement of money,
rates toward a higher structure |
and that 1948 will see a continua-
tion of current tendencies. Rates
on business loans will increase
and finance companies may look
forward_to firming borrowing'
rates. In the current situation |
this must be viewed as a desirable
development. It would not be
conducive to the continued health
and stability of the American
economy to have virtually every-
thing in short supply excepting
the supply of money.

tween demand and supply. When
demand exceeds supply, business
is good, and either prices tend to
rise or production to increase;
sometimes both at once. In an
economic sense, demand is not
just the desire people may have
for goods and services. It is taken
for granted that while people may
at times cease wanting certain
specific items, their wants as a
whole have never been satisfied.
Economic demand, as a whole, is
rather the number of dollars peo-
ple have to spend. A rough meas-
ure of the dollars being spent in
the country is“the figure known
as the national income. We then
may put down as our first con-
cept, demand equals national in-
come,

Now, in both World Wars, de-
mand (and national income) was
greatly increased by government
spending. If the government had
spent only money it took from
‘he public in the form of taxes or
otherwise, there would have been
no net increase in demand,’be-
cause the public would have lost
just as much purchasing power as
the government gained. But this
was not the case. The govern-
ment spent much more money
than it took from the people. It
got this money, directly or indi-
rectly, from the banking system.
At the same time, the banks in-
creased their loans and invest-
ments of a private nature. This
louble expansion — goverament
deficit-spending and expansion
nf bank loans and investments to
the private sector of the economy
—was what increased demand,
brought full employment, and in-
duced higher prices in both wars.

Deflationary Trends

It follows that if, after a war,
government reverses its fiscal pol-
icy and spends less than it re-
ceives, there will be deflation of
prices and . probably a recession,
unless bank credit expands at the

reduction of demand caused by
government policy,

In the last quarter of 1919. after
World War I, government began
to spend less than it received, and
in the first half of 1920 there was
a Treasury surplus. This was of
course a deflationary influence.
Bank loans to private business
stopoed: expanding in the middle
of 1920. and soon began to con-
tract. The inevitable result was
the recession which ensued.

In 1946, as in 1919, the sovern-
ment stovved adding to the num-

Yer of dollars. in the hands of the
cublie, and during the first half
of 1947 it took from the people
about $7 billion more than it
spent. So far, the parallel with
1920 is reasonably close. But bank
'redit shows a different picture.
Bank loans and investments in
rivate securities increased about
$7.5 billion between June, 1946,
and June, 1947. This slightly more
than cancelled the deflationary
influence of the government’s fis-
~al operations. If bank loans had

fallen in 1947 as they did in 1920,

Probabilities of a Recessicn

(Continued from page 11)

same time enough to balance the |

)we should probably be enjoying
‘our recession at tius mome.,..

The Supply

By this time some of you may
be thinking that I have forgotten
all about the supply. It is the ac-
tual production of goods and serv-
ices that makes us richer or
poorer, not the number of dollars
in our pockets. It is the relation-
ship between demand and supply
that accounts for rising and fall-
ing prices, not the amount of de-
mand alone. So let us pause a
minute to check up on produc-
tion. In World War I, industrial
production grew relatively little.
Even at its peak, which came in
1919, it was only 19% above 1914,
a depression year. But in World
War II industrial production more
than doubled, and though it is
now lower than in 1944, it is run-
ning about 85% above pre-war.
Agricultural output grew much
less last time than this. The dif-
ference in production would have
meant that we should not have
had so much inflation, after the
recent war except for the fact that
government-financed demand also
increased much more in World II
than in World War I. This-time
jovernment spending accounted
for about. half the national income
during. the war, while last time 't

accounted for only a quarter, at
the peak. The relationship be-
tween demand and supply is
therefore just about the same in
both wars—as is shown now by
the substantial equivalence be-
tween present prices and those of
1920.

The basic task of prediction, as
I see it. is, on the demand side;
to guess what is going to happen
to government spending and -taxa-
tion, and to private bank Jloans
and investments. If Europe had
recovered, there would be in
prospect a decrease of government
spending in the form of loans and
relief. With the emergency relief
this winter and the Marshall Plan,
these items are likely to remain
about as large as they have been
in the past two years, though
probably little, if any larger.
There is therefore no immediate
prospect of a drop in agricultural
prices such as occurred in 1920, I
should not expect much further
decrease of government spending
at-home, especially if we remem-
ber the construction programs of
State and local governments. If
tax rec2ipts remain at about their
present level, government fiscal
policy is therefore likely to con-
tinue to curb inflation about as
much as it has done this year.
You can guess as well as I
whether Congress is going to re-
duce 1948 taxes. If it does, th=z
effect will tend to sustain present
demand or even to increase it,
and therefore to prolong inflation,
other things being equal.

Bank Loans and Investments

What sbout bank loans and in-
vestments? In 1919 and 1920 the
banking situation differed funda-
mentally from that of today.

Loans hod been extended mainly
to finance speculation, and .es-
pecially for speculative increase

of business inventories. This time

the stock market has not recenuy
experienced an.inflationary.boom,
and apparently business has exer-
cised more caution in building up
excessive stocks of goods. A col-
lapse of credit is therefore not so
likely to arise from this source, In
1920 the banks had to restrict
credit, whether they wanted to or
not, because reserves became in-
sufficient. The reserve ratio fell
to the legal minimum, and in some
districts even below it. Now the
banks have ample reserves and
can go on expanding their loans
and investments for some time to
come, if the demand for them con-
tinues to grow.

In discussing the future of bank
loans and investments, it must be
remembered that this is nota mat-
ter which is entirely in the hands
of the banks themselves, They can
do something to restrict the ex-
pansion of loans if they want to—
though perhaps not so much as
those of us who may have had
difficulty in borrowing money
may think. But banks can do little
to expand credit at a time when
the demand for loans on the part
of those who are good credit risks
falls off. Money is not used in
production and trade just because
it happens to be available. We
must therefore make a guess at
the future demand for bank loans,

On account of the large unsat-
isfied wants for houses. and
automobiles, many predict that
loans for these purposes will con-
tinue to grow for several years
longer. Other consumer credit
may increase if installment sales
in ~ general expand. Business,
many believe, is not likely
in the near future to need so much
bank money as recently to build
up inventories or expand produc-
tion. Nevertheless, there is a
factor affecting all these matters
which is very different now from
the situation immediately after
the former war. That war did not
involve the accumulation of such
large backlogs of demand for
durable goods as did the recent
one. American participation was
shorter—only 18 months. Auto-
mobiles were not so widely
owned; their output had been cur-
tailed only in one-quarter of one
year—and then only to 25% of
normal. Radios were not yet on
the market, and there had been
much less use of household elec-
trical equipment. Such backloge
played almost no part in the 1920
boom. It was to a far greater
degree spéculative than the pres-
ent one. The natural inference is
that the present one may Jlasl
longer.

What About Consumer Demand?

One major factor remains to be
considered — the effect of prices
and incomes on consumer demand.
The moment consumer demand,
which is by far the largest ele-
ment in the stream of income, be-
gins to fall persistently, business
will quickly curtail output, money
in circulation will shrink, unem-
ployment will grow and the vicous
circle of recession will be upon us

It is widely believed that .the
depression beginning in 1920 was
caused by a buyers’ strike agains!
the high cost of living. The statis-
tics indicate no actual buyers’
strike, since consumers not only
spent more dollars in 1920 than
in 1919, but actually bought more
goods in quantity. What did hap-
pen, however, was that in 1920
high prices prevented consumers
from buying all that was being
produced. Increased output
showed up in unsold inventories
rather than insufficiently en-
larged sales to consumers.

If this sort of thing happens
again, we can have a depression
much more quickly than other-
wise, and it is likely to involve a
sharper price readjustment. It
does not necessarily follow, for
instance, that just because a lot
of people still want automobiles
and houses, they will go on buy-
ing them, no matter what prices
they have to pay, if necessary bor-
rowing the money to do so. With-
out going into the detailed figures,

it is pretty clear that a great
many- have-already: been “priced
out of the market” in numerous
fields, and a continuance of thig
tendency could quickly lead to
restriction of output and conses
quently of employment and de=
mand. The Midyear Economic Re=
port of the President, issued last
July, called attention to the fact
that the disposable income of the’
consumer had been falling be-
hind prices ever since the middle:
of 1946. Out of this income con~
sumers are saving a far smaller
percentage than during the war,
and the rate of saving has fallen
almost to the pre-war figure.
Consumers at the lower income
levels have been cutting in on the:
savings they had already laid up,
and many of them have now ex-
hausted this resource of purchas-
ing power.

Unless prices soon begin to re-
treat pretty generally, consumer
demand, which makes up abouf
70% of the total national income;
will probably shrink. The conse-
quence will be a lessening of de-
mand all along the line—for of
course under these conditions the
use of bank credit would decline.
With both government and banks
withdrawing purchasing power,
the recession would be here,

A Prediction

I have now arrived at the point
where you will expect me to go
out on 2 limb with a definite pre—
diction. Instead of doing that, ¥
beg your indulgence for a number
of conditional statements.

If business should reduce prices
as increased productivity and
profits permit, and food prices are
brought down, we might avoid a
recession for a year or two, and
any which came would be corre-
spondingly milder and more
quickly over.

If prices rise even higher, there
is likely to be a sharp recession in
the near future.

A favorable factor which did
not exist at the end of World War
I is the fact that world demand
for American food is likely to
continue longer, and exports of

this and other American products
may be large as long as the United
States Government finances them.

Another favorable element for the

time-being is the larger backlog *
of domestic demand, coupled with

the fact that bank. reserves are
ample. Also, insofar as speculation

in inventories may be avoided, we'

are in less danger now than in

1920. We probably lost the-oppor-

tunity to-prevent.a post-war de-

pression entirely when we' aban-

doned war controls too quickly*
and let inflationary. forces Ioose;

but we still have -an- opportunity

to moderate it by holding prices-
down as much as possible,

What we have to fear most of
all is another 1929 after the'
United States stops financing ex-
ports on a large .scale and the:
domestic backlogs are filled. But’
consideration of this danger prob-
ably takes us beyond the imme-
diate future.

For the present, anyone who
wants to make his own forecast
should watch two main factors—
the government surplus, and the
course of bank loans and private
investments. The larger the gov-
ernment surplus, the more: down-
ward pressure will be exerted by
government against prices. The
increase of bank credit and in-
vestments works in the opposite
direction. One of these factors
may for a time counterbalance the
other, If both start to exert up-
ward or downward pressure, look
out for inflation or deflation, as
the case may be.

The forecaster will of course
also remember that large physical
output is a favorable sign, pro-
vided consumers are buying the
product. And he will run for the
bomb shelter if the volume of
consumer purchases—not in one
or a few lines only—but in the
total, shows a steady downward
trend. .
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The Outlook for the Railroads

(Continued from page 12)
roads pe Kept on uns «% veturn
basis, i

Now, why is that strange situ-
ation existing as to rates, on an
industry tnat is, as my friend,
Captain Holmes here will also tell

you, more important to our na-.

. tional defense than the Army and
the Navy?

Well, I can give you several
reasons., One reason is that the,
same government bureau which
fixed these atrocious reorganiza-
tion plans and fixed that ridicu-
lous capitalization for the Rock;,
Island. is the one which fixes the

rates; so that, having fixed $310,~

000,000 as being. a fair capital of
the Rock Island for the last.15
years, they have been fixing rates
to make that capitalization be all
that the Rock Island can afford.
That’s oe reason.

The second reason is that, as
you all know, any politician in
Washington is interested only .in
getting votes. So the national de-
tense and some 75 million in-
vestors and insurance policy hold-
ers have got to become. secondary,
So that they are glad to take the
testimony of these farmers and
these shippers throughout the
country against a rate adjustment
for the railroads because those
fellows vote and are vocal, and
the poor railroad .security holder

is only represented by a lot. of

security analysts and customers’
men; and who in Washington is
interested in one of those?

Composition of ' Railroad
Directorships

Now, a third reason why this
dreadful rate situation exists
which endangers our personal
safety is that the boards of these
railroads are made up of shipping
interests and while Mr. X and
Mr. Y [names omitted by Editor]
and others may pay lip-serv-
ice to rate increases, they may
put on a big show bhefore the
Interstate Commerce Commission,
and then they go in behind the
scenes and sit down with a Com-
missioner who says “Well, so and
so [name omitted by Editor],
just how anxious are you for
this rate increase?” And they say
*“Oh, - what difference does it
make? It just comes out of the
poor railroad security holder.”
After all, look at my Board of
Directors here. They are big ship-'
pers,” — Mr. Z [name omitted
by Editor] right now, although he
only earns 40% on his capital is
now running a big campaign all
over the country against railroad
rate increases.

So, now, I should say that if you
gentlemen or if I had done to the
Rock Island what the insurance
companies, the Interstate Com-
merce Commission and: the
Supreme Court have done, we’'d
all be in jail. Because, the Rock
Island sold $30,000,000 of convert-
ible bonds—not in 1915 or ’25 or
’29, but.in 1930-—they sold -these
convertible bonds at. par to in-
vestors.who dug up the good old
hard cash to buy them, and those
bonds were endorsed by the bank-
ers. They were approved by. the
Commission as being in the public
interest, and just two or three
years . later those Rock Island
bonds were wiped out, as . being
excess. The railroads were over-
built; we didn’t need them any
more; they were obsolete.

Insurance Companies Blamed

Now I'm not surprised at a
political body going in for that
kind of stuff, but I am surprised
at the insurance companies, be-
cause, after all, they are supposed
to represent the insurance policy-
holders of the country, and if they
are going to submit voluntarily to
court procedure which takes
$400,000,000 of property of the
Rock Island, together with. $80,~
000,000 of cash and $65,000,000 in
equipment; if they are going to

THE. COMMERCIAL, & FINANGIAL CHRONICLE

submit voluntarily to that valua-
tion being wiped down, to_an .ap-
proved capitalization. by the Com-
mission of, $310,000,000,. as . they,
have done; 1t they are going to
do that in, this first depression,
what is going to happen in the
next depression? You have only.
got to have such a principle ex-
ercised through two depressions,
until you have wiped out the capi-
talistic system.,

Now, perhaps it wasn’t so bad
either for. the Interstate Com-
merce Commission or the insur-
ance companies or the Supreme
Court to fix that capitalization for
the Rock Island back:in 1935, when
we were  all pretty gloomy. But
the unconscionable thing was that
even yesterday, even last week,
the insurance companies and their
lawyers were down in Chicago,
backing up the principle that $80,-
000,000 of cash and $65,000,000 in
equipment and $400,000,000 of
rails and stations were only worth
$310,000,000. That, I cannot under-
stand, except on the basis that
they were so, interestedin the new
board of directors of the Rock Is-
land that they were willing- to
sacrifice. a few hundred million
dollars to. get that board of direc-
tors.. Nothing else makes any
sense.

Poor Railroad Services

Now that same strangeness and
mystery existed regarding
through-service. You know that

'|in: the Pullman hearings in Phila-

delphia, two years ago this time,
Mr. Franklin of the Pennsylania
and the President of the Atchison
got on the stand and testified that
through-passenger service
wouldn’t pay; that the — and this
is under oath — that the public
didn’'t want through service; that
passengers, when they got to Chi-
cago, preferred to get off and go
to a hotel to clean up, the trains
were so dirty.

Now, what happened? When
through trains were established—
and it's the rottenest service in
the world because they still jerk
them around out there in the
yards, to discourage them—within
the first week you couldn’t get a
reservation on that train for six
months, and 1 have been advised
by the Pullman Company that the
most profitable runs they have are
those cars; that those cars are
making  $50,000 a year, which
isn’t a bad return for a Pullman
car which was written off eight or
ten years ago, and stands on their
books valued .at nothing.

Well, that was mysterious and
strange. I have tried to reconcile
that one. The only way I can rec-
oncile that one is that the air
lines may have more influence
with Mr. Clement and Mr. Gurley,
than their stockholders.

Now, one of these things would-
n’t disturb me very much, but
when they pile up in a series, why’
then they. begin to make me won-
der; maybe I'm right: So in that
Pullman proceeding we turned in
a firm commitment to subscribe
$75,000,000 - for  new . equipment,
and we said, in our application to
the Commission ‘and to. the
Supreme Court, that we had $500,-

.000,000 ready to put up to replace

every Pullman car in the country.
And do you know that Mr, Gurley
and Mr. Clement and Mr. Metz-
man.came down, all the way to
Washington, to help us save our
money? They said, “It’s a bad risk.
You shouldn’t do it. You’ll lose
your money, and we cannot allow
you to do it.” They brought all
the lawyers of the Association of
American Railroads — 135 rail-
roads — down to keep us from
losing our money, furnishing
them new equipment. And do you
know that the entire Interstate
Commerce Commission backed
the railroads up, and. our Supreme
Court backed the railroads up,
and today the public is riding
around in junk, and they're going

-| people down every day who want

to ride. in-junk for the next five
to ten years, because Mr. Gurley
and Mr. Clement .didn’t, want me |
to lose my money. Well, 'm very
appreciative of that! |

Inadequate Passenger Equipment

Since the war, or since v-d Lay,
there have been 2,000, passenger
cars ordered, of which .1,000,are
Pullmans. In the last year,there
have been 112 passenger cars
ordered. A month ago I went to
Palm Beach to repair some hurri-
cane damage, and . the: local: pas-
senger agent of the Florida -East
Coast came_ in to pay his respects
and say that he didn’t know how
in the world they. are.going to
take care of traffic to Florida this
winter because he’d just been un
to Chicago to see the new railroad!
—Pullman Company—to see what
he could do for some bedroom
cars and they told him there’s
only 26 bedroom cars in the coun-
try to take care of 133 railroads,
and that they also told him that
the’ Pullman Company was .then
furnishing only one car in: three
for requisitions which were com-
ing in to them.

Now, I do know that Mr. Bow-
man is worried how he can.open
Greenbrier Hotel next March, and
I do know that we are turning

to go to Hot Springs, because we
do not have sleeping - cars; : yet,
only 112 passenger cars of all
kinds .were ordered in the last 12
months. . )

Now, again, the only thing I
can reconcile that with is that
there is greater interest in the air
lines than there is in the railroads.

The Work of Wall Street

Now, there’s two things that I
want to make very clear, and one
of those things is that I also have
thought, and I still think, that the
most- important streets in the
world are those few historic
blocks between Trinity Church
and the East River. There is the
last citadel of private enterprise.
It is rendering the nation d great
economic service, for,a very in-
adequate reward. They are just
about down to the railroad level
when it comes to rate of return.

I’'m proud of Wall Street, and
Wall Street is a great and honor-
able community, and that applies
to all its branches all over the
country, and when Wall Street
goes, so goes the Statue of Liberty,
and every thing I owe to Wall
Street, because God knows I
haven’t lived in the last 20 years
on my salary, net after taxes, I
have lived simply because I am,
like you gentlemen, a . securities
analyst, and I'm keenly. inter-
ested in the railroads because they
are a “natural” for a railroad
analyst. )

The figures of railroad opera-
tions come out every month. You
can see the property. You.can|
measure, see how much cash. they
have, what the revenues are; and.
when. that industry—which used
to make un most of the trading.on
the New York Stock.Exchange—
when. that industry sits back as. it
did, under insurance company; in-
fluence, ond allows these.railroad
reorganization. plans, to. go
through. without protest, then .I|
think they were not. exercising
their obligation to.the nation as a
whole, to protect the. investor. I
think they were, misled by a few
and I think . those ; few. have
wreaked something from which
the capitalistic system may never
recover from. ’

Railroads Need Living Wage

Two weeks ago I was down with
an Interstate Commerce Commis-
sioner, discussing railway express
on less than carload lots and this
Commissioner said, “Mr. Young,
this railroad situation is a dread-

ful . condition.” He said, “I just|:

don’t know\ what we are going
to do about it.”
We have been trying to tell him|

‘| ihat for three and a half years.

1f “you give them 'a living wags,
there’s a lot -you can do about 1t.
Buyt he said, “Let’s just take. the
passenger business. The trains on
the New York Central are not
returning . their out-of-pocket by
35%.” “Well,” I said, “Mr. Com-
missioner, we were down 'here
last year to offer you new equip-
ment; and.every. place you. turn,
wuere tnere is new equipment,
those. passenger trains not only
refurn  their out-of-pocket, but
they return a big profit, The most
profitable train in the world is
the one between 'Frisco and Los
Angeles, the Southern Pacific day
train, which nets, or grosses, $8
a mile, and costs $4 a mile. Every
new train that’s gone on—and
that’s true also of the New York
Central, the Pennsylvania,
Illinois - Central, the Pere Mar-
quette, Seaboard and Florida East
Coast—every one of those trains

has, within a few years, paid back ,

its .cost in increased revenues.”
So I szid to the Commissioner,

“Well, Mr. Commissioner, if you

had ‘taken our $500 million you’d

|have cured that situation.” “Well,”

he.said, “I'm dreadfully disturbed
about the New York Central be-
cause .the cost of labor is such
at these terminals that the New
York Central can’t’ possibly live.”
I said, “Well, Mr. Commissioner,
that’s why we are down here with
an_application to acquire control
of it But'I suppose,” I said, “that
you're. going to. turn .us dawn.
You're going to debate. over it for
six months and turn us down,”
and-I reminded him that the in-
terlocking application of Mr.
Hagerty of the Metropolitan Life
to.sit on the New Haven Board
as. well -as on the Erie had been
approvad without a hearing, while
our New York Central hearing
was still going on. I said, “You’ll
put a panker on there—let him
interlock—but a fellow like Bob
Bowman, who knows what New
York Central needs, you make us
bring 50 lawyers down, after
which you incubate on it for six
months and then you turn us
down.” I said, “If you gentlemen
will give me the New York Cen-
tral, and then if you will give me
the Rock Island, and the Southern
Pacifie, and the Seaboard, I'll
show you a cost of transportation
that will amaze you and will
make these railroads a gold mine,
even on present rates, and you
can make the farmer happy and
everybody happy. The only per-
sons. that will not be happy will
be_the presidents’ of. these rail-
roads, who will have to give up
a job.”

I said, “If the trouble with the
New. York Central is the fact
that it’s got too heavy a terminal
expense, the obvious answer is to
put’ it with a railroad that can
give it a long haul. Now, if you’!l
give me the Rock Island and the
Southern Pacific and the Sea-

board and the Central, I'll give.

you a long haul.”

+- Now I. haven’t covered Alle-
ghany Corporation or Nickel
Plate or the Greenbrier and a lot
of -other things, but to continue.

‘" Alleghany.Corporation -
When we came :into-Alleghany

Corporation. in 1937 it had $80,

million. of :debt, and didn’t have
even:the .cash to -pay its payroll

because .it- was all-tied up in the,
Guaranty Trust. Company under,

an indenture, and they. didn’t like

me so they wouldn’t give us any .

money for the payroll.

Incidentally, they didn’t like me ;

because in this same investigation
I reminded President Truman—
he asked me what I was going to
do with railroad finance, and I
said, “Open it up to competition”;
and Mr. Lamont had one of his
men.down there and I was called
down to .his office next day, and
that’s when I began to. have
trouble with the Guaranty Trust
Company.

Now, I'm not for competitive

bidding. I'm against competitive.

bidding, but there is something

else that I’'m more against, and

the,

that’s!. the reason we have com:
‘petitive bidding, .’ i

1 am niore against a banker sit-
‘ting on.a board of directors of a
'company and selling bonds. to .
himselt, and that is way you have
‘competitive bidding, It was be- .
‘cause * the House, of. Morgan
‘wanted to sit on the, beard .of the
C & O .and.sell bonds to itself,
.and the first time we had a clash
‘on that, they came.out and bid
9515 for $30.million of Chesapeake
& Ohio bonds, when I had a
sealed bid in my .pocket for 100
for the same bonds, or a differ-
‘ence of 4% points. or $1,350,000,
and that’s why I'm for competi-
tive bidding, if bankers insist on
Slutiiy vit budl'as anu wealing wid
themseives, because.l don’t,think
you.can get a fair. price under
those circumstances. -

They tried.to: get into the Erie
and tried.it in Cincinnati Union
Terminal; they. tried. it in the
St. Louis Union Terminal, and
every time they tried it on me
they got licked, and.every time
they made evidence, for the SEC
-and-the ICC, and that’s why you
have competitive bidding rulings
today; not because of me, but be-
.cause of them,

Now,

Allegehany. Corporation
‘has paid off all of that $80 million
of debt, a good part of it -at a
premium. Of -its prior preferred
stock, it has - purchased ‘29,009 .
shares out of.100,000. and retired
it. .Out of. its 660,000 shares of
Series: A. preferred, it has pur-
chased 102,000 and retired that;
not only gotten rid of $100 of
.capital item, but it -alse got rid
-of - about $80 .per share in back
dividends, and today Allegehany
Corporation has some bank loans .
of about $24 million -and has cash
‘against -that of ‘about $13 million
or a net debt of about $11 million.

Allegehany cannot pay divi=-
dends because it still has a deficit,
and for that reason we are using
-the corvoration’s earnings to re-
duce its -capital. The prior pre-
ferred stock is convertible into
common at 5 and. there’s back
| dividends on it of about $30 &
i share and we hope one day, per-
haps, to pay off those dividends in
cash and then to see that stock
converted into common, if we
ever get the kind of rail market
to which we are entitled. :

I want to again say that I
think we are about to enter a
great, new era in railroads, be;
cause the chief incentive which
the insurance companies’ manager
ment of these railroads and -the
Interstate. Commerce- Commission
have had.to keep rates down is
now behind us, now that they
have got the Rock Island safely
into the. fold. So they.won’t be as
interested . now .in keeping rates
down. :

So I look for better rate treat-
ment for the railroads and I ex-
pect to see the railroads .enter a
great new era, when trading in
railroad securities on the New
York Stock Exchange will again
be an important feature. - -

Greenbrier Hotel

We heaved a sigh.of relief when
the government.came to us-at-the
beginning . of -the war and - said
“We want to buy it for a -hospital,?
and ‘we. sold: it to them for $3
million and realized.a.loss which
tax-wise gave us. a net return: of
about $6- million, and we_ were
thankful ‘to be out of the hotel
business. RN

But at the end of the war thé
pressure on the C & O was so
great from its operators and from
the government of West Virginia
that it was compelled to take the
hotel back, rather than see it pass
into other hands, and it -was rer
acquired.

It is being refinished on a very
expensive basis, as anything is
that’s deone these days, and we
hope to see it the finest resort
hotel in the world. But the return
it will show to the -C-& O will. be
mostly indirect, in that we -will
have something to offer there to
coal operators. and others.along
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the line which the Virginian and |
the Norfolk & Western can’t offer,

So, it may look like an expen-
sive operation in some respects,
but I think, on balance, in view or
the fact that every railroad is
more or less a public institution,
as far as certain aspects of its
service are concerned, I think we
just have to look upon that as
part of the C & O service, just
like its dining-car service.

The Seaboard Air Line
Let me tell you about Seaboard.
- I’s a situation very much like
the Rock Island, and I think, even
¢ today it has $60 million of cash,
and the market value of its bonds
- is probably less than the value. of
- its casn and equipment. So that
- when you buy into that situation,
¢ you're buying the railroad for
' nothing. 1
. Our analysis shows there are
. three or four outstandingly cheap
railroads in the country, and most
of them are in the reorganized
" field. Seaboard and Rock Island
and Missouri Pacific, and a few
others—Florida East Coast, com-
paratively cheaper now than
Pennsylvania, Central and Nickel
' Plate, and other eastern railroads,
which even so are very cheap now.
The Seaboard, if it weren't,
. again, in one of these non-stock-
holder managements, I would be
~very enthusiastic about, but there
" is a voting trusteeship there, and
the stockholders have no interest.
I talked with the President of
the Seaboard within the last six
- months to try to persuade him to
 take some of that $60,000,000 and
' buy up those 4% % income bonds
selling at 62; those income bonds of
- the Seaboard are a far better bond
than any—than most—bonds, rail-
~road bonds, on the New York
~ Stock Exchange selling in the 90’s
~and 100’s, both as to earnings and
. as to security, they constitute a
first mortgage, virtually, of the
' Seaboard. Yet the management,
. even in the railroad panic we had
_last fall, a year ago I couldn't
. persuade that management to go
in and buy those bonds. Now, I
. think that was just injuring the
stockhoiders, and the only reason
. I can see is that—well, I just don’t
know. I don’t know whether those
* voting trustees have the money in
" some bank, or what. I just don’t

" know. I can’t’ understand it.

Another thing he was doing—
. which a road as rich as the C & O
" can’t afford—he was paying 100%
cash for his equipment. Well, now,
_you gentlemen know, you can fi-
. nance equipment for 2%, so why
pay 7%, 8% or 9% on your 4% %
" income bonds, and take cash and
buy equipment for that, when
. you can finance it at 2%? It just
. didn’t appeal to me, as an analyst.
But it appealed to those fel-
~lows, and that’s why I don’t think
. we ought to have voting trusts,
-and that's why I think when the
‘ insurance companies, and when
- you gentiemen, allowed those in-
surance companies to set up vot-
. ing trusts, I think you were in-
s juring our system of private
- enterprise, and as much as I love
"Wall Street, I love private enter-
. prise more.

‘Martin S. Stout With
‘Maxwell, Marshall

(Svecial to THE FINANCIAL CHRONICLE)
LOS ANGELES, CALIF,
Martin S. Stout has become con-
:nected with Maxwell, Marshall &
Co., 647 = South Spring . Street,
“members of the Los Angeles Stock
Exchange. He was formerly with
‘First California Company. ;

E. T. Reel Opens

(Special to THE FINANCIAL CHRONICLE)

LAI\_/IAR, COLO. — Eugene T.
.Reel is engaging in a-securities
,business from offices at 111 West
‘Olive Street. He was previously
with Garrett-Bromfield & Co.

The State of Trade and Industry

(Continued from page 5) :
forced to clear their books of all promised tonnages which cannot
be delivered before Jan. 1.

Some segments of the automotive industry are claiming that
many of their parts-makers ‘are not receiving enough steel with the
result that auto firms in some case are being forced to supply steel
to their parts-makers. On the other hand, other steel consuming
groups are squawking about auto firms getting too much steel.

The general boycotting of high scrap quotation by consumers
has driven prices down at Pittsburgh where the average price of
No 1 heavy melting this week has declined $2.50 a ton. At Phila-
delphia where demand is still ‘strong the average price of heavy
melting steel is up 50c a ton, while the important Chicago district
retlects no change. “The Iron Age” steel scrap price composite is off
67c a gross ton this week and now stands at $40.58 per gross ton.

The American Iron and Steel Institute announced on Monday
of this week the operating rate of steel companies having 94%
of the steel-making capacity of the industry will be 96.3% of
capacity for the week beginning Nov. 24, 1947. This compares
with 979, one week ago, 979 one month ago and 62.8% one year
ago. Current operations represent a decrease of 0.7 point or 0.7%
from the preceding week.

The week’s operating rate is equivalent to 1,685,000 tons of
steel ingots and castings compared to 1,697,400 tons last week and
also 2 month ago and 1,106,800 tons one year ago.

RAILROAD FREIGHT LOADINGS CONTINUE SEASONAL
DECLINE FOR LATEST WEEK

Loadings for the latest week Nov. 15, 1947, totaled 878,337 cars,
according to the Association of American Railroads. This was a
decrease of 31,823 cars below the preceding week due to the sea-
sonal decline in freight traffic and observance of Armistice Day.
They also represented a decrease of 38,787 cars, or 42% below the
corresponding week in 1946, but an increase of 77,803 cars, or 9.7%
above the same week in 1945,

ELECTRIC OUTPUT AGAIN HITS NEW ALL-TIME HIGH

The amount of electrical energy distributed by the electric
light and power industry for the week ended Nov. 22, 1947 was
5,180,496,000 kwh., a new all-time record figure, according to the
Edison Electric Institute. This compares with the previous high of
5,084,340,000 kwh., reached in the preceding week, and was 8.7%
in excess of the 4,764,718,000 kwh., produced in the corresponding
week of last year. .

AUTOMOTIVE PRODUCTION ESTABLISHES NEW
POSTWAR HIGH
The automotive industry last week attained a néw postwar high
point in production by turning out 111,228 cars and trucks in the
United States and Canadian plants. This surpassed the previous
week’s record output of 110,663 units, according to “Ward’s Auto-
motive Reports.”

Included in the total for last week were 82,029 passenger
cars and 24,269 trucks made in this country and 3,885 cars and
1,054 bwmilt in Canada. In the comparable week last year. 96,454
units were produced, while in the corresponding 1941 week 80,820
were completed. i

Cumulative figures show 4,472,548 units produced in the year to
date, of which 3,127,311 cars and 1,112,524 trucks were built in the
United States, and 147,990 cars and 84,723 trucks were made in
Canada.

If the present pace of more than 22,000 daily continues for the
remaining 26 working days in the year, stated “Ward’s” the total
should easily pass 5,000,000.

BUSINESS FAILURES TURN SLIGHTLY LOWER

Following a two-week increase, commercial and industrial fail-
ures declined a little in the week ending Nov. 20, reports Dun &
Bradstreet, Inc. Concerns failing numbered 79, against 84 one week
ago, but over three times as many as the 24 in the comparable week
of 1946. They also exceeded the total registered for the correspond-
ing week of any year since 1942.

The week’s slight downturn appeared in both large and small
failures. Business failing with liabilities of $5,000 or more dipped

. from 66 last week to 64 this week, about three times the 21 reported

in this size group a year ago. Of the 64 larger failures, 10 involved
losses of more than $100,000 each, including one enterprise failing
for more than a million dollars. Fifteen small concerns went out
of business with losses to creditors of less than $5,000; this repre-
sented a mild decline from the previous week’s total of 18.

While this small liability class accounted for only a fifth of
the week’s failures, it showed an exceedingly sharp upswing from
1946 when only three small enterprises failed with losses under
$5,000.

Retailing and manufacturing continued to have about an equal

number of failures, claiming 33, and 30 respectively. In wholesale

trade, only six failures were reported, in construction and commercial
service only five. The mild decline in failures in the week just ended

occurred entirely among manufacturers and among construction con-
cerns.

Geographically, the Pacific States continued to have the most
failures. The second largest, occurred in the Middle Atlantic States.
All of the week’s decline was concentrated in two areas, the East
North Central States. In all other districts, business failing in the
week just ended either increased or held steady.

FOOD PRICE INDEX REGISTERS FURTHER ADVANCE

The Dun & Bradstreet wholesale food price index showed a
further moderate rise last week following the sharp uptrend a week
ago, bringing the Nov. 18 figure to $6.95, from $6.89 on Nov. 11. This
represents a gain of approximately 1.0% in the week, and is only
2.4% under the all-time high of $7.12 recorded on Sept. 16. The cur-
rent index compares with $6.49 last year, an increase of 7.1%. The
chief function of the index is to show the general trend of food
prices at the wholesale level.

DAILY WHOLESALE COMMODITY PRICE INDEX
SHOWS STEADY RISE

The wholesale price level continued its slow but steady rise in
the past week. The daily wholesale commodity price index, con'_nplled
by Dun & Bradstreet, Inc., closed at 293.10 on Nov. 18, only slightly
under the post-war peak of 293.56 registered on Oct. 23, The latest
figure compares with 289.17 a week ago and with 240.15 on the corre-
sponding date a year ago.

Leading grain markets scored further advances last week
although price movements were somewhat irregular and volume
of trading in futures continued to decline.

Wheat displayed marked strength aided to a large extent by
buying stimulated by continued CCC wheat purchases, and a resump-
tion of government buying of flour, after a lapse of several weeks.
Rains were reported over a large part of the Winter wheat belt in the
latter part of the week and tended to hold advances in check.
Strength in corn reflected active commercial buying prompted by
cold weather in mid-Western producing areas which may increase
feeding requirements and tend to restrict'marketing. Oats advanced
aided by government buying, small receipts and reports of heavy
farm consumption. Domestic demand for flour continued at a low
level with buyers holding aloof pending developments from Wash-
ington. Hog prices were steady although receipts continued heavy.
Cattle prices strengthened at the close and lard prices moved up-
ward in active trading.

The initial advance in cotton prices which followed the gov-
ernment’s unexpectedly lowforecast for this year’s crop was well
maintained during the week with values holding within a com-
paratively narrow range.

Inquiries were more numerous and volume of sales in the 10
spot markets increased sharply to 342,100 bales for the week, from
313,500 the week preceding, and 120,600 in the like week a year ago.
In addition to the low crop estimate, the market was stimulated by
heavy rains and frosts in parts of the cotton belt, a strong demand
for cotton textiles, and the continued high rate of domestic cott.on
consumption. According to the New York Cotton Exchange Service
Bureau consumption during October rose to approximately 825,000
bales, as compared with 727,000 bales in September, and 931,000 bales
in October last year. .

Demand for domestic wools in the Boston market remained ac-
tive but volume was small due to restricted offerings. There was good
attendance at the wool auction sale held in Boston on Nov. 13,
but bidding and volume of sales were disappointing. In foreign
primary markets prices remained firm. Buying in Montevideo was
said to have slowed down as a result of recent increases in asking
prices on super wools 58s and above in grade.

RETAIL AND WHdLESALE TRADE MODERATELY ABOVE
WEEK AND YEAR AGO

The combination of seasonal promotions and generally favorable
weather helped to encourage consumer buying the past week. Retail
volume rose moderately above that of the preceding week and re-
mained well in excess of that of the corresponding week a year ago,
according to Dun & Bradstreet, Inc. in its current survey of trqde.
Holiday gift buying was considerable and consumers purchased fairly
liberally with insistence on quality continuing to be stressed.

A slight increase in the puxgchasing of food occurred the pqst
week. Dairy products, frozen foods and utility cuts of meat were in
very large demand. The supply of fresh vegetables and fruits con-
tinued to be plentiful and purchases of poultry and fish proved to
be substantial. Housewives increased their purchases of canned goods
and sugar with the demand for coff