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Compulsory Training
"Wasteful Act ofWar
By ROBERT M. HUTCHINS*

> Chancellor of the University of
i■ . ' »>••" Chicago '; A";.- . :v A

Prominent educator ' denounces
'■ universal: military training both
* as security and as educational
program. Says universal training,

v instead of preventing a war,
> would be "a ridiculous and*

wasteful act of war."

Universal military training
would be useful if it could pre¬
vent another war. Large num¬
bers of men who have gone

through
squads right
under the aus¬

pices of ob¬
solescent of¬

ficers are not

likely to help
Us win a war.

They are not
necessary to
help >us oc¬
cupy a coun¬

try the cities
of which
have been de¬

stroyed by us.
That can be
done by forces
recruited for

the purpose at the time — such
forces would not have to be
large or particularly skilled.
But does anybody imagine that

(Continued on page 25)

Robert M. Hutchins

*An address by Chancellor
Hutchins at a public rally spon¬
sored by the National Council for
the Prevention of War, Washing¬
ton, D. C., Dec. 14, 1947. v.. A
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The Future of Easy Money
By DR. WALTER SULZBACH

Dr. Sulzbach asserts it will be impossible for money rates to remain
abnormally low ov% Jong term, since artificially-induced easy

money is the result of .inflalion which itself subsequently produces
high interest rates; ^hds Jo easy money's breakdown in France
and its hard-sledding k. England.. Calls on our monetary authorities :
to acknowledge frankly and promptly that natural interest rates

are bound to prevail. ;' A;VV; \:v: A • ■ A'A
There are several kinds of economic forecasts. Not all of them

should be taken seriously. Therfc were for instance the forecasts-
that the end of the War would usher in- a wave of unemploy-:
ment; that 1947 would be a year, of mild "recession"; that in 1947

prices in gen-
eral would

Walter Sulzbach

fall moderate¬

ly but agricul¬
tural prices
substan¬

tially. Fore¬
casts of that
kind are based
on; the as¬

sumption that
certain pre¬

vailing condi¬
tions are ^ab¬
normal" and

therefore set

for a reversal.

Those fore-
casts mostly

fail to materialize. The reason is
that the greater part of the in¬
numerable factors which mould
the future, escape our knowledge.
Forecasts which envisage a

change in the trend of the busi¬
ness cycle are mostly made six
months ahead. When the forecast
is made during the summer its
author describes what will happen
during the following winter. When
it is made in the spring it usually
aims at the next fall, and so forth.
The forecasters don't have the

courage to predict what will hap¬
pen in a week or two. On the
other hand, economic prophecies
covering the more remote future,

(Continued on page 22)
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■ As We See
^ Running to Emptyings ;7-.7'v::v'
Considerably less than two years ago Congress passed

and the President signed a measure known as the Employ¬
ment Act of 1946. The bill originally introduced was ex¬

tensively modified—some said emasculated—in its course

through the legislative mill., Its meaning when it finally
emerged was and is still not altogether easy to define, but
it has been widely heralded as placing the Federal Govern¬
ment on record as accepting, even arrogating unto itself,
responsibility for "full employment," a goal then by many
thought to embody very nearly all that was great and good
in economic life.

t

v Last week the Council of Economic Advisers, created
by and under this act to tell the President (and presumably
Congress and the country) how all these good things are to
be achieved or obtained, blithely and blandly remarked in
its second annual report that "we were astonished to find,
after the country had reached the idealized figures of
60,000,000 jobs, that the volume of production still was dis¬
appointing. And with production shortages, we also found
that abundant monetary purchasing power confronted us

(Continued on page 22) , . A.:'-A' .7,7'; • A

STATE AND MUNICIPAL

BONDS

Inflation and the Stock Market
By MELCHIOR PALYI /

Professor, University of Wisconsin

Denying stock market is barometer of business, Dr. Palyi cites
developments preceding 1929 crash. Stresses emotional, mass

7 psychology, as indicating state of mind in financial community. ,

v Says stagnation in stock market is due to depression fears, but <
foresees a boom if inflation grows. Holds unbalanced corporate ■■■

. capital structures portend much equity financing.
a . .' One of the oldest and most respectable myths in economic text¬
books is the lovely story about the unerring foresight displayed by
the stock market. It is supposed to be a barometer that predicts the
economic weather, thanks to the collective wisdom of the thousands

<& rf operators
whose inde¬
pendent and

contradictory
judgments
average:out
by some mys¬
terious auto¬

matism into
clear vistas of
the forthcom¬

ing trend. As
i- v>kdom and

foresight were
matters of col¬
lective behav¬
ior and not of
i n d i v id ual

ability! But
there are few better entrenched

dogmas in Economics (as it is
being understood popularly) on

which everybody seems to have

agreed, even the extreme left.
Within the framework of the capi¬
talistic system, at any rate, stock
exchange quotations as a whole
are supposed to represent the ulti-

(Continued on page 24)
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W- Outlook
■yV; By RAGNAR D. NAESSyy^yy:.- : '

. yPartner, Naess & Cummings ?:•''*''■ n:. . - •V' \:'
' '

- • ' ' • *v' ' • '' % ;*,u i' ; k - • ' , I ■ . . . . \

Investment analyst predicts first half of 1948 will set new high records in national output and con¬
sumption. Looks also for higher commodity price level, but holds current upswing in consumers' non¬
durable goods production will not last through year. Sees further distortion of wage-price relationship
with new round of wage demands. Forecasts continued high government spending and budget surplus.

We are entering the year 1948 under most auspicious circumstances. Many lines of
activity are making new peacetime records. Our gross national product is now running at
a rate of about a quarter of a trillion dollars a year, and personal income of individuals at a

rate of ^20;
billion a year
We have

come through
the year 1947
without any

serious set-
back. ;: The
unsettlment in
the soft goods
and service
industries that
occurred
in the first six
months of the

year, accom-
p a n i e d by
price declines
and inventory

liquidation, did not spread to our
capital goods industries which
were strongly supported by huge
unfilled orders. Neither did the
ansettlement involve the con¬
sumers' durable goods industries
to any extent. These were
strongly supported by the combi-

Ragnar D. Naess

:;:An address by Mr. Naess be¬
fore the Luncheon Meeting of the
American Statistical Association,
New York City, Dec. 30, 1947.

nation of a huge backlog of de¬
ferred demand and huge savings
in the hands of the public.
Looking ahead into 1948 it is

relatively easy to conclude that
the first six months of the year
and probably the year as a whole
will set new high records in gross
national product and in personal
consumption expenditures. Simi¬
larly, it is likely that the volume
of production as measured by the
Federal Reserve Board Index will
reach a new peacetime high for
the first six months at least, and
that for the year as a whole this
index may be as high if not
higher than it was in 1947. The
commodity price level will almost
surely average higher in 1948 than
in 1947 and further price in¬
creases, particularly in manufac¬
tured goods and in retail stores,
seem indicated. The cost of liv¬
ing is bound to advance further in
the light of these price increases
and because of further increases
in rent and other slow-moving
items in the consumer budget.
In the light of this prospect for

1948 it would seem that everyone

should feel happy and contented
and view the situation with con¬

fidence. The bus'ness community
is reaping exceptional benefits in
the terms of profits, labor is en¬

joying the highest employment
and weekly pay on record and the
Administration in Washington car

look forward to a favorable eco¬
nomic backdrop during an elec¬
tion year. This happy combina¬
tion of circumstances, however
does not at all seem to result ii
the contentment and confidence
one would expect. On the con¬

trary, it is hard to say who seemr
the most worried and fearful ovei
the# outlook -r- the government
business or labor. This seems tr
me to be one of the fundament?
factors in the present situatioi
different from most past period?
of prosperity and boom.
The wonderful current arc

prospective business statistics dc
not tell the whole story about oui
economic situation. In fact, the^
tell only a small part of the story.
One can tell the real story only
by going behind the scene and

(Continued on page 25)

Inflation and the Banking Position
* f By PHILIPP H. LOHMAN, PH. D.*
Chairman, Department of Commerce & Economics,

University of Vermont t

Dr. Lohman reviews banking reform proposals for curbing inflation, and outlines dangers of increasing <
reserve requirements as recommended by Chairman Eccles of Federal Reserve Board. Holds recom¬
mendation is road to 100% reserves and to socialization of bank credit. Refutes* idea of "100% Re¬
serve," and holds unfavorable banking structure exists, particularly inadequate capital in relation to

deposits and improperly managed assets. Urges simplification of bank supervision.
The last weeks of 1947 are turbulent ones for the banker. The shadows which these

weeks project into the immediate future are even more portentous. Still but a handful of
the men and women guiding the destiny of the 14,602 commercial banks in the United
States recog¬

nize the threat
which faces

private bank-
ing in the
United States.
Most of the
bankers, how¬
ever, remind
one of our un-

preparedness
on the eve of
Pearl Harbor.
It was but

a few weeks
ago that the
three Federal
mentors of the
■country's y'. yy.." v.iy.-/y ":y;
banks issued a drastic warning to
bankers to use "extreme caution"
in their lending policies. The
members of the Board of.Gover-

P. H. Lohman

*An address by Dr. Lohman at
the Vermont Conference of the
National Association of Bank Au¬
ditors and Comptrollers, Vermont
State Bankers Association, Bur¬
lington, Vt., Dec. 12, 1947.

nors nf the Federal Rescue As¬
tern, the Comptroller of the Cur¬
rency and the Federal Deposit
Insurance Corp. as well as the
executive committee of the Na¬
tional Association of Supervisors
of State Banks joined in this
warning. This statement deserves
analysis, for it was soon to be
followed by legislative proposals.
The authors of the warning utter¬
ance felt that: (1) expansion of
bank credit at this time definitely
was an inflationary factor; and
(2) banks should curtail loans for
speculation in real estate, com¬
modities or securities and con¬
sumer credit should not be over¬
extended.

No doubt, the reference to con¬
sumer credit harked back to Pres¬
ident Truman's recent proposal
for permanent consumer credit
control. Incidentally, I remember
back in 1940 when an assistant
director of research and statistics
of the Federal Reserve wound up
a comment upon the growing pop¬
ularity of consumer loans with

We Maintain Active Markets in U. S. FUNDS for
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Minn. & Ont. Paper Noranda Mines

Canadian Securities Department
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British Securities Department ,

GOODBODY & Co.
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J'i

commercial banks by saying: "The
broad expansions that have oc¬
curred in the past two decades in
the volume of consumer credit
means that there is a growing
area of the credit structure that
is less amenable to Federal Re¬
serve policies . . ." You all know
what ..happened. The Americar
Bankers Association, the Ameri¬
can Industrial Bankers Associa¬
tion, the Retail Credit Institute
of America and others immedi¬
ately fought such consumer credil
control tooth and nail. Who knows
whether the bankers will not yet
have to bite into the sour apple
of assenting to the restriction ol
bank portfolios to consumer credit
paper only under observation oy
the down-payment and amortiza¬
tion standards established by the
Board of Governors of the Fed¬
eral Reserve Systems, j

Mr. Eccles' Views and Proposals
- The reasoning of Mr. Eccles be¬

came clear one day after the quad-
(Continued on page 30)
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j Holds data should not be used commercially.
"Chronicle" hopes other associations show *

'

same interest in welfare of their members.

In addition to receiving copies of communications
that dealers wrote to their Senators and Congressmen,
the Editor of the "Chronicle" is glad to give below a

letter the Directors of the Maine Investment Dealers

Association voted be sent to the Securities and Ex¬

change Commission protesting against making dealer-
broker financial statements available for publication:

Maine Investment Dealers Association

' ■ Portland, Maine ^

26 December, 1947

Securities and Exchange Commission
Philadelphia 3, Pa. :J""

Gentlemen:

At a meeting of the Directors of the Maine
Investment Dealers Association it was voted to

'
• call your attention to the editorial appearing in
the December 11th issue of the "Commercial &

Financial Chronicle," a copy of which is here
. attached.

We feel that this protest in the "Chronicle"'

succinctly contains the objections that we, as an

. / V association of dealers, have to the publication in
any magazine of the capitalization of dealers. We
do not feel that information of this nature should

be Used commercially.

Very truly yours,

Maine Investment Dealers Association

By: Carl K. Ross, Secretary
912 Bank of Commerce Building
Portland 3, Maine

The Directors of the Maine Investment Dealers

^Association ■ are to be congratulated on being so con¬

scious of their obligation to their members and to the
V'rAmerican way of life. The "Chronicle" hopes other

•^{associations, big and little, in the investment field will

j follow suit.
•

V. The "Chronicle" hopes, too, that every dealer will
immediately write to the SEC requesting that informa-

:> tion contained in financial statements filed with the

Commission be kept confidential. He should also write
to his Senator and Congressman asking that they use

their influence to compel the SEC to do so.

l ; ■ v Every dealer also owes it to himself to act as a

spearhead in his own immediate circle of a movement
to shear the Commission of many of its inquisitorial

:powers. • ,

; The interest of capitalism is not well served when
{ policies that are detrimental to all but the wealthy are

advocated or condoned. And don't the SEC left-wingers
know this! jV;'
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Economics Collides with Ethics §
By HON. RALPH E. FLANDERS* ;/£. -."v, • v : . \

• ■' ,v;' . ";' ■ U. S. Senator from Vermont

Senator Flanders traces injection of ethical principles into economics, and points out its failure under
"

the New Deal. Reviews recent inflationary trend and lays it largely to full employment, as indicated by
success of John L. Lewis in obtaining excessive wage increases for miners. Says wage advances have
been inequitable and some have gained higher wages at expense of others. Calls for self-discipline

V for both organized labor and business. Holds most serious problem is inadequate supply and high
\ prices of food, and foresees need for meat rationing. Concludes no conflict exists between economics

' '
and ethics, since ethics is only long-range self interest.

The title chosen for this talk is not perhaps in complete accord with the dissertation
which follows. A fondness for alliteration influenced in some degree the choice of words.
Yet the subject will be near enough to the title so that the latter will not be completely
inappropriate.
A broader

subject would
be to explore
the relation¬

ships between
science and

ethics. This is
indeed a fruit¬
ful field for

exploration
and leads one

to funda¬
mental con¬

siderations of

religious doc¬
trine as well
as of science.
Much think-

Ralph E. Flanders

ing needs to be done in this field,
but we are not going to dig so

deeply into fundamentals tonight.
Let us begin by asking whether

economics is a science. I suspect
that to be an old question and
that my thoughts on that will be
somewhat amateurish, but since
they are pertinent to my subject
a little time must be given to
this matter.

i Science is based on a broad ob¬
servation of happenings in a giv¬
en field. Then underlying prin¬
ciples are inductively derived
from these observations or previ¬
ously suggested principles are
compared with the reality of the
observations. Instructive hypo¬
theses thus derived are tested in

practice both on a laboratory
scale and in operations of greater
magnitude. * * .

An essential part of rigidly
scientific investigation is, of
course, carefully planned experi¬
ment in which the variables af¬

fecting the phenomenon under
discussion are altered one by one,

keeping the remainder constant.
The effect of the controlling vari¬
ables thus isolated can be put in4
to a formula, or stated in some

;other practical form for practical
use, ,

%jDoes this procedure apply to
economics, which concerns itself
with the production and distribu-

; *An address by Sen. Flanders
before the American Economic

Association, Chicago, 111., Dec. 28,
1947.

tion of goods and services in
human society? We can observe
instances and form theories from
our observations as to how the
members of society as a whole act
and react in this process of pro¬

ducing and distributing goods and
services. How sure and definite
are our results? How accurately
can they be applied to the con¬
trolling of a given situation in
which there seem to be arising
dislocations and obstructions to
the free flow of production and
distribution of wealth? In this
one of the social sciences as ap¬

plied to the practical manage¬
ment of our affairs do we have

anything like the surety that we
do in the field of physical
sciences? ■'■■ - ' "

Limitations of Economic Research

Evidently we do not. We have
no research laboratory. It is im¬
possible to group a few persons
within a closed wall and experi¬
ment on them as we can with

physical materials and forces. Our
laboratory is society as a whole
and that means, in its further¬
most reaches, the whole popula¬
tion of the earth itself, of which
we may now say that scarcely
any part of it does not affect the
rest of it or is unaffected by it.
It is, of course, true that within
a given nation a certain small
degree of isolation may be
reached. There are barriers of

language, of law, of transporta¬
tion, of customs duties, and the
like which permit the inhabitants
of a nation to be experimented
with to some degree as a unit,
but still not in strict isolation.
The social sciences have in fact
been enriched by the experimen¬
tation oh the people in the United
States undertaken by the New
Deal in the period from 1933 un¬
til the second World War. The
main objective was to find means
for reducing mass unemployment.
The results of those experiments

were largely negative, yet nega¬

tive results are extremely im¬

portant. i\
Other things were learned as

a result of our economic controls

during the World War itself, but

they are of limited application to
peacetime living.

So far, then, as concerns any
endeavor to construct economics
as a pure science we must resign
ourselves to the facts that our

laboratory is unmanageably large,
the variable factors of any given
problem cannot be isolated, and
we must content ourselves with

less scientific and more judgmat¬
ical deductions as to the causes

of change, most of which are be¬
yond our control.
We have the final difficulty

that this social science is prima¬
rily a study of human behavior.
It is true that it is assisted by
statistical information whose

gathering and interpretation may

be rigidly scientific. Yet the final
subject matter is human behavior,
and until the springs of human
action become subject to detailed
and rigorous analysis, we cannot
expect economics to provide ef¬
fective scientific controls.

Throughout its history this so¬
cial science has shown itself re¬

sponsive to social conditions of
which it is itself a part. * The
mainly agricultural economy of
the eighteenth and preceding cen¬
turies resulted in one group of
theories and practices. With the
Industrial Revolution arid Eng¬
land as the world's workshop,
there resulted another set of prin¬
ciples and practices. Furthermore,
these preceding bodies of econom¬
ic theory supposed a peaceful
world. For a time at least that
condition has passed, and we must
expect to proceed on modified
lines if we are to gain any useful
control of the world in which we

live. Ours is not a peaceful world
and the difficulties of organizing
it on a peaceful basis seems to
increase rather than diminish,
It may well be that there is a

hard residual deposit of enduring
science which remains throughout
the flux of changing circum¬
stance. May it not also be that
this eroded core may be of less
practical importance than is the

'

-

(Continued on page 26)

By A. T. OSTRANDER . y/. ,

Mr. Ostrander contends rising prices can benefit common stocks
only in transition period, and even in this period, the benefit may
not be general. In long-term outlook, holds there is no possible
foundation for expecting increased profit rate on invested capital
because of higher capital replacement costs, larger additional plant
(investment, and technological obsolescence of older capital equip- ; u;
ment. Foresees rapid enlargement of production capacity due to

high prices. "
How frequently one hears the opinion expressed by seemingly

reliable sources that common stocks are the cheapest thing existing
in this period of rapidly rising prices! It is implied that because the
prices of all other items have risen by an expressed degree since 1939,

A. T. Ostrander

a similar rise <t>-

for stock

prices can be
antici¬

pated, and
that the won¬

der is .that
there can be

anyone who
fails to appre¬
ciate this' and
in v es.t ijji.i s
money ac¬

cordingly,
i As a matter
of hard eco¬

nomic reality
there are im¬

portant falla¬
cies in this opinion, when applied
to the long term upon which the
investor's appraisal must be based
He sees any extended rise in stock
values as dependent upon the re¬
investment of retained earnings or
an increase in the profit rate on
invested assets. The amount of the
reinvestment of earnings is de¬
pendent upon the size of the earn¬

ings themselves, since the propor¬
tion of annual earnings retained
for reinvestment has a 25 year

norm of .3.2% among industrial
companies whose shares are listed
on the New York Stock Exchange.
Therefore, it'must be that this
opinion is founded primarily upon
the prospect of a long term in¬
crease in the profit rate on in¬
vested capital.

Shifts in Profits and Rising Prices

Great shifts of the price level
can materially influence this rate
during the course of the transi¬
tions, whether they be of rising
or falling prices, but it is not the
period of transition with its effect
upon current profits that is under
consideration. Nor is it the possi¬
bility of a temporary declipe Jn
profits that may result from a vio¬
lent readjustment of the price
level as excesses are corrected
and the new equilibrium sought,

subsequent to the termination of
the current rise. Both the rise and

the correction of its excesses are
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transitory, as is their effect upon
the profit rate. What is under con¬
sideration is the probable rate of
profit on invested capital that may
accrue from a new equilibrium of
the price level at an assumed posi¬
tion very much higher than ex¬
isted prior to World War II. ,;

The present is a time of surg¬
ing inflation, the outcome of an
abnormal demand laid upon \'a
production structure that in the
short term is not equipped to sup¬
ply it. This condition cannot be

projected indefinitely, for there
are several correctives. One is the

enlargement of the production
structure with all possible haste.
Another is the exhaustion of the
most immediate and insistent of
the demands. And a third is the

rapid price rise itself, which does
so much to bring the supply and
demand into balance at the new

price level.
While prices- are actively rising,

enlarged profits are an unavoid¬
able by-product, achieved as much
by the random chance of being in
business as by astuteness or effi¬
ciency of management. Two things
in particular are favorable, the ac¬
cidental gains on inventory, and
the ability to sell all goods pro¬
duced without exerting any great
effort to do so. Both are tempo¬
rary. r;

The ability to sell a full produc¬
tion outputs exerts a tremendous
influence on profits, and is the
outcome of an urgent demand,
bidding for all goods produced
while seeking still more. Business
mistakes are easily covered up,
inefficiencies slip in and costs of
all kinds are permitted to creep

higher and higher by manage¬
ment, whose resistence is weak¬
ened through peak sales and splen¬
did profits. In the final outcome,
costs keep pace with rising sales
prices, while the break-even
point is pushed so high as to re¬

quire the continued high volume
if operating losses are to be
avoided.

It is this same relationship be¬
tween the supply and demand for
goods that pushes up prices and
at the same time assures the full
volume output. When goods are in
sufficient supply to satisfy the de¬
mand at a price level no longer
rising, a full volume output may
or may not continue for a further
extended time. But it can readily
be foreseen that for each individ¬
ual firm or industry there will be
no assurance of its continued full
volume output, and that competi¬
tion for sales will become increas¬

ingly keen. It is at this point in
the competitive struggle for sur¬
vival that profits will again be¬
come the residual element be¬

tween the high selling-price level
and the equally high cost level,
and with the maintenance of the
break-even point in volume out¬
put presenting constantly greater
difficulty.' : ;

. :

Effect of Price Equilibrium

An astute investor is aware of
these economic relationships and
more. Once prices have settled
around a new equilibrium at a

higher level, he views the conse¬

quence to the profit rate as bear¬
ing both a long term aspect and
an intermediate term aspect.
In the long term there is no pos¬

sible foundation for the expect-
^ (Continued on page 27)
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Observations
by a. wilfred may

A. Wilfred May

Determining the Real Worth of Common Stocks J
In outlining our affirmative .concept of a genuine-investment!

attitude in this column last week,, we stated ..we would follow-with!
specific suggestions for appraisal procedures Our approachHollows:
the estimation in a realistic businesslike manner Of, the likely, returnj

r 7 * 77 7* 7- from an individual issue considered as an interest;
in a business property, > as>distinguished from;
the .concept of a general price level fluctuating!
with the psychological elements governing !the;
"liquid" market place....... , . 7; . • '

Under our space limitations we can do noi
more than indicate in a general way the method
which- such hard-boiled businesslike appra.'sal;
would follow. And under any circumstances we
believe that .common-sense flexibility, * rather
than hard-and-fast mathematical formulae, should
govern such -application of genuine investing
principles. 7

As a basis for examining the worth of a
particular common stock, we are of course assum¬
ing that our portfolio's general balance and
diversification needs make its potential acquisi¬
tion appropriate. 7., „ ..77 7 "-7v. j-

1 1^' " * "*■ / * * " -: . 1 V1, '77' ."77!7 *'77 v

Let us at random consider a typical stock in each of the cate¬
gories of growth companies, of businesses whose profits have sharply
fluctuated with the recurrent cycles in commodity prices, and of
comparatively stable-income enterprises. In these respective groups
we shall cast our appraising eye at Montgomery Ward, Kennecott
Copper and . American Telephone.

Appraising a Growth Company

: As a primary consideration in our first-mentioned group, let us
coldly determine whether the particular company under our scrutiny
actually represents a growth situation, whether past evidences of
expansions really warrant assumptions of its continuance; and on the
other hand, not to fall into the commonly-embraced temptation to
over-glamorize vague impressions of perpetual forward motion, or
imprudently over-pay for those growth elements which are correctly
found to be present. One consequence of such payment is that com¬
pensatory reduction in the allowance for long-term risk elements ii
warranted. 77771 77 -?7 '•;117777'; 7, ;:7:7;.7'

Montgomery Ward would indeed seem to qualify as a business
enterprise possessing present and probable continuing expansion
Since 1937, its net working capital per share has multiplied IVz
times, its book value has increased by 90%, its sales and profits have
more than doubled; and the business is one of steadily-expanding
outlets.

- Now, let us take a look at the important earnings poss'bilities
out of which the vital item of our return is to be garnered. The pro¬
pensity of a stock to fluctuate between 50 and 80 within 12-month
period should drive home the need to give weight to the calculation
of average earnings over the long-term past and their estimation for
the foreseeable future.r'.-, • 7

Ward's annual earnings from 1937 through 1946 averaged $4.25
per share. In 1946, the profit before special inventory1 reserves was
$7.83, and ^for 1947 such earnings should be almost $97 Considering
all ascertainable factors, including the past setting-aside of libera]
reserves from gross income, we can make a rough estimate of $6 as the
average earnings to be expected over the next score of years. On
the basis of the asset position, and general corporate practice, we
can expect two-thirds of the earnings, or $4, to be paid out in
dividends over the term. Then we would say that the riskless rental
value of our capital will consume 21/£% of our capital investment
and an additional 4% will approximately amortize our entire invest¬
ment over a period of 25 years, giving us at the end of the term our
interest in the property, plus the undistributed future earnings, at
no cost.- '/;.77 '•■'.•'.'""'"•"V-v' /7: 7-'7 7777V77.7' 77777

- So, still keeping our mind off the stock exchange price of the
hour, let us so capitalize our expected average return of $4. This
would give 62 as the advantageous buying price. • 7 7

A Variation in Our Concept
From a different angle, our prospective buyer of Montgomery

Ward can figure that a cost of 62 will, after the deduction of the
riskless-rental charge from the expected earnings' yield of 10%, leave
him a definitely attractive, though indeterminable, annual return to
take care of the elements of risk and extra-income. 7v7-;'-'7;'"7

The Margin of Safety
There remains one more, and extremely important, step to be

taken in our appraisal. We must realize the many imponderables as
management quality, accounting policies, good-will, industry-future,
etc., etc., whose miscalculation may well cause our calculations either

(Continued on page 34) -J
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77 In retrospect the year 1947 which' has* just -ebbed away, while
characterized by much political and economic Uncertainty and unrest-,
nevertheless was a period in which business tarid industry did achieve
record peacetime production and: business volume. . .

,r7 Employment, a good barometer of economic well-being, approxi¬
mated 60,000,000 civilian workers,'the highest in the history of tht
nation, while the latest estimate of national income in : the third
quarter of 1947, is $204,000,000,000 a year/compared with $72,500,-
000,000 in 1939. • > , ; ' 77 : 7 >,; - , 7' . 7 ;
*7 Both wages and prices during the year have shown a sharp rise,
making for an inflationary condition which will lessen or grow worse
in 1948 depending upon the steps that are taken by government,
industry and the people themselves to arrest it. 7'77. 7'* >

- Turning, to 1948 and what it holds in store for all of us, based or
the pronouncements of self-professed students of international affairs
and social and economic trends, the future may not appear to be
bright.; 7'••"7 ' . , -7' ' - 7' -7' ,7v. 7* ■?;■■■

However, in seeking the opinions of practical men, the coun¬
try's recognized industrial leaders point with much optimism to a
record-breaking volume of business for 1948. The above statemenl
may be amplified further by a study of the business outlook in 1948
made by "Fortune" magazine based on returns from 28,000 executives
and appearing in its January issue. In setting forth a composite
opinion of these executives, "Fortune" concludes that the present
boom will continue for another year in spite of a rise in the cost o
living, a "growing fear of labor unrest" and an advance in raw
materials.-1-'" .

. 7, ' 1 ■. 7':- '77 .

On the political horizon the picture is somewhat improved in the
sense that here at home oUr people have been finally awakened tc
the inherent dangers of foreign ideologies, and abroad, some capable
honest and courageous men are now at the helm guiding the destinies,
of key nations throughout the world, thus furthering the cause oi
peace. 7'/7'7777 77: 77"7„. ' -7;: ,.r,7 7,. ,,777 ."7777;7 ■ '•

The pace of total industrial output for the nation last week heir
to a steady course and continued to maintain the very high levels
established in past months. Employment and payrolls too, hoverec
around near-record peaks afe labor difficulties remained at a mini¬
mum. Some types of materials and skilled labor continued to be
difficult to obtain, but they were less scarce than was the case ir.
preceding weeks. w; - 7.;'7 ■77 .7 t ' ,7-.'7.77;' 7 7. o77':

The advent of the Christmas holiday hampered steel and electric
production and freight car loadings.

Automotive production as a result of the Christmas holidays
last week dropped to about two-thirds of the record volume of 120,65
units shown in the revised figures of the previous week. The curren'
week's volume will undoubtedly drop below last week's figures, bu
according to "Ward's Automotive Reports," the following week shoulc
see a return to the high production levels of the early part of Decem¬
ber.."'"'.. 777■77 71'. 7:7 7777777777; ;''••/ -7 - 77.77

7 7 * * * ' . ••' 77

Cash dividend disbursements by the country's corporations ir
November, 1947, as publicly reported totaled $167,300,000 compare:
with $160,500,000 in November, 1946, an increase of 4%.

In the three months' period—September, October and Novembei
—payments on a percentage-wise basis were even greater, the Office
of Business Economics of the Commerce Department reveals. 7'-7'

For the above period they totaled $1,148,600,000, a gain of ap¬

proximately 20% from the $957,700,000 distributed in the like quartei
of 194-3. ' ',v7'': '''77/ 7>;' ^■•'7.777777'-. 77'77'7.'. 77

Further relief was granted to 216 railroads the past week when
the Interstate Commerce Commission granted a 25% temporary maii
rate increase. The advance will be retroactive to last Feb. 19 foj
204 of these roads and to April 17 for an additional 12 rail carriers

The I.C.C. this week granted the roads another interim genera
freight rate increase of 10%. This is in addition to a like rate advance
authorized last October. ; These rates will remain in effect until
June 30, next. 7 7 77 '7:7 777 7 "
77 77- 7 "" '■ '. ; * * -'hi' ;• ""

The stores were crowded the past week as consumers purchased
their last-minute Christmas gifts. Retail volume was somewhat
above that of the preceding week and well above that of the corre¬
sponding week a year ago. The buying of luxury items was gener¬
ally under last year with moderately priced articles of good quality
preferred. ./

STEEL OPERATION SCHEDULED AT 11.3% HIGHER FOR
CURRENT WEEK ,

With widespread misconceptions over the need for steel allo¬
cations and the extent of the steel gray market rampant throughout
the country, the steel industry needs friends—but it has them in an

(Continued on page 32),,
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James Adams Partner
In Lazard Freres Go.
Lazard Freres & Co., 44 Wall

Street, New York City, members
of the New
York Stock
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Employment and Outlook for 1948
By ROGER W. BABSON

Noting employment and wages and business earnings are at all time peak, Mr. Babson holds outlook •
for coming months is good. Warns only honest day's work for honest day's pay will insure continued 7

high employment. Summarizes business and financial outlook for 1948.
With more workers employed than ever before in the history of our country, many of

my readers have asked, "How long can the boom last?" Latest figures available reveal bet¬
ter than 43,250,000 persons engaged in nonagricultural industries last month—more than

a 200,000 rise&
over the pre¬
vious month.
This brought
total employ¬
ment close to

60,000,000—an
all-time high.
At the

$71.19. In other words, the pay

time the num¬
ber of unem¬

ployed is es-
t i m a t e d at
about IV2 mil¬
lion— an all-
time low.

Coupled
Roger Babson with this rec-

0 r d employ¬
ment is record wages. For ex¬

ample, in 1939 the average weekly
pay envelope for bituminous coal
miners was $23.88. Today it is

BOSTON

was eight years ago. All along
the line wages have improved.
Now they seem to be leveling off.
In fact, some industries, such as
radio manufacturing, furriers, and

same ladies wear plants, may soon be
'

considering wage cuts.
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Business Earnings at Ail-Time
Peak

Last quarter 1947 reports will
show better than $4 billion spent
for expansion. This will total up
to somewhere around $15 billion
for the year—-35% greater than
the previous all-time high, of 1929.
Even so there seems as yet little
indication of overexpansion. On
the contrary, some industries re¬
port that unfilled orders are
greater now, and still continue to
be received more rapidly, than at
any time since the end of the war.
Businessmen everywhere, with

few exceptions, acknowledge that
business is good. The New York
Stock Exchange recently reported
800 companies paid amounts in
dividends equal to an increase of
21.5% compared with the divi¬
dends for the same period last
year. Indications are that coming
months will see continued high
output and consequent full em¬
ployment, unless too great dis¬
crepancies develop " among in¬
comes, costs and prices.
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Grain, Steel and Your Job

Your job and mine wilL be
greatly affected in the coming
months by what happens to grain,,
steel and oil. Grain is the basic
source of bread, cereals, produc¬
ing poultry, eggs and meat. Steel
controls the cost of rails, freight
cars, farm machinery, household
appliances and highway transpor¬
tation. Oil provides the motive
power for the latter.
Under the present conditions

two things are needed- to helf
stabilize employment in 19481
(1) controls over the allocation o;

grain, steel and oil; and (2) a
more realistic and Christian atti-s
tude on the part of us all to pro¬
duce more at the least cost. Full

employment depends upon in¬
creased production and lower
prices.

Outlook for Coming Months Good

Right now there are shortages
of workers in the great Midwest—j
that Great Magic Circle of the
U.S.A. Similar shortages also ex¬

ist in the Southwest. This condi-;
tion 4s not true, however, for
either the east or west coasts. In
New England, the Deep South, and
the Far West, the labor supply is
easier now. 7", , TJS
There are some shortages along

skilled lines— plumbers,,, electri¬
cians, tool Tmakers^ sheeC^mgtal
workers, etc. Best bets for women
are no longer on the production
line. Industry now prefers men
here. There remain nationwide
shortages, of stenographers, book¬
keepers, and other office workers.

Business, and Financial Outlook ,

■7'V- V;-v7 For 1948 74 '7447
A summary, of-the outlook for

1948 follows:.7:7;
. ., (1) 1948 will be more or less
of a duplicate of 1947."; Certainly
there.: will he no "depression- ;as!
so many pessimists are."-talking
about, but fundamental, conditions:
will become increasingly less fa¬
vorable. Watch out after Nov. 2,
1948. ivlV-
•General Business- ;* - 4 j

(2) The above paragraph'/ ap¬
plies mostly to gross business. Cer¬
tain industries will show smaller
net, profits. This means that,; jn.
some cases, dividends may be less
in 1948; Remember some 'things
may be allocated or- rationed
again in 1948. ; ^:
(3) The reconversion from war

to peace has been entirely ' com¬
pleted; war surpluses, are pretty
well disposed of; and 1948:;- will

(Continued on page 23)

Artkraft Manufacturing
; Corporation

Lima, Ohio
Common Stock ;777

Company is one of the largest outdoor
sign manufacturers. Manufactures,
under contract, home deep freeze units
for a nationally known .distributor.'
Produces, under its own name, a food-
beverage dispenser fbr use in stores,'etc..;

NEW PRODUCT

Liquid Vending Machine -
(Patented) ; - !

Dispenses fresh milk;-- orange,' tomato, •
and gtape juices; and soups. Ideal
for industrial plants, restaurants,,
schools, etc. ' " r .; {,
Full details available on request. •>.

COMSTOCK & CO.
CHICAGO 4, ILL.

231 So. La Salle St. Dearborn,JL50L,.,4-
Teletype CG 955

V '
, ' f ' ' \

European Currency Reform ' %
Essential to Marshall Plan Success

By VINCENT C. SMITH

; . ^ Analyst, Winslow, Douglas & McEvoy j
Members of the New York Stock Exchange j

Mr. Smith outlines present unstable and unsatisfactory currency;
conditions in Europe and its deterrent effects on economic recovery.
Sees hoarding of dollars in Europe and points out British exports
to U. S. are hampered by pegged exchange rate. Explains natural
basis of exchange rates and concludes European currency devalua¬
tion will not be permanently effective unless backed up by sound

fiscal policies.

Recurrent rumors of widespread devaluation of European curren¬
cies have been fanned by the recent 40% cut in the dollar value of
the Italian lira. Despite denials by French and British authorities,
importers in this county are reported to be hedging against reduction
in tne iLaiu

a r\ d -sterling
rates and
World Fund''

officials are

known to dis-r

cuss frequent¬
ly the question
of the real,

value of these

currencies.1

.Free mar¬

kets do not"

exist for de¬

posit transfers
or" regular
banking and
commerc i a-1
transactions in

mostEuropean
currencies. - as

Fund requires

VJ-1-

Vincent C. Smith

the International
each member to

maintain its currency at the of¬
ficial

. declared value.; England,
France, Holland and Belgium are
rtgmbers. ; While '. Italy has not
yet been fully admitted. A mem¬
ber may change the declared rate
providing the Fund approves
changes-exceeding 10%. In case
of substantial cuts, however, little
opposition is to be expected.
- The official rates remain pegged
but unregulated markets for bank¬
notes or actual currency exist all
over the world. Dollar notes are
traded in the cafes in Paris and
Brussels, in London's "pubs," and
in the shadowy ruins of Berlin.
Although illegal and surreptitious,
these- free markets nevertheless
persist and their importance can
be judged by estimates that about
$2 billion; in U. S.; currency is
held by individuals in Europe. In
New York City a similar though
legal and organized market oper¬
ates and the quotations given in
the table illustrate the low esteem
to which sbme : European curren¬
cies have fallen in recent month?.
^Apparently the regulations lim¬
iting imports of actual currency
do not have much effect on the
quptdtions since prices for dollar
notes' in principal European cities
are reported to be about equiva¬
lent." This is partly due to the
comparative;; ease with which

banknotes can be smuggled. The
French are reported to have vir¬
tually abandoned efforts to en¬
force the 4,000 limit on franc note
imports by each incoming traveler,
yet the French franc can; be
bought in New York at the largest
discount. If it were not for the
existence of the official rates at
much higher levels, prices in the
banknote market would probably
be even lower, so that little allow¬
ance should be made for the risks
of handling actual currency and
fear of devaluation itself. Indeed,
American travelers in Europe are

offered banknotes of even lower
rates in return for depositing dol¬
lar sums to accounts in New York
banks. V

Devaluation of the Lira

The fact that these quotations
reflect true values to a far greater
extent-than the pegged rates has
been confirmed by the action of
the- Italian authorities in reducjz
ing the lira from $0.28 per lOO to
approximately ..the;,,■ free market
level of: $0.1(5 per 100. FurtherT
more,.'the Italian Government has
officially recognized the overvalu¬
ation of .other . currencies. The
dollar-lira-sterling cross rate ; is
now equivalent to $3.30 per pound,
18% below the World Fund rate.
C$3.30 equal 1984 lire, which, in
turn, equal 1 pound.) By regu¬
lating the value of the lira, within
limits, according to fluctuations in
the free?-market, Italy has pre¬
pared herself against devaluation
of other^currejicies. .'^4,
C. Most countries are opposed to
lowering the: official dollar value
of their, money at, a time vwhen
they expect imports from the
U. S.'to greatly, exceed exports.
The higher::;^ the
cheaper our goods are to their
people. And foreign politicians,
especially socialist planners, can-*
not be expected to desire an in¬
crease ' in : the: tost - to. their con-

stituents of U. S. goods, essential
or otherwise, which now play such

(Continued on page 21)

New; York Market for European Banknotes 777
: : Official , Market , Import ' \

. : par Price Discount Limitation
$4.03 $2.55 ...V 36% .7' 5 pounds

.84 .32v 60% 1 4,000 francs
2.28 - <,.1 -93 .'."44% <U 10,000 francs
.16 new rate .16 ol'V
,28 old rate, .16 , 42% 5,000 lira
.37 , i .7- .17 v 50% ' ' 50 gulden

Note—Buying and selling discounts may cause small variations
in rates. - **'***-'7 ?

Currency-
British pound (lj_—
French franc (per 100)
Belgian franc (per 100)
Italian lira (per. 100)-_
Italian lira (per 100)__
Netherlands gulden (1)

Wisconsin Central Airlines. Inc.
COMMON STOCK

77:7; :v,7;7"77' •• $4 per share>'A-V^.Jy77-7';^7~:
A Prospectus Furnished On Request!. -./ *

Members-. Chicago Stock Exchange

I'-' •' 7, 225 EAST MASON ST..\;,7hlILWAUKEE (2) ; . 1
| .FHONES—Daly 5392 Chicago: State 0933 - . ' v Teletype MI 488 J
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From Washington
Ahead of the News

By CARLISLE BARGERON

As we turn into 'the Presidential year, the Washington propa¬
ganda is becoming intense. Pitched into the quietness of the holidays,
in fact, it seems to have attained a hysterical note. ; ' /• h

Mr. Truman who aroused the sympathetic admiration of millions
:

o f Conserva¬

tives during
the first sev¬

eral months of

his office, has
dropped h i s
robes of hu-
mi 1 ity and
down-to-

earth i n e s s,
and plunged
into politics
with as much

gusto as

Roosevelt eveit:

display e d.'-
Having done
this, it follows
that his pol¬
itics is that of

Carlisle Bargeron

the ward or city
school which has always been his
size. On this level he is doing an
amazingly good job and while one

is disgusted at the sheer dema-

goguery of his proposals to con¬
trol inflation, admittedly they
have the Republicans in a state
bordering on panic. -•

For example, it seems now to

be pretty Iwell established that it
was an Administration goal, while
decrying high prices, to get wheat
up to $3. Insiders trying to justify
this on a high, statesmanlike
plane," say the purpose was v to
make grain too expensive for the
farmer to feed to his cattle, to
persuade him to sell it in the mar¬

ket and therefore we would have

grain to give to Europe to head
off Communism and thereby pre¬
vent. the Third World War and
the destruction of civilization b<
the atomic bomb. Naturally, if
the paying of $3 to the farmer for
wheat could accomplish all of this,
it was eminently justified. 'In¬
deed, a payment of as much as

$3.50 seems, justified, though civ¬
ilization in its present state can¬
not be said to be worth much
more than /that^C-V•4f v < *

But aside from this very worthy
purpose of the Administration, it
is- a fact that $3 wheat is a good
way to get votes from farmers
among whom the Democrats have
been traditionally weak.
On the other hand, hell seems

a-popping among : the urban
dwellers over the high cost of liv¬
ing. So Mr. Truman and his as-

sociates launch an offensive
against the Republicans which
seems to be placing the blame
squarely upon them. -'3 U • ..v,/

You would think the Republi¬
cans would be able to shoot the
Administration pro posals to
pieces. Essentially they provide
for the calling back of Paul
Porter, of Chester Bowles, Wilson
Wyatt or their ilk, and you would
think it would be easy for the Re¬
publicans to explain that while
living may not be too happy un¬
der present conditions; it was well
nigh intolerable under 'these* bo-
zoes„; It seems fantastic, that this
early after their reign there would
be any appreciable segment of our
population wanting? themback.

. There is the question of housing,
for instance^;;Mr/'AVyatt bad just'
about succeeded3;ih; "Completely
throttling;:this"'industry,:'' - Now
construction:;^ ^moVing along
'rapidly:;;. The costs ate:high; just
as they were under Mr. Wyatt, but
we are getting' housing 'Siniilarly
we are getting food;, many ; other"
commodities, 'even automobiles,
have either come into plentiful
supply, or are . rapidly approach-:
ing that •state. *.'r. '3, v',' 3. 'C', - '

y To let those gentlemen- get back
in the saddle and check our prog¬
ress would be appalling but it is
essentially what Mr. Truman pro¬

poses and, with the Republicans
hemming and hawing, he seems to
be effectively saddling them with
the high cost of living for not sub¬
scribing to his program. I say he
seems to be doing this on the basis
of the increasing feeling among

perfectly good capitalistic house¬
wives with whom I corpe in.con¬
tact against Bob Taft. I never
knew the female of the species
could be so vicious but at the
mention of his name I have seen

lorgnette equipped dowagers stick
out their tongues and hiss; This is
in Washington, of course. I don't
know what the thinking is out in
the country. Here you get the im¬
pression that a drove of geese has
blackened the skies. ;;/'
The mechanics of politics being

what- they are, the Republicans
are manifestly handicapped in the
matter of a counterattack.. They
could, for one thing, turn abruptly
upon Mr. Truman and say, in ef¬
fect:

"Why don't you cut out the hy-
pocracy? You know very well
that you deliberately maneuvered
the price of wheat to $3."
Then they would be in the po¬

sition of being against $3 wheat
for the farmers and giving Mr.
Truman credit for bringing it
about. In fact, if they go into de¬

rail at all, they are likely to es-
ablish him as responsible for the
'prosperity" we are getting. They
must,., under the circumstances,
content themselves with charging
him with responsibility for the
f'inflation" in apparently uncon¬

vincing generalities.-
1 Make no mistake about it: No¬
body wants the "prosperity" to
end, they just don't want the high
prices.. It is a quirk of human na¬
ture that Mr.- Truman seems to be
dealing with better than the Re¬
publicans.
! The latter do seem, however, to
be getting under his skin with the
attack on men in the government
speculating in the commodity
markets at the very time Mr. Tru¬
man was describing these specu¬
lators as unconscionable gamblers.

Clinton Anderson's sensitiveness
and expressed indignation against
the Republicans on this are truly
amazing. Because before the Re¬
publicans picked up this perfectly
good political material, he, him¬
self, in speeches that strangely
were attracting little attention,
was saying that the speculators
included high government offi¬
cials, and refugees. Now he
doesn't seem to be able to find
them.

Slern I Co. Mb
"Miko" Aaron lo Staff
"Mike" Aaron has become as¬

sociated with the Arbitrage De¬
partment of the New York Stock
Exchange firm of Stern & Co., 25
Broad Street, New York City,
members of the New York Stock

Exchange. Mr. Aaron previously
has been associated with Bear,
Stearns & Co., A. L. Stamm &
Co., and Abraham & Co.

WE TAKE PLEASURE IN ANNOUNCING THAT 1 ;•
•••7 ^ ; •' h \

MR. GEORGE E. NELSON,:

HAS THIS DAY BEEN ADMITTED TO OUR FIRM

AS A GENERAL PARTNER

Bonner & Gregory
MEMBERS NEW YORK STOCK EXCHANGE

30 PINE STREET, NEW YORK

JANUARY 1, 1948. 3; 3) ' V

we are pleased to announce that

Mr. Ferdinand Gutenstein
has been admitted as a general partner

Mr. Joseph E. Sullivan

will be associated with us

MCOIJES CUE & CC.
Members New Tor\ Stock, Exchange . ' K ■

New Yorh Curb Exchange (Associate) Chicago Board of Trade
Commodity Exchange, Inc. New York Produce Exchange

New York Coffee & Sugar Exchange
39 broadway new york

JANUARY 2. 1948

WE TAKE PLEASURE IN ANNOUNCING THAT

MR. FREDERICK B0GER3

HAS BEEN ELECTED A VICE PRESIDENT

'<:AND 3;;';
MR. WALTER V. BRADLEY ^

HAS BEEN ELECTED SECRETARY

GUARANTEED RAILROAD STOCKS-BONDS

25 BROAD STREET, NEW YORK 4, N. Y.
January 1, 1948. "!

, With Bear, Stearns & Co.
(Special to The Financial Chronicle)-

'

, CHICAGO, ILL.—Abe R. Buch-
man has been added to the staff
of Bear, Stearns & Co., 135 South
La Salle Street.

With King Merritt & Co.
ST. LOUIS, MO. — Henry M.

Hellerud and Anthony J. Eichen-
seer are with King Merritt & Co.,
Inc. of New York.

ANNOUNCING THE FORMATION OF

RICHARD F. ABBE COMPANY
Members Nat'l Association of Securities Dealers, Inc.
v . '

_ i, : . ■■■' ' , ■■

» with offices at

72 WALL STREET, NEW YORK

Telephone HAnover 2-6627—Teletype NY 1-1499

to transact a general brokerage and dealer

business in investment securities

RICHARD F. ABBE, Proprietor

HERBERT J. LACY, Manager,
Trading Department

January 1, 1948

ANNOUNCING

"THE FORMATION OF

CENTRAL NATIONAL COMPANY
; ■ ) OF TEXAS

KIRBY BUILDING, DALLAS, TEXAS

TO CONTINUE THE INVESTMENT BUSINESS

FORMERLY CONDUCTED BY

CRUMMER & COMPANY, INC.

l. f. rodgers

fred r. deaton

s. w. jackson

W. E. MCFARLAND

c. m. smith

geo. t. hemmingson

partners

.... \ branch offices "

OMAHA SAN ANTONIO PLAINVIEW ST. PAUL

DECEMBER 30. 1947

the firm of NEWBURGER a HANO has been

dissolved by mutual consent as of this date.

december 31. 1047

we are pleased to announce the formation of

ZUCKERMAN, SMITH & CO.
MEMBERS

NEW YORK STOCK EXCHANGE
,

NEW YORK CURB EXCHANGE (associate)

main office „

61 broadway, n. y.
HANOVER 2-5300

uptown office

1441 broadway, n. y.

CHl^KERlNG 4-0345

*paul S. zuckerman

H. Bertram Smith

Lester E. Degenstein

january 2, 1048

James W. Wolff *

*Joseph A. Esposito

Samuel M. Goldsmith
(special partner)

*mem8er nevg york stock exchange

we are pleased to announce the formation of
i ■ 1

...

NEWBURGER & CO.
MEMBERS

NEW YORK STOCK EXCHANGE NEW YORK CURB EXCHANGE

PHILADELPHIA STOCK EXCHANGE

Frank L. Newburger, Jr.

Richard L. Newburger -
Robert S. Thanhauser

Herman p. Liberman r

Leonard b. Geis

Irvin L. Stone

S. Nathan Snellenburg

*Peter Morgenstern
'

• ^member new york stock exchange -
(

1342 walnut street, philadelphia 7
TELEPHONE, kingsley 5-4500

new york harrisburg lebanon atlantic city
14 WALL STREET' 212 N. 2ND STREET FARMERS TRUST BLDG, CENTRAL PIER

. v . • •. , T': '*• ' v
f L

january 2, 1048
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New Holding Company Developments
Progress with holding company integration plans has apparently

been slowed by the decline in common stock values, SEC plans to
move to Washington, pre-occupation with side issues such as the
Standard Gas management problem, etc. However, the SEC is ex¬
pected soon to announce its de¬
cision on the Public Service of
N. J. plan. Staff findings in the
Commonwealth & Southern and
United Corp. preferred exchange
plans are also anticipated in the
next few weeks.

Action on the long-tangled
Northern States Power problem
was announced by the SEC just
before Christmas. The Commis¬
sion rejected the company's dis¬
solution plan (one of about a
dozen allocation plans put forth
at various times by interested
groups of security holders) and
gave the company 15 days to file
an amendment which would bring
the plan in line with its views.
Under the amended plan the al¬
location of assets would be ap¬

proximately as follows:
Preferred Stocks.— 78.0%
Class A Stock— *18.8
Class B Stodk— *3.2

'•

y;v:?, 100.0%
*The common stock is to re¬

ceive 22% of assets.

The company's principal asset
is the entire common stock of
Northern States Power of Minne¬
sota. In the 12 months ended
Sept. 30 the latter company earned
about $8,900,000 on its common
stock. However, the company has
indicated that it plans to estab¬
lish a pension fund for its em¬

ployees, the annual cost of which
(net after tax savings) would ap¬
proximate $1,000,000. Deducting
this amount and evaluating the
common stock at ten times earn¬

ings would mean a total of $79.-
000,000 market value to divide
between the two preferred and
two common stocks.

Incomplete press reports stated
that the SEC favored a division
of assets available for the common

stock in a ratio of 12V2-to-l be¬
tween the "A" and "B" stocks
(instead of a 10-to-l ratio as pro¬
vided in the capital set-up). Ap¬
plying these ratios to the number
of shares outstanding in each
class, the proportion assigned to
the "A" stock as a class works out
at 18.8% and to the "B" stock
at 3.2%. The value obtained by
the "A" slock would be approxi¬
mately $43 a share or slightly in
excess of the recent market price
of 41. However, even in the pres¬
ent market a stock of the caliber
of Northern States Power might
well be worth 11 times earnings,
which would increase the valua¬
tion to $48 per share.
Of course the Northern States

Power plan will aga'.n have to
run the gauntlet of the Federal
courts. However, considering the
decline in the market*, it seems

probable that the proposed settle¬
ment .is about, the best that the
class "A" stock can hope for; and
since the principal protests over
other plans have come from these
stockholders, the new plan may
have a better chance for court
confirmation than previous pro1

posals, v, -v ?

New plans for American Ligb
ic Power, and Electric Light 8
'ower are being prepared by th(
nanagements and may be filec
ome time early in 1948. Valuer
or Ft, hove held up better t^ar
"or AP. The EL system is favored
by its tie-in with the natural gas
ndustry, and use of gas for bonei
"uel. Changes in its plan may be
'ess drastic than for AP, therefore.
The latter may revert to an allo¬
cation formula, it is surmised.
-While the American Light &
Traction-United Light & Rail¬
way's plan has received only ten¬
tative approval from the SEC, no
court confirmation is required
and it looks as though the in¬
volved schedule of distributions
and sales during 1948 will be
carried out (American disposing
of Detroit Edison and Madison
las holdings, and United Light
lisbursing its holdings of Ameri-
an preferred and common). Plans
:or the new pipeline will probably
nove slowly, though construction
s now getting under way.
Substantial progress has beer

"nade with most other holding
company plans, although a grea'
nany loose ends remain to be
taken care of. The Standard Gas
Electric case (and the problems

->f its affiliated holding compan'es
-tandard Power & Light and
Philadelphia Co.) remains per¬
haps the "toughest nut" for the
SEC to crack. 1 c

' *■' ** ' •' ' " '

New E, F. Hutton Dept.
Under R. K. Buechler
E. F. Hutton & Company, 61

Broadway, New York City, mem¬
bers of the
New York,
Stock Ex¬

change, an¬
nounce the
establishment
of an Insti¬
tutional Bond

Depart¬
ment under

the direction
of Richard K.

Buechler. Mr.
Buechler has
been manag¬
er of the In¬
stitutional De¬

partment a t
Kalb, Voorhis

& Co. and prior to that was man¬

ager of the Corporate Trading
Department at Lehman Bros.

Richard K. Buechler

G. A. Raymond Joins Staff
of Hoppin Bros. & Co.
Hoppin Bros. & Co., 120 Broad¬

way i New York City, members of
the New York Stock Exchange,

announce that Garfield A. Ray¬

mond has become associated with

the firm.* He was formerly with

Reynolds & Co. " i ^ "

hi •-

hKv

Benguet Mines hh
Conestoga Traction1:1

Eureka Corporation ■

& Set Screw

Gilbert J. Postley & Co
29 BROADWAY, NEW YORK 6, N. Y.

Direct Wire to Chicago ,

Economists Report on
1948 Business Outlook
i Majority of National Industrial I
Conference Board panel report
favorable prospects for 1948, but
Robert Nathan sees possibility of
6 to 8 million of unemployed.

Fourteen of the nation's leading
economists discussed the business
Dutlook for 1948 at the latest
'Evening with the Economists,'
leld under the sponsorship of the
National Industrial Conference
Board.
'l'ne members of The Confer¬

ence Board Economic Forum anc

quests of the board were:
*Lionel D. Edie (D'scussior

L,eader), Lionel D. Edie & Co.
Jules Backman, Associate Pro¬

cessor of Economics, School of
Commerce, Accounts and Finance,
New York University.
*Louls H. Bean, U. S. Depart¬

ment of Agriculture.
Solomon Fabricant, National

Bureau of Economic Research.
Martin R. Gainsbrugh, Chief

•'coromist. National Industrial
Conference Board.
Edwin B. George, Economist,

Dun & Bradstreet.
* Everett H. Hagen, Bureau oi

the Budget.
^ ii. Kaplan, The Brooking?

"Institution. *

*Robert R. Nathan, Robert Na-
han Assoc'ates.
Clyde L. Rogers. Secretary, Na-

ional Industrial Conference

Board. '• ■ \"f ■'
O. Glenn S^xon. Professor o

Economics, Yale University.
*Helen Slade, American Statis¬

tical Association.
Bradford B. Smith, Economist,

United States Steel Corporation.
Rufus S. Tucker, Economist

General Motors Corp.

Lionel D. Edie Sees ?♦ Business

'Strong" Through the First Half
yf 1948—Mr. Edie places the Fed¬
eral Reserve Index of industrial
production for the first half of
1948 at 185 (1935-1939 as 100).
'I do not have a figure for the
second half which can be given
.vith a proper degree of assur¬
ance. . . . As to commodity
prices, I would put down for the
first half of next year approxi¬
mately the current index of
vholesale prices, or 158; for the
second half, again 1 do not have a
figure, but in a general way I
lave in mind a second-half aver¬
age not so high as that of the first
lalf. , . . In studying the general
business outlook for 1948, the
paramount question is whether
capital expenditures can hold at
;his rate. There are two reasons

why I seriously doubt that they
pan hold at this rate beyond the
"irst half of next year. The first
reason is the cost of executing
these capital' expenditures. The
costs are already very high. >,

If the wage pattern of 1948 doesn't
slow down capital expenditures,
then the shortage of capital will
do so, though perhaps with some
difference in timing: ,!'. , That
;s the reason I hope for an orderly
adjustment, and then we can go
ahead with a pretty good level of
business and a healthier condition
prevailing. ; . Business ; is
strong today, and it is going, to be
strong through, the first half;,of
next year. Beyond that, I am
frankly up in the air.n " ■ ^' f '

Robert Nathan Sees Six to

Eight Million Unemployed—"I do
believe that the -present upward
trends in basic underlying forces
in the economy are going to per¬
sist very long. I am inclined to
think they may - not go - through
the first: half; pf < next year, and
we may have a decline then. : The
upward trend will certaintly not
extend throughout the rest of the
year. We will not have a very
serious major crash.- But we will
have a rather sizable readjustment

(Continued on page 36) '

Dealer-Broker Investment

Recommendations and Literature
It is understood that the firms mentioned will be pleased

to send interested parties the following literature: 1

New York City Bank Stocks—
Preliminary comparison of 1947
earnings—Laird, Bissell & Meeds,
120 Broadway, New York 5, N. Y.

-

y

Over a Century of Cotton Prices
—Chart of spot cotton prices list¬
ing yearly highs and lows from
1829 to 1946—Bruns, Nordeman &
Co., 60 Beaver Street, New York
4, N. Y.

^Guests.-;

Preferred Stock Prices—Tabu¬

lation of original offering price
and current market quotations for
a large number of preferred
stocks offered during 1947—Union
Securities Corporation, 65 Broad¬
way, New York 6. N. Y.

Artkraft Manufacturing Corp.—
Full Details—Comstock & Co., 231
South LaA Salle Street, Chicago
4, ni.

B. V. D. Corporation—Analysis
C. E. Unterberg & Co., 61

Broadway, New York 6, 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 Products
& Chemical.

lation—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 &
Co., 150 Broadway, New York 7,
N. Y.

Utica & Mohawk Cotton Mills,
Inc.— Circular— Mohawk Valley
Investing Co., Inc., 238 Genesee
Street, Utica 2, N. Y. ,

COMING

EVENTS

New York, Chicago & St. Louis
Railroad (The Nickel Plate)—Dis¬
cussion of a special situation in
rails—Ira Haupt & Co.,*Ill Broad¬
way, New York 6, N. Y.

Portsmouth Steel Corp.—Data-
Buckley Brothers, 1240 Walnu-
Street, Philadelphia 2, Pa.
Also available is late informa¬

tion on Gruen Watch Co. and
Buffalo Bolt Co.

, Portsmouth Steel—Special Re-
oort—Ward & Co., 120 Broadway,
New York 5, N. Y.
Also available is a special re¬

port on Diebold.

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

Railroad Developments of the
Week—Current activity in the in¬
dustry—Vilas & Hickey, 49 Wall
Street, New York 5, N. Y.

Special Situation—Analysis of
85-year-old New England com¬
pany with large dividend accumu-

Jan. 14, 1918 (Detroit, Mich.)
> Annual Dinner of the Detroit
Stock Exchange at the Hotel
Statler.

Feb. 3, 1948 (Chicago, 111.)
Mid-Winter Dinner of the Bond

Traders Club of Chicago at the
La Salle Hotel.

March 5, 1948 (New York City)
New York Security Dealers As¬

sociation 22nd Annual Dinner at
•tie Waldorf Astoria.

March 12, 1948 (Toronto, Ont^
Canada) ,

Annual Dinner of the Toronto
Bond Traders Association at the
King Edward Hotel.
Nov. 15-18, 1948 (Dallas, Tex.)
National Security Traders Asso¬

ciation Convention.

Walcott E. Sibley Is
Forming Own Inv. Firm
BOSTON, MASS.—W. E. Sibley

& Co. is being formed with offices
at 10 Post Office Square to en¬

gage in the securities business.
Partners are Walcott E. Sibley and
Mildred E. Eastman. Mr. Sibley
was formerly a partner in E. B.
Wilson & Co. with which Miss
Eastman was also associated. ^

Jacques Coe Admits
Gutenstein; Adds Sullivan

1 Jacques Coe & Co. 39 Broad¬
way New York City, members of
the New York Stock Exchange,
announce that Ferdinand Guten¬
stein has been admitted as a gen¬
eral partner of the firm and that
Joseph E. Sullivan will be asso¬
ciated with them.

When you want to CIRCULARIZE the Investment
Firms in the United States and Canada, Remember Us!

>'■

r1 We have- ■*.- metal stencil In our mailing department
. U; lor every, firm and bank listed in "Security Dealers
'1 • of' North • America,*', arranged alphabetically by States

the-Cities by . firm names.

V* This list is revised daily and offers you the most
up-to-the-minute service available. . »

•

- '
Our; chargev fer addressing complete ,ifst'v'(United

V. states or CAhadAL'ls $5.00 per thousand. > A v y

SPECIAL N. A. S. D. LIST (main offices only) -or
selected'States or Cities $6.00 per thousand.

•-S\.AU" addressing completed within 24 hours, j ;
V: We can also supply the list on gummed roll labels
V pt i, small additional.charge. " ?

.r !y-.v.;" '• m /•
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• T. An Electric Utility Forecast
• By GEORGE L. NYE

Head, Research Department, Smith, Barney Co.

Utility analyst forecasts a $5 billion expansion program during
next three years, despite rise of 10% to 25% in cost of capital.
Foresees substantial operating economies and revenue growth over¬

coming anticipated rises in wages and fuel costs, and looks for
fa/orable attitude of investors towards utilities.

A few months ago, the Edison Electric Institute predicted that
the electric utility industry in the next five years would be required
to spend some $5 billion for plant expansion. Such expenditures
within that period of time would mark the largest program the indus-
try has em-

barked upon
in its history.
Recent

trends in

growth of
peak loads
and the'nar¬
row margin of
plant capac¬

ity over peak
loads on

which the in¬

dustry is op¬

erating today,
however,
would indi¬
cate that this' George Nye
program will ; ;;
be advanced into the space of three
years if deliveries of equipment
can be accelerated. To an indus¬

try which for the greater part of
the past 17 years has been able
to finance its expansion largely
through earnings, this program
presents an important problem of
finance. '

Most Companies in Need of y
Additional Capital

At the close of 1946, the electric
utility industry enjoyed a sound
financial structure, with long
term . debt accounting for only
46M>% of the total capitalization
of the industry. Preferred stock
accounted for 15.4% of the total
capitalization and common stock
and surplus amounted to 38.1%.
The situation with respect to in¬
dividual companies, - of course,

may vary quite widely compared
with the averages. There are

many companies that have rela¬
tively heavy capital structures at
the present time and find them¬
selves in serious need of addi¬
tional equity capital to carry out
their construction program. •

All told there has been in ex¬

cess of $1,100,000,000 of utility
financing in 1947 of which about
$550,000,000 was new money from
public financing. This pressure
on the market and the prospect
of large amounts of financing
still to come is having the effect
of substantially raising the cost
of money to the utility industry.
The recent change in Federal
monetary policy which has
brought about a general stiffen¬
ing of interest rates, of course, has
also been a contributing factor in
the rising cost of money.

Cost of New Money Up 10-25%
Thus far, the increase in cost

of money as compared with say
six months ago may be estimated
at 10 to 25% depending upon the
type of financing undertaken.
The difficulty of raising money has
been further highlighted in recent
weeks by the failure of' several
utilities to obtain satisfactory bids
for offerings of junior securities
and in some cases there have been
no bids at all.

Just to cite an examplej. the
Southern California Edison Com¬
pany, which, is one of the finest
utility properties in the United
States, last May refinanced its
outstanding preferred stock on a

3.76% basis. Recently, this com¬

pany came to the market to raise

additional funds oroposing to sell

$40 million of a new preferred
stock. Recognition was later given
to market conditions and this

amount was reduced to $20 mil¬
lion. The cost of this new money
based on the public offering price

-

was 4.65%, or an increase of

about one-quarter as compared
with last May.

Top-grade operating company
bonds have suffered a like fate.

Wheieas six to eight months ago
these bonds were being offered
at yields of 2.60 to 2.75%, today
yields on even the highest grade
bonds such as those of the Cleve¬
land Electric Illuminating Com¬
pany have been offered to yield
close to 3% and yields on lesser
grade issues have gone well above

Substantial Operating Economies
Seen Likely

•. At least a partial offset to the
increase in the cost of raising
money, are the indications that
there will be ^substantial operat¬
ing economies made possible by
the present construction program
of the industry and that this taken
together with further growth in
revenues will enable the industry
to adequately service the new

securities which must be issued
to finance the» program.

Taken by itself, the raising of
$5 billion for the utility industry
would not be too difficult a task.

Unfortunately, the industry's re¬
quirements will have to compete
for money with ,other major in¬
dustries throughout the country.
The Bell system, for example,
has a $4 to $5 billion program of
its own. Breaking the electric in¬
dustry's program down, it would
appear that approximately 30%
of the $5 billion can be derived
from earnings of the industry
either through the depreciation
reserve or through other amorti¬
zation charges and retained earn-

ings.

Approximately 50% and possi¬
bly more of the requirements
can be raised through the sale of
bonds which would mean an an¬

nual rate of between $800 million
and' $900 million per year for the
next three years through this type
of financing compared with about
$350 million new money issues in
1947. '

Principal Markets Lie With
Private Investors

This would leave between $800
million and $1 billion to be raised
through the sale of equity issues
of which about half would have
to be common stock and the bal¬
ance preferred stock. The prin¬
cipal market for equity securities
appears to lie with endowment
funds, investment trusts and the
private investor.

In view of the difficulty of sell¬
ing preferred stocks in the type
of market which we have recently
been experiencing and the high
cost of money in selling common
stocks in this type of market, it
seems quite likely that the in¬
dustry will have to resort to the
pattern of < financing so success¬

fully employed by the Bell Tele¬
phone system and some years

ago by the Commonwealth Edison
Company of Chicago by greater
use of convertible debentures.

As for preferred stock money
this market has very few friends
at the present time, and the last
two important issues, namely Ap¬
palachian Electric Power Com¬

pany and the Indianapolis Power
& Light Company, have resorted
to the use of a sizable fund in
order to increase the acceptability
of this type of (issue. .Southern
California j Edisoh, despite the

(Continued on page 35)

i Fiee Enterprise and Planned Economy
By ROY L. GARIS*

Professor of Economics, The University of Southern California

Professor Garis defines free enterprise as a system that maximizes individual liberty, but denies, as
it exists today, it implies ''laissez faire " Holds planned economy leads to collectivism or totalitarian¬
ism and dictatorship, and cannot be successful since no person or single group possesses knowledge

and foresight required by it. Decries government price making.
I accepted the invitation to participate on this program in the hope that I might con¬

tribute somewhat to a clarification of the issues involved. Since the question before us is
one of political economy, I wish to go on record as a Southern Jeffersonian Democrat. As

an economist <$-

| 7

Roy L. Garis

I believe ir,

and defend the

fundamental

principles o f
our system of
free enter¬

prise, which is
based upon

*

the philosophy
of individual¬
ism as op¬

posed to col¬
lectivism.

• Irr speaking
• -to an audience
such as this, i;
hardly seems

:■ necessary " t e
define terms/ Yet for the sake of

clarity, I mean by free enterprise
Freedom of choice for! each o<

us as: enterpriser, - worker are
consumer. (This includes the right
not to work.) -

Freedom of opportunity. " 7-

Freedom of competition. ^
A maximization of production tc

meet human wants, within a real
izable future as freely expressec
by consumers.
The profit motive.
Private planning by individuals

and business enterprises.
Prices determined in free mar¬

kets. • ■

Personal responsibility with re¬
wards fundamentally according tc
merit and efficiency. ' > u • ,

Private ownership of property.
The recognition of a social obli¬

gation to care for our indigent anc
unfortunate groups in a generou
manner.

• Each of these factors is socially
desirable.

Free enterprise is a system tha'
maximizes individual liberty. By
its very definition a system o
collectivism cannot permit or tol
erate any of these fundamenta'
principles with the possible excep¬
tion of a negligible amount of pri¬
vate ownership of property.
Free enterprise as it exists today

does not mean laissez faire. Lcrsse:
firre has been dead for 100 years'
Government regulation in a free
enterprise system is recognized su
essential to protect the intere:tr
of all participants, just as official
and rules are necessary in any
football game or other contest
Such public organizations as the
Interstate Commerce Commission
the Federal Reserve Boa^d, and
the Securities and Exchange Com¬
mission have a legitimate place
within the system of free enter¬

prise. For the opposition to insist
on identifying free enterprise and
laissez faire is to build up a straw-
man in order to have the pleasure
of knocking himCdown—it is to
confuse the issue. I have no quar¬
rel with persons whose concept or
planning is merely government
regulation. - v. , y •. ■ ■ ,

Let me now define planning ar
I am using the term in this paper
Barbara Wootton defines it as "the
conscious and deliberate choice o"
economic priorities by some public
authority." Prof. Spencer Pollarc
defines it in similar language ar
"an overall allocation of natura~
resources and production by gov¬
ernment and not by private enter¬
prisers or by monopoly." The
market mechanism and the role of

price are ignored. In this critical
analysis, I am confining my defi¬
nition to this concept of planning

•: *From an address by Professor
Garis at the University of Wash¬
ington, Seattle, Wash., Dec. 29.
1947.

as set forth by Wootton and Pol
lard.
As thus defined, in order t(

even approach reasonable success

planning necessitates omnipotent
government, State-planned pro

duction, a maximization of public
ownership, government monopo

lies, State control of employmen
conscription of labor and capita
prices fixed by government, ;

rationing of consumption and dis
tribution according to some gov
ernment fiat, censorship, and th
abolition, of the freedoms guaran
,eed to us in our American Con)
stitution. It must be a totalita
rian regime. "" "

. ' „
'

As herein defined, planning i
based on the assumption tha
someone somewhere in public life;
or some group of individuals ir
the Administration or at its com¬

mand, has reached that stage o

superhuman wisdom which en¬

ables them to know what are th'
"most essential uses" of available;
resources for 140,000,000 people
Arguments for allocating or "chan¬
neling" such things as steel, foi
example, into "the most essentia
uses" ignore the fact that it log
ically follows that all resources in
short supply would have to be
allocated also in a similar manner
And what resources would not be
"in short supply?"

tiin and other factors. Hence the
actual pricing takes time and cre¬

ates a degree of uncertainty as
well as a time lag.
In a planned economy, a gov¬

ernment may assign values
(prices) on an arbitrary basis to
the several agents of production.
It can then allocate these agents
to productive purposes arbitrarily
as it may determine. Obviously,
some degree of error will accom¬
pany any assignment of value for
a given agent of production; and
the value when assigned will
likely be too rigid to accommo¬
date the situation. The infinite
number of ratios involved success¬

fully challenge the limitations of
human wisdom. The disastrous
consequences of inevitable errors

in arbitrarily assigned values
(prices) which must be practiced
by a government planning agency
will thus far outweigh any cor¬
rective adjustments that occur in
our system of free enterprise, sub¬
ject to government regulation. In
spite of its imperfections, the role
of price and the mechanism of
the market is the very basis of
the economic system which has
made us the envy of the world.
If I were to take a text as a

basis for my discussion of the
problem before us, it would be

This implied super wisdom I,-, D°,"f
nores the infinite number of equa¬
tions that these planners woulc!
have to bear in mind simulta¬
neously. ■ ." ,7 •

Also the fact is ignored thaJ
under a system of planning the
same penalties must be paid when
errors of judgment are made or

when the system of planned pro¬
duction breaks down. The recen

developments in Russia are ample
oroof of this. Furthermore, i!
Russia undertook to satisfy her
consumer demands as freely ex¬

pressed by consumers in a min¬
imum of time as, in our country
she would be faced with the same

corrective adjustments that occur
under free enterprise^ and which
seem to alarm'our planners'-so
much, viz.: temporary surplus ca-

to the graduating class of the
University of Southern California
in June, 1947, when he stated: "A
planned economy cannot and will
not work, for none of us are smart
enough to plan it."
In a recent article, "Plan or No

Plan," Lowell W. Herron1 states:

/ "The belief that the free enter¬

prise system is unplanned is so

widespread, so firmly established,
and so false that one is reminded
of the observation made by a
famous American humorist,/ that
'It's not ignorance that does so

much damage; it's knowin' so
derned much that ain't so.' ,

"Most of us will agree that an
individual should do some plan¬
ning of his financial affairs. If we
do agree with individual planning

pacity, unemployment and the \then it is inconsistent for us to
usual phenomena of the cycle. Ir advocate that the government do
fact, only by abolishing libe.ty as
we understand the term—in par¬
ticular that of workers—and b}
an arbitrary ignoring of consumer
demands can any planned econ¬

omy hope even, for a semblance
of success, and then only at the
surface level and for a question¬
able length of time.
In so far as the role of price

is concerned, the actual price ir
a free economy is in accordance
with the productive importance
that agent, since the marginal
product of each agent is a primary
factor in pricing that agent of pro¬
duction. This involves a relative

scarcity of the agents of produc-
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REAL ESTATE
STOCKS & BONDS

Bought—Sold—Quoted

SIEGEL & CO.
39 Broadway, N. Y. S Dlgby 4-2370

Teletype NY 1-1942 1 ;

all the- planning because this
means that some .government
group of politicians and bureau¬
crats are going to take over this
job of planning and do it for us.
These planners follow a definite
pattern of action.;-They soon find
it expedient to quiet those who
oppose, obstruct, or criticize the
'Plan.' A partial plan is never
satisfactory to them and soon a

'Master Plan' emerges which re¬
stricts both economic and personal
freedom. Since plans take time to
carry out, one soon finds 'first

five-year plans,' then a 'second

1 The Clarkson Letter, September, 1947.
(Continued on page 31)
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Pennsylvania Brevities |
Progress in Pittsburgh Rwys. Reorganization

December was highlighted by three developments bearing upon!
the complicated task of effecting a reorganization of Pittsburgh Rail-'*
ways Co. and its 50-odd component underliers.

. (1) Concurrent hearings were begun before Special Master Wat¬
son B. Adair in reference to (a)^
the possible subordination of some
$70,000,000 in claims asserted by
Philadelphia Company against the
debtor and (b) the proposals made
b,y W. D. George, Trustee, in re¬
spect to revising the existing
amended plan of reorganization
now before the Federal Court.

(2) Pittsburgh Railways Co.
filed with the Pennsylvania Utili-f
ties Commission a petition for fare
increases. If granted, the principal
boost would be to a straight 10-
cent cash fare as against the pres¬

ent three-for-25-cents token rate.
(3) Petitions were filed by

the city of Pittsburgh and the
Securities and Exchange Com¬
mission asking for a survey by
competent, qualified and inde¬
pendent transit experts as to the
advisability of substituting bus
service, in whole or in part, for
the present street car service in
Pittsburgh.

Subordination Proceedings

Whether or not claims of Phila¬

delphia Company against the
Railways Company and the under¬
liers are to be subordinated in
whole or in part to the claims of
minority public holders of system
securities will bear importantly
upon the reception of the trus¬
tee's present proposals by the
public. If .it can be established
that Philadelphia Company should
be "deep rocked" into a junior
position, the trustee's plan would
probably be acceptable, since'any
substantial 'reallocation bf assets
in favor of public holders wbuld
come close to bringing them out
whole. This most important fac¬
tor will be resolved by a thor¬
ough research into the financial
relations between Philadelphia
Company and its subsidiary, dat¬
ing as far back as 1885. Attorneys
for the SEC and for Jules Guggen¬
heim, and others, New York se¬
curities holders, contend that since
Philadelphia Company is the sole
stockholder of Pittsburgh Rail¬
ways, ■- it must" prove .'that Tts
claims- were established under
circumstances that, at all times,
were "fair" to the Railways Com¬
pany. i; ,

Thus far, the hearings ' have
produced some interesting testi¬
mony. .V-. According to a Price,
Waterhouse report, it is indicated
that in 1902 Philadelphia Com¬
pany acquired Pittsburgh Rail¬

ways without putting up a nickel
in cash. The $5,000,000 capitaliza¬
tion of the Railways Company was

exchanged for $2,500,000 Philadel¬

phia Company stock—-50 cents oni
the dollar, in stock. • ■*:v

It is expected that the SEC*
will closely scrutinize the pay- ;
ment of cash dividends aggre- ?

gating some $3,500,000 to Phila¬
delphia Company, some of
which were paid in years when i
the Railways Company was
deeply in the red. It appears
that, at times, Philadelphia'
Company advanced funds to.its j
slubsidiary with which to pay:»
dividends back to itself. ,The

• Price, Waterhouse report states:
"It will be noted that, in certain
instances, cash advances were;
received and dividends paid on
the same day."

The Trustee's Proposals

It is generally felt that the allo¬
cations contained in the present
plan cannot be conclusively con¬
sidered until the question of
subordination, discussed above, is
resolved. Preliminary argument
is centering around the trustee's
arbitrary formula of allocating
assets according to the;: three:
equally-weighted factors of gross
revenues, car miles and track
mileage. Individual security
holders have presented statements
respecting their particular hold¬
ings, asking generally that the
validity of guarantees, contracts
and agreements be upheld. ;

Fare Increases Asked

Unless the Public Utilities Com¬

mission takes some -action before
Jan. 5j the new' fare Schedules
filed by the Railways Company
will go into effect on that date.*
Characteristically, Pittsburgh's
Mayor, David L. Lawrence, and
City Solicitor, Anne X. Alpern,
bitterly oppose the proposed in¬
crease, contending that any such
petition should await the conclu¬
sion of the reorganization pro¬

ceedings whereupon its need could
not be substantiated.

comoany bases its plea
for higher fares quite simply on
the fact that it has had no in-a
crease for 20 years and that they
costs of providing adequate serr.
vice have skyrocketed. It dis~
misses the Mayor's assertion^
that "the underliers draw $3,-
500,000 from the system each
year," by pointing out that no
payments have been made to
the underliers since 1938.
The PUC is expected to rule

upon the company's petition upon
a basis of "fair return" on prop¬

erty values. The company's in-

: Three New Partners Admitted by Orvis
y Orvis Brothers & Co., 14 W-all Street,, New York City, members
of the New York Stock Exchange and leading commodity exchanges,
announce that Clifford G. Doerle, William G. Wigton and J.- Antonio

Clifford C. Doerle J. Antonio Zalduondo William G. Wigton

Zalduondo will be admitted to the firm as general partners as of
Jan. 1. , ■ " " * - ■.=•* - • * 1 1
v. 3 Mr. Doerle started with the Orvis organization* 20 years ago
as a runner and for the last 12'S> -v./:.. \ y
years has been in charge of the served, overseas as a Captain in
Orvis order telephones on the
Stock Exchange floor. Mr. Wig-
ton's first job with the firm also
.was that of runner in 1936. He
attended Phillips Andover Acade-r
my and Yale University and for

the U. S.. Army.x v..
'J Mr. Zalduondo* associated with
Pan American Airways for 18
years, is resigning as tariff man-
agdr.*for- Cia. Mexicana de Avi-
acion, Mexican subsidiary of Pan

Available Publications
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Valuation and Appraisal

CITY OF PHILADELPHIA BONDS

Price-Earnings Ratios and Yields on

123 Public Utility Common Stocks.

Copies on Request , A
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Incorporated

123 SO. BROAD STREET

PHILADELPHIA 9, PA.

PEnnypacker 5-7330

Allentown Pittsburgh

120 BROADWAY

NEW YORK 5, N. Y.

REctor 2-6528*29 ; "

Lancaster ' Scranton

three years during World War II. American, to join the Orvis firm.

ternal financial affairs and the
politically-tinged attitude of the
city: of Pittsburgh are not con¬
sidered. ;tQ;., be • proper factors,
for. .consideration in determining
fates;..

y '. Buses to Be Substituted?
The Federal Court has fixed

Jan. 6 as the date for hearings on
the petition to require a survey
to be made on the question of sub¬
stituting. buses for street cars "in
whole or in part."
The company p p p o s e s the.

'change on the grounds that it
would require the scrapping of
costly equipment, that the topog¬
raphy and . traffic . situation in
Pittsburgh are unitable for buses
and that new trolley cars are su¬

perior; in performance and more
acceptable to riders.

*Tf. this is true," says Mr. -
Samuel Koenigsburg, represent¬
ing the SEC, "the impartial
survey will show it. So why
not have the Survey and get the
facts?".

Curtin Heads Warner Company
v.. John Curtin, Jr., has been
elected President of Warner Com¬
pany, sand, gravel ard lime prod¬
ucts producers, to succeed Charles
Warner, who will continue -as
Chairman of the board and chief
executive officer. Mr. Curtin, a
graduate of Lehigh University in
1930, has been with Warner Com¬
pany for 22 years. His elevation
to the Presidency is in line with
the present policy of the manage¬
ment to move its capable younger
executives ahead into positions of
active administration.

In a statement made last
week, Charles Warner reported
that,1 the company's $4,590,000
expansion program, begun after
the war, is approximately two-
thirds completed. He estimated
that sales and earnings of the
company will set new records

» this year. Sales are expected
to exceed $13,090,000 and net
income may reach $1,391,800,

Trading Department Active in

Western Pennsylvania
Issues

> Direct Wire to hew York City

CHAPLIN and COMPANY
Members

N. Y. Stock Exch. Pitts. Stock Exch.
New York Curb Exch. (Assoc.)

10th Floor, Peoples Bk. Bldg. 61 Broadway
PITTSBURGH 22, PA. ; NEW YORK, N. ,T.j

Grant 3900' : : Bowling Green 9-3987
Bell System Teletyji^—PG -

x equivalent to $3.20 per share oh
the common..

The Board of Directors last
week declared a common 1 divi¬
dend of 30 cents per share, pay¬
able Jan. 15.

Pennroad Buys Its Shares

Expending $2,153,870, an aver¬
age of $6.18 per share, Pennroad
Corp. has purchased 348,556 shares
of its stock during the period from
Jan. 1 to Nov. 15, 1947. Through
purchases made in previous years,-
the original capitalization of 9,-
090,000r shares^ has been > reduced
to 5,156,529 shares. Directors state
that additional shares; will be
bought at* such prices and times
as are deemed advantageous. ;

SEC Leaves Phila.

The Securities and Exchange
Commission makes its adieu to
Philadelphia -Jan. 5, taking with
it an annual payroll of $3,620,000.
In addition, the city will lose $36,-
200 in annual wage-tax revenue, > :•

Since March, 1942, the SEC
has occupied the former Penn
Athletic Club buildings on Rit- >

tenhouse Square for which the
government paid $200,009 an¬
nual rent. It is reported that

.'scost of moving the agency and
• its employees will v amount to
about $210,000. In Washington,
the SEC will be housed in a >

government-owned building.
* * ;V *

Philco Corp.

John Ballantyne, President of
Philco : Corp., states: that bank
loans which last April reached- a
peak of $9,000,000, .have been en¬
tirely, paid off. Mr. vBallantyne
reported that sales for 1947 should
exceed $2.15,000,000,: about three
times the 194L volume and com¬

paring .with $121,600,000 in 1946.
Plans for 1948 call for increased
production in all the company's
major divisions. „ f . ^ ...

John B. Stetson ^

In the annual report for the
fiscal year ended Oct. 31, 1947,
David H. Harshaw, President of
John B. Stetson Co., reported
sales t of $29,336,257, or 43%
above 1946. About $1,009,000
will be spent for plant improve¬
ments in 1948, he said.

With C. L. Vertin Co.
(Special to The Financial Chronicle)

. SALINAS, CALIF. — Maynard

C. Froemke is now with C. L.
Vertin Co., . 341 Main Street. He
fi
was fdrmerly with Buckley
Brothers in Los Angeles.
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Our Reporter on Governments
By JOHN T. CHIPPENDALE, JR.

The year 1947 was a hectic one for the government securities
markets with violent price eruptions taking place in both directions.
. . . The money markets had a real taste of debt management under
peacetime conditions, with action being taken by the authorities,
first, -to keep prices from going too high and then to prevent them
from going too low. . . The latter experiment is still on. , *> The
interest rate pattern was also changed with the bill rate going to .95%
from .375%, the certificate rate from .875 to 1.12%, with the inter¬
mediate-term rate moving up to 1.75% from 1.48%. i . . The long-
term rate was still held at 2J/2% although yields on long Treasuries
advanced from 2.32% to 2.48%. . . .

ON TRIAL
. v, V V •":! :

Sharply increasing loans and inflationary trends brought action
by the monetary authorities in the latter part of the year, which had
a marked influence upon the government bond market. . . . There
was selling by both banks and non-bank investors of long Treasuries.
. . . Federal and Government Trust Funds were the only buyers.:. . ,

. ; - Debt management is being thoroughly tested and with a debt as

large as ours, too many mistakes cannot be made. . . . Confidence
has been badly shaken, but at the same time the recent disorderly
market due to the pulling of price supports, is a mild sample of what
could take place if prices were left to seek their own levels. . . ."

If lower government bond prices should not curb the inflationary
trend, would it not be better to protect them at levels that could pre¬
vent complete chaos in the money markets? . . . 1947 has started a

chain of events in the government market that must be watched

carefully in 1948.-. . .- * . . .. » .

STATISTICAL RECORD

+ The eligible taxable obligations closed the year 1947 at their
lows, because of the liquidation wave that got under way during the
final months../.../The decline in prices last year was more substantial
than in 1946 as is shown herewith:

*

. y Eligible Taxable Bonds

Price Range 12-31-47 Clos'g 12-31-46 Clos'g Price Yield
■'

1947 • Bid Yield Bid, Yielo.
%

Chge. Chge.
-Issue—— High Low Price 7c Price 'A 32nds ■ :

3-15-48/50 101.8 100.S 100.6 .90 301.6 : • 1.97 A —1.00 v —.07
' 6*15-43 ^/b0l'.4,«f,"l0(l'l0

'

100.10 .95 n 101.0 1.02 v — .22 —.07
6-J5-49/51 102.9 101.5 101.4 1.17 102.4 1.11 *— .31 + .06
9-15-49/51 102.13 101.5 101.4 1.29 102.9 1.13 —1.4 + .16
12-15-49/51 102.19 101.8 101.8 3.31 102.15 1.14 —1.7 . + .17
3-15-50/52 102.22 ' 101.11 101.14 1.32 102.15 1.20 —1.1 + .12
'9-15-50/52 102 26 101.12 101 15 ; 1.44 102.17 1.28 —1.2 + .16
12-15-50 r. 101.13 100.5 100.11 1.36 101.6 1.18 — .27 + .18
9-15-51/53 103.2 101.12 101.12 . 1.60 ,102.25 .1.38 —1.13 + .22
12-15-51/55 103.6 101.12 101.12 1.62 102.29 1.38 , —1.17 . + .24
3-15-52/54 105.15 103.4 103.4 1.71 3 05.2 1.48 —1.30 + .23
6-15-52/54 *103.6 ' 101.8 101.8 1.69- 102.27 1.45 + —1.19 - "+ :24
6-15-52/55 104.10 102.4 102.4 1.74 103.29 1.49 —1.25 :. + ,25
12-15-52/54 103.9 101.4 101.4 1.75 102.29 1.48 —1.25 :+-27
3-15-56/58 107.14 102.24 102.24 2.13 107.3 • 1.66 —4.11 , + .47
9-15-56/59 ? 105.21 101.8 101.8 2.08 105.7 •1.66. —3.31. ■•■';■ + .42
9-15-67/72 -106.22 101 101.0 2.43 • 106.7" 2.12 >j —5.7-=

Timing Fiscal Policy
: ' ' * ' ' ' 1 By EVERETT E. HAGEN* ' ' ' "" ' ,

Bureau of the Budget, Washington, D. C.

• Dr. Hagen points out use and timing of fiscal policies implies three conditions, viz: (1) that economic
ffluctuations will occur; (2) they cannot be prevented or sufficiently mitigated by positive measures
and then left to operate automatically; and (3) they can be prevented or mitigated by timed policy
changes. Holds economic forecasting is not far enough advanced to get adopted policies into effect at
right time. Sees lack of sufficient administrative discretion to make plans of fiscal and monetary policy
proper and immediatelyworkable, but holds tools exist for advance planning to meet economic fluctuations
The timing of fiscal policy—and of non-fiscal employment policies—is a topic well

worth exploring. In their preoccupation with analyzing the effects of various fiscal poli¬
cies, most economists during the last 15 years—and this includes hae; I do not by any means
wish to claim 3> —-

would have been necessary not automatically counteract economic

Everett E. Hagen

2%
1% %
2%
27o
2% p
27c
2 7c
1 V2 7c
2%
27c
272 7c
27c

214%
27c

272 7c
2 7* 7c
2 72 7c

PARTIAL EXEMPTS

any superior¬

ity in this
matter—have
not given
much consid¬
eration to the

problem of

assuring that
the policies
which pro¬
duce certain

effects will be

put into oper¬
ation at the
time when
those effects
are wanted.

But unless we

are going first to enter deep into
a serious depression (if and when
one occurs), and then to plan
measures to get out of it—unless
we are resigned to this—we need
to plan in advance not only the
measures to be used, but also
how to get them into* operation
promptly when they become
needed. Or, consider the contrary
situation. We have now experi¬
enced 18 months of inflation Since
the termination of price controls.
After a lull last spring, a second
upsurge of prices occurred. If its
violence was forecast by any of us
present^ he kept v his , prescience
modestly concealed. VJTo have pre¬
vented that second upsurge, it

~, The partiaUy-exempts, ;Mke -fhe' eligibIei-taxables, showed very
large price declines during 1947. . . . The recession in quotations of
the eligible'exempts in 1947 was much greater than those registered
in 1946... . . The record is as follows: "

Eligible Partially Exempts .

Price Range
194-7

2%%
2 72 7c
27o
3 7a 7c
2 72 7c
2 72 7c
274 7c
3 7c
274 7c
27c
2747c
2% 7c
274 7c
274 7c
274 7c

-Issue

3-15-

9-15-

12-15-

12-15-

12-15-

9-15-

6-15-

9-15-

12-15-
6-15-

6-15-

3-15-

9-15-

6-15-

12-15-

•48/51
•48

•48/50
•49/52
49/53
■50/52
■51/54
•51/55
51/53
•53/55
■54/56
•55/60
■56/59
■58/63
•60/65

High
102.12

102.28
102.11

106.14

104.21
105.36
107 13

108.23

105.24
106.23
107.24

112.14
113.3
114.00
115.7

: Low
100.12

101.4 -

1C1.1
103.24
102.16

103.08
104.22
105.24"
103.14

102.12

103.20

106.08
106.04 :
107.00

107.24

12-31-

Bid

Price

100.12

101.4
101.1

103.28

102.20

103.10

104.26
105.26
103.14
102.14

103.24

106.10

106.04

107.04

108.00

47 Clos'g
Tax Fred

Yield 7o
- .57 :-;■

.62

.72
•

.91 •-••

.93

1.03

1.10

1.14

1.14 -

1.29

1.37
1.63

1.68

1.71

1.74

12-31-

Bid

Price

102.9

102.26

102.6

106.12

104.15

105.10

107.3

108.17

105.14
105.6

106.31

111.26

112.19

113.9

114.26

•46 Clos'g
Tax Free

• Yield 7c
.67

.68

.71

.78

.81

.88

.95 : ■ ■

.96

V .95

. .99
1.08

1.16
- 1.16

1.37'

1.34

Price

Chge..'''
32nds

—1.28

—1.22

—1.5

—2.16

—1.27

—2.00

—2.09

—2.19

—2.00

—2.24

—3.07

—5.16

—6.15

—6.05

—6.26

Yield

Chge.
7c--

—.10

—.06
-

4- .01

+ .13
'+-,12
+' .15
+ .15
+ .18
4-.19
+ .30

+ .29
V + -47

. + .52
+ .44

+ .40

The restricted bonds finished the year 1947 at their lows, which
prices were made possible through support by the monetary authori¬
ties. . . . The down-trend in 1947 was substantial in certain issues and
was a reversal of what took place in 1946 as will be seen in the

accompanying tabulation:

Taxable Bonds—Restricted Issues

21/4%
21/4%
272 7c
272 7c

2727O
■272 7c
2 72 7c
2 72 7c
2727c

272 7c

-Issue-

6-15-

12-15-
6-15-

12-15-
6-15-

12-15-
3-15-

3-15-
"6-15-
12-15-

59/62
59/62
•62/67
•63/68
■64/69

■64/69
■65/70
•66/71
■67/72
■67/72

Price Range
1947

High Low

12-31-47 Clos'g

102.'3i
102.31
105.26
105.13
105.1

105.0
104.29

104.28

103.23
103.23

100.00

100.00
101.8

101.0

100.24

100.24

100.24

100.16

100.8

100.8

Bid

Price

100.00

100.00
101.8

101.0

100.24

100.24
100.24
100.16

100.8

100.8

Yield
. 7c,
2.25
2.25

2.39

2.42

2.44
2.44

2.45

-2.46

2.47
2.48

12-31-46

Bid

Price .:

102.6

102.6
104.31

104.17

104.3
104.1

104.0

104.0

102.27

102.27

Clos'g
Yield

7c

2.04

2.05
2.12

2.17

2.21

2.22

2.23

2.24

2.32
2.32

Price

Chge.
32nds

—2.6

—2.6
—3.23

—3.17

—3.11

—3.9

-*-3.8

—3.16

—2.19

—2.19

Yield

Chge.
%•'

+ .21
+ .20
+ .27
+ .25
+ .23

+ .22

+ .22
+ .22
+ .15
+ .16

Whether prices of Treasury bonds can be maintained at present
support levels is an open question now,"A* V The year 1948 will pro¬
vide the answer and unless the "pegs" are maintained the wide con¬

vulsive price gyrations of 1947 may look like minor price movements.

*An address by Dr. Hagen be¬
fore- the annual meeting of the
American Economic Association,
Chicago, 111., Dec. 30, 1947.

only to have had counter-meas¬
ures ready, but also to have had
methods of introducing- them
promptly when needed.
I shall use the term "employ¬

ment policies." I use that term,
however, to include repressive or

contractionary measures as well as
stimulating or expansionary ones;
my comments are directed, that is,
at the prevention of inflation as

well as of unemployment. I shall
discuss the timing of employment
policies, assuming the-acceptance
by the great majority of you of
the policies themselves.

Is Timing Employment Policies
/+ Fruitless? / ••%'//
There are three states of mind,

any of which would make one

feel that discussion of the problem
of timing employment policies is
fruitless. One is conviction that
autonomous forces which, affect
the level of income and employ¬
ment were going to tend toward
a stable secularly growing level of
full prosperity, or else toward a

stable depressed state. In the for¬
mer case, nothing would need be
<2one except to* keep public policy
neutral; in the latter, nothing ex¬

cept tq adopt policies necessary to
raise the level of aggregate de¬
mand by the requisite amount, and
then maintain them.

The second state of mind is the
conviction that measures can be

adopted which, once installed in
the economic framework, would

fluctuations and preserve a de¬
sired level of economic activity.
In either of these two cases-, no
problem of timing would arise.
Finally, there may be the con¬

viction that no feasible deliberate

action, no matter how well con¬
sidered. can prevent the fluctua¬
tions which will occur. This con¬

viction may go so far as to include
the judgment that the result of in¬
terferences may be perverse, ex¬
aggerating. the swings. In this
case, attempting to time deliberate
policies will do no good. ;

The discussion of timing fiscal
policies therefore implies three
substantive judgments to all of
which I subscribe: that economic
fluctuations of significant magni¬
tude will occur, that they cannot
be prevented or sufficiently miti¬
gated by measures which can be
instituted and then left to operate
automatically, and that they can
be prevented or mitigated by de¬
liberate changes in policy at ap¬
propriate times.

Possible Mechanisms for Initiat¬

ing Measures at the Right Time
All possible means of getting

employment policies into effect at
the right time may be considered
as bounded by two extremes. The
first, forecasting economic devel¬
opments well in advance, then
planning ad hoc the nature and
timing of measures to meet the
foreseen development, is mot a

(Continued on page 28)

This advertisement appears as a matter of record only, the securities
. having been placed privately through the undersigned.

Sheller Manufacturing Company
•:t ...V. tyi-y *a.. ■»'r ••'y .;'•••■/.A, •; •;. V. \ v '*•''• ;'i! '•. •,,,/•• ~*-: •''•• ,V:V . •' • ••

$4,000,000
3%% Notes due-1962

$1,700,000
5% Preferred Stock

$100 Par Value

63,700
Shares Common Stock

$1 Par Value ,

Shields & Company
CHICAGO NEW YORK BOSTON
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During the recent period of improved speculative and invest¬
ment sentiment towards railroad stocks, Atchison, Topeka & Santa
Fe common has been quite active and buoyant. - In addition to the
general market factors, this stock has been influenced by rumors that
once the wage and rate negotia-^
tions are over the management equipment and rail property, the
[will follow the lead of Union
[Pacific by splitting the stock and
increasing the divL.eni rate. For
a considerable time, and at the
respective 1947 highs and lows,
Santa Fe common had been rang¬

ing just about twice the price
level of Great Northern stock. Re¬
cently Santa Fe has pulled well
ahead of that ratio. ; ..V—'
Certainly there would be ample

justification for looking for an in¬
crease in the present $6 annual
dividend of Santa Fe a rate that
was established in 1942 and has
been maintained ever since. The
debt structure, ■ the financial
strength, the high earnings, and
the favorable long-term traffic
outlook would all w -rrant liberal¬
ization of distributions. At the
same time, it would be logical to
expect that if the dividend is in¬
creased the management will seek
permission of stockholders and the
Interstate Commerce Commission
to split the s ock. A rate of over
$6 a share, regardless of the par
value of the stock,W just too ob¬
viously an indication of prosperity
to be politic under present condi¬
tions.' - 7 \ „

" Santa Fe is one of that select

group of railroads that has re¬
ported net income in each year of
its corporate life, extending back
more than 50 years.Moreover, in
all but three years of the present
century the road has paid divi¬
dends on its common stock. There
was a one-year lapse in 1933 and
a two-year interruption in 1938-
1939. Just prior to the depression,
and through 1931, the established
rate was $10 a share. For the en¬
tire period 1901-1947, inclusive,
common dividends have averaged
a little better than $5 a share. At
recent prices the stock has been
selling to afford an income return
of close to 6.4% on the current
dividend. ,, . •

In all respects Santa Fe has im¬
proved its status materially in re¬
cent years. Since the beginning
of 1941 the non-equipment debt
has been cut by approximately a
third. There is now outstanding
only about $203 million of mort¬
age debt, represented by two is¬
sues of 4% non-callable bonds.
Both of them mature in 1995. At
the end of 1946. moreover, there
were less than $26 million of
equipment obligations outstand¬
ing. The entire debt amounted to
less than $230 million. In com¬

parison, more than $265 million
has been spent since 1940 on new

equipment and on additions and
betterments to the property. A
large part of this was for new

equipment, including the largest
fleet of Dirsel locomotives in the

country. To a considerable degree
this equipment was paid for out
of treasury cash and has already
been written off under certificates
of necessity.
r Despite the retirement of one-
third of its non-equipment debt
and the large expenditures on

Guaranteed Stocks

Bonds

Special Securities

GUARANTEED RAILROAD STOCKS-BONDS

15 Broad Street New York 4, N. Y.

Telephone BOwling Green 9-6400

Teletype NY 1-1063

road has maintained an outstand¬
ingly strong financial position.
Net working capital is around
$133 million. The present working
capital and the gross expenditures
on property and equipment since
1940 aggregate very close to $403
million. This is in excess of all
capital obligations ranking ahead
of the 2,247,060 shares of common
tock outstanding. The senior
capital, including bonds, equip-
nent obligations, and preferred
stock amounts to roundly $354
million, taken at par or face value.
During the past ten years earn¬

ings on the common stock aver¬
aged $10.69 a share despite heavy
excess profits taxes during the
war years and a large debit for
accelerated amortization in 1945.
In 1946 the per share results
amounted to $13.52 and they were

unquestionably higher in 1947.
For the first ten months common

share earnings were about $2
ahead of a year earlier. With the
anticipated further freight rate
increase and traffic prospects
favorable (this is true even with
a smaller wheat crop), it is not
outside the realm of possibility
that 1948 earnings could top $20
a share. Moreover, growth char¬
acteristics of large segments of
the service area augur well for the
long term outlook.

Richard F. Abbe & Do.

Opens in New York
Richard F. Abbe Company will

open offices at 72 Wall Street,
New York, on
Jan. 2, 1948,
to transact a

general brok¬
er age and
dealer busi¬
ness in in -

vestment se¬

curities. Rich¬
ard F., Abbe,
the proprie¬
tor, was for¬
merly a mem-
ber

. of the
firm of Van

Tuyl & Abbe.
Herbert Lacy
will be man¬

ager of the
Richard F. Abbe

trading department.

Chadwick & Slaight
Formed in N. Y. City
As of Jan. 2 Taber J. Chadwick

and G. Wilmer Slaight are form¬

ing Chadwick & Slaight with of¬
fices at 111 Broadway, New York
City. Mr. Slaight formerly con¬

ducted his>pwn investment busi¬
ness under the name of G. Wil¬

mer Slaight Co. Mr. Chadwick
was a partner in Carter & Chad¬

wick, which is being dissolved,
Mr. Carter leaving the investment
business

Brady, Baird & Garvin
To Admit B. Rhaesa
Brady, Baird & Garvin, 115

Broadway, New York City, mem¬
bers of the New York Curb Ex¬

change, will admit Bernard Rha¬
esa to partnership on Jan. 1. Mr.
Rhaesa prior to joining the firm
last February was with Avery &
co. . 77-7:7^

Cites Inflationary
Federal Policies

Guaranty Trust Co. of New York
in its monthly "Survey" holds,
instead of seeking restoration of
war

f powers and new con¬

trols, Administration and Con¬
gress should undo some of the
things now being done or have
been done in combating inflation.
Cites examples of Federal infla¬

tionary policies.
"In the search for effective but

relatively safe means of counter¬
acting the upward pressure on
prices, it would seem that insuffi¬
cient attention has been given to
the numerous phases of existing
Government policy that tend to
.ntensify that pressure. Instead of
seeking the restoration of ex¬
traordinary wartime powers and
casting about for new ones, it
would be worth while to inquire
how much anti-inflationary effect
could be exerted by undoing some
of the things that have been and
are now being done," according to
"The Guaranty Survey," monthly
review of business and financial
conditions, just published by
Guaranty Trust Company of New
York.

"In the field of fiscal policy,"
the "Survey" points out, "the Fed¬
eral Administration, while oppos¬
ing tax reduction on the ground
that such action would be infla¬
tionary, is spending money at the
rate of $37 billion annually. Rev¬
enues are exceeding the latest
official estimates, and it seems
oossible that the total for the cur¬

rent fiscal year may be as much
is $43 billion, leaving $6 billion
available for debt retirement. A
reduction of expenditures to, say,
*31 billion annually would double
the surplus or, as a possible alter¬
native, would permit tax reduc¬
tion of $6 billion and still leave
in equal amount available for re¬
tirement of debt.
~~

"The present level of expendi¬
ture is equal to more than four
times the highest yearly outlay
during the prewar depression and
exceeds by 4^2 billion the expen¬
ditures for the fiscal year 1942,
-uring more than half of which
he nation was at war. It is equal
to twice the rate of expenditure
in the peak year of World War I.
Yet it takes no account of the
additional billions that will be re¬

quired if the present 'stopgap'
foreign-aid program and the
longer-term Marshall plan are
carried out."

Swelling Dividend Payments

Continuing its recommendations,
the "Survey" states: "Section 102
of the Federal tax law, which is
'ntended to prevent corporations
rom accumulating surplus beyond
he reasonable needs of the busi¬
ness in order to avoid surtaxes
on shareholders, has been admin¬
istered in such a way as to lead
some companies to distribute more
of their earnings to shareholders
than they believe desirable for
'ear of incurring severe tax pen¬
alties. While accumulating sur¬

plus instead of paying dividends
is not necessarilyanti-inflationary,
t may be so if the funds are held
;n the form of idle cash or bank
deposits. By discouraging such
accumulations and corresponding¬
ly increasing dividend payments,
Section 102 has probably con¬
tributed in some degree to infla¬
tionary tendencies, although the
extent of its influence is difficult
to estimate/

Federal Credit Policy

/ "The government is concerned
over the expansion of bank credit.
Yet its own corporations and other
credit' agencies, according to the
latest official .reports, had approx¬

imately $7.8 billion of loans out¬
standing on March 31 of this year,

(Continued on page 36)

The New Look of the Railroads i
.v-v';®y MAXWELL B. ROBERTS V '>"■ '/ , ••

With Otto Fuerst & Co., Members, New York Stock Exchange

Mr. Roberts estimates, on the basis of railroad earnings for first
eight months of 1947, and under assumed continuation of same ;

volume of traffic, together with allowances for increases in wages

and material costs, the 1948 earnings per share of leading railroad v
stocks under the recent 10% increase in rates granted by ICC.

•'-••^The increase announced on Dec. 30 by the Interstate Commerce
Commission brings attention to the question how the earnings of the
various railroads will be affected in the coming year. The ICC
authorized the roads, water carriers, and freight forwarders to estab-

1 i s h interim '*>

Chi. Rock Island (W. I.) •

common 15.00
Denver R. G.&West (pfd.) 20.20
Common 14.00

Er'e R. R. (pfd.) 45.00
Common 6.00

Great Northern (pfd.) 8.55
Gulf Mob. & Ohio (pfd.). 39.50 17
common 10.50

Illinois Central (pfd.) 184.00
-Common 24.50 7"

Kansas City Southern 15.60
Louisville & Nashville 8.75 ;

Minneapolis & St. Louis._ 6.68
Minn; St. Paul S. S. Marie 3.13 /
N. Y. Central... 8.50 ;
N.Y. Chi. & St Louis (pf.) 50.00
Common 47.00

Norfolk & Western— 7.60 7
Northern Pacific 6.50

Pennsylvania RR. 5.00
St. Louis San Fran, (pfd.) 28.00
Common 11.00 7

Southern Pacific , 25.85
Southern Railway 21.70 ;
Texas & Pacific— 16.20
Union Pacific 42.40
West Maryland (I pfd.)__ 39.70
II preferred 95.00
Common 10.40

Western Pacific 7.75**

*In arrears. ^'Considering par¬

ticipation of preferred.

Maxwell B. Roberts

freight rates
20% above
those charged
between

January and
October this

year. Thiswill
replace the
emergency in¬
crease on Oct.
13. The new

rates will go
into effect

probably a s

early as Jan.
5, and will
continue i n
effect until

June 30, or until a date prior to
that time when the commission
will have had an opportunity to
render a final decision as to per¬

manent rates. Contrary to prece¬

dent, the Commission pointed out
that there was "need for imme¬
diate action .... without waiting
the completion of a further study
of the alrge and detailed record
before us." Products of the mines
were not allowed as high an in¬
crease as other commodities, and
mine haulage rates will be in¬
creased by 200 per net ton. The
Association ofAmerican Railroads
estimates the overall increase at
17V2%. It must be pointed out
that the ICC order requires rail¬
roads to be prepared to refund
to shippers the difference, if any,
between the 20% given and the
final rates established on or be¬
fore June 30.

In order to estimate the possi¬
ble earnings of the roads for 1948.
we have selected the first eight
months of 1947 as a base "period.
We feel that this would lend a

degree of conservatism to our es¬
timates because the volume of
traffic in this period was some¬
what below current levels, and
because freight rates and wages
had not as yet been raised. Then;
too, certain reasonable assump¬
tions must be made. We base our
calculations on (1) a continuation
of the same volume of traffic ex¬

perienced in the base period, (2)
an estimate that the increases in
wages and materials, etc., will
amount to a 10% increase in
charges, (3) an estimate that
oassenger traffic will remain at
the same levels as in the first
e'ght months of this year, (4) all
other factors will remain propor¬

tionally the same as in the base
period, and (5) "other income"
will not increase in 1948, despite
the feeling we have that it will.
The "other income" of some roads
is considerable.'

The following -tabulation of per
share earnings is computed on the
above assumptions, without re¬

gard to imponderables which can¬
not be evaluated. Among these

might be placed a possible reces¬
sion in business, a further demand
for wage increases, war with the
Soviet, etc., etc.:

Atchison Top. & S. F $38.30
Atlantic Coast Line 21.75
Baltimore & Ohio (pfd.)— 57.75
Baltimore & Ohio (com). 12.30
Chesapeake & Ohio___— 7.17
Chicago & East 111. (A)__ 8.43. ;
Chicago Gt. West (pfd.)._ 9.70*
Chicago Gt. West (corn.). 7.20
Chi. Milw. St. Paul (pfd.) 21.20
Chi. Milw. St. Paul (com.), 6-85 *;
Chicago North West (p|d,gj,5;757j
Chi. North West (cQm/> Ufi5u1
Chi. Rock Island (W. I.) ,

preferred 35.10*

F. S. Moseley Opens
Philadelphia Branch
F. S. Moseley & Co. announces

the opening of its Philadelphia
office under the co-managership
of Gerry W. Cox and Dudley R.
Atherton, Jr. Mr. Cox's previous
associations include White, Weld
& Co., Goldman Sachs & Co. and
Dillon, Read & Co. A member of
the Bond Club of Philadelphia,
Mr. Cox has been in the invest¬
ment field since 1922.

Mr. Atherton has been asso¬

ciated with Lazard Freres & Co.
since 1939, and prior to that, was
with Salomon Bros. & Hutzler. He
is President-elect of the Phila¬
delphia Securities Association.
Other offices of the firm are

located in New York, Boston, Chi¬
cago and Indianapolis.

Severance Sales Mgr.
For F. Eberstadt Go.
F. Eberstadt & Co., Inc., 39

Broadway, New York City, an¬
nounce the appointment of Craig
Severance as General Sales Man¬
ager of the firm. He has been
with the firm for some time as

Assistant Manager of the syndi¬
cate department.

Pizziiti E'ecis Boger
And Bradley Officers
B. W. Plzzini & Co. Inc., 25

Broad Street. New York Sity, an¬
nounce that Frederick Boger has
been elected a Vice-President and
Walter V. Bradley has been
elected Secretary. Both have
been 'with the firm for some time.

Paul Pryibll Dead
'aul Pryibil, a member of the

Ndw York Stock Exchange since
1929, and a broker with offices at
120 Broadway, New York City,
died at his home at the age of 49
after a brief illness.
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Lessons oi Recent Experience in
Fiscal Policy
By ALBERT G. HART*

Professor of Economics, Columbia University

..Professor Hart sums up as lessons from 1946-47 fiscal experience: *
v

(1) economic thinking was unbalanced and lacked objective; (2);
> existence of a cryptic situation regarding full employment with v

defective rationalization regarding inflationary and deflationary
, measures; and (3) need for national leadership to persuade interest

groups to accept limitations and compromises in national interest. '
The 1946-1947 experience should be able to teach us a great deal.

Of course, some of us have proved to be right in stressing inflation
dangers and the need of monetary-fiscal counter-measures. Doubt¬
less others of us will eventually be proved "right in their forecasts
but wrong in their ' timing" by a 3> —

downturn. But something about the same moment that time ha(
the situation reminds me of a

thought-provoking experience in
my boyhood, when I first came
to be interested in high school
football. Having been firmly in¬
doctrinated with the faith that our
team was bound to win, I did not
see much of the first quarter; for
I stationed myself near the other
team's goal-line, where I thought
the play was bound to be."! in a

moment. In the second quarter, I
found I had a fine view. But it
wasn't because my judgment was

any better, but just that I hadn't
taken all the facts into account.
I had forgotten they changed goals
at quarter-time!
The last two years are bound

to be sobering to any economist
who looks back. (A) They show
how hard it is to be a participant
in current affairs and yet keep
enough objectivity to grasp them.
(B) They show how cryptic the
situation is when we have full

employment and suspect a down¬
turn in the offing, and how easy
it is in such a period to rationalize
the rejection of anti-inflation
measures — or to rationalize ac¬

ceptance of measures which will
prove inflationary. (G) They show
the need of national leadership
which can persuade interest-
groups to accept limitiations in the
national interest.. ; :

; Economic Thinking Unbalanced

(A) If the period teaches us

nothing else, it ought to teach us

something about the way our eco¬

nomic thinking is unbalanced by
current events and propaganda.
The price-control wrangle of 1946
shows only too clearly how we go
astray. A few economists yielded
to the temptation to ride down the
roaring stream of anti-price-ccn-
trol propaganda. Others stiffened
where they stood and stuck to the
labor-union line. Many were deaf¬
ened by the clamor, and paralyzed
by inability to sort out their
: thoughts. Even minds which were
well ballasted . with information
were rocked about by the sheer
force of assertion of half-truths
from one side or the other. And
in the end, it seems to me, our
economic counsel lost much of its
value because it was not properly
integrated with political analysis.
Most of us were talking on the
assumption that .if price-control
were extended it would be con¬

tinuously on a reasonably effec¬
tive basis, and that the public
would not take termination to be
a .practical issue for at least half
a year after the extension. But it

I was in the nature of American

politics that the extension bill
should reach President Truman's
desk at the last minute, and that

I Congress should offer him a close
decision whether to sign it or veto
it. It was in the nature of things,
"also, that speculation on termina¬
tion of controls would undermine
'the meat supply, build up the
/-black market, and thus make pre¬

mature termination unavoidable.

;By hindsight, we should have ad¬
vised the President to veto the bill'

he received, and to announce at

''•VroT i naner hv Prof. Hart
before the Annual Meeting of the
j .co smic AcsociatS6h|
Chicago, 111, Dec. 30, 1947. 02 tf

run out and there was no use try
ing to resuscitate OPA. Befort
that, we should have made it plair
that a last-minute extension wa

almost sure to fail, and that i.
agreement could not be reachec
several weeks before the June 3t.
deadline it would be better t;

drop everything but rent control
L am sure that if we called tht
roll of the Association we coulc
find a good sprinkling of eco¬
nomists who saw this in advance
But somehow the economists whe

got the best hearing (academical¬
ly, journalistically and politically)
did not manage to get it straight.1

Cryptic Character of High
Employment Analysis

(B) Ever since early 1946, we
have been prosperous but in feai
of a recession. By hindsight, a
stern anti-inflation policy (refusal
of tax reductions, and tight credit)
would seem to have been calle:
for. But from time to time anti-
inflation proposals have been
turned down on the ground tha;.
they would take time, and that bj
the time they really took hold, our
problem would be deflation rathej
than inflation. Inflationary meas¬
ures (notably wage increases
haye been defended on parallel
grounds. Those who feared, i
slump have even been able V
argue that the downturn was jus
past at the moment of discussion-
pointing to the stock marke
slump, or the physical volume o:
non-durable goods sales, or pay
rolls deflated by a price index, or
latest rumors about evaporation o
automobile dealers' waiting lists
as indexes of decline which woulc1

soon be followed by our genera
indexes of employment and pro¬
duction. - •

Now while some economists

sized the picture up better than
others, and we might all have
done better by better-systematized
analysis and discussion, it seems
lo me that we could not have ex¬

pected to know definite answers
the Council of Economic Advisors
were right when they said our

prosperity rested on "temporary
props." Some of these "props'"
might have given way and in¬
duced a slump. Who can say that
more favorable weather (mean¬

ing a better coal situation in Brit¬
ain and elsewhere in Europe, bet¬
ter crops in Europe, and a good
corn crop here) might not have

changed our export balance and
our price situation so as to give
us a downturn before this?
This cryptic character of high-

employment - with - threatened-
recession is not a unique attribute
of 1946-47. On the contrary, it is
just the sort of situation a success¬
ful policy of economic stabiliza¬
tion would keep us in. Further¬
more, it is more or less character¬
istic of all prosperities. The

(Continued on page 32)

Such power in vest in debts, in business equities,
the hands of and in real property will extend
the financial their investments in each so that
institutions the anticipated rate of return on

may permit each, adjusted for the evaluation
them to oper- of the respective risks involved,
ate more ben- , will be equated. In the making of
eficially with 1 real investments, as the life in-
respect to
optimum in¬
vestment. I n

the absence of

such power
their invest-
ments are

surance companies and savings
banks are doing in their housing
developments, financial institu¬
tions are not dependent upon the
anticipations of any other party.
When debts, equities, and tangi¬

ble property are all available as

Homer Jones

dependent not outlets for the funds of financial
inly upon institutions there can be no ra-
, heir own tional basis for institutional ac-

Broadening Investments of Savings Institutions—
An Aid in Maintaining High Employment 1

By HOMER JONES* ' M
Economist, Committee for Economic Development . ,

Economist points out laws enabling savings banks and insurance companies to broaden field of their
investments, permit these institutions to fulfill their functions as intermediaries in providing an optimum *

- rate of; investment for high employment and converts them from mere passive to active participants *

V • in capital formation. . • "
- During the past decade the life insurance companies and the mutual savings banks

in a number of states have gained power to acquire and hold for rent both housing and other
investment real estate. There has also been some expansion of their power to acquire cor¬

porate stocks.<s>
close that European experience
can throw any light on the merits
of equity investments in our dif¬
ferent institutional setting. By and
large the continental system was
not one of the intermidiary finan¬
cial institutions investing in equi¬
ties for the long pull but rather
one of floating and marketing
securities.

Question may legitimately be
raised concerning the managerial
or entrepreneurial implications of
institutional investment in equi¬
ties. As the life insurance com¬

panies and the savings banks ex¬
tend their housing developments
and their other holdings of in¬
vestment real estate, they become
great landlords. They may become
dominant factors in the construc¬
tion industry. Is it desirable for
the great financial-institutions to
become landlords and in effect
engaged in the construction busi¬
ness? It is not feasible to enter
into an extended discussion of this

pediment to investment, may re-' would be doing all-within theii question here. There has been no
... -• —' 11 ' J- —, "

substantial public objection to the
movement as yet. If the institu¬
tions were to invest substantially
in common stocks there would be
no necessity for a single institu¬
tion to invest in more than a

small portion of the stock of a
single- large business enterprise.
Legal limits on the amount of the
stock of a large corporation which
might be owned by a single in¬
stitution would seem to be ap¬

propriate. In the case of smaller
business enterprises, rather large
holdings by a single financial in¬
stitution might be a small price
to pay for a satisfactory new
source of equity funds for small
and medium sized business. ' ,

A. R. Hughes is V.-P.
of Lord, Abbett & Oo.
Lord, Abbett & Co., Inc., spon¬

sors of American Business Shares,
Inc., Affiliated Fund, Inc., and
Union Trusteed Funds, Inc., an¬

nounce that Albert R. Hughes,
formerly President of A. R.
Hughes & Co., of Chicago, has
joined its organization as Vice-
President and Director. The busi¬
ness heretofore conducted by tfye
Hughes organization will be con¬
tinued by Lord, Abbett at the
same address, 120 South La Salle
Street, Chicago, under the direc¬
tion of Mr. Hughes.

anticipations but upon those of cumulation of cash balances or
others as well. We have seen that excess reserves except that they
if their anticipations are more op- take such a pessimistic view of
timistic than those of the busi- the future that the calculated
nessmen investment will not take risks are uncompensated for by
place when they can only make anticipated return in any of the
loans. But if they can invest in three 'avenues of I investment,
equities, the optimistic view of the When this situation exists it
future, instead of being an im- would appear that the institutions

re- would be doing all within theii
suit in investment. With this power <? to achieve the optimum
)ower, a belief on the part of the 1 rate of investment,
institutions in a higher future I The equity investments which
productivity of capital and a high- the intermediary financial insti-
er future level of interest may help ' tutions have been making and
investment, not impede it. I do those which they may make if
not know whether you find this I they are given the power to en-
recent development shocking and ' gage in ail that they see to be in
MA "SkA X'4» "14- J. ^ 4- • '.t. «A'4*

1 Rereading the CED staff report on
the transition (M. G. deChazeau and
others, Jobs and Markets; New York:
McGraw-Hill, 1946), I find a three-sen¬
tence paragraph in p. 61 and one sentence
on p.- 123 in which we urged timely
action—but no preview of the dangers of
a hiatus in price control, or of termina¬
tion /.disturbances. I believe the same

criticism would lie against most other
ecohcjrnists who had to take a public posi¬
tion at thef'time, i i-

■ '.',1 ■ - W v V',

radical or hQt. It does not appear,
lowever, nearly so shocking as

government provision of funds for
the financing of business, or real
investment by government in
fields extraneous to the customary
areas of government activity;
It is not the intention of this

paper to argue that this new

power of the financial institu¬
tions will provide a complete as¬
surance that the optimum rate of
investment will be maintained.
I wish only to suggest that it may
be; able to make a considerable
contribution in this direction and
that it deserves the serious con¬

siderations of economists, legisla¬
tors and the managers of financial
institutions.

When they are restricted to in¬
vestment in debts the very fact
that the managers of financial
institutions have favorable antic¬

ipations of future capital produc¬
tivity and . interest rates may re¬
sult in less investment than would
take place if they had less favor¬
able expectations. It appears to
me that this is a major explana¬
tion of the building up of cash
balances and failure to use excess

reserves by the financial institu¬
tions in the past. Power to invest
in equities would seem to be an

effective way to avoid this situa¬
tion and give a stimulus to invest¬
ment at times when it is most
needed. If the financial institu¬
tions have an optimistic view of
the future and can invest in

equities, investment will be made
which otherwise would not take

place. Such investment may be
either in business equities such as
common stocks or in real property
such as the housing projects which
the insurance companies have
undertaken. Business managers
whose view of the future is so

pessimistic that they will not be
willing to borrow may be willing
to issue stock. Financial institu¬

tions which have the power to in-

:!:From a paper by Mr. Jones
delivered at the Annual Meeting
of the American Economic Asso¬

ciation, Chicago, 111., Dec. 29, 1947.

their/ interest,;should create no
difficulty from a liquidity stand¬
point, In the first place it is not
to be expected that by any means
all the* assets of all the institu¬
tions will consist of equities. Sec¬
ond, public policy should make it
necessary for the institutions as a
whole to experience withdrawals
only when the liquidity prefer¬
ence of the public is decreasing
an occasion when it should be

particularly propitious to aisnost
of equities. Finally, if institutions
under conditions of sagging em¬

ployment or increasing liquiditj
preference, the liquidity policy
which we have outlined above as

necessary in any case would save
them from any embarrassment be¬
cause of their holdings of equities
Some may feel that the invest¬

ment in equities by intermediary
financial institutions which is
now under way and the extensior
of which I have suggested might
be beneficial for the investment

process would be in the direction
of a reversion to the condition of
two decades ago when investment
banking and demand deposit
banking were rather closely tied
together. It is not appropriate at
this point to enter into a discus¬
sion of the desirability of the
divorce which was required in
1933. I am inclined to think that
the divorce, as opposed to the
correction of some evils of the

marriage, was a mistake. But the
point here is that the proposals
we are making have nothing to do
with the matter. Under the old
relation the intermediary finan¬
cial institutions were tied to a

process of marketing equities. Th*
proposal here under considera¬
tion is one of acquiring equities
for long-term investment. The
currently developing practice, the
extension of which I am here sug¬

gesting might have beneficial ef¬
fects, may also be thought by
some to constitute a movement
toward the close relation between

banking and industry which has
prevailed in some of the pountries
of continental Europe. There is
something to this though I think
that*the analogy is not sufficiently

Herbert E. Harris is ,

Opening Own Offices
(Special to The Financial Chronicle)

DAYTON, OHIO — Herbert E.
Harris is opening offices in the
Winters Bank Building to con¬
duct his own investment business.
He was formerly Dayton manager
for Skall, Joseph & Miller and
prior thereto was an officer of
Joseph & Co., Inc.

'

r »i—i !

Bendix, Luitweiler to j
Admit Geo. Gooksey Jr.
George R. Cooksey, Jr., mem¬

ber of the New York Stock Ex¬

change, will become a partner in
the Stock Exchange firm of Ben¬
dix, Luitweiler & Co., 52 Wall
Street, New York City, on Jan. 1.
Mr. Cooksey has been active as ap

individual floor broker.
... - 1
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Bank and Insurance Stocks
By E. A. VAN DEUSEN

This Week—Insurance Stocks \ ^

The year 1947 was an eventful year for fire insurance companies.
The upward trend in fire losses persisted, premium volume continued
to-expand, several increases in premium rates were authorized, in¬
vestment income topped all records, a number of companies acquired
additional capital and the industry worked further on the problem of
how best to comply with the Supreme Court's decision that insurance
is "interstate commerce," and hence subject to the anti-trust laws.

The current market prices of fire insurance stocks, as measured
by Standard & Poor's weekly index, are at the same level as they
were 12 months ago, the index being .118.9 on Dec. 23, 1947 as on
Dec. 24, 194-3. During the year the index fluctuated between an
extreme high of 126.5 on Feb. 12 and an extreme low of 111.3 on
May 28, a range of 15.2 points or 13.7% from low to high. During
the past two weeks the index has rallied as follows: Dec. 10, 114.1;
Dec. 17, 115.5; Dec. 23, 118.9.

Fire losses in 1947 will set a new annual record; for 11 months
they were reported by the National Board of Fire Underwriters at
$624,274,000. This is the first time that fire losses in a single year
have exeeded $600,000,000. The month by month record for 1946 and
1947 was as follows:—

1946 1947

($000) ($000) Increase
49,808 57,180 14.8%
51,759 64,247 24.1

— 53.252 72,435 36.0
52,153 68,029 30.4
46,094 56,545 " 22.7
44,240 50.840 14.9

— 40,998 49,357 20.4
40,019 51,359 28.3
40,256 47,990 19.2
40,108 54,946 37.0
44,706 51,346 14.9

January _

February
March —

April
May
June ____

July
August __

September
October _

November

$503,393
58,094

$624,274 24.0%
?

• 11-Month Total
December

Annual Total $561,487 ? ?

It is of interest that the 1947 11-month total exceeds that of 1946
by 24%, which is exactly the same percentage by which the 1946
11-month total exceeded that of 1945.

This column has already pointed to the 30% higher premium
volume written during the first half of 1947 compared with first half
.of 1946. The experience df some of the'teading companies Was as
follows:— n

—Net PremiumsWritten—
1st Half 1946 1st Half 1947

($0C0) <

16,748
13,45-3
8,604
14,038
20,909
7,707
13,244
12,821

($000) Increase

24,702 47.5%

20,709 53.9

11,554 34.3

18,400 31.1

36,035 72.3

9,637 25.0

18,960 43.2

15,030 17.2

Continental

Fidelity-Phenix
Glens Falls
Great American
Ins. Co. of North America
National Union
St. Paul F. & M _N
Springfield F. & M

The persistent upward trend in premium volume caused a num¬
ber of companies to seek additional capital in 1947. Companies which
already had high ratios of capital to premium volume, such as Con-
-tinental, Fidelity-Phenix, Insurance of North America, and St. Paul
Fire & Marine, were able to meet the increasing demand for insur¬
ance coverage and to expand their business to a substantially greater
extent than were companies with low ratios, such as Glens Falls,
National Union and Springfield. Important companies which increased
capital this year through the issuance and sale of additional shares
include the following:—

Old Present

Capital Capital

$7,500,000 $10,000,000
3,343,740 5,000,000
2,000,000 2,500,000

Name—

Aetna Insurance
American Insurance

Camden Fire Ins.__
Glens Falls Ins

♦National Union

Prov. Washington..
tSpringfield F. & M.

Par

Value

10
2.50

5:-,'-

'5

'"%• 5
10.

10

In¬

crease

33.3%
49.5

25.0

30.0

81.8

33.3

40.0

Stock of
Record

June 18
Dec. 1

Oct. 22
Oct. 6

Aug, 25
Oct. 16

Oct. 6

2,500,000 3,250,000
1,100,000 2,000,000
3,000,000 4,000,000
5,000,000 I 7,000,000

*Stock split 4 for 1, par changed from $20 to $5. fStock split
2l/z for 1, par changed from $25 to $10.

, The Insurance Company of North America raised its capital in
1945 from $12,000,000 to $15,000,000, an increase of 25%. Despite this
dilution, its stock, after going. off<$>
in 1945, has performed consist- years, as measured by Standard
ently better than the insurance
stock market during the past two

Preliminary Comparison of

1947

New York City Bank
Stocks Earnings
Circular on Request

Laird, Bissell & Meeds
Members New York Stock Exchange

120 BROADWAY, NEW YORK 5, N. Y.
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49

(L. A. Gibbs, Manager Trading Dept.)

& Poor's fire insurance stock in¬

dex. ' , V '

According to a tabulation pre¬

pared by Alfred M. Best Co., Inc.,
the stock fire insurance business

was provided in 1947 with $52,-

173,424 additional capital and

surplus funds, comprising $14,-

683,570 capital and $37,489,054

surplus. The list of companies
includes the seven companies
named above, also, Church Prop¬
erties Fire Ins. Co., Firemen's In¬
surance Co., Gulf Insurance Co.,
Potomac Insurance Co., South
Carolina Ins. Co., and Stuyvesant
Insurance Co.

Former Vice-President anckDemocratic Party leader attacks Administration's bi-partisan foreign policy;
universal military training; racial discrimination; and "Wall Street military team." Calls for a policy
of "peace and abundance." Wants an understanding with Russia, and opposes Truman Doctrine and

v'-'.;'/. "J Marshall Plan. \i {J}A;-x'< ■ - ':
Henry A. Wallace, who served as Vice-President for one term under the Roosevelt

Democratic Administration, and who was dismissed as Secretary of Commerce by Presi¬
dent-Truman because of his | attacks on the Administration's foreign policy, announced

Henry A. Wallace

over the radio
on Dec. 29

that he "would
run as an in-

dependent
candidate for
President of

'

the United
States in
1948."
The text of

the address

follows:
For the past

15 months I
have traveled

up and down,
and back and
forth across • '
this country. I have talked with
half a million people in public
meetings and with thousands in
private gatherings. I have been
working for, and I shall continue
to work for, peace and security
in America, grounded on a foun¬
dation of world peace and secur¬

ity. . -J
Everywhere in the United

States today, among farmers,
workers, small businessmen and
professional men and women, I
find confusion, uncertainty and
fear. The people do not ask, "Will
there be another war?" — but
"When will the war come?"
Everywhere I find that people

are spending so much for food
and rent that they cannot afford
their customary services from the
doctor and dentist. They do mot
ask, "WilP there be another de-*
pression?" but "When wilk the de¬
pression'-start?" .; i . ■ t■
Peace and abundance mean so

much to me that I have said at
a dozen press conferences and in
many speeches when asked about
a third party, "If the Democratic
party continues to be a party of
war and depression, I will see to
it that the people have a chance
to vote for peace and prosperity."
To those who have come to me

asking the conditions of my ad¬
herence to the present Democratic
Administration, I have said, "Let
the Administration repudiate uni?
versal military training and rid
itself of the Wall Street military
team that is leading us toward
war." . "

v I,have insisted that the Demo-1
cratic Administration curb -, the
ever-growing power and profits
of monopoly and take concrete
steps to preserve the living stand-»_
ards of the American people:); I
have demanded that the Demo--
cratic Administration cease - its
attacks on the civil liberties of
Americans. In speeches in the
North and in the South at non-
segregated meetings I have stated
the simple truth that segregation
and discrimination of any kind or
character have no place in Amer¬
ica, ; (y ;|*-
, My terms to the Democratic
high command have been well
known. v-; y V ■)
By their actions and finally by

their words,:: they have, said:
"Henry Wallace, we welcome your
support but we will not change
our policies." >

In answering me, the Demo¬
cratic leadership also gave its an¬
swer to millions of Americans,
who demanded the right to3vote
for ' peace and prosperity. Thus,,
the leadership of the Democratic
party wduld deprive the American
people (of their rightful opportu¬
nity to- choose between progress
and reaction in 1948.

So far as the Republican party
is concerned, there is no hope-
as George Norris, Fiorello La-
Guardia and Wendell Willkie
long ago found out. '

j ' When the old parties rot, the
| people have a right to be heard
j through a new party. They as¬
serted that right when the Demo-
; cratic party was founded under

j Jefferson in the struggle against
; the Federalist party of war and
privilege of his day. They won it
again when the Republican party
was organized in Lincoln's time.
The people must again have an

opportunity to speak out with
their votes in 1948.
The lukewarm liberals sitting

on two chairs say, "Why throw
away your vote?" I say a vote
for a new party in 1948 will be
the most valuable vote you ever

have cast or ever will cast.
The bigger the peace vote in

1948, the more definitely the
world will know that the United
States is not behind the bipartisan
reactionary war policy which is
dividing the world into two armed
camps and making inevitable the
day when American soldiers will
be lying in their Artie suits in the
Russian snow.

There is no real fight between
a Truman and a Republican. Both
stand for a policy which opens the
door to war in our lifetime and
makes war certain for our chil¬
dren.
■ Let us stop saying, "I don't like
it but I am going to vote for the
lesser of two evils."

Rather than accept either evil,
come out boldly, - stand upright
like men and shy so loudly all
thiQ world can hear—
"We are voting peace .and secUf

rity for ourselves and - our chil¬
dren's children. We are fighting
for old-fashioned Americanism at
the polls in 1948. We are fighting
for freedom of speech and freedom
of assembly. We are fighting to
end racial discrimination. We are

fighting for lower prices. We are
fighting for free labor unions, for
jobs, and for homes in which we
can decently live."
, have. Just 'passed through
the., holl: ay : season, when every
radio I'jah.d. every church pro¬
claimed , the joyous tidings of
peace. Every year at this time the
hearts of the American people
$well, with genuine good will to¬
ward all .mankind. We are a
kindly,, well-meaning people. ;
'

But' the holiday season soon

passes and one*-of the first items
on the agenda :u£ the new Con¬
gress is universal military train¬
ing. I say the first political objec¬
tive of progressives is the defeat
of this, bill which .would deliver
bur 18-year-bids Over to the Army
and cost the nation two billion
dollars a year.. • • • . ;

'3 } Attacks "War Policy" , , ^

x The American people read of
the fantastic appropriations that
are being made for military ad¬
ventures in Greece, Turkey, China
—and billions for armaments here
at. vhome.. - Slowly it dawns on us
that " these newspaper headlines
have stepped into our every-day
-lives- at-the grocery store when
we pay $1 for butter, 95 cents for
eggs; and 90 cents for meat:
We suddenly., realize - that we

can't have, all the people of the
world getting ready for the next
war without paying for it in our

• daily' lives 'with less food, clothing
and housing.-^ War preparations
create record profits for big busi¬
ness but only false prosperity for
the people—their purchasing pow¬
er shrinks ;'vas11 prices rise, their
needs go-unfilled, and thgy are
burdened with new debts. • /.

•; 'Yes, corporate profits: are.-over
three times what1 they / !W£r<e in j
1939, but every family is paying

for our war policy at the grocery
store.

Two years ago I denounced
those who were talking up World
War III as criminals. Of course,
the bulk of our people are not,
criminals, but is is possible for a
little handful of warmongers to
stampede them. As Mark Twain
long ago pointed out:
". . . The nation will rub its

sleepy eyes and' try to make out
why there should be a war and
will say, earnestly and indignant¬
ly, 'it is unjust and dishonorable
and there is no necessity for it.'
The handful will shout louder . . .

and now the whole nation . . . will
take up the war cry and shout
itself hoarse and mob any honest
man who ventures to open his
mouth and presently such mouths
will cease to open. Next the states¬
men will invent cheap lies, put¬
ting the blame on the nation that
is attacked, and every man will be
glad of those conscience-soothing
falsities."

This pattern as Mark Twain
saw it 50 years ago is repeating
itself on a scale so vast as to
threaten the destruction of hu¬
manity. The rich monopolists
have always been more ready to
sacrifice their sons than their
money, but now they have reached
the point where they are willing
to sacrifice both for the sake of
world control.

New Party to Fight War Makers,
„ It just doesn't make sense. .The
time has come for a new party to
fight these war-makers. We say
that peace is mandatory and that
it can be had if we only w^nt it.
Universal military training is

the first decisive step on the road
toward fascism. We shall fight it
to the limit and all Congressmen
who vote for it.
A new party must stand for a

positive peace program of abun¬
dance ami security, not scarcity
and war.' We^ can prevent de¬
pression and war- if-we only or¬
ganize for peace in the same com¬
prehensive way we organize for
war. ;
I personally was for the human¬

itarian aspects of the Marshall
plan long before it was, an¬
nounced. Because I saw the post¬
war need of helping human beings,
I was accused of wanting a quart
of milk for every Hottentot. . 3 '•

>, I pushed for help for Greece
against the opposition of the Ad¬
ministration eight months before
the Truman doctrine was: an¬
nounced. But I have fought and >3
shall continue to fight programs
which give guns to people when
they want plows. 3 •- i I

Fights Truman Doctrine and
) . Marshall Plan J3

: I fight the Truman doctrine and
the Marshall plan as applied be- ,

cause they, divide Europe into two
warring camps. v Those whom „.we«~
buy politically with our food will
soon desert us. They will pay us
in the base . coin of; temporary
gratitude and then-turn to hate .us
because our policies are destroying v.

their freedom. ; ?-■ y V:3i-. ?•••::• T.-.y*. 3 .

- We are restoring western Eu¬
rope and Germany through United
States agencies rather than United
Nations agencies because we want
to hem Russia in. We are acting
in the*same way as France and :

England after the last war and
the end result will be the same—
confusion, depression and war.

- It just doesn't need to happen.
The cost of organizing for peace,
prosperity and progress is infi-

(Continued on page 27)
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Tinman's Priced Control Program
By WILLFORD I. KING

Professor Emeritus of Economics, New York- University > : }■
v' Chairman, Committee for Constitutional Government, Inc.

Dr. King lays blame for inflation on, government war borrowing and r

heavy food shipments abroad. Opposes . reimposition of price - •

ceilings and wartime controls, and recommends as inflation reme¬

dies; (1) raising rediscount rate; (2) reduced bank loans, and (3) :

new issue of non-negotiable government bonds to redeem indebted¬
ness to commercial banks.

- In his radio address on Friday, Oct. 24, President Truman de¬
clared: "Inflation must be stopped before it is too late." It is unfor¬
tunate that the officials responsible for our Federal finances did not
lock the barn before the horse was. stolen. Early in World War II,

u.e economists $ -

Willford I. King

of "The Com¬
mittee to Keep
irrices Down",
urged Presi¬
dent Roos e-

velt and Con¬

gress to levy
taxes suffi¬
cient to meci

war expenses,
but their ad¬
vice was a ig¬
nored. In¬

stead, the gov¬
ernment bor¬

rowed from

the banks bil-
lions upon

billions of dollars. It did this by

giving to the banks its promise to
pay. It received in exchange bank
credits commonly called "deposits"
or checking accounts. It then drew
checks to pay for services, muni¬
tions, food, and thousands of other
items. These checks were de¬
posited by the' recipients, Who
later used the deposits thus created
to meet their " Obligations. The
process is repeated indefinitely.
The deposit currency -thus; gen¬
erated now forms'sr ihajor frac¬
tion of our -entire circulating
medium. It will continue to cir¬
culate until the government pays
off its indebtedness to the banks
When new currency is created

without any increase in the sup¬

ply of goods, demand is strength¬
ened and hence prices rise. It was
this currency irflation induced by
our government's borrowing from
the banks which made the price
level advance by leaps and bounds
—which cut the purchasing power
of the dollar almost in half

which, since 1939 has robbed
every owner of a savings -account,
a life insurance policy, or a gov¬
ernment bond of some 46% of his
investment.

Fortunately, the government's
inflationary orgy ended in 1945.
The year 1946 witnessed deflation
—not inflation. With the elimi¬

nation of OPA controls and the

resulting increase in production,
prices declined. Food prices
dropped sharply. True, the United
States Bureau of Labor Statistics
index registered an advance, but
this recording , was occasioned:
solely by the fact that during the
OPA regime, the Bureau's figures
recorded V merely official OPA
prices, and many of these applied
largely to non-obtainable goods,
while the prices actually paid by
customers for such articles as

meat, or butter were likely to be
50 to 100% above the OPA ceil¬
ings. V-J5?.;.y j

4

Recently, however., the' price de
cline following the abolition o.

- the OPA has been succeeded by
an upward movement most not¬
able in the case-1of food?'prices.Fit
does not take great acumen to'
understand that, il we send vast
quantities of food- to Europe', sup¬
plies here will be lessened, and

'

that, as a result',; domestic prices
will rise. Food wastq and the
feeding of grain to livestock wil:
be stopped far more effectively
by this upward price movement
than by any amount of preaching

*

and beseeching. '...

Since food comes first, higher
food prices, will automatically
tend to cut off the ability of con¬
sumers to purchase other goods;
therefore, if currency • inflations 4s

President Scores GOP Anti-Inflation Act
Calls measure feeble and inadequate and expresses fear prices will go higher. Says failure of volun-
< V tary program would leave Government helpless to protect interest of the people.

Although announcing on Dec. 28 he would sign the anti-inflation bill passed by the
Republican Congress in the last days of the special session, President Harry S. Truman
at the same time released a statement in which he criticized the measure "as a feeble step
toward tne

stopped, there will be a tendency
or t..e prices of g'ooas otner than
-oods to fall.

Recently, However, people have
Decorne more optimistic tria.i tney
vere in 1946; hence t.iey have
jeen borrowing freely from the
anks. As a result, according tc
he United States "Survey ol' Cur-
ent Busine.s" borrowings from
eporting member banks rose 4i%
between August. 1946, and August,
947. During the same 12 months,
:he volume of consumer short-
,erm debt grew 38%. This bor-
owing caused the total of private
emand deposits—our principal
currency- supply—to increase $2.8
jillions, or 3.5%.
If the President really wishes to

stop this bank-deposit inflation,
the following three sound proce¬
dures are available:

(1) Raise the rediscount rates
at the Federal Reserve Banks.

•: (2) Reduce the percentages, of
credit permitted » on the various
-lasses of loans made by banks

(3) Sell to individuals or non-

banking corporations non-negoti¬
able government bonds and use
the proceeds to pay off some of
the government's indebtedness to
.ommercial banks, t

Friends of fascism in the CIO
ind elsewhere are urging the
President to reimpose price ceil-
ngs and also war-time controls
on production and domestic and
oreign trade. It is because Eu-
?rpean nations have such restric¬
tions that they are now begging
us for food to avert starvation.
To every American having; a
memory 18 months long, the mul¬
titude of shortages existing in the
United States before the demise
of the OPA should be a warning
not to indulge in such folly. If
we do, it will soon put us in no

position to aid Europe!
It is to be hoped that the Presi¬

dent will not make the mistake of

following the CIO lead by advo¬
cating the lowering of the prices
of all goods bought and the rais¬
ing of the prices of all goods sold.
The CIO leaders take this absurd

position when they demand higher
pay for the workingman's labor
while:calling for lower prices for
all the products of that labor.
When one considers the fact that
labor is the major item in the cost
of most manufactured articles, the
ridiculous nature of such a. pro-

grain becomes apparent.
Of course, the labor leaders will

ordinarily contend that prices can
be reduced by' cutting profits.
However, according to the United
States Department of Commerce,

j, total after-tax corporate profits In
the last year amounted to <$18?ba^;
lions out of a net national product
of $192 billions—6nly ah6ut'8.4%C
i Eyidetrtl^ jbbef
f>rice reduction by cutting ^d.qwn
profits. No one but a communist
will contend that our economic
piachine will run . well: withouf
adequate profits. The economist
knows that high, profits meah higli
capital investment, mcreased pro-

duction, and higher wages. ; 'J
If. President Truman is wise,-he

will turn a deaf ear do the dema¬

gogues, and use scientific methods
to prevent further expansion of
the-currency snpplyv By attacking
the problem scientifically, he can
be highly beneficial to the nation.

v:I-i',i: :i:

President Truman

•V-

control of in¬

flation," and
called for the

next session
t o enact a

more stringent
measure in
line with. his
recommenda-

t i o n s. The
t e x t of the
P r e s i dent's
datement fol¬

lows:

F I am signing
Senate Joint
Resolution 167

with a sense

nf deep disappointment that the
Cong.esj has seen fit to take such
.eeble s.eps toward the control of

• nflation.

At a time when nearly everyone
in this nation is feeling the pres¬
sure of exorbitant prices the Con¬
gress has enacted a bill that is
pitifully inadequate as a weapon

against the high cost of living.
; I sign the bill reluctantly, but
feel that I must do so because it
contains some measures that are

needed now.

j On Nov. 17, 1947, I recom¬

mended to the Congress a 10-point
anti-inflation program. I empha¬
sized that all 10 points were es¬
sential to an effective program to
win the battle against inflation,
■j Senate Joint Resolution 167
contains appropriate legislation
with respect to only three of the
10 points that were recommended.
And these three points are of
minor impqrtance compared with
the others.

; This bill fails to include , the
key measures which are essential
to an effective anti-inflation pro¬

gram.
i: This bill will not reduce the

high cost of living and it will not
keep prices from going even

higher.
JV The meager authority contained
in the bill will be utilized to the
fullest extent by the government,
but the public must not be misled
into believing that this bill will
do the job.

j I would be shirking my respon¬
sibility if I did not protest against
the obvious insufficiency of this
legislation.
The three points out of the Nov.

17,10-point program which this
bill covers are: Extension of ex¬

port controls, extension of alloca¬
tion authority over transportation
facilities and equipment, and au¬

thorization for expansion of the
Department of Agriculture pro¬

gram of encouraging conservation
practices in this country and au¬

thorization of measures designed
to increase the production of food
in certain foreign countries. The
bill also includes authority to
limit the use of grain for distilled
liquors, but only for a period of
five weeks.

The bill contains in Sections

gnd 6 provisions which are not in
accord with my recommendations
FThese provisions are of doubtfu
•valqe at best. If they are used as
an cexcuse for delaying the enact¬
ment of a sound anti-inflation

program, they will do far more
barm than good,
v Section 2 undertakes to author¬
ize a system of voluntary agree¬
ments among businessmen for the
allocation of transportation facili¬
ties and equipment, for the alloca¬
tion V and inventory control of
scarce commodities, and for the
regulation of speculative trading
on commodity exchanges. These
agreements, if approved by the
Attorney General, would be ac¬

companied with an exemption
from liability under the anti-trust
laws.

As the report of the • Senate
qommittee on this legislation
pointed out, "it should be defi¬
nitely understood that this part of
;he program is purely voluntary.
No representative of industry,
business and agriculture would be
compelled to consult with the
President. Neither would they be
compelled after consultation to.
enter into any agreement."
The inability of the government

to protect the interest of the
people under this section is ap¬

parent. If the members of an in¬
dustry refuse to make an agree¬
ment, there is nothing the
government can do to see that a

program is developed for that in¬
dustry.
If the members of an industry

reach an agreement which is in¬
adequate or contrary to the pub¬
ic interest, there is nothing the
government can do to improve it.
If some members of an indus¬

try refuse to enter an agreement,
or refuse to carry it out when it
las been made, there is nothing
the government can do to assist
the public-spirited members of
the industry to make the agree¬
ment effective throughout the
industry.
Every effort will be made, of

course, to achieve whatever re¬
sults are possible under this sys¬
tem of voluntary agreements. It is
far too late in the fight against
inflation, however, to place our
main reliance upon voluntary ac¬
tion.
Efforts to obtain voluntary ac¬

tion by. businessmen have already
been extensively tried. Repeatedly
during the past year I have urged
voluntary price reductions. Other
government officials have at¬
tempted in many conferences with
business leaders to persuade them
of the necessity for making
voluntary price reductions. While
these efforts to obtain voluntary
price reductions have produced
some results, they have been
wholly insufficient to stem the
tide of rising prices.
The government has also made

intensive efforts to encourage
conservation practices which help
to reduce inflationary pressures.
These efforts have accomplished
much good, but they have demon¬
strated that voluntary measures
are not sufficient to insure a fair

sharing and the most effective use
of vital commodities which are

critically scarce.:

The voluntary methods author¬
ized by Section .2, in the absence
of reserve powers to back them
up, can therefore be expected to
accomplish little.
Another part of the bill which

gives me great concern is Sec¬
tion 6. This section proposes that
the President submit to the Con¬

gress extremely detailed and spe¬
cific recommendations for man¬

datory conservation measures for
scarce commodities. Presumably
the Congress would then deter¬
mine in each case whether the
conservation measures proposed
by the President should be
adopted, and what the details of
the measures should be, and pass

legislation authorizing them to be
put into effect.
It has long been an established

practice for the Congress to en¬
act regulatory measures in gen¬
eral terms, leaving it to the ad¬
ministrative agencies to deter¬
mine when the measured should
be applied on the basis of the
standards and conditions estab¬
lished by the Congress. This has
proved to be a practicable and
workable system. Section 6 of this
bill now proposes substantially to
reverse this historic process.

Under the provisions of this

section, the recommendations
which the President is to submit
to the CQngress can be prepared
in the prescribed manner only 1
when the need for mandatory
conservation measures is so acute
that they should be put into ef¬
fect immediately.
Under the normal operation of

our governmental system, when
an administrative agency had
made this kind of determination,
it would put the measures into
effect at once. But the only
course of action authorized under
this section is for the President
to submit recommendations to
the Congress. ,

Even if the Congress should
pass legislation in accordance
with- the recommendations it
would take considerable time.

Then, it would still be necessary
to establish the administrative
machinery which would put the
conservation measures into effect.
If rationing were authorized, for

example, it would still take some
months to print and distribute the
necessary forms and documents.
Furthermore, lengthy Congres¬
sional discussion of specific con¬
trols would invite speculation,
hoarding, dumping, and other ac¬
tions to circumvent whatever pro¬

gram might be established. .v.>,:•/
If the procedure under Section

6 is to be relied upon for dealing
with critical shortages, it is hardly
possible that effective measures
can be taken in time.
The 10-point program which I

presented to the Congress on Nov.
17 requested basic authority to
deal with inflation. It included a

request for authority to regulate
consumer credit and business
credit; authority to regulate the
distribution of scarce commodities
which basically affect the cost of
living or industrial production;
authority to extend and strengthen
rent control; and authority to
utilize, on a selective basis, ra¬
tioning and price control for es¬
sential cost-of-living items and
essential industrial products.
The bill which the Congress has

enacted fails to include any of
these necessary elements.
During the six weeks since I

addressed the Congress on Nov.
3 7/and pointed out the alarming
course of inflation, prices have
continued to rise. r
When I spoke to the Congress,

a pound of butter in Washington,
D. C., cost 88 cents. Last week,
here in Washington butter reached
a new high price of $1.05.
In the last six weeks, men's

street' shoes in Pittsburgh have
gone up from an average of $8.72
a pair to $9.38.
In the same period the price of

hogs in Chicago has risen from
$24.75 a hundred pounds to $26.40*
A few days ago in Omaha the

price of steers reached a new
all-time high of $40 a hundred
pounds
Since Nov. 17 the price of gaso¬

line has risen in Los Angeles from
21.5 cents a gallon to 23.3, cents.
Inflation and the high cost of

living confront the American,
people—all the American people
—with a grave danger. Unchecked,
inflation can bring on a serious*
depression that can cause untold
hardship.
The legislative and executive

branches of the government must;
work together if this grave peril
is to be conquered. ' :

The American people look to
the Congress to pass legislation,
adequate to perform this all-im¬
portant task.
I trust that when the Congress

returns it will promptly enact ar*
effective, workable program.
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RAILROAD
STOCK

SHARES
of

Group Securities, inc.

a prospectus on request

from your investment dealer or
DistributorsGroup, Incorporated
63 Wall Street, New York 5, N. Y.

TRUSTFUNbS
froipectm upon request from
your investment dealer, or from

National securities &

research corporation
uo broadway, new york 5, n. y.

Fundamental

Investors Inc.

Prospectus from your Investment Dealer or

HUGH W. IONG& CO.
INC0&PQUA11&

48 WAU STREET, NEW Y09X 5, N Y
iO\ ANGUH CHICAGO

Keystone
Custodian

Fum
Certificates of Participation in

investment funds

investing their capital

- ";r in

bonds
(Series B1-B2-B3-B4)

preferred stocks
(Series K.1-K2) i. V --

common stocks
• - i (Series S1-S2-S3-S4) 1 •'

'

• Prospectus from -. ';
your local investment dealer or . v

TkeKeystone Company
of Boston

50 Congress Street
Boston 9, AlassachusettJ ~

U. ' ' «>' ' '• l> A ' IJ* ' ** ' •vt* V'A V-f, * ,
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fyj;.,-;- by henry hunt a,

We Predict ;
V : Now is the time of year when economists, business and financial
executives join Drew Pearson in a veritable avalanche of predictions.
The beauty of making forecasts for a year ahead is that if you're
wrong, nobody remembers a year
later what you said, but if you're
lucky enough to be right, you can
remind your followers of the ac¬

curacy of your predictions. Thus,
with little fear or trepidation, we
will play the "game of the week"
and predict the following for the
coming year:

(1) That net corporate earnings
}.n 1948 will be at least 10% below
the 1947 total.

(2) That stock prices, as meas¬
ured by the Dow-Jones Industria'
Average, will sell at least 10%
above the 1947 high, probably
during the first half.
(3) That sales of mutual fund

shares will exceed the 1947 total
but will be below the 1946 vol¬
ume.

(4) That sales of balanced funds
and income type funds will con¬

tinue in good volume.
(5) That sales of bond and pre¬

ferred stock funds will decline
and sales of common stock funds
will pick up.

(6) That more latitude will be
allowed mutual fund sponsors in
newspaper advertising.
(7) That fewer new mutual

:unds will be opened for public
jffering than has been the case

Juring the past year or two.
(8) That the present wide

,pread between yields on high
Tade bonds and common stocks
a; ill narrow.

(9) That sales efforts will have
;o be intensified during 1948 in
/irtually every field. £

(10) That, barring death, we
will all be one year older on Jan.
1, 1949.
We wish every one and all of

>ur readers a Happy and Pros¬
perous New Year.

Russia Wins Again

According to "These Things
Seemed Important," published by
Selected Investment Company of

Chicago, "Russia played her cards
for a capitalistic depression in the
U. S. Now that the U. S. depres¬
sion is obvious to everyone, Rus¬
sia proudly announces: bring your
rubles to the bank; we will give
you one new one for each 10 you
now own."

M.l.T. Elects ;

Ralph Lowell, Chairman and
President o f

the Boston
Safe Deposit
and Trust Co.,
was recently
elected to the

Advisory
Board of

Massa¬

chusetts in¬

vestors Trust

to succeed

James L .

Richards, re¬
tired. Mr.

Lowell is £

Board Mem¬

ber of Har¬

vard Univer¬

sity, a Director of the John Han¬
cock Mutual Life Insurance Co.

and a Trustee of the Massachusetts
General Hospital.

Richest People on Earth
Thanks to oil, the Osage Indians

in Oklahoma are the wealthies.

people per capita in the world.

Contributed by a 10-Year Old

(Q) If the king sits on gold, who
sits on silver?

(A) The Lone Ranger.
(Q) What is the difference be¬

tween a Scotchman and a canoe?

(A) A canoe tips.

All Time Highs

According to "Steel Facts," pub¬
lished by the American Iron and
Steel Institute, the following 1947

Ralph Lowell

'■'V, m-AV-V. -X: - •'/ '* ,

Union Bond

Fund C
Prospectus upon request

>y. >'A y.V.V.W.;v

'MMm- kv&v'

HI

Lord, Abbett & Co.
incorporated

New York — Chicago — Los Angeles

SHARES OF CAPITAL STOCK OF

Prospectus may be obtained from - -i
your local investment dealer, or

THE PARKER CORPORATION
ONE COURrSTftfiET. BOSTON 8. MASS.

Vacuum Cleaners 3,000,000
Bicycles -1- --—-——- ,2,0.00,000
Stoves and Rangesi—__,4;400,000
Washing Machinesa;_-.v-- 3,500,000

{ New records were also:-set in
the farm equipment; field which
sold $1,200,000,000 in 1947. The
auto accessory business set a new
record with sales of $2,500,000,000.

A Hillbilly in a Looking Glass
A hillbilly found a mirror that

had been lost by a tourist. He
stared at it, fascinated and curi¬
ous. "Wal, fly mah bones," he
muttered to himself. "Ah never

knowed my dear oT pap had his
picture took."

Placing the.mirror in his pocket,
he went home; sneaked past his
wife into the house and hid it in
a box;, The wife wondered what
he was up to and when he had
gone out-again "she went into the
room and fished out the mirror.-
Looking at it, she gasped: "So

that's the ole hag he's been run¬

ning around with." A

Stand-off •

The following figures, which
represent the closing averages for
the Dow-Jones Industrials, speak
for themselves: -

Dec. 31, 1946 177.20
Mar. 31, 1947 177.20
June 30, 1947 177.30
Sept. 30, 1947—___177.49
Dec. 31, 1947 181.16

, * i.rt

NSTA Notes

DALLAS BOND CLUB

The following officers have been elected by the Bond Club of
Dallas:

A ....

President—James F. Jacques, First Southwest Co. |
Vice-President—Charles C. Pierce, Rauscher, Pierce & Co.

:■ -Vr.. • •• ?. «• :'&■ . Q 1

James F. Jacques Charles C. Pierce

Treasurer—Jack P. Brown, Dallas Union Trust Co.
Secretary—Herbert M. Jones, Dallas Rupe & Son.
Directors—M. F. Hartman, Merrill Lynch, Pierce, Fenner &

Beane; Barron McCulloch, Barron McCulloch, Fort Worth; Judson S.
james, James & Stayart, Inc.j

SECURITY TRADERS ASSOCIATION OF NEW YORK, INC.

The Security Traders Association of New York is distributing
to its members a form letter which has been approved for use by
broker-dealers when effecting exempt transfers of securities. The
form of certification has been approved by the New York State
Tax Commission and the Treasury Department, but the New York
State Tax Commission has granted its authority to use the certifi¬
cate only to dealers in securities maintaining a regular place of
business in the State of New York.

New York Stock Exchange
Weekly Firm Changes
The New York Stock Exchange

has announced the following firm
changes: . :

Charles E. Fuller, Jr. of Duluth,
a limited partner jn Thomson &
McKinnon, will become a general
partner as of Jan. 1. John A.
Reis, general partner, and Hedwig
G. Reis, limited partner, retired
from the firm on Dec. 31.

Berkeley W. Jackson withdrew
from partnership ,in Mallory,
Adee & Co. on Dec. 31. James
Edmund Orr retired from part¬
nership in Chas.. E.v Quincey &

INVESTORS MUTUAL,
X- INC.

- "V Dividend Notice

The Board of Directors of Investors Mutual,
Inc. has declared a quarterly dividend of
twelve cents per share payable on Janu¬
ary 21,1948, to shareholders on record as

of December 31, 1947. ..X; .

E. E. Crabb, President

Principal Underwriter and
Investment Manager

INVESTORS SYNDICATE
Minneapolis, Minnesota

lit j J

Co. on Dec. 31. Edward C.

Anderson withdrew from partner¬

ship in Scott & Stringfellow on

Dec. 31.

Thomas H. Stonborough re¬

tired from partnership in Shields
& Co. on Dec. 31. XX/XX-
Harry H. Knight retired from

partnership in Newhard, Cook &
Co. on Nov. 30.

Jerome Hill, partner in Moore,
Leonard & Lynch, died on Dec.

21, 1947. ■' ■■■' ■ Vy.^

With A. M. Kiddar & Co.

MIAMI, FLA.—Cyril H. Haas is
with A. M. Kidder & Co., Alfred
I. du Pont Building. - V X

i •

I; New England^;

C:; ORGANIZED 1931 . [

General Distributor

Coffin & Burr f
Incorporated

. Founded 1898

boston

NEJW YORK PORTLAND

Ufff^TFORD
BANGOR
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Prosperity and Depression
■■/• RICHARD A. MUSGRAVE* :

Formerly Chief of Government Finance Section, Board of Governors
■■ ".'.V'»v:': of Federal Reserve System

Dr. Musgrave discusses budget deficits and surplus as means of-v
checking inflationary and deflationary tendencies. Describes "com¬
pensatory mechanism" of tax rates and public expenditures, and
workability of a "buili-in flexibility" of fiscal policy. Stresses im¬
portance of having adequate and effective mechanism by which

i expenditure levels or tax rates may be put into effect promptly. V
The objectives of public revenue and expenditure policies go

beyond their traditional service and redistribution functions- Budget
policy also is vitally important as a positive instrument of economic
control. It is this latter function which is usually referred to as fiscal
policy and with which this dis-<^— —I —

cussion is concerned. . . tecnnique used. If the deiicit dol-
After 15 years of debate, the Lr reflects an increase in public

'

expenditures on goods and serv¬

ices, the leverage will be greater
than if it reflects transfer expen¬
ditures or tax reduction, unless
tl^e beneficiary's marginal pro¬
pensity to consume is unity which
is unlikely. Under conditions of

principles of fiscal policy are well
established. The argument in its
barest putline is (1) that high em¬
ployment and price level stability
require aggregate expenditures
just.sufficient to take the high em¬

ployment output, valued in current
prices, off the market; (2) that inflation, similarly -reduction < in

public expenditures will be more

effective, per dollar of surplus,
than increase in tax rates. Also,
there may be substantial differ¬
ences between the two approaches
arising from other than compen¬

satory considerations. These may
well be decisive. Under conditions
of acute depression, for instance,
relieving immediate distress is
no less important than providing
for general income leverage, and
until these combined objectives
are met, relief or public work out¬
lays are preferable to tax reduc¬
tion. Under conditions of war time

inflation, reduction in public ex¬

penditures, even though more

helpful as an anti-inflation de¬
vice, may not be feasible, so that
reliance has to be placed upon
tax adjustments. But granting
these differences between the two
approaches, it is more important
for our purposes to note that the
compensatory objective can be
operated in either way.2 The dis-
ance between Chicago and Cam¬
bridge is less than appears at first
sight.
The two-dimensional character

of the compensatory mechanism
is important, because it permits
is to dissolve a latent conflict be¬
tween considerations of compen

satory finance and considerations
of optimum allocation of re¬

sources. Consider briefly a model
of rational compensatory policy.
Public

, expenditures, in such a

model, would be planned on the
basis of their usefulness, relative
to that of alternative (public or
private) outlays. This allocation
planning would be done on the
assumption that resources are

fully employed and tax rates
would then be adjusted so as to
provide such deficit or surplus as
is needed to maintain! high em¬
ployment and prevent inflation: It
is evident that there would b
no make-work projects of any
kind in such a system. Depending
upon the availability of flexible
projects, there would be, how¬
ever, cyclical adaptation of ex¬

penditures within the basic blue
print of the longer run program.

Actual policy, of course, will
not fully comply with the. rules
■of our model. Difficulties of pre-

this condition is not met auto¬
matically in our economy where
private demand is; subject to
violent :^wink^hd .where severe
deflation or inflation may prevail
for sustained periods; and (3) that
compensatory budget policy offers
a convenient device for holding
total expenditures fairly close to
the proper level. By providing in¬
centives for private outlays or

adding more to the income stream
on the expenditure side of the
budget than is being withdrawn
on the revenue side, deflation may
be counteracted; by deterring
private- outlays or withdrawing
more than is being added, infla¬
tion may be 'curbed. While born
and reared in an environment of
deflation and unemployment, the
principles of fiscal policy apply
no less to the boom and war

economy.

These propositions may be qual¬
ified or stated in different terms,
but most would accept their es¬
sential logic. Our time will be
spent more profitably, therefore,
if we proceed at once to certain
issues of implementation which
are more controversial.

Adjusting the size of deficit or
surplus is the core of compen¬

satory finance. If there is a need
for checking inflation, the deficit
should be reduced or the surplus
be raised', if there is a need for
checking deflation, the surplus
should be reduced or the deficit
be increased. • While some tax
revenues may be less deflationary
than some loan . receipts, this is
not the usual case and we shall be
safe to assume thatchanges in
surplus and . deficit will , he re¬

flected directly in a change of
disposable income and; private de¬
mand.' '

Whether the question is one of
moving m the direction of greater
;;.surplus->Ar-.)^0icit,;i the; required
compensatory effect may be ac¬

complished by acting upon the
level of public expenditures or
the level of tax rates. During the
depression of the thirties when
the early discussions of compen¬
satory policy occurred, compen¬
satory actio n was ; visualized

largely in the form of deficit
spending/ implying the need for
an absolute increase in the; ex¬
penditure budget. By now it is
recognized that anti-deflation
measures may also take the form
of tax reduction.* Similarly, in¬
flation. may. be met either by
lowering expenditures or raising
tax rates, ,. \
This is not to say that the choice

between the two approaches is a
matter of indifference. The lever¬

age effect per dollar of deficit (or
the negative leverage, per dollar
of surplus) will differ with the

;*From an address by Dr. Mus¬
grave before the Annual Meeting'
of* the American A^-

ciation, Chicago, 111., Dec. 30, 1947.

Can American Dollars Save
From Communism?

By HON. JOSEPH H. BALL*

U. S. Senator from Minnesota

Though not opposing Marshall Flan, Sen. Ball expresses doubt whether it will buy off Communist
aggression. Denies Congress has right to put aid on humanitarian basis and says assistance cannot
be termed an international investment. Questions some items in interim aid, and warns we cannot
spare heavy grain exports. Holds our foreign policy has failed badly and urges an offensive in place

\ of defensive strategy against Russia.
The genesis of the Marshall Plan was two sentences in a speech by Secretary Mar¬

shall at Harvard last June, in which he suggested that it was about time Europe tried
to help itself, and that then we might feel better about helping them. Sixteen nations
met at i-ai\s \ - $ :—- — - — -

Senator Jos. H. Ball

1 As a matter of theoretical interest,
It shcu'd be noted that expansionary ac¬
tion may be -obtained also by art equal
ncrease in tax yields and expenditures,
and contractive action by an equal re¬
duction of both sides of the budget. A
compensatory policy cculd thus be oper¬
ated with a balanced budget. However,
tlrs proposition is of ];itle practical in¬
terest. See my discussion of .alternative
approaches to budget policy in "Alterna-
t've Budgets • for Full Emplovment," in
American Economic Review, Vol. XXXV,
No. 3, June, 1945, p. 397.

2 It is assumed that the initial level
of taxation is sufficiently high enough in
the depression case so that the problem
can be met within the available scope
of tax reduction to a zero level.f While
this was not the case in the.. '30s, it is
a realistic assumption for., say, ,tbe next
decade. This is one of the advantages
of a lar«"e budget.

(Continued on page 35)

and did two

things. First;
they decided
on a level of
living., stand¬
ards 'for the
200 million

people in their
countries for
the next four

years/ and ? a
level of pro¬

duction they
would like to

achieve by the
end of the
four years, in
most, c a ses

considerably above prewar levels
Then they estimated- how much
of the materials * to reach these
goals they could supply themselves
and the deficit, $22 billion, is the
Marshall Plan, so-called.
Of course that is not a plan at

all, in the sense that it includes
any specific and detailed series of

projects to increase Europe's pro¬
duction. Reports are that the first
!igure was $29 billion. Will Clay-
ion persuaded the nations to lop
$7 billicn off, and our own Harri-
man Committee cut it several bil¬
lions more. But there is still no

plan that anyone can get his teeth
into. What is sought, apparently,
is authority for the Administration
to spend from $4 to $6 billion a

year for the broad purpose of
"European recovery."

Although I am critical of such
a vague proposal to spend more
American b'llions in the same way
that $12 billion have been spent
unsuccessfully in the past two
years, let me emphasize here that
I have no quarrel whatever with
the fundamental premise of the
Marshall Plan.

A free and economically solvent
Europe is a sound objective of our
foreign policy; it would be tre¬
mendously to our advantage, and
if substantial assistance from us

stands a reasonable, chance of

achieving it, then the expenditure
is justified on the basis of national
self-interest. But I do want assur^
ance that our expenditures stand
at least a 50-50 chance of achiev-
ng results, and I am very certain
that if the Administration is left
Free to pursue the policies it has
pursued in the past, it will fail
again. Therefore, I believe Con¬
gress must insist on some severe

restrictions and" conditions on any
future grants of funds or author*

ity.

Will It Buy Off Communism?
One of the major arguments by

the proponents of this plan is that
unless we extend this aid, Euroue
will be taken over completely by
the communists. In other words,
we/.must buy off communist ag¬
gression with American dollars.

*;• Granted that * severe economic
distress provides more fertile
ground for communist treachery,
that argument still does not jibe
with facts. Nowhere have the
communists ever taken control of
a country through the free choice
of the people, whether the people
were hungry or not. Always the
communists have been a minority,
usually a small one, which seized

*An address by Sen. Ball before
the Philadelphia F<meifm Policy
Association, Philadelphia, Pa.,
Dec. 13, 1947.

power by naked force, usually'
with the backing cf the Red Army.
Then the communists proceed to
exterminate all political opposi¬
tion, liquidate freedom, and bleed
that country to the limit for the
benefit of Soviet Russia. The peo¬
ple are always worse off than
before. , i;
That is what has happened in

one country after another in East¬
ern Europe. With that horrible
example of what communist dic¬
tatorship means right next door
to /them, is it logical to assume
that the peoples of Italy, France,
or any other country, will freely-
choose that course out of their
troubles, regardless of how serious
these may be? I cannot believe
it. To use a favorite metaphor of
the Marshall Plan proponents, that
is like saying that a man whose
house is burning will pour gaso¬
line on the flames unless you help
him carry water.
I agree completely that conimu-

nist dictatorship ami

are the most serious threat to both
world peace and recovery tpcuy.
But it is a threat based on power
and force. The 50-odd Russia-"?
divisions in Eastern Europe have
a lot more to do with it than eco¬

nomic problems .in Western Eu¬
rope. Like the Nazi dictator, the
communist dictator will be finally
stopped in his aggressions by the
presence, or if worse comes tc
worst, by the use of superior force
It is just as dangerous and wrong
to try to fool the people into be¬
lieving that we can buy off com¬
munist aggression with dollars as
it was to try to appease Hitler.
It has been argued that if we

attach conditions to future loans
and grants, we will not only snoiJ
the effect of our gifts, but that
we would be accused of interfer¬

ing in the internal affairs of the
countries we help. Being an inter¬
national Santa Claus is becoming
a bit too expensive, ard as for
interfering with their affairs, they
don't have to take pur money if
they don't want it, and maybe it's
time somebody did do a little in¬
terfering. They don't seem to be
managing so well by themselves
• .'Not an Eepnomie Investment
No aid program can be put on

a humanitarian basis, deeply as
we may feel about Europe's plight.
Congress has no power under the
constitution to appropriate public
money for-charity abroad and we

would violate our oaths if we

acted on that basis. Likewise, our
assistance cannot by any stretch
be termed an economic invest¬
ment. If comlitions in Europe
were such thatHhese expenditures
wpuld be a sound economic in¬
vestment, there wotfkj be no need
for government to step in. Private
capital would do the job.
The' only basis on which Con¬

gress can act is that our aid to

Europe will advance the interests
national welfare and security of
theJUnited States. This is a po¬
litical program, and must be such
to be constitutional. Therefor^, it
is perfectly sound to attach to it
any conditions which we believe
are necessary to achieve those po¬
litical objectives, with the recipi¬
ent-countries always- free, of
course, to turn down our help if
they don't like the conditions.
What should those conditions

be? I can suggest a few. It is

now costing American taxpayers
at the rate of over $700 million a

year to support the economy of
the British and American zones in
occupied Germany. All studies of
the problems there that I have
seen agree that an integrated eco¬
nomic and political administra¬
tion of at least the three western
zones in Germany is essential if
German.; production is to be in- .

creased enough so its people will ,

at least be . self-supporting, let .

alone repay these sums or pay any i
reparations. France has consist-,
ently opposed unification of even
the western zones in Germany.
We can understand her fear of a

strong Germany, but our own gen¬
erals are convinced they can pre¬
vent any rearming of Germany ;
while increasing her production so *
she is self-supporting. Shouldn't
we insist that France, as a condi¬
tion of participating in future aid,
go along with us on an integrated,
administration of Germany?

; Britain would be one of the •

heaviest participants in the Mar¬
shall Plan under the Paris report. •

Personally, I am convinced, and
the record bears me out, that a?
free economy will always out pro¬
duce and provide a higher stand-i
ard of living for all the people y
than either a socialistic or govern- »

ment-planned „• and controlled /
economy. I believe that when
economic freedoms are liquidated,
the other freedoms are in jeop-';
ardy and the socialists have al¬

ways. had too much in common
with the communists for my taste.';
I don't know how long Britain's <

socialist government can continue
to fool their people by subsidizing
their cost of living at the rate of
$1,600,000,000 a year, and I rather
resent it that some part of our
loan has gone into that kind of
fiscal legerdemain. But I would
not for one instant think of try-'
ing to tell the British people what
kind of government they should
have or even making that a con¬
dition of our help.

Coal the Bottleneck

However, their own production-
is absolutely essential to Europe's',
recovery. Even at best, we can

carry only a small fraction of the
load. One of the key bottlenecks
to European recovery is lack of
coal, and a major part of it is due
to the fact that where Britain used
to export 10 to 15 million tons oD
coal a year to seaports on the con¬

tinent, she is now a coal import¬
ing country. America has to make
up part of the European deficit,
and our coal delivered costs us

$26 a ton; The rest is taken from
the current low production in the
Ruhr, requiring long rail hauls
over a transport system that is
near the breaking point. In the
opinion of many, a resumption of
British coal exports to the conti¬
nent is absolutely essential to the
success of any European recovery

program. Why shouldn't we then
insist that as a condition to par¬

ticipation in an aid program, Brit¬
ain supply, month by month, a
million tons of coal a month for;
export to the continent of Europe?
We would not tell England how
to mine the coal. That is her

problem. But we would insist that
somehow she achieve the produc¬
tion essential to the success of the

whole program, so that our help
(Continued on page 34)
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By WILLIAM J. McKAY

The European Recovery Plan, , the U./S. Dollar Conservation
Program, and a. possible. "Hyde Park"- Plan can all make notable
contributions towards, a quick solution of Canada's current economic
problems. But Canada's greatest assurance not only. of recovery,
but also of dynamic progress, is *
her tremendous wealth of virgin"
natural resources in a world of

increasing basic shortages. Added
to which is the native quality of
prudent management and a capac¬

ity for energetic labor stimulated
by a stern but invigorating climate.
Already the shadow of things

to come is perceptible. Following
the belated recognition of the
necessity of a greatly increased
population, the Canadian Govern¬
ment is now taking the intiative
to accelerate tlje flow of desirable
immigrants asra step in the direct
tion of a fuller exploitation of
the Dominion's dormant riches.
Also under the impulsion of the
U. S. dollar shortage the Domin¬
ion and provincial authorities are
planning ambitious programs for
the domestic production of items
previously imported from hard-
currency areas. The spade-work
for such development has already
been accomplished as a result of
U. S.-Canadian private enterprise.
Notable preliminary success has
rewarded these efforts in the case

of oil, natural gas, and iron. In
Alberta the new Leduc oil field

promises to be one of the most
important discoveries in recent
years, and the iron deposits situ¬
ated in Northern Quebec ; and
Labrador are likely to replace the
Mesabi Ridge as the ultimate re¬
serve for the steel industry of
North America. Canada has al¬

ready become an exporter of iron
ore from the Steep Rock deposits
of Ontario and plans are now un¬
der way for the piping of natural
gas from the vast reservoirs un¬

derlying the plains of Alberta to
the U. S. Northwest. ; ; ://
. The Dominion also promises to
become the world's leading pro¬
ducer of aluminum, thanks to its
unrivaled reserves of low-cost
hydro-electric power. Elsewhere,
as a result of the phenomenal de-
jnand for electrical power follow¬
ing sharp increases in population
and the use of electrical apparatus
ini innumerable forms in every

home,; the power problem is be¬
coming increasingly acute. Thus it
can be foreseen that Canada will

ultimately be called upon to sup¬
ply urgent requirements south of
the border, in addition to becom¬
ing the natural home of industries
which require large-scale elec¬
trical power. , ,

, :i Thus Canadian plans for domes-
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tic development' are likely to
prove to be Complementary to the
eventual industrial- requirements
of this country ih fields hitherto
contemplated. Until recently the
Dominion has been considered
principally as a leading exporter
of farm and, forestry products
base and precious metals, asbestos,
and gypsum, with almost complete
reliance on this country for es

sential imports of Oil, coal and
manufactured goods.. Now if the
present plans are fully real;zed the
Dominion will not only be almos
entirely self-supporting, but it wil.
also be in a: position-to furnish
many essential industrial require¬
ments of its great southern neigh¬
bor. //■./,,. :/./■/ , •;;; ,....

r, During the week activity in the*
securities market remained at ai
ow ebb, but the recently improved
tone was well maintained in both;
the internal and external sections
Free funds also staged a belated
recovery, and it was demonstrated
that this market is just as thin
on the upside as it is in the other
direction. Stocks likewise were

firm with western oils well to
he fore, led by Home Oil, East
Leduc, and Calgary and Edmon-
.on. The golds also were stronger
on a growing realization that the
recent gold industry relief meas¬
ures will be more beneficial than
previously estimated.

Business Survey Committee of National Association of Purchasing
Agents, however/ says concensus of purchasing executives is high;
rate of business activity will continue through first half of 1948. /
v''• <•- '.v- Reports further price rises. '/,•>'■ ;/'//>

The year-end report of the Business Survey Committee Of the
National Association of Purchasing Agents, ' headed by Robert C.
Swanton, Director of Purchases; Winchester Repeating Arms Corpo¬
ration, reveals that there is a slight falling off of the business up-

swing which
began in-Au-t
g us t, bu t

Caulfield Partner in t
Oehler & Sanford "
Charles E. Caulfield has been

admitted to partnership in the
arm of Oehler & Sanford, ac¬

countants and management con¬

sultants, 92 Liberty Street, New
fork City. Mr. Caulfield has been
associated with Wall Street for
more than 30 years and is a spe¬
cialist. in stock brokerage ac¬

counting. For a number of years
le was cashier of Frazier Jelke
k Co. and was auditor and comp¬

troller .for Harniman :& Co., both
members of»the;Ne\® York Stock
Exchange. X { ;v> ' <rl > 1
In 1937, after several years with

the public accounting.; firm of
Haskins and Sells, he became a

mining engineer and engaged in
heavy- construction and tunnel
work. He is the author of several

professional papers dealing with
the use of high explosives and
underground work.
Associated with him will be

Christian Oehler, C.P.A., for many
years identified with the public
accounting firm of Haskins" and
Sells and at present a Professor
of Accounting at Fordham Uni¬
versity.
The firm will engage in a gen¬

eral accounting, business manage¬
ment and tax practice. Mr. Caul¬
field will continue to specialize in
stock brokerage audits and exam¬
inations. ; / ■"*.'■« •;

To Be Snedeker & De Bard
On Dec. 31, DeWitt J. Man-

heimer retired from partnership
in Manheimer, Snedeker * & : De
Bard, 52 William Street, New
York City, members of the New
York Stock Exchange, and as of
•Tan. 1st the firm's name becomes

Snedeker & De Bard.

N. D. Biddison Co. Admits
Joseph M. McHugh will acquire

the New York Stockr Exchange
membership of Harold B. Cahn
and on Jan. 8 will become a part¬
ner in N. D. Biddison & Co., 115
Broadway, New -York-City, mem¬
bers of the New Yb^KHStoclFE's;'-
change.1 mod si aruogoio!

Robert C. Swanton

) r i c e s . are
still. rising
and indica¬
tions are for

•ontinued

good business
through mid-
1948. The
text of the

./ e p o r t fol¬
lows:

t. . .f-' -

General Busi- ,

ness Condi¬
tions

The top of
the business upswing, which be¬
gan in August, was reached,.- in
November. The December re-

Dorts of purchasing agents show a

ralling off in the number report¬
ing increased sales and produc¬
tion, but there is an increase ir
those ; ma'ntaining their . high
'evels. Only 9% recorded lower
activity and much of this was due*
to the passing of seasonal peak
demand. - * ' '
As the year ends with a high

rate of business activity, the con¬
sensus of purchasing executives
is that it will continue good for
the first six months of 1948. Few
would comment beyond that pe¬
riod. Some believe a tapering off
in volume by the end of the sec-
nd quarter will be experienced
"he optimistic view is based on
emand shown in - the presenl
backlogs of orders7 and definite
production schedules. These
"orecasts, however, are invariably
dedged with conditions.. The mcs'
'mportant hinge on proposed gov¬
ernment controls, export demand
for aid to Europe, new wage de¬
mands and government buying
Policy, any of which may affect
prices and availability of goods.

Commodity Prices

Prices- continued strong, with
many advances • reported. The
ovef-alT pictiiife''has1 ribt changed
too'-' ftbtibeably,'^ upttfhrd freight
adjustments , arid discount with¬
drawals causing most of the in¬
creases. That many sellers fore¬
see higher prices is evidenced by
the reappearance of escalators.
Many of theseprice-adjustment
provisions are more palatable
than the "blank check" escalators
prevalent a year ago. Buyers feel
that much of the stability gained
:n the past several months has
been lost, but they look for grow¬
ing production and competition to
relieve this situation.^v ^ V ■/'. * ^

- Inventories. .

- Industrial inventories : remain
about the same as in November-
no notable increases or decreases
reported. A few comment there
?s "unbalance; 'because.: of steel
•hortage." > Some deliveries of
material now available have been
ieferred until after the first of
he year. A l'ttle overstocking is
loted, to protect against price in-
^eases or allocat'on. In general
he policy continues to hold in¬
ventories at the lowest possible
operating levels. The year ends
with most inventories in that po¬
sition.

Buying Policy

; The prevailing policy on; for¬
ward commitments is 90 days and
less, for mater'als that can be
defnitely scheduled within those
limits. 82% are still within this

range. Some' items might get
longer scheduling if not held back
by the trend to uncertain pricing.
Extreme ' caution 'on/? long-term
commitments is advised.

; Specific Commodity Changes /
J /Many 'items :■ increased iri price
and became tighter in supply,
during December. Pricewise, most
increases Were dtie to freight rate
Adjustments. / The heavy demand
hf the past few months brought
bthers into near-critical supply
Conditions. ' / / / /
Increases / were reported ' for:

Fatty; acids, abrasives,, aluminum
bastings/bearings, conveyor belt-
rng, cellulose/" nitrate, extras on
non-ferrous metals, carbon black,
ethylene glycol, .vegetable oils,
steel forging ingots, fuel oil, gaso-
ine, glycerine, hides and leather,
'ubricants, lumber (mixed), ma¬
chine screws, some papers, zinc
oxide, titanium, platinum, ply¬
wood, Portland • cement, potash
^alts. sucker rods, steel rolls, rope,
rubber, solvents, several textiles,
tin, tires, wiping cloths.
Becoming hard to get: Alumi¬

num, antimony/ building mate¬

rials, scrap iron and Steel, lead,
pipe. Steel is still the bottleneck
in many industries. -

Only a few price reductions are

reported: Formaldehyde, mercury
nitric acid, soap, tallow, sulphuric
acid, trisodium phosphate. > . .

In easier supply: Asbestos, as¬
phalts, brass products, steel cast¬
ings, soya oil and copper wire.

Employment

high rate of employment ,

reported in the past six months
continues; expected to drop off
following the Christmas rush. In¬
dustrial pay rolls are expected to >

continue at the present peak for
some time. Strike talk is in the '
air in several areas, but nothing
defnite at this time. . V/,v.

/Y'vCanada ' y'yly
./General, business ,has not in¬
creased in the past month, but re¬
mains at the high level previously
reported. Purchasing agents are
jittery, awaiting clarification of
the Canadian Austerity Program.
Prices are up, due to import re¬

strictions, import taxes and the
rush to buy goods which may not
be available in the future. Em¬

ployment high. Buying policy re¬

mains in 30-to-90-day category,
where delivery schedules permit.

Peru Extends Exchange Offer on Its Sterling Bds.
The Republic of Peru announced on Dec. 30, 1947, through its

Consul General in New York City, Federioo Elguera, an offer to re¬
sume service on outstanding sterling bonds of the following loans: /

Peruvian National Loan, 6%
External Sinking /Fund Gold
Bonds/Second Series, dated
Oct. 1, 1928, due Oct. 1, 1961
(Sterling Bonds).

.

Honorable Provincial Council
of Lima Municipal Loan of 1911,
due 1965 (Assumed by Republic
of Peru 1919). //
Under the offer, holders of out¬

standing sterling bonds will be

<$>-

Dec. 31, 1948 instead of June 30,
1948, the date originally fixed.
The new bonds of Series E to

be issued under the sterling offer
will rank equally with the bonds
of Series A, B, C, and D, issuable
under the dollar offer and bonds
of all of such series - will be
treated as one issue for the pur¬

pose of the payment of service
entitled' to"exchange"lu"ch" bonds| thereon The cumulative sinking
for new External Sinking Fund , £«nd referred to above will be in
Dollar Bonds of 1947, Series E, at I addition to that provided for m
the rate of $4 principal amount connection with the bonds issuable

_ _ y . _ 4 , 11 Am 4- V% yJ i-vl I n*> /\4-4-A*t * i *

of new bonds for each £1 prin¬

cipal amount of outstanding ster¬
ling bonds. The new bonds will
be dated Jan.. 1, 1947, and will
mature Jan. 1, 1997. Interest on

tfr§i;new bonds will accrue from
J;an.i 1, 1947, and bondholders de¬
positing their bonds for exchange
will be entitled to receive at the
time of the exchange cash in the
amount of coupons maturing prior
to the date of the exchange. "

In -addition, upon the delivery
of new bonds under the offer,
exchanging bondholders will be
entitled to receive a cash pay¬
ment at the rate of 3 cents for each
£1 principal amount of outstand¬
ing bonds exchanged, representing
the difference' between the ex¬

change rate of $4 per £1, on the
basis of which new bonds will be
issuable under the offer, and the
official International Monetary
Fund dollar-pound exchange rate
of $4.03 per £1.
Interest on the new bonds will

be payable at the following rates
for the years indicated: 1947 and
1948, 1%; 1949 and 1950,) 1%%;
1951 and 1952, 2%; 1953 and there¬
after, 2V2%. A cumulative sinking
fund will be provided for these
bonds in the amount of $48,842
per annum during the period that
the-offer is open for acceptance
and thereafter in an amount equal
to 5% per annum of the aggregate
principal amount of new bonds
issued under the offer. ,

Terms of the offer to the
holders of the sterling bonds are

substantially similar to terms of
the offer published by the Re¬

public on June 26, 1947, addressed
to the holders of its outstanding

dollar bonds, i'

Concurrently, the Republic is
announcing the extension of/the
Offer to the dollar bonds until

under the dollar offer.

There has been deposited with
Central Hanover Bank and Trust
Company the full amount of the
interest due July 1, 1947 and Jan.
1. 1948 on the new bonds and the
full sinking fund installment w^th
respect to such period.
Since a substantial amount of

the sterling bonds are believed to
be held in the United Kingdom,
the Republic intends, subject to
applicable United Kingdom regu¬
lations, to make arrangements
whereby bonds may be received
for exchange under the offer at
the London office of the exchange
agent, which is Central Hanover
Eank and Trust Company.

Concurrently, the Republic also
announced that the board of gov¬
ernors of the New York Curb Ex¬
change has approved the applica¬
tion of the Republic to list the
new bonds issuable under both the
dollar and sterling offers, subject
to the effectiveness of the applica¬
tion which has been filed for
registration of the new bonds un¬
der the Securities Exchange, Act
of 1934. /. ; :
/ In connection with the dollar

offer, the Consul General of Peru
made reference to a statement is¬
sued by Secretary of State Mar¬
shall on June 26, 1947, with refer¬
ence to the adjustment of the
Peruvian dollar bonds, the text of
v/hich is as follows:

"I have been told of the offer

by the Government of Peru to
resume service on an adjusted

basis of its defaulted external

obligations under provisions of its
law promulgated on March 14,
1947. It is very gratifying to have
this evidence of an effort to re¬

solve T a * situation / which has
existed for over 15 years.'^/ ; '
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Manufacturers Trust Company
of New York announces that Jan.
2, will mark the 25th anniversary
of the establishment of its office
at 799 -Blake Avenue, Brooklyn,
This office was originally opened
as a branch of the State Bank &
Trust Company on Jan. 2, 1923. In
1929 when the; State Bank was

merged with Manufacturers Trust
Company, this location was con¬
tinued as a branch office of the
latter bank and has been' known

evep^since as its East New York
Office. <: . \

Central Hanover Bank & Trust
Company of New York announces

the election to the office of Vice-
President of Robert M. Lovell and
Kenneth S. Walker. Both are iri
the Personal Trust Division,-Mi\
Lovell at the Main Office and Mr.
Walker at the Plaza Office. The

following / were promoted to As¬
sistant Vice-President: ;/ W, L.
Barnard, J. P. Flynn, Edward M.
Henry, Dwight A. Home, W. H.
Miller, William B. Nauts, Charles
J. Seidl, H. A; Streller, Gilbert H.
Weale and G. A. Wolf. :/ ;'• ;
On Wednesday afternoon on

Dec. 24, the 80-voice chorus of;
Central Hanover Bank & Trust j
Co. sang a group of Christmas |
songs. The chorus met in the |
Board of Trustees room and sang
their carols under the baton of
Craig S. Bartlett, Vice-President.
In order to bring the music to the
bank's staff at its New/York
branch offices, the music ! was
transmitted over telephone lines,
picked, up in the branches, and
amplified over the public address

•/ systems there.
' ; VV-* •/: • * " ■- •'!>
, i Arthurs S. Kleeman/ President
of Colonial Trust ; Company of
New York, announced on Dec. 24
the following promotions: -James

v J. Fleming, • to Assistant' to the
'President,-Lionel C. Perera and
Charles A. Grace, to a Assistant
Vice-President, Louis W. Peterson
and Walter H. Hume, to.Assistant
Secretary and Assistant Treasurer,
and Alexander Kent, to Assistant
Trust Officer. ■ hV-

Regulations for the reclassifica¬
tion of Reserve City Banks, were
issued by the Federal Reserve
Board on Dec; 24. Originaily in¬
tended to go into effect on Jan. 'l,
the effective-date has been de-

1 ferred until March 1 next and the

regulations me scheduled to con¬

tinue for-a 3-year period; The
reclassification was decided upon

by the Board, it was noted in the
New York "Sun" of Dec. 26, after
a long period of discussion and
bearings, it was further noted in
the "Sun" .that it will add one or

two new reserve cities, but will
discontinue that status for more

cities than will be added to the
list. The "Sun" likewise said: j
"The net effect of letting some

cities drop back to the country-
bank level, so far as reserve re¬

quirements are concerned, will re¬
duce slightly- only 14% reserves
and reserve-city banks must keep
20%. - The ■■ Board considers this
issue a distinct one from its policy
of restricting reserves,, and/ ap¬
pears to have acted by demand of
member banks in- the cities, aj/
fectedo Those banks .that do not
like to be relegated back to coun¬

try bank- Jevels—and there have
been, many—^ ritay continue to en¬

joy reserve city status, if they and
all their / neighbor - banks vote
unanimously in favor, of continu-

; ing baa reserve city .banks."*/.,:;/ /
In special advices a -from,,dts

Washington bureau, on. Dec, 24 the
"American Banker" said:
Pj'Tt • is . noted that; under-i the
Federal Reserve-Act the Board is
empowered to reclassify or ter¬

minate the designation of -reserve
banks.:,i
i "Moving under y the - recently
passed Administrative /Agencies
Act, which provided for hearings
or. contemplated regulations, the
Board listened to protests of banks
and members of Congress whom
bankers asked for .support. v;; v j
/ "Bankers / of /Topeka,v Kani;
Kansas City, Kans.; Pueblo, Colo.;
St;. Joseph,; Mo.; Galveston; and
WacOi Tex.', expressed /fear that
their banks would be reassigned
to the status of 'country banks,v
in the testimony given before the
Board, arid indicated; that they
were apprehensive ;. that - they,
would lose prestige, .as/banking
institutions. Senators Millikin and

Johnson, of Colorado; Donnell,- of
Missouri/ and representatives of
the districts involved, were among
the Congressmen who expressed
views." - • ;

> Also from the ^'American
Banker" Washington advices, Dec.
24, we quote: ■ y^ ^ ,f'
"A number of cities which pro¬

tested reclassification of their
status as reserve city banks will
be allowed to continue iri that
status under the Federal Reserve
Board regulations issued today.
"At the same time one; bank

which did not wish the reserve

city classification will be brought
in effective March 1,' next year.;
"The following are declared

classified as reserve cities: City
of Washington, D. C. and every
city, except New York and Chi¬
cago, which is situated a Federal
Reserve Bank of a branch of a
reserve bank •—"New York and

Chicago are central reserve cities.
- "Also classified as reserve cities
will be 'every city iri which on
the dates of official call reports*
for the two years ended/Juhev 30,
this, year,- 'member banks pf the
reserve systems, exclusive bf their
offices in other cities' were quali;
fied under the formula set-up. : 7
"In addition,; classified. as re¬

serve pities, will be; the ! X 'citie$
of Columbus, .JO..;, Pes Moines, v

Indianapolis, Milwaukee, $t. Paul,
Lincoln/'Neb., Tulsa,Okla.,W ichita.
Kans.; Fort Worth/ Tex., -Cedar
Rapids, la.* and Sioux City, la.//
; "Added is National Stock Yards,

111. . / . .To be dropped unless the
'role of unanimity' prevails under
which reserve status is requested
by all member banks are the 12
cities:; Toledo, O., Dubuque, la.;
Grand Rapids, Mich., Peoria, 111.,
Kansas City, Kans.; Pueblo, Colo.,'
St. Joseph, Mo., Topeka, . Kans.,
Galveston and Waco, Tex.; Ogden,
Utah and Spokane. Wash." . " /'

* **... *. ■ ;; ■/■

Joseph P. Delaney, Vice-Presi¬
dent and member of the board of

directors of the National City
Bank of Troy, N. Y., died on/Dec.
16. The Albany , "Times . UniQn"
states that Mr. Delaney, a veteran
of World War I,, joined the Na¬
tional City Bank after 30 years of
service with the Manufacturers
National .Bank of. Troy, .and was
Cashier of the latter,when -he left
it '■ ; '/;•■„//,■, -t /'■-"J
•v'V*/ •'> •* *-./ v

/If stockholders of the Corning
Trust Company ofi Cnrning, N. Y.>
approve, /.the^Lincoln ? Rochester
Trust Company, of Rochester, N./Y*
will take over the .Corning insti¬
tution the current,month, , it -was
stated - in . the .Rochester-^-'Times^

Uuion'l nf Dec.23..The advices
-therein also;said/in part://: f

; "Directors;of - the Corning bank
already- have; approved; the sale,
with a stockholders'-meeting. <set
Jan.d2:/TJie move willgive-the
Lincoln Rochester .iter 15th < office.

- ;.\"The Coming bank has assets of
$9,649,909 and deposits of $8,830,-
930. Ellsworth B.'Gore, President
of the Corning bank,-will continue

as the branches' executive officer.
The Corning Trust • would . be.
liquidated %under the !.agreement,
with stockholders receiving cash."

. " ,

. John A, Barry was elected Vice-
President of the Second National
Bank of Boston, at a meeting of
the directors on Dec. 18. Mr. Barry
;was ^ heretofore Assistant Vic$-
President and Trust Officer, it w$s
noted in the Boston ."Herald!' <j>f
Dec. 19 which added that J. Phil¬

lip Smith, / formerly Assistant
Trust Officer, was appointed Trust
Officer, and Guy Garland was a^K
pointed Assistant Cashier., ; | •

....'• .♦ / •••♦ i': •;

./ .Frank M, Mason, for many year
Secretary of the 'Providence ,ln
stitution for S avings of Prov:
idenee/ -R. X and associated with
the bank for'more than half a cenT

tury, died on Dec. 15. Mr. Mason
who was 83 years of; age, enterec
the employ of the institution ii
1888; urt Oct. 2; 1922 he was namec

Secretary and Clerk, it was statCi /
in the/ Providence ; "Journal" o>
Dec. 16.'' ' /,, ! . J''-

[ ""

The Hudson Trust Company o |
Union City, N. J. paid a stocK'
dividend of . 16%%-. payable ir,
common stock on Dec.'; 19 t( j
holders'of record Dec; 18. Thi
dividend increases the outstanding
stock from 165,000 shares to 192,
500 shares, and the capital fron
$990,000 to $1,155,000. The pa
value of the common stock is $(. •

per share. ; . . - .. '
, j'.'- - » * * V"': * -V-",

The election of Ernest E. Blau-
veltias President of the Secoiiil
National Bank of Paterson, N. J.
on Dec. 23,, by unanimous choice,
of the directors was made knoWr ;
in the Paterson "Morning Call'
which observes that Mr. Blauvelt
the eighth President of the insti .

tution during the 95 years of i,ts
history, started with the bank a*

a. teller 31 years ago.* The same
paper says that: ,

"Born in JPatersoa. and-a resj-f
dent of .the city throughout his
entire life. Mr. Blauvelt is the son

of Jfchc late William Blauvelt,
who served the. Second National
as President. from 1903 until his
death in.1930 and was one of the

outstanding bankers of hi§ time."
Editorially the "Morning Call",

Dec; 26- commented on the fact
that as the government owned the
preferred stock in our .banking
institutions issued., 4u, the earjy
years-of the depression, boards oi
directors j ^gcepted co-operatively
in the- past 15 years, the National
administration's, recommending,
under, the New Deal policy tljie
executive heads of National banks,
"although reluctant to, see their'
merit ,;., promotion : system ' thus,;
pigeon holed";; the. "call" added
that "for: the time being local
bank directors could do little more

than hope for the speedy return
of prosperity which would enable
them to pay off their preferred
stock yoke and thereby • restore
their old freedom of action." "One
of the first banks to fulfill that

objective," says the "Call" was our
city's oldest banking house
viz., the Second National Bank. It
goes on to say that with the year

just .closing, / a-; vacancy- was
created in the Presidency, through
the resignation of Carvel ;C. Lin¬
den, to accept , a position , in the
West, ■ and * the opportunity prey
sented

. itself to the rejuvenated
bank to elevate its senior officer,
Ernest E._ Blauvelt; to the Presi-
dent's .ehaiiTi - Mr. Blauvelt who
had previously served as Cashier,
was -elected Vice-President and
Cashier ton Aug 31;.1931; he sub¬
sequently.; vacated the ; office of
Cashier, and.^ on Jan.: H), 1946 he
was;named First. i^iee-Presidentt
he h^cin ^tl^^n^mtime , become

Through the^ sale qf $100,000 of
new ^ stock,. the First- National
Bink- iiv Gacfield,-N. has in¬
creased -its! eapital -from $200,000
to;$3OO,OQ0,raccording>-to--the
weekly :bullefin--'of 4he-A Compr -

\. trailer.- of the Currency. The en-.

/ "The year 1947 was only the second full year of
peace after the most terrible and all-encompassing
war of all time.

_ / . / / (

uWe could not have expected that this period, in
.the/immediate aftermath of a

world catastrophe, would be free :
of troubles. . !

■

*, * * *
, 1 ; ' . ■

! "Yet we have been disappoint- •
ed in the greatest hope of all—
the hope that the great powers

. would be able to move, definitely
and progressively, toward an un¬

derstanding on the questions
; which divided them.

. . "During 1948 we must con-
Trygve Lie , / ; • tinue to hope for a change in the

;: ; v.; r / •'4/'>r tv-tide of disagreement between the
powers, so that we may be allowed to move more

swiftly forward in settling our problems: We must
never give up hope for an agreement and we must
never stop working for it."—TRYGVE LIE.

3t\) v ■■ • J

)ib / ;Yes, lt is reasonable to hope for gradually reduced
foovo violence in disagreements among the major powers

as time passes, and perhaps the development of
some sort of modus vivendi which would make it
possible for the snarling to cease or, at the least, to
abate. / v/. ■' ; J;
Possibly, the best way to promote such progress is

to give up the grandiose ideas of a new Heaven and
a new earth, with which the United Nations has
been plagued from the first. v -

(\ KKt

larged capital became effective
December 11. ?■;.; -///

The board of directors of . the
Corn Exchange - National Bank
and Trust Company of Philadel¬
phia, has made the following, pro¬
motions in the official staff effec¬
tive Jan. 1: Paul D. Williams from
Comptroller to y Vice-President
and.Comptroller;;James J. JMicki
ley, George J. Watts, Jr. and
Gasper Wister, from . Assistant
Cashiers to Assistant Vice Presi¬

dents..;;//'.. ■" /:/
V i V * ♦ - v* /• :

g. 20, noting the recent election
Herbert '^W - GoodaiT formerly ^Y^kegan, III., has increased itsueroen w. Moouan, rormeriy

capital from $250,000 to $300,000
through the sale of $50,000 of new
stock, ./.

The Philadelphia ^Triquirer" of
Dec

of

President,/to the office of Vice-
Chairman of the Tradesmen's Na-.
tional Bank & Trust Co. of Phila¬
delphia, stated that Howard A,
Loeb will continue as Chairman,
a position he has held since the
merger of Tradesmen'swith Guar¬
antee Trust & Safe Deposit Co. in
1928. As indicated in our issue of
Dec. 25, page 2644, James M.
Large, formerly Executive Vice-
President,- has ; succeeded Mr.
Goodall as President. /: /•'" / / ^

■ '
* * * !;■; //..'■ './/;

. John E. Potter, founder, and for
more than 25 years, President of
the Potter Title & Trust Co. of
Pittsburgh, Pa., died on Dec. 20.
He was 84 years of age. To quote
from the Pittsburgh "Post Gazette"
of Dec. 23 the company was char¬
tered in 1902 as the Potter ^Ab¬
stract Company and in 1907 it
became the Potter Title and Trust

Company, with \ Mr. />Potter vas
President.. The advices also said:

- "In 1913 the firm was expanded
to-include a trust department in
addition to the general banking
facilities and in 1919 it became
a member of the Federal Reserve

system." Mr. Potter retired iri
1934 because of ill health. The

present President is* H. R. Hosick.

? Stockholders of the Title Guar¬
antee^ and /Trust -Company \ of
Baltimore,..Md., /which recently
announced plans- tov discontinue
banking/ trust and safe-deposit
activities, have/ratified an agree¬
ment with /the Union Trust Com¬
pany :< of Maryland al Baltimore,
whereby the, latter is-to take, over
th^sei /aba^dpned -rseiwices. /The
foregoing As. fFom. the Baltimore

"Sun" of Dec. 24, from which we
also quote:
"In announcing the decision of

the stockholders, Guy T. O. Holly-
day, President of the Title Guar¬
antee and Trust Company, said
the Union Trust will take over

'our line of deposits, our trust ac¬
counts and the safe-deposit facili¬
ties and accounts at the close of
business this Saturday.' Elmer B.
McCahan, Jr., : counsel - for the
Fidelity and Deposit Company,
was yesterday chosen a director of
the title firm, Mr. Hollyday also
announced." , . . H

* * * . ••

The First /National Bank of

ii'
■ <!" f

The election of Dudley E. Bin-
yon of Clevelarid, G., as Vice-
President of the Mercantile Na¬
tional Bank of Dallas, Tex., was
announced on Dec. 20 by Presi¬
dent, Milton F. Brown according
to the Dallas "News" of Dec. 21,
which reports that Mr. Binyon has
been associated with the Society
for Savings Bank of Cleveland*
since 1932. He will assume hi?
duties with Mercantile Jan. 2. j/j

* * * . j1!
On Dec. 20 the Anglo California

National Bank of San Francisco;
opened its new East Oakland Of¬
fice at East 14th Street and 35th

Avenue, it, was announced by
Allard A. Galkins, President. Con¬
structed of reinforced, concrete,
the building has one story and
mezzanine-and contains approxi¬
mately 5,500 square feet of floor
space. The new office renders a

complete banking service. Robert
A.: Smale, ^Assistant Vice-Presi¬
dent of the bank, is Manager, and
Roy M. Hansen, Assistant Mat/i
ager. With the opening of its East
Oakland Office, the Anglo Bank
has. 24 offices in 13 Northern and
Central California communities./

* * 1
r

Carlisle & Jacquelin Admit
. J Carlisle & Jacqelin, 120 Broad?
way, New York City, members of
the New.-York Stock Exchange^
will admit Oliver E. Miles, to

partnership ih their firm on Jak
8th.~s.i" J-l
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Securities Salesman's Corner
By JOHN BUTTON

First of a Series of Articles Concerning the Training j
of Security Salesmen

The Investment Banker's Association recently admitted that ef¬
forts to educate new men and bring them into the sales departments
of retail security firms has resulted in almost complete failure. In
Boston, where the project was undertaken, the men who took the
training course discovered that they could not earn a living selling
securities and they gave it up after a year's trial.

Admittedly, learning to sell securities these days is not easy.

Many experienced men find it difficult to earn a substantial living
under prevailing conditions. Nevertheless, there are men who do
sell securities and make a good living out of it. The reason they do
it is that they use the right technique and have the energy to back
up their efforts. ■, -vf.. ' .'V ,-C. ;/ • J 7;
/ Many of the misconceptions regarding training of new men for

the job of security salesmen stem from the fact that they stress edu¬
cation along the lines of statistics, economics and such, in too great
an abundance. This type of education has-its place. No experienced
salesman would argue that you could have too much theoretical
knowledge. But as a primary working tool that is going to be useful
in .actually getting new men into production, theoretical knowledge
should be placed far down on the list.1-This may not-meet with, the
concurrence of those who hold the opinion that selling securities isja
lofty mental exercise and that security salesmen should always ;be
like the investment counsellor who never fails to have the right
answers'to everything. But this is not what, it takes to sell securities.
It is alright to know as much theory, background and economic lore
as you can acquire (and keep on learning it too), but if you know
such things THEY ARE ONLY TOOLS TO BE USED WHEN YOU
NEED THEM. Often it is better sales strategy to keep what you
know about such matters to yourself—that' is," if your' purpose is to
sell securities. ' '■ -"' A;*1 •"••••" V.

;• There are many other factors that must be stressed if you are
going to develop real producers who can make a living today selling
securities. If yeu have a realistic, common sense,'plan it should not
be too difficult to take men who have never said securities in their
lives and get them into solid production in much less time than one

year. Three months ought to do it; less in some cases. Such a plan
we will present in detail in this column as this most important sub¬
ject is developed." For the time being, however, the main paint which
is important is that theory and book learning concerning the finer
points of investment PROCEDURE should be a part of every sales¬
man's training course—but a minor part. ^ :

Instead.of theory and training in economics and investment pro¬
cedure, the first thing new salesmen should learnds HOW TO GAIN
CONFIDENCE. If I were training salesmen today to go out arid do
business (and that is what they are supposed to do, isn't it?), I'd
teach them how to BUILD CONFIDENCE until it came out of their
ears. I'd teach them to keep it SIMPLE. I'd show, them how to talk
to people in plain language that everyone understands, and you can't
do this if you think in terms of a walking statistical manual.

-
- Any man who can CREATE CONFIDENCE can sell securities

providing he has two other things: PROSPECTS AND THE ABILITY
TO MEET THEM UNDER FAVORABLE -CIRCUMSTANCES. > His
firm can provide him with the prospects and his training course
should teach him how to meet people under favorable circumstances.
These things are not involved. They don't require any super intel¬
ligence. Every man who is making a success selling securities today
knows what he has to do to meet people under favorable circum¬
stances. But I wonder how many firms now faced with the problem
of training new men place sufficient emphasis upon these two vital
"Musts" that each salesman»should know how to accomplish if he
is going to make money selling securities. He can read all the book
lore written about investment but if a salesman doesn't know (1)
how to gain and hold the confidence of the people on whom he calls;
(2) if he doesn't have good prospects in the first place, and (3) if
he doesn't know hoW to meet these prospects under favorable condi¬

tions, he won't make enough out
of his job to pay for his training
course. , - , , ■ "
Next week the second article on

this subject will deal with train¬

ing new men in creating confi¬
dence. Without this ability all else
is futile.

To Acquire NYSE Seat,
Name Be Pelt & Morris
SALT LAKE CITY,• UTAH—F.

Russell Pett, partner of Ure, Pett
& Morris, 23 East Second South
Street, will acquire the New York
Stock Exchange membership of
the late Andrew Hazlehurst, and
as of Jan. 8 the firm's name will
be changed to Pett & Morris.
Other partners are Thornton D.
Morris, Stuart B. Pett, J. Arthur
Pett, Malcolm E. Pike, Horace S.
Howell, Helen E. Perkes, general
partners, and Ethelyn C. Pett and
Nola P. Morris, limited partners.
The firm also holds member¬

ship in the Salt Lake City Stock
Exchange.

Roderick Moore to Be •

Branch, Cabell Partner
RICHMOND, VA.—Roderick D.

Moore on Jan. 1 will become a

partner in Branch, Cabell & Co.,
814 East Main Street, members qf
the New York and Richmond
Stock Exchanges. He was for¬
merly an officer of C. F. Cassell
& Company, Inc., of Charlottes¬
ville. . . ''4' < -

Prescott & Co. to Admit

Robt. 0. Shepard
CLEVELAND, OHIO—Prescott

& Co., Guardian Building, mem¬
bers of the New York and Cleve¬
land Stock Exchanges, will admit
Robert O. Shepard to general
partnership and William Pendle¬
ton Palmer, Jr. to limited part¬
nership on Jan. 8. Mr. Shepard
is President of Hawley, Shepard
& Co., the corporate affiliate of
Prescott & Co. In the past Mr.
Palmer was a limited partner an
Prescott & Co. f , ' >

Survey Indicates No Recession Expected in
First Half cf 1948

National Industrial Conference Board reports : great majority of -

-executives forecast increased sales in period with smaller changesa o
in physical volume of shipments.

Continued high levels of demand and further gains in sales dur¬
ing the first half of 1948 are looked for by the great majority of
business executives surveyed by the National Industrial Conference
Board on the business outlook. . Most of these estimated increases in
dollar sales are attributed to —————-——~—--—:—

higher prices, and much smaller
:hanges are forecast in the physi¬
cal volume of shipments or pro¬
duction.

In a number of industries rc

gains in outout are reported
"possible, since nearly all avail¬
able capacity has been fully util¬
ized for some time." In some

others,rawV material shortages
(especially steel) and less fre¬
quently labor shortages preven'
increased activity. In anothe:
smaller segment of industry, th(
demand situation is not expectec
to warrant increased output.

J
For

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

148 State St., Boston 9, Mass.
Tel. CAP. 0425 : : Teletype BS 259

N. Y. Telephones: HAnover 2-7914
y and WHitehall 3-9030

r

Sage with John Barbour
(Special to The Financial Chronicle)

LOS ANGELES, CALIF.—Or-
land C. Sage, formerly with Blyth
& Co. and E. F. Hutton & Co.,
has become associated with John
M. Barbour & Co., Citizens Bank
Building, Pasadena.

Colonial Trust Co.

Announces Promotions
Arthur S. Kleeman, President

of the Colonial Trust Company of
New York has announced the fol¬

lowing promotions: James J.
Fleming to Assistant to President;
Lionel C. Perera and Charles A.

Grace, to Assistant Vice-Presi¬
dents; Louis 'W. Petersen and
Walter H. Hume, to Assistant
Secretary and • Assistant Treas¬
urer; and Alexander Kent, to
Assistant Trust Officer.

McDonnell & Co. to Admit

Five New Partners
' On Jan. 8 Charles Edward Mc¬

Donnell, Donal P. McDonnell,
Robert E. McDonnell, Jr., T. Mur¬
ray McDonnell, and William P.
O'Connor, Jr., will be admitted to
partnership in McDonnell & Co.,
120 Broadway, New York City,
members of the New York Stock

Exchange. Mr. O'Connor has re¬

cently been doing business as an

individual Curb floor broker, and
in the past was a partner in Mc¬
Donnell & Co. - - ...

John B. Townsend Dead
John Barnes Townsend, who re¬

tired in 1926 as an associate of
Drexel & Co., died at his home
at the age of 82.

PRIMARY TRADING MARKETS

FOR

BROKERS, DEALERS and BANKS
IN

COLORADO and WYOMING V v

SECURITIES

Established /929

B. E. Simpson Company
California Building, Denver 2, Colorado

Telephone KEystone 3101. i • - - • Bell Teletype DN 157

V Demand Prospects Favorable

u For all industries>) combined,
however, demand prospects arc
"favorable." Some further in

creases in. plant capacity will oc¬
cur during the next six month
as programs instituted after th-
end of hostilities are completed
Very little new building is sched
uled to begin in 1948! Many com¬

panies, are,- however, continuin i,
to modernize and retool ther

plants in an effort to reduce pro¬
duction costs. , ' ■' ,

! No Recession Anticipated

Considerable diversity of opin
ion is expressed as to the cours'
of general business activity dur
ing 1948. Generally, however, nc
recession is foreseen in the first
half of the year, and many busi¬
nessmen expect continued high
levels for the entire year. Some
executives contend that the peak
was reached in 1947 and that 194r:
will witness the start of a down¬
ward trek. ^ >

; In submitting estimates anc

forecasts, businessmen call atten¬
tion to the numerous uncertainties
in the business picture, with par¬
ticular emphasis placed on the
indefinite effects of the Marshal"
Plan. ..The progress of inflation
and its uncertain effect on buvinjt
is also frequently mentioned. Con¬
siderably less concern is ex¬

pressed 'regarding labor unresl
than a year earlier, but some ex¬
ecutives expect another round of
wage demands. '■ v:-'

Sales Forecasts

Slightly more than 60% of the
executives cooperating in the sur¬

vey anticipate incTeases in sales
in the first half of 1948 as com¬

pared with the corresoondine pe¬

riod Of 1947. Nearly 22% see little
or no change ahead, and slightlv
less than 17% expect a decrease
in sales volume as compared with
the first half'of 1947.

Primary producers and meta1'
manufacturers are, on the whole,
slightly' more optimistic than
other manufacturers. The ma¬

chine-tool builders are the prin¬
cipal exception. A greater number
of them look for no change or 9
decline in sales rather than for an
increase. Some consumer .non¬

durable goods industries are. also
considerably less optimistic than
the average.

Material and Labor Supplies
• While the material supply sit¬
uation shows improvement over a

year ago, slightly more than 40%
of the executives report that their
companies' needs are not being
fully met. Steel is most frequently
mentioned as being in short sup¬

ply and limiting the volume of

production.

Other Materials in Short Supply

Among a number of the second¬

ary effects i of the steel shortage
is a scarcity of transportation

equipment and pipe in the oil in¬
dustry.
Other materials often mentioned

as in short supply include cast¬
ings, pig iron, some electrical sup¬
plies and equipment, coke, certain
chemicals and steel scrap. Short¬
ages of paper and fuel oil have
also been encountered by-, some
companies. A few manufacturers*
fear that they may be hampered
by a power shortage during the
coming six months. In some com¬

modities, quality is reported as

being not as high as desired. *■'<} >'
-v r Xhe LahoF^iciukex
Material shortages are regarded

as a greater obstacle to increased
output than labor shortages.
Slightly over one quarter of the
executives report labor supplies
as inadequate as compared with
more than 40%, who say that they
are /hampered by insufficient"
materials. L :

> : v'.'.' Break-Even'Points Up V
Break-even points, as has also

been noted in previous surveys by
the National Industrial "Confer¬
ence Board, have reached such
high levels in many instances that
moderate sales :" declines would

completely wipe out all profits."
Many manufacturers, ' however,
fear- that the upward spiral in
wage - costs will continue next

year, as strong pressure will be
brought for higher rates as a re¬
sult of the advance in living costs
this year. 11 r/■''1:*;f :S;:- ^

>■:; .PlantExpansion Picttircl- *•*■

Capital expenditures of varying
amounts to increase capacity and
modernize plants will be made by
about 40% of the companies dur¬
ing the first half of 1948. NeW ca¬

pacity which will be added largely
represents further progression
work started in 1947 or 1946. ' The

majority of programs will have
been completed by the middle of
1948 or soon thereafter and very
few new programs are now sched-;
uled to get under way in 1948. r

Demand Prospects, ? ;

■L;■ Demand prospects for. the next
six months are generally favor¬
able. Approximately three-fifths
of the manufacturers see hew or¬

ders exceeding production, while
about half that number - expect
demand and production to be in
balance. As for the remainder,
the prospect is that new orders
will fall below the level of pro¬

duction, with the consequent re¬
duction in backlogs. ,•

Backlogs of Orders

Many companies enjoy backlogs
which will permit thera to pro¬
duce at current high levels for
months to come, and substantial
amounts of additional business

appear to be in sight. However,
the experience of a few producers
during 1947 indicates that back¬
logs "can dwindle very rapidly"
under adverse conditions. In nu¬

merous industries no backlog of
unfilled orders is-normally built
up because of the nature of the
product or the buying habits of
customers.

Joins Sills, Minton Co.
(Special to The Financial Chronicle) ' j-

CHICAGO, ILL. — S. Albert
Ackerman has become associated
with Sills, Minton & Co., Inc., 209
South La Salle Street, members
of the Chicago Stock Exchange.
Mr. Ackerman in the past, was
with G. Brashears & Co. of Los

Angeles, and prior thereto was a

partner in Ackerman Bros, of
Chicago.
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NAMMs Tax Heduciieir Is Not Inflationary
Contends reduced taxes would aid in fighting inflation, since private ;
citizens would be enabled to save more, while, on other hand, money
received by government from taxes is currently spent. Sees tax

cuts as means of reduced government spending.
Tax reduction is not inflationary,- the National Association of

Manufacturers declared in a statement released on Dec. 21.
Tax reduction would aid in fighting inflation, the NAM' ex¬

plained, because private citizens would save some of the money left
in their possession by the tax cut, ♦> —r —

tinued, would aet indirectly as a
check on inflation by diverting
dismissed employees into private
jobs where they would be pro¬
ducers as well as consumers.

, ■'This is tne. best possible time
o n ake large-scale separations o
Federal personnel," it was added.
"There is a strong, active market
"n private employment for addi¬
tional workers. The wages earned
by , erstwhile Federal employees
would be matched by a contribu¬
tion to the total of produced goods
and services.".,.,;.' . v i
v The proport'on of income that
would be-saved as a result of tax
cuts would; vary according |4d The
level at which the cuts werd haade<
the NAM declared,-: ;,The -more

fully the reductions were concen¬

trated in the .lowest ^income

groups, the : smaller the savings
would be, it was said, whereas tax
reduction, in the upper and middle
brackets would .increase sayings
greatly without. having much ef¬
fect, on consumer spending. ;/That
is because, it was explained, per¬
sons with middle ; and.. upper-
bracket. incomes could devote to

saving all or practically all the
money saved from taxes.

"No tax reduction can be di¬
rectly inflationary," • the NAM
asserted. . "It can be indirectly
.inflationary only when govern¬
ment deficits are being financed
through bank credits.

"When the budget is balanced,
every dollar remitted to taxpayers
through tax reduction means a

dollar less that the government
can spend in one way or another;:
i.e., on current operation or on
debt retirement.
"If the tax cut results'' In less

retirement of bank-held debt, the
effect is to slow down the defla¬
tionary trend. But to slow down
this trend, or even to halt it en¬

tirely, is very different from cre¬

ating fresh inflationary pressure."

whJe the government spends
nearly all cf its funds on salaries,
benefit payments and in other
ways which create demand for
consumer goods.

Taking issue with those persons
who say tax reduction would be
inflationary because it would
leave taxpayers with more money
to spend, the NAM said taxation,
in itself, is neither inflationary
nor deflationary. Collecting taxes
and spending the money, it was
pointed out, merely transfers
funds, from the citizens to-the

Treasury and out again,; without
either- increasing or decreas 1ng
the supply of purchasing power.

'

Tax"- reduction | would combat
inflation -though, the NAM said,;
because taxpayers will save part
of the taxes remitted rather than

spend the whole tax cut on con¬

sumer goods. V; ; ;

: As regards spending; -the NAM
cited figures to: shew that' the pri¬
vate citizen has a better record
than the government. In the caL
endar year 1946, according to
national income data compiled by
the Department of Commerce,
17% of total private expenditure
cons'sted of foreign and domestic
investment while 83% was for

consumption.;;! - ^v/i'
• In contrast with this use of in¬
come by private citizens, the NAM
pointed out that on a comparable
rational income basis, the Federal
Government spent more than $36
billion in the calendar year 1946,
of which only $835,000,000, paid
out for new construction, can be
defnitely " identified as non-con-
sum ntion expenditure. A huge
portion of the Federal payments,
it was stated, goes for salaries to
workers not engaged in produc¬
tive industry and to buy supplies
of various types.
A tax cut that would make it

necessary to reduce excess Fed¬
eral personnel, the NAM., con-

European Currency Refoim

; >. (Continued from page 6) ■ •/.

an important part in European rectiy to the U.. S. l?y reason of
life/ - .... the greater profits obtainable and

Another argument advanced jts initial disadvantage might soon
against devaluation is that -• it
would make more difficult the re¬

payment of loans already made by
the U. S. because more of the

foreign currencies would be re¬

quired to obtain the given amount
of dollars. This argument, besides
being academic, as a serious effort
to repay us is quite remote, is
fallacious. * Repayment can be
made only in goods and services
and the amount of dollars credited
will be determined, not at all by
the exchange rates prevailing, but
by the dollar price level for those
goods and services in the U. S.

The British Position

The British, who are most op¬

posed, point out that a drop in
the dollar value of the pound
would increase the cost to their

industry of imports from the U. S.,
while, at the same time,, even if
other countries devalue propor¬

tionately, their industry's return
from re-exports would remain un¬

changed. It is probable, however,
that the price of British products
in other countries which devalued
would rise as a result of the in¬

creased cost of obtaining U. S

goods, -in many instances com¬

petitive. British industry als~
would be stimulated to export di-

be more than offset by 0 these
factors. :: ;'••• /, ;;y- V • •:
.. When the present official ex¬

change rates were adopted, it was
believed that after a year or so

European recovery would progress
to a point where the rates would
be justified./ Unfortunately,; this
has not occurred. Inflation in
Europe has exceeded our own by
a considerable margin, leaving
their real prices far above ours

and their currencies, in relation
to the dollar, high and dry. And
inflation in Europe, as to a lesser
degree in the United States, is a
result, not only of the shortages
of goods, but of too much money;
too small supply versus too big
demand. To attempt to remedy
the shortages without controlling
the supply of money will be futile.

Natural Basis of Exchange Rates

• The free exchange value of one
currency in relation to another
depends upon the relationship of
free commodity prices between
the two countries. If goods in one

country are relatively more ex¬

pensive than in another, the for¬
mer's currency is overvalued in
terms of the latter's. Subsidies,
price controls, and rationing may
attempt to conceal the distortion,
but black markets and the smug¬

gling of goods and currency reveal
the true picture.
It is no longer possible to meas¬

ure the increase in commodity
prices in Europe. If an English¬
man', for Example, wants two pairs
of shoes'-tand is rationed to one

pair at £2 ($8.06) and he must

pay £4 ($16.12) to get a second
pair , in the free market, is the
real price of shoes $8.06 per pair?
Is it $16.12? Or is it half the total
he pays for the two pairs or $12.09
per pair? The price indices say
$8.06. In many cases prices re¬
flected in the official indices are

held down by means of subsidies.
Wheat and flour imported from
the U. S. are sold below cbst. To
the extent that the subsidies are

financed by currency issue or bank
credit, the inflation of uncontrolled
and black market prices, usually
not represented in the indices, is
increased. v

The condition of the exchange?
itself has r e t a r d ed recovery
abroad. As long as the French
for example, can convert 100 franc?
to $0.84 and as long as they can
buy less for 100 francs in France
than they can in the U.. S. for

$0.84 they will prefer to convert
and To buy here. A stimulant to
their home industry will be want¬
ing and their export industries
will be handicapped, as they are
how, by the high dollar value of
the official franc. '

This applies equally to Britain
and other European countries. The
rapid exhaustion of the British
loan can be traced in a large part
to the high level at which sterling
and the currencies of nations to
whom Britain owed money have
been pegged. Had our goods not
appeared so cheap to those other
nations in relation to their own,
they would not have been so

anxious to convert their sterling
balances to dollars in order to buy
in this country, thus nearly ex¬

hausting the credit. Is it any "won¬
der that, in these circumstances,
our program of aid to Europe has
been ineffective and now promises
to cost billions more than was

anticipated? Certainly it should
be no surprise that these countries
have tried to spend the dollars we

make available to them as rapidly
as possible when they can live
much more cheaply on dollars
than on- their own currencies. It
has not encouraged them to help
themselves and it has swollen our

own inflation with tremendous ex¬

port demand. In fact, unless the
loans cease or the currencies are

deflated, our price level eventu¬
ally will rise to theirs.

Devaluation No Cure-All y

Devaluation is, of course, no
cure-all. Its benefits are contin¬
gent on sound fiscal policies in¬
cluding very strict control over

the expansion of currency and
credit. Under these conditions, it
would increase prices in Europe
of goods imported from the U. S.
to a point where their own incen¬
tive to produce and sell those
goods would be stimulated natu¬

rally. They : would realize the

hugeness of the amounts they are

spending and asking for and the
difference between what they can
and cannot afford. They would be
able to look forward with more

confidence to exporting to the
U. S. Consequently, the burden on

ourselves might be lightened con¬

siderably.

Deflate?
By PAUL EINZIG

Dr. Einzig, noting deflationism is again advocated in some quartersin Britain, contends if policy is adopted, it would lead to reduced
production and unemployment, and, since volume of goods would
decline more than volume of money, result would be rising prices.

Advocates stabilization at present level.
LONDON, ENGLAND.-—Until recently it was taken all but gen¬erally for granted that Britain would never witness a return of a

deflationary monetary policy. It was thought that Lord Keynes haddiscredited for good the policy under whicn over-trading or excessive

Joins Paine, Webber Staff
(Special to The Financial Chronicle)

CHICAGO, ILL. — Ralph R,
Maloney, formerly with Robert F.
McMaster & Co., has now become
associated with Paine, Webber,
Jackson & Curtis, 209 South La
Salle Street.

\
With D. B. Peck & Co.
(Special to The Financial Chronicle)

CHICAGO, ILL. — Donald W.
Hart has become connected with
D. B. Peg,k & Co., 208 South La
Salle Street, members of the Chi¬
cago Stock Exchange.

u m e r ' s <$>-
demand is

sought to be
correctedwith
the aid of re¬

ducing below
current re¬

el u ijremer.ts
the quantity
oi CwLiency
and , credit
a v a i 1 a b 1 e
to producers.
But Lord

Keynes is
dead and de¬

flationism is

raising once
niore its ugly Dr. Paul Einzig
head.
Beyond doubt, Britain is suf¬

fering through inflated purchas¬
ing power, as a result of which toe
much money is chasing too few
goods. This state of affairs could
be corrected either by reducing
the volume of money or by in¬
creasing the volume of goods, or
by a combination of the two
methods. The government ap¬
pears to have chosen mainly the
second alternative. While' it is

endeavoring, to some extent, tc
curtail the volume of money, it
builds its hopes mainly on an*
Increase of the output. The Brit-
"sh deflationists, on the other
han^, consider it entirely hopeles
to attempt to raise the output
sufficiently to provide a counter¬
part to the excessive purchasing
power that is in circulation. They
feel that, unless equilibrium is
allowed to return through a rise,
in prices, the only way in which
it could be restored would be

through a drastic cut in the vol¬
ume of purchasing power.
The direct way of achieving

this would be an all-round cut in
wages and social service benefits
This is, however, politically im¬
possible. The new British "ruling
classes"—the organized workmen
headed by the all-powerful Trades
Unions Council— simply would
not be prepared to put up with
it. Therefore, the deflationists
suggest that the desired end must
be achieved with the, aid of good
old-fashioned credit restrictions
which would produce the desired
result by forcing stocks of goods
into the market and by creating
unemployment. This is being
done to some extent in several

continental countries. Italy, in
particular, has been making a re¬
markable deflationary effort, and
British deflationists triumphantly
point out that, as a result, the pre¬
mium on the dollar and other
currencies in the Italian black
market has declined considerably.
What they do not say is that quite
recently the lira had to be de¬
valued onee more and that the

deflationary drive is accompanied
by a series of major strikes lead¬
ing to the granting of higher
wages. Evidently the deflation¬
ary policy in Italy has not even
succeeded in arresting the infla¬
tionary spiral, let alone revers¬
ing it.
The armory of deflationists re¬

ceived recently strong reinforce¬
ments as a result of the drastic
devaluation of the rouble in So¬
viet Russia. It is claimed that the
reduction of the value of a cur¬

rency to one-tenth is a deflation¬
ary measure, since it eliminates
excessive purchasing power.. No
doubt that is so. But it would be

a mistake to imagine that the So¬
viet Government has now em¬

barked on a; Systematic policy of

devalued its currency to a sub¬
stantial degree there was always

temporary scarcity of money.
Quite recently the devaluation of
the leu in Rumania resulted in
such a scarcity that, even though
there was an acute shortage of
food, the price of much-coveted
foodstuffs fell sharply, because
money was even scarcer than
food. It is ' because , money in
Russia has become scarce as a re¬
sult of the devaluation that the
Soviet Government can now af¬
ford to remove rationing. <

This does not mean, however,
that money will remain perma¬
nently in short supply, either in
Russia or in Rumania (which lat¬
ter country carried out its mone¬

tary reform under Russian ad¬
vice). As before the devaluation,
all the financial requirements of
producers will be satisfied, in
order to maintain the output.
There will be no unemployment
for lack of financial resources.
Yet that is the main purpose of
a deflationary monetary policy.
Should the British Government

allow itself to be persuaded by
the deflationists to embark on a

policy of credit restrictions, the
immediate result would be a fall
of the output. In normal condi¬
tions the immediate result would
be heavy selling of ; hoarded
stocks. In Britain today, however,
stocks in most goods are very
low, however. Deflation would
not increase the volume of goods
on offer, but would reduce it.
Nor would it materially reduce
the volume of purchasing power.
For the industrial workmen would
resist to the utmost any attempt
at an all-round cut of their wages
and the unemployed would bene¬
fit by the greatly increased social
benefits they are entitled ten re¬
ceive under the new National
Insurance Act. It seems probable
that the volume of goods would
decline to a larger degree than the
volume of money chasing them,
and that, consequently, the result
would be an increasing tendency
of prices.
The correct end to which the

government should aim is not de¬
flation but stabilization. If only
the Trades Unions could be per¬
suaded to agree to the fixing of a

ceiling to wages, the gradual in¬
crease of the output would sooner

or later restore equilibrium be¬
tween supply and demand, pos¬

sibly without any sharp rise in
prices. It seems utterly unlikely
that the government would
embark on a deflationary adven¬
ture, thereby antagonizing its own
supporters without even being
able to attain the end of that pol¬
icy which, with conditions exist¬
ing at present in Britain, " is
doomed to failure.

Central National Co.
of Texas is Formed
DALLAS, TEX. — Announce¬

ment is made of the formation of
the Central National Company of
Texas with offices in the Kirby
Building, to continue the invest¬
ment business formerly conducted
by Crummer & Company, Inc.
Partners are L. F. Rodgers, Fred
R. Deaton, S. W. Jackson, W. E,

McFarland, C. M. Smith, and

George T. Hemmingson. The firm
maintains branch offices in Oma¬

ha, San Antonio, Plainview, and
deflation. '""" Whenever a country St. Paul. a
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u. AsWe See It
/ ' 1 (Continued from first page) !

with inflationary dangers rather than calling for adequate
production." • V'

'

\ For our part, we are unable to understand why |
. anything in all this should have been astonishing to.j

. any ^one. We can only suppose that the President's
advisers had . somehow been-hypnotized by the "full j

: employment" cry of a year or two ago. We hesitate to go )
. ; to the extreme of supposing that they have eyer made \
the grave error so many others have made of regarding L

*

employment, full or otherwise, or work as an^ end in i
itself. At any rate, we can think of few things more •
astonishing than that any informed, intelligent group of
men should find these developments of the past year j

astonishing.. : • ■•;>; i-V'.;'.\
, What Next? ; '•*''

Having made this remarkable confession, this Council,
which we believe no one will now censure, us for regarding
as somewhat haiyeJ proceeds id. consider the present situa¬
tion. Full employment did not in the event prove to be the
solution of all our ills; the question in the words of the Coun¬
cil now is: "Will our present economic problems—inflqijon,
high cost of living, threatened recession, and all the rest—
fee solved merely by 'production, more production, and*still
more production?' Or may full production, in catchihg up
with market demand, force disastrous price breaks, result
in production cutbacks, and thus prove to be its own undo¬
ing?" In short, full employment has not done the trick; are
we now again deceiving ourselves, this time in the supposi¬
tion thai full production will do it? Doubt of one's own infal¬
libility may, of course, be the beginning of wisdom. In this
respect and in this degree, perhaps, the American public may
have some ground for encouragement. Most government of¬
ficials a year ago seemed to have little doubt of themselves.

But the President's Council presently gets around ;
to supplying an answer of a sort to its own question. In
light of the special stimulants now hearing upon the eco¬
nomic, system, it finally comes up with the sage observa- ;

: tion that acceleration of production in existing circum- «

stances "will simply advance the time when we shall ;
; have to face the problem of what price, income, and ! .,

property value adjustments have to be made to strike
an internally consistent or stable * equilibrium." After ,

considerable meanderings, this . official "brain trust" •;

reaches the conclusion that the economy is now out of ,

balance, and that Government somehow must restore
equilibrium, and must : get promptly about its task if
serious consequences are to be avoided, f ; <

A truly magnificent grasp of the obvious is shown in
^observing that some prices are out of line with others; that
jprpfits .in somq segments iof the economy have risen much
faster than;in others;r and that wages nnf nni.tve hot risen uni¬

formly throughout industry, [trade and finance. Then as if
to make certain that no one could possibly miss the fact that
the Council has run to emptyings, this1 sentence is inserted:;

"In any composite of salutary policies, none is so
- significant as the achievement and maintenance of real
; price competition*, which means the lowest- price- con¬
sistent with a fair returp in a stable economy rather
than the highest price that the traffic will bear in an
unstable economy." ' -Vy. •*. , :';Xvv'C '

,yA Hopeless Task VV
But no good purpose is to be served by further belabor¬

ing a sincere: group of intelligent men who- have: been
assigned a hopeless task. Of course, "full employment" is
and always was a snare and a delusion if regarded as the
ultimate or even one of the ultimate achievements of an

economy. Goods and services most desired by consumers are
what industry and trade are supposed to provide—and the
less effort (work or jobs) necessary, for that purpose the bet¬
ter for all concerned. Of course, the economy of the world
is out of joint. Ours is no exception, although the dislocation
is-less severe here than in many other countries. Naturally,
mere blind enlargement of production in and of itself will
not guarantee salvation. No one in his right senses would
deny that such stability as may be achieved in the economic
system, short of stagnation, is greatly to be desired, and cer¬

tainly we should be the last to decry competition <as a force
working toward desirable ends, y ' : T ; ; y y - ? ; « v v •; :

But in these days of manpower shortages^ why in C
„ y; Heaven's name set up and maintain an expensive organi- .«

:. . zation in Washington to tell us these things which must
already be clear to the wayfaring man, fool though he •

be;'And, even more to the point, why assigp to such
y an, organization the task of finding % wayiby which the
-y President or Congress can: by fiat* sleight bf hand, or /

• <» . ■» ■ < " - i.£ .aoilta lqma>:¥-x$

other means, cure the ills we suffer—ills which in large
part flow from the blunders of these, very^governmental
bodies or individuals. Of course, this Council, being com¬

posed of human beings, is able to do nothing of the
sort—since there is no such "composite of salutary poli¬
cies" save the obvious one of getting out of the way,

and letting natural forces correct that which is in need
of correction which they would do readily enough if

!;.rr given an opportunity.; ;• \ ■/.;/„■ :• • y'
'• -Getting Out of-the Wayv.~v; i* .

"rOf course, "getting outiof the way" at present would
mean:a good, deal of rather positive action on the part of both
the President and Congress; It would mean drastic modifi¬
cation,' or. better yet outright repeal of much legislation
which has found its way to the statute books since the New
Deal took over, in 1933—and some which had even prior to
that.year found its way into the laws of the land. It would
nfean a sharp right-about-face on the part .of the Chief Exec¬
utive who, of late, has been showing indications of an itch
to reinstate a good deal of the New Deal nonsense which he
had at an earlier date rather definitely repudiated. But this
sort of "getting out of the way" is one of the very first essen¬
tials of any "composite of salutary policies."1 And without it,
instability will inevitably increase and become progressively
more difficult and costly to overcome.

v The Council of Economic Advisers is evidently
"out of gas," but what is really needed is an abandon- , ■

ment of the system which could possibly use such an

organization.

The Future of Easy Money
-vX !; Continued from first page) r".f'

events in a year or two, are not
much in demand.' ;
But there are also economic

forecasts of another order which

carry far more weight. These are
the ones which are based on the

simplest of all economic proposi¬
tions. They rely on the nature of
man and take it for granted that
whatever .anyone may have to of¬
fer on the market of goods and
services he will be fcager to re¬
ceive the maximum return. They
expect laws and regulations to be
disregarded whenever they fail to
conform with this elementary
rule.

It is safe to predict that price
ceilings will lead to black mar¬

kets, that either unemployment or
inflation will result when wages

which should be adjusted down¬
ward are sticky; that rent controls
will foster all kinds of bribes and
circumvention and -will hamper
new construction. The two World
Wars -and their aftermath have

produced a superabundance of
cases by which these statements
may be verified. In a free society
no government L can ' successfully
enforce measures which contradict
the needs and ethics of the free
market.,.- /"'v.-
The present article is concerned

with the easy money policy in this
and other countries. The rate of
interest is a price like other
prices. If it is artificially manipu¬
lated. there will be certain unde-
sired reactions. Easy money can¬
not last forever. , ; -

'

. History ■: V;
The governments of countries

which are on the gold standard
can do little in the way of influ¬
encing the rate of interest; for if
they set it lower than the prevail¬
ing circumstances warrant, capital
will be transferred, to other coun¬
tries whereupon the rates will
stiffen at- home. .- :

It is different in countries which
are on a paper standard, be it that
they have abandoned the * gold
standard or that they have never
adhered to- it... Countries which
manipulate their currencies under
the exclusive point of view of
domestic conditions and pressures
can introduce exchange controls to
prevent the flight of capital- They
can then manipulate the rate of
interest for; quite awhile.^ Most
countries ^ have acted : that' way
since the 1930's: . y < 1f '
''

Easy money became popular
during the Great Depression, It
was expected that low interest
rates 1 would facilitate recovery.

Easy money was introduced with¬
out difficulty .. in , Britain,: the
United States and elsewhere. Until
1939 the policy of low interest
rates might have been . easily
abandoned and reversed if that
had been desired. : 1 ,

That is no longer so since World
War II. A return to higher inter¬
est rates would have to overcome

great obstacles,; For the War has
led to two significant develop¬
ments which have had the result
that at present more vested in¬
terests support the easy money

policy than was the case when it
was first initiated.

The Public Debt

There is firstly the public debt.
British indebtedness rose from
£: sterling 848,000,000 in 1815 to
7,830,000,000 in 1918 to 24,500,000,-
000 in 1946. America's Federal
debt increased from $1.2 bilfiop in
1916 to $262.6 billion in! 1946. the
Federal debt was about 20% of
national income in 1930, but 157%
of it when the second World War
ended. In England a rise of 1% in
the" average * rate on the whole
debt would cost the Exchequer the
equivalent of the Beveridge Plan
plus the ambitious. Education Act
of the Churchill War Cabinet. In
the United States an increase of
1 % would amount to a greater
sum than what was paid in indi¬
vidual income taxes in any year

between 1925 and 1940. Small
wonder that the indebted govern¬

ments and the taxpayers sym¬

pathize with a policy which keeps
their interest payments low.

The Banks : : \

As a result of the war the banks
are loaded with government secu¬
rities. At -the end of 1945 their
loans and investments wefe about
200% higher than in 1929; but
their Capital had increased only
13%. The securities owned by the
banks exceed their capital many
times;'In the case of a general de
cline in the securities market the
banks might face serious diffi¬
culties. A' decline is bound to
come if money rates should stif
fen. It could easily wipe out the
Capital of the banks. The conse¬
quences might be terrific. * ■ ' • T

. v *''••.!••••.. ■« •> '
Natural and Manipulated Interest

"

r- :'y Rates H C

The problem whether"or not
easy money is desirable has been
discussed over and over agaip.
Less attention has been paid to the
question fwhether cheap money
can be expected to prevail in the

long run. If it cannot, the fact
that cheap interest rates may be
desirable loses much of its'signifi-
cancer ''\ 1 '

The effects of easy money vary
with its origin. It makes a great
difference whether it came about

as the result of the demand for
and the supply of capital on the
free market or was artificially in¬
duced by a certain monetary pol¬
icy;'.•;
(1) In the United States short-

term commercial papers yielded
as a rule a higher rate of interest •

than 'long-term; railroad bonds
from about the middle of the 19th
century until the depression of the
1930's. In England the average

yield on consols: and the average
rate of discounts (three months'
bills): was ordinarily much the
same. .. The average discount rate
was 3.8% and the yield of consols
was 4.5% between 1922 and 1931.
But between 1932 and 1943 the

average discount was about 0.9%,
the yield of consols 3.2%, The
same discrepancy arose in the
United States. The short-term
rates were set by the govern¬
ments. r But long-term securities
were regarded with a meas¬
ure of suspicion since they were
bound to decline in the case that
the artificial low money rates
should eventually collapse. *

(2): Equally unusual fyas been
the development which has taken
place in the relationship between
interest rates and commodity
prices. There is a long historical
record to: show that the two nor¬

mally go up and down together.
For when prices rise it is profit¬
able to borrow money. - When
prices fall, debts are a burden.

. But during and since the second
World War, interest rates have
been low- because the govern¬

ments had manipulated them that
way. Prices however went up
everywhere, since the same gov¬
ernments created vast amounts of
new money, ; V , . / v
:
(3):- Still another discrepancy

between the-1 impact> of; •natural
and manipulated . interest . rates
has become apparent in the at¬
titude of the various governments
toward ; capital investments in
foreign countries. ; This does not
apply to this country whose citi¬
zens are free tor invest their
money outside of the: United
States but. have little induce¬
ment to do so in view of condi¬
tions abroad. Britain, however,
is; a pertinent case. , Up to 1914
the "City" which meant financial
London, was prominent as the
international lender. It was some¬
times contended that the cheap
money rates of the City were the
cement of the British Empire,
which borrowed money in Eng¬
land. This was an exaggeration.
Still the contrast with England's
cheap money policy since the de¬
pression t is instructive. When
cheap money was no longer the
natural result of abundance the
British government decided that
England's capital should work at
home. First, an unofficial, and
later an official embargo was im¬
posed on foreign lending. The
same attitude can at present be
found in practically every other
country, -f, '/ ^

Easy Money and Inflation : '
It is not difficult to understand

why the results of artificially in¬
duced easy money rates are dif¬
ferent from those of "natural"

cheap money which emerges as
a result of saving on the. one
hand and the lack of demand for
capital on the:'other.;yA cheap
money pblicy is a policy of in¬
ducing low interest rates by* in¬
creasing the.fvolume of money.
Therefore the law interest rate
itself is only a part of the story;
Another part of it is the impact
of the growing mon^y volume on
the price; level and still another
is to be found in the psycholog¬
ical reactions of the population
in an atmosphere of economic ih4
stability and,-uncertainty. s;;,
When cheap money is created

by inflationary manipulation 1 it
goes through a first stage to
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which alone its supporters refer
when they, glorify its merits. At
this stage' everyone is making
money while prices go up only
slowly.

, V- 7>.
But a second stage is bound

to follow. When inflation has
gone on for a while the people
at large begin to: understand it.
They grasp the fact that the rise
in prices is in fact a decline in
the value of their money; and
that the monetary policy of their
government is the source of the

rising Cost of living. Once they
have reached this point they will
distrust their government. They
will be willing to pay high rates
of interest to lenders and will
use the borrowed money to buy
real estate or stocks or commodi¬
ties or, provided it can be done,
foreign currencies. Even if their
government continues to provide
cheap money, not everyone has
access to it. A second market
of interest rates Will emerge in
spite of the official policy. On
this market the interest rates will
reflect the apprehension with
which the people envisage the
future value of their money. Its
interest rates will be high. Arti¬
ficially created low interest rates
produce inflation. Inflation on

its part , induces higher interest
rates. / 7. ' 777/)

, " German Inflation

It need hardly be pointed out
that this country does not face an
inflation that can even remotely
be compared with the inflation
which the Germans experienced
after the first World War. But
extreme cases are useful for the
sake of illustrating basic facts.
The great German inflation be¬
gan in 1914. From 1922 on it
ran into crazy figures until stab¬
ilization of the mark was accom¬

plished towards the end of 1923.
When every German had finally
understood what was happening
to his money, fantastic interest
rates were charged and paid. The
last borrowers who were caught
by the stabilization and had to
pay back in money that was as

good as the money they had re¬
ceived a short " while ago were,
in many cases, unwilling to pay
the high interest rates to which
they had pledged themselves. A
number of cases came before the
German Supreme Court. But the
latter showed good understanding
for the risks which the lenders
had taken as long as the future
pf the. /'German mark " looked
gloomy!' It declared the following
rates to have';been 'Reasonable"':
6% daily from Nov. 2 until Dec.
10, 1923; and 1% daily from Dec.
11, 1923 until Dec. 31, 1923. V

vi Forecast

The German inflation of the
1920's was the result of various
factors " among which the easy
money policy was not the most
important. But it serves to illlus-
trate the fact that when people
begin to distrust their national
currency there is no limit to the
height of interest rates.
In view of not only the Ger¬

man record but also that of other
countries it is surprising to find
that the most prominent advo¬
cates of easy money still feel that
their policy can be indefinitely
continued. The Federal; Reserve
Board "does not favor a higher
level of interest rates than the
government is now paying."*
President Truman said in his
Budget Message of Jan. 10, 1947:
"Interest rates will be kept at
present low levels." The Gover¬
nor of the Bank of Canada has

declared: "Indications that the

Bank (of Canada) intends to con¬

tinue this easy money policy
should be helpful in making plans
for the future." Lord Beveridge
is convinced "that the Govern¬
ment possesses full control over
the rate of interest."f Each of

^Thirty-second Annual Report of the
Board of Governors, Covering Operations
for the Year 1945, p. 4. •

m f'Full in a Free Society,"
London, 1944, p. 338. 7

those statements is founded on

the same conviction that if the

government desires a certain rate
of interest to prevail it will pre¬
vail. The ultimate in that respect
can be found in a passage by H.
G. Pierson, who declares: "Ulti¬
mately the decision as to what
constitutes an adequate rate of
return on loaned money should
belong with the people. . . Hence,1
steps should be taken to make
the rate of interest a political is¬
sue as soon as an intelligent de¬
bate on the subject is possible,
and to settle -this issue in a

democratic manner."f The sug-,
gestion is apparently that in not
too distant a future- the rate of
interest shall be determined by
the same methods that have been

successfully used in the nomina¬
tion of "Miss Rheingold" and
"Miss America." ~ ■

j Nature Will Assert Itself 77
In the past, the rate of inter¬

est behaved like other prices. It
was sometimes high and some-

"

times * low. If it could be kept
'
low once and for all in the future,
that would be an amazing accom¬

plishment. It would prove that
we are living in a new world and
that -the -economic laws which
were valid before the depression
of the 1930's are no longer valid.
It is of course not entirely im¬
possible that this should be the
case. But it is not very likely.
There has been a time before
when people were convinced that
they- could learn nothing " from
the past, at least as far as' this
country and the menace of a fu¬
ture depression were concerned.
However, the generation of the
1920's which " was so optimistic
could at least present a reason¬
able argument. Technical prog¬
ress had been tapid, new methods
of marketing had proved success¬

ful, democracy was making prog¬
ress in many countries and the
danger of another World War did
not loom as large as it did later.
In spite of all that the optimists
were refuted by subsequent
events. The basic economic laws
had not changed. They were still
the same. ^
'

The. people who contend that
a new era has opened up in the
field of capital and interest and
that from now oh easy money can
be perpetuated do not even dis¬
pose of convincing arguments. We
have just experienced a terrific
deiiructioh of capital and human
beings!-all over the world; " and
there is hn abysmal lack of'con¬
fidence as regards future eco¬
nomic and political developments.
Low rates of interest can only be
continued if the people are sure
to trust their national monetary
iystem at all times, come what
may. It is not too likely that
they will. For, as the Latin poet
said almost two thousand years
ago:; "You can drive out nature
with the pitchfork, yet it will
ever, return." 7 f. ■;
The easy money policy has al¬

ready broken down in France.
It is having a rough time in Eng¬
land. The next important deci¬
sion which faces this country in
the ■ matter will •: be the frank

acknowledgment that in the long
run natural and not manipulated
interest - rates are bound to pre¬

vail'. Future rates will Sometimes

be high., , The debtors will com¬

plain. But it can't be helped.
* Many 1 competent - economists
and businessmen have *:Offered

suggestions how to liquidate the

easy money policy and remove

the threat that hangs over the
banks. It is not the purpose of
the present article** to review the

various plans. But whatever

steps may eventually be taken for
the sake of normalizing the cap¬

ital market, they should be taken
soon since nothing can be gained
by procrastinating the issue.

, ;

Fmnloyment F'*<** Enfer-
. irise," Washington, D. C., 1947, p. 8.

;; (Continued -from page 9)
even show a resumption of mili¬
tary purchases. ; "; * ;7\,
(4) Inventories,; quoted both at

their price values and their vol¬
umes, will increase during 1948.
Both raw material piles and man¬

ufactured goods will be in greater
supply during 1948. -

Commodity Prices
rt (5) Notwithstanding the above
paragraph, some, allocations or

priorities may be reinstated in
1948. The public is sick of high
prices- and will make demands
for some price controls in the case
of certain products in short sup-
piy.? ' ; „ '
7 (6) The retail price of some

goods, other than food products,
will be higher during 1948 as the
final turn has not „yet beep
reached for all types of goods. "
■;' (?) We expect to see the peak
in wholesale commodity prices
sometime during 1948. We, there¬
fore, advise going easy on inven¬
tories, especially on borrowed
money. " ; 7 . _- - ' - 7
7 (8) Retail price changes will
lag after wholesale price changes.
This explains why we expect re¬
tail prices on good quality mer¬
chandise to hold up for awhile
after wholesale prices begin to
decline. But 1948 will be a year
of war preparations. .77 ■>';;:;77:/'.'V
v • Farm Outlook !'777A!:!/'-
(9) The total farm income for

1948 should approximately equal
that of 1947; but we .forecast
lower prices for wheat, corn, and
certain other products. Faripers
should certainly diversify more
in 1948, get out of debt, put money
into improvements, and prepare
for real trouble someday/ „ _

"

(10) The supply of certain veg¬

etables, fruits, $nd fish products
shouldincrease during 1948 and
the price of these should fall off

barring some weather, insect, or
blight catastrophes. " '
V. (11) Meat will be in shorter

supply in 1948 than in: 1947.
Should the current propaganda to
"eat less and have a better figure"
gain popularity, upward pressure
oil meat prices would be greatly
reduced.' '777^7/7:77"; 77 ..7
(12) Farmers will try - to get

both 1948 Presidential candidates
to promise further subsidies. 7 7
The above four Farm Forecasts

assume normal weather which we

do not attempt to predict. :/■ ,.

:'
: Lower Taxes 7.7'

'

(13) The Federal debt will be
decreased during 1948. *'
(14) No personal taxes will be

increased during 1948 and there
will be some reductions—perhaps
5% to 10% in the upper brackets
and the entire elim ination of those
in the lowest bracket:
(15)" We forecast that the new

tax bill -will enable a man to share
his income tax equally with his
wife without sharing his income
or property. 7/' i
; (16) The 25% tax limit on long-
term gainswill remain unchanged.

*

Retail Sales

7,(17) Goods on counters will be
of better grade in 1948,- even if
retail prices, hold. up.:., v 7,.
(18) There will ; be 'many

"markdown sales" of. goods of in¬
ferior quality and curbs on in¬
stallment buying may return. 77
(19) The dollar value of all

retail sales in 1948 should at least
equal 1947. V
"(20) The unit value of retail

sales will be less in 1948 than in
1947; there will be . fewer cus¬

tomer purchases in most stores,
although each customer may visit
more stores to "shop around."

;T ; Foreign Trade *

(21) Our foreign trade will be
less in 1948 than in 1947. We
shall help Europe; but it will be
on a more r economical and effi¬
cient scale. * 7/
(22) More foreign loans, will be

made during 1948; but many of

these will be direct to business
concerns father than to politica.
governments. 1 ' -

, (23) There will be considerable
competition from other countries
in legitimate foreign trade where
the credit is good.- Other countries
will not compete with us iri our
"charities"; but they certainly will
compete for all profitable busi¬
ness! .

(24) Throughout 1948 war talk
and uprisings will continue; but
no World War III will start in
1948. War preparations will ac¬

celerate. - * - *

Labor Outlook

(25) 1948 will" see an average
hourly wage rise of 5% to' 7%
Lower income taxes should in¬
crease buying power, but this Will
be about offset by further rises
in the cost of living. :.7.77.;7
: .(26) Thereneed be no more

unemployment in 1948 • than" in
1947; but "Unemployment Insur¬
ance" will be taken advantage oi
by too many unprincipled people.

(2TJ)t Wageworkers will gradu¬
ally^ s£g; that the Taft-Hartley Bill

puts0q:;£heckrein only en their
labof'leaders, but not on union
membership. Hence, the bitter
hatred against this bill will grad¬
ually subside. The bill is merely
an "SEC" for labor leaders who
need it today as much as invest-
merit bankers needed the SEC
which was started ten years ago.
(28) Any labor legislation dur¬

ing 1948 will be to amend the

Taft-Hartley • Bill and to / raise
minimum wages. - 7/77<7.

- ■ A, • ';: / Inflation 7/7
(29) The Inflation Era which

we have forecast for several yearr
will rema'n 'at this stage unti7

Nov;'2, 1948. There will be nc

reckless printing of currency or

government* borrowing in 1948.- ,

(30) 1948 will see a public re¬
action against "feather-bedding.'
"yvorkless" jobs, and union ruler
which result in slow-ups. More
labor-saving machinery will ♦ be
installed. The public is gradually
realizing that inflation can be
beaten only by increased produc¬
tion. , . > .

(31) Sometime during 1948 pro¬
duction in many lines will have
caught up with consumption which
will prevent further price in¬
creases in such lines. . v , - ;7'7/;
(32) There,will be many infla¬

tion and price investigations dur¬
ing 1948. Both The Democrats and

Republicans will try to lay the
blame for high prices on the other
party/.; 7 7.7.., 7777;1
:lv. Stock Market

(33) We believe that 1948 will
be a year of switching, for various
reasons. One of these will be an

attempt to get out of stocks of
companies which have most of
their assets in big "vulnerable-in-
case-of-war" cities into companies
whose assets are well distributed
and safe from attack.

(34) The Administration will
try to keep the Dow-JOnes Indus¬
trial Averages between an unpe"

ceiling of around 185 and a floo7
of around 165. Commodity specu¬
lators will be curbed.

(35) The wisest w;ll not try tr
pick any / special ."winners" in
1948; but will diversify -broadly
and those who- have too many
stocks will gradually build up
good reserves, in cash or govern¬

ments, for the big break which
will come someday. • .-

, (36) Careful buyers of stock,'-
will ins;st, on mak'ng full paymenl
and avoid borrowing during 1948,

Bonds ;.7. p/p
(37) We are definiteJv bearish;

on low-coupon' rate, long-term
bonds. Many of these w'll sell al
even lower prices in 1948 than in
1947. Money rates will gradually
increase. 7",
(38) If Congress gives a goo-

reduction in Federal taxes to in¬
vestors' in'high< brackets; 1948 wTI
see a falling./off (in tlm
orices fpjL.mo&t' fnupi/ripais ...a^d
other tax-exempt bonds. As indi¬

cated above, however, we do not
expect such a desired tax reduc¬
tion. •' ' ' ; ,• ';
; (39) In view of the large de¬
cline in many preferred stocks
during 1947, this rate of decline
should begin to level off during
1948. * . f''

(40) Investors will give much
more attention to diversification
in 1948 and not become too heav¬
ily interested in railroad securi¬
ties, telephone issues and other
public Utilities, many of which
are now selling too high. .

Real Estate

;(41) City real estate will con¬
tinue to hold firm through 1948,
due to less available space caused
by pulling down structures to save

taxes, to provide parking spaces,
etc. There also is a disinclination
to

, build city property in view
Of the present high inflationary-
building costs.
(42) Suburban real estate will

continue in greater demand with
still higher prices during 1948.
(43) Big commercial farm acre¬

age may sell for less during 1948;
but subsistence farms located
close to established communities
will hold up in price.
(44) General building should

increase during 1948. Young peo¬
ple are gradually getting accus¬
tomed to high building costs and
tired of living with their mothers-
in-law*. ;. . ■"T':'
(45) Both office and residen¬

tial rents will be higher in 1948.
Property owners are entitled to
receive higher rentals. Only as
such are granted will there be as

much building as there should be.
(46) Mortgage rates during 1948

will continue about the same as
in 1947.; These rates are very fa¬
vorable for those who have the
courage to build. However, ir»
1948. it will be harder to obtain
mortgage loans.

■■'! '7 7=\'Jv7 Politics 7; y77:7-
(47) Both President Truman

and the Republican leaders will
be playing politics up to Nov. 2,
1948. It is now too early to fore¬
cast the outcome of the Presiden¬
tial election. The Republicans,
however, have so bungled the
price controversy that Mr. Truman
has a fair chance of re-election.
; (48) Congressmen ' returning"
from Europe will'determine out*
foreign policy and'take it out of
the- hands of. the. State Depart¬
ment/the Brass Hats, and even
the President himself. 7 : /; 7/
;.! (49) Unless illness or accident
interferes, Mr. Truman will be
the Democratic candidate, with
the possibility of Mr. Marshall
being on the ticket with him. r

(50) We forecast a greater in¬
terest in sane religion, temper¬
ance, and civic righteousness dur¬
ing 1948, with continued reaction
against denominationalism, intol¬
erance and dogma.

Cuban Bonds Drawn
for Redempiion
J. P.: Morgan & Co. Inc., as

Fiscal Agent, is notifying holders
of Republic of Cuba . External
Debt 5% Gold Bonds of 1914, due
Feb. 1, 1949, that $343,400 prin¬
cipal amount of the bonds have
been drawn by lot for redemp¬
tion on Feb. 1, 1948, by operation
of the sinking fund, at 102V2% of
the principal amount and accrued
interest. Interest on the drawn

bonds will cease on the redemp¬
tion date. The drawn bonds will
be payable on and after Feb. lt
1948 at the office of J. P. Morgan
& Co. Inc., New York City, or at
the office of Morgan Grenfell &
Co. Limited in London. • :,7

With Carter H. Corbrey
(Special to The Financial Chronicle/

LOS ANGELES, CALIF.—Leon
E. Huey has joined the staff of
Carter H. Corbrey & Co., 650
South Spring Street.
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Inflation and the
(Continued from first page)

mate of insight into the economic
future.

If generalize we must, the re¬
verse generalization — that the
stock market usually is wrong—
would be nearer to the truth. Its
pathetic lack of foresight is docu¬
mented at almost every major
turn. In the la Ire '20s, the New
York Stock Exchange turned into
the world's greatest gambling
house, as is generally known. By
1929, leading common stocks were
capitalized on a 2 to 3% yield
basis, while the return from
highest grade corporate bonds was
around 5%. By September of that
year, the Dow-Jones average of
industrials went through 381, this
despite raw material prices slip¬
ping for three years, rising in¬
terest rates, the accumulation of
huge inventories, the break of the
Florida real estate and the housing
boom, .and in the face of the most
serious symptoms of maladjust¬
ment. The "wisdom" displayed on

that level of speculation certainly
did not enhance the public respect
for the rationality of stock oper¬
ators. How much wiser did they
turn during the depression? By
the summer of '32, the industrial
average was down to the low of
about 41, indicating an almost
complete lack of belief in the pos¬
sibility of a recovery. One may
go through the history of ups and
downs in stock quotations and find
the same picture time and again:
the irrationality of the market in
wildly exaggerating the trend and
in ignoring the follow-up. A more
recent illustration: from the end
of 1939 to the end of 1942, while
the country went into the world's
greatest war boom, the industrial
share average declined by more
than 25%. It took the market

- three years to discover that a dol¬
lar-bonanza has been pouring out
all that time. In May of '46, the
same average reached the post-
1929 high of 216 while a major
part of the nation's plant was
paralyzed by unprecedented
strikes. As soon as the strikes
were over and production picked
up, with very promising third and
fourth quarter profits for 1946,
the market broke by some 20%
and has not truly recovered since
whereas net corporate profits are

passing all records and continue
to rise. What happened between
May and September of that year
to justify either the high at the
one date or the low four months
later? Evidently, the market could I
not have been right both ways.

Briefly, the barometer-like ra¬
tionality -of the stock market is a

myth. Indeed, how could it be
otherwise? It deals in future

prospects, orten subject to inde¬
terminate or unknown influences.
Inflation today may spell. defla¬
tion tomorrow. To determine the

prospects of corporate per share
earnings takes better than aver¬

age "insight" even under fairly
stable conditions. But world wars

and consequent developments have
created uncertainties about the
future which are reflected in un¬

usually violent fluctuations of
equity values as well as in ap¬

parently paradoxial patterns of
market behavior. Liquidity and
capital gain considerations vastly
complicate matters. What of the
rate at which future earnings will
be capitalized at a future date?
The prospective interest rate, not
just the current one, is vital to
projected capital valuations, and
therefore to present quotations,
too. Nor is that all the "specu¬
lator" has to forecast. He has to
form an opinion today, subcon¬
sciously at any rate, of what
speculators at some future turn
will think of the prospects of a
still more remote future.

The rationality of the Economic
Man presupposes that he knows
"what he is talking about." When
the knowledge of basic facts to

best, he is bound to be subject to
emotional mass psychology and to
oecome unpredictable. He may
then follow the nonsensical Dow
theory or—Walter Winchell, for
that matter.

In other words, the stock mar¬
ket is neither an indicator of the
current business situation—except
possibly, but by no means gen¬
erally, of differences in earning
status between individual com¬

panies and industries—nor of its
actual prospects. But it does indi¬
cate the state of mind prevailing
in the financial community, in¬
cluding the state of literacy among
the fraternity of financial advisers
and business prognosticators.

Stock Market Depression in the
Midst of Inflation

However, the present discrep¬
ancy between the "facts of life"
an the one hand, and the forecasts
sxpressed in the capitalization of
Industrial earnings on the other,
.'ollows a somewhat unusual pat¬
tern. Usually, the wrong forecasts
of the stock market are the result
of projecting the prevailing situa¬
tion into the indefinite future; The
exactly opposite attitude prevhils
now. For 16 months or so, the
market action is in obvious'con¬
trast to the current facts. Seem¬

ingly, the coincidence of unusually
uign earnings with record low in¬
terest rates is ignored or mini-
nized. The implication is that low
earnings and/or high interest rates
are expected in a reasonably near
uture. The result is a level of
quotations at which blue chip
decks are available on a 6% or
better dividend yield basis—at
better returns than even in the
misis vear 1920. when the "pure"
rate of interest was at least double
che present. Compared with their
ore-war levels, industrial shares
'ave doubledbut in relation to
earnings, they are selling well be-
'ow where they were, while other
capital values such as real estate
md farm prices have followed the
inflationary trend. Presently, dis¬
regarding some public utility
products, common stocks are just
ibout the "cheapest commodity"
lollars can buy in this country.
There can be little doubt that

he stock market stagnation is due
.argely, if not entirely, to depres¬
sion fears. First, it was the expec¬
tation of an automatic "bust";
presently, the fear of govern-
nental action to stop the price
piral and of its immeasurable
consequences, may be the under-
ying factor. (That is probably
•the main cause, too, behind the
current weakness of corporate and
bank-eligible Federal bonds: the
pprehension that the Reserve
authorities may let the non-elig-
ble 21/&s .drop under par, not¬
withstanding their emphatic as¬
surances to the contrary.) Further
reasong or ratiocinations, may be
adduced: the fear that foreign
countries may be compelled to
liquidate large portfolios of Amer¬
ican securities which they still
\wn; that a crisis may hit the ex¬
port industry if and when the
niter world's dollar reserves, and
aur willingness to provide more
run out; the limitations on stock
peculation due to the almost pro¬
hibitive margin requirements on

security loans; the fact that taxa¬
tion combined with the infla¬
tionary redistribution of the na¬
tional income has greatly weak¬
ened the groups which are tradi¬
tionally stock buyers, while the
nouveaux riches, such as the
farmers, use other avenues to in¬
vest their surplus income and to
hedge against inflation. These and
similar factors may be relevant
to some degree, hut certainly not
to a sufficient degree to provide
more than subsidiary explanations.

Stock Market and Equity Capital
Be that as it may, the break in

September, 1946, did not have and
build .a judgment is scanty, at could not have the' disruptive ef¬

fect which characterized similar
.urns in bygone days. For one
iLing, the credit volume involvea
in margin speculation has been
comparatively small and has
dwindled since to . almost neglig-
me propjiLions. Consequently,
o catastrophic liquidation occur¬
red, or is threatening; :.
Even so, the continued weakness

of the stock market should be of
significance to the inflationary
process itself. As costs and prices
keep rising, the demand for capi¬
tal for all types of purposes in¬
creases, too. The lack of absorb-
tive capacity for equity securities,
including preferred stocks, diverts
the capital demand into other
channels which might beeome
strained. Bond issues and bank
loans take the place of equity
issues, at the risk of qverr-burden-
mg both fields of credit supply
and making it increasingly ;difli¬
mit to provide the capital, neces¬
sary for expansion and replace-

* nent. Should the situation last
for some time longer, serious fi¬
nancial complications might arise
Increasing the bonded indebted¬
ness of corporations out of pro¬
portion to their equity capital may
impair their financial status. Even
more "unsound" should be a con¬
tinued expansion of bank loans
without a proportionate rise in the
ownership equity of the debtors.
The banks may run up against
such "golden rules" of their own
as the 1:1 ratio between net worth
and borrowed capital of the
debtor, or a 4:1 ratio between net
worth and short-term debt, etc.
As to term-loans, the banks are

becoming increasingly reluctant to
enlarge this kind of commitment.
The upshot of it all is that sooner
or later much of the growing capi¬
tal demand should be satisfied by
preferred and common stock iss¬
ues, or else remain unsatisfied.
Lasting weakness' oF.the stock,
market would, according to this
easoning, automatically stop the
credit flow, or reduce it greatly,
thereby compressing the volume
of construction and related activi¬
ties and breaking the backbone of
the boom itself, •b... ;■ /vV.-.V'-'A'-'
A stock market languishing in

<he midst of an inflationary boom
of great magnitude is a remark¬
able anomaly, indeed. But it would
be even more remarkable if the
persistence of this condition would
stop the boom. It is far more
.likely (on logical grounds, any¬
way) that the continued inflation
should bring about a revival of
the market's spirits. We still are
at the stage at which the "men on
the street" (who populate the
Stock Exchange as well) firmly
ibelieve in the inherent virtues ot
the dollar. Did it not regain its
"ull purchasing power in barely
more than a decade after having
>ost more than one-half of it in
'he decade previous to 1920? " At
some point—if the inflationary
Full Employment is not aban¬
doned soon, as it is not likely to
he—this belief will be undermined
and a "flight from the dollar" will
ret in. Common stocks, being an
essential way .of hedging would
be affected accordingly. Sooner or
^ter they must become so "cheap''
as to attract widespread interest
In Pre meantime, the stock mar¬

ket's lack of abrerbhve capacity
rer could **ot stoo the boom. It
may slow if down somewhat—per-
hans. A few considerations should
suffice tr» elucidate the ooint:,
lhat an inflation can not be re¬
strained effectively, still less re-,

versed, bv the fact that fresh
equity capital is available o^ly on
severe terms, or not at all..^To be¬
gin with, the conservative "golden;
rules" .(if any) which supposedly
guide the banks' lending policies
in terms of ratios are far from
being immutable. They .are neither
generally accepted nor iri^yi^ay
°nforced bv suner.visory agencies/.

Far better established principles
have been abandoned before.. Re*:

member what, happened to. the,
"classical" capital: ratio., of the
banks themselves? As a matter of
'act, that allegedly time-honored
ratio beiween the banks' earning
assets 'and their proprietary capi¬
tal stood around 3:1 in the 1870's.
After World War I, the average
American bank's cap.ital ratio sank
to one-tenth or so of its earnings
assets. The 10:1 ratio then became

ccepted as the golden, if not the
holy, rule. Since the depression it
deteriorated gradually; the aver¬
age ratio is some 25:1 at present.
The supervisory agencies grudg¬
ingly accepted the facts of life (or
should they have precipitated a
new banking crisis?), and the
classical 10:1 figure scarcely ever
is discussed anymore in bank di¬
rectors' meetings.

Changing Financial Rules of
Thumb

,:/.New standards of lending policy
arise as the inflation progresses
What was "sound" principle under
normal circumstances become
obsolete in an inflation s tha
changes the financial outio.qk^
Ratios and similar. .guide posh;
simply disappear as new situations,
create new problems and bring
.'bout new adjustments. With ris
ing prices, notvpply . the demanc
or fresh capital grows, but ais<
•he.credit-worthiness of the
would-be -debtors. Even if the

ame credit margins are observed
more dollars can be loaned on the
same collateral. The pressure or
the banks in particular, to pro
vide the business community with
the necessary funds is bound te
overcome any resistance. But why
should they resist if more arte
more assets become credit-worthy
due to rising prices and the value
of the available collateral in¬
creases? The combination of ur

gency on the side of the Credit
demand with the urgency of the
profit motive on the side of the
institutions keeps the volume of
bank loans/5other than security
loans, expanding (presumably by
$9 billion in 1947). While the se¬

curity markets languish, bank
credit is channeled into "commer¬

cial, industrial, and agricultural"
loans, or "other" loans, or what
have you. Should the stock mar¬

ket recover* more credit will flow
under the heading of security
loans. In one form or another, the
total of bank credit keeps growing
—until and unless a deliberate

deflationary policy of the govern¬
ment calls a halt altogether. T;

Corporate Structures Under
Inflationary Fire ;

As a matter of fact, a continued
inflation is bound to revolutioniz<
the corporate financial structures
As it is, our perverted tax legisla¬
tion puts a premium on debt-capi¬
tal as against equity capital, in¬
terest charges being deductible
before taxes while dividends are

not. not even preferred dividends
(with limited exceptions). Now
then, comes the effect of the infla¬
tion. The longer it lasts, the great¬
er the incentive it offers to go
in debt—to borrow hard dollars
and repay in soft ones. Instead ol
it being financially sound to have
a comparatively large net worth
it becomes sound policy to gc

"through the looking glass" and to
increase the leverage by . more

borrowing. Obviously, all finan¬
cial .standards valid under stabk

monetary conditions or at times
of falling commodity prices art
reversed when commodity price:
keep rising. The fact that the stock
market is practically quarantined

against fresh financing become
almost irrelevant: under inflation

it is. more desirable from, -the

debtor's • own - point of view

■(sounder, if you please) to borrow

money that easily can be repaid, as

profits rise * and as money de¬

preciates in purchasing power

than to enlarqe the equity base
And borrow, the corporations can,
.since the inflation provides inves¬

tors, especially institutions, with,
ftihds which must find an outlet.r
Of course, all of this presup¬

poses that the rate at which money
can .be borrowed remains low: in
comparison ■•"• wirh the dividend
yield of stocks.. In other words,'
Cheap Money must last, which is '
another-, way of saying that the
Federal Reserve must support the
government bond market. Without
that support, bond yields would
skyrocket, and the inflation would.; •

come /to a deadly end. But that .,,

can be brought about only by po-;
iitical decLion the responsibility
for whicn no political party ? is-
likely to take in the as yet visible
future.

However, quite an amount of
equity financing, and a growing
volume of it witn progressing in-,
lation, will become unavoidable.,,
Therefore, one of two tnings is"
bound to develop: either the;
mountains come to Mohammed, or
vice versa.;; Jf the stock market
does not recover from its com¬

parative impotence and does- not
provide theyetiicle -for* equity, fi¬
nancing,! the corporations will not-
only have to borrow more but also
to rely Increasingly for fresh capi¬
tal on their own earnings. Al¬
ready, a somewhat lower than -

traditional percentage of net in- •

come is being paid hut ' in divi-;
dends. As profits .rise, the per-/
centages may be lowered further,
and in many cases even dividend
rates may be cut. That is the.
;hoice the stock investor will have
co make sooner or later: either to;
return the dividends he received
hrough buying more stock, or to
receive less in dividends.

Shelter flcqifisiltesr
Shields & Co., it was announced

Dec. 30, have placed with the New
York Life Insurance Co. and the
Massachusetts Mutual Life Insur¬
ance Co. $4,000,000 of Sheller
Manufacturing Co, 3%% sinking
fund notes due 1962 and also

placed privately 65,700 shares of
Sheller's $1 par " value common
stock. Together with $1,700,000
of newly issued 5% preferred
stock, proceeds from the sale of
the notes were used by Sheller
to finance the acquisition of all
of the outstanding capital stock
of Dryden Rubber Co. Dryden
produces an -extensive line of
molded and extruded mechanical
rubber : components, principally
for the automotive industry.
Sheller Manufacturing Co.' is a

leading manufacturer of steering
wheels for the automotive in¬

dustry,. accounting \ for approxi¬
mately 65% of the nation's steer¬
ing wheel output. The company
supplies all-of /the steering Wheel
requirements of such manufac¬
turers as Ford, Studebaker, Hud¬
son, Packard, Kaiser-Frazer, Wil¬
lys-Overland, Nash, White Motors
and Mack Truck, a substantial
part of the requirements of
Chrysler and some of the needs
of General.Motors. Other prod¬
ucts of Sheller include cork gas¬
kets, bottle crown caps, plated
die castings, radiator shutters and
screw machine products. >

M. M. Burgess, President of
Sheller Mfg., commenting on the
acquisition said, "It gives Sheller
further important diversification
of output and opeps to the com¬
bined companies opportunities to
benefit from -long standing cus¬
tomer relationships." On the basis
of 1947 operations, he stated that
the ;, acquisition would increase
Sheller's sales from approximate¬
ly $14,000,000 to more than $25,-
000,000; and earnings from $2.60
per share of stock previously out¬
standing to an estimated $4.60 per
sjiare on the new. capitalization,,
after interest requirements.

James j. Murray Dies
James J. Murray, a bond trader

connected with Asiel .& Co., New
York City, died of pneumonia at
the age of 51.'
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' - (Continued from page 2) iy.A;
determining the how, why and
where of ' the present ;boom. In
this sense -new; high records or
estimates of business ahead may
actually be misleading. It is first
of all the quality and character of
the business situation that merits
the attention of the economist and
statistician. Is the situation sound
or unsound, and out of the pres¬
ent, situation what is likely to
emerge?

Most Likel£ Economic
Developments

I shall discuss what seem to
me the most l.kely major eco¬
nomic developments of 1948, bear¬
ing in mind particularly their
quality or dynamics which in the
last analysis will give the year its
real flavor.'
The first proposition I would

make is that the current upswing
in consumers' non-durable goods
production will not last through
the year. The present improve¬
ment in production of consumers'
non-durable goods, accompanied
by higher prices and by renewed
inventory accumulation and rising
forward commitments, is being
abetted and accelerated by the
fear of inflation and, in no small
part, by official warnings from
Washington. On the demand side
the cashing of terminal bonds and
bonuses is causing a temporary
artificial stimulus which adds to
the speculative buying wave by
manufacturers and retailers. The
price increases of manufactured
soft goods scheduled for spring,
coming on top of food prices that
will likely continue to rise, will
probably mean within six to nine
months a duplication of the situ¬
ation late in 1946 and early- in
1947, except in a more severe

form. More consumers will, be
priced out of the market, inven¬
tories of soft goods will again be¬
come a burden and another period
of unsettlement in soft goods in¬
dustries may begin some time in
the summer or fall of 1948.
A further rise in the cost of liv¬

ing will accentuate the present
distortion between incomes and

prices and will aggravate the
problem of inflation controls.
With the present relatively con¬
servative Congress it is unlikely
that any effective steps will be
taken to stop or reverse the in¬
flationary trends. It is more

likely that the rapidly developing
distortions and economic malad¬

justments will finally cause defla¬
tionary forces to gain dominance.
A further rise in the cost of liv¬

ing will also supply the labor
unions with additional ammuni¬
tion for wage demands which are

likely to be granted in the light
of the excellent current corporate
earnings in most industries.

Consumers' Durable Goods

Activity /

My second proposition is that
consumers' durable goods indus-

. tries will continue extremely ac¬
tive through most of the year, if
not the entire year, but that no
rise of importance is likely to
occur from the present level of
consumers' durable goods produc¬
tion. We are probably close to
the peak rate of output in these
industries because of availability
of labor and raw material sup¬

plies. Substantial inroads will be
: made in the deferred demand for
i many of the products of these in¬
dustries,still in short supply, such
as refrigerators; washing machines
and automobiles. ; This will be
more true when price increases
take place.
; My third proposition is that in¬
vestment by industry in durable

} equipment will reach a peak and
begin to decline ;during 1948.
Many companies have already
passed the peak of their plant
and equipment expenditures
and many more will during
the coming year. Orders for
machinery and equipment are

below •v"sMpmen ts and unfilled
orders are declining.' The present
unfavorable trend in the prices of
Donds and preferred stocks is hav¬
ing a dampening effect upon the
long range expansion plans of
3ome companies. The large rise
Lp prices and in the volume of
Dusiness resulting in higher pay¬
rolls, receivables and inventories
.s impinging on the working cap-
tal pos tion of other companies;
eading them to take a more con-

:ervative viewpoint towards fur-
her substantial long-range com-
ritments for plant and equipment.
The abnormal trend, in many cor-
lorations, of lower profit margins
vith an expanding dollar volume
>f business has serious long-range
mplications for future profit
r.argins under more normal ccn-
1

t'^ons. All these elements are

ikely to become more rather than
ess important during 1948 and
nay well mean that capital in¬
vestments by industry in durable
equipment will be at a lower rate
\ year from now than they are
it the present time.
My fourth proposition is that

private construction will be great¬
er next year than in 1947.^ This
wRl result largely from a greater
dollar volume of residential, com¬
mercial, utility and public and
semi-public construction, and it
will occur desoite some decline in
industrial construction. The total
dollar volume of new construc¬

tion, however, will not be up
much. The construction indus¬
tries are handicapped principally
by the serious increases in cost
which is a real hazard inherent in

making long-range commitments.
My fifth proposition is that our

net investments abroad, including
net exports of merchandise and
capital, will be no greater than
in 1947 and may be less.
The Marshall Plan will be scaled

down substantially by Congress
and the difficulties of spending
'luge sums, apart from expendi¬
tures for bulk commodities such
is foodstuffs and coal, are con¬

siderable. It will be some months
before the actual flow of goods
will begin. To keep our net in¬
vestments abroad at the 1947 level
will be a remarkable achieve-
nent.

No Reduction in Government
Spending

My; sixth proposition is that
government spending for goods
and services will be as high in
1948 as in 1947. Government pay¬
rolls are likely to be as high, if
not higher. Expenditures for our
peacetime military establishment
and for our obligations abroad are

likely to increase rather than to

decline, particularly because the
political situation in Europe will
continue tense. This may lead to
ncreased military expenditures at
home and, moreover, we are going
to take over a large part of the
cost of the occupation of Germany.
The net result of all this is that

in 1948 we are likely to deal in a

great many more dollars, on an
over-all basis but there will be

little, if any, increase in the unit
or physical volume of production:
that we may start another period
of retrenchment in the soft goods
ndustries in the last half of the
year, whwh may come at a time
when capital exnenditures by in¬
dustry for durable equipment are
declining and which therefore
may have greater repercussions
than was the case in 1947; and
that this combination of circum¬
stances, if accompanied by good
crop conditions here and abroad,
could mark a real turning point
in the price level. ;

It is clear that we are at pres¬
ent under the influence of some

powerful economic factors of

transitory character—the huge re-
equipment of American industry,
the concentrated deferred demand
for consumers' goods, particularly
cohsumers^diit&ble goods, and,be¬
guiling, in 1948, the stimulus of
spending trndemft'S Marshall Plan

which we hope will also be";tem¬
porary. It is also clear that the
boom will be supported to an in-
creas ng extent by rapid credit
expansion — to the consumer

through increased consumer credit
and mortgage loans, to industry
through commercial loans or

long-term serial notes, and to our
friends abroad through govern¬
ment loans under the Marshall
Plan. ' ' v"

This credit expansion in 1948
may be rapid enough to further
strengthen interest rates even

though they will continue low on
the basis of past history. The re¬
sult will be that the pr ices- of
high-grade fixed-income bearing
securities may continue to decline
at least for a time. The effort tc
hold long-term governments at
par or above under the circum¬
stances may prove a difficult task..
Even a further small rise in inter¬
est rates on an absolute basis will
make a substantial difference in
the prices of many low-yielding
sen'or securities which were is¬
sued during the last two years.

This- picture of 1948 suggests
that economic quantities will be
large in dollar terms, but that
the quality of economic develop¬
ments will not be of the best. It
also suggests that the coming year
w.ll have its full share of impor¬
tant economic and political devel¬
opments. Our economy is being
supported to an increasing extent
through expansion of the dollar
output of consumers' goods and
services while capital formation
is not expanding. To keep going
at the present or at a higher rate
our economy has to be supported
by an expanding rate of capital
formation, principally through in¬
creased capital investments in
olant and eauipment by industry.
The needs for additional invest¬

ments will become, smaller and
the funds to finance further ex¬

pansion more difficult and more

expensive to obtain. If capital
formation does not increase fur¬

ther or actually declines, the ex-
oansion in dollar output of con¬
sumers' goods and services is
limited in both extent and in
time.

In conclusmn, may I add two
final propositions. " The first
which I believe on a statistica1
basis ought to please approxi¬
mately one-half of you;; is that
there is at least a 50-50 chance
that Truman will be re-elected in
1948. The second, which I know
will please all of you, is that the
budget surplus in the first six
months of 1948 will be so huge
that reductions in individual in¬
come tax rates will virtually be
forced on Congress and the Ad¬
ministration.

Bond Club of Buffalo
Elects Rochester Pres.
BUFFALO, N. Y. — The Bond

Club of Buffalo elected DeLancey
Rochester, Jr., DeLancey Roches¬
ter Company, President. Other of¬
ficers elected were W. Morgan
Kendall, Vietor, Common & Co.,
Vice-P resident; Herbert C.

Stearns, Schoellkopf, Hutton &

Pomeroy, Inc., Secretary, and
Clarence H. Littell, Jr., Trubee,
Collins & Co., Treasurer. :New
directors' ;are Homer Browning,
Marine Trust Company; Robert
W. Forrest, Forrest, Hammil &

Co.; Mr. Littell; Frank L. Marshall,
First Boston Corp.; and Charles L.

Staples, Halsey, Stuart & Co.

Wasteful Act of War
(Continued from first page)

With King Merritt & Co.
(Special to The Financial Chronicle)

LOS ANGELES, CALIF. —

Eugene T. Turley has become
connected with King Merritt &

Co., Chamber of Commerce Build¬

ing.

training men, even for ambu¬
lance i ddty, nursing, firefight-
ing, or first aid, will assist us
much in case of an atomic raid?
In Hiroshima the men trained for
this purpose could not function;
they were killed. The complete
disorganization produced by a
surprise atomic attack means that
no form of preparation can be of
more than accidental advantage
Can universal military training

prevent a war? The notion that
large military forces preserve you
from attack is as old as mankind
It is like the notion that wars will
stop because they are so horrible
The fact is that large military
forces merely stimulate other ra¬
tions to build up their military
forces. They suggest to the war¬

mongers and jingoes in other
countries that you are out to
dominate the world and that every
country must arm against you.
And for this country to talk about
universal military training is the
acme of provocation, for this
country now possesses the exclu¬
sive monopoly of the mpst deadly
weapon in history and has greater
productive power than all the rest
of the world put together. If this
country, so equipped, has to have
military training, what does it
have to have it for? No other na¬

tion will believe that it has to
have to protect it from attack. It
must therefore want to have it in
order to attack somebody itself.
Universal military training in the
United States is an act of war.

Rediculous and Wasteful
Act of War

; It is a ridiculous and wasteful
act of war. It cannot protect us. It
will inflame 'other nations against
us. It will weaken us, for it will
waste our resources and the time
which our young men should be
giving to more profitable under¬
takings. And since other nations
know that universal military
training is a military absurdity in
the United States in the atomic

age, they will not be deterred
from attacking us because we

have such training. If they are
bent on attacking us, they will at¬
tack us whether we have uni¬
versal military training or not; for
they know;';that.large masses of
men cannot threaten a country
which has* the atomic bomb; and
they know that large masses of
men cannot defend any country
against the atomic bomb. Large
masses Of men are now irrelevant.

Not an Educational Program

So much for the military aspects
of universal military training. The
program is so weak as a military
program that it has been thought
necessary to bolster it up by call¬
ing it an educational program as
well. It is even suggested that it
will have splendid effects upon
the morals of the young. As to
this I can say only that it would
never occur to me, after two years
as a private in the army, to at-,
tempt to improve the character of
my son by putting him in the care
of a marine sergeant. Education,
it would seem, can best be con¬
ducted in institutions established
for the purpose by persons who
have dedicated their lives to the
cause. ' The army can train men
to be soldiers, just as engineering
plants ' can * , train ;- men to - be
mechanics, v Neither armies nor

engineering plants can educate
men to be men.

If I understand the proposal
correctly—and I may not, for I
have not had a chance to read the

188,000 words of the report—it in¬
volves discriminatory provisions
like those which afflicted the

Army Enlisted Reserve Corps of
unhallowed memory. Apparently

boys who can afford to go to uni¬
versities, at least to those which

have Reserve Officers Training
Corps, will not be required to
spend the last six months under¬
going the trials and hardships of
army life. They will be privileged *
to enter the university, and there
spend a few hours a week in
polite military maneuvers, while
their less fortunate brethren re¬

main under the supervision of the
armed forces.
The primary requisite for enter¬

ing upon the higher learning in.
America is money. Those who
have the money can go to the uni¬
versity. Those who have not can¬
not. Therefore this proposal — if
I understand it correctly — is a

proposal to give six months' mili-
tary training to those who have
money and 12 months' to those
who have not.

U. S. Not in Danger of Attack

The whole plan reflects that-
American attitude toward educa- r
tion. Only a country which re- ,

garded education as unimportant
could seriously consider such a

scheme, unless, of course, it was ,

in imminent danger of attack and
felt it necessary to keep its full
manpower under constant rriobil- ;
ization. The United States is not
in imminent danger of attack. It v

is the most powerful nation on ;
earth. If it were in imminent dan¬

ger of attack, or if it were the
weakest nation on earth, universal
military training could not assist
it. But I venture to predict that
little objection will be raised to
the proposal on the basis of its ,

most serious defect, and that is its
interference with the educational

opportunities of the young. The
reasonv,why ..little objection will
be raised on this score is that we
do not regard such opportunities
as of much significance. They are

nice, but they are not necessary.
And they may not adequately ful¬
fill the parent's dream, which is
to have his son taken off his hands
and taught the things he should
be taught at home, such as punc¬
tuality, neatness, discipline, and
good order. These, the American
parent will say, will be drilled^
into my son in the army. I do not
want to take the trouble to teach-
them to him myself. He may not:
learn them at. college. I am for;
universal military training.

■ I will not here discuss questions
of etiquette, for they do not seem
to me of much importance one

way or another. But certainly if
we are talking about character the
place -to develop it is anywhere
but the army. By character we
mean the moral habits of a man.

Habits are formed by acts. But
those acts, if they are to have any
significance, in a democratic coun¬
try must be the result of free and
independent choice. The army is
distinguished by absence of
choice. The soldier is told what to
do, and he soon learns not to da
anything he is not told to do. Only
if we want a race of men who will
do what they are told and will
not do anything they are not told
should we look to universal mili¬
tary training to build character.

Joins Buckley Bros. Staff
(Special to The Financial Chronicle) -■{

LOS ANGELES, CALIF.—Sam¬
uel S. Isenberg, Jr. has become
associated with Buckley Brothers;

530 West Sixth Street. He was

previously with Edward J. Bour-
beau & Co. ■' ; '• .

With Capital Securities
(Special to The Financial Chronicle)

OAKLAND, CALIF.— Richard
W. Marland and Ralph M. Wat-?

son have become affiliated with

Capital Securities Co., 203ft
Broadway.

: J*\
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Economics Collides with Ethics
(Continued from page 4)

current experience and the im¬
mediate wisdom we draw from it
so painfully? ,

New Deal Relating Ethics
to Economics

Economics thus has difficulty in
preserving its scientific status.
Some practitioners of this quasi-
science have apparently given up
all hope of its being a science and
have related it closely to ethics.
Particularly in the period of the
New Deal, the assumption ap¬
pears to have been made by the
practitioners who were most
listened to at the time, that so¬

ciety had the ability to control
the great mass of individual be¬
havior and direct it toward
ethical ends, leaving only a rem¬
nant of scientific theory to pick
up the loose ends of the situation
which was being considered.
Examples of which were to be

found in the extremes of the pur¬

chasing power theory which in¬
volved the raising of wages be¬
yond previous experience and
the redistribution of wealth by
taxation. It was expected; - that
the resulting low profits would
lead to a strong endeavor to in¬
crease them by high volume pro¬
duction based on tha high pur¬

chasing power. This did not work.
It discouraged much ■ marginal
production whose contribution
was needed for the total volume.
It provided no inducement for
capital to increase and improve
facilities, as was needed for ex¬
panding output, and in general it
discouraged enterprise r a th e r

tfyan encouraging it.
. uligh ethical motives guided the
prevailing economists of this peri¬
od! But economic rather than
ethical influence prevailed and
this incursion of ethics into eco¬

nomics did not turn out too well.

On the other hand, as I propose
to explain, it seems to me that
pure economics of the laissez-
faire type, devoid of ethical con¬
siderations, is not getting along
too well at the present time nor
does it show any signs of getting
on any better in the near or distant
future. Ethics and economics are

in the position of shouting and
throwing stones at each other. It
looks as though something needs
to be done to get them to work
together instead of contending
one with the other. "We have, in
fact, entered a period in which
laissez-faire is obviously break¬
ing down for reasons which are
new, and which demand our seri¬
ous attention. To bring your con¬
sideration to these matters is the

purpose of this talk.

Social Objectives Ethical

As we face the problems in
view for the present and coming
months, it is possible to make a
statement of our present social
objectives. These objectives may
be conceived of as being ethical
in their nature. We are most con¬

cerned with two of these objec¬
tives. The first is the avoidance
of inflation. The second is the
maintenance and improvement of
the general standard of living in
this- country, which includes the
purposes of continuing high em¬
ployment, increasing production,
and providing a fair and reason¬
able distribution of the products
of production.
* It is our purpose to avoid in-
flation because it results in seri¬
ous injustices. Those who are
living on their savings in whole
or in part are particularly af¬
fected. Those savings have less
and less value as inflation pro¬
ceeds. Likewise handicapped are

those who are dependent on pen¬

sions or other forms of retire¬
ment funds or payments.

It is becoming apparent that a
considerable group of those liv¬
ing on current wages are likewise
being left behind as the wages of
others in the working group rise
higher and higher as the average

of wages increases.. While the
wage adjustments made previous
uo VJ Day tended to raise the
evel of the lower earning group
with reference to the whole, there
jeems reason to believe that no

onger to be the case. The suc¬
cessful demands for higher wages
ire more generally pressed and
iained by those already in the
group of the better paid.

Structure of Inflation

The structure of inflation is
simple. Our enormous store of
money and bank credit available
;or purchases, applied against a
learly stationary rate of produc¬
tion and distribution, offers op¬

portunity and pressure for prices
mounting up proportionately to
the limit of the division of that
production into the available pur¬
chasing power. This sets the ceil¬
ing on inflation.
That ceiling can be lowered by

reducing purchasing power or by
increasing production. I share
with businessmen and bankers
generally the doubts as to whether
the use of monetary means for
reducing purchasing power can
safely be applied. Have we any
experience to indicate that it has
been applied historically without
resulting in a rather severe re¬
duction in employment and pro¬
duction? This interferes with our
second objective which is the
maintenance of employment, the
expansion of production and the
increase of purchasing power.
It seems probable that reduc¬

tion of our money supply by fiscal
means safer than by monetary
remedies. The maintenance for
a considerable period of high re¬

ceipts from federal taxation and
the careful and resolute trimming
of governmental expenditure will
result in continuing high budget
surpluses. To the extent that
these can Be applied to the re¬
duction of the bank-held govern¬
ment securities, to that extent can
our swollen money supply be
most safely reduced.
Some tax reduction is indicated.

It should take forms which give
relief to the classes most serious¬
ly handicapped by inflation. These
must likewise be carefully worked
out plans for such tax reduction
as will specifically, rather than
loosely, apply to funds which go
into capital expenditures and thus
increase production. These seem
to be the safe ways to lower the
ceiling.
It is doubtful, however, whether

inflation has actually hit that
ceiling. Is there not a mechanism
of inflation working under that
ceiling and tending to push prices
up to. it? That mechanism would
be the wage-cost-price spiral now
at work, and with another revolu¬
tion of its machinery already be¬
ing arranged for. We have to con¬
sider both parts of the problem,
that is, lowering the ceiling and
arresting or slowing up the mecha¬
nism. Since the mechanism makes
its own contribution to the money

supply by expanding credit, we
have a double interest in putting
brakes on the soaring spiral.
What can be shown, I believe,

is that the slowing up of this
spiral under conditions of high
employment necessitates what we
have been accustomed to think of
as ethical considerations, besides
those which we are accustomed to
think ' of as purely economic;
Where do the ethical consider¬
ations come into the wage earn¬
ers' area of action?

Relation Between Full - Employ¬
ment and Inflation

There is a quite evident rela¬
tionship between full employment
and inflation. Without discussing
at this time the question as to
which comes first—wage advances
or price advances—it is quite
clear that with full employment
and heavy purchasing power the
ordinary limits on both wage ad¬
vances and price advances dis¬
appear. , If the worker can leave

one job without doubt in his mind
as to whether he can get another,
ne will be much more confident
and persistent in making wage
demands than he will be other¬
wise. If the manufacturer finds
himself in a seller's market, the
ordinary restraints on raising the
price of his product disappear.
This describes in simple terms
the malady we are suffering from
today. •< / . 1
'w nether the initial impetus

comes from high wages or high
prices, they react on each other
with deadly precision. High wages
increase costs and power. The in¬
creased costs are reflected in in¬
creased prices, which find the
high purchasing power available
to move into consumption and en¬

joyment the goods and services
produced. Finding that this re¬
sults in no net increase in con¬

sumption, the desire for high
wages again expresses itself
through another profitless revo¬
lution of the machinery of infla¬
tion. ■"
It should be sufficiently clear

that no actual improvement in
consumption is possible without
an increase in production. With¬
out that increase, a rise in wages
or profits simply makes the goods
produced cost more. There is, of
course, on the part of organized
labor a feeling that profits can be
dipped into and thus shared in
equitably, but there are limits to
this process. It is generally con¬
sidered that a net profit of around
$17% bililon resulted from our
present annual production rate of
$2Q0 bililon. This means less than
9% of the total. The wage in¬
crease being asked, if obtained
by all those engaged in produc¬
tive work, would go far beyond
this maximum of 9% available for
distribution.

Inequitable Wage Advances
What is happening! of course,

is that a temporary advantage at
the expense of the rest of thg
workers goes to those. organized'
groups which get the first ad¬
vances in a new round of in¬
creases. This they gain "at'the ex¬

pense of other groups who are
slower in' making and gaining
their demands. They have to hur¬
ry to catch up. Some groups
never catch up. This considerable
body of those left behind is grow¬
ing and constitutes our most seri¬
ous internal social problem at the
present time. - .

It is clear that the existence of
a body of unemployed would slow
up this inflationary process. We
are not satified to have that body
of unemployed. We must find
some other way to avoid infla¬
tion. How can we do it?
I regret that I can see no simple

or easy way. In fact, the only
way is a hard way. That hard
way is a matter of self-discipline
for organized labor and for busi¬
ness management. It involves
first the understanding of the
simple truth that we consume and
enjoy only what we produce and
that there is no use trying to raise
the standard of living by raising
wages and profits if, in the pro¬
cess, we do not produce more. Yet
it remains true that p&wqrful.aad
enterprising unions can.t^aporai^
ily at least gain an& advantage
over their fellows^ who are un¬

organized or are members of
weaker organizations; The high
wage group can demand and get
still higher wages. This is good
laissez-faire doctrine: ;They can
only do so in most cases by raising
the cost of their product to their
fellows who are left behind and
get no corresponding increase in
purchasing power. The successful
group has climbed up on the bare
backs of the submerged group.
This is good laissez-faire, but it is
bad ethics.

Ethical Considerations in Business

Now, what about business? This
group has also to weigh ethical
considerations against the "strictly

business" point of view in which
the businessman has been edu¬
cated to believe as the social law
and gospel. He must resist the
easy balloon-like float into the
upper reaches of inflation b>
proper action as to wages anc.
profits. .

■ 1 We were enjoying c a respite
from the advancing spiral during
the last winter and spring. Wages
and prices were in.an uneasy bal¬
ance. The -cost-of-living curve
had flattened out and there was

expectation of a decline. It was
true that prices were not in line
with each other and needed re¬

adjustment. Likewise, wages in
different occupations were out oi
line with each other and needed
readjustment. As experience
shows, only in a real depression
can that be done by any othei
means than by leveling upward
Profits of the great majority oi
the business firms who publish
their own reports were unusually
large for peacetime. This gave
promise of making an easy under¬
taking of the needed . price anc
wage adjustments.; The only in¬
tractable factor in sight was the
cost of food, and with good har¬
vests this was expected to level
off, if not decrease. The whole
outlook was hopeful.
In the early summer two dis¬

asters changed this hopeful pic¬
ture. The first was the heavy
rains and resulting floods which
prevented planting corn and other
grain crops at the proper season.
This was particularly unfortunate
so far as the feed grains were con¬
cerned. They enter into the pro¬
duction of almost every food
except fish, fruit and vegetables.
Their abundance or scarcity is a

determining factor in the supply
and price of meat, milk,A butter,
cheese, poultry and eggs. There
might still be sufficient supply at
moderate cost were it not for our
large foreign commitments for
feeding Europe — commitments
dictate^ by both political and
humanitarian considerations. As"
it is, the^ne^r ; prospect for any
decrease in th£ food element of
living costs is something less than
dubious. It Is disheartening.

The John Lewis Calamity

The second . calamity was the
history of John LeWis in his nego¬
tiations with the United States
Steel Corporation and the North¬
ern mine operators, and the price
increases in steel which followed
I call this a calamity because it
will surely prove to be one unless
the lessons it teaches are quickly
learned and acted upon.

The incident presents the type
situation, in an exaggerated form,
of the difficulty of avoiding infla¬
tion under conditions of full em¬

ployment. In a key industry on
which the whole industrial econ¬
omy of the country is dependent,
record-breaking demands as to
wage and benefit payments were
made. With little public appear¬

ance of resistance, terms were ac¬

cepted which amount to an in¬
creased cost in wages and benefits
pL,44 cents per portal to portal
hour.v For each hour spent at the
working face the increased cost is
Still;greater by an indeterminate
amount, depending on local con-
,ditibns..r.;>.--;:-.':-AH::i"-- i;.!
xvhi. late July, shortly after the

settlement, the United States
•Steel Corporation announced sub¬
stantial increases in the price of
steel. These were followed in.due
course, by increases in automobile,
prices and electrical appliances.
Industry officials? made clear in
announcing • the/advances > in prices
that they were due to increased
costs during the first six months
of the year and did not reflect the
boost in the miners' pay. There¬
fore, are we to expect a further
round of price increases as a re¬
sult of the wage cycle that the
coal settlement precipitated?

Full Employment Ends in
Inflation

If we are right in our conviction
that full employment tends to end
in inflation, and'5 if' the successful

;'O'fH'J'J 1 ! •' W f.J;. fcu'jni

Lewis campaign is a large scale "
example of the working of this
fateful economic tendency, then
the parties to the negotiations
failed wittingly or unwittingly, in
their duty to the nation.' 1 :
As I said in a U. S. Chamber of

Commerce meeting last; Septem-
ber: V'*:■
"The industry might have fought !

vigorously for less extreme terms. '
Better yet, it might have discussed !
the matter with John Lewis on ;
broad grounds of public policy, '
affecting miners' interests as well *
as those of their employers. In '
default of obtaining moie leason-
able terms by these means, the
problem might have been brought
before the bar of public opinion,
so that its true nature as a ques¬

tion of public policy was revealed.
It could have been submitted to •

arbitration. ; :
"None of these courses was pur- "r

sued. A complete surrender on

major points was accomplished.
"Having surrendered, the United

States Steel Corporation raised its *

prices, as I have already stated, ,

announcing that the increase was *
not connected with the coal settle- :

ment. This left the way clear for .

a further boost in thevprice of ;
steel later on the basis of the in¬
creased cost of coal. Should the
corporation have raised the!
prices? Prices should cover costs,
including a normal profit rate, but ,

in the public interest they should .

not be increased at this particular ;
time to include excessive profits .

or excessive depreciation. Full r

employment and stability are.
promoted by a high-wage, low- .

profit per unit economy. To im--
plement full employment, the rate
of depreciation smd the rate of.
business profits need to be!
brought into relation with the re- i-
quirements of? continuing equili¬
brium in a dynamic society. This
means a low-pricing policy.
"Now it is dangerous for an out- •

sider to pass judgment on thei
wisdom of these price rises.,; I,.;
myself, hesitate to do so. There
were without doubt inequalities in*
pricing left over from OPA con-)
trols. But I do know that the*
business which makes a price rise.;
at this time is shovelling fuel onto
the fires of inflation.. Price-set-!
ting, as well as wage setting, has?;
become a public responsibility for !
our major industries." /

Like the Munich Pact ;

"It is possible to draw an omi-;
nous parallel between this econ~w
nomic event of 1947 and a certain
political event, of 1938—between
the coal settlement and the '
Munich Pact with the Nazis. In
both cases peace seemed to be of
such supreme importance that al¬
most everything else was sacri-;
ficed for it. If the peril of
inflation under full employment is .

as alarming as it seems to be, the.
parallel holds. Peace has been
purchased, but at too high a price
to be repeated. It has been pur¬
chased at the price of mounting
and uncontrolled inflation which
in the past has always ended in a
precipitate and correspondingly
deep depression. Such a depres¬
sion would be a sad end of our
hopes for maintained high em¬
ployment, production and con¬
sumption. vr;)7--j.';!: '".V!:':X

; "Let us take another look at
Munich; The appeasement and its
immediately foliowin g events
seemed like , a great victory for
Germany. But where are the
Germans now? They suffered the
worst ; fate"[of all. ;; This Lewis
appeasement cannot in the long
run produce any benefits to the
miners, if our analysis is correct!
Some of them at least, suspect this.
The Associated . Press in 'The
Washington Post' for July 9 re¬
ports one miner, soberly returning
to work, as saying; 'I hope these
wage raises don't go out the win!
dow in the higher cost of pork
chops. It's the best contract we
ever had, but it's likely to hit us
right in the breadbasket'."
There is yet another link in the

> mechanism of inflation where
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automatic operating economic
forces need, to be tempered by
ethical judgment.

. The demands for higher wages
are supported by increasing living
costs. Increasing living costs are
almost entirely produced by in¬
creasing food costs. Most of the
food costs are under control as

compared with the cost of meat.
The law of supply and demand
rather than any profiteering all
the way from the stock yards to
the consumer is what is setting the
price of meat. In a way, there¬
fore, the whole problem of infla¬
tion focuses down onto this one

food. Unless we can reduce ef¬
fective demand by voluntary ra¬

tioning, I have come to the reluc¬
tant conclusion that we will have
to institute statutory rationing in
this one food product.
Price control will not be needed;

The law of supply and demand
will take care of price if we can
control effective demand at the
consumer level by rationing. Fur¬
thermore, rationing will more

equitably distribute the available
supply. That- great body of con¬
sumers who are being left behind
in the inflationary race for higher
incomes will have access to a reg¬
ulated supply of lower-priced
meat under rationing. This is de¬
nied to them now.

It must come as something of a
shock to realize that we are right
how reaching the limitations of
food production in this country so
far as the important staples are
concerned. It is the European
emergency which has brought us
to this realization. When we have
a requirement for European relief
Of one-third of an unprecedented
and probably unrepeatable wheat
crop of 1,400,000,000 bushels, and
When this requirement comes on

top of full employment with an

unprecedented domestic demand
on food production of types allied
to grain production, we suddenly
find ourselves bumping the ceiling
of this country's resources.sp/n.*.* t;
; In large measure, the domestic
market resulting from full em¬

ployment is the thing that needs
looking at. It has demanded a

meat production per capita for
which we have to go back to the
year 1909 to find any precedent,
fn that year, the population of our

, country was only about 91,922,266.
Today, "that population is about
,.142,000,000. The range acreage
and the feed-grain acreage now no

longer exist to produce a higher
"per capita consumption with olir
increased population. \'c \~±-

Danger of a New "Dust Bowl"

f For one thing, ; the world de¬
mand for wheat has been so great
that we have again ploughed far
into range, lands which should
have been left in grass. We are

again preparing for a dust bowl.
:In so doing, the best range lands
.^are being reduced and our capac¬
ity. to produce meat animals is
correspondingly diminished,. ; ; •

j. The desire for a given amount
pf - nourishment from meat: as

compared With demand, for the
same nourishment from grain is a
serious drain on grain supplies. It
means that for the same amount
rof calories we have to use from,
three to ten times as much grain
forjmeat~as: for -direct1rcdrisuffip^
lion. :'\t ' V"'>
*

- Now, so far. as food is con¬

cerned, the desire for a higher
.standard of living expresses >it-
■self principally in : a -desire
'for more and better meat. On
this we have reached the limit.
That limit was lowered, it is true,
by the failure of the corn harvest,

: hut the unprecedented wheat har¬
vest helped to maintain it. .-We
•have no right to expect as good
grain harvests again next year or
fhe .year after, or more than ex¬

ceptionally. in the years to come.
.We have reached the limit on do¬
mestic production and consump¬
tion and must find some way of
.adjusting ourselves to that un¬

pleasant fact. A. -

u Permanent adjustment will
come as the income of the de¬

pressed groups is adjusted up¬

ward, as they may be if the mov¬

ing spiral of inflation is arrested.
Then meat price can safely be left
to find its natural level and all
elements of society will find the
supply more equitably adjusted.
V But meanwhile 'governmental*
intervention threatens one of our
few remaining free markets—that
for livestock. Why should the
stock raiser and feeder be denied
the privilege of free markets? It
is because he, too, as well as busi¬
ness and labor, must make his
contribution to the public good!
For the public good his prices

must not be allowed to sink below
the level which will bring out
high production, If set at or near
this level there is room for con¬

siderable reduction in meat cost,
nigh production is assured, anc.
the farmers on range and feed lot
get a good return for their invest¬
ment and effort. That it would
re less than at present is a meas¬

ure of the sacrifice which they
:an put alongside that of business
and labor in the joint effort to
arrest inflation and lessen the per¬
sonal hardships which inflation
entails. .

Actions for Arresting Inflation
Let us sum up these actions nec¬

essary for arresting inflation while
maintaining employment, produc¬
tion and consumption. Not all the
helpful actions are listed—only
those having an ethical content.
Policies of government, labor and
business are concerned. ;.
As to lowering the inflationary

ceiling, we have discussed a fiscal
policy which would not ordinarily
be considered a political asset for
the party proposing it. The tax
proposals made have little evident
political appeal. ' '
As to arresting the machinery

of inflation which operates below
the ceiling we are suggesting that
government contribute to slowing
down the rise in living cost by
rationing the largest factor—meatt
This would rum counter to the
immediate self-interest of stock
raisers and feeders - and would
have to be sold to them on ethical
grounds.
Business is asked to contribute

by withholding further price ad¬
vances, particularly v in - products
which affect the cost of living. It
would be better yet to have some

price lowering here and thefS^
This need comes at a time when
business profits on the whole have
been as high as they have ever
been in our peacetime history. In
some casesi7 the price • cut could
not be large, particularly where
these' 'high " profits are made by
small margins on rapid turnover,
but it should be made as a token-
that the serious dangers which ahe*
arising from unarrested inflation
are appreciated.Vi,. , • -1
With governmertt-(at some ex¬

pense to stock raisers and feeders)
and business taking* action- Which
should arrest the rise in the'cost
of living, public opiniotov&illvbe
so strong on the side of stability
that the threatened wage increases
would not be pressed to a conclu-t
sion. We would then be in at
least as good aA position as we
were last spring before the coal
'minors' agreement set us off anew
oh the inflationary climb.
Of those asked to make sacrifice

of immediate interest for the long-
range common good, it is probably
that the 'businessmen will protest
most Vigorously;. An example of
this is to be found in<-;an article
in the Business Section of the
New York "Times" of Sunday,
Dec. 21. Mr. Hartley W. Barclay
in that issue writes an article en¬

titled,'"New Law Termed Spur^td
InflationReference "-is *h£ft£
made to the anti-mflation^l^is^
lationt passed- in the ' session of
Congress just completed.* Leavmgfhd
that question aside, the article*'
does indicate that some corpora^
tion's spokesman "Feared the bill-
would eventually result in 'platt¬
ing the blame solely upon indus4-*'
try.' They said this legislation^
assumes that /business executives^
hay,e.some special ability to'keep*
prices down regardless of condi-

tions of supply and demand, wages
and raw materials costs and
taxes."

They do have this ability within
the limits of their profit margins.
This ability has been shown by
the action of the automobile
builders in not raising their prices
to the economic level. In an age
of large, nationwide apd com¬

manding industrial units, othei
corporations can do the same.

They must do the same as a part
of their contribution to holding
the cost of living in check and
through this means arresting the
present inflationary movement.
What are these ethical questions

anyway, with reference to which
it is suggested that the wages o
labor and the profits of industry
and agriculture should be placed
under self-restraint? It may weL
be that ethics is only long-range
self-interest.

Many years ago a disciple of
William James, whose name I
have forgotten, wrote a little thin
book entitled, "The Foundations
of Ethics." The thesis of that
book was that ethical action and
action taken in long-range self-
interest are one and the same

thing. His contention was so

carefully supported by his argu¬
ment that ever since reading it, il
has been difficult for me to define
ethical action in any other way.
In any event the necessary ac¬

tions which have been called
ethical in this address are of a
kind which definitely come under
the heading of long-range self-
interest, as distinguished from
short-range self-interest. To get
them into action there is therefore
needed a more intelligent view of
what will benefit one's party,
one's business and oneself in the

years to come, rather than look¬
ing for the advantage to be gained
for tomorrow or next week.
If we can be brought to see our

own best interests clearly enough,
it may well be 4 that .ethics^ apd
economics will cease to be in even

apparent conflict and we will all
move forward together on a new

plane of material and spiritual
well-being.
•i This address has been prepared
with the hope of drawing sharp
attention to the need for this pull
of self-interest at a higher level
than is ordinarly considered to be
effective in conventional econom¬
ics.

Wallace to Run
Foifiesident
^(Continued from page 14)
p,jteiy.: less than organizing for
war.7^;;.:;,/-*-:
A/,We who believe this will be

cal]^,.Russian tools" and "Com-
mums^g^Let the fear mongers
not distort and becloud the issues
by name calling. We are not for
Russia and we are not for com¬

munism, but we recognize Hit¬
lerite methods when we see them
in our own land and we denounce
the men who engage in such name

calling as enemies of the human
race who would rather have World
War III than put forth a genuine
effort to bring about a peaceful
settlement of differences., ;

One thing I want to make clear
to both Russia and the United

States—peace requires real under¬
standing between our peoples.
Russia has as much to gain from
peace as the United States, and
just as we here fight against the

4lspveaders of hate and falsehood
against Russia, the Russian lead¬
ers can make a great contribution
;tsy*^restraining those extremists
Who try to widen the gap between
Or two great countries.

insist that the United States
-will* not be fully secure until
there is real peace between this
•Country and Russia and until there
is- an International police force
stronger-than the military estab¬

lishment of-any nation, including
Russia and the United States.

'

I am Utterly against any kind

of imperialism or expansionism,
whether sponsored by Britain,
Russia, or the United States, and
I call on Russia as well as the
United States to look at all our
differences objectively and free
from that prejudice which the
hate mongers have engendered on
both sides.

Wants UN Disarmament

Conference

What the world needs is a

United Nations disarmament con¬
ference to rid humanity for all
time of the threat not only of
atomic bombs but also of all other
methods of mass destruction.
It happens that all of my moth¬

er's and three-fourths of my
father's ancestors came to this

country before the American Rev¬
olution. I love the Americanism
I was taught to respect in the
public schools of Iowa half a cen¬

tury ago. : ;'
That Americanism was betrayed

after World War I by forces
which found their origin in mo¬

nopoly capitalism, yellow journal¬
ism and racial bigotry. Today
.there is a greater menace than
ever before—a menace more seri¬
ous than has ever confronted the
human race.

,

That menace can be met and
overcome only by a new political

alignment in America which re¬

quires the organization of a new

political party.

Announces His Candidacy
To tr.at end I announce tonight

that I shall run as an independent
candidate for President of the
United States in 1948.
Thousands of people all over the

United States have asked me to

engage in this great fight. The
people are on the march. I hope
that you who are listening to me

tonight will lead the forces of

peace, progress and prosperity in
your communities and throughout
our country. Will you let me
know that you have come out
fighting against the powers of
evil?

We have assembled a Gideon's

army—small in number, powerful
in conviction, ready in action. We
have said with Gideon, "Let those
who are fearful and trembling de¬
part." For every fearful one who
leaves there will be a thousand to
take his place. A just cause is
worth a hundred armies.
We face the future unfettered

by any principle but the general
welfare. We owe no allegiance to
any group which does not serve

that welfare. By God's grace, the
people's peace jyill usher in the
century of the common man.

Inflation and Ccmmon St c ck Prices
(Continued from page 4)

ancy that the profit rate on in¬
vested capital will be augmented
The same economic principles
govern the costs, prices, volume
of output, profits, and the strug¬
gle for existence between firms
and industries, whether the price
level be at an equilibrium arounc
100 or at a new equilibrium at say
170. Although it is true that the
total dollar^ profits arising out o^
an-enlarged national income flow
would be larger, it is equally true
that a greater capital investment
would be required to do business,
and in the long term proportion¬
ately so.

Whatever substance is carried
by the argument for an increased
profit rate on invested capital
must be confined within the intern-
mediate term of a new equilibrium
at a higher price level. It is based
on the concept that the existing
capital facilities cannot be re¬

placed at the same favorable valu¬
ation now carried on company
balance sheets and, therefore, the
profit rate on the older capital in¬
vestment will be increased auto¬

matically. Any credence attached
to this argument must be limited
to the intermediate period, since
with the passage of time the older
facilities will wear out and their

replacement at high costs will re¬
quire a proportionately enlarged
capital investment. But even in
the intermediate period this line
of reasoning is partially specious,
and there can be no foregone con¬
clusion that the profit rate will
develop such a pattern as to per¬
mit the full play that at first ap¬
pears so advantageous to existing
capital investment.
In the first place there is the

higher maintenance cost of old
equipment, in - competition <with
new equipment on which main¬
tenance is negligible, and main¬
tenance costs would be increased

by rising prices. In the second
place there is the technological
obsolescence of the older capital
facilities in competition with the
new, with the attendant effect
upon efficiency and cost. In the
third place, much of the capital
employed by business is in the
form of working capital, which
must be enlarged by all firms,
with no advantage vested in past
investment.

In the fourth place, the transi¬
tion to a higher price level ac¬

companies and promotes an active
rate of additional plant investment
for the purpose of taking advan¬
tage of the prevailing high de¬
mand for goods. When the flow of

finished goods becomes equal to
the demand for them at the higher
price level, the balanced condition
is symptomatic of a sufficiently
enlarged production structure, in
which invested capital is sunk
capital, all striving to sell goods
in a competitive market while
seeking to maximize profits or at
least to minimize losses.

High Cost New Investment

The final result may compel the
acceptance of very little profit or
even actual loss on the latest high
cost investments, while simultane¬
ously permitting a satisfactory
profit rate on the older invest¬
ment. In such an event there ac¬

tually would be a differential in
favor of the previously existing
capital investment, but arising in
a very different manner than ex¬

pected by those who accept it as
inevitable that a higher equilib¬
rium price level will automatical¬
ly ensure an enlarged profit rate
on older capital investment and,
incidentally, higher earnings on
shares of stock ownership. Funda¬
mentally, the proponents rest their
argument upon the assumption
that all new capital investment
will proceed at a steady rate, in¬
duced by the marginal investment
opportunity over a long period of
increasing demand, and thus pro¬

viding a continuing advantage to
the older investment by reason of
an industrial pricing policy con¬

stantly based right at the mar¬

ginal point of new investment
cost. Such reasoning is invalidated
by the likelihood that new capital
investment will be "bunched,"
and that once made it becomes

sunk capital. :
, ,

Indeed, a differential may come
about between the profit rate on
old investment and new under
circumstances that, even during
the intermediate period, would
permit only a normal rate of prof¬
it on the aggregate of invested
capital.

With King Merritt & Co.
(Special to The Financial Chronicle)

PUEBLO, COLO. — Edward R.
Mastro and Louis P. Mauro are

now with King Merritt & Co.,
Inc., U. S. National Bank Build¬
ing, Denver. ,;;.«

:i

Philip D. Laird Dead
Philip D. Laird, retired mem¬

ber of Laird & Co., Philadelphia,
New York and Wilmington brok¬
erage firm, died in Atlantic City
at the age of 59 following a stroke.

«V.\
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Timing Fiscal Policy
(Continued from page 11)

practical method for a' reason
which can be briefly summarized:
in the present state of the science
of economic forecasting, it will
not work.
A forecast would be required

for. a period far enough in the fu¬
ture so that in the interim policy
could be planned, adopted, and
put into effect. In the United
States, with its constitutional sep¬
aration of powers, and the result¬
ing duplicate and sometimes trip¬
licate consideration of fiscal pol¬
icies in first the executive and
then the legislative branch, this
would involve a longer view into
the future than perhaps anywhere
else in the world. If the Presi¬
dent's budget recommendations
were to be based on a firm eco¬

nomic forecast, a forecast with a

very small margin of error would
have to be made for a period 18
months in advance.
" The narrowness of the permis¬
sible margin of error arises from
the fact that while it is employ¬
ment to which the forecast must
toe directed, it is the volume of
unemployment which is significant
for the public policy purposes be-
in^discussed here. A small per¬
centage of error in forecasting
employment will mean a large one
in forecasting the residual unem¬
ployment. • .

Suppose, for example, that with
the labor force accurately forecast
at 60 million (and the assumption
that it can be accurately forecast
is gratuitous), employment is fore¬
cast at 56 million, with an esti¬
mated margin of error of 3 mil¬
lion, or about 5%. The unemploy¬
ment forecast of 4 million will
then be subject to a margin of
error of 75%. If the error is in
the negative "direction, and the
true forecast is unemployment of
one million—an unattainably low
level—then what is being forecast
is considerable inflationary pres¬
sure, and measures to restrict eco¬
nomic activity are in order. But
if the error is in the opposite di¬
rection, and the true forecast is
unemployment of 7 million, then
the public policy indicated is an

expansionary one. Unless the mar¬

gin of error can be reduced with¬
in such extremely narrow limits
as to eliminate such uncertainty,
forecasting cannot serve as • the
basis of firm policy recommenda¬
tions.

Without presenting the evidence
f©r lack of time, it may be as¬
serted that error in forecasting is
too great to permit the use of
forecasting as a basis for timing
changes, in public policy. The al¬
titude of the forecaster must still
be like that which Byron ex¬

pressed in a fragment written on

the back of the manuscript of a
draft of "Don Juan": J

. . at least the past were passed
away,

And for the future (but I, write
this reeling,

Having got drunk exceedingly
today, 7 ■/," ; .. 7,/;7:-v-v

So that I seem to stand upon the
ceiling) ;77' :/y;

I say, the future is a serious

matter;
And so," Byron concluded,
"For God's sake, scotch and

'■ soda water."

Forecasting as the basis for ad
hoc policy arrangements is the
one limiting case. The other is to
adopt measures which remain in
effect at all times without change
in their provisions, which will
provide automatic correctives for
variations in economic activity.
The use of slieh measures is fea¬

sible, but they cannot possibly be
adequate to prevent fluctuations,
or to mitigate their violence to a

sufficient extent.

Examples par excellence are

unemployment insurance, farm
price supports and a progressive
system of taxation, which reduces
the tax drain upon one's income,

even as a percentage of income,
when income falls, and increases
it when income rises. They oper¬
ate when a loss of employment
and income, or a reduction in in¬
come, has taken place: They par¬

tially replace the loss of income.
Since they, operate only in the
absence of the original level of
income, they cannot possibly pre¬
vent the fall in income from oc¬

curring, or restore the original
level. In fact, since they achieve
only partial replacement of in¬
come, the most they can do is to
lessen the secondary repercus¬

sions, that is, to reduce the value
of the multiplier—or, in lay lan¬
guage, lessen the spread of* unem¬
ployment caused by the reduction
in expenditures by the persons
who first become unemployed.
Even if devices were established

which granted complete replace¬
ment of lost income the effect
would be only to prevent the mul¬
tiplier from operating; that is, to
limit its value to unity; not to re¬

store the primary loss of employ¬
ment and income. And this pesult
would be obtained only at the
cost of largely destroying the in¬
ducement to work.

However, though automatic sta¬
bilizers cannot provide adequate
correctives for fluctuations in eco¬

nomic activity, they are extremely
valuable tools for dealing with
such fluctuations. For, by aug¬
menting income end stimulating
demand on the downswing, and
by removing that stimulus on the
upswing, they dampen the magni¬
tude of economic fluctuations and
thus reduce the size of the prob¬
lem with which other measures

must deal. This observation is

pertinent, not merely to problems
dealing with unemployment, but
to the problem of meeting infla¬
tionary pressures as well. For ex¬
ample,' except for the sharp in¬
crease in corporation and-individ-
ual income tax liabilities since

mid-1946, the inflationary pres¬
sures which have been in opera¬
tion since that time would cer¬

tainly. have carried prices higher
than has actually been the case.

The automatic stabilizers which
are now in effect could be made
much more powerful. Professor
Hart's paper makes suggestions for
their improvement.
If neither forecasting the appro¬

priate time for change, nor pro¬
viding automatic stabilizers, will
work adequately/then it is neces¬

sary to devise methods of acting
promptly after the fact. Prompt¬
ness is essential cnce the pre-

scrip'ion is clear; otherwise the
swing in conditions may gain too
much momentum. Four methods
of obtaining quick action may be
used. These I shall call automatic

timing; timing by a Congressional
trigger; administrative discretion
subject to Congressional veto, and
complete administrative discre¬
tion.

The legislation itself may pro¬
vide for a change in its structure
when economic conditions change.
A hypothetical example would be
the provision that income- tax
rates in the first surtax bracket
should be reduced from the pres¬
ent level of 19%—assuming that
to be accepted'as the standard
rate—to half that amount, effec¬
tive on the first day of the second
month after the Monthly Report
on the Labor Force has recorded

unemployment of 4 million for
the thmd successive month, or

unemployment of 6 million in any
one month. On the up side, the
standard rate should be restored,
not as soon as unemployment fell
below say 2.5 million, but only
when, in addition, consumer prices
had risen by say 3% within any
6-months' period. Such a provi¬
sion would not be completely au¬
tomatic, for, of course, adminis¬
trative action would be necessary
to implement it. Since, however,
administrative action with no dis¬
cretion would be provided for,
this method may be referred to

as automatic timing. The sugges¬
tion that the * change in rates
should be effective on the first
day of the second month after the
economic event which calls it
forth, is intended to provide the
necessary time for the distribution
and introduction of new withhold¬
ing schedules. ;
I have suggested using the

Monthly Report on the Labor
Force as an index. An alternative
index, namely, national income
or personal income, would not be
feasible, by reason of the greater
length of time required for the
collection of the necessary data.
Another set of possible alternative
indexes would be price series,
consumer prices, for example.
Professor Hart suggested the rate
of change in consumer prices in
his 1941 proposal for anti-infla¬
tionary changes in tax laws; I am
suggesting a combined unemploy¬
ment and price index, to serve a
similar purpose.' My preference
for use of an unemployment series
rather than a price series, to indi¬
cate when a downswing requires
action, rests upon a judgment con¬
cerning the operation of the eco¬
nomic system and the causal fac¬
tors influencing it, which it would
be a digression to state here.
The second method, use of a

congressional trigger to fire a gun
which had previously been loaded,
nay be illustrated by the proposal
advanced by members of the re¬
search staff of the Committee for
Economic Development in 1946
in Jobs and Markets. It was there

proposed that Congress should
work out and enact a provision
for tax reduction if, as, and wher
appropriate during the reconver-
s;on period. The piece of ieg'sla-
tion would not set an effective
date fol* the tax reductions, but
would provide that thev should
be made effective by a joint reso¬
lution of Copgress,*frif and wljen
economic conditions made it ap¬

propriate. My proposal, namely,
that this device should be used
more generally, is, I think, pecu¬

liarly appropriate for tax changes
For Congress will not yield crn-
trol over tax changes to adminis¬
trative discretion, but nuedit pre¬
plan changes which could be made
effective, when conditions war¬

ranted, bv simple passage of a
joint resolution by Congress itself.
A joint resolution requires the

signature of the President where¬
as, a concurrent resolution does
not. Provision for use of a joint
resolution seems appropriate here,
because it seems aopropriate that
the President should retain a voice
in the timing of tax changes.
As a third method, Congress

might authorize administrative
discretion in changing pol'cies,
subject, however, to congressional
veto of the proposed change. By
this device, if both Houses of Con¬
gress pass a resolution opposing
the proposed change, it fails of
effect. But if either House sus¬

tains the Presidential recommen¬
dation, it becomes effective. An
example in actual practice is the
provision, in the Reorganization
Act of 1939, and again in the Re¬
organization Act of 1945, for Pres¬
idential reorganization of the ad¬
ministrative departments, subject
to congressional veto. Under these
acts, five major reorganizations of
administrative departments have
been proposed by the President
and sustained by one or the other
House of Congress, so that they
went into effect. A hypothetical
example in the field of fiscal pol¬
icy would be establishment bv
Congress of "target levels" for
reduction of taxes, with the Treas¬
ury or the President granted au¬
thority to set dates for steps to¬
ward those levels, subject to con¬

gressional veto of the dates pro¬
posed.

Finally, a fourth possible
method would be the granting by
Congress of full administrat've
discretion, within wide limits. An
example is the authority of the
Board of Governors of the Fed¬

eral Reserve System to vary re¬
discount rates at will, and to vary

the ''' reserve requirements for
member banks within upper and
lower limits set by law.

Conditions for Successful Use of
These Mechanisms

Before it can be decided whether
these measures would make it

possible for governmental meas¬
ures to counteract economic fluc¬
tuations effectively, and if so,
which type of measure is most de¬
sirable, it is necessary, I think,
to consider certain conditions
which must obtain if attempts to
stabilize economic fluctuations are

to be successful.

One such condition is that the
attempt must not be made to con¬
fine fluctuations within too nar¬

row limits. To do so would involve
the danger of producing perverse
results through errors in judg¬
ment. Suppose, for example, tha
an attempt were made to hold
unemployment (as now defined ir
the Monthly Report on the Laboi
Force) between upper and lo\ye:
limits of 2 and 3 million, anc
therefore an expansionary fdgce
were thrown into operation'; a/
unemployment touched the 3-mil¬
lion level. Then the expansionary
force might come into play jus4
as autonomous forces were them¬
selves reversing a small tempo¬
rary downtrend, and the com¬
bined effect of the autonomour
plus the deliberate expansionary
forces might be to cause a sig¬
nificant inflationary surge. The
effect that expansionary measure.1

might have had, if thrown intr
operation as the recession of 192r
reached its trough, is a case ir
ooint. To avoid this danger, un¬

employment should be allowed tr
reach say75 million, or it mus
have become clear that unemploy¬
ment is bumping along above 1
million, rather than rrerelv tem¬
porarily touching that level at the
trough of a minor cycle, beforf
countering action is taken. In fact
If we were successful in holdirm
unemployment below 5 or 6 mil¬
lion at all times, we should con¬
sider ourselves remarkably suc¬

cessful.

I would not like to have these
comments interpreted to mear

doing; nothing to relieve the un¬
employed until unemployment
reached at least 5 million. On the
contrary, our system of unem¬
ployment insurance should be ex-
nanded in coverage, and the bene¬
fits ava'lable under it increase^
not only because of the automat'''
stabilizing effect, but because f1
is, in my judgment, immoral—i*
the truest social sense of tha'
word—for the coverage and bene¬
fits of the unemployment com-

pensation system of a wealthy
country -such as the United States
to be as limited as ours now are

It is important to note that this
rule that measures should not bo
initiated until it is certain thai
reversing a 1rend will not carrv
too far, applies on the ud side as
well as on the down. We must
be as afraid of unemnloyment, as
we are of irflation. If 5 million
is accepted as the maximum tol¬
erable level of unemployment
then supporting measures should
net be removed, or contractionary
measures initiated, as soon as un¬
employment falls below that level.
Nor, in fact, should action be
taken as soon as unemplovmeni
approaches the minimum of 2 m'l-
lion. Rather, it should be taken
when, with unemployment near
the minimum, upward price pres¬
sures of some strength exist. Onlv
then is there indication that with
public measures withdrawn, other
forces may be sufficient to sustain
full employment.
These considerations of course

pose the row familiar dilemma:
What if with the existing struc¬
ture of our econonv'c system, in¬
flation appears before full em¬
ployment is reached?. For lack of
time I can touch upon this prob¬
lem only cavalierly. The evidence
of 1946 and 1947 does not ,to my

mind demonstrategthatUhia feared (

situation is inevitable-tan tacthtfre,
. - *»'.i biL-nnnb V

evidence of the second quarter
of 1947 gives a certain amount-
of hope to the contrary. Steady
increase in productivity may be
sufficient to contain wage pres- .

sures without price rise. In my

judgment, the chances are good
that this is true. If it * is not, slow
price rise—say V\ of 1% per
month—should not be the cause

for, relaxing .supports needed to
sustain high employment. But it
should be the signal for specific
action directed at the causes of

price rise.- Considerably more
rapid price- rise before full em¬

ployment is approached would be
a warning that imperfections id
competition, and group pressures*
were seriously threatening the
stability of our capitalist system.
They would indicate the need, if
not the feasibility, of measures
too comprehensive and drastic to
be outlined casually here.

A second condition is that a

succession of measures shall be
available if necessary at any given
level of unemployment. For if a
rigid plan is set up by which only
one measure is available at un¬

employment of 5 million, a second
at 6 million, and others at suc¬

cessively • higher levels, then it
could easily happen that the forces
producing a downturn are strong
enough so that the first measure
merely counterbalances them and
prevents a further decline. If.no
added measures are available at
that level of unemployment we

may then find ourselves frozen
in a quasi-slump. To mention
only the traditional measures, two
layers of changes in income tax:
rates might be planned, a shelf of
light public works, one or more
shelves of heavy public works—
for use in serious depression—and
a set o| monetary policies. At
oresent, since reduction in excise
taxes should be a part of our plans
for postwar tax reduction, pro-
oosals for reduction of excise
taxes toward long-run targets
might be added to this battery
for use in case of a slump: but in
general excise taxes should not
be among the programs subject
to frequent change. . -

A third condition is that plans
bold in magnitude must be avail¬
able. In an economy the s;ze of
ours we need to think in terms of
measures larger than we have
faced in the past. The average

budget deficit in the 193{Vs was
$2.6 billion, and the largest, $4.5
billion; the average and largest
cash deficits were about the same.

If we are to deal adequately with
situations which may and prob¬
ably will arise, a combination of
measures which have a stimulat¬

ing effect equal to deficits of two
or three times this magnitude may
be required. On the other side',
our cash surplus at present, (when
adjustment is made for seasonal
variations in tax receipts and ex*

penditures) is running at perhaps
$5 or $6 bilTop per year. The most
significant fact about that level
of surplus as a measure to counter
the inflationary pressures we have
been experiencing, is that it does
not seem to be large enough.. <

A less important condition is
that steps should be taken to pre¬
vent a perverse "anticipation ef¬
fect." For example, at a time of
inflationary' pressure and high
taxes, the poss'bility of a slump
and lower taxes next year might
cause producers to withhold their
products in anticipation of lower
income taxes, just at the time
when the maximum volume of

supply is highly desirable. This
would be true, of course, only of
certain tvpes of producers. ; It
might well be true, for example,
of grain growers. This difficulty
can, however, easdy be eliminated
by the introduction of averaging
into our income tax system. If a
taxpayer could average his in¬
come over " a period of years in
determin'ng his tax liability, the
soecif'c time when he marketed
his produce would not affect his
total tax liability over the period.
Fifth—a condition which hafe

been implied repeatedly above—
the methods for initiating changes
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in measures must be such that
reasonably prompt action is pos¬
sible. Otherwise the goal of pre¬

venting major fluctuations may
be unrealizable.
The final condition which seems

to me essential is a special case
of the one preceding. If suffi¬
ciently prompt action is to be
achieved in all circumstances,
some degree of administrative
discretion is necessary, .for there
may well be some contingencies
too complex to be provided for
in advance. If, for example, a

Slump is progressing with unan¬
ticipated speed—as in 1931—it
may become clear that several
measures should be thrown into
the breach at once, without wait-

■

ing to see whether the first meas¬
ure used was adequate.

The Choice of Methods

It is clear, I think, that any of
the four methods which I have
suggested for initiating changes in
employment measures—automatic
yardstick, Congressional trigger,
administrative discretion subject
to Congressional veto, and com¬

plete administrative discretion-
could be adapted to satisfy the
first four conditions for successful
operation of stabilizing measures
•—namely,. that too narrow con¬
finement of fluctuations must not
be attempted, that a succession of
measures must be available, that
measures planned must be bold in
magnitude, and that a perverse an¬
ticipation effect must be avoided.
The choice of the method most
suitable for timing any given
measure must then rest in part
on judgment as to which method
will permit sufficiently prompt
action and sufficient administra¬
tive discretion, and in part on po¬
litical feasibility. For the method
which in the abstract is the most

efficient, is- in reality the least
efficient if its adoption cannot be
obtained. ;V,••..,,>
t For monetary controls—notably
debt management control of re¬

discount rates for Federal Reserve
member banks, and open market
operations—complete administra¬
tive discretion within wide limits
is traditional. It would be desir¬
able—and it is I think within the

limits of political feasibility—to
preserve that tradition by grant¬
ing to the Board of Governors of
the Federal Reserve system power
to control installment credit terms
and—far from important—author¬
ity to establish security reserves
for all commercial banks, and to
vary them within wide limits spe¬
cified by lawi
For, fiscal policies—whether re¬

lating to taxes or to Federal ex¬

penditures — it seems clear that
Congress will not grant any great
measure of administrative discre¬
tions This is true not merely be¬
cause Congress is not now con¬

vinced that fiscal measures of the
sort implied in my discussion and
in previous papers presented at
these meetings are desirable to
meet the possibility of depression.
Nor are the reasons merely those
advanced by political cynics,
namely the reluctance of any

group to yield power which it
possesses, and the desire of mem¬
ber^ of Congress to retain in their
own hands credit for the initiation
of such popular measures as tax
reduction or public works projects.
In addition, there are deeper

and sounder reasons, which are

effectively stated in the debates
which preceded the ratification of
the Constitution, which are still
pertinent, and which are undoubt¬
edly entrenched in the thinking of
Congress—and rightly so. So long
as we retain governmental ma¬

chinery embodying the doctrine
of separation of powers, we must
expect Congress to retain the
power of the purse.

1 Nor can Congress be expected
to delegate the power of the purse
to automatic yardsticks, though
the Constitutional reasons for not
doing this are not compelling.?
If flexibility of fiscal policy is

to be attained, it must therefore
be through methods by which

Congress retains .'.control of the
timing. So far as tax flexibility
is concerned, there seems no tech¬
nical difficulty whatever in the
way of pre-planning tax changes,
then tripping them off, when de¬
velopments warrant, by joint reso¬
lution.
The tax most suitable for such

manipulation is of course the in¬
dividual income tax. Variation in
that tax runs into the understand¬

able difficulty that it is apt to be
nuch easier to obtain reduction
;han to obtain an increase when
ncrease becomes appropriate. It
nay be of considerable psycho¬
logical advantage to consider the
mcsperity level of income tax
rates as standard rates, and any
eduction in rates in depression as
i temporary abatement of the
lormal rates. Congress might also
lot jae'averse, once it had adopted
he idea of flexibility, to providing
.hat whereas tax reduction would
he initiated by Congress, restora¬
tion of the standard rate might be
Ccomplished either by joint reso¬
lution or by Presidential procla-
mjation subject to Congressional
veto.'

; So far as expenditure programs
such as public works are con-

erned, a certain degree of admin¬
istrative discretion is essential.
Congressional acceptance and stor¬
age of a shelf of specified projects,
to be initiated when the economic
stimulus is needed, will not work.
The shelf would constantly be
changing, both because current
authorization during prosperity of
projects that could not wait would
nibble away at it, and because
plans, like structures, slowly or

rapidly become obsolete. To ask
Congress to approve, project by
project, the seepage of projects
from a list and their, replacement
by others would be to destroy the
chance of success of the program.
But it would be feasible for Con¬

gress to set up> in advance the
standards for public works proj¬
ects and public works grants, to
create machinery for planning of
an adequate shelf of projects, to
determine the aggregate size of a

national program of employment-
sustaining public works activity
ard to initiate that program when
the time came by simple speedy
action, and finally to govern by
specific legislation the nature of
individual projects with especial
national social significance, such
as development of the Missouri
Valley by a Missouri Valley Au¬
thority. .

The Danger of Perverse Effects

The tools tjjius exist for plan¬
ning in advance changes in fiscal
and monetary policies, and for
putting those changes into effect
as economic conditions change,
with only the minimum time lag
needed to recognize the existence
of change in conditions and to set
the administrative machinery in
motion. To the use of these tools
one main objection /.is advanced
which may be considered here. It
is objected that because of lags in
timing, the measures will act per¬
versely, exaggerating instead of
countering economic fluctuations.
The danger of perverse effect

is far less now than it would have
been 20 years ago, because the in¬
troduction of automatic stabilizers
Into the economic framework has

damped down the magnitude of
swings in economic activity re¬

sulting from any push in the
wrong direction, or, for that mat¬
ter, in the right direction.
Strengthening of those automatic
stabilizers is in order, as I have
suggested. The remaining risk of
perverse effect is minimized by
three provisions, already dis¬
cussed, which ought to be a part
of any scheme: that the lag in
adapting policies to changed con¬

ditions shall be held to a mini¬
mum; that re-assessment of policy
measures shall be possible with
the; same short lag, and that to
avoid) eohfUsihg> a minor fluctua-
ti'dnlWith'a niajor change in level
of aggregate demand, expansion¬
ary action should be withheld un¬

til employment has fallen to the
lower tolerable limit, and contrac¬
tionary action until 'employment
has risen to the maximum safe
limit. With these principles ob¬
served, the reinforcement of de¬
liberate measures by an unantici¬
pated reversal in autonomous
forces or in what the econome-

tricians call predetermined vari¬
ables, . could hardly result in
swings beyond manageab-e ana

tolerable limits.
It has been suggested by some

that changes in fiscal measures,

and the anticipation of such
changes, will lower the average
level o? business activity by cre¬

ating uncertainty adverse to busi¬
ness planning. This is a valid ob¬
jection to frequent changes in
ome types of public measures,
but its application to the measures

discussed here seems to me to in¬
volve misconception of the na-
ure of the stability which is fa¬
vorable to effective business plan¬
ning—one important element of
which is stability of the market.
The measures proposed here, if
effective, would stabilize the ag¬
gregate market beyond any pre¬
vious business experience; that
stabilization should be a highly
favorable development.
The barrier to effective use of

public measures to stabilize eco¬

nomic activity consists no longer
in any major degree, in lack of
technical tools or deficiencies of
economic analysis, but in lack of
the necessary persuasions in the
hearts and minds of the men who
determine public action.
One step in the direction of sur¬

mounting that barrier is improve¬
ment in the machinery within the
Federal Government for the de¬
velopment of economic programs.
Creation of the Council of Eco¬

nomic Advisors provides a body
of professionally able personnel
to coordinate economic policy
olanning in the Executive brancli.
That coordination will not how¬
ever reach maximum effective¬
ness until a mechanism for better
staff work among the executive
departments—better integration of
overall economic planning with
specific economic and adminis¬
trative planning—has been set up
Witness to the need is the impres¬
sion given to the public, or at
least to leading newspapers, of
confusion within the Administra¬
tion ):t concerning the President's
anti-inflation program of last
month. Perhaps one desirable
step would be establishment of
the office of Secretary of the
Cabinet, after ,the British prece¬
dent. \
Creation of the Joint Committee

on the Economic Report provides
a foundation for integrated policy
analysis by Congress. But no

sturdy structure will be erected
on that foundation until Congress
is served by a much enlarged per¬
manent technical staff. The Re¬

organization Act of 1946 provided
a first step in this direction. Per¬
haps it is not going too far to say
that Congress needs at its service
the equivalent of a combined
Council of Economic Advisors—
Bureau of the Budget.
; But improving Federal machin¬
ery is only one step. For the Pres¬
ident and the members of Con¬

gress are not after all the men

who determine public action. The
basic need is the spread of under¬
standing of these rather technical
matters among the public and a
wider group of its leaders, and
specifically among the members
of those social groups, and their
leaders, whose conflicts of interest
must be compromised if we are to
achieve successful economic ac¬

tion in a democratic society. Pro¬
fessor Hart has thoughtful sug¬
gestions to offer concerning that
oroblem. That spread of under¬
standing is occurring: whether or
riot it will occur in adequate
measure is in part the responsi¬
bility of the economic profession.
There are prophets who affirm

that we will not take the neces¬

sary steps for economic stability
until we have plunged into another
major depression. If so, the nec-

Tomorrow's

Markets

Walter

Says—
By WALTER WHYTE:

Avalanche of news and fore¬

casts, mostly mixed, will
make market news in next
few weeks. Expect more

strength after first days of
New Year. .

❖ H*

In another few days or so

you will read columns upon
columns about what is ahead
for us in 1948. Captains of
industry, financial leaders,
political big-whigs, in fact
anybody who is in the public
eye or has access to print,
will break- out in a rash of

forecasts. Most of these will
be a combination of viewing
with alarm and pointing with
pride, mixed in with observa¬
tions about the Marshall Plan
and a little saber rattling at
those nasty Communists.

In between the more pon¬
derous statements the market

forecasters will shoot their
comments (some I have al¬

ready seen), which will vary
between cautious optimism
and wary pessimism. A lot of
customers jnen will, become
partners; some partners will
leave their firms.

* ❖ *

The big problem facing us
all, and I'm leaving the stock
market alone for the time be¬

ing, is inflation and what will
be done to check it. The the¬

ories of how to stop it are as
thick as the snow flakes we

saw last Friday. They vary
between price control and the
constriction of credit at its

source. I don't have any in¬
side information, but I'll ven¬
ture to say that we'll get a
combination of both before

the next quarter.

There's some hub-hub about
the Dow Theory and whether
or not it has outlived its use¬

fulness. This disagreement
isn't new. It springs up every
time the market stays dull a
long time. Trouble, it seems
to me, is that the proponents
of the classical theory rbgard
it as a science becoming al¬
most mechanical in its appli¬
cation. Actually stock market
trading is an art and attempts
to mechanize it have not yet
succeeded. The true trader

recognizes the psychological
impact of the Dow Theory if
for no other reason than so

essary steps may be accompanied
by— or replaced by— irrelevant
social changes based on miscon¬
ceptions of the problem, and on
emotional urges arising out of the
need to fix the blame for one's
misery, to absolve oneself of a

feeling of incompetence and fail¬
ure, and to gain a feeling of se¬

curity. How good or ill will be
the resulting changes in our social
system will then be in part in the
laps of the gods.

many people follow it. But he
also takes into consideration
other factors, few of which
can be reduced to axioms. I'll
venture to state that the Dow

Theory will continue to be ap¬
plied, and misapplied, long
after the present controversy
dies.

i'jt * sjc

This would be the time for
me to say what I expect of the
market for the coming year.
But what I expect and what
I'll probably get will be en¬

tirely different. I've learned
long ago not to look too far
ahead. I've also learned that

logic has little place in trad¬
ing. Certainly it was logical
to buy them a year ago be¬
cause of the big earnings. A
tally of the results, however,
would have meant red ink. So
I'll keep on looking ahead a
week or so, and let others
worry a year in advance.
-H' ■' * * * •

Last week I wrote that the

signs pointed to a minor set¬
back to about 178, which has
already been seen. It is possi¬
ble stocks will stay around
this 178 level for a few days,
some stocks may even go

lower, before starting up

again. Up to this writing
there have been no indica¬

tions to change the previous
mentioned belief.

❖ * *

You are still holding steels,
oils and coppers. I suggest
continuing doing so.

* * :!<

More next Thursday.
—Walter Whyte

[The views expressed in this
article do not necessarily at any
time coincide with those of the
Chronicle. They are presented as

those of the author only.]

Paul H. Aschkar with
Fewel Co., Los Angeles

(Special to The Financial Chronicle)

LOS ANGELES, CALIF.—Paul
H. Aschkar has become associated

with Fewel & Co., 453 South

Spring Street, members of the
Los Angeles Stock Exchange. He
was previously manager of the

trading department of the local
office of Carter H. Corbrey & Co.
and prior theretowaswith Frank¬
lin wuiff & Co. Hz

N.Y.CentralR.R.
'

25/e% Equipment Trust
ri Certificates

Due January 15, 1950-55

To yield 1.90%-2.80%

Schwabacher & Co.
Members

New York Stock Exchange
New York Curb Exchange (Associate)

San Francisco Stock Exchange
Chicago Board of Trade

14 Wall Street New York 5, N. Y.

COrtlandt 7-4150 Teletype NY 1-928
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Monterey — Oakland — Sacramento
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Inflation and the Banking Position
v (Continued from page 2)
ripartite warning was sounded.
The Chairman of the Board of
Governors of the Federal Reserve
System quite obviously feels that
inflation is caused by too much
money and too little goods> And
that the former was a hangover
from the days of our wartime bor¬
rowing. But since more goods, the
only real answer to the inflation
threat, will be slow in coming,
and since price control, rationing,
etc., deal only with inflation ef¬
fects rather than inflation causes,
so the only thing left to do is to
shrink the supply of money. Mr.
Eccles was frank and outspoken
before the Joint Committee of
Congress which deals with the
consideration of President Tru¬
man's Program for curbing infla¬
tion. Said he: "This is one of the
most important statements the
Board has ever made."
As one of a series of proposals

to deal with the causes rather
than the effects of inflationary
pressure, Mr. Eccles stated before
the Congressional joint commit¬
tee that all commercial banks
should be required as a temporary
measure to hold some percentage
of their demand and time depos¬
its, besides the present legal re¬
serves, in a special reserve in form
of short-term government securi¬
ties or cash, cash items, interbank
balances or balances with Fed¬
eral Reserve Banks. Mr*. Eccles
further proposed a legal limita¬
tion of such requirements to a
maximum of 25% on demand de¬
posit and 10% on time deposits.
Administration of the plan, he
suggested, should be placed into
the hands of the Federal Open
Market Committee which, as you

know, consists of the seven mem¬
bers of the Board of Governors
of the Federal*Reserve-System and
five presidents of Federal Reserve
Banks. This, Mr. Eccles felt,
should remove "some of the mis¬
givings of bankers."
Again, to anyone who kept up

with the thinking of the Federal
Reserve, Mr. Eccles' statement
could not come as surprise. In
the annual report of the Board of
Governors (1945 report), it let up
as trial balloon similar proposals.
There it reads as follows: ". . . to
require all commercial banks to
hold a specified percentage of
Treasury bills and certificates as
secondary reserves against their
net demand deposits. To aid banks
in meeting this requirement, they
should be permitted to hold vault
cash or excess reserves in lieu of
government securities." But in
1945, the Board also said on the
same page: "A further possibility
would be to grant additional
power to the Board to raise re¬
serve requirements, within some
specified limit, against1" net de¬
mand deposits. If this authority
were granted, banks should be
permitted to count vault cash as
reserves. To assure effective con¬

trol, all commercial banks should
be subject to the same reserve re¬
quirement." '
On Nov: 25, Mr. Eccles rejected

three other methods that had been
suggested for restraining bank
credit. (1) Raising the discount
rate, he felt, then, would have an
effect that was negligible, except
for a possible psychological reac¬
tion. However, on Dec. 10, evi¬
dently Mr. Eccles decided it was
better to agree with the Federal
Advisory Council which r had
unanimously opposed his addi¬
tional reserve plan, but to all in¬
tents and purposes seemed partial
to the raising of the discount rate,
and raise the discount rate. (2) Mr.
Eccles also felt that Suspension of
Federal Reserve Purchase of Gov¬
ernment Securities would increase
thd interest rate on , the public
debt and it was "not only desir¬
able, but essential" that the 2Vi%
on long-term marketable govern¬
ment securities be maintained.

(3) Raising the legal reserve re¬

quirements of New York and Chi¬
cago hanks from 20% to 26% of

their net demand deposits did not
"in any way go to the heart of
the problem" and would affect
credit only in these two cities.
You will recall that Congress

gave the Board of Governors un¬
der the 1935 Banking Act discre¬
tionary powers to alter the legal
reserve requirements of the mem¬
ber banks by as much as 100% of
the original requirements. This
meant that, while reserves re¬
quired may not be lowered, they
may be raised from the 1917 level
of 13%, 10%, and 7% on demand
deposits, and 3% on time deposits,
to 26%, 20%, and 14% on demand
and 6% on time deposits. In the
exercise of " these powers, the
Board may vary the legal reserve
requirements for one classification
of banks while leaving those for
others unaltered, or it may order
unequal changes among the three
classes of banks.

Opposition to Special Reserve
The 12-member Federal Advis¬

ory Council blasted Mr. Eccles'
proposal for these new special re¬
serves. Mr. Eccles, in turn, called
the council's blast as "unhappily
characteristic of boom psychol¬
ogy." For one thing, the Council
said its members* had "most
strongly objected" to a process of
reasoning "singling out" bank
loans as the cause of inflation and
that, secondly, in the unanimous
view of the Council the trouble
lay almost altogether in govern¬
ment policies.
It is very interesting, if not

instructive, to follow the almost
continuous rift on major policy
decisions between the Advisory
Council and the Board over the
last two decades. During the spec¬
ulative boom in 1929, the Federal
Reserve Board denied ten times
-©quests o£ the New York Federal
Reserve Bank to raise its discount
"ate. But the Council had been

asking for such action since No¬
vember of 1928. In 1931, two years
orior to the Emergency Banking
A.ct of 1933. the Council called
Jor higher, bank capital-deposit
ratios, improvement in bank ex¬
aminations and for a more com¬

prehensive supervision by the
Federal Reserve Banks over their
member banks' portfolios. In
1933, it opposed the publication
of the names of those borrowing
from the RFC. And, above all, let
it be said to the Council's credit
that it opposed the weird eco¬
nomics of the late Professor War¬
ren's gold-buying schemes. Fur¬
thermore, a few years later, the
Council urged the reduction of
bank excess reserves as early as

"n the fall of 1935. But it wasn't
until almost a whole.; year later
that the Board decided to act and
raise legal reserve requirements.
The bankers of this country

owe a great debt to Mr. Edward
E. Brown, the President of the
Federal Advisory Council. For
he hit the nail on the head, twice
in rapid succession. Mr. Brown
said that his objection to the new
Eccles' reserve plan was his belief
that it would serve so to limit
credit as to put an end to many
bank loans for anti-inflationary
oroduction. Moreover, and this,
Gentlemen, is the pay-off and the
thesis of my story tonight: Mr.
Brown declared that the proposal
for additional legal reserves was

a step toward the "socialization
of credit."

If the banking profession in the
United States has a dime's worth
of vision, it will devote some se-.
rious thought to Mr. Brown's
statement. Unfortunately, the
term "reserve requirement," even
in its most vicious form of "100%
reserve" is such an apparently in¬
sipid, asexual term that not even
the bankers get excited over it.
That's why they are in definite
danger of becoming victims of a
Pearl Harbor some of these days.

Why? To answer this question,
let me briefly present the legal
reserve position of banks.
As I have stated, the amend¬

ment of 1917 to the Federal Re¬
serve Act—we need not go back
further in our banking history—
required that: For demand depos-
ts, member banks located in cen¬
tral reserve cities were to keep
13% on reserve with their federal
reserve banks; banks located in
eserve. cities, 10%; and other
banks, the " so - called country
banks, 7%. Reserve for time de¬
posits were placed at 3% for all
member banks. Then in 1935, as
I have indicated previously, the
Board of Governors was given
discretionary powers to raise these
requirements up to 100%. As
legal reserves stand today, the
Board has done that with the ex¬

ception of the legal reserves for
New York and Chicago banks
which stand at 20%,

Now then take these present
legal reserves of 26%, 20%, and
14% against demand deposits and
-"% against time deposits and add
to these existing reserves: (1) a
further increase in these reserve

requirements as outlined in the
Board's 1945 report and (2) Mr.
Eccles' proposal for an additional
required secondary reserve, pos¬
sibly in the form of Treasury bills
and certificates; this is additional
25% against demand deposits and
another 10% against time depos¬
its. What is this going to add up
to? 50%, 60% or more percent
legal reserve requirements. This*
my trusting, unsuspecting inmates
of the counting house, is the road
^o 100% reserves; the road to
socialization of bank credit, as

Banker Brown, the Chairman of
the Federal Advisory Council, so
rightly remarked.

The 100% Reserve System

Forgive me if I bore you with
my story of what the 100% Re¬
serve plan is„ hut ,ypu can't uni,
derstand Mr. Brown's utterance
unless you understand that in¬
nocuous little phrase. The plan,
in short, as the name indicates,
is a pronosal to require commer¬
cial banks to maintain 100% re¬
serves against their demand de¬
posits.'. Thus the demand deposit
operations of a bank would be
completely segregated from, all
other bank onerations. With> d
100% reserve, this special demand
deposit department would - have
no capacity to lend or invest.: It
would be simply a custodian* of
the depositors' money, having.at.
all times a dollar of reserves
against everv dollar of demand
deposit liabilities. The reserves
could be kept entirely in currency
in the vault, as balances with
Federal Reserve banks, or as a
combination of the two.

But, you might ask, who is go¬
ing to do the lending arid'invest¬
ing? Answer: Another depart¬
ment of the bank or other insti¬
tutions. The loan and investment
funds would be derived from-the
sale of capital stock, certificates
of indebtedness, and, of course,
the receipts of time deposits. Only
a small reserve would be required
against these time deposits. To
affect the conversion to the 100%
reserve plan, perhaps a new mon¬
etary authority would purchase
government securities and other
assets from the banks. The income
lost by the demand deposit de¬
partment of a bank would pre¬
sumably be recouped through in¬
creased service charges.

I won't bore you with all the
claims of the alleged advantages
inherent in this plan. The point
is that the time deposit depart¬
ments would have available for
lending only the actual savings of
the public dpnosited with them,
plus such additional sums of new
money as the monetary authority
might create by its monetary
maneuvers. In other words, the
100% reserve plan means the end
of the private banking system as
a creator of credit and it reduces
the banker to a government clerk
doling out, retailing if you wish,
the credit that the monetary au¬

thority permits him to have. Still

1

more. clearly put, private enter¬
prise cannot survive under that
sort of system. If that system is
accepted/ you have, in effect,
severed the jugular vein of capi¬
talism. Bankers had better heed
the warning of Mr. Brown. For
Mr. Eccles' additional reserves

lead them right down the road to
serfdom,with the hangman's
noose at the end.

But it will take more on the
part of bankers than to Say "no"
to Mr. Eccles' proposals. The ad¬
vance guard of the 100% reservers
have had already articles on 100%
reserves in the "Congressional
Record." At the first sign of any
sharp recession, temporary as it
may be, new recruits will join the
rank of the 100% reservers. Make
no mistake about that. But,- as I
have said, it will take more than
saying "no." There is work to be
done in our private banking busi¬
ness. And there isn't too much
time left in which to do it.

'

Banks have far too long ne¬

glected V their public relations
program. .They played an impor¬
tant part during the war. But while
everybody knew Chrysler made
tanks, the banks have never
talked about their part. To this
very day, the function and the
contribution that the bank makes
to the growth and happiness of
the community is as familiar to
the citizens and depositors as the
interior of Mongolia. Moreover,
bank employees, your contact men
and women faith- the public, know
usually next to nothing about the
total picture presented by bank
operations and the relationship of
one bank to the banking systerr
and the national economy. The
latter statement goes almost 100%
for bank directors, too. If you are

as anxious as I am to maintair
private business and its jugular
vein of credit extended under the

leadership of free private bank¬
ers, then you must agree with me
that some action,, and soon, mus'r
be taken along these lines. But
there are other lines of action a?

regards our 14,602 commercial
banks in this country.

Unfavorable Banking Structure

As the FDIC has pointed out ir
its. last annual report, there arc
definitely .unfavorable conditions
in . the banking structure today.
Many a bank does,still hold sub¬
standard ..assets and some insured
banks have r e lativel.y large
amounts of such, .assets. Also,
banks are as a rule not sufficiently
prote<Hed against losses from de¬
falcation. But, note that defalca¬
tions have been responsible for
the difficulties of a large propor¬
tion of the banks requiring finan¬
cial aid ftorn the Federal Deposit
Insurance Corporation. The FDIC
report reads on this point as fol¬
lows: "B^nK assets have doubled
in amount during the past five
years and every bank should ex¬
amine the adequacy of its fidelity
insurance.. Each hank shouldsur-:
vey its present risk of loss,, install
proper internal controls and pur-;
chase insurance sufficient in
amount to cover any probable
loss." But the most unfavorable
situation which has developed
among banks in this country is a
decline in the ratio of capital to
assets. At the end of 1945, 78%
of the assets of all5 insured banks
consisted-mf cash and U. S. Gov¬
ernment securities. During 1946.
this ratio declined to 72%, because
the increase in loans was made
possible by the banks disposing of
government securities. This trend
in taking over higher-risk assets
has continued during 1947. Let's
be frank, brutally frank. One of
the chief reasons, if not the chief
reason, for the existence of pri¬
vate -banks is the service they
render to their community bv
supplying the credit needed. To
do this, banks must have ample
capital to assume the risk inher¬
ent in such loans. As the FDIC
ooints out: "Banks have been add¬
ing to their capital from retained
earnings, but the growth has been
much too slow in the light of thei
credit needs of the present time

and the foreseeable needs of the.
future." Let me remind you ah
this point that it isn't .the Mar-:
shall Plan that is putting the-
steam in the current boom, but it;
is private domest'c investment/
Gross private domestic investment
is now running at an annual rate'
of $31 billion. The net foreign'
investment, the surplus of exports"
over imports, is only running at'
the rate of a little less than $8;
billion. Professor Slichter at Har-'
vard estimated the other day in
an article in the N. Y. "Times"
that private business needs about
$50 billion of new capital invest¬
ments. Think of that and think
of the inevitable repercussions on

your bank, big or little, that will
follow such a private investment
boom. Are you ready for it?
i Or do you honestly think that
your bank should sell new capital
stock to the public to hasten the
accumulation of capital commen¬
surate with the added risks to
which you will assume when you'
meet the needs of your commun¬
ity? Moreover, the remaining
[capital supplied, by the RFC
should be promptly replaced by
capital furnished by individuals.
Again, let me call your attention,

to a sentence in the last annual"
report of FDIC. It reads: "No1
real test has occurred to show the*
demands which may be made
upon the resources of the corpo¬
ration in a severe or lengthy pe-J
riod of declining bank deposits,;
oroduction and employment."
Gentlemen, don't misunderstand
"^e. I am not a Calamity Jane?;
But I do believe in facing facts;
and right now the funds of the
FDIC amounts to about 71/100 of
1% of total deposits of insured
banks. Should I recite to you the
record? Bank suspensions in
1920, 143; 1921, 461, 1922, 343;
1923, 623; 1924, 738; 1925, 579;
1926, 924; 1927, 636; 1.928, 479;
1929, 628; 1930, 1,292; 1931, 2,213;
or/1048%; .1932, 1,416;. 1933:4,783/
or 12.86%; lumping 1934-39, 291;
1940, 22; 1941, 8; 1942, 9; 1943, 4;
1944, 1; from then on, there were
no bank suspensions. Let us not
be lulled into a false security. >

I sincerely believe that we have
defnitely solved many of ou#
banking problems, but I equally
believe that there must be more

improvement, and that soon, along
the lines to which I have referred.

Again,/ there are other problems
to be considered and problems
that will arise, I feel sure, at the
slightest provocation in the be4
havior of pur economy. ' •

Simplification of Bank ,

Supervision

For example, I wonder, whether
or hot the time is not here for
bankers to examine objectively
the possibility for structural sim¬
plification of bank supervision;
Regardless of the progress we
have made, there still is today a

lack of uniformity between mem¬
ber and' non-member- banks -and
there are jurisdictional conflicts
between state banking supervis¬
ory authorities, FDIC, the Comp¬
troller of the' Currency and Fed-f
era! Reserve Bank supervision.
You will* probably remember that
the Banking Act of 1933 made
membership in the Federal Re¬
serve System mandatory for alj
non-member banks which wanted
to remain insured with the FDIC
after July 1, 1936. The Banking
Act of -1935 changed this yprovir
sion by requiring membership
only for insured banks . which
might have deposits of $1,000,000
or more in the year 1941 or in
subsequent years. This orovision?
too,-was repealed in 1939 by the
Congress. Even more severe proT
posals have been advanced, among
them

, the proposal that ever^
bank receiving demand deposits
should operate, under - a ^chartef
issued by -the Federal Govern¬
ment. . . ,

You might sav at this point:
"Unconstitutional."- Well, I
wouldn't agree with you on that
point. For the courts and the Su¬
preme Court would be almost sure
to hold banking affected with a
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National, rather than with a local
or sectional, interest. After all,,
we have today nationwide check
clearing: . we are in the days of
national monetarypolicies;1 and
hxpans-cn of loans and invest¬
ments in one d strict is almost
sure to affect all other districts.
And' :we all remember the days
not so long ago when weakness in
the banking system in r'rie sect.on
of. the country spread like brush-
fire in a dry August.'■:}]{■
Many Car n est students of fi¬

nance have proposed that we give
up the office of the Comptroller
of the Currency. Surelv his title,
hot only his office, is an an¬
achronism. The old'. national
bank notes are no longer issued.
The place of currency has been
'taken by deoos't banking."And
-what relatively little .currency is
•needed :s now supplied by the
■Federal Reserve banks as agents
"of the U. ;S. Government. I am
sure, the Comptroller's duties
could be easily absorbed bv the
Federal Reserve System and this

".change could be"made without
any disruption or confusion in

".'customary bank operations. I
'also believe, and this belief is
'shared by many able students in
the field of finance, that it would

•*

probably be a good idea and a
logical steo to take if we were to

; transfer all the functions of the
FDIC to the (FederaLReserve Sys-

'*• tem.* Theexarninatioh. 1. deoart-
- ments of the Federal Reserve
" banks would simply extend their
'

juricdiction to all state banks,
' whether thev would be members
f or non-members. ' Such a step, if
objectively analyzed and consid-

fv ered, suggests itself also for an-
other reason'. 'y

; The safety of a bank is never
'

a question of its legal reserves
short of 100% reserves, in which

"case we wouldn't have private'

banks anyhow. The safety of
'.bank is still a question of asset
y management; and that, in other
; j words, is a question of the liquid¬
ity of your assets. Many, if not a
" majority of bank assets today do
"not possess true, natural liquid-
ity, but rather possess liquidity
only ."f they can be shifted on

•*yto some other holder. During
r-. general incidence of liquidation,

'y this shiflability of assets, so often
• confused with y true liquidity,

""might be extremely difficult to
h effect. A strong central bank
*-• could accommodate,u however,
"' banks in need of cash. Frankly,
I have often asked myself whether

- the little sign over the teller's
"V window should not read,. "Insured
y Federal Reserve System" rather
y than "FDIC Insured." Surely this
""Was and is true as long as the
-'

. Federal Reserve protects the price
of government securities by stand-

-y ing ready, to take them over if
. ^offered by banks in larger quan-
rJ>!, tities than the market can absorb

f ^ : Banks Not Responsible for
Inflation

-v Aware of the fact that the mind
'.•""can only endure as much as the

seat can, I do not wish to prolong
'my recital. Gentlemen, I frankly

can't see bank credit expansion as

•:;/ a cause of our unpleasant price
-'■' trends. For the rise in bank credit

7^ grows out of the inflation itself—
it is a result rather than a cause

y' Business needs more money to
y carry the higher-priced invento-1

ries, to pay higher-priced labor
f;. highertransportation costs, and
;
to finance expansion.; The invest-

* ''
intent market is not very attractive

•

to business right now. The stock
ity market, hedged in by too many

controls, remains relatively dor-
* vmant, and bonds aren't selling any
*

'too good right now. Result: the
-banker is the No. 1 source of busi-
-ness funds. Of course, by meet-

''

•'ih'g the needs of business, the
'banker adds to the money supply
JSo let us not be misled by: a

; red herring—higher legal reserves
:;v point only toward one goal, the
J", socialization of banks in effect
*■- 'though not in name. No matte1"

i

I repeat,! bankers should-.;unot
underestimate present trends. Just
few days ago, in the Australian

Parliament; Government members
stood in their seats and cheered*
when the banking bill providing'
for the taking over of private
banking in Australia by the gov-
ernment, was voted through. There
is much work to be done to main¬
tain enterpreneurial; freedom in
this country by retaining the. pri¬
vate ^bankers as the arbiter of
economic destiny. Public relations,
fidelity insurance, capital accounts;
earning assets, the tangle of con¬

flicting bank supervision—all de¬
serve better ' scrutiny. Now that
banks may average their bad-debt
losses over a 20-year period in
estimating tax-deductible reserves
to be set up against future loan!
losses, there is no excuse for U. Si
banks not to establish sizable ren

serve funds for stormy weather
that some day will come—I am
sure. Then, too, I belong to a

group which lobbied unsuccess¬
fully for a bill clipping the claws
of group and chain banking. Fed-j
eral laws do not permit inter-t
state-wide branch banking; I
think wisely so; There /is thus
no reason that the law should be
evaded by taking recourse to bank
holding companies or interstate

control of banks by a clique. De¬
positors are entitled to knpw what
kind of bank it is they are1 put¬
ting their money into.
VI- It is a far cry today from the
days of early 1933. The banks
came back, regained public con¬

fidence, • helped to finance ,the
world's most expensive war, and
are now helping to building the
peace. But the days of closed bank
doors have not been forgotten. It
would not take much to bring a

flood of public. ill will against
the banks and to usher in the
legislation of the 100% reservers,
should bank trouble develop. As
an economist, I believe in two
fundamental freedoms! One, free¬
dom for the entrepreneur to hire
labor and capital and produce
whatever, however, wherever he
wishes to produce. Two, freedom
for the consumer to spend, fool¬
ishly or wisely, invest, or other¬
wise save his money. These two
functions, a sine qua non in a free
society, cannot be maintained
without private banks and private
credit extension. It is for this
reason, gentlemen, that I beg of
you to consider what I have said
tonight seriously. If I can help
you in any way in this our fight
for freedom, you need but com¬
mand me.

Free Enterprise and
Planned; Economy

(Continued from page 9)

five-year plan,' and finally a 'per¬
manent long-range plan.'"
In an effort to clarify the role

of government in our economy,
Paul G. Hoffman has stated:2

"The most vital function of gov¬
ernment is to establish conditions
under which private enterprise
can operate most effectively. It
must foster "competitive produc¬
tion and trade, and check monop¬

oly power; it must conduct its own
operations, including taxation, in
a way that is conducive': to the
maintenance of a dynamic econ¬

omy; it must maintain the integ¬
rity of the dollar and stability in
the supply of money and credit)"
Benjamin F. Fairless has pointed

out that:3 * j

"Within recent years one reads
arid hears at large the words Of
the apostles of a completely reg¬
ulated economy, in which the
valves of prosperity are to be un¬
erringly adjusted by the economic
planning of an appointive bureau¬
cracy.' Thereby the matter of who
does what, and to what extent,
comes v/ithin the province of gov¬
ernmental executive decree—and
free enterprise and incentive fly
out the window.

"Born to the same colors are

those who proclaim that the capi¬
talistic system is vicious and that
profits are inherently evil. The
profit motive is represented as
the animating spirit of a special
class of persons who, either singly
or in groups, plan to enrich them¬
selves unfairly at the expense of(
others. As the profits must come
from sales, those who are mis¬
treated, according to this doctrine,
are the customers, many of whom
are themselves engaged in the
selling of something for which
capital has been risked. Does the
doctrine apply equally to the en¬

terprising operator of a- corner
drug store, or bakery, for small
coal mine, or other business? If
so, is the farmer also guilty of this
queer sort of sinning, in case he
makes a cash profit .,qy.er . and
above his bare ^requirements for
subsistence? v ^ ^ ;

'"Reduced to these simple terms,
the proposition looks absurd. . . .

What testimony does American
history bear upon the operation of
the system of free enterprise in
our national economy? Look

for the promise of a mess of pot-
tage. ' , ' . , 1
Dr. Rufus Tucker has analyzed

the dangers involved in govern¬
ment planning as follows:3 • !
"Planned economy as outlined

by its leading advocates is merely
a modification of totalitarianism,
phrased in language not so shock¬
ing to the ears of free men as the
language of Communism and
Fascism. In 1935 President Roose¬
velt publicly stated that fact when
he said, 'In 34 months we have
built up new instruments of pub¬
lic power. In the hands of a peor

pie's government this power is
wholesome and proper, but in the
hands of pblitical puppets, of an
economic autocracy, such power
would provide shackles for the
liberties of the people.* But what
are the President's appointees if
they are not political puppets, and
how can the vast agglomeration of
governmental bodies for the con¬
trol and financing of all industry
and agriculture be regarded as

anything but an economic autoc¬
racy? Their funds are provided
for them out of taxes or loans col¬
lected forcibly from the people.
They have succeeded* in many
cases in destroying the power Of
the* courts to review their deci¬
sions.

". . . Planning is universally ad¬
mitted to require centralized di¬
rection. . . . Hence planning, even
when competently and honestly
carried out, is the antithesis of
democracy, as we have in Amer¬
ica understood and admired the

term. But experience shows that
it has usually been either incom-

2 Statement before the Joint Commit-

what you may call the thing, it te^on theOEconomic Report, June 25,
Smells just^as bad under one name J 3 Commencement address at Bethany
as under another. College June 8, 1947.

about you. Where in the world is petent or dishonest."
the standard of living so high, or
opportunity so attractive? It has
drawn immigrants from almost
every region on the earth. There
is not a similar rush to socialistic
or communistic countries, even on
the part of those amongst us who
profess belief in such orders. The
development of American"Indus¬
try and its products is the envy of
every nation. Such are the results
of a system in which the respec¬
tive abilities of individuals have
been given the opportunity to op¬
erate — to assume risks and reap

commensurate rewards, to accept
responsibility and achieve success,
to work hard and produce in
abundance without ^experiencing
the withering hand' of arbitrary
dictation." »

Let us quote yet another out¬
standing business leader, W, W.
Aldrich:4 -/ - * ,

"The expanding functions of
government- in a free-enterprise
economy need to be distinguished
from the economic controls im¬

posed in" a; totalitarian or in a

planned or directed economy. In
free enterprise, the area of pri¬
vate initiative and responsibility
is still large. Rules are general
and not intended to discriminate

among individuals. Consumer
preferences still determine the al¬
location of productive resources.

Competitive profits continue to be
the test of managerial efficiency
and correct judgment in pricing.
Economic resources flow to the
channels reflecting the? most in¬
tense market demand of consum¬
ers."

These brief quotations set forth
clearly the issue between free en¬

terprise and a planned economy.
Tn even simpler language it comes
down to this: Is it worth while for
me to give up my right to do my
own planning—give up my liber¬
ties—my freedom—for the prom¬
ise of a full belly? That is all
planning can and does promise
and there is no guarantee of that.
Will there be a sandwich in my

lunch pail or will I find in it only
a government report? The burden
is clearly on those who wish to

plan our lives for us individually
and collectively to prove that we
should sell our birthright to them

4 Address before the Eleventh Con-
press of the International Chamber of
Commerce at Montreux, Switzerland,
June 2, 1947, by W. W. Aldrich, Presi¬
dent, International Chamber of Com¬
merce. . Li i-Lij—ua.'

Dr. Tucker then points out that
economic planning is not new but
•'was taken for granted during the
most of recorded history." Scien¬
tific planning was carried on by
the 18th century despots including
George III. In important respects
their planning and that, of today
"are* essentially thd same, '* and
where they differ the difference
is often for the worse/*
; : It was the failure of planning
in the 18th century that caused
the rise of liberalism which sought
to rid the people of government
controls and to enlarge the liber¬
ties of the individual citizen. Yet,
as Dr. Tucker states, "By a para¬
doxical process, the name 'liberal
is now claimed by a group that is
striving to narrow the liberties of
the individual citizen and restore
a system like that against which
the original liberals revolted."
I submit to you that the self-

proclaimed designation of social
planners,. fellow travelers, pink
intellectuals, entrenched bureau¬
crats drunk on power, New Deal¬
ers, and advocates of the various
"isms," as "liberals" is a travesty
on justice. For, in the words of
President Roosevelt, quoted above,
with rare exception, now as in
the past, they seek power in order
to "provide shackles for the liber¬
ties of the people."
Let them speak] What do they

say?
i' Professor Harold Laski, eminent
socialist and planner, has pointed
out that the suspension of the
British constitution is "inevitable"
to protect the Labor party in its
efforts to transform the British
economy.0 The King suggested
such action in his address from
the throne, Oct. 22, 1947. "A loya
unity of thought" is demanded by
Sidney and Beatrice Webb. Am'
expression of doubt or fear that
the plan will not be successful is
"an act of disloyalty, or even of
treachery.'"? Suggested punish¬
ment of Winston Churchill for his
critical utterances was urged in
October by a member of the La¬
bor Government. Even the inqui¬
sition can be "beneficial to science
when it protects a rising class,'
according to T. G. Crowther.8 "Ir

the Victorian age, when John
Stuart Mill wrote his essay 'On
Liberty,' such views as those held
by Professor Laski, Mr. and Mrs.
Webb and' Mr. Crowther were

called reactionary. Today they are

called 'progressive' and 'liberal.'
On the other hand, people who
oppose the suspension of parlia¬
mentary government and of the
freedom of speech and the press,
and the establishment of inquisi¬
tions are scorned as 'reactionaries,'
as 'economic royalists,' and as /
'Fascists'."9

Mr. Henry Wallace finds it easy
to call many who dare to differ
with him ""Fascists" • although in
his great wisdom he has a plan for
each and all of us not only in this
country but throughout the
world. He also had a plan a few
years ago for little pigs as he led
them to their slaughter, while at
the same time he plowed up corn,
cotton and other crops, although
the world was hungry, in order to
create an economic scarcity, which
he now denounces so vehemently.

Such persons may think of
themselves as great liberals. Ac¬
tually they are little would-be
dictators who love power and au¬

thority over their fellow men.
"But truth has its own way. . . .

Events have proved the correct¬
ness of the prediction of the or¬
thodox economists. . . . There are

no other means . . . (to solve our

problems) . . . than those recom¬
mended by the orthodox econo¬
mists: a sound money policy, thrift
in public expenditures, interna¬
tional cooperation for safeguard¬
ing durable peace, economic free- '
dom. The remedies suggested by
the unorthodox doctrinaires are

futile. Their application makes
things worse, not better. . . . The
market system makes all men in *
their capacity as producers re¬

sponsible to the consumer. ... If
the market is not allowed to steer
the wholeeconomic apparatus, the
government must do it. . . . There
is no middle way. . . . There is no

other alternative to totalitarian
slavery than liberty; There is no
other planning for freedom and
general welfare than to let the
market system work."10
"No 'automatic' and 'anony-

mous' forces actuate the 'mechan¬
ism' of the market. The only
factors directing the market and
determining prices are purposive
acts of men. v , 1; There are no

mysterious mechanical forces. ...
The dilemma is not between auto¬

matic forces and planned action.
It is between the democratic proc¬

ess of the market in which every

individual, has his share and the

exclusive rule of a dictatorial ./i*
body . .. what those calling them¬
selves planners advocate is not the
substitution of planned action for

letting things go. It is the substi¬
tution of the planners' own plan
for the plan of his fellow men. ...

The planner aims at One thing
only: the exclusive absolute pre¬

eminence of his own plan. , . .

Democracy is inextricably linked
with capitalism. It cannot exist
where there is planning."11 '

Return to Enlightened Despotism," be¬
fore the American Academy of Political
and Social Science, March 30, 1945.

6 Laski, "Democracy in Crisis," pp. 87-
88. Quoted in von Mises, "Planned
Chaos." 1947. p. 30.

7 Ibid., p. 31.
8 Loc. cit.

9 Loc. cit.
10 From address by Dr. Ludwig von

Mises before the American Academy of
Political and Social Science, March 30,
1945.

ax Planned Chaos, pp. 29, 30.

Erwin Steubner to Be

Kidder, Peabody Partn'r
PHILADELPHIA, PA.— Erwin

A. Steubner will be admitted to

partnership in the New York
Stock Exchange firm of Kidder,
Peabody & Co. on Jan. 8. Mr.
Steubner, who has been manager
of the Statistical & Research De¬

partment of the firm's Philadel¬
phia office, 123 South Broad
Street, will continue to make his
headquarters in that city.
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Lessons of Experience
Fiscal Policy
(Continued from page 13)

"props" of prosperity are always
temporary; a long prosperity is a

^period when new "props" can be
pushed in under as the old ones
come out. True, the 1946-47 pros¬

perity has been abnormally infla¬
tionary on several counts. We
started with an untested excess of
liquidity. The price-level was in
flux in 1946, and even in 1947
many of the forces we think of as
creating a price-stabilizing "rigid¬
ity" were actively pushing prices
up. Inventories (especially of
coal) have been phenomenally law
This made strikes cut deeper than
usual, and gave labor unions a
temporary gain in bargaining
power which was bound to push
prices up. But for all that, the ex¬
perience should be a reminder
that production has no way to go
except down, there is a bias
against measures that might push
it down even though default on

such measures is inflationary.

Need of Discipline Among \

Interest-Groups

(C) 1946-47 experience also
stresses our dependence on disci¬
pline among our great interest-
groups. I am skeptical about
schemes for stabilizing the econ¬

omy by getting business firms or
labor unions or farmers to act

contrary to their own interest
within the existing framework of
rules. But as a minimum, we need
some willingness to accept rules—
whether permanent or temporary
—which limit the pursuit of ad¬
vantage.
During the war, we had a price-

stabilization compromise. Many
labor unions did not like the "no-
strike pledge," nor wage control.
Many businessmen did not Lke
price control, rationing, alloca¬
tions, excess-profits taxes, high
•farm prices, or "union security."
Many farmers did not like price
control, gasoline rationing, sub¬
sidies, or the rise in the status
of un'cns. But these evils, un¬
acceptable singly, were given
almost unanimous acceptance as

a combination. For everybody
saw that it was more important
to get the nation's bus'ness
down under a program which
called on each group for sacrifices
than to wrangle over who got
what.

This compromise was shattered
in the fall of 1945 by derationing
and the repeal of the Exce:s Prof¬
its Tax. Excess Profits Tax repeal
meant "cutting a melon" for busi¬
ness, and created a climate in
which the labor union policy of
massive wage increases and the
farmers' half-political-half-specu¬
lative "strikes" against meat price
control were inevitable. Maybe
these union and farm pclicie*
were'wicked; but the position of
those who say so would be
stronger if they bracketed in the
wickedness of premature tax cuts
It is too easy to forget the need

of compromise in this sense. Of
course we have an estab'ished

compromise on many of the
needed "rules," and under more
favorable conditions it may suflice
to .make prosperity rpn-inHatto-i-
ary. But it may not serve for this
purpose, and it is-certainly -nol
good enough to make steady pros¬

perity automatic. Plans which
would have to be imposed by on'

group (whether by labor unions or

by business) might as well :be
thrown out. In planning for sta¬
bilization it is genuine compro¬
mise we have to look for. We need
combinations of measures which
the groups they inconvenience
will accept both because they can

Bee public advantage in them and
because they can see other groups
accepting comparable ;inconveni¬
ences. Finding such combinations
and getting acceptance for them
is

, one of the chief jtasks for na¬
tional leadership — and one: in
which economists should have a

big part. .

The State of Trade and Industry
(Continued from page 5)

unexpected corner, according to "The Iron Age," national metal-
working weekly. A fresh survey made by the magazine among stee:
customers shows that 84.3% say their relations with steel compame.
are "good," while only 5.1% answered in the negative. ,l

The remainder, totaling 10.6%, were "indifferent" in their rela¬
tionship with steel companies. ;; . ■■"V'/L :• ,; V ^;

Those having no intention of changing their source of supply
when things become easier amounted to 74.1%, while only 8%
expect to change their source of supply. Some were still trying to
make up their mind with 17.9% saying "maybe."
Though statisticians and some government officials have at time

been worried about the size of steel inventories, steel c.ustomei
continue to buy every available ton of steel. Furthermore, th
shortage of steel and the lack of inventories, "The Iron Age" addi
continues to cause a boom in the steel gray market even thoug
the latter constitutes only about 5% of total steel shipments.

Proof of these contentions is found in answers to the questior
"Are your inventories above normal, normal or below normal?" 1
total of 52.8% of the industry's customers said their inventories wen
below normal, 41% thought they were about normal compared tv
present-day demand; while only 6.2% believed that their steel stock,'
were above normal.

The answers by steel buyers in "The Iron Age" special report
are considered highly significant in view of the current demand
from Administration sources for allocation controls. If the steel
industry's customers don't know what kind of a job is being done
in the production and distribution of steel then nobody does,
the abdve trade authority concludes.

Part of the present drive to get on mill order books has been
caused by some customers who fear that with even a voluntary
allocation plan they will be left out in the cold. . This feeling is ex¬
pected to increase rather than diminish until the whole question of
allocations has been definitely settled.

With several large pig iron producers having raised the price
of pig iron this week $2 a ton and others expected to follow,
steel customers are expected to again become more price con¬

scious. There was this week still the possibility of higher steel
prices if wages were to be advanced in April 1948—a possibility
which is far from remote.

Then, too, scrap, a major worry with steel companies, started tc
move again this week with an average advance of 75 cents per tor
in the Chicago district. No changes were made in Pittsburgh am
Philadelphia, but because of the Chicago change, "The Iron Age'
scrao composite advanced 25 cents a gross ton this week to $40 i
gross ton. v *

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 96.4% of
capacity for the week beginning Dec. 29, 1947, and compares with
86.6% one week ago, 97.7% one month ago and 87.7% one year

?agO. ; ' /,.C-V^V;;V' V- >
This week's operating rate is equivalent to 1,686,900 tons of

steel ingots and castings as against 1,515,400 tons last week, 1,710,-
000 tons a month ago and 1,545,600 tons one year ago.

FREIGHT LOADINGS DECLINE FURTHER BY 2.6% BELOW
PREVIOUS WEEK

Loadings for the week ended Dec. 20 totaled 832,130 cars, accord
ing to the Association of American Railroads. This was a decrease
of 22,029 cars or 2.6% below the preceding week, fhey represcn
a decrease of 4,055 cars or 0.5% below the corresponding week ir
1946 but an increase of 144,285 cars, or 21.0% above the same week
in 1945..

ELECTRIC PRODUCTION AFFECTED BY CHRISTMAS
; HOLIDAYS

The amount of electrical energy distributed by the electric light
and power industry for the week ended Dec. 27, 1947 was 4,829,579,00C
kwh., according to the Edison Electric Institute. This was 538,045,00
kwh. below the record high production figure of 5,367,624,000 kwh
reached in the preceding week. In the week ended Dec. 28, 1946
output totaled 4,442,443 000 kwh., which was 498,010,000 kwh. lower
ihan the figure reported for the week ended Dec. 21, 1946. The pro¬
duction for the Dec. 27, 1947 week was the lowest since the week
ended Sept. 6, 1947 (which included the Labor Day holiday), when
4,720,659,000 kwh: were turned out.

AUTOMOBILE OUTPUT OFF ONE-THIRD IN CHRISTMAS
HOLIDAY WEEK

Estimated output of cars and trucks last week in the Uriten
States and Canada was 78.964, about two-th'rds of the record volume
of 120,657 shown in revised figures for last week, according to Ward':
Automotive Reports. The agency added that 4,993,325 units havr
been completed thus far this year, leaving only 6,675 vehicles to be
assembled to accomplish the goal cf 5,000,000 in 1947.

Output for last week, Ward's said, comprised 58,222 automo¬
biles and 17,883 trucks in the United States, and 1.888 cars and
971 trucks in Canada. The total is 11,900 more than the figure
for the similar week of last y£ar and three times the production
of 24,620 for the corresponding week of 1941.

BUSINESS FAILURES OFF SHARPLY IN HOLIDAY WEEK

Declining in the week ended with Christmas Day. commercial
and industrial failures fell off to the lowest number in any week
since the beginning of this year. Dun & Bradstreet, Inc., reports
38 concerns failing, less than half the 91 which occurred in the pre¬

ceding week, but the same number as in the comparable week of
1946. Compared with the same week of prewar 1939, concerns failing
remained low, accounting for only a fifth as many failures.

Nearly all of the week's failures, 34 out of 38, involved lia¬
bilities of $5,009 or more. Failing in this size group fell off from
77 a week ago and compared with 37 in the corresponding week
of last year. Small failures under $5,000 were down sharply,
numbering only four, but still exceeded the one failure occurring
in *his liaMJUv class a year ago. * v

Geographically, failures continued to be heaviest in the Middle
Atlantic, Pacific, and East North Central States. Declines from the
preceding week prevailed in nearly all areas. Compared with 1946,

more businesses failed this year in most districts, with nearly .all of
the decline centered in the New England States'where only two conA:
cerns failed this week against 10 in the corresponding week a year

ago.' • . 'j,' ■ :■ v ... . ' • 1
Commercial and industrial failures in November declined slightly

to 313 from 3C-3 in the previous month. After rising steadily during
the first five months of the year, they declined in June. Since then
the number has fluctuated mildly each month. In November they
were about three times as numerous as in November, 1946. 1

FOOD PRICES RISE AFTER TWO-WEEK RECESSION
Food prices, after trending lower for two weeks, turned upward

in the latest period. The Dun & Bradstreet wholesale food price
index rose to $7.11 cn Dec. 23, from $7.02 a week earlier. The latest
figure represents a gain of 12.5% over the corresponding date a year

ago when the index stood at $6.32.
The index represents the sum total of the price per pound of 31

foods in general use and its chief function is to show the general
trend of food prices at the wholesale level.

WHOLESALE COMMODITY PRICE INDEX AT NEW
POSTWAR PEAK

Strength in grains, livestock and other foods pushed the general
price level upward in the past week. The daily wholesale commodity
price index, compiled by Dun & Bradstreet, Inc., reached a new post¬
war high of 304.10 on Dec. 20 and closed at 302.30 on Dec. 23. The
current figure compares with 246.34 on the corresponding date a year

ago.
Grain markets were somewhat unsettled with prices moving ;

irregularly over a fairly wide range. V;.

Strength in corn largely reflected continued small country move¬
ment of the cereal to terminal markets and publication of the final
)ff;cral estimate of this year's corn crop.

The report indicated a total corn crop for 1947 of 2,401,000,000
bushels. This was 26% smaller than the 1946 record production of
3,250,000,000 bushels and the smallest yield since 1936.;

Trading in wheat was fairly active with prices edging higher.
The whe*t <mon for this year was placed at 1,365,000,000 bushels, r
a new all-time high.

The outlook for the new winter wheat crop was reported im¬
proved as the result of more favorable weather in the Southwest.
Domestic flour business continued extremely dull with export trade
at the moment at a standstill. Demand for lard was only moderate
but prices turned upward on talk of larger Government purchases for
export and improved commission house buying. Livestock markets
were strong and higher. Hog marketings at principal western centers
declined for the week but held above those for the same week last
year.

Cotton prices moved irregularly last week with final quotations
off about 40 points from a week ago. Weakness developed at mid¬
week as the result of selling induced by a slowing down of .activity
n textiles ana uncertainties surrounding the domestic and interna-
•ional political situations. Other bearish influences included the
relief that-export trade would not be as large as hoped for and year-
;nd selling for tax purposes.

Cotton gray gocds markets were relatively quiet for the ,

second consecutive week with increasing price resistance noted.
Year-erd dullnes continued to feature the Boston raw wool mar¬

ket with many of the larger buyers reported out of the market until
"fter the holidays. Prices in foreign wool markets were reported
decidedly firmer. Trading in foreign markets remained slow in an-
.icipation of the longer holiday season observed there.
RETAIL AND WHOLESALE TRADE EXCEED LEVELS OF

CORRESPONDING WEEK A YEAR AGO

Retail tiade was brisk last week as consumers wound up their
llbr'stmas shopping trying to fill their last-minute needs. Retail
volume was somewhat above that of the preceding week and well
bove the like week a year ago, according to Dun & Bradslreet. Inc.
n its current review of trade.

, * Despite the gain in dollar volume consumer purchases meas¬
ured in units generally varied little from those of 1946. , „

Lingerie, hosiery and other apparel items were very popular as
"ift purchases. Fancy dresses ,and suits sold well as the holiday
approached. Heavy clothing of all types was in large demand but
interest in furs remained somewhat desultory. , .

M.n's haberdashery was steadily purchased, while suits, over¬
coats ard sportcwcr sold well. Shoes, house slippers and lounging
obes were also in large demand.

Many grocers reported the volume of food to be moderately
a^eve that of a year ago, but attributed a part of the gain to
higher prices.

The supply of nearly all foods was p^ntful with demand for
"a^cy i ems, confectionery and baked goods showing a substantial
increase. C:nncd and frozen foods were steadily purchased as was

true of fresh fraits and vegetables. Holiday cheer in the form of
igh-priced liquors was eagerly sought by many shoppers.

A slight seasonal lull occurred in some wholesale lines in the
week. Total volume was steady at the high level of the preceding
week and remained well above that of the corresponding week a
vear agd. Retailers generally ccnfined their' purchasing to fill-in
eeds and continued to stress prompt deliveries. The continued diffi¬
culty in obtaining some types of goods restricted volume in those
lines but the supply of most merchandise remained adequate.

Department store sales on a country-wide basis, as taken from
Lhe Federal Reserve Beard's index for the week ended Dec. 20, 1947,
increased by !8% from the like period of last year. This compared
with an increase of 10% in the preceding week. For the four weeks
ended Dec. 20 1947, sales increased by 9% and for the year to date
increased by 8%. \ :......

The greatest snowstorm in the history of New York on
Friday last cut into retail trade for the week and thereby re¬
duced what promised to be extremely sharp percentage gains.

Last minute Christmas shopping, together with an extra
selling day would have made these gains over 1946 possible were
it not for transportation difficulties coupled with early closing
of stores as a result of the storm. ,

According to the Federal Reserve Board's index, department
store sales in New-York City for the weekly period to Dec. 20, 1947
increased 8% above the same period last year. This compared with
sn increase of 6%< in the preceding week. Fbr the four weeks ended
Dec. 20, 1947, sales increased 4% and for the year to date rose by 9%.
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The following statistical tabulations cover production and other figures for the latest week or month available (dates
shown in first column are either for the week or month ended on that date, or, in cases of quotations, are as of that date):

AMERICAN IRON AND STEEL INSTITUTE:

Indicated steel operations 'percent of capacity) .Jan. 4
Equivalent to— - "

Steel ingots and castings produced (net tons) Jan. 4

AMERICAN PETROLEUM INSTITUTE:

Crude oil output—daily average (bbls. of 42 gallons each) ;.Dec. 20
Crude runs to stills—daily average (bbls.) ; ; Dec. 20
Gasoline output (bbls.) Dec. 20
Kerosine output (bbls.) Dec. 20
Gas oil and distillate fuel oil output (bbls.): Dec. 20
Residual fuel oil output (bbls.) . Dec. 20
Stocks at refineries, at bulk terminals, In transit and in pipe lines—
Finished and unfinished gasoline (bbls.) at Dec. 20
Kerosine (bbls.) at Dec. 20
Gas oil and distillate fuel oil (bbls.) at — Dec. 20
Residual fuel oil (bbls.) at Dec. 20

association of american railroads:

Revenue freight loaded (number of cars). Dec. 20
Revenue freight ree'd from connections (number of carst Dec. 20

civil engineering construction, engineering news
record: •, ?>,

Total u. S. construction . Dec. 25
Private construction . Dec. 25
Public construction '. Dec. 25
State and municipal Dec. 25
Federal ; Dec. 25

COAL OUTPUT (U. S. BUREAU OF MINES):

Bituminous coal and lignite (tons)
Pennsylvania anthracite (tons) i

Beehive coke (tons)

.Dec. 20

.Dec. 20

.Dec. 20

DEPARTMENT STORE SALES INDEX—FEDERAL RESERVE
SYSTEM—1D35-3D AVERAGE=1«0 Dec. 20

EDISON ELECTRIC INSTITUTE:
,

Electric output (in 000 kwh.) Dec. 27

FAILURES (COMMERCIAL AND INDUSTRIAL)—DEN & BRAD-
STREET. INC Dec. 25

IRON AGE COMPOSITE PRICES:

Finished steel (per lb.)
Pig iron (per gross ton)
Scrap steel (per gross ton)

METAL PRICES (E. & M. J. QUOTATIONS)

Electrolytic copper-
Domestic refinery at
Export relinery at

Straits tin (New York) at
Lead (New York) at ;_.

Lead ^St. Louis) at
Zinc (East St. Louis) at

MOODY'S BOND PRICES! DAILY AVERAGES:

U. S. Govt. Bonds__ . __________

Average corporate __________

Aaa
1

Aa ; ;

A

Railroad Group
Public Utilities Group :
Industrials Group

Dec. 23
Dec. 23

. Dec. 23

Dec. 24

Dec. 24

Dec. 24
Dec. 24

Dec. 24
.Dec. 24

Latest
Week

S6.4

1,686,900

5,284,489
5,246,000
16,006,000
2,291,000
6,520,000
8,642,000

87,056,000
16,866,000
51,502,000
52,113,000

832,130
722.4S8

$63,608,000
36,231,000
27,377,000
18,837,000

t (8,540,000

13,145.000
. 1,218,000
/' 144,000

V.v 575

4,829,579

38

3.18925c

$37.06';
$39.75

21.200c
21.425c

94.000c

15.000c

14.800c

10.500c

Previous
Week

86.6

1,515,400

5,252,739
5,104,000
15,703,000
2,485,000
6,337,000
8,580,000

87,608.000

18,127,000
55,032.000

53,318,000

854,159
723,416

$130,139,000
63,218,000
60.921,000

22,424,000
23,437,000

*13,566,000
1,198,000
*140,800

570

5.367,624

91

3.18925c
$37.06

$39.75

21.200c

21.425c

80.000c

15.000c

14.800c

10.500c

Month

Ago

97.7

1,710,000

5,275,300
5,229,000
16,138.000
2,192,000
6,574,000
8,447,000

84,777,000"
21,218,000
62,646,000
56,774,000

802,672
733,139

$116,802,000
49,693,000
67,109,000
55,680,000
11,429,000

13,300,000
1 213.000

"138,400

395

4,983,439

72

3.18925c

$37.06

$40.58

Year

Ago

87.7

1,545,600

4,707,850
4,783,000
15,144,000
1,930,000
5,497,000
8,383,000

83,665,000
17',980,00(
62,239,000
53,773,000

836,18.r
709,650

$34,344,000
25,260,000
9,084.000
8,027,000
1,057,000

13,634,000
1,272,000
i. 122, IOC

532

4,442,443

38

2.75655c

$30.14
$31.17

21.200c

21.500c

80.000c

15.000c

J#«"l£-800<};fv;
10.500c

19.275c

19.550c

70.000c

12.550c

12.350c
10.500c

Dec. 30 100.69
'

101.86 101.86 104.16
Dec. 30 109.97 110.88 111.81 • : 116.80
Dec. 30 114.85 116.22 ■'".V 116.61 121.25
Dec. 30 113.50 114.46 114.85 119.61

.Dec. 30 108.88 ' 109.97 111.81 116.80

.Dec. 30 102.96 103.80 104.48 V 110.15

.Dec. 30 104.31 105.00 106.92 112.55

.Dec. 30 112.00 112.93 .V.- 113.70 117.80-

.Dec. 30 113.70 115.24 115.04 120.02

moody's bond yield daily averages:

•U. S. Govt. Bonds- _ .

Average corporate
Aaa —' -

Aa

Baa

Railroad Group _.

Public Utilities Group__
Industrials Group

.Dec. 30

-Dec. 30
-Dec. 30
_Dec. 30

_Dec. 30
Dec. 30
_Dec. 30
.Dec. 30

.Dec. 30

MOODY'S COMMODITY INDEX __ ____ Dec. 30

2.45
3.17

2.91

2.98

3.23

3.57

3.49

3.06

2.97

455.7

2 37
3.12

2.84

2.93

3.17

3.52

3.45

3.01
• 2.89

459.3

2.37
V 3.07

2.82

2.91,
3.07

3.08

3.34

2.97

2.90

459.9

2.22

2.81

2.59
2.67

2.81

3.16

3.03

2.76

2.65

378.3

^NATIONAL PAPERBOARD ASSOCIATION:

Orders received .(tons)—.^—_____—
(Production (tons) ; .

'-"Percentage .of activity—
:y(^Vnlilled".or4ers-.^:tons)y!.at-u_*_i^_^_izL-__^_;__;___^":_^^___;_

. OIL» PAINT AND DRUG REPORTER PRICE • - . i
'

tYNDEX—m«*36 AVERA«E==100^_

WHOLESALE JPRICES^U.xSr DEPT. LABOR—192«—100:

;!>i All, commodities
Farm .products ______ ; ; ;

■'

Foods- ;

Hidesandleather products-.-^-'-^;---^—„ _—I
Textile products ___ ^
Fueland lighting materials—-i:.——:

'- 7:Metal And metal.produc.ts—________
:Building -materials:______^_„k_7,_j;'_T.

Chemicals and allied products— ________

Housefurnishings goods ,
-

, Miscellaneous commodities—

•, Special-groups—■ v,

. Raw materials
. y

.___

Semi-manufactured articles-,.
. v Manufactured products » ^ i__

( All commodities other than farm products
> All commodities other than farm products and foods

fVa "4" ^Revised figure. • ''."-7 •>•'"7 -''

__Dec. 20
-Dec. 20

—Dec. 20
—Dec. 20

__d.Dec.26

.Dec. 20

.Dec. 20

.Dec. 20

.Dec. 20

. Dec. 20

. Dec. 20

. Dec. 20

.Dec. 20

. Dec. 20

. Dec. 20

. Dec. 20

j_ Dec. 20
Dec. 20
Dec. 20
Dec. 20

Dec. 20

157,585
183,641
t loo

416,851

149.9

162.5

196.9

178.2

204.4-

146.9

K 126.2

151.6

189.1

132.9
135.3

120.5

183.4

156.9

154.4

154.9

145.4

162,012 ,.

183,345
100

444,685 '(,?

150.1

1614
196.2

179.0 7
204.9 -

146.3

120.2 :7
i5i.5:':
1884

135.1 . 7
135.2

119.8

180.9

157.0

153.7

153.7

143.5

165.882

182,964
102

418,582

151.0

159.2

188.6

178.8

2004

144.0

118.7

151.3

186.1

136.5

134.7

118.1

176.7
156.1

152.2.

152.7
142.0

; • - - : v ' J 7"- Latest Previous
Month Month

AMERICAN PETROLEUM INSTITUTE—Month
of September:. '1

Total domestic production (bbls. of 42 gal¬
lons each) 168,626,000 171,619,000
Domestic crude oil output (bbls.) 157,530,000 160,365,000
Natural gasoline output (bbls.) 11,046,000 11,204,000

• Benzol output (bbls.) 50,000 50,000
Crude oil imports (bbls.) 8,658,000 8,242,000

Refined products imports ibbls.)___—3,902,000 3,824,000
Indicated consumption—domestic and export

(bbls.) L 178,521,000 172,913,000
Increase—all stocks (bbls.)— 2,665,000 10,772,000

AMERICAN TRUCKING ASSOCIATION—
Month of October:

Number of motor carriers reporting 256 256
Volume of freight transported (tons) 2,731,407 2,407,236

AMERICAN ZINC INSTITUTE, INC.—Month of
November:

.

Slab zinc smelter output, all grades (tons
of 2,000 lbs.) 69,682 71,745

Shipments (tons of 2,000 lbs.) 79,789 **129,046
Stock at end of period (tons! 69,166 *79,273
Unfilled orders at end of period (tons)A #•' 43,250 ' *35,013

BANK DEBITS—BOARD OF GOVERNORS OF
THE FEDERAL RESERVE SYSTEM—
Month of November (in thousands)

CASH DIVIDENDS— PUBLICLY > REPORTED
BY U. S. CORPORATIONS—U. S. DEPT.
OF COMMERCE—Month of November $167,300,000

COMMERCIAL PAPER OUTSTANDING—FED- <

ERAL RESERVE BANK OF NEW YORK— /
As of November 28 $287,000,000 $283,000,000

CONSUMER CRF.DIT OUTSTANDING, BOARD *
OF GOVERNORS OF THE FEDERAL V
RESERVE SYSTEM—Estimated short-term
credit in millions as of October 31:

Total consumer credit

Instalment sale credit—

Automobile :

Other
„

Instalment loans ; i

Charge accounts
Single-payment loans

COPPER INSTITUTE—For month of Nov. :

Copper production in U. S. A.—
Crude (tons of 2,000 lbs.)—
Refined (tons of 2,000 lbs.)——

Deliveries to customers—

In U. S. A. (tons of 2,000 lbs.)_
Refined copper stocks at end of period (tons
oi 2,00J ius.)

COTTON AND LINTERS — DEPT. OF COM-

/ MERCE — RUNNING BALES—
Lint—Consumed Month of November
In consuming establishment as of, Nov. 30—
In public storage as of Nov. 30—.'i

Linters—Consumed Month of November

In consuming establishments as of Nov. 30__
In public storage as of Nov. 30

'

Cotton spindles active as of Nov. 30

Year »

Ago r

153,282,000*
143,708,000
9,424,000"
150,000

7,508,000
4,494,000

151,308,000
13,976,000

256

2,300,97/

66.873

91,429-
195,828

49,317

$92,921,000 $105,320,000 $86,645,000!
'

'■ ' .• I

$160,500,000

$227,000,000

NATIONAL FERTILIZER ASSOCIATION—WHOLESALE COMMOD-
- ITY INDEX BY GROUP—1935-39=100: . v

,

Foods ' 238.4 236.8 235.3 214.3
Fats and oils 272.7 , 266.0 287.6 V 259.9

- Farm products Dec. 27 279.9 275.8 268.6 229.1
Cotton Dec. 27 336.3 336.7 -r., 336.6

•

.<
. 322.8

Grains ! .Dec. 27 304.9
"

312.7 311.8 198.0
. -Livestock r7r.,_. 272.6 263.6

L.
252.1 225.P

Fuels j. 198.2 198.2 198.2 157.6
Miscellaneous commodities Dec. 27 . 180.2 .= ■' 179.2 - 179.4 157.0
Textiles ' Dec. 27 219.7 226.2 v 223.1 216.3
Metals ___: : Dec. 27 160.4 - 159.3 159.4

'

-139.2
_ Building materials J. Dec. 27 236.3 236.7- ., , " 236.4 -

- ; 207.0
1 Chemicals and vdrugs^______^______ i__—: -Dec. 27 : 156.4 V ■' 156.4 157.1 152.9
Fertilizer materials ■ '■ 137.5 137.5 '136.8 124.0
Fertilizers _______——

._ Dec. 27 141.8 *141.8 • 140.6 ; 129.7
>

- Farm machinery Dec. 27 ; 134.5 129.3 129.3
'

120.8
All groups combined Dec. 27 221.2 220.0 218.1 189.9

144,083
172,275

102

543,675

150.3

139.8
170.7

159.5

170.9
132.8
96.9

133.3
151.9

125.6
120.5
108.1

155.5
134.4

134.2

133.0
123.4

$12,050

1,050
1,324
3,080
3,035
2,646

71,861
97,525

106,232

66,622

759,498
1,858,676
5,360,906

98,948
176,527

; 72,833
21,432,000

$11,671

1,004
1,253
3,027
2,864
2,606

*76,300
*108,277

*112,310

'74,507

826,216
1,479,136
5,101,358
103,116
142,817
67,052

21,563,000

$9,022

*

466

735.

2,19/
2,62*
2,082-

73,02A
75,066

129,206

i 90,896

878,025
2,118,065
6,208,001

82,434
202,951
59,240

21,525,000

10,596,350 10,056,347 7,727,523

452 397

COTTON GINNING (DEPT. OF COMMERCE)

—Prior to December 13:

Running bales :•

COTTON SPINNING (DEPT. OF COMMERCE—

Spinning spindles in place on Nov. 30" 23,737,000 23.889,000
Spinning spindles active on Nov. 30 21,432,000 21, .63,000 21,524,396
Active spindle hours, November 9,530,000,000 10,802,000,000 9,499,110,593
Average spindle hours per spindle in place,

i:. November — 400

DEPARTMENT STORE SALES—SECOND FED- >
AERAL RESERVE DISTRICT, FEDERAL RE¬

SERVE BANK OF N. Y. 1935-39 AVERAGE ' '
;

v. =i(M)—Month of November:
Sales (average monthly), unadjusted—
Sales (average daily), unadjusted,..-,
Sales (average daily), seasonally adjusted—
Stocks, unadjusted as of Nov. 30—
Stocks seasonally adjusted as of Nov. 30

MONEY IN CIRCULATION—TREAS-
DEPT.—As of October 31:— $28,551,870,056

MOODY'S WEIGHTED AVERAGE YIELD OF
200 COMMON STOCKS—Month of Nov.:

Industrials (125) —

Railroads (25)
Utilities (25)
Banks (15) —

Insurance (10) ——

Average yield (200)

MOTOR VEHICLE FACTORY SALES FROM
PLANTS IN U. S. (AUTOMOBILE MANU¬
FACTURERS ASSOCIATION) — Month of
October: ' '

.

Total number of vehicles
Number of passenger cars —

Number of motor trucks
Number of motor coaches -

NEW CAPITAL ISSUES IN GREAT BRITAIN—

Midland Bank, Ltd.—Month of Nov

NON-FARM REAL ESTATE FORECLOSURES-
FEDERAL SAVINGS AND LOAN INSUR¬
ANCE CORPORATION—INDEX FOR ES¬
TIMATE AS ADJUSTED (1935-39=100)—

Month of September 1 _

NON-FERROUS CASTINGS (DEPT. OF COM¬
MERCE)—Shipments Month of October:

- Aluminum (thousands of pounds)
■Copper (thousands of pounds)-—
Magnesium (thousands of pounds)—
Zinc (thousands of pounds).—„'___
Lead die (thousands of poutids)_-l —

SOFTWOOD PLYWOOD (DEPT. OF COM¬
MERCE)—Month of October:

Production <M sq. ft. %-in. equivalent)——
Shipments and consumption (M sq. ft.,
%-in. equivalent)

Stocks (M sq. ft., - %-in. equivalent) at
end of month — —

Consumption of logs (M ft., log scale)—
Log stocks (M ft., log scale) at Oct. 31-—

TRAILER COACHES—HOUSING, TYPES ONLY
(DEPT. OF COMMERCE)—Month of Oct.:
Month of October:

Production (number of units)
< Shipments (number of units)

Shipments (value of)—————-

304 *267 299*
323 *253

'

"301
248 223 231 r

263 253 24/

234 . 224 *220

$28,567,322,694 $28,600,120,08®

5.4 5.1 . 4.-V

7.2 7.0 6.01
5.5 <• 5.2 4.®

4.7 4.5 4.0-

3.5 3.5 3.®

5.4 5.1 4.6-

436,001
315,969
118,365

1,667

*420,270
*307,942
*110,720

*1,608

391,727-
283.586*

107,166
975

£8,837,000 £3,942,000 £9,063,000-

8.2

40,532
92,119

?- 616

38,612

1,393

170,325

161,648

43,918
74,237

219,494

7,827
7,707

$13,236,706

8.5

35,877
83,158

518

32.727

1,241

146,985

146,701

38,086

64,241
221,904

6,986
6,925

$11,634,920

7.0-

43,00r
106,470«

980*

4'\3n

1,260

149,600"

149,580

34.959r

66,381
179,481

5,953
5,840

$9,779,385
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Observations g
(Continued from page 5)

to over- or under-state the stock's true value. To allow for them
as a buyer, we will give ourselves a margin of additional safety by
making an arbitrary subtraction from our above-calculated gross
price. . \ 7 ...s ;■ '■ ":.■ 7'".

In our Montgomery Ward example such deduction might well
be 15%, taking into account the favorable factors of a net quick
liquidating value of $50 per share as an offset to vulnerability factors.

The exact size of this safety-margin deduction to be insisted on
as a prerequisite to an actual purchase would be importantly gov¬
erned by our portfolio's need for the category of security in which
the issue falls. ." 7':•'-7: / 7.'''- ' • : 7,7 ■

The Incidence of Individual Income Taxation

There is one important variable factor which must be recog¬
nized as importantly affecting our calculations of the above-described
amortization-fund; namely, the incidence of the income on div¬
idends received. Irrespective of whether its impact in particular
cases is greater or smaller than would be the capital gains tax of 25%
on people emphasizing market appreciation, it does reduce the seg¬
ment of the dividends garnered for amortization of our capital in¬
vested.

An offset to the income tax levy (whose degree is of course
correlated with the respective tax bracket of the investor) is pro¬
vided by the security-holder's possession of the growing amortization
fund in advance of our designated "maturity date" and by the return
gainable thereon.

A Cyclical Earner v

In considering an investment in an established enterprise pro¬
ducing a basic commodity, as oil or copper, we would concentrate
on averaging past earnings* throughout boom-and-bust.

Looking at the Kennecott Copper Co. as a business property,
and not being conscious of the current market price of its stock:
we find that the per share earnings (before depletion) during the
1936-'46 era ranged between $2.16 and $4.60, averaging $3.45; with
1947 estimated earnings of $8-$9 being regarded as highly abnormal
and non-recurring.

We also see a "dream" balance sheet, partially necessary because
of the wasting assets, with cash of $174 million, total current assets
of $240 million, with total liabilities of only $30 million; belonging
entirely to the 10.8 million shares of common stock. „ <

With an assumed war-raised commodity price level, let us
estimate average future earnings at $4 per share. The dividend return
we then could estimate at $3 per share, which, after the rental charge
for our capital,we can use for amortizing our entire cost over a
20-year period. With a money-rental value of 2-%% this would
capitalize our expected return at a present price of about $40 per
share. 7;';7l '

The margin of safety for imponderable^ ancberrors in our various
appraisal factors (which we have not detailed because of space con¬
siderations) we might, because of the net quick liquidating value
of $20 per share, limit to a deduction of 10%.
•7 This would lead us to consider $36 an advantageous long-term
buying price for Kennecott, at which level we would be willing to
"dig in" for return and conservation of capital; and not be in the
least discomfited by future market fluctuations indicating book loss
of capital. „ .-

• Stable Earners

; To the extent that the public engages in "quantitative" security
analysis at all, American Telephone stock is so used. But even here
the present dividend is overemphasized to the exclusion of earnings
and hence of future return from the property.

We find that from 1927 to the present the earnings per share,
which were $11.66 in the earlier year, have fluctuated between a
low of $6.52 in 1934 and a high of $12.59 in 1929, ending the period
with $9.31 in 1946. The average earnings have been $9.10 per share.

7 The net working capital has grown from $138 million to $188
million in 1946, but we see that this is counterbalanced by a simul¬
taneous doubling of the funded debt; with a practically stationary
book value around $130 per common share.

As a prospective buyer of the stock, we might doubt the chances
for the company's indefinite life, and only feel comfortable if, as we
did with Kennecott, we could write off our entire investment over
20 years.

With an evidenced earnings ceiling of about $9 we would not
assume an average dividend of above $8 per share, even allowing
for apparently special (although not quite clear) factors now per¬

mitting an unusually high proportion of dividend disbursement.
Thus capitalizing an $8 average dividend would set a gross

fair market cost of about $107 per share for the stock, and a "net"
price after our safety deduction for individual income tax and
other elements, of something like $95 per share.

While such a figure might be termed unrealistic in view of the
current stock market price (which is surely keyed to the long-stand¬
ing dividend), the writer positively would stick to his guns with con¬

fidence, and be disinterested at any other price range.

Not Scientific Appraising

■*'

. The above reflections are of course not to be conceived of as
scientific appraisal technique, but as an approach to the worth of
securities regarded as shares in a business property likely to give
an advantageous return on the capital risked.

And it is only a roughly and superficially stated summary in¬
tended to clarify the practicality of our basic approach. There are
realized omissions of recognizable factors entering the calculations,
such as corporate depreciation policies; necessary refinements of our
calculations of our amortization fund arising from accelerated pos¬
session of the assumed amortization funds; the respective personal
income tax incidence and a host of variables. They make all the
more* important the margin of safety deduction from our gross good-
value estimate.

In any event the effect of those imponderables is less decisive
than are the previously-demonstrated uncertainties which stand in
the way of forecasting fluctuations in the price of individual secur¬
ities or of "the market" regarded as an entity. *

Can Amei i :anCollarsSaveEurope ft amCcmmunism?
(Continued from page 17)

stands at least some chance of
succeeding. . v,:
Another bottleneck to European

recovery is the foreign exchange
situation. The legal exchange
rates in many countries are 50%
or more below the actual buying
power of the local currencies as
reflected in the free (or black
market) exchange rate or that in
Switzerland, which has a free ex¬
change market. This means the
foreign importer must pay double
or more the true value of any

goods he buys, in terms of his own
currency, and that prices most
goods out of the market. This at
a time when it is urgently neces¬

sary for Europe to build up its
exports to pay for food and raw
material imports. Shouldn't we
nsist on an immediate correction
jf that situation as a condition to
our further assistance?

Even if these and other condi¬
tions of a similar nature, all aimed
at achieving the increase in do-
nestic European production which
is essential to the success of any
aid program, are met, there is al¬
ways the danger that the com¬
munists in these countries, through
their control of, or influence in,
the labor unions, will so sabotage
production as to completely de-
teat the program. That is a chance
we may have to take. The recent
developments in France are en¬

couraging, but our future .course
should be determined in part by
now effectively the governments
we are to assist move to meet this
very serious problem.
There is little question about

the program for interim aid to
France, Italy and Austria. The
failure of European harvests is a
hard fact, and the aid is necessary
to keep hunger and cold from
reaching proportions in Europe
which" would endanger our own

troops there and our security. The
bill already has passed both
houses and the differences will
be ironed out speedily in confer¬
ence. .

. **

Questions Items in Interim Aid

Unfortunately, the urgency-of
the need did not permit a thor*'
ough examination of the estimates
for the interim aid. Whether the
$597,000,000 total approved by^the
Senate is the proper one or noVJ
doubt whether any member of
Congress knows. Personally, I
voted for some reductions in the
Senate, first because I was very
doubtful whether we can supply
the volume of grains scheduled for
export and, second, because the
justification for the amounts pro¬
posed was inadequate. - .

Great emphasis has been laid on
the "thorough screening" given
the requests of France, Italy and
Austria for interim aid by the
State Department. Under-Secre¬
tary Lovatt testified, with some
pride, that the request by France
had been reduced $131,000,000,
from $458,000,000 to $328,000,000.
But then he went on to explain
that the reduction included an
item of $80,000,000 for balance of
payment debts betweenFrance and
Belgium; another $20,000,000 for
an old debt to England which the
French were going to pay in dol¬
lars although they held $20(1,000,r
000 of blocked sterling and, fi¬
nally, an item of $15,000,000 which
also was an old debt. These three
items, which are pure paper: pad¬
ding and had nothing to dp with
urgent needs for food and fuel,
total $115,000,000 of the $131*
000,000 cut out of the French re¬
quest, making it apparent that her
request for actual commodities
could not have been reduced at
all materially. Since applicants
for either gifts or loans seldom
pare their requests to the bone, I
believe we are justified in ques¬

tioning whether the tate Depart¬
ment's "screening" of these .re¬

quests was too vigorous or careful.
On the other question, Amer¬

ica's ability to spare the ,570,000,-
■■ ' ' • • ::»t os fointtibft'

000 bushels of grain exports aL
which the Administration is aim¬

ing without very dangerous
repercussions on our own econ¬

omy, the testimony before the
Appropriations Committee raised
grave, doubts in my mind. The
five -major grains—wheat, corn,

oats, barley and rye—are tied
together in our economy, being to
some extent interchangeable as
human food or livestock feed.
This year our total production of
these five: grains Is: 5,395.000,000
bushels, 7 which is 703,000,000
bushels less than.our total domes-
tice consumption and export last
year of 6,098,000,000 bushels. Ex¬
pert witness before our committee
were very doubtful, in view o7
these facts, whether we could
export the 500,000,000 bushels of
wheat planned by the Adminis¬
tration without driving the price
of wheat up to $3.50 or $4 a bushel
and leaving us with a dangerously
Ipw carryover. , 7

Aspects of Foreign Policy

There are many other aspects of
this program which need a thor¬
ough study and discussion. But I
would like now to turn to the
whole field of American foreign
policy.

For seven years in the Senate I
have supported consistently every
major foreign ;policy proposal of
the National Administration. I
have done so in the face of Ad¬
ministration justifications which
were often weak and vaclllat:ng
and which failed to give Congress
or the people a full and complete
report of the facts. In the past
year, my support has been tem¬
pered by growing doubts as to the
wisdom of some programs.

I am convinced that it is time
now for a thorough and critical
discussion of United States foreigr
policy, both its programs and their
administration. ,-7',. .

7 I have reached that conclusion
because., it is glaringly apparent
that our foreign policy, judged by
the: acid test of results, has failed
badly. . •, >. , v - <:

Two years ago, the United States
stood .at : ap all-time peak, prob¬
ably unprecedented in history, of
international prestige and power.
We had just won, virtually single-
handed, a great war in the Pa¬
cific. Our military power was the
major factor in winning another
great war in Europe.
Out of the flood of production

from our farms, mines and fac¬
tories. we had. furnished to our
allies and friends in the war over

$50 billion of lend-lease supplies
only a fraction of which was offset
by reverse lend-lease.
All the peoples of the world

were tremendously impressed by
the military power we had mobil¬
ized for the war arid were even
more impressed by our almost
miraculous productive capacity
Peoples and governments were
convinced also of our good inten¬
tions,. the fact that we had no
desire either to exploit or enslave
them. Whenever in history, for
instance, had a great world power
givendaway $50 billion worth of
supplies, and .exacted, no cpmmit-
ment$' dfe:eyeh promises; to repay

in-TeUao^f'WA;t,ft;,' 77.
.It would appear, looking back,

that the United'States w^th a wise.

shoufld have been ; able to obtain
in the world very close, to what¬
ever ; international system, we de¬
sired; particularly so, since what
we desired and what must always
be the fundamental objective of
our foreign •• policy, iis an* ever-
expanding • 7area77 in 7 the world
where individual men and women,
are free < to worship, think and
speak as they please, ;, to choose
their own governments, and • to
labor at the occupations-of their
choice and enjoy the fruits of their
toil. That objective surely is one
which all people who have had
even a distant glimpse of the great
benefits of freedom must share, y",
iu

Yet what has happened? In the
two years since V-J Day, far from
moving in the direction our for¬
eign policy sought, the world has
moved the other way. M.llions
of people whom we fought to free
live uhder communist dictatorship
and the rest of Europe and Asia is
torn by civil strife.
American military power, while

still tremendous potentially, is
much smaller in actual combat

strength. Our prestige with the
peoples of the world has deterior¬
ated even more. The editorials
in European publications sound
shockingly like those of 20 years
ago, when they were calling us
"Uncle Shylock." This time the
criticism is not because we are

attempting to collect what is owed
us. ' We have been too. gentle¬
manly even to suggest repayment.
This time the criticism is because-
we are not willing, without de¬
bate, to give Europe a black check
underwriting its economy for the
next four or five years.

Finally, our shrinking free
world is facing a great aggressor
power, Communist Russ'a, whose
dictatorship is as cruel and ruth¬
less as any the Nazis ever im¬
posed and whose aggressions bear
a terrifying similarity to those in
the late 'thirties which heralded
the Axis attempt to conquer the
world. The main difference is
that Russia, in the communist
parties tolerated in free nations,,
has a fifth column infintely more
effective than any the Nazis ever
had.

The deterioration in our inter¬
national position in two years is
almost unbelievable. Yet in. those -

two years, every foreign- policy ■

proposal of this National Admin-v
istration has been approved by
Congress.
We ratified the United Nations *

charter, with only two dissenting
votes in the Senate. Yet we are *

continually on-the defensive in
that great world forum, answering
the ridiculous war-mongerir>g
charges of Russian dictators who
speak fresh from their armed sub¬
jugation of Eastern Europe in vio¬
lation of the Atlantic Charter and \

their other agreements.
Congress approved the Bretton

Woods agreements establishing an
International Monetary Fund and
the World Bank. One was sup¬

posed, we were -told, to stabilize
currency exchange rates and the
other to finance reconstruction
projects. Fictitious exchange rates
still are one of the bottlenecks to.
European recovery today, and,
there would be no need to discuss
a Marshall Plan if the World Bank
were functioning as promised.
Pending the operation of the

Bank and Fund, the United Na¬
tions Relief and Rehabilitation
Administration was set up to do
the relief job, and Congress, at
the Administration's request, ap¬

propriated $3.7 billion to it. Mem¬
bers of our Senate Appropriations
Committee found $75,000,000worth
of UNRRA supplies, mostly trac¬
tors and farm machinery made in
America, rusting in an open-air
depot at Athens this summer.,
UNRRA was not a very happy
venture reither.v;7.y
Recognizing the importance of

British recovery to our hqpeu, for j.
the world,' Congress voted ti e
$4.4 billion British loan. It is
already^ exhausted,*;with npne
the . -purposes promised fpr .

achieve<d, v ln fapt,73ritmh:75 *n
'

wors&7straits: '■ 7 thai* 7;
before, the Joan,*yas made.
77 In the7.1947^ session, ^Congress!;
approved the $4OOiGOO,O0Q^ Greek-y,.
Turkish - aid •Program,: ..voted/ an- ,
other $332,000,00.0- for relief pur-,,
poses in Europe, and Asia, to say
nothing of $600,000,000. now raised
to $1.090 billion for relief occur
pied areas during this fiscal year. •
Relief in occupied areas alone
will have cost us $2,625 billion by
July, 1948.: In addition, hundreds,
of millions have been- loaned by .

the Import-Export Bank, whose
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lending authority was. increased
$2.7 billion in July, 1945, for that
purpose. : '•-"'k

Foreign Aid Without Objectives
1 Attained . ^ ''' :

. In all, our loans and gifts in Eu¬
rope have totaled more than $12
billion in two years, plus another
two or three billions in Asia*
( What has been the result of all
this expenditure of American re¬
sources? The realization of our

objective, a free world, appears
further away than ever, and 16
nations in Europe have presented
to. us a bill for $22 billion more
"to save Europe from commu¬
nism."

' I grant you there are extenuat¬
ing circumstances in. the record.
There is no question but that se¬
rious blunders were made at Yalta
and; Potsdam, blunders which are
still blocking tragically our hopes
for peace and stability < in the
world. They were made at a time
when few of us realized that the

.aims and strategy of Communist
Russia were just as repugnant to
free peoples and the Atlantic
Charter as were those of the
Nazis. Probably our leaders were
.in a position to have known bet¬
ter, but there is little to be gained
by trying to assess the blame for
past errors.
Then too, it is unfortunate, to

say the least, that at a period
when strong and consistent ad¬
ministration of our foreign policy
was. all-important to America, we
have changed: horses in that ad¬
ministration three times in the
middle of the stream. Our State

•Department hardly has had time
to adjust to one set of leaders be¬
fore it had a completely new set.
But that also, we may hope, is
water over the dam. • *;•;; ^ k^
L I agree that hindsight is always
easier than foresight. The- big
"question is what do we do from
-here on;, But I do insist that in

/iew of this Administration's al¬
most 100% record of . erroneous
predictions and failure to achieves
promised-results in foreign policy,
its current proposal to commit the
resources of America to a Eu¬
ropean recovery program to the
tune of sixteen- to twenty billion
dollars over rour years muse pe

given the most careful and search¬
ing scrutiny.
There are many other- urgent

questions which cry out for full
and honest answers. Why, for in¬
stance, shouldn't the United States
at least try to regain the initiative
in the United Nations? Why must
we always seem to be on the de¬
fensive, apologetic about our free,
capitalist economy? If we think
it is the best yet devised, and I
do, let's say so a little more vigor¬
ously. '
We are still scupulously observ¬

ing the Yalta and Potsdam agree¬
ments,- even to the point of dis¬
mantling and shipping German
war plants into Russia, although
for two years the Russians have
violated every major commitment
of those agreements. How much
longer do we have to wait before
telling the Russians that they
themselves have nullified tthose
agreements by their repeated vio¬
lations and that we are repudiat¬
ing the : agreements,: and their
blunders? .,,.; ' v'--V

• I have hever heard of a football
game or a hot war being won by
a good defense and nothing else,
t doubt whether a cold war can

be won by a good defense and
nothing else. -Individual freedom,
both political and economic, is
still the most powerful and dy¬
namic idea in the world and we

in America should,-..be its most
vigorous exponents; We have let
ourselves be pushed around for
two vfv?*-' on the defensive .and
the results are mot happy., . Let's
*ry a Uttie onensive .strategy for
a change.%:-^

,(Continued from page?
good quality of its securities, in¬
corporated a purchase fund on its
new preferred stock issue. • The
Central Power & Light Company;
-a. good -Texas .company,- on the
, other hand,1 - which recently ^re¬
ceived no bids for its preferred
stock;; provided no sinking fund'
and undoubtedly this will be one

■ of the considerations given to any
•revision of that company's- pro-:
- gram; .v/ 'i /r:

Indications. Are Markets Exist for

V i;, v , ..Common Stocks-v,1
•; Unless r such- modifications are

made in future issues of this type,-
and: unless greater use is made of.
convertible obligations and; con¬
vertible preferred stocks.xthe util¬
ity industry may encounter con¬
siderable difficulty in raising the
equity money necessary to supply
the cushion for the large amount
of bonds that will have to be is¬
sued in the next few years.
That there is a market for com¬

mon stocks, however, has been
prettyclearly indicated by - the
experience in 1947. To date, over
$86 million of new equity money
has been raised by the utility in¬
dustry through sale to the public
of additional common stock, and

if capital contributions by holding
companies, are included, the total
is in excess of $100 million.
All.; told, we estimate that the

industry in 1947 will have raised
in the neighborhood of $550 mil¬
lion of new money- through pubbc
flotation of securities.* ? In addi¬

tion, 1 *the:; industry •.nd&.u'aise,*;.'.*-
..considera ble . amount:.;, o. f. new
money through bank credit ar¬

rangements which will later have
to be funded with permanent cap-
itaL Of the $550 million, about
$350 million represented sale of
bonds, close to $100 million frorn^
the sale of preferred stock, and
slightly under $100 million from
the sale of common stock.
New common stock money in

the -next few years should require

the raising of : between $150 mil¬
lion, and $200 million a year with
preferred stock financing of about
the same amount likely to be rer

quired. Bond financing, on the
other hand, should run from two
to.three time&thesize of that type
of financing during. 1947., While
these are rough estimates, they do
assume some Significance in rela¬
tion to what was done in 1946,
when out ;of a total of $1,082,000,-
000 of new security issues sold by
the industry; only $172 million
represented new capital and the
balance -refunding.;• , :;K
V- The total; of utility financing in
'947 again; has? exceeded $1 bil¬
lion, but 'in this' instance close to
one hal£ tt^'tbtkl represented the
raising of new money through
public flotation and is the larg
est amount of new money financ¬
ing to have beenvundertaken- in
the past 15 years. Indicative per¬

haps of the market's lability to
absorb common stock financing
is the fact that during 2 947 nearly
$200 million-was raised to finance
consummation of holding company
liquidation or >-/overy:1wi£fe the
money raised through common
stock to help finance construction.
In spite of rapidly rising costs

of operation,< the electric utility
industry has maintained its earn¬

ing power on a relatively even

keel throughout 1947, and present
'ndications / are that net income
"or the industry will be almost
identical with results reported in
1946. .v Revenues, in 1947 have
shown an unusually good rate of
increase, ; and are • up about,. 11%
over,1946. This is about twice the
normal rate of increase experi¬
enced by the industry over the
decade from 1937 to 1946.

Favorable Growth Will Overcome

,u Cost Hikes

Present., indications are that
favorable rate of growth'will be
recorded in 1948, and wilLagaih
help to overcome the effects of

further rises in wages and fuel
costs which are anticipated next
year. In addition, however, a sub¬
stantial amount of new generating
capacity has been put on the lines
during 1947, and an increasingly
large amount is expected to be
installed in 1948 and 1949. The;
benefits from this new capacity
will be substantial, and' will en¬
able many systems to replace high
cost kilowatt hours with much
lower cost kilowatt: hours pro¬
duced by the new and more effi¬
cient units. Assuming the continu¬
ation of generally favorable busi¬
ness conditions, operating earn¬
ings of the industry should be
maintained in 1948 and perhaps
improved somewhat, with a good
increase possible for 1949, pro¬
vided the present inflationary
spiral has been arrested by that
time.

However, this does not meai

per share earnings on utility op¬

erating company common stocks
will show increases. In fact, the
effect of financing through com¬
mon stock may result in some di¬
lution of present share earnings
Present earnings now reflect an

unusually high rate of utilization
of plant and just to restore ade¬
quate reserves of generating ca¬

pacity will require large capital
investment. The greatest dilution,
however, will occur in the com¬
mon equities of those companies
which have relatively high in¬
debtedness at the present time. It
would seem, however, that public
utility operating company com¬
mon stocks which in many in¬
stances now afford yields of 7%
or more, are discounting to a very
liberal degree various factors fac¬
ing the industry at this time.

Budget and Tax Adjustments lor
Prosperity and Depression

(Continued from page 17)
diction and delays of adjustment
will render cyclical adaptations
imperfect. Conditions may arise,
for instance, where the planning
of public expenditures can not be
conducted realistically on the
basis of full employment assump¬
tion since the opportunity cost of
public utilization of resources may
be merely unemployment. But
granting these imperfections, our
model remains useful in demon¬

strating that there is no conflict,
as an inherent matter of economic

principle, between the objectives
of compensatory finance and the
objectives of optimum allocation
of resources.; ' : ;

. Given a fairly high initial level
of tax rates, there is no inevitable
link beetween the idea of com¬

pensatory policy and a "large" or
"small" budget philosophy. If we
wish to check inflation without
reducing public expenditures, we
may usually do so by raising tax
rates. -If we wish to check de¬

flation without raising public ex¬

penditures,: we may do so by low¬
ering tax- rates. With a $30 or

$40- billion budget, the scope for
tax reduction is likely to be quite
adequate. Our preferences regard¬
ing desirable level of public
expenditures, therefore, should
not be confused with our attitudes

towards the use of compensatory
policy; :

(2) Compensatory policy re¬

quires changes in the level of
public expenditures and/or tax
yields which will meet the needs
of the economic situation. In

part such movements result auto¬
matically through the mechanism
of "built-in budget flexibility".
But largely they require delib¬
erate action.

The mechanism of built-in flexr

ibility is this: If national income
changes, the tax base and hence
the yield derived from a given
set of rates varies in the same

direction. Moreover, there are
certain public expenditure items,
unemployment insurance in par¬

ticular, which vary inversely
with income. As a result, auto¬
matic and compensatory changes
in surplus and deficit occur when¬
ever income changes and thereby
fluctuations in income are cush¬
ioned. To the extent that such

reactions do occur and that the
initial fluctuation is from a high
employment level, they are to
the good.3 But what are the mag¬
nitudes involved?

; The ratio of tax yield to na¬
tional income, which is a first
determinant of built-in flexibility
is considerably higher now than
it was before the war. Yet, it
is still relatively small and will
decline in future years. The in¬
come elasticity of the average tax

dollar, which is a second determi¬
nant, now stands at about 1.5. It
has been raised somewhat above
the pre-war level by increased
reliance on progressive taxation
and the corporation income tax,
but it can not be raised very
much further; prospective tax re¬
forms, on the contrary are likely
to work in the opposite direction.
The income elasticity of the aver¬

age expenditure dollar, finally,
may now be lower than in the
thirties. On the whole, built-in
flexibility is more important in
the current setting than it was
before the war, but its importance
should not be overrated.

The automatic increase in budg¬
et surplus during current months
is being helpful in meeting the
inflation problem, especially with
regard to: credit control, and its
shrinkage will be of help later
when a depression sets in. Yet,

may be put into effect promptly
and with a minimum of friction.
On the expenditure side we are

confronted with the familiar
problem of the public work re¬

serve and this is largely a matter
of adequate appropriations and
planning. On the tax side, the
cumbersomeness of the legislative
process looms as a more severe

obstacle. One compromise ap¬
proach might be through legisla¬
tive provision for automatic
changes in tax rates (and, per¬

haps, expenditure programs), such
changes to be geared to fluctu¬
ations in an official index of in¬
come or employment. While this
technique retains the disadvantage
of being excessively mechanical—
the same initial fluctuation in in¬
come or employment may under
different conditions require quite
different degrees of compensatory
action — built-in rate flexibility
might be of great quantitative
importance and permit prompt
adjustment without requiring
congressional delegation of au¬

thority to vary tax rates.

(3) We need not labor the point
that our case for compensatory
finance is no case against the use
of other policies. Adjustments in
budget surplus and deficit can

impose effective checks to infla¬
tion or deflation where the excess

or deficiency in aggregate de¬
mand extends broadly throughout
the economic system, and the
crucial importance of compen¬

satory policy derives from the
fact that the state of the economy
is frequently one where such con¬
ditions exist. However, this is not
the entire problem. The general
deficiency or excess in demand
may be caused and is usually ac¬

centuated, by specific maladjust¬
ments which will continue to

grow after the difficulty has be¬
come general and which will re¬
quire specific remedies.6

j While it is quite likely that
compensatory policy, if sufficient¬
ly, vigorous and sustained, can

prevent a period of severe and
prolonged unemployment, there isthe automatic increase has been. . . _

wholly insufficient to cope with. :}?ss rf£son pe optimistic about
the present problem of inflation, J}16 efflcacy of compensatory ac-
and it will also be insufficient to ^on to situations of sharp mfla-
cope with a later problem of de- tion pressure. In part this is due

to the fact that the politics offlation. Using such assumptions
as seem reasonable for a post^-
inflation year, we estimate that
built-in . flexibility may be ex¬

pected to dampen the amplitude
of fluctuations by perhaps one-
third of what they would have
been in its absence.4 Unless po¬
tential fluctuations in, income
should be so small in the future
that they may be permitted large¬
ly to run their course—and there
is no reason whatsoever to as¬

sume that this will be the case—

the major compensatory contribu¬
tion will still have to come from
deliberate budget adjustments. In
view of this, the principle of all
but exclusive reliance on built-in-
flexibility such as advocated in
the recent C.E.D. report on fiscal
policy, presents a dangerous state
of mind since it will lead to men¬

tally and technically inadequate
preparation for deliberate action.6-
On the contrary, it is all im¬

portant that we provide for a
mechanism by which changes in
expenditure levels or tax rates

fiscal policy are less favorable to
proper action under conditions of
inflation (the primary interest be¬
ing in tax reduction) and in part
it; is due to the dynamics of the
inflation process which makes

supplementary action along other
lines (including credit and wage-

profit controls), more urgent than
in the deflation case.

6 Such specific controls may also in¬
volve fiscal action, as for example in the
case of subsidy policies during depression
or capital gains taxation in the boom.

4 For a discussion of this point see

a note by R. A. Musgrave and Merton
Miller, "Built-in Budget Flexibility," to
appear in the American Economic Review,
March, 1948.

5 See "Taxes and the Budget; a Pro¬
gram for Prosperity in a Free Economy,"
Committee for Economic Development,
November, 1947. A further difficulty
with the automatic budget policy arises
in determining the initial level of tax
rates which is to be left alone there¬
after. The proposed formula "to set taxes
so as to balance the budget at full em-

eloyment" sounds attractive and mayave some merit as a rule-of-thumb de¬
vice, but it does not offer a satisfactory
solution. The formula is satisfactory only
if it can be assumed that in the average

year a balanced budget is compatible with
full employment. This assumption can
not be made and, accordingly, it is nec¬

essary to predict the economic outlook
in order to determine the proper level

3 If the economy is in a situation of of initial rate adjustment. Such predic-
unemployment, built-in flexibility will tion, of course, is most difficult if not
che<;k recovery. Note that the built-in impossible. Again, reliance will have to
i be placed upon periodic adjustment of
adjusted so as to escape this shortcoming, rates.

Creeping Paralysis of Europe,

The—Melchior Palyi—Henry Reg-

nery Company, Hinsdale, 111.—pa¬
per—250.

Financial and Economic Survey

of the Meat Packing Industry, A

—1947 Supplement—W. E. Hoad-

ley, Jr., E. Baughman, and W. P.
Mors—Research Department Fed¬
eral Reserve Bank of Chicago—
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ited number of copies of original

study also available).
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Association of American Rail¬
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Cites Inflationary Federal Policies
(Continued from page 12)

of which more than $2 billion had
been added during the 12 months
ended on that date. By way of
comparison it may be noted that
the loans of all "banks in the
United States on June 30 of this

year totaled less than $38.4 billion
and that they had increased by
less than $6.9 billion during the
preceding 12 months. In addition
to making outright loans, govern¬
ment agencies guarantee - loans
made by others. In part, the recent
increase in real estate loans of
banks has reflected the purchase
of mortgages guaranteed by gov¬
ernment agencies. \ , '

Use of Central Bank Powers

"The obstacles to effective credit
regulation seem to lie in the
nature of the present situation
rather than in the lack of suffi¬
cient regulatory powers. The cen¬
tral banking authorities who ask
for broader powers already have
far more than they can safely use.
Federal Reserve bank holdings of
government securities have de¬
clined only about $2 billion from
the peak a year ago and now stand
at $22 billion, with excess reserves
of member banks estimated at

nearly $1 billion. The discount
rates of the Federal Reserve banks
are uniform at 1% and have not
been changed in nearly six years,
although the rates for advances
secured by short-term govern¬
ment obligations were raised from
Vz% to 1% about two years ago.
The reserve requirement for mem-

- ber banks in central reserve cities
. has remained for more than five
years at 20%, as against a legal
maximum of 26%. There have

recently been intimations that of¬
ficial action on discount rates and
reserve, requirements may be.
taken in the near future.

Other Monetary Steps
"It now appears that the amend¬

ment to the Federal Reserve Act
in June, 1945, reducing the reserve

requirements for the Federal Re¬
serve banks themselves from 40%
against notes and 35% against de¬
posits to a uniform 25% is not to
be repealed. The lower require¬
ment is to remain unchanged, de¬
spite the fact that the actual re¬

serve ratio has risen from less
than 43% a year ago to ^49% at
present. Restoration of the for¬
mer requirements would reduce
the excess reserves of the Federal
Reserve banks from the present
figure of $10 ^ billion to slightly
less than $5 billion. This change
would have no necessary immedi¬
ate effect on commercial bank
credit; but the psychological ef¬
fect might be appreciable, and in
any case the restoration of the old
rates would seem desirable on

general principles. '

"The same considerations sug¬
gest the advisability of abolishing
the government's authority to
alter its purchasing price for
gold, an authority that is poten¬
tially dangerous and that has been
made the basis for recurrent
rumors of further devaluation of
the dollar. Another potentially
inflationary influence is the Fed¬
eral silver-purchase legislation,
which at present is not a factor
of primary importance in the
monetary situation but which
forces the Treasury to buy newly
mined domestic silver at an arti¬
ficially high price and regardless
of whether or not the silver is
needed for monetary use.

Influence on Specific Prices
- "One of the principal causes of
rising prices on the farm and else¬
where is government buying for
foreign aid, past and prospective.
With the interim aid program well
on its way toward final enactment,
and with considerationof the Mar¬
shall plan to follow in the next
few months, it seems likely that
the scale of buying will remain
large for several years; and it is

essential that the buying be done
with more regard for its effects
on domestic prices that has some¬

times been shown in the past.

Labor Policy
, >■

"The Government's labor policy
has been a powerful factor con¬

tributing to inflationary pressures]
Wage and hour legislation? has
tended to restrict output and raise
costs and prices. The Taft-Hartley
act has outlawed some monopolis¬
tic union practices but has left
•others - unaffected.1 Unions still

enjoy exclusive immunity from
the anti-trust laws. Industry-wide
bargaining is still permitted. Al¬
though the closed shop is prohib¬
ited, its close relative, the union
shop, continues to flourish. 'Feath-
erbedding' practices of numerous
kinds still restrict productivity.
The strong moral influence of the
government, exerted through offi¬
cial statements, arbitration
awards, reports of 'fact-finding'
boards, and in some cases through
direct intervention by the Presi¬
dent, has been almost exclusively
on the side of higher labor costs.
The .*■ outrightcontention that
wages in general can be increased
without an offsetting rise in prices
seems to have been tacitly aban- ,

doned, but there has never been
an explicit disavowal of this now

thoroughly discredited idea."

Report on ?
1948 Business Outlook

(Continued from page 8)

that will be of moderate duration,
reaching its turning point within
six to 12 months after the decline

begins. ' . . . It seems probable
that sometime in the next six
months we are going to have this
particular downturn. It may
come before wage increases take
place or after; if it comes before
wage increases, the prospect of
wage increases will diminish. If
it comes afterward, of course, the
magnitude of decline will be dif¬
ferent. I do not think wages will
decline generally in this falling
off. . My guess is that the
drop in profits, once we have
turned down next year, will be
substantial. . . . I wouldn't be

surprised to see us get up to six
or eight million unemployed."
. ' . * »!• )\i ;""V ?-/" y ■

Everett Hagen Sees Country
Entering Second and Longer
Stage of Expansion—"I think the
Federal Reserve Index will go up

gradually during the next year,
reaching perhaps an average of
195 in the first half of the year
and 200 in the second half. - Gross
national product, with that in¬
crease in production and a little
increase in prices, will be at an
annual rate of about $242 billion
in the first half and $245 billion
in the second half. ... I would
place consumer prices at 168 in
the first half and 170 in the sec¬

ond half. Employment, as esti¬
mated by the Bureau of the Cen¬
sus in its monthly report on civil¬
ian employment, should average
around 58,000,0000 throughout the
year, with a fairly stable level for
each half, except for seasonal dips
and rises. . . The country is
entering a second and longer stage
of expansion in manufacturing
and distributing capacity to, serve
the market comfortably, as well
as to install technological ad¬
vances." Y; ' V : ■;

.

Louis H. Bean Anticipates Gross
National Product of $240 Billion
in 1948—"I estimate 200 (Federal
Reserve Board) for the first and
second half of 1948 and gross na¬
tional product of $240 billion^ My
cost of living figure ' is around
165, possibly a little less for the
second , half; < wholesale price
should be around 170. . . Yw My
figure for the 1948 level of agri¬

cultural production is 130-132
compared with 136 for 1947." ■

* ❖ #

Edwin B. George Expects Sdme
Chance of Mild Recession Begin¬
ning Late in First Quarter of
1948—"Consumer spending will
remain a strong influence during
1948. . •" v The present uptrend1
in building activity (seasonally,
adjusted figures) will continue at
a low rate. ... There is no gen-:
uine ground for pessimism with
respect to - inventories.' , ;

Marshall Plan aid not likely tp
reach its?peak quarterly rate in
terms of actual expenditures uhtil
late 1948 and early 1949. VY
There is some chance of a mild
recession beginning late in the
first quarter and drifting into thel
third quarter. . However, it ap-;
pears to me that this is unlikely.;
. .... ... As to the general outlook
for the second half, I think that
pressures,* on supply and. prices
will be very heavy during ] this
period—heavier than in the. first
half of the year." ; •

Rufus S. Tucker Sees "Moder-i
ate Readjustment"—"I am in the
happy position of feeling that the
demand for our product (automo¬
biles) will be the same no matter
what happens to business in the
next three or four years. . . .

But for the next year, I am in¬
clined to think that there will be
a moderate readjustment, which
means a lowering of a good many
of the figures. I can't make up

my mind whether this will come
in January or June."

A. D. H. Kaplan Sees First Six
Months Uu; Last Half Down—"I
am expecting the gross national
product figure to go up during the
first half of 1948, perhaps by $10
billion.

. . . I also expect the
second half to show a decline, but
I don't think the gross national
product for the year <will run be¬
low what it is for 1947, again be¬
cause of the price element. . .. •■■■;

Sooner or later—I am inclined to
think it will be toward the latter

part of 1948—we are going to no¬
tice the impact of that failure of
a certain portion of the population
to increase its income, in lowering
of consumption. . . . I want to
make this concluding point: I feel
that, while there will be an in¬

ability of consumer income and
purchases to keep up with the in¬
crease in prices by late 1948, I
don't expect the recession to be
anything^but a moderate one, at
least through 1948."
/.'? * * ■ * : ■''' v;

Solomon Fabricant "Not Pessi¬
mistic." Sees Future European
Politics as Determining Factor—
"Today we seem to be looking
forward from a - background of
some six or eight months of what
perhaps may turn out to be mild
contraction, but most of us seem
to be rather optimistic. . . . If,
for example, c e r t a i n political
changes occur on the continent in

early 1948, it is conceivable that
the repercussions in this country
may be such that any possible
tendency toward a slump will be
offset by certain actions taken
. . . Well, I am not pessimistic."

*, * *

Bradford- B. Smith Foresees
Sustained Production, Rising
Prices and Continuing Maladjust¬
ments—"It seems to me that con¬

ditions spell for the future the
same sort of general developments
that they spelled a year ago

namely, sustained production, ris¬
ing prices, and continuing malad¬
justments. / . . There is still
quite a lot of idle money yet to
come into the market—and to
come into the market without
corresponding goods coming into
the market. ... We are going to
have the continuation of the easy
money policy through most of the
year. . . „ If we turn down in
1948, I think it will be because a
lot of people,,, disappointed , in
their overoptimistic expectations,
react by concluding that-the ,F§kK
eral Reserve Board really .rpehns
to stop the inflation.^

chological factor rather than any

real effort by the board itself will
stop it...A • . Disposable income
will remain high.''. No sig¬
nificant income change seems to
be , impending over the next six
or eight months, or maybe even a
little longer, . . .. It would seem
to me that from the income side
we will continue to have a high
level- which will necessarily help
to sustain high-level demand. . . .!
Food prices age 'way out of line.
That irt'eyitably spells difficulty
fq'r.fithe economy, sooner or later,;
because such distortions impede
the most efficient flow „ of re¬

sources.! Rents are going to
increase. . Y], We still are spend¬
ing too i-much for nondurable
goods in ,terms of any past rela¬
tionship and still too little for
durables." ':'•••*> -Y

-• :• * * * • ;

Jules Backman Sees Continuing
High Levels of Production and
Demand— "The export balance
probably will not increase. . . .

Government budgetary surplus
will be a deflationary influence.
. ; .-Looking ahead through the
first 'Half of next year, it seems to
me that high-level demand and
high-level production will con¬

tinue. I wouldn't be sur¬

prised, however, to see it remain
at a high level throughout the
entire year."

* >;s >:« i

O. Glenn Saxon Sees Peak of
Postwar Prices Reached by Mid-
1948; Decline to Follow—"My
own view is that we will have
rising wholesale commodity prices,
perhaps to the extent of 15% to
20% between now and June; also;
a 5% to 10% rise in the cost of

livings I think that thereafter
there will be a slow decline in all
prices. By at least midsummer
of 1948, and perhaps earlier/than
that, we will reach the peak of
the post-World War II prices and
begin to J show a slow decline
thereafter. . . . I think that there
will be perhaps as much as a 10%
decline in farm income next year
and I am hopeful that we can get
by next year withopt another
round of wage increases." : ;•

Source: "The Business Outlook
for 1948"; "An Evening with the
Economists"; "Studies in Business
Economics No. 14." x

Price Information: Single copy:

$.50; quantity prices on applica¬
tion.

Reports Consumer October Price Index
At All Time High ; c '

Industrial Conference Board computation shows rise of 0.5% in
September with food down 0.6%.

The consumer's price index (formerly called "Cost of Living
Index") for mid-October, 1947, rose 0.5% above that for mid-Sep¬
tember to reach a new all-time high, according to figures just
released by the National Industrial Conference Board. The board's
index for mid-October; 1947, stood^ — —*
at 130.9 compared with 130.2 in
September, 1947. Base date of the
series is 1923 as 100.
From September, 1946, to Octo¬

ber, 1947, the weighted average
of all items in the index climbed

14.1%. '.: Y
Expressed in 1923 dollars, the

purchasing power of the dollar
stood at 76.4 cents in October,
1947. This represents a drop of
0.5% from September, 1947, and
a drop of 12.4% from September,
1946. ' YYY YY„Y Y
In 51 of the 62 cities included

in the survey, the index rose from
September to October. Birming¬
ham, Ala., showed the greatest
increase (up 1.9%); Bellefonte,
Pa., Chicago and Roanoke each
showed rises of 1.6%. Three cities

(Muskegon, Mich., Philadelphia
and Trenton) 1 were unchanged.
Eight cities showed a decline in
the consumers' price index from
September to October. These
were: Baltimore (down 0.1); Fall
River (down 0.1); Providence

(down 0.1); Youngstown (down
0.2); Los Angeles (down 0.4); New
Haven (down 0.7); Rochester
(down 0.7); and Wilmington
(down 1.1).
From mid-September to mid-

October, 1947, housing, up 3.8%,
showed the greatest increase. Dur¬
ing the same period, fuel and light
was up 0.6%; clothing up 0.5%
and the sundries index was up
0.7%. Food was down 0.6%.
Changes, Sept., 1946-Oct., 1947
'Food rose 24.5% from Septem¬

ber, 1946, to October, 1947. In the
same period (Sept.. 1946-Oct.,
1947) the following changes were
noted: clothing, up 9.2%; fuel and
light, up 7.2%; sundries, up 8.8%;
and housing, up 3.8%. *
The Conference Board's "Con¬

sumers' Price Index", or "Index of
Quoted Retail Prices for Con¬
sumers' Goods and Services Pur¬
chased by Moderate-Income Fam¬
ilies" is now compiled monthly,
Previously, compilations were
made quarterly. Y , 1 Y

Zuckerman, Smith and
Newburger Co. Formed
Following the dissolution of

Paul S. Zuckerman & Co. and

Newburger & Hano, announce¬
ment is made of the formation of

Zuckerman, Smith & Co., mem¬
bers New York Stock Exchange.
The new firm will maintain its

orincipal office at -31 Broadway,
New York City, and a midtown
office at 1441 Broadway. Part¬
ners of the firm are Paul. S.

Zuckerman, member New York
Stock' Exchange; H. Bertram
Smith, Lester E. Degenstein,
James W. Wolff, Joseoh A. Espo-
sito, member New York Stock
Exchange, and Samuel M. Gold¬
smith, special partner.
Announcement also is made of

the formation of the New York
Stock Exchange firm of New¬
burger & Co.. with its principal
office in Philadelphia, at 1342
Walnut Street, and branch offices
in New York, Harrisburg, Leba¬
non and Atlantic City. Partners
of the firm are Frank L. New¬

burger, Jr., Richard L. Newburger,
Robert S. Thanhauser, Herman P.
Liberman, Leonard B. Geis, Irvin
L. Stone, S. Nathan Snellenburg
^nd pdter Morgenstern, member

wA?ork Stock Exchange,

Seasongood & Haas i

Acquires Bond Dept. '
Seasongood & Haas, 63 Wall

Street, New York City, members
of the New York Stock Exchange,
announce that they have acquired
the New York bond department
and the entire Philadelphia office
of Charles Clark & Co. The bond

business of the latter firm will be

continued by Seasongood & Haas
under the direction of two former

general partners of the Clark or¬

ganization, Myron.F. Schlater,, as
manager of the New York bond

department, and Leighton H. Mcr
Ilvaine, as manager of the Phila*
delphia office. . . : . Y
Prior to joining Charles Clark

& Co. two years ago, Mr. Schlater
was President of the municipal
bond firm of Schlater, Gardner &
Co. for 16 years.

Mr. Mellvaine entered the in¬
vestment business in 1929 when
he became associated with Janney
& CoAS where he remained until
1934.] He then joined Lobdell &
Co. When Charles Clark & Co,

was formed in 1937, he became

general partner of that firm. } t
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• INDICATES ADDITIONS SINCE PREVIOUS ISSUE

Acme Broach Corp., Ann Arbor, Mich.
Dec. 2, (letter of notification) 40,000 shares ($5 par),
common. Price—$5 a share. Underwriter—Dean W. Titus
and Co., Ann Arbor. To build factory, pay obligations
and for working capital. ■

All American Industries, Inc., New York
Oct. 30 filed 100,000 shares ($1 par) common (name to
be changed to American Steel & Pump Corp.) Under-
writer—Herrick, Waddell & Co., New York. Price by
amendment. Proceeds—To pay off indebtedness incurred
in the acquisition of the capital stock of A. D. Cook, Inc.,
Lawrenceburg, Ind.

American Bankers Insurance Co. of Florida,
Miami. , .

Nov. 3 (letter of notification) 2,500 shares of class A
(par $10) cpmmon, 5,000 shares ($10 par) class B com¬
mon, and il,250 shares 8% ($10 par) cumulative pre¬
ferred. Price—$240 per unit, consisting of 2 shares of class
A, 4 shares of class B and 9 shares of preferred. No
underwriting. For capitalization of company to enter
Into stock fire insurance business.
• American Time Corp., Springfield, Mass. ;
.Dec. 26 (letter of notification) 25,000 shares (lc par)
common on behalf of Richard H. Harper, Vice-President
of the company. To be sold at market. Underwriters
headed by Gearhardt & Co., New York.
• Anderson (V. E.) Mfg. Co., Owensboro, Ky.
Dec. 22 (letter of notification) 20,000 shares ($10 par)
preferred. Price—$10 a share. No underwriting. To
purchase planing mill and saw mill. ■£.-
• Arizona Welding Equipment Co., Phoenix,- Ariz.
Dec. 23 (letter of notification) $100,000 of 6% convert¬
ible sinking fund debentures and 2,000 shares of $1 par
common. The debentures will be sold at $1,000 each and
the common at $8.75 each. Underwriters—Pacific Coast
Securities Co., San Francisco. To retire indebtedness and
for working capital. .

Armstrong Cork Co., Lancaster, Pa. (1/7)
Dec. 19 filed 88,179 shares (no par) cumulative pre¬
ferred. Underwriters — Smith, Barney & Co.; Kidder,
Peabody & Co., and The First Boston Corp., New York.
Offering—Initially to be offered to common stockholders;)
in the ratio of one share for each 16 shares held of record
Jan. 7. Unsubscribed shares will be offered publicly.
Price—By amendment. Proceeds—To finance expansion
program. Offering expected Jan. 7.

• ASCO (Aeronautic Services Corp.), Cheyenne,
• Wyo.
Dec. 22 (letter of notification) 2,000 shares of preferred,
price—$100 each. To be sold through officers and di¬
rectors. To purchase assets of Plains Airways, Inc., and
for working capital.

• Buchanan (Mich.) Steel Products Corp.
Dec. 26 (letter of notification) 15,000 shares ($1 par)
common on behalf of D. A. Donahue and Elmer W. Cress,
President and Vice-President, respectively. To be sold
at market. No underwriting.

California Union Insurance Co., San Francisco
Nov. 28 filed 99,700 shares of common stock (par $10).
Underwriter—None. Price—$25 a share. Proceeds—For
working capital.

• Cameron Aero Engine Corp., New York ,

Dec. 29 (letter of notification) 101,000 shares of common
stock (par $1), of which 85,000 shares will be sold to
the public; 8,500 shares will be issued to underwriters
as additional underwriting consideration and 7,500 shares
will be issued to. American Die & Tool Co. for invest¬
ment in return for cancelling $15,000 open account for
machine tools. Price—$2 per share. Underwirter—R. A;
Keppler & Co., Inc., New York. To provide operating
funds, etc.

• Celon Co., Madison, Wis.
Dec. 22 (letter of notification) $250,000 of subordinated
12-year debentures. Price—Par. No underwriting. For
additional working capital.

• Central Chemical Corp., Hagerstown, Md.
Dec. 29 filed 254,682 shares ($10 par) non cumulative 6%
stock and 70,643 shares ($10 par) non-voting common
Class B stock. Underwriters—To be sold through com¬

pany officers and employees. Offering— To company
stockholders, employees and customers. Price—At par.
Proceeds—To retire indebtedness and for working capi¬
tal. Business—Chemical business.

Corporate and Public Financing

The
FIRST BOSTON

CORPORATION

Boston
_ New York

> _ Pittsburgh
Chicago and other cities

Central Illinois Public Service Co. (1/5}
Dec. 8 filed $10,000,000 30-year first and refunding mort¬
gage bonds, series B. Underwriters—To be determined
by competitive bidding. Probable bidders include: Hal-
sey, Stuart & Co. Inc.; The First Boston Corp.; Blyth &
Co., Inc.; Kidder, Peabody & Co., and Smith, Barney &
Co. (jointly); Glore, Forgan & Co.; Lehman Brothers;
Salomon Bros. & Hutzler; Kuhn, Loeb & Co. Price—To
be determined by competitive bidding. Proceeds—To
finance construction program. Bids—Bids( for the pur¬
chase of the bonds will be received at office of Middle
West Service Co., 20 N. Wacker Drive, Chicago, up to
11:30 a.m. (CST) on Jan. 5.

Central Maine Power Co.
Nov. 10 filed 160,OoO shares ($10 par) common. Under¬
writing—To be determined by competitive bidding. On
Dec. 8 only one bid, that of Blyth & Co., Inc, and
Kidder, Peabody & Co. was submitted and was rejected *

by the company. They bid $13.75, less $1.75 under¬
writing commission. Offering—To be offered to 6% pre¬
ferred and common stockholders for subscription on the
basis of one-half share of new common for each pre¬

fetch share and one-tenth share of new common for
each:]common share held. Price by amendment. Pro¬
ceeds—For construction and repayment of bank loans.

Central Power & Light Co.
Nov. 21 filed 40,000 shares ($100 par) cumulative pre¬
ferred. Underwriting to be determined by competitive
bidding. No bids received at competitive bidding Dec.
15. Sale may be negotiated. Proceeds—For property
additions and expenses. ' /

Century Steel Corp., Hollydaie, Calif.
Nov. 10 filed 4,000 shares ($100 par) compion. No under¬
writing. Price—$100 a share. Proceeds—To purchase
rolling mill, equipment and for working capital. ; "

Cincinnati Gas & Electric Co. -

Dec. 1 filed 204,000 shares ($8.50 par) common. No un-.
derwriting, Offering—To common stockholders of record »

Jan. 15 on the basis of one new share for each 10 shares
held. Rights expire Feb. 2. Price by amendment. Pro¬
ceeds—To finance construction. .

• Clark (John C.) Co., Philadelphia -yM
Dec.,23 (letter of notification) 122 shares of capital stock
on behalf of the estate of Linda S. Leavitt, deceased. To
be sold at market. Underwriter—Samuei Lander, Phila¬
delphia.),'.:. Vv. - ,) );F,y
• Ciarvan Corp., Milwaukee, Wis.
Dec. 23 (letter of notification) 525 shares of 5% cumu¬
lative preferred ($100 par). Heronymus & Co., Sheboy¬
gan, Wis., is offering 90 shares on its own account.
Price—$100 a share. For working capital.

Cleveland (Ohio) Electric Illuminating Co.
Sept, 26 filed 254,989 shares (no par) preferred, series of
1947.

^ Underwriter — Dillon, Read & Co., New York.
Offering—To be offered share for share plus a cash ad¬
justment for outstanding $4.50 preferred. Unexchanged
shares of new preferred will be sold publicly. Price by
amendment. Proceeds—To retire unexchanged shares
of old preferred. Registration statement being with¬
drawn:-''

. >' .r :. -

Clinton (la.) Industries, Inc.
Dec. 15 filed 210,000 shares ($1 par) capital stock.
Underwriting—None. Offering—Shares are to be offered
in exchange for 300,000 shares of Obear-Nester Glass Co.,
St. Louis. • v :

. O ' Ty,„" '.-V' -x'fe
Consumers Cooperative Assoc., Kansas City,
Missouri

Oct. 16 filed $1,000,000 4% non-cumulative common
stock ($25 par); $4,000,000 of 3V2% certificates of in¬
debtedness cumulative; and $1,000,000 of 1%% loan
certificates cumulative. No underwriting. Offering—To
the public. Common may be bought only by patrons and
members. Price—At face amount. Proceeds—For acqui¬
sition of additional office and plant facilities.

Coosa River Newsprint Co.
Dec. 23 filed 238.829 shares of common (par $50). Under¬
writing none. Offering—Stock will be offered direct to
public through directors and officers. Price, par. Proceeds
—/Erect and operate mill for manufacture of newsprint
from Southern pine. Company also contemplates the sale
of $16,000,000 4% 1st mortgage bonds. •«..•>.-

Dayton, (Ohio) Power & Light Co. ..:

Dec.^ 5 filed 170,000 shares ($7 par) common. Under¬
writing—The common shares will not be underwritten.
Offering—The common shares will be offered for sub¬
scription by stockholders on the basis of one share for
each nine shares held. Price—To be supplied b,y amend¬
ment. Proceeds—To finance construction program.1

Dayton (Ohio) Power & Light Co. (1/6)
Dec. 5 filed $8,000,000 30-year first mortgage bonds.
Underwriting—To be sold at competitive bidding. Prob¬
able bidders: Halsey, Stuart & Co. Inc.; Morgan Stanley
& Co.; Blyth Sc Co., Inc., and The Frist Boston Corp.
(jointly); Lehman Brothers; Merrill Lynch, Pierce, Fen-
ner & Beane. Proceeds.—To finance construction pro¬
gram. Bids—Bids for purchase of bonds will be received
up to noon (EST) Jan. 6 at office of Irving Trust Co.,
1 Wall Street, New York.

Dee Stores, Inc., Olean, N. Y. (1/5-9)
Dec. A5 (letter, of notification) 90,000 shares of common
stock, ^ar;'$lV1 Price—$3 per share. Underwriters—
Willis■ K Co.,: Inc., and Otto Fuerst & Co.,N^w'York. ^uirpdse—Working capital. s

NEW ISSUE CALENDAR
January 5, 1948

Central Illinois Public Service Co.,
11:30 a.m. (EST) . Bonds

Dee Stores, Inc. Common
De Walt Inc. Common
North Central Texas Oil Co. Common
Public Service Co. of N. H.
Noon (EST) Bonds

January 6, 1948
Dayton Power & Light Co,, Noon (EST)___JBonds
Detroit Edison Co., 11:30 a.m. (EST) Common
Illinois Central RR.___„._ Equip. Trust Ctfs.
St. Louis-San Francisco Ry.____Cond. Sales Agree.

January 7, 194S
Armstrong Corp. Co.-___^__________„_preferred

January 8, 1948
Delaware Lackawanna & Western RR.
Noon (EST) -Equip. Trust Ctfs.

Gulf States Utilities
Northeastern Water Co .a Bonds

January 12, 1948
General Instrument Corp Common

January 14, 1948
Potomac Electric Power Co Bonds
Southwestern Gas & Electric Co Bonds

January 20, 1948 *

Joy Manufacturing Co Common
Potomac Edison Co Bonds

January 21, 1948
Southern California Edison Co. Bonds

February 2, 1948
Iowa Power & Light Co.__ Bonds

Detroit Edison Co. (1/6)
Dec. 12 filed 450,000 shares of capital stock (par $20}.
Underwriters—Stock to be sold at competitive bidding
by American Light & Traction Co. Probable bidders: ■

The First Boston Corp.; Coffin & Burr, and Spencer
Trask & Co. (jointly). American Light & Traction plans
to use the proceeds to finance a natural gas pipeline
from Texas to Detroit. Bids—American Light & Trac¬
tion Co. will receive bids up to 11 a.m. (EST) Jan. 6
for the purchase of the stock, at Room 1730, 165 Broad¬
way, New York.

. ■"■ /."rf

De Walt, Inc., Lancaster, Pa. (1/5-9) :
Dec. 5 filed 110,000 shares ($2.50 par) common. Under¬
writer—Reynolds & Co., New York. Price—By amend¬
ment. Proceeds—Company is selling 20,000 shares and
the remaining 90,000 shares will be offered by stock¬
holders. The company will use its proceeds for plant
construction and for working capital.

Dogpaw Gold Mines Ltd., Toronto
Oct. 22 filed 1,000,000 shares ($1 par) capital stock.
Underwriter—Tellier & Co. Price—400 per share. Pro¬
ceeds—To develop mining properties in Flint Lake local¬
ity of Ontario. ^ :

• Domestic Credit Corp., Chicago
Dec. 29 filed 150,000 shares ($1 par) Class A Common.
Underwriters—None. Offering—To be offered to em¬

ployees, executives and management personnel. Price—
$3.49 a share. Proceeds— Company did not state how
proceeds will be used. Business—Operation of small
loan offices. y,':' 'Tjy ■ '\VL?V--'vS •

Doughboy Bottling Co., Pittsburgh, Pa.
Oct. 24 (letter of notification) 50,000 shares of 6% pre¬
ferred ($5 par). Price—$5.75 a share. Underwriter—
McLaughlin, MacAfee & Co., Pittsburgh, to acquire and
equip a bottling plant.

Electric Steam Sterlizing Co., Inc., N. Y.
Sept. 22 (letter of notification) 65,000 shares of common
stock (par 100). Price—65 ;cents per share. Under¬
writer—Reich & Co., New York. Purchase of inventory,
etc.

// / :;. / , (Continued on page 38)
• Equity Fund, Inc., Seattle, Wash.
Dec. 29 filed 103,089 shares of common. Underwriters—
Pacific Northwest Co., Seattle. Price based on market

(Continued from page 37)
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prices. Proceeds— For investment. Business—Invest¬
ment business. i. .

Fraser Products Co., Detroit, Mich. :

Oct. 21 filed 100,000 shares ($1 par) common. Under¬
writers — Campbell, McCarty & Co., and Keane & Co.,
both Detroit. Price—$5 25 per share. Proceeds—The
shares are being sold by 14 stockholders who will re¬
ceive proceeds. : • ' •

Frigidinners, Inc., Philadelphia
Dec. 4 (letter of notification) 75,000 shares ($2 par)
common and 15,000 shares of common reserved for issu¬
ance upon exercise of warrants. Price—$2 a share. Un¬
derwriter—Woodcock, McLear & Co., Philadelphia. To
pay off loan and for working capital. V

Gabriel Co., Cleveland
Oct. 24 (letter of notification) 10,000 shares ($1 par)
common, on behalf of Wm. H. Miller, a director of the
company, to be sold at market. Underwriter—Sills, Min-
toh & Co., Chicago. Indefinitely postponed.

General Instrument Corp. (1/12-16)
Nov. 14 filed 150,000 shares of common (par $1). Under¬
writer—Burr & Co., Inc., New York. Proceeds—Stock
being sold by four stockholders who will receive pro¬
ceeds. Price by amendment.
• Glass Fibers, Inc., Waterville, O.
Dec. 30 filed 343,000 shares ($1 par) common. Under¬
writer—Kebbon, McCormick & Co., Chicago. Price by
amendment. Proceeds—To repay indebtedness and for
working capital. Business—Manufacture of fiber glass 1
and bonded mat glass. -

Gulf States Utilities Co. (1/8)
Nov. 13 filed 272,852 shares (no /par) common. Under-
writer—Stone & Webster Securities Corp. and others.
Offered to common stockholders of record Dec. 16 on the
basis of one new share for each seven held. Rights >
expire Jan. 7, 1948. Price—$12.50 per share. Company
also plans to sell privately 50,000 shares ($100 par) pre¬
ferred $4.50 series. Proceeds—For new construction.
• Harshaw Chemical Co., Cleveland, O.
Dec. 26 filed 58,612 shares ($10 par) common. Underwrit¬
ers—McDonald & Co., Cleveland. Offering—The shares
initially will be offered for subscription by stockholders.
Unsubscribed shares will be offered publicly. Price by
amendment. Proceeds—To repay short-term bank in¬
debtedness. Business—Manufacture of chemicals.

lllinois-RocKford Corp., Chicago
July 24 filed 1*20.000 shares ($1 par) common. Under¬
writers—Brailsford & Co., and Straus & Blosser, Chicago.
Price—$9.25 a share. Proceeds—The shares are being
sold by four stockholders and represent part of the stock
the sellers will receive in exchange for their holdings
of four furniture companies to be merged with the regis¬
trant. The merging companies are Toccoa Manufacturing
Co. and Stickley Brothers, Inc., both Illinois corpo¬
rations, and the Luce Corp. and Stickley Bros. Institu¬
tional Furniture Co., both Michigan corporations. In¬
definitely postponed.
• Inter Countv Telephone & Telegraph Co., Fort

Myers, Fla.
Dec. 24 (letter of notification) 4,000 shares of 5% cumu¬
lative preferred stock. Price—$25 a share. Underwriter
—Florida Securities Corp., St. Petersburg, Fla. For prop¬
erty improvements.
- Interstate Department Stores, Inc.W ;
Oct. 30 filed $5,000,000 15-year sinking fund debentures.
Underwriter—Lehman Brothers, New York. Price to
be filed by amendment. Proceeds—To repay bank loans
and for general corporate purposes including the financ¬
ing of new stores. Temporarily postponed.

Iowa Power & Light Co. (2/2)
Dec. 22 filed $6,000,000 first mortgage bonds, series due
1973. Underwriting—To be determined by competitive

^ bidding. Probable bidders: Blyth & Co., Inc.; The First
Boston Corp.; Halsey, Stuart & Co., Inc.; Glore, Forgan
& Co;,vand A. G. Becker & Co. '(jointly); Harriman
Ripley & Co.'pKidder, Peabody & Co., and White, Weld
& Co. (jointly). Price—By amendment. Proceeds—Con¬
struction. Bids — Expected about Feb. 2.

• Jersey Sports Arena, Inc., -Hackensack, N. J.
Dec. 24 (letter of notification) 10;000 shares ($25 par)
preferred and 10,000 shares ($1 par) common. Price—
$26 per unit, consisting of one share of each. Under¬
writer—Baring ton Elliot, Fort Lee, N. J. For construc¬
tion of an arena.

Johnson Bronze Co., New Castle, Pa.
Nov. 10 filed 150,0T) shares common stock (par 500).
Underwriter—Lee Higginson Corp. Proceeds — Stock
being sold for account J. P. Flaherty, a stockholder.

Joy Manufacturing Co. (1/20)
Dec. 19 filed 185,000 shares of common (par $1). Under¬
writers—Hallgarten & Co., R. W. Pressprich & Co. and
Adamex Securities Corp. Price—By amendment. Pro¬
ceeds—Repayment of $4,400,000 bank loans and increase
company's general funds.

Kansas Soya Products Co., Inc., Emporia, Kans.
Dec. 3 (letter of notification) 3,157 shares ($95 par)
preferred. Price—$95 a share. Undewriter—Kenneth Van
Sickle, Inc., Emporia. For additional working capital.

• Kentucky Chemical Industries, Inc., Cincinnati,
Ohio

Dec. 22 (letter of notification) 2,820 preferred shares.
Price—$100 a share. To be sold through officers. For
additional capital.

• Kentucky Water Service Co., Louisville, Ky.
Dec. 23 (letter of notification) 10.000 shares ($25 par) 6%

hv cumulative preferred. Price—$26.50 a share. Underwrit¬
ers—The Bankers Bond Co. and Smart & Wagner, both
of Louisville, Ky. To pay for acquisition of water prop¬
erties.

Lock Nut Corp. of America
Oct. 6 (letter of notification) 24,000 shares of 5% cumu¬
lative convertible preferred stock '(par $12.50). Under¬
writer—Ray T. Haas, Chicago. Price—$12.50 per share
General corporate purposes.

Louproco Realties, Inc., Louisville, Ky.
Nov. 26 (letter of notification) $182,500 of 10-year first
mortgage refunding 6% bonds, due 1958. To be sold at
face amount. Underwriter—The Bankers Bond Co., Inc.,
Louisville, Ky. To refund a like amount of bonds due
Dec. 31, 1947. ;;V v:.v
• McClanahan Oil Co., Grand Rapids, Mich.
Dec. 30 filed 260,000 shares ($1 par) capital stock. Un¬
derwriters—None. Offering—Shares will be exchanged
for $1 par stock of Great Lakes Chemical Corp. on the
basis of one share of McClanahan common for each two
shares of Great Lakes common. Offer will expire March
15, 1948. Business—Oil business.

McColl-Frontenac Oil Co., Ltd., Montreal, Can.
Dec. 16 filed 900,000 shares (no par) common. Under¬
writing—None. Offering—The shares will be offered for
subscription by stockholders on the basis of one for each
two shares held. No plans have been made for unsub¬
scribed shares. Price—By amendment. ^Proceeds—For
building expenditures and to repay bank loan. Business
—Refinery business.

McKay Davis Inc., Toledo, O.
Nov. 17 (letter of notification) 28,000 shares (10 par) 5%
cumulative preferred and 20,000 shares (no par) common. /

To be sold in units of seven shares of preferred and five
shares of common for $75 per unit. Underwriter—Clair
S. Hall & Co., Cincinnati, O. For working capital and .

general corporate purposes.

Manhattan Coil Corp., Atlanta, Ga. , -

May 20 filed $500,000 5% serial debentures, due 1949-
1957; 12,000 shares ($25 par) 5*6% cumulative converti¬
ble preferred and 85,000 shares ($1 par) common. Un¬
derwriter—Kirchofer & Arnold, Inc., Raleigh, N. C. Price
—The debentures at 102.507, while the preferred sharei
will be offered at par and the common shares at $4
each. Proceeds—To retire bank indebtedness and tc
finance purchase of machinery and other plant equip¬
ment.

• Market Basket, Pasadena, Calif.
Dec. 30 filed 27,788 shares (50c par) common. Under¬
writers—None. Offering—Shares are to be issued upon
exercise of common stock purchase warrants issued in
July, 1945. Price—Two shares per warrant at $6 a share.
Proceeds—For additional working /capital. Business—
Operation of 26 retail food stores in California.

Monsanto Chemical Co., St. Louis ~ ;
Nov. 28 filed 250,000 shares (no par) $4 dividend cumu¬
lative preference stock, series B. Underwriter—Smith,
Barney & Co., New York. Price to be filed by amend¬
ment. Proceeds for general corporate purposes includ¬
ing financing new plant construction and additions to
present facilities. Offering postponed due to market
conditions. ""

• New York Telephone Co.
Dec. 30 filed $60,000,000 30-year refunding mortgage
bonds, Series E. Underwriters—To be determined by
competitive bidding. Probable Bidders—Halsey, Stuart
& Co. Inc.; Morgan Stanley & Co. Price—To be deter- :
mined by competitive bidding. Proceeds— To finance
construction program. Business—Telephone communi¬
cations.

• North Central Texas Oil Co*, Inc., N. Y. (1/5)
Dec. 29 (letter of notification) 2,500 shares of common
Stock (par $5), Price, market (about $16.50 per share.
Stock will be sold on the New York Curb Exchange
through F. B. Thorne & Co., New York. Proceeds to
Mrs. Hildegarde K. Thorne.

• Northeast Airlines, Inc., Boston, Mass.
Dec; 24 filed 83,333 shares (no par) $1 cumulative con¬
vertible preferred. Underwriter—Atlas Corp., owner of
100,000 shares of the registrant's -common stock, has
agreed to purchase all shares not subscribed for by other
stockholders. Offering—The shares will be offered for
subscription to common stockholders on the 'basis of one
share for each six common shares held. Price by amend¬
ment. Proceeds—To pay off indebtedness. Business—
Air carrier business.

Northeastern Water Co. (1/8)
Dec. 22 filed $10,000,000 sinking fund collateral trust
bonds, due Jan. 1, 1968. Underwriters—W.'C. Langley &
Go. and The First Boston Corp. Price—By amendment.
Proceeds—To pay bank loan. /* vT:

Northern Indiana Public Service Co.
Oct. 29 filed 272,694 shares ($20 par) cumulative pref¬
erence stock. Underwriters—Central Republic Co. Inc.,
Chicago; The First Boston Corp., and Blyth & Co. Inc.,
New York. Offering—For subscription by common
stockholders on basis of one preferred ghare for each
eight common shares held. Unsubscribed shares will be
offered publicly. Price—$21 a share. Proceeds—To
improve its public utility system. ~. . .

Nutrine Candy. Co., Chicago
Dec. 9 (letter of notification) 1,000 Shares of common
stock (par $1). Price at market. Underwriter — Stifel,
Nicolaus & Co. Donated to selling stockholder—Jewish
Welfare Fund.

Ohio Public Service Co.

Dec. 22 filed $10,000,000 first mortgage bonds, seriesbue
1978. Underwriting—To be determined by competitive
bidding. Probable bidder*: Halsey. Stuart & Co. Tnc.;
The First Boston Corp.; Harriman Ripley & Co.; Blyth
& Co.; W, C Langley & Co., and Glore, Forgan & Co.
(jointly). Price—By amendment.,, Proceeds—TObe used
for construction. •:•">/*> 0-'"'

Olokele Sugar Co., Ltd., Honolulu, Hawaii
Dec. 16 (letter of notification) 12,600 shares, ($20 par)
common. Price—$20 a share. No underwriting. To com¬
plete, irrigation and water supply system and to repay
indebtedness. ■V;1.',
• Opekasit-Ohio, Inc., Hamilton, O. >

Dec. 22 (letter of notification) 5,000 shares ($50 par)
Class A Common. Price—$50 a share. No Underwriting. T
For working capital. ■: ■

• Peoples Home Equipment Co., Cleveland, O. - v '
Dec. 22 (letter of notification) $100,000 8% five-year de- : »
benture notes., To be sold in denominations of $500 and *

$1,000. To be sold through officers of the company. For •*

working capital and payment of indebtedness. : / ; v , •
• :.«■ Pepsi-Cola Co., Long Island City ^
Dec. 26 (letter ''of notification) 1,431 shares of canital >
stock (par 33y3C) representing scrip certificates. Shares '
will be sold on New York Stock Exchange (through V
Van Alstyne Noel & Co.) and proceeds held for holders •"
of scrip certificate upon demand and surrender of scrip -

certificates.
_ , ■

• Peterson Enterprises, Inc., New York
Dec. 29 (letter of notification) 1,000 shares of 5% cumu¬
lative preferred stock (par $50) Price, $50. Underwriting, >'
none. Purchase of tools, etc..,,. .>>•/ r...v , v

v r Pittsburgh Steel Co.
Nov. 2Q filed $6,500,000 of first mortgage bonds, due 1967. "
Underwriters—Kuhn, Loeb & Co.; A. G. Becker & Co., ,

Inc. and Hemphill, Noyes & Co. Price by amendment.
Proceeds — To refund outstanding first mortgage bonds.
Temporarily deferred.

./• Potomac Edison Co., Hagerstown, Md. (1/20) v
Dec. 16 filed $4,000,000 30-year first mortgage ana Col- i
lateral trust bonds. Underwriting—To be determined by,
competitive bidding. Probable bidders: Halsey, Stuart;
& Co. Inc.; W. C. Langley & Co., and The First Boston "t
Corp. .(jointly): Blyth & Co., Inc.; Harriman Ripley & J
Co.,;. Shields & Co. Proceeds, together with $1,000,000 "
from sale of 50,000 shares of common to parent, West !
Penn Flectric Co., will be used to repay bank loan and :
for hew construction. Expected about Jan. 20.

Potomac Electric Power Co. (1/14)
Dec 19 filed $15,000,000 35-year first mortgage bonds.;
Underwriting—To be determined by competitive bidding.;
Probable bidders: Halsey, Stuart & Co. Inc.; The First
Boston Corp.; Kubn, Loeb & Co., and Blyth & Co., Inc..
(jointly); Harriman Ripley & Co.; Kidder, Peabody &
Co. and Merrill, Lynch, Pierce Fenner & Beane (jointly);
White, Weld & Co., Glore, Forgan.& Co. Proceeds—To
finance construction* and for other corporate purposes.!
Expected about Jan. 14.

Precision Parts Co., Ann Arbor, Mich.
Dec. 15 (letter of notification) 15,000 shares ($1 par):
common, on behalf of six stockholders, including four,
officers of the company. To be sold at market to Baker,
Simonds & Co., Detroit.

Public Service Co. of New Hampshire (l/5)';:;
Nov. 25 filed $3,000,000 30-year series C first mortgage;
bonds due 1978. Underwriters—To be determined by
competitive bidding: Probable bidders: The First Bostom
Corp., Coffin & Burr, Inc. (jointly); Kidder, Peabody &
Co. and Blyth & Co., Inc. (jointly); W. C. Langley & Co.,
and Glore/Forgan & Co. (jointly): Halsey, Stuart & Co.;
Inc., Kuhn, Loeb & Co., Harriman Ripley & Co. and;
Smith, Barney & Co (jointly). Proceeds—To pay off
loans and for construction purposes. Bids—Bids for.
purchase of bonds will be received up to noon (EST)*.
Jan. 5 at company's office, 1087 Elm Street, Manchester,
:N-H- ■vl'
5*. r :--'v . " * • rr--'-,"- :4 '•».• V", . v*. • -f. \ \ \

Public Service Co. of New Hampshire
Nov. 25 filed 139,739 shares of common (par <$10). Tin-?
derwriters—To be determined by competitive bidding:
Offering—Common stock first will be offered for sub4
scription to present shareholders at the rate of one

share for each five shares held. Unsubscribed shares and
the bonds will be offered publicly. Proceeds—To pay off
loans and for construction purposes. ; ■

• Public Service Co. of North Carolina, hie.
Dec. 22 (letter of notification) $100,000 of 5% Sinking
fund debentures, due 1951. To be sold at face amount.
Underwriter—Paul & Co., Inc., New York. To reduce
bank loans and for working capital.

• Rotella Beverages, Inc., Newark, N. J. ; -

Dec. 24 (letter of notification) 150,000 shares (par $1)
Price—$1. To be sold to friends and customers through
officers. To liquidate RFC loan and for additional word¬
ing capital. ' - ■ .. ;

South Carolina Electric & Gas Co.
Dec. 2 filed 80,858 shares ($50 par) cumulative convert^
Tble preferred and 404,293 shares ($4.50 par) common
for sale, and 687,293 shares reserved fof conversion of
preferred. Underwriter—Kidder, Peabody & Co., New
York. Offering—Shares initially will be offered for sub¬
scription by company's common stockholders, the pre-
Terred on a l-for-10 basis and the common on a l-for-2
basis. Unsubscribed shares will be offered publicly.
Price by amendment. Proceeds—Proceeds together with
other funds will be used to purchase all of the outstand¬
ing common of South Carolina Power Co. from the
Commonwealth & Southern Corp. ■ ;v v ■

• Southern California Edison Co. (1/21)
Dec. 30 filed - $40,000,000 first and refunding mortgage
bonds. Underwriters—To be determined through com¬

petitive bidding. Probable Bidders—The First Boston
Corp.; Halsey," Stuart & Co. Inc.; Blyth & Co., Inc. Pro¬
ceeds—For construction of additional power facilities.
Expected Jan. 21.
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1 Southeastern Telephone Co., Chicago
Dec. 1*9 (letter of notification) 13,999 shares of common.
Price--$12.75 a share. *' NO underwriting. For property
additions and improvements. •• . ''

, .

Southwestern Gas & Electric Co. (1/14)
'Nov. D tiled $/,0UU,0UO 30-year urst mortgage bonds,
series B. Underwriting—To be determined at competi-
tive 'hidding. :: Probable bidders: Halsey; Stuart & Co.
inc., Lehman Brothers and Lazard Freres & Co. (jointly);
White; Weld & Co. and Kidder, Peabody & Co. (jointly);

■ Blyth & Co., Inc. and Stone & Webster Securities Corp.;/
(jointly): Glore, Forgan & Co. and W. C. Langley & Co.
(jointly) ; Harrlman, Ripley & Co.; Merrill-Lynch, Pierce,
Fenner &- Beane: Proceeds—To finance construction
program. Expected about Jan. 14. > ;•

Southwestern Public Service Co.; Dallas, Tex.
Dec. 24 filed 10,000 shares'($100 par)-cumulative pre¬
ferred and 103,113 shares ($1* par) common. Underwrit¬
ing—To be filed by amendment. Offering—The pre¬
ferred will be offered publicly and the common will
be* offered to Southwestern's common stockholders at
the rate of one share for each 11 held. Price by amend- '

ment. Proceeds—To retire bank loans and for con¬

struction purposes. , '■,:/; p:'
•• • Sterling : Electric Motors, Inc., 'Los Angeles,

caiif. v
Dec. 19 (letter of notification) 10,250 shares ($1 par)
common on behalf of C. E. Johnson and E. Mendenhall,
President and Vice-President of the company, ■ respec¬
tively,. Price—$9.75 a share. Underwriter—Maxwell,
Marshall & Co., Los Angeles. ' ,y;;'

Sunray Oil Corp. .

Nov. 12 filed $40,000,000 20-year 3%% sinking fund
debentures and 250,000 shares 5% cumulative convertible ,

second preferred stock, series of 1947 (par $100) and
2,'500,000 shares of common stock (par $1) reserved for
conversion. Underwriters—Eastman, Dillon & Co. heads
a group of underwriters. Purpose—To financing merger
of Pacific Western Oil Corp. and Mission Corp. into
Sunray. Registration statement withdrawn.
v Tampa (Fla.) Electric Co. >

Dec. 24 filed $6,000,000 30-year first mortgage bonds.
Underwriting—To be filed by amendment. Price by
amendment. Proceeds—To pay construction costs.

Udylite Corp., Detroit.
Dec. 10 (letter of notification) 825 shares ($1 par) com¬
mon. To be sold at market. Underwriter—Shader-
Winckler Co., Detroit. To be added to capital.
• Union Trusteed Funds, Inc., New York
Dec. 29 filed 657,500 shares of capital stock. Underwrit¬
ers—Lord, Abbett & Co., Inc., New York, is selling agent.
-Price based on market prices. Proceeds—For invest¬
ment.. Business—Investment business.

• Vanadium-Alloys Steel Co., Latrobe, Pa.
Dec. 23 (letter of notification) 2,000 shares (no par) cap¬
ital stock. The stock includes 1,770 shares sold by the
company during the past year under an employees stock
purchase plan. Company buys stock at market through
brokers and resells it to employees at the market price.

V Washington (D. C.) Gas Light Co.
Nov. 7 filed S5;000 shares (no par) common.. Offering—
Shares are offered for subscription by common stock--
holders of record Dec. 26 on the basis of one share for

each five held. Subscription warrants will expire Jan.

13, 1948. Price—$20 per share. Dealer-Manager—Com¬
pany has arranged with a group of security dealers to
manage the solicitation of stockholders' subscriptions.
Heading this group are The Frist Boston Corp.; Alex.
Brown & Sons: Auchincloss, Parker & Redpath; John-
ston, Lemonn & Co.; Folger, Nolan, Inc.; Goodwyn &

•

Olds; Mackall & Coe; Ferris & Co.; Robinson, Rohnbaugh
& Lukens, arid Robert C. Jones & Co. Proceeds—To be
added to general funds for current construction program.
• Western Solvents Inc., Boulder, Colo.
Dec. 24 (letter of notification) 3,000 shares ($20 par)
common and 250 shares ($20 par) 5% cumulative pre¬
ferred. To be sold at par. No underwriting. For work¬
ing capital. ;

• Wisco Hardware Co., Madison, Wis.
Dec. 26 (letter of notification) 500 shares ($100 par)
common. Price—$110 a share. No underwriting. For
working capital." .

• 'i. Wisconsin Power & Light Co., Madison, Wis.
Dec. 29 filed $3,000,000 30-year first mortgage bonds,
Series B, and 30,000 shares ($100 par) 4J/2% cumulative
preferred stock. Underwriters—Only th£ bonds will be
underwritten under competitive bidding terms. Probable
Bidders—Halsey, Stuart & Co. Inc.; Glore, Forgan & Co.
aricl;Harriman Ripley & Co. (jointly); W. C. Langley &
Co.,'White, Weld & Co. and Kidder, Peabody & Co.
(jointly); Blyth & Co., Inc.; The First Boston Corp.;

v'Shields & Co. Offering—Bonds will be offered publicly
while stock will be offered to holders of 4*/2% preferred.
;!Price by amendment. Proceeds—To pay bank indebted¬
ness and for construction costs.
• Zippy Corp., Oroville, Wash.
Dec. 23 (letter of notification) 74,000 shares of common.
Price—$1 a share, j To be sold through officers of the
^company. For working capital.

- Delaware Lackawanna & Western RR. (1/8)
Bids for purchase of $1,600,000 equipment trust cer¬
tificates series G will be received up to noon (EST)
Jan. 8 at office of J. G. Enderlin, Treasurer, Room 2008,
140 Cedar St., New York. Probable bidders: Halsey,
Stuart & Co. Inc.; Salomon Bros. & Hutzler.- •

• ~Food Machinery Corp.
Dec. 22 common stockholders approved an increase in
authorized cumulative preferred ~<$100 par), stock to
100,000 shares from 70,000 shares and the authorized
($10 par) common to 3,000,000 shares from 1,500,000.
Directors have authorized and declared a distribution
to common stockholders of rbcord Dec. 22 of 666,810
shares of common on basis of one additional share
for each share then outstanding. The directors state
that they do not currently intend to issue or sell any

further shares of either preferred or common after this
distribution.

Illinois Central RR. (1/6)
Company will receive bids Jan. 6 for the sale of $3,200,-
000 equipment trust certificates. Probable bidders: Hal¬
sey, Stuart & Co. Inc.; Salomon, Bros. & Hutzler; Harris,
Halt & Co. (Inc.). •

• Interstate Power Co.
Jan. 7 Federal Judge Paul Leahy will hold a hearing on
alternative reorganization plan providing for the nego¬
tiated sale of new securities. On Dec. 29 the SEC granted
company exemption from its competitive bidding rule
with respect to the proposed sale of $20,000,000 of new
first mortgage bonds, $5,000,000 of new debentures and
not more than 1,500,000 common shares (par $3.50). A
sufficient number of common shares will be sold to raise
$3,635,500. There will also be outstanding a minimum
of $1,000,000 of promissory notes. Proceeds from sale of
new bonds, debentures and common stock would be used
to pay, without premium, $26,035,000 of outstanding first
mortgage bonds and to reimburse treasury for construc¬
tion costs.

Michigan Consolidated Gas Co.
Dec. 5 reported company contemplates sale of $9,000,000
bonds. Proceeds for construction. Probable bidders:
Halsey, Stuart & Co. Inc.; Lehman Brothers; Dillon,
Read & Co. Inc.; Glore, Forgan & Co.; White, Weld & Co.

St. Louis-San Francisco Ry. (1/6)
Company will receive bids up to noon (EST) Jan. 6 for
the lowest interest rate at which bidders will provide
$1,641,400 through conditional sales agreements.

Southwestern Bell Telephone Co.
Dec. 19 directors voted to recommend an increase in
funded debt by no more than $100,000,000 through the
sale at competitive bidding of a debenture issue of that
amount. Proceeds would be used to repay advances re¬
ceived from the American Telephone & Telegraph Co.,
parent and to meet further requirements of the com¬

pany's construction program in the first-half of 1948.
Probable bidders: Halsey, Stuart & Co. Inc.; Morgan
Stanley & Co.
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j Reporter's

: The h i g h-grade investment
, market has not yet had an op¬

portunity to react freely to the
, move of the Federal Reserve in
lowering its support levels .for
Treasury obligations.

! Decision of the Reserve to
"lower the peg" of its support
for government bonds came at a

; time when large institutional
investors, outside the banks,

j were virtually "locked-up," so
far as their portfolios were con-

| cerned, for the balance of the
year.

In consequence there has been
only a meagre volume of trading
in the week that has elapsed since

] that time and the consensus

; among investment bankers seems
to be that the test is ahead.

'

The turn into the New Year

naturally will bring a revival of
more or less normal -operations
by major investors, chiefly the
large insurance companies. As
the market loosens up the test
Of the new conditions is ex¬

pected to develop.

Up to this point even the "order
business," that is for the account
of trusts and others who must

keep their funds invested, has
literally dried up. True there has
been some settling in the Treas¬
ury list with the long 2V2S virtu¬
ally at the 2.50% basis that ap¬

pears to be the Reserve's goal.

There is one certainty, how-;
ever, and that is that invest¬
ment bankers must reappraise
the whole market picture before
going ahead with the task of
setting up new corporate is¬
sues.

Insurance Investments

Insurance companies, a recapit¬
ulation of their investments dis¬

closes, added $3,347,000,000 to
their bond and mortgage port*
"olios in the 12 months ended Oct.

31, last.

Expansion of 1.5 billion in
holdings of industrial and mis¬
cellaneous obligations stood as

the major increase, with hold¬
ings of railroad bonds rising
only 48 millions in the period.
The increment in utility bond

holdings was 1.1 billion while in¬
vestments in U. S. Government

paper dipped by 1.13 billion, but
naturally still topped all other
entries at 20.2 billion, or slightly
better than 50% of the total.

$109 Millions More
Under shifting circumstances in

the basic money market it may
cost corporations a bit more to
raise funds necessary to their con¬
templated expansion programs.
But judging by the current

trend of stated intentions such
funds are essential and potential
borrowers have naught to do but.
pay the higher costs.

New York Telephone Co.
touched ofl the
with announcement that it plans
to sell, at competitive bidding,
$60,000,000 of new refunding
mortgage Series E bonds, due
Feb. 1, 1978.
Simultaneously the Southern

California Edison Co. has filed
with the Securities and Ex¬
change Commission for author¬
ity to issue $40,000,000 new

bonds, to retire notes and re¬

imburse its treasury for expend¬
itures already made.

v So. Calif. Edison Preferred
Up until the time of the Re¬

serve's action in dropping its sup¬
porting bids for Treasury issues,
the group which undertook to
market 800,000 shares of South¬
ern California Edison Co.'s 4.88%
preferred stock was doing what, it
considered a good job of distribu¬
tion.

Well over half the issue had
been sold when the news broke.
But since then things have been
pretty much at a standstill. As
a consequence the syndicate^
which had intended to -keep
books open into the New Year,
decided the other day to dis¬
solve and close the account.

The siock wnich was offered
at 2614 immediately settled back
to 24% bid, 25V2 asked, but not
until at least one large insurance
company had taken on an 80,000
share block at $25.42.

Bids Next Week

With SEC approval the Ameri¬
can Light & Traction Co., is due
to open bids next Tuesday for
150,000 shares of capital stock of
he Detroit Edison Co. The selling
company has been granted the
privilege of supporting the mar¬
ket for,,4he issue during the pe¬
riod of the sale.

On the same day Dayton Pow¬
er and Light Co. will scan bids
for $8,000,000 of new first mort¬

gage bonds, due in 1978. This one

Is expected to attract liberal com¬
petition.
On Wednesday, unless there is a

change in plans, bankers are due
to bring to market the unsub¬
scribed portion of 272,852 shares
g£ common stock of Gulf States
Utilities.

Uptown Branch for Jacquin
Jacquin, Bliss & Stanley, mem¬

bers of the New York Stock Ex¬

change, announce the opening to¬
day of a midtown New York City
office located in the Biltmore
Hotel. Stanley T. Stanley and
Ernest Jellinek will be the firm's
resident partners in this new of¬
fice. The main office of the firm
will remain at 61 Broadway as
heretofore.

Rosenthal Co. Adds
Rosenthal & Co., 60 Beaver

Street, New York City, member
of New York Stock Exchange and
Commodity Exchange, Inc., and
associate member of the New
York Curb Exchange, announces
that B. D. Fidanque, Jr., has be¬
come associated with the firm.

DIVIDEND NOTICES

PACIFIC GAS AND ELECTRIC CO.

DIVIDEND NOTICE

Common Stock Dividend 'N.o, 128

The Board of Directors on December 17,
1947 declared a cash dividend for the
fourth quarter of the year of 50 cents per
share upon the Company's Common Cap-
ital Stock. This dividend will be paid bf
check on January 15, 1948, to common
shareholders of record at the close-of
business on December 30, 1947. The
Transfer Books will not be closed.

E. J. Beckett, Treasurer

San Francisco, California

DIVIDEND NOTICES

WALL STREET, NEW YORK 5, N. Y.

tomkWwms

A dividend of 1%%, amounting to
$1.75 per share, on account of the
current quarterly dividend period
ending January 31,1948, has been
declared payable January 15,1948
on the outstanding preferred stock
of the Company to holders of pre¬
ferred stock of record at the close
of business on January 7, 1948.
A dividend of 40<f per share has

been declared payable January 15,
1948, on the outstanding common
stock of the Company, of the par

value of $1.00 per share, to holders
of common stock of record at the
close of business on January 7,
1948.

December " ' H. A. WAY

J-
„ "L

MANHATTAN

BOND FUND, INC.
The Board of Directors of Manhattan

Bond Fund, Inc. has declared Ordi¬

nary Distribution No. 38 of 9 cents

per share from regular investment
income payable Jan. 15, 1948 to
holders of record as of the close of

business Jan. 5, 1948.
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Behind-the-Scene Interpretations
v from the Nation's Capital

There is enough legislative hay in the Congressional stalls to
choke the biggest and hungriest parliamentary team. ' 'v,

Everything points to the prospect that the Congressional session
beginning next Tuesday will be hectic. The pointers: In major issues
alone the Congress has enough to <$>-
occupy its entire time. There al¬
so will be minor and contingent
issues galore — subjects wlrch
will be taken up as time permits.
In any session which raises the
curtain on a national and presi¬
dential election, there is always
a lot of monkey business. When
the Administration is of one par-

;

iy.' and the Congress of another,
this naturally makes a lot more
funny business inevitable.

Then time will be short. Un¬
der ?thfe; Legislative Reorgani¬
zation Act, Congress is supposed
to get away early in July. Even
if there were not this prod,
Congress has to get much of
its work out of the way early
because when the Congressional
primaries come along, whole
state delegations depart for a
week or so at a time.

So hectic often will appear

too mild a description of the
forthcoming session. At times
It will appear to be downright
chaotic. f:: ; . -i
'y-:.'.-

to the overall revision idea.
Revision of the revenue laws

would involve some reduction
in tax revenues. Unless the

Congress is unable to force en¬

actment of the personal income
tax reduction over White House

opposition, there will be 110

revenues available for general
tax reduction.

Overall revision may offer pros¬
pects for ending "double taxation"
of corporation income, reduction
or abolition of some of the excise
taxes such as those on transporta¬
tion and communication, and pos¬

sibly even a lowering of the es¬
tate and gift taxes. Even though
overall revision does not at pres¬
ent appear to have much chance
of final enactment in 1948, it is
intended to bring an overall re¬
vision bill out of House commit¬
tee. This bill will appear after
Congress has decided what it will
do with the personal income tax
cut. And the overall revision
bill will offer business voters a

tempting taste of what they might

Congress has an imposing list of ' expect should they elect a Repub-
These consist of *lcan President and a GOP Con-major issues.

; long-term foreign aid, tax reduc¬
tion, the budget. Congress also

•

may have to take up something
aimed at setting the brakes on
inflation. The budget is sure to
raise a heated contest. Part of
this scrap will be whether the
forthcoming budget expenditures
can be cut. A greater part, how¬
ever, will be over whether Con¬
gress, in the light of uncertain¬
ties over tax reduction, the size

- of foreign aid, and unfinished ap¬
propriations, can commit itself by
Feb. 15, as required under the
new "legislative budget" proce¬
dure, to a definite figure on pro¬

posed revenues and expenses.

< Seasoned heads have talked
■ about forgetting this "legisla¬
tive budget" in 1948 as imprac¬
tical. They fear that to com-;

r mit themselves so early will be
to make themselves again look
foolish, if they cannot live up
to their goals. Yet they also are
afraid that they will be taunted
by the opposition for ignoring
the Legislative Reorganization
Act, which Congress thinks the
public regards as the holy of
holies.

Then the Congressional major¬
ity is determined to put through
the personal income tax cut. de-

*

spite Administration opposition.
The leadership intends to get that
proposal adopted by Congress be¬
fore the long-term foreign aid
program is passed. However,
foreign aid will hot likely be
adopted before March or April,
and possibly even later. Hence
the majority is under no compul¬
sion to act hastily, and may even

delay the final decision on the
amount of the tax cut until all
hands get a better idea of the
prospective fiscal picture. That is
why the leaders declined to com¬
mit themselves on the size of the
tax cut last proposed, $5.6 billion,
by Chairman Knutson of , the
House Ways and Means commit¬
tee. . ■■

* * *

Another phase of the tax
i question will be overall revi¬
sion. There is considerable in¬
terest in learning, in the forth¬
coming presidential messages,

whether and how far the Ad¬
ministration will commit iiacif

gress.
❖

BUSINESS BUZZ

Republicans are fortifying
themselves on the budget with
expert, outside advice. The
House Ways and Means com¬

mittee recently enlisted the
services of about a score of

private experts. These were put
to work estimating prospective
government revenues. These
private consultants believe, it
is said, that revenues for the
current year will surpass $46
billion. Chalk that against
whatever President Truman

predicts in his budget message,
which may come down the lat¬
ter part of next week. Private
citizens also have been again
meandering around the execu¬
tive departments doing some

careful sleuthing about expend¬
itures for the Appropriation
Committee of the House. They
are not getting as much sub¬
stantive information as if the

White House had allowed the

Appropriations committee staff
to sit in on the Budget Eureau
hearings, now held secretly.

There will be many points of
dispute over long-term foreign
aid. The central issue probably
will be the machinery for admin¬
istration of European rehabilita¬
tion. Congress—and this includes
a large proportion of Democrats
as well as Republicans—want an
independent agency of business
men to handle the problem. They
abject to1 an agency dominated by
the State Department and the
White House. Another big row
will be kicked up by the Presi¬
dent's -proposal that Congress
commit itself in 1948 to a 4-year
program. Sharing the spotlight
will be : an argument overy the
amount—whether it" shall be a

minimum of $17 billion and pos¬

sibly more, as recommended by
the. President, or considerably
less.' Present sentiment indicates
a sharp curtailment is likely to
be made below the goals sought
by the Administration.

Sj« ij: )•<

What lies ahead in the way of
inflation control legislation for
1948 now is clouded with much

uncertainty. Now that the Con¬
gressional "voluntary" program
AK/i aixyocttions uas uvOn enacted,

Ppss Vr
ALEXANDE-KL.

This bores Ellison, he does all his stuff OvEn-THE-CouNTeR..*

there is even a possibility that
this temporarily will be the last
of "anti-inflation" legislation. Ap¬
proval by the President has dimin¬
ished one prospect. That was that
at extensive hearings next year
the Congressional majority would
dissect the anatomy of inflation.

Republican leaders, at least
those in the House, planned to
delay the casting of the die 011
"anti-inflation" legislation un¬

til well into 1948. By that time
they hope both to have a better
idea whether the enactment of
any controls is demanded by
the country, and a clearer idea t
what those measures should be.
The House bill for "voluntary"
industry measure was drafted
and programmed with the ob- ,

jective of its defeat in mind. ,

This defeat would give the i
majority the breather it needed
to figure out what should be
done, for if the Democrats had,
followed through with defeat-:
ing the GOP program, the ma¬

jority would have felt free of;
blame from the public for not
enacting something on inflation;
in the special session.

s-t sji

Senate majority leaders de¬
clined to go along with the House
leadership program, but pressed
a version of the "voluntary" pro¬
gram in the Senate. Whereas
House Democrats initially turned
down the majority proposal, Sen¬
ate Democrats adopted it. When
't was sent back to the House the
leaders of that body naturally had
to give it a vote since it would be
too difficult to get across the idea
they were stalling for time. V
Despite this enactment, further

legislation on the subject of in¬

flation control will be agitated.
Something also will be enacted,
should the responsible leadership
feel that it becomes a political
necessity in 1948.

Besides its main subjects, the
Congress also must make up its
mind about continuing, drop¬
ping, or modifying a number cf
existing temporary statutes. One
of these continues the Recon¬
struction Finance Corporation
only until next June 30. Fur¬
ther continuation of RFC, albeit
with further strings to its lend¬
ing powers, is now indicated.
The life of the Commodity Cred¬
it Corporation also expires June
30. It also is likely to be con¬

tinued.
x :/x;>:< $

Leaders have suggested that
rent control, which also expires,
will be continued in some form
next spring. Congress is studying
modification of the government's
control of farming. Members are
not hopeful of being able to work
out a revision of those laws in
time for enactment in 1948. Un¬
less a revision is made, the farm
commodity price supports enacted
during the war probably will be
prolonged for another year or so.
Rubber controls also expire in
three months. They also may be
continued in the absence of a pro¬

gram for turning the synthetic
plants to private industry.

$ ❖

In view of the fact that the
Federal Housing Administra¬
tion's Title VI, providing for
housing mortgage insurance at
"necessary current cost" rather
than appraised values, expires
March 31, Congress must con¬
sider this subject also. Senti¬
ment within the Administration
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leans slightly to tightening lip ''
the basis of this loan insurance,
but without concrete proposals
as yet. Still another of the ex-

:
. piring pieces of legislation is the
Reciprocal Trade Agreements
Act, which ends June 30.

"v • r ,• >*;

Four important subjects will be
agitated with action contingent
upon there being time for con¬

sideration and the reaching of a
meeting of minds on the subjects.
One of these is universal military
training, not yet favored to win
approval. A special study is being
made of the possibility of extend¬
ing the scope of the social secu¬

rity laws and revising the basis
of contributions. Both pro and
anti-labor amendments to the

Taft-Hartley act will be agitated
with the present outlok against
modifications in either direction.

Many other important pro-
* posals will reach for a place in -

the legislative sun. Among these
are the pending Anglo-Amer¬
ican oil agreement, the St. Law¬
rence seaway agreement with
Canada, a proposal to vest con¬
trol of tidelands oil in Restates,.
the Administration program for
military cooperation with Latin
America, and ; statehood •, for
Hawaii.A'

There will also be a great deal
of talk about a host of proposals
which are rated as possible vote-
catchers. These include the Taft-

Wagner-Ellender housing bill, an

anti-lynching bill, an anti-poll
tax bill, a Federal fair employ¬
ment practices commission, Fed¬
eral aid for education, Federal
assistance to formation of health

insurance programs, and an in¬
crease in minimum wages to 65-
70 cents an hour. One, two, or
three of such things may pass.
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