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- Scores Businessmen
For Failure to Combat

Unlimited”’ Govt.
- William - C. Mullendore, - Coast

utility executive, urging greater
activity and more alertness
among businessmen in protest-
ing destructive forces undermin-
ing our American way of life,

says we we are acquiescing in' |

slow strangulation of ' vital fac-
tors of our economic strength.

“Beguiled by the diversions and
~feverish activity of an inflation-
induced false
. prosperity, we
" are either
ignoring, or
weakly- pro-
testing the
destructive
forces .which
are undermin-
ing our Amer-
- jcan way: of
" life, and even
the civiliza-
tion of which
we ‘are ‘sup-
posed to be
the principal
guardian. At a
time when, as
never before, we need all our
strength, we are acquiescing in
the slow strangulation of the
principal factors of that strength,
namely, limited government, sound
money, a free market, and other
basic elements of our free enter-
prise system. In short, we are
pathetic Lecause of our lack of
awareness and alertness at a time
of our ccuntry’s and the world’s
greatest crisis.”
The above are quotations from

(Continued on page 43)
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Stock MarketForecast
“ . By ANTHONY GAUBIS ’
Investment Counselor

After weighing favorable and unfavorable factors in busin
stock market outlook, Mr. Gaubis analyzes psychological -aspects
which appear to be dominating situation. Argues, from technical
standpoint, low Dow-Jones Industrial Average of 1946 will not: be
broken ‘and trend of .market" will ‘probably -be upward throughout
early months of 1949. - Says it is reasonable to expect business to
hold present levels during most of coming year and sees deteriorat-
ing relations with Russia, short of shooting war, already discounted.
The action .of the stock market during the past three years re-
emphasizes the soundness of Jesse Livermore’s three rules for success-
“Patience; more patience, and still more patience.” It

also has demonstrated once again the danger of taking too seriously
the' implica-$-——-=

ful -investing:

tions of any

single ap-||

proach to the
problem of
appraising the
sutlook for
either stock
prices or gen-
eral business
activity.

It is almost
exactly two
years since the

‘Dow ~, Jones
Industrial Av-
erage record-
ed its low for
the period

which has elapsed since V-J Day.

It would seem worthwhile and

helpful to recall the developments
during this period which were
considered ‘“dominant” either be-
cause they were so widely pub-
licized, or vice versa.

First and foremost was the

‘Anthony Gaubis

Washington predictien that. we'

would have at least eight or ten
million unemployed within a few
months after the end of World
War II. This conclusion was the
basis for the first post-war round
of inflationary wage increases,
which was more or less forced on
business . by the government “to
help prevent deflation,” ' We are
(Continued on page 37)
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As We See It
: —;EDITORIAL% =

The Farm Program’as.an Example

The situation by which the Federal Government is faced
in its efforts to place a floor under farm prices affords an
example of the basic infirmities in any and - all. managed
economy ‘procedures. The facts-are accordingly worthy of
study.’ It was discovered during the depressed days of the
1930’s that the prices of
lower when compared with pre-World War I than the prices
of the goods farmers were buying: when measured in the
same way. This the bright New Deal boys soon came to regard
as a rank injustice since it indicated, so they believed, that
the farmer had “lost ground” as compared with the manu-
facturer and others in the economy who provided the farmer
with the goods and services he needed to produce his crops
and “to keep up with the Joneses” in the matter of day-to-
day living. ' ,

These agricultural statisticians and these seekers

‘after farm votes soon developed what they called

“parity” prices. These were the prices necessary to re-

store the relationship, so far as prices could restore it,

that existed in a selected earlier period between agri-

' * (Continued on page 28) ’
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farm products, by and large, were 1%

Depressed Markets for High-Grade
~ Preferred Stocks

By ROBERT E. NIEBLIN

Mr. Niebling, citing current unusually large spreads between .
bonds and preferred stocks, ascribes this to combination of tempo-
rary factors, including unbalanced supply-and-demand relationship.
Cites tax advantages of preferreds
cessful stabilization of long-term government:
abolition of double taxation of dividends, would greatly improve
their market position. ! ;
Certain students of interest rates have been interested in exam-
the differentials in yields of high-grade
preferred stocks and of high-grade long-term bonds. A study of this

by Wood, Struthers & Co., which
~ecxamined

to corporations. Declares suc-
bond market, and

data back to

1931, noted a

striking cor- .
relation be-

tween the two

yields; the

study showed -
that innboth

strongand

weak markets '
the differen+

tial had con-

sistently been

maintained in
a narrow

range around B -
0. \ Robt. E. Niebling
But in the
last year or so the spread has
widened considerably, to the ex-
tent that the preferred stocks of
excellent companies are availablz
at prices to yield 1% % or more
in excess of the yield given by the
same companies’ bonds.

A demonstration of how greatly
this yield differential has widened
is- given in Table I, ‘which com-
pares the yields given at public
offering prices of long-term bonds

(Continued on page 26)
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is_around the corner,”

same differ-9—
ences that are
to be seen in
business sen-
timent gener-
ally today. If
you are in
steel or auto-
mobiles or in
utility or rail-
road equip-
ment, prob-
ably you feel
little concern
about 1949.
Those ¢t you
who are mon-
etary econo-
mists, profes-
sional cr amateur, perhaps feel
that the inflation danger is still
acutely with us. But many of you,
I venture to say, are beginning to
think that we have about reached
the peak of our long inflationary
rise. You think the boom is about
over, You wonder whether a bust
is around :the.corner, and even
though you do not actually expect
a bust that little fear gnaws at
you from time to time. You know
that all great wars have ended in
inflation, and that all inflations
have ended in deflation. Most
businessmen of the present day
have passed through both,

The inflation in which we now
find ourselves has lasted, if we fix
its beginnings with the defense
program of 1940, for more than
eight years. It has brought com-
modity prices to a new peak, even
higher than the previous peaks in
1920, The rise has' been ‘inter-
rupted twice in the past two years
but in each case the interruption
proved temporary. Now we are
in another period when the rise
has flattened out. For about two
months the overall price trend
has been sideways,

The general reason why 'the
price rise has flattened out is that
through the passage of time, and
with the blessing of huge indus-
trial output and phenomenal crops
we are catching up with require-
ments in. more and more lines.
There are natural limits to the
consumption of specific. products,
since the demand is never infi-
nitely elastic. After a time the
pipelines fill up and supply-de-
mand relationships change. Pro-
duction has now caught up in
cotton, wheat and corn, in fats
and oils and in some other farm
products. It has also caught up
in certain soft goods such as shoes
and cotton textiles, in semi-luxury
products, in many services, and in
a lew consumers’ durables. Even
construction programs are running
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*An address by Mr, Temple be-
fore the Annual Meeting of the
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By ALAN H. TEMPLE*

. - Exaggerated Froth in Business Outlook

Vice-President, The National City Bank of New York

Leading bank executive analyzes inflation and deflation forces in current business situation, and con-
tends analogy with conditions following World War I is deceptive.

devices as well as conscious measures are at work to halt inflation:
together with conservatism and good sense shown by business, which has been. fortified by fear “bust
are counteracting inflationary pressures.
been given to our financial strength and current absence of real monetary strain.

You gentlemen of the Controllers Institute represent many industries and trades, and
you constitute a representative: cross-section of American businessmen.
ture to say that when you crystalhze your feel ngs a about the business outlook you reflect the

Points out automatic compensatory

Holds "also, increased production

Contends insufficient attention has

Therefore T ven-

out in some industries. The fact
that this catching up with accu-
mulated shortages is proceeding
from one line to another is one ol
the main reasons why it is ap-
propriate to examine the business

.outlook today.

We know that a long inflation-
ary movement creates internal
weaknesses which in time cause
its downtall. One is that con-
tinuous price advances price some
huyers out of the markets. The
effects of inflation 'are “uneven,
The incomes of many groups of
the population keep up with the
price rise and some, including
those numer:cally most important,
actually increase their purchasing
power. The  incomes of other
groups lag: behind and they lose
purchasing power, The groups
that are penalized include stock
and bond holders. They . include
everyone whose income is rela-
tively fixed such as pensioners.
They undoubtedly include a great
many white collar people. : We
have made calculations - which
show, for example, that a man
with $60,000 invested in good
bonds at. current yields-can buy
with the proceeds of that invest-
ment, after paying his taxes, only
38% as much as: he could have
bought in 1930. This is the most

extremecasualty ‘of inflation, but|

of course there are others.

These distortions lead to a situa-
tion where people cannot  buy
each other’s products. This is not
only inequitable, it is depressing
to business. Factory workers rep~
resent an immense segment of the
buying power of this country, but
factory workers cannot buy all
the textiles, all the automobiles
or support-all the amusement and
the semi-luxury trades. To main-
tain maximum production .and
sales, prices and incomes have to
be in balanced and equitable re-
lationships so that each group can
buy the products of the others
Inflation disrupts these relation-
ships.

Again, mistakes and miscalcula-
tions are made during booms. In-
ventories become too large or un-
balanced. Over-expansion occurs
in specific lines. People borrow
too much, and it becomes harder
to borrow or to raise capital, Af
some point. corrections must fol-
low. Many see evidence that, tc
some extent at least, dangers of
this kind now exist.

Finally, investment expenditures
tend to'run in cycles. When thr
prospect is brilliant borrowers and
lenders alike go ahead. When it
changes they pull in together.
They will occur again.this time.

But to list these indications and
these reasons for reaction does
not provide the answers to the
practical questions that are so vi-

We Maintain American Markets For:
Canadian Industrials
Canadian Mining
Canadian Banks

British Securities and
South African Securities
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tal to us, namely, the timing, pat-
tern and extent of react.on. It is
to this that my comments are
chiefly addressed.

Businessmen find it very hard
to think about 1919 without also
thinking “about - 1920 and- 1921,
They can’t think of 1928 and 1929
without also thinking of the early
’30s. These memories strongly in-
fluence our interpretation of the
present situation.- Moreover, peo-
ple who consult the statistical rec-
ords of business know that prices
have risen to high and temporary
peaks during or shortly after every
major war and that they have
always dropped almost as sharply
as they rose. We are influencec
by these historical precedents as
well as by our own personal
knowledge and experience. We
think the higher things go the
harder they fall. So we are ap
to think of reaction from this in-
flation as something sharp, violent
and immensely costly, as in 1920

Now we should not expect tc
avoid a period of correction. On
the other hand, I don’t think we
can necessarily get the right an-
swer to our questions about tim-
ing, pattern and extent by un-
critically following historica!
precedents, even those which have
fallen within our own experience
An easy reliance on precedent anc
‘teachmg is no substitute for the
{hard work and hard thought of
current analysis, Comparing the
present with the past, such anal-
| ysis shows up significant differ-
ences as well as the fundamental
and obvious similarities. The simi-
larities indicate reaction from this
inflation. But.the differences sug-
gest that the reaction may differ
in shape, pattern and extent from
the historical precedents.

Most people think we are in ¢
perilous situation because prices
are too high., In a general way
all must agree. But how much toc
high? “Too high” is not a very
scientific - term. ' What standards
have we for judging whether
prices are too high or not toc
high? How much of ‘the rise has
to be wiped out? How much wil!
prove substantially enduring?

Are prices too high in relation
to the supply of money? The coun-
try has three times as much money
.as before the war and people and
business have 3% times the pre-
war total of liquid assets, readily
convertible into money. Prices
therefore have got to be higher
than prewar. In 1939 we did %9"
billion worth of business with
about. $34 billion of money, the
money supply being 38% of our
gross product. . Currently we are
doing $250 billion worth of busi-
ness annually with $108 billion of
money, The money is 43% of our
gross business, Actually. there-
fore, we can say that by 193¢
standards we could do even more
business, or the same business at
even higher prices, with our pres-
ent money supply. ‘

. How much of our business ex-
pansion is froth and excess? We
have some 15 million more people
and at least 4 million more fami-
lies than in 1939 and we have
made great advances in industrial
technology My - basic point i¢
this: the benchmarks of 1939, 1929

measures of what is- pormal in

prices “or . production. We have

gone  untenablv high-in some
(Continued on page 25)

or any other year are obsolete as|}
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' The Five Percent Yardstick

S ;Dlsputes the conclusion “59, spread yardstick” approved by
‘majonty of NASD members. Recalls proceedings instituted by
"Securities. Dealers’ Committee. . Poll. conducted by: “Chronicle”
‘showed opposite result. - This yardstick never submitted to mem-

" bershlp for a vote. . In view of present status of our economy, 1t is

' an anachronism:and should be revoked.

In the current issue of “Finance” is an article bearing
this title: “Five Percent Markup Continues to Rule Over-
Counter Dealer.” ,

We quote from that artlcle

over-the-counter securities business by action of the Board
of Governors of the National Association of Securities Deal-
ers on Oct. 25, 1943. Since that time, the Governors, sup-
ported by a majority of Association members, have continued
to uphold the 5% philosophy, despite periodic sniping by
non- industry critics and a few, disgruntled dissenters in the
business.”

‘ ‘We believe the author te be in error on two grounds.

" that ‘a majority of the NASD members support the 5%

phllosophy, and that the opponents are “few,” ““dis--
gruntled” and “non-industry “critics.”

From the very outset when the NASD foisted the “5.%
yardstick” upon its members, we contended: this - “phil-
osophy’’ was a rule and under NASD by-laws should be sub-
mitted to those members for adoption or rejection. This the
Board of Governors refused to do. Here was a direct oppor-
tunity to determine whether the proposed action met with
general approval. - The evasion certainly is no proof of a
belief-that exercise of the franchise would have resulted in
an adoption of the by-law. No chances were being taken that
this yoke would fail of imposition.

We conducted our own poll on the issue and found op-
position to the 5% yardstick wide spread. In our considered
judgment any. fair vote taken by the NASD would have
resulted in conclusively defeating this yardstick: '

Another evidence of wide spread opposition  was the
organization of a Securities Dealers Committee which: in-
stituted a proceeding- before the -Securities -and. Exchange
Commission to compel the NASD to declare:the “5% Yard-
stick” a rule and direct its submission to the NASD mem-
bership for approval.

Of course the SEC saw no error in the actions of its side
kick. We have always strongly suspected that the “5% Yard-
stick” is a direct product of SEC activity. In our opinion the
Commission did the briefing, gave the orders, and the NASD
yielded suppliantly. At any rate, during the pendency of
the above proceeding, when challenged by counsel to dis-
close any connection with the promulgation of the “5%
Philosophy,” the Commission was significantly silent.

Editorially we have dared the Commission to make such
disclosure, to publish its office memoranda on this subject.
They never will. In our judgment, they dare not for the
resulting indignation might destroy them.

In all this there was never any need for inference,
a simple vote under NASD by-law would have been a

complete solutxon Why wasn’t it taken? Need we’
answer?

Isn’t it fair to beheve that these two policemen operating

-out of the same precinct, the SEC and the NASD, had an

understanding? If they did not, why are they silent? Why

don’t they tell us what conferences they had on this matter?

What took place at each of these and who participated? If
_(Continued on page 35)
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Telephone: WHitehall 4-6551

United Piece Dye’ Works
Com. & Pfd.

U. S. Finishing Com. & Pfd.
Dorset Fabrics
‘ Capitol Records
Texas Eastern Trans. Corp.*
Tennessee Gas Trans. Co.*

*Prospecius on request

J K.Rice,Jr.&Co.

Established 1908
Mnmbers N. Y. Securily Dealers Assn,
REctor 2-4500-—~120 Broadway
‘Bell System Teletype N. Y, 1-714

Empire State 0Oil

Equity 0il i
Mackinnie Oil & Drilling

Utah Southern 0il

BOUGHT - SOLD - QUOTED

‘ Orvis Brothers & @

14 Wall St., New York 5, N. Y.
REctor 2-4930 New York 1-1434

Gauley Mountain

Coal Company
Price $24 Book Value $89

Cash Earnings $26 !
Dividends 1947 — $5; . yield 219,.
NET QUICK $19. Single class of

stock. No debt or bank loans. .
Total assets about 4 million doallars.

Data on request

George Birkins Company |

40 Exchange Place, New York 5
WhHitchall 4-8957  Tele. NY 1-1404

HODSON & COMPANY,

Inc.

165 Broadway, New York

OFFERINGS WANTED

Central States Electric
Corp. _
5% 9% due 1954
5% due 1948

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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‘Business-T

By EDWIN G. NOURSE~*

oday and Tomorrow

Chairman, Counsel of Economic Advisers

After describing the Act setting up President’s Economic Council as having objective of sustained

high production under an integrated program rather than blind struggle of special interest: groups, Dr.

Nourse' warns against accepting economic slogans, based on theoretical analogies such as “boom and

bust.” Says current conditions are better than after World War I and real test of our business sys-

tem will not come until after 1949. Foresees no permanent price adjustment if heavy military budget is

continued, but looks for statesmanship in all segments of our economy to foster a well sus-
tained structure of activity and income.

T shall begin with a few “get-acquainted” remarks designed to give you as briefly as
possible my interpretation of the character of the agency I represent and of the purposes
for which it was established. This is done for the specific

reason that the Employment

Act of 1946 is :
an essential 7

part of the
back ground
~against which
or:atmosphere’
in which anal- -
ysis 'of the
business. . out-
look must pro-
ceed. - An un-- %
~derstanding.of:
the ' functions
..0f the Council
of 'Economic .
‘Advisers -and. :
~of; the Joint -
Committee of
the Congress
set up in that Act is necessary
prefatory matter to what.I shall
say about the general economic
process that will condition your
operations in the future.

I do not believe that the strik-
ing and unprecedented declaration
of national economic policy which
opens the Employment Act is
mere verbiage which has been re-
pudiated by changes in American
thinking that have taken place
within two short years. I believe
that remarkable piece of legisla-
tion registered a definite step in
the progress of our system of pri-
vate entérprise under truly rep-
resentative government. If so, the
instrumentalities which it set up
are themselves a vital part of the
trends that will influence your
business and your private fortunes
over the years ahead.

.. The Declaration of Policy in
Public Law 304 of the 79th Con-
gress affirms that:

« . it is the continuing policy
and responsibility of the Federal
Government .. . with the assist-
ance and coopéeration ‘of industry,
agriculture, labot, and- state and
local governments, to coordinate
and utilize all its plans, functions,
and resources, for the purpose of
.creating and maintaining, in a
‘manner calculated to foster and
promote free competitive enter-
prise and the general welfare,
‘conditions under which there will
pe afforded useful employment
opportunities, including self-em-
ployment, for those able, willing,
‘and seeking to work, and to pro-
mote maximum employment, pro-
duction, and purchasing power.”

The great objective of the Em-

“ployment Act was to devise suit-
able business and governmental
structures and procedures to the
end that we might have better
i sustained use of natural resources,

.manpower, and capital in the sat-

. ﬁ.dwln G N O;Il‘ll

© %An address by Dr. Nourse at
‘a'meeting of the American Transit
;Association. Atlantic City, N. J,
:Sept. 27, 1948, )

Central 1l Pub. Serv.
Cleveland-Cliffs Iron Co.
Colorado Milling & Elev.
Crowell-Collier Pub.

115 Broadway, New York
Telephone BArclay 7-0100

isfaction of the material wants of
the nation. This did not mean
merely smoothing out such highs
and lows as have been encoun-
tered in' the -past and - stabilizing
their median level.. It meant'that
we should mobilize our economic
brains to fashion measures—pre-
ventive so far as, possible, reme-
dial“when necessary—to combat
the century-old disease of modern
capitalism; : the. so-called. ‘business.
cycle; - ‘A ~healthy reconomy -1s a

‘high-production economy.

As to' the means to -be used:to
this ‘universally ' desired- end, the
Employment Act does not propose
any trick device. It does not.of-
fer any patent medicine or resort
{0 magic—black magic, or white
magic, or golden magic. I speak
advisedly when I say the Employ-
ment Act merely. commits us to
“mobilize our economic brains to
fashion practical measures” for
giving people who want to work an
opportunity to do so all the time
instead of part of the people part
of the time. “Maximum employ-
ment and maximum production”
demands that this employment
shall be under conditions of high
efficiency and, if we are really to
keep ‘the systém humming on a

“voluntary basis;" the relationship

of the market—prices, wages, and
profits—must be equitable in their
broad outlines.

Problems in Framing Economic
Policies

Time ‘does not permit me to g0
into detail as to what I believe is
involved in this attempt to bring
the methods of scientific analysis
and measurement to bear on the
framing of national‘economic pol-
icies. The general approach, how=
ever, consists of two phases. First,
a professional, staff arm’ 1S pro=-
vided in the Executive Office of
the President, to serve him in pre-
paring each year an mtegx:ated
economic program to submit to
the Congress and in subsequently
revising or elaborating this pro-
gram &as occasion’ requires. To this
end, there is set up a three-man
Council of Economic Advisers to-
gether with a small but h;gh-
caliber staff of broadly trained
economists. We utilize the ‘fact-
gathering resources of all bran_ches
of government and of prl.vat.e
agencies, and we confer pemle-'
cally’ with consultative commit-
tees representing management, la-
bor, agriculture, consumers, an
state and local government.

In addressing the American Eco-
nomic Association in 1947, I de-
scribed our role as follows:

“Some cynical people have al-
luded to the Council as ‘the Three

Wise Men of Economics,’ standing

Georgia-Pacific Plywood*
Jldeal Cement Co.

Struthers Wells Corp.

Texas Gas Trans.*

*Prospectus on Request

Bought — Sold — Quoted

-~ GoopBoDpy & Co.

Members N. Y. Stock Exchange and Other Principal Exchanees

105 West Adams St., Chicago -
Teletype NY 1-672

at the President’s elbow to give
him smart answers to economic
riddles or to tell him just what to
do in every economic crisis or
situation as' it arises. Now I do

‘not regard myself as 3315 % of the

Three Wise Men. As I understand
the matter, we have (during oum
term of office, however long.or
short) been entrusted .with the task

.of ‘organizing. an agency " through

which-the Chief-Execulive-of the
United - States' may see 'the: eco-
nomic situation and problems.of
the nation. in their entirety and

.through- professional-: eyes. It -is

the responsibility: of this agency
to process for his consideration
the materials which should be of
most use to him in laying out his
policy and following his course of
action. with reference to the na-
tional economy. . . . It is incum-
bent upon us to lead in the devel-
opment of a technique for con-
tinuous examination of the entire
economy as a functioning and dy-
pamic whole.”

The Council has no administra-
tive authority or responsibilities.
Our coming does not -alter the
Cabinet form of our existing
frame of government. We have
not been endowed with power in
the executive branch of our gov-
ernment, but as the institution
grows in experience, wisdom, and
prestige, it should wield an im-
portant influence in coordinating
the Cabinet departments and in-
dependent agencies in policies and
procedures that promote the na-
tional - welfare. Our  analyses
should challenge and deter parti-
san programs designed to promote
the narrow or short-run advantage
of particular interest groups, at
the expense 0f ‘sustained national
prosperity through balanced high
production. - One of the duties as-
signed to us in the statute is ‘‘to
appraise the various programs and
activities of the Federal Govern-
ment in the light of the policy de-
clared in section 2 [the Declara-
tion of Policy] for the purpose of
determining the extent to which
they are contributing, and the
extent to which they are not con-
tributing, to the achievement of
such policy, and to make recom-
mendations to the President with
respect thereto.” .

Joint Committee on the Economic
Report

The second line of implementa-
tion of the Employment Act of
1946 is on the legislative side and
takes the form of a Joint Com-

mittee on the Economic Report of
the President. This' 'committee
(Continued on page 39)
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Earnings Versus Dividends
As Guide to Stock Price

Member New York

By ALEX. M, HAMBURG
Bar; Chairman, New School Symposium on

Federal Taxation

Citing  fall ‘in- proportion of earnings paid out in dividends, Mr.
Hamburg points out benefit to stockholders from ploughing-back of

undistributed profits.

Declares not dividend policy, but underlying

economic forces like inflation explain' stock price movements.
Concludes market’s present disregard of historically high earnings -
is only temporary. o b

Recently the assertion has been expressed that “How much does
the stock pay?” has replaced “How much does it earn?” as a guide
to the value of an investment stock. Thus, one writer has pointed out

that stock market prices have ignored, to a surprising extent, substan-

tial increases
in half - year
earnings. Cor-.,
paration earn-
ings figures-
for the oil and
steel stocks,
when. ana-

that. the value- .
placed -by_ the
market on
such stocks
is; not .in..line .-,
with ‘the- fa-
vorable trend
of ear ni ngs.
(“Barron’s,”
Aug. 2, 1948,
p.26.) :
Seeking an answer for the com-
paratively low price-earnings ra-
tio now existing, it has been urged
that huge sums must be used by
corporations to keep their physi-
cal equipment abreast of demand;
that such needs have prevented
substantial increases in dividends.
To illustrate this condition, what

Alex, M. Hamburg

' has happened in U. S. Steel is

cited. © In the 12 months ended
June 30 last, it earned $125 mil-
lion after sizable charges for de-
preciation and replacements, Al-
though after the payment of divi-
dends it had. $109.6 millions lett,
nevertheless its cash or other
liquid assets were reduced by $219
million.

To the extent that capital needs
require retention of earnings, it
has been argued those earnings
have been overstated. ‘If divi-
dends rather than earnings con-
stitute the dominant factor in de-
termining stock -market' value,
then ‘a. :significant change has
taken place in the long estab-
lished relationship between earn-
ings and dividends. .

Conceding that dividends play
a part and constitute one of the
factors in the valuation of shares
of stock, the present writer doubts
whether it is the over-all deci-
sive factor. His position is that
earnings are the chief determinant
of stock value, They reflect
normal earning capacity and thus
are an index of value, that is, of
intrinsic, basic ‘value as dis-
tinguished from shifting tempo-
rary market prices.

Proportion of Earnings Paid Out
in Dividends %

It is well to note the extent of

the cash amounts of dividends—

that is that portion of corporate

earnings which have been pe-

riodically distributed on their

30 Pine Street
Telephone WHitehall 4-5550

TRANSGULF

CORPORATION

‘A Producing 0il Corporatioﬁ
Common stock selling under $2

L. D. SHERMAN & Co.

New York 5, N. Y.
Teletype NY 1.2233

shares.. The figures for-the year

ments (amounting to-$6.8 billion)

-|-are  historically high against the

background of earnings. Over-the

|period from 1920 to ‘1939, the
| proportion
-|'which avere-paid‘ out. of -earnings
'|-of ‘manufacturing. companies was"
| over 75%; :the average was 60%

of cash @ dividends

for - merchandising =~ companies.
‘However, in recent years under
'50% -of ‘net: income has been paid

.| out as cash dividends.

Over a period of years prior to
1946, the ratio of dividends to net
earnings was about two-thirds;
that is, only one-third of net in-
come was retained. This ratio
has recently declined and less than
one-half of available earnings
are distributed in cash dividends,
despite the tremendous increase
in business volume and profits, In
1939, when corporate profits af-
ter taxes were $5 billion,  cash
dividend payments amounted to
$3.79 billion. Compare this' with
the corresponding 1947 figures:
profits $18.07 billion, dividends
$6.88 billion.  Corporate - profits
through the second quarter of
1948 are at the annual rate of
$30.9 billion.

From the foregoing facts of a
low dividend ratio, some have
concluded that common stoek
prices will not favorably respond
in the near future, and that divi-
dend policy - will -be cautious
rather than generous. The liquid-
ity factor will, of course, be one
of the controlling considerations.,

There are various eontemporary
conditions which-may make man-
agement: cautious about dividend
payments — inflationary and de-
flationary pressures, uncertainties
making equity financing difficult,
tax rates far beyond pre-war
standards, a large slice of apparent
profits reflecting merely the high-
er prices of replacing inventory,
and the need for adequate depre-
ciation allowances based on re-
placement cost of plant and equip-
ment,

It is paradoxical, but neverthe-
less true, that stocks of conserva-
tive companies retaining a major
portion of their earnings sell at
relatively high market prices, in
an intensely competitive securi-
ties market. 1t is essential to re-
member that the undistributed
earnings are not lost, but are
ploughed back to build up equity
value. The steady income yield,
as well as book net worth, are
components properly included in
the value ‘equation. It is ‘only
human to assume that the current
rate of dividends will continue
permanently into the foreseeable
future. This is obviously unreal-
istic. In our ever-fluctuating eco-
nomic framework many factors

impede continuity and regularity.
The income tax is'a good example.
Distributicns of liberal cash divi-
dens to-obhtain tax credits or to
prevent the imposition of surtax
under Section 102 may create a
false. appearance of . prosperity.
This section provides a penalty tax
for unreasonable accumulations
of earned surplus, and is intended

(Continued on page:35)
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Observations .
By A. WILFRED MAY

POST-ELECTION INVE_STING PRINCIPLES

In .anticipation of a presumed-ordering of a change in our na-
tional Administration. at the polls next month; last week’s column
was devoted .to stock-taking of the investing community’s status' at
the end of the New Deal era, and to estimating the nature and extent

. of post~elect10n innovations as ' they may . affect
the investor. Our conclusion was that in lieu of
pinning his hopes on major permanent relief from
the existing trends in regulation, discriminatory
.taxation, and .socialization.which have.been un-

. .dermining his position in the community, the in-
vestor should be spurred to, exerting the maxi-
mum effort in pursuing sound policies in the
‘management of his capital.
- The basic pnncrple we would recommend is
‘‘one of realism in-avoiding wishful thinking that
inflation can be taken advantage of, and capital
.~ profitably employed,.by. forecasting “the market.”
‘“Instead;” the" mdlvldual’s broad’ portfolio’ policy,
"~ as;well as every decision with regard. to specific
- security transactions, must be justified on “hard-
g boiled” lines' of * justifiably . expected return.
A.Wilfred May  |* ‘Without quibbling about the definition of invest-
ment and speculation; and the difference between
them (which is mainly constituted by subjective motivation and in-
definite gradations), let us consider what should actually be' the
businesslike purpose of the owner of capltal

Basic Investment Aim

. His basic aim is' to-buy his‘shares in ‘a property at-a price which
will yield him sufficient regular income to-give him- (1)"the riskless
rental. value of his: capital plus (2) risk-premium sufficient-to amor-
tize the investment in correlation:with the protection.not -afforded
by the realizable assets, plus (3) especially in case-of an equity, an
increment for safety and ultimate profit. This basic test would apply
to practrcally all forms of investment; real-estate: as well-as securities:
In the case of- bonds, the- simplest‘decision is that’surrounding
government issues. Their yield being the riskless Tental value of our
money, and our principal being risklessly: repayable in-dollars- at

mntunty (or before fromthe Savings:Bonds), our’only:decision: to |

- make is whether we wish.to rent our dollars out-risklessly at .the
going rate; whether we believe that some.other bonds or equities are
“available at prices which afford adequate compensation for the degree
of risk respectively involved; or whether we: prefer some other kind
of investment.

When considering corporate bonds, we are really confronted: thh
the question ‘whether the ‘additional income available from relatively
low-grade issues will average out,”over a reasonably long period, as
large enough to compensate for actual losses likely to be incurred
by reason of the greater risk. Can foreseeably the difference between
the riskless annual rental value of 215% and the return of say 5% %
from BA grade bonds, over a 10-20 year period compensate for
losses suffered in those cases where default in principal or interest
occurs? Such reasoning follows our above-stated principles of soundly
creating an insurance fund for losses through the storing-up of
annual risk premium (even if only via mental bookkeepmg)

Each Issue on Its Own Merits

Experience as well as various studies (such as that made last
Yyear at'the School of Business Administration at:the University ‘of
Oregon) shows that no:hard-and-fast overall: conclusions about the
comparative ‘attractiveness of the various grades: of corporate bonds
are justified.. The investing public has'a. prejudice in favor of the
low-coupon, lower-priced bond, and generally over-discounts its
actual real advantages by relatively over-pricing it in the market
(cf. “Basic Yields of Bonds 1926-47; Their Measurement and Pattern,”
by Durand Wmn, National Bureau of Economic Research, December
1947). Hence, in the case of bonds, just as with all types of securities,
we should not follow generallza’uons about whole categories, but
appraise each individual issue on its own merits.

Such technique of scrutinizing each individual issue is particu-
larly indispensable:in common stock investment. If we concentrate.
on thus meeting the requirements of capital rental value plus risk
premium, instead of on the traditionally vague unreasoned concepts of
the price-earnings ratio, we can supplant the current haphazard,
guessing about. the ratio’s size with a logical and businesslike ap-
proach.

In 1ecogmzmg the importance of concentrating on the wvalue of
the property he is buying or selling, the logical investor will forego
the investment community’s habitual behavior of betting-on-the-
news, or rather from betting on the way other people will react
to the anticipated news, Partrcularly under current conditions of
extreme political and economic complexity, is it fruitless to conduct
one’s investment behavior as if in a game of musical chairs wherein
some loser is unfortunately squeezed out at the end; or to try either
1o follow or outguess “the crowd” on ‘coming styles of the market or
 of its individual stocks; or to psychoanalyze one’s fellow-investors
instead of analyzing the securities.

Explontation of Pubhc s Errors Constitutes Sound Investing Tool
.i.-This is net:to minimize.careful.observance:of the. psychological
attributes of the market ‘community as ‘an extremely valuable auxil-
Jary tool. "The emotional foibles of the crowd regarding the market
in general, as exhibited in its manic over-enthusiasm at-the top of
bull markets. and- its converse . extreme mental depression. at the
bottom" of bear markets are. extremely helpful in indicating -the
proper: climate of one’s own conservatism.,

Moreover one’s detecting that either over- or under-valuation of
the general market, 'of groups,. or of individual securities; is -the-
Jresult of a_ mrsconceptron by: the publlc constitutes-ong of the most:
effective tools for supporting | one s-own.investment ‘decisions:.

“.-. For.example, one’s findings that on value tests the general mar-

ket is overpriced, are.justifiably reinforced:if:it is.learned. that the

buyingr is'being ‘done by.a-public: excited over booming: industry and

without regard to values Conversely, one’s appralsal of the market’s
S (Contmued on page:35)
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Business: Failures . -

The
Staie of Trade
and Industry

Industrial productmn for the country at.large increased moder— B

ately last week 'and exceeded the output of the similar period of '1947.

In keeping with the higher tempo of operations, industrial back- order ,

volume for-the week registered a small decline. .

On the labor front; disturbances were not:as numerous as 'in the |

preceding week, but the oil refinery ‘and ‘shipping. strikes in ‘the
Pacific' Coast region continued to hamper mdustrral activity in that
area.

- John L. Lewxs United Mine Woxkers President, again came into
national “prominence the past week . after his encounter, with the
Federal Court last spring. At that time, bothithe United Mine Work-
ers Union and its head were held'in contempt for. violation of a court
injunctionwhich the government obtained’ to’ prevent ‘the miners
from- striking over-what Lewis chose to call a dishonored penmon
agreement on the mine owners part::

The general pattern of the’ Umted Vlm ‘.-Workers 1949 contract
demands will be outlined this week at’ concluding sessions of the
union’s 40th biennial convention. To begin with, on Wednesday: of
last week, Lewis proposed to the convention. that 'it approve a 100%
increase in dues for the miners to strengthen their. financial pos1t10n

for possible new economic struggles. He further stated that the union |

is seeking to have the age limit for retirementunder the union’s
welfare fund reduced from 62 years to 60 years and that, with the
peak of postwar coal demand apparently past, a remstallatlon of the
seven-hour day, 35-hour week is an economic necessrty 4
. " 'While the union does not contemplate a serious depressron in
coal in the near future, it is'not overlooking the possibility; hence
the emphasis on’a return to the seven-hour day with, of course, no
drop ‘in the weekly take-home pay of the miners contemplated
£
Total employment dropped in Septembe1 for .the second consecu-
tive month, the Census Bureau. reported. It slid off 933,000 to a .total

e

Dr. Hahn Back in N. Y.

Dr. L. Albert Hahn, noted econ-
omist and author returned on Oct.
9 aboard the
. French Line’s
‘De Grasse
from a four-
months” visit
to European
capitals.
Dr, Hahn,
Chairman ot
one of the
largest pri-
vate banks in
Germany
/ prior to 1932
- and a resident
of. the: United
- States since
Dr. L. Albert Habn " - 1940, is work-
ing on a new
book called “The Economics of
Illusion,” a critical analysis of the
monetary policies advocated by
the: ‘late -.J." M.- Keynes, famous
English * economist.-: The * Squire
Publishing - Co. 'will publish Dr.
Hahn'’s new book in Mid-January.
It will be distributed by the New

York Institute of Finance.
Harry B. Spring Joins
‘Ungerleider & Co.

. Ungerleider & Co.,” 41 Broad-
way, New York City, members of

: M. N. Rublen

of 60,312, 000 but. accordrng to the Bureau, the loss was not significant | ...

since it comprised in the main, students, holdmg summer jobs, .
Actually,: more- job holders twere at work.in September than' in
August, the Bureau. reveals,. placing the, total civilian force at 57,-
676,000, or 1,074,000 more than in August. . There were, in addltxon,
1 366 000 drawrng pay. from the armed forces,

K

Personal income contmued its upward swing .in August reachmg
-an.annual. rate of $215, 100,000,000 from $212,900,000,000 in July.

This record high in personal income—or the. amount individuals
receive in- wages, rents, dividends:and.interest—reflects the; third
round of wage increases, the Commerce Department’ said. - ‘A’ similar
increase in personal income that occurred about the like month last
year caused the upward trend at that time, the department added,

Expansron in employment was. also ngen as a reason for the rise.
Personal -income for the first eight months of 1948 was at an annual
rate of $209,700,000,000, compared to $190,700,000,000 during the sim-
ilar period last year and a 1947 full-year total of $195,200,,000.

" % £

Stimulated by cooler weather, consumer buying in the week rose
slightly above the level of a week ago and continued moderately
above that of the corresponding period of last year. Consumer

Jinterest in fall and winter apparel increased noticeably. Meats and
‘some, canned products sold well in many localities.

The retail volume
of furniture and 'hardwdre was generally sustained at a high level.

- Wholesale volume slightly exceeded that of the preceding week
a‘nd of the comparable week a year-ago. Re-orders of women’s
seasonal merchandise continued in large volume with new orders for
holiday items showing a moderate increase, Trading volume in
cotton and wool téxtiles remained at a low level.

STEEL OUTPUT SCHEDULED AT HIGHEST RATE SINCE
MID-WAR PERIOD :

Because the steel industry would rather have voluntary alloca-
tions than imposed government allocations, it will struggle along as
best it can, states “The Iron Age,” national metalworking weekly in
its latest summary of the steel trade. The present law on voluntary
allocations expires next February. Steel people have promised to
take care of defense needs and maybe a few “must” programs after
that time.

What steel officials are beginning to have to contend with is the
ever increasing number of orders coming under a plan which was
designed to take care of “essentials.”” So much has the plan mush-
roomed that output of some products is 25% to 35% allocated. Steel
people are not in accord with the plan but if it is extended there is
little they can do except go along under private protest.

. The reason why the allocation program has outgrown its effec-
tiveness is simple, the trade paper observes. As each new group was

(Continued on page 29)
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Harry B. Spring

the New York -Stock Exchange,
announce that Harry B. Spring
has become associated with them
as manager of their investment
department. Mr. Spring was for-
merly a partner in Greene & Co.
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Standard Oil of N. J.
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Problems' in Federal Debt Management - |

By FALKNER C, BROACH*

Vice-President, National Bank of Tulsa, Tulsa, Okla.

Pointing out large bank holdings of-government securities and re.sulting increase in- b:ank deposits have
become permanent features of banking, Midwestern bank' executive. sees only limited possibilities |of

shifting bank held debt to non-bank investors.

Upholds - Treasury support of government, bonds ‘as

essential, and contends problem is fixing level of suport that will serve economy l.)est‘ and. prevent undue
inflation or deflation. Contends short-term rates can be increased further only sllghtly without-jeopard-
izing stability of long-term bonds. Hits insurance company bond selling. )

I should like to discuss with you for a few moments some of the problems involved!in
managing our national debt of some $250 billion. That there are problems involved I think
no one will deny. How these problems are solved will do much to mold the future of our

general, but
in- no single
sphere of our
economy is
the solution
of these
‘problems
likely to play
a_ -more im-
portant role
~in our com-
mercial bank-
ing. We have
seen -one illus-
tration of this
already in the
authority
‘given the
Federal Reserve Board at the last
session of the Congress to raise
member bank  reserve require-
ments— an authority which the
Board has exercised in part al-
ready. The suggestion also has
been made that a national mone-
tary commission be created to re-
appraise our whole system of re-
serve banking. We know also that
the yield on governmental securi-
ties tends to set the whole pattern
of rates throughout our economy.
Thus I think it is obvious that the
management of our national debt
is to play an important role in our
economy in general-and  in our
system of commercial banking. It
is along these lines that I should
-like to talk to you for a few mo-~
ments. { ! %
At the cutset I think we should
recognize that measured by pre-
war standards our commercial
banking system has undergone
‘certain revolutionary changes
directly attributable to the policies
followed in financing World War
II. T have reference to the enor-
mous increase in ' deposits and
bank holdings of government se-
" curities, neither of which is a
temporary condition.

Falkner C. Broach

. Bank Credit in War Financing

Although it was the announced
policy of the Treasury to finance
Worid War Il with minimum re-

fiance on bank credit, the Treas-:

ury did look to the banking sys-
tem to underwrite the various war
loan drives and to take the gov-
ernment securities not taken by
nonbank investors. The role of the
Federal Reserve Banks was to
.supply the commercial banking
system with the necessary re-
serves to support the deposit in-
ereages resulting from bank pur-
chases of government securities
‘and 1o supply these reserves on
such terms and in such amounts
" as to permit the financing of World
War II within the framework of

the 3 %-215% pattern of rates..

The cooperation between the com-
mercial- banks, the Federal Re-
serve Banis and the Treasury was
the highest. The necessary re-
serves were made available to the
commercial banks by the Federal
R e serve Banks, principally
through open market purchases;
the -commercial banks served as
underwriters of the various war
loan drives by open market pur-
chases and by direct subscription
for those issues which they were
permitted to purchase on original
issue, thus adding substantially to
-their holdings of government se-
curities and by so doing they cre-

ated — or manufactured, so to

*#*An address by Mr. Broach be-‘.

fore the Kentucky Bankers Asso-
ciation Convention, Louisville,
Ky., Oct. 5, 1948. !

economy in 4

speak — additional deposits and
money equal in amount to their
purchases of Government securi-
des. |

At the risk of being quite ele-
mentary, let me remind you of
what happened in your own bank
during the ' various war loan
drives. When your = customers
bought bonds you-charged their
accounts and credited your war
Loan Account;- when your bank
bought bonds. you' debited your
investment account and credited
your War Loan Account. In the
first instance there was no change
in. deposits, just a transfer from
one account to another; but when
vour bank bought bonds your de-
posiis were increased—manufac-
tured. so to speak, out of your
own purchases. Of course the
Treasury - made - periodic with-

-drawals from your War-Loan Ac-

count, but did you lose deposits?
No. Directly or indirectly you
received’ enough government
checks for deposit—from G. IL’'s
their dependents, war contractors.
or defense workers—to offset your
War Loan' withdrawals.. On bal-
ance you,actually gained deposits
—deposits which your bank,or some
other bank, had created through
the - purchase ' of Government
securities. All' you needed were
sufficient ‘reserves at the Federal
Reserve Bank to support the: in-
creased deposits and these re-
serves were made available to you
by open market operations of the
Federal Reserve Banks. Through
its open market operations—i.e.,
through purchases of Government
securities in the open market—the
Federal Reserve Banks furnished
the commercial banks the neces-
sary reserves to support their in-
creased deposits. = With each $1
million purchase of securities by
the Federal Reserve System mem-
ber bank reserves were increased
$1 million and with each $1 mil-
lion increase in reserves the mem-
ber banks were able to buy about
$5 . million of government securi-
ties ‘and: increase their deposits
by a like amount. It ‘was through
this process, based on the avail-
ability of reserves, that the bank
ing system was able to absorb all
of the securities not purchased by
other investors, and as a by-prod-
uct of the process, to create or
manufacture an equal amount of
deposits.

The net of this process was an
enormous increase in bank de-
posits and in both commercial
bank and Federal Reserve Bank
holdings of government securities,
Between Dec, 31, 1941 and June,
30, 1948, commercial bank de-
mand deposits increased from $44
billion to $91 billion, time deposits
from neaNrIy $16 biliion to nearly
$36 billion and holdings of gov-
ernment securities from just under
$29 billion to about $6434 billion.
The ability of the commercial
banks to increase their investment
in government securities by such
an enormous amount and in the
process cireate or  manufacture

such a large amount of -additional
deposits was made possible by ai
increase in Federal Reserve Bank
credit, principally open market
purchases of government securi-
ties, of about $20 billion.

Frozen Into Banking System

It is my contention that to a
very = considerable extent = the
enormous - wartime  increase in

bank deposits and bank holdings
of goverament securities are
frozen into our commercial bank-
ing system and therefore into our
economy, In fact, there are few
ways by which either. can be re-
duced. The deposits. can be: re-
duced only by a contractioni of
credit—i.e., by reducing loans and
discounts, by :shifting. bank-held
debt to non-bank investors or by
Treasury retirement of bank-held
debt out of Treasury cash sur-
pluses. - Although progress  has
been made in bringing bank-held
debt down from a peak of nearly
$98 billion at the end of 1945 and
demand deposits from nearly $106
billion as of the same date to the
present level of about $74 billion
and $91 billion,  respectively; I
think we must recognize that the
outlook for the future is consid-
erably less encouraging, The de-
creases in deposits and hank-held
debt since the 1945 year end were
made  possible primarily. by ‘ use
of the Treasury’s: enormous cash
balances at the end of the war‘and
Treasury cash surpluses of recent
years ‘to- retire bank-held debt.
The ‘Treasury’s working balance
will permit of little’ further.debt

‘retirement and while I do not

agree with Mr. Truman'’s forecast
for the 1948/49 fiscal year, I-think
we must admit thiat the prospects
for retirement of*bank-held debt
during this and ' subsequent fiscal
years is limited.

This leaves for consideration

the possibility of shifting bank-
held debt to non-bank investors,
Here "again the possibilities are
limited. In fact, the shifting of
non-bank held debt back to the
Federal Reserve Banks is one  of
the major problems confronting
the monetary authorities - today.
It has been the selling by non-
bank investors that has necessi-
tated the Federal Reserve’s sup-
port of the long-term market and
indirectly, I think, the authority
granted and subsequently exer-
cised, in part, to increase member
bank reserve requirements.

Based on a frank appraisal of
the facts I think we must recog-
nize that to a very considerable
extent the increase in bank de-
posits and bank holdings of gov-
ernment securities are pretty well
frozen into the banking system
and into our economy in general.
I do not mean to-apply this state-
ment to the individual bank but
to the banking system as a whole.
1t follows, also, that as long as the
Federal Reserve Banks stand
ready to buy, and do buy, the gov-
ernment securities offered for
sale for which there are no other
buyers the possibilities for fur-
ther deposit increases are almost
unlimited and that in the crea-
tion of new deposits additional
fuel is added to- the inflationary
fire. Mr, Parkinson, President of
Equitable Life, and others have
taken the Federal Reserve Board
to task for their policy of support
of the government securities mar-
ket and per se there is no deny-
ing that in buying government
securities in thé open market -the
Reserve Banks are paving the way
for a, roughly, five to one increase
in bank credit and deposits. I
plan to come back to Mr. Parkin-
son later, but let us first consider
the justification or lack of justi-
fication of the support policies be-

(Continued on page 26)

Broader Common Stock Ownership:
ialism and Communism

By J. ALLEN HARVEY

Foe of Soc

Partner, A. G, Edwards & Sons, St. Louis, Mo.,
5 Members of New York Stock Exchange
~ Mr.. Harvey., commenting on growing scarcity of  equity financing
by corporations, proposes a remedy—a “fifth” freedom, the right
of ;individual ownership—be added as- foundation for other four

freedoms and that a widespread

propaganda movement be under-

!ak‘en- by cqmmercial, financial and labor organizations to encourage
. individual investment in stocks of American business-corporations.

After reading numerous speeches made recently before The As- |

sociation of Stock Exchange Firms, The American Bankers” Associa-

tion- and other financial organizations, the .theme song of which had |

to do with the growing scarcity of
ing of our cor-
porate form
-of “industry,
the feeling .
comes that
this whole
problem’ is
being ap--
proached from
thewrong
angle, = All of
these sugges-
tiong are read-
by a great
many people
with -a great M
deal of inter-
est and with
favorable ie-
actions. Everyone knows that the
stockholder’s posilion would be
improved should we eliminate the
double tax on dividends and
should we change the capital gaing
tax both as to rules governiag the
time element for long and short-
term capital gains and the per-
centage amount of tax charged
against these gains — everyone
knows that there is an incessant
attack from cheap political sources
against the misnomer “Wall
Street.” Everyone knows tha{t a
national environment should " be
created wherein management, la-
bor ard agriculture can work in
harmony {for 'the common good.
Everyone knows that investment
banking and the investment bro-
kerage business has been strait-
jacketed i1 its operations since
the passage of the Securities Act
in 1934. After studying this prob-
lem, the first quastion that comes
to the fore is this:

What can be done about it and
how? "

When the powers brought to
light' the four freedoms, the most
Aimportant one, the fifth, was not
mentioned—the very foundation
of the other four—the right of in-
dividual ownership. When a man
owns something he usually is able
to speak as he pleases; he usually
worships as ‘he pleases; he does
not want, and this in itself frees
him from fear. Other than private
ownership of agricultural interest
and homes (and these in many in-
stances are -assuming the body
cornorate) there exists today only
one kind of an organization which
furnishes. to .the individual  the
means of distribution and re-dis-
tribution of the wealth -of our
country — our corporations — the
very backbone of our national
economy. It is through their pay-
rolls .and: widespread public own-
ership of their common stocks
that a common ownership in our
resources can be effected.  Man-
agement and labor should own
something in common, and what
could be more simple than own-
ership of common stocks of  our
corporations?

But how to popularize the own-
ership of common stocks is the
rub. So far it seems that the road
chosen for the purpose ol popu-
larizing common stock ownership
has been through an appeal to the
members of the various associa-
tions engaged in- the business of
creating and - distributing the

Joshua Allen Harvey

‘| equity ‘capital of our corporations.

@~

capital available for equity financ-

: Admittedly, the investment bankey

‘land broker are stymied by the
|many. restrictions we "hear -about

and we have become over-devel-
oped within our own shell in try-
ing to solve them. An appeal
should: be' made" by 'influential
persons to other,organizations. Is
there any reason why such organ-<
izations as the United States
Chamber of Coinmerce, with all
of the different Commerce Cham-
bers throughout the couatry, the

{ABA, the NAM and the National

Association “of Insurance Compa-
nies (life, fire and casualty) should
not have important committees
whose express purpose is spon-
soring . ownership' of common
stocks? You may also include such
organizations as the CIO and the
A. F. of L. Its membership should
be encouraged to own common
stocks of corporatioas, especially
of those by whom they are em=-
ployeci. The welfare of the mem-
bership of all of these organiza-
lions depends upon the successful
continuance and operation of our
corporate form of economy. It
|reases to be il not financed from
the bottom up through equity cap-
ita represented by preferred and
common stock. There is where
ownership begins. Continuous

these organizations to help spon-
cor a. broadening of the base of
fownership of our corporate capi-
4talistic form of industry. Then you
|will cease to hear what seems to
be eternal. the term “tools of Wall
Street.” The investment bunking
business and' the investiment bro-
kerage business need help in pop-
ularizing the most common form
‘and means of ownership of the re-
sources of our country. Broaden
this ownership and you will have
a people’s capitalism that will fur-
nish equity financing for the re-
sources of our country from the
bottom up, creating a national
force that would be able to whip
any form of national Socialism or
Communism, all of which are built
from the top down.

Bonds of French Renubiic
Drawn for Redemption

J. P. Morgan. & Co. Incorpo-
rated, as sinking fund adminis-
trators, today (Oct. 14) are noti-
fying holders of the Government
of the French Republic External
Loan of 1924 25-year sinking fund

7% gold bonds due Dec. 1, 1949,
issued under loan contract dated
Nov. 22, 1924, that $3,981,100 prin~
cipal amount of these bonds have
been drawn by lot for redemptiori
on Dec. 1, 1948 at 105%.
drawn bonds will be redeemed
and paid on and after the redemp-
tion date, in United States dollars,
at the office of the: sinkiag fund
administrators, 23 Wall 'Street,
New York City, subject to the
provisions of Executive Order No,
8389, as amended, upon presenta-
tion. and surrender of the bonds
and of all appurtenant coupons
maturing after the redemption
date. Interest will cease on the
drawn bonds after Dec. 1, 1948,

The -

|

pressure shoud be placed upon -
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From Wa;;lttihgt()n |

- Ahead

By CARLISLE BARGERON

of the News

The manner in which the Republicans are bidding for the South-
erners’ votes as champions of States Rights is burning up the Truman-

ites and those .Southern Democratic politicians who are trying. to,

maintain their party regularity.

strongesi®

‘foundation
~in the South,
of course,
‘Down over
- the years they
“have been the
theme " of
-‘much old-
‘fashioned ora-
tory, flag
“waving and
duels.

But the
Southerners
‘never. ex-
pected to hear
their = chorus

A taken up" by
the accents of the East and.Middle
W_est, or: rather, almost to have
the chorus taken over by these
accents, Insofar as the rank and
filers are concerned, they are
tickled to death. The Democratic
leaders sticking to party regular-
ity -and having almost as much
trouble as they did in the Smith-
Hoover ecampaign of 1928 are
. burned up.

. Privately, they’ damn Truman
for getting them into the mess
they. are. in; publicly they heap
scorn upon the Republicans as so
many hypocrites. This is because
the Republicans have generally
supported.. anti-lynching - legisla-
tion and because they have been
.bragging .in an effort to get the
Neégro vote of the East and Mid-
‘dle West that they have enacted
-such’  racial legislation .as the
',FEPC. '
-invariably -opposed the anti-
lynching legislation as ‘well as
the FEPC. Now, they find the
tables being turned against them.
i The fact is, of course, that no
anti-lynching legislation has ever
been * passed; ‘neither has any
FEPC legislation except. in three
Eastern -States, ' which under the
States Rights philosophy is quite
within ‘the province of those
‘States.

" The fact is also’that it has been
under the New Deal-Democratic
Administration’ that -the . racial
consciousness has been developed
to-its present pitch and the agita-
tion for racial legislation become
so-intense. And it-is the further
faet that.the threat of this offen-
sive ' legislation. comes: today not
from ‘the Republicans; regardless
of how they ‘may have’ voted in
Congress or their leaders may
have spoken in-the past, but from
the left-wing crowd that has cap-
tured the Democratic party.

- It leaves the. Southern party
regulars ‘in-an awful fix.

It has looked, of course, as if
the Republicans were going to try
to .out-bid' the Left-wingers for
the racial conscious vote.. That is,
they were going to try to do this
in this campaign.

Carlisle. Bargeron

But it is becoming increasingly

clear that the Republicans, inso-
far as:the National ticket is con-
cerned, are not going ‘to do any
such thing. Or rather, they are
' not going any further than they
have already done,

The Dewey campaign literature

points out that he had FEPC leg-
islation passed for the State of
-New York. The worry of his
Southern ‘supporters, as well as
those of the Middle West, has
been that he would, under the
pressure from racial groups, be
forced to adopt this as a National
policy ‘in the present campaign.
The indications are becoming ‘in-
creasingly clear that he has no
such intentions.

As the matter stands, there can
be no question of a -distinction,

gitized for FRASER
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States Rights have long had their

for the Southerners, irrespective
of what States Rights Presidential
candidate Thurmond. is . saying,
between Dewey and Truman, It is
making the Southern party reg-
ulars squirm. -~ v :
‘I would be the last one in. the
world to attribute high 'motives
for this apparent situation.. More
likely it is ‘due to-the fact that
the Republicans have given up
any . hope: of “getting the - Negro
vote,” as the expression goes, or
the vote of any other racially con-
scious minority group. If they
naven’t ' given up - ‘nope, - they

tions are-that: it is going to Tru-
man  and. Wallace in  the order
named,

It my analysis is correct, it is
one of the most-wholesome things
that has happened in this country
in a long-time. To have both ma-
jor political parties shaping their
policy with a view to these minor-

The. Southern  politicians have‘

ity groups and leaving the great
linarticulate. mass of just -plain
Americans out of their thinking is
| not only downright disgusting but
| downright dangerous. Already. it
has brought plenty of grief to the
country and it would, if pursued,
bring plenty more.

Business Man's
Bookshelf

American Economy, The: :Its
| Problems and Prospects—Sumner

Inc., 501 Madison Avenue, New
York 22, N. Y.—cloth—$2,75.

Early Days of Oil—A Pictorial
History of the Beginnings of the
Industry in Pennsylvania—Paul
H. Giddens—Princeton University

Individualism and = Econemic
versity of Chicago Press, Chicago,
I1l.—cloth—$5.

Influencing and Measuring Em-
ployee Attitudes—American. Man-
agement Association, 330 West. 42d
Street, New York 18, N. Y.-—paper
g1, .

Local Planning -and - Zoning—
Manual of powers’ and procedures
for citizens and government offi-
cials—Bureau of Planning, -De-
partment. of Commerce,  Albany,
N. Y.—paper. :

New Patterns of Employee Re-
lations — American - Management
Association, 330 West 42d Street,
New York 18, N. Y.—paper—$1.

Problems and Experience Under
the Labor-Management Relations
Act—American Management Asso-
ciation, 330 West 42d Street, New
York 18, N. Y.-—paper—T75c.

Year Book of Railroad Informa-
tion—1948 edition—Eastern Rail-
road Presidents’ Conference, :143
Liberty Street, New York 6, N:-Y.
—paper.

Wandering Scholar—M. J, Bonn
—John Day Co., Inc., 62 West .45th
Street, New York 19, N. Y.—
cloth—$5.

should do so, because the indica- +

H. Schlichter—Alfred" A. Knopf,,

Press, Princeton, N. J.—cloth, $6. .

Order—Friedrich A, Hayek—Uni=/

_your speaker
to call. atten-
"tion to his
previous ap-
pearances be-
iore this
Chamber in
the capacity of
speaker.
In 1935, it
‘' was my honor
-and privilege
to say to this

Chamber what
" I had previ-
; ously said to
T. 1. Parkinson an important

*public officer,
namely, that if the spending. by
government - continued in this
country to be without regard to
where. the money was to come
from, we would reach the point
where there would be no practical
solution for our problems except
confiscatory taxation, repudiation,
or that false and fraudulent—and
I am using the same language I
have -used from this rosirum in
1935 — combination of confisca-
‘tory taxation and repudiation,
which is' known by the poetic
name of inflation.

We have had confiscatory taxa-
tion. I .don’t mean the high income
taxes; I don’t mean the high cor-
porate taxes, or the excess profits
iaxes. .1 mean the hidden tax, and
it affects all, the people of this
country, and all of the,business-
men of this” country—it: is in the
form- of .increased cost of living
and of doing business.

The housewives need more
money and so does the manage-

Even my banking friends feel
the increased cost of operation and
the -problem of keeping up with it.

We have had the. repudiation.
Unless we get hold of ourselves
we’ will have a lot more,

We have had it in the hidden
form- of depreciation of the value
for:practical purposes-of the pro-
ceeds -of .all obligations payable
in dollars. We have had it par-
ticularly in the depreciation of the
proceeds of the Government’s own
obligations. - Even E Bonds bought

|a few years ago, if redeemed to-

day, though redeemed at par, will
buy about half of their purchasing
power at the time the bonds were
bought. ;

« In our own business of security,
of course, the proceeds of our life.
insurance policies ‘will also buy
less than they were expected to
buy' “when- the policies were
bought.

‘But in: that same field of se-
curity, the Social Security bene-
tits, reasonable, to say the least,
when they were established, now
totally. -insufficient, have de-
creased-in value in the same pro-
portion.

It is, in effect, a fact today that
either the contribution of the em-

€

|ployer  to- the Social Security

Fund, or the contribution of the
employee to that Fund has been
thrown away and wasted, because
the iwo dollars which they, in
combination, have contributed will
buy only one dollar’s worth of se-
curity today.

We, at least, in the life insur-
ance business, are not responsible
for the depreciation in the pur-
chasing value of the proceeds of

*An address by Mr. Parkinson
at. monthly meeting of Chamber
of Commerce of the State of New

York, New York City, Oct. 7, 1948.
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the entire citizenry of the country. Pe
¢ priate for?

|

iment of very business, big or lit- |
little, in the country.

By THOMAS 1. PARKINSON *

 Remove Pegs on Government Bonds!

President, Equitable Life Assurance Society of U. S.

Mr. Parkinson asserts present “camouflaged use of the printing press” by government constitutes par-
tial destriction of claims of holders of savings bonds, insurance policies, and social security benefits.
! States inflationary supply of money, rather than its use, is crucial. Criticizes superficial attitude shown
in recent Congressional hearings on inflation. Pleads for Monetary Commission.
Without the usual formalities, your speaker will attempt, for a few moments, to direct
your attention to a,few problems that interest us all, I think, and that are of importance to
rhaps, under the circumstances, it is not inappro-

our policies. But I am sorry to
say that those who are responsible’
for the creation and ‘the admin-
istration of the Social Security
Fund are responsible for the pol-
icies which have destroyed one-
half of its original value,

We have inflation. It is be-
cause we have inflation.that these
hidden taxes and high cost of liv-
ing, and this hidden repudiation
and reduction of the real value of
securities payable in money exist.
That inflation, I think we now all
admit, has proceeded to an impor-
tant point and' threatens to ad-
vance still farther,

Now, by inflation, I mean the
great increase in the supply of
money. There has been a good
deal of talk about inflation which
was not rélated to inflation at ali,
but rather to the inflationary use
of an inflated money supply. The
folks have been urged—I almost
said bedeviled—into taking care
that they didn’t use the extra
money which they have in their
pockets for inflationary purposes.
They have been urged to save.
They have been urged to buy E
Bonds. They have been urged to
do various things which will not
result in inflation, but, at the same
time, ‘the inflation of the money
supply has continued to pour ad-
ditional nioney into their pockets
to void inflation by avoiding in-
flatienary wuse of »the inflated
monety. ! !

The President of' the American
Bankers Association last year said
that what we were doing was
pouring inflammable o0il on a fire
that threatened conflagration.

May I add that the present situ-
ation, in terms of ftre—and infla-
tion is like a fire—is like a situa-
tion in which the Forest Rangers
call out the villagers to prevent
the destruction of a village in the
path of a great fire by urging the
villagers . with . pitchforks and
broomsticks and the soles of their
shoes to put out the fire, while
they, the responsible public repre-
sentatives, go. off and add fuel at
the spots where the fire seems to
be dyving. out.

Again, in 1946, it was my privi-

PHILADELPHIA

CORAL GABLES

Tax Participation
Certificates

Memo on Request

BUCKLEY SECURITIES
-- CORPORATION

1420 Walnut St. © 44 Wall Street
Philadelphia 2 X New York 5
PEnnypacker 5-5976 WHitehall 3-7253
Private Wire System between
Philadelphia, New York and Los Angeles

lege to address this Chamber, and
it is my privilege and an honor
to. address this Chamber on any
occasion.” I know of no place
where I would rather talk to . a
group of my fellow citizens than
in this Great Hall.

In that occasion, the title under
which I spoke indicated the gen-
eral trend of my remarks. That
title was “Too Much Money.” And, |
generally speaking, as befits a
speaker in this ‘Great Hall, I -
urged the members cf this Cham-
ber, and particularly those of
them whe are responsible for
banking operations in this com-
munity, to try to get control of
the processes and policies which
were contributing to.the inflation
of our’money supply.

And I concluded, as a. good
speaker ought to, with a plea for
some action, and the ‘suggestion
was that we needed a monetary
commissicn, or some such body,
to" study this whole subject of
money and credit, and to devise a
Federal Reserve System suited te
present conditions.

I think we all agree now that
inflation - has provided too much
money, -We have too much
money, As individuals, we all
like to have more money. It feels
good in the pocket, and it is nice
to feel there is something left in
the bank balance, but that feeling
exists only as long as the other
fellow doesn’t catch:up with youw.

When costs go up faster than your
rising income, then you will begin
to realize that more money of less
purchasing value is of no benefit
to you, and that is what is going ta
happen even to the farmers, and
the orgarized labor men of this
country. The pleasure that they
have at the moment of increased
amounts-of money to spend will
only last so long as that increase
keeps ahead of the costs which the
other fellow imposes on them.

That is the history of an in-
flated money supply, and it will
be true here as it has been every-
where else. .

I am sorry that I cannot report

(Continued on page 22)
ST. LOUIS

STix & Co.

INVESTMENT SECURITIES

509 OLIVE STREET
ST.Lours 1, Mo,

Members St. Louis Stock Exchange

SPOKANE, WASH.

" Special Reports Available:

Black, Sivalls & Bryson
Strawbridge & Clothier

Warner Company

H. M. Bylleshy & Company
" PHILADELPHIA OFFICE
Stock Exchange Bldg., Phila, 2 -

Telephone Teletype
RIttenhouse 6-3717 PH73

NORTHWEST MINING
SECURITIES

For Immediate Execution of Orders
or Quotes call TWX Sp-43 on Floor
of Exchange from 10:45 to 11:30
AM.,, Pac. Std. Time: Sp-82 at
other hours, )

STANDARD SECURITIES
CORPORATION

Members Standard Stock Exchange
of Spokane
. Brokers - Dealers - Underwriters
Peyton Building, Spokane
Branches at

Kellogg, Idaho and Yakima, Wn.
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‘A New PhiloSophy, of Security Sellin

By VICTOR COOK*

Partner, Merrill Lynch, Pierce, Fenner & Beane, -

: Members of New York Stock Exchange
Mr. Cook, stressing customers’ broker performs important function in capitalistic system, points out
he not only sells securities but also ideas and his own personality. Outlines work of customers’ broker,
whom he calls “account executive,” as financial counsellor and service man. Warns need for sincer-
ity, alertness and wide knowledge in informing and advising clientele. Holds : chief rexponsibility.an.d
-allegiance is to customer, whose position and standing should be carefully grouped and studied indi-

vidually. Lists ten overall principles for customers’ broker’s success.

It givés me great pleasure'to be here today and talk to you about “A New Philesophy

of Security Selling.” Possibly you will doubt the philosophy, question the newness, e}nd
have misgivings as to whether only selling is involved. Primarily, however, I am going

to talk about
the overall
aspects of the
work of the
account exec-
utive, the title
applied. in my
firm to ‘mem-
bers of = our
sales ' staff.
The subject
has always
appealed to
me and, look-
ing back over
aperiod of
many years, it
seems I have
been closer to
that toiler in the Street than to
any other. I have witnessed the
metamorphasis of his title from
that of lowly and unlamented cus-
tomers’ man. to its present, more
impressive form and I have ob-
served him at work in many parts
of this country and abroad where
his operations are ‘described as
those of half commission man,
remissier, or just plain, ordinary
broker.

Regardless of his locale and the
title by which he is known, there
are certain standard, basic traits,
patterns and metaods common to
all who are successful, and the de-
gree of success is dependent
largely upon his willingness to
recognize at all times the impor-
tance of such guides. I am con-
scious of the fact that the group
I address consists of men with
various degrees of experience and
all have been successful to date.
Notwithstanding, I shall offer no
advice not suitable in my opinion
for anyore in our business—jyoung
or old. Many older, experienced

Victor B. Cook

" men have faltered because they

overlooked . the ' importance “of

" fundamentals which young men

have recognized and utilized to
accelerate their progress.

At the start of a discussion such
as this;, the obvicus first question
is “What is an Account Execu-
tive?” Many people are satisfied
to answer by saying: “He is a
salesman and sells securities,” and
call it a day.” For a long tinie he
was referrcd to in far less flatter-
ing terms buf fortunately that is
now a tning of the past. Such
brusque treatment is, in my opin-
lon, quate uniair and constilutes
almost a libel on a large, ‘impor-
tant body of individuals who con-
tribute much to the orderly func-
tioning of the capitalistic system
which all of us seem so anxious
to preserve in these trying times.
Furthermore, to the extent that
he is a salesman, he seils not only
tangible securities but ideas and
hig own personality. I doubt the
necessity for describing what is
meant by selling securities any
more than it would be necessary
to explain that an automobile
salesman sells automobiles. Some
time, however, can be devoted
profilably to the  importance of
the other two ingredients, namely:
the sale of ideas and the saie of
one’s own personality.

Important Idea Selling
Assume, for example, that Mr.
Jongs. an account executive, is
calling on a client, perplexed in

*A talk by Mr. Cook before the
Investment Association of New
York, New York City, Sept. 29,
1948.. .
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mind as to the relative merits of
a number of securities but pos-
sessed of a strong conviction that
certain factors indicate that a par-
ticular industry is likely to have
much, better than average pros-
perity. Jones will press the idea
with vigor and should he be suc-
cessful in conveying his enthusi-
asm and convictions to the cus-
tomer, the selection of individual
securities becomes almost routine,

Good examples of important
idea selling . are reorganization
railroad securities at various times
in recent years, aviation shares in
the troublesome days just prior fo
war, automobile securities in the
early twenties, commodity futures
since shortly after Pearl Harbor,
and right now the field of elec-
tronics provides wide scope for
the imagination of those who be-
lieve they see the full possibilities
of television opening up. As a
matter of fact, account executives
exploiting the idea angle of sales
technique have already developed
a-good deal of business in secu-
rities :like Radio Corporation of
America, presumably destined to
profit by television’s success.

Obviously, there is no intention
to imply that all general ideas
mature as expecied, because fre-
quently they do not. I simply wish
to stress the poiat that many an
account executive ig highly suc-
cessful because, first: he is able to
develop sound ideas, and second,
he is able to sell them.

The third selling ingredient
which I have mentioned, namely,
the account executive’s own per-
sonality, calls for some comment.
Used generally, a good definition
of personality is: “The quality of
being a person.” Used specifically,
it becomes: “Distinctive or notable
personal character.” When an ac-
count executive exposes himself
to a client or prospective client, it
should always be with the thought
in mind of eventually, if not im-
mediately, ceasing to be merely
a person to that client but rather
one of distinctive personal char-
acter. To accomplish this, he must
strive at all times to impress his
client with his sincerity, honesty,
cooperativeness, intelligence, will-
ingness to work, etc. Many have
possessed all the mental equip-
ment to insure success but have
fallen by the wayside simply be-
cause they never succeeded in
overcoming personality shortcom-
ings that marred tneir technical
virtues. Later on in this talk I
hope to elaborate on the theme,

A Financial Counsellor

Having discussed the account
executive as a salesman, we now
look at him in another capacity,
namely, that of financial counsel-
lor. Ag a salesman, you have cor-
nered and roped the prospect who,
although quite willing to submit
to the routine of becoming a cus-
tomer- and opening an account,
unfortunately doesn’t know much
about any security. Accordingly,
he asks you, quite properly, just
what he should do with his $10,000
and you then begin to appreciate
that you have become something
quite different from a salesman.
As a_matter of fact, you are now
a {inancial courselloy and with

respect to the particular client are

R

likely to remain in the situation
indefinitely, provided— - -.
(a) that you do at least a rea=
csonabie good job, and,
(b) that the client does not de-
cide at some future date that he
knows more than you.

The latter will happen frequent-:

ly and when it does you simply
revert to your original status and
pit your skill as a salesman against
his now sophisticated resistance to
your individual suggestions. In
your role as a financial counsellor,
you will be-expected to assist and
advise in. many matters not al-
ways directly related to the han-
dling of a buying or selling order.
Your client may want your ideas
about setting up a will or creating
a- trust; “what  proportion of his
assets should be in various invest-
ment categories; - whether  he
should ‘buy real estate or put a
mortgage on his old homestead;
is Robert R. Young a menace or
blessing to American railroads;
‘and what to do about his Nickel
Plate. Frankly, there is no de-
scribable limit to the scope oi
inquiries that will be made, but
as you move along you will learn
to enoy them and each new ex-
perience will fortily you for the
next encounter. f

A Service Man

A well seasoned account execu-
tive must becorne proficient in an-
other " highly important depart-
ment, namely: that of service man,
Assume, for example, that the
mythical client just discussed who
had $10,000 and no knowledge of
securities, was instead an impor-
tant irader whose account was
carried .with another firm. In all

probability, he would {ell you that

he had his own ideas and opinions
about the market and stocks, that
he did not care particularly what
you or znyone else thought and
that his only requirement was
service. Upon questioning you
would learn thal by service he
meant posting him throughout the
day on what the market was do-
ing, reading all news of impor-
tarnce, advising him of rumors,
gossip, obtaining quotations, etc.,
etc.

Undoubtedly you would learn
that he was quite well satisfied
with his present kroker but never-
theless would give you a chance
to demonstrate your value. In
this instance, you have overcome
the hurdle of -salesmanship, skip-
ped the barrier of financial coun-
sellor, but are smack up against
the highly technical requirements
of a service man. In my opinion,
no division of an &@ccount execu-
tive’s 'duties places him so con-
stantly on the spot where his
shortcomings can be detected
quickly as that of service man.
The reason of course is that specu-
lative trading accounts are highly
sought after, competitior: is keen,
and if you fail to observe market
phencmena and post your client
promptly, the chances are great
that some one else will.

Commaodities, for example, may
break sharply and even though
your trader is long only in stocks,
he will wish to have the news
because of possible sympathetic
response in the stock department.
A dividend cut is announced which
must be reported promptly to one
who ‘might want to get out before

. (Continued: on page 30)

Dealer-Broker Investment
Recommendations and Literature

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

Equipment Trust Certificates—
Booklet—Harris, Hall & Co., 111
;IlvleSt Monroe Street, Chicago 3,

Equipment Trust Financing—
Pamphlet discussing such financ~
ing from the investor’s viewpoint
—McMaster Hutchinson & Co., 105
‘Isl?uth La Salle Street, Chicago 3,

Mutual Funds and the New
American Capitalism—Brochure—
Watling, Lerchen & Co., 40 Wall
Street, New York 5, N. Y., and
Ford Bldg., Detroit 26, Mich,

New York City Banks Stocks—
Third ' quarter analysis and com-
parison of 19 New York City Bank
Stocks—Laird, Bissell & Meeds,
120 Broadway, New York 5, N. Y.

Population of California 1940

Bruce & Co., Mills Tower, San
Francisco 4, Calif,

Television—Analysis of oppor-
tunities — H. Hentz & Co., 60
Beaver Street, New York 4, N. Y.

Trucking Industry—Analysis of
outlook with special discussion of
Associated Transport, Inec., and
U. S, Trucklines, Inc. of Delaware
~—Eastman, Dillon & Co., 15 Broad
Street, New York 5, N. Y.

Also available is a discussion of
current developments in Rail-
roads.

Utility Holding Companies—
Brochure—William R. Staats Co.,
640 South Spring Street, Los An-
geles 14, Calif.

* *

Aerovox Corp.—Circular—John
B. Dunbar & Co., 634 South Spring
Street, Los Angeles 14, Calif.

American Gas and Electric Co.
—Summary and opinion—E. F,
Hutton & Co., 61 Broadway, New
York 6, N. Y.

Arkansas Western Gas Company
—Detailed information for dealers
—Comstock & Co., 231 South La
Salle Street, Chicago 4, Ill.

'Bank of America, N. T. & S. A.
~—~Circular—First California Com-
pany, 300 Montgomery - Street,
San Francisco 20, Calif.

Bethlehem Steel Corp.— Cir-
cular—Smith, Barney & Co., 14
Wall Street, New York 5, N. Y.

Black, Sivalls & Bryson, Inc.—
Analysis—William A, Fuller &
Co., 209 South La Salle Street,
Chicago 4, Il

Central Foundry — Analysis —
Goodbody & Co., 115 Broadway,
New York 6, N. Y. -

" Also available is an analysis of
Illinois Central Refunding Mort-
gage Bonds and leaflets on Stand-
ard of Indiana and Corn Products
‘Refining. .

Chicago Transit Authority —
Circular—White, Weld & Co., 40
Wall Street, New York 5, N. Y.

Consolidated Rendering Co.—
Report — Schirmer, Atherton &
Co., 50 Congress Street, Boston 3,
Mass.

Coral Gables Tax Participation
Certificates — Memorandum —
Buckley Securities Corp., 1420
Walnut Street, Philadelphia 2, Pa.

Diebold, Inc.—Memorandum—
Clement, Curtis & Co., 141 West
Jackson Boulevard, Chicago 4, Ill.

Also available is data on Skil-
saw, Inc. .

Doehler-Jarvis Corp.—Analysis
—G. H. Walker & Co.,, 1 Wall
Street, New York 5, N. Y.

Gauley. Mountain Coala Co.—

and - 1948 — Brochure — Heller, |-

High yield—Data on 'request—
‘George Birkins Co., 40 Exchange
Place New York 5, N. Y.

General Foods- Corp.—Memo-
randum—Sutro Bros. & Co., 120
Broadway, New York 5, N. Y.

Lehigh Valley General Consoli-
dated Mortgage Bonds—Discus-
sion—Vilas & Hickey, 49 Wall

'Street, New York 5, N. Y.

Also available is' a leaflet of
current Railroad Developments.

Lehmap Corp.- — Analysis of
changes in portfolio—Ira Haupt &
Co., 111 Broadway, New York 6.

Michigan Steel Tube Products
Co.—Analysis—Herrman & Sam-
uels, 120 ‘Broadway, New York 5.

Mississippi Valley Barge Line -
Co. — Analysis — Taussig;, Day &
Co., Inc,, 316 N. Eighth Street, St.
Louis 1, Mo.

New England Public Service Co,
—Analysis—Ira Haupt & Co., 111
Broadway. New York 6, N. Y.

Republic Aviation Corp.—Memo- -
randum—A. M. Kidder & Co,, 1
Wall Street, New York5, N. Y. .

St. Lawrence Paper Mills—Cir-
cular—Stern & Co.. 25 Broad
Street, New York 4, N, Y,

Seattle Department of Lighting
—Detailed report and also chart
showing estimated annual reve-
nues and bond service charges—
Pacific Northwest Co., Exchange
Bldg., Seattle 14, Wash.

Television Fund, Inc. — New
brochure—Television Shares Man-
agement Co., 135 South La Salle
Street, Chicago 3, Ill

Texas Eastern Transmissiom
Corp, — Circular — Rauscher,
Pierce & .Co., Mercantile Bank
Bldg., Dallas 1, Tex.

Transgulf Corp.—Data—L. D.
Sherman & Co., 30 Pine Street,
New York 5, N. Y,

Warner Co.—Analysis—H. M.
Byllesby & Co., Inc.,, Stock Ex-
change Bldg., Philadelphia 2, Pa.

Willys - Overland — Analysis —
J. R. Williston & Co., 115 Broad-
way, New York 6. N, Y.

Winters & Crampton Corp, —
Analysis—C. E. Unterberg & Co.,
61 Broadway, New York 6, N, Y.

Also available is an analysis of
Miles Shoes, Inc.

Wisconsin Central Airlines —
Data—Loewi & Co., 225 East
Mason Street, Milwaukee 2, Wis.

1 "
Happy Birthday!
“Happy Birthday,” Oct, 16 to
Max E. Pollock, executive Vice-
President of ~ William E. Pol-
) lock & Co.
Inc., 20 Pine
Street, N e w
York City,
dealers in
U. S. Govern~
ment, terri-
torial and
Federal Land
Bank Securi-
ties “and un-
derwritersand
dealers. in
state, munici-
pal.. housing
- authority and
corporate se-
curities,

“Max Pollock
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A New Pian for Distribuling Stock

The First Boston Corporation inaugurates scheme for standby offer-
ing of Columbia Gas System shares without underwriting.
On Oct. 7, The Columbia Gas System, Inc., offered to its stock-
holders of record Oct. 5, 1948, the right to subscribe at $10 per share,

for 1,223,000 shares of common stock of the company. The offering
was not underwritten along the same lines as formerly had been the

custom in such cases by one or a
group ¢f investment. banking
houses, but The First Boston Cor-
poration was engaged by the com-
pany to organize security dealers
to obtain subscriptions for shares
of the new stock. According to the
plan any member of the National
Association of Securities Dealers,
Inc. may obtain a prospectus and
a eopy of the participating dealers
agreement containing full infor-
mation with respect to the offer-
ing, and.the compensation pay-
able for obtaining subscriptions,
from The First Boston Corpora-
tion, The participating dealers
make no underwriting commit-
ment s¢ the plan permits any
dealer to participate in the trans-
action without incurring the risks

: - peculiar to stand-by underwriting.

Under the plan, dealer distribu-
tion mechanism is employed and
can be used in two ways to effect
placement of the stock during a
period: which will extend from
Oct. 5 to Oct. 28. Should a dealer
be instrumental in getting a stock-
holder to invest in the new issue
by exercising his subscription
warrant, the dealer is compen-
sated at the rate of 25 cents. per
share, which is higher than the
commission commonly obtained in
the execution of a stock order.
Another way a dealer can earn
compensation is by selling the
new stock to investors other than
company stockholders. To do this
however, he must make a short
sale and cover it by buying sub-
scription rights and exercising
them. The subscription rights in
the Columbia Gas transaction
provide means for registering the
names of dealers instrumental in
causing rights to be exercised. In
such cases, however, the SEC has
ruled that a dealer wishing to sell
the new stock to investors may
not buy the corresponding rights
in the market until he has first
sold the stock short. The purpose
of this is to prevent any sudden
price infiation in the rights that
might result from the simultane-
ous purchases by dealers in. ad-
vance of stock  disposal to in-
vestors.

In connection with the offer-
ing, and to assist dealers in aiding
distributien of the stock, there has
been ‘designed a light-weight,
pocket-size prospectus for the use
of salesmen and. investors con-
taining essential information and
eliminating the unwieldy and
long-winded: prospectuses com-
monly employed: in stock on bond
offerings. The advantage claimed
by the plan is that it permits any
dealer to participate in the stock
distribution without incurring the
risks of stand-by underwriting.
'These . risks have caused under-
writers in the past to reduce their
stand-by commitments, selling

The Board of Directors of the

STANDARD OIL COMPANY

(Incorporated in New Jersey)

bas this day declared the following dividends
on the capital stock:
A cash divigend of $1.00 per share.
,A dividend payable in capital stock of
% this Company of five (5) shares of such
stock for each two hundred (200) shares
of $25.00 par value outstanding.
Such dividends will be payable December 9,
1948 to stoclholders of record at the close
of business three o’clock p.m., on October 22,
1948. Nq fractional shares of stock will be
Issued. - Scrip certificates will be issued in lieu
thereof, !
. Checks, stock and scrip certificates will be

{8 GRS A.'C. MINTON, Secretary
,.. October 11,1948,
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the underwritten stock during the
life of the-underwriting agree-
ment instead of after its expira-
tion.

Whether the plan c¢an be uni-
versally adopted in all stock
underwritings, of course, will de-
pend on market conditions and
‘the price of the new shares in
relation to price of outstanding
stock. If there is no. or little ad-
vantage ‘to stockholders in sub-
scribing . to the new stock, the
issuing company, in order. to be
assured of the new capital from
the offering of the. shares, will
undoubtedly desire a firm under-
writing agreement. ’

Seifert With C. E. Abbett

(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, CAL.— Philip
M. Seifert has joined the staff of
C. E, Abbett & Co., 3277 Wilshire
Boulevard. He was previously
with the William Walters Securi-
ties Company.

With Bingham, Walter Co.

s(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, CAL.—Sanford
I. Drucker is now with Bingham,
Walter & Hurry, 621 South Spring
Street, members of the Los Ange-
les Stock Exchange. He was for-
merly with Stephenson, Ley-
decker & Co.

Paine, Webber Co. Adds

(Special to THE FINANCIAL CHRONICLE)

BEVERLY HILLS, CAL. — R.
Jane McAfee has been added to
the staff of Paine, Webber, Jack-
son & Curtis, 364 North Camden
Drive.

International Petroleum
Company, Limited

Notice to Shareholders and the
" Holders of Share Warrants

Notice is hereby given that a semi-annual
dividend of 25 cents per share in Canadian
Currency has been declared and that such
dividend will be payable on or after No-
vember 19th, 1948,

The said dividend in respect of shares
represented by any Bearer Share Warrant
of the Company of the 1929 issue will be
paid upon presentation and delivery of
Coupon No. 70 at:

THE ROYAL BANK OF CANADA
King .and Church Streets Branch,
Toronto, Canada

The said dividend in respect of shares
represented by Registered Certificates of the
1929 ‘issue will .be paid by cheque mailed
from the offices of the Company on Novem~
ber 18th, 1948, to Shareholders of record at
the close of business on October 22nd, 1948.
. Shareholders resident in the United States
are advised that a credit for the 15% Can-
adian’ tax withheld at source or deducted
upon payment of coupons. is allowable
against the tax shown on their United States
Federal Income tax return. In order to
claim such credit the United States tax au-
thorities require evidence of the deduction
of said tax, for which purpose Ownership

‘Certificates (Form No. 601) must be com-

pleted in duplicate and the Bank cashing
the coupons will endorse both copies with a
certificate relative to the deduction and
payment of the tax and return one Certifi-
cate to the sharcholder, If Forms No. 601
are not available at local United States
banks, they can be secured from the Com-
pany's office or the Royal Bank of Canada,
Toronto.

“Subject to the Regulations of the Custo-
dian of Enemy Property, non-residents of
Canada may convert this Canadian dollar
dividend into United States Currency, or
such other foreign currencies as are per-
mitted by the general Regulations of the
Canadian Foreign Exchange Control Board,
at the official Canadian Foreign Exchange
Control rates prevailing on the date of
presentation., Such conversion can be ef-
fected only through an Authorized Dealer,
ie., a Canadian branch of any Canadian
chartered bank. The Agency of the Royal
Bank of Canada, 68 William Street, New
York City, is prepared to accept dividend
cheques. or coupons for collection through
an Authorized Dealer and conversion into
any permitted foreign currency,

By order of the Board, .

. C. H. MULLINGER,
; i Secretary.
434 University Avenue, Toronto 2, Canada
. 14th October, 1948.. . ... .

General Practitioners in I.ibertv

By LEONARD E. READ* -

President, The Foundation for Economic Education, Inc.

Asserting socialism begets socialism and corrupts reason and morality, Mr. Read points out move for

socialized medicine is integral part of socialistic thought pattern and is one of many symptoms of the

disease. Holds socialism seeks to satisfy wants by pelitical and not economic efforts, and would de-

-~ stroy individual initiative, invention and enterprise, along with energizing forces of millions of individ-
uals in pursuit of their self interest. Says nation is shot through with special privileges.

Citizens who chose to invest the fruits of their labor in homes and apartments, instead

of in farms or corporation stock, do not like rent control.

should their investments be picked out, why should their

a special priv-®

They ask, quite rightly, why

property be expropriated, as

- ilege to rent-
ers. To combat
. this discrim-
ination, they
associate
"themselves to-
~gether in
movements
--against ‘rent
* control.

+ “Stockholders

and manage-
‘"ments of

private  util-

ities: see no

reasons for

government

taking over
their businesses. Such confisca-
tion is as invalid as the socializa-
tion of the milk or the baking
industries. Thus they organize
against public ownership of the
electrical industry.

Private home builders in Amer-
ica have built more cubic feet of
homes per capita than have ever
existed elsewhere on the face of
the earth. They rebel at the idea
of having no choice except quit-
ting their indeavors or becoming
morsel-chasers of such contracts
as a bureaucracy sees fit to dole
out, Thus private homebuilders
oppose public housing.

Likewise, most -citizens who
choose any one of the many,
branchés 6f medieite as their pro-

Leonard E. Read

*An address by Mr. Read before
the Annual Meeting of the Ameri-
can Physicians and Surgeons Asso-
ciation, Akron, Ohio, Oct. 1, 1948.

fession insist on freedom of action,:
This is particularly true of the
competent ones. They prefer to be
responsible for their work, and
they believe it best that they. di-
rect their own work. They resent
the idea of becoming automatons
of a. political power, not merely
because this is personally distaste-
ful, but because all the evidence
points to the practice as degrading
to the science of medicine. As a
result, most physicians and sur-
geons fight socialized medicine,
Here we have it. Each ,group
opposing the goring of its own ox!
Little if any thought is given to
the crime of goring. It is an though
a patient came to you with a
dozen irritatingly located boils. I
doubt that you would render
service to each boil. Instead, you
would attempt to diagnose the
systemic trouble, You would try
to find the cause, and deal with
it rather than the manifestations,

Combating Socialism

Now, be it understood that I
am here, not as a consultant in a
medical sense but as a consultant
in a socialized medicine sense, My
observations suggest that you, as
well as the other groups, have
been dealing with symptoms, not
the disease; with effects, and not

the cause. Thi§ group, as, well as:

each of variotfs' other groups,”has
been crying out against rent con-
trol, or public ownership, or

public housing, or socialized med-
icine, or a host of other govern-

of enterprise and private prop-
erty. But nearly "all have bee :
neglecting the more_fundament:.
cause: socialism.

It is well to inquire, how ar.
you and the others getting on wit
this particularized tactic?: ‘.

As nearly as I can: tell from. .
review of opinion polls, there i.
no recent increase.in - nation:..
sentiment for socialized medicinc
If the right questions are askec
there actually appears to. be'a de-
crease in this. sentiment.. :How
ever, it is well not to be lublec
into a-false sense of security b.
such findings. The striking  an.
dangerous fact is that of the one-
half of the adult population hav
ing opinions for or against social
ized medicine, 28% of these axc
for. it. If the unthinking can L
depended upon to conclude n
worse than those having opinion:.
then -about 14,000,000 of ne»
month’s voters can' be earmarke
as in favor of socialized medicin«
Minorities, not majorities, pui -
over things of this sort. Don’t fo.
get that only 1% of Russiar
were ‘communists when that gan
of violent revolutionaries. seize:
their government 31 years ag
this October. And here at hom
I doubt that a single one of th
plunderbund items legislated dur-
ing these recent socialistic, year:
those items that parade under thc
euphonious name of ‘“socia.

gains,” could have obtained any-
where near majority approval be-
fore they were enacted “for” thc.

mental invasions into the realm

(Continued on page 24)
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STANDARD OIL COMPANY

This announcement is neither an offer to sell nor 4 solicitation of an offer te buy any of these
Shares. The offer is made only by the Prospectus.

1,265,255 SHARES

(Incorporated in New Jersey)

CAPITAL STOCK
($25. Par Value)

in exchange for

INTERNATIONAL PETROLEUM COMPANY, LIMITED

COMMON STOCK
(without nominal or par value)

'

Standard Oil Company is offering, until January 31, 1949, 1,265,255 shates of its Capital Stock in
exchange for Common Stock (without nominal or par value) of International Petroleum Company,
Limited in the ratio of 3 shares of Capital Stock of Standard Oil Company for 20 shares of Common
Stock of International Petroleum Company, Limited, The terms of the exchange offer are set forth
in a Prospectus, dated June 11, 1948, copies of which are obtainable from GUARANTY TRUST
COMPANY OF NEW YORK, 140 Broadway, New York 15, New York, or MONTREAL TRUST
COMPANY, 61 Yonge Street, Toronto 1, Ontario, Canada, who are acting as agent and sub-agent,
respectively, for the purpose of effecting the exchange.

STANDARD

EuGENE HOLMAN, President,

<+

OIL COMPANY,

unlezs coupon No.

NOTE: Bearer Share Warrants of International Petroleum Company, Limited, received by
the undersigned on or before October 22, 1948, will not be in proper form for exchange
70 and all subsequent coupons are attached. .

_ * GUARANTY TRUST COMPANY OF NEW YORK, Exchange Agént '
+ MONTREAL TRUST COMPANY; Exchange Sub-Agent
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Illinois Brevities

A group of undérwriters, headed by Halsey, Stuart & Co. Inc., and
including, among others, the following Illinois bankers, -Mullaney,
Wells & Co.; F. S. Yantis & Co., Inc.; Detmer & Co.; Farwell, Chap-
man & Co.; Ketcham & Nongard: Alfred O'Gara & Co.; Mason, Moran

& Co.;  Patterson,
Kendall, Inc.; Welsh, Davis & Co.,
and Robert Showers, publicly of-
fered on Sept. 22 an issue of $75,-
000,000 Pacific Telephone & Tele-
graph Co. 35-year 318% deben-
tures, due Sept. 15, 1983, -at
100.53% and interest.
£ 0" £

Another nationwide wunder-
writing group headed by Halsey,
Stuart & Co. Inc. on Oct. 6 made
a public offering of $75,000,000
Pacific Gas & Electric Co. first
and refunding mortgage 3% %
bonds; series R, due June 1, 1982,
at 100.517 % and interest. The net
proceeds will be used to retire
$12,000,000 bank loans, and to
finance, in part, the utility
company’s construction pro-
gram. Other Chicago invest-
ment houses participating in this
offering are: A. C. Allyn & Co,,

Arkansas Western
Gas Company

Common Stock

GROWTH— ;
Net Profit Year Ended

1943 . $ 99,752 $0.38 per sh.
133,336 0.51 per sh.

214,428  0.82 per sh.

238,825 = 0.91 per sh.

s 307,049 1.17 per sh.

6 Months Ended June 30
1948 | 220133 0.84 per sh.
Current dividend $0.20
quarterly.

Approximate Market 1334

Descriptive bulletin available
to interested dealers.

COMSTOCK & CQ.

CHICAGO 4, ILL,
231 So. LaSalle St. Dearborn 1501
Teletype CG 955

Central Public Utility
Corp.
Income 54,==1952
Chicago, North Shore &

Milwaukee Railway
Common Stock

Brailsford & Go.

208 S. La Salle Street

CHICAGO 4
Tel. State 9868

CG 95 .

Analysis Available

BLACK, SIVALLS
& BRYSON

Common Stock

WilliamA.Fuller &Co.
Membenrs of Chi¢ago Stock Exchange
209 S. La Salle Street* Chicago 4
Tel. Dearborn 5600 . Tele. CG 146-7

Copeland &*

Inc,; Mullaney, Wells & Co.;
Detmer & Co.; Martin, Burns &
Corbett, Inc.; Sills, Minton &
Co., Inc.; Mason, Moran & Co.;
Alfred O’Gara & Co.; Patterson,
Copeland & Kendall, Inc.;
Ketcham & Nongard, and Mec-
Master, Hutchinson & Co.

The shareholders of Keystone
Steel & Wire Co., Peoria, on Sept.
24 approved an increase in the
company’s outstanding capital
stock from 625,000 shares to 1,-
875,000 shares for the purpose of
issuing ‘to stockholders two addi-
tional shares for each share held
as of record Oct. 1. The new
shares will be issued Oct. 15, E.J.
Sommer was elected a director for
a term of three years to succeed
R. J, Kavanagh, whose term ex-
pired.

Public. offering of 2,500.000
shares of Television Fund, Inc.
(Chicago) common stock was
made Sept. 8 through securities
dealers, dccording to Television
Shares Management Co., Chi-
cago, the principal underwriter,
at a price normally equal to the
net asset value plus 8.259% of
the selling price, or approxi-
mately 8.999% of the net asset
value, The price of the shares is
determined twice daily based
on the market value of the se-
curities held in the Fund’s port-
folio. The net proceeds are to be
invested primarily in securities
of enterprises engaged in tele-
‘vision and allied fields.

An issue of $2250,000 Illinois
Commercial Telephone Co. first
mortgage bonds, 3% % series ‘due
July-1, 1978, was placed privately
through Paine,’ Webber, Jacksorr
& Curtis and Stone & Webster Se-
curities Corp.; it was announced
on Oct. 5.

Included in the nationwide
group of 134 underwriters which
publicly offered on Sept. 30 an
issue of $60,000,000 39, deben-
tures due Oct. 1, 1973, and 260,-
000 shares of $100 .par value
4.509, series preferred stock of
R.  J. .Reynolds: Tobacco Co.-
were the following Chicago
bankers: A. C, Allyn & Co., Inc.;
Central Republic Co. (Inc.);
Harris, Hall & Co. (Inec.); Bacon,
Whipple & Co.; William Blair &
Co.; The Illinois Co.; Kebbon,
McCormick & Co.; Sills, Minton
& Co., Inc.; Farwell, Chapman
& Co.; Julien Collins & Co., and
Ames, Emerich & Co., Inc. The
net proceeds are to be applied to
the reduction of the aggregate
amount . of the tobacco com-
pany’s - short-term notes out-
standing. Both issues of securi-
ties were offered at their prin-
cipal amount, plus interest or
dividends accrued as the case
may be. i

- Noyes & Co. and Merrill Lynch,

. -

Black Sivalls & Bryson, Inc.,
has placed privately at par
through F. S. Yantis & Co., Inc,
$3,000,000 of 3%% promissory.
notes due Aug. 1, 1968, with a
group of insurance companies, the
net proceeds being used in part,
to retire $2,175,000 bank debt, the
remainder being added to work-
ing capital. )

ES % &

Of the 472,954 shares of no par
value common stock of Illinois
Power Co. reserved as of Aug,
14, 1948, for issuance upon con-
versions of 5% cumulative con-
vertible preferred stock, 316,058
shares . were issued upon such
conversions prior to the re-
demplion date, Sept. 17, 1948.
The remaining 156,896 shares
were publicly offered at $26.50
per share through a:group of
underwriters which included the
following Chicago bankers: A.
G. Becker & Co. Inc.; Central
Republic Co. (Inc.); Harris, Hall
‘& Co. (Inc.); Bacon, Whipple &
Co.; William Blair & Co.; H. M,
Byllesby & Co. (Inc.); Farwell,
Chapman & Co. and The Illinois
Co. The net proceeds will be
used to reimburse the treasury
for funds used in the redemp-
tion of the preferred stock.

An issue of $1,250,000 Illinois
Cities Water Co. first mortgage
sinking fund bonds, series A,
3% %, due May 1, 1973, was placed
privately through J. G. White &
Co., Inc., New York, N.Y,

Of the 128,230 shares of com-
mon stock offered to the com-
mon stockholders of National
Tea Co., Chicago, at $20.50 per
share, 119,217 were subscribed
for on the exercise of warrants.
Rights to subscribe expired on
Sept. 15. The balance, amount-
ing to 9,013 shares, were offered
and sold to the public at $22.50
per share through Hemphill,

Pierce, Fenner & Begane, both of
New York, (‘Tity.' ?

The stockholders of Peabody
Coal Co., Chicago, on Oct. 5 in-
creased the number of authorizea
common shares from 2,500,000 to
4,000,000, and authorized the rais-
ing of additional capital for the
company, not to exceed $10,000,-
000, for the completion of the
construction program when mar-
ket conditions are suitable,

Aln issue of $3,240,000 Xllinois
Central RR. 2149, equipment
trust certificates, series Y, due
$180,000 semi-annually from -
Feb. 1, 1949, to Aug. 1, 1957,
both inclusive, was publicly of-
fered on Oct. 5 at prices to yield
from 1.509% to 2.:45% according
‘to maturity. The issue had been
awarded on Oct. 4 to Harriman
Ripley & Co. Inc., and Lehman
Brothers, both of New York
‘City, on a bid of 99.092, a net in-
terest cost of 2.349%,.

The stockholders of Thor Corp.,
Chicago, on Oct. 18 will consider
approving a proposal to purchase
and retire 88,723 shares of the

company’s common stock from the |’

Central Illinois Electric

PUBLIC UTILITY PREFERRED STOCKS

Central Illinois Public Service Company
Florida Power Corporation

Florida Power & Light Company
Indiana & Michigan Electric Company
Towa Electric Light & Power Company

& Gas Company -

Alule vl uwdlra LN Huriey, 1ty
iate Chairman, and allied inter-
asts, ,at. a cost of $1,497,201, or
$16.871. per share, To ‘finance
the ' purchase, the corporation
plans to borrow $1,000,000 at an
annual interest rate not exceeding
3.75%, with the balance of $497,-
201 to come from its own treasury.

T it ]

A banking syndicate headed
by Stone & Webster Securities
Corp. and White, Weld & Co.,
both of New York, N. Y., and
including, among others, Cen-
trol Republic Co. (Inc.); Harris,
Hall & Co. (Inc.); Bacon, Whip-
ple & Co.; Kebbon, McCormick
& Co., and Mullaney, Wells &
Co., on Sept, 28 publicly offered
an issue of 400,000 shares of
Tennessee Gas, Transmission Co.
common stock (par $5 per
share) at $30.25 per share. The
net proceeds will be used from
time to time, along with other
cash resources of the company,
for the expansion of its pipe
line system.

Ed Ed

A. E. Staley Mfg. Co., Decatur
has completed a large new pilot
plant for testing manufacturing
methods and proposed changes in
plant layouts. E. K. Scheiter, Ex-
ecutive Vice-President, said that
“the new plant is expected to be
of great value in our continuous
search for new products.”

r
o

A group of investment houses
headed by Central Republic
Co. (Inc.), and including, among
others, A. C, Allyn & Co., Inc.;
Lee, Higginson Corp.; Straus &
Blosser; Sills, Minton & Co.,
Inc., and Holley, Dayton & Ger-
non, of Chicago, on Sept. 16
publicly offered at par ($30 per
share) 185,000 shares of Holly
Sugar - Corp. 5% cumulative
preferred stock (convertible into
common stock prior to Aug. 1,
1958). The net proceeds are.to
be used to reduce unsecured
short-term bank loans,

Jewel Tea Co., Inc., Barrington
reports that retail sales for the
four weeks ended Sept. 11, 1948.
were $11,494,134, or 24% over the
same. week of last year, while for
the 36 weeks ended the same date
sales amounted to $102,602.408, a
gain of 21.59% over the like 1947
period,

’ % # %

Central Republic. (2. (Inc.)
and Harris, Hall & Co. (Inc.)
also were among those offering
on Sept. 16 an issue of $25,000,-
000 Indiana & Michigan Electric
Co. first mortgage 3% bonds,
due Sept. 1, 1978, at 100.799, and
interest.

Ed # b

Deere & Co., Moline, reports
sales of $216,959,722 and net in-
come, after charges and Federal
income taxes, of $17,490,647 for
the nine months ended July 31,
1948, as against $144,972,640 and

$12,365,594, respectively, in the
corresponding period last year.
* £ Ed

A number of the investment
bankers mentioned in earlier
paragraphs participated in the
following public offerings: (1)
Kebbon, McCormick & Co. and
Sills, Minton & Co., Inc., on
Sept. 8 of 100,000 shares of
Verney Corp. common stock
(par $2.50) at $14.50 per share,
the entire net proceeds going to

Gilbert Verney,  President of
Verney Corp., the selling stock-
holder; (2) Central Republic Co.
(Inc.) on Sept. 22 of $6,300,000
Alan Wood Steel Co. first mort-
gage sinking fund bonds, 5%
series due 1963 (with five-year
warrants for purchase of com-
mon stock attached) at 100 and
interest; (3) William Blair & Co.
on Sept. 23 of $12,000,000 Ohio
Edison Co. first mortgage 3149,
bonds due Sept. 1, 1978, at 102.-
457% and interest; and H. M.
Byllesby ' &- Co. (Inc.) on Sept.
30 of 40,000 shares of Metro-
politan Edison Co. 4.35% cumu-
lative preferred stock (par $100)
at $102.25 per share and divi-
dends.

E3 Eg 2

Net sales of Consolidated Gro-
cers Corp., Chicago, for the fiscal
year ended June 30, 1948, were
$125,379,518, a decrease of $16,-
320,551 from the preceding fiscal
year, or 11.5%. Net profit amount-
ed to $2,636,102 after provision
for Federal income taxes. After
deducting dividends on the pre-
ferred stock in the amount of
$167,835, the profit amounted to.
$2.85 per share on the 867,492
shares of common stock outstand-
ing." Current assets totaled $20,-
708,158, with current liabilities of
$5,132,980.

Los Angeles Bond Club
Elects Jardine Pres,

LOS ANGELES, CALIF.—New
officers of the Bond Club of Los
Angeles are J.
Tarle Jardine,
IJr., of William
R. Staats Co.,
President; Al-
pert C. Pur-
kiss of Wal-
ston, Hoffman" i
and Goodwin,
Secretary; and
John A. Car- |
ter,  Jr., of
Vance Sand-
ers & Co,
Treasurer,
it was an-
nounced yes-
terday follow-
‘ng the annual
~eeting,
These three and Ralph Phillips
of Dean Witter & Co. are' also
new- directors-replacing John E..
Jardine, Sr., Guy Witter; Gerald
M. Goodman and B. A. Walter
who are retiring. The following
Directors will carry over for the
ensuing year: Rudolph J. Eichler,
Cary S. Hill, Willis H, Durst,
Francis Moulton and Robert H.
Parsons.

The club has concluded a very
successful year and now has 226
active members and 38 associate
members.

G. B. Takens Now With
H. H. Diffenderfer Co.:

(Special to ' THE FINANCIAL -CHRONICLE)

BENTON HARBOR, MICH, —
Gerritt B. Takens has become as-
sociated with H. H. Diffenderfer
& Co., Fidelity Building. In the
past he was with Straus Securi-
ties Co. and Alison & Co. and con-
ducted his own investment busi-
ness in Grand Rapids.

J. Earle Jardine Jr,

Winters & Crampton *igwa Plg)ltic l§ervice Company
Common ansas City Power & Light Company 7
Texas Eastern Transmission ]lgﬂnfaskl’og?l'_ﬁz L:}ght Company BRITISH
Common _ hentucky Utilities Company
Detro?t Harvester Michigan Consolidated Gas Company SOUTH AFRIC AN
Cosaiion Minnesota Power & Light Company h BONDS — SHARES
Port th Steel Missouri Utilities Company 1
Fortsmou e Montana Dakota Utilities Company : N
Contmow, *Northern Indiana Public Service Company Bought — Sold — Quoted
Metals Disintegrating Public Service Company of Indiana, Incorporated
Common Southwestern Public Service Company

ZIPPIN & COMPANY

Specialists in Foreign Securities
208 S..La Salle St., Chicago 4, Illineis
TelephoanRandolph 4696 Teletype CG 451

STRAUS & BLOSSER

Members New York Stock Exchange
Members Chicago Stock Exchange
Associate Member New York Curb
135 South La Salle St., Chicago 3, IIl.
Tel. ANDover 5700 Tele. CG 650-651

*Prospectus mpon request 4 /

AC.ALLYNx»oCOMPANY

Incorporated '
- Boston : ' 'Milwaukee Minneapolis

Chicago ’ New York Omaha
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| To Attend Hemispheric Stock Exchanges Parley

The Second Hemispheric Conference of Stock Exchanges, to be
held in Santiago, Chile, from Oct. 26 through Oct. 29, will be attended,
by Howland S. Davis, Executive Vice-President of the New York

Howland S. Davis

Stock Exchange, Francis Adams Truslow,

Francis A. Truslow

Hans A. Widenmann

President, New York

Curb Exchange, and Hans A. Widenmann, a partner ot Carl M. Loeb
Rhoades & Co., who will represent the Association of Stock Exchange

Firms.
present.

Delegates from all South.American Exchanges will also be

The agenda for this year’s meeting includes discussions of eco-

nomic and financial developments,

listing securities of Latin-Ameri-

can companies on United States stock exchanges, standards for public
disclosure of corporate information, and legal aspects of the securities

business.

The First Conference, which was held in New York in September,
1947, was attended by delegates from 24 exchanges representing 11
countries in the Western Hemisphere. The discussions, at that time,
centered upon trading regulations and practices of the' various ex-
changes, foreign exchange controls, and the international movement

of capltal

Steps Proposed fo ﬂounleracl Dangers in Huge
Public Deht

Public Debt Policy Study, under aegis of W. R. Burgess and G. B.
Roberts, urges budget control, debt reduction and redistribution,

and restoration of flexible interest rates.

Calls . for reform of tax

system, with’ resistance to pressure groups.

Dilution of the dollar, the risk of “boom and_bust,” the smother-
ing of free enterprise; and loss of human freedoms are the dangers

inherent in our huge Federal debt,

according to the seventh and final

study of the Committee-on_Puinc Debt Policy, made public Oct.. 8.

&
‘1 ment- serv.ces, the committee de-
clares.

W.R. Burgess George B. Roberts

Specific remedies called for by
the study are effective control of
the national budget, reduction of
the debt and its distribution more
widely among investors rather
than banks, the restoration of
flexible = interest rates and the
building of a dynamic economy.

The = committee, composed of
leading bankers, educators, econo-
mists and insurance executives,
with a staff of advisors, has been
studying various phases of the
problem for two years with a view
to formulating a sound plan for
debt management. The {inal study,
the work of W. Randolph Burgess,
Committee Chairman, and George
B.: Roberts, summarizes the find-
ings in the previous chapters and
outlines specific recommendations.

On the subject of hudgetary
control, the committee says: “At
a time like this, when national de-
fense. and international aid are
taking so many dollars, we should
be exerting every ‘effort to keep
down spending in other direc-
tions.” The view is expressed that
in the $39 billion budget. for 1949
“there are vast opportunities for
economy if only the government
and the public, which in the long
run determines government poli-
cies, are so minded.”

| Government Activities Must Be
Reduced
Reducing ' the budget is not
merely ‘a:matter of more:efficient
performance - of existing govern-

“Only by reducing .the
number of things we ask the gov-
ernment to do, can we hope to
make adequate cuts in our bill
for government services.”

The committee warns that un-
less we have a philosophy of lim-
iting the scope of federal power
in the scheme of things, the tend-
ency will be to go on adding one
function after another, not only
making more difficult the problem
of National debt management, but
also “leading us far afield from
the individual liberty and democ-
racy on which this country has
been built.”” Those seeking  to
change the form of our govern-
ment have been alert to exploit
an instinet becoming common in
all classes to “run to government
at the first sign of a serious prob-
lem.”

“Costs of national defense are
not foreordained,” says the com-
mittee. “They are matters of pol-
icy, planning and execution, hence
are adjustable' according to. how
we coneeive and carry out our
program. Success depends not on
how much we spend, but on how
wisely. This is equally true of
the program of economic aid. to
foreign - countries. Too much
money, instead of speeding the
return of other countries to a self-
sustaining basis, can actually in-
crease and 1)10101’1g their depend-
ence upon us.

Noting that the cost of veter-
ans’ pensions and benefits now ex-
ceeds $6 billion annually, the com-
mittee says that while these pro-
grams have accomplished great
good, they have been abused by
a minority of veterans who have
been content to draw their unem-
ployment compensation rather
than take acceptable jobs. Two-
thirds of the veterans being cared
for under the hospitalization and
medical .aid program are said' to
be under treatment for non-serv-
ice-connected . disabilities,. .while
too liberal: appraisal ‘and ' -credit

(Continued on page: 38)

' State of the Nation's Business

By WALTER J. MATHERLY*

Dean of College of Business Administration, University-of Florida

Dean Matherly outlines: as chief factors in state of natien’s business: (1) price inflation; (2) attacks
* on our private enterprise system; and (3) America’s responsibility in international economic recon-.

struction.

‘Sees remedy for inflation in bringing production and goods into balance with money supply,

and lists, as action to strengthen system of private enterprise, reorganization of labor-management re-

lationships, revitalization of small and medium-size undertakings and readjustment - of taxation.

In

international economic affairs, says U. S. must sacrifice some of its preferred position.
To present the state of the nation’s business it is necessary to begin with the past,

to gather up the present and to carry the results on into the future.
ent of yesterday—a million yesterdays.
which each of us may learn, we#—————-—-———
creased ploductlon of goods and ——systems

cannot afford to worship the past
or .to live wholly in the past. To
live wholly in the past is to live
blindly, aimlessly, ineffectively.
We must accept the world as it is,
not as it once was. We must do
what is required of us today, not
what was required of us yester-
day. The French statesman,
Briand, once speaking of another
French statesman, remarked: “The

trouble with that statesman is that:

he knows history,” He lives in a
cemetery. He takes himself for
Mirabeau one day, Danton - the
next, the . Robespierre the next.
He governs in the past. ‘And the
result-is he neglects the present,
even though it is right in front of
his nose.”

We cannot afford to imitate that
French statesman. Neither can we
afford to imitate the notorious fly-
flli" bird, which fabulous old Paul
Bunyon of the Northwest de-
scribed and which he alleged al-
ways flew backward. It {flew
backward for three reasons: first,
it did not want to get dust in its
eyes; second, it did not give a
damn where it was going, and
third, -it was interested only in
where it had  been. Wise men
judge the-futute by the lights of
the past buttHey do not dwell in
the past; they dwell in‘the pres-
ent. They merely utilize the past
to interpret the present and to
forecast - the future. In  the
language of Winston Churchill, “If
the past continues to. quarrel-with
the plesent there is not hope for
the future.”

I

Price Inflation

The state of the nation’s business
which is a product oi the past-is
that. of  price inflation, While
there are other- influences, the
fundamental causes of price infla-
tion are of two kinds:-

" (1) Changes in the supply of
money, If the amounts of money
in circulation, including demand
deposits, increase, prices rise pro-
vided changes in the supply of
goods and services do not occur.
The greater the supply of money

the higher the prices. This situa-
tion explains what happened in
the United States in the great in-
flation from 1915 to 1920, what
happened with the issuance of
greenbacks during the Civil War,
and what has happened since 1940.
The supply of money in the United
States as measured by demand
deposits and currency in circula-
tion in June, 1940, was $40,000,~
000,000. By June, 1948, this sup-
ply had increase to $108,000,000,-
000 or mcre than two and one-
half times, while the volume of
physical production, except for
war goods and recently except for
foodstuffs, increased very slowly
or at a rate far below the rate of
increase in the supply of money
in circulation.

(2) Changes in the supply of
goods and services, If the supply
of money in circulation in any
period remains unchanged, in-

“*An address by Dean Matherly
hefore the 54th Annual Conven-
tion of the Kentucky Bankers As-

sociation, Louisville, Ky., Oct. 4,
1948.

services and their flow into the
market will lower - prices.
greater the supply of goods, the
llower the level of - prices. If
!money forces and the volume of
physical production. increase or
‘decrease .at the same rate, the
level of prices remains the same,
since one set of forces exactly oif-
sets the other. Increased pro-
duction, however, ‘will  affect
prices: only when what is pro-
duced finds its way into the mar-
ket. If gcods are produced and
hoarded. or if they are withheld
from the market as a. result -of
monopoly or otherwise, prices
will be unaffected.

The . fundamental causes of
price inflation provide us with
clues as to the fundamental. reme-
dies therefor. . Prices at. present
are high because the supply of
money in circulation has increased
more rapidly than the supply of
physical goods, due partly to in-.

creased- dernand for things abroad
and partly to increased demand at
home and to scarcities which ac-
cumulated during and: since the
war. Let ‘me  illustrate -what [
mean,
ernment has estimated that for

before any deductions arc made
for depreciation on capital and
Ifor depletion of natural resources
will exceed $228,000,000,000, If
we convert these 1947 dollars into
1939 dollars, we find that $228,-
000,000,000- will amount to only
$144,000,0006,600 or will buy goods
worth only $£144,000,000,000 at 1932
prices. Dollarwise or in terms of
money our gross national product
has increased 152% over what it
was in 1939 but-physicat-goods-
wise or in terms of physical out-
put it has increased only 59%.

To solve the problem of price
inflation cne or the other of two
basic things is necessary: First, we
must reduce the supply of money
in circulation by control of bank
loans and retirement of govern-
ment bonds through continued
high taxation or otherwise - and
thereby decrease that supply from
152% increase to 59% increase;
or second, we must expand the
volume of physical production
from 59% increase to 1529 in-
crease, thereby bringing the sup-
ply of goods and services into line
with the supply of money in cir-
culation.- Of course, both of these
ends could be sought simultane-
ously: and as a result thereof
bring the supply of money and
the supply.of goods together at
some intermediste point. Any
other cures of price inflation
which are prescribed are des-
tined to fail, no matter what
either 'the Republicans or the
Democrais in their party plat-
forms or in their campaign pyro-
technics have to say to the con-
trary.

X

Private Enterprise Under Fire

The' state of the ‘nation’s busi-
ness is not only that ‘of price in-
flation, but also that of private
capitalism. The systeni of private
enterpuse js under fire — under
fire from many quarters. There
are those: within our national
borders who would abolish’ this
system. altogther and who' would

1947 .the. gross. natjonal preduct |

The past is the pres-

Whlle the past a affox ds us many valuable lessons

which are alien to

|America. These systems are of

The | three kinds: Tirst, state socialism;

second, communism; and third,
fascism—a mouthful of big words
which requires a brainful of big
understandings.

State sccialism is a species of
middle-ground collectivism & or
state control of the economic or-
der in part. It demands govern-
ment ownership and operation of
all the basic means of produc~
ing and to some extent of dis-
tributing- economic goods. It may
permit ‘censiderable individual °
freedom and even may allow pri-
vate ownership of goods held by
the owner for his own use. It
would be inaugurated, so its ad-
vocates, claim, not by revolution,
but by evolution or by a process
of gradual adoption through the
regular legislative channels of
government. The government
would do most of the things now
done by puvate industry. Profit
in the main would cease to exist.
A majority o7 the people would.
function as government employees.

| The entire economic system in its
‘basic aspects would become a huge .
The United States, Gov- |

state-owned and astate-operated
enterprise... It is this kind of sys-
tem which Prime Minister Cle-
ment Atlee and his. Labor Party
have already introduced into Eng-
land in part, beginning with the
“Old  Lady of Threadneedle
Street”—the Bank of England.

Communism, which is supreme
in Russia and which is on the’
march in other parts of the world,
is complete collectivism or state
control of the economic order in
full.  Under it, if adopted in this
country, individual freedom 'in:
economic affairs would entirely
disappear. No private property of
any kind would exist. Each in-
dividual would be expected to
produce according to his ability
and consume or to receive ac-
cording to his needs. The right to
use goods would be a'right equally
enjoyed by all. Some communists
take the postion that collectivism
would be applied in other realms.
If so, the family and the indi-
vidual home would disappear; the
people would dwell together in
public barracks; children would
be reared in public nurseries, and
food would be served in public
cafeterias. Above everything and
permeating everything would be
the state or government. The
communist party organization,
which in all communist countries
is ‘a shadow state within a state
and which is made up of the few.
at the top rather than of the many
at the bottom, would rule the
people with an iron hand. Unlike
state socialism, communism is
based upon - direct action and
would be inaugurated by revolu-
tion or a series of revolulions
rather than evolution.

Fascism, which is a.curious ad-
mixture of ancient autocracy and

divine right of kings, in another
form came into existence with the
rise of the Fascist stale in Italy
and the Nazi state in Germany: 1t
is an old, old concept. It was fa-
miliar to Plato and Aristotle, and
from time to time has received
wide acceptance in many quarters.
Under fascism the . individual,
apart from society, has no mean-

substitute therefor other systems!

ing; he is not a human being at
(Continued on page 34)
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' ings on .a per Share basis for 16 “New -York -City banks.
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Bank and Insurance Stocks
!____—:—*_—:_ By H. E.-JonNsoN %.J

This Week — Bank Stocks

The changes which have taken place in money rates, volume
of loans and reserve requirements, so far this year make the recent
statements of the New York City banks unusually interesting.

In the first place, these statements show how the various banks
are meeting the proBlems of reserves and demand for loans. In the
second place, and more important from the standpoint of the stock-
nolder,-they. indicate what effect these various factors are having
on earnings. .

. Despite these successive increases in reserve requirements in
February, June and September which considerably reduced available
funds, outstanding loans continued to rise in most cases, The higher
reserve requirements were met by the liquidation of government
securities
- As to earnings, results were generally favorable when compared
with the like periods of 1947. The increase in interest rates on com-

"mercial loans_and short-term government securities, as well as .the

larger volume of loans outstanding, more than offset the loss of
income from the securities sold to obtain additional reserves.

While ‘most ‘institutions do not issue interim operating state-
ments an indication of earnings can be obtained by a comparlson of
the changes in book values at the various dates.

Presented in'the following tabulation-are the net indicated ‘earn-
The perlods
covered are the third quarter results for 1947 and 1948 and the nine
month’s total for the two years. Also shown is the percentage change
in earnings for the two periods and the present annual- dwldend rate.

Net Indicated Earnmgs Per Share
Third Quarter % . Nine'Months % Annual

1948 - 1947 Change 1948 1947 Change Div.
$0.57 - $0.48 +19 $1.65 $1.41 417 $1.20
0.69 . 0.69 232 194 +20 1.80
150 150 450 450 - 4.00
0.63 0.61 1.69 192 1.60
0.75 . 0.66 2.23  2.07 1.80
0.75  0.83 2.46 - 257 2.00
125" -1.25 3.70  3.74 2.80
18.68 17.59 60.79 '58.18 80.00
448  3.92 13.66 13.66 12.00
0.30 . 0.29 090 0.85 0.80
1.18 1.10 3.17 - 3.40 2.40
3.86 3.56 12.17* 11.34 8.00
0.74 . 0.78 229 265 1.60
1.69  1.70 483 4.87 4.00
123  1.06 356 313 2.00
8.31 29.35 26,43 35.00

Bank of Manhattan__
Bankers Trust
Central Hanover __.
Chase National
Chemical BK. & Tr...
Commercial National
Corn Exchange ____
First -National __.___
Guaranty Trust _.___
{rving Trust
Manufacturers Trust
Morgan (J. P.)______
National Cityy

New York Trust.....
Public National __._

*Before trausfer of $1,000,000 equal to $5.00 per share to a re-
serve for building expendltures

tIncludes earnings of City Bank, Farmers Trust Company.

It should be mentioned that accounting practices differ among
‘he-various banks. In some cases the net indicated earnings shown
above include results from the sale of securities. The weakness in
jovernment bond prices earlier this year, as a result of the lowering
of support prices, reduced the indicated net for a number of institu-
tions, Even taking this factor into consideration most banks showed
aigher earnings,

Those’'few banks which do report operatmg earnings, rgenerally,
showed favorable comparisons. Bankers Trust, Chase National, Guar-
anty Trust, Manufacturers Trust and Natlonal City all reported op-,
crating earnings for the ‘first nine months higher than a year ago.

As can be seen from the above figures the dividend policies are
conservative. With the exception of First National and U. S. Trust,

3rd QUARTER
ANALYSIS & COMPARISON

NE R
19 W JERSEY

New York City |||  SECURITIES
Banks i

Bulletin on request
Laird, Bissell & Meeds J. S. Rippel & Co.
Established 1891

Members New York Stock Exchange
126 BROADWAY, NEW YORK & N.X-111] 18 Clinten St., Newark 2, N, J.
MArket 3-3430

Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49
N. Y. Phone—REctor 2-4383

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

WHOLESALE MARKETS IN
BANK and INSURANCE STOCKS

GEYER & (0.

INCORPORATED
NEW YORK 5
67 Wall Street

WHITEHALL 3-0782
NY 1.2875

LOS ANGELES 14
210 W. Seventh Street
- SUPERIOR 7644 MICHIGAN 2837 YUKON 6-2332
CV-394 LA-1086 SF.573
PRIVATE WIRE SYSTEM CONNECTING : NEW YORK, BOSTON, CHICAGO,
CLEVELAND, PHILADELPHIA, ST.LOUIS, LOSANGELES, SAN FRANCISCO

TELEPHONES TO : Hartford, Enterprise 6011 Portland, Enterprise 7008
Providence, Enterprise 7003 Detroit, Enterprise 6066

CHICAGO 4
231 S. LaSalle Street
FRANKLIN 753%
CG-105
SAN FRANCISCO 4
Russ Building

BOSTON 9
10 Post Office Square
HUBBARD 2-0650
BS-297
CLEVELAND 15
Schofield Building

lgltlzed for FRASER

all of the institutions: listed are
indicated to have more than
earned their dividend . require-
ments during the first nine
months.

The present indications are that
the same fundamental factors in-
fluencing - bank operations and
earnings. will be present during
the remainder of 1948. For this
reason results for the full year
should be favorable in comparison
with previous periods.

Note — The column of Sept. 23
was based on an article written
by Shelby Cullom Davis of Shelby
Cullom Davis & Co., under the
caption “Fire Insurance Stocks
Are : Investment Insurance”
Through inadvertence, mention
was not made of the fact that the
full ‘text of the-article had been
published in the August edition of
“The - Chicago Letter” -issued- by
Carter H, Harrisen & Co., Chicago
4, TlIl. We regret- this oversxght

G. A. Peine Mun. ng. i
For Tncker, ‘Anthony

Charles "A. Peine has become'

associated ' with Tucker, -Anthony
& Co.;»120: Broadway, -New York

City, membets of . the New .York|

Stock . Exchange, as manager of
the firm’s New York municipal
department, it is announced. Pre-
viously, Mr, Peine had been with
White, Weld & Co.

Mr. Peine’s association. with
Tucker, Anthony & Co. was pre-
viously reported in.the “Financial
Chronicle” of Aug. 12.

Central Hanover Quarter

Century Club to Meet .
The Quarter Century Club of
Central Hanover Bank & Trust
Company will meet tonight (Oct.
14) at the Hotel Roosevelt. About
300 men and. women:who have
been in the employ-of the bank
for 25 years or more are expected
to attend the dinner and enter-

tainment which is held annually.
William S. Gray, Jr., President of
the bank, will address the mem-
bers of the club, Charles Swan-
wick is the retiring Club Presi-
dent.

Roy C. Nelson Dead

Roy C. Nelson, - President ‘of
Nelson Browning & Co., Cincin-
nati investment firm, died Oct. 9
at the age of 50.

COMING
EVENTS

In Investment Field

Oct. 14, 1948 (New York City)
New York Group of Investment

Bankers Association annual meet- |

ing at Hotel Pierre.

Oct. 28, 1948 (Boston, Mass.)

Boston Securities Traders Asso-
ciation annual Harvest Party, at
the Hotel Kenmore.

Nov. 13, 1948 (Chicago, IIl.)

Bond Traders Club of Chicagoe
Luncheon. for members of NS'!‘A
passing ‘through Chicago on way
to the Convention,

Nov, 14-18, 1948 (Dallas, Tex.)

National Security Traders Asso-
ciation Convention,

Nov. 18, 1948 (New Orleans, La.)

New Orleans Security Traders
Association entertainment for del-
egates coming from NSTA Con-
ventlon—detalls to be announced
later.

Dec. 5 10, 1948 (Hollywood, Fla.)

Investment Bankers Associatior
1948 convention at the Hollywoo¢.!

Beach Hotel.

NSTA Notes

NEW ORLEANS SECURITY TRADERS’' ASSOCIATION
At a meeting of the New Orleans Security Traders’ Association
held on Oct. 5, 1948 the following officers were elected:
Premdent—-Jackson A, Hawley, Equitable Securities Corporation.
Vice-President—Macrery B. Wheeler, Wheeler & Woolfolk, Inc.
Sec.-Treasurer—Geo. H. Nusloch, Nusloch, Baudean & Smith,
Delegates—Joseph P. Minetree,, Stemez, Rouse & Co. and Wil-
liam Perry Brown, Newman, Brown & C

Alternates—R. J. Glas, Glas & Co., and H. Wilson Amold Weil
& Arnoid.

‘Wm. Perry Brown R. J. Glas H. Wilson ‘Arnold

" These are the same officers, delegates and alternates that were
elected for the year 1947-1948, the same having beeén re-elected for the
year 1948-1949. This, 1nc1dentally, is the first time in the history of
the Association that officers succeeded themselves,

At this meeting plans were discussed for the entertainment of
the delegates to the National Security Traders’ Association, Inc. con-
vention to be held in Dallas in November, who will 1etum by way
of-New Orleans to be: the giiests of the membels of the New Orleans
Securxty Traders’ Assoc1ation ;

NSTA 'TO HEAR DeGOLYER' “THE NATURAL GAS I\DUSTRY"
E. L. DeGolyer, world famous consulting
geologist  and senior member of the firm of
DeGolyer and MacNaughton, Dallas, Texas will
be -the guest speaker at the Corporate Forum,
National Security Traders Association, Nov. 16,
the Baker Hotel, at 2 p.m. Mr. DeGolyer will talk
on “The Natural Gas Industry” to members and
delegates ~of ‘the NSTA. This distinguished
speaker has spent a considerable amount of time
the past 20 years,lecturing and speaking before
various groups. DeGolyer was Aldred lec-
«turer--at« Massachusetts Institute of Technology -
in 1929; Cyrus Fogg Brackett lecturer at Prince-
ton University in 1939, and Clark Vanurem lec-

“ turer at the same school in 1941. During: 1940 he
served .as Distinguished Professor of Geology at

E. L. de Golyer ; the Unlverslty of Texas. -

BOSTON SECURITIES TRADERS ASSOCIATION

The Boston: Securities Traders Association will hold thelr annual
harvest party at the Hotel Kenmore on Oct, 28. Gilbert M. Lothrop,
W. E. Hutton & Co., is Chairman of the Committee,

TEXAS BOYS READY TO “TEE OFF”

'~ Keen competition will be the “last word” in the Golf Tourna- .
ment scheduled for the first day of the November Convention' at
Dallas, Texas. Johnny Cornell, Dallas, Rupe & Son, Chairman of the
Dallas Golfers expects to have one of the strongest foursomes in the
meet even  though he . discovered recently that “Doak Walker' of
Southern Methodist University” won’t be available,” Too, the Dallas
crowd have been hearing rumors that there are some pxetty good
golfers in Houston so that it looks like a pretty solid front will be
on hand from the Texas groups.

Texans are known for their fair play so that the Dallas Bond
Club has ordered fair to sunny weather for the occasion, Also,
caddies have been instructed not to give out with “The Eyes of
Texas”. until - the 19th hole. And to further demonstrate our “fair
play,” all handicaps w1ll be figured under the Cnlloway System of

Automatic: Handlcapping.

~Each of the 28 affiliates is eligible to submit a four-man team
for the feature event with the winning team receiving the National
Quotation Bureau, Inc. Inter-City Team Trophy. This trophy, a
beautiful 12” sterling silver Paul Revere bowl, is held for one year -
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" gy the \\mnlmg a[flhate and each member of the winning team is a
_glven a small replica .of this bowl.: . N t l G c mp v st k
The Union Bank & Trust Company of Los Angeles will present a “ra as o an oc s
:t;;(t)phg fmtl th% individual low gross. Any memberthof an affl}\la&e By GEORGE A, BUTLER, Partner, Butler, Moser & Co
ending the Convention is eligible to compete for this prize, An
100, Ay mebaber Dlapins e anglnter ity team is cligible rogardless lnvestment analyst gives data on natural gas industry and on market action of gas
of hlis\ team’s- score. el company stocks. Says these shares have acted marketwise better than average.
VEry attracti the Blue List for the : . u
o scme%f mmﬁc‘l‘l’;lpgéﬁ gvgllflege glyen by tok Blue Lig Natural gas companies sold 3,458,457,000,000 cubic feet in the 12 months to July 31,
. Additional prizes ranging from a Texas steer to a list of telephone | coOmpared with 3,035,992,000,000 cubic feet in the 12 months to July 31, 1946, an increase of
numbers will be presented by the Dallas Bond Club for the numerous |13.9 %. Operatmg revenues for the two 12 month periods were $794, 007 078 and $710,303,-
other events being arranged. 175, an increase of 11. 8'/0-

Golfers are urged to send entries along w1th registration. Both In spite of a 14.5% rise, in total operating expenses from $426,850,884 to $488,-
golf and registration entries may be mailed to either Johnny Cornell, [ 694,220, and-a 10.6% increase in taxes from $88,180,178 to $97,514, 036, net income
903 Kirby Building or to Carroll Bennett, same address, rose 2% to $148,447,783 from $145,546,878, ;

Members of the Golf Committee are: Judson James, James: & * The twa:most important advantages of natural gas over. other fuels are well }
Stayart, Inc.; Winton Jackson, First Southwest Co.; Nelson Waggener, :’ec""ﬂlzig hljdayl—:heapnfss amli tcleartllmess Another advantage of great impor-

ance is-the low labor cost in relation to gross revenues.
Walker, A t
er, Austin & Waggener; Lewis Rodgers Central Jovestaseis Co Natural gas pipe lines total at the present time some 230,000 mxles, and in spite {
of the steel shortage bid fair to show considerable increase over ‘the next few §

years.. Pipe line:projects approved or pending with the Federal Power :Commission
naﬂas M&l‘s Pl' aﬂllcmg fﬂl’ "ST‘ weﬂhm will cost over one billion dollars and increasé transmission capacity by. nearly 50%.

The growth of the industry is well illustrated by the fact that total natural gas
sales increased 135 6% from 1935 to 1947.

It would appéar that common stocks of natural gas companies have been meeting
with increasing favor, as shown in the accompanying tabulation, A 1ecord of .natural
gas. (some natural and manufactured) compames has been maintained since March 26, -
1947, At that time -the-records of 11 companies were kept.: The:list was.added to . .. L -
from time to-time until-it now comprises 42 issues.. .It can be seen from the tabula-  George A. Butler
.tion that from the-time-records first began-to be kept of the different issues up. te
Sept. 22,:1948;-30 -showed: .increases,- 7 "declined, and 5'no change. The tabulation illustrates. as.well, that
| the: New York: “Times” average of 50 ‘stocks taken of the-day of the:first recording of the.gas: company
stocks, .and .compared: with ‘the average -on" Sept. 22,:1948 -shows :18} increases and ‘24 declines: : ;
:.Comparing - the-;action- of -the natural ;gas -company’stocks on;Sept. 22,. 1948  and the ‘date ,fn:st re- :
rded ‘with ‘the-New,York “Times” 50:stocks-average in the same:way.we, find: that 33 of the 42 matiral .
:gas. company. stocks -behaved ;better marketwise: than:the averages.y - .- - ;
<. There ;would seem; to. belittle :question ‘but:that natural: gas: company stocks have acted be er than
general market. as pictured by the New York “Times?:aVerage of 50 stocks.
.~ We feel-that ihls is likely to continue:as:more people begin-to;-appreciate -the opportumtles ior ap
precxatxon andv stable m.come return that-exist in the:common stocks of the rapldly growmg natural-gd

i lndustry 45
- ) NATURAL GAS COMPANIES : :

N.Y.Times N.Y.Times - Change - Price Stock R ) b e gy i
Date 50 50 in on Date  Price Change Change
i i

Where First Stocks on _  8tocks 50 First Stock in n in
Members of the Golf Committee are -shown brushing up-on their Traded Recorded Date 9/22/48 Stocks Recorded 9/22/48  Stock Stock

. putting at the Dallas Country Club. From left to right: Nelson Wag-| ¢ = Arkansas Natural Gas...... 3/26/47 117.1 116.6 54 5% i v
- gener, of Walker Austin & Waggener; Judson James, of James &| O. :Arkansas Western Gas 11/12/47 117.5 116.6 16 #1385, + Y

. Stayart; Winton Jackson, Fir h ..O- - Atlanta Gas Light 9710/47 1159 116.6 6% 1%+ Y
Dallas-Krpe & Son , First Southwest, and Johnny - Cornell, of Central Electric & Gas 4723747 1128 116.6 8

Columbia Gas oot o 8/ 4/48 119.0 116.6
Here, Belegales, Is Texas

8

12Y2 12,

5Ys 5Ys

Y 10%
47% 44%,
4 4Y,
694
26
9Ya
+15%

<

Commonwealth Gas ._.__.. ' 9/15/48 118.4
Consolidated Gas Utilities_..  4/23/47 . 112.8
Consolidated Natural Gas. 3/24/48
Cumberland Gas —___ 9/15/48
El Paso Natural Gas_ 3/24/48
Empire Southern.Gas 10/22/47¢
Hamilton Gas ... 9/15/48

-Houston ‘Natural ‘Gas 3/26/47

- Indiana Gas & Water__ 3/26/47
“Interstate Natural Gas 5/-1/47 .
Kansas Nebraska Natural Gas' .~3/26/47
Lone Star Gas 3/26/47
Minneapolis Gas — 8/25/48

- Mobile Gas, Scrvice 3/26/47
Mountain Fuel Supply.
National Fuel Gas__.-__ ...

“Northern Natural Gas
Northern Oklahoma Gas_
Oklghoma Natural Gas....-.
Panhandle Eastern Pipe Line

; Pem;sylvmua. Gas
Peoples Gas Light & Coke. ...:
Republic Natural Gas.______
Rio Grande Valley Gas
Shamrock Oil & Gas______.
Southeastern Public. Service
Southern Natural Gas
Southern Union -Gas
Southwest Natural- Gas /16/ 110.6
Tennessee Gas Transmission / s
Texas: Gas Transmission-_._ 126.9
Texas Public Service.... 118.4
Texas Southeastern Ga 116.3
United Gas 25 113.3

Jim Davis, of E. F. Hutton & Company, and Sam Johnson, of Washmgton Gas Light. 112.8
West Ohio G 3/ 108.1

Harris Upham, are shown with the following examples of Texas / : : ! 21,
pulchritude: Miss Jean McCright, Miss Joan Adams and Miss Ruth b ?oumy S ﬂzl, 16.6 ?Z {:‘;m :;72(,,. e

Lindley. \ NY—New: York Stock Exchange. C—New York ,Curb.‘ O—Over-the-Counter.

| A ¥, ¥ 1 i
*Equivalent to 16%—1% for 1, April 14, 1948, {Equivalent to 47%—3 for 1, Jan. 28, 1948. i{Equivalent to 61—2 for 1,
Sept. 17,.1947. §Equivalent to 65—2 for 1, Oct. 15, 1947. f{No change.
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Square Dancin’ Time Down in Texas

for a GOOD time?

~Spend it at the annual NSTA CONVEN-
.~ TION-in Dallas, Texas, starting. Novem-
" “per 14th. ‘And for good results place an
_ -advertisement now in. the Official. Con-v
-vention Issue of “The Chronicle.”” Send-it -
to 25 Park Place, New York 8, N. Y.

Jim Jacques, First Southwest, appears.quite absorbed as Mrs.
Jacques calls out the next step in a practice square dancing session 2 . % Ly
: 'li:ld irecent-tly bhy imembers of ‘the Dallas Bond Club, Other members: ||~~~ " . The Commercial & Financial Chronicle
2 ncing with their wives . are:. Bill Newsom, of Sanders.& Newsom;i || W e , : : L
Merrill Hartman; Merrill .Lynch, Pierce Fenner & Beane; Charles/ BN sl : e OFFICIAL ORGAN OF THE NSTA!
Pierce, of Raucher, Pierce & Ceo., Inc., and Allen Olwer, of E. F.
Hutfon &. Co.

gitized for FRASER
p:/ffraser.stlouisfed.org/
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Prospectus upon request from
your investment dealer, or from

NATIONAL SECURITIES &

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

Buirock Funp, Ltp.
DivipEnDd SHARES, INC.
NATION-WIDE SECURITIES CO.

Prospectiises
available
from

Investment
Dealers or

CALVIN BULLOCK

Established 1894

Manhattan
Bond Fund

INC.

i
N AL

Prospectus from yourlnvestment Dealeror

HUGH W.LONG & CO.

INCORPORATLD

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

Keystone
Custoclian

Fun&s

Cefﬁﬁcalcs of Part;c;paﬁon in
INVESTMENT FUNDS
investing their capital
IN
BONDS
(Series B1-B2-B3-B4)

PREFERRED STOCKS
(Series K1-K2)

COMMON STOCKS
(Feries $1-52-53-54)

Prospectus from
grour local investment dealer or

The Keystone Company
o oston
50 Congx-es§ Street
Bmon 9, stsnclnuem

igitized for FRASER

]ﬁ[utual Funds

By HENRY HUNT
A Comparison With Life Insurance Growth

Life insurance in this country traces its origin back to the late
1700s but it was not until 1899, more than a century later, that the
combined assets of all American life insurance companies hit $1,600
million approximately the present assets of the mutual fund business
which is less than 25 years old. »

Growth of mutual fund assets in recent years has been rapid,
far more rapid than that of life insurance assets on 'a percentage
basis. However, with mutual fund assets starting from a low base
this is not surprising. Over the next 10 years, mutual fund assets
are not apt to duplicate their 500% growth of the past decade, but on
a dollar basis they should show an even greater growth. The follow-
ing tabulation, listing the increase in life insurance company assets
during the past 50 years, is an indication of the growth potential of
the mutual fund business: ; :
Assets of All American

Life Insurance Cos.
$1,345,000,000
3,053,000,000
5,941,000,000
14,392,000,000
26,249,000,000
51,735,000,000

While many forms of life insurance are not comparable to the
purchase of mutual fund shares, policies of the endowment or annuity
type may be classified as direct competition to the mutual fund
business. - Roughly speaking, endowment insurance policies require
long-term compulsory saving (unless you want to take a ‘beating)
while mutual funds encourage the voluntary investment of ‘surplus
savings. - Furthermore, mutual funds are designed to provide a
higher return than do insurance policies of the “investment” variety,
few of which yield more than 2149% today.

Unless American industry has reached its zenith, mutual funds
with- a substantial part of their assets in common stocks, are aptto
show considerably greater returns over the longer term than such
insurance policies. Tg

Year
1897
1907

. For Novice Salesmen

Selling mutual funds is like pouring ketchup out of the bottle.
It's tough getling started but once it begins, boy, oh, boy!

The Law of Averages

:Calvin Bullock recently published an elaborate three-color man-
agement booklet replete with charts, beautiful illustrations - and
line drawings. The copy: is.thoroughly-readable throughout, with the
following being a sample: :

“The principle of spreading risks—diversification—is not peculiar
te sound investing. It is practiced by intelligent businessmen, farmers
and many others in their daily lives. It is only the application of the
law of averages.. That law will never be repealed.

“Well- established, too, is the principle of seeking professional
advice. The average man consults the doctor, the lawyer, the-scientist
when he has need of them. : i

“Investing money is likewise a profession. :

“Yet the average man who works so hard to make that money is
often careless beyond belief in his efforts to preserve it—and to
make it -worlk for him. :

“It seems so clear that the man with money to invest should not
risk his all in ‘one or"two or even a dozen securities, selected at
random,-reviewed only ‘once in a while.

“Diversification itself is not enough. In order to provide ade-
quate protection to principal and income, diversification must antici-
pate the many changes affecting values. For example:

“Think of the startling number of recent inventions, many born
of war. What industries will .they create? Which of our present
industries will be outmoded? The new constantly replaces the old.

“Our lbasic economic pattern changes, too. Our social and
political environment is far from static.

“Prosperity, recessions, depressions have followed one  another
throughout history. These affect different types of securities in dif-
ferent ways.

“Each industry, moreover, has its peculiar trend, each is affected

2 \‘NESTOQ& .
' 2 oK FUN \
INVESTORS STOCK

FUND, INC.
Dividend Notice

The Board of Directors of Investors
Stock Fund, Inc., has declared a quar-
terly dividend. of 20 cents per share
payable on October. 29, 1948 to share-
holders om record as of October 15, 1948.

E. E. Crabb, President

RUSSELL BERG FUND
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Capital Stock

Prospectus on Request

INVESTMENT MANAGER AND UNDERWRITER

Principal Underwriter and
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. Minneapolis, Minnesota
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Inwestment Counsel
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by special influences peculiar to it alone,- And individual corporations
often go counter- to a general trend. i

“If you understand all these problems thoroughly then you have
made a start on sound investing. Just a start.

“Complex? Indeed it is. Even for the professional investment
managers.

“These are the problems, however, that the management of
nvestment companies. endeavors to solve for you. That is their job.”

Ways to Increase Your Income

“Keynotes,” published' by the Keystone Company of Bdston,
cites five ways to increase your income‘ as follows:

“Impreye Your Mortgage Iloldings. If you hold a mortgage, ‘it
would be well to review it carefully to see if your money is in-
vested' as advantageously as possible. Normally, mortgage income is
relatively dependable and satisfactory. Unfortunately, today the in-
flation in real estate values frequently makes the security behind a
mortgage questionable, and return is sometimes low in relation to
doubtful liquidity in future. Money so used may be better invested
elsewhere. ]

“Increase Income  from Property. Under some . circumstances
property can be more of a drain than an asset. ‘Do you have property
that might -profitably be leased or rented? If: it is already leased,
can you lease it at a better rate after improvement? In some cases
maintenance and repair are disproportionately high in relation to
controlled rentals, and sale and reinvestment of money may be in-
dicated. :

“Put Idle Money to Work, Bank deposits usually pay a return
of from 0 to 2%; some Mutuals pay slightly more. Even capital in
Savings and Loan "Associations is probably paying only from 21 %
to 3% %. Certainly a much higher return can be obtained today -
through a variety of investments.

“Increase Net inecome by Making Gifts. Under present Federal
zift tax and estate tax provisions, it is sometimes possible to increase
your net income by making gifts of income-producing property or in-
vestments to members of your family now. Your investment dealer
and your lawyer can best advise you in this regard.

“Increase Income From Securities. = A check of your security
holdings against the entire range of possible security investments
may reveal that you are getting good income results, or it may show
that 'you have overlooked types most suitable for income. If your
holdings are divided among a sufficient number of issues chosen
‘rom income-producing classes of securities, you should enjoy rela-"
tively dependable income ranging from 4% to'6% or more, depend-
ing on the classes you employ. Some other investments—mortgages,
‘ental -property, farm property, etc.—might be profitably converted
to this type of investment.” !

“Pegging”’ of Government Bonds

Hugh W. Long’s October “New York Letter” discusses govern-
ment financial policies, particularly with respect to “pegging” the
market for U. S. Goverament Bonds. ‘It concludes as follows:

“Our opinion on the.pegging of government bonds may be sum-
marized in this manner. If the cost of living: stabilizes or declines
moderately during 1949, the policy of supporting long-term govern-
ment bond prices at current or only moderately lower levels is
likely to be continued for a time.

“Inflation could gain momentum as the result of either a sub-
stantial increase in armament expenditures or of a dynamic revival
of confidence in the longer term business outleok, In this event the
fiscal authorities may have no choice but to lower, if not largely
liscontinue, the support program. ;

“Eventually the artificial pegging of government bond prices
will have to be abandoned unless we desire to have a regulated
economy or disastrous further loss in the real value of the dollar,

“None of these possibilities in themselves strike us as detrimental
to the investment of funds in common stocks.”

Recomménded Reading

Watling, Lerchen & Company of Detroit has issued an eight-
page pamphlet titled “Mutual Funds and The New American Capi-

talism,” which we found to be well worth reading. The following
is an excerpt: g : ‘

“Mutual funds are vital to progressive American capitalism
because they constitute the most practical method by which the
average man or woman can own a share of big business with rea-
senable prospects of success. They accomplish this by institutional-
izing the investment management problem.

“Steps taken by government and industry to broaden stock
ownership are only half measures. Such steps fail to take into ac-
count the investor himself, who may be emotionally unstable, lack

financial resources for diversification, and may have no training or

skill in the handling of investments. Too many investors fail the first
time for one or more of these reasons and never again invest in
common stocks. 3 )

“In contrast mutual funds are run by experienced investment
managements and have adequate resources for scientific diversifica-
tion. Their managements are seldom misled by sentiment in selection
of investments.

“Mutual funds invest primarily in big and medium sized busi-
nesses because they must remain liquid. ; ‘

“If two of the three major points in our progressive capitalism
—namely (1) increasing the number of economically stable families
and (2) widespread ownership of big business—are to be achieved,
it will be through an extensive increase in the use of mutual funds.
No other answer is practical.”

With Herrick, Waddell Co.

(Special to THE FINANCIAL CHRONICLE)

FT. WAYNE, IND.—Clare A.| LOUISVILL E, KY.—Boone
Johnson 'is now with Herrick, |Rose, Jr. is now with Merrill
Waddell & Reed Inc., Union Title | Lynch, Pierce, Fenner & Beane,
Building, Indianapolis. 231 Scuth Fifth Street.

Joins Merrill Lynch -

(Special to THE FINANCIAL CHR0NTCLE)
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Private Placements—A New

I

1 ] : n. .
Medium of Financing
By SHERWIN C. BADGER*

Second Vice-President and Financial Secretary
New England Mutual Lite Insurance Company, Boston

Asserting private placements are

no fly-by-night development, Mr.

Badger estimates in past decads $10 billions of securities have been
-disposed: of by this method: Contends it is logical evolution devel-
- oped to meet declining volume of long-term issues in face of increas-

ing demands by institutional investors.

Stresses adverse effects of

confiscatory taxes on market for corporation equities, and contends
“life insurance companies have, because of this, become most impor-
tant custodian of savings. Denies: insurance companies do bank-
ing business and private placements lack marketability or are risky.

I have chosen private placements as a subject for three reasons.
First, they have become increasingly important to life insurance

and to American business during the past few years.

are not generally understood
broad orob-
lems that are
of” concera to
each and ev-
ery one of us
ev.en though
many life in-
surance com-
panies have
not yet - par-
ticipated in
this type of
investment,
By private
placements 1
mean, of
course, the
direct place-
ment of bonds,
debentures, notes - or preferred
stocks with institutional i-vestors
as contrasted to public offerings
througn investment bankers-in the

Sherwin C. Badger

open market. They closely resem- |

ble a method of financing that has
long been familiar in the real

been a.iapted only comparatively
recently to the securities field.
Because it is new and also be-
cause it has grown so rapidly, it
' is perhaps understandable that it

is looked upon with suspicion by |

some a: a quite revolutionary de-
velopment. It is largely because
of private placements, for exam-
ple, that we are accused of having
entered the banking business. with
all that could imply in potential
regulation.

. It seems to me extremely im-
portant that we should understand
the nature of the private place-
ment of securities and the reasons
for its development. No less im-
portant, we must recognize the
problems they present both  to
ourselves and to regulatory bodies.
Perhaps also we should explore
the potentialities of further utili-
zation of this.mechanism for the
financing of American industry.

In everything which I shall say
concerning private placements, .I
want to emphasize that I am as-
suming, and I think justifiably,
that the overwhelming majority
of life insurance companies in-
vesting in private placements are
selecting them with the same high
standards and the same diligence
traditionally used-in the selection
of real cstate mortgages or open
market corporate and muaicipal
securities. This does not mean
that errors of judgment have not,
or will not, be made in the private
placement field—any more than it
meang comparable mistakes have
not, or will not, be made in the
better known fields of investment.

Extent of Private Placement

This business of private place-
ments is no fly-by-night develop-
ment, r.either is it small. During
the past ten years approximately
$10 billions of securities have been
placed by this method. represent-
ing about 30% of all corporate
flotations in the period. To date
this . vear the figure has been

“An address by Mr. Badger be-
fore the Financial Section of the
American Life Convention, Chi-
cago, Ill, Oct. 4, 1948. .
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Second, they

yet. Anc third, they involve many

nearly 40%, while in industrial
financing, as distinguished from
railroad and public utility financ-
ing, tize percentage is very much
higher, -

As for the position of life insur-
ance companies, the best figures
we have come from a survey of
47 comparies made by the Sub-
Committee on Valuations of the
National Association of Insurance
Commissioaers. This survey.
showed that at the end of 1946

.|these 47 companies owned a little

over $4%; billions of private place-
ments. I should guess that as of
today total holdings of life com-
ranies might be in the neighbor-

hood of $6 billions, or well over

10% of admitted assets.

When we get into figures  of
such magnitude we can be rela-
tively certain that we are dealing
with something more significant

ithaa a fad. In this particular mat-
estate mortgage field, but that has |

ter it seems to me we are dealing
with a logical evolution, one that
has developed to meet specific fi-
nancial needs caused by changed
conditions in the capital markets.

These changed conditions both
before and since the war have

come about as a result of many in-

fluences, most of them interacting.
As you are all aware, during the
15 years ended 1945 the long-term
private. debt of - this- country de-
clined from about $94 billions to
$72 billions.. You are even more
painfully aware ‘that because of
this ‘deline: we  went through a
struggle to put our: expanding
assets to work at anything: ap-
proacking a reasonable rate of re-
turn. The rising supply of invest-
ment fuads on the one hand:and
the falling demand for capital on
the other, aided and abetted by
the government’s low intérest rate
policies, made it increasingly dif-
ficult for life companies, particu-
larly ‘the larger ones, to purchase
enougn corporate investments in
the open markets to meet their
needs. Therefore, in order to be
able to assure themselves of suit-
ably sized blocks of new securi-
ties. many - insurance companies
took aggressive steps to arrange
for the direct placement of -entire
issues privately.

Influence of SEC Registration
Requirements

In seeking such investments in
a highly. competitive - market, in-
surance companies had much:to
offer. In the first place, through
private placement a corporation
could avoid the trouble, and part
of the cost, of registering with the
SEC. Many corporations stress
that the most burdensome part of
registration with the SEC is not
the original filing, but the con-
tinuing requirement over the
years for additional reports, com-
pliance with new rulings and
many other details which some
people sometimes refer to, unflat-
teringly, as red tape.

Ordinarily, financing directly
via the private placement route is
less costly to a corporation- than
financing through a registered
public- offering. The reverse of
this, of course, is.that insurance

companies have usually been able
to share part of the savings of
setting up a private placement and
have received a higher yield than
would have been cbtainable if the
issue had been sold in the open
market,

A second consideration in pri-
vate placements, often important
from a corporation’s standpoint; is
their flexibility. If unexpected
future changes should make some
modification of indenture terms or
of financial structures advisable,
wouldn’t it obviously be more
practical -to negotiate with a few
sophisticated creditors or stock-
holders: who will 'have had long
personal acquaintance with the
corporation’s affairs than with
scattered holders among the gen-
eral public? And, incidentally,
might this not be more practical
from the creditors’ standpoint?
Certainly we know irom experi-
ence that in a public issue small
and obstinate minerity security
holders who are more interested
in the ticker tape then in invest-
ing can, through strike suits and
holdout positions, be extremely
costly to the best interests of in-
vestors and corporations alike.

There were many other advan-
tages of privale placement. For
instance, the comparative ease of
negotiating -a. “tailor made” piece
of financing to meet an unusual
situation. A’'good recent example
is. the $250,000,000 loan to Shell
Carribean. Oil, a transaction so
complicated that it probably could
not have been financed publicly.

Both before and since Pearl
Harbor,  private placement has
been an increasingly ‘important
method for the f{inancing of small
and medium sized corporations.
What 1 have in mind is corpora-
tions in reed of sums up to say
$2,000,000 (and many people might
set the figure even higher). In
most cases the cost of distributing
a new  bond-issue of this size to
the public has':become almost pro-
hibitive, partly due to the require-
ments of the SEC, and partly to
changes in the bond market itselt
since the advent of easy moaey
and high personal ‘income taxes.
The - individual buyer of high
grade corporate bords has all but
disappeared under the twin. im-
pact of low interest rates and
taxes. Hence the corporate bond
market has become very largely
an institutional affair.

Question of Small Bond Issues

Why. it may be asked, shouldn’t
institutions like insurance com-.
panies; be: as willing to buy small
bond issues that are offered pub-
licly as to buy them turough pri-
vale placement? The answers, it
seems to ne, are obvious. In most
cases smaller bond issues involve
corporations that are little known
to the investment world. Often
they are unknown because they
have beea closely held or family
owned. The facts and figures
portrayed in a prospectus on such
a company may suggest a bond is
perfecily good, but to a prudent
insurance company cold facts on
an unknown comg’any are insuf-
ficient evidence to justify a pur-
chase.” What.about the all-impor-
tant factor of management? How
is the corporation regarded by its
suppliers and customers? What is
its: reputation in the trade? Are
its plants efficient, up-to-date and
well maintained? It costs  time
and money to investigate these
matters.

The very practical question
comes up whether in a small pub-
lic offering such investigation is
justified. Does it make sense, for
example, for an Eastern insurance
company to send a man to the
West Coast to make a study of a
company contemplating a public
bond issue of $1,000,000? Even if
investigation shows the bond does
meet the required qualifications,
the Eastern insurance company
has no assurance it will be
able to buy any reasonable
amount of bonds, because com-

(Continued on page 31)

The Stock Market as a Guide in
Managing Life Insurance Portfolio

By THOMAS W. PHELPS* N

Partner, Francis 1. du Pont & Co.
Member of New York Stock Exchange

. Investment banker calls attention

to dangers confronting life insur-

| ance companies in acquiring issues of securities independently of
stock market guides and registration. Says tactics of isolation may

be opposed to public welfare and

thus bring about counter regula-

tions to forestall insurance investment monopoly. Warns insur-
ance companies lose when they do not get judgment of investment
banking business. Points to present stock market - situation, and
shortage of risk capital as menace intensified by life insurance -

companies’ encouragement of bonded indebtedness.

equity investments-a buffer

Holds sound

to sound bond investment.

4 You gentlemen represent the most amazingly successful business
in the most powerful nation in the history of the world. That is the _
busme_ss of the United States life insurance companies. Your assets
have increased from less than a billion dollars in 1891 to more than

$50 billion at ®
the end of —
last year.

Despite the
awe-inspiring
size " of your
business,
it seems to be
growing as
vigorously as
ever., Be-
tween 1891
and 1934 zhe
assets of your
companies in-
creased by
$21 billion.
That took 33
years, = Your
assets increased by that much
again in the last seven years, 1941
through 1947.

You passed through the great-
est depression in our history
without once showing a year-to-
year decline in assets. In fact, not
once in the last half century and
more have your assets at the end
of any year failéd to set ‘a new
high record,

The total amount of life insur-
ance owned in the United States is
approaching the $200 billion mark.
Nearly four out of five families
have one or two members who
own life insurance.

I could go on this way for the
rest of -my allotted 20 minutes,
but you know ‘the figures of your
business. I have been recalling a
few’ of them to you merely to
show that despite the announced
subject of my talk I come’ before
you with ‘the ' admiration and
humility that should characterize
anyone in the presence of top
executives of the most successful
business on earth.

I probably should not have come
at all had I not recalled a story I
read many-years ago, the story of
a great ‘king who was the abso-
lute master of all the world
known to him. As the story goes,
the king was as wise as he was
powerful. Being wise, he knew
that it was inevitable that he
should - be surrounded by people
who would flatter him and agree
with him. Accordingly, he com-
manded. the court jester to stand
near him on state occasions, and
hit him in the face now and then
with a wet bladder, just to remind
him that he, too, was mortal.

History does not relate what
happened to the jester, but I sus-
pect that sooner or. later he
obeyed his instructions too en-
thusiastically and lost his head.
Nevertheless, when I tried to fig-
ure out how I could add anything
to the vast pool of knowledge and
experience you have here, 1
despaired until I thought of the
court jester’s role. Accordingly,
I am here not to tell you anything,
but merely to raise some trouble-
some questions. You undoubtedly
are better qualified to answer
them than I,

My first question is, “How much

Thomas W. Phelps

*An address by  Mr. Phelps be-
fore the Financial Section of the
American Life Convention, Chi-

longer can you continue to grow
at the rate of the last 10 years and
still hope to‘invest the great bulk

.of your assets so that they occupy

a protected position in our econ-
omy? Right now more than 90%
of your assets is invested in bonds
and other fixed-income securities.
But for every such security there
must be a buffer, some equity
value that will absorb' the shock

.| of ‘a considerable decline in the

earning power of the issuer.

. I know that the life insurance

companies are engaged in exten-
sive research, seeking new sound
bases for further widening of
their investment channels.. I am
aware that the extensive develop-
ment of rental housing, GI mort-
gage financing, real estate for in-
vestment, and stock holding are
all results of that continuing re-
search. ‘But my second question
to you, in my self-appointed role
of the ancient king’s court jester,
is this: i

“Are you changing your invest-
ment policy fast enough, and in
the right way?”

There are many signs that it is
later than you think.

Danger of Isolation of Insurance
Companies as Investors

A country editor once observed
that there -is something about fi-
nancial -success for an individual
that tends to make. him a poor
citizen, = The editor went on to
explain that -as soon as.a man
mounts a few rungs on the eco-
nomic ladder he takes his children
out of the public schools and puts
them in private schools rather
than continuing to work to make
the public schools better, He
builds himself a house on a hil}
outside, of town, pufs a wall
around it, and hires a watchman
instead of striving to make the
whole town beautiful and safe for
all. Sometimes he even develops
his own water supply and his own
fire-fightingequipment, The
worse his town is run—in other
words, the more it needs the*help
of its most able men—the more
inclined he is to solve his indi-
vidual problems that way. £

Is there any danger that in
analyzing the ‘investment prob-
lems of your own superlatively
successful business you may be
thinking too much about making
sure that your companies will be
all right in event of another deep
depression, and not enough as
managers of a business so large
that nothing that is good or bad
for the country as a whole can
fail to be good or bad for{you?

Unlike the individual who has
nothing but his conscience to re-
strain him from looking out for
himself and letting the devil take
the hindmost, I suspect that you
already have, or soon will have,
too big a stake in the “town” to
make it - practicable for you te
think of anything but the general
welfare, Your advertising urging
the public to guard its health in-
dicates that you aready are think=-
ing that way regarding some

cago, IlI., Oct. 5, 1948.

(Continued on page 33)
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[ISecurities Salesman’s Corner

By JOHN DUTTON

Johp Albert Goodpasture, Captain AUS retired, who is now in a
*veterap S hospital as a result of three years as a Jap POW, has written
S an interesting letter, Several weeks ago we made the observation
‘ihat we beheved_ that there was such a thing as brain waves between
npeop.le, and we inferred that positive brain waves could be used in
:sellmg to the advantage of the salesman, We quote from Captain
@oqdpasture‘s letter., “I absolutely agree with what you say about
dorain waves; 1 have repeatedly observed it when a salesman prior
to World War 1I; also my father (now deceased) who was an expert
-sa}esman for 20 years, had repeatedly observed and practiced it. . . .
Did you ever observe how healthy ‘a successful man appears? How
«©alm and relaxed ‘they appedr? I once experienced that success feel-
Ing, I was knocking down in sales salary and expense a substantial
income (during the depression too). I believe most ills result from
‘tension, fear, etc. The better I felt the more I sold, and the more I
sold the better I felt.”

Similar -expressions from other men who have been engaged in
sales work seem to bear out that there are certain mental fundamen-
#als of success. If these mental conditions are RIGHT, and given even
& fair amount of intelligence plus the will to work, results are sure
to follow. First, you must believe in what you are selling and what
you are doing. You must be convinced that when you trade your
‘securities for another man’s money that he is going to be better off
‘with what you have sold him than with the cash. One of the reasons
for the lack of business in the securities markets today is due to the
inertia of those who are engaged in the investment business. They
have been sitting tight so long they find it hard to bring themselves
around to positive thinking and action. Most of our financial leaders
«dp not indicate by their public utterances that they still believe
;whole_l-xeartedly in the future of private enterprise in this country.
That is what has happened to sales organizations in many cases—
‘they' don’t believe in themselves, their merchandise, or their country
‘T?I'?(}S more.- BUSINESS HAS TO BE DEAD UNDER SUCH CONDI-

.

[

The second mental requirement is what our friend the Captain
‘meant when he said, “The better I felt the more I sold, and the more
4 50ld the better I felt.” You have to “get rolling.” You have to get
ihe feel of selling. One sale brings on another. You acquire momen-
um as you go along. That is the reason sales managers who know
iheir business like to have one or two “lead horses” on their team.
‘When the also rans see that some one else is doing it they want to try
1t too." If you have an office full of chair warmers who sit around
-and bemoan the fact that business is slow, and they keep it up from
Jay to day, how in the world can even the best man disregard such
an-environment and go out and do something constructive? Quite
trankly, I am sure that it is better to have even one or two men in
- 'sales organization, who have momentum, confidence, good cheer,
‘the will to work intelligently and a healthy. outlook ‘on life, than to
-have several dozen men who are discouraged and disheartened. ¢

_The third mental requirement is not to be discouraged. If you
‘believe in what you are selling, and if you know that you want to do
4 good jobh for your fellow man, YOU ARE GOING TO KEEP ON
TRYING UNTIL YOU SUCCEED. The man who believes in his mis-
sion, his business, his own integrity and sense of fair play, DOESN’T
BECOME DISCOURAGED. You may also have noticed that the fel-
low who keeps on going is the one who also does not take himself
‘100 seriously. Lucky is the man who can laugh at himself . . . in
«every walk of life this saving sense of balance can make a man’s days
on this planet much more’ livable.

Yes, there is such a thing as brain waves. You've got to think
RIGHT if you want to'do RIGHT. You've got to believe in success
before you can have success.  You've got to smile inside before it
will show on the outside. Then others will see it too and they will

- 'believe it . . . and that is the secret of success in selling and almost

everything else,

. Correction

In the “Financial Chronicle” of
‘Oct. 7 it was reported that Edward
H. Morris and Frederick C. H.
‘Wessel, Jr., were to become active
‘in a new firm to be known as
Morris & Wessel. We have been
informed that this was in error,
‘that the firm of Stirling, Morris &
Bousman has not been dissolved,
that Messrs. Morris and Wessel
are still members of it, and the
new firm was formed for a special
temporary purpose only and will
be dissolved after it has been at-

Belgian Bonds Drawn
For Redemption

J. P. Morgan & Co. Inc. and
Guaranty Trust Company of New
York, as Sinking Fund Adminis-
trators, are notifying holders of
Kingdom . of Belgium External
Loan 30-Year Sinking Fund 7%
Gold Bonds due June 1, 1955, that,
through the sinking fund, $230,500
principal amount of these bonds
have been drawn by lot for re-
demption on Dec. 1, 1948, at
107% %. Subject to the provisions
of Executive Order No. 8389, as
amended, the drawn bonds will be
paid at the office of J. P, Morgan
& Co. Inc,, or at the principal of-

fice of Guaranty Trust Company

tained. of New York,

Over-the-(:ounter Quotation Services
For 35 Years

- NATIONAL QUOTATION BUREAU, Inc.
: ' Established 1913
, . 46 Front Street, New York 4, N. Y.

Chicago San Francisco

Pigitized for FRASER

Menace of Government in Grain Market

By RICHARD F, UHLMANN*
President, Uhlmann Grain Co.

President, Chicago Board of Trade

Leading grain authority attacks record of government intervention in grain market and its compétitio,n

with private business.  Lays serious fluctuating prices to government buying, and says government’s

activity in market has predominant bearing on prices. Criticizes parity price support prograin as set
~ at too high levels, and upholds functions of grain exchanges.

All during the war, and ever since, our agricultural production has been at unparal-
leled heights, with the exception of last year, when there was-a failure crop in corn. - We
were thus able to ship record quantities of food abroad without impairment to our own

economy.Dur-¥
ing this whole
period there
were jobs
forallwho
wanted work,
and -at pres-
sent  about 61
million people
are - gainfully
employed.
Generally
with these two
conditions ex-
isting, it leads
to a high level
of confidence,
and we should
enjoy wide-
spread prosperity and an era of
good business. i

Strangely, there has been ap-
prehension for two or three years
that all was not well, and that
inflation and boom might be_fol-
lowed by bust and industrial d
pression, . It was about a y,

that the Honorable - Josep ;
Kenne_:dy told the Congress: “The
American people;onee described
as a magnificent spectacle of
human happiness, are ,togiuay-«gq
fused and restless.”. .1 daré”
beat these things, because in
free society no public problem is
too secret nor too dangerous fo
public discussio inderstant
lng. w B 3 - el *
It is, however, a paradox that
in this great country of ours, with
the standard of living ten times
greater than in the poorer half of
the world, there should be this
lack of confidence. Meanwhile,
we find confusion and restlegsness
enveloped in a mass of economic
anxiety, possibly the result of
fear which has gotten out of con-
trol. Human beings are so con-
stituted that if. they are fore-
warred of certain dangers, the
shock is never quite so' great
when it occurs. We find that panic
seldom: develops, no “matter - how
serious an event, if there is some
advance knowledge of what is to
come so that we are able to cope
with the situation when it strikes,
In such cases a loss of mental bal-
ance can neither start nor spread.
The government is cognizant of
this in certain fields. The Weather
Bureau for years has been in the
habit of sounding storm warnings
as far ahead as possible. Even as
this paper was being prepared, a
second hurricane had been fore-
cast for New Orleans, but yet the
people were calm because they had
been told that there was' possible
danger ahead. We have seen that
even animals, lacking wisdom, re-
act in much the same manner, Re-
search has shown that under re-
peated application of shock dif-
ferently applied, an animal may
become crazed or be only men-
tally annoyed.

Richard F. Uhlmann

-

Q.
€5

A Chain of Official Emergencies

It is no wonder that the Amer-
ican people are today confused
and restless. They have endured
for many yvears a constant chain

of official emergencies, one after
the other, Little wonder that so
many . people are suffering from
some mental strain, the same as
those unfortunate experimental
animals. It would, indeed, be in-
telligent for. purposes of mental
health, as well as for economic

*An address by Mr. Uhlmann at
annual meeting of Grain & Feed

cago, LIll., . Se_pt. 30,.1948.. ..

Dealers National Association, Chi-

a | There is no alterhative. This sys~

{in one of thre&ways: First, by ex-
cessive and exorbitant taxation;
" | second, by-genseless and unneces-

protection, to catch our balance
before it is too late.

It is only fair to say that the
last war had much to do with our
economic disorders. Within a
comparatively short space of time
we became 'burdened by an in-
debtedness, which was equivalent
to' ‘the accumulation. of wealth of
all the Americans that had gone
before us. This alone is a bad
state of. affairs, because the Fed-
eral Government, as such, has no
income-producing property. ' The
property is in the 48 states, and,
under our free enterprise system,
is owned by the 145 ‘million
people in this country. . There
were times when nearly every
week a new bureau blossomed
forth in Washington by executive
order, I venture to say that not
even the most learned legislator
can name the alphabetical agen-
cies that now govern us. The
yeéar before the war we had less
than 1 million employees. Now
we have 2 million, and federal
employees are increasing at the
rate of 500 per day. - Without free
enterprise we can have only a
government by, state socialism.

temizHiCBaMienaced or destroyed

sary zegimeptation; third, by gov-
ernment .competition with private
business. With a strong and vig-
oroug- private enterprise system,
wé can stand a heavy burden of
taxation. We can even stand in-
telligent and reasonable regula-
tion, but we cannot stand govern-
ment competition. This will quick-
ly. destroy the free enterprise
system.

Government in Grain Business
It may be interesting, therefore,
to. inquire why; the government
entered the . grain business.’ to
compete with its citizens, particu-
larly since private interests had
always done an extremely good
job in handling their affairs.. I
might say that until 1929, there
was never any government inter-
ference and very few controls.
There were no subsidies paid to
the farmer, and while he was left
entirely to his own resources, in
the main he did very well for
himself. It is true that we had
agricultural depressions in the
past, and for example, in 1894,
wheat values declined sharply to
about 45c¢ per bushel, which was
a ruinous pricé to the farmer,
although' he' did not suffer any
more than wheat farmers in many
other parts of the world. As a
result land-swas neglected, acre-
ages were reduced, and gradually
the accumulated stocks diminish-
ed. Nevertheless, prices for a
long time did not recover much
above 60c a bushel, and then fol-
lowed the short crop of 1897 on a
small acreage. September wheat,
which at the start sold at 62c a
bushel, was followed by an ad-
vance to $1.75 the following
Spring. From.that time on until the
First World War, or for a period of
sixteen years price levels wereen-
tirely satisfactory to producers; in
fact to such an extent that acreages
were continually increased, and
our export markets improved.
Surely, this would not have been
the case had- farmers  not been
able to produce.: profitably. We

raising wheat brought them satis~
factory returns. '

In 1929, we had our first real
taste of government in business
when the Farm Board began its
operations.
ported 407 million bushelsof wheat,
which was’a . record ‘up to that
time, and ever since she ‘has been
our keenest competitor, However,
it was the high prices that pre-
vailed during the First World War
that brought about greatly ex-
panded acreages, not only in Can~
ada, but also in ‘Australia and in
the Argentine, so that since that

outlets except for the past few

have been so great.

Government vs. Private
Transactions

One must resolve for himself
whether  in handling‘ these big
transactions = governments
work more efficiently than those
who have spent a lifetime in the
business. The answer is quite
obvious if we study the facts, First
of all, a country like the United
States, with its tremendous re-
sources, has greater difficulty in
buying for the reason that its op-
erations are generally so exten-

usual influence on markets, Very
often, government purchases of
5 million bushels have more ef-
fect than if 20 million bushels
were handled by the private trade.
This was best brought out last
year when the Commodity. Credit
Corporation purchased such tre-
mendous quantities of grain for
shipment abroad. In the three-
week period, ended Oct. 20, 1947,
they acquired 52 million bushels
wheat, or more than was shipped
annually during all but one of the
war years. This in my opinion
was responsible for the 25¢ per

that time when men in high office
were accusing speculators of
gambling in grain. I have al-
ways maintained in our industry
that it is not possible for any one
man, or any one agency to know
all the answers. Surely it is bet-
ter that the business is safeguard-
ed when thousands of individual
firms are operating at their own
risk, each coming to its own de-

organization, or one entity, trying
to figure cut. the time when it is
proper to buy or when we should
enlarge our export operations.

-The government's activity in
the market last season had a tre-
mendous bearing on prices. We
raised the largest wheat crop in
history; about 300 million bushels
remained on the farms and was
used for seed or feed. The bal-
ance moved to market, but for
every two cars that came forward,
the Federal agencies bought one.
We exported nearly 500 million
bushels wheat and flour, Just
think what a quantity of grain
that is: It is more than the com=
bined annual production of Ar-
gentina and Australia—our two
big competitors. It is 130 million
bushels mcre than will be raised
in Canada this year, a country
which ordinarily exports much
more wheat than we do. Looking
at it another way, 500 million
bushels is as much wheat as is
consumed - each ‘year by every
man, woman and ‘child in  this
country for bread and cereals. It

is also .five times as great as. our

must, - ‘therefore, .conclude: that

(Continued .on page:38)

Canada that year ex- -

time we have ‘not had the export .

years when the European demands .

can

sive that it has more than.the

bushel :upturn in the market at-

cision, rather than to have one .

\




Volume 168 Number 4742

THE COMMERCIAL & FINANCIAL CHRONICLE

(1549) 15

No Early Drop From Present
Business Levels: Hoadley

Chicago Reserve Bank Economist

tells American Trade Association

Executives at Chicago, however, that there are unmistakable signs
of weakness that may indicate a downward turn later next year.

Speaking on Oct. 4 at the Annual Meeting of the American Trade
Association Executives, an organization whose membership is com-

prised of more than one thousand executives of the nation’s trade|.
E. Hoadley, Jr.,

‘association, Walter

Business Economist of the Federal

Reserve Bank
of Chicago,
pictured the
business. out-
look as con-
tinuing at 'its
" present level
for at least a
year, despite
“unmistakable
‘. signs of 'weak-

ness.” 1
“Prospects
.. for continued
high levels of
general busi-
ness and em-
Walter E. Hoadley, Jr. - Ployment dur-
ing the re-
mainder of this year and well into
1949 remain favorable, Mr. Hoad-
ley stated. “Strong inflationary
pressiires persist from stepped-up
government expenditures for for-
eign aid and defense plus an un=
abated willingness and ability of
most consumers and business
firms to spend, although with
marked selectivity toward goods
and services having the greatest
price and quality appeal. Equally
apparent, however, are unmistak-
able signs of weakness, arising
from some initial slowing up in
the over-all demand for “heavy”
goods, mounting consumer resis-
tance to particular products, and
numerous - instances of market
saturation with goods. Because of
thesc ‘soit spots’ and the condi-
. tions underlying them, many busi-
ness observers now anticipate a
moderate general business down-

turn next year.”

Continuing his survey Mr,
Hoadley remarked further:

“No prudent business executive
can fail to recognize the eventual
adverse implications of more than
three postwar years of record
American inflation.  There is little
reason to believe that present
levels of business are stable and
enduring.  Yet, no broad business
downturn seems imminent because
of the apparent underlying
strength of prevailing economic
and political forces.

“Business fears of current and
forthcoming ‘readjustment’ are not
generally shared by -the public
Consumers now evidence -only
minor - hope of - sharply lower
prices during the months imme-
diately' ahead, and therefore see
little point to indefinite postpone-
ment of desired purchases—thus
constituting - a. major . sustaining
force. A  dangerous attitude of
economic complacency rooted in
broad reliance upon governmex}t,
moreover, seems to be growing in
this country, no doubt attribut-
able to the now long record of
huge government spending as a
- . key element giving support to em-
ployment and income. v

“The actual course of business
and employment during the next
six to nine months very likely wi_ll
be determined by developments in
four general economic and politi-
cal areas: (1) government fiscal
position, including expenditures,
particularly for overseas rehabili-
tation and defense, and tax re-
ceipts, (2) farm prices, (3) credit
restraint, and (4) business expen-
ditures for plant and equipment.
Differences in the business out-
look as seen by economists-and
others at the present time almost
invariably can be traced to con-
flicting viewpoints as to the' de-
gree of strength or weakness to be
ascribed “to each of these four
‘" 'points.." ‘

“While there . is. rather. wide
- agreement  that: government. ex-

penditures will rise further over
the next year, there is much less
uniformity in opinion as to the
extent of further probable  de-

income, and particularly the effect
thereon of the government price

tighter credit conditions may be-

speculation, with increasing rec-
ognition, however, that further
credit restraint can and may prove
to be .a dominant anti-inflation-
ary force in coming months. In-
creasing reports of some slacken-
ing dn industrial construction and
allied equipment outlays are being
publicized, leading many to con-
clude that the peak in the postwar
durable goods ‘“boom” has been
reached and a steady decline is in
prospect. next year. Heavy ex-
pansion programs of utilities, the
need for cost reducing machinery,
and competitive conditions, how-
ever, point to further large-scale
plant and equipment projects.

“While the period ahead prom-
ises to be one of continued good
general business, it will take more
work by all concerned to achieve
satisfactory results in all but the
remaining fields of critically short
supply—and in these production
bottlenecks no doubt will limit
sales and earnings. Increased com-
petition for the consumer’s dollar
can be expected to mount, with
some prospects that essential non-
food items may gain at the ex-
pense of other goods and services
because of agricultural commod-
ity price declines. Consumer re-
sistance to luxuries and further
saturation of markets as produc-
tion catches up with demand
backlogs suggest more scattered
readjustments - in numerous in-
dividual business lines,

“Business and the nation will be
particularly responsive to.any (1)
unexpected development leading
to a marked rise or fall in over-

seas or defense expenditures, and
(2) lessened availability of cred-
it. It now seems too late in this
postwar inflationary period to
avoid some businesses and indi-
viduals getting ‘hurt,’ but there
is still time to minimize the im-
pact of coming readjustments.
Above all, it is important to avoid
using ‘depression’ tactics to sus-
tain business at the peak of this
boom.” ’

Firm Name Now Is
Gin. Mun. Bond Gorp.

CINCINNATI, OHIO—The firm
name. of Katz & O’Brien, Inc.,
Carew Tower, has been changed
to the Cincinnati Municipal Bond
Corporation, The firm continues
to act as underwriters and dis-
tributors of state, municipal and
revenue bonds,

Officers are Arthur V. Katz,
Presidert and Treasurer, and
Francis J. Lynch,Vice-President.
Mr. Lynch, who has recently
joined the firm, was previously a
Vice-President of Kline, Lynch &
Co., Inc. !

Edgar W. Leonard Dead

Edgar Welch Leonard, partner
in Moore, Leonard & Lynch, died
at the age of sixty-seven after
an .illness of a few ‘weeks,  Mr.
.Leonard--was -resident partner:of
the firm's: New York office.

clines in agricultural prices and| ::

support” program. How much

come ‘is a matter of widespread||

to get the world back on a soun
are in agree-9

The New Patte

Vice-President, Gl_xaranty Trust Company of New York'

Mr. Gentes reviews war’s disintegrating effects on international trade, and sees hard fight ahead to get

world back to a multilateral trading basis. - Holds present world disruptions make necessary exchange

restrictions in various countries as protection against flight of capital. Advocates greater imports into

U. S. and explains ECA requirements regarding exchange ‘guarantees.  Concludes 'obstructive tactics
of Russia have hindered advancement of ‘world {rads.

In my discussion on the pattern of international trade, I would like to comment brief-
ly on our own export trade in this country and some of the factors that will be necessary
First, let me say that most of us, I believe,

By A. N. GENTES*

d trading basis.

n of International Trade

'ment that a
substantial in-
ternational
trade is nec-
essary for the
support of our

- own - economy
in' this coun-
try, - for ' the

improve-

~ment of  the
~standards

. of living = of
countries
abroad and for
world  peace
or peace
throughout

the world, !

During the period of the war,
many -changes occurred in the
economy of nations—changes in
politics, finances, monetary and
financial policy, commerce and
transportation, all of which will
have a very material effect on
our own export business and on
international t rade for many
years to come,

The war also brought about an
awakening of peoples in various
parts of the world, and I have in
mind the disturbances in India,
China, French Indo-China, Neth-
erlands East Indies, Burma and
the Arab World, which have seri-
ously distupted the flow of busi-
ness in and ‘out of those countries.

Here I might mention particu-
larly the Netherlands East Indies,
or what is now known as ‘the
Republic of Indonesia, which was
an extremely large source of raw
material for all parts of the world.
The islands, as we may recall,
were large shippers of rubber, tin,
oil, palm oil, copra, quinine, pep-
per—to mention the important
products. These products were
sold to all parts of the world, but
were - particularly important to
the econoifty of Western Europe,
and more particularly to the
economy of Holland and England.

The movement of these products
to world markets, which is now
practically stopped, would have a
tremendously important effect on
the whole world recovery pro-
gram. The effects of these  dis-
ruptions in various countries must
be taken into consideration by
American exporters when endeav-
oring to determine future poli-
cies.

Disintegration of International
Trade

World War II, the most disas-
trous of all wars, brought in its
wake a disintegration of interna-
tional trade and we have-a long,
hard fight ahead of us to get the
world back on a .multilateral
trading basis' comparable to that
which existed in the prewar pe-
riod.

_ Our exports out of this country

in 1947 amount‘ed to about $14%
billion, which is the highest fig-
ure we have ever had in -this
country and which probably will
be the highest that we will have
for a number of years to come.

The decrease in the export of
manufactured products in 1948
came as no great surprise to those
experienced in international trade.
For, while it was realized that a
sound, substantial export business
must be done out of this country

A. N,  Gentes

*Transcript of .address by Mr.
Gentes before monthly meeting-of
the Export. Advertising Associa-

to maintain our economy here and
our important position in world
affairs, the economic weakness ‘of
continuing to export to countries
of the world beyond the capacity
of those countries to get the dollar
exchange was also recognized. -

Were it not for the fact that
each country of the world has its
own currency, banking and mone-
tary systems, the matter of inter-
national trade and international
financing would be a great deal
less complex. i’

Normally, however, sellers -of
goods and services in the United
States desire payment in United
States dollars or a currency
freely convertible in the exchange
market for United States dollars.
For example, exporters in the
United States are unwilling as a
general rule to accept payment in
pounds or francs or gilders or
pesos or other foreign currencies
which, if there is any chance that
those currencies will become
blocked within the foreign coun-
try, are not subject to free sale in
a free and open market. .

Experience is a hard teacher

and many exporters who, for one
reason Or another across the
years,” have been compelled or
have voluntarily taken payment
in local currency, have suffered
severe losses when they endeav-
ored to convert those: currencies
back into dollars.

Export Terms of Sale

Before commenting further on
our own export sales, it may be
of interest to mention the usual
terms of sale accorded by Amer-
ican exporters to buyers abroad.
The greater part of our sales out
of this country are financed either
on the basis of letters of credit
opened by the buyer abroad in
favor of the seller in this coun-
try or on the basis of dollar drafts
drawn by the seller here on the
buyer abroad.

In the case of letters of credit,
no credit risk is involved, as the
shipper obtains his funds in this
country upon - presentation of
documents to the bank opening
the credit. Documents, of course,
must be drawn in strict conform-
ity with the terms of the credit
and  within the maturity date
specified on the credit. The risk
of obtaining dollar exchange is
also eliminated,

In  the case of dollar drafts,
however, the credit risk and the
risk of getting dollars back to the
States remains with the shipper
until eventual return of the funds
in dollars to the United States.

Naturally, in times of exchange
stress abroad or when conditions
arg - unfavorable, sellers are in-
clined to ask for letter of credit
financing and it is the safest form,
or perhaps I might say one of the
safest forms of financing if it can
be arranged,

Unfortunately, when dollar ex-
change conditions are tight within
a country, it is difficult for ex-
porters to obtain a letter of credit
from abroad and they are forced
to sell on a dollar draft basis or
forego the business.

Effects of Dollar Shortage

It cannot be said that all coun-
tries of the world made discreet
use of their free gold and dollar
exchange-balances that were
available- to them at the end of
World - War ‘II. - They ‘were - esti-
mated ‘at “about  $20° billion, ' In|

tion,- Inc,; 'New"York ‘City, Sept.

729, 11948,

exchange was utilized or author-
ized for the purchase of non-
essential or luxury goods and foi
purposes other than rehabilitatios.
and stabilization of internal econ
omy., :

It is estimated that the Latir
American area had ‘about $5 bil-
lion at its disposal at the conclu-
sion of World War II, and ‘tha
total.had been utilized to such
great extent in the past few year:
that many of these countries arc
now in the position of ‘being’un-
able to purchase even essentia.
merchandise and: machinery - ex-
cept in limited quantities.

In a number of countries in the
Latin American area, Americar.
exporters who sold in good faitl.
on a dollar draft basis now finc:
the return of dollars seriously de-
layed by reason of inability o.
the part of the foreign country t.
provide the dollars.

It has been estimated that th-
Argentine has committed itsel -
for $300,000,000 to $500,000,000, fo
which they must eventually.
somewhere, find -dollar exchange

In Brazil, it is estimated that
they are committed for approxi-
mately $250,000,000, for whicl
they must eventually find dol-
lar exchange.

A report as of June 30 of this
year on collections outstanding i
Brazil showed a total outstanding
in coIlec&ions alone of $205,000,-
000. Undoubtedly a good part of
that amount was past due. A
substantial amount of dollar
drafts is now backed up in practi-
cally all of the Latin' American
countries - including, of course,
Argentina and Brazil, which per-
haps have the larger amounts
involved,

As a consequence, American
exporters have curtailed ship-
ments and probably will continue
to curtail shipments until the situ-
ation rights itself. The desire on
the part of foreign buyers to pur-
chase our merchandise still
exists, but the marked shortagc
of dollar exchange in practically
all countries of the world har
forced a further screening in thos’
countries of imports  from : the
United States and the impositio
of more stringent foreign. ex- -
change restrictions,

Some Exchange Restrictions
Essential

While in some quarters we arc
prone to criticize foreign ex-
change restrictions, and while un-
doubtedly certain abuses do exis
in certain countries, preser’
world disruptions make it neces-
sary that exchange restrictions b~
in effect in various countries as :
protection against the flight o
capital, exchange depreciatior
and depreciation of gold reserves
all of which have an inflationar:
effect on the foreign countries’
economy.

Furthermore, if restrictions ar-
properly handled, they provide
for the conservation of dollar bal
ances within the foreign country
for a fair and orderly allotmen’
of available exchange, and they
assure the foreign country of ex-
change for essential merchandisc
or essential imports.

It is not likely that any one
trading nation of importance in
the world today can long main-
tain its position in world markets
without having exchange restric-
tions of one kind or another, un-
less :they have’ a.- substantial: gold

many cases; in the postwar period, | -

(Continued on page 28) i

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




- terpreter

igitized for FRASER

THE COMMER(EIAL & FINANCIAL CHRONICLE. -

A 0! amiloV

. T st e < AR NAN

Thursday, OCtoben 14,.1948

Although  from the Canadian

discussions with Sir Stafford Cripps were frankly disappointing,
nevertheless the Dominion’s future economic course is now more
clearly defined. Nothing less than a complete reversal of the present

o

Canadian

By WILLIAM J. McKAY

Securities

angle, the results of the recent

' British - economic policy would?

suffice to arrest the natural ten-
dency towards still closer U. S.-
Canadian economic- collaboration.
It is now reasonably clear that
Britain has pinned her hopes for
recovery on intensified indus-
trial development within the
United Kingdom sustained by the
resources of the Sterling area.
Even with the reestablishment on
a working basis of the time-honor-

.ed U. S.-British-Canadian  ex-

change ‘triangle, Canada would
still play only a minor role in the
British économic scheme,

In any event Canada has now
reached the stage of economic
adulthood. . It. is only appropriate
therefore that the Dominion
should now map its own economic
course. However the current Brit-
ish attitude to a large degree rules
out Canadian volition in the mat-
ter, and closer economic associa-
tion with this country is not only
the logical course but one that is
virtually dictated. This by no
meang implies a severance of the
strongly sympathetic Canadian tie
with the Mother Country. On the
contrary a natural working part-
nership between this country and
Canada should serve to create a
more practical and realistic under-
standing between the < British
Commonwealth and the North
American continent. In this event
Canada would be'in an ideal posi-
tion to fulfill its logical role as in-
of  the British view-
point, J

With the implementation of a
comprehensive U, , S.-Canadian
economic agreement the Domin-
ion’s current perturbation con-
cerning U. S. exchange reserves
would be largely dissipated. Con-
sequently it would then be possi-
ble to conceive a bolder approach
to the solution of the allied prob-
lems of the unsatisfactory ‘“free”:
Canadian dollar market and Can-
ada’s indebtedness to this country
in’‘the shape of the large volume
of  Dominion internal bonds held

“by U, S. investors. At the pres-

ent time the means of repatriation
of U. S. investments in Canada are
not only inadequate but they also
give rise to considerable confu-
sion. In the cases where it is pos-
sible to repatriate, the narrow
state of the free market often ex-
poses the -seller of free. funds to
indeterminable loss and difficulty

of execution. Holders of unregis-|.

CANADIAN BONDS

GOVERNMENT
PROVINCIAL -
MUNICIPAL

CORPORATION

CANADIAN STOCKS

A. E. AMES & CO.

o INCORPORATED
TWO WALL STREET

. .NEW YORK 5, N. Y.

WORTH 4-2400 NY 1-1045

weign'. Exchdnge

-is possible therefore that consider-

| repatriation wquld more readily

tered stocks and bonds are in-an
even more embarrassing position,
and in the event of liquidation
are obliged to sell at the various
“arbitrage” rates which have little
relation to the. price levels pre-
vailing .on the Canadian market.
The .situation of the holders -of
Dominion interfal bonds is also
highly.confusing. Those who took
advantage of the privilege of -reg-
istration- with \the. Canadian. For-
Control ' Board,
when it existed, can sell their
bonds. in:Canada and then liqui-
date the proceeds on the free mar-
ket..On the .other hand those who
failed to take advantage of.this
procedure, together with prewar
holders, have recourse in the event
of sale only to the exceedingly
narrow market which exists here
for this catagory of bonds.
Within the scope of a U, S.-Ca-
nadian general economic agree-
ment, adequate arrangements for
the free flow of funds across the
border in both directions -is of
vital concern to both countries.. It

ation will. then be given to the
termination of all Canadian ex-
change restrictions and the estab-
lishment of one rate of ‘exchange
which would be applicable for fi-
nancial ‘as well as commercial
transactions. In this way the
value of U. S. investments in Can-
ada would be clearly established,
and U. S. capital with freedom of

avail .itself of; the many invest-
ment opporfunities north of the
border.

During the week ihere was an
intensit:cation of the demand for
short-term -high-grade external
bonds but offerings continued in

scant supply. The internal bond |
section registered little change]
and -the failure to respond to the|
recent firmness of free funds re-
flects the absence of actual ‘in-
vestor demand. In, view of ‘the
four point premium on registered
as against unrecorded bonds there
is the possibility of switching of
one category against the other,
which would give rise to a supply
of free funds and thus tend to de-
press the market for unregistered
bonds. Stocks in general displayed
somewhat firmer tone with the in-
dustrial and base metal issues in
fair' demand. On the other hand
Western - Oils ‘and the golds lost
some of their recent gains.

W. M Rohinson To Be
J. C. Bradford Pariner

NASHVILLE, TENN, — Walter
McLaren Robkinson will on Oct. 21
becomes a partner in J. C. Brad-
ford & Co., 418 Union Street,
members of the New York Stock
Exchange. Mr. .Robinson . was
formerly an. officer of the Nash-
ville Securities Corp. which re-
fgfnély merged with J. C. Bradford

0. .

New York Stock Exchange
Weekly Firm Changes

The New York.Stock Exehange |
has announced the following firm
changes:
. Louis J. Groch will retire from
partnership in Bennett, Smith &
Co., on .Oct.<15th. . -.- - . -
-Interest of 'the late Benjamin
D, Mosser in Clark, Dodge & Co.

ceased Sept. 30.

)

preserving - peace;
would  receive -all the

Four Freedoms.

ocean, guaranteed by the

Churchill.

dreams could be made to

“in our time.”

. {
Still Only a Dream
“It was my dream during the war years, when we
were all united against the Hitler onslaught, that
after the war Russia, whatever her ideology, should

become one of the three or four supreme factors in
‘that

which the valor, fortitude and
patriotism of her people ‘have
won; that she would help to
bring about that golden-age on
which all our hearts are‘set and
which President Roosevelt her-
alded with his declaration of the

“I hoped she would have ac-
cess to unfrozen waters.in every

organization of which she would
be a leading member; that she
would have the freest access to raw materials of
every kind and that the Russians would be évery-
where received as. brothers in the human family.
“That still remains the aim and ideal. If it has not
been attained, if on the contrary, enormous barriers
* have been erected against it, it is the Soviet Govern-
ment that has set them up and is fortifying them
every day over ever larger areas.” — Winston

It would doubtless be a much better world if such

- But heretofore there have always been Kremlins
or their counterparts to prevent the consummation.
We should be wise not to count on the millenium

she
honor

world .
Winston Churchill

come true.

0.P.R. Outlines Ganadian Freight Rate Puzzle

Says Canadian Pacific points out its anomalous position of being in
competition with the larger government-owned Canadian National
Railways. Says it alone must carry the ball for higher freight rates.
According to the Canadian Pacific Railway, American investors
may find more than a passing interest in some vital matters affect-
ing the earning capacity, if not the very future life of that $1,650,-
000,000 transportation empire, the Canadian Pacific,

Privately-owned, Canadian Pa-&—

cific is in the anomalous position
of being in competition with the
largest .government-owned Cana-
dian Natipnal Railways,

-Operating officers of the Cana-
dian National share Canadian Pa-
cific’s firm conviction that those
using railroad services should pay
at rates vermitting a profitable
return, but they have been told.
in effect, at least, to go run their
railroad and leave rate-making to
the government.

This leaves Canadian Pacific

| carrying the ball in the continuing

struggle for higher freight rates.
The C. P. R., after a 17-cents-an-
hour ‘pay hoost granted to 16 rail
unions, last July, but made retro-
active to March 1, immediately
asked the government for a fur-
ther advance of 209% in freight
rates. They stated flatly that with-
out such a rate increase, at least
15% on an immediate, and if
necessary, on' an interim basis,
C. P. could easily face bankruptcy.

It is perhaps difficult to real-
ize that a company whose ordi-
nary .stock, has. been regarded
abroad for more than six decades
as n reliable index of ‘Canadiar
economic conditions can be
brought in such a short time to the
thin and ragged edge. :

Yet Canadian Pacific officials
have filed figures with the Board
of Transport Commissioners and
the Canadian cabinet proving that
the July wage award, latest in a
round of pay boosts, add another
$32.¢00,000 to 1948 working ex-
penses.

C. P, in 1947, showed a net of
only $22,892,189 from gross earn=-
ings (railway) of $318,585,919. Its
“other income,” from outside in=
vestments notably Consolidated
Mining & Smelting, and its opera-
tion of hotels and steamships, to-

talled another $24,788,927, but af-
ter paying fixed charges and divi-
dends only $20,636,260 was trans-
ferred to profit and loss account.
This is more than $10 million shy
of the additional 1948 wage bur-
den.  Also, with Canada’s war-
lime price controls a thing of the
distant- past, material costs: have
skyrocketed.

Canadian railways last' March
were: granted an increase of 21%
in freight rates, but the boost spe-
cifically exempted grain and grain
products. moved  within western
Canada whether for domestic con-
sumption or export. As Canadian
Pacific is heavy involved in west-
ern trackage, the raise, for earn-
ing purposes, actually works: out
at closer to 16% across the board.

Even this slight raise, which is
roughly & third of rate increases
granted since 1939 to U. S, raii-
roacds in the eastern region, and
the first boost allowed to Cana-
dian rails since 1922, is still under
heavy fire from premiers of seven
Canadian provinces, except. On-
tario and Quebec. The  premiers
contend that Canada’s whole basic
freight rate structure is unsound,
that it favors Ontario and Quebec
at the expense of the western and
maritime provinces. ' They' want
the Ottawa governmeni to set up
a royal commission to examine
the =~ whole question of freight
rates, setting aside meanwhile any
demands by -the railways for in-
creased rates. - Recently they suc-
ceeded in having the transport
board, which . functions. like
America’s ICC, set over until
Jan. 11 the hearing-on the rail-
ways’. application for a further
20% rate-advance. : ;

C. P. R. says this delay alone
represents at least a. $16,000,000
loss.

Canadian Pacific’s 1947 report

| showed 13,400,000 shares of ordi-

nary stock valued at $335,000,000. -
Of this, American - investors held
39.19%, as compared with 13.58%
held by Canadian investors, Since
then, however, there has been
much activity in the stock on the
New York board, and it was not
so long ago that C. P. touched $19

lon the news of extensive oil de-

velopments on its lands in' Al-
berta. Undoubtedly  American
holdings of  the -stock have in-

| creased since the last report.’

Canadian Pacific, it must be re-
membered, isstill a transportation
company and no returns from
“outside” - investments, however
lucrative, will compensate : for
continuing losses accruing from
unprofitable operation of itsi21,-
000-mile railway empire.

Munc. Bondwomen’s
Club Formedin N. Y.

Formation of the Municipal

Bondwomen’s Club of New York

is announced

by Sybil -Gor-

don, Presi-

dent. The

club, accord-

ing to its con-

- stitution and

by-laws, was

organized to

encourage

closer  asso-

ciation

among the

women en-

gaged in the

municipal

bond business.

Sybil Gordon In addition

to Miss Gordon who is asso-

ciated with Bear, Stearns & Co.,

other charter members and offi-

cers are Mary Ciarlo of “The

Bond  Buyer,” Vice-President;

Marilyn Madden of Union Securi-

ties Corporation, Secretary, and

Vera M. Smith of Shields & Co.,

Treasurer; Board of Governors

being Marion Ford of Glore, For-

gan & Co.; Cathleen Morin of

Smith. Barney & Co.; Marion St.

Pierre of Heller, Bruce & Co., and

Anne C, Van Vechten of Braun,

Bosworth & Co., Inc. Officers and

the Board of Governors have been

at work for several wecks and the
club now has 26 members.

An invitation is extended to
women who are active in the mu-
nicipal bond business in a senior
capacity to become members of
the group. Membership applica-
tion bhlanks may be procured from
Marilyn Madden,  Secretary.

Walsh to Represent
Television Shares Go.

Reginald L. Walsh has been ap-
pointed wholesale representative
of Television Shares Management
Co., principal . underwriter = for
Television Fund, Inc. in New
England and upper New York
state. Mr. Walsh has had a long
experience .in. the wholesaling of
investment company shares, Pre-
viously he was with Calvin Bul-
lock. and Hugh W. Long & Co.

Phila. Securities Ass’n
To Hold Meeting

PHILADELPHIA, PA. — The
Philadelphia ‘Securities Associa-
tion will hold a meeting at 4:15
p.m, Nov. 15 at the Provident
Trust Co. with Harld H. Young,
Eastman, Dillon & Co. speaknig
on utilities,

Lee Higginson Corp. Elects

At a meeting of the Board of
Directors of Lee Higginson Corp.,
40 Wall Street, New York City,
N.. Penrose  Hallowell, former
President, was elected Chairman
of the board, and Charles E. Cot-
ting, former Vice-President and
Treasurer, was elected President
and Treasurer, ' ’
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- Says Industry’s No. | Problem Is o Earn Enough

- For Capital

Replacement

In talk to Philadelphia Financial Analysts, J. Howard Pew cites rise

of 178% in replacement

value of present facilities.

. J. Howard Pew, former President and a Director of Sun Oil
Company, told the Financial Analysts of Philadelphia at a luncheon
meeting on Oct. 7 that American industry’s No. 1 problem is to earn
enough money to assure replacement of its plant and equipment at

the high cost¢

of present-day
construction. .

Citing actual
figures to
show that at
Jan, 1, 1948,
construction
costs, the re-
production of
all industrial
industrial
plant and
equipment in
the United
States would
cost 178% of
the original
investment in
present facilities, Mr. Pew ' de-
clared that only industrial profits
can make up this difference be-
tween actual replacement costs
and allowable depreciation re-
serves.

Pointing out that

J. Howard Pew

industry’s

continuing ability to serve Amer-
ica’s needs is threatened by the
disastrous effects of inflation, re-
sulting from unsound monetary
policies, Mr. Pew declared that
“industry will commit economic
suicide unless it can create with-
in its operations the means to in-
sure its reproduction.”

Drawing. a sharp parallel be-
tween our present economic situa-
tion and the fate of British indus-
try, which lived on capital  be-
tween the wars, Mr. Pew stated
that, “What has happened in Eng-
land can happen here, if the
American people refuse to permit
industry to earn such profits as
may accrue from the free func-
tioning of competition and the
laws of supply and demand.”

“Upon the solution of indus-
try’s replacement problems,” he

said, “depends the survival of
America’s living standards.” -

Sees Some Soft Spots in Business Picture

Dr. Emerson P. Schmidt, Economic Research Director of Chamber

of Commerce of the United States, reports while immediate outlook

for capacity production is good there is some decline in -optimism
for long-term future.

In an abstract of a report to the Board of Directors of the Cham-
ber of Commerce of the United States at its September meeting, Dr.
Emerson P. Schmidt, the Director of its Economic Research Depart-
ment, sees a growing pessimism regarding long-term business, despite

the immedi-
ate favorable
outlook. Says

Dr. Schmidt

in his report:
“The im-

- mediate out-
look for ceil-
ing or capac-
ity. procluction
and employ-
ment is very
strong. Never-
theless. in the
last 60 days
there has been
something of
a decline  in
. optimism fora
Jong-term future. Whether this
pessimism i3 traceable to the
clouded international outlook, or
to the stock market doldrums, or
to some other factors, is hard to
determine. If the stock market
is to blame, we need an explana-
tion for irs sluggisnness.

“Business confidence may Le
defined as the conviction that peo-
ple generally are spending theil
incomes promptly, are not hoard-
ing and will nct hoard income.
Production always finances its
own consumbption provided .com-
petition governs prices and no
substantial amount of income is
being hoarded.

“While profits are substantial,
business concerns as a whole con-
tinue to borrow additional funds
so that, on net balance, invest-
ment is exceeding savings and no
income is being hoarded.

“New investment in. manufac-
turing plants and equipment has
gone forward at an unprecedented
rate in the last two years and
shows some signs of declining in
ihe next year or so. ;

“There are abundant opportuni-
ties for new investment in public
utilities, service establishments
including many varieties of com-
mercial activities, hotel accommo-
dations, etc. . - i
. “We may. surpass the previous
construction record.in house build-
ing this year, We are today com-

Dr. E. P. Schmidt

pleting a new dwelling unit every |..

‘34 seconds around.the clock every
day in the week. .- i
o0y #If -as-investment 'in..manufac-
. turing facilities' begins: to shrink,

the investment funds can be di-
verted into housing and service
establishments, prosperity is cer-
tain to continue and every effort
should be made to exploit new in-
vestment opportunities: as previ-
ous investment outlets begin to
taper off. ;

“Our capital investment per
gainfully occupied person is still
below our pre-depression ratio.
Since the beginning of the depres-
sion we have added the equivalent
of two Canadas in population.

“Many of our shortages and
some of our high prices are due
to bottlenecks in production facil-
ities’ which have not yet been
eliminated.

“From the beginning of the de-
pression until about two years ago,
we probably consumed capital on
net balance. In the last few years
we have had the most vigorous
capital expansion in our history.

“Whole new industries have
sprung up. Thousands of new
products have been developed.
Regional relocation of people and
indusiry all require great quan-
tities of new capital investment.’

“We have experienced a veri-
table revolution in agricultural
technology. Farm electrification
means billions of dollars: of house-
hold and farm-operating appli-
ances, tools, and implements. The
new hay maker, for example, con-
siderably more efficient than the
hay baler, completely’ eliminates
all hand operations and ,human
handling of hay from cutting to
the barn mow.

Revolutionary Developments

“All of these developments pro-
vide prodigious outlets for invest-
ment, emphasizing the importance
of diverting a.substantial -portion
of the national income. to saving
s0 as to finance this capital forma-
tion. : Similar revolutionary ‘devel-
opments are taking place in many
manufacturing - processes.- and.: to
some. extent .in- distribution: and
servicing. 4
“We-are. still to a-degree the
beneficiaries -of- momentum of the
depression and-war=created short=

rages and the-tripling of ourmoney

supply... This redundant:meney-is.-

still working its way into our
-cost-price --structure,-pulling .. up
demand.

“In those industries in which
prices have been kept artificially
low, such as farm implements,
automobiles, and  some’ metals, the
‘gray’ market continues to persist.
In the case of lead and aluminum,
in many markets the price of
scrap metal actually exceeds the
price of brand new ingots.

Some Soft Spots

“In spite of these bullish fac-
tors, more soft spots are beginning
to appear. Price declining grains
have reached or approached the
artificial government supported
price levels. The futures market
in most grains is lower by sub-
stantial amounts than the cash
market. Some c¢oal mines are
operating on a short work-week.
The same is true of some textile
mills.

‘In the case of meat, the pros-
pects for lower prices are. still
uncertain, The hog-corn ratio to-
day is highly favorable to the
breeding of more hog stock. For
every increase in our hog popula-
tion by six, one young sow must
be kept for breeding purposes,
thereby actually shrinking for the
time being the production of pork.

“A year from now, hog prices
will be relatively lower. In the
case of beef, the production. cycle
may delay lower prices for a year
or two longer. Some experts be-
lieve that hoth pork and :beef
prices have hit their peals.

“Some of the foregoing soft
spots are reflected in the new or-
ders and inventories. For exam-
ple, in manufacturing, the new
orders of non-durable goods in
July were slightly below a year
ago but inventories were up 17%.
In the case of durable goods, new
orders were up 16% and inven-
tories were up only 7%.

“Clearly. some of the soft goods
lines arewin:for some trouble or
readjustment.and this ought to be
reflected in"more favorable con-
sumer prices, providing we can
avoid a fourth round of wage in-
creases that would simply pay out
‘more purchasing power, which
would tend to raise prices or at
least prevent them f{rom settling
down.

Tighter Money

“Due to the unrest created by
rising prices, the special session
of the 80th Congress provided a
number = of anti-inflation steps
which are  beginning to make
themselves felt.

“The new consumer credit con-
tools will choke off part of the
excessive demand.  The increase
in the reserve requirements of
commercial banks will slow down
loan #nd credit expansion. The
Federal Government’s upward ad-
justment of the interest rate on
short-term borrowings is being re-
flected in higher interest charges
for private loans.

“These steps constitute the be-
ginnings of what may be an era of
tighter money. In the past, very
few booms have come to an end
except through a growing scarcity
of money.

“We now face the difficult task
of s_tepring a middle course in our
policies so0- as to check. inflation
without precipitating contraction.
Our goal is abundant job oppor-
tunites, high-level output, and rea-
§onab1e prices. Government hav-
ing control of fiscal and monetary
policies has the greatest responsi-
bility in steering this course.”

With Shearson, Hammill
‘. Shearson, - Hammill & ' Co.,,
members of the New York Stock
Exchange . and. other- principal
stock and commaodity exchanges,
announces ' the  association. with:
the firm's. uptown office of Roger

F...P.. McMahon;, fernrerly: with-.

Jacquin; Blisg & Stanley.:. ;.7 i

stitutions.
oughly un-

popular in

Britain. Their

original un-

popularity

—especially

that of the In-

ternational

Monetary

Fund — was

due to fears

that British

monetary” and .
economic

policies would

be dictated by

the United

States Gov-

ernment

through its direct and indirect in-
fluence over the two institutions.
It was feared that the Fund would
have 'too ‘much power, that it
would be able to prevent Britain
from devaluing adequately if and
when such devaluation should be
found necessary. On the basis of
the experience of the last eight
months, however, the Fund is now
criticized. on a totally different
ground., The main objection is
not that it is too powerful but
that it is quite powerless.

There has been so far no con-
firmation of the original British
fears that the Fund might abuse
its poyer by vetoing a justified de-
valuation of the pound—for the
simple reason that Britain has no
desire to devaluethe pound. On
the other hand, hopes that the
Fund would be able to prevent
multiple currency practices have
have failed to materialize. France,
Italy and a number of other coun-
tries cheerfully disregard their
undertaking given in the Bretton
Woods Agreement to abstain from
such practices, and the Fund
seems to be unable to do any-
thing about it. . It is not known
whether the offending’ member
governments have been threatened
with expulsion; if so, the threat
produced singularly little impres-
sion. The payment of premiums
on gold is also practiced by some
members in violation of their un-
dertaking.

The Fund has, of course, the
power of withholding assistance
from offending members. But
since there is in any case a ban on
dollar facilities to countries par-
ticipating in Marshall aid no pres-
sure can be brought to bear on
them by that means. Moreover,
since the Fund does not seem to
be very helpful in the present
crisis, member countries are less
afraid of being expelled than the
Fund is of losing members.

This brings us to the second point
of criticism raised against the
Fund—that it"has been unhelpful
amidst the present difficulties.

Dr. Paul Einzig

held in London it was urged from
British' side that the rule under
which a country is not allowed to
draw more than 25% of its quota
within any one year should be
suspended. This was opposed,

however, by Mr. Snyder, on the
ground that if member countries
should be. allowed to draw on
their. facilities in full the Fund’s
resonrces would. soon:become ex-
hausted, long before: equilibrium
could be restored, and that the
Fund would then cease to be: of
any further use.. It was: his opin-

‘ Fund-should-be reserved-for:com-

Last year when the meeting was |

ion . that~ the:: facilitiés:: of ; .the

Britain’s Views on Bretton Woods
Institutions

By PAUL EINZIG

Dr. Einzig notes basis of unfavorable views on International Mone-
tary Fund and World Bank has changed from fear these institutions
would be too powerful to complaint they are not powerful enough,
Says statutes of institutions are too rigid and Marshall Plan limits
sphere ‘of their activity.
LONDON, ENG.—The annual meeting of the International Mone-
tary Fund and the International Bank of Reconstruction gave occasion

to a revival of British press criticisms ot the two Bretton Woods in-
Ever since they were conceived in 1944 they were thor-

(O st e e

paratively normal periods when
they could play a very useful part
in balancing temporary deficits.

The British argument is that the
resources owned by the Fund are
needed now, not in several.years’
time. Even if a full use of the
facilities of the weak - countries
should result in a temporary im-
mobilization of the resources of
the Fund, the frozen credits
would unfreeze with the return of
normal conditions, so that the re-
sources would become once more
available for meeting minor gaps.
Against this the American argu-
ment contends that the Fund’s to-
tal facilities would be a mere
drop in the ocean of the present
abnormal dollar requirements,

It is” felt in London that the
statutes of the Fund, and also
those of the Bank, are far too
rigid, and should be’modified in
the light of experience, As it is,
both institutions are looked upon
as “white elephants.” They, and
the whole system established at
Brettori Woods, stands utterly dis-
credited in the eyes of that sec-
tion of the British public which
takes an interest in such matters.
Nor has the report that the Fund
has granted facilities to Czecho=
slovakia and is about to grant fa-
cilities to Yugoslavia increased itg
popularity. It is pointed out that,
since the ruling under which
Marshall aid countries are not fo
use their facilities prevents the
Fund from assisting Western
Europe, its main sphere of activity
lies in Eastern Europe, in coun-
tries behind the “Iron Curtain.”
This, it is argued, amounts to in-
direct financial assistance to the
Soviet Union. Just as the Bank
for International Settlements be-
came an instrument of financial
appeasement before the war, so
the Fund seems to be destined, it
it suggested, to play a similar role
in the present international politi-
cal tension.

The outcome of the Washington
meeting of the Fund and the Bank
is awaited with some interest, in
the hope that something will be
done to ensure that the two insti-
tutions should play a more active
and more effective part in the
present crisis.

Emile Z. Weinberg Now
With Bruns, Nordeman

Bruns, Nordeman & Co., 60
Beaver Street, New York City,
members of
the New York
Stock Ex-
change, an-
nounce that
Emil Z. Wein-
berg is now
associated
with them in
». charge of
their. public
~:relations.  de-
‘ partment.
"~ Mr., . Wein-
+ berg, who has
J-20.years’ ex-
- perience in
the “securities
business,” was
a public relations counsel prior to
-Jjoining . Bruns,- Nordeman. - : Mr.
Weinberg-also- served. from 1941
to-1945-as a district ‘manager- for

Emile Z. Weinberg

the  War" Production: Beard:. .

gitized for FRASER
p:/ffraser.stlouisfed.org/
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t CONSOLIDATIONS
NEW BRANCHES
! NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

NEwWS ABOUT BANKS
AND BANKERS

Guaranty Trust Company of
New York announces the appoint-
went of Alexander H. Gentes as
& Vice-President and of John R.
Doty as an Assistant Secretary,
toth in the foreign department of
the company’s main office. Mr.
Gentes has been an officer in the
company’s foreign department
since 1924, serving as Assistant
Treasurer until 1929, then as As-
sistant Manager until 1944, and
Yor the last four years as Second
Vice-President, In the Guaranty
and in other New York banks

~with which he was previously as-
sociated, he has specialized in
foreign credits and other phases
of foreign banking. He has writ-
ten extensively on foreign credit
and exchange matters, and has
been a speaker on these subjects
tefore numerous groups. He has
served as Chairman of the Admin-
istrative Committee of the Foreign
Credit Interchange Bureau of the
Wational Association of Credit
¥en, and has been active in other
¥oreign trade organizations. Mr.
Doty has been with the company’s
doreign department since April,
1946, and had previous banking
and business experience in New
Vark and Cuba.

S. Sloan Colt, President of
DBankers Trust Company of New
York, has announced the election
of two officers and the promotion
of three others. Those named As-
sistant Vice-Presidents are H. G.
Burrowes, formerly a trust of-
ficer; F. A. Ritchie, previously
Assistant Comptroller, and C. F.
Jennings; who had been an Audi-
for. F. D. Flaherty has been
clected to the post of Assistant
‘Treasurer, and D.- Mac M. Dick-
¢rson has been named ‘Assistant
HNuditor. ;

The story of The Port of New
York Authority is the theme of a
special display installed on Oct. 9
in the windows of Colonial Trust
Company of New York at the
Avenue of the Americas and 48th
Street, it is announced by Arthur
8. Kleeman, President of the com-
vany. The pictorial exhibit, which
extends through 17 windows along
ihe two streets and in the building
lobbies, will remain on view for
four weeks. “It is a privilege for
Colonial Trust Company to pre-
sent “this exhibit,” Mr. Kleeman
said, “which so clearly depicts the
great contributions of The Port
of New York Authority to the
preeminence of the New York-
Wew Jersey Port District.”

Included in the display are pic-
iures of each of the bi-state
agency’s bridges, tunnels and air-
yorts, as well as its seaport in
Newark, its grain terminal and
union railroad freight terminal.
The exhibit also contains enlarged
drqwings and plans of the two
union motor truck terminals now
under construction in Manhattan
and Newark, and the union bus
terminal to be completed by the
Authority in 1950 on the entire
block between 40th and 4lst
Streets and Eighth and Ninth
Avenues in Manhattan. Port pro-
motion ‘is  highlighted through

-.maps and other literature issued

1o shippers, and data on the Port

* Authority Trade Promotion : of-

fices in New York, Chicago, Wash-
ington and Cleveland.
W £ ES

Paul E. Landon has been elected
a trustee of the South Brooklyn
"Savings Bank of Brooklyn, N. Y.,
it was announced by D. Irving

. Mead, President, according to the
Brooklyn “Eagle” of Sept. 29.
ES = Ed :

The Steuben Trust Company of
HYornell, N. Y., received on Sept,

Lof Sept. 9, page 1017,

28 the approval by the State
Banking Department for a certifi-
cate of reduction in the capital
stock [rom $282,000, consisting of
2,640 shares of preferred stock “A”
of the par value of $50 each,
1,000 shares of preferred -stock “B”
of the par value of $50 each, and
1,500 shares of common stock of
the par value of $662; each, to
$250,000, consisting. of 5,000 shares
of the par value of $50 each. An-
nouncement of this was made by
the Banking Department on Oct. 1.

The resignation of Laurence F,
Wittemore as President of the
Federal Reserve Bank of Boston
was- announced by the directors
of the Bank on Oct, 4. Mr. Wit-
temore resigns to devote his entire
time to his new post, President
of the New York, New Haven &
Hartford RR. In the Boston
“Herald” of Oct, 5 it was stated
that Mr. Wittemore, a veteran
railroad man who served many
years with the Boston & Maine
RR., was chosen to head the re-
organized New Haven road Aug.
31, after control of the railroad
was acquired by a group headed
by Frederic C. Dumaine, 82-year-
old Groton: financier. He suc-
ceeded Howard S. Palmer, re-
signed. The same paper also stated
that in making the announcement
Albert M. Creighton, Chairman of
the board of the Reserve Bank,
said that the acceptance of Mr.
Wittemore’s resignation was taken
“with regret” and that his group
now has under consideration the
election of a suecessorto Mr.: Wit=
temore. Pending such election the
chief = executive officer  of the
bank will be William Willett,
First Vice-President.

Rollin B. Fisher, Vice-President
and a trust specialist of both the
First National Bank and thé Old
Colony Trust Co. of Boston, died
on Oct. 4. The Boston “Herald”
states that Mr. Fisher was asso-
ciated with the two institutions
for mearly 50 years. At his death
he was 64 years of age.

Robert W. Upham was -elected
Vice-President of ‘the Peoples
Savings Bank of Providence, R. L,
at the 97th annual meeting held
on Oct. 5. In réporting this, the
Providence ‘“Journal” stated that
Mr. Upham' also retains his pre-
vious position as Treasurer and
Secretary. The “Journal” added
in part:

“Two other members of the
bank’s operating staff, Raymond
H. Blake and William P. Dodge,
were also named as new. Vice-
Presidents for the ensuing year.
Mr. Blake will serve, in addition,
as Assistant Secretary and Dodge
as Assistant Treasurer. James B.
Leach was elevated to the added
post of = Assistant  Secretary.
Charles C, Marshall was reelected
President.”

The appointment as Vice-Presi-
dents of the Mellon National Bank
& Trust Company of Pittsburgh,
Pa,, of Clifford L. Potter and Mil-
ton C. Smith, formerly Assistant
Vice-Presidents of the trust de-
partment, was announced on' Oct.
8 by Frank R. Denton, Vice-
Chairman of the bank. -

The stockholders of the First
National Bank in Latrobe, Pa.,
approved on Oct. 1 the plans for
the taking over of their bank by
the Mellon National Bank & Trust
Co. of Pittsburgh, The bank as
a result has become the Latrobe
office of the Mellon. Reference to
the plans was made in our issue

s

The death of Elwyn Evans,
President of . Wilmington Trust
Company. of Wilmington, Del., oc-
curred on ‘Sept. 27 as the result
of a heart attack suffered at To-
ledo, Ohio, while on his way to
attend the annual convention of
the American Bankers’ Association
at Detroit. Mr. Evans, who was
born in Racine, Wis., was a di-
rector of the E. I. du Pont de
Nemours Co. Special advices from
Wilmington to the New York
“Times” said in part:

“While at Oxford [of which he
was a graduate] he spent two va-
cations and a term as a member
of the American Relief Adminis-
tration under Herbert Hoover in
Austria-Hungary and the Crimea
of Russia.

“After practicing law in Mil-
waukee for five years he joined
the Wilmington Trust Company.
In 1935 he became Executive Vice-
President and in 1942 President.
He was elected to the board of
directors ‘of du Pont in the latter
year, and served as Chairman of
the Committeé on Audit until
1947 when he became a member
of the Finance Committee.”

Mr. Evans was 52 years of age.

£ 3 £

Under the title of the Carroll
County National Bank of West-
minster, Md., and the charter of
the First National Bank of West-
minster, the consolidation was ef-
fected on Sept. 30 of the First
National Bank, the Farmers and
Mechanics National Bank and the
Westminster Savings Bank, all of
Westminster. The Carroll County
National Bank has common capi-
tal stock of $400,000, divided into
40,000 shares of the par value of
$10 each, and a surplus of $550,000.
The First National Bank had a
capital of $125,000, while the
Farmers and Mechanics and West-
minster Savings Bank each had a
capital of $100,000. Previous items
regarding the consolidation ap-
peared in,these cplumns Sept..2,
page 916, and Sept. 30, page 1329.

In furtherance of plans of the
directors of the First National
Bank of Chicago toward the dis-
tribution of a 25% stock dividend,
Edward E. Brown, Chairman, an-
nounced after a meeting on Oct. 8
of directors that the board had
called a special meeting of share-
holders for Dec. 21 to vote on the
distribution of a $15,000,000 stock
dividend which would raise the
bank’s capital to $75,000,000 from
its present $60,000,000. The Chi-
cago “Tribune” of Oct: 9, from
which we quote, also had the fol-
lowing to say in part:

“Under the plan to be submitted
to shareholders one new share will
be distributed for each four shares
now owned. The distribytion will
be made to stockholders of record
Dec. 15.

“The funds for the $15,000,000
dividend will be taken from the
bank’s surplus account which
stands at $75,000,000. After the
distribution the bank will have a
capital of $75,000,000 and a sur-
plus of $60,000,000, or a total of
$135,000,000.”

In furtherance of ' the liquida-
tion ' of the old First National
Bank of Detroit, Mich., which was
placed in receivers’ hands in the
1933 bank holiday, stockholders of
the bank will on Oct. 25 share in
a $5,000,000 disbursement by the
First Liquidating Corp., it was an-
nounced by W.. T. ZurSchmiede,
President, according ‘to the De-
troit “Free Press” of Oct. 6. The
paper quoted also said in part:

Mr. .ZurSchmiede’s notice in-

forms stockholders that the dis-

tribution, amounting to 25% of
claims, is preliminary to a final
disbursement expected to amount
to $7,000,000, or 35%, contingent
upon pending tax settlements.

“All depositors have been paid
in full, many with accumulated
interest. .

“With one previous payoff. of
25% .to stockholders, their recov-
ery is expected to reach 85% of
assessments paiq.”

John E. Hauss. was appointed
Assistant Cashier of Mercantile-
Commerce Bank & Trust Co. of
St. Louis, Mo., at a. board of di-
rectors meeting held Sept. 23,

% 5 b

The Association of Bank Women

of Milwaukee has elected Miss

Paula Bruhn -of Marine National |

Exchange of Milwaukee, Wis.,
Bank as Chairman, it is an-
nounced ' according to the Mil-
waukee “Journal” of Sept. 24.
Miss Mary A. Ralston, First Wis-
consin National was named Vice-
Chairman; Mrs. Mabel P. Schou-
ten, Wauwatosa (Wis.), = State
Bank, Secretary, and Miss Laura
E. Roth, Cudahy State Bank, of
Cudahy, Wis., Treasurer.

George A. Ehrenpfort has been
elected a Vice-President of the
San Francisco Bank of San Fran-
cisco, Cal., it is learned from the
San Francisco “Chronicle” of Sept.
30, which adds that Mr, Ehrenp-
fort has been Assistant Vice-
President in the Mission branch
and will now. be in charge of that
office. The “Chronicle” further
says: :

“President Parker S. Maddux
announced other promotions: Pro-
moted to Assistant Vice-Presidents
are Herbert J. Gaevert, Robert A.
Peters and William A, H. Flei-
scher; promoted to ' Assistant
Cashiers are William Lloyd Bloom,
Arthur M. Hall," George J. Myers
and Raymond S. Stelling.”

The Anglo California National
Bank of San Francisco plans to
open a branch office on Van Ness
Avenue in that city, it was an-
nounced Oct. 7 by Allard A. Cal-
kins, President, The new office
will have complete banking facil-
ities. A large area will be occu-
pied by the headquarters of. the
bank’s automobile contract depart-
ment, now located at 510 Mont-
gomery Street, This department,
it is said, has the distinction of
having been the first to be estab-
lished by any bank in the United
States for the financing of auto-
mobile purchases and has been in
continuous operation since April
1, 1917. The new office is ex-
pected to open for business shortly
after the first of the year.

Homer E. Geis, Assistant Vice-
President of The California Bank
of Los Angeles and C. J. Fuglaar,
Treasurer of the bank’s affiliate,
California Trust Company, have
completed 25 years of service with
their respective institutions. A
graduate of Georgetown Univer-
sity, Mr. Geis was admitted to the
California State Bar in 1923 and
previously practiced law in Mon-
tana and the District of Columbl.a.
Mr. Fuglaar held positions in
North Dakota and Montana banks
for a number of years prior to
joining the trust company’s staff
as accountant in 1923.

The election of Henry Matthew
as President of the Federal Land
Bank of Spokane, Wash.,, was
made known in the Seattle
“Times” of Sept. 2. Associated
with the Bank for 20 years, 17 of
which he served as Vice-Pres-
ident, . Mr. Matthew succeeds  in
the Presidency R. E. Brown, who
is retiring, -says the anneunce-
ment made by William A. Schoen-
feld, Chairman of the Land Bank’s
Board. i

J. W. Woolfolk Dead

J. 'W. Woolfolk, President of
Wheeler & Woolfolk, Inc., New
Orleans, and ‘a former President
of 'the’ New Orleans Stock Ex-
change, died on Sept. 22. :

Dur;ba;r Adds Vadasz

"BEVERLY HILLS, CALIF.—-
Frederick Vadasz is now associ-
ated with John B. Dunbar & Co.,
443 North .Camden Drive.

H. R. 0'Neil Joins Staff
0f Demsey-Tegeler Ge.

LOS ANGELES, CALIF, — Hu-
bert R. O'Neil, Jr. has become as-
sociated . with
the New York
Stock Ex-
change firm
of  Dempsey-
Tegeler & Co.,
210 West
Seven'th
Street. Mr.
ONeil was
formerly with
Morgan & Co.,
Bourbeau &
Douglass,
Buckley
Brothers, and
Butler - Huff
& Co. In the
past he was
head of his own investment firm
in Los Angeles.

Hubert R. O’Neil, Jr.

New Cuban Regime’s
Policies Indicaled

What is probably an indication
of the course President-elect Dr,
Carlos Prio Socarras of Cuba will
follow, when his Government as-
sumes office on Oct. 10, was dis-
closed yesterday by Dr. Miguel
Varona Galbis, Vice-President of
the Havana Stock Exchange.

Dr. Varona Galbis, now in New

York for discussion of affairs of
his Exchange with financial in-
terests, said that members of the
New York Slock Exchange and
representatives of finance and in-
dustry, were elated at opinions
expressed by the President-elect
when he attended a recent meet-
ing of the Exchange held in his
honor.
- “The President-elect,” said Dr.
Varona Galbis, “expressed his
firm belief that complete cooper=
ation, harmony and understanding
between the Government, capital,
labor and management are essen-
tial to national and individual
prosperity, and the progress of
Cuba. ,

“The President-elect amplified
this,” said Dr. Varona Galbis,
“emphasizing "a requirement for
fair wages; encouragement of fair
profits that will enable employers
to pay them; and mutual coopera-
tion in converting manpower and
resources into usable, fairly dis-
tributed wealth. :

“A major promise in Dr. Prio
Socarras’ program’’ said Dr. Va-
rona  Galhis, “is to maintain a
well" balariced price for Cuba’s
sugar.crop so that fair profits will
be earned; competition with other
producers will be kept on an
equitable basis; and, when supply
again = balances = with  demand,
Cuba’s record of not taking price
advantage during the shortage
will be beyond reproach.

“The - .President-elect,”  con-
tinued Dr, Varona Galbis,  “is
aware that considerable Cuban
capital is idle and that suitable
opportunities must be opened for
its ‘employment. He also recog-
nizes the need of foreigr: capital
investment to  expedile Cuban
progress and prosperity; and the
coordinate need of insurance to in-
vestors in the form of an efficient,
dependable government and har-
monious internal conditions.”

The President-elect is'described -
as a young, democratic, vigorous
minded man, with the ability and
intention to run the government
on a business-like basis. :

Dr. Varcna Galbis, in speaking
for the Havana Stock Exchange,
said that it is his impression that
capital and industry look forward
with great - confidence, that new
opportunities will be opened in
Cuba as the new government.in-

augurates its policies,
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. Defends Life Insurance Bond Purchases

Graham Adams, financial consultant, in letter to friend, sayslife .
compames have filled gap caused by inability of private investors
to supply needed industrial capital.

The “Chxomcle” has received a copy of a letter, dated Oct. 7,
which Graham Adams, ‘a financial' consultant and a former Wall

Street broker, wrote to one of his old acquaintances, whose identity
is not dlsclosed regardmg the current controversy between insurance

companies and banks in the mat-®

ter ‘of private placement of secu-
rities.

The text of this letter follows

Dear ;
If .you. have not read 1t I be-
lieve you will be very much in-
terested in the enclosed “Empire
Trust Letter, “ dated Oct. 1, 1948.
Mr. Lawrence is one of the sound-
est economists I know.

Wholly aside -from. the life in-
surance ¢ o0impany-commercial
bank controversy regarding infla-
tion, which you apparently
launched (shame on you!), I am
wondering what would have hap-
pened to our economy if the life
insurance companies did not con-
structively step into the vacuum
created by the inability of the in-
vestment banking houses to dis-
iribute: an adequate amount of
senior - industrial securities to
others during the past ten years.
Becaugce of almost larcenous.taxes,
there has been very little capital
formation in the past 15 years in
the hands of individual investors
whe were formerly the principal
clients of the investrnent banking
houses. Furthermore, the govern-
ment has kept bond interest rates
so artificially low that the yields
on them, aiter taxes, do not attract
individual investors. In addition
to this; the printing, accounting,
legal anc other expenses and the
delays disclosures and uncertain-
ties involved in registration with
the Securities and Exchange Com-
mission (as part of the underwrit-
ing aad distributing procedure of

publicly offered. securities) often

makes the cost, disadvantages and
difficulties alinost pronibitive for
many companies and especially
small irdustrial companies. In the
face of these conditions, there was
a growing demand. for long-term
tunds with which to finance post-
war reconversion and supply the
increased working capital . re-
quired in an inflation period to
carry higher-priced inventories,
l_arger accounts receivable, mount-
ing payrolls, ete. Fortunately, the
life iasurance companies were

able to step into the breach and
take over, to some extent, the
former functions of the mvest-
ment banking houses; so far ‘as
senjor financing is concerned, for
corporations other than railroads,
publiz utilitiés and municipalities,
which, under the law, must sell
their securities throurrh the inedi-
um- of competitive public bidding.

At the risk of boring you with
information you  may already

have I would like to make the |

following: general comments: in
round, approximate figures, the
492 life insurance ‘coimpanies: in
this country have assets today of
$50 billion and $200 billion of in-
surance outstanding. Their assets
have about doubled in every re-
cent - decade and, as‘you know,
over 818 -billion (37.2%) of them,
as at last June 30, were invested
in . United States Government
bonds (and, incidentally, where
would tl.ese €18 billiou of gov-
ernment ponds have' bzen" piaced
if the life insurance companies did
not buy them?)..I do not believe
“more than 25 of the 492 life insur-
_ance companies have so far or-
‘ganized departinents for properly
handling corporate- loan applica-
tions.: Aecording to Mr. Sherwin
C. Badger of the New. England
Mutua)] Life Insurance Co. (speak-
ing al the Financial Section Meet-
ing of the American Life Conven-
tion, Chicago, IlL., Oct. 4, 1948):
“During the past ten years ap-
proximately $10: billion of secu-

‘California

rities have been placed by this
method, representing 30% of all
corporate flotations in the period.
To this date the figure has been
nearly- 40%. while  in industrial,
as distinguished from railroad and
public utility. financing, the per-
centage 'is very much higner.”
However, Mr. Badger's $10 bil-
Yion figure is probably too high,
because practically all these loans
are fully amortized, through min-
imum fixed annual payments, by
their maturities and many of them
are further reduced by additional
contingent earnings sinking funds.
Hence, the total now invested in
them operates, in a way, like a
revolving fund. In any - event,
=ven $10 bhillion would represent
only 20% of the life insurance
companies’ total assets and, it
zeems to me, we should all be
thank{ul that the insurance com-
panies are in a position to loan
this money to qualified corpora-
tions., ' The insurance conipanies
have very exacting requirements
and I know from experience that
the loans are made on very con-
servative and constructive bases
w.d after. the most thoxough in-
vestigations,

These long-term insurance
company loans are, of course, not
competitive in any way with the
demand - and - short-term - loans
inade by the comimercial banks
against the latter's demand de-
posits on which they do not pay
interest. On the other hand, the
insurance coripanies have a con-
stant influx of premiums in excess
of their current payments, do not
require the same high degree of
liquidity and, in justice to their
policyholders, must coblain a fair
return on their investments if the
cost of insurance protection is not
to become prohibitive. I personally
believe that the  life “insurance
coinpanies not or.ly made a great,
patriotic contribution to the war
effort by investing so large a per-
centage of their assets in arti-
ficially supported, low inierest
bearing. government bonds, but
that they are now also perform-
ing a necessary and very fine pub-
lic. service in making these pri-

vate loans to our better industrial ||

companies under. prevailing con-
ditions,
With cordial regards, I am,
Sincerely yours,
(Signed) GRAHAM ADAMS
New York City
Oct. 17,1948

W. Schag Heads Dept.
Of Davis, Skaggs & Go.

SAN FRANCISCO, CALIF.—
Walter F. Schag' has become as-
sociated with
Davis,’ Skaggs
&iCo,1L1
Sutter Street,
members:  of -
the San Fran-
cisco Stock
Exchange, as
manager of
the brokerage .

d e p artment.
Mr. Schag:.
was . formerly
with First

Co;
Charles C,

Clarke is now Walter F.'Schag

lchief of the

Statistical and Research' Depart-
ment of Davis, Skaggs & Co. '

125% level fixed as a minimum by

| difficulty

‘Railroad: Securities

Gulf, Mobile & Ohio stocks have been trading listlessly at prices

trend . of operatlons and earnings.

well below the year’s best levels despite the particularly favorable

For the ' eight months through

August net income after fixed and contingent charges amounted to

$3,909,662. This represented a gair.¢
of some $925,000, or 31%, over the
like period a year ago. Allowing
for preferred dividend require-
ments for the period, earnings on
the common stock amounted . to
$3.23, .up more than $1.00 from
earnings for the eight months
through August, 1947.

One of the most favorable as-
pects of the Gulf, Mobile & Ohio
picture is the high degree of oper-
ating efficiency that has been at-
tained since operations have been
largly dieselized. The major part
of this program was completed a
little over a year ago but the pro-
gram 1is still continuing and the
effects have been cumulative. As
between 1946 and 1947 the system,
including Alton, which was merged
around the middle: of last year,
realized by far the largest cut in
transportation ratio of any major
carrier. The Gulf’s ratio dropped
from 38.8% in 1946 to 32.7% last
year. The 1947 showing was bet-
tered by only a few roads in the
country and compared with a ratio
of 40.0% for the industry as a
whole. :

In common with the industry as
a whole and most of the individual
| roads, Gulf, Mobile & Ohio ex-
perienced an increase in its frans-
portation ratio in the first half of
the current year. Gulf’s increase
was not so wide as the Class I
average and has been more than
offset by the sharp improvement
in the first two months of the sec-
ond half. The August ratio went
below 30%, a very rare accom-
plishment in these days. This dem-
onstrated ability to control ex-
penses ' involved: in ‘handling and
moving the traffic, which ‘usually

operating costs, adds considerable
long term investment stature to
the road’s various outstanding se-
curities,

There are other favorable angles
to the Gulf, Mobile & Ohio pic-
ture. The long term traffic pros-
pects appear bright. The road
operates for the most part in an
expanding territory. Over a period

account for 50%, or more, of allj

of years industrialization- of the

southern sectlons has brought a
healthy diversification to the sys-
tem’s business and has developed
important new traffic sources.
There is ample evidence that this
growth has not as yet run its full
course.” Expanding trade through
Gulf of Mexico ports is another
favorable factor. Finally, growth
of the system through a series of
mergers has materially strength-
ened the traffic status, in addition
to improving the earnings by -vir-
tue of an increase in the haul on
through .traffic. The lines now
extend all the way from Chicago
to the Gulf of Mexico at Mobile
and New Orleans.

The high degree of operating ef-
ficiency and the basically favor-
able traffic background - augur
well for continuation of a high
rate of earnings over the visible
future. They also point strongly
to the likelihood of a better-than-
average resistance to any decline
in business that does come over
the intermediate or longer terms.
As for the current year, the re-
sults to date indicate a possibility
of earnings perhaps as high as
$5.00 a share for 1948. This would
compare with $2.66 a share last
year and a deficit in the adjust-
ment year 1946, The common has
recently been selling only about
three times prospective 1948 re-
sults,

Despite the high level of earn-
ings and the favorable outlook it
is not likely that the management
will adopt any regular dividend
policies for the common stock.
The new equipment installed
hag- involved heavy cash outlays.
Also, a large amount of serial
equipment debt has been contract-
ed and the company has an issue
of 'serial collateral ‘trust bonds
outstanding.. These maturity re-
quirements . dictate ' conservative
financial policies.. Nevertheless,
the preferred has finally been put
on a regular quarterly basis and
it is likely that a token distribu-
tion on the common will be au-
thorized late this year as was done
in 1947.

‘——— Public Utility Securities

tion at. present levels.

Revival of Utility. Stock Financing .

The public utilities, in connection with their  huge construction
program of 1948-51, must do a considerable amount of stock financ-
ing in order to mamtam the ratio of equity money to total capitaliza-
Many large companies, such as Cleveland

Electric Illuminating, Boston Edi-#
son, - Commonwealth Edison and
others, wish to maintain a high
equity ratio, but if necessary could
temporarily . increase their debt
ratios.. On'the other hand, some
holding. company subsidiaries, as
well “as companies recently -re-
leased in the break-up of holding
companies, have lower equity
ratios  (many of them around the

the SEC). and must therefore issue
 stock . to maintain. this ratio—
though of course some eqmty
money  is realized through rein-
vested : earnings, and some .con-
struction money is also obtained
through cash released by.depre-
ciation and amortization accruals.
. There: is another reason why
«common stock financing is neces-
sary if debt ratios are to be held
<down. Utilities have had great
in  issuing preferred
stocks in the past year and some
of them; such as Public Service
\Electric & Gas, have substituted
ldebentuxe issues. But the omis-

sion' of preferred stock throws a

greater burden on other methods
of financing.

Some companies have - issued
convertible -debentures as-a tem-
porary substitute for common
stock financing, with the intention

of forcing conversion at some later

date. Consolidated Gas of Balti-
more retired about-half its con-
vertible issue on July 1, since a
rather unusual provision in its
conversion privilege on that date

- “forced’’ partial conversion. Pub-

lic Service of Colorado has indi-
cated its intention to-force con-
version'of its-Debenture 3s, which
have been selling at a substantial
premium; it will issue new first
mortgage bonds and some con-
vertible preferred -stock.  Public
Service Electric -& Gas hopes
eventually to convert a large pro-
portion .of its 6,063,000 shares of
$1.40 convertlble preference stock
into common stock, but must await
better markets;, it is imitating
Philadelphia Electric in this re-
spect.

Detroit Edison proposes to issue
$47 million Convertible Deben-

tures some, time this Fall, offering
them to stockholders ‘at the rate of
$100 for each 15 shares of stock.,

-However, they will be convertible-i,

“not later than two years after
the date of issue.” Stockholders|
will vote on the proposal Oct. 26.

After a summer lull, plans for
new utility stock issues are getting
under way, and apparently they.
will all be subscription affairs.
Some are being underwritten,
others not. Most of them will
carry the over-subscription privi-
lege, which proved so popular
earlier this year—permitting any
stockholder to enter a  supple-
mentary subscription in addition
to exercising his regular rights,
the additional stock being sup-
plied (subject to allotment) out of
the unsubscribed portion of the
issue,

Columbia Gas has offered stock-
holders of record Oct, 5 the right
to buy new stock at $10 on a 1-
for-10 basis, rights expiring Oct.
28. While the offering is not un-
derwritten, a new type of arrange-
ment has been devised whereby a
nationwide group of security
dealers, managed by First Boston
Corporation, will be compensated
for obtaining subscriptions and for
selling shares of new stock to new
stockholders. United Corp., |a
large holder of Columbia, has ap-
plied to the SEC for permission to
subscribe for its regular allotment
of about 192,000 shares, and has
also asked permission to buy an
additional 50,000 sharés out of any
unsubscribed stock. The Colum-
bia rights are currently being
traded around 3.

Central & South We(st another
holding company, plans a 1-for-
10 issue of rights, probably within
a few weeks, to help finance the
system’s construction program.
Details have not yet been an-
nounced, but officials of the com-
pany and its subsidiaries recently
held a meeting’ with a group of
bankers and analysts to acquaint
them with the’ almost fabulous
growth ‘which® is “occurring " in
much of the system’s territory.

Washington Gas Light recently
offered subscription rights, ‘Com-
mon stockholders of record Sept.
29 have the right to subscribe to
stock at $21.50 a share on a 1-for-
5 bpasis, rights expiring Oct. 13.
First Boston Corp. and Johnston,
Lemon & Co. of Washington head
a group to underwrite the issue
and take up any unsubscribec
shares.” Rights are currently ,
traded over-the-counter.

Pennsylvania Power & Light
announced Sept. 24 that stock-
holders had subscribed for 91.5%
of the 316,863 shares of common~
stock recently offered for sale a%
$16.25 a share. The deal was un~

*| derwritten by First Boston Corp.

and Drexel & Company of Phila-
delphia, - who sold 1ihe unsub-
scribed stock.

Virginia Electric & Fower an-
nounced on Oct. 1 that rights

would be offered to stockholders
of record Nov, 12 to subscribe for
new stock on a 1-for-4 basis, with
over-subscriptions permitted. The
issue ‘will be underwritten. A
novel feature will be a partial
payment plan, subscritions being
payable at option in three equal
instalments on or about Dec. 1,
March 1 and June 1 (interest
‘being allowed on partial pay-
ments).

Francis I. du Pont Has
New Cleveland Branch

CLEVELAND, OHIO. — The
New York Stock Exchange firm
of Francis I. du Pont & Co. has
opened a branch office at 1010
Euclid Avenue. Associated withx.
the new office are Carl E. Dyas,
Ernest G. B. Benn and Harvey L.
Spero. All were previously with
the Cleveland office of Hirsch &
Co, of which Mr, Dyas was resi-

dent manager, .
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~ 'Remove Pegs on Government Bonds!

- (Continued from-page7)
more . .progress ' since -March of
1946 “either -in -getting control of
the -processes by which:our money
is ‘inflated, or.in. creating ~the

Jublic - agency ‘which should study

the picture and provide the foun-
dation for our future organization
and’procedures,

We, the businessmen, have not
done our part. If you have read,
you will recognize what I say, and
if you haven't read, 1 suggest you
do read ‘the public records of the
recent Senate and House Commit-
tee hearings which considered in-
flation during the Special Sesion.

There- was ‘an earnest effort
made in both of those Committees
by the members of the Senate and

House to get an accurate pic-
ture of this exceedingly difficult
problem. ‘ :

The questions were intelligent.
They lacked' the -comprehensive
and accurate detail which only
full knowledge could provide, but
the information that: was given to
them was not comprehensive, was
not accurate, was not clear. There

. was no life insurance man before
those Committees. There was. only
one banker, and he was the Presi-
dent of the American 'Bankers
Association, and he appeared by a
very short, and not very helpful
memorandum, which is incorpo-
rated in' the Appendix of the
hyearings, !

Those who did  appear were
members of the Federal Reserve
3oard and Presidents of Federal
Reserve Banks in various parts of
the country, and I say that the
2ontribution made by those gen-
ilemen to the members of Con-
gress who have the final responsi-
bility was not what the business
world should provide for the use
of their representatives in a mat-
ter of such great ‘importance,
where we expect them to use’ in-
felligent judgment in making their
decisions, : ;

I listened a few days ago to the
Minister of Finance of Belgium. I
was impressed by three things.
_He emphasized the fact that Bel-
gium- has made great recovery
since the war. He said that it had
been due to private enterprise,
that there had been nothing like
socialization or nationalization in
the field of economics. He said
thtat” even in foreign trade, they
had recovered beyond their for-
eign trade of before the war, and
that the Government had not had
any part in it, proving that it is
not necessary, even in the field of
foreign trade, to have the govern-
ment represent private business
and industry. And he emphasized
the fact that Belgium’s money had
been stabilized.

How do I know that? Well, the
bilize money without action by
the government. - That is one mat-
ter which we, in a business world,
are absolutely dependent on gov-
ernment for. Government must
provide us with a sound money
for equitable and fair distribution
of goods and services currently,
and for the storing away of any
excess for future use. .

Government . and government
alone can give us the sound money
upon which - all business, and all
individual economic activity are
dependent. But the Minister of
Finance of Belgium said that that
restoration of sound money in
Belgium had come about with the
cooperation and  help of the
bankers and business people in
Belgium. That is precisely what
we need here, and it is precisely
what we have too little of in this
country, :

There are some important con-
tributions made in those hearings.
Mr. Eccles, with whose ideas we
frequently differ, remarked in re-
.ply to persistent questioning that,
under present conditions, present

- organizational - procedures, - the
Federal- Reserve " System  in : this

country is the greatest inflation |-0f

-~ engine that could be contrived by
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man, It is'a pretty strong state-
ment;' and yet-when you turn to
the' figures, there is some justi-
fication. for it. - There is much less
mystery . about this matter of
money .than we generally assume.
The day is passed when we can
talk about sound currency, .or
even sound money. What we
need is a sound monetary system,
which includes a lot more than
currency, and a lot more than the
average citizen understands about
money.

Our money supply is easy {o
understand, easy to-carry in your
heads. . It is just short of 170 bil-
lion dollars. - It .consists of two
billions of coins, mostly silver and
26 billions of bank notes, convert-
ible -into otker bank notes, and
nothing else, and the balance of
140 billions in bank deposits.

 Before the war, 60 bhillion was
enough money supply for our ac-
tivities of all kinds in this coun-
try. At the end of the war, our
money supply was -approximately
150 billion dollars. I say “at the
end of the war”; if there be any
meticulous critics around, I mean
the ‘Federal Reserve bulletins ‘at
the end: of 1945. I have always
enjoyed a poetic license in this
matter of figures, except in the
life insurance business, where I
am under the control of the actu-
aries, I take unto myself a little
leeway and express in round fig-
ures ‘what might be expressed
more accurately and more meticu-
lously.

In giving you these figures, I
emphasize the fact that since the
end of the war, the money in cir-
culation, consisting of that silver
and those bank notes, has not ma-
terially changed. It’s been around
$28 Dbillion. But that part of our
money supply which is bank de-
posits has risen by something just
short of $20 billion. . -, .

Oh, if you take the very latest
figures, it might “be only $161»
or $18 billion.

The other day, in Detroit, where
I was dealing with an academic
audience -— you know, the Eco-
nomic Club—I recited these fig-
ures and got kind of mixed up at
one moment and used billions
when I meant millions, and by way
of apology. I suggested that when I
earned my vocabulary in my early
days, we very seldom made use
of the word “billion.” It:was only
occasionally that we referred to
“million.” And when I added, as I
add now to you, the figures of our
money supply, the figures, par-
ticularly of our government debt,
have reached points where some
day soon you are going to be
listening to folks who talk about
not millions, not billions, but
trilliens. © Our money supply, to
my surprise, I found described by
an academic ‘economist since I
came from Detroit in terms of a
quarter of a trillion. instead cf
250 billion, and I say to you, watch
out when they start to talk about
trillions.

We know how this money sup-
ply went up during the war, It was
by too much government debt get-
ting into the banks, and the banks
didn’t pay for it with present ex-
isting money, as we in the life in-
surance business must do. when
we buy bonds. ' The banks created
bank deposits which increased the
money supply to pay for the Gov-
ernment bonds that they absorbed
in the process of financing the
war, and they didn’t do it all by
subscribing to new issues.

You remember in the Third Vic-
tory Loan, banks were forbidden
to subscribe to any but the shorter
term paper offers. You remember
that a little later, banks were put
in a position where they could not
buy and hold subsequently issued
long term bonds for a -certain
number of years; generally speak-

ing. until the -time ‘had arrived
when they. were within ten years

% gkl ) R
‘1, new. . hazard .- the - phrase,

‘“They “were ‘made"ineligible -for
bank ownership-until they were
within.ten ytars of maturity.”

- That, 'of course, was intended. to
stop. the expansion of bank de-
posits 'through the acquisition of
Government bonds, but the Treas~
ury ‘went on- selling short-term
Governments to the banks, even
after they were prohibited from
buying the longer term bonds, and
the ‘short-term bills and certifi-
cates had the same effect of .in~
creasing bank deposits ‘and the
money supply :that- long-terin
bonds sold to the banks weuld
have had. --And the banks went
on buying on the market, even the
bonds - they - were ‘forbidden - to
subscribe to upon:issue. -

How do I know that? Well, the
banks held $10 billion, at least, at
the end of 1945 of bonds they
were forbidden: to subscribe to
upon issue. ‘Where did they get
them? They got them on the mar-
ket; and I.am sorry for the poor
banks. - I am not crusading against
the banks. Why, those poor bank-
ers paid -a premium to get' those
bonds on the market, and there
was just as much contribution to
the inflation by their buying them
on the market as there would have
been by their subscribing :for
them at par. The only result was
that the bankers paid the free
riders a premium, .

And why did they do it? You
know perfectly wel that I am not
smart enough to correct the judg-
ment of the bankers. They bought
those bonds at a premium because
they were depending on the con-.
tinuance of the support of the
bond market by the Federal Re-
serve System under a formula
that assured them that they could
turn those bonds in to the Fed-
eral when and if they needed to
do it.

-But what has continvied to in-
crease the money supply since the
end of the war? I have just said
to you, since the end of 1945, the
government debt has gone down
about $28 billions. The market-
able debt, that is, what the banks
can hold, has gone down nearly
$40 billion, but, at the same time,
the money supply has gone up
nearly $26 billion, -

Well, those of you who are fa-
miliar with the operation of the
banking system know  how that
comes about. We have been con-
tinuing to buy gold through the
banking system. We have bought
nearly $1 billion worth of gold
since the end of the war through
the banking system.

Do you know how we buy that
gold? I am not quarreling with
the fact that we buy it. I recog-
nize that very much of it has been
the sale of foreign gold, which has
provided dollar balances in‘ this
country, and has enabled the sell-
ers to buy our goods in an amount
equal to the sale prices of the gold.

But do you know that, elimi-
nating a few details which are
bookkeeping heyond my capacity
to follow, that gold passes through
Reserve banks to the Treasury,
and is paid for at $35 an ounce
by a Treasury check on its bal-
ance with the Federal Reserve
Bank, and then God help the poor
gold. It is forwarded to Fort
Knox and returned to the earth
from whence it came:

And then the Treasury notifies
the TFederal Reserve Bank on
which it drew to pay for that gold
that it now has the gold safely
buried. “Please restore the bal-
ance of the Treasury,” and in order
to accomplish that, the Treasury
issues a gold certificate—oh no it
doesn’t. That’s what is used 16 do
in the horse and buggy days. What
it does is to enter on its books
a statement that some time, some-
how,- if .and.when, in the future;
the Federal Reserve. Bank will be
entitled.-to .a gold certificate, in |

Federal Reserve ,Bank: where -it
keeps the 'bank: account ‘that:that
has: been accomplished, the Fed-
eral Reserve. Bank :restores: the
price of gold to the balance of the
Treasury, and, in effect; cancels
the-check which was used to.pay
for the gold, and the gold has cost
the - Treasury. nothing, -and it .is
precisely as if you bought a Gen-
eral Electric refrigerator for $300,
told the bank you had it atter you
had drawn the check, and then
asked them to restore the $300 to
your balarnce, . ;

But not merely that, there has
been added to the bank deposits of
the country the price of the gold
in favor of the.seller. This seller,
let us say, draws on that bank bal-
ance and pays the International
Harvester Co., Chrysler or Gen-
eral Motors, and other companies,
for equipment and ships it abroad,
The ‘transaction- is closed. The
price of the gold has added to our
bank deposits. The bank deposits
have -been scattered through the
country. The gold - is buried in
Fort Knox. The proceeds of the
sale of the gold have been shipped
abroad.

We have $100 billion, if that
was the price of the gold, added
to our bank deposits ‘and our
money supply, but what did the
banks have? - In addition to all
that, the commercial banks have
added  reserves ' which they can
convert into four times the price
of the gold of additional bank de-
posits,

Now,.I recognize everything up
to that moment, but why, in the
name of heaven, should we, ‘with
the excessive money supply we
presently have, go on increasing
our money supply because some-
body chooses to sell us gold? That
is what is going on, and that is one
of the chief sources of the con-
tinued increase in bank deposits,
the most important part of our
current money supply.

+And the other way in which
that money supply  continues to
increase is through bank .loans
made with newly created bank
deposits.

At the risk of taking a little
more time than perhaps I ought
to, I'd like to recite for you the
details of a particular transaction.
A great oil company seeks to bor-
row from a combination of banks
$100 million. The proceeds are to
be applied to a very desirable
project. The loan is for eight or
ten years. Oh, yes, the banks now
make loans like that, not as many
now as they did a couple of years
ago. It was a good credit. The
life insurance companies would
have been glad to have it for that
term or a little longer, not at that
rate, but at a little higher rate.

And when someone asks, have
you free reserves to make a loan
as large as this—we thought your
reserves had pretty closely been
kept to the legal requirement for
the last couple of years.

“Oh, we can easily get the ad-
ditional reserves.” :

“How?”

“Simply by selling some of the
Governments to the Federal.”

“But suppose the Federal re-
fuses to take your Governments
in order to enable you to make a
loan like this?”

“Oh, they can’t. The Federal
Reserve Board has a rule support-
ing the Federal bond market un-
der which the district Federal Re-
serve Banks must take our Gov-
ernments at the pegged price.”

“And how many Governments
will you have to turn in to the
Federal in order to make a $100
loan?” - (This was before the in-
crease in reserves.)

“Oh, about $22 million.”

Now, that’s the way it has been
operating. The banks could-go on
making -loans, even though :their
portfolio had used up. their :free
reserves, by simply giving the
borroewer -a -bank -account for .the

the amount of -the gold;>and -the,

Treasury. - having - notified .the:

-amount. of ‘the loan and :covering
ithe Tequired-reserve at-the:Fed-

eral, - which was:' 22% then—it’s

'26% now—witha ‘deposit of ;that

volume ‘of ‘Federal bonds.

I have had to watch my step'for
the last couple of minutes, because
1'see one‘or two folks here who
were in on that transaction. i

Isn’t it a fair ‘question whether,
assuming “that “that was a " good
credit, assuming that it was a good
loan, assuming that it was all right
from . every point of view, the
bankers have not some responsi-
bility, some duty to see to it that
that kind of transaction, adding
$100 million to the money supply "
of the: country—isn’t that incon=-
sistent - with ‘the general welfare
of the country? W ¥

Isn’t it fair to ask the question
whether we' ought not, all of us,.
to have in mind-the general wel«
fare in this important matter, be-
cause when I speak on this matter
of inflation, even though I em-
phasize the fact that. it results in
higher costs® for life insurance,
lower values to the beneficiaries
of life insurance, I do not speak
for them alone. I did not speak in
any criticism of any ‘particular
group, - except “the governmental
group. I speak for the public wel-
fare of all the people in this coun~
try, and the public welfare is in=
volved in these banking transac-
tions which result, as that single
one did, in increasing the money
supply through the creation of
bank accounts, new bank de=-
posits, new money.

Now, if that were just one
transaction” occurring in New
York, or Chicago, it wouldn’t be
of great importance. But it has
been a usual transaction, and in
addition to that, the banks all over
the country have been making
real estate loans which they ought
not to make with newly created
deposits. The banks have been
making farm loans for long-terms
which they ought not to make,
and which, I submit, they would
not make if they were not depend-
ing on the continuance of Federal
Reserve support of the bond mar-
ket and other unsound fiscal and
monetary policies which have
been enforced and are enforced in
this country.

Now, I don’t think that we
bankers and we life insurance
men ought to go on depending on

.unsound public policies to pull us

through the problems of the
future.

I am a banker. I am one of the
biggest depositors in banks all
through ~the country, and it is
other people’s money, That is why
I am worrying about it a bit, be-
cause I like to say to my life in-
surance organization: I have given
my life to this business, taking
care of other people’s money, and
I am just fool-enough to get satis~
faction out of the business feeling
I have done a good job for those
who have trusted me.

It wouldn’t be a good job if, in-
the end, the principal turns out
tobe all right, but the purchasing
value shrinks to nothing. .

What is the difference between
the principal of your investment
going down to 70, 60 and 50, and
the purchasing value of that in
which it is payable-going down to
60, 50, and 40? This process of
getting reserves from the Federal
Reserve Banks and using them to
make the kind of loan I have been
describing is another contributing
factor in the increase in the
money supply which has gone on
during the last 21 years,

Now, you can listen; I can listen,
and I can read. Representatives of
the Federal Reserve Board and
financial writers of enviable repu-
tation say there has been no ex-
pansion in reserve bank credit.
There has been no expansion in
reserve bank credit.

Well, if you take the figures of
2% years 'ago ‘and ‘apply - them .

against -the figures.of today; there .

is no increase. But if there hadn’t
been an ‘‘expansion of reserve

credit* in " the intervening ‘time," -
‘that .reduction ~of+$40 - billion ‘in’ - .-
.narketable -~ goverament: - bends:
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Wwould have ‘been'accompanied by
a: decrease” in -the’ money- supply
during a perlod that ‘we have en-
‘Joyed, if that is the right word an
increase of $20 billion. .

+ ' We have ‘washed out the effect
of ‘government ‘reduction : of its
debt by the’ creation of .bank de-

posits through the' importation of
* . gold, through the buying of gold—

I don’t care where it came from—
#And through new loans, new pur-
chases of assets under this un-
sound policy of the Federal Re-
serve Board. continuing .to take
government bonds into the bank-
ing system at a fixed price,

It is quite true that whether the
Federal Reserve Bank takes them
from the life insurance company,
or from a bank, makes no differ-
ence. In each 1nstance, the bank
gets mcreased reserves with which
to . increase deposits © and ' the
money supply.

Now,, just think of it. They say
that during the last two weeks of
September, the Federal Reserve
bought $2 billion of government
bonds of a type .that the banks
are- not permitted to hold. That
proves they were sold by the life
insurance companies. Well, I can
speak ' emphatically,  because no
company that I have any-respon-
sibility for contributed to any
such sale. Well, let us assume it
is true. The life insurance com-
pany sold $2 billion worth of gov-
ernments and' the banks bought
them. The life-insurance company
has $2 billion. What could they do
with it? Buy $2 billion worth of
some other security. What did the
banks get out of that transaction?
We deposited our money. in pay-
ment for those bonds, and the
banks got deposits for $2 billion.

Now, the first thing that means
is that with those $2 billion of de-
posits, they got additional reserves
which enable them to expand that
amount by four or five times, But
just think of it. At the same time,
the Federal Reserve Board raised
the required reserves of the banks.

Now, that was foolish, useless.
I wouldn’t say it was criminal, but
wholly against the public wel-
fare. Required reserves should be
used for the protection of the de-
positors, and after the depositors
are protected, the balance of bank
deposits should be available for
portfolio investment.

There is no sense in increasing
the reserves required on deposits
insofar as this matter of inflated
money supply is concerned. It had
no effect on inflation at all. They
say that it would reduce the vol-
ume that the banks had for future
Joans and investments, because the
banks would have to turn in, as it
happened, $2 billion additional re-
serve required under the increased
percentages of their deposits, |

But the banks didn’t have to
turn' anything in. Don’t you see
what happened? The life insur-
ance sales provided the banks
with all the deposits they needed
to meet the increased reserves
that the Federal Reserve foolishly
imposed on them. Why, the banks
ought to be grateful, not critical,
of life insurance sales. But
whether sold by life insurance
companies, or by the banks, the
effect is to increase the money
supply, and it is only because the
Federal Reserve persists in its
support of the government bond
imarket,

Now, with respect to life in-
surance sales, let me say just this
of the life insurance companies
and everybody else. They bought
those government bonds under the
representation that they were
salable. That is quoted. That they
were marketable. That is quoted.
‘Therefore, we have a right to sell
them, and in addition.to that, the
New York law requires us to
avoid anything like agreement not
to sell .any assets of our: compa-

- mies,~We: can’t- agree not: to sell:
. -But; on the- other thand, we- have:

We have a right to sell, but we
have no right toa guaran‘tee from
the  Federal Reserve that it ‘will
continue ‘to buy; when 'that con-
tinuance, especially ‘when that
continuance, ‘means ‘the 'public
detriment that is involved in the
continued ‘increase- of . bank  de-
posits ‘and our money supply.

I have mo right to speak for
the life insurance companies, ex-
cept for that portion for which I
am responsible, but I say to you
that we do not need, and we do
not ‘want government support of
the bond market for us under any
such circumstances,

That costs our policy holders
more in the long run through the
depreciation of the dollar than
any benefit that it can possibly
confer upon us, and all . these
prophets of - doom—Ilook what
would happen if the support of
the government bond market were
taken away? What would the life
insurance securities drop to?

Well, you know, our securities
are all carried on what is tech-
nically known as an amortized
basis, and they will continue to
be carried at or about par quite
irrespective .of the price that they
enjoy on the market. That is what
kept us stable through the years
of depression, so we are not con-
cerned about a drop in the market
values of the government bonds,
and the bank examiners, and
FDIC, can readily do what little
is necessary to preserve the banks
from any similar detriment due to
a drop in the prices of govern-
ment bonds.

And would there be such a drop
as these fellows with red herrings
suggest? Would government bonds
go-to 75 to 70? Of course they
wouldn’t.  The support program
does not extend to E bonds and F
and G bonds. The holder of those
bonds, if you figure it out as I do
with layman’s arithmetic, can get
about 95 on the hundred, if he
turns them in in the early yeats.

Oh no, you tell me, the E bonds
get 100, Yes, they get 100, but
they don’t get that interest for
two or three years that they as-
sumed they were going to get
when they took the bonds. Making
allowances for that, I venture the
suggestion that the savings bonds,
all of them, are supported at about
95, and they constitute $60 billion
of all the outstanding government
debt.

And then there are $35 billion
of that debt in the Social Security
and other trust funds. There are
$20 billion of that debt in the
Federal Reserve Banks. They
don’t need support. They have
been supported. That is why they
are there.

Then there are $45 billion of
that debt that mature within five
years. They don’t need support.
The money is good. That’s about
$135 billion of the whole 250. We
in the insurance world have $20
billion of the remainder. They
don’t need support. Savings banks
have 10. They don’t need support.

The bhalance of $60 billions are
in the hands of individuals, long-
term bonds in the hands of in-
dividuals, and the commercial
banks. ) .

Now, I say we don’t need sup-
port. We don’t need support un-
less wé want to take the proceeds
and invest them in a higher cou-
pon investment, and that, I sub-
mit, is not support. That is in-
dulgence, and neither the banks
nor thelife insurance companies,
nor any other holder of govern-
ment bonds should, in this day of
execssive money supply, be guar-
anteed the right to hand in their
government bonds at a fixed price
with - a certain increase in that
already excessive money supply.
. Now, I have talked entirely too
long to you, and yet I am sure
that if I-don’t. say- another word,
every-n

10 .right to. a guaranteed buyer’f ‘out ‘the ~door=-will - say, “That’s

other’s 'son  of you' going-

|nght but what is he going to do
about it?”

Well, very brlefly, we have. got
to stop this method of buying gold
with that foolish addition to our
money supply as a result of it.

We have got to stop this mone-
tization of . government debt,
whether throuﬂh sales of life in-
surance companies or banks, with
the result of further increases in
our money supply,

We have got to get our financial
and monetary system and pro-
cedures in order,

The other day, our representa-
tivé in Eurepean relief told a rep-
resentative of Western Europe
that governments must get on a
sound fiscal and monetary basis,
that it was absolutely essential
that they stabilize thelr monetary
situation.

We used to say in the country,
where I live, what’s good for the
goose is good for the gander. That
is what we need to do.

And, of course, the first thing
that we ought to do is to reduce
government spending not only so
‘that we will have a balanced
budget, but so that we will-know
it is within our resources to pay.
We must stop making appropria-
tions of public money until we
know where the money to pay for
them is coming from.

But, mind you, neither a bal-
anced budget, not even going back
on the gold standard, would rem-
edy what 1 have been pointing
out to you this morning. We have
invented, set up, and have in full
operation, the greatest printing

veloped in human civilization. I
say ‘“greatest” because it is as
effective as any other, and it is
camouflaged under the respecta-
bility of the cloak of the Federal
Reserve System. It is just as ef-
fective as an open printing press
pouring our bank deposits which
are- thes«principal..part of our
money supply.

Those - things = which can be
done now have been done. We still
need what I suggested to you at
the close of my remarks 2% years
ago, some kind of a public re-
spoxmble agency, like the Aldrich
Monetary Commission of 1911,
which devised the Federal Reserve
System, which will give this
whole question the works in the
public interest, and devise that
which is fair and equitable to all
interests concerned, and a sound
basis upon which to build the fu-
ture welfare of this country.

Because, believe me, an inflation
is not always followed by a depres-
sion. An inflation may be followed
by a second inflation and that may
be followed by a third inflation,
and that by a fourth, and so on,
until you are led to the brink of
financial ruin. The biggest dan-
ger the country has in front of it
today is the collapse of ‘its finan-
cial structure, bringing as it most
certainly will, a complete and ab-
solute regimentation and domina-
tion of every interest of every in-
dividval in this country by the
Federal Government. That was
never intended.

-1t is the absence of that which
has made America great. It is the
absence of that which is pictured
around these walls, and it has
brought us to the position we are
in today.

From this point on, if we want
to save this country from that
kind of calamity, we must not
only get these things that I have
been. telling you about in order;
we must not only balance our
budget and avoid excessive and
unjustifiable public spending, but
we must make up our minds that
our future operations either at
home ‘or abroad must be ‘such
that we can finance them without
further expansion of bank credit,
further: expansion “of ‘bank’ de-
posits; furtheér increase in our in-
‘flated money supply.”« == #

press that has ever been de-!

Our Reporter on Governments

By JOHN T. CHIPPENDALE, JR,

Talk of higher short-term' rates-(in the near future) along with
another increase in reserve requirements is keeping the government
market on the defensive on curtailed activity, . , , There is no doubt
that the authorities will keep the pressure on the money markets and
a 13 % certificate rate, as well as higher reserve requirements, is
one way of carrying out the program. , . . Because of the clouds that
hang low over the government market, banks are doing very little
other than adjusting their money positions through operations in the
shorter end of the list.

Selling of long-term Treasuries. by nen-bank investors con-
tinues, although the opinion is expressed in some quarters that
the volume of eliminations is likely to taper off in the not too
distant future. .. , . Offerings of the 214s due 1956/59 have ap-
peared in the market with .indications that a switch operation
was being carried out, with the proceeds going into the 2349, due

1960/65. ... . Also some of the 2l%s due 9/15/67/72 have been %
sold to take on the longest partially-exempt issue. . . .

WISHFUL THINKING

 Although rumors appear from time to time as to what is going
to happen to support prices of the ineligible issues these reports are
not getting the same play or creating the same uncertainty or fear
they have in the past. . . . It seems as though money market {ol~
lowers ‘are beginning to see through some of these thinly veiled
operations and are now leaning more toward the opinion that
“pegged” prices are not going to be changed from present levels. . .
The feeling seems to be appearing that the “wish is father to'the
thought.” . , . Until it was evident that the surplus of the governments
was to be reduced or non-existent, not so much fear was expressed
over support prices of Treasury obligations. .. . However, with the
monetary authorities somewhat on the defensive, the pressure was
put on from all sides. , . .

Why all this concentirated effort to point out what is going
to happen to the economy if pegged prices of governments are not -
lowered or eliminated entirely by the money managers? ', .
Could it be that just a wee bit of this operation is of the self-
interest variety? . . . Undoubtedly hope has been born, and
maybe an opportunity -is being sensed, at last, that purchases of
long governments are going to be made at prices under 100, , . .
Those who advised in the past that purchases of governments be
confined to the short maturities, because eventually the longs
would break par, are feeling confident enough now to say, “See,.. ..
I told you so, here they are on the skids.” . . . Vindication of
former policies they believe may be close at hand and it is only
human to help one’s cause along. . . . There seems to be nothing
guitte so adamant as a sold-out bull or one who has missed the

oat, » ,

SOME PERTINENT QUESTIOGNS

Would the dropping of “pegged” prices or their complete elimi-
nation solve all our problems, as some contend? Would lower gov-
ernment bond prices and higher interest costs be the way to prepare
for the involved international situation which, to say the least, seems
to have much of the country on the anxious seat? ... If we should be
entering a period of business readjustment, as many belxeve should
there be a drop in prices of Treasury obligations which mlght precipi-
tate the economy into a full blown depression? . . , If there should.’
have to be enlarged military expenditures in order to keep the natiom
strong, is a falling government bond market going to be the answer
to the inflation problem, or will there be regulation of those segments
of the money markets that have been adding at least a little somehmg
to the inflationary trend? . . .

BANK FAVORITES
The longer-term eligible taxables, namely, the 2155 due 1956/58,

| the 2Ys due '1956/59 and the 2l%s due 9/15/67/72, may be in for

liquidation from time to time as changes occur in money rates, but
as a whole most institutions are looking at these bonds with a favor-
able eye. . . . The largest holders of these securities have not sold
many of these obligations and indications are that any further ad-
justments that may have to be made in portfolios will not involve
sizable amounts of these issues. . .. Income is the paramount reason
for holding these bonds but lessened. fear over support prices ranks
high in the continued retention of these bonds. . . .

It is being pointed out that the problem of holding “pegged”
prices of the three issues is not nearly as difficult as that of the
ineligible bonds, because of the smaller amounts outstanding. . ..
The combined total is under $8 billion which is considerably less
than there is outstanding in the largest ineligible issue, the 2148
due 12/15/67/72.

LOWER “PEG” VICTIMS

The commercial banks own about 53% of the three eligible issues
and these, along with the holdings of the Government and other in-
vestors, account for 83% of the total. . . . These positions are con~
sidered to be pretty well put, and the owners are not believed to be .
greatly interested in having prices move under support levels.
Insurance compames and savings banks hold about 7% each. e
the deposit banks’ positions in the three bonds, country banks account
for 45%, reserve city banks, 27%, and non- member banks, 14%. .. «

.. ... These institutions are.among the more important elements in :
* the banking’ system, and they' woiild “be the ha,rdest hit by a drop
in support'prices of the longest eligible taxables, *~

« o
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General Practitioners

_ (Continued from page 9)
people of this nation. Minorities
— strong, persistent minorities —
will always get their way in the
absence of a broad, basic under-
standing; in the absence of a vig-
orous, intellectual health,

Another thing to remember is
the high priority ‘the socialists
give to medicine. They include its
socialization in the same political
breath that advocates government
electricity and housing. The ex-
tractive industries, transportation
and finance run a second to med-
icine.

Socialism, except in certain
rare circumstances, begets social-
ism. Not only does socialism have
an eroding effect on the economy
—impairing its sturdiness—but it
corrupts reason and  morality.
These in turn create the political
climate for more socialism. There
is an abundance of unthoughtful
opinion in America, as elsewhere,
to the effect that freedom is a
luxury, that it can be permitted
only when everything in the
economy is functioning perfectly.

By reason of the prevalence of
these distorted notions, medicine
is up for socialization not merely
because there are large numbers
who want it thus—not simply be-
cause ‘it is uniquely vulnerable—
but because it is an integral part
of a socialistic-thought pattern.

Medicine, therefore, cannot iso-
late itself. It is in the same barrel
with the rest of the pickles. How
is the whole barrel doing? For-
tunately, some enlightening meas-
urement is possible, Economic
freedom, the opposite of socialism,
can be reasonably calculated by
the percentage of the fruits of
one’s labor one can retain for
himself and do with as he pleases.
How much freedom of choice does
one have with one’s own prop-
erty? is a way of asking the ques-
tion. ’

Dangers of High Taxation

Less than a hundred years ago
one could retain 95 cents or more
of ‘each -earned dollar to use in

any way he wished. Gradually
this freedom' of choice has been

slipping away until it now stands

at 71 cents. In other words, the
take by all governments — Fed-
eral, state and local—is no longer
5% or less of earned income. It
is 29%. ‘And there are no signs
.yet that the, trend has even slowed
down, let alone reversed.

You may think' that 29% of
earned income for governmental
purposes. is not dangerous, -that
some freedom of choice would
remain right up to the last cent,

~that there is no brink short of

00%, that socialism goes on be-
ing gradual in its invasions until
the time comes when it is com-
plete.

History does not support any
such optimistic outlook for a de-
layed extinction. Colin Clark,
one of the world’s foremost statis-
ticians, estimates the . point at
which influential sections of the
community become willing to
support a depreciation of the val-
ue-of the money to be at 25% or
less of earned income taken by
government.

Lenin is said to have declared
that the best way to’'destroy the
capitalist system was to debauch
the currency. He maintained that
by a.continuing process of infla-
tion, governments can: confiscate,
secretly and unobserved, an im-
portant part of the wealth of their
citizens. In this instance, I must
agree that Lenin was absolutely
right. Now then, if one-will ex-
amine the condition’ of the big
countries, the ones with 25 million
or more population, the ones pres-
ently regarded as being in a per-
fectly horrible socialistic and fi-
nancial mess, this astounding and
frightening fact is revealed: No
less than 18 years ago the gov-

_ernment of Russia was taking
#29% of earned income; the gov-
ernment  of ‘Germany 22%; the

government of France 21%; and
the government of England 21%.
1 repeat, the United States, today,
stands at 29%!

One more factor ought to be
assessed in weighing the threat of
socialized medicine. How do the
political leaders now running for
office stand on this and related
questions? Omitting any ' discus-
sion of the position of those who
are avowedly for ever more and
more- “social gains” and confin-
ing it to those reputedly conserva-
tive, we find Governor Warren
openly and insistently in favor of
compulsory health insurance, the
certain forerunner of socialized
medicine, At each regular session
of his state’s legislature he has
fought for a health program, and
a big one, too. He has argued that
state action is preferable to Fed-
eral action, in fact is an antidote
to Federal intrusion. But now,
with eyes on Washington, he says:

“Millions in' our nation are not
yet secure. If social security is
good for some citizens it should
be good for every American cit-
izen. Every American who works
either with his hands or with his
head in no matter what capacity
or occupation should be entitled
to the benefits of social security.
American generosity must extend
not only to our own people, but
to the peoples of the world.”

The other candidate, Governor
Dewey, has taken a flat stand
against socialized medicine. But
he is on record as being in favor
of both social security and rent
control. He ' claims to have
thought favorably, once, of so-
cialized medicine. However, he
did not want to support it until
he had found out how ‘it worked
elsewhere, An expensive, three-
year research program was con-
ducted to find out. All the find-
ings were adverse. It hadn’t
worked anywhere. Ergo, he is
againt socialized medicine!

Encroachment of Socialism

This brings me to an important
point in our work against the en-
croachments of socialism. °Very
few persons today, when thinking
in terms of political science, seem
able to form judgments on the
basis of logic and principle. They
find it necessary to resort to em-~
pirical tests. How has it worked?
The answer to such questions is
their only basis of arriving at con-
clusions as to what should be
done.

Well, here is a fact, distressing
as it is. There is no sense in
glossing over it, saying to our-
selves that we do not have to in-
dulge in educational presenta-
tions, empirical in character. We]
do.  These presentations must be
persistently made and ingeniously

 designed, or we shall fail.

. However, sole reliance on this
empirical method is dangerous.
By the time the candidate who
opposes socialized medicine finds
out by slow and laborious research
that rent control, social security
and other such things do not
work, the show will be over. So-
cialism will be installed.

. There is one other reliance. The
most powerful influences, but by
far the less numerous, are those
judgments based  on logic and
principle. ‘A person who acts in
this fashion; though never in his
life having heard of socialized
medicine,;'would have been able to,
reject the idea with only a few
seconds ' in . contemplation. He
would reason somewhat as fol-
lows:

“Socialism is the state owner-
ship and ccntrol of the means of
production. The unique charac-
teristic of the state is police force.
The only thing the state has that
you doctors do not have is this
sanction to use force. Force can
repress, restrict, destroy. It is not
creative.. Medicine is a highly
creative function requiring initia-
tive, inventiveness and enterprise.
Ergo, it doesn’t 'make sense to use

in Liberty

a destructive force to'do creative}

work.”

You may not agree with me, but
no doubt you gather from the
foregoing that your speaker does
not consider the future for the
private ' practice of medicine to
be very promising. Putting ‘it
bluntly, I think that the future
prospects are dim indeed, and that
the primary reason for this is that
too many of us have been dealing
with effects and not cause. The
systemic disease here at issue is
socialism. What we need ‘and
must have is some professional
attention to the disease and less
practice on the surface eruptions.
This is true because socialized
medicine is nothing more nor less
than one of the many symptoms
of the disease.

Can Socizlism Be Cured or
Prevented?

I wish I could tell you how to
cure and prevent socialism. I
wish I could do this just as many
of you wish that you could stand
on this platform and tell those
present, with assurance and final-
ity, how to cure cancer. The two
desires may be reasonably com-
parable in their chance of fulfili-
ment. To me, freedom and the
knowledge of its attainment is
akin to the possession of ultimate
truth. It is a condition that we
may never achieve in its fullest
sense, but it is a goal always
worthy of the greatest effort, de-
serving of everlasting pursuit.

My aim, at least, must be made
clear. It is to tell you, briefly, of
what I know of socialism and,
then, to acknowledge that I know
all too little of how to expose its
fallacy. Cancer will yield not to
the attempts, however devoted, of
any one person we' might now
designate. But, finally—if at all
—to the sober, scientific and pa-
tient efforts:of many accomplished
men.and women!, In this manner
—and only in this manner—will
socialism receive its uprooting.

Now, as to the disease  itself.
There is a saying, enough of a
fact to be known as a law, to the
effect that man will tend to satisfy
his desires along the lines of least
possible resistance.

There are two ways to satisfy
desires:

(1) The economic' means. By
this is meant satisfying one’s: de-
sires with the fruits of one’s own
labor. )

(2) The political means. By
this is meant the satisfying of
one’s desires by using the fruits
of the labor of others.

The first, the economic means,
is consistent with the voluntary
society and the free market econ-
omy. Its motto is, “To each ac-
cording to merit.” = Government,
that is; police force, plays an im-
portant but minor role, that of
securing life and the right to sus-
tain that life, which is property.
Government, performing only as
organized police force, destroys or
restrains that which is bad—
namely; fraud, violence and, pred-
atory practices.” Government em-
ployed .as a servant for these lim-
ited purposes increases rather than
diminishes liberty. Using re-
straint or destruction to rid our-
selves of that which is bad is con-
structive. However, I like to re-
serve the term ‘“creative” for a
higher form of human behavior,

The second, the political means,
is consistent with socialism..- In-
deed, it is socialism. - Its motto
was first stated by St. Simon and
later held up as an ideal by Karl
Marx, “From each according to
ability, to each according to need.”
The government must be master
because only by the employment
of the coercive powers of the
police force can the fruits of the
labor of some be expropriated for
the use of others.

Many thoughtful observers have
concluded - that once the political
means has been made available

that man will no longer depend

ion the economic means.

He will
rush .in to- avail himself of. .the
political means, That is, he will
rush in to avail himself of the
fruits of the labor of others. Thus,
they reason, will man bring him-
self to his own' destruction. If
one were to rely only on the evi-
dence of our times, agreement
with these observers—sometimes
referred to as “prophets of doom”
—would be in order.

However, I do not agree with.
this forecasting., It is the same as
saying that there is to be no mas-
tery of cancer simply because it
has never yet been mastered.

Two Elements of Hope

To me, there are two elements
of hope. Both rest on rational
processes. The first is strictly per-
sonal-—something I can do for my-
self; you for yourself. It is to
embrace as our first desire in life
that of sell-respect and the respect
of our fellowmen. Thus equipped,
even with the political means
available, we would not avail our-
selves of it. Even my dog respects
my approval of him so much that
he will not touch the hamburger
placed before him until he  has
my assent. Is such a behavior too
much for human beings to impose
on themselves?

‘I'he secona is a voluntary, co-
operative task, something that re-
auires our working together. It is
to do away  with the “political
means as a. method of satisfying
desires.. It is to limit government
again to its proper functions. This
can be accomplished only as there
is a wide understanding of the
nature of what constitutes proper
governmental functions.

The development of this wide-
spread -understanding is difficult
in the extreme. But the alterna-
tive is to suffer the degradations
of socialism. . Oswald Spengler;
author of an important synthesis
of history, concluded, on the evi-
dence of the past, that our civil-
ization is in..a stage of fruition,
that sthe ‘end is near. Arnold
Toynbee, who produced another
such ‘synthesis, concluded differ-
ently, He 'disagrees with the in-
evitability-of-history theory. He
maintains that each civilization
present ‘its challenge, that.former
civilizations declined and fell be-
cause the people did not make an
adequate response to the chal-
lenges they presented.

The challenge of this civiliza-
tion is socialism and other forms
of amorality. If we cannot make
an adequate response to this ehal-
lenge our eivilization is doomed
‘to . old-world = authoritarianism.
This response  lies, first, in each
of us, personally, understanding
the fallacy’ of socialism' and, sec-
ond, in creating a desire on the
part of others for a similar: under-
standing.

Sumner Slichter expressed. a
thought that can be used.to draw
a contrast between socialistic re-
gime and its opposite, the veolun-
tary, free.market society:

“Our economy has the tremen-
dous advantage - of  possessing
three and a half million business
enterprises outside of agriculture,
and about six million business
enterprises in agriculture. This
means that the American: econ-
omy has nearly 10 million places
where  innovations - may be ‘au-
thorized. Have you ever:thought
of that? Ten million places where
experiments may be tried, where
no further authority is needed to
authorize ' an' experiment. Our
economy operates under about 10
million separate private business
budgets.”

Withrzithis in mind, with the
knowledge that all energy springs
from  individuals,” with this re-
minder of free human energy-and
its release, let’s take a look at
socialism. Bear in mind that so-
cialism is the  state ownership
and control. of the ‘means.of pro-
duction. Let’s look at it in. two
ways (1) how it is brought about,

and (2) what it is like- when we-

get it.
To avoid chaos and utter. con=
fusion, responsibility and author-

ity must always go hand in hand.
That is a prime  organizational --
principle whether between man . .
and wife, two persons in a kitchen
cooking a Sunday dinner, between
doctor and patient, or between
citizens and agents of government,
Try, for instance, accepting the
responsibility for the financial
care of another person without,
at the same time, assuming a com-
mensurate authority over his or
‘her: expenditures.

Socialism,.an, All Responsible
State

Now then, if citizens wish to be
relieved of the responsibility for
some phase of their own welfare
by turning that responsibility over
to governmental agents, it follows
that these agents must assume a
like measure of authority, Social-
ism, by the admission of all its
advocates, is the all-responsible
state.- The all-responsible state is
the ultimate goal of socialists, be
they the brand who hope or prom-
ise to achieve this end legally and
peaceably, or be they communists
who would achieve the same end
illegally and violently.

It ought not to require any ex-
planation to demonstrate that the
all-responsible state must also be-
come the all-authority state. At
the head of the all-authority state,
by reason of the nature of the
job to be done, there must be a
dictator, one who will imprison
or murder anyone who offers dif-
fering opinions or who questions
his authority. Italy and Germany
did not get tyrants at their head
by accident, no more than did
Russia. These despoilers of life
and property were and are as nat-
ural to their respective socialistic
situations as fungus on a muck
heap.

How does all this come about,
this  political ‘salmagundi which,
when it arrives in - its ultimate
form, causes even its protagon-
ists to cry, “But I didn’t mean
this”? It comes about just ex-
actly as il is coming about right
here in America, step by step,
item by item, the loss of one free-
dom of choice after another, the
piecemeal  transfer- of - individual
responsibilities to the agents of
government,. In short, it is the
redepositing of the God-given en-
ergy existing in many millions of
individuals into a political entity
we call' The State.

What is the real nature of this
political . entity? Isn’t it an ab-
straction, that is, in the sense that
it is void of personality? The
state as such—that is, the state
separated from its agents—has no
soul; it has no money; it has no
intelligence; it has no initiative;
it cannot invent; it cannot create,
nor can it perform an appendec- °
tomy.

Government, i1 its earlier Amer-
ican- sense, was the right of all
citizens to self-defense which,
instead of exercising themselves,
they transferred to legally con-
stituted agents. If one thinks of
government as this monopoly of
force one will then think of the
terms “to govern,” “to rule,” “to
force,” as synonymous,

To those who advocate various
forms of socialism and, at the same
time, think of the agents.of gov-
‘ernment ‘as government—instead
of government as force — 'it be-
comes pertinent to'make inquiry
about these agents, Leaving aside
the manner of their selection,
which has a bearing on the rela-
tive competence between bureau--
crats and non-bureaucrats, in what
ways do they' as agents of gov-
ernment differ from themselves as
persons in private life? Three
ways: (1) in the coercive power
they can wield over others, (2)
in' the changed personality which
the possession of this power con-
fers on them, and (3) in the ef-
fect on them of the taxpayer, not
themselves, bearing the penalty
for their mistakes,
respects as there are to motives
and behaviors they remain as they
were in the first place, just or-
dinary folks like the rest of us.

How, I ask, would these -influ=-

In such other -
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. ences, if applied to you, enhance
o your competence for the practice
of medicine? Would your creative
" faculties, on which the advance of
medicine is dependent be sharp-
. ened or dulled?
' You doctors know human na-
" ture better than most of us. What
kind of pc1sona11ty and, chalacter
"~ do you find in the sort of person
" who is used to gelting his way by
' force and threat of force? Remem-
ber that such persons must finaily
~ run the all-responsible, all au-
* thority staie, for no one can be
~ finally responsible for another’s
actions unless he can restrain or
* suppress actions which would en-
. danger the cbject of those in pow-
A doctor cannot take any re-
* sponsibility for care of a patient
. unless the patient follows the doc-
~ tor’s advice and prescriptions. In
a voluntaxy society such coopera-
tion is on a voluntary basis, and
the patient disciplines hlmse]{
But the one and only reason for
' calling government into the pic-
" ture, as in socialized medicine, is
to bring to bear the coercive au-
. thority of the State. It is for the
- purpose of forcing the will of
some upoin the lives of some
others, usually for the purpose of
expropriating the fruits of the
" labor of one group for the sup-
posed bencfit of another group.

What are they like, these heads
of the all-authority state who de-
vote their lives to the coercion of
others? Are they considerate and
kind, tolerant and understanding,
as people must be who have to get
. along with other people on a vol-
untary basis because force is ruled
out? Or are the coercionists in-
tolerant, arrogant, domineering,
and bullying? Do they not be-
come more and more insensitive
to the wants and interests of
‘ others, unscrupulous, even hard
and brutal? Jealous of their pre-
rogatives, do they not become
more and more greedy for power,
quick to take offense at any spark
of independence in those beneath
them, yet fawning upon those who
may give them more prestige and
more power? Are they not com-
bative and ruthless, yet suspicious
and innately cowardly because
they fear retaliation or rebellion
from their victims?

And what of those who have
turned over or had taken from
them the responsibility for their
own welfare, the victims of coer-
cion  and intimidation? Do we
not find these slaves cringing,
hypocritical, sly and unprincipled,
sullen and apathetic, uninventive
except in finding ways to avoid
responsibility and = punishment,
deficient in self-respect and in
respect for the rights of others,
mean-spirited, suspicious and un-
responsive to gestures and acts of
goodwill and friendship?

Contrasted Free Economy

Compare this all-authority state
+ and the human gadgets who com-
pose it with the earlier descrip-
tion of the free economy by Mr.
Schlicter.

No longer will there be millions
‘of points at which decisions can
be made, experiments conducted.
For government industries, enter-
prises and services can only give
the appearance of survival if com-
petition -from private individuals
and 'voluntary groups be - re-
pressed. Therefore, the further the
governmental function of force is
extendéd, the more it rstricts the
number of points flom which ini-
 “tiative, - invention’ and enterprise

‘may arise.

. Gone - will be: the - energizing
force of millions. of individuals in
-pursuit of their self-interest. In
its stead will be the political in-
terest of a dictator and his syco-
-phants.

. Gone will be incentive and, with
it, creative genius. There will no
longer be reward for effort, but
only fear of ceath or imprison-
ment for noneffort.

Gone will be the rights to life,
liberty and the pursuit of-happi-
ness. with each person free to de-
velop his own potentials. The once
self-controlling - responsible - indi~

.popular.

vidual will be put in a cell in a

political organigm, an organism
that must -eventuélly become life-
less because its%ells cannot live.

Russia, today,”§ the most glar-
ing example of’ all-responsible,
all—authonty sta In my opin-

fliat Russia has

living'of Amerl is because the
Russian socialistic~principles of
coercion and force are not totally
applied. ‘There is a one-sixth
leakage of free human effort! If
he socialistic principle were 100%
applied, and Rusians could get no
relief from countries' where free
human effort remained, all Rus-
sians would starve,

I can make my point about free
human energy versus authoritar-
ianism by a crude illustration. Put
you and me in a bare room with
one fly, you with a fly swatter.
If your every move must await
specific instructions from me your
chances of Kkilling the fly will be
practically zero. Regardless of
how diligently I try to instruct
you, this will remain true. . Hu-
man energy depends on volition,
the functioning of free will.

No Easy Way to Be Practitioners
of Liberty

In conclusion, there is no easy
way Tor us to become successful
practitioners in liberty. If we
have to await someone who will
scientifically outline the nature of
man and the workings of human
energy in sufficiently “simple
terms, the desire to gain a wide-
pread understanding of our cause,
at this time, would appear hope-
less.

There has been so much sheer
bunk, so much  propaganda, so
much inteilectual dishonesty dur-
ing recent times that people re-
gard skeptically anything anyone
says or writes, regardless of the
intelligence and honesty of the
message. “Whose axe is he grind-
ing?” seems to suggest the nature
of this skepticism.

Special Privileges

Perhaps understanding and con-
fidence would be enhanced and
spread if we would unite on a
program suggested to some of us
by F. A. Hayek: No special priv-
ilege for anyone. I can’t see any-
thing wrong with the idea. It
seems to square, precisely, with
the basic American ideal of in-
alienable rights. If we would re-
peal every act on the statute books
that confers special privilege—and
reject "every new proposal which
has any of this nefarious element
in" it—there would be no social-
ism. And there couldn’t possibly
be any socialized medicine.

Probably most of you would
agree on the merits of this idea
of no special privilege for any-
one. But let me speak just a word
of caution about it. You know
how the word “liberalism” once
meant a belief in liberty. You
also know how advocates of old-
world regimentation have learned
to take cover under that word,
until today it means the very an-
tithesis of the philosophy .of tol-
erance and freedom it once stood
for. You know that it is avow-
edly good communist tactics to
distort. and corrupt to their own
uses any good word that becomes
So, I expect the objec-
tive- of “no special privilege” to
be reinterpreted and perverted to
collectivist uses should it begin to
attract a following.  Therefore,
let me make clear now what I
mean by no special privilege for
anyone. - I mean no legal right of
anyone to live by the fruits ‘of
another man’s labor; no govern-
ment subsidies or price supports
because  these always are aimed

at giving a special benefit to some

group or class; no government re-
strictions: on competition, enter-
prise or service, for such restric-
tions. always are designed as spe-
cial protections to favored pro-
ducers. .1 mean also no special
rates of taxes or surtaxes on any-
one, for these are always intended
to ‘benefit some at the expense

-of others:. And, of course, I mean:

no taxes.on any person or group
for the supposed benefit of any
others—either at home or abroad.

1 realize as well as you do how
far we in America are from
achieving abolition of such spe-
cial privileges. I know that this
nation is shot through and through
with.. special “privilege. Special
privileges have become so numer-
ous that they seem no longer to be
special but ‘universal, and they
are so well-entrenched that they
appear to many people as natural
rights. ~ Yet, 1 believe that you
and I, and millions more like us,
must recognize and begin a pro-
gram of enlightenment as to the

| nature of these special privileges

if the ravages of collectivism are
to be checked.

This may seem to take thought
and effort far beyond and- above

the day-to-day calls of duty in

your profession. Yet, as you think
about it, I believe you may see
that the problem also has its per-
sonal and immediate implications
for you, for your patients, for
your families, for your friends,
and for your fellow men every-
where, | For only where special
privilege is ended, can the indi-
vidual develop the strength of
character, soul and body which
make for the good life,

Finally, I believe we should
heed the advice of Milton Mayer,
given in him pamphlet, These
Few:

“In the struggle for the rights
of all men—which alone will save
their skins and their souls—those
who belong to minorities must
fight first of all for the rights of
minorities , . . ; next for the rights
of all men; and last, if at all, for
their own.”

prices and in some lines of busi-
ness, but how much too high?
M;:my of us are perhaps over-
estimating the excess and there-
fore overestimating the recession
need to correct it,

In the second place, we may
underestimate the stabilizing fac-
tors in the present economic situa-
tion, One is the financial strength
of agriculture, business and peo-
ple. ,Agricultural prices; for ex-
ample, now show weakness, This
may be, and probably is, evidence
that we are passing through the
peak of the price cycle. But what
do we find when we look into the
financial significance of the farm
price change? Farmers on Jan. 1,
1940 had a little over $4 billion of
currency, bank deposits and U. S.
savings bonds, and their debts-in-
cluding both short-term and mort-
gages exceeded $10 billion. On
Jan, '1, 1948 their liquid assets
were over $22 billion and their
debts were $9 billion. In other
words, their liquid assets are 2%
times their debts, whereas before
the war their debts were 21 times
their liquid assets. Without at-
tempting to be precise, I should
say that while the liquid assets
of all business and people have
increased almost 3% times since
1939, total private debt has in-
creased only about one-third. To-
tal liquid assets in 1939 were 57 %
of total private debts. They are
now 138%; they substantially ex-
ceed total private debt. The total
of private debt today is well be-
low the annual national income
Before the war it was two-thirds
larger than annual income.

Inflation is primarily debt-
making and deflation is primarily
debt-paying. Our private debt-
making in the past year and a half
has been at a rapid rate. We do
not want to see that rate contin-
ued. But the alleviating fact is
that our private debt-making dur-
ing this inflation has not been ex-
cessive in proportion to capacity
to pay as measured by income or
liquid assets. The kind of finan-
cial strain which was present both
in 1920 and 1929 and which her-
alds a bust or a severe liquidating
depression does not exist, speak-
ing generally, either among bor-
rowers or lenders.

Our public debt - making has
been huge. But govérnment debt
is far less shrinkable than private
debt, The Treasury has had a
good ‘surplus in the recent past
and I wish it would continue to
show a surplus, provided it were
achieved through economy. I
doubt, however, that we should
expect debt reduction in the fore-
seeable future to be large enough
to have any .profound influence
on our money supply. Govern-
ment ‘debt will not shrink at all
if we move. into depression. It
will increase again, This is a pro-
foundly important fact.

Another fact which strikes me
is t_hat people.do learn-something

Exaggerated Froth in
‘Business Outlook

(Continued from page 2)

as a result of business experience
and economic study. Early last
year I engaged in a public debate
on the business outlook in which
the gentleman on the other side
rather pooh-poohed the-idea that
recession was being foreseen and
prepared for, or that expectation
of recession could make any par-
ticular difference. He quoted from
descriptions of 1920 to show that
warnings were issued hy promi-
nent and competent people at that
time, all to no effect. With all
respect, the warnings uttered by
the stock market in September,
1946 and over and over again by
many people since have not been
overlooked.

The business world has shown
conservatism and good sense, for-
tified, irgnigally, by fear. that a
bust is around the corner, Public
works programs have been con-
servative.

Finally, in attempting to gauge
the pattern and extent of the re-
action from inflation, we must re-
member that there are certain
standing commitments under the
present situation. The European
‘Recovery Program is one of these
It will stabilize our exports a’
somewhere near the present level
of a billion dollars a month. Al-
ready our exports have dropped
some 30% from the peak reached
in the spring of 1947. We have
taken this drop in our: stride, sc
far as its overall effects are con-
cerned, and I see no reason to ex-
pect much further decline as long
as ECA operates. Then we have
our commitment to increased na-
tional defense expenditures; they
will be larger in this fiscal year
than they were last year, and. they
will be still larger next year. We
have a stockpiling program, which
is a commitment to buy metals
and other strategic materials, And
we have the commitment to sup-
port farm prices, with which you
are al! familiar, The normally de-
pressing effects of a decline in
farm prices, which has already
begun and which seems certain to
go further during the coming year,
are inhibited to a considerable ex-
tent by these supports. Farmers
have large crops, and at support
levels  their money incomes will
be pretty well maintained. In the
case of cotton, which is supported
by the loan at a little under 31
cents, the- growers will have @
cash ‘income out of this crop $500
millions larger than last year.

Needless to say, these various
supports are inflationary. What
we are saying is that as deflation-
ary influences move into the
ascendant new doses of inflation
are simultaneously injected into
the situation. We might say in
the language of biology -that as
deflationary infection sets in in-
flationary antibodies are turned
loose in the -bloodstream to off-
set it.

if a real recession sets in. In ad-
dition to the supporting influences
mentioned, otner _compensating
influences’ will come into play:
promptly because they will do so
almost automatically. Govern-
ment income would drop more
quickly and sharply than in any
similar setback. Yor individual
income taxes on the pay-as-you-
go principle make up half of goy-
ernment revenues. At the same
time expenditures would be
swollen by unemployment bene-
fits, deferred public works, public
a551stance, national dekense agri-
cultural supports. It would not
take much effort to produce a
good-sized government deficit. If
we exclude as improbable a si-
multaneous gold outflow, the
credit authorities might have only
to stay put to see abnormally easy
credit conditions re-develop, and
quickly., The contraction in pri-
vate demands for capital, loan
liquidation, and return flow of
currency would all tend to pro-
duce such a result.

These are automatic compensa-
tory devices. In addition, there
are conscious measures such as
tax reduction, reduction in - mem-
ber bank reserve requirements,
etc.

Please don’t draw from my em-
phasis of government spending in
this summary any implication that
I think government spending
eliminates the business cycle and
opens a sure road to perpetual
economic progress. Neither ar-
mament expenditures nor the
ECA 1lift our standard of living.
On the contrary, they reduce -it,
for they take labor and materials
away from the production - of

goods that would raise our living
standards. We support the defense
programs because we want secur-
ity and we support ECA because
we hope for future benefits. We
know that both keep pressure up
in the inflation boiler, and none.of
us is wise enough to foresee the
final consequences. We also
know, however, that these expen-
ditures help support business
while they last, I don’t suggest
that government spending could
support the whole economy . if
private business started to liqui-
date, but it may have a profound
influence in delaying puvate
liquidation,

In conclusion and summary, the
analogy with 1920 and such pe-
riods which many péople see is
deceptive. The differences -are
more important that the similari-
ties. Many of us exaggerate the
amount. of froth that there is in
the 'picture; we fail to give due
stress to the immensely greater
financial strength and the absence
of any real monetary strain; anti
we overlook the standing commit-
ments under the present sxtua-
tion.

Robert Diehl Joins
Dempsey-Tegeler Go.

(Special to THE FINANCIAL CHRONICLE),
LOS ANGELES, CALIF—
Robert D. Diehl has become as-

Robert Dizhl

sociated with the Los Angeles of-
fice of Dempsey-Tegeler & Co.,
210 West Seventh Street. Mr.
Diehl was formerly manager of
the corporate trading departmerft
of Wm. R. Staats Co. Prior there-

Certainly these inflationary

antibodies will become numerous

to he was with McDonald & Co.
in Cleveland.
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Problems in Federal Debt Management -

(Continued from page 6)
ing followed by the Federal Re-

. ®erve Banks,

< Composition of National Debt

+- The facts are that we have a
Jational debt of some $250 billion
in all sorts of forms held by all
$orts of holders. Over $50 billion
natures  or - becomes optional
“within 12 months and will have
Yo be refunded. Well over $50
“Dillion is represented by E, F and
<& Bonds which for all practical
Jrurposes are demand obligations.
About $65 billion is held by com-
Jnercial banks, roughly an equal
amount by individuals, over $20

- TPillion by the Reserve Banks and

©oaver

$20 billion« by insurance
companies. The National debt now
«woccupies  the center of the mar-
Jret for investment and short-term
Funds; Ligquidity is of the essence

* @nd any situation that  penalizes

1he owners of these obligations
when converting. holdings = into
«<ash must- have far reaching con-
sequences in the business system.

“~As Mr, Allan Sproul has said “In

~the face of a Federal debt of over
$250 billion, in all sorts of forms
Jield by all sorts of holders, and
with -a high consumption, high
<mployment economy, in which
there are already severe stresses
and strains, we can’t treat the

~ government security market as we

might a 850 million issue:of the
X Y Z Corporation,”

T {hink there can be no denying
that support of the market in and
«t itself can be highly inflation-
<1y, But might it not be even
anore inflationary if a decline in
<uoted prices brought on whole-
£ale liquidation of E, F and G
Bonds and marketable bonds held
Dy individuals? Might it not be
100 drastically deflationary if a
«jecline in quoted prices impaired
the liquidity or solvency of our
commercial banks or. at least
<aused them to adopt a highly de-
Hlationary ‘credit policy? And
what of the problem faced by the
"'reasury in refunding $50 billion
«©f annual maturities plus raising
the cash to redeem the E, F and
G bonds which might be liqui-
<dated in wholesale quantities for
psychological reasons only? In
fact, I don’t think it is a case of
«choosing between support or non-
support of the market. The im-
plications involved in the latter
policy are too serious to contem-
plate. I: agree wholeheartedly
-with- Mr. Beardsley Ruml’s state-
ment that “it is sensible to. dis-
iss the possibility of a’ ‘natural’
interest rate as unrealistic and to
accept the fact that we will con-
tinue to have an artificial inter-

,-~est rate, controlled within limits

determined by the purposes and
‘powers of the public agencies that
have been created for handling
<ur fiscal, monetary and credit
policies.”

A careful reading of the testi-

- mony at the special session of the

P

i~

Longress serves to emphasize that
while the inflationary aspects of
the present support policies are
recognized no one in authority, I
think, would abandon support as
a policy. Mr. McCabe told the
Mouse Banking Committee that
“if it is the desire of Congress
1o limit the amount of government
bonds the Federal Reserve Board
might purchase, I would like to
see it done in a direct way’—a
<hallenge which the Committee
showed no interest in accepting.
Mr. Snyder in testifying . before
the Senate Banking Committee
stated that “the Federal Reserve
Board and the Treasury have con-
‘tinually backed the policy of sup-
porting the 2%, % long-term rate.”
Following this, Senator Sparkman
asked “You believe that we ought
1o continue that  support pro-
gram?” to which the Secretary

replied, “I certainly do.”
No Free Market: Likely
-In my opinion we can dismiss
from' consideration 'the possibility

of an entirely free market in gov-
ernment securities, or possibly I
should say a lack of any market
for government securities. As I
see it, the question is at what
level the market is to be sup-
ported. At present the long-term
rate of 21% % is being maintained,
and on Aug. 9 Mr. Snyder stated
that “no change would be made
in the government’s policy with
regard to the long-term bonds.”
Based on official statements and
by their actions I feel that we can
conclude that the present Admin-
istration is pretty well wedded to
par for long 2l5s. Even Senator
Taft has gone so far as to sug-
gest that “the right combination
of raising reserve -requirements,
gradually raising the 'rediscount
rate, and raising -the: interest rate
on short-term ‘government secur-
ities” might be the -answer but
that “the 100% guarantee of se-
curities is such a landmark that
if you drop it even to 99 you
might participate a flood of sell-
ing.” While it is true that a new
Administration next January
would not necessarily be bound
by the actions and statements of
the present Administration, there
is no denying that a new Admin-
istration ‘would be  confronted
with the same facts—facts which
have caused the present monetary
authorities to support the long-
term rate of 21%%. Instead of
100 8/32 for Victory 2l4s, a new
Administration might decide on a
somewhat lower price yet I doubt
that a new Administration will
abandon the long-term rate of
2% %. In my opinion, a bid of 98
for Victory 2%s would not mean
abandonment . of the long-term
rate of 21%4%, and I am frank to
admit that I think a new Admin-
istration could lower the bid to,
say, 98 with  much better grace
than the present Administration,
Nevertheless, there is no assur-
ance that lowering the bid for
Victory 2%s to say 98 by a new
Administration might not be just
as risky as if done by the present
monetary authorities. As Mr.
R. M. Evans, a member of the
Federal Reserve Board recently
told a group of Kansas City bank-
ers “The risks involved in per-
mitting Bonds to break par are
too great to the nation’s economy
and for that reason the board
feels it is best to peg prices above
par for the long-term issues.” Al-
though a new Secretary of the
Treasury and a new Federal Re-
serve Board would not be bound
by the policies and commitments
of the present Secretary and
Board, they would still be faced
with pretty much the same set of
conditions. :

No Limit to Federal Reserve
Support

The question has been asked
quite frequently, “How long can
the Federal Reserve System sup-
port the government bond mar-
ket?”. The answer is that the mar-
ket can be supported almost in-
definitely. ~Present excess re-
serves -of the Federal Reserve
Banks would permit purchases of
some $40 billion government se-
curities.” Such purchases would
increase member bank excess re-
serves and give them a potential
purchasing power of, say $200 bil-
dion. I ledave it up to you how

long the member banks would | M

hold as idle funds several billion
dollars of excess reserves.

If I am correct in my diagnosis
of the situation and in my conclu-
sion that the long-term rate is to
be supported at 212 %, which does
not necessarily mean 100 8/32. for
Victory 21.s but which precludes
a-bid of, say, 90-for:long 2%s,
th.ell it- follows - that the - area
within which the monetary au-
thorities are free to operate has
been . reduced. most. drastically.
Stated another. way, the redis-
count: rate and"the rate on shdrt

terms ‘can be. inereased - only
slightly without further.jeoparn-

izing the long-term rate. Already
we have had an increase in the
Bill rate from %% to the present
level, an increase in the Certifi-
cate rate from %% to 1% % and a
%% increase in the rediscount
rate. My guess is that we may
be nearing the upper limits of
the increases which can be per-
mitted in short-term rates with-
out jeopardizing the long-term
rate. I make this statement in
full recognition of the fact that
historically short-term rates often
have exceeded long-term rates
but when such conditions existed
we had a far different set of fac-
tors operating in the money mar-
ket. Under today’s conditions I
cannot visualize a higher rate for
short-term money than for long-
term money. T am inclined to go
along with Mr. Evans in his state-
ment that “I'doubt that the short-
term rate will be increased any
further from this level.”

The New Cash Reserve
Requirements

Faced with the problem of main-
taining the long-term . rate and
at the same time curbing tenden-
cies toward excessive credit ex-
pansion, the Federal Reserve
Board asked the special session of
the Congress for authority to in-
crease member bank reserve re-
quirements. . Although Mr. Park-
inson, of the Equitable, seemingly
would place the entire blame for
excessive credit expansion on the

banks and although we seem to|

have been singled out for the role
of “Peck’s Bad Boy,” I do not feel
that" the facts support either Mr.
Parkinson's reasoning or the role
in which we have been cast. In-
deed, one of the stated reasons for
requesting the increased authority
over member ‘bank reserve re-
quirements  was “to enable the
Federal Reserve System to acquire
more—if necessary many more—
long-term government ; securities
to maintain the. long-term yield
level” so that “new reserves cre-
ated by such system purchases
could be absorbed: through in-
creases in reserve requirements
and thus be unavailable for mul-
tiple credit expansion.” Mr.
Parkinson seems to- have over-
looked two - major points—the
first, that the insurance compa-
nies themselves are adding direct-
ly to the inflationary expansion of
credit when-they sell long govern-
ments to the Federal and invest
the proceeds in corporate and mu-
nicipal bonds, mortgages, etc., and,
the second, that it has been their
selling that has been in major part
responsibie for creating the re-
serves which permit a multiple
expansion of credit to which he
so strenucusly objects. The facts
are that between June 30, 1947
and June 30, 1948, the life insur-
ance companies liquidated $2,356
million government securities and
reinvested the proceeds in corpo-
rate and municipal bonds, mort-
gages, etc. From the standpoint of
inflationary credit expansion, this
was just asinflationary as the
granting of an equal amount of
bank credit. Moreover the heavy
support purchases of recent weeks
by the Federal Reserve System
would indicate that this process
of inflationary expansion of credit
by the insurance companies is
continuing. I cannot agree with
r. Parkinson’s statement that:
“If, out of the operation of a sale
by the insurance companies of
their Government Bonds, there
results an® increase in the money

supply and an- inflation of  our |

money, it is not because the in-
surance .companies sold, but be-
cause the banking system bought.”

Mr. Parkinson ;completely - over-.

looks- the fact that the . selling
initiative rests with the insurance
companies; that there does result
“an increase in the money supply
and- an -inflation  of . ourmoney”"
when the !insurance . companies

sell and - that:the banking system
has heen commended. by the Sec~

‘1-30~year: 2% % bond-

retary of the Treasury for the suc-

cess .. attained . in..its. voluntary.

program of restraining the undue
expansion of credit.

By the questionable solution .of
raising member bank reserve res
quirements, the Federal Reserve
System is to be permitted to in-
flate its government bond hold-
ings, through purchases in large
part from the insurance compa-
nies without predetermined limit,
and in so doing facilitate in-
creased lending by non-bank
lenders. As suggested in the Sep-
tember issue of the National City
Bank Letter, the reaction of the
practical hanker might well be
“Why crack down on us so that
our competlitors can take the busi-
ness?”

A National Monetary Commission

It is high time I think that we
join Mr, Parkinson, Mr. Aldrich
and Mr. Sproul in urging the cre-
ation of a national monetary coms=

mission to undertake a compre-:

hensive review of our whole
monetary and credit organization,
There can be no denying that with
a debt of some $250 billion all
sorts of forms and held by all sorts
of investors, we are confronted
with new and difficult problems,
The debt and the monetary ex-
pansien which it has produced are

problems with which we will be
faced:for. many yearsto come. The
extent to which the long-term
rate and with it other rates have
been -frozen into our economy
limit the area within which mone~
tary policy is free to operate. Use:
of::the orthodox instruments of
monetary control — open market
operations and the discount rate
—is limited. Increasing reserve
requirements is a blunt instru-
ment with which to do a difficult
and delicate job. More over it i$
a “blunderbuss that hits member
banks and borrowers from mem~
ber banks, but leaves other credit;
channels wide open.”

The alternative to creation of #
national monetary ,commissiwn

| will be, I fear, a day-to-day att-

tempt to solve the problems af?
.debt management, a mudd¥ng:
through, ‘and the risk that ane:
false. move may upset the whale:

_apple cart, with the inevitable re-

sult that we, the' commerciak
bankers, will be the “goat” for the:
mistakes that may be made,

It is high time that we urge the:
creation of a national monetary
commission to.review our whole:

monetary and credit organization.
T think we owe it to our country
and to ourselves, as bankers, to

do so!

Depressed Markets for High-Grade

Preferred Stocks

(Continued fr(‘)mvﬁrst page)

and preferred stocks floated by
typical companies of high credit’

standing during the last four
years. o

It will be seen that up until-a
year ago the yield differential
varied only to a minor extent from
1%, ranging from 1.17% in the case
of New Jersey Power & Light to
0.85% in the case of Buffalo
Niagara Electric. But since the
spread has gradually increased,
culminating in a difference  of

1.79% in the yields given at of-|

fering prices of the bhonds and
preferred stock of Northern States
Power,

The latter flotations followed
by a short time the offering of
Kansas City Power & Light pre-
ferred, which was priced to yield
only 1.15% more than the com=

pany’s bonds. Only a part of that-

issue was placed at the offering
price, and current market quota-
tions are about six points lower.
The existence of unsold blocks of
Kansas City Power & Lizht pre-
ferred in dealers’ hands un-
doubtedly influenced the bidding
for Northern States Power pre-
ferred. The latter was priced for
public sale to yield a good %%
more than yields given by other
issues of comparable quality, and

by ‘the company’s outstanding
3.60% preferred. Such was the low"
estate of the preferred stock mar~
ket, however, that it was a goodi

two weeks after the original of—

fering date before the new
Northern States Power preferred
was completely . distributed.

The extent-to which the “bear
market” in preferreds has carried
is apparent when the yield
changes in the past two years are-
translated into dollar prices, as:
shown in Table II,

An examination of basic market:
conditions will provide clues as:
to why this unprecedenied change-
has taken place. It will disclose
that preferred stocks have beer
affecled by a combination of ad-
verse factors, some of the most:
important of which may he of a
temporary nature.

What Investors Make the
Preferred Stock Market?

As is the case with high-grade
bonds, the largest aggregate hold—

ings of preferred stocks are in the

portfolios of life insurance com=-
panies, although in most cases pre~
ferreds constitute only a very
small percentage of their totak
invested assets. Eleemosvnary
funds and educational institi-tions

TABLE I
TYPICAL PUBLIC OFFERING OF HIGH-GRADE BONDS AND PREFERRED STOCKS

Amount
Date (millions)
9.0
3.0
24.5
12.5
50.0
24.0
25.0 ©
25.0
13.0
4.0
56.4
35.0°
30.0
30.0

Issuer

5-17-44
5-17-44
11- 1-44
11~ 1-44
4-12-45
5-10-45
T~ 2-45
7-2-45
10-24-45
10-24-45
12-13-45
1-10-46
12-11-46
12- 5-46
12-13-46
12-13-46
1-22-47

Preferred

Preferred

Preferred
Preferred
Preferred

Philadelphia Electric 1
Pref :rred

w
=]
=)

cooooco0ooaPon:

Preferred

Preferred
May Dept.’ Stores Deb.
Preferrved
- . Philadelphia -Electric .1
Preferred

e
Sows

[ )

Preferred

[

Preferred

Sebabose

A
=]

New  Jersey Power & Light 1st Mtge.
Metropolitan Edison 1st Mige..

Union Electric (Mo.) 1st Mtge.
Buffalo Niagara Electric 1st Mtge. .

Kansas Cily Power & Ligh“t“ st M“tEci'
N. Y, State Electric. & Gas 1st Mtge.

Kansas: City Power & Light-1st- Mtge. 27
4

Coupon
or Offering
Div. Term Price

Bpread
Yield
%
2.717

3.94
2.81

104.625
101.50
101.375
102.625
102.50
104
101
100
101.02
101.75
102.06
102.85
101.33
104.11

w
©
=]

DD R D WD TN D DTS DD U DS =T =T =3 T

3.
4.20

B0 COB0 B R N0 ORI O NI O NI CONI SO NI LI NI LI RO LI B ¢
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TABLE . IT

: 1946
Yield
2,605
High-grade.. 3% preferred A3.60§’a_

Price
103:11.
104.'17

#2004 11948
Yield Price
. 2.90% 97T.01, .

C 4404 85.23

. Difforential. ¢ttt 100%. 4108, . +150% :\mnd LT85 4 0.50% .,

—12.88
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—— probably more interested in
...production of (generous income
"and less in maintenance of prin-
cipal than most other types of in-
vestors—nave also had an increas-
ing interest in preferred$ over the
last several years.

But of all types of .institutional
investors, those that, by and large,
have maintained the largest pro-
portions of their portfolios in
preferved stocks have been :the
capital stock fire and casualty in-
surance -companies. For - these
companies-preferred stocks have a
substantial tax advaniage over
bonds that has assumed greater
significance as income tax rates
have increased.

At present rates for corpora-
tions *having taxable income in
excess of $50,000, interest received
is subject to full normal tax of
24% and surtax of 14% unless
specifically exempted (as in the
case of partially tax-free govern-
ment and fully-exempt municipal
bonds). Dividend income, how-
ever, is 85% exempt to the cor-
porate recipient. .

This means that a corporat'lo.n
receiving preferred stock divi-
dends pays a tax thereon equiva-
lent to but 5.7% (38% tax on 15%
of the dividend), compared to a

full 353% on taxable interest in-|

come.l Because of this feature, a
1% gross differential between
bond and preferred stock yields
amounts to 134% or more after
taxes, a 112% gross"differential
10 2.20% or more. In order to pro-
cure the same retained income, a
company need invest only 46% %
as much in preferred stocks at
4.25% as in bonds at 3%.

But if preferred stocks have an
impressive tax advantage over
bonds for fire and casually com-
panies, they have other disad-
vantages that have carried more
weight in the past few years.

Insurance companies are re-
auired, for statement purposes,:to
evaluate preferred stock holdings
at market prices as of a certain
date, whereas they may evaluate
all bonds given at least the fourth
best rating by rating agencies at

- cost, modified by amortization of
discount or premium. Thus, they
know that unless the security of a
bond becomes impaired they can

foretell what value they will be |

permitted o ascribe to it in their
statements, regardless of market.
But in their holdings of preferrec
stocks; no. matter: how: high their
character, their ~surplus‘ on a
statutory basis will fluctuate with
the wide and unpredictable mar-
ket changes to. which all fixed-
income securities (except short-
term) are subject. Inasmuch as
the surplus account is a strong
selling point . for an insurance
company, this is a factor that only
the strongest companies can af-
ford tc overlook. Life insurance
companies, in which surplus tradi-
. lionally bears a low ratic to in-
vested assets, are particularly
sensitive to this.

- Early in 1946 several insurance
associations joined- together ' in
presenting to the various Insur-
ance Commissioners a plan. for

" less onerous valuation of preferred
stocks meeting certain high qual-
ity standards, consisting of a
yearly adjustment in valuation by
only a part of the change in mar-
ket price. Although the proposi-
tion was clearly .and impressively
presented, the Commissioners. to
this date have taken mno action
upon it, and ‘it is not known
whether efforts along these lines
will be revived.

Another factor limiting the
matrket for preferred stocks is the
ruling in.New York State—where

1 Public utility operating companies
are allowed exemption from .the 149,
" surtax. to the extent that they pay divi-
dends on preferred stocks outstanding
prior to September, 1942, or issued to
replace securities outstanding before
that date. . The corporate recipient of
dividends on such issues, therefore, is
allowed no exemption from surtax, the
. 85% exemption being applied only to
the 249 normal tax. Thus the effective
rate in such cases is 17.6% (249 normal
tax on 15% of the dividend equals 3.6%,
plus 14% surtax). Utility issues for
“new money” provide full 85% exemp-

" - -tion of dividends to the corporate recip-

ient.

most of the largest: life insurance:
companies ' are-‘domiciled—that. ‘a
life insurance company may in-
vest in only 10% of ‘the stock
of any one company. Since the
unit investments.of the largest
companies are so substantial; this
has the effect of restricting their
participation to only the largest
preferred stock issues.. On  the
other hand, there are countless
examples in which a single insur-
ance company has purcnhased the
entire bonded indebtedness of a
small company. ’

Factors Affecting Markets in the
, Past Few Years

In 1945, preferred stocks be-
came, for the first -time, legal
investments for life insurance
companies in several important
states. Since the common stock
market continued firm througn
i{he middle of 1946, strong statu-
tory surpluses of many insurance
companies made them less wary
of investments requiring valua-
tion at market. With the cessation
of Government War Loans, life
insurance companies were hard
pressed to find sufficient invest-
ment outlets, ‘Preferred stocks
were scarce, and were bid up in
price.

But in the past two years
has been adversely affected by a
sharp contraction in demand, and
a contemporaneous ;increase in
supply, bringing a complete re-
versal of the factors that led to
considerable strength in 1945 and
the early months of 1946.

Factors of contracting demand
may be listed as follows:

(1) Life insurance companies,
for the first time in years, found
ample investment outlets in bonds
and - mortgages, at improved
yields.

(2) Insurance companies were
averse to accepting risks of fur-
ther decreases in statutory sur-
pluses, due to the requirement
that stocks be valued at market.
Surpluses of fire and casualty
companies experienced a three-
barreled attack:

(a) From abnormally high loss
ratios.

(b) From vastly expanded un-

derwritings,  necessitating

the establishment of in-

creased unearned premium

reserves.

(¢) From the break in common

stock prices in the fall of
1946.

(3) Because of underwriting
losses in 1946 and 1947, many fire
and casualty insurance companies
had no income tax liability, and
therefore were not interested in
the tax advantage of dividend in-
come. ;

Meanwhile, the supply of pre-
ferred stocks increased, because
of:

(1) Flotations of preferreds by’
corporations to. provide funds for
expansion and modernization,
particularly where policy or pre-
vious-borrowings made incurment
of debt inadvisable. This has been
especially true among utilities, for
which regulatory bddies prescribe
limits to the proportion of debt
in capitalization. ,

(2) Sales by insurance compa-
nies with small surpluses, to fore-
stall any further depreciation in’
statutory wvaluations. i

(3) ‘Heavy tax-loss selling, par-
ticularly toward the end of 1947.
An. unusually / large * proportion
was in preferred stocks; common
stocks had followed a sideways
pattern during the year, and in-
creases in dividends made holders
of common stocks less prone to
dispose of them.

The hardening of interest rates
on long-term bonds in the last two
years has- been relatively moder-
ate, because of the determination
of the Federal Reserve Bank 1o
peg long-term governments at &
rate slightly below 21 %. This
direct support has naturally lent

considerable stability to the mar--

ket for high-grade corporate
bonds as well, but its influence is
not-yet apparent in the preferred
stock market,.

It is a weli-established fact that

'tinsettlement in any market often
‘breeds further unsettlement. Such
has been the case in the market
for preferred stocks., The relative
depression in prices of preferréds |
has been intensified by the fact
that several new issues this year
have been “sour.” In this con-
nection, there is ample evidence
to support the view that competi-
tive bidding is ill-adapted to pre-
ferred stock issues, often leading
to over-pricing and subsequent
pressure on tne. entire marke:.
Indeed, one of the leading under-
writing firms has indicated that
it will henceforth participate only
in negotiated preferred stock is-
sues.

Are These Factors Permanent?

Preferred stock flotations may
continue to be numerous, having
a tendency to limit any revival in
their market. "But it would ap-
pear that as a result unusual buy-
ing opportunities may be pre-
sented, = either in the form of
above-normal rates of return, or
in the form of purchase or sink-
ing funds. The latter have been
common among recent  issues,
countering the reluctance of many
investors - to' acquire preferred
stocks because of their absence of
maturity or market support.

There are signs that the cycle
of abnormally high losses for fire
and casualty companies may have
run its course, alleviating one
source of pressure on surpluses.
A Dbetter common stock market
could have the same effect.

U. 8. Treasury 2%s,

12-15-72-67 2,21% 1.37%
5-Yr. taxable governm’ts*
High-grade preferreds*__

1.06 %
3.347%

0.667%
3.15%

A combination of both could
quickly lead to a revival of in-
terest in preferred stocks on the
part of such companies. Further-
more, the rates charged for many
types of insurance have been in-
creased, more nearly to compen-
sate for abnormal loss ratios, and
several companies have rebuilt
their capital accounts by sale of
additional common stock. '

If Federal Reserve support is
successful in stabilizing the long-
term bond market, .its effects
should inevitably reach into the
preferred stock market as well. In
this connection, it is important
to remember that yields on short-
term bonds have also advanced
relatively to those of long-term
bonds. For .taxable insurance
companies there is much to recom-
mend investment for fixed income
in a. combination of short-term
bonds and preferred stocks, rather
than in long-term bonds, since
taxes tend to minimize the yield
spread between short- and long-
term bonds, and to widen. it be-
tween long-term bonds and pre-
ferreds. By such a combination, a
company may decrease its aggre-
gate exposure to market decline
if interest rates harden further,

and in many cases provide short.-
term security for reserves, while
maintaining or increasing re-
tained - income, The following
shows how the yield advantage
of surh a combination has grown

‘since the high prices in 1946:

Yields at 1946 Highs
After corpor-
Gross ation taxes

Recent Yields
After corpor-
Gross ation taxes

1,545

Increases
After
Gross = taxes

2.48% 0.27% 017%

1.85%
3.95%

1.15%
3.12%

0.79%
0.61%

0.49%
0.57%

Average 1.90%,

290% 2.43% 0.70% - 0.53%

Difference —0.01% +0.53%

At 1946 highé' a tax-free in-
vestor, in order to provide $1,000
annual income, would have had to
invest about $45454 in either
Treasury 2Ys, or equal amounts
of 5-year Governments and pre-
ferreds. At present, he would de-
rive $1,000 income by investment
of $40,323 in Treasury 2ls, and of
only $34,483 in the combination
—$5,880 (or 141% %) less.

The corporate investor at 1946
highs could have created $1,000 in
income .after .tax by investing
$72,993 in Treasury 2%s, or, $57,-
895 in the combination ($15,098

v Approximate

present
price

$78,000 Norfolk & Western
Cons. 4s, 1996 $
$49.000 U, S. Treasury 2s
12-15-54-52
2,000 shares Norfolk & Western
4% preferved

*Amortized.

It wiil be noted that gross an-
nual income would be practically
the same in each alternative; after
corporation taxes it would be in-
creased by $624, or almost 35%.

At Yearly Highs
$78,000 Norf, 2,000
& Wstn 4s
+$5,947
+11,310

+ 6,425
+4,680
+3.120
—97

+780

+$
+
+
+
¥

—3.510
—5,850
—5,070
—3,510
—8,970

- —13,650
- —21840
-—22,230

*Computed—preferreds on -seasoned . issués.

$100,505

& Wstn pfd,

+17,250
+ 8,750
+17,500
+5,500

,000
—6,000
of

) +0.42% +0.80%  +0.43% +0.36%

less). Now it would require a
$64,948 investment in Treasury
2Ys, but only $41,153 in the com-
bination, or $23,795 less,

An examination of past market
movements, furthermore, demon-
strates the reduction in exposure
to market risk provided by the
investment of half as much money
in a high-grade preferred stock as
in a long-term bond, the balance

being placed in short-term securi-

{ties: For example, the following

alternative. investments .of about
$100,000 may be imagined.

Annual Income
After corpor-
ation taxes

$1,796%

Value Yield Gross

100,230 2.89 % $2,987*

49,505 1.74% 861* - 534*

51,000 1,886

3.92 2,000

$2,861 $2,420

The following table compares
the variations from present values,
at high and low prices of the last
16 years, of $78,000 Norfolk &
Western 4s and 2,000 shares Nor-
folk & Western preferred:

CHANGE FROM PRESENT VALUE

At Yearly Lows
$178,000 Norf. 2,000 shs. Norf,
& Wstn 45 & Wstn pid.
—$1,560 +$1,000
+8,500
+ 8,000
+ 7,250
+ 5,500
+ 3,000

shs. Norf,

11,500
13,500
12,250
10,375
10,000

+

,500

+3,000

—150

—1,250

10,250 —18,500

16-Year Average ____ —$3,278 +

At every .point noted above,
2,000 shares Norfolk & Western
preferred had a relationship to
present market value superior to
that of $78,000 Norfolk & Western
4s, the market ‘advantage of the
smaller investment in the pre-
{ferred being greatest in poor mar-
kets: It is emblematic of the “fall

$5,492 —$10,524 —$213

from grace” of high-grade pre-
ferreds (and somewhat of an
answer to those who fear market
depreciation in preferreds) that in
each of the last 13 years Norfolk
& Western preferred has at some
time sold higher than its present
quotation. The high price of Nor-

hand, has been lower than the
present price in 9 of the 16 years.
The yearly low-prices of Norfolk
& Western preferred have' aver-
aged 99.6% of its present value,
while those of the bonds have
averaged but 89.5% of present
value, )
To be sure, the comparison of
income has been made by apply-
ing -amortization of premium to
the bonds, no similar trcatment
being feasible in the case of the
preferred. This, of course, is a
factor to be considered in com-
parisons of market pr