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Drastic Deflation: A Graver Dariger
- Than Inflation =

By IVAN WRIGHT

‘Dr. Wright, . though laying: inflation " to excess -money- and -goods

scarcity, warns. deflation, by removing part of money supply, may

create hardships worse than inflation. - Points. out previous business

collapses were preceded by deflationary moves and cautions tem-

porary collapse of some commodity prices is no sign inflation is
-over.” Holds deflation spreads more. rapidly - than ‘inflation’ and *
- urges curbs  on government spending and restoration of free mar-

’ kets' and expanded investments as inflation offsets.

--Inflation - has.'been characterized as ‘the.. number “one problem
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- Thank You, Sen. Taft!

“It is hard to think of any
more drastic limitation of
~ personal freedom than to per-
mit the State' to take boys
C _from their
homes, their]|.
education, or
their chosen
occupations
..and subject
“ them-. for a
year to the

. arbitrary di-
‘rection . of

Price 30 Cents a Copy

A Refunding Project fo Relieve
Government Bond Market Support

By A. J. CORTESE* '

Mr. Cortese proposes.a refunding of government bonds at higher
interest rates to permit withdrawal of support of government bond -
market without serious capital losses, and to restore Federal Re-
serve System’s power to control credit. Says program would accord
- with -market realities, and that increased cost of debt service is:
preferable to prospect of further gross expansion of money and
‘ credit supply. - - 3 &

There is far more agreement on the monetary danger of .a great

L 3
¥

some mili-
: tary - “officer
and -indoc-

facing. the American. people. . Inflation and - the European Recovery
Program have been ‘coupled. together. as the two outstanding prob-

lems. with which Congress has to deal this: session.. The two ‘prob-
‘! lems are re-®— - ;

inflation in this country than on the means to avoid the thréatened
disaster. Of the two: primé ingredients of jnflation, an excessive

Robert A. Taft

trination
courses pre-

- pared by some ideological bu-
¢ reau of the War Department.
“What we need is a highly

trained, technical, professional |

: force. -That will always be
. the first and essential protec-
., tion ‘to-the people. -

lated. But
o ur domestic
i - inflation is
~-old and deep
~ seated. and- is
.a product of

.the .war and|

~.prewar cur-

"~ .rency.-and fi-,

.’nancial?.-man=
cagement.
< Given the cor-

EDITORIAL - - ‘ |
 As We See It

Ti;m‘etto‘_'.End Such Nonsense

"-"-'SéﬁiéWhat»ii'n";ﬂufie,grand manner, the President’s Coun-

cil.of Economic!Advisers Tate last week announced that it

supply of money and a mass buying' psychology, only the former °

can. be- regu-
lated with any
accuracy and .
the latter is
too unpre-
dictable to.at-
tempt the in-
fluence of it
in order to ar-
'rest the phe-
nomenon,
| Therefore, ,

...~ “It can be supplemented by
|~ 7 adequate reserves on a volun-
: tary-basis without undertak-

’ ing to dominate the entire life

- of the United States. It can

. be directed in particular to

~ making U. S. the gredtest air

. power in history of the world.
“Not only will that give us

the defense which we need,

but it will deter -any threat of
attack from- Russia or any

- ether country far more than
any projected plan of com-

, pulsory ‘universal military

any dopter-
mined ‘effort”
to deal ‘with
the basic
causes 'of " in=-:
flation must
be directed at
the money supply.
The traditional power of the
Federal Reserve  System to con-
trol credit has been crippled by a
conflicting policy of supporting
(Continued on page XII of
Pictorial Insert) .

 would: make.anfexhaustive study of the current situation
in light .of -what has _happened in the commodities and
stock. markets during recent weeks., The “exhaustiveness”
of this inquiry will, apparently, require that it consume the
“Our economy,” one member of

next six weeks at least.
the Council is quoted as saying, “is much too vigorous and
on the basis of a few hap-

much too varied to be sized up
penings over a few days.” . .. ‘

Well, that seems to be that. If by sometime in April
recent market developments have not clearly told their own
story, the key men in the scheme of things under the so-

called Full Employment Act will undertake to enlighten the
President! Yet, said the President in his “Economic Report”
to Congress not much more than a month ago, “The Em-

“rect approach
+ and ; the. right
ideas, for . re-
“covery, the

‘European
) problems in
so far as we are able to help can

be solved more quickly and easily

than our domestic inflation prob-

lems. . While the countries seek-

ing our help have inflation prob-

lems of their own to solve, infla-

tion is primarily a domestic prob-
" (Continued on page 32)
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training.”—Senator Taft.
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ployment Act calls upon the President at the opening of
each- year not merely to review current trends but also to
. (Continued on page 26)
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institution, the
International
Bank for Re-
construction
and Develop-
ment. These
hopes and as-
pirations have
greatly faded
despite the
fact that
hardty three
years have
elapsed since
the signing of ’ |
the Bretton A M, quolsk(

Woods Agree- i

ments. True, the two great coop-

erative international institutiors

The International Bank
For Reconstruction
and Development
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have been set up and are endeav-
oring to function in accordance
| with their primary objectives. Yet,
thus far, their direct influence for
good has beew almost nil,. while
their - negative or indirect influ-
ence, particularly as regards. the
Fund, has been the reverse of the
objectives sought. =

activities, though limited, have been premature.
in. stabilizing currencies, but because of its regulations and restrictions on-member nations, T
a factor in creating black markets in exchange oper ations and has hampered international and domestic

commerce, by causing “suppressed inflafion.”.

"Has It Done More Harm Than |

By A. M, SAKOLSKI . :

.

The recent drastic devaluation of the French frane along with other
isfactory monetary and economic happenings in Europe and the Far East calls for a review
purposes and aspirations underlying’ the International Mone-

The International ’Ménet'aty-’ruhd
; Good? : /

Dr. Sakolski reviews operations of the International Monefary Fumd and points out ifs inauguration .and’
Contends institution has had very little direct influence

has been

other ch‘aotié or unsat—"

The reason can be made cléar
when ‘it is considered that both
the Fund and the Bank, under the
terms of their chartefs, are not
permitted to take direct action or
to bring about conditions which
would remedy the fundamental
maladjustments that "create do-
mesti¢ monetary disturbances and
cause international foreign ex-
change disequilibrium. It was
generally recognized, though" not
freely admitted, during the de-
bates . which preceded and fol-
lowed the Bretton Woods Confer-
ence that the International Mone-
tary Fund can successfully operate
and carry out its purposes only
under normal conditions of .do-
mestic and international trade and
commerce, and with domestic cur~
rencies both stabilized and -on ‘a
safe and sound basis. For thls rea-
son, there were warnings, that the
inauguration of the Fund should

be delayed or. its operations de-

ferred until after Europe’s eco-

nomic . recovery - became plainly |,

manifest, and sound currency sys-
tems restored and maintained. =

As stated by Mr. Murray Shields:
in 1944, in a symposium on Inter-
national Financial Stab:lization,
published by the Irving Trust Co.
of New. York:—“It is doubtful in
the long run such an organization
can function satisfactorily ‘unless
there is a reduction of trade bar-

. riers, firm rejection of the devices

of, restrict.on -and - manipulatior.
the funding of -blocked. balances
the writing off of clearly unpayable
obligations; thel prevention of un-
due internal inflation or deflation
in: the participating countries, and
the balancing -of national budgets
so ds to restore the basis of fiscal
integrity required if people are

.to. have .confidence in' the assets

of .the Fund.” ° e wt g
..This view was stressed by many
other commentators of the period.
even when strongly endersing the
Bretton Woods institutions. - It
would be assumed that in view of
‘the circumstances, there: would be
(Continued on page 30). .
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Professor of Economics, New York University
Executive Vice-President, Economists’ National Committee on Monetary Policy g
Dr. Spahr calls attention to dollar depreciation since 1940, and its varying effects on. different groups.
Traces causes of depreciation and points out needed correctives. Urges as basic- correction quick return
to gold standard, so people will regain control ov' r'government abuse of public purse. Holds nation
has been misled by advocates of managed economy, and calls for new. economic leadership.
The Depreciation in the Purchasing Power of .the Dollar in the U. S.
If one considers the purchasing power of our dollar in terms-of goods and services,
| the depreciation has been pronounced and relatively rapid since 1940. The general cost
of living at the end of 1947, as compared with the average for:1940, had risen some

By WALTER E. SPAHR*

Today's No.1 Problem—The
ation of Our,,-sChrre-ncy.

T L T

65%. In terms
of wholesale
commodity
prices, the in-
ld.ex had
| doubled and
the purchas-
ing. power of:
the dollar
khad fallen to
half that of
1940, (The in~
dexes were
78.6 for 1940
and- 159.5 for .

Nov. 29,1947.) 2
If one thinks
of currency -

d e p reciation

|in terms of relationship between
our irredeemable paper money
| and gold, then, it should be under-

Walter E. Spahr

stood that there has been none
since the present weight of our
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Jan. 31, 1934.
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able paper currency has not.de-
preciated in terms of gald is be-
cause of the operation of our sys-
temn of indirect conversion of pa-
per-money and deposits into gold
through the Reserve banks: and
running back 1o the gold held by
the Treasury.

But the important principle to

| | note here is that although the par-

ity of our paper money with gold
can be maintained under this sys~
tem so long as our reserves ratios
are respected, this system  does
not prevent, nor offer any great
restrictidps on, the depreciation of
our domestic money and deposits
in terms of goods and services,
In fact, our system has made,
and makes, easy a great issuance
of ‘promises to pay since these,

with the exception of silver -cer- |

tificates, are not redeemable but
are merely exchangeable : for
other promises to pay which are.
likewise irredeemable. In other
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words, our domestic promises to
pay' as issued by the Treasury and/
the Federal Reserve banks, and in
circulation, are both dishonorable

‘and " dishonored.

-"Under a gold-coin standard and
‘system -the issuance of proemises’

to pay is confined to those that
are to-be redeemed, This- restricts
sharply any pressure of the mone-
tary supply in the direction of
depreciation of currency in terms
of goods and services. ’

The - Effects of the Depreciation
of Qur Currency in Terms of
- Goods and Services. il
The - depreciation in the value
of ‘the ‘dollar in terms of goods
:*- (Continued on page 24) -
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"| | duty.to public to immediately pass a rule remedying this wrong.

treatment. We further showed that

¥ tory. The duty was created by rule of t

Newburger, Loeb & Co. |

 [“Pulling the Wool ... "

" 1 -SBC failure to treat confidentially the annual financial reports filed

. by registered dealers and brokers is creating a public furore. Com-
1 mission claims that Rule X-17 A-5 received s impetus from rep-
, Tesentatives of the' securities. industry disputed. Fear of reprisals
* renders a large segment of the industry inarticulate. Commission’s
| dsfensive letters to members of Congress misleading. SEC owes

' As-our readers know, we have been waging an editorial
campaign directed against the failure and refusal of the
Securities and Exchange Commission to accord confidential
treatment to financial statements filed annually by -regis-
tered dealers and brokers pursuant to SEC rule X-17 A-5.

The progress of that campaign has made interesting

, \}ﬁratchingA

. At first the Commission made claim to utter help-
- lessness despite the demonstration that a- financial

publication, in the . course of a circulation eampaign,
. promised to print these financial statements as an in-
'. ducement to subscriptions. L T

'| ' . The Commission argued that the information contained

its control. "

o g

which it was put were in effect, beyond

* We exploded' this claim. of helpieséness by ‘demonstrat-

; '  ing that under the very rule in question, and by its express

terms, a certain part of the information is given confidential

create the duty to file these financial re ris, are not statu-
e Commission, and
therefore we contended if the Commission could make the
rule compelling the filing, it could also make the rule de-
claring the nature of the treatment that shall be accorded
to the material filed: ‘
In other words, if it is in the power of the SEC to

- compel the filing of annual financial statements by regis-

. tered dealers and brokers, it is also within the ambit

- of its powers to direct that these statements be accorded

.confidential treatment. - g

.From the response ;that our instant policy has received
in the securities field among dealers and brokers, it seems
clear to us that there has been wide and sympathetic ac-
ceptance of our contention. .

We have been informed that dealers and brokers, mem-
bers of the Congress and the Maine Security Dealers’ Associa-
tion have communicated with the SEC and demanded that
it explain the failure to give such confidential treatment.
By. this correspondence the Commission has been asked to

ments filed by registered dealers and brokers.

On the defensive, the Commission has attempted to
explain away its unseemly conduct in a series of letters, some
of which have come to our attention. To say the least, those
which have come to our attention are misleading.

These letters, regardless of who in the emplay of the
Commission wrote them, may be treated pretty much as a
class inasmuch as the attempted rationalization in all of
them is quite similar. ‘ ‘

A number of these letters were sent by the Commission
to members of the Congress.

As typical, we would like to deal with one of them,
signed by Robert K. McConnaughey as Acting Chairman of
the Commission. ,

We quote: .

“Although the staff of the Commission has for some
years been studying the necessity and feasibility of a rule
requiring brokers and dealers to file financial reports, real
impetus for a rule came from the industry in 1942.”

The: letter then goes on to say that the representatives
of the industry asked the Commission to assist in the de-
velopment of a uniform financial statement.

, Over whose eyes is the SEC attempting to pull the
wool? Who does it guess are the representatives of the
. (Continued on page 32)

' | are mere relics of a dead past. Leave '

J.K.Rice,Jr.&Co.

the requirements which |

accord confidential treatment to the annual financial state- |
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Telephone: WHitehall 4-6551

Kingan Com. & Pfd.

Dorset Fabrics (w.d.)
U. S. Finishing Com. & Pfd.
Electric Bd. & Share (Stubs)

Engineers Public Service

| “ ..Established 1908
i Members N, Y. Security Dealers Assnt,
- REctor 2-4500—120. Broadway
Bell System Teletype N. ¥. 1-714

Punta Alegre Sugar
Hydraulic Press Mfg,
Lea Fabrics
Warren Brothers “C”
Susquehanqa Mills

DUNNE &CO.

MembersN. ¥, Security Dealers Assn.,

25 Broad St., New York 4, N. Y.
WhHitehall 3-0272—Teletype NY 1-956

~ Metal Forming
Corporation

BOUGHT ~ SOLD — QUOTED,

FIRST COLONY
CORPORATION
52 Wall St. NewYork 5,N. Y.

Tel. HA 2-8080 | Tele. NY 12425

Central Public Utility 5143
Southwest Natural Gas

Southwest Gas Producing
. Commonwealth Gas

United Public Utility (Common)

Edward A. Purcell & Co.

Members New York Stock Exchange
; Members New York Curb Exchange

50 Broadway WHitehall 4-8120 |

Bell System Teletype NY 1-1919
New York 4, N. Y.

| We ar\evinterested in ‘o,fferingsv of
- High Grade Public Utility and Industrial
- PREFERRED STOCKS

Spencer Trask & Co.

Members New: York Curb Erchange
135 S. La Salle St., Chicago 3 -
Tel.: FINancial 2330

. Members New York Stock Exchange

25 Broad Street, New York 4
Tel.: HAnover 2-4300
Teletype—NY 1-5
Glens Falls

Alheny -~  Boston - < Bchenectady Worcester

Members New York Stock Exchangel

Bfll Teletype NY 1-2033

T Bl T

: BI'VI DI |
Corp.

Analysis available on Request

C. E. Unterberg & Co.
Members N. Y. Security Dealers Ass'n
61 Broadway, New York 6, N. Y.
Telephone BOwling Green 9-3565
Teletype NY 1-1666
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2.3 Invesitment Fundamentals—The
Choice of Securities

By CARL T. HYDER*
''Economist, Shields & Company

| Mr. Hyder stresses importance of investment knowledge to small investor and describes briefly existing
types of securities. Explains meaning of “leverage” and reviews position qf aviation stock:,; bfmk stocks, -
automobile and electric equipment company securities, as well as public nbhtges and mining shares.

Summarizes existing market factors.

The important things in life are health, happiness and wealth—at least to some degree.
We have trained millions of people to make us healthy and more millions- to' make. us
happv, through entertainment and so on, but we have criminally neglected training in the

investing of

our .savings - ;
and how to : :
plan for old
age We
would have
had a very
easy ‘time
with investing
if we had not
had two wars
with the New
Deal sand-
wiched be-
tween to
spend &0
billion. - This
huge destruer-
tion and
spending uas caused the normal
savings accounts and life insur-
ance policies and our social se-
curity to be worth less than % or
Y3 of its normal valiie, 'You will
recall that prior to. the cheap
money policy of our government,
government bonds “yielded - 5%,
savings banks paid 4% and life
insurance policy dividends were
at least 3%. At the present time
government - bonds. yield 2% %,
savings accounts 1'% to 2% and
life insurance policies 2%. We
have already lengthened life so
much that .insurance companies
‘have changed their death tables
and it may be that through atomic
developments the span of }Jife may
be greatly. lengthened.

. Our social security gives a max-
imum return.of $87.50 a month
and most people in our lifetime
will not receive . of that, so it
is obvious that we must make our
own plans for old age. I rather
think that the idea of investments
in stocks and bonds rather awes
people who do not know an asset
from a liability or who have not
had training in accounting. I do
agree that a background of ac-
counting is necessary -for the
trained security analyst. How-
ever, the objectives of this course
are to attempt to place before you
,the risk and danger of one in-
.vestment as against the lesser risk
‘or danger of loss of capital in an-
other. I believe that investing
'should be approached in a.very
sensible, calm, and practical way,
but you should first realize that
there are certain fundamental
things that have made sound in-
vestments ., sound or, . in  better
words, made the risk greater or
less. ’ -
Choice of Securities Types

When we consider investing we
have a choice of the following
types of securities, First, gov-
ernment bonds; secondly, tax ex-

Carl T. Hyder

#*Opening lecture by Mr. Hyder
at the Small Investors: forum at
Columbia University, New York
City, Feb. 5, 1947,

empt bonds—that is, the divisions
of government (state, county,
school districts, paving districts
ete.); thirdly, we have first mort-
debentures, preferred

common

| American way of life we use the

corporate form of organizing a
business, to a great extent. Two
or more people apply to a secre-
tary of some state in the Union
for permission to set up a cor-
poration. The purposes of the
corporation in general, its busi-

{ness to be followed, is stated ‘in

its charter. The board of directors
of this corporation elect officers
for the corporation, who szrve the
corporation, which is a legal en-
tity. The corporation issues secur-
ities in any of the several forms.
The distinguishing characteristics
are that if a corporation defaults
on a first mortgage a creditor can
apply to a district court for re-
ceivership. Under bankruptcy the
court-appointed receivers attempt
to salvage for first mortgage and

other security holders .in turn

The debenture holder in case of
trouble ranks equally with cred-
itors but not ahead of them, as is
the case with the first mortgage
bondholder. The preferred stock-
holder has no recourse in case the
dividend is passed except that in
some corporations he has the
power,. by the charter, to elect a
certain number of the directors
after the default has run for say
a year or more. The common
stockholder receives all earnings
after the fixed charges on bonds,
preferred, etc. He may receive
this in the form of dividends or it
may be added to the working cap-
ital of the corporation at the dis-
cretion of the directors. A great
many companies, due to having
paid their senior obligations, or
not ever having had any, have
only one class of stock outstand-
ing. Among the sounder and bet-
ter companies in this category are:
Abbott - Laboratories, Allied
Chemical and Dye; Amerada
Petroleum; American Chicle;
American News; all the bank
stocks; ‘Beechnut Packing; most
of the copper companies; Colum-
bia- Carbon; Congoleum-Nairn;
Consolidated Mining and Smelt-
ing; Continental Qil; Creole Petro-
leum; Freeport Sulphur; Hanover
Fire Insurance; Home Insurance;
S. H. Kress; S. S. Kresge; Mason-
ite; Pepsi-Cola; Singer Manufac-~
turing; South Penn Oil; Texas
Gulf Sulphur;  Union Carbide;
Woolworth; Wm. Wrigley, .

) Leverage
These stocks do not have what
we call leverage. Leverage or-
dinarily means-a greater. distance
from the fulcrum on one side of
the lever and a shorter distance

:41 BROAD STREET

Electrol,
Foundation Co,
General Crude Oil
. DuMont Laboratories
Title Guarantee & Trust
g . - Bought—Sold—Quoted ’
‘ ) ; °
‘Seligman, Lubetkin & Co.

INCORPORATED

Inec.

New YORK 4", N. Y. )

on the other, thereby multiplying
the force. In securities I believe
that I had better illustrate what
is meant by leverage. If ‘a.com-
pany with fixed charges on pre-

ferred and bonds of $250,000 earns ' ' i

$500,000 and has 60,000 shares of
common - outstanding,

drop 20% to. $400,000 and. fixed

charges remain constant at $250,- | ;
to| ’

100, the common earnings drop
$2.50 per share, or 40%: :

The example of stocks that have
considerable leverage is very easy

to find. Now the stocks of a com- |~

pary having only common shares
outstanding can be and often are
3 sounder investment than a mort-
gage oi another company. Just

here [ might point out that due|

to our present tax laws the well-
established companies have a
state-protected monopoly because
it is practically impossible to get
venture capital as we no longer
have people with surplus incomes
since it is all taxed away. It fol-
lows that we must therefore know
something of the kinds of busi-
ness, including their past record,
in order to judge the risks that
one wishes to assume. Before go-
ing .into the, different categories
of pusiness which we will deal
with primarily in these discus-
sions I would like to issue a warn-
ing on promotjonal stocks. We
are all subject to hearing of a
good buy at a cocktail party or
from an acquaintance but before
giving your money away you
should establish that the security
being issued has a limited number
of shares outstanding — that is,
that they are not just tearing it
out of a book and that the char-
acter of the people who control
the corporation iis good enough so
that they' will not sell out the
business to themselves or another
friend if it turns out successfully.
If possible, attempt to balance the
gross sales of the business against
the number of shares ‘times. its
market value. From . this some
judgment can be obtained by cal-
culating the’ net profit on gross
sales. Most sound businesses earn
from 5% to:8% on'their working
capital.. ‘On ‘promotions: the .sell-
ers usually obtain from 20 to 80%
of the amount you-pay for a-stock
so that the working capital going
into a- corporation’ must “be re-
duced by a proportionate amount.
In our -discussions ‘we are elim-
inating the field of real estate as
I feel that it is suitable for a‘home
owner or, a:resident. manager
only.. I.am. sure that you are. all
familiar with government bonds,
the long-term 2% %: issued during

the ‘war .and *G” bonds maturing.

in -10 or 12 years. and: the “E”
bonds, which pay no interest un-
(Continued on page. 28)

-it- earns| ¢
$4.25 per share.- If the earnings|:

the cost. of
and its neces-
sary func-
tions, and
provide funds
to manage,
service, . and
reduce the
public debt.
In planning
-our fiscal
program, it is
not a question
of what we
should like to
have at the
moment, = nor
is it a matter
of what might be desirable and
proper under different circum-
stances. Our fiscal decisions must
be made with a view to the long-
term . national interest.. What we
seek is to stabilize- our present
high . level ' of material welfare
while, at the same time, encour-
aging an expanding economy.

As a foundation for this pro-
gram, Federal financial policies
must  be determined by a com-
pletely realistic appraisal of ex~
isting. facts. The positive factors
in our economic outlook are def-
inite and real, and are entirely
encouraging for future consoli-
dation and gain.

During 1947, we achieved. a
level of - peacetime - prosperity
never before known in this coun-
try, or in any other country. The
aggregate output of goods and
services for civilian use was at
record heights. We had a peace-
time industrial = production of
187% of the 1935-39 average. Em-
ployment reached the 60 million
mark, a truly great employment
record.

‘The national income was dis-
tributed broadly throughout the
country and all sectors shared in
the . prosperous business activity.
Wages and salaries, business prof-

John W. Snyder

new prosperity levels, 'American
railroads in - 1947 handled . the
glteatest peacetime traffic in his=
tory. ' Electric power. output_and
oil production both set new rec-
ords.: The standard of living of
the American people, measured in
terms of goods and services, was
higher than ever before. Today,

chinery and &quipment; and labor
available for producing new goods

i *An address. by " Secretary
Stock Exchange "Firms. and . the

Atlanta Chamber ' of .Commerce,
Atlanta, Ga., Feb. 13, 1948.

Central lllinois Public Service Co.
(when distributed)
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Our Fiscal Policy

y . By HON. JOHN W. SNYDER* ey
Secretary of Treasury

Asserting fiscal program must be determined by realistic appraisal
of existing facts, Secretary Snyder holds inflation is strongest force

- undermining: stability. Says recent price declines must be viewed"

- carefully, since there is delicate balance between inflation and defla-

; tion. ‘Contends Administration believes. in minimum restrictive con--
trols and aims. at making budget surplus strongest anti-inflationary
force. Outlines plan for savings bond drive to reduce bank govern-
ment bond holdings and foresees no budget and tax reduction. Urges

“ revision of tax structure. In subsequent address, says Treasury:

“plans study of tax treatment of American foreign investments.
.. Our primary fiscal concern is the financial integrity of the Uniféd
States government. The only way in which such integrity can be

sustained is by firm adherence to a sound national financial policy.
.This policy must rest upon a revenue system that will adequately meet

government)are being used

its, and farm income each reached

the supplies of raw: materials, ma- |’

‘Snyder ‘before the Association of

. practically at ca-
pacity ‘levels. .
Such: facts argue for expansion
of ‘economic activity ‘and higher
national - income, with resultant
benefits for all. ' .
We have-it well within our
power to .move forward to far
greater business growth and.in-
dividual ‘well-being. . Our produe-
tion plant and equipment  are
being -constantly expanded; our
labor force is more than adequate
to the task; our industrial and’
business management is aggres-
sive; and  our savings are equal
to meeting increasing capital re-
quirements. .
. These are the positive factors
in our economic outiook. Because
of these factors, we are in a po-
sxtiqn to generate far greater ca-
pacity if, in-the face of certain
obvious storm 'signals, we now
consolidate our gains. Economic
retrogression can come only from
failure to take affirmative action
to reinforce the -weaknesses and
to counter-balance the distortions
which are presently apparent.

Inflation, Strongest Undermining
" Force = " 2
The strongest undermining
force and the most definite threat
to our stability during the past
months has been inflation. The
reality of this danger was pointed
out in President Truman’s recent
warning to the Congress that “The
first objective for 1948 must be
to halt. the inflationary trend.”
An effective attack on inflation-
ary trends could not be ‘mar-
shalled from a single source: It
was not a question of government
controls = versus. voluntary re-
straint, but a coordinated, sus-
tained, well-balanced effort in-
volving . both.. . Business, labor,
agriculture and government, all
had to wunite in . attacking the
problem. ; ’ s i
~-A most direct continuing attack
on .scarcities. and rising. price and
wage levels' can 'be made by . a
broad national savings effort with
every individual keeping. his .or
her expenditures. to.a minimum.
Every dollar we can.save makes a
direct contribution ' toward - con~
trolling inflation by reducing ‘the
pressure-on prices,. . .,
* Although . some: correction in
the upward spiral of the high cost
of living has been made in the
past. week by .a decline. in’ com-~
modity “prices, ‘these adjustments .
must be viewed carefully in’ terms
of our whole economy. In a tran-

.| sitional period, in which  prices

are. seeking .a more stable rela-
tionship, such as-we are now hav-
ing, there is a delicate balance be-
tween inflation - and deflation.’
Certainly, we do not want an ex-
cess of either.

We should -recognize that while
there is room-for price adjust-
ment in many fields, such adjust-
‘ments can’ be made ‘without cre-
ating a serious. recession. It is
merely necessary that we steer
our way through the present sit-
‘uation with courage and energetic

. (Continued on page 33) ~ .. ..
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Observatwns
By A. WILERED' MAY :

THE STOCK MARKE'I‘ CONTINUES ITS LOGICAL BEHAVIOR

The stock market’s exceptionally’ intelligent behavior, cited in
this space on Jan. 29 last, has .continued through: the ensuing com-.

. modity .turbulence. This followmg of -investment. in. lieu of - specu-
- -lative principles has been indicated - from. two ‘distinct'approaches:

its past unwﬂhngne.ss to rise midst the business

boom, and now in its abstention from the tempta- |

tion to “fall out of bed”at the appearance ot a
major detlatlon-depressmn threat.

As previously pointed out here; the market
has wisely chosen . fairly to capxtahze business
and profits mid- -way: between the pre- and post-
war levels' (that is,-at an earnings yield of 1% %
and a dividend return of 5% on the stocks com-
posing the Dow-Jones Industrial Average). In
‘having given this logical performance instead of
celebrating the postwar business boom by a con-
tmulng bull market, it unfortunately left many
Lusiness-analyzing speculators high and dry,:

The Intelligent Investors of 1947

In addition to its refusal to capitalize prob-
ably above-normal activity and profits, “the mar-
ket” of 1947 was alert in discerning - certain
speclflc weaknesses in the financial situation. Foremost among them
would be the vulnerability to the long-range profit cycle and to the
distributability of earnings rendered by the expansion of inventories
and accounts receivable. Only recently——after the event—has it be-
come realized generally that the expansion of these balance sheet
items ag an unavoidable accompaniment of greatly increased business,
has posed financing problems to company managers. Slmllarly has
disturbance to the profit situation from.the postwar rise in expenses
been tardily appreciated by the pubhc =

For example Montgomery Ward's: expansxon of inventories added

A. Wilfred May

. 1o the recent competitively necessitated growth in its installment ac-

‘counts to over $100 million have used up the proceeds of its 1946
_$60.million common stock sale and a great part of its recent undis-
tributed earnings and depreciation and other cash reserves. The
stock market wag wise, as shown by .the anticipatory-two-year decline

* in retail share prices, in foreseeing the cropping-out of such corporate

imanmng problems
. Wisdom on the Downsxde g
Conversely in the ensuing bear, period Montgomery Ward s con-~
tradxctorally steady action apparently denotes recognition of the fact
_that this company has exceptionally:been- able to. follow its: long-
term aim of abstaining from debt-financing, even in the face of the|

¢ large. acquisition of . installment accounts, .and that it, could  sell
. or liquefy these accounts as.do its competitors:

Likewise, despite the public’s pr0c11v1ty to over-ratlonahze and
particularly ‘after an ‘extraneous threat Tike the :present commodxty-
break, the present market has not seen flt to over-reflect the exlst-

* mg bearzsh factors.”

The -Centradictory Citation of _Supply-and-Demand
For example, in recent months a hue: and cry. has ‘been ever-

- increasingly raised by-the Wall Street:community econcerning the

insufficiency. of eapital -available to, the equity markets to absorb the
-ayailable supply  of -stocks ' (because- of . tax incidence, etc.). - Yet
great doubt  about the actual 1mportance of this factor arises.
irom -our remembrance that. a major popularly-ascribed reason for
the great.1943-1946 bull market was the. allegedly ‘large increase .in
“the money supply looking for mvestment’, and also that the bear
swmgs of 1937-'38 and 1940-’42 occurred in.the face of swollen and
rising money in circulation.

Let us. also remember- that one of the chief excuses popularly
made in 1929 for the climactic blowing-up of the enormous stock

- market bubble of. that time, was the supposed great scarcity ‘of

equities even at those fantastic prices. “So here also, in currently
behttlmg this misconceived supply—and demand credo, the market

is acting with exceptional wisdom.

As an offset to the complained-of strmgenCy of funds available
to the . investment market, there must be taken into account the
Treasury’s possibly imminent purchase or retlrement of up to $9
billion of government securities.

. Also the complainants about unavailability ‘of ‘investment cap-
ital must explain the market’s 'selective rapid absorption of the siz- |
able Bendix and Gulf.Oil offerings in the face of its Kaiser-Frazer
cold-shouldering. And the $178 million-of new capital acquired from
the publi¢'by mutual funds in 1947—an- amount 22 times the 1941
figure. :

Realism Toward the Fmancmg Problem )

1t is difficult not-to believe that the public’s present worry over
corporations’. internal financing. is correlated .with the: seeking ;of
ex post facto explanations for stock market achon If -the ruling

(Continued on page 33’)
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State of Trade
and Industry

Steel Productiom
Electric Output
Carloadings
Retail Trade
Cm-odlty Price Index *

Price Index
Auto Production .
Business Failures

o

“Over-all industrial production the past week continued to reflect
some-modest” decline; but the level of output generally held some-
what ‘above- that of the like week of last year. ;

Order . volume for most goods remained very large and order
backlogs -too, were substantial in some lines.

£ " ¥ .

As»for.employment and payrolls, reports state that they were
sustained at very high levels with a slight drop occurring in claims
for unemployment irsurance during the week ended Jan. 24 for the
second consecutive week.

. £ # %

In some quarters-the sharp declines in commodity prices last
week were .considered in. a sense beneficial, since they worked to
reduce food costs to consumers and left more purchasing power to
be spent on.other things. At the same time it-had. the effect of
making possible stiffer resistance on management’s part in wage
negotiations. The adverse reaction to such a decline is the impair-
ment of confidence and the inroads it makes in farm income, which
i3 considered of major importance in our present prosperity. On
this score, however, some farmers were agreed that commodity prices
were too hlgh

This was especially true of grain prices which had reached a
point where the buying of grain for feed by livestock raisers and
dalry farmers amounted to a virtual prohibition. To them the decline
in. commodity. prices the past two weeks afforded some measure of
relief, It should be pointed out, that while the present readjustment
of commodity prices is desirable from the standpoint of relieving
pressure ‘on living costs, too drastic a decline would more than offset
any benefits to be gained by it.

; L £ 00 . * X

Dollar volume of retail trade increased very slightly during the
past week and continued to compare favmably with that of the
like week:a year ago. Adverse weather in some areas continued to
discourage shopping; and ‘demand for Winter merchandise remained
large. . Consumer:1esistance to high-priced ‘goods reflected an in-
crease and requests for credit were slightly more numerous.

Activity -in the  wholesale centers again proved sluggish with
. wholesale dollar volume off fractionally, but slightly above the level
of the corresponding week of 1947. Orders, generally, involved mod-
erate amounts of merchandise - for current_ stock replacement and
improvement m dellverles was noted in some areas. .

= r' £ ) .

".On- Mon‘day- of this ‘week Secretary of the Treasury John W,
Snyder. went on record as caying that he was not of the opinion
that the -country, is headed for a depression. Declarmg that he was
“not’ at ‘all disturbed” by the recent declines in commodity prices,
he added: “We’ve got all the elements of continued prOSperlty and

production here.” Continuing, he stated that the decline in com-,

modity  prices. were an. adjustment to lmproved prospects .at home
and abroad. !

. Taking -up the questxon of tax reduction, he contended that, in
view of unsettled: world condmons, it would be unwise for the gov-
ernment to reduce taxes in any, way that would cut Federal revenues
below the present levels. . .

He: stated further:

“I cannot conceive of any conmderatlon under exlstmg condi-
tions that would justify a tax policy or program:that would fail to
balance the budget in the fiscal year 1949 and also make provision
for adequate retirement of the public debt.”

v %" *

As a result of a higher level of freight traffic hauled at some-
what higher rates, railroad net income totaled $480,000,000 in 1947
as compared with .$293,000,000 in the abnormally low. earning year
of 1946, William T. Faricy, Presxdent of the Association of American
Ral]roads reports. - However, states Mr. Faricy, higher ‘railroad
revenues last year were offset-to a large extent by higher wages,
higher prices for fuel and supplies, and a greater amount paid in
taxes.

.STEEL OUTPUT SCHEDULED AT SLIGHTLY LOWER
LEVEL FOR WEEK
For.the second week in a row the steel market and steel prices
have been totally unaffected by commodity and stock market action.
This week steel prices are stronger, demand is heavier, supplies are
lighter and gray market activity is unchanged, accordmg to “The
Iron Age,” national metalworking weekly.

« Steelmakers in the past week have shown their faith in the
" solidness of steel demand by raising prices on all types of pipes

(Continued on page 29)
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Argo Oil. Cofpotatlon

Capltal stoc./‘

A ernde oil produ« ing property, vielding
about - 8%,.. with merger’.-

Memorandum on request

] W. Gould & Co.

120 Broadway, New York 5

possibilities.

Time Inc.
‘Dravo Corp.
Amerlcan Maize Products Co.
Bought-—SoId—Quoted

FBEDER_IG H. HATCH & CO,, ING

Establlshed 1888
T -MEMBERS N.”Y. SECURITY DEALERS ‘ABSOCIATION: -

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

| W. R. Staats Co. Adds Two

(Special to THE FINANCIAL CiroNgcLE)

" LOS ANGELES, CALIF.—Rob-
ert D. Gibson and Patricia E.
Hawley have joined the staff of
William R+ Staats Co., 640 South
Spring Street, members of the Los
Angeles Stock Exchange, Mr; Gib~
son was previously with Merrill
Lynch, Pierce, Fenner & Beane.

With Turner-Poindexter

(Special to’ THE FINANCIAL CHRONICLE)

LOS ANGELES, CALIF.—An-
ton Gaspich has hecome connected
with Turner-Poindexter & Co...
629 South Spring Street, members.
of the Los Angeles Stock Ex—
change.

Robtert C. Buell Co. Adds

(Special to . THE FINANCIAL CHRONICLE)

HARTFORD, CONN.—Law-
rence E. Zahnke is. with Robert
C. Buell & Co., 33 Pearl Street. -

Joins Harris, Upham Staff
.- (Special ' to 'THE FINANCIAL CHRONICLE)
CHICAGO, ILL.—Harris, Up-

ham & Co., 135 South La Salle

Street, have added F, Wesley Bay-

lor to their staff.

AMERICAN MADE
MARKETS IN

CANADIAN |
SECURITIES
Bulolo Gold Dredging

Placer Development, Ltd.
Pato Consolidated Mines

HART SMITH & GO.

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

LAMBORN & CO., Inc.

99 WALL STREET
NEW YORK 35, N, Y.

SUGAR

Raw—Refined—Liquid
Exports—Imports—Futures

Dlgby 4-2727

ACTIVE MARKETS

: Soya Corp.
Great Amer. lndusf
U. S. Radiator, Pfd.

'SIEGEL & CO.

89 Broadway, N. Y. 68 Digby 4-2370
Teletype NY 1-1948 '

Kingwood Oil Co.

A crude oil producer that'f'
has. had continual earnings .-
over the past seven . years, 3

Market 234-31%
Analysis Avazlable

'PETER MORGAN & CO. -

31 Nassau Street. New Yuk 5 N.Y.

Tel. BA 7-5161 Tele NY 1-2073.
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Recession Looms!

Professor of Banking, New York University
Dr. Rodgers analyzes current economic and business -developments and points out, despite recent 1

By RAYMOND RODGERS*

price drops, three forms of inflation exist, viz.: (1) price mﬂahon, (2) credit mlatmn, and (3) goods '
inflation. Says stresses and strains have created instabilities in economic structure, and despite oppos-
ing forces, there are still powerful factors leadlng to more inflation to be followed by a recession.

“None is so blind as he who will not see,’

’ is an old, old adage, but it still epitomizes the

tragic short-sightedness of the sons of, Adam. And even as Adam, who accepted the short-
term gratification of the apple and thereby forfeited the permanent satisfactions of the Gar-

.den of Eden,
5o do the
present sons
of Adam mis-
take the heady
wine of infla-~
tion for ftrue
prosperity.
Itis the
high function,
and the para-
mount func-
tion, of credit
gra nters be
they commer-
cial bankers,
investment
bankers,  con-
sumer  credit .
bankers, wholesale credlt men,
or, retail -credit men, to “stand
firm against public delusions, ma-
nias, and fevers no matter how
long they may last. This is al-
most impossible to do. After all,
. the credit grantor is a member of
the human family — although I
have heard people claim other;
wise! He is subject to economic
temptation, ‘social pressure, and
“mob! psychology—furthermore,

Rnymond Rod;arl :

“An address by Prof, Rodgers
before a dinner-meeting of the
Passaic and Bergen County Credit
Bureau, Paterson, N. J,, Feb. 17,
1948,
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being right has always been a
very lonesome job!

Yet, in no field is it so impor-
tant for all of us for the prac-
titioner to see, and see correctly,
as it is in the field of credit. The
very bread and butter of all of us
depends on how well they read
the economic thermometers. and
barometers. -And there are many
to read; in fact, that is the trouble
—there are too many! As a great

.| publicist -once said, “What can a

man believe?”

The attitude of too many busi-
ness men toward the great mass of
available economic data is similar
to that of Willie Smith regarding
a debt he was collecting. A friend
of his, who owed him a hundred

time and a great deal of pressure,
brought in the money. The friend
was 80 angry at having to pay that
he handed ‘the ‘hundred to Willie
in one-dollar bills. Willie started
counting- them: -One, two, three,
and so on until he got to sixty-six,
sixty-seven, sixty-eight. Then he
stopped, saying: “O.K., it’s right

| so far, 50 it's probably nght all

the way,’

In conirast to these optimists,
there are other business men who
embrace’ the fatalistic philosophy
‘of the. Southern mountaineer who
had a leaky roof. - A friend took
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him to task for not fixing it, only
to be told: “When it ain’t rain-

ing, it don’t need fixin’; when it |-

is rainin’, but I can’t fix it.” -

Must Not Disregard Economic

Developments

You gentlemen must not disre- |

gard "~ economic = developments—
both business and banking. haye
social responsibilities which make

close study of economic- phenom-_

ena imperative.

That we are in the greatest
boom the-world has ever: known
is an old story to you. - That we
are at, or very near, the -top ‘of
that ‘boom.is so- apparent’that 1
would not take your time to-dis-
cuss it if it were not for the great
number of rosy business’ forecasts
that have showered down :on.us
recently, particularly from Washx.
ington. Whereas at the end of 1946
most economists expected a busi-

ness reaction, and some a-depres- |

sion in 1947, .the recent.:predic-
tions are nearly all on the bullisix
side for' 1948. When most -of the
economists predict prospetity, it i¢
high time to oil .the hinges:on'the|:
door to the storm cellar!: :

There are too many ‘so-called
experts going around rationalizing
the present fantastically high level
of business ‘activity.  On' ‘every
hand you hear that we must have
a national income of two. hundred
billions if'we are to maintain our
national debt; or that we must
have “umsteen” billions to' main-
tain our position in the age of air
power; or “umsteen” billions to
succeed in the race toward atomic
disintegration; or—oh well; sub-
stitute your own figures of swol-
len billions and your own ‘pet
idea! Such naive arguments dem-
onstrate that Gresham'’s Law has
its counterpart in the economies
of .talk, namely, bad talk tends to
drive out good talk!

We learned the hard. way: that
the greatly touted “New”Era” of
the late '20s was a cruel delusion.
Let 'us not again. go through the
financial loss and the human mis-
ery which is bound to follow our
being taken in by the snare and

| delusion that . we have di,scoveised

economic perpetual motion:in:the
waste, economic dislocation,. and

credit -expansion ~flowing -~ from|

World War, II . Let us.“frankly

recognize the stakes involved. It’s:
not just the loan being:extended;]

the credit being granted.  It’s. not
just the solvency of your busmess

It’s far more. It’s the very future
of our country, as I am.not cer-,
tain' that our democratic .institu-
tions can survive a first-class de-
pression with international condi-
tions as they are today. In a
larger sense, the ‘very future of
(Continued on-page 27)

SPOKANE, WASH.

an address before a joint session

that
as the mar-
kets are con-
cerned, prices
have about
stabilized”
and though
“there. prob-
ably will be
rallies in the
markets,”
Boylan said
in ‘an 'inter-
-view, “it-is
not likely that
commodity
A R T prices will}’
‘Robert P.” Boylan
their-recent
hlghs g He also stated that *in
the ‘neat’ future housewives will
see lmportant though gradual re-
ductions: in.the price of essentxa}
ioeds at retail.’; o v

: Text of Address ot i
' The -text -of Mr. Boylan’s ‘ad-
dress’ before the: joint session “of
the Atlanta Chamber of Commerce
and “the ‘Association. of Stock: Ex—
change firms follows:.

It is“not ‘generally appreciated:
I'believe, that our -capital mar-
kets are threatened by an insid-
ious - encroachment upon -them:
Now, ' I''believe that our “people
would become angrily excited if
they thought that our other free
institutions were in danger. Bu1
freédem cf expression, freedom o’
worship.  our equality ‘of Justlce
and -all of the other great privi-
leges granted under our Constitu-
tion and Bill of Rights are no less
important than the liberty to bar-
gain and to do business honoerably
within the . limits; of course, -that
‘nécessarily “guard " good conduct.
Without recognizing. the fact, we
have *permitted,” i1 this ‘country.
an unnatural development which
endangers -our free markets. This
danger is serious and it must be
removed. It:can be removed only
by anaroused public- opinion.-

It is ‘necessary that the cam-
palgn which certain elements have
set* in motion'to dlscredlt ‘our free
markets - be - stopped. ' Unfortu-
‘nately, the: essential ‘necessity ‘of
these marKets" is' not sufﬁelently
understood. : Uniformed people in
‘our'national community have con-
stantly attempted and are still :at-
temipting ' to. make scapegoats” of
these  markets. * I am<‘not,” for a
moment defendmg the ‘occasional
‘evils-'whieh ‘occur under: our free
market- system. . Human beings,
fallible as they always are, some-
times. misuse the facilities of .our
markets, whether  they .be -com-
modxty markets or securlty mar-
kets.
~ Where the public has access to
our: free markets, as the public

should have, there are episodes at

again reach|

,_‘f},f;':,_ﬂommodmes Peak Reached But
‘\Capital Marts in Danger: Boylan

Chairman of Board of Governors of N. Y. Stock Exchange in inter-
view holds it not likely commod ties will again reach recent highs,,
and in address scores attacks on speculation and free markets.

Robert P. Boylan Chalrman of the Board of Governors of the
New York Stock Exchange, who was in Atlanta on Feb. 13 to deliver

of the Atlanta Chamber of Com-

merce and the Association of Stock Exchange Firms, told reporters
*insofar®

times which do serious damage.
In spite of our utmost effort.to
ree that these activities do not oc-
cur, they do occur. Our respon-
sibility is to continue our efforts
‘0 prevent abuses. We must be
continuingly vsgxlant in this d1—
rection. -

My main pomt is that we must
not allow the discreditable con-
duct of a few irresponsible indi-
viduals to.destroy what. is -vital
.and valuable to our society in the
system of free markets.

Free Market, anda,mental to 0ur
s Instltutlons

" We. either believe.in free- mar- B

kets, or .we do not believe .in

them. . The attention of the Amer-" -

ican .people needs to be focused

xupon_the necessity ‘of:these - mar- .
{'kets as - fundamental. . Ameriean:: -

institutions. *» It is: our« personal
responsibility - to' see .to--it -that

‘clumsy and immature officials'do.w -

not reduce 'the efficiency: of these
markets.. :

reflecting --upon.. the.

ticular - ‘market. - My . purpeose,

rather’ is. to .awakea  our people -

to the fact that free markets-go
to the very heart of our American
systern - and ' that, without them,
this system will decay

. I..shall discuss, for a moment
the operations of these markets of
which L speak.. I do so out of a
considerable breath.of experience.
I do not appear as an apologist
for these markets.'No apology is
necessary.. Markets are conducted
for the vice and benefit of our-
people/saild they have no other
reason\for existence.” They may
seem complex, but, as a matter of
fact, theiroperation 1s very
s:mple \

There"is an impressxon which
is “entirely 'uaderstandable, "that
markets are made among. buyers
and sellers on'a spontaneous basis.
This would be, I daresay, the ideal

concept of free markets. It so hap-'

pens, however,- that the orders’of:

buyers-and sellers do*-not ‘come _ :

together: as- evenly as we' would
like "to have’ them do. " The ‘pro-
fessional; or‘ ag I. prefer- to call
him; “the : risk-bearer, - ‘steps -
when there is an msufﬁment con-
centratmn of orders. .. . .,

it &' Griforfinate. that ‘the. nee-”
‘essary services: of the:risk-bearer

arenot: fully ‘recognized. 'When-I”
speak of risk-bearers, I refer tq
floor ‘traders-whose function it is
to: make: close markets' and ‘spe=
cialists who do the same. .. These
professionals supply not only their
own - capital but intelligence in
taking "care of the missing links
in markets. They do. it with great
proficiency and at  great finan-

(Continued on page 35)
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There is; I assure you,.
no-thought in what I am saying of -
excellent -
.agency-which regulates our- par-
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~Ahead

By CARLISLE BARGERON

Since your correspordent went to school there has been a tre-

r if that is what it is called, in the methods of teach--
ing. There has been a tremendous advance, if that is what it is called; ||
ple; one now can
him. I don’t know why. It was|'
two millionaires ||

mendous advance,

in the subjects tau
sity and learn
to be a ste-
nographer, -
when former-
ly you used to
pick that “up-
in three
months at a
business col-
lege. :
. Nowadays’
too, we have -
departments
of government
or ' public ‘af-
fairs.in-school
from which - - -
one can grad- Carlisle Bargeron
uate ‘with . a : s T e
degree. entitling-him to. be a bu-
reaucrat. . The student..can learn
‘in these 'schools and ‘come out
‘with.a letter of ‘accreditation, that
our government is formed in such
and such:a way; that it -has be-
come a vast bureaucracy and that
-it- affords ‘men,- who- can‘accom-
plish ‘nothing .else, -a “wonderful
opportunity of easy living:-- "/«
. ‘There- have “always -been such’
schools ‘around’ ‘Washington - but
-only in'recent-years have the big-
- ger“and better-universities, ‘grab-
‘bing the 'dollars as:they «can, gone
“in:for-such “higher learning.” Of
" necessity,” “in” 'thesé" ‘schools * “is’
taught  the ‘eternal ‘conflict “be-
.. tween' the bureauctat-and the
© Congress; how' it’ is ‘necessary if
‘You are in the Bureau of Reclama-
.- tion,’ for. exampleé; to create prop-
‘aganda. 10 get ‘Congress’.to givé
You more money:for your projects’
I'believe T-have just come .to it

ght. For exam

but *these' schools -are’ ucually|

called departments of :public in-
struction: : They_teach’ that’ poli-
tics is a science, not an exact one*
that the business of being elzcted
to’ Congress is ‘an ‘understanding
of the ‘mass mind; how. to get:
votes, and how . to. create propa-
ganda. ) .

In. this light, I think that every.
so-called school of public instrue-
tion, or.the schools of govern~
ment, should. teach as a classic
example, the experience of Sena-
tor Albert W. Hawkes of New
Jersey. :

In 1942, Hawkes had long been
an outstanding businessman. He
had 'been ‘the Precident of the
United  States Chamber of Com-
merce. He  had contributed to
practically every charity known,
having come up from taw in the
true American tradition and had
come -to be a millionaire; and
therefore had the money to give
freely.

- He aspired to ‘be Senator from
New Jersey. This writer worked
with him in ‘the -primary. cam-
paign. - The so-called Republican
organization .  headed by - Arthur
. Vanderbilt -of Newark, didn’t like

e

la question of
1 clashing.

‘re=election.” But apparently;. the

5
.

of the Neivs

80 off to.a univer-

Hawkes, however, went to.the
bat and in the primary defeated
Vanderbilt's candidate, a so-called

youngish, dynamic young man,]!
1 “air-minded,” Gil Robb Wilson.] |
There is not the slightest -doubt] 4
that to do this, Hawkes’ friends— |
{not he because the law prevented ]

it—poured blenty of money ‘into

‘Ithe South Jersey leaders, who with] i
to " “see|!
Hawkes’ virtues. He was unques- | |
tiorably the  more " outstanding|
"t man, but what the students in the|!
“public instruction schools” shouldl!
‘to get]

this - assistance, ' came

know is that it took' this
nim the nomination.

Having gotten the' nomination e

and subsequent éleetion, he has
served as a staunch Republican,.in
a-time when ‘staunch Republicans
were needed, for. more than five
years.. Now- he js’ coming up, for

so-called ' millionaire ' Republican
leader, - Vanderbilt, “still * ‘doesn’t
like him, and “another devélop-|
ment occurred, ~' oo e T
."This was thatthere. ‘was’ an]
ambitious: . Wall ~ Streeter * “who
aspired to+e Governor. “The Gov-
erpor, Driscoll,- didn’t ; like’. this,
‘threat-and :he considered it - ap-
‘narently fo be:a serious,ome and)
he set out to divert his rival from
rurning- for" the 'governorship, 1o
running - for ‘the senatorship;, He,
<aid, if this ambitious rival would
run for this;'be would throw,the
State organization behind him,"

. 'S0 we saw' the amazing "spec’
tacle of the Republic qrﬁfani,zatjpn
meeting and the pot-bellied coun’-
ty leaders, one after another, in-
cluding those South Jersey, lead-
ers, - whom" this; writer - knows,
agreeing that--Hawkes was. not
“liberal”. enough  and ‘therefore
they had to supplant him,-

My - first thought : was -that
Hawkes’. {riends had. not - given
them as much. money in 1942 as
they would like fo have this year,
but- obviously that is wrong, be-
‘tause in 1942 there was a Demo-
cratic Governor of New Jersey,
Charles Edison, and now there. is
2 Republican Governor whe can
keep the county leaders in line on
just the statement that Hawkes is
“not liberal enough.”

I should like to ask the Gov-
ernor of New ‘Jersey, a Repub-
lican, and the other Republican
leaders just what the:» mean. Just
what vote -or action has Hawkes
taken in his five years of officz
that has annoyed them. Just what
action .of his do they consider not
“liberal enough.” TR

The funny thing about it," and

what should be tremendously- in=-
(Continued on page 36)",

| opment ‘has been the creeping rise

| ceiling only reflects an attempt, to

“"|sities of the Treasury Department.

| patient is receiving a stimu

main elements: (1)
inflation; (4)

. picture of
business itself,
the record for
the past year
and the pos-
' sibilities for
this; (6) with-.
in, that pic-

. ture, the in-
“dustries with
the most. fa-
vorable out-

look.
Now as. to

the first—
rise of inter-
est rates, In
my opinion
recent devel-

J. Marshall Kempner
the most significant

in interest rates, the lower prices
of  government bonds due to.the
change in the buying policy of the
Reserve system, the resultant in-'
creased cost of new capital raised
by the. sale ‘of high-grade secur-
ities, the advance in the discount
rates ..of the wvarious- Reserve
Banks. and the tremendous. effect
of all -this on the loan or credit
policies: of the member banks—
which. will affect our .customers
yitally. 'The creeping rise in in-
terest . rates is an. accomplished
fact.. Money had been kept artifi-
cially. cheap to finamce the war,
and the -removal of the artificial

a limited degree, to let the laws of
demand and supply function; or
in other words, to let natural lev-
els of .inlerest gates assert them-
selves. -How far interest rates will
rise, I do not know, but I should
think  that “they will rise only
moderately—because of the neces-

I don’t. think that the Treasury
will -want .to pay much higher
rates for money to finance our
huge debt. Government obliga-
tions become due and have to be
refinanced, and. the cost is vital.
Of course the banks themselves
will pursue tighter lending pol-
icies. Consequently, it may well
be that individuals and corpora-
tions, may, to a degree, liquidate
holdings of governments to .ac-!
quire. the additional cash needed
in their operations. At this point,

let me say that I do not believe

#*An address delivered by Mr,
Kempner at meeting of Western
Insulated Wire Co., Los Angeles,

By S, MARSHALL KEMPNER*

Business Optimism—With a
~ Weather Eye on the Telescope

President, Industrial Capital Corporation, San Francisco

Western banker asserts despite .creeping rise in interest rates and tightening of bank lending, credit
structure is nevertheless ample to support present high business activity and commodity prices. Main-
tains inflation can be stopped by reasonable economic freedom and high production, although now “the
lant and. a. sedative at the same time.” Points
logs as support for continued high industrial activity.

It seems to me that my subject logically. divides itself into a consideration of several
the rise of interest rates; (2) the capital position of corporations; (3) the

the effects on our economy of the European
tion; (5) the< = 2

to outstanding heavy back-

political and economic situa-

there is anything sacrosanct about
the price of par for long-term
government bonds. While that
appears to be a support level, and
the Reserve system in theory
should lend member banks against
governments at par, my own view
is that the Reserve Banks will
only make such loans when they
believe the credit of the borrow-
ing institutions justifies .such a
loan. This view, let me add, is
not popularly held. 1 can see the
possibility of long-term, govern-
ment bonds breaking . par-though
I do not believe that this is an
immediate probability or that i
will necessarily happen. '
Where does ail this lead us?
To me it means simply: this—the
banks are going to be less lenient
in ‘making  loans; .the charge: to
the borrower will be higher, Now
this is not in itself gloomy. I feel
confident that we still have ‘a
credit structure ‘which is ample
to support a high level of business
activity, and commodity prices at
least as high as presently prevail-
ing. . y

Corporations’ Capital Position'.

tion of the second topic—the cap-
ital position of corporations, Cor-
porations today .are, in many cir-
cles, considered flush and well-
heeled : because of large' dollar
profits.  A-little thoughtful reflec-
| tion” will not lead to this .conclu~
sion. According to data compiled
by the SEC from the end of 1939
to the middle of 1947, the working
capital of all United States non-
financial - corporations ' increased
from $24.6 billion to $59.8 billion.
On the face of it, this seems. im~
pressive, ‘but if related to th=z
current level .of . corporate . sales
volume, no gain whatever was re-
corded. If we make our com-
parison between -mid-1945 and
mid-1947, to give effect to post-
war changes, it will be found that
the relationship between sales and
working capital varied hardly a:
all from the beginning to the end
of this two-year period.  While
inventories rose from 11.1% to
13.5% of sales, ani receivables
also increased slightly, holdings of
liquid assets (cash ‘and govern-
ments) declined from 19.1% -to
12% of current sales volume. (On
an absolute basis they fell from

Jan. 28, 1948.

$45.5 billion to $34.8 billion.) In

Indiana. Gas & Water

Lake Superior District

; " PUBLIC UTILITY COMMON STOCKS

" Black Hills Power & Light Company
{Central Arizona Light & Power Company - -
*Central Electric & Gas Cempany
Central Illinois Electric & Gas Company
Guif Public Service Company -

Iowa Public Service Company

Company

Power Company

This brings us to-a considera-

PATHE INDUSTRIES, INC.

other words, working-capitalwise,
business had a hard time main-
taining itself on an even keel, this
the: more remarkable when it is
remembered, that between mid-
1945 and mid-1947 corporations
raised almost $6.2 billion of new
money (not counting refunding
operations) through sale of stocks
and bonds, In addition to this,
please remember that during the
two years undistributed corporate
profits amounted. to $13 billion.
Expressed more simply, it would
seem that the large dollar addi-
tions to working capital were in-
adequate to maintain relative li-
quidity, due to the.increase in
volume of business which neces-
sitated larger receivables and in-
ventories, and due, of course, to
the rise in the general price level
which has tied up more dollars
per -unit sale or per unit of in-
ventory.

" Mark Twain and Inflation

‘This leads us to our third topic
—the inflation. The subject re-
minds me of Mark Twain'’s re-
mark about the weather: “Every-
one talks about it, but no one does
anything about it.” By that I do
not mean: that there -are not at-
tempts to_control prices, We all
read the papers, are familiar with
the President’'s program,  which
I'm not sure I understand, as well
as the pinch caused by high taxes.
How high taxes can do aught but
discourage production and new
capital investment, I do not know.
The-cure for inflation must be in-
creased production and an in-

crease in. the supply of available -

goods. If we are to have further

strikes  or work stoppages, or
(Continued on page 31)
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Public Utility Securities

Interstate Power Company

Interstate Power Co. is an operating utility controlled by Ogden
‘Corp., which is in process of 11qu1datlon Interstate is highly over-

capltahzed in relation to
ago ordered the company

earnings power and the SEC some time
to recapitalize, In October, 1946, the com-

pany filed with the SEC two al-®-

ternative plans to reorgamzauon,
which were approved by the Com-~
mission in January, 1947, and by
the U. S. District Court in April,
1947. Under the plan the com-
pany proposed to sell $19, 400,000
new first mortgage bonds and
3,000,000 shares of $3.50 par com-
mon stock. These securities were
registered with the SEC on May
13th but public offering was de-
layed until Sept. 25th. As a re-
sult of competitive bidding Hal-
gey Stuart bid 100.9 for the bonds,
and Lehman Brothe¢rs, Goldman
. Sachs’and Wertheim bid $4.05 for
2,132,223 shares of common stock.
After hearing oral argument on
the bid price; the Commission held
that sale at this price would not
effectuate a plan which would be
fair and equitable. Since the bid
for the new bonds was conditioned
upon the company’s receiving a
payment of $8 635,500 for the
stock, the sale of the bonds was
also cancelled.

On Feb. 5th the company
changed the. proposed new capi-
talization and registered with the
SEC $20 million 30-year first
mortgage bonds, $5 million 20-
year sinking fund debentures and
1,500,000 shares of common stock.
‘Only such amount of the-common
-are to be sold as will be necessary
to raise $3,635,000. Smith Barney
& Company are managing the un-
derwritirg on the new basis and
‘the offering is.currently sched-
uled for Feb. 26th,

Based on the pro formarconsoli-
dated balance sheet as of Nov. 30,
1947, cavnitalization of the com-
pany will be as follows:

Amount %
Long-term debt.. $25,000,000 82
‘Com. stock & surp. = 5,320,000 18

$30 320,000 100

* Under the previous set-up as of
last September, the funded debt
ratio would have been about 64%
and the common stock equity
36%. The present debt ratio seems
rather high as compared with the
50% usually required by the SEC
in the past. However, retirement
of the debenture bonds through
‘operation of the sinking fund will
gradually reduce the ratio — at
Jeast $3,750,000 debentures should
be ‘retired by maturity. The fact
that no preferred stock is to be
wntstanding- is another factor
wich explaing the high debt
18 io. |
"1 considering the capital ratio
#o:-e consideration may also be
glven to the fact that the prop-
iefty aecount has been sharply re-
4duczJ. Net plant account is cur-
tertly carried at only about $30
whereas- in- 1943 ' the
;empuit was in excess of $50 ‘mil-

lion. Tresent plant values. reflect
‘original cost.

The earnings statement in the
“red herring” prospectus does not
give pro forma earnings except
for the latest 12 months period
ended Nov. 30, 1947, Actual net
income during 1942-47 was rela-
tively small because of the high
fixed charges under the old set-
up. On.the ‘other hand Federal
income taxes were very small be-
cause of the heavy interest de-
ductions. Gross revenues, and
operating income before income
t-xes (combined with miscel-
laneous net income), have been
nproximately as follows (in mil-
lions of dollars):
¢ Oper. Income
Before -
Inc. Taxes

Gross
Vear  Revenues
#1947

1946

1945

1944

1943

1942

#12 months ended Nov. 30.

On a pro forma basis the latest
"igures show net income of $1,-
412,000, or 94c a share on 1,500,-
000 shares.

According to the preliminary
prospectus, which may be sub-
ject to amendment, it is the pres-
ent intention (subject to various
contingencies) to pay dividehds at
the rate of 60c per annum begin-
ning October of this year. There
are the customary restrictions on
dividends in. the bond indenture.
However, the SEC has not im-
posed the restrictions which it
nccasionally has dope in the past
where the debt ratio is high.

The dividend rate represents
a pay-out of about 64% of net
income, The sinking fund amounts
to $250,000 in cash or principal
amount of debentures annually,
but does not begin to operate un-
til 1952. Sinking fund require-
ments will be equivalent to about
17¢ a share on the common stock.

The company operates in some-
what scattered territory in north-
eastern Towa and southern Min-
nesota, with headquarters in
Dubuque, Towa. Operations ex-
tend through 21 counties of Iowa,
28 counties of Minnesota and 1
county in South Dakota. It has
iwo subsidiaries, Interstate Power
Company of Wisconsin and East
quugue Electric Company. The
principal activities in the areas
served  are  farming, including
dairy farming and the raising of
grains, peas; soy beans, poultry,
cattle and hogs; packing, freezing,
canning and processing operations,
such as’ flour mills, feed mills,
canneries, creameries, cheese fac-
tories, packing ‘plants and frozen
food locker plants, Manufacturing
operations are carried. on in fur-

niture; tractors, cellophane, corn

Federal Water & Gas
Southwestern Public Service
Northern Indiana Public Service

products, alcohol, steel- and ~wood
products,

Electricity is retailed.to 254
communities (and to 10,000, 000
rural population), gas to two com-
munities, bus service to two com-
munities, ete.

Electric revenues are about 89%
of the total, and industrial sales
are relatively small—only about
13% of total revenues. Average
residential revenues. per kwh.
were 3.62¢ for the latest period
and average kwh. sales 1,239.

Present outstanding capitaliza-
tion includes about $36 million
‘unded debt $10 million preferred
stock and- $6-- million. common
stock (logether with a net deficit
in surplus account of nearly $17
niliion). Ogden Corporation owns
2 $2,475,000 demand note, a small
amount of preferred shares and
all the common. Proceeds of the
ale of new bonds and stock will
be used to retire: the present 5s
of 1957 at 100, prepay $2 million
of the $3 million collatéral prom-

pay accrued interést to the effec-
tive date. of the;plan on . other
,unded “debt. The remaining $1
million “bank. ‘debt ‘will be ex-
tended to December 31. The bal-

ance of ‘the 1,500,000 shares. not

sold, probably in_the. neighbor-

hood of 1 million ‘shares or more,
will be placed in_escrow. for fu-ﬂ

ture ‘allocation between: (1) ‘Og-
den Corp.,. (2)  holders .of the
debenture 6s of 1942, and (3) pub-
lic holders of the preferred stock.
The debenture 6s have been sell-
ing recently around 62 and the
preferred stock around 7%,  Total
market. value of the bcmds would

be $4.6 mxllum and of the: pre-

ferred stock .$1.6.million, making|:

a total of $6.2; adding Ogden’s'de-
mand nofe, the: total ‘would be
about $8.7 _million. .

thi& amount. There 'is no present
indics stion as to how the stock will
be spht between the -three par-
des ‘and the issues involved may
remain before the SEC and the
courts for some time. .

COMING
EVENTS

.. In Investment Field . '

Feb. 20, 1948 (Milwaulkee, Wis.)

Milwaukee Bond :Club -annual
winter party: at the Mxlwaukee
Athletic Club, 7+

Feb. 20 1948 (Phila,delphin, Pa.)

-Philadelphia Securities Associ- |.
ation Luncheon at the Umversrty

Club.

Feb. 23, 1948, (Houston, Tex.),

Investment Dealers Association
of Houston annual field -day and
dcllnner at. the Houston Countr)

ub; P

Investment Traders ‘Association.
of Philadelphia . Twenty-fourth
Annual Mrd-Winter Dini\er at th
BenJamm ¥ ranklir,t Hotel

March 5, 1948 (New York Clt!)

New York Security Dealers Al- g

sociation. Zénd. Annual. Dinner "3ifor broker- dealers “only-Edi= Wi

‘I Gould & Co 120 Broadway, New

the Waldorf Astoria. -

Ca.nada)
Annual Dinner of the Toronto
Bond Traders Association at the
King Edward Hotel.- :

April 19,-1948 (New York City) o]
Security Traders ‘Association of |

New York 12th Annual Dinner. at
the Waldorf-Astoria Hotel

‘Estimateg
market value of -the unsold com-.
mon stock might be shghtly below |-

Dealer-Broker Investment

to send interested parties the followmg literature:

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

Air Transport Industry and
Selected Stocks—Memorandum—
Joseph Faroll & Co., 29 Broadway,
New York 6, N. Y

'Bank Portfohos—Detalled in-
formation—Gordon Graves & Co.,
30 Broad Street, New York 4,N.Y.

Charts — 922 charts in spiral
bound book covering 12 'complete
years, and showmg monthly hlghs,

‘

Central Illinois Public Service
Company—Circular—Kneeland: &
Co., Board of Trade Building,
Chicago 4, 111

Chase National Bank—Circular
—Laird, Bissell & Meeds, - 120
Broadway, New York 5, N. Y.

Deere & Company—Summary.-
and opinion—E. F. Hutton & Com-
pany, 61 Broadway, New York 6,

lows, earnings, dividends, capi-|N. Y

talizations, and volume on virtu-
ally every stock listed on the New
York' Stock and Curb ‘Exchanges

| ~single" copy' ‘$10-—yearly -(six

issory notes due April 15 and issues). ‘$50—F. ‘W. Stephens; 15

lellam Street, New Yotk 5 N Y.

Emphasis on’ Income——Analysns
'of opportunities for ineome in in-
vestment - trust ‘preferred -
common stocks-—Arthur Wiesen-

berger & Company; 61 Broadway,~

New York 6,-Nv Y ;

Investment Trusts—-Brochure—
Frederic ‘A, -Adams, United States
National Bank Bulldi.ng, Denver 2,
Colorado

“New Englanﬂ -Cumpany £

ation’ on " 86-year-old ~Néw. Eng
land company~Raymond & Co.,

148 ‘State Street; ‘Boston 9_ MASS‘

Rallroad Deve]opments of the
Week—Current developments “in

the. industry—Vilas . & - Hickey,{.
49 Wall Street, New York 5. N Y.

' Stock Market Outlook—Anal-

ysis of situation in view of break

in commodity prices—H. Hentz &
Co., 60 Beaver .Street, New York
4, N. Y. -

Stock Prices and Commodrty
Prices Compared — Memorandum
—Mackubin, Legg & Company,
22 Light Street, Baltimore 3, Md.

Tax Status of Dividends on In-
vestment Trusts- for '1947-—De-
tailed tabulation—Taussig, Day. &
Company, Inc., 316 North Elghth
Street, St. Loulsl Mo T

What’s Happenmg in Callfornia"
- _Brochure of :facts - about the

| market: :served: by the- Bank - of’

America, 300 Montgomery Street
San Francisco 20, Cale

Yearly Summary of Transac-

| tions - on- Salt -Lake Stock -Ex-
clange—W. . H. “Child, » In¢;=-Salf |,
| Lake . .Stock - Exchange. Buxldmg,
Salt Lake Clty, Utah

r.,,..‘ e #5

v Amalgamated S ugar— New

:. Sis— d- L. “Burton & {*
Feb. 27, 1948 (Phllade]phla. P e it Stres

Co6.:- 160: South" Mam St.reet Salt
Lake Crty 1, vUtah.

Arg‘o ‘0il Corpo 2 'ys

March. 12, 11948 -. (Toronto 0nt..';Y°rk 5, N : I
.B.V.D. Corp ——Analysxs——C E;
rUnterberg & Cor, 61 Broadway,’
'New York: 6, N Y.

v‘., 40 ,,‘:):,-;x-,,
Ba,nk of America—Speclal re-
port — Dempsey-Tegeler ‘& Co.;

210 West Seventh ‘Street, Los An-

geles 14 Cahf

‘and’

“Electrol, Inc.—Analysis of man=
ufacturer ‘of “hydraulic- control
equipment for aviation and indus-",
trial -uses—Seligman, Lubetkin &
‘Co., Inc., 41 Broad- Street New
York 4, N :

Electrolux Corp. — ercular—
Ward & Co., 120 Broadway, .New
York 5, N. Y e

Also available’is a clrcular on.
Northern Enzineenng Work;.

Engmeei-s “Public" Service-New
England. - Public- Service—Memo-
randum—A. M. ‘Kidder.. & ' Co,,.
1 Wall Street New York 5 N Y

_..__L_-

" Graham-Paige -Metors - c.r,._ (o

scrlptlve analysis of ‘special s,m_~Analyuls—Seugmm Lubetkin &' -

Co., 41 Broad Street, New York 4,
New York.

Also: ava.llable are.- analyses 701_ |

Foundation Co., 'Wellman , Engi-:
neering, and Tennessee l’roducta
& Chemical. <y

: ‘Kingwood 0il Co. —‘Special'
survey——-Peter Morgan-& Co.; 31
Nassau Street New York 5 N Yo

. Milliron’s—Supplemental Mem-
orandum—Maxwell, Marshall "&-
Co., 647 South Sprmg Street Loa
Angeles 14, Calif, :

New England Public Service

Company—Analysis of apprecia- -

tion ‘possibilities—Ira Haupt &
Co 111 Br oadway, New, York 6
Y

- Pathe Industries, lnc.—Detalled
description ‘of company -and its
operations—Comstock ‘& Co., 231
Sltljuth La Salle Street Chicago 4,
1

Portsmouth Steel Gorp.—Data—- .
"tuckley Brothers, 1240 Walout
Street, Philadelphia 2, Pa.

-"Also ‘available is late informa-

2 ’: tion on Du Ment Laboratories.

and Buffalo Bolt Co.

Shepard Niles Crane & Holst—:

6 N.Y

Wilson * Line'-é-Memorartdum—" :
Newburger & Co.,-1342¢ Walnutj:‘

.1 Street,- Phxladelphla ;e Pa.-f"‘ e ¥ OT s

Report—Troster,” Currie- & Sum~; ~
| mers, 74 Tnmty Place, New York; oy

GILBERT J. POSTLEY & Co.

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

Central Illmols Pobllc Servrce
Nov. 15-18; 1948 (Dalhs Tex.) i Restarth e v LCo0dbOAY &
National Security TradersAuo- | Ca., 115" Broadway, New Yorik - 6;

ciation Convention: 2 Sl St

pitized for FRASER
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~ The Construction Outlook

By WILSON WRIGHT*
Economist, Arinstrong Cork Company

Asserting prices and production

are at level commensurate with

dilution of money supply, construction economist says it is evident
residential bu.lding probably will be reduced as stimulating effects
end. Cautions against inventory losses and shortage of equity capital. -
Prices and production have been increased to within striking
distance of the level determined by the wartime dilution of the money

supply. While it is evident that the inflation: of bank deposits and
currency would support still higher price levels, the combination of

increased pro-
duction and
increased
- prices appar-
ently is ap-
proaching the
limits estap-
lished by our
method .of fi-
nancing the
war, )

In the proc-
ess of ' infla-
tion the price
system has
been disor-
ganized in the
sense that
price disequi-
libria have been introduced and
progressively magnified. Consider,
for example, the current relation
between the prices of agricultural
products and rents, between the
prices of capital equipment and
the prices charged for these in the
form of depreciation charges, be-
tween the market price of cor-
porate equities and the prices paid
for the services of employees. The
development of these price dis-
equilibria may be considered as
indicative of a situation in which

. expenditure for consumption and
investment eventually will be de-
. ferred, because of unfavorable
price-value judgments on the part
_of marginal buyers and investors.
' "Moreover, during recent months
- it has become apparent that the
combination of rising prices and
the steeply progressive income tax
rates have siphoned savings from
- the possession of that kind of in-
. dividual who, in the past, custom-
arily invested savings in equities.
At the same time it has been evi-
dent that an' important effect of
price inflation has been a distor-
tion  of corporate profits in the
direction of -enlarging the figures
reported without a commensurate
increase in .disposable' corporate
earnings. Thus a critical shortage
- of equity capital has been devel-
oped at a time when corporate
© management is learning that ex-
pansion programs no longer can
be financed from internal sources
of funds. Because of these devel-
opments, a reduction in business
investment in plant and equip-
ment is indicated.

Not only are. we confronted
with the problem of an inade-
quate supply of equity capital but
also there is reason to think that
an automatic limit to credit ex-

pansion is being developed. The
commercial, -agricultural and real
estate loans of the commercial
banks have been swollen by the
general rise in prices. But the

Wilson Wright

*Remarks by Mr, Wright be-
fore the Middle Atlantic Lumber-
men’s Association, Atlantic City,
N.J., Feb. 6, 1948.

capital of these banks has not been
increased significantly by price
inflation. ~ As a consequence, an
extension of the current expan-
sioin of bank credit presumably
will be limited by the magnitude
of bank capital when the ratio of
risk involving earning assets to
capital is further increased. This
situation, rather than high inter-
est charges or Federal Reserve
policy, apparently will represent
a factor limiting the expansion of
credit at some time during the re-
mainder of the current year.

The combination of a probable
reduction in exports, a probable
reduction of' new investment in
inventories, a probable reduction
of 'business investment in plant
and equipment, and a constriction
of credit available for mon-gov-
ernment borrowers ordinarily
would be interpreted as indicating
a reduced volume of expenditure
for construction, In this connec-
tion it is significant that new con-
tracts for industrial construction
have been. declining for ' some
months past. Presumably - this
change in trend will be made evi-
dent in. contracts for commercial
construction in the not too distant
future. .

Expenditure for residential con-
struction was stimulated by the
dropping of rent control over new
.onstruction at the end of the first
half of 1947. At the same time
numerous contractors and poten-
ial buyers of residential space
abandoned hope - that building
costs would be reduced in the
foreseeable future. As a result of
these changes in expectations, ex-
penditure for residential construc-
tion was increased rapidly during
the second half of last year. Be-
cause the current level of resi-
dential . construction activity re-
‘lects the effects of these changes
in-expectations in the past, it is
evident that the volume of resi-
dential construction probably will
be reduced, as stimulating effects
are worn off, ]

From the viewpoint of the man-
sger of a business engaged in the
distribution of building materials,
three policy decisions of impor-
tance may be developed from the
foregoing statements.

First: From now on the risk of
inventory loss probably is greater
than the opportunity for gains. .

Second: The responsibility for
debt should be kept to proportions
which will be bearable if income
is reduced and. inventory losses
sustained. :

Third: If sales are reduced, the
pricés charged for goods on inven-
tory should be reduced promptly
to prevent inventory accumulation
and a tight cash position, In this
situation, it is well to remember
that the first loss is the least loss.

NSTA Notes

SECURITY 'TRADERS ASSOCiATlON OF NEW YORK
The Security Traders Association of New York has announced

a more convenient
attend. g

" that the date of the organization’s 12th Annual Dinner has been
- changed from April 23 to April 19,-1948, since it is felt that this is
date for out-of-town dealers who are planning to

‘Outlook for

President, F. W, Dodge Corporation

of free enterprise, Mr.
construction industry as.due both to legal and {rade u

: Extdlllng fluidity and diversity

By THOMAS S. HOLDEN*

error basis. Sees progress in reducing housing costs, and -expresses

Cites construction growth during depression followin

Construction Ind ustry

Holden points out abuses and shortcomings of
nion restrictions and to opera.ing on trial and

confidence in further expansion,

g World War I as basis for bel.ef in current ex-

pansion, but warns this is year for critical decisicns. -

Buildings and engineering
‘environment. Construction proc
employed in elaborate combinati

the functions .

structures are among the most familiar objects in our
esses are in themselves fairly simple,
ons; there is nothing mysterious about them. Nevertheless,

though frequently

and the char-
acter of - the
American con-
struction .in-
industry are
rather gener-
ally misun-
derstood. A~
sort of myth-
ology, com-"
pounded ‘of-
half - truths
and slogans,
has grown and
gained accept-
ance to such
an extent that
public opinion
has been grossly confused and

Thomas S. Holden

‘'misled.

What we speak of as the con-
struction industry actually con-
sists of a large number and vari-
ety of service orgarizations, and
a large number ana variety of
supply organizations. . The service
organizations include the . design-
ers (architects and engineers), the
contracting builders and the sub-
contractors, Supply organizations
include producers and distributors
of materials and equipment. Sub-
contractors who install material
and equipment they sell combine
the service and supply functions.

Some building organizations
erect structures on’ their own ac-
count'with the intént of ‘operating
them for income; these are invest-
ment builders. Some organiza-
tions produce complete buildings
for sale, either singly or in anan-
tity; thev are merchant builders
or operative builders, formerly
spoken of as speculative builders,

The vary:ng types . of " profes-
sional and business organizations
that fall within these several gen-
eral categories exist to. serve the
varying needs of the Anerican
free enterprise economy. To un-
derstand the construction industry
it is necessary to understand our

free enterprise economy, which,

has itself in recent years been
misunderstood, vilified,: abused
and even, grossly lied about.

No Simple Formula for
American System

Our American- society is not
easy to understand. It does not
fit any- simple formula. It is not
explained by censuses of povbula-
tion, mans of natural resources,
inventories of factories. schools,
churches, hospitals. automobiles,
telephones and radios,

Here is what one ‘outstanding
American, David Lilienthal. «air
about it a short while ago: “What

.| we bave. actually; is not a system

at all, but almost its opposite, that

is, a society of the greatest imag- |

inable diversity and flexibilitv

taking things as thev come. de-

ciding how to handle sitnations
by the facts of each situation it-
self —‘dning  what comes natu-
rally.’ The only way in which it
can be said to be a ‘system’. is
to sav that our ‘system’ is to have
no system.”

© I might sum up by saving that
2 svstem is somethine which de-
fines - limitations, whereas our
American society defies limita-
tions. The American economv in-
cludes ; 32 million indeoendept
business enterprises and 6% mil-
lion farms, a total of 10 million
centers of economic initiative. I
contend that no conceivable sys-
tem could be originated by plan-

*An address by Mr. Holden be-
fore the Chicago Association of
Commerce and Tndustry, Chicago,
111, Feb. 11, 1948, ' :

g ners which would not measurably

curtail the resourcefulness, energy
.and invention which are the out-
standing characteristics of our dy-
namic soc.ety. So long as Ameri-
cans: believe wholeheartedly in
freedom, they will not permit
their economy to be harnessed to
a system. o

A friend of mine once described
the fluidity and diversity of our
free enterprise society in an in-
teresting way. He asked me to
imagine the bewilderment of a
visitor from Mars who might find
himself in New York’s Grand Cen-
tral Terminal during the rush
hour., Viewing the milling crowds
moving in'all dirgctions at once
be would likely say: “This is
chaos,” But it isn’t chaos. Every
man and woman and child knows
lexactly where he is going. His
'destination is his own business.
,whether| it be Chicago, Montreal
lMamaroneck, or the Lexington
Avenue exit. He expects termina)l
offic’als to sunply an informatior
| booth, ticket windows, gates with
_the trains plainly designated, and
ja few other essential services and
iconveniences, He decides his des-
tination and finds the way to get
’there. The chaos which the Mar-
tian ceems to see rests in his own
inability to -comprehend the fdi-
verse aims and purposes of the
people.

The Urge to Grow and. Expand
Oné of the most striking char-

zacteristics of our dynamic free en-
terprise economy is its eternal
urge to grow and expand, Our
population is not static; the ideas
of ‘our people are not static, We
are eternally thinking up new
things to do, new things to make
rew ways to produce things more
cheaply and make them available
to more people, ways to improve
our ¢communities and the living
standards of our people. The times
we describe as prosperous are the
times when' the economy is ex-
panding.” When the economy is
too ‘tired or too sick to expand,
we have what we call a depres-
sion. The ups and downs of the
construction industry measure the
' flow and the ebb of-the expansive
forces of our society.

An economy expands by invest-
ing capital in new enterprises, new
production facilities and new con-
struction. I am convinced that at
this present moment, the Ameri-
can economy faces a potential ex-
pansion greater than anything any
of us have known anything about
before, As Walter Lippmann put
it some five years ago: “There
has come out of the nation itself
out of this people who have not
been very pleased with themselves
for 20 years because they were
not using their faculties for great
ends, a veritable explosion of na-
tional energy which will shake
and shape and alter the world.”
- For the great expansion of
which our society is capable, we
must build. Every new industrial
enterprise, every new social or-
ganization, every new means of
transportation and tommunication
every new family, every new pro-
gram in religion, education and
public health requires appropriate
facilities of the most advanced
type.

What kind of construction in-
dustry can best serve this dy-
namic, vital and expansive Amer-
ican society? ‘

Diversity and Flexibility of
Construction Industry
Should not.the American con-

struction industry be ifself vital
and dynamic,. characterized by
maximum diversity and flexibil-
ity? Should it " not progress
through development of sotind and
ever-improving standards, with-
out itself becoming standardized?
Should it not live by rules' that
guide but do not reg.ment or re-
strict? Should it not be capable
of producing, with minimum time -
and effort, any kind of structure,
at any time, anywhere? )

I am convinced that, of all our
great American industries, con-
struction is the one which com-
bines the greatest divers:ty and
flexibility with high technical
and managerial competence, a
competence that has served the
American  people ‘admirably in
peace and war. The construction
industry didn’t need to convert to
war, or reconvert to peace; always
ready to tackle any job, it simply
did what came naturally,

For war mobilization ani war
production it switched - overnight
from office buildings, schools;
churches and other civilian facili~
ties to naval bases, cantonments,
quonset -huts, flying fields, ship-
yards, war plants and war hous-
ing. It quickly doubled its brewar
capacity, completing in 1942 the
largest total volume of :construc-
tion of any year in the country’s
history.” The war construction
miracle of 1942 was the vitally
necessary forerunner of the war
production miracle of 1943, The
naval bases, supply . depots and
landing strips laid down by con-
struction men organized ag Sea-
bees and army engineers prepared
the way for victory,

During the war itself many
startling innovations in design
and’ construction methods were
adooted. A modern efficient home-
building industry was created.
Builders adapted their assembly-
line techniques to building ships,
their - management know-how to
operating * industrial towns, to
shipping of war materials abroad.
One construction man who rose
to fame in wartime shiobuilding
is now manufacturing automobiles.
I would say that the . American
construction industry is character-

(Continued on page 34)
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Connecticut Brevities

. At the annual meeting on March 29, stockholders of Bigelow-

Sanford Carpet Co., Inc., will be asked

to vote on a proposal of the

directors to split the common stock -two-for-one. A preliminary re-
port for the year ended Dec, 31. 1947, showed net sales of $62,872,093

compared with $39,222,359 the’

preceding year. Net profit was
$23,446,729 or $10.64 a share on the
common stock compared with
$1,248,095 or $3.53 a share in 1946.
Earnings on the 6% preferred
were $130.54 and $47.27 respec-
tively.

Net sales for the fourth quar-
ter of 1947 were $19,133,619
against $14,544,022 for the cor-
responding quarter of 1946,
Earnings per common share
were $2.97 and $2.55 respec-
tively. )

The President of the company,
James DeCamp Wise, recently
stated that the major portion of
earnings was being pumped back
irto the business for three rea-
sons: the need for extensive plant
r.odernization and improvement,
tte increased volume of sales re-
qaired more working capital to
keep the business operating, and a
contingency fund is needed to
provide for future uncertainties.
I 1947, $400,000 was set aside as
z reserve for contingencies, the
equivalent of $1.29 a share on the
39,109 shares outstanding.

% %

The December 1947 gross of
the Southern New England Tel-
ephone Company was $3,983,791
against $3,297,254 a year ago.
Net income was $432,921, against
3325,153. )

For the year 1947, gross was
%40,827,907 against $37,284,525

_%or the preceding 12 months,
Net income for the year was
. 2,255,501 against $3,339,188.

% % # oo

At the annual meetifg of the
stockholders of Russell Manufac-
turing Company, it was reported
that the business of the company
iz currently continuing at a high
volume. Sales for 1947 totaled
$13,874,620 which exceeded the
peacetime sales of 1941 of $6,659,-
725, by an increase of 108.33%.

%

#“
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For the month of January, Con-
necticut Light & Power Company
reported sales of 97,277,000 kilo-
watt hours.. This compares with
03,036,000 kilowatt hours for the
rconth of January 1946.

#* W

The Bridgeport division of the
‘United INuminating Company
reporied sales of 39,486,944 kilo-
watt hours for the month of
January, exclusive of those to
Connecticut Light & Power
Company. This compares with
27,857,244 for the correspond-
ing month last year., The New
Haven division reported sales
of 29,999,119 kilowatt hours last
month compared with. 29,123,603
a year ago.

% # *

On February 5; the Federal
‘Court at Indianapolis approved
dismissal . of - a $15,000,000 anti-
trust suit brought by Turner Glass
Corp. against Hartford-Empire
Co., Owens-Illinois - Glass Co.,
Hazel-Atlas Glass  Co., Corning

*

Glass Works, Thatcher Glass Man-
ufacturing Co. and others.
3 #

Pitney-Bowes, Inc, has an-
nounced that their directors
haye authorized the sale of 7,500
shares of their stock to em-
ployees at $12.75 a share pay-
able at the rate of 28¢ a month.
Subscriptions must be in by
Feb, 15, 1948,

%

* #

Elmer P. Bradley has retired as
Vice-President and General Man-
ager of Southern New England
Telephone Company after more
than 41 years’ service, Mr. Brad-
ley is succeeded by Lucius S.
Rowe, formerly Assistant General
Manager, A LY

%

Textron, Inc. has acquired é

knitting and warping plant at 1

Willimantie, Conn,, for manufac-
turing Nyton Tricot lingerie.
! #

The Town of Easton recently.
sold = $150,000 15-year serial
school bonds dated Feb, 1, 1948
to Day, Stoddard & Williams at
100.22 for 1%;s.

% % £
The Derby Gas & Electric Corp.
has applied to the Connecticut
Public. Utilities Commission for
authority to raise its gas rates to
meet the increased cost of manu-
facturing gas. ’
%

" %

*# *

The Town of Milford recently
issued $500,000 Point Beach School
Building bonds dated Feb. 1, 1948
and due serially $50,000 each year
Feb. 1, 1950 to 1959 inclusive, The
issue was sold to F. S. Moseley at
100.02 for bonds carrying a coupon
rate of 1.50%. The bonds were
reoffered on a scale ranging from
a 1% to a 1.55% basis.

* # #

At the annual meeting on
March. 18, the stockholders of
Farrel-Birmingham Company
will act on a recommendation of
the directors to split the stock
two-for-one. This would be ac-
complished by changing the
200,000 shares of $25 par stock
to 400,000 shares of $12.50 par.
This does not change the au-

.thorized capital of. $5,000,000,

but would make possible wider
ownership of the company.

*® #*

Stockholders: of the Connecticut
Light & Power Company will be
asked to approve an increase in
authorized: capital :stock at their
annual meeting on March 17, This
increase is being sought to enable
the company. to develpp a plan
for financing its expansion pro-
gram which is expected to require
between $20 million and $25 mil-
lion over the next few years.

The authorized preferred stock -
would be increased from 600,000
shares of no par value, but an
aggregate stated value of $30,-
000,000, to 1.2 million shares of
no par but stated value of $60,~
000,000.: . Authorized - common
stock would be increased from
1,704,000 no-par shares to 2.5
million no par shares,

L

Urges Cabinet' ..
“Doctors’’ to Cure
Ills of Humanity

- Edward F. Hutton reveals in,
letter need of able “doctors” in'
Cabinet, who will honestly read .
political thermometer and who
will advise just how far America’
can assume obligations of ERP "
without “putting Uncle Sam in
bed.” - Attacks “power politics”

~in Marshall Plan.
Edward F. Hutton, of E. F. Hut-
ton & Co., members of the New

York Stock Exchange, has fur-

nished the “Chronicle” with a
copy of a letter which he has re-

cently written to a friend regard- |-

ing remedies for present “ills of
humanity.”

The text of the letter follows:

Recently you touched upon the

‘ subject, - “We

need a doctor

to administer
to the 'ills of
humanity,” in
which I con-
cur, Just what

would happen, |

in your opin-
ion, if the,
following let-
. ter were  ad-
| dressed to in-
dustry?
“Dear Mr.
Blank: . ;
“Industrial
leadership
should become
the Doctor, and, gentlemen, your
patient is ‘dying. You are the
Doctor of the profit and loss and
competitive system based on free-.
dom. The defense of its health
and vigor is your primary obliga-
tion, for which professional serv-
iceg you are paid a very substan-
tial fee, and, Doctor, your patient
is dangerously ill. '

“If your patient dies, you won't
have another. There is not an-
other anywhere else in this world.
The doctors in other lands have
lost ‘their patient, either because
they did not know when it was in
its "death struggle, or they were
too self-satisfied, preoccupied, in-
dolent, disinterested, or incompe-
tent to diagnose the nature of the
malady and prescribe the effective
treatment—the kind of medicine
business needs. Or, perhaps some
of them were even splilting fees;
with the quacks who eventually
killed the’ patient.

“Capitalism, free enterprise, the
profit and loss system has died in
one nation after another through
the negligence of those respon-
sible for :
vigor. Only in the United States
and in Canada does it remain
alive, but fearful of communistic
germs in foreign lands. The basic
issue facing us today is just. this
—Americanism — or Communism!
That is-the crux of all political,
spcial and. labor issues; all'gov-
ernment .controls and mandates.’
One system, not-two; American-
ism' or Communism will- gain
strength. Only one will survive!

“Show us where on the face of
this earth has there been a coun-
try. or a form of government by
which communism, collectivism,

. (Continued ‘on page 39)

Edward F., Hutton
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Can Further Wage Increases Be
| Passed to Consumer?

. By CHARLES' F. ROOS*
President, The Economeiric Institute, Inc,-
.. Mr, Roos, taking into consideration some recent factors which have
 been allaying excess purchasing power, looks for an average in-
. crease of about 99, in 'wage levels during current year, but points

" out sharpening competition may make it difficult, if not impossible,

val a few months before. In other

" to pass the increase on to the consumer. - Says primary considera-
tion in-wage negotiations should be greater productivity.
Business is easy to get and prices of goods and services are strong

whenever currently generated purchasing power exceeds the retail
value of goods and services produced in a corresponding time inter-

words, business is good whenever

wue current?
claims to
goods exceed
the current
supply " at
existing
prices; that is,
whenever the
national econ-
omy has dis-
tributed more
tickets to the
show than
there are
seats. In these
- - circumstances,
bidding for
goods and
! services boosts
the .cost. of . living .and . inevitably
leads to wage and salary demands
from. groups which are outbid in
the . market. - Consequently ade-
quate’ appraisal of  ‘the future
course of wage rates and prices
must take into account the condi-
tions which lead to excessive cur-
rently generated purchasing power
or:income.

- The: following conditions. con-
tribute to an excess of currently
generated purchasing power:

(1) An increase in the expendi-
tures ' by ' industry for -durable
equipment or'plant construction:
Workers are employed in the pro-
duction of these.goods which do
not immediately increase the sup-
ply of consumers’ goods or serv-
ices. . They receive wages, salaries
or othér income for the produc-
tion“of these investment goods
‘and " use this income to bid for
the available supply of civilian
consumers’ goods and services.

(2) ‘An increase in business in-
ventories: Income is created in the
production of goods for inven-
tories or the transportation of
such: goods, but the  consumers’
supply at retail is not immediately
increased. o

(3) An increase in net exports:
Production for net export like-
wise . creates current purchasing
power . unmatched . by.-a civilian
supply. .

(4) 'An increase in the value of
residential construction: Although
residential building may be re-
garded as a consumers’ good, insti-.
tutional factors are such that it is
‘customary - for: the consumer to
pay down only a small part of the
purchase " price.”” Yet .the. whole
value of the construction repre-
sents income to some one.. .

- (5) An increase in ‘deficit
spending. by Federal, state, city
and. county ‘'governments: Such a
deficit  usually Trepresenis cur-
rently generated purchasing
power,. although: the goods pro-’
duced -or services. rendered are
not.paid for by the consumer.

(6) ‘A 'general increase in wages
and salaries: Such an increase is
itself conducive -'to unbalancing
demand. and supply ' at existing
prices, because retail prices tend
to lag manufacturers’ prices, par-
ticularly when business is in an
upward trend. They also increase
the demand  for durable equip-
ment and business inventories.

A ‘mere listing of these condi-
tions suggests that the inflation-
ary pressures have rapidly died

Dr..:Charles F. Roos *

*S\imméry of the remarks of
Mr. Roos at the American Man-
agement Association - Personnel

down. " Expenditures for durable
equipment reached an all-time
high of $17.7 billion in-1947, or
ten times the level of 1933. New
orders - for these goods dropped
sharply from the middle of 1946
to the fall of 1947. They have,
however, in the past four months
been rising slightly. Plant con-
struction in 1947 amounted to
about $3.9 billion, which was
about six times the level -of 1933,
and contract awards are still' in-
creasing.. Business inventories in
the aggregate are today: not:ex-
cessive in relation to the existing -
level of business sales.’ However;
there is: maldistribution  in in-
ventories existing throughout the
economy. In the light of this any
substantial general increase in in-
ventories: from the. current level
would soon lead to a.deflationary
force, In 1947 net exports amount-
ed to about $11.4 billion, and even
if the. full Marshall Plan'is en-
acted, are unlikely to exceed $7.0
billion in 1948 and will therefore
fall. below last:year:by-$4 to' $5
billion. .Expenditures for resi- -
dential - building were up sharply -
in 1947 from a $4.0 billion rate
in the fourth quarter of-1946.to
a $6.5. billion rate:at the end of
1947. ' They. are unlikely to ex-
ceed $7 . billion in 1948.

At current levels of national
income Federal cash receipts are
likely to exceed $48 billion un-
less taxes are cut substantially.
1f present tax rates are continued,
the Federal receipts would there-
fore exceed. expenditures of $37

.| billion by a huge figure which in

itseif would be highly deflation-
ary. It would be only partially
offset by ‘increased spending by
State, city and county govern-
ments.

This--leads ‘up  to .the . all-im-
portant question of what will hap-
pen to wages and salaries. Will
they increase sufficiently to over-
come - the deflation :arising from
excessive Treasury receipts? -

‘The, value of private domestic
product ! has for many years been
closely correlated with the value
of salaries.and wages of all pri-
vate industry and government en-
terprises..In fact, deviations from
the line of .relationship or regres-
sion have béen negligible over th=2

whole range of a fourfold increase "

in the value of salaries and wages.
Consequently, it must be expected
that “a ‘“substantial  increase in-
wages and salaries this year wil
boost -the aggregate domestic
product.” Since the economy is al-

veady: operating atcapaeity with =~

respect to its labor and raw ma- -
terial 'supply - and - pracfically .at’
plant capacity, such a boost could
be . achieved only by price in=
creases. These increas2s, in turen,
would lead to new wage dcmands
znd the spiral of ‘the pas: ycars
would continue into 1949 or 1950.
This. leads up to the $64. ques-
tion, How. much of,a wage in-
crease is.indicated for 19437 An
answer can be obtained by study-
ing the first rounds of wage ne-
gotiations. Settlements range from
about 10% over 1947 for certain
low-wage industries- to around
7%. Although a pattern. has not
.1 Computed by The Econometric In-

stitute, Inc. from data published " in
Income Supplement, Department of Com-

Hartford 7-2669 merce, July, 1947; pp. 3 and 5.

(Continued on page 35)
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, Gross reventies of .the. Detroit Edison.Co. ‘for. the yeér, ended
Dec. 31, 1947, totaled $106,960,000, a new. high which ‘was 18%_ above.
the prececung year, but balanced against. this, expenses also. reached

unprecedented  heights.

Pay increases and néew 'employees brought

the total wages paid to 13%

above 1946, the operating pay=xj

roll 'in 1947 being in excess .of

$30,000,000. = Fuel costs were 45%

above the previous year, the fuel

bill being nearly - $24,000,000.

Taxes totaled $13,000,000. Sales of

‘electricity, steam and gas each set

a new high record.,

‘Net income for the year 1947
was $11,112,568 after  charges.
and provision for Federal income
taxes. This was equal te $1.59
per share, and compares with a
net for 1946 of $10,631,040,

" which was equal to . $1.52 per
share on the 6,995,904 shares
outstanding at Dec. 31, .1947.

The company: in. 1947. accom-
plished a‘ $60,000,000 ' mortgagz

.-, bond - financing operation,“the net |’
.« proceeds.of which:were .used, .in|

' ‘part, .to- retlre before maturlty,
- the ‘remaining outstandmg $30,-

20 }'000 000 .4%. bonds and:fo.-repay L

! short-term’ bank borrowmgs ‘The

- for, the: current constructlon pro—r
- gram R i Ve

3 LA * Be * ¥

! The Detroxt Stock Exchange re-'

. ports that trading volume in Janu-

s ary, 1948, totaled 228,053. shares |

having a market value of $3,240,=
672." Dollar volume of trading in
" the ' year 1947 “was’ "$41,491,002;

with 3,408,746 ' shares changmg’

hands; of - which total December

alone accounted for 332,332 shares. |

- The ten mest active stocks’
* during January " were:- Detroit
" Edison:' Co.,. McClanahan Oil
. Co., - Gerity-Michigan _Corp.,
Peninsular Metal Preducts Co.,
~Udylite Corp., Parke, Davis &
- Co., Avco Manufacturing Corp.
(unlisted department), Detroit=
Michigan Stove: Co.,
- Industries, Inc.,, and General
Motors :Corp. #
% %
Detroit Steel Corp. has offered
holders of its 20-year 6% sinking
fund debentures due July 1, 1964
in exchange for each $100 of de-
bentures four shares of its $1 par
value- common stock. The offer
will expire at 3 p.m., June 5, 1948,
National Bank of Détroit and The
Bank of the Manhattan Co., 40
Wall Street, New York, N. Y., will
aceept the debentures up to 3 p.m.,
June 5, 1948, for exchange under
the offer.

B
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On Jan, 27, Watling, Lerchen
& Co. and Wm. C. Roney & Co.,
of Detroit, and E. H. Schneider
& Co., Kalamazoo, participated
in the public offering. of 399,-
900 shares of Bendix Aviation
Corp. $5 par value common
stock at $28 per share, The is-
sue, which was sold for the
account  of General Motors
Corp., was oversubscribed.
LR
The -Service Caster & Truck
Corp., Albion; on Jan. 30 filed a
registration statement with the
Securities and Exchange. Com-
mission covering 80,000 shares of
common . stock, which are to be
' offered publicly at $7 per share.
The company also proposes -to
place privately an issue of $600,-
000 434% debentures and $250,-
000 6% debentures (subordinated).

Char]es A Parcells & Co.

Estabhshed 1919
- Mzmbers Detroit Stock Exchangc

Michigan Markete »

Gar Wood - .

The net proceeds are.to be used
to discharge, its indebtédness to
Domestic Credxt Corp. .

*

Smith, Hague & Co., Detroit,”
Jan. 16 publicly. effered- 50,000 -
shares of commeon stock, par- $1,
of Planet Corp. of Lansing at $2
per share as a speculation. The
‘net proceedsare to. be used in
payment of account secured’ by~
chattel mortgage on. machinery’
and inventory, to reduce unse-
cured accounts payable and. the .
balance added to working capi-.

tal. The corporation was incor-

. porated 'in Michigan: on-April .

2, 1946 for. the purpese .of de-

signing,. manu[acturing', selling;:
erecting and servieing. all tnes
of conveying equipment. for'i
dustnal or any other use, .

Sl il Y

v A H Vogel & Co., Dettoit, on

remaining: funds |are - being . spent-} January 21 publicly- 0"”“1 60)-

000 :shares™.of - common - stock
(pat $1) ‘of Seal-Peel, Inc.; De

troit, at $1.25 per share, the net
-proceeds_to be added. to’ work:

‘ing “capital. . . Seal-Peel, Inc; ‘s
engaged in the production aml :

sale of plastic protective cover-"
ings. Jts. customers include ‘the’
U. ‘8. Air Force, U. S. Army
_Ordnance and the U, S. Navy.’
It is also said to have a diversi-

fied list of approximately 2, 000‘

"industrial customers,
# E R

i ‘On,Jan. 28 Carr_ & Co., De-
troit, publicly offered : 100,000
shares of class A participating
stock, par $3, and 110,080 shares’
of common stock, par $1, of Kerr:
Manufacturing  Co. of Detroit..
The former issue was priced at

"'$3 per share and the latter issue.

at 75 cents per share.. The com-
mon stock was owned by the
underwriter. The net proceeds
of the.sale of the class A stock
will be used by the Kerr firm.
for the purchase of machinery
and for additional working cap-
ital. -Current assets at. Oct, 31,
1947 totaled $662,758, and- cur-
rent liabilities, $378,464. -

: ) % %

First of Michigan Corp., De-
troit, on Jan. 28 participated in
the public offering of $60,000,-
€00 New York Telephone Co..
refunding mortgage 314 % bends,
series E, due 1978, at 101.439,
and interest, The offering was
heavily oversubscribed.

# ) * "

Dean W. Titus ‘& Co.,, Ann
Arbor, on Feb..9 publicly. of-
fered 40,000 shares of common
stock of Acme Broach Corp.

(Mich.) at par ($5 per share),

the net-proceeds to be used .as
follows: $45,000 to retire liabil-
ities which ‘the ceorporation is-
assuming in connection with the:
‘purchase of Acme Broach- Corp.
(Ky.); $65,000 for acquisition of
property near Milan and ‘the’
erection of a building thereon;’
(Continued on page 36) -

L. A. Darhng
Company -

" Estimated Earnings for 1947
$1.25 per Share

‘| we “ean’t -af-

“"'m forthe

Mlddle Road!"”

By ERIC JOHNSTON*'

" ‘President, Motion Picture
. . Association of America
‘Leading industrialist announces
support of Marshall Plan, based
,‘'on self-help for Western Europe
-.and some denial by us. Says key
‘word is “rehablhtahon, and cau-
" tions 'against loadng. program
w.th -niggling “restrictions - and .

hagglmg conditions;

I’m sure it won’t shake you out
of : your. chairs when I tell yeou
lnat I'm for peace and prospenty
come out ‘for -peace-and. prosper-

unanimousin‘America; But we-can

;| be“poles: apart on what we: mean-
4 by peace-and - -

‘prosperity and
howtoachieve
this’- common
h man yearn~

'8 5 h1gh “that

flord:" to be
wrong.'We
‘chmr’'t. gain or- .-
der: and : sta- -
blhty in_ the"
world by day-
dreaming or
repeating mis-.
takes of the past. n

' Today, America is debating
three approaches to the goal. Let’
160k at them. $

i There’s the Wallace ‘plan. Mr

Vallace " proposes peace by . ap-
peasement and disarmament. Give
Mr, Wallace an umbrella, and he
réminds_us of Munich. Hls .plan
ig more likely to lead to war ‘than
to peace. Mr Wallace says the
thing'to do about Russia is to try
to understand her. . He  sees, our
prevailing foreign policy .as an
imperialistic plot hatched in Wall
‘Street by capitalists who are al-
ready-counting the profits of an-
other war. Mr, Wallace does. not
sée Communist Russia in an ex-
pansionist mood. His rose-colored
glasses- distorted his views about
our present strife-torn world,

iHe does not believe ‘we should
strengthen the arm of democratic

(Continued on page 38) .

Er(«: A. Johnston -

“An” address’ by ' Mr. Johnston
before the Motion Picture - Asso-
ciation .of America, Los Angeles,
Calif,, Jan 15, 1948.

Smce «Henry* Wallace ‘has ‘also-]

ity—1I'guess that about. makes-it |

§ | aries,” amounting - to . $143,403,161
for 1947, and net earnings of $15,—

Lon the 4,253,019. shares.of eommon

‘| For the fourth quarter’of 1947 the
¢ |company earned .73 cents per

¢ | not include any recovery-from in-

MISSOlIl‘I Brevmes

A natjon-wide underwrlting group of 110 members headed by

Smith, Barney

Monsanto Chemical Works at $101

& Co.,, New York, on Feb. 6 publicly offered 250,000
<hares of $4 cumulatlve preference

stack, series B, no par value, ‘of
a share and leldendS The new

stock is “convertible into common< ;

stock prior to March 1, 1958 at
the rate of $57.50 for. the common
stock and $100 for the preferred
stock. The net proceeds will bz
used-to repay outstanding bank

loans totaling $10,000,000 and for | M

general corporate purposes.

" The St. .Louis . investment
bankers- who participated  in
Monsanto offering were:. New-
hard, Cook & Co., Reinholdt & -
Gardner, Smith, Moore & Co.,
Edward D. Jones & Ceo., 1. M.
Simen & Co., Stifel, Nicolaus &
Co., Inc., Stix & Co., . Bitting,
Y'Jones & Co., Inc. and A. G.
Edwards & Sons. - '

The Monsanto Company reports
sales, excluding.  those ' of “its
Britlsh and Australian subsidi- |

561,228, -equal to $3.59 per share

stock outstanding..at the.end ‘of
the year, ‘after-deducting. -divi-
dends -on. the preference .stock:|

common share: These earnings do

surance claims covering:loss -.of
profits. nor ‘'have . they been
charged with the continuing ‘ex-
penses resulting from the destruc-
tion of the 'I'exas Clty plant last
Aprll

* "

Among those participatmg in.
the public offering on Jan. 22 of
$10,000,000 Northeastern Water
‘Co. 5% sinking fund collateral
trust bonds due 1968, at 100%
and interest, were Metropolitan
St. Louis Co., A. G. Edwards &
Sons and Stix & Co., all of St
Louis. ¢ H

b % 5

Net ‘earnings of Hussman Re-
frigerator Co., St. Louis, for:the
year ended Dec. 31, 1947 were $1,-
602,516 compared with .$1,003,369
for the previous year. After de-
ducting preferred dividends, such
earnings were equivalent to $3.99
per common share outstanding
on ‘Dec, - 31, .1947, compared
with earnings of $2.72 per share
for the year 1946 (after . al-
lowing for.two-for-one split ac-
tually made in. 1947). Net sales
for 1947 were $15,154,856 com-
pared with $9,853,263 in 1946, a

gain of 53%. 1947 sales and earn-
ings were the largest in the his-
tory of the company. Sales in the
first half of 1947 were $8,214,438

- Berkshire Fine Spinning com.
Chicago & Southern Airlines
+ Collins Radio
Commonv\ieefth' Gas
- Consolidated Dearborn
Delhi 0il Co.
Ely & Walker Dry Goods
, Gulf Public Service
' Hearqt Consol. Publicat'ns A .
| : Kansas City Pub Serv. com.
"Kansas City Pub. Serv. pfd.

Bought — Sold'—; Quotted_

LaPlant-Choate
01Id Ben Coal
St. Louis Public Service “A”

Southern Union Gas

Southwest Gas Producing
Southwest Natural Gas .
Taca Airways

Tennessee Gas & Transmission

Texas Eastern Transmission
Velvet Freeze
Western Natural Gas

and $6,940 ,418 in the second half.
The reduced operations during the
second half of the year were due
primarily to increased shortages
of sheet steel, according to W. B.
cMillan, Presxdent Working
capital at Dec. 31,1947 was $4,-
268,178, an mcrease for the year
of $1 298 ,202. Net worth increased
$1,368,911 to. $5,584,755, equiva-.
lent to a book value of $11 28 per
share of common stock outstand-
ing at Dec. 31, 1947. ..

’ 0% 3 *

| Newhard, Cook & Co., on Jan.
21 participated in the public of-
fering of 399,990 shares of Ben-
dix’ Aviatron Corp.. .common’
stock - (par $5) at $28 per share. .
This offering was- oversub-
ecribed.

e & 5 g

!The year ended Nov. 30, 1947
established new records for Cook
Pamt & Varnish Co,, Kansas City,
both in sales and profits Net sales .
wiere $27,495,002, an increase over.
the previous year of . 31%. Net. :
profits, before provision for Fed-

$4,686,691," or 49.8% over 1946, =
After prowding $1,829,000 for ‘in- |
come taxes,; and also for the pay-
ment -of dividends on the prior
preference stock, the net earnings
per share on the common stock
were $12.38, compared with $7.58
per common share for the year
ended Nov. 30, 1946
% £ '
Dempsey-’l‘egeler & Co., of
St.'Louis and Barret, Fitch &
Co., Inc. of Kansas City on Jan.
22 ' participated in the public
offering- of 343,000 shares of .
Glass Fibers, Inc. common stock
.(par $1) at $10 per share, the
net proceeds to be used for ex-
pansion and working capital,
and to pay RFC loan. ‘
Operating revenues of the Mis-
souri Pacific RR. in Dec., 1947
amounted to $18,894,440, compared
with $15,698,533 in the same
month in 1946 and $14,317,359 in
Dec.,.1945. For the full year 1947
they were $199,622368, as against
$174,495,869 for 1946 and $218,-
038,534 for 1945. Net income for
Dec,, 1947 totaled $1,691,956, com-
pared with $2,500,231 in Dec., 1946
and a net deficit of $4,921,362 in
December, 1945. Net income for
the year 1947 was $8,271,925,
(Continued on page 38)
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“Rowen Named for SEC

President selects Boston Re-
gional Administrator to succeed

.James J. Caffrey who recently
" resigned as Chairman.

.. President Truman, on Feb. 12,
~nnounced the nomination of Paul
.. Rowen as a member of t}le
Securities and Exchange Commis-
~3;iomn, to fill
the vacancy
caused by the
resignation on
December . 31,
1947, of James
J. Caffrey, the
Chairman  of
the Commis-
sion.,

Mr. Rowen-
has been Bos-
ton Regional
Administrator
for the SEC
since Novem-
ber, 1941, He
is a Democrat
and hasg been .
in government service since 1934
and was formerly principal at-
torney for the SEC. His term as
Commissioner will not expire
until June, 1950, Mr. Rowen is 48
years old, was born in Boston
and was graduated from George-
town University and the Boston
Univers.ty Law School.. He also

attended Harvard Law School,
becoming a member of the Massa-
chusetts bar in' 1926.

Paul R. Rowen

Samuel S. Allen Joins
Fahey, Clark Co. Staff

(Special to TrE FINANCIAL CHRONICLE)

CINCINNATI, OHIO— Samuel
S. Allen, formerly manager of the
buying  department for J. A.
White & Co., has become asso-
ciated with Fahey, Clark & Co,
Union Commerce Building, Cleye-
land, members of ‘the Cleveland
Stock Exchange.

"PROGRESS

The 77th Annual Repait of the Sun
Life Assurance Company of Canadﬂa
reveals a number of new all-time
records which were established by
Canada's largest life company
during 1947. Here are a few of tre
highlights: ' .
; Benefits pa‘d to policyholders and

i-beneficiaries during the year:
- $101,914,657;

i Total benefits paid s'nce the first

.+Sun Life policy was issued in 1871:

| $2,021,889,123;

-“;New Assurances issued in 1947:
$380,659,514;

“Total Assurances in forcé:
i $3,837,724,159,

SUN LIFE

ASSURANCE COMPANY

OF CANADA

Copy of the Annual Report for 1947
may be obtained from: Sun Life of
Canada, Transportation Building,
o) Washington 6, D. C.

i ’ 4
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$

| Bullion.”

Bank and_Ir;surance Stocks |

By E. A. VAN DEUSEN
This Week—Bank Stocks

The news-of-the-week in banking and financial circles is the
proposed acquisition of Continental Bank & Trust Co. by Chemical
Bank & Trust Co. - ‘ .

Whether or not the proposition may be finally consummated, it
is of interest to compare the two institutions and .to review their
progress during recent years. - &

Chemical is by far the larger institution, as the following figures
show from their respective balance sheets of Dec. 31, 1947, The
tabulation also compares certain significant ratios.- . ... .

' Chemical Continental
($000)
$5,000
5,000
2,282

$12,282
$188,437 .

6.5%
$52,211
75,961
. 18,379
54,636
148,976

~

Capital
Surplus
Undivided Prof.t

$108,150
$1,284,087

84%
$394,152
420,749
135,649
449,401
1,008,298

Total Capital Funds

Deposits '

Capital Funds, Perc’t of Deposits
Cash
U. S. Government Obligations....
Other Securities ___ ... o s
Loans & Discounts
Earning Assets

Total Assets $1,413,980

Earning Assets:

Percent of Total Assets 71.3% 37%
Percent of Deposits.. .o 78.5% 79.1%

Chemical Bank & Trust Co.’s main office is located at 165 Broad-
way, New York, near Cortlandt Street. Several branches are ma.n-
tained in various sections of New York City as follows:—(1) 320
Broadway, near Worth Street; (2) Tenth Avenue at 23rd Street:
(3) Fifth Avenue at 29th Street; (4) Broadway at 44th Street;
(5) ‘Madison Avenue at-46th Street; (6) Lexington Avenue at 49th
Street; (7) 11 West 51st Street; (8) Eighth Avenue at 57th Street;
(9) Madison Avenue at 74th Street; and (10) 50 Court Street, Brook-
lyn, Also, United Nation branches are maintained at Lake Success
and 405 East 42nd Street, New York City.

Continental Bank & Trust Co.s main office is located at 30 Broac
Street, New York, near Wall Street. Two branches are maintained
one in the textile district at 512 Seventh Avenue, and the second ir.
the Grand Central district at 345 Madison Avenue.

The acquisition of-Continental by Chemical would give the latter
an office nearer the center of the financial district, and also a branct
in the textile district; both of these locations would appear to be
advantageous to Chemical.

Chemical’s history dates back to 1823, when a charter was grantec
by the New York State Legislature to the “New York Chemica!
Manufacturing Co.,” permitting it to manufacture chemicals, Ar
amendment to the charter on April 1, 1824 allowed the company alsc
to engage in the banking business; the chemical business was aban-
doned in 1844. In the panic of 1857, it was the only bank in New
York to maintain specie payments and was therefore dubbed “Old

The" present tille. of Chemical Bank &. Trust Co, was
adopted in 1929. < ;

Continental’s history goes back to 1870, in which year. it was
incorporated in New York as “The German American Bank;” Its title
was subsequently changed to Continental Bank of New York and in
1929 to Continental Bank & Trust Co. of New York. )

It may be of interest to note the comparative -growth of both
banks from 1940, the year before ‘“Pearl Harbor,” to 1945, the year

$202,055

. THE CHASE
'NATIONAL BANK

NEW JERSEY
SECURITIES

- 1.'S. Rippel & Co.
i Established 1891 #
18 Clinton St., Newark 2,'N. J.

MArket 3-3430 .
N. Y. Phone—REctor 2-4383

Circular. on Request

Laird, Bissell & Meeds
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of victory, and subsequently to 1947, The year 1945 was the year of
peak deposits and assets, Total figures are in thousands of dollars
($000). - . : - % ’ :

" CHEMICAL BANK & TRUST CO. |

Capitzal U.8." Loans& Earning
Funds Deposits -Govts. Discounts Assets
$ 2

$
77,905 871,655
100.051 1,524,161
284%  14.9%

Per Share.

Book Net Oper. Divi-
Value Earns. dend
s
1.80
*1.80
250%

Date—
Dec. 31, 1940.
Dec. 31, 1945 -
% Increase..

‘$
38.95
¥30.02 *3.08
284% 48.1%-
*43.26..-%2,61 ~*1.80
388% 25.4% 25.0%
equivalent figures. are:

$ $ $
219,031 124,871 539,144 2.60
447,284 1,373,604
2582% 154.8%
Dec. 31, 1947- 108,150° 1,284,087 '420,749- 449,401 1,008,298

% Over 1940. .- 38.8% . 41.3% 92.1% 259.9% 87.0%
*After adfustment for. 25% -stock dividend in 1945 the

790,555
260.9%

are. adjusted accordingly.

L " | CONTINENTAL BANK &, TRUST

Capital
Funds

COe  wmi.

———Per Share—-—

Book Net Oper. Divi- -

Value . Earns. - dend
$

s .8,
21.23 0.80
222,67 *1.97
33.5% 142.6%

12,282 *24.56 - *1.61
44.6% 44.6% 120.9%

*After adjustment for 25% stock dividend in 1945, the equivalent figures sre:
$28.34, $2.21 and $1.00 for 1945, and $30.70, $2.01 and $1.00 for 1947. Percent increases
are adjusted. accoxdingly, . . . .
It is interesting to observe that the rate of growth ef the smaller
institution has been substantially faster than'that of the larger. In
1940 Continental’s deposits were only 9% of Chemical’s, whereas in
1947 they represented 14.7%; slmllarly, earning asseis in 1945 were
9.2% ‘and in 1947, 14.8%. Continental’s growth in book wvalue per

.. U.8..  Loans & Earning’
Deposits . Govis- Discounts Assets
$ $ . §
49,333
163,093
- '230.6%
148,976
202.0%

‘Date—
Dec. 31, 1940.
Dec, 31, 1945-
%+ Increase_.
Dec, 31, 1947.
% Over 1940.

; $
24,679 0.91
69,115
176.0%
54,636

121.4%

8 .
8,491
11,336
33.5%

78,082 5,635
204,765 72,858
162.2% 1,193.0%
188,437 75,961
141.3% 1,248.0%

Thursday, February 19, 1948"

$£0.03, $3.85 and $2.25 tor 1945 and $54.08, $3.26 and $2.25 for 1947. "Percent increases °*

Feb. 14, 1948, has been as follows:

Chemical

a share). As of Dec, 31, 1947 this
which is above the current asked

) 12-31-47
Continental ; 1
39%

It is understood that, under the proposed plan, the capital, sur-
plus and undivided profits of Continental, if ‘other words its “book
value,” will be distributed to thie stockholders (plus a premium of $1

share has also been at a faster rate, .
‘The market performance of each stock from Dec, 31, 1947 to

~—Bid Prices——

2-17-48
22V,
411

Appreciation
471%
449

5%

book value was $24.56 per share,

price of the stock at this writing.

Some Basic Foods—For Thoughl '

By FRANCIS L.

* Maintains price control ‘program
position. Wants government out

wondering what the outlook for

WHITMARSH* ’

Retiring President, National American Wholesale Grocers’ Association

Asserting no concrete signs of set-back or depression in 1948 exist,
Mr. Whitmarsh, however, cautions year is similar to 1920, when
high prices and business expansion culminated in buyers’ strike.

will not correct present inflated
of bus’ness, and. urges income

tax reforms. Sees need for new capital and extols free enterprise: .
system. . o
This is my swan song. And after listening to me for three years, -

I can well imagine how happy many of you will be for the opportu-
nity to listen to some fresh viewpoints.

A good many of us are
1948 might be. I would like

you to bear
in mind that
what I ‘have
to express
are. .my. own
thoughts and
do not neces-
sarily = reflect
the opinions
of the officers
or governors
of = NAWGA. .
The theme of
of our _con--
vention is that:
1948 will be a-
year. of deci-
sions. It most
certainly will
—and. decisions can be both good
and bad. I honestly don’t believe
‘t is possible for any person‘to
predict with any degree of-accu-
racy beyond the {first few months,
because  there  are. many. factors
depending .upon one another.
There are no' concrete signs, at
this - time, that' would indicate' a
set-back or .a depression for 1948
At least for the first six months
it will be a period of rising -costs,.
materials, transportation, as wgll
as rising prices; Employment will
reach a new high .and. then slow
down as the most urgent produc-
tion demands are met, or as prices
take the urgency out of demand.
1948 will be year during which
you will think and talk about,
and act on more money problems
than'ever. before—as the head of
of a family and as a businessman.
Rising prices - will" affect " your
pocketbook and your ‘bank- b2l-
ances, and you will feel and hear

F..L. Whitmarsh

*An.address. by ‘Mr. Whitmarsh
at annual conference of National

more of the high cost of living.
Debts w1l rise. Business will be
squeezed by a shortage of work-
ing capital and higher  financing

costs, and because of higher opér- -

ating costs the volume of business

you do may result in unsatisfac-'.

tory profit margins. There will
be .inventory problems. ‘because

goods are more costly and will tie .

up more money. I don’t know
where or when the pressure of all

this will ease off, but ease off it .
will, as it always has done in:the : *

past.

Demand sets prices but prices don’t
always set demand. Right now I
see a great parallel with our eco-~
nomic position in- 1920, after .the

‘Prices are going to come down
when the people won’t pay them..

first World -War. - If you-will‘re~ .
member, the demand-in 1920 was .
terrific. when "the récession hitus. . -
The public just decided that priees .
were too high and stopped buying.

When the high prices—arid a lot"

of business organizations as well— .

were washed out, trade was re-

‘sumed but at prices that attracted

customers. “At that time, prices
set the demand. In the 1930s, when

the - big depression-hit-us -and~ '

prices were brought down to a
very low point, there was no buy-
er response anyway. .

The prices. just failed to create
any demand. Here is the big dif-
ference. In 1920, the demand was
stil] there.
up for -five ‘or six years and it

It had.been building

responded to prices, and there fol- :.

lowed nine straight years of im= .’

proving business, filling accumu~

lated and subsequent normal de-

3

mands. ‘By 1930, all demands had *

American Wholesale Grocers As-
sociation, Atlantic City, N. J., Jan.

19, 1948, _ . . _

been met. There was no backlog °

( Continued on page 36)
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- No Recess:on
~ In the Offing

Says - “commodity price slump
does nof ‘mark a recession of the
. 1920-21 type, but, on. contrary,
..will have a sobering effect on
business.

Dr. Jules Backman, Associate
Professor of Econom;cs at New
York Univer-
sity’s School
of Commerce,
Accounts, and
Finance, told
the Pennsyl-
vania and
Atlantic Sea-
board Hard-
ware Asso-
ciation Con-
vention at
Philadelphia
on Feb, 1)
that “The de-
cline in food
prices does
not mark. the
beginning of
the long-awaited 1920-21 type. of
depression,”

“The basic question is not are
these price declines desirable,” Dr.
Backman continued. “By any
standard selected, food prices have
been and are much too high. A

Jules Backman

- decline in, food prices would be|.

.a most healthy development.
Rather, the $64 question is does
this sh arp cut in prices mark the
beginning of a sharp business de-
pression? Is this the repetition of
-the 1920-21 depression which so
many persons have forecast?”

Dr. Backman pomted out that
“a severe price decline in the basic
. commodity markets, if continued,
would have a sobermv effect upon
" business.” However, an examina-
_. tion of the varioys forces at work

led the speaker to conclude “that

. 1948 will - be another good year. |

The basic. force sustaining busi-
. ness. activity wiil continue to be
the large volume of deferred de-
mand, It is difficult to’ visualize
any significant decline in the level
of business activity so long as the
automobile industry can continue
1o sel] all of the cars it produces.
* and so long as the various heavy
durable goods industries, such as
farm  equipment, raxlroad equip-
ment, electrical supplies, and
building. continue to operate at
very high levels, 'While some con-

. cern has been exvressed in con-
nection with bulldmg activity be-|

cause of the-high level of costs
the important point to keep in
mind is that whether building. is
moderately up or down, the gen-

eral level of build:ng activity will |-

continue to remain substantially
higher than it was in the prewar
period. In the efforts to measure
the precise level of this activity,
this fundamental point may be
easily overlooked.”

Dr. Backman warned that “we
cannot ignore the fact ‘that sev-
eral danger spots have been de-

.- ..-veloping in the business structure, |+ -} .-

These include the relatively-high
level of food ovrices, the uncer-
tainty created by the recent de-
clines in food prices. the immi-
nence of a third round of wage
increases, and the development of
some shortages of workine canital,

These areas will have to be closely |

- watched in the months ahead.
Certainly this is not the time to
speculate in inventories or to be-
come overextended . credit-wise.”
The speaker stated that his “op-

" timism for 1948 is tempered hv
the development of these signifi-
cant danger spots, It does not
seem at this time, however, as

.- though those areas of weakness

_ will be sufficient to cause a sig-

nificant reversal of the present

* high level of business activity

during -the first six or eight

months of 1948, I am not pre-

-.dicting that. the: boom will col-

lapse at the end of that period.

" I merely would like to emphasize

that when danger signals are fly-

ing; it. is well to be cautious: -As

./to the “longer; term ' perspective,’

when, ‘as, and if, -some declme
does take place in business aetiyv-

Aity," it will be moderate and' of
| short duration. I do not anticipate

a repetition of the 1920-21 break.
“An ‘analysis of the impact of

the 1920-21 depression’ shows that

able goods industries,” Dr. Back-

| moderate decline of only 5%. On

it was reflected mainly in the dur-

man sald. “Although total indus-
trial productxon in 1921 was 23%.
lower than in 1920, the ron-dur-

able goods  industries recorded- a

the other hand, the decline in dur>
able goods production” was 43%,
and steel - production = fell more
than:'50%. - No “such" decline . in.
durable 'goods - preduction seems:

prohable - in the:months xmmedi—

ately ahead o

Dr.. Backman . reported that
hardware sales are at an all-time
record level. The’ total in 1947
was'$2.2 billion which was almost
4°'times as great as in the 1936-39

.perlod and 2% hmes as great as
during the war years.

Two Wlth Buckley Bros.

* (Snecial to The FINANGIAL OrRONICLE),

LOS ANGELES, CALIF.—
George .~ M. Baumgardner -and
Robert W. Torney have become
associated with Buckley Brothers,
530 West Sixth ~Street. Mr.
Baumgardner was formerly with
Crowell, Weedon & Co. Mr. Tor-
ney was with Herrick, Waddell &
Co. and E. F. Hutton & Co. "~

It’s the old familiar story
of Life Insurance — in Amerlca

T’s an old familiar story, the story of Life
I Insurance. So. old it's easy to forget, so
familiar it’s easy to overlook, so much a part
of our lives it’s easy to ignore. That's why we
keep reminding you. More families kept to-
gether.' More children being educated. Elderly
people living securely.. Millions of dollars for

the development of farms, of utxhues of in- -

dustties, of transportation systems, of roads, of
many worth-while enterprises.

* Best of all an equal opportumty for all. A
better America.

We think Life Insurance is a good busmess :
to be in.

'Seuenty-ﬁve million people are insured in the United States - -
The Jobn Hancock insures more than eight and one-half million — one in every nine

"Total Admittéd Assets . , -

Balance Sheet — Deceinber 3z, ‘19'47

< ASSETS

Bonds and Notes Owned . .$1, 77 149,779 55

. $710,962,291.50 .
36,719,279.69 .

: . .. 86,027,748.63
Public Utilities ... ., 644,465,550.31
Railroads . . , , .. . 128,550,773.47
Industrials .., ', . . 164,424,135.95

Stocks Owned . . . ... . .

Guaranteed or Preferred  $78,001,521.00
, Common ' 14,106,948.36 .

“U. $. Government

‘Dominion of Cnnada

States and other civil
divisions .

92,108,469.36

Real Estate Mortgages . . . . , ,196,650,360.94

Loans and Liens on Company’s
Policies -, . .0, .

'61,843,436.54
. 26,196,830.26

17,077,692.28

Home Office and other Real Estate -

Interest and Rents due and accrued

Premxums due and deferred and
other Assets . . . e o B

- Cash in Banks and Offices . . B
$2,228,963,772.14

32,808,570.10
31,128,633.11

e o e e o . e S o o o

LIABILITIES

Policy Reserve S e B R et g $1,783,547,990.00

" Reserve for Deposits and othcr items

awaiting order or not yet due. , , - 139,220,999.05 -

Reserve for Year's Dividends to

- Policyholders in 1948 .+ & ¥ 30,557,552.00

Reserve for. Death, Endowment and
Disability Claims in settlement ,

11,549,892.39

Reserve for ultimate changes in
policy valuation standards = o ¥

* 45,000,000.00

Reserve for Prepaid Interest,
Premiums and sundry items , {

Reserve for Accrued Taxes .

44,795,597.13
4,669,000.00

Special Reserve for Group Insurance
Contingencies o o+ s N PUR - 3,102,467.08-
a2

Surplus to Policyholders . 3¥34%: . 166,520,274.49
5L §2,028963,772.14

Total to Balance Assets

All Jemrr/m are valued in conformity with the laws of the several States, and as prescribed by the National Association of Insurance Commissioners
/ Securities carried at $495,893.00 in the above statement aré deposxted for purposes required by law
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R;tilroad_

Securities

The new Board of Directors of Chicago, Rock Island & Pacific
lost little time in disillusioning the common stockholders of the reor-,
ganized company. Holders of the new income bonds and the new
5% preferred received, along wrth the delivery of their securities,

cash payments equivalent to in-¢

terest and dividends for the four

years 1944-1947, inclusive. The
effective date of the plan had
been set by the Interstate Com-
merce Commission as Jan. 1, 1944,
although the new company did
not take over operations, and the

new securities were not dated,.

antil Jan. 1, 1948. It had been
expected in many quarters that
the directors would take similar
cognizance of their responsibili-
ties to holders of the new common
stock, which also represents old
bonds,

.In connection with' consumma-
tion of the reorganization and
iisting of the new securities the
company had filed a statement
showing pro-forma earnings -for
the period from the effective-date
of the plan to the consummation
date. This covered a span of four
years and indicated per-share re-
sults for the new common as fol-
lows; 1944, $11.97; 1945, '$8.37,
1946, $5.75; and 1947, $9.13. Out of
such substantial earnings it was
felt that the old bond holders,
now holding common stock, should
be entitled to some consideration.
“This was particularly true inas-
much as the Rock Island during
its ertire trusteeship had heen far
less generous in distributing earn-
ings to the old bond holders as
interest than practlcally any other
major railroad,

Guesses in f1nanc1al mrcles as
to how large a distribution might
be made out of the 1944-1947
earnmgs varied widely, some go-
ing as high as $12 a share. In a
rather petulant statement follow~
ing the board meeting on Feb, 9,
in which he commentmg on
“propaganda Zput out by “broker-
age houses,” President Farrington
effectively blighted these hopes.

He went so far as to say that the’

directors had no intention.of pay-
ing common dividends for ‘the
period 1944 to 1948.. If this state-
ment is to be taken at its. face
value it must mean " that this
vear’s earnings -are-the earliest

from which common stock ‘hold-’

ers may expect any income. No
dividend could be paid on . the

common ouf of 1948 earnings un- |

4il income bond interest and pre-

ferred dividends from earnings of

the same year (payable next year)-
had been declared and set aside, °
¢ Unless there is a change of

heart the common stoek holders of:

Chicago, Rock Island & Pacific

face the ‘gloomy prospect of hav-|

ing to wait at least until quite late
in the current year for any divi-

dend action, and ‘they may have'

to wait until 1949, It is not cus-
tomary for reorganized railroads
. to declare or set aside income
bond interest' or preferred- stock
dividends until the final results
for the year to which the pay-
ments apply are in. Meanwhile, so
far as the stock holders are con-
cerned the more than $35 a share
earned in 1944-1947 is apparently
just so much water over the dam.
Were the Chicago, Rock Island
& Pacific situation an isolated
case it would be bad enough.

Guaranteed Stocks
Bonds
Special Seéuritie,s '

Z’Wﬂ

IMCOR RATED
H GIMIAIITEED RAILROAD STOCKS-BONDS
) ?5 Broad Street New York 4, N. Y.
;. Telephone BOwling GFeen 9-6400
Teletype NY 1-1063

However, this attitude of "appar-
ent disregard for the equitable
rights of the new common stock
holders seems to be fairly com-
mon in the case of new reorgan-
ized railroads, This ‘is particularly
true wheré voting trust agree-
ments have.been set up and there
is no effective way for the stock
holder to protect his interests for
some years af least. Even in the
case of preferred istocks the record
of - the ‘reorganized carriers has
not been a happy one.

Supposedly the .capitalizations
set up by the Interstate Commerce
Commission were. designed to
give reasoynable assurance of divi-
dends _in -reasonably . prosperous
periods. -As a matter of fact, there
have” been. wany complamts that
the reductions in debt and charges
have been too . severe. and ‘that
there was no justification . even
for. . eliminating the old < equity
holders. This feeling was height-
ened by the large cash. surpluses
built up by these roads during the
war.. Nevertheless, we .now have
a spectacle of record traffic vol-
umes and in many instances high
earnings, but what amounts to
almost a mania for keeping swol-~
len cash balances intact. Even
where preferred dividends- have
been paid in full the dates of dec-
laration have in many cases been
erratic. For example, even Chi-
cago & North Western, which has
paid common dividends in every
year since consummation of its
yeorganization _(including 1947)
paid its $5 preferred dividend last
year in two instalments. Although
this dividend had been earned by
a fair margin in 1946 the first
instalment was not paid until
Dec. 1, 1947, The second- instal-
ment was paid on the last day of
the year.. This dividend uncer-
tainty that is characteristic of
most of the reorganized carriers
has had a serious adverse influ-
ence on public‘conﬁdence in thege
securities, as is quite obvious from
just a casual glance at.recent rnar-
ket quotatlons . i

Flrm Name Is Now
Geo. A. McDowell & Co.

DETROIT, MICH.—The broker-
age firm of Mercier, McDowell &
Dolphyn will hereafter be known
as George A. McDowell & Co.,
according - to -announcement made
by representatives of -the House.
Partners will be unchanged. C.
Edwin Mercier, Roger G. Dolphyn
and Mackenzie ‘C. Baird will con-
tinue in their present capacities.

Organized in' March, 1943, by
Mercier and McDowell, at which
time they became members of the
Detroit Stock Exchange, the firm
has been actively indentified with
many popular local issues includ-
ing Gerity-Michigan. Corporation,
Sheller ‘Manufacturing, Electro-
master, and others. The company
offices are in the  Buhl Building
with a branch office in Mt.
Clemens in charge of ' Ray B.
Davies. 1

Georgé W. Byram Now
Is With Arthur V. Grace

(Special to-THE FINANCIAL CHRONICLE)

‘CLEVELAND, OHIO — George
W. Bryam has become associated
with Arthur V. Grace & Co.,
Union Commerce "Building. Mr,
Byram in the past with.George
I. Griffith & Co. and prior there-
to: conducted his own investment
business under the flrm name of

Byram & Co.

|Commodity Prices .

And Business

By COL. HERBERT G. KING

Member, New York Stock. Exch.|-

Col. King. contends commodity
price break will have salutary.
effect and investors, therefore, .
should not sacrifice holdings.

The break in commodity prices|-

will have a very salutary effect
upon world economy and those
mvestora who became {rightened
and sacrificed
their holdings
of good com-
mon stocks
will regret. it.
First of all,
the prices -of
commodities

are: still . far}:
‘above thef

" levels neces-,

sary ‘{0 bring |

prosperity 10
the, farmers
‘an'd’, producs
ers  With

“ known. 'goy=f
ernment “sup- |

Col, Herbert G. King -.
port; ther e

was no danger of these levels be-- .
ing broken, Commodity prices had | .
soared so high that they were act- | .

ing as a brake upon general busi-
ness.. The public felt that prices
were too high and were confining

their purchases to absolute neces-|.

sities.

With lower prices, businhess ac-
tivity is bound to mcrease The
labor picture will improve..
wave of- increased' wage demands
has been ciscouraged and strikes
have lost their appeal to even the
boldest of labor leaders, -With im-.
proved labor relations, lower costs
for raw materials, mcreased busi-
ness)actlwty and the great back-
logs and continued demand for
products, companies,are bound to
make money. The outlook for a
renewed public interest in stocks
is bright for a great deal of capi-
tal will gravilate to the’ stock
market as the best place for m~
vestment and return.

The Europedn situation will be
greatly -benefited as the - prices
paid for our produtts were - con-
siderably . higher than_had" been
anticipated ‘when we “negofiated
our loans and the credits were be<
ing used too quickly. Now™they
will last-longer and give: Europe |-

i a better. chance to get on its-feet..

~Withthe-cost of*living: ‘down,

i and . the ‘fear. of unbridled: mfla-

tion and its-attendant evils.of raZ

tioning “and black markets* 1o

longer ' present, .the domestic snt—
tation will be-much brighter.:

very good base for several years‘
of business. prosperity. .i§.: being.

made. ' The-- future -

looks
brlght indeed.

.

Lioyd Jammer Joms
Boettcher in Chicago

" (Special to THE FINANCIAL CHRONICLE).
CHICAGO, ILL. — Lloyd R.
Jammer has become associated
with Boettcher & Co., 135 South
La Salle Street. He was formerly
an officer of R: S. Dickson & Co.;
Charlotte making his headauar-
ters in the firm’s. Chicago offlce

Donald H. Ricker With
Bache in Minneapolis -

(Speclnl to THE FINANCIAL CHRONICIE)

MINNEAPOLIS, MINN.— Don-

.very

ald H. Ricker has become asso-
ciated with Bache & Co.; Minne-|

apolis Grain Exchange Bulldlng
In the past he was an OfflCEI‘ of
J. M. Dain & Co. :

With Shields & Co. .

(Special to THE FINANCIAL CHRONICLE) ‘_

CHICAGO, ILL. — William.D.
Bost- has - joined the staff :of
Shields & Co., 135 South La Salle

Street.

The.

|is a'large and important field. We

By HOMER

of U. 8. economy, poinis out its

enough “seed cern”

responmbxlmes that are ours.
) political and -
business lead~
ership must
work together
toward better
things for -all
. our people.
‘Cooperation’
requires . mu-
tual - respect
©. and. integrity:
:Cooperation
cannot be
~found in' the
" statute. books.
" Fundamental~
» ly it:is recog-
‘ nition.and ac-
¢« ceptance.of
the problems of the other fellow,
1t is present only in free countries
like- ours,
If today s leadership is.not qulte
measurmg up to the requirements;
and 'the demands upon it, it does
no good . to-attempt to place the
blame. It simply means all of us
must take stock and return to that
spirit which. we ~know gave us
America, It will require greater
appreciation of each other’s prob-
lems by government, industry,
commerce, labor and finance.
One of the elemental purposes
of the Association—which s the
trade body of member firms of
the New York Stock Exchange—
is to be a sounding board of busi-
ness thinking. Its Board' of Gov-
ernors attempts to familiarize it-
self so far as possible with con-
| ditions -all ‘over the country so
that its decisions may : represent
the broad thinking of our industry
and-of business. Thus our organ-
ization is a true democracy, basec
on- the old town meetmg concept
and: streamlined to meet modern'
conditions.

-0ur decisions for a long time
to: -come; will+ be: ‘influenced by
what - ‘we:, have observed . ‘and
| learned. -here. “'We- will - have "a

Homer A anas

ings’of our industry in-the South-
east-—and a . better understanding
tofiits relationship- fo* the -welfare
of: this section: of :our country-and
of the country as a-whole.

“ The Stock. Exchange. industry ‘is’
'composed of several hundred rela-
tively small units.  But in total ‘it

are ‘an- integral part of the. econ-
omy- .of :the  United States. We
have played a big part in provid-
ing the machinery through which
venture capital—in all degrees of
risk—has flowed to the industry
and commerce of America as it
was needed. We fully expect to
be able to continue. to perform
this important function. We are
constantly striving to do it better.
We are making progress.

“Demand For Venture Capital .

We hear. a great deal today of
the.. extraordinary demand for
venture capital  fpr - American
business.  This demand. 'springs
from both old and new businesses,
The demand ranges from some of
our best known.companies oper-

small, local enterprises.

Venture capital is the new
blood. of business; the insurance

“Remarks by Mr. Vilas before
a Joint..Meeting of the Atlanta
Chamber- of - Commerce and the

broader. knowledge of - the 'work-|]

ating ‘all .over the world down to|.

Association of  Stock Exchange

| Firms, Atlanta, Ga., Feb. 13, 1943.

Venlure Capital—"Seed Corn”’ ol
| Our Economy

A. VILAS*

*_ Partner, Cyrus J. Lawrence & ,Sons
President, Association of Stock Exchange Firms

- Mr. Vilas, in stressing stock exchange mdustry as integral part

importance in providing venture

capital to insure vitality of future. Says we are not setting aside
in form of venture capital, and problem
“cries out for solation.”
. If the United States is to continue to grow and progress in the
pattern which has been set in the past—if our pattern of freedom is

to prevail—we must accept more seriously than ever the tremendous
We who' undertake to assume that

of vitality in the future. I am
sure that everyone in-this room,

like myself, has received and read . ;

some of the excellent studies pre-
pared by reputable ' quarters on
this fundamental subject.

I .am’ not.going to take yolr
tlrne and try to.add to.the excel-.
lent literature that you- have.in ",
your own desks. - Hawever, I'.do. -
like to' pull these prob’lems_‘dowri
to earthy terms and common un-
derstanding.. You:may not know
it, but' I spent twenty-two years:.
of myy life on a farm; a real dairy.
farm with ‘no Saturday closings. '
One " of “the thmgs that every
farmer knows is the neceSSIty of
setting aside the “seed corn.” The '
farmer who fails to provide it or
the farmer who eats it up gets
into trouble :

Venture Cap:tal Is “Seed Corn”

' To. me - venture- capital  is the
“seed corn.” :Some will sprout a.
rich crop of new .products ‘and.
wealth for the entire community;
some of the seed will fail to
sprout, which is the factor of risk,;

In. this connection, .the figures:
on savings on a. national basisf
for the last four years are a suf+¢
ficient warning to.me that we are;
not settmg aside - enough “seed’
corn.” " In 1944 we saved thirty-’
five billion, "six hundred million
dollars, or 21.6%  of our national
income. Last year we saved only -
eleven billion,. two hundred mil-
lion dollars, or only 5.6% of our
national income;

To my mind that ‘simple sta-
tistic’ points up-this entire prob- .
lem of- venture- capxtal and cnes‘
out-for’ asolution. - )

As citizens who 10ve theu: coun=;

iry, Yatber than ds. ‘members of -
the"securities industry, we ‘should;

keepthis ‘matter before our con-’ """’

greSSmen regardless of _political:

nlenty’ of “seed corn” for the

future

Penmglon, Golket & Go."
To Admit Horton, Smith

. PHILADELPHIA, PA.—Arthur
Horton and W. Albert  Smith, Jr.
will become partners in Pening-
ton, Colket & Co., 123 South Broad®
Street, members of the New York.
and Philadelphia Stock Exchanges
cn March 1. Mr. Horton is man-
ager of the bond department’in
the firm’s Philadelphia’ office.

John: S. P. Makiver, general
partner, and -G. Dawson  Coleman-
and Edwin H. Vare, Jr., limited
partners will retire from the f1rm
on’ Feb 29.

Remholdt Gardner Add i
Christophel, Hayward .

ST.- LOUIS, MO.—Reinholdt. &
Gardner, 400 Locust.Street, mem-.
bers. of - the New York and St.
Louis Stock Exchanges, will admit
Arthur- A. Christophel and- John
H: Hayward to partnership-in the
firm on March. 1. Mr.. Christophel
is Sales Manager for:. the firm,
with which Mr, Hayward has also
been- associated for some-time,

i tantly “urge " the: 7
study ‘and Tevision of ¢ur tax laws, . -
‘to’:the” ‘end ' that "'there: may be,j

pitized for FRASER .
p:Hfraser.stlouisfed.org/-




Volume 167 Number 4674 - THE COMMERCIAL & FINANCIAL CHRONICLE o (811) 15" |

A

7 $85,000,000
. State of lllinois
134% and 2% Service Recognition Bonds Series B

Dated March 1, 1948. Principal and annual interest; May 1, (first coupon due May 1, 1949), payable at the office of the State Treasurer in
Springfield, Illinois. Under existing arrangements with the Treasurer of the State, both principal and interest on these bonds may,
at the option. of the holder, be collected at the' Continental Illinois National Bank and Trust Company in Chicago or The
Chase National Bank in New York. Owing to the lack of express legal authority the continuance of the holders’
option of collection in New York or Chicago cannot be guaranteed but the discontinuance thereof is
. Dot anticipated. Coupon.bonds in' denomination of $1,000 registerable as to principal if desired.
" Temporary ‘bonds will be delivered pending issuance of definitive bonds.

Interest exempt, in the opinion of counsel, from all present Federal Income Taxes

-+ Legal Investment, in the opinioni ‘of counsel, for Savings Banks and Trust Funds in New York,
: ; Illinois, Ma‘sggchpségtts, Connecticut and certain other States

A THESE S%ERVICE RECOGN'ITION BONDS;;‘t‘hé“':{iHal-part of an authorized issue of $385,000,000 ratified at an election held November 5,
o 1946, will, in the opinion of counsel, constitute full faith.and credit obligations of the State of Illinois. Certain special taxes are specifically -
-~ pledged-and general property taxes may be levied without limit as to rate or amount on-all the taxable property within the State to provide

“funds for-the payment of principal and interest:on these bonds,

- AMOUNTS, MATURITIES AND PRICES -

' ' : - ~ Coupon To Yield
Amount = | 7 Due - - Rate or Price

$7,700,000 ~ May 1, 1956 = 2%  1.75%
., TT00000 . May1,1957 2 185%
© 7700000 May1,1958 2 . 195%
7,700,000  May1,1959 2 . 100 -,
8,000,000 May 1, 1960 . 2 991,

Acc
(jﬁered *fof‘délivéry»iéh,én,, 'iz's,"a'ni'i? issued and received by us and subject to approval of legality by
< Messrs. Chapran and . Cutler, Attorneys, Chicago, llinois. :

# The offering circular may-be obtairied:in - any’ state from only such of -the underwriters, including the undersigned, as may,
legally ‘offer these bonds in such State. " ' C

 Harris Trust and Savings Bank -~ The Northern Trust Company - Continental Ilingis National Bagléand]Trust Company, - The First National Bank of Chicago
; 3 . . ” . OF CHICAGQ: .

The Chase National Bank Bankers Trust Company  The National City Bani: of New York First National Bank Bank of America Guaranty Trust Company of New York _AHalsey, Stuart & Co. In¢; -

, New York N. T. & S. A. ,

Chemical Bank & T{ust Company ' The First Boston Corporation . - Sm{lh, Barney & Co. Blyth& Co, Inc. ~ Harriman Ripley & Co; | Lehman Brothers -

) _ ) ‘Incorporated] . ., v , o
Glore, Forgan & Co. Drexel&Co. ()], Devine &Co. Kidder, Peabody & Co. Phelps, Fenn & Co. Blairt& Co‘."‘ Union Securities[Co:poration
o - ’ ‘ 2 :

“Salomon Bros. & Hutzler Harris, Hall & Company - A. G. Becker &Co. . Central Republic Company} ~ A. C. Allyn and Company Mercantile-Commerce Bank and Trust Company

(Incorporated) , Incorporated (Incorporatcd) * Incorporated

Vi Ty

John Nuveen & Co.. - The llinois Company - : Paine,- Webber, Jackson & Curtis Merrill Lynch, Pierce, F‘ennei & Beane R. W.;Piessprich & Co.
Barr Brothers & Co{lp‘c. - Equitable Securities Corporaticr.” - Estabfook &Co  F.S.Moseley &Co. . R.H. Moulton & Company . Lee Higginson Corporation

- Braun, Bosworth & Co. First- of Michigan Ccrporationi - ‘The First National Bank American Trust Company Sealtle-First National Bank
7. Imcorporated oot . T CF PORTLAND, OREGON San Francisco: o

“-.~Incorporated - .°

‘Stranahan, Harris & Co. “2. B.J.Van Injen & Co, lnc g Weeden & Co,, Inc. William Blair & Company - Alex. Brown & Sns C.F. Childs and Company

Incorporated

&

g :'.Egs.lmén',‘ Diﬂnn & Co 5 i_fallgérlieh &Co _ o *mplnll, Noyes & Co == Homblower & Weeks The Milwaukee Company [Otis & Co, 1The Wisconsin Company

o d Adams, McEntee & Coc ‘Americ_aﬁ National Bank and Txust_(,fomp'ahy'_ﬂ.ﬁf Ba'_con,_-”S‘tévénson &Co.  Bacon, Whipple & Co. California Bank City National Bank & Trust Co. ~ Coffin & Burr

" ‘lnc_orpdrate'd . . OF vCHlCAGO . . Los Angeles Kansas City . lnco_rporated

Juhen Collins & Cohpény “ t(y,f;)mmerce Trust Coupany - Crutt_éﬁdé'n & Cof Pl H, Davis & Co. - R.S. Dichson & Company - - Francis k. DuPont & Co. -~ Geo. B. GiBbom & Company-

, W ol St Incorporated Incorpdrated
-‘ :Graha\'m, Parsons & Co.- - Heller, Bruce & Co. -~ Kean, Taylor & Co." ; Kebbon, McCormick & Co. ~ Martin, Burns & Corbett, Inc. ~ Roosevelt & Cross, Inc. ~ L.F. Rothschild & Co.
- Schoellkopf, Hutton & Pomeroy, Inc. - . - Stern Brothers & Co. -~ - - Trust Company of Georgia ‘ Whiting, Weeks & Slubbs '

_February 18, 1948 -
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"L J. Buschle Is With
- §, A. White & Company

(Bpecial to TuE FINANCIAL CHRONICLE)
CINCINNATI, OHIO—Lester J.
Buschle has become associated
with J. A. White & Co., Union
"Central Building.. He was for-
merly in the municipal and cor-
porate trading department of Ed-
ward Brockhaus & Co. with which
he had been associated for many

years.
With Akin-‘Lambert Co.

(Special to Tre FINANCIAL CHRONICLE)

LOS ANGELES, CALIF.—
Robert W. Bethke has become
connected with Akin-Lambert Co.,
839 South Spring Street, members
of the Los Angeles Stock Ex-
change. In the past he was with
Sutro & Co.

Prespectus wpon request from
yoor investment dealer, or from
NATIONAL SECURITIES &
RESEARCH CORPORATION
130 BROADWAY, NEW YORK 5, N. Y.

Manhattan
Bond Find

INC.

Ke}rstone
| Cugtoclian .
 Funds

Certificates of Participation in
INVESTMENT FUNDS:

' iéiuting tl.\ci_r capital 1

IN e
BONDS
‘ (Series NBI_-B27B5~BA)

Il PREFERRED STOCKS

i (Series K1-K2) .

COMMON STOCKS
(Series 51-82-33.§4)

. Prospectus from ~
grour local investment dealer or

The Keystone Company
of oston’ .
50 Consress Street
Bonon 9, Massacl’nuse,m
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By HENRY HUNT
“Buy A Portfolio”

“Buy a portfolio instead of a single issue” is a phrase cqined by
Douglas Laird of Nationa] Securities & Research Corp. The idea has
much to recommend it. If you can
way Bernard Baruch can, you don’t have to

-pick an individual security the
buy a portfolio of securi-

vestors are gifted with Mr. Ba-
ruch’s talents in this’ direction or
aave access to his sources of in-
{ormation. In fact, most investors,
left to their own devices, have
he unhappy faculty of buying
either the wrong security or the
right security at the wrong time.
The slogan, “Buy a portfolio in-
stead of a single issue,” applies
particularly to investors with lim-
ited capital. He is the one who

.| can least afford losses, but gen-

erally suffers the largest, on.a
percentage basis. He is the one
who ought to be satisfied to".ob-'
tain average results, “but  often

tess rat-hole in an  attempt- to
nake a small killing.. Should he
select a bond, a: preferred, or: a
common stock, “on his' own” “he
night pick a “lemon.”. However,
‘f he puts his money into a mutual
fund, whether its portfolio con-
ists of bonds, preferreds or com-
mon stocks, or a’combination of
all three, he is virtually assured
of at least average results.

The income from a’ portfolio of
securities is far more dependable
than from a single issue of the
same class. As the Keystone Com-
sany of Beston aptly puts it: “Any
individual security may decline
and disappear, but the various
classes of securities are as inde--

There is no way of knowing what
any* individual .security may  do,
but the long-term action of a class
of securities under given condi-
tions may “be predicted with a
reasonable degree of accuracy.

“A mutual fund, with the ad-
vantages of selection, diversifi-~

source return, is logically a more
conservative investment than- is
any individual security in its port-
folio.-: To match 'the quality char-
acteristics of any mutual- fund

must. select  this. security .from- a

ties. Unfortunately, very tew 1n-<¢

pours his money down -a bottom-:

structible as the market: itself.;

cation, supervision,.and multiple-

with "an individual ‘security,” we [

higher class, and ‘even then we.

istics. And, when we have selected
this individual security, we find
that its cost is materially higher,
the return is lower, and the pos-
sibility of appreciation in rising
markets is less.”
A Simian Simile

As anxious as a monkey peeling
and peeling an onion as he tries
to {ind the edible part.

Inflation Spiral Over?. )
.~ A topping-off of the nation’s
price inflation may be imminent
or already under way, according
to the .February Investment. Re-
port of Group Securities, In¢, .-

“It has become clear,” the re-
port continues, “that stock prices
have remained low in relation to
‘earnings -and dividends because
investors have ' been “afraid that
present high earnings would. not
last but would be squeezed by
higher wages and higher material
costs. ' Investors are, not likely to
become aggressive buyers of stocks
until they are convinced that the
vicious spiral of wages and prices
‘is:nearing its end. For this-reason
we find encouragement in any in-
dications, such as those mentioned
above, of a reversal of the long
inflationary trend.

“Common stocks of leading com-
panies in the durable and capital
goods - industries remain-the most
sharply - undervalued. There' is
good reason to:expect that se-
lected .companies in-the following
industries ‘will, in ‘1948, equal or
exceed. their high earnings of
1947:. - agricultural, automobile,
building, electrical equipment,
industrial \machinery, railroad
equipment, railroad . stock’ and
steel.  Their stocks appear to be
at bargain levels.. Aviation shares,
more speculative, are attractive
‘for long-term appreciation, while
chemical . shares - offer. excellent
assurance of long-term growth.”

$100,000,000 * Lost stk
-"‘Over"a’luncheon ‘table’. stiortly
after the formation of U.-S. Steel,

cannot match all of the character--

Andrew Carnegie once said to the

i
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A prospectus relating to the shares of ‘any of- these scparate
invvestment funds mav-be obtained from the undersigned.

3, SANDERS & COMPANY
111 DEVONSHIRE STREET -
' BOSTON '
CHICAGO. - -
¥20 South LaSalle Street

!

' LOS ANGELES
210 West Seventh Street

1Prof.

elder J. P. Morgan: “You know,
J. P., I think I should have asked
you $100,000,000 more for my steel
properties.”

“If you had, I would have paid
it,” was the financier’s reply.

It is said that the Scotchman
failed to epjoy the balance of his
lunch.

Railroad Outlook

Hugh W. Long in his February
“New York Letter” comments in
part on the railroad outlook as
follows:

“For 1947, the country’s rail-
roads will shortly report net in-
come of some $460 million. In
1946, railroad earnings were $288
million. Even.these were good
eiamings, as the table below makes
clear.

Railroad Net Earnings—Prewar
Years (in Millions)
1940___$188.9 1937...-$ 98.1
1939._. - 93.2 1936_.. 164.6
1938... 123.5 deficit 1935__.. 7.5

“In October, 1947, the railroads
were: given a 10% rate increase,
which. was_ sufficient ‘to "absorb
that year’s wage increases. Ef-
fective January, 1948, -another
10% rate increase was . granted.
Most-of this will go toward im-
proving 1948 earnings. If railroad
traffic in 1948 is about the same
as in 1947, the railroads’ net in-
come in 1948 should be in excess
of $600 million even if further
cost -increases : are - encountered.
This would 'be 30% better than
the excellent 1947 earnings.

““There are several segments of
our ‘economy. about whose 1948

activity few will quarrel. (1)
There should be a demand for all
the products that the farmers can
produce. (2) Steel supplies are so
short that if some customers re-
duced demands, others—domestic
or foreign—would take their
place. Thus, a high rate of steel
output may be expected. (3) The
need for housing throughout the
country is desperate. Although a
good deal of building was done in
1947, the number of dwellings
‘erected was less than the number
of new families established in
that year. The prospect, therefore,
is for an increase in building ac-
tivity in 1948, (4) The shortage
of automobiles needs no comment,
nor does its significance in terms
of the outlook for auto industry
activity. (5) Fuel is short—coal
as much as oil—even though coal
is being mined at a high rate.
“To an astonishing extent, these
industries are responsible for the
leyel of railroad traffic. In 1946,
for instance, they accounied for
more than three quarters of orig-

outlook for these industries virtu-
ally assures the railroads of an-
other year of heavy traffic.”
Pays to Advertise
Looking for new leads, Herzog

one-column ad in the Sunday New
York “Times” -offering ' investors

free copies -of National Securities

400 replies from a single insertion | :
of the ad.

Reporied Duich Government Requisitions Dollar
' Securities

A:ssociafkgd.Press announces Dutch Minister of Finance will reqﬁife
surrender by domestic holders of U. S. securities as step to avoid
- dollar crisis.

‘An Aésoci:a.ted Press despatch from the Hague, Netherlands, on ' *
Feb. 18 states that the Dutch Minister of Finance, Prof. P. Lieftinck,
at a session of the Dutch Legislature, has announced that, in addition

to an immediate reduction of U,

S. imports, ‘the. government would

requisition all .
U.S.dollar
securities in
private ‘pos- "
session of
Dutch resi- .
dents, in or- -
der to avoid:a.
dollar -crisis.
5 Lief-
tinck did -not.
explain .the
means to be
used to put
the proposed
decree ‘into
effect, but he
stated that the
Duteh - Gov- -~ -
ernment was prepared “to .do
everything possible to prevent an
industrial depression, even to the
extent of sacrificing the nation’s
gold reserves. = s T
There have;been. various esti-
mates of Dutch holdings of dollar
securities,” and, af various times

s

Pieter Lieftinck

WELLINGTON
<@y FUND

New and larger quarters for 1
WELLINGTON FUNDA‘
and W. L. Margan & Company
1420 Waknut " Street,
Philadelphia 2, Penna..

Telephones: PES-0851, 56771, - -~/

'
i

: during  the -last -two years, there .- '

were - rumors of “liquidation of
these’ shares 'in the New York '«
market. However, although - the -
extent of the Dutch held U. S.'
securities is not known, it is esti-
mated that the value still may
exceed $1 billion. P

During 1947, in order to en- .
courage voluntary liquidation, the |
Dutch . . Government offered . -to
compensate Dutch sellers of Amer-
ican securities with new govern-
ment bonds payable in guilders,

1 but linked to the dollar. The plan,

however, is said to have met with
little success and few securities.
were exchanged.  Under the plan,
also Netherlands residents who
owned American securities in the
United States were permitted to
'effect switches from one U. S: se-
curity to another, but 25% of the
dollar: amount of the exchange .
had to be offeredto the Nether--
lands Bank to'be exchanged for
guilders with only the remaining
75% available for repurchase of  :
“assets in.the Unjted States.

eris10ns
g

INVESTORS SELECTIV
FUND, INC.

Dividend Notice
The Board of Directors of Investors Selective
Fund, Inc., has declared o quarterly divi-
dend of seven cents per share payable on
March 20, 1948, to shareholders on record
as of February 28,'1948.
S 5 EE

—
Principal Underwriter and
Investment Monager '

~ INVESTORS SYNDICATE

Minneapolis, Minnesota

Crabb, Pr;ﬁrlem

inated freight tonnage. The good "'

& Co. recently ran a three-inch, : :

& Research Corporation’s “Fore- |
| cast for 1948.” He received nearly



Volume 167 Number 4674

THE COMMERCIAL & -FINANCIAL- CHRONiCLE

®13) 17 |

NEWS ABOUT BANKS

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

|| AND BANKERS

Y

Bank of New York at 48 Wall Street, New York, has announced
the following promoticns: J. S. McAhster Jr., Louis C. Owens, Jr.,
and ‘A. C, Stousland were appointed Vlce—Pre51dents Mr, McAhstm

J. 8. McAlis.ter, Jr.

Louis C. Owens, Jr.

A. C. Stousland

is in charge of Southern territory, Mr, Owens is in charge of New

England interests, and Mr. Stous-
land is head of the Foreign De-
partment. Appointed as Assistant
Vice Presidents were Earl G.
Holmes and Harvey E. Mole, Jr.,
Investment Officers, and LeRoy A.
Clark, Jr. of the Bank’s Madison
Avenue Office.

* #* &

A proposal which will result in
‘the business of the Continental
Bank & Trust Company of New
York being joined with that of
the Chemical Bank & Trust Com-
pany of New York has been made
to the former institution in a let-
ter sent to them by N. Baxter

N. Baxter Jackson John K. McKee
Jackson, Chairman of the Chemi-
e¢al Bank & Trust Company. Mr.
Jackson stated that the directors
of The Continental Bank & Trust
Company have advised that the
terms set forth in this letter are
acceptable to them and -that a
stockholders’ meeting will be
called shortly for approval The
proposal as submitted is also sub-
ject to the approval of the Super-
intendent of Banks and the Bank-
ing Board. Following the consoli-
dation of the business of The Con-
tinental Bank & Trust Company
with that of the Chemical Bank
& Trust Company, the main office
of The Continental at 30 Broad
Street will become the Broad
Street Office of the Chemical,
which will give it a more conve-
nient location for serving many of
its customers in the financial dis-
trict. The Chemical which has
always had a large textile clientele
has for some time wanted an of-
fice . in the textile district on
Seventh Avenue. The branch of
The Continental at 38th Street and
Seventh . Avenue provides this.
“The branch at 345 Madison Avye-
nue also gives an additional loca-
tion for serving the Grand Central
area. _

John K. McKee, President of
The Continental, has been asked
‘to becomne a senior officer of the
Chemical Bank & Trust Company.
All other officers and employees
will also be invited to join the
organization of the Chemical. It
is stated that the directors of the
latter will be increased from 22 to
25 and that three of the directors

of The Continental will be elected ,

to these places. An advisory board
will be ‘established for the Broad
Street Office, which will be made
up of the directors of The Con-
tinental Bank & Trust Company.
Mr. McKee will be asked to be-
come’ Chairman of this board.

* * * -

The Brooklyn “Eagle” of Feb.
14 reported that Leo. M. O’Neil,
President of- the East Brooklyn
Savings Bank of Brooklyn, N, Y.,
has announced . that Selden T.
Williams has been named a frus-
tee of the bank.  He is President
of the Scoville Manufacturing
Co. of Brooklyn.

* * *

The Union Bank of Switzerland
at Zurich, announced on Feb, 17,
the receipt of advices from the
head office as follows:

“The Board of Directors in its

| meeting of Feb. 13, 1948, ap-

proved the statement of condition
of the bank as of Dec. 31, 1947 and
the income statement covering the

'year 1947. Total Resources of the

Union Bank of Switzerland at the
end of 1947 amounted to Sfrs.
1,413,591,668, as compared to Sfrs.
1,318,972,498 at the end of 1946.
The Net 'Profit for 1947 amounted
to:Sfrs. 4,137,629, to which is add-
ed the carry-over of Undivided
Profits from 1946 in the amount
of Sfrs. 3,406,271. The corre-
sponding figures for 1946 were,
Net Profit Sfrs. 3,610,388 and
carry-over of Undivided Profits
Sfrs. 3,150,882.

“The Stockholders Meeting will
take place on Feb. 27, at which
occasion the Board of Directors
will recommend to the stockhold-
ers the distribution of a dividend
of 6% on the Stock Capital of
Sfrs. 60 000,000, as was done last
year.”

W. H. Stalder is the bank’s rep-
resentative in New York.

% !H *

The New York State Banking
Department approved on Feb. 6
a certifcate ,of increase of stock
of the Bank of Athens Trust Com-

pany of New York from $650,000 |

consisting of 65,000 shares of the
par value of $10 each, to $700,000,
consisting of 70,000 shares of the
par value of $10 each. The bank
is located at 205 Waest 33rd
Street.

% * %

F. Irving Walsh, Vice President
and a director of the Plainfield
Trust Co. of Plainfield, N. J., since
1928, died on Feb. 13 after an
illness of several months. Born
in New York 57 years ugo, he
had lived in Plaintield since Loy-
hood, said Plainfield advices to
the Newark “Evening News” of
Feb, 14, which further stated:

“Mr. Walsh joined the staff of
the trust company in 1905 and in
1913 was made Assistant Secre-
tary .and Assistant Treasurer, He
assisted in the formation of the

Elizabeth Chapter of the Ameri-
can Institute of Banking and in
1923 served as its President. He
also had served as President of
the Union and Somerset County
Bankers’  Association, now the
Middlesex, Somerset and Union
Bankers’ Association. He was g2n-
eral chairman of the first joint
banking and trust conference of
the New Jersey Bankers’ Associa-
tion.
* * £

On January 30th common capi-
tal stock of the First National
Bank of Tom’s River, N. J., was
increased from $550,000 to $575,-
000 by ‘a stock dividend of $25,-
000.

& ® *

The placing in voluntary liqui-

dation . of the Forbes National

‘| Bank of Pittsburgh, effective Dec.

19 was recently reported by the

| Office of the Comptroller of the

Currency. The bank, which had
a capital of $500,000, was  ab-

sorbed by the Mellon National

Bank & Trust Co. of Pittsburgh.

Reference to the plans of the lat-’

ter to take over the Forbes Na-
tional appeared in these columns
Nov. 27, page 2193.

The First National Bank of
Wilmerding, Pa. (capital $500,000)
also absorbed by the Mellon Na-
tional Bank & Trust Co., was
placed in voluntary liquidation on
Nov. 28.

# * *

The First National Bank of
Scranton, Pa., announces the elec-
tion on Jan. 13 of Leon Ehrhardt,
Kenneth A. Burdon, William B.
O’Brien and John F. Murphy as
Vice Presidents; Walter B. Kra-
mer as Assistant Vice President,
and Chester A. Beitzel as Assist-
ant Cashier. G. d’Andelot Behn is
Pre51dent of the bank.

£ * £l

Announcement was made on
Jan. 20 by the Mercantile National
Bank of Chicago of the election
to the Board of Directors of Paul
C. Clovis, Pres1den‘t of the Twen-
tieth Century Press;'Inc. and Karl
Fischer, Vice President, Execu-
tive Department of the Chicago,
Burlington & Quincy RR. Co. At
the same time the following ap-
pointments to the official staff was
made known: Peter F. Kaufman,
Assistant = Trust Officer; Miss
Marion E. Edgren, Assistant Sec-
retary; Albert A. Lentsch, Assist-
ant Auditor, and William ‘W.
Wegner, Manager, Consumer
Credit Division.

ot & #' *

Howard P. Parshall, President
of the Commonwealth Bank of
Detroit, Mich., recently announced
the death on Jan. 17 of the found-
er, former President and Chair-
man, Frank Wolf.

# * *

The office of the Comptroller of
the Currency recently reported
that the capital of the Security
National Bank of Battle . Creek,
Mich., was “increased, effective
Jan. 5, from $400,000 to $600,000
by the sale of ¢200 000 of new
stock.

Through a stock dividend of
$100,000, the First National Bank

at Bessemer, Ala., increased its |’

capital, ' effective Jan. 16, from
$100,000 to $200,000.
» * *
The Anglo Bank 20-Year Club,
composed of staff members of the
Anglo California National Bank of
San Francisco with twenty years
or more of service, held its an-
nual banquet on Feb. 7 at the
Palace Hotel in San Francisco.
Seventeen new members were in-
ducted into the club and 36 re-
ceived jeweled pins emblematic
of their graduation into 25, 30 and
40 year classes. The Club now has
189 members. Edwin A. Gum-
binger, assistant manager, Mont-
gomery - Street Office, San Fran-
cisco, is President.
* »* *

John D. McKee, member of a
pioneer San Francisco banking
family, died on Feb. 6, at the age
of 82. Up to the time of his

death he was still active as Chair-

man of the Board of the Ameri-
can Trust Co. of San Francisco,
said the  San Francisco “Chron-
icle” from which we also quote:

“Mr. McKee was born here on
Sept. 29, 1865, the son of the
late John McKee who in 1850
formed with D. J. Tallant the pri-
\éate banking house of Tallant &

0. . '
“He joined the firm in 1885 as a
clerk and upon his father’s death
in 1893 became Cashier. The firm,
now known as the Tallant Bank-
ing Co., was sold to the Crocker
National Bank in 1898.

“Shortly thereafter Mr. McKee
and others organized the Mercan-
tile Trust Company of San Fran-
cisco. He became successively
Cashier and Secretary, Vice Presi-
dent, President and Board Chair-
man. In 1927 this company and
the American Bank merged, to
become the American Trust Co.

“Mr. McKee was President of the
California-Oregon . Power. . Co.
from its organization in 1920 until
it was taken over by the Byllesby
interests in 1926.

“In addition to his banking in-
terests, he held directorships in
the Pacific Gas & Electric .Co.,
the Hutchinson and the Paauhau
Sugar Plantation .Companies of
Honolulu, the Russ Building Com-
pany and other corporations.”

Mr. McKee had also for many
years been active in the Musical
Association of San Francisco.

Caldwell-Phillips Adds

(Special to THe FINANCIAL CHRONICLE)

ST. PAUL, MINN.—Paul 'B.
Bremicher, Jr. has become asso-
ciated with Caldwell-Phillips &
Co., First National Bank Building.
He was formerly with Smith,
Barney & Co. in New York.

. Massachusetts,

$85 Million Hlinois
Bonus Bonds Issue

Placed on Marke!

Offering of $85,000,000 State of
Illinois 1% % and 2% service rec~
ognition bonds, series B, was made
Feb. 18 by a banking syadicate
managed by Harris Trust and
Savings Bank, T'ae Northera Trust
Company, Contirental Illinois Na-
tional Bark and Trust Company
of Chicago, The First National
Bank of Chicago, and. Halsey,
Stuart & Co. Inc. . The offering
consists of $30,800,000 of 134%
bonds maturing from May 1, 1950
to 1953, mcluswe and $54, 200 000
of 2% bond: maturmg from May
1, 1954 1o 1960, iaclusive. The

bonds are priced to yield . from, -

1.10% to 1.95% for the 1950 to
1958 maturitizs, and. are offered
at a dollar price of 100 to 9915 for
the 1959 and 1960 maturities..
This offering represents’ the
balance of an authorized issue of
$385,000 000 of service recognition
bonds authorized by the voters of
Illinois in November, 1946. In the
opinion of counsel.the bonds are
interest exempt from all present
Federal income taxes and are legal
investment for savings banks and
trust funds in New York, Illinois,

certain other States.

. With Kidder, Peabody Co. .

(Special to THe FINANCIAL CHRONICLE). .

CHICAGO,ILL.—JamesR.Buck,
Jr., formerly with Shields & Co.,
is now connected with Kidder,

Peabody & Co,, 135 South La .

Salle Street:

This is under no circumstances to be construed as an offering of these securities for sale, or as
)

an offer to buy, or as-a solicitation of an offer to buy, any of such securities.
*. The offer is made only by means of the Prospectus.

NEW ISSUE

* February 18, 1948

$25,000, OOO

hlladelphla Electrlc
Company

First and Refunding Mortgage Bonds
27%% Series Due 1978

Dated February 1,1948

Due February 1, 1978

Price 99.25% and accrued iﬁterest

“Copies of the Prospectus may be obtained from any of the several under-

writers only in States in which. such underuriters are qualified to act as
dca/m in securities and in which such Prospectus may legally be distributed.

The First Boston Corporation

Eastman, Dillon & Co.

L. F. Rothschild & Co.

Wertheim & Co.

E. H. Rollins & Sons
Incorporated

Stern Brothers & Co.

H. F. Boynton & Co., Inc.

J. M. Dain & Company

Kalb, Voorhis & Co. )

Goldman, Sachs & Co.

Central Republic Company
(Incorporated) -
Estabrook & Co.
Bacon, Whipple & Co.
The Illinois Company
Farwell, Chapman & Co.
MeJunkin, Patton & Co.

Lehman Brothers
" Stone & Webster Securities Corporation
F. S. Moseley & Co.

-The Milwaukee Company
Baker, Watts & Ce.

Moore, Leonard & Lynch
Pacific Northwest Company
 Smith, Moore & Ca.

Connecticut and .

4

gitized for FRASER
p /lfraser. stloulsfed org/
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Cayne and Conners

‘With Cunningham - Go’.; _

CLEVELAND, OHIO.— Morton
A. Cayne, member- of the Cleve-
land Stock -Exchange and Harry
Connzrs have become associated
with Cunningham & Co., Union
Commerce Building, as vice-presi-
dents. Russell I. Cunningham,
member of the Cleveland Ex-
change and formerly proprietor of
tke firm, is now president.

Mr. Cunningham will be in
charge of the buying department.
Mr. Connors in charge of sales
and syndicate department, and Mr,
Cayne, trading, department.

Mr. Cayne was formerly prin-
cipal of Cayne, Robbins & Co.
LIr. Conners was manager of the
Cleveland office of the Central
Republic Co.

- Also associated with the firm
are Robert D. Solt and David G.
Callahan, who were previously
with Cayne, Robbins & Co.

Mr. Cunningham is a past-
president of the Cleveland Stock
Exchange and is a member of the
Board of Governors of the N. A.
'8, D. representing District 10.
Dir, Cayne is a former president
ol the Cleveland Security Trad-
ers Association and at present is
Chairman of the Public Relations
Committee of the National Secur-
ity Traders Association.

Ralph A. Lahan Forms
Own Invesiment Firm'

BIRMINGHAM, ALA.—Ralph
A. Lahan will shortly open offices
in Birmingham to engage in the
securities business. He was for-
arerly President of the Alabama
Securities Corp.

Dick & Merle-Smith fo
Admit Sherman L. Lyon

* Sherman L. Lyon will become
a partner in Dick & Merle-Smith,
30 Pine Street, New York City,
members of the New York Stock
Exchange, on March 1. Mr. Lyon
kas been with the firm for some
time.

With A. C. Allyn & Co.
(Special to THe FINANCIAL CHRONICLE)
CHICAGO, ILL.—James K.
Steel has become connected with
A. C. Allyn and Co., Inc., 100 West
Monroe Street.

With Maxson Securities Co.

(Special to THE FiNANcIAL CHRONICLE)

SOUTH BEND, IND.— Herbert
MacKenzie is now with Maxson
Securities Co., 222 East Irving-
ton Avenue. '

86 Years
-in Business
New England Company‘|

Common stock earnings
- averaged $4.58 per share
_over previous 10 years.
- Highest - annual earnings
for period $13.08; 1947

earnings $6.32 per share,

Descriptive analysis of this
special situation mailed
on request -

148 State St., Boston 9, Mass.
Tcl CAP, 0425 Teletype BS 259

4 we’ll all have at least one more chance to save thls country-.

%eairities Salesman’s Corner|
“ By JOHN DUTTON

During the past 10 days the commodity markets and the stock
market have been front page news. This is the first time in years
that the markets have made the headlines. The lay public does not
seem to be concerned over the possibilities of serious i.percussions
as a result of the drop in prices. In fact, most people believe that
the decline in retail food prices is a good thing—which . is. 'BUT

THIS IS NOT THE TIME TO TAKE ANYTHING FOR GRANTED .

{F YOU ARE IN THE SECURITIES BUSINESS.

Just because your office has not been deluged with c2lls from
yvour clients, asking you what is going on, is no reason yvhy you
should neglect your customers. Telephone to them, talk with them,
tell them what is going on, this is.the time.your custogners.will
appeciate a call from you. They want to hear some reassuring words
from you, even if they are not really alarmed. If you write letters
the best you can do is to make some general assertions. If you think
that the decline im. commodity prices is a good thing (and Mr. Ber-
nard Baruch said s0) quote him. One thing a security dealer can still
do in writing (under present restrictive regulations) is to quote wpll-
known public figures. Some day we would like to have a clarifica-

tion of what a securities dealer can put in writing and what he can-

not say. No one has ever found out to our:knowledge. But if you
must write to out of town clients, or others who may not have a
telephone—this is the time to do it. Customers expect their dealer,
broker or salesman to lead them through the darkness that surrounds
us today.

There are too many learned economists writing articles and mak-
ing speeches that are printed in the “Chronicle,”” for this column to
put in its two cents worth regarding the current situation in the stock
and commodity markets. But this is the way we look at it, in a few
words. . . .- The commodity break is a natural market development,
It is healthy because it will bolster purchasing power in the:lower

-| brackets, but if the investors and everybody else in this country

expect good times, healthy progress, and  a .better future for
themselves and their children, it is much more imvortant that the
economic fallacies advocated by the present administration are.re-
pudiated at the polls next November, If you want to quote John
Dutton on that go ahead; only we're not a public figure.. Besides
some of your customers unfortunately might be New Dealers,

But seriously,. can you imagine how much healthier the outlook
would be for investment in new ventures, for risk taking, for the
stockholders, bondholders, insurance policy holders, owners of gov-
ernment bonds, postal savings, bank deposits, real estate and private
business of every sort, under a President such as Bob Taft, Harry
Flood Byrd, Walter George, Joseph Martin, Jesse Wolcott, or Tom

.| Dewey? Here are men,.both Republicans and Democrats alike , , :

but these men can count. They seem to know what makes the wheels
go around. Do you think you would take a pushing around from
every arrogant little bureaucrat that has tied himself to the govern-
‘ment payroll whenever you turn around, if we had an Administration
that believed in sound American doctrme based upon defmltlve
law, and orthodox economics?

For our part we are not worrying one bit about. the present de-
cline in either theé stock or commodity markets. One of the things
to remember is that there are supposed to be 15,000,000 stockholders
in American business in this country. There are only 8,000,000 in or-
ganized labor; . ., It is the way these 15 million stockholders are
going to vote next November that will decide the fate of the stock
market, your business, everybody’s business; and also the jobs of the
eight million in labor. If every broker and dealer in the United States
this fall would corral every customer he can get, and go down the
line: for the anti-New Deal candidate whomsoever he may be . s

. an
maybe. begin to live-again. Cow A

Write to Franklm Cole & Company, 120 Broadway, New York
City 5, for -a copy of “Economic Progress—’l‘ax Revision and ‘the
Capltal Markets.” This is a tax study made in collaboration with
Mr. Emil Schram of the New York Stock Exchange. Your Congress-
man should have a copy! This is an excellent portrayal of why the
the equity markets are drying up—and what GOVERNMENT MUST
DO TO REVIVE THEM,

. basis in fact.

N ¥, Telephones: HAnover 2-7914
and WHitehall 3-9030

Gedrge Noakes, Jr.,
With W. E. Pollock Co.

- Wm. E. Pollock & Co., Inc.,
20 Pine Street, New York City,
announce that George Noakes, Jr.
has become associated with their
firm, Mr. Noakes was formerly
in the government bond depart-
ment of the New York Hanseatic
Corporation, Prior thereto he was
an officer of Kugel, Stone & Co.,
Inc.

R. H. Johnson & Co.
Opening D. C. Branch

WASHINGTON, '‘D. C.—R. H.
Johnson & Co., New York invest-
ment firm, has opened a branch
office in the Shoreham Buildiag
under the direction of Phil J. K.
Reily. Mr. Reily was formerly
Washington Manager for J. Arthur
Warner & Co. and W. H. Bell &
Co. ’ LW

Chicago

Over-the-Counter Quotation Services
5 l-'or 35 Years

NATIONAL QUOTATION BUREAU, Inc.

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

San Francisco

] Le!ter to the Edttor

Holds Gold Standard Advocales
-Ignore Changed Conditions

"Ferdinand G. Smola holds authors favoring return to gold standard‘ '
-concern themselves merely with moral aspects of the problem., Says *
it is betler if gold is concentrated at Fort Knox than 1scajtered

among

cxchange voiced in two articies:

Emtor, “Cummerr-xal and Financial Chronicle”: ¥
The clamor for the return of the gold standard and gold oomage

public.

"G

Gold - Standard as Government

6pendmg Check,” by Howard Buffett, and “Is'Soundness of 'the Dollar

Atfected?” by Walfer E. Spahr,®

in the Jan. 29th issue of the
“Chronicle” " provokes many
thoughts of agreement, some of
doubt and some on the error of
judgment. As often in the matter
of fundamental philosophy, the-
ory, the desire for the return to
tke gold standard stems from the
contemplation of the period of ex-
perience and record ‘which ‘most

favored the effective operation of |-

money based ¢n the treasure of
gold. The return to such period
presumes the same conditions
which  both authors envisage as
real, whereas in truth, many fac-
tors in the present economic state
of the country are distinctly alien
to those of the past. )

. The supposition that gold stand-
ard will produce a balance be-
tween- production and consump-
tion, supply and demand, thrift
and venture, government economy
and government spending, has no
Furthermore, the
advocacy of its. return by "both
authors rests not on material fac-
tors but, . rather, on the moral
obligation of the government  to
the governed and is dedicated tc
the thought that operation of the
pledge of the Treasury to redeem
paper with gold coin will. restore
government’s- sense of resppnsi-
bility. in spending and the people’s
confidence in money and thus in
the government.

I hold no brief for the politician
but neither do I feel that discredit
of 'such nature is warranted. I be-
lieve the quality of the private
citizen knowing what he is about
and his honor of respecting the
sanctity of a contract or living u-
to any obligation 'is at best no
great rival to that of a politician.
I. have been in business for many
years and have learned to know
that the quest of a personal gain
is not always redeemable’ into so-
cial consciousness concerned Wwith
general weal,

Gold . in' Fort Knox belongs tc
the people of the country. The
government, its guardian, may not
be a good manager over the func-
tion it should perform. - Control
of currency, credit, government
spending, eic., are justly subjected
by both articles aforementioned
to:scrutiny and crltlclsm On the
other hand, gold in the hands. of
the nrwate citizen may fail to
provide’any solution to the evils
attacked.

It .should be remembered -that
the pubhc learned through war
experience - the way . of hoarding
on a scale never- before seen, that
it hoarded anything from’ food to,
shall we say, tissue paper. Thxs
habit" may have generated from
shortages in the presence of large
buying power and savings. If on
the other hand with the lack of
confidence in paper money people

-| should: turn to hoardmg of gold,

shortage  of, this precious metal
would become obvious. There
‘may be a'lot of gold at Fort Knox
but comparatively little in rela-
tion to paper money in circulation
plus the,large peoples’ holdings
in Government Bonds and other
forms of intangible property, to
say nothing of 250 bllllOl’l of Fed-
eral debt.

The defenders of free gold coin-
age exchange assume that this
sacred prerogative of the citizen
will be exerciseq as before. That
is"to 'say, they feel that the privi-

lege will be there but seldom be.

Jused. It is true that people don’t
like coin. They won't ever like!

gold coin in circuiation, and hav- .

'ing 'acquired it, shall put’ it away

even should theie e zio fear of
paper money, Obviously, little
Fort Knox’ in the vaults, wells
and stockings on the citizenry of=-
fa!- no guarantee tnat confidence
in paper currency will be restored
and the policies. of the. governe
ment lmprove
A wise monetary experience
teaches that in presence of two
kinds , of money in circulation
good money goes in hiding. The
French had this ever to contend
with, all Europeans hide dollars,
pound sterling.- Swiss franc and
cecurities evalued in them.. There
is no assurance. that our citizen
may not do likewise.: This may
seem absurd to the proponents of
gold . coinage exchange but the
possibility exists that the much
depreciated dollar ‘is not thought
of as the 6lc dollar now because
of all that gold in Kentucky, It
is true that people worry with the
famished dollar but don’t werry
about it. But there are groups
with large savings now. In times.
of stress such as during .the last
depression gold standard was un-
assailable. .It didn’t make such
difference whether or not the pa-
per dollar was 'convertible iato
coin. The paper dollar was just
as hard to get as the gold. dollar
It may not be that way now.; -
With gold scattered in private
‘hands I wonder what our man, in
the street would think of a mere .
paper dollar. The government may
refuse to surrender a speck of
gold for a paper dollar. How many
dollars it may take to return this
speck of gold owned by a - “Fort
Knox” at Podunk to circulation is
open to speculation. Perhaps the
morale of the private citizen is
greater than that of his. govem—
ment, it may even be.that his wis-
dom, skill and Judgment are isu-
perior. - It seems, however, .that
the common intelligence would
find it more effective to change
the mood of the man in public
office than changing the temper
of the masses thrown into a.state

of comparative _monetary confu-
sion.

There are other factors which
may not favor the return of free
gold coinage but both authors
concerned themselves' with the
moral aspeet’ of - the problem,
hence this is in part an ‘answer
to their plea.

F. G SMOLA
Feb.9,1948 '

312 Patterson Bldg

Omabha 2, Nebraska

New York Stock Exchange
Weekly Firm Changes '

The New York Stock Exchange
has announced the following firm
changes: ™ &)

Thomas Hoyt Jones, Jr.;iwill
retire from partnership in Pr&-
;:ottt & Co,, Cleveland, on March

= 4

F. K. M. Hunter will w1thdraw
from partnership in Carllsle &:
Jacquelin on Feb. 29th.

George C. Riley of Cmclnnan
retired from partnership in W. E.
Hutton & Co. on Jan. 31st. ‘-

George Brown, member of the
Exchange w1thdrew from part-
nership in J. Robinson Duff & Co.,
New York. on Jan. 31st. :

Joseph J. O’Brien, partner in
Carlisle & Jacquelm New York,
dled on Feb. 8th.
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: .Dr. Einzig, though stating Britain expects: final enactment by Con-

“and too little,”

+ hibitive

+even though it is expected to re-
. sult in the closing down of some
. three thousand picture theatres
" for lack of new films. Agitation
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and Marshall Plan -

By PAUL EINZIG

‘gress of Marshall Plan, points out nation is not relying on it, as -
“indicated by recent  austerity - wage - regulation . policy. -Foresees -
- British efforts to further discourage -domestic - consumption ‘and

notes some continuing opposition in Britain against Amierican aid. -

LONDON, ENGLAND.—The prospects of the passage by Con-

- gress of the Marshall Plan are now viewed in Britain with growing

optimism. While a month or two ago the majority of Englishmen

‘thought that if the Plan is adopted at all, it is sure to be “too late

today the:

‘chances- of -
- adequate and
- timely Amer-
-ican aid are
‘ considered to
- be reasonably -

good. Even ,

"now the like-
- lihood of dif-
- ficulties and

delays is not

. sought to. be
.minimized.

But there is

"a widespread

belief that it

Dr. Paul Einzig
is justifiable )

. to expect the Plan to be adopted

without ‘fundamental alterations
not later than the late spring or
the early summer.

Eyen so, the government is pro-

. ceeding on the assumption that it

cannot rely on the Marshall Plan
being adopted in time, if at all.

- This accounts partly for its refusal
- to relax austerity measures such
' as the ban on basic petrol rations.

Although the refusal to reconsider

- this measure is most unpopular,
- the government is firm in resist~

ing pressure brought to bear on
it by opponents and supporters
alike. Nor is the government pre-
pared. to compromise on the pro-
import duty on films,

to abolish bread rationing. is also
ignored.

Above all, the government con-

. tinues its export drive at the cost

of depriving the domestic con-

. sumer of much-needed supplies.

In spite of the increase in the

. output of textiles there is a strong

likelihood of a further cut in
British cloth rations. And Savile
Row tailors are foreed to keep

- their British customers waiting
-literally for years, while they are
" busily engaged in executing prior-
ity orders for the United States

and Latin America. Exporters who
find it difficult to sell their grow-
ing stocks of goods abroad apply
in vain to the Board of Trade for
permission to unload their surplus
at home, Thé government takes

. the view that, should such per-

mits be granted too easily, many
firms would be tempted to take

" the line of the. least resistance

and, after a bare show of effort
to find buyers abroad, they would
satisfy the clamoring demand at
home.

The government’s unwillingness
to rely on the Marshall Plan is
also indicated by the recent enun-
ciation of its' wages policy. Even
though the statement embodying
the.. government’s disapproval of
increase of wages is barely .more
than a gesture, it is certainly a

- gesture in the right direction. As
. was to be expected, it is most un-

popular among . the workers’

,» unions. The only sphere in which

it is likely to produce positive

- results is that of industries pro-
. ducing goods the price of which
. is controlled by the government.

The warning that the government

- may not authorize wages increases

to be passed on to the consumer

. in the form of higher prices is

likely to stiffen the employers’
resistance to wage demands. But
in so far as the new policy will

- achieve its end in this respect it

will only tend to widen the al-

__ready existing discrepancy be-

tween wages paid in controlled
and uncontrolled industries.

gitized for FRASER
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lattér - produce mainly goods of
secondary importance; and a fur-
ther increase in their wages would
divert more hands from industries
producing essential goods with
controlled prices. To prevent this
it would be necessary either to
extend the scope of price control
or to make more extensive use
of the government’s recently ac-
quired powers to. direct labor to
undermanned essential industries.
Both solutions would be most un-
popular, and the. government .is
likely to avoid making extensive
use of either of them so long as
there is reasonable hope to expect
early American aid.

It is expected that Sir Stafford
Cripps, when introducing his
budget in April, will propose fur-
ther measures tending to discour-
age consumption. There is strong
pressure by Left-wing. members
of the government to induce him
to discourage the demand for
goods hy people living on their
capital, but the likelihood of a
capital levy in this year’s budget
appears to be remote.

There is a widespread feeling
that all these and other policies
would not save Britain from a
major crisis in case of the non-
adoption or delay of the Marshall
Plan. They are considered to be
a useful supplementation of .that
plan under which, it is believed,
Britain would not receive suf-
ficient aid to ‘dispense with the
necessity for making the utmost
effort to. achieve equilibrium. A
substantial relaxation of austerity
measures is not expected to fol-
low the adoption of the Marshall
Plan immediately and automati-
cally. Sir Stafford Cripps is like-
ly to live up to his austere repu-
tation by postponing relaxation as
long as possible. In all probabil-
ity, he will try to hold out till
the late part of 1949 when the
anticipation of the coming general
election will .make political con-
siderations prevail, and the gov-
ernment is certain to overrule him
in a bid for popularity.

The view that the alternative
to the Marshall Plan is economic
collapse is not shared by a minor-

ity of British politicians and news- | -

papers. They believe that antici-
pation of Marshall aid tends. to
slacken Britain’s efforts to work
out her own salvation. Those who
were opposed to the American
loan ‘in 1945 are now equally op-
posed to the Marshall Plan as far
as Britain is concerned. They ad-
vocate harder work at home and
better utilization of the resources
of the Empire as an acceptable
alternative. For totally different
reasons British Communists and
their sympathizers among  Left-
wing ‘Socialists are also opposed
to the Marshall ‘Plan. They in
turn believe that closer economic
cooperation with Eastern Europe
would enable the government to
dispense with American aid. The
overwhelming majority of . vocal
British . opinion - would regard,
however, a failure to secure Mar-
shall aid a major disaster that
might endanger Britain’s very ex-
istence, or at any rate it might
drastically lower the standard of
living and might result in grave

The

social unrest leading to political
upheaval.

- Britain’s Balance of Payments

By SIR STAFFORD CRIPPS*.

. Chancellor ‘o( the Exchequer, Great Britain ’ .
‘Britain’s financial spokesman places his nation’s last year's deficit in payment at £675 millions -against
£380 millions in-1946. ‘Says bulk: of -deficit is  with Western Hemisphere; and aim is to reduce dollar - -
: requirements :to. minimum. ° Blames rising prices abroad as partly responsible for trade deficit, and points -
out loss of “invisible payments” to Britain.. Promises supreme effort to remedy Britain’s external pay- -

ments position.

The figures for the U. K. current balance of payments in 1947 now available can leave
no doubt that our national efforts to increase exports and reduce imports to an essential min-

imum are fully justified

and must indeed be pursued with vigor and determination. ' In the

past year, the
gap between .-
our - overseas
expenditure,
and what we -
were cur- |
rently earning |
to - meet that :
expenditure
reached men- .
acing propor- -
tions, despite
an expansion
in home pro-
duction and
exports which
in themselves
were most
praiseworthy.
It is a gap which we must close by
our own efforts, supported we
earnestly hope, by Marshall aid.
If we failed, the gap would close
itself through the drying up of our
essential supplies of food and raw
materials for which we would
have no means of paying.

Last year’s deficit on current
account. including “invis.ble”
transactions, amounted to £675
million (compared with £ 380 mil-
lion in 1946), The deficit with
the Western Hemisphere, was
£680 million and the deficit with
the rest of the world outside the
sterling area £75 million, making
a total of £755 million, less a
surplus of £80 million with the
sterling area, which gave the qver-
all deficit of £675mmi1_lio_n.

Drain of Sterfing Area

The strain on‘our resources was.
however, even greater than these
figures suggest. We are bankers
to  the sterling area and finance
the dollar requirements of all
sterling area countries. The net
expenditure of gold and dollars
in 1947 by the whole sterling area
including the U, K. was £1,098

Sir Stafford Cripps

*A statement given by Sir Staf-
ford Cripps at a press conference,
London, Eng, Feb, 10, 1948.

million. After allowing for: gold

| purchase from ‘the sterling :area,
{mainly South Africa, we get a

figure of £1,023 million for the
net drain on our gold and dollar
resources (including drawings-on
the American and Canadian loans)
and on the International Monetary:
Fund in 1947. .

I should liké to be clear that
these sterling area reserves have
been contributed to by the coun-
tries now drawing upon them. The
sterling countr.es are working to-
gether to reduce their dollar re-
quirements to a minimum and in-
crease their own production, thus
making a contribution of  great
importance to the removal of the
world’s’ excessive. dependence on
the Western Hemisphere.

. VThe Terms of Trade

The difficulties created for us
by the adverse movements in the
terms of trade were strikingly
demonstrated in 1947. The ad-
verse visible balance on a f.0.b.
basis was £449 million. Had the
terms of trade upon which we
were operating in 1938 obtained
lest year, this deficit would have
been some £300 million less. As
evidence of the way in which
prices moved against us over the
past year alone, it is worth noting
that while the: volume of our ex-
ports increased by about 10% and
the volume ‘of .our imports by lit-
tle more, the increase in the value
of our exports was only half the
increased cost of our imports.
Incidentally, despite the slightly
higher volume of imports to which
I have referred, we were still re-
ceiving in 1947 only about 75% of
the ouantity of goods we imported

in 1938, : ;

Any general rise in prices must
be to the disadvantage of a coun-
try working on the basis of a def-
icit in visible, trade compensated

.| for by invisible earnings or bal-

anced ‘as was our position in. 1947
by overseas borrowing, A doubling. -
of both import and export prices
for example,. doubles . the ' gap
which has to be met by invisible
income or loans, The items which
constitute . invisible income - and: -
expenditure do not move. in con-
sonance with commodity price
movements—most{ noticeable - 'is .
the case of income from invest-
ments—and there:is therefore lit-
tle. compensation ‘from - invisibles
for the wider gap in the visible
account, but the.actual situation
is even less favorable than that
which would result from a doub-
ling of import and export prices.
Export average valuegs (third
quarter 1947) were 226% of 1938
yvhile the corresponding figure for
imports was 267%. The pressure
of the world’s demand for food
and raw materials has created this
position and since our own: de-
pendence on imported food and
raw materials is so great, we must
face the fact that greater effort
on our part is needed to obtain
the same amount of essential sup-
plies. ! :

Lower “Invisible” Income

Before the war we relied upon
our invisible receipts to pay for
the excess of our commodity im-
ports. Over a quarter of our total
imports were in fact paid for by
this means in 1938. *The war de-
stroyed ,that favorable position.
Not only were we obliged to sell
a large part of our investments,
but we also engaged in heavy
borrowing, with the consequence
that our net income from invest-
ments is only a fraction of its
former amount. Loss of shipping
and the need to charter foreign
vessels has had to be met. So,
instead of an invisible surplus of
£232 million in 1938, we had in
1946 a net deficit on invisible-ac-
count of £176 million, including

(Continued on page 26)
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Canadian

By WILLIAM J.

Securities -

McKAY

Fears of sterling devaluation cast the shadow of doubt concern-
ing its probable effect on the Canadian dollar and the course of the
external market for Canadian securities. Curiously enough the dis-
seminators of gloom and the many prophets oE British disaster have

gone into high crescendo at a time?
when it is now possrble to discern
a few. encouraging glimmers oa
the horizon.

Let us first consider the recent
references to the coming crisis of
liquidation in the United King-
dom and the British Empire. It
would seem in reality that this is
not a possible development for
the future but, in large part, an
alréady accomplished fact. Direct
British control of India, Burma,
Ceylon, Egypt, Palestine and other
Middle Eastern countries has al-
ready been relinquished, and to
this extent there has been a par-
tial liquidation of the British Em-
pire in its old imperial form. This
however does not constitute by
any means a total loss, In place of
unwilling and' enforced compli-
ance with direct British rule, the
seceding areas are now free of the
colonial yoke, but still remain
members of the British' Common-
wealth of Nations. Aldo in the
Middle East, Britain is disencum-
bering herself of a heavy burden
of political responsnblllty, while
still retammg her economic inter-
ests, and is now directing imagi-
native attention to the accelerated
development of the vast resources
of South, East, and West Africa.

Ancther accompanying phenom-
- enon of British crises is the habit

of deriving new strength from the

direct disasters. There is little
- doubt that during the last year
. Britain went through her . eco-
. nomic and spiritual “Dunkirk”

and British morale, after having
- touched bottom, commenced an

upward climb,
. of a cross-section of British senti-

ment which, a few months ago

would. have revealed unrelieved
- pessimism and discontent, now
would show a new spirit of reso-
- lution to rise above adversity and
revived hopes for a brighter fu-
ture,’

In the hour of need the loosely-
knit Dominion’s are now cooper-
ating staunchly to assist the
Mother Couatry. Their combined
' resources are now available for a
supreme . effort to serve a reor-
Zanized British Commonwealth
and to save the pound.

The new Chancellor of the Ex-
chequer Cripps is. not another
Kéynes or Dalton. His clearly.
enunciated policy of maintaining
the present level of sterling does

)
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An examination |,

‘to -the - exaggerated

not represent further lip-service
to the cause of maiaged money,
but a decision after due consid-
eration to follow the course which
best serves British interests at this
time. The recent break in U. S.
prices which constituted a greater
threat - to this policy than the
French devaluation is being coun-
tered by ‘a program deqxgned to
prevent a further rise in British
wages and prices. Other defen-
sive measures such as the closing
of the loopholes in the Brltlsh
control system, and steps designed
to- discourage bear attacks on-the
pound, are also logical and likely
developments.

Thus it is still- too early to
write-off the devaluation of the
pound and imminent British fi-
nancial and economic disaster as
foregone conclusions, In the mean-
time . the Canadian 'situation has
by no imeans'a sickly appearance.
On the contrary; the Dominion
foreign trade figures for 1947 .reg-
istered an all-time record, and re-
cent reports from throughout the
Domniinion clearly indicate that the
Canadian economy is at another
stage of dynamic development. As
far as the maintenance of the ex-
isting level of the Canadian dollar
is concerned, there is every reason
to believe that the Dominion’s re-
gourceful Minister of Finance Ab-
bott, like the British Chancellor
Crlpps, will be able to cope effec-
tively, with any development that
might jeopardize the successful
implementation of his - avowed
policy.

During the week the pressure
of devaluationary .sentiment eon-
cerning the pound affected ad-
versely both the internal and ex-
ternal sections of the bond market.
Free funds also. weakened but the
turnover was on a reduced scale.
Canadian . stocks - reflected . the
movements in New . York, and
after an ' initial ' decline . subse-
quently registered a substantial
recovery. The failure of the golds
to respond to the strength dis-
played on the London market and
elsewhere, is perhaps attributable
importance
given by the Dominion gold-min-
ing industry to Government as-
sistance instead of concentration
on new-development.. . - .

Dean Witter Expanding
N.Y. Commodities Dep’t

Dean Witter~ & Co., 14 Wall

Street, New York' Clty are ex-
pandmg the trading facilities of
their New _York commodity de-
partment, to enable the firm ' to
serve more efficiently the stead-

ily growing clientele of (he varl,—
ous commodity markets,

- Martin R..Herrick, commcdity
trading ‘expert, “is being .trans-
ferred from the firm’s San Fran-
cisco office to-head up the en-
larged New York department. In
addition to supervising. all .com-
modity services, he will correlate
West Coast information for East-
ern traders and provide West Coast
traders with current ‘informstion
on Eastern Seaboard activities.

Prior to his association with

|Dean Wittér & Co., Mr. Herrick

was in the import and export
business under his own name. His
previous .experience was gained
in the commodity 2nd ‘the import
and export depaitments of Gen—

bitized for FRASER
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 night some of the steps I believe

| Soviet world tonquest.

Foreign Pohcv Must Be Reversed'

HON. THOMAS E. DEWEY*
Governor of State of New York

" "Governor Dewey scores Admzmstrahon s foreign policy as having betrayed American ideals by appease-
ment of Russna, and urges it should be thrown overboard “lock, stock and barrel.” Warns Marshall

Plan may be “just another handout”;

and urges a federation of Europe, with internationalization of

the Ruhr. Says if aid is given it should be adequate and extend over period of years.  Calls for
. avoidance of waste in aid program.

Once again our country is beset with deep anxiety. 'As in meoln S day we are. con-
Yet today we have no clear vision of a great purpose. At
this moment we are richér in hvmg standards and resources than any nation in history. Yet

fronted with historic décisions.

our people
are uneasy.
They ate con-
. fused.. They
are afraid
- that our pres-
. ent. apparent
- prosperity
may turn out
to be a-mi-
. rage; afraid

- that the peace |-

cwe: have:so
r dearly.. wen
-may..again
7 turn .into. the

catastrophe: of
' war.

Why are: we
anxious and afraid? 'Is it'not be-
cause  the ' great' overshadowing
opportunity - of . our" timeé — ‘the
building of - peace—has been con-
fused and frittered away for. ‘lack
of a great plan and a great pur-
pose? - For the sake of the Amer-
ican' people and ‘the peace'of -the
world-it is time we find out where
we want to go-and start going.

1 propose to state to you to-

Thomas E. Dewey

necessary. if we are to achieve
permanent peace.: -

For the third time in 30 years.
the American people are called
upon to make a mighty effort to
save Western Europe from totali-
tarian despotism. When the first
World War; was over, the victors
falled to make a lasting peace. -

Agam affer the second ‘World
War, we failed to use our victory
to rebuild and -buttress the free
nations we had saved. This time
our - National ‘Administration not
only had no policy for peace but
actually helped to build up- the
sirength - of another agglesswe
despotism.

Russxan Pollcy

The facts are plain. Marshal
Stalin "had repeatedly - proclaimed
the Soviet ambition- to" rule- the
world. . In the face -of that:fact,
our own Government blundered
and compromised from conference.
to conference, each time aiding
and abetting .that very schéme of
Most. of |
the story has now come to light—+
at least I hope there’s no more to
come out. In the Far East, our
Government made a secret agree-
ment with Marshal Stalin iat the
expense of China, enabling Russia
to dominate- Manchuria and, all of
North China. In Europe, ou Gov-
ernment sacrificed the heroic peo-
ple of Poland; it yielded weakly
-to- the -enslavement of the Balkan
States and actually pulled back
triumphant -American troops west
of Berlin so the Soviet armies
could advance into the middle of
Eurcpe That, in short, is the way
we got into our present fix in
world affairs. In such ways have
the fruits of our victory been al-
‘most wholly tossed away. !

Of one thing we can bé sure:
The policies of the present Na-
ticnal Administration which have
‘brought us to this pass should be
thrown overboard lock, stotk and
barrel. Those are the policies
which resulted in surrendering
200 million people in-middle Eu-
rope into the clutchés of Soviet
Russia -and are rapidly delivering
the 400 million people of Chma
into the samé hants.

"*An address by Gov. Dewey  at
the Annual Lincoln Day Dinner of
the Middlesex Club, Boston, Mass.,

Feb. 12, 1948.

 $20_ billion in foreign- aid,

‘coal than they did in 1937.

Every one of those policies was |
formulated wholly outside the!
area -of bi-partisan cooperation.
Those policies are a betrayal of
the American hope. Moreover, if
continued they will allow the iroa
curtain.to move across Europe to
Boston Harbor on one side of us
and across Asia to Pearl Harbor
on the other.

Where . do- we go from here?
Should . we withdraw  from the
world to bury .our heads .in. the
sand, hoping ‘Tistory will not re-
peat -itself? - We ~have followed
that course before and-it led to
war. It always will.. To follow
that course. again would. be the
only perfectly -sure way. to send
your -boys and mme mto another
war. -

- No, we must follow a new road.
There is. hope for peace; there is
a great abiding. hope burning ‘in
the-breasts "of our people ‘and .of
good people the world over. There
is_reason for:that hope. ,If we set

.about ' building ' for peace now.

even’ at. this tragically late date,
I' am confident we can achieve it.

-*In-the two and one-half years
since the war, we have spent over
indis-
criminately scattered among free
peoples and those behind the iron
curtain. . That is more money than
is ' now. proposed for a four-year
European program. In the mili-
tary occupation. of Germany, we
Americans — we who have the
know-how which has made us the
greatest industrial natioa in the
world—have done one of the worst
possible . indusirial jobs. in" the
world. . Let’s look-at it for just a
minute.

Importance of Ruhr .

The Ruhr is to Europe as the
coal- mines of West Virginia,
Pennsylvania . .and Illinois, the
steel” mills of Pittsburgh, Gary
and: Younngstown are to America.
The Ruhr-in Germany is the: i1-

.dustrial mamsprmg and the heart
of * Europes production’; of coal,

steel.” and “many - other: essentlal
products

Knowing this; the present Na-
tional Administration “neverthe-
less launched at Potsdam the pol-

iciés “which: have paralyzed- the|.
‘Ruhr - and -.crippled -all ~ Western
.Europe

‘Today, two years and
nine ‘months after' V-E Day, the
average - daxly production of coal
in" the ‘Ruhr is only. 254,000 tons,
compared with 440 000 before the
war,’ That is 57% of prewar pro-
duction.

Compare this with the British
who are now producing over 90%
of their prewar output.

Compare it with the French who
are now actually producing more
But it
is -the” Ruhr which has always
been the principal source of coal,
and the Ruhr is not producing.

It is. no wonder that the people
of Europe are freezing this wia-
ter. It is no wonder that Ameri-
can ships have been busy carry-
ing American coal and oil to help
prevent a ‘collapse.

The situation in the Ruhr is
even worse in other respects. Pro-

duction of iron and steel, of non-

ferrous metals and of foundry
products is running. about one-
quarter. of prewar or less and no
amount of war damage can alibi
that failure.

It  is no wonder- that Europe
needs tractors for the production
of food, needs rails for the ship-

|

ment of goods and needs steel to
rebuild and expand its factories.
It is no wonder our Government
tas been compelled to ship coal
and fuel oil and steel we so des—
perately need at home, to ship
food and tractors and clothmg to
Europe. !

Every informed American knew
this problem would arise at.the
end of the war. It was almost
four years ago that I proposed
that the Ruhr be internationalized
to prevent a revival of German
militarism . and. that it - then- bé -
started full blast.as a servant of
the- people..of Europe:- Yet: the

Potsdam policies did the exact op- - .

posite: and- Europe and. Ameri¢a
are suffering as a result Ty

Pohcles Must Be Reversed

The policies- which created ,tlrus
paralysis can and must be-re< °
versed. Our Government can still
do a-job, unless the National ‘Ad-
ministration -actually wants, for
political - purposes, - to keep - this
country in a contmumg state of
crisis .and of - high ‘prices ‘caused
by shortages of goods. We have'a
wealth of engineers, coal mining
experts and industrial maaagers
who could do the job if only.the
Government called on them.
our Administration honestly wants
to save Europe from ruin and
America from the hardship’and
shortages we now have, it had
better get busy. It had better get
a new set of policies, ¢all on‘the
industrial genius of America and
get going.

Thea we face the next and
larger problem. Partly by reason
of the unhappy failures of the iast
two and a half ycars we are now
asked to finance a plan at a cost
of $17 billion more for the re-
nabilitation - of Western Europe
The long delay in conceiving . a

nlan and the frightful waste which - -

has preceded it have caused seri- -
ous anxiety among our  people.
They are” asking: Is it “just ah-
other haadout?” - Is it only.a fFu-, -
tile effort 1o bolster up these na- 5
tions?” . g

I hope it will be neither of ;
;c)hese I know. it.does not-have to\ a
e - ;
"The peace of. the world can. and
will be restored when the free
nations.become strong enough and
united enough to preserve them-
selves.
nomic aid to Western Europe was
a prelude to eur going to war.. We
must make certain that this time
our cconomic, aid is a prelude to
peace. J

There is a difference=—a vast
difference belween this program
of aid and the ordinary run-of-
the-mill. New Deal venture. This
time we can’t stand a 10% suc-
cess. The stakes are too great. The
difference between success, and
failure this time may well mean !
the "difference  between survwal
and total destruction.

Last November, I urged that a
plan be formulated in straight-
forward fashion to be run by a
government authority under bi-
partisan directors and with the
ablest business men in the -coun-
try in charge. I know of only one
way to do a job well, either pub-
lic or private, and that is to get
the ablest people we have to.run
it. give them full authority and
hold them strictly accountable for
results. I also urged that we agree
among ourselves that we would

(Continued on page 31)
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Our Reporter on Govemments

‘By JOHN T. CHIPPENDALE JR

A slightly firmer tone has been in evidence in the taxable ehg— :

ible obligations with some of the longer maturities still trading above

support levels, which indicates that these securities are being bought '
. The|;

by commercial banks instead of the Federal Reserve banks. . .
* statement on Monday by Treasury Secretary Snyder that govemment

bonds would not. go below pegged levels and that . interest :rates |,
would continue low, coupled with the loss of income through redemp- |’
tion of higher coupon obhgatlons and the feeling that business may: |
turn down somewhat, are_ given as the main reasons for the not too |
..Liquidation of restruted )

‘'sizable commxtments in the bank issues..
‘bonds eontinues in a fairly large way “with msurance compames st111
the prmclpal sellers. . . .. :

l"YE ON COMMODITIES

"The attitude of some portfoho managers toward the mtermedlate
"_and longer-term taxable bank issues appears to ‘be changing; éven
though. it has not yet been transferred. from a potential -demand
“into a sizable actual one. .

. andlong maturities into shorts, and: certain commercial banks’are

- .which will. in turn mean- more* funds avaxlable for. the hlgher coupon I

even letting out. a few shorts to go back ‘into the ‘moredistant
«maturities... ... It is:believed in some.quarters, -with credit restric-
tive measures workmg there will be a decline in the loan ‘demand;

. Treasury issues. ... . . _
: "The movement of commodity prices and the course of bankf 4

2 loans are being watched very closely by followers of the money.

. ‘markets because ‘the future trend of these two indices will have
cooan importa.nt beéaring upon .the policies of the monetary anthor-

ities.>..."” The Kind of action taken will in turn influence the

- position of the government securities markets... . . While it is-
_-still ‘teo. early to predict-the extent of the recession in commodity -
prices, 'if “it”"should ‘be sharp enough to signal the end- of . the ..
. ‘boom, then’ it should have a faverable influence upon the mter-

. mediate and longer matunties of. Treasuries. . . i}

ern PRODUCT

. “.The, endmg of the . boom whleh may be indlcated by the eruptlon
i the commodxty markets; would most likely: result. in-alessened
demand {or _bank - credit. .

_.and:would no doubt. be curtailed substantially. . The . attitude of
:1baning institutions, especially: commercial banks, would also be:more

eantnous and  careful . because - with . the ending of~the .boom’ there |!

uld - be, greater, -risks_involved .in - lending: .. - .. This could result

fewer, loans, as well ‘as, the callmg ‘of | Iess desxrable ones, 1f they'

" v._mcan be. hquidated

Wxtl‘lhthe pressure for expanvlon ‘through- bank loans, curtalled

¢ ‘ended. by ‘a.deterioration ' of ecoriomic’ condxtions, ‘where would:
‘bank-and non=bank:investors put:the funds:théy have:been “accumu-

Jating (now: in- shorts) - through the sale of longer-terim”governnient
“obligations?..: While it -is not indicated ‘that the greater part”of the
‘near-term maturities that have been bought by these investors would
be dlsposed of, it is believed that a’substantial amount of them would
be let out in order to take on- the higher mcome longer maturities. .

“With’ the risk factor increasing, because of more competmve'
business- conditions, institutions' would be more likely to. make

. commitments in the longest Treasuries in preference to making.
}oax(lls that cculd turn put to be not too wise use of investable

‘ funds. . .. &

There never has been ary doubt about the payment of principal
and mterest on government securities. . ‘Now with the market
price “pegged,” every Treasury issue a commercxal bank ‘owns is
liquid, be it short or long. . The would seem to be a very power-
{ul inducement to buy govemment securities especially the longer-
terms, ‘because with' the boom ended there would be no‘need to
worry about the monetary authorities keeping prices at present sup-
port levels. . . .

I_’ROBABILITIES

If there is to be 'a down-trend in general business, as some
abservers feel is now forecast by the decline in commodity ., pricas,
then the “risk factor” becomes more important in the lending and
investing policies of institutions. . With business on a more com-
petitive basis profits are quite hkely to decline and this will cut
the margm of safety or protection for fixed charges of -corpora-
tions. . This means that governments and only the highest quality

AAA’s. would be desirable investments for- institutions that have
Iunds that- must be put to work for income purposes. . . .

* ‘Thus gevernments and ‘AAA corperates -would most’ hkely
advance in. price, under-the aforementioned -economic conditions, -
, whereas  lower rated corporate issues, with declining earnmgs\
protechon for fixed charges would no doubt recede in price. .".". :
- Greater would be the spread between top quality issues and the
. lower rated credit bonds, which would be affected by changed -

..business conditions. . . .

-With-the-increased  supply of corporate bonds the- w1demng of

the spread -between “governments, AAA corporates and 'lower rated

credit’ bonds: would be- increased and should “be :rather perma-
nent. The narrowing of the spread between bonds irrespective
of qualxty or -rating ‘that took place during the war period, because
of 'the scarcity factor seems to: have gone by the board, not to
xetum for'some tlme P

EXPECTED

Refunding of the March 1 7% % certificates and the.March 15
maturities of 2s and 2%s with 1% % certificates occasioned no great
amount of surprise in the financial district. . It was, however, the
first time in recent months that the Treasury has not mcreased the
interest rate of certificates that were being offered. What the
Federal Reserve banks will do with their holdings of the matured
or called issues 1s not known but informed sources-expected a
cash repayment. .

pitized for FRASER
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| Mumc:pal Bonds as L

- Bank Invesiments

By HARRY L. SEVERSON*
Mun.cxpal Service Department, Dur & Bradstreet, Inc.

"Mr. Severson ascribes decline in municipal bond prices to (1) rise
in interest rates; (2) increased volume of tax exempt bonds; and
(3) decline. in attractiveness. of tax exemption. Holds unless far-

“ ther drop in bond prices is soon and substantial, it will pay banks
to hold or acquire municipals. Sees main problem in selection of

. holdings, and advocates ‘commitments. be limited. to - situations

“which are, satisfactory and .improving. Warns- of unwarranted in-

+"‘crease in municipal loans and gwes advice on bank’s portfolio.

-In the years 1mmed1ately precedlng the Second World War mu-

mcipal bonds were becoming an increasingly popular form of invest-
ment .with commercial banks, With few exceptions, each new call

. There is less switching from"thé middle |

i 'Hnrry_ L. Severson

-There -should not.be: the.;same "need
.10 .accumulate’ mventones forward buying- would' be more’ cautrous.

.| but the costs of construction

report showed an increase in total: holdings of insured banks. This

. trend was re-
. versed during
the war asg
-State and lo-
cal ‘govern-
ments paid off
their debts,
and wealthy

. individuals to
whom tax ex-
emption’ be-
came increas-
ingly valuable,

- bid higher and
higher pre-
‘miums for the
dechnmg sup-
ply.’ Many
“"banks took

P

“I'advantage of this favorable mar-

ket to sell their holdings of mu-
nicipal bonds at a nice profit. With
the end of hostilities the situation
changed again. State 'and local
‘governments began to carry out
their. plans for repairing and ex~
tendmg their capital improve-
ments: Many “local governments
;had ‘wisely built up cash balances
for:this: purpose during the yar,
ve
mcreased so -much thht these bal-
ances. are not going'nearly as far
as was hoped. With the depletion
‘of .these cash balances State and
local governments are finding it
necessary to borrow, and new is-
sues are toming to the market at
an unprecedented rate. A consid-
erable volume of  this increase in

| tax-exempt = securities is. finding

its way-into bank portfolios.
Prices of municipal bonds have|m
receded from their all-time high
reached in early 1946, or. stated
more realtistically, perhaps from
the viewpoint of the investor, the
yield available on long-term mu-
nieipal bonds is higher than it has
been . for a number of years. The
“Bond Buyer’s” Index of 20 Rep-
resentative - Loang-Term Bonds,
which showed 3 :yield of 1.29% in
March and April of 1946, had risen

.|to 2.36% for the week of Jan. 8,

1948, and has been fluctuating
around this level for the past few
weeks. Thus a bank with satisfac-
tory earnings, to which tax ex-
emption is an advantage,.can ob-
tain a higher net return on mu-
nicipals than it can upon govern-
ments.. A number of factors have
contributed to this decline in price
or increase in yield on mumcxpal
bonds:

"First: Interest rates have risen,
TheFederal . Reserve System has
tightened the money market as an
anti-inflationary measure, In view
of the large demand for capital
funds - for housing; business ex-
pansion, as ‘well as public im-
provements, and the general feel-
ing that the’ danger of still further
inflation is the foremost domestic
problem-at’this time, there seems
little reason to expect that the

tight ‘money policy can be aban-
doned in the immediate future.
Second As “the-increased vol-
ume ‘of tax-exempt ponds comes
to the market 1t becomes neces-

. %An address by Mr. Severson
before the Ninth Minnesota Bank-
ers Conference, University of
Minnesota, Minneapolis, Minn.,

Feb. 12, 1948.

sary to offer better yields relative
to other securities to attract new
buyers. There is considerable dif-
ference of opinion about whether
the present yield differentials in
favor of municipals are sufficient
to bring in enough new buying to
absorb the increased volume of
tax-exempt-bonds coming to the
market. Some observers are im-
pressed with the large volume of
prospective new financing and be-
lieve " that' ‘the margin  must be
widened still more to overcome
inertia.: It is argued in support of
this position than an institution
which has not been buying mu-
nicipals for some time will hesi-
tate before entering into this field
unless it can get yields substan-
ially "above what it can obtain
upon classes of securities whxch it
is accustomed to holding. Also, in-
stitutions which" cannot. use tax
exemption to advantage, can still
get as good or better net returns
on taxable issues. 'Other market
observers take a different view
and cité the fact that the ‘present,
yields on.municipals are equal to
yields of alimost 5% on taxable
securities to investors in the 50%
tax. bracket, and are even more
attractive ‘to, investors in- .the
higher brackets. Ag roted before,
municipal bonds at present rates
are relatively, attractive to banks.
. Third: The tax exemption fea-
ture of municipal bonds may ap-
pear less attractive to some inves-
tors' than formerly. There is so
much -being said, both for and
against a reduction in the income
tax rate at this time, and-larger
exemptions, that it'is ‘only neces-
sary to mention the fact in passing
that the possibilities of reduced
taxes may exert a bearish influ-
ence on the prices of municipal
bonds and point out that reduced
taxes may result from.lower in-
comes, as well-as reduced rates.
Also, the high tax rates have in
many. instances reduced the-vol-
ume of funds which 'the very
wealthy have f01 mvestment

What Will Happen from Now On"

Our main interest is, of course,
in what will happen from now on,
and -as usual, no very-definite'an-
swer can be given to this question,
The market shows occasional signs
of strength, and- there ‘is some
evidence to support the-conten-
tion that most of the décline-has
taken place or, at least, that fur-
ther declines will-be gradual. On
the-other hand, the -forces. which
resulted in the substantial price
declines just discussed appear to
be still ‘operating; and- I have
heard no -one' recently predict a
marked increase in the prices of
municipal bonds in the immediate
future, What, then, is a sensible
investment policy -in "a’ ‘market
which has just declined and which
may or may not have hit the bot-
tom? I believe that the consensus
of investment opinion -is that ‘it
usually “works out best to keep
funds fully invested: Ordinarily
it does not pay to try to pick up
investments at the bottom . of the
market. Unless the drop' in price
is substantial,’ and comes rather
soon, the loss in income will mere

(Continued on page 23)

Amslerdam Wins Over
NYSE Chess Team

The first International Chess
cable match’ between Stock Ex-
changes took place on Feb: 14, be~
tween teams representing the New
York Stock Exchange and the
Amsterdam Stock Exchange, was
won by the Amsterdam team witih
a score of 5%-4%, Moves were
teletyped between Exchanges by
RCA.

Howland S. Davis, Executwe
Vice-President of the New York
Stock Exchange, made the first
move, .in . the absence from the
city of Emil Schram, President,
for the New York team. The in-
itial move in Holland “was made
by Carel F, Overhoff, President of
the Amsterdam Exchange .

The New York team was co~
¢aptained by I. Kashdan, of:
Jacques Coe & Co., U, S. open
champion, ‘and by E. .Schuyler
Jackson, of Penington, Colket &
Co., former U. S. Amateur Cham-
pion. Other members of the New "
York team included: Herbert W.
Marache, . Granbery, Marache &
Lord; Jacob Menkes, Wood, Walk-
er & Co.; Sol Ranheim, Sulzbach-
er, Granger & Co.; Julius Hall-
garten, Hayden, Stone ‘& Co.;
Donald Hart, Stokes, Hoyt & Co.;
Joseph O’Rellly, New York Stocu{»
Exchange; James' Limberg, Neu~
berger & Berman; Howard Ham-
ershlag, Hamershlag, Borg & 'Co.
Alternates were Eric Hassberg, H.
Hentz & Co.: Jacques Coe, Jacqusas
Coe & Co.; Alfred E. Tonne, Sah-
mon Bros & ‘Hutzler! ' *

'Dr. Max Euwe, former World’s
Champion, and I. A. Horowiiz,
editor of the Chess Review of
New York, adjudicated all games
The Amsterdam Exchange was
represented in New York by Hans
Kmoch, international chess player;
the New York team:in Amster-
dam by ;I' J. van Weering,

_The. Amster_dam team - cor-
prlsed T. D. van Scheltinga, Ve-
reeniging voor den Effectenhandel;

|H. Kleefstra, De Twentsche Bark
N, V.; U. Crabbendam Broekman’s

Comm’l’sme Bank; W C..A. L.
Muller, Labouchere & Co. N.V;
J. Kempes, De . Twentsche Bann,
N.V,;. J. Ph.- Grondman, J. Ph..
Grondman C.L.C. Dekker Brom
& Co.; J. J van Weermg, Am-~
sterdamsche Bank N.V,; F. vaa:
Setten, = Vereeniging voor. den..
Effectenhandel; Justus - Meijer,
Kraayenhagen & Co. Reserve was:-
W. J. Bos, Vereeniging voor dea
Effectanhandel.

Lynn A. Hart Now With
Flynn & Levitt in LA,

(Special to THE FINANCIAL CHRONICLE) -

. LOS ANGELES, CALIF.—Lyra
A. . Hart has become associate:d
with Flynn. & . Levitt, 411 West
Seventh Street, Mr. Hart wes
previously manager of the boni
department for the Los Angeles .
office of Carter H. Corbrey & Co. -
and- prior thereto was w1th First

California Co.

oomw '-
GOLD MINES, .

_ Price 4°¢ per Share -
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Schram Aids in Dramatization of ‘The Big Board’

At conclusion of story, N. Y. S. E. President points out importance
of securities markets to national and world economy.

As a concluding part of a half-hour dramatization of the work
of the New-York Stock Exchange on Feb. 15, conducted by the Com-
merce and Industry Association of New York, as the fifth in the
“Adventures in Industry Series” over Radio Station’ WMCA, Emil

Schram,

President

of "the Ex-

change,

pointed out

that by enab-

ling corpora-

tions to obtain

funds with

which to build

plants and

equip them,

securi-

ties markets

like the New

York Stock

fr)e( inhaﬁfggg: Emil Schram
vitalcontribu- A
tion to the American standard of
living, , :
-“The essence of progress is the
flow of capital into productive
enterprise,” Mr. Schram declared.
“Aided by securities markets like
the ‘Stock Exchange, corporations
are enabled to obtain' funds with
which' to build plants and' equip
them. This, in turn, means more
and better products made. avail-
able - to- ever more people. The
result is the American . standard
‘©of living — the - highest in the
world, - The New York Stock Ex-
change takes pride: . in its vital
contribution to this progress.”
-Contending that the' Exchange
was an international ‘market . for
securities, Mr, Schram said that

" its 605 member. firms and their

partners operate more than 1,500
offices in cities in the United
States and in Cuba, Puerto Rico,
Hawaii and six foreign countries
as well, and that, in addition,
there are 2,700 offices of other
securities concerns which have a
correspondent relationship with
the member firms, ’
Although the number of com-
panies listed on the Exchange is
small compared to the several
hundred thousand corporations in
this country, Mr. Schram pointed
out that a substantial majority of
the most successful companies in
the nation are listefl, and observed
that “there is a- certain prestige
attached to a company which has
qualified for - admission to the
Stock - Exchange . list.”” As to
benefits. in addition to “super.or
marketability,” corporations listed
on the “Big Board” -obtain, Mr.
Schram noted: :
i “The stock ticker keeps in-
vestors constantly informed about
nrices paid for .securities on  the
Exchange. Newspapers - and. - fi-
nancial services give wide public-

ity to the record of prices on the |-

ticker. - Corporations ‘whose se-
curities are bought and sold on
the Exchange are named daily.in

these. newspapers, - thus -further
publicizing the companies and, in-
directly, drawing attention to
their products or services.”

Foresees Vast Source of Gasoline
- And 0il in Coal Reserves

Homer Z. Martin, of Standard Oil Development Co., says ZSI%T
U. S. coal reserves can supply oil for 1500 years. Reports on

recent development in s
Enough gasoline and oil to. m

ynthetic oil production.
eet the nation’s total demand for

1,500 years can be manufactured from only a quarter of its known

coal
velopment Division of

reserves, Dr. Homer Z. Martin, Assistant Director of the De-
the Standard Oil Development Co., Eliza-

beth, N: J.,.declared at'an all-day®

symposium on Feb. 14 of the

American. Chemical Society’s

.New York Section in the Hunter

gg)tllege Playhouse, New - York
ity.

Although it is indicated that
préemium - gasoline . can now be
synthesized from natural gas - as
cheaply. as it can be extracted
from petroleum, the nation’s nat-
ural gas resources are limited, Dr.
Martin pointed out.

“The estimated reserves of coal
7re 50 much greater than those of
~atural gas as to suggest that the
1"ng-term development must be
vwith coal,” he asserted,

A quarter of the proven reserves
of natural gas, if applied to the
manufacture of liquid fuel, would
be rxhausted within two decades,
dur'rg which time it would fur-
nis™ only 400,000 barrels a day of
gasolne, about 15% of the current
dem:nd, in addition to small
amounts of other fuels, he said.

A% equal fraction of the coal
reso°rees would supply the entire
need for all tvoes of liquid fuel—
fue' Hil and Diesel oil as well as
gasoline—for 1,500 vears, although
the rost would probably. be some-
"h2* higher than that of natural
fuel; from petroleum, according

7 Dr. Martin.

I\'_ating that two plants, each
“n"'pped to make 7,000 barrels of

- athetic gasoline a day from nat-
~iral gas, are now being completed
in Texas and Kansas, Dr. Martin
stated that the. output of these
plants will be of such high quality
it can be used for aviation fuel.

" As it comes from the converters,
the gasoline will have an octane

to the required 100 rating by ad-
dition of anti-knock compounds
such ‘as .tetraethyl lead, he ex-
plained, -

The hew installations will rep-
resent vast technological improve-
ments over the plants that fur-
nished Germany with much of her
gasoline during the war, he con-
tinued, pointing out that the co-
balt catalyst, or chemical
stimulant, used by the Germans
produced only a low-octane fuel.

In addition to developing a far
more efficient iron catalyst, Amer-
ican engineers have devised a
radically different basic process,
known as the fluid catalyst tech-
nique, Dr, Martin said. i

In the German process, hot
gases were passed through steel
tubes packed with a- granular
catalyst, emerging as gasoline and
oil vapors, The tremendous heat
evolved was difficult to control
and a cumbersome apparatus was
required.

In the fluid technique, the cata-
lyst is ground to a fine powder
and suspended as a swirling cloud
in-a stream of hot gas inside a
chimney-like furnace, Gas is
continually pumped in at the bot-
tom of the furnace and fuel
vapors are drawn off at the top.
The process is rapid and efficient
and the temperature can be con-
trolled easily,

cost of gasoline produced from
natural gas is competitive with
gasoline produced from petrol-
eum,” Dr. Martin said, “but syn-
thesis from coal is not yet devel-

rating of 95, which can be raised

hitized for FRASER
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oped to this point.””.
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“Present indications are that the,

First Boston Group
Offers Phila. Electric
First Morigage Bonds

An underwriting group headed
by The First Boston Corp. on
Feb. 18 offered a new issue of
$25,000,000 Philadelphia Electric
.Co. first and refunding mortgage
bonds, 2% % series due 1978. The
bonds were offered at 99.25 and
accrued interest to yield approxi-
mately 2.91%. The bonds were
awarded to the group at com-
petitive bidding Feb. 17,

Proceeds from -this financing,
together with proceeds from the
recent sale of 150,000 shares of
4.3% $100 par value preferred
stock, will be used to finance a
construction program through
1948 and the early part of 1949.
The program contemplates expen-
ditures of approximately $235,-
000,000 during the six year period,
1947 to 1952, inclusive, of which
about $48,000,000 was expended in
1947 . and- about $50,000,000 is
planned for 1948.

. The bonds will be redeemable

upon not- less than 30 days’ no-
tice,  at the option: of the com-
pany, as a whole or in part, at
prices ranging - from: 103  if  re-
deemed during the.12. months pe-
riod ending Jan. 31, 1949, to 100
if redeemed during the 12 month

ending Jan. 31, 1978.. e

Following * completion- -of - the
present. financing' the . company
will. have' outstanding - $205,000,-

000 first and refunding mortgage

bonds, $73,640,910 - of preferred
stock, including premium of $1,-
168,910, and $137,816,005 of com-
mon stock. Outstanding funded
debt - of ' subsidiary - companies
amounted to $40,168,185.

Halsey, Stuart Group
Offers lowa Pwr. Bonds

Halsey, Stuart & Co. Inc. and
associates, on Feb. 16 were
awarded $6,000,000 Iowa Power
and Light Co. first mortgage bonds,
3% Series due 1978, on their bid
of 100.51%. Public offering of
the bonds is being ~made at
100.99%, to yield approximately
2.95%.

Proceeds from the sale of the
bonds will reimburse the com-
pany’s treasury for net property
additions already acquired or con-
structed and for further property
additions.

Iowa Power and Light Co. fur-
nishes electricity and gas in Des
Moines and either or both serv-
ices in other municipalities, com-
munities and rural territory in 23
counties in the State of Iowa hav-
ing an estimated population in
1940 of 350,000. During the 12
months ended Oct. 31, 1947, ap-
proximately 74% of its gross op-
erating revenue was derived from
its electric business, approximate-
ly 25% from its natural gas busi-
ness and the remainder from its
heat and ice business. During
that 12 months period total oper-
ating revenues were reported to
be $13,903,691, and after depre-
ciation and all taxes. the balance
available for interest was $3,433,-
603. Maximum annual interest

charges on all "First Mortgage |-

Bonds to be outstanding after this
financing will require less than
$770,000.

Mrs. Ruth Lowe Pres.
Am. Savs. & Loan Inst.

NEW ORLEANS; LA. — Mrs.
Ruth 'Lowe of Milwaukee was
elected President of the American

Savings- and Loan Institute, be-
coming the first woman to head
the 26-year-old educational body.
Other officers chosen were Ed-
ward O, Morgan, Los Angeles,
' First Vice-President, and C. El-
wood Knapp, Pittsburgh, Second

Vice-President.

- Mutual Savings Banks Deposits Reach Peak

Earl B. Schwulst reports gain of 5.6% during 1947, with 18,300,000
~_ accounts, aggregating $17.8 billions in savings.
- Deposits in the mutual savings banks of the U, S. incre_ésed
almost $1 billion during 1947, Earl B. Schwulst, President, National

A}s&ociation of Mutual Savings Banks and Executive Vice-President,
THe Bowery Savings Bank, New York, reported on Feb. 12. This
% "

represents an
increase
of 56%, Mr.
Schwulst
pointed out,
and brings
total deposits
of mutual
savings banks
to $17.8 bil-
lion, an all-
time peak in
132 years of
operation in
this country.

There are
now 18,300,000 .
? ccounts . Earl B. Schwulst
in mutual v
savings banks, of which 14,500,000
are regular deposit. accounts and
3,800,000 are made up of savings
of school children and individuals
in Christmas- and ‘other special
clubs, - The gain in depositors has
been steady, with savings banks
now serving nearly 1,000,000 more
regular depositors than at the time
of VJ-Day. In addition,- 700,000
special depositors in school or club
accounts have been- added - over
the same period. :

Surplus. and guarantee funds in-
creased  $110,000,000 -and - at- the
year-end- stood at $1.9. billion,
representing an average of 10.7%
additional reserve' behind  eac)
dollar of deposits. . ;

The increase of more than $1
billion in assets during the year
brought. this figure to a new high
total . of $19.7 billion.  Principal

items in the $1 billion gain were
an increase of $380,000,000 'in
mortgage loans, $330,000,000 in
corporate and municipal securi-
ties and $260,000,000 in U. S. Gov-
ernment securities. This com-
pared with increases during 1946
of $249.000,000 in mortgages,
$116,000,000 in corporates and mu-
nicipals and $1.095 billion in U. S.
Governments.

In commenting to the report,
Mr. Schwulst said, “One of the
most ‘encouraging factors in the
continuing struggle against the-
forces of inflation is the deter-
mination” of our people to save. -
Although the high cost of living
and the greater availability of
consumer goods have reduced the
rate of saving from the abnorm--
ally high figures attained during
the war years, depesits in mutual
savings banks increased $169,000,~
000 during Decémber, 1947 (the
largest average monthly gain
since . 1945) to bring the:yearly
total to nearly $1 billion:

“The year 1947 witnessed. a -
change in savings banks’ invest-
ment outlets. ' The . increase in
home. -building -and- uoturn in
business expansion awakened re-
newed" interest - .among savings.
banks in.these channels of invest—
ment, “All indications point to in-
creased activity by mutual savings
banks in mortgage ‘lending. and
financing of industrial expansion

during 1948.”

Predicts Only Moderale Food Price Decline

Federal Reserve Bank of Boston gives data ‘ilid.icating continued
shortage of meats and other products. -

Barring unpreaictable changes in demand, the supply picture
indicates that prices of food can be expected to register only mod-
erate declines during the current year, the Federal Reserve Bank '
of Boston states. An article appearing in the current issue of the bank’s

monthly publication, “New Ing-¢

land Farm Finance News,” hoids
that although some price - de-
creases may result from the drop
in the grain market, the supply
situation does not portend a ma-
jor price collapse in foods which
are based on grain consumption.

“A common assumption,” the
article states, “is that good do-
mestic grain crops in 1948 would
erase much of our food price
problem. Such an assumption
overlook the high percentage of
our grain crop that is marketed
as meat. Actually, good crops in
1948 could not be translated into
increased numbers of pigs before
the spring of 1949. The pigs
would not be marketed before the
fall of 1949. Furthermore, it would
be two years from the time a
cow is bred before her calf
reaches the baby beef stage, say
by 1951, so it should be obvious
that the meat situation will not
yield to rapid correction.”

-Other factors which would work
against a large-scale reduction in
food prices were listed as follows:
Because of ‘decreased supplies,
per capita meat consumption in
1948 is likely to be only 144
pounds as compared to 156 pounds
in 1947. .

Eleven per cent fewer sows
were bred to farrow in the spring
of 1948 as compared with last
spring.’ It would take two to four
years of fairly good corn crops to
get a marked increase .in hog
production.

A reduction of 214 million head

in the total number of cows and|

heifers two years old or over is
expected in 1948. The number of
cattle on feed Jan. 1, 1948 was
12% less than a year earlier and
the lowest since 1940.

Storage stocks of butter Jan.
1, 1948, were 24 million pounds
versus 28 million pounds a year

-earlier and compared with a five-
year average for the same month
6f 64 million pounds.

‘TLowered grain prices- should
help to ease the critical position
of dairymen, but are not likely to
lower milk prices to consumers
below the usual seasonal drops.

The article added that however
well-founded an analysis of sup-
ply or demand factors might be
it must be conceded that human
factors, the .strength of which
cannot be appraised, can upset
economic reasoning. “If marked
unemployment develops, if con-
sumer demand slackens, if heavy
distressed selling of inventory ac—
cumulations occurs, then the
whole outlook must be re-as-

sessed because our consumption of
milk, meat and eggs is enough
above prewar that surpluses could’
accumulate,” it was stated.

Mayr to Act for Stkhldrs.

Joseph Mayr, of Joseph Mayr
& Co., has announced his appoint-
ment as chairman of a protective
committee of Class A preferred
stockholders of the St. Lawrence
Corporation, Ltd. Edward G. Mc=
Laughlin has been named Secre-
tary and the law firms of Kauf-
man, Gallop, Climenko, Gould &
Lynton in New York, and Hyde &
Ahern in Montreal have been
' made counsel.

The Superior Court in Montreal
on Jan. 27th set aside the com-
pany’s reorganization plan at his
request, Mr. Mayr stated. The
committee intends to correspond
with other preferred sharehold-

ers, he said.
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SEC Enters Accounting Gontroversy

~ Takes exception to conclusions in
" Accountants which would enter
operating performance

Discussion has increased in

b

Bulletin of American Institute of
only items relating to “current

9 .

in income statement.

recent weeks regarding a subject of

real concern to all members of the financial community. Involved

are two different concepts of “net income”

in corporation reports,

undoubtedly the most important single factor used in measuring a

company’s performance. The “cur-¢

cept sharpens net income for‘the
period to eliminate items that
would materially distort it as a
reflection of the results achieved
by the business under the condi-
tions prevailing during the perjod.
The “all-inclusive” concept would
include all items regardless of the
distortion involved. Although os-
tensibly this subject might be
regarded solely as an accounting
problem,. investors and creditors
should be:vitally concerned since

income of a company for one year
with other years and with similar
figures for other companies.. Ob-
viously, the' current operating
performance concept accomplishes
this best, g o

. A recent bulletin (No. 32) of the
-American Institute of ‘Accountants

mously;the current onerating per-
formance' concept. The ‘Security

ever, has indicated that it takes
exceptionstothe conclusions stated
in the bulletin because of fear that
such’ nrocedures “seem to be 'sus-
ceptible to abuse and ‘may result
surplus statements.” ' 'Obviously,
however, such abuses or manipu-
lations could be occomplished; if
So ‘desired, under ‘any rules of
practice. gl et '
George D. Bailey, President of

the American Institute of Ac-
countants, in an article in the Jan-
vary issue of “The Journal of
Accountancy,” indicates the fail-
ure of the all-inclusive concept to
satisfy the needs of investors and
creditors, “It is seldom possible
to give enough information with
respect to a special item to permit
the reader to judge its propriety
as an item to be included or ex-
~luded in determining income.
Respons'bility (for so determin-
ing) is on the issuing corporation
and. on .its . public. accountants.”
Certainly, the judgment of man-
agement and professional account-
ants would seem-to be better than
the reflection of no judgment at
all. "y

An accountant of a prominent
investment : banking house - has
noted that, in practice,. it is im-
nossible for management to de-
scribe ‘items so -that - the  report
reader- .can properly distinguish
those which affect current over-
ating performan ce'and those
which do not. The  accountant
nrges, therefore, a reliance on the
interpretations of = management
and professional accountants to
make this distinction, The im-
proper, but very prevalent, over-
emphasis of net profits for a year
or even shorter period, on a total
or a per share basis, emphasizes

the importance of this point.

Municipal Bonds as

Bank Investments

(Continued from page 21)

than offset the lower cost at a
later period. A reasonable posi-
tion seems to be to work out an
investment program based upgn
the probable trend of deposits and
demand for loans, and to invest
funds, in accordance with this
plan, as they become available.
A mistake in arranging the ma-
turity schedule of a bank is seri-
ous indeed.. The banks which
stayed in shorts from the middle
of the 1930’s to the middle of the
1940’s because they expected an
increase in the interest rate, lost
a great deal of income  even
though their expectations later
<ame ftrue, while those banks
‘which switched into long maturi-
ties three or four years ago stand
to take a substantial capital loss.

What Bonds Should Be
Purchased? ’

If you agree that excess funds
should be invested as they become
available, and that municipal
bonds provide a suitable field for
investment, the next question is,
of: course, what bonds should be
purchased. With so many new
issues coming to the market and
a considerable volume of old onres
constantly reappearing in the sec-
ondary market, there is no reason
why a bank should not be able to
find' exactly what it needs to
round out its portfolio. If you
have doubts about the credit qual-
ity-of a bond, or if you feel that
the ‘maturity is too long for your
portfolio, you need have no hesi-
tancy in letting it pass. The time
is definitely passed when an in-
vestor needs to accept a second
choice, Furthermore, there is no
need to hurry in making a deci-
sion. You can take an extra day
to study the credit without fear
of missing a rare investment op-
portunity,

There are advantages and dis-
advantages to a bank’s investing
in the obligations of its own lo-
cality, and the amount of such
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bonds which it wishes to hold is
a policy question which' should
be faced squarely. -Some of the
highest grade municipal bonds
are obligations of ‘well managed
but relatively unknown local gov-
ernments, and if the bank’s home
town happens to be in this pre-
ferred group it would be a mis-
take to overlook its bonds as a
means of investment. The banker,
of course, knows a great deal
about the community in which he
lives, but it is sometimes difficult
to evaluate one’s home situation
objectively, especially when there
are both favorable and unfaver-
able factors to consider. When
we are too close to a situation it
is difficult to distinguish between
basic trends and spectacular
events which have little real sig-
nificance. Most of us find it easier
to see our neighbor’s faults than
our own, or. on the :other’ hand,
if we dislike the Mayor there is
a tendency to feel that everything
he does is wrong. 1In times of
trouble the banker can often use
bis influence in favor of sound
fiscal policy, but sometimes his
interests as a citizen seem to:run
counter to his interests as a credi-
tor.. Moreover, his position as.a
creditor may make certain groups
suspicious of his advice. In de-
ciding the amount of local bonds
to hold, consideration should be
given to the fact that the price
trends over the next few months.
of bonds with a strictly local mar-
ket, may be unsatisfactory. Dur-
ing the war, when there was a
shortage of tax exempt securities,
obligations of names unknown in
the market were in many in-
stances eagerly bought up by in-
vestors who were familiar with
the particular situation. The re-
sult was that prices of many bonds
of this type reached.levels equal
to those of the best known names,
and in some cases where there

were state and local tax exemp-
tions or other privileges of value,

“| price level, deferred maintenance,

the prices of such bonds went
even higher than those of general
market obligations. As these units
enter the investment market
again, and the local buyers are
no longer able to absorb-all the
bonds offered, the price will natu-
rally sink to something below that
prevailing in the money markets
for comparable maturities of bet-
ter known names of roughly the
same credit quality. The most
serious disadvantage of holding
local bonds is that they are sub-
ject to the same general hazards
as the loans. One compromise in
regard to the holding of local
municipal bonds which has always
seemed to me to have considerable
merit is to purchase a limited
volume of local issues, if the bonds
of your home town are high qual-
ity, and put the balance of the
funds available for investment in
general market obligations, about
which information' is available,
and which can be sold to obtain
funds if the deposits should de-
cline, or if the demand for loans
should increase,

On one point I have definite
convictions, I am convinced that
commitments at this time should
be limited to situations which are
not only satisfactory -but which
are also improving, or at least not
deteriorating. I expect that ‘the
price. differentials between high
and low grade municipal bonds
will increase, In the war years]
all municipal bonds appeared, on
superficial analysis, to be improv-
ing. It was almost impossible for
the local governments to spend as
much ‘money as they wished, and
taxes, including delinquent levies,
were easy to collect, with the re-
sult that the differentials between
high and low grade bonds were
decreased. The outlook is now
quite different, The ability of the
various local governments to meet
the larger budgets, due to a higher

as well as demands for improved
services, varies widely.. Decisions
based upon past impressions are
subject to an accumulation of er-
rors. If luck is not with an in-
vestment officer, a little careless-~
ness in a period such as the pres-
ent will result in a portfolio of
bonds which were good. The bank
supervisory authorities have re-
cently issued a number of releases.
urging bankers to maintain com-
prehensive and current files on all
municipal bonds -in their port-
folios. These releases are both
constructive and timely. The time
to" prepare for trouble is while
incomes are still high and signs
of weakness are just beginning
to appear.

Significant Problems in Municipal
Portfolios

Obviously, building. a thick
credit file is not an end in itself,
A mass of miscellaneous pam-
phlets, folders and clinpings, may
contain’ much " valuable informa-
tion. but it is certainly forbidding
until the irrelevent .and unim-
portant data has been sorted out
and the significant facts presented
in an. orderly manner, A credit
file should be regarded as a tool
without which careful analysis is
impossible.. Seven years ago, Ed-
die Wayne and I presented, an out-
line for the analysis of full faith
and credit obligations to this con-
ference. This material was re-
leased in an expanded form later
in 1941 in the Report of the Com-
mittee on Municipal Obligations
of the National Association of Su-
pervisors’ of State Banks under
the title of “Municipals.” Most of
this audienée will recall that Larry
Lunden was a member of this
committee, and that Eddie Wayne
was its Chairman. Since Part II of
this report deals with the analysis
of the credit quality of general
obligation bonds, and since I wish
to save as much time as possible
for the less formal part of this
afternoon’s session, I shall not at-
tempt to outline a procedure for
the analys's of municipal bonds,
but rather point up a few. prob-
lems which I think are particu-

larly significant at the present
time, )

(1) In a period of rapid read-
justments the study of the eco-
nomic basis of the community
should be unusually' thorough.
For some reason, this is a part of
the analysis which it is easy to
slight. There is usually no short-
age of information about a com-
munity, but it is a tedious task to
sort the significant data from the
irrelevent and trivial, and there
are often gaps which need to be
filled in by further research to
answer such. questions as: Have
the postwar adjustments been
made satisfactorily? Is the com-
munity making progress? How
will the community withstand de-
pression? Does it produce prod-
ucts for which there is likely to
be a steady and profitable mar-
ket? Does it depend upon wasting
assets? If so, are there other pos-
sible sources of income? In.other
words, will the.citizens be able
to pay the taxes throughout the
life of the bond issue?

(2) The extremely high cost of
construction makes it necessary to
look critically.at the condition of
the capital improvements.. Are
the schools, streets and water sys-
tem reasonably adequate? .If not,
can-the community afford to build
at present prices? What are. the
projected building programs? Are
they .in line with .the financial
ability of the community? Com-
munities, like individuals, often
desire the finer things of life be-
fore they can afford them. Pres-
sure groups not infrequently. argue
for improvements, which, in them-
selves, are highly desirable, but
which cannot be financed within
the framework of the -existing
revenue system, It is, of course,
sounder public policy to make any
necessary changes in the revenue
system before additional. obliga-
tions are incurred, since it is much
easier to get a new or higher tax
levy when. the community is en-
thusiastic over the prospects of a
rnew improvement than when the
pressure comes from a shortage of
cash- to meet debt: service. .Com-
munities which have exf{panded
recently find the high costs of
construction particularly burden-
some. However, we should not
be too quick to conclude that the
bonds of these growing communi-
ties are not satisfactory invest-
ments, for such areas are likely to
have some very definite advan-
tages,  which account for their
growth, and they may be fortu-
nate in being spared from accu-
mulated unsolved problems of the
past. which plague -their older
neighbors.

(3) The financial record of a
communily is always an important
indicator of credit quality, but it
is necessary in a period such as
the present to look behind surface
indications. A quick review of
the experience of the last few
vears may be very misleading,

During the war it was almost im- |

possible for a local government
to spend money, and taxes, even
delinquent levies, came in without
much effort, Consequently, prac-
tically all tax collection records
look good. The real question is.
has the unit taken advantage of
this period of high incomes to put
its house in order? Is the com-
munity making an adequate ap-
propriation for capital improve-
ments? This, of course, may be
either by paying for new con-
struction out of current income
or by retiring debt. The various
plans which have become quite
popular in some quarters for post-
poning principal retirements to
some vague future period are
likely to be as dangerous as they
are slick. Incomes are excellent
and contributions toward the pay-
ment of capital improvements
should be heavy now.

. (4) Since it is inevitable that
the budgets of most local govern-
ments must advance, the ability
of a unit to increase its receipts
should be carefully studied. The
income of the community may be

entirely satisfactory, but this will
not do the  bondholders any goed.:
unless the.legal machinery will
gather it in to the puyblic treasury.
Tax rate limitations and other re- .
strictions on charges for various
services may become especially
burdensome in a period of rising
prices. Prospective investors will
do well to investigate the methods
which are used to avoid these lim-
itations, for some method of eva-
sion is usually found. ' The con-
servative course would be to avoid
the obligations of governments
which fail to make needed re-
forms in their revenue system.
The chances are that the passage
of time will bring new problems
which will make the reorganiza~
tion even more painful.

- (5) Flexinility on the expendi-
ture side of the budget is likewise
highly ‘desirable, but - difficult to.
obtain ‘as a practical proposition.
Most jtems in a budget can be re-.
ﬂ;xiced only with great pain, and i

ight be. added that most 'so~"
called reform measures add to this "
rigidity, The debt retirement pro--
gram should-be ‘set up with- the-
definite goal of getting the debt:
paid and  maintaining as much.
tlexibility : as. possible. This: can
be done only by providing for
heavy contributions to debt retire-
ment in good years.. Increased:
amortization of ‘principal in: pe-
riods of high income . serves two-
purposes, It makes possible ‘re-
duced appropriations for debt re-
tirement in depressions, and draing
off the cash during prosperity. A -
substantial cash-balance is always
a potential source of serious weak--
ness, since every pressure group
is almost suré to be on hand to
capture a part of it for its pet
project. Many of these projects
are worth while ia themselves,
but nwost -of them will require
money to maintain and their in-

auguration would build up a
higher level of expenditures and
contribute to further rigidities.

" Before we go to the question
period I would like to- bring to~
gether the material which I have
attempted to present,’ It appears
that the money market will con-
tinue to be tight for some time to
come, but there is reason to ex-~'
pect that the Federal Reserve Sys-
tem, through its policy of support-
ing the government bond market,
will be successful in keeping any
declines in the prices of bonds
orderiy. In the past it has net
generaly been profitable for in--
vestors to hold idle funds in the

-expectation that interest rates will

go higher.. It would seem. there-
fore; that it would be wise for
banks to make investments ag
funds become available, in ma-

turities that fit in with an overall ., ;

plan of maturity distributioa,
which should be carefully worked
out in relation to the other assets,
as well ag the character of the de-
posits. At present market prices
the yields on municipals will give
banks, which can use tax exemp-
tion, a relatively attractive yield.
Since the floating supply is large,
a bank can select particular issues
suited tc its individual needs.
There are great differences in the
ability of the different local gov-
ernments to meet the added bur-
den caused by higher prices and
the demand for improved govern-
menta] services, and commitments,
even -more than usual, should be
restricted to situations which -are
not only satisfactory but which
are also improving. In a period in
which many basic economic read-
justments are taking place, it is
extremely important to select
bonds issued by a community with.
a promising future, rather than a
good record. Investment decisions
based upon vague impressions
gained in the past may prove very
costly indeed.

At last we have a buyers mar=
ket in municipals. There are now -
many relatively good investment
opportunities to be found in this

field for institutions and individ-';»§

uals who can use tax exemptions
to advantage.
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| Today’ s No. 1 Problem—The
Depreciation of Qur Currency

(Continued from page 2)
and services means various things
to the people of the United States.
It depends upon whether one is
dealing with the cost of living of
people in general or of a certain
group of people, with the values
of people’s property, with the
purchasing power of people’s sav-
ings accounts, insurance policies,
and investments in government
-securities, with the purchasing
power of the wages and salaries
of people in general or of groups
of people, and so on.

- If an individual is obtaining
dollars more rapidly than the pur-
chasing nower of his dollar de-
clines, he is gaining in the face
of rising prices. For example, this
tends to be the case often, perf
haps in general, with farmers—
‘their incomes, for a time, tend to
rise faster than their costs, and
their profits may give them, for
that period of {ime, a real increase
in purchasing power.

‘ Because the early stages of
sharply rising prices tend to bene-
fit farmers, they and the officers
of farm organizations are gen-
erally pleased with that state of
affairs. The fact that such a rise
in prices is a prelude to a later
drop does not seem to alter the
position generally taken by the
farmers as a group and by many,
if not most, of the officers of farm
organizations.

As another example, the bank-
ers’ business interests are pri-
marily in the market value of
their assets whereas the public’s
interest is primarily in the pur-
chasing power of their deposits,
securities, insurance and other
savings. As a consequence, the
banking fraternity as a group is
rarely aroused when a nation be-
comes involved in a depreciating
currency = resulting from rising
prices. It is for this reason,
among others, that the banking
- systems throughout the world
have usually gone along with an
inflationary fide and have in gen-
eral done practically nothing to
help a government save the
people from the depreciation in
the value of their purchasing
power. Where central banks are
tools of government treasuries,
this complacency is most pro-
nounced.

Were one to survey the effects
of currency depreciation on dif-
ferent individuals, groups of
people, and institutions, he would
find. that many individuals and

) .kibusinesses occupy a mixed posi-
‘tion.

Some own property which
appreciates in value while ' the
value of their bonds, insurance,
and savings accounis depreciates.
The effect of the declining pur-
ing power of the dollar is, there-
fore, different for people occupy-
ing different positions, having dif-
ferent sources of income, and
owning property in differing
forms, in our economic system,

In short, thé decline in the pur-
ch;-xsmg power of the dollar is one
ihing; its effects are something
else. The latter differ with re-
spect to different people and dif-
ferent institutions.

. In general, and in the course of
tlrpe, few people can escape the
evil consequences of a depreciat-
ing currency because of the eco-
nomic maladjustments generated
during the period of rising prices
and the stresses and strains at-
tending the subsequent liquida-
tion and business recession.

The Causes of the Depreciation

Since prices are the result of
the forces of supply and demand,
except in the instances of govern-
ment price fixing, and since the
causes of rising prices or depre-
ciation of our currency are many,

.. the answers to the resulting prob-

"le{ng are -to be found by ascer-
tamu}g what caused the relative
scarcity of goods and services of-
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fered for sale and the relatively
large demand for them.

In brief, on the supply side, the
long-drawn-out business depres-
sion of the 1930’s kept production,
with some exceptions, at relatively
low levels. Then the period of
the war reduced production of
goods for civilian use to an ex-
tremely low point. Various gov-
ernment policies during the 1930’s
and the period of the war also
acted as depressants on produc-
tive activity. Monopolies, both
business and labor, have also been
factors.

On the demand side, the chief
factors have been the govern-
ment’s policies of money and
credit expansion in which were
employed a variety of devices; the
low interest rate policies of the
government which invited heavy
borrowing and spending; the
abandonment of the gold-coin
monetary standard, thus depriv-
ing the people of a direct control
over their government’s manage-
ment of the public purse; the war,
which caused and invited unprece-~
dented spending and the growth
of 'an unprecedented volume (for
the United States) of money and
deposits resting largely on gov-
ernment debt; the widspread no-
tion that debt and spending, rather
than production, saving, and hard
work, provided the roads to sound
economic prosperity; the loans and
gifts extended to foreign coun-
tries.

Price fixing by the government,
like monopolies, has tended to
affect both supply and demand
adversely, Price fixing, except in
those cases in which rising’ prices
would not have encouraged greater
production, has tended to aggra-
vate the distortions by depressing
production and by encouraging a
greater demand. 4

' The Needed Correctives'

Since the causes of our currency
depreciation are many, so are the
cures. In principle, ‘those forces
that increase production relative
to demand and decrease demand
relative to the available supply
of goods and services should tend
to bring the decline in purchasing
power of money to an end.

Price fixing is not helpful, ex-
cept where rising prices will not
induce greater production, be-
cause it discourages production
and invites greater demand. Ra-
tioning, ordinarily an adjunct to
price fixing, deals with results
or symptoms; it does not in any
important way reach causes.

Lower taxes on producers should
encourage greater production.

Lower tariffs and the removal
of obstructions, domestic and for-
eign, to trade should stimulate
production and enable people to
buy more goods and services with
their money. i

Monopolies—both business and
labor —should be broken up.
Feather-bedding and all obstruc-
tions to production, except where
matters of health, safety, etc, are
involved, should be ended.

The use of credit, except in
connection with self-liquidating
productive activities, should be
restricted sharply since non-pro-
ductive buyers’ credit adds to the
purchasing power ‘against the
available goods and services.

The country should be returned
to a gold-coin standard so that
the people, once more, would have
direct control over the govern-
ment’s use and abuse of the pub-
lic purse. Such a standard should
force some contraction in the gov-
ernment’s and banks’ promises to
pay now outstanding. Return to
a gold-coin standard probably
would be one of the most potent
correctives to currency deprecia-
tion since one of the important
factors in our sharply rising prices
has been the great expansion of
irredeemable_promises to pay, is-

sued by the government and

banks. A gold-coin standard forces
the redemption of promises and,
therefore, restricts the banks and
government to the issuance of
promises that can be redeemed.
Any issuances of promises to pay
without intent to redeem is un-
economic and immoral. Much' of
our trouble with currency depre-
ciation today has its origin in
such immorality. -All our paper
money in use outside' the Federal
Reserve banks, except silver cer-
tificates, carries a promise to pay
which is “fulfilled” by the sub-
stitution of another promise of the
same kind. The only exception
arises when silver and minor. coin
are utilized, and even this money
is an overvalued money in so far
as its metallic content is con-
cerned.- When a government and
banks issue promises that are not
fulfilled, the -standard -of “integ-
rity is besmirched by a lack of
good faith. The promises of our
government and banks today are
not good, in so far as our circu-
lating paper money is concerned
(silver certificates excepted); and
the value of these promises is'de-
clining with relative. rapidity-in
terms of what they will buy.
Interest rates should be permit-
ted to rise to their natural levels.
The government should borrew-its
funds in the competitive- money
markets at competitive rates.
Most of our Federal debt should
be funded into long-term consols

bearing a ‘rate of interest suf-

ficiently high to induce non-bank
institutions and savers ‘to invest
in them and to hold them. These
higher rates would put sharp re-
strictions on government borrow-
ing and properly allow ‘people a
better, rate of return on their sav+
ings. * = b .

Government guying of goods to
aid Europe should, in so‘far as is
possible, be diverted from “the
United States to other countries

as should the purchases by those.
governments to whom we-extend
loans. This is imperative in -the:

case of such depleted natural re-
sources as oil. - )

Thus far, the chief attention in
Washington .and in popular dis-
cussions has been centered .in at-
tacks on symptoms, not causes, of
our currency depreciation:

A Return to a Gold-Coin
Monetary Standard and
System as a Basic
Corrective

Of the recommendations just
made for terminating the depre-
ciation of our currency,; probably
the most potent would be a return
by this country to a gold-coin
monetary standard and system. At
the same time, it is, apparently,
the corrective that is least under-
stood by the general public and,
possibly, by the majority of Con-
gress.

When the gold-coin standard
was withdrawn in 1933, the peo-
ple of the United States were de-
prived not only of a valuable and
important property right in.gold
but also of their direct- control
over the government’s use and
abuse of the public purse. It is
obvious that the general public
have no clear understanding of
what that fundamental change in
their monetary. system has meant
to them:. In large part, they do

not understand the difference be--

tween a good and an inferior
money. Most people seem' to con-
fuse the "eonvenience- of . paper
money with the far-reaching and
fundamental monetary: functions
performed by gold—its services as
a reserve against promises to pay,
its clearing functions (domestic
and foreign), its superior ability
to store up values indefinitely.
The manner in which a gold-
coin standard and system place a
high degree of direct control over
the government’s use and abuse
of the people’s purse needs to be
understood in this country.

When individuals can choose
between gold, silver, and other
coin and paper money, they will
choose what they regard as .the
most valuable one when in doubt
regarding the value of any of the
other money. The factor of con-
venience in the wuse of paper
money gives way to the desire tor
safety. When governments or
banks issue money or other prom-
ises to pay in a manner that raises
doubts as to their value, those
people entertaining such doubts
will demand gold-in lieu of the
silver, or paper money, or bank
deposits, or government securi-
ties. These demands for gold be-
come red flags of warning to the
issuing authorities, They mus.
fulfill their promises to pay or
face trouble; they must put their
tinancial affairs in order.

A gold-coin standard and sys-
tem thus place in the hands- of
every individual who uses money
some power to express his ap-
proval or disapproval of his gov-
ernment’s ‘management of - the
people’s -monetary and- fiscal af-
fairs. - It gives the' people of ‘&
nation direct control-over the use
and abuse of their public purse.
Since the people’s control ‘over
the spending of their. money was
largely destroyed by - the  with-

drawal of the gold-coin standard’

and system  in 1933, most. adult
persons should be able to see what
the spending orgy and government
abuse of the people’s-purse have
been since that brake on “public
spending -and the -creation of cur-
rency.was removed. g oif

The hope of the people now lies
with their Representatives  and
Senators in  Congress. - But all
these . legislators “have been, and
are, - subjected. to ‘the ‘merciles:
drives; of all’ sorts ‘of' pressure
groups. Most members of Congress

can: stay: in- office ‘only" if “they

accede  to. the: demands of . these
highly-organized -pressure groups,
The facts in respect to this situa-
tion should be.clear by this time.
We - point out that Congress- has
degenerated into a“body ‘that does

little more these days than to vote.

away -the ‘people’s money and tc
dissipate - our. national : patrimony
in response to the demands of all
pressure: groups- that ‘commanda
substantial number of votes.: Tha'
is true  enough. But what we do
not seem to recognize is the fact
that every Congressman has: been
placed in a weak position in the
face of the demands that can- be
made upon him because the peo-
ple have lost direct control over
the public purse as a consequence
of the loss of a gold-coin standard
and system.

So long as the Treasury and
Reserve banks can issue promises
to pay which they do not intend
to redeem, and do not redeem ex-
cept in other promises which are
likewise irredeemable, Congress
can spend and spend and generate
the very thing of which we are
now beginning to be,afraid at this
late date.

Were we on a gold-coin, stand-
ard, profligate spending would
send up  red flags of - warning
throughout the ' nation. People
would begin to . exchange the
promises to. pay of.the Treasury
and Reserve banks for gold. Bank
reserves would fally the prices of
government securities would de-
cline. Should pressure then be put
upon Congressmen to: spend 'in
behalf of this and that pressure
group; they could point to falling
bank reserves and the decline in
the .prices 'of government securi-
ties as' good -and sufficient rea-
soens why they could not possibly
vote for further spending of the
people’s money. E

Today . Congressmen. -have no
such protection., As a consequence,
both they and the public in gen-
eral are victims of these pressure
groups which have grown in num-
ber and size and -dggressiveness
until today they are probably the
most ominous dangér to our na-
tional well-being.

Each . group sees other ‘groups
demanding and getting something
at the public feed trough, and

proceeds to demand its share. We
have reached a stage in this coun-
try in which no stigma is attached
to those leaders who run to Wash-
ington for a handout. Indeed, it is
an accepted practice. While we
are uneasy about it, we say “they
are all doing it and it cannot be-
stopped.” ' %
The important point is that the
people in general have not under-:
stood clearly the causes of what:
has happened to them. Congress-
men are worried;. they are, ap-' -
parently, not weaker in character-
nor more corrupt than Congress--
men-of a generation ago. The dif-
ference is that they are caught in~
a new situation which has been’
sweeping them, just as it has been’ '
sweeping all -the people of this -
country, toward the destruction in-
the value -of our -dollar by un- '
precedented and endless spending:

of the money and the diszipation:

of -the wealth of

the * people of:
this- country. R aGy P

Source of Trouble lsAbahdoﬁment: : .

of the: Gold Standard .

. The source of the ‘trouble goes: =

back to the abandonment of the:
gold-coin" standard 'and system,
and to the consequent ‘withdrawal’
from our people of their- control.
over the public purse. " -~ < .-F

The world’s-history is- replete:
with black chapters on-this par-;
ticular type of abuse of a people.
by ‘their government, and on the,
people’s  failure ~ to ‘understand,:
until too late, what their govern-:
ment was doing to them; It-would:
appear- that -our people are:no:
smarter than others have been in:
respect- to this:'sort -of -abuse by~
their government and -that the:

prospects-are-that we, like: many<-:-- !

other people, are" going to:learnw
our ‘lesson the: hard‘ way:- Unless

leadership - is ‘provided: by Con=''~ .=

gress and the Adniinistration, and:
unless the general public -are in:

structed by these™ leaders, ‘there. : -
appears to be little hope: that the <=

peaple-of this country ‘will under- -
stand-what has happened to-them
or how to:get at.the basie -sources: :
of their trouble. in so-far as rising -
prices, :profligate’ government™
spending, and the depreciation of:
our currency are concerned.
- It is to be emphasized’ that the:
general public do not understand:
what has happened to them. They+
do not understand the natiure and:
implications of a gold-coin stand- "
ard and system. They do not un-.
derstand that a so-called “man-’
aged” ' inconvertible paper  cur-::
rency system and a governmen-:.
tally-managed economy go:hand::
in hand, and that under a system:.
of a governmentally - managed -
economy the people lose much of:.’
their independence and power to:
control their government. More-:-
over, they do not seem to be con--
cerned about the fact that, under-
our so-called “managed” irre-:.
deemable currency system and our
pronounced development of a gov-
ernmentally - managed - economy,
our Treasury and Reserve banks
issue promises to pay which, with.
minor exceptions, are both dis-.
honored and dishonorable.

This lack of concern is charac-.
teristic not only of the busy man
and woman who cannot be ex-:
pected to give any important:.
amount of attention to these mat-:
ters: or could hardly be ‘expected .
to understand  them; it is also:”
characteristic of ‘a great number
of our people who ‘regard:them--

selves-as able to-understand, to- - :

lead, and to advise others.
Leading bankers and industrial-"
ists are marching along with this’
tide of events.  Most - Congressmen,
and practically the whole Federal |
Administration, seem likewise to:
be. going along. = Indeed, "they .
praise and defend the course be-'
ing taken. It is said to-be the’
modern —the progressive — way.:
Having been so labeled, it is not”
to be questioned—not 'in these’
days when the act of labeling is’
popularly deemed to provide the
final and correct answers as to-
nature of the thing so labeled.
There are a few members of ~
Congress who understand the re-
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.Yationship between the abandon-
‘ment of a gold-coin standard and
system in this. country and what
‘has since happened to us in this
‘country. Representative Howard
‘Buffett of Nebraska is one of
‘them; and on January 20 he intro-
-duced a bill (H. R. 5031) to put
‘this country on a gold-coin stand-
~ard on January 20, 1949. Outside
‘Congress;there are some men and
iwomen who also understand the
‘significance of a gold-coin stand-
‘ard_and of returning to the peo-
-ple of this country control over
~.the public purse. It is upon the
leadership - of these few people
"that the prospects for a return to
-fiscal ‘and monetary sanity in the
‘United States appear to rest.

It is not to the credit of this
generation that circumstances
:make it necessary to argue for,
and to fight to establish, a system
of honorable promises in prefer«
ence to one in which they are
‘not honared. ‘It is not a pleasant
.thing to listen to men in positions
: of responsibility. "attempt - to de-
¢«fend a system in-which the Treas-
‘ury and Reserve. banks' are per-
+mitted to issue- promises to pay
which-they do not intend to honor
-and do 'not Honor.. This is a fun-
‘damental issue,x - e !

Numetous ‘bankefs today "seem
+to-be. making it clear that; what
‘they want’ is" almost unlimited
- authority 10 issue promises to pay
without being required tg assume

" rany tesponsibility for -redeeming

‘them, " They talk .much of their
: Tesponsibilities, but they are set-
‘ting up resistance “against ‘being
- compelled to ‘make good on their
‘promises.to pay. v >4

It is suggested here ‘that -such
‘ bankers. (and Treasury officials)
“would ‘do well to scruiinize care-
“fully the ‘position they are taking
in respect to the move being made
in Congress to return this country
to a gold-coin system which would
' require the Treasury and Reserve
banks to limit the issuance of
~their promises to those they can
redeem. A ‘g

Seeking rights to -issue -ifre-

pleases with it, he' condemns: it. |
Because he cannot make things of
less value, such as paper money,
as valuable as gold without re-
deeming them in gold, he blames
gold for his unhappy experience
and attempts to fix things so that

he will not be compelled to re-|’

deem his promises in gold. He
even argues that since most na-
tions, because of their abuse of
gold and reckless issuances of
promises to pay, have driven gold
into hiding and have caused these
nations to slip down to cheap pa-
per currencies, the latter curren-
cies are therefore to be preferred.
The cheaper money becomes “the
best,”and the more valuable “the
worst.” Such is a man’s intelli-
gence, thinking, and argument
today as to gold versus a govern-
mentally - managed irredeemable
paper money.

Since an irredeemable paper
money—a so-called “managed”
paper eurrency—is an integral part
of a. governmentally-managed
economy, all-who think they de-
siré a high degree of governmental
dictatorship, with the government
and.Reserve.banks relatively free
to issue promises to pay without
being compelled to fulfill them,
are, if consistent, opposed to a
return to a gold standard.

Because the suspension of gold
payments 'is widely- associated
with .our business ' recession of

1929-1933, a great many people|

regard . the - gold standard. as .in
some manner a, or the, cause.of
that business recession. . Because
man's ‘mismanagement of credit

and of a multitude of our other | €
‘dangerous;. it has caused our peo-

things ‘undermined economic sys-
tems and. destroyed or impaired
a large number of institutions in-
cluding governments and gold
standards, the belief that gold was
responsible- for these catastrophas
has been widespread in the face
of the fact that, while practically
all other things were losing value,
gold, almost alone, was appreci-
ating in value, v

It seems clear 'tfla.t the’ people

tions, it-intrusts to them the power g
to. raise or. depress the value of
every article in the possession of
every citizen. . .

Our Monetary System Not Exempt

From Radical Currency -

Depreciation

Despite the fact that our system
of indirect conversion of our ir-
redeemable paper money main-
tains it on a parity with gold at
the rate established in January,
1934, it is im)gortant to understand
that we are not safe from a radi- a
cal depreciation of our currency
for the reason that the govern-
ment and Federal Reserve banks
have been able to, and can, pump
a much larger volume of promises
to pay into circulation, since they
are irredeemable, than would be

stimulant,
are temporarily experiencing real
gains from the current rise in
prices ‘may be expected, in gen-
eral, to oppose a return to a gold-
.| coin standard.

withdrawal of the intoxicating
Similarly, those who

Although we observe much dis-

cussion and activity in behalf of
arresting any further rise
prices, it should be noticed that
as an ever higher level is reached,
there is general objection to doing
anything that might return us to

in

level deemed high enough a

year or more ago, It is an illu-
sion to think ,that a price rise
can be arrested by positive action
without causing some recession.
We need that recession, and the
sooner it comes the better it
should be for this country, This

possible under a system of directlis medicine that our people in

redemption. The present degree

general wish to avoid, and it is

of depreciation in the purchasing?precis‘ely for this reason that the

power of our money should make
this elear to all intelligent people,

It is to be emphasized that the
best currency system ever devised
by man cannot of itself prevent
rising prices and a depreciation of
purchasing power of the currency
in terms of goods and services
since the causes of rising prices
can -be many. There are other
important things, as indicated, that
also .can and should be done to
bring rising prices to an end. The
point is, however, that a good eur=,
rency .need not be a contributing
factor to. currency depreciation,

majority of them prefer to ride
the tide to higher
price levels while they confine
their “positive” action against fur-
ther increases chiefly to harmless
and ineffective protests, '

and higher

The issue resolves itself into the

question of whether government
officials who understand the na-
ture of this insidious monetary
disease and of the related funda-
mental causes of our depreciating
currency will be leaders and at-
tempt to save our people from

further pursuit of :a course the

general public doés not compre-
hend, or whether these officials

will simply ride out the course .

with our people, trusting to luck
and waiting until a possible crash
engulfs us.

A fundamental
whether there is enough leader-
ship in the Federal government
to deal with causal factors rather
than with symptoms, and to give
the people of the United States,
as one of the most basic. correc-

tives, a monetary standard and .

system in which the promises of
the government and banks are
honorable and honored. .

Should good leadership assert
itself, it seems reasonable to sup-
pose that many of those now in=
adequately informed and indif-
ferent would give support to those
advocating the wise and proper
course. Without such leadership,
it appears highly probable that
we will continue on the present
perilous course, which can and
may prove to be a most unfor-
tunate one for the people of the
United States. i

It seems reasonably clear that
leadership of statesmen is prob-
ably more important in this than
in any other field of domestic
affairs at the present time. .The

value of the contribution of such -

leadership to the welfare of the
people of this country promises
to be immeasurable, The need for

whereas a defective monetary sys-
tem can.and may be a potent
cause of such depreciation,

Our system is defective and

ple to lose control over the use
and abuse of the public purse;
and it has been, and. is, a potent
cause.of the depreciation in the
purchasing power of our currency,
' The .reasons commonly given
these days for not returning to a
gold-coin standard and system are
not valid and are easily answered.
Moreover; they are’old; they haye

this leadership shou_ld be clear.

Announce New Savings Bond Drive

President Truman and Secretary
‘extend from April 15 to June
inflation, See

of Treasury Snyder say drive to

30 is to premote savings and fight -
advantages in withdrawing funds from consumers

and using them to shift ownership of debt,

President Truman at his
ounced on I

question is

mote savings and fight inflation.
Division of the Treasury will be®
in charge. -+

inuing through June 30, Its purpose is to pro-
The United States Savings Bonds

off bank-held or other potentially

been advanced many times and at

*'A great volunteer darmy of Sav-
ings Bonds salesmen and sales-

inflationary portions of the public
debt now outstanding. This shift-

of this country dg not yet under- |many places in the past. Never-

women is being recruited for the

- deemable promises to pay, defend-
-ing their issuance of irredeemable
' promises, and ‘even advancing the
" idea that they should not be re-
*quired ‘to  hold reserves, while
~fighting to evade responsibilites
- for redemption of their promises
“-constitute a highly accurats pic-
;‘ture of the thinking and position
.of a considerable number of lead-
. ing banKers, Reserve, and Treas-
-ury officials in this country today,
“ It'is a case of seeking rights with-
+ out. manifesting - willingness = tp
“-assume corresponding responsibil-
dties. - This' is -an ‘enterprise  that
: invites. retribution of  a -serious
T sort.: It definitely. 'is ‘not ' good

- leadership. .

When a people and their gov-

'; ‘ernment depart from" standards

of common honesty. they. are' not
“only headed for trouble but. they
‘are-in: trouble. . There would ap-
pear to- be no -valid defense for
. the adoption or continuance of
“an irredeemable paper . money
. system _in this country. More-
over, it is by the establishment
~of a monetary system involving
. honorable .and honored promises
that we should expect to find our
" best cure for depreciation of our
"“currency in terms of goods and
. Services.. ; ;

" People Mislead by Advocates of
. ~ Managed Economy

* Besides the fact that most peo-

" ple do not understand the nature

and far-reaching implications of

"'a gold-coin standard and system,

* our people have.been badly mis-

" led by the advocates of a govern-
“mentally-managed economy, by a

- variety of economic and political

° agitators, and by those people who
* float with the tide under.the ban-

ner of sweet reasonableness to-
- ward-everything that comes along
regardless of ‘whether or not they
understand it. * .

For example, and in short, it

~ has become the generally-accepted

- practice in this country to blame

. gold for man’s mismanagement of

- it. " Because he cannot do as he

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

stand that no irredezmable paper
money is likely to be so “man-
aged” that sharp depreciation will
not .ultimately set in, no matter
how totalitarian a government
may .be, .if the forces that can
cause depreciation become suf-
liciently strong. The -fact that
Russia .has recently provided a
demonstration of this truth seems
thus far not to be widely recog-
nized “in . this‘ country, In the
face of this and many- other les-
sons of .the same kind, including
the ‘present depreciation of :our
money, ‘the  contentions. are still

advanced, as they have been dur~

ing our period ‘of ‘suspersion’ of
gold payments, that ‘our’ govern-
ment has sufficient power to main-
tain the purchasing power of our
irredeemable paper money or that
it ‘will not permit “depreciation to
g0 “too far.” That paper is paper

and gold is gold is a fact that’

the great majority of the people
of this country are not yet ready
to ‘admit in respect to money.

The truth of the matter is that
a so-called “managed” irredeem-
able paper money can depreciate
to any degree. It is a promise to
pay that is not fulfilled. It is a
bad sort of promise; and the peo-
ple can decide to treat such prom-
ises with the contempt that a non-
fulfilled promise invites. .

Our people do not yet under-
stand the wisdom in the statement
made by’ Dr. Andrew Dickson
White, one-time  historian, diplo-
mat, and president of Cornell
University, when many years ago
(in 1876) he described for the
benefit of the people of this coun-
try the lessons learned by France
when she experimented with ir-
redeemable paper money from,
roughly, 1789 to 1800. Said White
in his “Fiat Money Inflation in
France” (1912 edition): “When-
ever any nation intrusts to its leg-
islators the issue of a currency.
not based on the idea of redemp-
tion in standard coin recognized

in the commerce of civilized na-

theless, the public in general ap-
parently thinks today that it does
not wish a gold-coin standard and
system. The people either do not
understand the lessons of the past,
or they think these lessons are
of no value today. Earlier gen-
erations adopted much the same
attitude toward the lessons which
the ‘experiences of still earlier
generations ' should' have taught
them, and, as a consequence, they
learned. the old - lessons through
painful-experience. It would ap-
pear that.we in this country-are
determined ‘to repeat this type of
perfermance.

. Since this is in general the state
of affairs in respect to the pop-
ular attitude toward our currency
structure, there is not likely to be
nation-wide pressure on Congress
and -the Administration, unless
leadership' is provided, to correct
the far-reaching - defects in our
monetary - system except as such
pressure comes from those expe-
rienced and thoughtful -citizens
who, for one reason or another,
have given careful consideration
to the issue, and from those spe-
cialists in the field of money who
are thoroughly grounded m the
history and principles of monetary
standards and systems,

In a similar manner, we seem
not to understand, or we are un-
willing to profit from, past expe-
riences of people in respect to the
other measures that also should
be taken to retard or to end ris-
ing prices. Instead, we deal with
symptoms like the greenest sort
of novice and, in’ addition, we
stultify. ourselves by playing the
cheapest sort of so-called “poli-
ties” with these serious matters.

A proposal to provide this coun-
try -with .a gold-coin standard
should raise the question, quick-
ly, of returning to sohriety before
the intoxication of a depreciating
currency runs its course ending
in the blue “morning after” with
its economic sickness and  head-
ache. People enjoying the intoxi-
cation are not likely to welcome

drive, in the same manner that
the wartime bond-selling - cam-
paigns were organized. Definite
area quotas are in process of de~
termination and probably will be
made public at a national confer-
ence to be held in Washington
March 18-20.

President Truman sounded a

call for intensified 'Government
efforts to sell Savings Bonds when
he sent a special message to Con-
gress last Nov. 17. He pointed out
that increased savings by the pub=
lic provide one of the effective
weapons against inflation. Secre-
tary Snyder quoted the Presi-
dent’s words in.announcing  the
Security Loan. .

The drive will emphasize sales

of Series E Savings Bonds—“the
people’s bond.” -
termed “Security Bonds” during
the campaign. Every American
will be urged to contribute to his
own future security and the se-
curity of the national economy by
buying them,

These will be

Secretary Snyder said:
“The Treasury has two specific

purposes in conducting the Secur-
ity- Loan.
Americans to build greater secur-
ity for themselves through greater
savings.
inflationary pressures. These pur-
poses are interlocking; one serves
the other, and both serve the wel-
fare of the nation.

One is to encourage

The other is to relieve

“There is general recognition of

the fact that buying Savings Bonds
is one of the best investments an
American can make, Millions who
bought these' bonds during the
war continue to buy them, Many
are able to buy more—by saving
more—and will do so if they are
asked. We are about to do the
asking.

“The relief of inflationary pres-

sures will be accomplished
through the Security Loan in two
ways.
the public will be withdrawn from
the consumer markets, and it will
be used by the Treasury to pay

The money received from

ing of ownership of the debt is
sound debt management, :

“During the Security Loan. ef-
forts will be made to reach every
family, This task will require the
assistance of a great many patri-
otic, volunteer workers. But the
Savings Bonds program always
has been a people’s program. Its
success has been due to the volun-
teer spirit and volunteer activity.
I am sure that there will be an-
other resounding response to the
Government'’s appeal.” )

The three-day conference March
18-20 "in Washington to decide
sales goals and other final prob-
lems of the drive will be attended
by public-spirited leaders of

groups expected to head up the :/

volunteer selling organization. In-
cluded will be representatives of
industry, labor, retailers, newspa-
pers, radio, magazines, banking
and business. Ey
Already, according to Secretary
Snyder, President Truman’s cail
of last  November has brought
widespread assurances of volun-
teer help for the campaign, dlong
with comment from many sources
that such a bond-selling effort is
vitally needed to ease the present
dangerous price situation.

Edward W. Clucas Dies

Edward W. Clucas, senior part-
ner of E. W. Clucas & Co., 70 Pine
Street, New York City, members
of the New York Stock Exchange,
died at Harkness Pavilion, Colum~
bia Presbyterian Medical Center,
at the age of 68.

Kinney-Coastal Qil Div.:

Kinney-Coastal Oil Company
directors have declared an annual
dividend of 3% cents a share pay-
able March 13th to stockholders
of record Feb. 26th., A dividend

of 1% cents was paid last year.

The company has outstanding 3,- ‘*

650,000 shares of 5 cents par value,

e TTn———
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state what levels of employment, production, and purchasing
power during the ensuing year are needed to carry out the
.policy declared in the Act and to recommend measures by
‘which these objectives may be attained.” The report from
which these words are quoted undertook, of course, to do
what was thus required of the Chief Executive.

Caught Off Balance
Yet apparently we must conclude that in less than 30
‘days after the President, with the most painstaking advice
-from his Council has made such-a deliverance to Congress,
“his advisers find themselves so thrown off balance, as it
were, that they must take six weeks or more before they
can reach any definite conclusion about current events!

Of course, in being uncertain of the meaning. of
recent developments in the more highly speculative
markets, neither the President nor his advisers are any
worse off than many businessmen. The important dif-
ference is that the individual businessman is not. sup-
posed to make up the collective mind of the nation. All
that he needs to do is to arrive at some conclusion of

* his own both as to the meaning of such developments
and as to their effect upon his business. The result of
any mistakes or wrongheadedness on his part is upon

. his own head. If his blunders are bad enough, he is

. likely to disappear from the picture and be replaced by

" some other whose understanding is superior to his.
‘Meanwhile the community at large profits from the
wisdom of the wisest as selected in this ruthless process
of the fittest surviving.

But 30 days or so ago the President did not appear. to
have a great deal of doubt that Government either knew
best or could soon learn what was best. Here is a part of
one of his lectures to the practical businessman:

“Many a business manager fears that the use of
price reductions to expand his share of the market will
merely result in retaliatory price changes by other firms.
Business therefore has sought, as far as possible, to place
the competition for, markets.which it must -meet upon
some other basis than price competition. The pricing
system is thereby deprived of much of the elasticity needed
to adjust relative changes in cost and demand.

“Moreover, in the effort to realize profits through
the ups and downs of business, prices and profit margins
are geared to the expectation that full use of capacity is
not a normal situation. This means that, in periods of
high production, pricing policies and practices are followed
that produce a level of profits designed to protect the
individual company during future declines in business
activity rather than to._contribute to the prevention of
such declines. Such policies are not conducive to the
continued health of the business community because they
act on the assumption that it will not continue.

“The price mechanism may serve either to promote
or to prevent a safe balance among prices, wages and
profits. The greater the success of our free enterprise
system in maintaining this balance, the less need there

’ will be for direct governmental intervention in the eco-
-nomic system. This imposes a heavy responsibility upon
those business managers whose decisions importantly
affect the levels of prices, wages, and profits. Management
must. recognize that sustained maximum production re-
quires that gains in productivity be passed on through
lower prices and better wages to the fullest extent con-

sistent with adequate incentives to business enterprise.

#* £ %* s

“One of the purposes of the Employment Act is to

provide a new climate for pricing policies. The act con-

" templates that the combined resources of business, labor,

. agriculture and the Government will be used to do away

witil”business fluctuations of the violence known in the
past. ’ :

From An Unexpected Quarter?

, And now we have a lightning thrust in a sector of the

. economy where none of all this, or almost none of it, can

possibly be said to apply (if it really applies anywhere)—

_ and the powers that be are struck dumb! It is just possible,

as they say-in the kindergarten, that Mother Nature knows
. best, after all!

If it be asserted that the President also had a good

deal to say in his “Economic Report” and elsewhere

. aboyt speculation, credit control and kindred topics, the
obvious reply is that there is no reason whatever to sup-+
pose that the markets which have “collapsed,” more or
less, had reached unreasonable heights on the basis of
credit. On the contrary, very little credit, comparatively

speaking, other possibly than that indire_ctly; eaftended
to producers by the Federal Government itself, is to' be
found in these markets. It is likewise true that t_he
President has.had a good deal to say about price in-
creases and the possibility of a “bust.” His fears of a
“bust” have, however, almost invariably been derived
from what he conceived of as a lack of consumer pur-
chasing power. If lack of purchasing power is at the
bottom of the break in corn, cotton, wheat and the rest
during the past week or two, it certainly was not “con-
sumer” purchasing power — unless such a lack reached
the markets by a most circuitous route. ’

In any event if the President is convinced. that lack of
consumer purchasing power is the real danger in the imme-
diate or early future, he certainly ought to speak to his
Secretary of the Treasury! And he certainly does appear to
be concerned about the ability of the consumer to pay the
prices now being asked. Indeed this idea, now so fully and
apparently permanently official in Washington, that lack of
“purchasing power” is what causes business to recede inter-
mittently from high levels appears to be one of the cardinal
principles of the President’s economic thinking. This, of
course, is in a sense a political counterpart of the popular
idea that consumer goods generally are being or may shortly
be “priced out of the market.”

: More Wrongheadedness

Yet on Lincoln’s Birthday, the Secretary of the Treasury
issued a formal statement about the forthcoming savings
bond drive, in the course of which he said: “The relief of
inflationary pressures will be accomplished through the
security loan in two ways. The money received will be
withdrawn from the consumer markets, and it will be used
by the Treasury to pay off bank-held or other potentially

inflationary portions of the public debt.”

Yes, the President should speak to his Secretary of
the Treasury — but, then, the Secretary is but following
the suggestions made by the President last November.

But, seriously, has not the time come to drop the non-
sense which supports the whole Full Employment-Act notion
—and along with it the managed economy folly?

Britain's

Balance of Payments

(Continued from page 19)

government expenditure of £290
million. Last year, though gov-
ernment expenditure overseas was
reduced by £179 million to £211
million, the net deficit was. £50
million higher at £223 million.
Large savings in government ex-
penditure were offset by an in-
crease in non-governmental out-
goings and by smaller receipts.

I should - emphasize that the
figures relating to invisible trade
are provisional in the sense that
they are collected from numerous
sources and are subject to later
correction as more exact informa-
tion becomes 'available, But no
important change in the over-
all position now revealed need be
expected.

Government Spending Cut

A detailed examination of the
invisible items shows that sub-
stantial changes occurred in 1947,
as compared with 1946 Net mili-
tary expenditure overseas at £80
million was only about one-third
of the 1946 figure (£ 230 million),
while relief and rehabilitation at
£62 million accounted for only
about -half of our 1946 outlay.
These two items together show a
saving of nearly £200 million a
year, There were, however,
heavy offsets in the increased cost
of Germany which, at £79 mil-
lion, was nearly double that at
1946 and through much smaller
receipts ( £ 10 million, as compared
with £90 million) from the sale
of government surplus stocks, es-
pecially wool, and from certain
postwar military settlements. This
heavier expenditure on Germany
and smaller receipts together off-
set by £119 million the savings
of nearly £200 million on mili-
tary and relief expenditure, Net
government expenditure overseas
in 1947 was thus only about £80
million less than in the previous
year.

Despite the ban which operated

|in the last quarter of the year,

tourist expenditure in 1947 was

double that of 1946 and amounted
to some £50 million. No exact
figure is available for expendi-
ture by tourists coming -to this
country, but there is little doubt
that the increase between 1946
and 1947 was considerable,

Shipping Losses

There is no need to enlarge on
our wartime shipping losses. The
effect of these losses upon our net
shipping earnings has been
masked by the fact that we are
currently importing only about
75% of the prewar volume of
goods and the claims upon British
shipping for carrying goods to this
country has been correspondingly
reduced.

It should be noted that the fig-
ures of U. K. import and export
trade published each month in the
trade and navigation accounts give
the cost of imports on a c.i.f. basis.
This means that the figures in-
clude insurance and freight as
well as the cost of the goods, while
exports are shown' f.o.b., which
means that only the cost of the
goods is shown with no addition
for. freight and insurance. So,
what we call the visible gap be-
tween imports and exports as
shown in the trade and navigation
accounts is larger than the differ-
ence between the price we pay
overseas for the goods themselves
and the value of the goods we ex-
port. The freight and insurance
charge included in the import fig-
ures consists in fact largely of
payments made to British shipping
and insurance companies.

The import figures we now use
for balance of payments purposes
are on a f.o0.b. basis and shioping
earnings are thus excluded, being
payments of an internal nature.
On this basis, the net earnings of
U. K. shipping in 1947 was esti-
mated at £17 million as against
£10 million in 1946 and £20 mil-
lion before the war. Had we now
available our prewar tonnage of

- shipping, our net shipping income

with ‘imports continuing at their

present , restricted level "would

have amounted to several iimes

the prewar level. As it is, in_ spite

of the fact that we are using a

smaller volume of shipping for

our own imports, :the .-amount

available for .us on the profitable
crosstrade route is less than be-

fore the war. In addition, the

overseas expenses of British ships

have risen very substantially. For

example, the necessity of foreign

bunkering has reduced our .net

shipping income’ still -further,

while the heavy cost of repairing

in foreign ports—which pressure -
on our own yards made inevit-

able—has- also. contributed to the

reduction in our shipping earnings:

overseas, Expenditure on both
thése counts should be less in the:
current year. '

Income From Investments

The decline in our investmneri
income, which. has not yet been
finally arrested since there were
continued sales  of our assets
abroad in 1947, has been made
more onerous by the fact that we
have had to meet interest charges
on our wartime borrowing of
over £3,500 million, combined
particularly last year with heavy
transfers of profits by foreign
firms operating “in this country
The net result is that our net in=
come from investments was' no
more than £51 million in 1947, 2
decline of £24 million on 1946
and of £124, million on 1938.
What this dec&ine means against
its background of rising prices is
strikingly demonstrated by the
fact that in 1938 investment in-
come paid for some 21% of our
total imports, while the corre=
snonding figure in 1946 was only
7% and last year little over 3%.

“Qther Receipts”

Over the field of the remaining
invisibles our experience in 1947
was unfavorable, a credit of £70
million in 1946 having turned into
a-debit' of £20 million in 1947,
“Other receipts” cover a vast
number of varied activities and
transactions, such as  insurance
claims. and - premiums, payments
and royalties and copyrights, com=
mercial travel, advertising expen«
diture, development of our enters
prises overseas, personal remite
tances, including legacies and be=
quests and a host of other forms of

|lincome and expenditure. Our in-

formation over much -of this field
is rather uncerfain, but there was
a large increase in expenditure,
much of it of a productive char«
acter which can be expected to
yield a return in the near future,
1t is largely connected with estab=
lishing new markets and business
connections overseas as part. of
the export drive and, of course,
also on the restoration of plants
and other physical property dame
aged or neglected during the war,

Future Prospects !

What are the prosvects for our
invisible trade in 19487 We can=
not expect any improvement in
our investment position this year,
The loss of income from investe
ment in the devastated areas of
the Far East will not rapidly be
restored. But shipping should do
better. More ships will be avail=
able through new building and
our passenger fleet particularly
should make an increased contrie
bution. The heavy drain- for ree
lief and for Germany should be
reduced to only about.one-tenth
of the figure for 1947 and we may
expect less to be spent by tourists
despite the lifting of the ban.'bee
sides increased income from toure
ists visiting this country. - But,
allowing for the minimum overe
seas military and other commits
ments that we must maintain, wé
shall still be some distance from
striking a balance on our invisiblg
account. '

Capital Account
So far, I have been speaking
about the most important points
in our current account; I will
speak now about, our capital ace
count, For this purpose, I take ag

bitized for FRASER ' o
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" our reserves all the gold we héd

and also the United, States.and
- Canadian credits and ‘our drawing
of * £60 ‘million on the Interna-
tiorlal - Monetary ' Fund. In the
year 1947 the U. K. had a ‘deficit
with the dollar area (that is, the
“United States, Canada and the
other  American -account _coun-
" tries) of £626. million, as com-
-pdred with £340 million in 1946.
The rest of the sterling area had
a deficit with the. dollar area of
£266 million, as compared with
‘£38 million in 1946. In addition,
on’ behalf of the whole  sterling
area, including the U. K., there
was a net transfer of.gold and
dollars to other countries of £ 157
Tillicy, as compared wilh a sur-
‘plus ¢f £80 million in 1946. There
are one or two smaller additional
‘figures to add 'im, but the total
result is that the net drain on our
reserves was £1,023 million, as
‘compared, with £266 million in
1946. : :
. During the course of the year,
ihere was substantial investment
in the sterling area for the restor-
ation and development of indus-
tries there and some redemption
of debt, In addition, there was
-undoubtedly—and, particularly, to
South Africa—some movement of

-capital funds over and above eco-| U,

momic needs, but these changes
:are not, of course, directly con-
,nected with the drain on reserves,
of which ‘I have spoken. The
drain on the reserves attributable
to the rest of the sterling area and
‘the capital - movements to the
.sterling area are together reflected
.in the decrease in the sterling bal-
.ances of the: sterling area coun-
tries,

: A supreme. effort must be made
this year to remedy our external
.position, Abnormal world condi-

tions render the task particularly
difficult, but there is ne alterna-

and raw materials, or do without.
Upon our capacity to export .and
earn, depends. our capacity to
work our way through these try-
Ing years and this, in turn, means
that the competitive power of our

if possible, improved, Price is in-

factor. in sales and if rising costs
price us out of the market, then
our food supplies as well as our
industrial employment  will . be
placed in jeopardy.

U. K. Balance of Payments, 1947
: $ Million
| Payments for imports and
services
Rece'pts from Exports and
services

Adverse balance of pay-
ments

Net drain on U, K. dol-
lars and gold

- K. diminution of gold

and dollar holdings

U. K. withdrawals from
U. S. credit

U. K. withdrawals from
Canadian credit

ternat’l' Monetary Fund. . 240

4,064

1This adverse balance is made
up as follows: Western  Hemi-
sphere, minus $2,720 million;
sterling area, plus $320 million;
rest of world, minus $360 million,

- Recession Looms!

(Continued from page 6)

“humanity is at stake because
“America is the hope of the world.
 'So let us not again kid our-
.'selves that we can stay in the eco-
TNomic stratosphere forever. Some-
.time we have to come down and
.pay for our ride. Don’t let anyone
tell you anything different. I
.don’t mean that we are going back
‘to the depressed levels of the
:"30s, but I do mean that we cannot
‘maintain the 'hundred-yard dash
‘speed of recent months.

Different Kinds of Inflation
‘. Several different. kinds of in-
“flation are rampant in the coun-
try today. I want to concentrate
‘on the three most dangerous ones:
.price inflation, credit inflation.
-and”goods’inflation.  As you well
"know, these are -closely inter-
‘twined—in fact, are mutually in-
‘terdependent, -Yet their behavior
‘may ' vary widely, so we must
‘separate them for purposes of
‘analysis ‘and. understanding,
- - Price inflation is -so painfully
..apparent that no businessman dis-
- putes it—except, of course, re-
~ garding his own products!
Credit inflation is apparent on
".every hand. The general tendency
s to ascribe it all to the expansion
in bank credit caused by the com-
-.mercial banks’ wartime purchases
.-of spme $70.billion of government
¢ securities, Yet since V-J Day,
aicommereial bank loans- have in-
-.creased some. $15 billion. In fact,
©n -1947, as the monetary authori-

-i-ties tried to restrict credit by re-

., tiring. government securities held
¢-by: the’ commercial banks, - loans
» ‘were expanded just about as fast
+.as the bonds were redeemed. Bank
.-Joans are now at an all-time peak,
=real estate loans, in particular,
-having more than doubled since
.prewar. Loans {o. consumers by
-.all agencies .(including the com-
mercial banks) reached $13,368, -
000,000 at the end of December,
.as compared with $9,695,000.000
.at the end of 1941. The most dis-
turbing feature of the consumer
.credit situation is the enormous
increase of $739,000.000 in the
“ month of December alone,

gitized for FRASER
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Most ‘experts!say that the dif-
ference between' the prewar, and
current - credit totals are not as

chasing power of the dollar, They
argue that $10 billion 50-cent dol-
lars are no more difficult to re-
pay than $5 billion 100-cent dol-
lars—that, of course, is nonsense.
If this- cheap-dollar theory ap-
plies to any group in our economic
family, “it- would apply to the
farmers. Yet even there it does not
always work, For example, the
total farm cash income (including
government benefit payments) in
October, 1947 amounted to $3,-
773,000,000 as compared with $3,-
401,000,000 in October, 1946, an
increase of 10.9%. This increase,
however, was not enough to equal
the 16.5% increase in the price
of goods bought by the farmers.
with the result that the farmers’
purchasing: powey dropped 4.7%
below -the level of the previous
year. ’

When the cheap-dollar ration=
alization . of the current totals of
bank credit and accounts receiv-
able 'is applied in an ‘urban
ared, glaring defects become ob-.
vious. Wages lag prices even for
organized labor, And, as for un-
organized labor and white-collar
workers, professional men, and
those living on. . fixed incomes,
most of you know from first-hand
experience that the dollars they
get are not cheap~doliars even
though those they spend may be'

‘Gentlemen, debts are  paid, if
paid, with what I call difference-
dollars.
the difference in dollars between
the current cost of food, shelter,
clothing, etc., and current income
measures the debt extinction abil-
ity of the American people, Early
in 19435 personal consumption took
about 89% of income after taxes.
This had increased to 95% by the
middle of 1947; and we have every
reason to believe that the per-
centage has increased since ‘then.
Furthermore, we must be close to
the limit on consumer credit ex-
pansion!  The conclusion is obvi-

'ous: “Where is the money going

tive. " We must_either export and |
earn ‘enough to pay for our food

products must be maintained and,

creasingly becoming a decisive.

great as the changes in the pur-|h

As a. practical matter, |

to come.from
ing?” i
o0y Goods Inflation .
"~ Let us‘now take a look at goods

to keep prices ris-

inflation. Most of you, plagued.

with “shortages,” wil] find it dif-
ficult, -if not impossible, to agree
with what I am going to say;
nonetheless, I must point out that
in my ‘opinion we are now pro-
ducing in' many lines at a rate
considerably in excess of the ca-
pacity of the American people to
consume, even in a physical sense.

The first principle of economics is'

that human wants are insatiable.
If : this be accepted, it leads in-
evitably to the conclusion that
there can be no overproduction
except at a price, Certainly, this
has been .true in the past, even
in the United States. Yet, is it
not "possible. that our war-ex-
panded production facilities can
produce more than America, the
richtest country in the world, and
with the highest standard of liv-
ing, can consume? In a practical
sense, I think the answer is un-
qualifiedly, “yes!” A’ man can sit
in only one movie seat at a time!

A man can occupy only one seat $

in an automobile at a time! The
shoe manufacturers have not yet

devised a way to get people to|p

wear more than one
at a time!

Hollywood, in addition to losing
the - most profitable part of the
international market, is also ex-
periencing serious domestic box-
office declines. Even the automo-
bile manufacturers don’t expect
people forever to buy automobiles
at the 1947 rate. According to
The' Tanners’ Council, the trade
association of the leather industry.
shoe production in December was
running at a rate in excess of
460,000,000 pairs annually, ‘while
retail sales were at the rate of
420,000,000 pairs.

In recent months, the inventory
boom has been - chiefly a price
mark-up proposition; quantities
have .increased Jut little™ The
pipelines of distribution in.many
lines have filled up and are now
beginning to overflow. This would
e true in many more fields if it
were not for the “gray” markets
and the greatly increased number
of wholesale and retail outlets.
And this, of course, is a great
danger to the entire economy, Al-
ready, here and there, you see
unneeded distributors beginning
to fold up and .dump their mer-
chandise. While. this .is onlv a
trickle now, it will develop into
a torrent if either sales or prices
drop very much and. will throw
goods on the retail market in-
stead of withholding goods from
it as in the last two years,

In competitive capitalism, goods
inflation can have very serious
consequences. And the way our
production machine is rolling it
will take more than the economic
blood-letting of a Marshall Plan
to prevent supply from reaching
dangerous . proportions in many
lines, ]

Many businessmen realize these
dangers . and are beginning to
turn on the “heat” of sales and
advertising pressure. The sudden
growth of premium advertising is
a straw in the wind. Do you real-
ize that manufacturers use for
oremiums 30% of the American
production of china, 10% of alu-
minum utensils. and great quan-
tities of novelties and glassware?
The. Premium Advertisers Asso-
ciation of America estimates that
the total of premiums to be used
as, sales stimulants. during 1948
will reach the staggering value of
$1 billion. This is twice the pre-
war vearly average. I don’t have
to tell you that premiums are not
used in sellers’ markets, In anv
event, $#1 billion is a lot of bait
in any kind of market!

Another symptomatic develon-
ment is the great number of trade
shows scheduled for 1948. The 718
listed for the first eight months
of the year is 53% greater than
for the same period last year. In
fact, it is the longest list in the
21 years existence of the Exhibit-
ors Advisory Council, ;

pair of shoes

Price Inflation
This brings us t6 price inflation

Jwith which you are all quite‘.fa-i

miliar. Yet I wonder if familiar-
ity has not bred contempt, to
paraphrase an old saying. Do you
fully realize how high up we are
on the price spiral? To get a con-
crete idea, let us take the C’s from
a commodity price list I was
studying the other day. From Au-
gust, 1939 to Jan, 27, 1948, cocoa
increased from $.04 5/16 to $.46%
per pound; coffee rose from $.07%
to $.26% per pound; corn at the
farm increased from $.4534 to $2.37
per bushel; cotton rose from $.09%
to $.353% per pound, and cotton-
seed oil increased from $.053 to
$.29% per pound. Or take ‘an-
other aerial performer, hogs,
which were $5.52 per hundred-
weight in August, 1939, but had
skyrocketed to $27.19 by Janu-
ary, 1948. Likewise, lard which
was $.06 per pound rose to $.28
in the same period. Those of you
who may think that prices cannot
come down because costs are high
should reflect on the behavior of
lard  prices, which dropped from
.53 per pound’ in November, 1946
lo $.17% in September, 1947, de-
spite the continuing high price of
ogs!

Or, let us take the index of all
farm products which shows that
they soared from an August, 1939
level of 61 to a January 17, 1948,
level of 201.5 which is nearly 3%
times the old level, ‘

Department store sales at'the
end of 1947 were running at the
rate of 300% of the 1935-39 aver-
age. The retail food index was
around 203 on the basis of 1935-39,
and so it goes. Do businessmen
really believe that these prices
will continue?

Some economists do believe
that prices will stabilize just a
little under present levels. Such
conclusions generally come .from
an over-simplification of the eco-
nomic process.  They are largely
based on the quantity of money.
The reasoning runs like this:
Nearly three times as much money
in circulation; ergo, nearly three
times as much price is inevitable.
It would be difficult to find a
better illustration of the occupa-
tional malady of over-emphasis
from which so many economists
suffer. True, quantity is impor-
tant, but it is by no means con-
trolling, as I have pointed out
many times before. For myself, I
prefer to weigh the impact of the
more , important of the countless
other factors which affect our eco-
nomic destiny. B

High on the list should be put
the classic causes for the end of
a boom. First, I would place the
tightening of credit. Then, there
are the wastes of what I call
“over-employment.” Also, man-
agement slows up when the lash
of competition is not present. Mis-
takes of all kinds, particularly
over-expansion, are made. Ex-
travagance and waste are accept-
ed instead of attacked. (After all,
they can be passed on to the con-
sumer, so why worry?) The quick
and easy profits of speculating in
inventories are sought by many;
the worry, sweat, and toil of pro-
duction are looked down on by
ever-increasing numbers, Why
produce when speculation is more
profitable and ever so much more
interesting? . ) ;

These stresses and strains create
instabilities in the entire economic
structure. Failures increase; dis-
tressed goods are dumped on a
reluctant market; and the classic
spiral of deflation is under way.

The Outllook
What then is the outlook?

The monetary authorities are
continuing to tighten credit. In-
terest rates continue to increase.
Prices continue -to outrun pur-
chasing power, Foreign trade, even
if the Marshall Plan is passed,
is bound 'to decline. These and
many other basic factors point to
a’'downward readjustment of
business.” But most of these in-
dices pointed downward in early

hesitation in April in the upward-

march. . True, the hand of Deity
intervened.  There were wide-
spread crop failures in- Europe
caused by too little

United States because we had too
much rain'in the spring and not
enough rain in the summer; These

rain; there -
was ‘a short corn. crop in the -

crop failures and the decision of

the Administration in Washington
to feed Europe, regardless of our
crop yields, drove . food prices
higher and postponed the day of
readjustment,

Despite the downward pressure
of the factors I enumerated, there
are powerful forces in the direc-
tion of more inflation. If the past
is any indication, another round
of wage increases is a foregone
conclusion. It would be a modern
miracle for labor leaders to take
a stand for the good of the entife
economy; I frankly don’t expect
it. There is a great deal of money,
credit, and -liquid purchasing
power, (E bonds, for;example) in
the hands of our people. The mo-
mentum of the inflation is ter-
rific. Little decisive deflationary
action can be expected from
Washington until- the election is
over, Neither party wants to face
the electorate and take responsi-
bility for causing “bad business.”
On the contrary, additional fuel
undoubtedly will be poured on
the fires of inflation by reducing
the taxes of millions of voters.

It seems reasonable to expect
that wage increases, tax reduc-

tion, European relief, and deter- )

mined political assistance will be
sufficient to keep the boom going
for the first six months, at least.
After that, the long delayed busi-
ness readjustment should mate-
rialize—unless, of course, a new
rabbit is pulled out of the hat!

As I said the other day, to really
keep the boom going, it will be
necessary for the following to
continue:

(1) Bank - credit"to industry to
carry inventories and accounts re-
ceivable must continue to: expand
despite the active opposition - of
the Federal Reserve System and
the bank examiners. .

(2) Expansion of plant and pro-
duction facilities must be accel-
erated despite higher capital costs.

(3) Individuals must spend
more and save less despite the
coming intensification of E bond'.
and other savings drives.

(4) Individuals must' be will-
ing (and able) to go deeper into
debt despite the uncertain out-
look.

It seems too much to expect-all
of these to eventuate,

In conclusion, let me say that
the current period of inflation has
to be followed by a recession, How
serious that will be, will depend
on how . soon it comes. If we
could only have gone through with
the readjustment which started
last April, it would have been
comparatively mild. If we can
have the readjustment soon, it
should not be too drastic or of
very long duration. Basically, the
economy of the country is sound;
we only have to eliminate the
maladjustments. Until this shake-
out is completed—and it may be
starting now or it may not start
for. another six months to one
year, no one can be certain when
—clearly; your credit policy
should be one of caution. Better
lose a little income than a lot of
capital. ‘

Hiscox, Van Meter
Opens Branch Office

ALLENTOWN, PA. — Hiscox,
Van Meter & Co., Inc., have
opened a branch office at 28 South
Seventh Street under the manage-

ment of Hugh L. Van Meter.

Joe N. Solter Opens

WICHITA, KANS.—Joe N. Sol-
ter has formed Joe N. Solter Com-

pany to engage in the securities /=

business from offices in the

1947 and all we had was a slight

Wheeler-Kelly-Hagny Building.

w
~

S ——
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til maturity 10 years after pur-
chase. The yield on the “E” bonds
is about 2.90% and until recently
the amount one might purchase
has been restricted to $3,750. This
limit may be raised by a conver-
sion offer. I believe that these
bonds are particularly suitable
for certain situations where a
young couple wish to establish a
fund for education in 10 years or
for an older person—say in his
50s—who wants an income after
60 and can afford to buy them
every month now. Otherwise I
think for most persons they are
a particularly pad form of invest-
ment as they pay nothing for 10
‘years. The Constitution of the
United States provides that the
Federal government cannot tax
the lesser divisions of govern-
ment. This, therefore, protects
the buyer of bonds of the states,
ete., from any taxes now or here-
after. The security behind the
bonds varies from unlimited tax-
able power down to revenue as
earned, for example, from some
water district only.
Aviation Securities

This brings us therefore to that
large: group of securities with
which we are particularly con-
cerned.

The ‘aviation industry ended
1947 none too happy, although it
was a $2 billion industry. This
year will be the most criticial of
the postwar period to date. Today
the manufacturing companies can-
not depend on the air lines for
profitable business, with the re-
sult that the industry’ is entirely
dependent - on - military orders.
Although military business is sub-
stantial, the 15 major companies
last year lost around $100 mil-
lion. = After tax carrybacks and
application of postwar reserves
the net loss will still be twice as
much as the $11 million in 1946.
Military planes produced in 1947
were about 1,800 compared with
a wartime peak 'of 96,000 and 250
transports were produced and
about 15,000 personal planes com-
pared with 35,000 in 1946. The
new Eastern Air Lines Constella-
tions and the American and
United Air ‘Lines DC6s and -the
Lockheed Shooting Star, which
did 625 M.P.H., beating any that
the British or Russians have pro-
duced and the Douglas D 598 Sky-
streak with a world record of
650.6 M.P.H., were outstanding de-
velopments. The two jet planes
-give promise of a new air world
to come. In the international
field we fly more miles than all
the rest of the world together and
we circle the globe, covering all
countries except Russia. Domestic
transport miles gained 713% dur-
ing the year and domestic air
mail was off slightly. 150,000

people were flown over the ocean. ]

‘We have the most efficient planes
and personnel, second to none. No
country is geared, both in busi-
ness and socially, for flying as we
are. Fares were reduced from 12¢
a mile to 4% since the beginning
of 1946 and are now back to 5%¢.
The government’s policy will de-
termine life or death for the
shareholder in the manufacturing
companies. With labor, fuel and
other costs rising sharply even
with cutting down on food and
chewing gum the transport com-
panies have not yet been able to
reach profits.” The Civil Aero-
nautics Board blasted hopes for
higher mail pay so the outlook
for anything except long-term
speculation in the transportation
shares of the airplane industry is
bad If you must go in, I would
suggest that you stick to Eastern
Airlines, United Air Lines and
United Aircraft. Even the strong-

" est companies are beginning to

show the ;esults of the terrific
drop. I have followed very cloge-
ly the history .of-aviation since

gitized for FRASER
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1932 and all the way along share-
holders have fared, as far as in-
come is concerned, very badly.
The policy of the government has
been to lower mail pay in spite of
costs. For example they have
raised the price of ordinary mail
509% but at the same time they
have lowered the pay for carry-
ing air mail. It follows that one
cannot be sure of solvengy, much
less income, considering = that
there are other troubles such as
ceasonal traffic peaks and higher
wages.

To improve service  the air
lines must consolidate routes to
provide more non-stop flights.
Secondly, they must provide for
more interchange of equipment.
Third, they must improve reserva-
tion procedure through inter-line
sales agreements. Further con-
solidation of terminal and main-
tenance service would be eco-
r.omical.

Bank Stocks

Any discussion of bank stocks
brings one squarely into the dis-
cussion of government control of
money rates and then the control
of the banks by the government.
The outstanding feature in 1947
was the rapid growth of commer-
cial loans. Successive new peaks
have been reached each month
since January in real estate loans
and “other loans,” while security
loans do not reach 10% of the to-
tal. Since the trend in the banks
has been the reduction of earn-
ing assets in items bearing the
lowest yield the paying off of
short term Treasury bonds and
the assets showing the highest
yields have increased, the trend
towards a better picture in bank-
ing is quite noticeable. Expenses
of banks are still rising ‘but not
as fast as they were in 1946 and
instead of a 15% drop in earnings
in 1947 over 1946 as expected,
they came up fairly close to the
same amount. I would expect
bank earnings in 1948 to about
equal 1947 if business conditions
remain at a relatively high turn-
over. If Congress does not legis-
late on loans by hanks they will
still e under pressure by the
warnings of State and Federal
supervisory agencies. As a mat-
ter of fact, the boards of some
banks have loaned all the money
they wish to loan at present in-
flated prices. The Internal Rev-
enue Department has ruled that
a portion of revenue before taxes
could be set up as a reserve for
bad loans.

The appeal of bank stocks is
largely limited to long-pull in-
vestors. ' Since the average bank
pays about 60% of its earnings
in dividends, there is small chance
of any cut in dividends and thus
there is this continuity of fairly
stable income.

Auto Industry

The Auto industry will try for
4 million pasenger cars in 1948
and about- 1,100,000 trucks, a
slightly lower number of trucks
and a slightly higher number of
passenger cars than were made in
1947. I would expect the cars to
sell ‘at a slightly higher price,
depending on the third round of
wage increases. The luxury,
higher-priced cars will be in sup-
ply after the middle of this year.
Exports of 7% of the passenger
car production and 20% of the
truck production are expected if
the Marshall Plan becomes effec-
tive. The expansion program of
the industry is now 90% com-
pleted but retooling and extensive
improvement changes push new
models about the 1947 counter-
parts. ' Thus 1948 Hudsons were
$178. to $220 above the 1947
models. Even 'minor changes
caused Nash to raise prices $12 to
$45, Studebaker $67 to $100.. The
large companies will have new
models for 1949. The accessorv
companies, since we now have 38

million cars, should have very!

good business indefinitely. (Elec-
tric  Storage Battery, Electric
Auto-Lite, Bower Roller Bearing,
Timken Roller Bearing, Libby-
Owens-Ford Glass, Briggs Mig.,
Dana Corp., etc.). Auto manu-
facturers look better than the av-
erage market. Since the automo-~
bile business penetrates even the
smallest hamlet of this country it
is a good index of business. On'y
a bad depression can hurt business
in the near future.
Electrical Equipment Industries
Electrical Equipment industries
reached an all-time peacetime
high in 1947. The point at which
the break even is reached, and
profit margins on present busi-
ness are lower than normal expec-~

tancy. The huge volume suggests'

that the net profits will hold at
present high levels for some time
to come. The percentage of for-
eign business being done is larger
than normal. Public utilities spent
1,300,000,000 for new construc-
jon in 1947 and almost regardless
of - business conditions should
have several years of equally
large expenditure.

The prospects for radio stocks

on the other hand are not good ex-.
boom may-

cept as the television
catch public fancy. I hear that
American Telephone will have es-
tablished television stations all
the way across the country by
1949. Philco in this group may
be better than average.

Mining Industry

Base metal and tihe copper
stocks have been showing good
earnings due to foreign purchas-
ing, raw materials and some
stockpiling . by our government.
International Nickel continues tc
sell to the steel industry for
nickel chromium, stainless steel
heat resistant, corrosion -and
wear, and other uses resulting in
a very favorable profit. During
the war the price of copper was
pegged at 12¢ a pound and since
it is now substantially above this
and historically at a very high
price, purchase of shares in these
companies carries with it the in-
herent risk that. prices might fall
and all goods in process would
have to be marked down to the
detriment of profits.” Phelps
Dodge is more of a-domestic com-
pany than Cerro de Pasco. Kenne-
cott and Anaconda are very
strong in South America. Cal-
culating the yield in these shares
you must realize that the assets
of the company are being dis-
tributed as the-reserves are mined
from the ground. Again, Phelps
Dodge is probably in a better posi-
tion on reserves. The best of the
gold mining shares is Homestake
which is the Hearst Company in
South Dakota which has a long
record of dividends and produc-
tion. If we have remonetization
of currencies which would be
realistic and constructive, * gold
shares will probably have a con-
siderable increase in value. They
are ' consolidated Mining and
Smelting, Homestake and McIn-
tyre Porcupine. )

During the war, of course, the
distilling companies had a very
favorable time due to two factors
—first, their’ normal distilling
functions being limited to' about
five days per month left them in
the position to furnish alcohol for
war purposes for the balance of
the time. The inventories which
they held they sold at higher and
higher prices and later, of course,
began - cutting it more and more
with alcohol. This operation at
capacity for the government of
course caused them to receive a
double income. National Distil-
lers and Hiram Walker are prob-
ably the more conservative of the
companies as they have followed
trade practices “protecting their
trade name and avoiding undue
pyramiding of inventory. )

The soft drink field is still in

a period of rapid growth. The
industry enjoys low labor costs
but has been held back by lack
of sugar during the war years
and should expand rapidly now
that they can increase conve-
ninent outlets. The best compa-
nies are Coca-Cola, Pepsi-Cola
and Canada Dry. There are
others—Dr. Pepper, Nehi, with
quite a number of bottling and
distributing shares on the market.

Retail Stores

In the field of retailing the
stores that are carrying high-~
priced clothes, particutarly woula
seem to be vulnerable at this
time. If credit accounts shou.d
be restricted by Congress it would
add to their troubles. Without
the ability to purchase over a
fairly long period on time the old
look would quite often prevail
over new prices. The resistance
by the public to higher prices
caused by higher wages for fewer
working hours will be: further ac
centuated by the coming third
round of wage increases. The
chances for any price break for
1948 seem rather slim. The low-
ering of prices and larger turn-
over would be the thing tha
would be the thing that would
turn the market in dry goods
stocks. As it stands now the highs
of 1946 are probably the all-time
highs for many a day. The spe-
cialty chain stores like Wool-
worth, Grant, Kress, Kresge, Mc-
Crory and the grocery chains—
Kroger, Jewel Tea, Safeway, Firs
National Stores, and A & P—rep
resent another type of invest-
ment. Doing all their business
for cash and with a much morc
rapid turnover, they represen!
much more sounder values witt
certain depression-proof qualities
The higher cost of food cuts intc
the ability of people to spend on
other things, especially since au-
tomobiles take so much of the
excess and are so high in price.

Public Utilities

The public. utility stocks cover
electricity,  gas,  tramways and
telephones. Their existence is
based on a franchise given for a
term. of years or perpetually by
the regulating authority. Almost
every state has a public service
commission and the Securities and
Exchange Commission since 1934
has control of interestate utilities
Since the end of the war electrical
consumption has continually
broken into new record high
ground. The prices for the serv-
ices rendered are at the lowest
level in history, with the excep-
tion of telephone, in spite of the
increased cost and the electrical
industry is continually lowering
prices if possible. The building
of several large transcontinental
pipe lines has given the gas dis-
tributing utilities a terrific boost.
The price relationship with com-
petitive fuels such as coal has be-
come much more favorable. All
companies have a large backlog
of orders for new connections and
new customers which so far they
have been unable to fill. There
has developed among investors an
idea that there is something
wrong with investing in our elec-
trical operating companies. The
first argument is that utility com-
panies will eventually be.squeezed
between rising costs and unalter-
able rate structures which would
prevent them from maintaining
their present standard of earn-
ings.  Secondly, investors have
seen the terrific volume of securi-
ties offered for sale—about $500,-
000,000 last year—of the compa-
nies which are being dissolved
under the Public Utility Holding
Company. Act. This is the break-
ing up of systems into smaller
operating units. Thirdly, invest-
ors have seen that the five-year
program of expansion to raise
kilowatt production to a safe point
aboye demand would require
about $5 billion, a part of which
would be raised through the sale
of common stocks. '~ When the $5
billion is being spent in a rising
market with persistent offerings
of common stocks, each of which

_must be sold at a small fraction

of a more attractive basis tends
to depress the market.

The answer to the first of these |
questions is that new equipment
has reduced the overhead in the
inefficient old plant sufficiently to
offset the higher costs.. The sec-
ond point is answered by the fact
that the dissolution of holding
companies, although not nearly
completed, will end some time and.
stocks will bring their true
worth. A major portion of this
divestment has taken place. The
attitude of the Interstate Com-
merce Commission in the last few
weeks on freight rates and the
attitude of public service commis-
sions themselves on telephone
rates leads one to believe that if
necessary public - utility rates

“would be allowed to come up to

a fair rate on invested capital. We
have had also a rise in the rates
of Brooklyn Union Gas and other
appeals are pending. All in all,
the outlook is for a good yield
and a fairly stable market in pub-
lic utility stocks. The outlook with
relation to municipal and govern~
ment . ownership has improved
in the last few years as more
and more voters have turned
down the non-taxes, politically=~
run, publicly-owned utility plants.
The outstanding feature of the
communication systems — Ameri-
can Telephone ~and Western
Union—will be their expansion.
Western Union expects to spend
$60 million in 1950 in mechaniza-
tion and the telephone company
much larger amounts.

Such stocks as Houston Light-
ing, Idaho Power, Utah Power and
Light, E1 Paso Natural Gas, Co-
lumbia Gas and Electric, Cleve-
land Electric Illuminating have
given good market performances
and should continue to do same.

Bonds and preferreds have defi-
nitely given up about 10% of
value to the change in money
rates. . 1

Market Factors ;

The good .things about the
market are tangibles such as high
rate of earnings and dividends
and operations, whereas the bad
things about the market are in-
tangible, psychological and pros-
pective with tendencies rather
than actualities. First, inflation is
not bullish unless carried to a
very comparative degree. Infla~
tion actually causes a corporation
to increase its borrowings tre-
mendously to carry on a higher-
priced business from the inven-
tory to the finished product. This
endangers the stockholder through
the principle of leverage and large
borrowings ahead of common. In
other words it dilutes equity
earnings through expansion of
commercial debt and capitaliza-
tion. As a result this has caused
stresses and strains on the work-
ing capital position and therefore
has caused much higher operat-
ing costs and a higher break-
even point. In the face of this we
have rising interest rates on large
short-term -borrowings in many
instances. Hence the sale by some
of our stronger companies of com—
mon stock. Third, there is am
intensified competition as we pass
from a buyer’s market to a sell-
er’s market in everything. Fourth,
we have defintely entered the
stage where the long-term .bond
trend is downward and this car-
ries with it, of course, preferred
stocks. This is caused by the
change from a government-spon-
sored cheap money to a higher
interest rate. Fifth, we have at
least begun to over-extend bank
credit in many lines. This does
not apply to loans on stocks but
probably to real-estate and com-
mercial loans. The commercial
loans of all insured banks plus
consumer credit are now esti-
mated at 18% of our gross na-
tional production as compared
with 9.4% at the end of 1944. The
sixth reason I would give as the
sureness of a large decline in our
exports in 1948 over 1947. The
seventh reason I would place as
being caused by inventories hav-
ing been filled, which factor, of
course, made the demand for
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goods last year very urgent. A
moderate decline in industrial ac-
tivity could result at present, with
the high break-even point, in a
sharp decline in net earnings. The
conjunction of impaired consumer
purchasing power, reduced ex-
ports, lower demand for inventory
and moderately lower industrial
output will I believe feature 1948.

Ghicago Exchange
Glearing by Mail

CHICAGO, ILL. — The first
transaction under the new “Clear-
ing by Mail” plan took place on
the Chicago Stock Exchange Feb.
16. An order to buy 100 shares of
Central &*-South West Corpora-

- tion stock at the market was
placed at the opening by Stern
Brothers & Co. of Kansas City,
Missouri. The order reached the
floor of the Exchange over the
newly installed teletypewriter at
8:58 and was- received by that
firm’s “floor ' broker, "Alfred E.
Turner. The actual execution took
place at 9:10, and the stock was
. purchased at 834, -

Feh. 16 was the first day that
out-of-town members were able
to contact their own floor brokers
direct over the teletype. Settle-
ment of the iransactions will be
made by mail onThursday through
the Clearing Corporation., Much
interest: has ‘been shown in the
new plan, and several new out-of-
town firms have already made
application for membership in the
Exchange, :

Junior Inv, Bankers
Ass’n to Hear Bulles

. Allen Welsh Dulles will address
the Junior Investment Bankers
and Brokers ‘Association of New
York at a meeting to be held in
the Board of Governor’s Room of

the New York Curb Exchange at!.

3:45 p.m., Feb. 19. His topic will
be “The Marshall Plan' and
American Business.” Mr, Dulles,|
a partner in'the law firm of Sul-!
livan & Cromwell, was head of a
division of the 0. S. S. in Europe
during the war and played an
important part in arranging the
Italian armistice. At present he is
the legal advisor for the Herter
Committee of Congress, which is
studying the” Marshall plan.

Wilmer Wright Addresses
B’klyn Chapter of NACA'

Wilmer R. Wright, Management
Engineer, addressed the members
of the Brooklyn Chapter, National :
Association of Cost Accountants,
on the subject of “Standard
Costs,” at the Chapter’s meeting
.on Feb. 18th at Michel’s Restau-
rant, Brooklyn, ; :

Mr. Wright, long experienced in
management engineering, includ-
ing considerable work on stand-
-ard ‘cost installations, presented'a
case study of:standard ‘cost svs-
tems installed and supervised by
him. His talk ircluded a: discus-
sion. -of the ' application of ' the
standard cost methods employed
by the New York Stock - Ex-
change, Atlas' Powder. Company,

the American Thread Company]|.

and- the Pittsburgh Plate Glass
Company. The discussion -em-
praced some of the latest develop-
ments in the application of stand-
ard costs to industrial accounting
and demonstrated how this system
develops important management
controls and information for pol-
icy decisions, whereas other cost
systems fail to supply such neces-
sary details. - s ;

‘Baldwin, White Branch -

FITCHBURG, MASS. — Bald-
win, White & Co., members of the
-Boston-.. Stoek - Exchange,: have
opened a branch office at 804 Main
Street, under the
Albert H. Clay.:

.management of ‘

|
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The State of Trade and Indusiry

(Continued from page 5)

and tubes, certain semi-finished material'and, the magazine notes,
have sharply boosted extra charges on structural steel shapes.

The bulk of these higher prices will be borne by the oil, gas
and water industries. The construction group will also find their
costs increased by higher prices on merchant pipe used in  basic
construction work, : : o '

. A special check by “The Iron Age” editors this week failed to
disclose any crack in the steel demand wall. The recent decline in
the steel ingot rate and the loss of output due to cold weather has
met head-on with increased consumer requirements.

Gray market steel prices which would be the first to be
affected by adverse market conditions have reached a new high
in the past week.

_ The structural fabricating industry this week began to pay higher
size extra charges on structural shapes, Estimated on a yearly basis
this change in extras will cost structural fabricators approximately
$15 million, the above trade authority points out.

Major steel firms which sell forging and rerolling billets, blooms
and slabs have changed their pricing system to a net ton price basis
instead of gross tons. Nonintegrated makers who make finished steel
products from these items will find their cost increased on an annual
basis by approximately $10:million. v

Talk by steel officials advocating lower steel prices has not
been supported by these price increases and by others which
have been made since the first of the year.

These increases included tin mill products, alloy bar extras, nails
and fencing and certain railroad specialties. It could possibly be
that some of these increases are anticipating, the wage demand to
be made this week by Philip Murray, steel union head.

Mr. Murray will indicate this week that his union’s economic
foundation for a wage increase stemgs from -steel company profits,
tax rebates and the failure of the commodity market break to affect
the cost of living for steel workers. The union, “The Iron Age”
observes, will ask for a substantial increase.

_ Scrap consumers this week. were gleefully sticking the harpoon
into any and all scrap dealers who had their confidence shaken by
the commodity price drop. This was reflected in the Chicago market
where the price of No. 1 heavy melting declined an average of

75 cents a ton and in Philadelphia an average of 50 cents a ton.

The American Iron and Steel Institute announced on Monday
of this week the operating rate of steel companies having 949, of
the steel-making capacity of the industry will be 92.5% of capac-
ity for the week beginning Feb. 16, 1948. This compares with
92.7% one week ago, a decrease of 0.2 point, or 0.29%. A month
ago the indicated rate was 96.1%, while an operating rate of .
94.1% was shown a year ago.

This week’s operating rate is equivalent to 1,667,300 tons
of steel ingots and castings as against 1,670,900 tons last week,
1,732,200 tons a mon}tvh,?go and 1,646,700 tons one yeay,ago.

.
f

ELECTRIC PRODUC’i‘ION AGAIN FALLS OFF

The amount of electrical energy 'distributed by the electric light
and power industry for the week ended Feb, 14, 1948 was 5,384,945,-
000 kwh., according to the Edison Electric Institute, This was 27,416,-
000 kwh. below the previous week and 51,485,000 kwh. less than pro-
duced in the ‘week ended Jan. 24, 1948 which was a record for all
time. It was, however, 606,711,000 kwh., or 12,7%, in excess of the
4,778,234,000 kwh. turned out in the week ended Feb., 15, 1947, The
Feb. 14, 1948 week was the sixth consecutive week that production
of electricity exceeded the 5,000,000,000 -kwh. mark, and the 14th
such week .in the history of the industry.

FREIGHT LOADINGS IMPROVED DESPITE BAD WEAT“ER' "

Loadings for the week ended Feb. 7, 1948, totaled 747,394 cars,
according to the Association of American Railroads. This was an
increase of 20,356 cars, or 2.8% above the preceding week, notwith-
slanding adverse weather conditions which interfered with industrial
and railroad operations. It represented a decrease of 19,907 cars, or
2.6% below the corresponding week in 1947, but an increase of 34,154
cars, or 4.8% above tne same week in 1948,

AUTO OUTPUT SHOWS SLIGHT GAIN FOR WEEK

Industrial gas shortages in Detroit and other manufacturing cen-
ters held down production of cars and trucks in the United States
and Canada again the past week,

Estimated outnut of cars and trucks in the United States and
Canada the past week amounted to 85,262 units, “Ward’s Automotive
Report” states.. This compared with a revised totai of 82,717 units
in the preceding week, 97,276 units in the corresponding week of
last year, and 127,510 units in the same week of 1941,

Last week’s total comprised 57,429 cars and 25,233 trucks built
in the United States. Canadian truck output totaled 1,375 units and
passenger car production to 1,225 units,

BUSINESS FAILURES CONTINUE UPWARD

' Commercial and industrial failures rose sharply in the week
ending Feb. 12, reaching the highest total for any week since Janu-
ary, 1943. - Dun & Bradstreet, Inc., reports 128 concerns failed as
compared with 97 in the preceding week and 62 in the corresponding
\yeek'of 1947. Twice as heavy as a year ago, failures were over
five times as numerous as in the same week of 1946, but remained
considerably below the prewar level, or ‘only one-half as high as
in the comparable week of 1939,

Nearly all of the failures involved liabilities of $5,000 or more
and totaled 115, 84 a week ago and 55 last year,

Ten of these failures involved liabilities of $100,000 or more
:ach and losses of more than a million dollars were incurred in
wo cases,

The week’s increase occurred principally in manufacturing where
almost two times as many casualties occurred as last week. At 56,
more manufacturers failed than in any other week since 1941, Retail
trade mortality remained at 42, and was about twice that of a year
2go.

The largest. number of failures, almost a third of the total,
- ~occurred in' the Pacific States. .

.| 60 cents per hundred

Thé sharpest increase both from the previous week and from
the 1947 level appeared in the New England Region where failures

jumped from only 2 last week to 25 in the week just ended.

WHOLESALE FOOD PRICE lNDEX LOWEST IN THREE MONTHS

Drastic declines in grains and livestock were reflected in the
Dun & Bradstreet wholesale food price index this week., T.gle index
{ell to $6.83 on Feb. 10, from $7.14 a week previous. Thi ‘was a
drop of 31 cents, or 4.3%, the widest weekly break since the govern- )
ment rolled back prices on livestock and meat at the beginning
of September, 1946, The current figure is the lowest since
Nov. 4, 1947, when it stood at $6.78. It compares with $6.32 at this
time a year ago, a rise of 8.1%, which is considerably smaller than
the 13.5% gain shown a week ago.

COMMODITY PRICE INDEX REGISTERS FIRST MAJOR
POSTWAR BREAK

The general level of wholesale prices irended sharply lower in
the past week as a result of the severe break in grain and livestock
prices. - Registering the sharpest drop ever recorded in so short a
period, the Dun & Bradstreet daily wholesale commodity price index
fell 20.85 points, or 7.0%, to 278.92 on Feb. 10, from 299.77 a week
earlier. This represents a cumulative decline of 9.7% from the post-
war peak of 308.82 recorded less than a month ago on Jan. 16. Al-
though the current figure is still above the 1947 comparative of 244.96,
the year-to-year rise has been narrowed to 13.9%.

7~ All grain futures markets were subjected to a general wave
of liquidation last week which brought prices down sharply .from
their recent peaks,

Maximum daily losses occurred in wheat, corn and soybeans for
three successive trading ‘days on the Chicago Board of Trade, At
their low marks, May wheat and corn contracts showed declines of
about 52 and 40 cents, respectively, from their high levels recorded
earlier in the week, There was a partial recovery in all grains on
the closing days of the week,

Livestock values continued {o fall §ha1'ply under the impact

of the heaviest market receipts in man'y months.

Hogs declined around $5 per hundredweight to the lowest in 16
months,” Dwindling demand at the .lowér prices left many unsold
swine on the market. Steers fell about $3 per hundredweight in the
week while sheep were about $1 lower, Fats and oils continued weak
and lard was down 3 cents per pound in the general liquidating
movement. Coffee and cocoa futures showed substantial losses but
the market for actuals held fairly steady. Flour prices slumped about
pounds; demand at'the lower levels showed a
little improvement, - "

Cotlon prices showed avfirming tendency in the closing days
of the week following a moderate downtrend movement during
most of the period, in sympathy with the break in other markets.

At the close, the New York spot quotation was off 63 points from
a week ago. Mill buying continued slow and demand was principally
for the better grades. Part of the early weakness was attributed to
fears of delay in'the European Recovery program and of further
revaluation of foreign currencies. Registrations of cotton under the .
export sales program showed a marked increase in the week ended
‘on Jan, 30 to 44,150 bales, as compared with 12,500 a week previous.

Textile markets were relatively quiet although some fourth quar-
ter sales of cotton sheetings were reported at the week-end. Textile
prices generally were firm and unchanged.

RETAIL:AND WHOLESALE TRADE SHOWS SLIGHT CHANGES
FOR WEEK . .

While consumer interest continued to center on staple winter mer-
chandise, the response to early spring promotions improved consider-~
ably. The total volume of consumer purchasing increased very slight-
ly last week and retail dollar volume was generally moderately above
the level of the corresponding week a year ago, Dun & Bradstreet,
Inc,, reports in its. weekly survey of trade. The approach of St. Valen~
tine’s Day stimulated the demand for gift items, and as a consequence,
orders for candy and flowers increased considerably. : L

" The fractional reductions in the prices of some foods generally
had little effect on grocery volume,

The purchasing of foed wag steady at a very high level with
consumers continuing to seek inexpensive items of good quality. -

. The arrival of the lenten season stimulated the demand for fresh
and canned fish, Poultry and the cheaper cuts of meat also continued
to sell well. There was a moderate increase in the buying of canned
vegetables, fruits and preserves, ¥

Promotional sales of spring appayel emphasized Easter items and
consumer response was generally favorable, = -

Clearance sales of some winter clothing stimulated buying
with the demand for heavy coats and footwear la::ge.

Activity in lingerie and jewelry departments increased with in~
terest in millinery improved somewhat, The volume of men’s wear
remained large. Shirts and haberdashery were steadily purchased.

Clearance and promotional sales of furniture continued to attract

-favorable attention, though dining and bedroom suites of good qual-

ity remained somewhat difficult to obtain. Fine grade floor coverings
sold well and demand for radios increased. The volume of automo-
bile supplies and accessories continued to compare favorably with
that of a year ago. . . . . R

There was a fractional decline in the dollar volume of wholesale
trade the past week and the week ended this Wednesday. While it
remained somewhat above the level ‘of the corresponding week a
year ago, unit volume was slightly lower. Caution marked the re-
tailers’ attitude in making long-term ‘commitments and resistance to
high prices remained considerable. . -

Department store sales on a country-wide basis, as taken from
the Federal Reserve Board’s index for the week ended Feb. 7, 1948,
increased by 10% from the like period of last year. This compared
with an increase of 8% in the preceding week. For the four weeks
ended Feb. 7, 1948, sales increased by 6% and for the year to date -
increased by 7%.

Retail trade in New York the previous week was hardest hit
in food lines as a result of the drastic dec