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Our Economic
Dilemma

By MARRINER S, ECCLES*
Member, Board of Governors,
‘ Federal Rgserve System

: Former . Federal Reserve . Chair- .

ing inflation and preventing over-

expansion of credit. Advocates .

continuance of government bond -

price support and more authority
for credit control.

. T have been asked: to discuss

the economic: dilemma _that con-
fronts us ‘today. Actually there
'_are many economic dilemmas; and

*‘time will ‘not |

permit .ane to
" examine all of

them. Recent- |
ly,. when I ap-|

peared -at' a

" Congressional |

.hearing to dis-

cuss inflation
1. made = this
statement
which reflects
some of ' the
economic di-
lemma; -

“Each one
wants the ben-
efits of -infla-
tion for him-
self, but he wants the others to
pay for them,

“The farmer wants a floor un-
der his prices, but he does not
want a ceiling.

“The real-estate people.

(Continued on page 42)
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What’s Ahe

Prices and Business?|

By JOSEPH L. SNIDER*
Professor of Business Economics, Harvard University

Holding inflation is about over and prices are already declining in

€ : 4 - important . areas, Harvard economist, though maintaining. it-is im-
man. describes .dilemmas in_curb- | .

possible to-know--ahead whether

severe ‘reaction, :cites: as: reasons: why.-drop- may not be severe:
(1) demand for goods and. services. continues strong; (2) govern-

ment support of farm prices; and

The question which is uppermost in' the' minds of businessmen
and others' affected by the fluctuations of ‘business conditions is
whether :business is - entering ‘upon a-different phase following - the
present inflation-boom.: Has price inflation come to an end? Will the

cost of living ¢
g. go down? Are
‘we.-headed:
.for-a business
depression? A
: discussion . of
these: and .re-
“lated'questions
“forms the sub~
- ‘ject matter of
this article.:

Inflation
About
Over

Although
commodity
prices in gen-
3 eral, both at
wholesale and retail, have not yet
reversed their climb to higher and
higher levels, on the basis of evi-
dence to be . presented below I
have reached the conclusion that
our inflation is about over, It is
unrealistic to expect to forecast
exactly the date of the end of a
price inflation, It would be con-
sistent with what I mean by
“about over” for the general price
leve] either to turn down imme-

(Continued on page 28)

Dr. Joseph L. Snider

*An address by Dr. Snider be-
fore the Convention of American
Hardware Manufacturers Associa-
?5;);18' Atlantic City, N. J., Oct. 20,

ad for Some Ideas

we “are- likely. to have a mild or-:.}:

(3) heavy government spending.

and they said the same thing five

EDITORIAL -

Ryt ': FE MG ATICREIE Rooseveltian :Statisﬁis'-‘ T
It is always hazardous to" guess what the historian is

| likely to say decades or even centuries hence, yet it now
‘| appears ‘to.be, safe to set down one general observation

which: will be included in any appraisal of the period in
American history beginning in 1933 and ending some years
hence. 'This truism, for such it seems to us at present, is
that Franklin Roosevelt managed somehow to build into the
folklore, almost into the mores of the people of the United
States a number of totalitarian conceptions and totalitarian
programs which will leave their impress upon the thinking
and the actions of politicians for a long while to come. This
they will do, of course, for the reason that they have become
almost sacrosanct among large masses of the people, and
indeed have come to be accepted more or less unthinkingly
in a surprising degree among groups which should know
better.

- As to the Democratic Party itself, or at least that part
of it which acknowledges President Truman as leader, it
may be said of it with the poet that

You may break, you may shatter the vase if you will
But the scent of the roses will hang round it still.

President Truman has often been accused of abandoning
(Continued on page 31)
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on How to

: - =
Buy Municipal Bonds
By J. AUSTIN WHITE ' v
) J. A. White & Company, Cincinnati, O.

Asserting a good bond is one that does not cause concern to lender
- or borrower, expert outlines factors governing qualities of municipal
~bonds. Stresses importance of tax resources and economic stability
~-of community in relation to its overall tax burden and character of
its people. Says over-emphasis is put on default record, and lists
as additional safety factor, growth of the community.
A banker once remarked, “Every loan is good when it's made—
'good in the eyes of the lender, else he would not have made it.” Most
bankers will tell you today that they are only making good loans—

vears ago. Apparently, nobody ever
®makes a bad

loan; it just.
“turns bad".
after “it's:
made. "
By the same:
token,. “Every
bond is good
when it's pur-
chased — good
in the eyes of
the purchaser,
else he would
not have
bought it
Mostany
banker will
tell you today
that the bonds
he - owns in his portfolio are
“good.”  Oh, yes, there will be
some he would like to sell, but
those are the ones in which he has
a loss in today’s market, and his
desire to be rid of them is prompt-
ed more by the decline in the
market below his cost, than by
any appreciation of quality depre-
ciation. Unfortunately, the bonds
seem to stay “good” until they
default. This attitude toward

(Continued an page 26)
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On Calling the Turn in the Market
Y : By ARNOLD BERNHARD* ‘

Editor, Value Line Investment Survey - ;

tance of “turning points” in stock market, and stresses value

d going counter to it.. Sees likel.hood stock prices will soon

rise and holds government deficit financing could avert future depression. Loaoks for no fall in national

income or in general business in 1949. Advocates a spending tax in lieu of present progressive income
taxes and warns against influence of “the bias of stock market.”

I feel honored in being called upon to speak to you of my reasons fer being bullish on
the stock market.. But I.was a little taken aback to learn that the topic of this talk was to

Stock market i technician belittles impor
of determining when market is wrong an

BArclay 7-5660 Teletype NY 1-583

be “What Is the Market Going to Do Now?—How Buying and Selling Points are Deter-
3 mined.” FO———— RS R S ST G e,
T |selves to be advised by the mar- things the Marxists have told us.

Actually,

Lonsdale Company
Bought——Suld-——Quoted

Prospectus on Request
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Members
New York Stock Ezchange
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iket, There is no way at all to| One we know is absolutely un-
rhale money by being right on a | true. Instead of wealth being
market E\hatBist \gong.. except bty1 i;oncc"entratecllt inhfewgr and fewer
pure luck. But there is a way to | hands, wea h has become more
make mbcmcy on a mal?cet tthatth 17: { widﬁly ldilsviributed Isince the time
wrong by going counter to thatiof Kar arx, nstead of the
market on the assumption that .ii%rich becoming richer, the rich
;\l"li(l_l pc;esats%Itigesehxzor;ﬁfwsyécemip ! Ba‘vebact.uaélly beconfchpoor_er. hIf
he . o have *or- | this, basic theory o arxism has
!ectgc‘i 1he1}j de\tr,xatlons from value ‘: bgen]é)roven fallacious, why then
in.either direction. | should we assume that the un-
It is a statistically provable fact ' proven asstlertion‘ that cap.talism
that about 75% of the fluctua-|is inoperable is truthful?
tions in stock ‘prices are qaused; As a matter of fact, we have
by 101?%1!11:[3‘_65 1111 eal'm'i]}g&t cﬁyldgnds { seen in our own time how govern-
and,. boox values...- hat has been | ments can intervene to control the
determined by correlation studies | pusiness cycle... @ Most -govern-

do not know
how to tell at
what point the
stock market
will turn.
Is it really
important?
. Prices are im-
portant, but
turuing points
are not highly
significant.
You and I
with a little
e x amiration
can determine
that = Mullins
Manutacturing stock isearning33%.

i Arnold Bernhard

|

| Joseph McManus & Co.

Members
New York Stock Exchange
New York Curb Exchange
Chicago Stock Exchange

39 Broadway, New York 6

|| DIgby 43122  Tele. NY'1610 |||

on its present market value, It is
selling for about!three times earn-
ings. Is it of paramount import-
ance, do you think, whether Mul-
lins Manufacturing turns upward

|this week, next month or next

|

vear, provided it goes.on earning
that much meney? g
Nor do 1 know when Chicago,
| Rock Island: &, Pacific. common
| stock is going ‘to turn upward.

on hnndreds of stocks over the ments and economists today ac-
past 20 to 25 years. On the basis  cept (he proposition that the fiscal
of tiose correlations, V'\thflh' are‘,policies of the government can
mathmmatwal and rot md1v1dual | control the business cycle If the'!
opinion, it can be proven that lﬁ‘govemmcnt intervenes fo stop al
tne current rate of earnings and | jepression, that does not mean

would be more reasonable 10 €X- gy

dividends and assets continues, it ‘that it is interfering with capital-

L The capitalism that causes
pect the Dow-Jones Industy ial Av- |industries to adjust within - the

ETAEES. to‘st‘and th() pointts hhigher | business cycles can go on operat-
next year than to. expect them 16 |54 freely within certain tolerable

stay where they are now. While ' yimits
it must be admitted that nobody | : L
knows anything about the future, | To prove this, I'll just ask you
that is no reason for accepting the | @ question. which 1 think - you
status' quo. as ‘a forecast, espe- {would {ind it rather easy to an-
cially when, as now, the. statusSWer. You know that the gov-
quo conflicts 20 years” of experi- .ernment of the United States has

|
ence. The probanilities are high i been running a cash surplus in the
last year. It is taking in about

l

But I do believe that it will prob-
| ably earn between $10 and $11 a
share this year ‘and that it has a
\very small debt!for a railroad. It
does not seem especially important
whether it goes up this weck or
next, or next month. What is im-

I

\

TRADING MARKETS IN
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_

portant to know: is that the earn-

I
B 2 that stock prices will rise widely ye: 1
lings are there and likely to stick. $4 billion more than it pays_out.

‘and whether the rise is soon.to:
|1f the value is there, prices will begin, or has already commenced. . That, of course,” has:been a-de-
|take care of themselves. In the is of secondary importance. ’ | flationary influence upon the
end they are bound to conform to | ’ ieconomy. If today, instead o
! value, though they may not do so | Depression Prospects | taking in $4 billion more than it
{at every point. | Of course, basically, you are all:| 1S spending the government|
| Of course, Mullins and Rock |thinking, “but the current high -should reverse and pay out aboutl
happen to be two extraor-|rate of esrnings will not hold.~ | $10 or $12 billion .more than it |
" | takes in, that is to say, if the|

| Island
| government should engage in def-

-

!

| dinarily undervalued stocks. Per-| At this point I should like to cease
haps it would be faiver to call at- | being a fellow adviser and degen-

tention to a representative list of | erate into a lecturer. Most | icit spending a t the rate of $10
high-grade stocks like the Dow-|people in Wall Street, consciously | to $12 billion a year, which is 2
Jones Industrials. They are sell- | o1 not, have swallowed the Marx- [to 3 times the amount of defic't
ing for about 9 times earnings,|ian concept of capitalism, the no-| financing attempted at any time
whereas the normal - ratio is a|tjon that it cannot Operate;dut‘ing the New Deal except war
good deal higher. Do you think it | successfully because of its inher-|years, would you not find it rather

( bvious that there could be no de-

was very important for. a holder lent contradictions and that if we o L
of stocks like those that comprise|cyer d¢’ have good times under | pression and no deflation but that

the Dow-Jones Industrial Average |capitalism, it is only because -we {indeed there might even be 2
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Standard Oil Ky.
Bought and Sold
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HE BANKERS BOND co
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1st Floor, Kentucky Home Life Bldg.
LOUISVILLE 2, KENTUCKY

fo sell out.at 200 in May, 19467 | ctand on ihe abyss of depression, | serious inflation? I think every-

1f you sit down and figure it out 'q . : | body is agreed that a $12 hiilion
a sale of the Dow-Jones Indus-,i Now 1tlmafy ?ae tlhit you alt,lc no_tldeficit spending program at this
trial Averages made at 200, andﬁsgscﬁ(})};;ghe;i’;mu a“;ggkiowaméa!time would preclude even a re-
repurchased today at 185, would course, that we have had béomsigg;e possibility of business reces=

have saved less capital than it | ;

1 ot im o divd {and depressions. Wehave been told |

would have lost in dividends. 5 | Yet, if Mullins is worth no more
than $30 a share at a time when

|by the Marxists that depressions
When the Market Is Wro : 2
= N R it is earning $12 a share, or if Chi-

‘\are inherent in bhocms under a
While nobody reall | capitalistic system. = Under Karl ] i
whenx the n’?arke{ willqtgrn k]l;’g;v;lMarx’s theory, wealth would be|cago Rock Island " is worth no
of us can with sufficient effort ‘concentrated in the hands of fewer | more than $40 at a time when it|
determine when the market ic |and fewer people, the masses }? Ie{ammg (?110 (ér $t1hl a s}mre, (t)}rr
X kit : | would' become expropriated and | 1 ansas City Southern is worth
wrong and by taking advantage e han $45 when it is earn-
ing some $13 a share without

of that, we can be right. steadily poorer and the end result
including the unconsolidated por-

Long Distance 228-9 Bell Tele. LS 186

lwould be such an imbalance—such
tion of its earnings in Louisiana

The thing that we must all | a few people holding all the wealth
and Arkansas, then it must be be-

Established 1856
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I ineher) e o : : =i
guard -against is ‘allowing -our {and income and the masses hav=
cause Wall Street has tacitly ac-

PR : i bsolutely nothing—that  a
“Transcript of address-by Mr, | ing ab: ¥ : .
~har o by ML revolution would be re uired sim-
Bernhard before the Association FH®IHOL TR 4 cepted the thesis that there will
be a business depression, there

of Customers’ Brokers, New York | ply to permit society to go on

City, Oct. 22, 1948. \exl;tmg. Now here are two|  1"he some 5 million unemploy-
‘ed, and national income will drop
from around $215 billion to about

$170 billion. If that happens.

the earnings of Mullins and Chi-

cago Rock Island and Kansas

City Southern and all the other

|
|
1
l

‘_________—___-———————'

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

dowrward and so weuld their div-
idends. But consider the incon-
sistency in this premise. If the
national income should drop from
$216 billion to $170 billion, the
government’s receipts instead of
being $40 billion would drop to
about $28 hillion or less, Mean-
while, the ‘government’s expendi-
tures.  at $40 billion would

(Continued on page 33)
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noteworthy accuracy.

lelusive and spiritual entity,” Mr.

/| less ‘pinned to a stock price, in-
‘|evitably  reminds me-of that classic

| for a black cat that isn’t there.”

mers” Brokers in New “York on<

Stock Values and Stock Prices

" Winthrop Parkhurst tells Association of ‘Customers’ Brokers value

- of a stock, apart from its market quotation, is an elusive and spirit-

nal entity, like a metaphysical object.
best answer to:question, “What i is market gomg to do?”

Pinning the label “metaﬁscal” on stock values ‘when these are

divorced trom actual market prices, Winthrop Parkhurst; financial

|“writer, . stirred up a lively discussi
il values at the regular monthlv merting of the. Association of Custom-

Points to ‘market history ‘as

on"of both stock prices and stock

At the 'meeting, held in
the-New York Curb Exchange, Mr.
Jarkhurst shared the speaker's
tostrum: with ~Arnold Bernhard,
aditor and . publisher of “'lhe
Value Line.” .

Admittedly taking the unpopu-
‘ar -side of -the -argument, Mr.
Parkhurst-challenged the-doctrine
of stock “values” as a, preliminary
to “his “observations§ on ‘the be-
havior of the N, Y. “Times” stock
index which he praised for its

“Frankly, it seems to me that
the value of a stock, apart from
its market qlwtatlon, is a rather |

Parkhurst said by way of intro-
duction. “It “is “a metaphysical
object—or, perhaps I should better
say.a metafiscal one. In any event,
as distinguished from an actual.
price; it seems ‘to me decidedly'
vague. Indeed, a stock value, un-

definition of a philosopher — a
blind man in a dark room looking

. Mr. Parkhurst continued:

“I know a great many investors
pay a great deal of aitention to
stock values. They affect com-
plete ‘scorn of stock pricés. They
pretend to be utterly mdlffcxcnt

i1 | The spiritual consolation of know-
|ing that a stock has-value doesn’t |
A qultc seem to compensate for the
financial sorrow of seeing a price |

| Mr. Parkhurst plecented a general
| answer ‘couched in terms of mar-
| ket history,

let the market prices take a sharp
|tumble and. these investors are
[hanging over the news ticker to
vfmd out all about closing prices.

tumbple.”

In facing the question; “What is
the Malket Going to Do Now?”

“I cite the N. Y. ‘Times’ stock
index paluculally ” he said, “be-
cause of its outstanding accuracy
in the past. It was unique in early,
1937 for refusing to deliver an up-
side bull market conflrmatlon
and because of this fact it is worth
noting that the ‘Times’ industrial
average so far in 1948 ‘has refused
to cross its 1947 top, Sll’l’ll]ally re-
fusing confirmation, and in ‘this
respect disagreeing again with the
Dow-Jones averages. .

“Howevel regarding the Dow-
Jones aver: agcs themselves, certain
important facts have been over-
looked. They were overloaked 1n
mid-May of this year when the air
was filled with cries-of a ‘major
bull market confirmation.’ Actu-
ally, ‘both the Dow-Jones indus-
tr 1als and rails, of course, did cross
their 1947 tops. Neveltheless in
crossing those tops they were con-
fronted with a very important
challenge— namely, an eight-year
ceiling stretching t‘a rom 1937 +to
1945. " This ceiling lay only a little
above the 1947 top, and it was

stopped the- mmket advance last

June and July after the 1947 top |-

area had been traversed. To date
in'1548 that 1937-1945 ceiling in
both industrials and rails stands as
a challenge,

+“In speciftic telms » contmued
Mr.: Parkhurst, “the 1937-45 in-
dustrial. intraday, maxima were
195.59-196.59, vchile the corre-
sponding ,rml maxima were 65.08-
65.1%. . As the.industrial high last
June was 194.49 and the July. rail
high was 65.23, it s at once seen
that “the  industrial top was not
quite reattained and the rail top
was crossed by -the 'negligible
amount of a fractional point.

“I am quite willing to grant that
anything. is conceivable,”
speaker ' concluded,
market top and market bottom so
far recorded may be broken even-
tually. “ At the same time. an ob-

jective analyst, paying his re-
spects to history, is compelled to |

recognize the faet that the afore-

said ceilings in the Dow-Jones av- |
‘| erages” are extremely broad and |
‘| hence exirémely powerful,

impress " me ' enormously.
impress me so much that it would

take ‘a very powerful impression |
inderd—only such an impression -
as the market itself can deliver— -
| to make nie suppose that the ceil- |
to market fluctuations—as long as | ings just mentioned can be reat- |
i the “fluctuations are upward. But‘

tained . or
by nearby action.”

Upon the
question period- following Mr,

Parkhurst’s address, the chairman, |
Leonard, Jarvis, of Hayden, btone A

& Co,, New Y01k asked for a

show of hands on the question as

to whether, in the opinion of the

audience, the 1946 highs in stock

averages were likely to be reat-

tained during the next year or so. |
Whether the replies were substan-
tially influenced by the speaker’s .
arguments could not be .deter- |
In any case, out of some |
75 or 80-members plesent scarcely ||
a dozen handg were raised in the |

mined,

affirmative.

\Villiam, A. fLippman, Jr.
With Oscar F. Kraft & Co.

(Special t0 THE FINANCIAL CHRONICLE)

LOS' ANGELES, CAL.—Wil-

liam A. Lippman, Jr., has become !

I Pointers on Sel’lingv

Lippman was  manager |
of the trading department for |-

associated with Oscar F. Kraft &
Co., 530 West Sixth Street. In the
past Mr.

Page, Hubbard & Asche.

R. ;?V* Colvin Forms Own |

Firm in San Francisco
(Spf\ninl to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, CAL.—Ray-
mond W. Colvin-has formed Col-
vin & Co., with offices in the

Russ -Bldg., to engage in the se-|

curities business. Mr, Colvin was
‘previously with Davies & Mejia.
Walston, Hoffman & Goodwin and

just, this 1937- 1943 ceiling which

First California Company.

the !
“and * every |/

They |
They |

measurably exceedec‘ ‘

condusxon of the
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The

By HON. JOHN W. SNYDER*
Secretary of the Treasury

Economic Scene

Warning predepression year of 1928, like present, was one of great prosperity, Mr. Snyder points out,

as a contrast; heavy stock speculation in former period. Lists protective measures taken to avoid an-

other depression.. Contends, apart.from effect of rising prices, the economy has been stabilized for about
.a year, and concludes greatest problem is combatting inflationary pressures.

There could not be a more appropriate time to survey the economic scene than now,

when - our national -income and national prosperity are at the highest levels in history. Nor

is there a more appropriate place for a discussion of this subject than here in one of the

wastest  grow-«

ing :areas in

the: United

States.

I have
““chosen” delib-
" erately to call
this. a talk. on

T he Eco-
.momic Scene.”
. Standing . . on
ithe-present
.. high plateau
- -of - economic
'well being,

and looking to

horizons of
business’ . op-
I~ portunitiesyet
‘untapped, we are prone to forget
ithe depth of the valley of depres-
.sion from which we have so re-
cently ascended.

It is essential in good times to
‘remember the bad times, lest we
wander aimlessly into economic
depression -again. ' There is no
question ‘that the- United States
is today experiencing the greatest
prosperity in its history. This is
{true not only in measures ex-
! pressed in terms of dollars, It is
"true also in terms of the actual
! production of goods—in the yol-
‘ume of things that people can buy.

Let me remind and. warni you,
<however, that twenty years ago
we could have made this same
statement, practically = word - for
‘word. Although the economic
"levels then were lower, they were
record highs-up -to that time, In
that year, 1928, . industrial pro-
duction rose to- a then record
‘figure, even though it had been
‘running substantially . above the
‘peak of the first World War. Na-
tional income reached the highest
level in history up to that time.
New industrial processes and new
inventions were 'helping to main-
tain a strong volume of consumer
demand. Labor . was practically
fully " ‘employed, and corporate
profits were higher than ever be-
fore,

In 1928 there was every reason
—or, or at least, every reason but
one—for this prosperity to con-
tinue. There was no evidence of
unbalanced conditions in the busi-
iness field. Commodity  prices
had been stable for several years,
and commodily specuiation was at
a low level, There was no excess
accumulation of inventories, and
no undue expansion of credit for
“business purposes.

Unfortunately, however, a be-
lief had been gaining ground for |
several years that the quick and!
‘easy way to wealth was in the |

Jobn W. Snyder

‘#An address by Secretary Sny-]a

.der before the Los Angeles Town |

‘Hall, Los Angeles, Cal., Oct. 25, |
(1048.5F T s

stock market. In effect, the le-
gitimate and necessary business of
dealing in stocks was allowed to
develop into a huge gambling en-
terprise,  Brokers’ loans in New
York City reached the huge total
of $8.5 billion, the bulk of which
was, supplied by corporations and
other nonbank sources.
sential part of the natien’s
strength—essential in maintaining
the nation’s prosperity—was thus
diverted into unproductive sto¢k
speculation. ‘

When 'the top-heavy market
structure began to fall in 1929, it
swept the nation’s economy down
a steep, barren and rocky. road.
Severe speculative losses had re-
percussions in all lines of busi-
ness. Manufacturers’ orders
were cancelled, workers were
thrown out of employment, fac-
tories were closed, retail sales fell

'off, and successive waves of de-

flation and depression were set in
motion. - Their effects were felt
throughout the world.

Most of you remember only too
well the personal impact of that
depression on your business, your
family, and yourself.  The bot-
tom was reached in early 1933,
when the national 'income had
dropped more than 50% below the
1929 level, In March of that
year we were in the midst of a
financial crisis. - Many of our
leading industries were cperating
at a small fraction of their capa-
city. - Industrial production as a
whole was reduced to less than
half of the 1929 volume.

Action Taken After 1929

In this critical situation, it was
imperative that affirmative action
be taken. The need to halt the
continuing depression was urgent.
By the same token, it was of
prime importance that business
trends be turned upward. As
important as these objectives
were, the more fundamental prob-
lem was to insure that such a
tragedy as this depression should
never happen again.

You are all familiar with the
series of government actioris
taken to start the wheels of busi-
ness moving. Some were drastic.
However, they accomplished what
the nation needed—they turned
the tide of the depression.

Within months the national in-
come was. rising. Incomes re-
ceived by individuals, which had
dropped to an annual rate of only
$43 billion in March, 1933, had
recovered to $50 billion by the
end of that year. .

As the recovery gained mo-
mentum, further improvement oc-
curred. At the end of 1939 the

annual rate of income had risen

t
¥
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George R. Coo
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to $76 billion. . And when we en-
tered the war in December, 1941 it
stood at.$106 billion..": This ‘was
substantially higher “.than ' even
the 1929 level. "' :'Today, at $215
billion, the rate “is:more- than
double what is-was on*Pearl Har-
bor Day. ! B

state of California, fully shared in
this recovery. Incomes of indi-
viduals * in - California rose 62%
from 1933 to. 1939, as against 53%
for the nation as'a whole.  From
1939 to 1947, aided by your phe-
nomenal . growth in population
the. increase for California was

States.

The pronounced shift of indus-
try to the Los Angeles area in re-
cent years has been impresSive.
This is a visible part of the great
development of an industrial em-
pire on the Pacific Coast.

During the war, Los Angeles
County handled $11 billion of war
contracts, ranking second among
war production centers, |Because
of the many advantages offered
by your great state, it is not sur-
prising that many of the war
workers, plus vast numbers of
servicemen who learned to know
this area during the war, have

fornia their home.

Population estimates show that
California leads the mation in
growth since the last census
From 1940 to 1948, California has
gained 3 million people. This
was an expansion of 45%, which,
compared with 11% for the nation
as a whole shows an increase of
349 over the rest of the United
States.

In view of the increased respon-
sibilities imposed by this growth
in ‘population, the people of Cali-
fornia have'a particular stake in
measures which have been taken
to safeguard the national economy
against another depression:
These measures today protect you
in Los. Angeles, as they protect
people throughout the nation. = In
part they are responsible for the
fact that now, at the beginning of
the fourth postwar year, business
activity continues sound and sub-
stantial.

A Contrast With the Aftermath of
World War I ;

Contrast this with the situation
after the first world war.
Shortly thereafter, business: be-
came unbalanced by widespread
commodity speculation. =~ The
postwar peak was reached within
a year and a half after the war
ended.

It is believed that there are
two ways ‘to fortify the nation
against. a depression—to cushion
its effect sfould the blow come.
One is to prevent speculative ex-

(Continued on page 29)

Art Metal Construction
Bowser, Inc.
Cleveland-Cliffs Iron Co.
Georgia-Pacific Plywood*

Bought — §

115 Broadway, New York
Telephone ‘BArclay 7-0100

Los Angelés, in fact.the whole

219%, against 169% for the United.

decided to make Southern Cali-

further rise ‘in short-term rates

| The Government Bond Market

By JOHN H. GRIER*
Vice-President, First National Bank, Chicago

Stressing national debt management as powerful factor in nation’s '
financial well-being, Chicago- banker stresses over-monetization of
debt as having led to government bond price support and conse-
quent expansion of Federal Reserve bondholdings. Says managed -
government bond market is essential, but floor for price support
need not be placed at par. Denies moderate decline in government
bond market jeopardizes solvency of banking system, but warns

justifies. caution in bank bond

portfolio management. b

Possibly one of the greatest influences on our economy and one,
therefore,. th'at. dn'ec_tly or indirectly affects the financial well-being
of every. individual in the country, is the skillful management of ‘our
public debt. In fact, just within the past several weeks I made a simi~

to one of the
high-ranking

the Treasury
Department
and he replied
that in his
judgment
public debt
management
was second in
importance
only to the
atom bomb.
Sevaral dec-
ades ago, be-
fore our na-
tional debt
had reached such colossal figures,
the ebb and flow of credit—ex-
pansion “in times when business
activity was at a low ebb, and
contraction in times of inflation—
could well be regulated by the
Federal Reserve Bank’s use of the
discount rate; but with the tre-
mendous growth in the Federal
debt, particularly in the short ma-
turity range, the short-term rate
on Governments has, in my opin-
ion, very- largely superseded the
discount rate. . With a national
debt of $250 billion, and more
especially with the huge amount
of floating debt which necessi-
{ates constant refunding opera-
tions, the interest rate structure
is of prime importance to the
Treasury, and to a material degree
must be controlled and regulated
by that agency.

We have for a period of years
experienced an era of abnormally
low interest rates. ‘' This was due
largely to the influx of gold com-
mencing in the early ’30’s, to-
gether -with deficit financing
through commercial banks, which
latter necessarily reached tremen-
dous proportions during the war
years. During that period the nat-
ural objective of the Treasury was
to finance the .war at the lowest
possible interest cost, ‘and - by
means of the Open Market oper-
ations of the Federal Reserve Sys-
tem to provide the banking system
with reserves necessary to absorb
that portion of the war debt as
was not purchased by other inves-
tors. How successfully this objec-
tive was attained becomes appar-
ent when we realize that at the
peak of World War I debt in Aug-
ust, 1919, the average interest cost

John H. Grier

“An address by Mr. Grier be-
fore 62nd Iowa Bankers Conven-
tion, Des Moines, Ia., Oct. 25, 1943,

Portsmouth Steel
Stromberg Carlson, Com.
Texas Eastern Trans.*
Tenn. Gas Trans.*
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lar statement®

officials of |-

was -4.196%, whereas today "it is
2.20%.

Over-Monetization of Debt

The recent war was no different
from any previous one, resulting
as it did in over-monetization of
the debt, and with our productive
capacity being largely devoted to-
ward- war  effort, the -consequent
shortage of civilian goods, coupled
with expansion of our money sup~
ply, naturally produced an era of
inflated prices which continues to
plague us today. This is well il-
lustrated by glancing at the index
of Wholesale Prices compiled by
the Bureau of Labor - Statistics.
1926 is taken as the base 'year
equalling 100, and. at the end of
1945 this index price was 105. In
December. 1946 it was 140.9; De=~
cember, 1947, 163. For the week
ended Aug. 21, 1948 it had risen
to 169.2, and the latest figures
available—the week ended Aug.
28—it was 168.4, Such a rise in
the price level is inevitably ac-
companied by an " expansion of
bank loans and our current infla-
tionary trend has been no excep~-
tion. As of Jan. 8, 1947 the Com~
mercial, Industrial and Agricul-
tural loans reported by Member
Banks in the leading cities of the
country totalled $10.222 million.
As of Jan. 7, 1948 this'had risen
to $14.645 million, and as of Oct.
13, 1948 these loans had reached
a total of $15.458 million,

This sharp increase in loans, as
vou well know, was accompanied
by a rise in interest rates, I have
said previously that it is my opin-
jon that the short-term rate must
necessarily  be regulated by’ the
Treasury and that agency, recog-
nizing the importance of checking
the steady expansion of bank
credit, acted in conjunction with
the Federal Reserve System to
raise the short-term rate. The -
first step toward firmer rates was
taken in April, 1946 when the
Federal INeserve System discon-
tinued its so-called “preferential”
rate of 1 of 1% on borrowings
secured by Governments with a
maturity. of one year or less. In
July, 1947 the bill rate of 34 of
1% was unpegged, and the current
yvield on bills ranges around
1.10%. Then in September, 1947
the "% rate on certificates was
raised to 1%; in January of 1948
to 1153%, and recantly the Treas-
ury refunded with one-year 1Ys
and 18-month 13%3s.

In addition to these increases
in rates by the Treasury, the Fed-
cral Reserve System early.in 1948
raised the discount rate from 1%
to 1% %, and effective in August,
the rate becanie 115%. Likewise
effective Feb. 27, 1948, reserve
requirements on demand deposits
in the two Central Reserve' Cities
were raised from 20 to 22%; and
effective June 11, 1948, they were
raised to 24%. Effective in Sep-
tember, the Central Reserve Cities
were raised to 26%: the Reserve
Cities from 20 to 229% and Coun-
try Banks from'14 to 15%. In all
classes of cities the requirements
on time deposits were raised from
6 to 7% 9,, Currently, the Fed=
eral Reserve Board has authority
to raise  requirements further in

the Central Reserve Cities to 30%;

(Continued on page 37)
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Steel Production
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Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

il Thel
Stale of Trade
and Industry

Total industrial production the past week pursued its upward
course rising slightly-above the level of the preceding week -and
exceeding moderately the level of the corresponding week one
year ago. N

The steel industry output last week was scheduled at 99.1% of |

capacity and came within 5,000 tons -of reaching the industry’s
historical peak. This was the highest rate since April 24, 1944, w}'len
the Nation was engaged in a two front war and the steel operating
rate was 100%. It is also significant 1o note that the steel operating
rate has declined below the 90% level in only five weeks of the
present. year, the drop being occasioned by depleted coal stocks
following the coal strike last spring. ’

) Electric kilowatt output in the week ended Oct. 23 showed further
expansion in keeping with the increasing consumer demand and at
the same time established a new all-time peak record. Automotive
production was also higher in the past week, but failed by a very
slight margin of attaining a new postwar high. _

* 4

Of much interest was the report on the current position of de-|.

posits of the mation’s 532 mutual savings banks made last week by
William L. Maude, President of the National Association of Savings
Banks. Mr. Maude revealed that such deposits increased by $45,000,000
during September to a new high of $18,272,000,000, but when com-
pared with those of a year ago and for the first half of the current
‘year, the gain was only “moderate.”

During the first -nine months of 1948 mutual savings banks
deposits increased $513,000,000, or 2.89% of their balances at the
start of the year. For the same period of 1947, the gain was $795,-
000,000, or 4.73%. The increase in deposits this year has been at
the rate ‘of about three-fifths that of a yvear ago, reflecting a nar-
Towing of the gap between deposits and withdrawals.
| During the first nine months of this year, deposits were only
1.1% higher than during the same period of 1847, while withdrawals
were up 9.8%.

0 0" g

The number of business failures in September dropped to 398
from 439 and was the smallest number since January, Dun & Brad-
street, Inc., reports. This decrease ‘was consistent with the usual
seasonal trend, but when compared with the same month in previous
years total failures were the largest since 1942,

Current liabilities declined in September, but were larger than
in any previous September since 1935. The agency also noted a
marked increase in the number of failures with liabilities of more
than $100,000 during the month.

Almost two-thirds of the businesses that failed in September had
been operating less than three years with 15% in their first year of

operation.

Total failures during the first nine months of 1948, the agency
points out, were 51% above the corresponding 1947 level, but 66%
below that of 1939. Current liabilities for the corresponding periods
decreased 3% between 1947 and 1948, but were 119% above the 1939
figure. ¥ ;

Retail dollar volume during the week moderately exceeded the

levels of both the preceding week-and the corresponding week a
year ago; unit volume remained somewhat below the level of a year
ago, Consumers were selective in their choice of good quality mer-
chandise in the medium price range with hardware and furniture
volume reflecting a fractional increase. :
. Total wholesale order volume for the week was slightly ‘above
the level of a week ago and of the comparable 1947 week. Current
re-orders were generally for prompt delivery while many merchants
sought to restock depleted inventories. Fall and Winter coats were
re-ordered in moderate volume and trading in cotton textiles showed
a slight rise during the week. ‘

STEEL OUTPUT TO CURRENTLY SHOW ONLY SLIGHT
VARIATION FROM WEEK AGO

The steel shortage is not lessening; there are no soft spots; steel
will not be easier to get soon and the crop of reports that we are at
the top doesn’t mean that steel output will take care of demand next
year, states “The Iron Age,” national metalworking weekly, following
an accurate check of the steel market the past week.

. For the next 6 months—at-least—steel will be harder to get than
it has been recently, the magazine -adds. If there are some steel users
who are getting enough steel to fill up their pipelines these cases are
more than offset by shortages in other places..But the short items are
plate and pipe. The last two are getting
shorter when measured by current demand.

Before there is any sign that steel supply is catching up with
steel demand the first place to look would be the gray market and the
crop of reports on the general economy of the country’s ‘“catching up”
do not apply to steel—yet; says this trade authority. Proof of this
is in renewed activity of the gray market.: Tonnages moving are not
large when measured against total steel output, but there is activity.
There are buyers and people who are paying fancy prices. The
gray market is still strong and stronger than it was six months ago.
.- There were signs—tiny ones—this week that some steel users
were getting fed up with gray market prices; They say that the price
they get for their product leaves:them -too little,. if -they pay gray
market ‘prices. Such a frame ‘of mind is interesting but it does not
always, last. Maybe this time it will, states this trade paper. But in
the past these buyers’ strikes against gray market prices have started
and fizzled out. '

.. :Z. ' Before the:coal strike earlier this year, there -were signs that the'|
. ~gray market was-on-its"way-out. The- strike loss of- 1,600,000 tons of
.. ingots caused the gray marketeers. to throw their hats_in the air with

‘Joy. The Congressional hearings.put.the quietus-on some ‘gray market

e "(ébnt'inuédébn page 39) - i i

- =, dealings ; but’.not:too  much.. Then': came the". Marshall" Plan. and |
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Observations . . . .
By A. WILFRED MAY

A NEW LOOK AT MECHANICAL MARKET OPERATIONS

Along with the current pick-up in Stock Exchange share tyadi.n"g,
the volume .of the literary and verbal controversy over the justifi-

cation of mechanical methods for timing stock market operations :
has risen to new highs. This article will attempt to point out some of

the general and basic fallacies underlying the
arguments of those writing and speaking in be-
half of market-timing and mechanical stock-
selecting techniques.

Escaping From Frying-Pan to Fire

Characteristically, the prelude to the pro-
mechanical thesis as advanved by every techni-
cian, is detailed demonstration of the difficulties
of general forecasting, With this skepticism this
writer fully agrees. In fact, no one could
be more voluble than he in depicting, both
empirically and logically, the fgtility_ of fere-
casting economic, political and’ financial trends,

" or of tying market forecasts to economic data—
past, present or future. But to jump from such
disillusionment to conclusions that the remedy
lies along mechanical systems based on the mar-
ket’s internal market performance, is to engage
in a most grievous psychological fallacy. It is
mere flight inlo an easier and more comfortable realm of fantasy—
without realistically determining whether one is unwittingly only

jumping from the frying-pan into the fire, o

The forecasting uncertainties that are inherent in m'vestgpent_-
value appraisal operations are also dwelled on by thg market “engi-
neers”; as in the necessary projections of a company _sales, earnings
and status in the community. But surely the drawing of conclu-
sions through exercising business ]ud.gment about the future _of a
company—about the significance of its present and past business
record, is far more sound and justified than are Geductions about.
the future behavior of “the” stock market from pictorializations of
i vrations. ; s EY
s pzsltsoghnalogies are attempted between the forecasting uncertain-
ties involved in diagnosing the stock markqt and_inthe diagnoses
made by the medical and engineering professions. But.thls embodies
the double error of overlooking the necessity and incidental nature
of the prediction element involved in thg latter-mentioned pro-
fessional services, and of forgetting that their assumptions are based
on a past substantiating record of previous judgments made from the
same conditions.

A. Wilfred May

Liquidity Fictions

But the fundamential fallacy underlying the thinking of_the
market-timing technicians seems to stem from their misconceptions
about “market liquidity” and the nature of common stock. They
both cnnsciously and unconsciously advance the notlor_A that a share
in a business that is not listed on an exchange is an entirely different
ihing than is a share in a business which is traded in on an_exchange;
that the value nf the share when located on thq market is dwarfed
in importance by the market-participants’ changing attitudes toward
the whole market: that market “liquidity” makes securities a kind
of counter in ihe flow of market movements. Thus, whether they
realize it or not, the market internalists are dealing in prices rather
than values, and are engaged in attempting to anticipate the degrees
by which the pubiic will make the price level diverge from value.
to outwit the market’s other buyers and sellers, to out-forecast the
forecasters and out-predict the predicters,

Great Expenditure of Technical Effort

True it is that much arduous effort, often embodying a _working
knowledge of the higher realms of calculus and {natllematlcal phi-
losophy, is devoted to providing the market evidence. For such
“evidence” the figure chart is used in great variety; being a me{hod
of depicting the price movement by showing all market fluctuations
of some selected unit, as a dollar a share, instead of the usual price
range. Lately the refinement of the moving averaye for 'defmmg
“the trend” has come into vogue; elaborated into super-refinements
as the “Semaphore” and the “Technometer.” _

The varied calculations are deemed to be channeled into two
broad groups of technical methods; those which try to determine the
irend, and those which analyze the character-of-the-market. Actually
the difference between attempts to.define the trend and to charac-
{erize the market, is quite cloudy. Examination of the various means

-used for judging the market, such 4s volume and odd-lot data and

relationships between various groups in the market, are really in
part also endeavoring to catch “the trend”; and certainly are per-
petrating some of the same fallacies as.-are the trend-ists.

That Intriguing Past-Performance

Prnbably the most important and bhasic of these fallacies is the
presumption of conclusions akout the future from past performance.

(Continued on page 47)

Time Inc.

Kingan & Co.
McGraw (F. H.) & Co.
‘American Maize Products Co. )

. ' Bought—Sold—Quoted
- FREDERIC.H. HATCH & CO., ING..
i, “ v . Established 1888.. - - N i

| Well, CAN You Top This?

" Bryan E. Simpson of B. E.
Simpson & Co., California Build-

Bryan E. Simpsoﬁ

ing, Denver 2, Colo., is telling the
following story: o

“A lady came in to. my office
to.sell some  stock; to mé.: So I
bought it from - her,” When she
delivered the stock to me, it was
in the name of her son.” I asked
her if her son' was a minor?”?
“She replied: ‘No, he is a po-
liceman.’”

P. L. Forchheimer Opening
Paul L. Forchheimer has opened
offices at 505 Fifth Avenue, New
York City, to engage in a securi-
ties business.

AMERICAN MADE
MARKETS IN

CANADIAN
SECURITIES
International Petroleum Co.

.Standard Oil of N. J.

HART SMITH & C0.

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

Royal Bank of Scotland

Incorporated by Royal Charter 1727
B n

HEAD OFFICE—Edinburgh
Branches throughout Scotland

LONDON OFFICES:
3 Bishopsgate, E. C. 2
8 West Smithfield, E. C. 1
49 Charing Cross, S. W. 1
Burlington Gardens, W. 1
64 New Bond Street, W. 1

TOTAL ASSETS
£153,656,759

|
Associated Banks:

Glyn Mills & Co.
) Williams Deacon’s Bank, Ltd.

Sterling 0il

OF OKLAHOMA, |

Common Stock

Price 3Gt Per Share

Orders will be executed by
Greentield, Lax & Co., x

40 Exchange Place, New York 57 ¢ [ §° -

83 Wall Street; New York 5, N: Y. -  Bell Teletype 'NY 1-397

L

“'HAnover 2:9290
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+ The Current Economic Situatio
Member, Board of Governor's of Federal Reserve System: ‘

Federal Reserve Governor analyzes present economic situation in' relation to inflationary tendencies :
and postwar international situation, and concludes high current income, large past savings, and ready -,
access to credit furnish a strong basis for continued high levels of personal consumption. - Sees. infla- .. .
tionary tendency intensified by heavy government spending:and reviews proposals. of monetary measures i
to curb it. Upholds Federal Reserve bond price support program.

The years since the end of the war have been uneasy ones, economically as well .a$
politically. While we have attained the objective of high levels of employment, there has
nevertheless persisted widespread uncertainty as to our ability. to sustain these levels., In

~

By M. S, SZYMCZAK*

n.

part, our fears®

stem from our
experience  in
the dismal
thirties;in
part, from the
knowledge
that recurrent
boom and re-
cession have
always been
characteristic
of our econ-
omy;. but es-
pecially are
we afraid that
the inflation
of the past
few years hag
set in motion forces that' will
eventually make a downturn both
inevitablé and severe.

In this general anxiety, we are
beset by conflicting interpreta~
tions of the present and expecta-
tions of the future. On the ono
hand, every dip in price and every
slackening in sales—whatever the
comnndity may be—is taken  as
proof that a general downturn is

upon us. On the other hand, we
have the thesis that despite the
distortions which have developed

M. S. Szymczak

*An address by Gov. Szymczak
at a meeting of the Buffalo Cham-
;ber of Cormamerce, Buffalo, N. Y.,
Oct, 27, 1948. :

PHILADELPHIA

PUGET SOUND
POWER & LIGHT CO.
COMNMON STOCK

Memo on Request

BUCKLEY SECURITIES
CORPORATION

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

“THE STRAWBRIDGE &
CLOTHIER STORY”

We have prepared an interesting
report on this  Company, whose
common stock we recommend espe-
cially for small investors,

Copy Free on Request

H. M. Bylleshy & Company
PHILADELPHIA : OFFICE |
Stock Exchange Bldg., Phila, 2

Telephone Telet
Rlttenhouse 6-3717 PeHe7}.:ipe'

.| war was financed through a com=

111939 to December, 1945 the na-

controls and rationing kept prices

in recent years the ecoromy is
fundamentally so strong that full
employment, production, and in-
come will go on more or less in-
definitely, rolling over one diffi-
culty today and another tomorrow
—all the time approaching closer
and closer to an equilibrium
wvhich is not defined. . It is clear
that the current- -economic situa-
tion--whenever {‘current” may be
—is not a tigure or a combination
of figures, but an interpretation
which looks both forward and
backward.

Postwar Inflation in Retrospect

Looking backward, we see that
the war is largely responsible both
for the high levels of -employment
and for the inflation that .char-
acterized the postwar y2ars. Dur-
ing the war, about two-fifths of
our gross national product was
devoted to prosecution of the war.
The expenditures for war goods
created consumer and business in-
comes for which there- was no
matching supply of .available,
goods. .

A policy which financed all war

expenditures through taxation | both
would have soaked up this excess | g0ods.

of purchasing power and wogld
have prevented the large-scale in-
crease in liquid assets, For a va-

.riety of reasons, such a rigorous

policy was not feasible, and the

bination - of borrowing and in-|

creased taxes, with taxes account- | spondingly.

ing for less than half the total |
amount raised. From December, |

tional debt, other than that hem;
by Federal agencies and trust|
funds, increased by $210 billion.
Of this increase nearly $115 bil-
lion was accounted for by non-
bank investars; about $75 billion
was held by commercial banks,
and.ahout $20 billion by the Fed-
eral Ileserve Banks. :
During the war, price and wage

remarkably stable, even if allow-

ST. LOUIS .

=

STIX & Go

INVESTMENT SECURITIES

509 OLIVE STREET
ST.Louis 1, Mo.

Members St. Louis Stock Exchange

- RICHMOND, VA,

SPOKANE, WASH.

Since 1932 Specialists in
VIRGINIA—WEST VIRGINIA
NORTH and SOUTH

CAROLINA

—F. W.
CRAIGIE&CO.

RICHMOND, VIRGINIA
Bell System Teletype: RH 83 & 84
Telephone 3-9137

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

|

|'bred.

‘| prices 75%, and personal income

| The extreme gravity of the hous-
ing shortage led to easy mortgage |

Kellogg, Idaho and Yakima, Wn,

RASER
ouistedorg/"

‘ years of high taxation brought

again and again since the end of

‘of each of these increases: has

ance is made for activity in black
markets, But this stability wasg
possible only because consumers
and industry in general exercised
remarkable restraint in the use of
their “income by . saving. volun-
tarily, rather than attempting to
secure larger individual portiong
of the limited civilian  output.
Thus, about cne-fourth of per-
sona: income after payment oil
taxes was saved in 1944 as com-
pared to less than 5% in 1929 and
to about 7% today. A very large
share of these wartime  savings
took the form of liquid "assets]
i.e., currency, bank .deposits, and
government bonds. From'the end
of 1939 to the end of 1945, per-
sonal holdings of liquid “assets
more than tripled, ircreasing
from - about $50 billion to” over:
$150 billion, ey

When the war ended, the’ econ~
omy had available for spending
not cnly high current incomes but
the large accumulation of war
savings as well as exceptional
access to credit. The incentives
to spend were strong in view .of/|
the great backlogs of demand for
consumer and producer

At the same time; we had
heavy responsibilit'es abioad hoth
for relief and reconstruction, It
simply was not possible to ‘in-
crease production fast enough to
meet demand. ' Moreover, in-
creasing  production itself in-
creases currer:t  income corre:

|

It was in such a war and post-|
war situation that inflation ‘was |
Intlatict means that ef:
fective demand-:ie. -demand
backed by purchasing power—ex-
ceeds the current supply of goods
and services at prevailing prices.
Unless controlled, prices advance
in such a situation and eéach ad-
vance breeds further advances
without necessarily bringing: sup-
ply and demand into balance at a
reasonable - price level. Rising
brices have resulted.in rising in-
comes and expanding credit which
have maintained a gap between
effective 'demand and - supply.
This" now “familiar spiral of -in-
creased prices .followed by in-
creased income has been repeated

the  war, For -example, since
1939 wholesale prices have in-
creased about 120%, consumer
190%. A very large proportion
come after 1945.

Notwithstanding all the infla-
tionary forces at the end of the
war, we removed prematurely
such” wartime controls’ as might
have been used as transition safe-
guards. These included controls
over prices and wages, consumer
credit, material = allocations, and
the excess profits tax. Further-
more, for one reason or another
we adopted policies which from a
strictly economic point of “view
were more suitable for inducing
recovery from low levels of ac-
tivity than for curbing inflation,

financing, Generous provision
was ‘made for veterans. The
agricultural program resulted-in
price supvort for farm products at
levels which prevented large
crops from having as deflationary
an effect as they might otherwise
have had. - Desires to grant tax-
payers some relief after the long

(Continued on page 32)
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. President, M. A. Schapiro &
[""Bank: stock- specialist, commenti
%’bank stocks, now below book val

How Federal Reserve Policies
| Affe

York City Banks

By MORRIS A, SCHAPIRO*

Co., Inc., Investment .Bankers

ng on' market  of ‘New' York City
ue, says Federal Reserve penalizes

~.banks. through higher reserve requirements. Points out, because of
higher operating costs and. contraction of loans and investments,

. bank ;break-even: points have b

een rising and though' loan rates

~have advanced, yield has been inadequate to. offset contraction in

earnings ‘assets. ' Sees situation

making it impossible for banks *

to attract capital from investors. ,
Decisions of the Federal Reserve authorities in the field of credit

control must be matched by even
of commercial -banks.
bank reserves; neither are th
income from earning assets—now
reduced by Federal Reserve ac-
tion—to meet expenses, pay taxes
and leave a fair margin for the
hire of capital.

We know that shares of leading
banks in the United States are
selling, at a discount. Ownership
of the 35 member banks in New
York City, represented by more
than 35,000,000  shares of capital
stock, is distributed widely among
hundreds of thousands of in-
vestors throughout the country.

-A'rvery ‘substantial concentration

of this'ownership is-found in New

‘England” among - its mutual sav-

‘ings ‘banks,” insurance companies,
endowment and -ether funds.

Based on current bank stock
quotations, these shares, valued
on the books of the New York
banks at $2,250 million,. are ap-
praised today in the market place
at $1,750 million. This is a dis-
count of - $500 million, or over
22%. The discount is substantially
greater- when other known values
are taken into account.

This grouv of MNew York City
banks reportied -:et current op-
erating eariings of $129 :iillion
in 1947, equal tu only 5%.% of
total capital accaunts, In the mar-
ket place; this rate of earnings is
not. enough "to 'support an ap-
praisal equal to book value. Banks

do. not have-large enough normal

earning power, large enough, that
is, in  relation
holders’ investment. It is for this
reason that the investing public
appraises . bank stocks at a dis-
count. R :
. Here' we are with prosperity at

1| flood-tide, loans at record totals

and ; money rates firming. Why
then are New York banks unable
to earn enough at this time?.

Higher Reserves—Penalty On
fet Banks

The Federal Reserve Board has
cbtained new powers to increase
legal reserves which member
banks are required to maintain
against  deposits. Recently, all
member banks throughout the
country were ordered %o increase
such reserves. In- New York City
and Chicago alone, member banks
were subjected this year to three
successive increases.

The Board is using higher bank
reserves -as one of its principal
weapons to combat inflation. But
will. the  higher bank reserves
produce that, result? The higher
bank reserves do not reduce the
money supply in the hands of the
public. Can these increased. bank
reserves be effective in halting the
inflation while the -government

‘continues present spending and

while the Federal Reserve Board
carries on large-scale purchases
of ' United States Government
Bonds at pegged prices?

“In" boosting _reserve  require-
ments, the fiscal authorities have
in effect levied a penalty on com-
mercial banks, denying them the
use of their assets and depriving
them of income which they would
normally be receiving. There is

no known ifherent- weakness in-

#An address by Mr. Schapiro
before the Boston Chapter of the
American: Institute. of. Banking,

' Boston, Mass.; Oct. 19, 1948,

to their - stock- |

more realistic decisions on the part

Operating costs are not lowered by higher
e risks inherent in bank loans lessened,
Banks must obtain the necessary< 5

commercial ‘banks ~which the
higher reserve requirements. cor-
rect. It is unfair for fiscal au-
thorities ' to blame  present-day
difficulties on commercial banks
when: most of these -difficulties:
stem from policies adopted by the
government before,  during, and
after the war, The charge that
banks brought about inflation is
specious. { ;

But all this we know. The fact
is, however, that the Federal Re-
serve authorities have been. able
to promote these - policies and
have even. obtained additional
powers with political and popular
support. And this is . because
bankers themselves have been
negligent. They have not been ef-
fective in telling their side of the
story to the public. Consequently,
they have permitted their position
to .be compromised in the public
view. . Meanwhile, commercial
bankers must face the realities of
reduced loans and investments re-~
sulting from higher bank reserves,

Impact on Loans and Investments

Let us consider the impact of
higher reserves on New York City
banks. Total loans and invest-
ments - of commercial banks in
New York City, now at $18.6 bil-
lion, have dropped nearly . $2 bil-
lion, or 10%, from their average
level of 1947,

This contraetion results from a
loss of deposits, and, more re-
cently, frony the 26% legal reserve
now required against demand de-
posits, following the three succes-
sive increases of 27 each, ordered
this year by the Federal Reserve
Board.

Based on actual net demand de-
posits of New York City member
banks as- of ‘Dec. 31, 1947, the
increased legal reserve now re-
quired calls for an additional $114
billion cash balance at the Federal
Reserve Bank, reducing the total
of earning assets by a like amount,

Outstanding loans of New York
City banks now at $7.9 billion are
up $1.2 billion, or 18%, from the
1947 average. Investments at $10.7
billion today show a drop of $3.1
billion, or 22%, from the level of
1947. Table I presents the changes®
in deposits, loans and investments
of New York City member banks
from their’ average - position. in
1947.

Critical Break-Even Rate Rising

Operating. expenses, other than -
income taxes, of the member bank
group in New York City as shown
in Table II are estimated.at $279
million for 1948, an increase of
2% over 1947 and 30%. over 1945,
As a result of higher costs and:
contraction in the volume of loans
and investments, the rate of in-
terest on.total loans and invest-
ments necessary to break even
has 'been rising. Table II illus-
trates how this critical break-even
rate has risen from 0.64% in 1946
to 0.88% today. This is the rate
now required by New York City
commercial banks on their present
$18.6 billion’ total ‘loans and in-
vestments in order to stay out of
the red. If these banks as a group
were 'to realize today an average
rate no higher than 0.88%, they
.would have no net. current oper-

(Continued on page 16)
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From Washington

Ahead

== By CARLISLE BARGERON =——===

of the Newlsf

SMITHVILLE, TENN.—This is a Nitle Southern town of about

1,000 souls. There are about .10
the post office, spread around the

. fallen, it

quite balmy,

In front of
the court-
house are ap-
proximately
2,000 people—
twice the
population —

listening to a|

states - rights’
appeal by
Carroll Reece,
former Re-
publican Na-
tional Chair-
man, and now
candidate for
the Senate ‘ine
a predominantly Democratic State.
The sound truck of Roy Acuff,
radio entertainer and candidate

. for Goverhor, has just stopped. In

a few mniinutes when Reece is
through, Acuff -and. his - Smoky
Mountain Boys with their fiddles
will dance onto the portable stage.
They will give 30 minutes of
mountain folk music, then Roy
will. make his speech. He is no
“expert politician,” he says, but
the plain Roy Acuff whom-“you
people have always known.” He
promises to  apply the Golden
Rule and the Ten Commandments
to the governorship. The tobacco
chewing, overalled, calicoed
crowd, allows with their nods and
exchanges of glances that he will
do just that. ;

The reception here was some-
what unusual and an attestation to
the enterprise of the local political
managers. A 25-car  motorcade
with the town’s fire truck met
the party 10 miles outside the
town and came in with siren and
horns a-blowing.

It is on this that control of the
Senate may turn. The national
headquarters seemed lackadaisical
about Reece’s candidacy until a
few days ago. Personalities were
involved and for a Republican to
defeat the Democratic ‘candidate
seemed far-fetched. .

-~ Now, partly. ' because of the
desperateness of the Senate situa-
tion :and' of the - tremendous
crowds;to- which Reece has been
speaking by virtue of Roy and the
Smoky  Mountain Boys, the Na-
tional - headquarters. "has. become
tremendously ' .interested. It - is
sénding. down flying squadrons of
speakers and workers. . - :

If Reece wins, and he certainly
has -the other side -almost hys-
terical, "it will be an amazing
accomplishment. The betting in
Nashville “is even. It is  this
writer’s ‘guess that the outcome
will not be more than 10,000 votes
either way. ;
' " The ‘Reece-Acuff - cavalcade | of
political oprey, as it has come to
be widely known, has of this writ-
ing been in 85 of"the. state’s 95
counties, something no candidate
is believed ever'to have attempted
before. It has been-seen-and heard

by more than.500,000 people, The |:

opposition, speaking to. little knots
of people, has not spoken:tc more
than 15.000 altogether, i

The campaign should bé a study

for students of politics for years

to ‘come. Manifestly Reece would
have had crowds no larger than
those of his opponent without Roy
Acuff and the Smoky Mountain
Boys.' On thé other hand, Roy
chance,
despite his tremendous popularity,
running alone as-a Republican.
As a Democrat it would be dif-
ferent. g T

But with Roy . supplying the;
music ‘and -Reece supplying: the |

words, the two have made a re—"

bitized for FRASER

p:/[fraser.stlouisfed.org/

business establishments, including
county' courthouse.

markable team. It femains iqow to
be seen how etfective it has been.

there will probably be-a flock of
radio stars going
while other candidates will.come

across to the people. Many of
them, most all of them, are burn-
ing up-with something to tell the
people. They ' are -satisfied ' the
people would be with them if they
could but make themselves heard.

They " can’t - depend ' upon - the
newspapers because this time. of
the season there are so many
candidates abeating the bushes,
that if the newspapers gave them
more than an occasional line they

else. The politicians like the radio
because there, nobody cuts their
speeches or paraphrases their re-
marks. But they have a sickening
feeling that the dial has been
turned and the people are listen-

the bank program. .

The solution would seem to be
to do what Reece has done. It's
a little expensive but it unques-
tionably brings results in cx;ov;ds.
It is exhausting work, day in ahd
day out. over a 75-day peri d but
you reach a larger audiencit/h n
you could possibly get with the
| conventional mediums.

i i

Join Ed. D. Jones & Go.

ST. LOUIS, MO.—William Riley
and Edward D. Jones, Jr., have
joined Edward : !

D. Jones & .
Co., 300 -North
Fourth Street,
members of
the New York
Stoek Ex-
change,asreg-
istered repre-
sentatives. Mr.
Riley was for- -
‘merly with the ~
St. Louis' of~
- fice of Merrill
! L};»nch, Fenner
;& " Beane and. .
prior thereto
was with Bit-
ting, Jones' &
Co. Edward. D. -Jones, Jr., ‘who
was . formerly a. registered rep-

William ' B.. Riley

New York City, will cover the
Southerri Illinois territory,

Kuhin Loeb & Gommany
Places $40,000,000
Armour Debentures -

Armour & Co. has placed: pfi—

$40,000,000 20-year 312 % sinking
fund debentures.: The purpose of
‘the issue is to” increase ‘the com=
pany’s working capital to meet the
higher prices - of -livestock ", and
other raw material supplies.

' Purchasers participating in .the
issue were: Metropolitan Life In-
‘surance Co.; Equitable: Lifé
Assurance -Co. -of _the " United
States; Mutual Life Insurance Co:;

- | Pacific Mutual Life Insurance Co.;

Mutual . Benefit.- Life. Insurance
Co.; - Shell Union Pension Trust:
and Shell Union Provident Trust.

Although it is|
the latter part of October and ‘the leaves have turned but not’yet
is® =

If the two should ‘be successful, |
into. pelitics |/

increasingly . to ‘putting “on some |
kind of a show to get the crowds. |

Politicians ‘have worried = for |
years how. to get their message i

would have no room for anything.

ing to a Fred Allen or a break:

Wm. Riley, E. Jones Ji.

|ithan ~evade it.

resentative of Josephthal & Co;,|:

vately through Kuhn, Loeb:& Co. |

‘We Must Relurn fo Redeemable
g ~ Gurrency

“ By WALTER E, SPAHR *

Professor. of Economics, New York University

Executive Vice-President, Economists’ National
Committee on Monetary Policy

Taking issue. with Dr. Bernstein and the “money
management” school, Dr, Spahr calls indefen-
sible the issuance of irredezmable paper money.
Terms as baseless the arguments against domes-
tically redeemable paper money, such as conten-
tion there is not enough  gold to. go around,
paper money is more convenient, gold hoarding
might cause economic collapse, and gold stand-
ard does not cure economic ills.

I

~ The. issue of returning to a redeemable paper
money and gold coin or gold bullion system do-
mestically in the United States involves the fol=
lowing basic considerations: -

1. Onwhatappropriate
ground may one defend the
:issuance of ' promises to pay.
that are irredeemable?

If honesty has any meaning,
it would seem that there can
be no defensible basis on which
‘an individual or institution can
appropriately be authorized by
law . to issue. promises to pay
which are not redeemable.

We have built an elaborate
body of law on Contracts for
the specific purpose of seeing
to it that pt zmises to pay are
fulfilled,/éy%re is' no concept
i on Contract to the
effect (that it is proper and
Negal insti ;

110 have the privilege of issuing promises to
pay and at the same time be freed from respon-
sibility of redeeming them.

By what peculiar {wist in reasoning do we think
we ‘can set aside those accepted and common
standards of honesty when our Treasury and Fed-
ieral Reserve banks are involved?

That'is what we have done in this country. We
have enabled both' institutions to issue promises
to pay which they are not required to redeem,

Walter E, Spahr

‘| which:they do not redeem; and which, under: our

‘laws, ‘they cannot redeem. This is a case of grant-
‘ing - special privilege without at the same time
exacting a corresponding responsibility. ;

.".May we appropriately contend that men in the
‘Treasury and’ Federal Reserve banks may prop-
‘erly operate on a standard of honesty that is lower
‘than. .that to which they are required by law to
-adhere ‘in the business world? This, in effect, is

i.the “position that we seem to have accepted  in

‘recent years in this country. A
. ."We should face and examine this situation rather
Let those who are disposed to,
jaccept -or-to defend an irredeemable paper money
state -precisely the grounds on which this species

fended.

2..On what appropriate grounds may one defend
a so-called system of “reserves” in our Federal
(Continued on page 36)

‘

of ' privilege without responsibility is to «be de- |

Should the U. S. Make Its
~ Currency Redeemable in Gold?

~ Gold Standard Not an End
 In liself

. By DR, E. M., BERNSTEIN *
Director of Research, International Monetary Fund

Taking issue with Dr. Spahr, Dr. Bernstein as-
serts sound monetary policies, not gold standard,
is desideratum, and that gold redemption would
increase difficulties of attaining ‘wise “policies
and it would harm banking system. Insists
dollar, not gold, is standard of ‘value. Denies
involvement of morals. Text of questions an

., answers with Dr. Spahr. e Ty

The gold standard is an institution.: It is-an
institution to provide a‘ commuiity with a:good
monetary system, Like all institutions, it can be
useful; but it is not an end in itself.  The:'gold
“standard is intended to give gy
the people of a country two
things. . The first ig assurance
against an irresponsible in-
crease ‘'in the : quantity - of
.money; the second is to pro-
vide, when other countries fol-
low the,same policy, a basis for
international exchange ' rates
which .are reasonably. stable.

The :fact is that the gold
standard can, it often did, and
it may again provide effective
limitation on the irresponsible
creation of money. It is im-
portant to see, however, that it
cannot be; of itself, a final
limitation, There is no coun-
try, no legislature, no people, :
that would be content to-hold back the expansion
of money during.a war on the ground that this
does not conform to the gold standard. I am not
saying. that wars cannot be fought with a gold
standard. All I say is that where governments _te]l
the people that the prosecution of the war requires
any modification of gold standard practices, these
modifications will be made. The gold standard is
not of itself, in the end, an étfective barrier to
an unwise monetary policy.

Gold May Limit Irresponsibility

Nevertheless, in ordinary times the gold standard
can, it often did, and it may again, provide an ef-
fective limitation on the.irresponsible ‘creation of
money. That is a good enough reason for having a
gold standard in this country, But it would be a
mistake to expect too much of it. The gold standard
did not give us price stability; it did not give us
freedom from booms and depressions., But jche in-
_stability of prices and the business fluctuations in
the United States were not fundamentally tlg)e fauit
of the gold standard. -

All of this is to bring out the point that the gold
standard is an institutional device and beyond the
institutional side.there is the problem of policy.
The gold standard.cannot provide a good monetary
system without sound monetary policies. A coun-
try may be able to keep on the gold standard even
with bad policies; but wise policy is the key to the
usefulness of the gold standard, With or without
the gold standard a satisfactory monetary systera

(Continued on page 36)

E. M. Bernstein

“Talks before the Financial Writers’ Association, Inc., Columbia University Club, New York, Sept. 3,

1948." Dr. Bernstein’s remarks, and the: questions and answers were especially {iranscribed for the
| “Chronicle.”

_ Arkansas Western
.. Gas Company

Common Stock

'GROWTH— ,
- Net Profit Year Ended
$ 99,752 ° $0.38 per sh.
133,336 ©  0.51 per sh.
214,428 0.82 per sh.
238,825 0.91 per sh.
~ 307,049 1.17 per sh.
6 Months Ended June 30
220,133  0.84 per sh.

! ‘Current dividend $0.20 .
quarterly.

Approximate Market 1334

Descriptive. bulletin available
to interested dealers.

'COMSTOCK & Co.

CHICAGO 4, ILL.

7231 So. LaSalle St, Dearborn 1501 Chicago

Teletype CG 855

* Minneapolis Gas Company
Northern States Power Company, Minn.

ACALLYN»»COMPANY

Incorporated

New York

Common Stocks

BOUGHT — SOLD — QUOTED

*Writeup on Request

Boston Milwaukee Minneapolis Omaha
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’Television:

By E. C. COSGROVE*

Present and Future

Executive Vice-President, Avco Manufacturing Corporation

Pointing out television in

last year has grown faster than any other major American industry, Mr. Cos-

" ‘grove says it has been limited only by inability of producers to kee? up wi'th demand. Admits program-
ing is still in experimental stage, but looks for aid from motion picture .mdustry and says advertisers
are moving rapidly into television. Foresees 400 television stations and million persons employed by 1953.

. It is always a privilege to b
it a great deal the past several years.
the matter of prime interest to you

can make to
the dominant
goal  upper-
most in all
minds — ef-
fective distri-
bution as a
force for pros-
perity and
progress.

Almost  all
of us have
increased the
productive ca-
pacities.of
our plants
very substan-
tially the past
two or three
years, - And many. of us-are still
expanding. - In the years ahead, if
these capacitiesare. to mean a
stronger -economy, we aré " going
to have to deepen and broadén
our - markets and . distribute far
more goods than ever before on a
sound ‘cost basis. -

Existing tools of distribution
will not be enough to do this job.
Strong new forces must be added
—and among these, we have one
‘n particular that promises to be
of great influence. °

This force is television.

Fastest Growth of Any Industry

It might be reasonable to ques-
tion whether this young industry
can expand  in . the next several
years to such a point that it be-
comes a key factor in world econ-
omy. - Industries of world impor-
tance,  in the past, simply have
not developed at any such rate.

Televjsion already has given
one basic answer to that question.
In the past 12 months, television
has grown faster than any other
major industry ever to appear on

_the American horizon.
- And this growth has been 'sound
and stable and has taken place in
every phase of the business.

The growth of radio in the past
25 years -has ‘been remarkable.
Today’s radio listening - audience

*An address by Mr. Cosgrove
before 20th Annual Boston Con-
ference on Distribution, ‘Boston,
Mass., Oct. 25, 1948,

R. C Cosgrove

- fuller
brush man?

§. | broadc:

-tady, - Philadelphia,

e invited to talk about television. . And I have talked about
But I know that television, as a general topic, is not
today. You are thinking of the contribution television

totals more than 100 millions.
Americans own around 75 million
radio receivers. Nine of every 10
American homes have at least one
receiver and many have three or
four. Their programs are pro-
vided igy more than two thousand
sting stations. )

Television is growing much
faster than did radio in its early
days and is practically certain of
matching the radio record in con-
siderably less than 25 years.

In' the first nine months of this

year, the industry has produced
500,000 receivers, as ‘'compared
with 85,000 over the same ‘period
in 1947. The output of these first
nine months was 709 of the total
of 703,000 receivers built since the
end of the war.
. Actually, this total could have
risen higher had the industry’s
suppliers been able to keep up
with its demands. ~Makers. of
cathode-ray picture tubes, in par-
ticular, simply were not prepared
for such a deluge of orders.
These tubes have been .in very
short supply and will continue to
limit set production until at least
the middle of next year.

Forty television ' stations are
now operating in 24 cities, an ex-
pansion of 4009, over the total one
year ago. ;

Three months from now, inter-
city television networks will con-
sist of some 5,000 miles of chan-
nels-and will link 15 major cities
from the East Coast fo ‘the Mis-
sissippi. A little over a-year ago
there were just 450 miles of chan-
nels, joining three cities—Wash-
ington, Philadelphia and New
York.

Networks to Be Linked

At present, an East Coast net-
work ‘is made up of Boston, New
York, Newark, Albany-Schenec-
Baltimore,
Washington and Richmond, Vir-
ginia. ¢

A midwest network includes St.
Louis, Chicago, Milwaukee, To-
ledo, Detroit, Cleveland and Buf-

falo, . :

A coaxial cable between Cleve-.

No, it’s your “Chronicle” pushing: yourv
door-bell to'remind you that:time’s almost
up to make plans for the coming NSTA

- Convention and get your company repre-
sented in the OFFICIAL NSTA CONVEN-
TION ISSUE of “THE CHRONICLE.”
It’s the Official ‘Yearbook.and needs: your
support. Rush text of your ad to “The
Commercial & Financial Chronicle,” 25
Park Place, New York 8, N..Y.

land and Philadelphia, passing
through Pittsburgh, will be com-
pleted in January, linking these
two systems together,

Last October, television pro-
grams consisted largely of wrest-
ling and boxing matches, ball
games and films of not-too-recent
vintage, Today, the .variety .of
fare is approaching that of radio,
and the quality is in many cases
superior.

The industry freely admits that
programing is -still in the ex-
perimental stage and very prob-
ably will be for years. There is
constant effort to build better
programs at lower cost. And the
material with which to work is
almost as endless as human activ-
ity itself. But many. popular
programs have been developed, as
audience surveys have shown, and
many more will be developed in
the months to come. ;

The motion picture industry in
time will provide much good pro-
gram fare, both: for home receiv-
ers and its own exhibitors.

Aggressive people  in that
industry are getting into television
now. They know that 60% of
families having receivers today
are attending theaters less than
before. But they also realize that
television’s annual demand for
film footage will be at least four-
and-one~half times the current
theater consumption —and also
television on the theater screen
will offer. some advantages that
will bring new patrons to the box
office. "

Eventually the film industry
will be among the heaviest sup-
pliers in the business and, I be-
lieve, will also have substantial
interest in the operating end.

In the field of advertising, clos-
est home to distribution, the most
remarkable — and =~ perhaps the
most important—gains have been
made. ’

In March of 1947, 25 advertisers
were sponsoring television shows.
In October, one year -ago, the
number had risen to 140. Today,
the total stands at 475 and by the

(Continued on page 41)

Sharon Steel,

Dealer-Broker Invesiment
Recommendations and Literature

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

Airlines—Detailed survey of the
air transportation industry with
data on 17 companies—Merrill
Lynch, Pierce, Fenner & Beane,
70 Pine Street, New York 5, N. Y.

Banks and Trust Companies of
New York—66th consecutive quar-
terly comparison of leading banks
and trust companies—New York
Hanseatic Corp., 120 Broadway,
New York 5, N. Y.

Corporate Securities Legal for
Trust Funds in Commonwealth of
Pennsylvania — Booklet — Penn-
sylvania Bankers Association.

Fifteen Most Widely Owned
Stocks—Appraisal of the future—
E. F. Hutton & Co., 61 Broadway,
New York 6, N. Y.

Fire Insurance Stocks—Current
appraisal—Goodbody & Co., 115
Broadway, New York 6, N. Y.

Also available are analyses of

Canada Dry Ginger Ale, Interna-
tional Telephone & Telegraph,
Lehigh Valley Bond Issues, and
leaflets on American Light &
Traction, Atlantie.- Refining ' Co.,
Johns Manville, Liggett & Myers,
Shell “Union - Oil,
Standard  Gas & Electric, Texas
Company, and Wisconsin Electric
Power Co.
. 'Insurance ‘Companies—Analysis
and comparison—Elworthy & Co.,
111 Sutter Street, San Francisco 4,
Calif. i

Railroad Common Stocks—Dis-
cussion—Ralph E. Samuel & Co,,
115 Broadway, New York 6, N, Y.

Railroad Developments — Dis-
cussion of current developments
in the industry—Vilas & Hickey,
49 Wall Street, New York 5, N. Y.

Soft Drink Industry—Discussion
of growth possibilities—Henry P.
Rosenfeld Co., 37 Wall -Street,
New York 5, N..Y.

Steel Companies—Selected
group of stocks—Stanley Heller
& Co., 30 Pine Street, New York
5, N.-Y. : ’ ;

Television—Analysis of the in-
dustry—Courls & Co., 11 Marietla
Street, N. W., Atlanta 3, Ga.

Utilities After . Election—Anal-
ysis—H. Hentz & Co., 60 Beaver
Street, New York 4, N. Y.

. Western 0il Fields—Discussion
of developments of the oil fields
of Western Canada—Milner, Ross
&. Co., 330 Bay Street, Toronto 1,
Ont., Canada.
3 £ &

Aetna Standard Engineering Co.
—Analysis—Edward D. Jones &
‘Co., 300 North  Fourth Street, St.
‘Louis 2, Mo.

i American Maracaibo—Progress
report—Cohu & Co., 1 Wall Street,
New York 5, N. Y. y ‘

{

|! 'Arkansas Western Gas Company

|i—Detailed information for dealers

i'——-Comstock & Co., 231 South La |:
‘Salle Street, Chicago-4, 111, .

| “Black, Sivalls. & Bryson; Inc.— |,

‘Analysis—William ~A. Fuller &
Co., - 209-South'. La- Salle Street,

\| Chicago 4, Il

Black, Sivalls & Bryson, Inc.—
Memorandum -in “current -issue ‘ of
“public Utility Stock Guide”—
G. A. Saxton & Co., Inc;, 70 Pin
Street, New York 5, N. Y. :

Also available is a card memo-.

randum on Standard Stoker Co.

Co., - Inc,, Kentucky Home Life
Building, : Louisville- 2, Ky. .- .

i =Also available is a circular on|

.| City "of Henderson,
{ Revenue Bonds.-- . .-

KYU'

SR o

alysis — Reynolds
Broadway, New York 5, N. Y.

 Sewer;

Philip Carey Manufacturing Ce.

—Analysis of growth stock—Fran-
cis I. du Pont & Co., 1' Wall Street,
New York 5, N, Y.

Central Public Utility Corp.—

Circular—Marx & Co., 44 Wall
Street, New York 5, N. Y.

Emery Air Freight Corp.—An-
& Co.,,. 120

Imperial Oil Limited—Circular

—~Charles King & Co., 61 Broad-
way, New York 6, N. Y.

Jones & Laughlin Steel Corp.—
Analysis—J. R. Williston & Co.,

115 Broadway, New York 6, N. Y.

- King Seeley Corporation—Anal- '

ysis—Straus & Blosser, 135 South
La Salle Street, Chicago .3, IIL

Also available is an analysis of

Leece-Neville Company.

M. H. Lamston, Inc.—Analysis

—Childs, Jeffries & Thorndike,
Inc.},{ 50 Broadway, New York 4,
N

'Lil;erty Loan Corp.— Data —

Sills, Minton & Co., 209 South La
Salle Street, Chicago 4, Ill. -

Loné Star Cement Corp.—In-

vestment appraisal—Kalp, Voor-
his & Co., 25 Broad Street, New
York 4, N. Y.

Also available is an appraisal
of Yale & Towne Manufacturing
Company.

Minneapolis Gas Co.—Special
write-up—A. C. Allyn & Co., Inc.,
100 West Monroe Street, Chicago
3, Il

National Union Fire Insurance
Co. of Pittsburgh—Analysis—The
First Boston Corp., 100 Broadway,
New York 5, N. Y. X

New England Public Service Ceo,

—Analysis—Ira Haupt & Ce., 111

Broadway. New York 6, N. Y.

Oxford Electric Corp.—Circular

—Blair & Co., Inc., 44 Wall Street,
New York 5, N, Y.

' ‘Pittsburgh Metallurgical Co.—
Analysis—Eastman, Dillon & Co.;
15 Broad Street, New York 5,
N. Y.

Also available is.a circular on
Suburban Propane Gas Corp. and
a bulletin on current develop-
ments in Railroads. - .

Public National Bank & Trust
Co.— Circular — Laird, Bissell &
Meeds. 120 Broadway, New York
5 NJ¥Y., :

]

Puget Sound Power & Light Co.
—Memorandum—Buckley Securi-
ties Corp.;. 1420 .Walnut  Street, -

Philadelphia 2, Pa.

Scruggs - Vandervoort - Barney,
Inc.—Detailed -analysis—Taussig,
Day & Co.,*Inc,, 316 North :Eighth
Street, St. Louis 1, Mo.; ~ 4~

Also’ -available “is--a- studyof -

‘Midwest ‘Piping & Supply Co.- !

Sharpe & Dohme-Ciréilar=

‘A. M. Kidder & Co., 1 Wall Street,

New York 5, N.' Y. :
Shawinigan Water & Power.Co.
—Summary and analysis—Light-
cap Securities Limited, .Somerset
Building, Winnipeg, Man., Canada,

" Strawbridge & ' Clothier — Re-

. /| port—H., M. Byllesby & Co.; Stock:
Bowling Green, Ky,, Refunding
| Bonds — Circular—Bankers Bond | Pa.

- ‘Winters &
'| Analysis—C. E.:-Unterberg & Co.,

Exchange Bldg,; -Philadelphia- 2;
'Crampton Corp:'—-f
61 Broadway, New York 8, 'N. Y.

Also- available: is-.&n analysis of
Miles Shoes, In¢., (.« .-

&l
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Stalin

By ROGER W. BABSON

Reiterating that war is not part of Russian program, Mr. Babson

- contends Russia’s: purpose is to require. our perpetual mobilization

5o as to increase our taxes and living. costs..

time is in his favor and that when

Holds Stalin believes
we get tired of supporting West- -

- ern Eurepe he will take over. - Says employers will bear brunt of
) next depression. .

1 have had so many inquiries from my recent column which dis-
cussed in part Mr, Stalin, that I will now answer the main question,
“What are probably Uncle Joe’s plans?”

We may get into war next year through some accident or un-

authorized®

shooting by
Russian,
American or
Allied troops.
I, 'however,
am- sure that
war is not ‘a
part of the
._Russian .pro-

It is very pessible that the next
depression may net hurt the com-
mon man so-called, but rather: his
employer.
Built Up Working Capital
Many employers are destined to

be short. of cash, and will_either

have to give up their business or
sell it out. Today with large
scales, - high - profits, and every-

- |thing going f:ne, it is difficult for

most - businessmen to realize this
po:sibility, Remember, "however,
that it is' usually the unexpected
that happens. “Never forget that
Newton’s Law of Action and Re-
action applies to economics as well
as to mechanics.

Every -reader of this column
should lay up suificient cash re-
serves for trouble ahead. By all
means, keep out of debt.. Corpora-
tions, if necessary, saould pay a
withholding tax to the government
rather than declare too much of
their earnings for dividends. It is

certain that the present prosperous
conditions  will - not -always con-
tinue.

Wars:ing to Employers
It is possible that the employers

will have to take the brunt of the’

blow during theé next depression.
They may be the ones laid off in-
stead of their workmen. Many
businesses. will avoid closing only
by coming under the control of
new nwners who have the cash
{o carry on.

As the government stores up
munitions, and as your employees
are storing up refrigerators$wash-
ing machines and other purposes
makKe sure that you are getting
out of debt, storing up-cash and
inéreasing your working capital.

Otherwise you may go “bust” if
Uncle Joe’s “waiting game” should
succeed.

Brisbane Bonds Called

Holders of City of Brisbane
(Australia) 20-year sinking fund
6% gold bonds due June 1, 1950
are- being notified that $72,000
principal amouni' of the bonds
have been drawn by lot for re-
demption - through ' the sinking.
fund.. The 'bonds will - be  re-
deemed at par.on or after Dec. 1,
1948 at the Corporate Trust Di-
vision of Guaranty Trust Co.-of
New York.

James H. Spaulding Joins.:

Marshall Company
MILWAUKEE, WIS.—James H.
Spaulding has joined the Marshall
Company, 762 North Water Street.
Mr. Spaulding for many years was
associated with Loewi & Co. rep-
resenting them in' Janesville, Wis.

gram for the|::

three reasons
which I gave
a couple of
weeks ago.
Russia’s pro-
gram . is fo
“worry and
3 ; scare us to
build up. such a great, army, air
force and navy that the expense
will upset our ‘domestic economy.
Remember that it costs the United
States ten times as much a month
to- maintain a sold1e1 as it costs
Russia. "« "
‘“This. perpetual moblhzatlon
tould - so increase our taxes and
cost-of-living that it could bring
about a business recession. here
nolwithstanding our shipments to
Europe. Business failures and real
estate foreclosures would greatly
increase. These could intensify a
moderate ‘deflation like pouring
kerosene onto a fire,

Roger Babson

Great Shipments Abroad

I have just been told about a
government . order for 26,000 big
trucks with 100,000 big extra tires
to be shipped abroad. I mentioned
this to a Russian and he said, “We
will get them free ourselves some-
day when we take over Western
Europe.”  Stalin is not only en-
couraging us to bust ourselves by
terrific armament. expenditures,
but he is also tempting us to send
tremendous - supplies to - Europe.

_These he expects to someday take

over. together with factories and
railroads which we "are building
there.

Stalin: believes that time is in
his favor and that the longer he
can keep us from attacking Russia
the better off he will be in three
ways: that is, first. by causing. us
to have such a huge military pro-
gram that it will upset our domes-
tic economy; second, to get us to
send all these. good things to
Western Eurcpe which he can

later take over; and third, he will

have time to stock  up atomic|

bombs.

How to Prepare for More Trouble
' ;Stal‘in‘ probably feels, that some-
day the American people will get
tired of supporting England and
Western Europe; also that when
we . do .quit he can take it over.
Many military men admit he may
be able to do this. If so, certainly
this country would be in a des-{|
perate position. Let us hope there
will be an internal revolution in
Russia before that time comes.

"We hear of individuals moving
out of big cities, getting a little
farm in the country and decen-
tralizing . their ‘industries. This is
all .to the good. ‘There is another

~ thing: every ‘business should rec-|-
* . ognize—namely,

that . continued
high prices -and- high' wages are
causing a constantly: increasing

;" fdemand:for more working capital, }

Have you ever looked
at investment ZAds way

For years the New York Stock Exchange has urged investors to get the facts; to base their judgment only on dependable
information. This means—know your securities! It also means—know your broker! r Your broker should be far more
than merely an agent for the purchase or sale of securities. As a businessman whose relationships with clients are close

and highly professional .

. ».as the trusted custodian of securities ., . .

as one whose experience and judgment are drawn

upon constantly. . . he should be a man of unquestwned integrity and responsibility.’ In fact, your broker should meet
all the following tests:

1. INTEGRITY . . . This is the first essential for membership in

- the New York Stock Exchange. Only those who meet exact-

ing standards can quahfy

2. HIGH STANDARDS OF BUSINESS CONDUCT . ..
Members and partners of Member Firms. of the Exchange
agree to conduct their affairs in accordance with a code of self-
regulation unsurpassed anywhere for strictness. These Ex-.
change rules cover, among a great many other things, the
amount of capital to be maintained...disclosure to customers
of the Firm’s financial condition...plus specific requirements
for handling customers’ orders and securities. The purpose
of all these rules is clearly stated in the Exchange s consti-
tution: ““To maintain high standards of commercial honor

and mtegrzty

Uy

_3. PROFESSIONAL ‘SERVICE . . . Through more than 1500
offices, located in nearly 400 communities from coast to coast,
Member Firms offer investors an efficient and: thoroughly
professional service.. Whatever the investor's needs—re-
search, consultation, handling of orders or information about
opeging an account—his requirements are met by trained
personnel. Representatives of Member ‘Firms' who handle
customers’ accounts are registered with the Exchange and
each new registrant must pass a searching examination as
to character, experience and competence.

These facts, we believe, demonstrate the importance of know-
ing your broker. They also indicate some of the many positive
advantages of doing your investment business with a Member
Firm of the New York Stock Exchange.

@ New YORK Stock EXCHANGE
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By ARNO H. JOHNSON*

Vice-President and Director of Media & Research, J. Walter Thompson Company, New York

THE COMMERCIAL & FINANCIAL -CHRONICLE.

Estimating real purchasing power is now at 50% above 1940 Jevel, and surplus money for discretionary .
spending is four times as great, accompanied by a large backlog of savings, Mr. Johnson contends -

consumer credit at present is unusually low in relation to income and savings.
ing capital and new investments developing, but concludes “there will be plenty of opportunity in 1949

Sees shortage of work-

to maintain high level of production, employment and consumplion.”

For the last five years it has been popular to predict depression and unemployment

just around the corner. Most

economists and writers have been so intent on watching for

the first signals of this impending break that they have not recognized the basic changes

that have?
taken place
since 1940 in
our national
productivity
and real pur-
chasing
" power, or the
potential  in-
creases in our

maintain our high level of pro-
duction and employment and to
advance even further our stand-
ardd’ of living through increased
productivity.

Real Purchasing Power Is at a
Level 509 Above 1940

standard of
living which
could make
possible. - still
higher levels
of* production’
and consump-
tion. -,

The follow-
ing analysis of real purchasing
power, savings and consumer
debt, and their relation to market
potentials will perhaps indicate
that there is another side to the

Arno H. Johnson’

Disposable Personal Intome
After Taxes (Billions)

Consumer Price Index (1935-
1939 = 100)

Real : Disposable Income in :
1940 Dollars (Billions)---- $7

Chart No. 1 illustrates what has?®
happened to the real purchasing
power of the American public
since 1940, showing actual figures
reported by the governnmenc tor
1940 and 1947 and estimated
figures for 1949 based on irends
late in 1948.

Disposable personal income
after taxes in 1949 is. likely to
reach a level of $200.0 billion
compared with $75.7 billion in
1940—a level 225 times the im-
mediate prewar level of consumer
income. Inflation in prices has
dissipated $86.4 billion of this new
-income leaving a real gain of $37.9
billion in additional real purchas-
power. This gain in real purchas-
ing power after full correction for

$7

~ *An address by Mr. Johnson at
a meeting of the State Advisory
Chairmen of the U. S. Savings
Bonds Division of the Treasury
Dept., Washington, D. C., Oct, 18,
1948.

1940

100

The real disposable personal in-
come of our population, after
taxes and full correction for in-
creased prices, probably will
reach, in 1949, a level 50% or
more above 1940, In other words,
the American population will
have the:purchasing power abil-
ity to buy and consume over 50%
more physical goods and services

than in the last full year before

we entered the war (see Table ity

and Chart 1). )
1949 %
1949 Increase
Opportunify Over 1940

1947
$173.6

159

5.7 $200.0:

- 176
5.7

$109.2 $113.6

prices will make possible an in-
crease of over 50% in the number
of units or in improved quality of
goods and services that our popu-
lation can buy to improve its
standard of living over 1940.

‘Taking into account the increase
in the population since 1940, there
is an increase of 34% in the real
per capita purchasing power. This
parallels an increase .of 34% that
has taken place since 1940 in the
per 'capita productivity of our
population.

To make possible the 50% in-
crease in total real buying power
the nation’s productivity has had
to show a corresponding increase
amounting to 50% in total or 34%
per capita (see Table 1). Real in-
come must always, in the long
run, depend on productivity of the
population. Any increased income
not supported by increased pro-
ductivity becomes inflation and
can not result in any improvement

NOTICE OF REDEMPTION

To the Holders of

Public Service Company of Colorado '

3% Convertible Debentures
NOTICE IS HEREBY GIVEN that, purs

Due 1962, Due June 1, 1962
unant to the provisions of the Indenture dated

as of June 1, 1947, between Public Service ‘Company of ' Colorado and The International

Trust Company, as Trustee, the undersigned
1, 1948, at the principal office of The Internati
Denver 2, Colorado, all of its 3% Convertible

has elected to redeem and pay on December
onal Trust Company, 635 Seventeenth Street,
Debentures Due 1962 outstanding under said

Indenture. On December 1, 1948 there will hecome due in respect of each of said Debentures
so to be redeemed the redemption price of 103% of the principal amount thereof together with
accrued interest to the date fixed for redemption, which shall he payable only upon presen-
tation and surrender of such Debentures, together with all coupons thereto appertaining
maturing on and after December 1, 1948, at said office of The International Trust Company.

On and after said redemption date interest onall of said Debentures shall cease to accrue,
and all interest coupons maturing subsequént to said redemption date shall be null and void.

Dated, October 27, 1948.

Public Service Company of Colorado
By J. E. LOISEAU, President

IMPORTANT
Conversion Rights of Debentures Continue Through

November

22, 1948

Attention of Débenture holders is specifically called to the fact that, al-

though the Debenturés are called for

redemption on December 1, 1948, the

conversion rights expire at the close of business on November 22, 1948.
Tach $100 principal amount of the Debentures, if surrendered for conversion

to The International Trust Company, "
vember 22, 1948, is convertible into tl
Company.

Denver, Colorado, on or prior to No-
iree shares of Common Stock of the

This date of expiration of conversion rights is called to the attention of

Debenture holders so that they will not |
failure to take timely action.

Dated, October 27, 1948,

ose their conversion privileges through

Public Service Company of Colorado

By J. E. LOYSEAU, President

equation — that it is possible to| in real income or stardard of

living.

Increases in our national pro-
ductivity since 1940 have come,
in part, from:our greater utiliza-
tion of. our labor force, with
civilian employment increasing
from an average of 47,520,000 in
1940 to an average of 59,300,000 in
1948, and unemployment dropping
from 8,120,000 to about. 2,000,000
(see Chart 2). But even a greater
influence has been the increase in
productivity per employed civilian
made possible through increased
mechanization, and the high level
of continuous production - sus-
tained by a high level of consumer
demand. While real productivity
per capita- has increased 34%
since 1940, the productivity per
civilian: has increased 21%-—the

difference being accounted for by |
the increased utilization of -the |

N labbr force .through fuller . em-

Consumer Purchasing Power and
‘Market Potentials for 1949

" |in" "national
' | ability to.improye the standard.of

5 living* must depend on improved
"I productivity by those employed.

.| come . since before the war takes

ployment. (See Table 1.) Since
the: labor force is now so.nearly
fully employed, further increases
s productivity = with
increases  in the

No Indication
0f Business
Recession

By WHITMAN C. HAFF
- ‘Ward & Company

corresponding

it

‘Surplus Money" For Discretionary
~ " Spending Is 4 Times 1940

'.The increase in consumer in- = My, Haff, commenting on fear of

war and of nearby business re-
cession, points out, in view of
Department of Commerce and
other reports regarding condi-
tions, it is quite inconceivable to
believe any important business
recession is near. Says stocks are

X : ; che nd i ;
It is estimated that in 1949 the ap fa d ‘:ner;a ls.nglt!l.ng o
surplus income ~ of individuals| ear, but fear itsels,
?vallable 1.91‘_ dlsgretlonary spend- | Two major questions which are
ing or saving will be about four . yppermost in the minds of many

times the highest prewar levels. |people are the fear of war and the
This is alter taking full account of | feay of a nearby business reces—

on greater significance when the
amount needed to maintain a 1940
basic: standard of living at pres-
ent prices is taken out of the total
income. The remainder after these
basic living costs becomes surplus
or discretionary spending power
available to improve the standard
of living or to add to savings.

fora 16% . increase since 1940 in
consumer prices applicable to the
hasic living costs of maintaining
a 1940 standard of living for food,
¢lothing and shelter for our whole

! population, There apparently will

he 'a balance of about $103 billion
of current income leit for dis-
cretionary spending or saving in
1949 compared with only -$26.5
billion in 1940. This does not in-
clude any of the huge backlog of

savings that have accumulated ii:
the last eizht years. (See Table 2

Disposable Personal Income
After Taxes (Billions)

Basic Living Costs to Main-
tain 1940 Standard of Liv-
ing for Food, Clothing and

$49.2

1940

$75.7

,and Chart 3.)
1949 %

1949 Increase
Opportunity Over 1940

$200.0 164%

1947

$173.6

$85.4 $96.9 -

Surplus Income for Discre-
tionary Spending or Sav-
ing (Billions)

Personal Savings (Billions)__

$26.5
$3.7

289%
224%

$88.2
$8.8

* $103.1
$12.0

Income for
Spending

The market potentialities of this
fourfold increase in discretionary
spending power have not been
fully recognized. The discretion-
ary spending power alone now is
greater than the total national in-
come in 1940. How consumers will
apply this-vast pool of new dis-
cretionary spending power is' a
matter  of their own discretion.
They could put it into additional
savings, into increasing the quan-
tity or quality of their basic liv-
ing items of food, clothing or
shelter or into additional things
they may desire which they never
have had before. Since this $103.1
billion is discretionary spending
power beyond the things consid-
ered basic necessities' in 1940, it

Discretionary

represents an open opportunity tor/

every seller of goods and services,

savings plans or investments. to.
Liquid Asset Holdings of Individuals

Total Personal Holdings
Currency
Demand Deposits
Time Deposits
Savings and Loan Shares
U. S. Government Securities
Federal Reserve Bulletin, June,: 1948.

Statistics on saving and dissav-
ing have been badly misinter-
preted recently. We heard of the
shrinkage of current savings. it

is: only. in comparison with' the,
abnormally high consumer ' sav-
during wartime that the

ings |
present rate of savings looks low.
The actual current level of sav-

ings of about $12 billion annually

|is tnree times as-large as in 1940

or 1929.- Savings are being put
aside at the rate of about 6% of
disposable income ‘as’ compared

with a rate of under 5% in the

$79.4 - $91.1°  299%

influence and' guide the discre-
tion of this purchasing. ’

The Backlog of Individual Saving
Is Three Times Greater Than
in 1940

© It is estimated that at the end
of 1948 the aggregate of individual
savirgs, totalling about $207.0 bil-
lion, will he three times greater
than the total in 1940 of $68.4 bil-
lion. . This huge backlog of sav-
ings must be taken into account in
janalyzing consumer purchasing
power since it is a form of poten-
tial buying power availabie at the
discretion of the consumer. The
present toial of $207.0 billion in
savings is the equivalent of 21>
times the toial national income of
1940. . The liquid asset holdings of
individuals as of December, 1947,
compared with December, 1940 in-
dicates' the- ready availability of
funds totalling 3% times as great.

Dec., 1940
(Billions)

Dec,, 1947
(Billions )
$172.0
20.6
32.3
51.8

9.2

58.1

prewar “good” years of 1940 or

1929, )
Dissavings in particular  have

heen the subject of recent alarm-

Federal Reserve. Board ‘Survey

spending uwits in 1947 cut into
their accumulated savings. The
popular:interpretation of this was
that consumer - purchasing_power
was shrinking -rapidly and.that
peoplé in alarming numbers were
being: forced.to draw.upon their
.. (Continued on page.34)

P s e by R R

the higher tax level and allowing

ing . misinterpretation. The recent;

showed that.28% of all consumer'

s.on. %

| Naturally it is impossible to
! foretell - whether "there . will be
| war in the near future but facts

| and figures can, sometimes, pretty
i well prove whether there is a
I possibility of a nearby business
[ recession, ‘
| Within the past few days the
| United States Department of Com—
‘merce, in its analysis prepared for
the:October edition of the month-
ly survey of current business gives
(the following . highlights .on the
| present economiz situation;

Present business concitions give
| “promise of a sustained high ag-
|gregate volume.” ¢
| Personal incomes reached a rec—
ord high anaual rate of $215,000,-
000,000 'in August. '

Industrial production - rose in
August and September from the
seasonal slump ia July.

More than seasonal gains were
made in the producztion of steel,
lumber, textiles. tobacco, paper
and industrial chemicals. :

Although an increase in the
amount of raw materials have
) been the cause of a gradual in-
crease in inaustrial output, this
iyear, nevertheless hasic supplies,
especially steel, coutinue to be
a limiting factor ia cther indus—
{ries.

Employment held high while
the proportion of unemployment
(about 2,000,000) was never lower
than at ihe present time.

In view of this report, by the
Deparitment of Commerce, it seems:
quite inconceivable to believe that
any important business recession
can be near.

It may possibly take some lines
of business several years to meet
the present demand. Naturally
this does not refer to all lines for
some have already caught up and
due to this situation may experi—
ence a.small recession in  their
own particular line but thic arti-
cle is referring {o majority and
not to minority.

Automobile manufacturers, for
example, in face of increased
prices for some cars, have the
largest backlog of crders in their
history. It was recently stated
that it mey take at least two years
for manufacturers io make regu-
lar deliveries of cars.

Railroads, even though freight
rates and passengers fares have
been increased, are showing con-~
siderably larger earnings this yeayr

“lover-last year.

In view of all these facts and
figures many stocks, at the present
time, are selling {rom two to five
times earnings and many consider-
ably under quick. assets: A few
years ago if a stock was selling
ten times earnings it was con-
sidered ‘very attractive.

As far as a general nearby bus-
iness recession is concerned, it
might be well, in the: opinion: of
this writer, to quote. the late
| Franklin: D. Roosevelt who said
“There is nothing lo fear but fear
itself.”- L "

i

N S |
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NSTA Notes

The Najional Security Traders Association Convention Special
will leave New York, Pennsylvania Stztion at 4:35 p.m. Friday,-Nov. |
12 (special car leaves Boston 9 a.m.) enroute to Dallas, stopping over
at Chicago for Luncheon as guests of the Bond Traders Club of
_Chicago on-Saturday. ;
) The Chicago and New York trains will leave Saturday, Nov. 13,
“from the Dearborn Street Station at'2:45 p.m. on the Wabash”Rail=
Jroad,; arriving St. Louis in the early evening where Missouri, Ken-
‘tucky and other members will join the special. i i
Y The train will arrive Longview, Texas, Sunday morning, Florida,
‘Louisiana' and ‘other Séuthern members will join for church services
‘and a trip by motor through the East Texas Uis Fields, rejoining
the train at Gladewater and arriving Dallas at 4 p.m. [

Returning . e

The special traih will be open for occupancy at Dallés, Wednes-|

‘day night, Nov. 17 ‘at -10:30 p.n. and 'will leave for New Orleans,
-Thursday at 1:00 a.m. on the Texas & Pacific- Railroad arriving New,
Orleans Thursday afternoon, g 85 %
..The Pullmans "will be . parked. for- occupancy at’ the Texas ' &|
Pacific Station in New ‘Orleans.and a Shower Car will be located im=.
mediately adjacent to the train. : e

Thursday afterncon and evening, also Friday morning. and: after-{y

-noon: will be free:to visit “America’s most-interesting city.””

-+ Friday ‘evening .we.will be ‘entertained by the New Orleans.Séf' h

-curity Traders Association at cocktails aboard the Del Norte, Luxury/
South American Cruise liner of the Delta Fleet, - :

Saturday at 3 p.m. the special train will ‘leave New Orleans: from |

the Illinois Central Station, stopping in. Memphis in the late evening. -
“Special' cars “will “arrive St.” Louis early Sunday morning “and the
..Special will ‘arrive -Chicago at 11 a.m. ! g

Leaying Chicago ‘at 3:25 Sunday afternoon from the Unijon' Sta-,
tion, :Pennsylvania Railroad, -arriving Philadelphia and ‘New" York:
Monday morning with the special car arriving Boston, Monday after-:

+ DETAILED . TOUR SCHEDULE
Going
Friday, Nov. 12 . ;
~.9:00 a.m. Leave Boston
4:35 p.m. Leave New York
6:09 p.m. Leave North®hiladelphia
; Dinner on Train
Saturday, Nov. 13 i
8:50 a.m. Arrive Chicago
Breakfastoon Train
Leave Chicago
Arrive St. Louis
Leave St. Louis
Dinner on Train
Sunday, Nov. 14 *
10:00 a.m. Arrive Longview, Texas
- Breakfast on Train
Church Services
Trip Through Oil Fields
4:00 pam.~ Arrive Dallas 5
Dinneron Train

New Haven RR.
Pennsylvania RR.
Pennsylvania RR.®

Peénnsylvania RR.

2:45 p.m.
8:15 p.m.
9:00 p.m.

Wabash RR.
Wabash RR.
Missouri Pacific RR.

Texas & Pacific RR.

. Texas & Pacific RR.

Returning

-Thursday, Nov, 18 .
. . 1:00-a.m, - Leave Dallas . Texas & Pacific RR.
" Breakfast and Lunch on Tiain =~ . & 0 ° 70"

2:00 p.m. - Arrive New Orleans g - Texas & Pacific RR.
K B " Train Parked at Texas & Pacific Station ** - .
. for Occupancy
Saturday, Nov. 20 : i

3:00 pm. Leave New Orleans

11:10 p.m..  Arrive Memphis =

! Dinner on Train

T1linois Central
I1linois Central

Illinois Central
Illinois Central

7:15a.m. Arrive St. Louis
11:00 a.m. Arrive Chicago ;
) Breaktast on Train
3:25 p.m. Leave Chicago
. Dinner on Train
Monday, Nov. 22 ;
7:40 am. Arrive North Philadelphia
9:20 a.m. Arrive New York
2:55 p.m. Arrive Boston
) Breakfast on Train

What the Tour Includes

The cost of each tour includes Round Trip Rail and Pullman,
Meals on Train as specified, Occupancy of Pullman and entertain-
ment in New Orleans and transfer of individuals and baggage from
train to hotel at Dallas. Hotel rocoms at Dallas are not included.
Gratuities are not included. ;

Pennsylvania RR.

Pennsylvania RR.
Pernsylvania RR.
New Haven RR.

' All-Expeénse Tour Rate to Dallas and Return via New Orleans,
R Including Rail Ticket and AIl Taxes via Complete Tour
Twoin Onéin' On¢in Twoin Two in
Bedroom Roomette Bedroom Compt. Dr. Room
Each Each Each
$239.44 $251.54 $278.34 . $252.08  $278.34
147.71 < 15590 173.73. -156.26 " *173.73
217,427 22046 - 25356 - 230.25 - 253.56
208.51 22032 . --244.19 - 221.08 - 244.19
Note". Note. " Note ' 131.18  146.35

From
Boston
Chicago
New York ol

St. Louis

St. Louis to'New Orleans, returning to Chicago. .
“Rates'to and from-intermediate points quoted upon requeést. - -

Note—Bedreoms ‘and : Roomettes will "be available on]y from

gitized for FRASER
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- The All Expense' Tour  Rate, |Chicago to Dallas and return . via
New Orleans, railroad. ticket not finclided: s
Two in One in One in
Bedroom - Roomette ' Bedroom - Compt.. Dr. Room
Each e Each " Each
$74.51 $82.70 $100.53  $83.06 '$100.53

Round Trip Railroad Fares from Principal Points to New Orleans

via Dallas are shown. below, Federal Taxes included:
Boston, Mass, ...________ $130.44| Pittsburgh; Pa; __._______ $ 93.15
Chicago, Il 73.20| Portland, Ore, ______..___ 161.40
*Cincinnati, Ohio 85.56, tSan Francisco, Calif._..__ 141.51
tLos Angeles, Calif 141.51¢ Seattle, Wash, _.________ 161.40
New York, N, Y 116.35! St. Louis, Mo
‘Philadelphia, Pa, _-_-_-_-_"108.07 Twin Cities, Minn
Chicago to Dallas ¢ St. Louis to Dallag

and return direct and return direct

- *Via St..Louis. tVia Chicago in ‘one.direction. All other rates
quoted are good through Chicago in both directions,

. For reservations and additional information c01nmu11icate..witll
Edward H. Welch, Sincere & Co., [Chicago; John M.. Hudson, Thayer,
Baker & Co., Philadelphia; Walter F. Saunders, Dominion Securities
Corp., New York, and Paul Monroe, Hunnewell & Co., Boston,

SECURITY TRADERS ASSOCIATION OF NEW YORK

- Frank Pavis, Charles E. Quincey & Co., has been nominated for
Congress, and -the Board of ‘Goverinors of ‘the Security Traders Asso-
ciation has. passed -a resolution notifying. membefs of his candidacy
and urging them to support his campaign. Contributions to his cam-
paign fund may be sent to Michael J, Heaney, Jos. McManus & ‘Co.;
Treasurer. ‘ ' .

Two in Two in

i

| Nov. 3, 1948 (Pittsburgh, Pa.) '

| annual meeting at the University

; Club.

| Nov. 5, 1948 (Baltimore, Md.)
Southeastern ‘Group of - Invest-

ment Bankers Association annual

| meeting at the Merchants Club.

Nov. 5 and 6, 1948 (Ponte Vedra,
. Fla;) " i .

. Annual meeting and election of
the Florida Security Dealers
Association. *

Nov. 13; 1948 (Chicago, TIL.)

"EVENTS

In Investment Field

Oct. 28, 1948 (Boston, Mass.) .

Boston Securities Traders Asso-
ciation annual ‘Harvest ' Party, at!
the Hotel- Kenmore, - 3 !

Eastera Pennsylvania Group of
Investment Bankers - Association
annual meeting.

; ' i ' | “Western Pennsylvania Group of
{ C D M I N G '!Invesfngl‘gt el%»]a?rxl};ez‘x"‘sll lﬁssécian.‘ion'

Luncheon for members of NSTA
passing - through- Chicago on way
to the Convention, .

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

. National Security Traders Asso-
ciation Convention,

Nov. 15, 1948. (Philadelphia Pa.)

. Meeting of Philadelphia Securi-
ties Association at Provident
Trust Co.

Nov. 18, 1948 (New Orleans; La.)
New Orleans Security Traders
Association entertainment for del-
egates coming from NSTA Con-
1vetntion——details to be announced ,
ater,

Nov. 18, 1948 (New York City)
.Association of Stock Exchange

f:wms annual meeting and elec-
ion, o

Dee. 5-10,-1948 (Hollywood, Fla.)
Investment Bankers Association

1948 convention at the Hollywoed

Beach Hotel. . g5

With First Securities Co.

(Special to Tue FIN.ANPIAL CHRONTICLE)

CHICAGO, ILL. — Arthur -J.
Wilson, ' previously with Swift,
Henke & Co., is now associated
with First Securities Company of
Chicago, 134 South La Salle
Street, :

Joins Wm. S. Beeken Co.
(Special to THE FINANCIAL CHRONICLE)
WEST PALM BEACH, FLA.—

William ‘M, Brown has joined the -

staff of William S. Beeken Co.,

Guaranty Bldg.

At Johnson, Lane, Space

(Snecial to Tix FINANCIAL CHRONICLE)

SAVANNAH, GA.—James F.
Meclntosh has been added to the

| staff/of Johnson, Lane, Space &

Co.i Inc., Bay and Drayton Stieets. .

‘Bond ' Traders Club ‘of Chicagc

oE

This announcement is wnder no eireumstances to be construed as-an offering of lll.c-s‘c .vur"urllu’x for
sale, or as an affer ta buy, or asa solicitation of ansffer 1 buy anyj of thesé securities. The offer
of these securitics is madeonly by meansof the Prospectus. This @nnouncement is published

i any State on behalf of anly sich 4f

the several underwriters, ineluding the under-~ -

signed, as may legally offer these seeuritics wnder the securities laws of siwch State.

NEW ISSUE

63,000 Shares

Pennsylvania Power & Light

© ¢ Company

4.60% Series Preferred Stock

(Cumulative, $100 Par Value)

Price $100 Per Share

Plus acerued dividends from October 1, 1948

Copies of the Prospectus may be obtained in any State from only such
of the seeral underwriters, including the undersigned, as may legally
offer these securitics in compliance with the seeurities laws of such State.

Drexer & Co.
Kioper, Prasony & Co.

Merrirn Ly~en, Piercr, FENNer & Bravi

Tue First BostroNn CORPORATION
Lenmvan Broriers

Easryan, DiLox & Co.

BippLe, WheLen & Co.  E.W. Crarg & Co.  W.IL NewsowLp's Sox & Co.

L. H. RoLuixs & Sons .
INCORPORATED

ReyxoLps & Co.

YarnaLL & Co.”  Avcmincross, PArger & Reppari

BuckLeEY SECURITIES CORPORATION

DeHavex & Towxssexd, Crouter & BobpiNg

Stroubd & ConpaANy

INCORPORATED
BorxNing & Co.

Bramr F. CLaysaven & Co.

Erxins, Morris & Co.

Grauan, Parsons & Co.  Green, Eous & AxpErson  Janxey & Co.

AVE. Masren & Coneany — Moors, Leoxarp & Lyncu -+ Parrisu & Co.

Scmvor, Poore & Co;

SvrLeE, YEATMAN & Company, Ixc.
October 22, 1948,

SINGER, DEANE & SCRIBNER

Warren W. York & Co., Ixc.
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‘Bank and Insurance Stocks

' By H. E. JOHNSON
This Week—Bank Stocks

For the remaining months of 1948 the basic factors at work in
determining . the ‘earnings of commercial banks in New York City
will ‘be -much: the same as those which have prevailed to date.

~ Of primary importance in this connection is the level of interest
rates. For over a year now, bank loan rates have been rising. The
best indication of this is the change which has .taken plaqe in _the
prime rate, the rate charged borrowers with the highest credit rating.
A year ago this rate was 1% %. Today it is 2% and not long ago it
was 134%. Borrowers with lower credit ratings, of course, are pay-
ing considerably more for their money. This rise in loan rates has
accompanied the-advance in yields on short-term government secur-
ities. In the recent refunding operation, Treasury certificates ‘were

issued at 1% % as compared with the previous rate of 1%%. A
year ago“the yield had just been increased to 1%.

. Another important factor in the eafnings outlook is the volume
‘of outstanding ‘loans. At the. present time the volume of loans and
lending activity of most New York banks are at record levels. Exist-
ing economic conditions and the present level ‘of business activity
should maintain the loan demand throughout the rest of 1948.

On the other hand operating expenses, which have been rising
for several years, appear to be well under control. In fact, the only
unfavorable - factor in the present earnings outlook is the possibility
of further credit restrictions primarily in the form of higher reserve
requirements. Sa far- this year the Central Reserve City banks of
New York and Chicago have had three increases in reserves, one
‘each of 2% in February, June and September, Up to the present
time the loss in earnings as a result of the larger reserve has been
offset by the increase in yields on loans and securities, If future
action by the Reserve authorities takes the form of increased re-
serves, it is believed that it too will be accompanied by higher
interest rates. ’ )

. Thus the present outlook for New York City bank earnings is

_one .of relative stability. While results for the. first nine months
varied among various institutions; in general they were slightly
higher than in 1947. For the final quarter the earnings results should
conform to the trends established in the previous periods.

Presented l‘oelow is a table of 15 New York City banks com-
paring the record of earnings so far this year with the s‘imilar periods
of last year. Also shown, for comparative purposes, are the indicated
earnings for the . 12-month period ending Sept. 30, 1948 and the

reported earnings including security profits for the full year 1947,

——Net Indicated Earnings Per Share—
Third Quarter —Nine Mos.— 12 Mos. to Earn'gs

19;5 19547 19348 19847 Sept., "48 19:7
e
Bank of Manhattan. ...~ 57 48 165 141 2.14 2.24
Bankers. Trust -_..o____--- 69 .69 232 194 3.38 3.07
Central Hanover ____...--- 150 1,50 4.50 4.50 7.26 7.26
Chase National ______ ... 63 . .53 169 1.85 2.60 2.68
Chemical Bank & Trust.__. .75 .66 223 2.08 2.80 2.93
Commercial National _.___- 75 - .83 246 2.57 3.54 3.92
Corn Exchange ... 1.25 1.25 3.0 3.74 483 - 5.03
. First National ______ .- 18.68 17.59 60.79 58.18 90.27 87.65
Guaranty Trust _ .. ._____ 448 3.92 13.66 13.66 1829  18.28
Irving Trust . 30 0 .29 90 .85 1.21 1.17
Manufacturers Trust :o___.- 1.18° 1,10 :3.77 3.40 5.09 5.19
Morgan (J. P.)__.__...__._ 3.6 3.56 12,17 11.34 1451  14.90
National City* .- -—-_- 4 .80 2.29 2.65 3.01 3.63
New York Trust.__._______ 1.69 1.70° 4.83 :4.87 6.50 .
Public National __.._ .. 1.23 1.06 356 3.13 4.67 5.30
#Includes earnings of City Bank Farmers Trust.
I — —
Public National NEW JERSEY
Bank & Trust Company SECURITIES

Circular on Request .

J. S. Rippel & Co.

. Established 1891

18 Clinton St., Newark 2, N. J.
) MArket 3-3430

'N. Y. Phone—REctor 2-4383

Laird, Bissell & Meeds

Members New York Stock Exchange
120 BROADWAY, NEW YORK 5, N. Y.
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-¢49
(L. A. Gibbs, Manager Trading. Dept.)

‘ WHOLESALE MARKETS IN
‘BANK and INSURANCE STOCKS

~ GRYER & 00,

p INCORPORATED
ey BOSTON 9 NEW YORK 5
.10 Post Office Square .~ 67 Wall Street

HUBBARD 2-0650Q WHITEHALL 3-0782
BS-297 ' NY 12875

CLEVELAND 15 LOS ANGELES 14
. Schofield Building - 210 W. Seventh Street
- SUPERIOR 7644 MICHIGAN" 2837 YUKON 6-2332
) CcV-394 LA4-1086 ’ 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 7535%
, €G-105
' SAN FRANCISCO 4
Russ Building
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Private Placement of Securities

By STUART F. SILLOWAY*

Vice-President and Manager of Securities,
: The Mutual Life Insurance Company of New York
:Ascribing impetus. to private placement of securities largely to exemption from SEC registration,
insurance company investment manager points also to decline in number of individual investors as
leading to direct selling to. institutions. Says private placement technique has taken from investment
banking potential source of -earnings, and this development, along with competitive bidding, has ad-
versely affected investment business in bond distribution: field. ‘Describes investment in finance com-

panies by life insurance corporations.

As plant investment and other expenditures for capital goods dried up during the
depression period to a point where debt issues for the first time were insufficient to meet
the demands of institutional investors, it was logical that private placements—that is, direct

stitution and the borrowing indus-
try—should become a more
prevalent practice, The prospec-
tive borrower was aware of .the

volume of funds. seeking .invest-.

ment in obligations providing a
higher return than United States
Government obligations, and he,
therefore, had a tendency to go di-
rectly to the source of such tunds.
The lending institution, on the
other hand, having been unable
to obtain sufficient investments
for its needs, was interested in
the opportunity to deal -direct.
This development was undoubt-
edly given a great deal of im-
petus by the enactment of the
Securities Act of 1933. This Act
required that securities which are
offered, sold or delivered through
the mails or in interstate com-
merce, be registered with the
Securities and Exchange Commis-
sion. Certain exemptions are set
forth in the Act, one of which
relates to the size of the offering
and another, more important from
a volume standpoint, relates to
transactions which do not involve
a public offering. The General
Counsel of the 'Securities ‘ and
Exchange Commission early ic
1935 rendered an opinion concern-
ing such . transactions and indi-
cated therein certain factors to be
considered in determining
whether a given transaction might
constitute a public offering or not.
It is fair to say that this opinion
has received more than a modi-
cum of study by a great many
lawyers -and that that portion of
it which emphasizes that the
number of prospective buyers, or
investors, to whom, offerings are
made- .is particularly : pertinent
remains as an important -guiding
factor. In .addition, this opinion
stressed that the nature:of the
transaction be such that the se-
curities are not likely to come
into ‘the hands of the general
public, at least until after,they
had been ‘acquired by some One
who had purchased them as an
investment and not for purposes
of distribution.

The National Association of In-
surance Commissioners gathered
statistics from 46 selected:insur-
ance companies of which 42 held
privately purchased securities.
This study showed that as of Dec.
31, 1946, these 42 cempanies
owned over $4.7 billion principal
amount of securities purchased
privately and that these securities
accounted for 10.4% of the total
admitted assets of the companies
at that date. The purchase ‘of
securities which are not regis-
tered has gone on apace during
the last 18 months which has been
characterized by a very high rate
of new capital formation on the
part of most industries, a condi-
tion which has contributed heav-
ily to the expansion of the volume
of -loans of deposit banks and
other financial institutions, in-
cluding ‘your own. No doubt
these forces have created a great
interest among you gentlemen in
analyzing possible sources of addi-
tional - funds for your operations.

*An address by Mr. Silloway at
Annual Convention and Dinner of
Commercial Finance Industry un-
der auspices of the National Con-
ference of Commercial Receivable
Compaiiies, Inc., New' York ‘City,
Oct. 25, 1948.
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dealing between the lending in-¢

Twenty years ago, also a period
of capital expansion, there would
have been no reason to focus on
private placement; in _tfact, the
private placement technique for
security ~ issues was nonexistent.
The chances are that in your
business, if you sensed an expand-
ing volume requiring additional
funds, you would have sought the
advice of your .leading bankers.
If "your banker thought that you
were already borrowing ‘as much
as prudent lending practice would
permit, you undoubtedly then dis-
cussed the advisability of obtain-
ing ‘additional proprietary capital,
either ‘preferred or common, dl-
though in rare instances the mat-
ter of subordinated indebtedness
may have been discussed. When
you and. your associates had ar-
rived at a pattern which you and
your. banker thought adequate
and if the amount required was
large, the next step was consulta-
tion with ‘an investment banking
firm whose job it would be to
study the finance business gener-
ally and the corporate set-up and
earning ‘power of ‘your particular
company under various assumed
levels.of volume as well as tha!
of your principal competitors and
counterparts to the end ‘that they
could advise you what type of
financing would be appropriate to
your particular company and its
présent and future needs, and then
proceed to set up an issue which
they could distribute at going
yield rates and which they would
be pleased to recommend to their
clients  and associated dealers.
The character and quality of the
investment banking firm you con-
tacted: would, -in ‘general,- deter-
mine the thoroughness .of . thejob
done. ' . . ; g ¥ '

The investment banking frater-
nity played a dual role. Tt not
only rendered expert financial
advice to its investor clients, but
also provided the machinery for
obtaining capital. = This second
function was to tap the savings of
the - nation directly through the
sale of securities to individuals
and indirectly by sales to savings
institutions and to make those
funds available for productive
purposes. ‘

Changes in Investment Banking

Commercial banks and  invest-
ment banking firms, therefore,
were the principal sources of out-
side funds for business. They are
both important sources of funds
in our present-day economy, but
the investment: banking business
has changed considerably in re-
cent_years, due, in part, to the
decline in the number: of individ-
ual investors as a result of higher
taxes, higher living expenses and
to the broader coverage of pension
plans which acts to discourage
individual accumulation of funds
beyond . the emergency reserve
range, - This has a tendency -to
narrow the market for invest-
ments and reduce the earnings of
investment bankers despite " the
fact that the responsibilities of the
business ‘are great, for to do the
kind of an analytical job which is
required in studying a particular
company and its business requires
a skillful and energetic group of
'people of highest, integrity who
have ‘a background of sound eco-
nomics and knowledgé-of thebest
| financial practices and proced-

ures. When the second function
of distribution is performed, to
accpmplish the details of selling,
delivering and account.ng, re-
quires the employment of a group
of specialists. Above all, this
part of the business requires cap-
ital since the usual technique is to
assume the risk of underwriting
the issue which guarantees a cer-
{ain amount of funds to the issuer
and then to recover this-sum, plus
compensation, through the sale to
investors, . ]

The private placement pro-
cedure does not affect—or perhaps
I should say, has not affected—
junior  equity financing . to the
same extent that it. has debt and
preferred stock financing. ‘When it
is used, however, it short-circuits
the distribution function of the
investment banking fraternity in
whole or in part.. To some ex-
tent, but to a lesser degree, ‘it
reduces the advisory function Of
private purchases made by The
Mutual Life since July 1, 1947,
349, were accomplished -without
the -services of these specialists.
Of the 66% remaining in which
an investment banking firm
played a part, only a relatively
small fee was involved, since the
firm was not risking its capital
and had no large expenses. Thus,
the firm handling the transaction
did not ‘use and was not paid in
these transactions for the services
of its organization for -distribu~
tion. This is an organization
which it must maintain if it is to
function as it should in our capi-
talistic’ economy.” Whether it can
maintain this organization at the
full strength which would be
most useful, to. olir, economy from
the earnings only of junior equity
financing and'the gther financings
which are being offered to the
public through investment bank-
ers seems debatable,

Without attempting to answer
this question, which would -be a
topic for considerable investga-
tion, I merely want to point -out
that the private placement tech-
nique has taken from the invest-
ment banking fraternity a poten—
tial source of earnings which that |
industry asserts that it needs if it
is - to function ‘adequately and
properly in our economy.

Effect of Competitive Bidding

" Perhaps, in passing, it is well to
mention that the business. of
underwriting and distributing se-
curities for the vast public utility
industry has become less profit-
able in' recent years as a result
of the competitive bidding. re-
quirements installed by the’
Securities and Exchange Commis-
sion for subsidiaries of registered .
holding com panies and later
adopted by various state regu-
latory bodies. This practice(mgy
have been beneficial to the issu-
ing~ companies, but the -spread
between the price paid for such
securities and the price -at whi¢h
they are sold to the investors has
been very small compensation for*
the underwriters after their’ex-
penses have been paid.

This development, when added
to the loss of business arising
from ' private placements, means
that investient bankers have had
to ‘devise other means to obtain
earnings from their capital funds,
such as, for example, ‘the invest-

(Continued on page 41)
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By MAYNARD E. SIMOND*

writing of Finance Companies

Vice-President, F, Eberstadt & Co., Inc. :

After discussing capital characteristics of commercial finance industry, investment banker says prac-
tice of these concerns to place securities with insurance companies is here to stay, but _contends, f.ield
is still open to investment bankers, and finance companies would do well to establish business relations

with investment banking houses. _

The commercial finance industry has one inherent and very important advantage over

most. of the other-types of business with which I am ac

quainted. It does not require vast

expenditures for buildings, machinery and other fixed equipment which are profitable only

as long as they«¢-

w1 are  operated

" above the
break-even
point. The fi-
nance industry
does not re-
quire ' heavy
expenditures
for the main-
ten ance of
these physical
facilities or

.+ their replace-
ment because
of obsoles-
cence,” Fur -
thermore,
there -is: no
need to set aside large sums for
retooling to' meet some competi-
tive threat, or to anticipate some
style change: When business be-
comes had-no finance company is
faced with the need for deliber-
ately. disrupting a skilled labor
force . which - cannot- be- carried
throughout the lean months,

By contrast, the tools and facili-
ties with which finance companies
work are dollars. Fortunately; in
spite of some indications to the
coantrary, dollars have net yet be-
come obsolete. Every now and

“ ihen, of course, due to natural
economic laws, and not many
Yyears ago we saw it happen by
fiat—dollars depreciate. However,
here again it seems to me you
have an advantage over many
other types of industry in that the
dollars vzed in your own business
maintain a coaslant relation to
the commodities with which you
deal, which are, generally speak-
ing; the obligations of others,

" You gentlemen know all of
this, and undoubtedly these factors
form some of the reasons which
prompted you to go into the busi-
ness in- which you are engaged,

+ ‘but it may not be amiss to have
these’circumstances restated. ' °
. Because finance companies deal
in dollars and the supply of dol-
lars employed in the business can
be: contracted rapidly and inex-
pensively when business is bad
and because that supply can, with-
in limits; be expanded rapidly and
without undue expense when bus-
iness is good, the industry is char-
acterized by a flexibility that
gives it the great advantage of
which I have spoken.

That this flexibility is impor-
tant is indicated by the experience
of representative companies in the
Conference for which figures are
‘readily available. In 1938 these
particular companies did a volume
of $262,000,000. By 1941 it reached
$676,000,000. In the very next
Year business dropped off to
$571,000000, but in 1946 it
reached $953,000,000, and by 1947
had grown to no less than $1,306,-
000,000. Thus the industry is char-
acterized. by a long-term cyclical

. expansion of substantial propor-

_ tions punctuated by - sharp - de-
wclines and by sharp inereases. The
ability to. contract. or.. exparid
working funds is of great impor-

. tance under those. circumstances.
-Let 'us examine brieily what hap-

sbened to employed funds during
those 'years, : ’

. Taking 1942 as the most recent
low. point and 1947 as the high

Maynard E. Simond

*An address by Mr. Simond at
-~ Annual Convention and Dinner of
. Cqmmercial Finance Industry un-

‘ der auspices of the: National .Con-|

ference of Commercial. Receivaple
. Companies. Inc.; New York City,
Oct. 25,1948, . :

e

- ]

point of the finance business, dur- |
ing those years we find for a
somewhat larger group of member
companies the following:

At the end of 1942 they were
employing working funds aggre-
gating $146,000,000. Of this $70,-
000,000 represented net worth,
$11,000,000 long-term debt and
$65,000,000 short-term debt. In
1947 on the other hand, when the
volume of business was very sub-
stantially ' greater than in 1942,
working funds had- increased to
$412,000,000. The significant fact,
however, is that during this six-
year interval net worth, which is
the permanent capital in the bus-
iness, had increased from $70,~
000,000 to only $88,060 000. But in
1947 this net worth was supporting
long- and  short-term indebted-
ness in the amount of $324,000,000,
as compared with as little as $37,-
000,000 six years previously.
Should it develop again, as it un-
doubtedly will, that the resources
and facilities of finance comvanies:
are not utilized at the high level
they are‘at present, working funds
of course will be contracted once
more.

Under. ordinary circumstances
this contraction will take the form
of the retirement of debt without
any reduction of the net worth as
represented by preferred and com-
mon  stock, although there have
been important instances where
preferred stock also was retired.

I have dwelt at this length on
the capital characteristics of the
commercial finance industry as
they are sufficiently unusual to
have an important bearing upon
the immediate subject before us,
which of course is the public un-
derwriti.ng of securities of finance
companies.

Financing. Finance Companies
- Let us-deal first with the large,
well established finance company
doing business on a national or
even a regional basis. For such
companies the raising of capital
funds through the public sale of
securities presents no particular
problems. The money cost will
be determined in large part by
the same factors that determine
1t in the case of companies in
other fields of industry. In the
case of long-terra debt or pre-
ferred stock there must be a satis-
factory coverage both. of assets
and of earnings, and of course the
Income: return must be attractive,
as measured by the return avail-
able on other securities of similar
grade. Where it is common stock
that is"to be sold, the dividend
record, the outlook for. future
earnings and, to some extent, book
value all-have a bearing upon the
price which may be expected. -

T wo important developments
have occurred during recent years
with" respect to long-term debt,
which is a widely "adopted and
usually  an economical means of
raising semi-permanent capital.

First is the practice of placing
such. debt direct with insurance

{companies.and other institutional

investors. There are of . course both

| advantages.and disadvantages in

such a course.' However, the prac-
tice has been so widely adopted
that presumably it has been pretty
well -established that, under cer--
tain circumstances: the - procedure-
is advantageous.

‘While- the -investment 'bankmg

‘ératernity. does not look with coms

plete: favor upon- this direct deal-
ing with insurance companies and
L
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other -financial institutions, 1
think it is reconciled to the fact
that the practice is probably here
to.stay. Fortunately it finds some
comfort in the fact that the setting
up of the terms of the issue and
the: negotiations with the- institu-
tional purchaserz are sufficiently
technical and complicated to in-
sure. usually thai the invesiment
‘banker plays an important part in
{he transaction.

The other development is the
interesting one of creating obliga-
tions which are subordinated to
other borrowed funds. These sub-
ordinated issues likewise are cus-
tomarily placed with ‘institutions
and of course ccmmand a some-
what higher interest rate than any
long-term non-subordinated paper
that may be outstanding. Because
such junior notes rank behind the
bank debt, and in spite of the fact
that they are in themselves debt
and have to be repaid on specified
dates, they have the advantage of
adding to the base against which
short-term bank loans may: be ob-
tained.

Financing by Stocks
 Preferred stock is not a particu-
larly popular vehicle for the rais=
ing of permanent capital in the fi-
nance industry unless that stock is
either convertible into common
stock or carries warrants to pur-
chase common shares. In the case
of companies. of the very highest
credit standing that observation
does not hold, but it is true for the
rank and file of companies in the
industry.

Common stock of course re-
mains the very foundation of the
industry’s capital structure. For
instance, 16 finance ' companies
covering a wide range of size and
having an aggregate net worth of
$280.000,000 at the end of 1947 had-
only $40.000,000 of preferred stock
outstanding, the remaining $240,-
000,000 being represented by com-
mon stock and surplus.

The price levels currently pre-
vailing for the preferred and com-
mon stocks of finance companies
naturally -reflect the serious po-

[ditical and economic uncertainties

that have had a depressing effect
on security prices generally for

the past many months. They also |

reflect the lack of enthusiasm with
which the investinent public cur-
rently regards the industry. as
such. . Obviously - differences in
size, in character of business done,
in management performance and
even the degree to which security
holdings are concentrated are also
influential in determining the
levels at which the securities of
any particular company sell, Con-
sequently they influence the terms
upon which public capital may be-
obtained.

The function of the investment
banker in underwriting securities
of the national or even regional
finance company, whethey they
be long-term debt, preferred stock,
or common stock, ig fairly con-
ventional and no highly unusual
problems are apt to be encoun-
tered. The matter of timing, how-
ever, . frequently “becomes impor-
tant. The investment markets. as
you know, have fashions of their
own. For reasons which are not
always readily understandable, at
one period- rail securities. may be
popular ‘and’d few weeks or days
later it"may be the oils, Finance
companies-are not immune to these.
investment vagaries. -As any un-

preparatory work, (
judgment and skill is often re-
quired to insure that the off_ex"mg
is made under market conditions
as favorable to the company as
possible. .

Financing Local Companies
So much for the large, well es-
tablished companies where, as I
have said, the underwriter’s func-
tion is more or less conventional.
It is my understanding, however,
that a not unimportant part of the
finance business throughout the
country is done "by companies
which are more or less local in
character and of a size such that
the nationwide securities markets
are usually closed to them. Here
the problem is distinctly different
and the investment fraternity per-

{forms- less effectively. ,

No hard and fast program can
be laid down for the provision of
capital funds for the. local and
relatively small fiaance company,
Indeed the problem is not essen-
tially different from that which
confronts small commercial and
industrial enterprises generally.
The fact is that the American fi-
nancial community has failed to
formulate an economical means of
providing permanent capital for
the expansion of small, well man-
aged, constructive business in all
fields. This failure is an undoubted
deterrent to the grass roots devel-
opment of private enterprise, That,
however, is a subject outside the
scope - of this discussion and of an
importance that far -transcends
what I have to say here.

Coming back to the subject be-
fore us, if the owners of a small
finance company are not content
to see it grow only out of the re-
investment of earnings, they have,
as I see it, these alternatives: first,
the investment of additional out-

considerable |

side funds on the part of them-
selves or their associates; second,
the ‘rediscount of some part of
their® portfolio with one of the
larger companies and third, the
introduction of additional capital
through the public offering of se-
curities. The following of any oné
of these courses usually need not
preclude going the other routes as
well. '

Whether or not it is determined
to enlist public funds, I would
urge that the management of a
small local company establish
friendly and frank relations with
one. of the leading. independent
securities dealers in his immediate
territory. This.dealer’s advice on
the subject of increasing the com- *
pany’s capital funds might well
prove to be of distinct advantage.
He may be in touch with private
capital that could be  introduced:
into the business. If additional-
funds .are. to be raised through a
public issue, he is the logical per-
son to raise them. In such an event
his' views of tne type of security
o be sold, its terms, the price
which may be expected for it.
etc,, should be of great value.
‘Also, he may know local indus-
irial and commercial companies
which could avail themselves of

‘the facilities of the finance com-

pany and thus become its custom-
ers. He ought to be a good friend,
Obviously  the cost of registra-
tion of an issue of securities under
the Securities Act of 1933 is reld-
tively heavier in the case of a
small issue than a large one. Many
of the elements of cost, that is,
legal, auditing and printing ex-
penses, . etc,, do not rise in pra-
portion to the size of the issue
involved. It is to meet that cir-
cumstance that the regulations of
the Securities and Exchange Comi-

(Continued on page 42)

Not a New Issue

The First Boston Corporation
Goldman, Sachs & Co.

Central Republic Company

(Incorporated)

R. J. Edwards, Inc.
American Securities Corporation
Carl M. Loeb, Rhoades & Co.
Piper, Jaffray & Hopwood

Bond & Goodwin

Inlorporated

Stroud & Company

Incorporated

Curliss, House & Company

(Incorporated)

Pacific C T‘ pany of Calif

Robinson, Rohrbaugh & Lukens
Butcher & Sherrerd
Clement A. Evans & Company

Incorporated

Fitst Southwest Company

Byrd Brothers

Stix & Co.
Chace, Whiteside, Warren & Sears -

Incorporated

derwriting involving an SEC regis-

tration takes several weeks of
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- Scott, Horner & an,--l‘ncv e

Kidder, Peabody & Co.
Stone & Webster Securities Corporation
Dominick & Dominick
F.S.Moseley & Co.  Shields & Company ' Stern Brothers & Co.
C. Edgar Honnold
Dick & Merle-Smith
Maynard H. Murch & Co.
Salomon Bros. & Hutzler
H. M. Byllesby and Company  Laird, Bissell & Meeds
Auchincloss, Parker & Redﬁafh "Burke & MacDonald
A. G. Edwards & Sons
Henry Herrman & Co.  Hirsch & Co. EdwardD. Jones & Co. = Metropolitan St. Louis Co;
Reinholdt & Gardner
 Brooke, Stokes & Co.
E. W. Clucas & Co.
Fahey, Clark & Co.
‘Mackubin, Légg & Company
E.M.Newton & Company - Prescott, Hawley, Shepard & Co., Inc.
Townsend, Dabney and Tyson

”Hannahs, Ballin & Lee . ,: Carter H. Harrison & Co.
-Miller & George, . ..., ---O'Brian, Mitchell & Co:.
. Walter'&‘ Company:

This is under no circumstances to be construed as an offering of these securities for sale, or as
an offer to buy, or as a solicitation of an offer to buy, any of such securities. The offer is

made only by means of the Prospectus. onbehalf of o1

of the undersigned as are registered dealers in securities in this State,

This is published on behalf of only such

October 21, 1948

250,000 Shm'.es
Oklahoma Gasand Electric Company

Common Stock

(par value $20 per share)

Price $34. 25_per share

Cupies of the Prospectus may be obtained from any of the seceral under-
writers only in States in which such underuriters are qualified to act as
dealers in securities and in which such Prospectus may legally be distributed.

Merrill Lynch, Pierce, Fenner & Beane . b
E. H. Rollins & Sons
Incorporated !
W. C. Langley & Co.
Tucker, Anthony & Co.
H. L. Josey & Co.
Harris, Hall & Company
{Incorporated)
Newhard, Cook & Co.
Bateman, Eichler & Co.
Putnam & Co.
“Cohii & Co.
Ferris & Company

The Robi

Humphrey Company
Brown, Lisle & Marshall
H.L.Emersen & Co, .
Incorporated
Faiwe'l, Chapman & Co.
A.E. Masten & Coinpmyf
Rotan, Mosle & Moreland
Burgess & Leith
DeHaven & Townsend, Croutgr & Bodin§
-R.H. Johnson & Co. .. Lester &Co.
- Rambo, Close & Kerner: .
Incorporated .
- Wurts, Dulles: & Co:-:

¢

Boenning & Co.
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| | economic ‘conditions were quite ‘different in each period;

Mutual Funds

By HENRY HUNT
Dog Eat Dog

We recently discussed selling methods of life insur ance saleqmen
with “Skid” Shoelley of “Keystone” and he informed us that. prior. te
1914 they were of the dog eat dog variety. Many lite msurance“saleq—

men of that era spec1ahzed in “txadmg out” insurance policies—i.e., |,

persuading a client to cancel a policy with a rival company.and'to
take out a new one with the salesman’s company. To close; thesc
‘tlade outs,” a favorite sales line was to imply that the rival com-
pany’s assets were in bad shape and that it was doubtful:if. the
company could pay its claims.

About 1914, according to “Skid,” the leading ‘executives - o[ the
life insurance companies got together and decided to end such prac-
tices in an effort to sell the American public-on the idea that the: life
insurance business was built oa a permancnt foundation and . every
combany’s policy was as sound as a U. S. Government bond. . The
record of the life insurance business since that time, and:the’ hlgh
repute in whxch it is held today, indicates how far it has pmgressnd
since the “dog eat. dog’ days.

It seems to this writer that, to a certain extent, the mutual fund
business today is in a position similar to that of the lifesinsurance’

.| business prior to 1914.- Too many salemen try to trade clients:eut:of
| rival mutual funds into the particular funds they are selling::
| mien are prone to make.odious comparisons between funds-of- dif e

“Sal

‘ent, sponsors, particularly on the score of short-term perf
records.’ Actually, any fund’s management can be made to 00 sk
—o0r good—if you pick your own .short period of pexforma

-Mutual fund salesmen should learn to sell first the ‘conc
‘mutual fund, i.e., a-sound medium for nearly all types of-
and second, to sell the fund:that is best suited to the investor’s:ob=
jective. In the long run, the salesman will find out that trade-outs,
involving as they do an additional ‘“load” for the lnvestor seldom

Tt wxll probably be’ dlffxcult for the mutual fund sponsors to
eliminate the evils of “trade-outs” since, unlike life insurance pol-
icies, -most mutual funds. are wholesaled to dealers and . the, et, il
salesmen’ are not under direet control of the issuing companies. : It
would appear to be up.to the dealers to take a far- snghted view of the
business and  train their salesmen to say to a prospect, who-owns
shares:of a mutual fund that the salesman is not offering, somethmg
along the following lines: “I am glad 'to see that you own share§in!
XYZ Fund. They shouid relieve you of ‘further attention to that
portion of your investment portfolio. However, it seems to me that

| .you should add to your mutual fund holdings through investing. your

surplus cash or through the sale, of certaid of your individual secur-
ities, which do not seem to {it in with your investment objective.”

If mutual fund dealers were to get together on their sales policies
as the insurance executives did in 1914, it would constitute a long

.step. along the road to making the investing public recognize .the

mutual fund for what it .is—the best solution to the average mvest01 s
problem.

‘ The End of a Period?

“It is rather interesting to compare the current Stock Market
inertia with that which mevallc‘a in 1932 and 1942. Like the present
both those periods: were characterized by dribbling liquidation by
{frightened investors who. converted stocks to cash, only to- dlscovex

later that they should have been buying stocks instead of cellmu 3

them,

“Some 33 months of liquidation preceded the sharp rallv in the
summer of 1932. This was of short duration but the Dow-Jones
Industrial Average went up 100%. Some 30 months of liguidation
preceded: the long rise that started in April 1942 and the Average
went up 130%. before the well-remembered decline of 1946. -Although
investor
psychology was somewhat the same as at present when we have seen
29 months of discouraged fear-inspired selling.

- “Monthly volume of 100 million shares in late 1929 had shrunk
te 23 million .shares by: the spring of°1932. Monthly volume of 57
million shares in September’ 1939 .was down close to seven’ million:
shares by the spring of.1942. In early 1946 volume was’ above
51 million shares per month and recently has been at the rate of 12
million shares. The fact is-that there comes a time eventually when
most of the frightened and timid ones have sold their-stocks and few
remaining shares overhang the market.

“At that point only a little buymd is needed to effect an upturn
which. 1ap1dly becomes cumulative in its bullish effect. Sometimes
the tura.is marked by good news: sometimes it occurs spontaneously
without any apparent cause. -One near term potential of  good.
news: the significant changes that can come with Republican victo_l'y..
The constructive beneiits to mdustry and capital of a realistic
revision of-the tax structure and the discarding-of the ‘New Deal’s’

- | With Kirchofer & Arnold

(Special to THE FINANCIAL CHKONICLE‘) f

RALEIGH, 'N.° C.—Jack W.
Noneman is w1th Kirchofer & Ar-
nold Associates, Inc., Insur_a ace
Building. ]

' Snmcmn
AMERICAN

With M.-N. Hogan Co. -

(Special- to THE FINANCIAL CHRONICLE)

MEDFORD, OREG.—John" V;
Melville is with M. N. Hogan &
) e Co., 38 South Central Avenue,
Prospcctus -

pumtl.ve attltude toward.business could buttress. fmanctal sentiment -

Bl 1mmeasuxably —Reprmt - from Arthur Wlesenbergers “lnvestment
: (‘ompany Ncws ! ; ; 11T e

" Investmg in a Changmg World
: “Flfty years ago. when electricity: replaced: the icoal oil lamp;; and

| $he- fivst “horseless -carriage -honked:-at the ' horse: -and buggy——-when
skl thestelephone . and. the ‘talking machine’ were ‘mo’ longer toys::

such events made investors pause and think.

or-100. years-ago. -Scan, as: we have done, the securities: lists of many
individual investors of:those- times. You’ll find the -bonds and stocks
0t railroads, steamship .and :canal. lines; mining: and- manufactuung
sompanies; most .of which- are unknown today

+“At this very ‘moment the pattern, continues. Lighter metals are
Ssubstituted for steel; and both: may ‘be replaced by ‘a-plastic.: What
was, once a month’s. journey is row but a matter ‘of .a:few hours’ by
air.. With - television -you can watch events happening hundreds of
miles away.

“As ever before, such events as these mean" not only. rew in&
vestment opportunities, but forecdst changes m the svalues of- the
bonds and stocks of other companies.

“Experienced and thoughtful investors know that the underly-’
mg plan of sound balanced: investing is no different todayathan that -
icllowed: 10, 25  or 100. years ago by the founders of ‘many:’ venerable
family ‘estates.” They realize it is a' never ending process of'keeping
-abreast of -today’s:dynamic' changes—of interpreting: their importance.
“They know it is only by careful selection, ielentless' watchfulness and '

ely;  unemotional substitution of investments-that savmgs can;’ be
rotected, income be assured,’ and glowth realized:
- “Skilled investing is more ‘than just buying and' selling securities.’
;t ‘calls “for sound; mature -judgment-—thai priceless; human factor—
wh determmes the: difference between success. or: fallule ”—From
ge Putnam bulletm

mnnaqlon, in..an addxess before. .the:.annual "convention . of . the
Amencan Gas Association last week; is reported to have said in
part: ‘We- at tue- SEC are disturbed bv the fact that many utility
cor poratlons, electric -as..well as gasy and indeed, many: corporationg
in other lines of activity,: have, since 1945, relied so heav11y on-debt,
ﬁnancmg ‘to meet thexr expandmg capital requirements.’

{‘Along similar-lines, the Federal Reserve System:'and many: of
1t= leadihg - officials, as well as Congress, have taken steps:in receént
months to dlscomaffe the upward trend of private debt.

~“Probably nearly everyone would agree that it is better: for the
country if business meets the greater part-of its capital needs in the
equity -market, rather than in the bond market or through banks
l16ans;and othex forms of debt. Yet, if we examine the matter care-
fully, it is not difficult to see the reasons why debt is the favored
means of financing,

“From the standpoint of the corporation, it can obtain money at

very. low: interest rates if it issues bonds or borrows from banks or
insurance, companies. Moreover, this interest is deductible from
aperating earnings before the high federal income tax rate is applied.
“ommon Stocks, on the other hand, are selling at very high yields
and. command prices which are only a low multiple of current earn-
‘ngs. Under the tax law, all the earnings for the common stocks are
ubject to Federal income taxes. When rights to: buy- an addifional
amount of common stock are offered shareholders, the usual effect
is that.the price of the stock is still further depressed. Thus it"is not
difficult to see 'why a corporalion:executive under these circum-
stances co. often turns to. the:bond. market rather than the stock
market for his {inancing.
. “From the standpoint of the investor, other reasons apply. Cir-
sumstance: ol the past 19 years have not often been such as to give
“im the confidence in stocks:-he once had. In July of ‘this yvear the
Federal Reserve Bulletin; published  the: results of:a.survey which
ipdicated ‘that .only 5% of the country’s-‘spending units’ (roughly
the same as-a family living in one house or apartment); with annual
incomes of -$2.000 or more, favored common stocks.as investments.
6829 ~were against stocks. ' Of:this 62%, 26% objected to stocks
Lecause' they: were ‘not safe,’ yet only 3% thought common stock
prices too high, and less than %2 of 1% thought common' stock
vields were too low. 30% out of the 62% were against common stocks
because ‘they were ‘not familiar’ with them, ° .-

~“If it is in ‘the interest of the nationai.economy that coxpoxate
tmz:mcm'T should favor stocks as against bonds-and other forins of
debt, if onlv 5% of the ‘spending units’ favor stocks as. investments.
i£-30% of them are not even familiar with stocks, there: is a big
iob to be done. Much can be 'done. National ]}Ollclea could  be
directed toward the creation. of an economic atmosphere in which
honest, constructive -business achievement would be vegarded as
cnmmendable instead ol reprehensible. The burden of ‘double-tax-
ation’ - of corporate earnings could .be reduced.”—Written by Ed
Rubin, President of Selected Investments Company of Chicago.

lndepend Managemenlanw York Stock Exchange

“In a parallel manner go back to the investor of 50 years ago—

— | Alfred - Althaus,

Weekly Firm Ch
corp in Buffalo eekly Firm Changes

BUrFALQ, N.'Y.—The Inde-

‘I bendent - Management Corp. i3

being - formed. with offices in the
Liberty Bank Building.: Officers
are “~DeLancey . Rochester, .- Jr.
President; H. B. Pomeroy and
Vice-Presidents.
Mr. Rochester has been proprietor
of DeLancy Rochester Co. with
whwh Mr.’ Althaus was also asso-
ciated. Mr. Pomeroy was formerly
an officer of Schoeilkopf, Hutton
and- Pomeroy, Inc.

may he obtained
from authorized. dealers, or

.| W. L. Ball & Co. Opens
SELECTED INVESTMENTS COMPANY.

" ALEXANDRIA, VA.-— William |
/ : L. Ball is forming William “Lloyd
135 South La Salle Street Ball & Co. with offices at 2500.

CHICAGO 3, ILLINOIS King Street to engaﬁe in a securl-
L e - . - ties business. A J

'F. S. Moseley Co. Adds

F..S: Moseley & Co, 14 Wall
Street New York City, announces
the  ascociation with the firm’s
sales clepaxtment of . George H.

‘2" Mites,-Jr.:

The New York Stock Exchange
has announced the following firm
changes: 5

James Humphry, Jr.;
from ' partnership. in

will retire
James M,

;1 Lieopold :& Co. Nov, 1. f

~ Emmett Lawshe will retire from
partnership - in . Shields & - Co.
Oct. 30.

Interest of the late Carlos H
Haugliev in, Wagner, Stott & Co.
ceased Oct. 11. ' ;

.

- With Dreyfus & Co. '
. Dreyfus &’ Co.,” 50 Broadway,
New York City, members of.the
New York Stock Exchange; an-
nounce that Stanley H. Millstone
is now associated.-with,the fxrm as
a ‘customers” broker;

Thursday, Octob’e’r-; 28 3 ,1,943

il ABngobtoBeDone AT S RS
“Edmond M.:Hanrahan; Chairman: of the Securities and Exchange
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Economic Education and Drift
~ Toward Collectivism

By JAMES D. MOONEY * WEE At
Chairman. of the Board and President, Willys-Overland Motors ' _

" Asserting we must find way back

to American concepts of free com- .

- petition, constitutionalism and way of conducting our industrial life,

Mr. Mooney scores drift toward
- well as confiscation of business

collectivism and bureaucracys;. as
earnings through taxation. Says °

" we have arrived at Hitler methods of statism. Points out program .

of -economic education to offset
practice of

and -expose both philosophy and, -
collectivism. g

It is,very timely now to consider this problem of economic edu-

cation, because we are in.the last

phase of a'national political cam-

paigmy  Very shortly, now, we shall know whether we are to have:a
Democratic or Republican administration in our country for the next

four years, .
beginning
with next
January. The
miin point
that T want to
lay before you
today is a
challenge
developed

from the

standpoint of

the student of

economics -

and of our

industrial

scheme of

things. I.want James D. Mooney
to challenge i
you to face very realistically some
economic. facts about our indus-
trial institutions. From the stand-
point of putting our country back
into better: economic ‘order, we
cannot afford to presume for one
single minute that electing either
party, Democrats or Republicans,
is going to let us escape certain
unpleasant facts about the present
state of our industrial institutions.

The most unpleasant fact, and
the ‘reason for my challenge, is
that during the past 20 years, we
have had a constant drift toward
collectivism in our country, We
have passed on too many prob-
lems and too many of our respon-
sibilities to the’ Federal govern-
ment at Washington.

It is high'time, now, for us to
be fully awake to this and for us
to undertake such economie: edu-

* cation ‘as will make it possible,

once the new administration takes
charge of \the country at Wash-
ington, to arrest any further drift
toward collectivism. We must find
our-way back. as quickly as pos-
sible to the: American concepts of
free competition, constitutionalism
and : ine American way of con-
ducting our industrial life. After.
all, many of these concepts were
generated right here in New Eng-
land—these- American concepts of
the proper balance:between. eco-
nomic liberty and-the discipline
that: we -owe a well-ordered
scheme of government,

. Double and Confiscatory ‘Taxes

I want to spend more’ time
today, the larger ‘portion of the
very short time available, on eco-
nomic education rather ‘than on
economics. ‘Therefore; 1 am' going

to make only one’principal point |!

in the field of economics and then
pass quickiy on to making a few
points. about economiceducation,
particularly in the field of indus-
try. ;

The. principal point I want to
make in the field of economics re-
lated 'to industry. is that the 389%
tax that is imposed by the Fed-

- eral-government .on our industrial

activities: before .we '‘make" the
residual’‘earnings. ‘available- for
distribution  to . the .stockholders
is tolling ' the  death-knell = of
private - enterprise.. - From . the

standpoint : of“management, it is ||

practically “impossible’ to ‘operate
an industrial property when you
have a. preferred creditor ‘who

- *From.  an - z;ddress 'by : Mr

Mooney at the Annual Meeting of |

the Associated - Industries-- of
Massachusetts, Boston, Mass.;-Oct:
21, 1948. . o :

itized-for FRASER

p:/[fraser.stlouisfed.org/

takes -38% . right out of the cash
i drawer continually. - ;
] Furthermore, your‘ backers:or
| stockholders orthe  people “who
| put up the capital to support man-
| agement in the industrial venture
[are taxed so heavily -on  their
| dividends that it is no longer pos-
| sible to interest capital broadly in
|industrial ventures. -If you ' want
i practical proof of this, observe the

- present ridiculous prices of indus<’ ‘the plant, and .then our fellow

trial stocks on the New York Stock
Exchange. These low prices-are
| caused principally by the fact that
venture capital “will no. longer
take ‘the risks in' industry in the
face of these double, and  con-
fiscatory taxes. ; -

Two Ways of Operating Statism~
I have had quite a lot of ‘éx-

plants overseas. During the* past
25 or 30 years, many of ‘the coun:

extreme collectivism or ‘statism.
The most dramatic ' example, of
course; is Russid, where the gov-
ernment actually took over® the
industrial ‘plants  and owns ‘and
operates them. Then - there are
varying: degrees throughout :the
world of statism or: collectivism,
You can call it communism,
fascism or statism or collectivism.
It doesn't make any difference
what you call it. Tn essence, it is
the rigid domination by govern-

country,

About two months ago in Wash-
ington, ‘former' President’ Hoover
pointed. out, -and ‘I*can verifyhis
statement out of my-own-experi-
ences and - observations' abroad,
that there is one-principal differ-
ence between the - operation. of
statism .in the -overseas .countties
and the .operation- of statism in
our own country. In: the various
countries abroad, many ‘of thé
governments have actually. taken
over the manufacturing plants: In
the United States, our ‘governmeht
‘has allowed the plants to remain

capital and. management and then
has allowed the- management: to

property. But then the ‘govern-
ment takes the money away_ from
the management in- the form': of.
‘taxes. o
In Germany, two. or- three years
before the war broke out, I heard
@ German “industrialist.say that
‘the ' difference
inunism in Russia and nazi-ism:in
:Germany ‘was simply this: He
said, “In Russia the government
‘has .taken ‘over the' dairy.. farm
including the fields,  the stables
‘and the cows — lock, stock and

nazis’- scheme' of ‘operating, they.
let the.-so-called “owner keep' the

iment goes over- every
land milks them.” ~
Gentlemen, we have arrived.at
this 'method 'of operating statism’
in.our own country, - :

'T\he Program~ of Economic
e i Motors.._

Now, -I want " to “pitch*into’a
<hort ‘discussion of :economic:edu-.
“cation ‘and as: briefly ‘as:possible

. outline to ‘you some. things:weé "

perience operating ‘manufacturing’

tries- abroad have ‘succumbed’ to

ment- of - the industrial and‘ eco-
nomic life. of ‘the " citizens: of -the

in the. hands: of:so-called: private:|

'go _ahead and make money, on the |

between:: com= |.

‘barrel—but in Germany under,the |

‘cows, " but ; the: German Jgovern-.
_morning,|

~Edycation at Willys-Overtand |

have: been doing at Willys-Over-
land ‘Motors to effectuate in our
own  small way some economic
edueation in our own manufac-
turing  organization and then, in
turn, in the community and city
of Toledo.

" Two years ago, we decided. to
undertake ‘this program of eco-
nomic education at our plant and
we used these' three-dimensional
dynamic . graphics, which, under
Mr. Williams’ -auspices, are pre-
sented here today. :
| "We 'started right in our. own
organization by using these three-
dimensional dynamic graphics to
demonstrate a few of the simple
fundamental principles of eco-
nomics. We put them on exhibi-
tion in a large assembly hall that
we have on the. sixth floor of our
administration building in Toledo.
We - continued = throughout the
winter to invite the various ¢om-
munity groups, such as the Rotary
Club,. the League of Women
Voters, ‘the college and senior
high-school students, the Chamber
of . Commerce and the labor
unions.

"One " of the three-dimensional
dynamic  graphics we used was
aimed 'at’ explaining to our own
organization, including our men in

citizens in Toledo, how the gross
cash income of a company lik_e
ours, “an industrial company, is
distributed.

~There is a common public im-
pression that has been created by
mud-slinging propaganda that the
industrial managers over in the
head office are a greedy, lustful
crowd . of -demoniacal penny-
snatchers who are intent on
scrouging all the widows and
orphans around the place and get-
ting. rich at the expense of: the
common ' man. The publicized
figures ' that are expressed in
hundreds of millions about. your
‘dollar volume ¢f sales séund aw-
fully big as a jackpot, but nobody
takes the time to explain where
that money, the gross cash income,
actually goes.

' Now, by way of conclusion, I
want to repeat my principal poini
about economic education, Indus-
try must wake up and do an in-
tense job; of economic . education
among eur friends in . politics,
Democrats or Republicans, and in
our communities, to demonstrate
and-.drive home some of the sim-
ple, homely facts about the eco-~
nomics ‘of -industry. I hate to be
an ‘alarmist or a scare-head, but
I.am quite convinced that unless
there is a reversal in the trend of
taxation 'and unless the heavy
hand . of taxation is lifted from
industry, then we shall contitiue
to ‘move_rapidly toward a very
unpleasant crisis in the affairs of
American industry.

~ Analyzes Pre-Election

Stock Market Trends

Hill, Richards & Co., members of Los Angeles Stock Exchange,
publish table indicating -change in market: level each year from

Sept. 30 prior to election, to

According to Hill, Richards &
Stock Exchange, with offices. in

Nov. 7, following election.

Co., members of the Los Angeles
San - Francisco, and 'other Cali-,

rornia cities, the prospect of the election of a:Republican President
has consistently, during the last half century, exerted a strong upward

pull ‘on stock prices during the®
inonth or so before election, In
he 14 presidential years since
1892, or since daily stock price !
averages have been computed, the
firm states;” the elections ~have
been evenly divided between the
two major parties, each having
elected its candidate in seven
years. In the seven Republican
election years, .stock prices ad-
vanced ‘in six such years between
the end of September and éarly
November. In the seventh, }920,
at “election time the country’ was
mid-way into the steepest’ bear
market it had ever experienced—
a 21-month drop that carried the
Dow - Jones industrial - average
from 118.92 in October, 1919, to
64.90 in June, 1921. Between mid-
March -and mid-December, 1920,
it lost 36.81 points, an average of
more ‘than four points a month.
The only ‘lull in this storm came
in the five weeks before the elec-
tion; between Sept. 30 and Nov. 7,
1920, the net loss was less than
one-tenth of one point. In the six
years of rise preceding Republi-
can presidential victories, the in-
creases between Sept. 30 and Nov.
7, also measured by the Dow-
Jones average, totaled 53.77 points.

Although the Democratic party
is * certainly * not . traditionally
favorable to business or the mar-
kets, stock prices have also shown
a pronounced upward trend pre-

ceding ‘presidential elections
which p’lit Democrats in office, it
is' further :stated. In the four
Franklin D. Roosevelt years: there

Presidential Candidate
Elected

Roosevelt
Roosevelt
Roosevelt
Roosevelt
Hoover

+ Coolidge
Harding
Wilsen
Wilson:
Taft
Roosevelt
McKinley
McKinley
Cleveland

Rep.
Ren,
Rep.

Rep.
Rep.
Rep.
Rep.
Dem,

“*Dow-Jones Industrial Average 1900 't
rails and 2 industrials, in 1896 and 1892,

Party
Dem,
Dem, .
Dem,

Dem, -

Dem,
Dem.

were rises in three between the

| end of September and early No-.

vember. The advances in these
years totaled 21.86 points, whereas
the decline in the same period in
1932 was 6.98 points. In the other
three Democratic presidential
years of recent history, Cleve-
land’s second term and the two
Wilson administrations, prices
rose”in two and declined in one, -
The increases totaled 5.91 points
and the decline, which occurred
in the year of Wilson’s first term !
election, was 2.48 points. Of the |
entire ' seven Democratic years, «
the five years of advancing stock !
prices brought about a total rise
of 27.77 points and the two years '
of declining prices accounted for :
a loss of 9.46 points.

* “There is, thus, ample reason in
historical precedent,” concludes
the retrospect, “to look for rising °
stock. prices between the-+end of
September, 1948, and early No-
vember regardless of the popular-
ity trends of the candidates in the
pre-election weeks. And the ad-
vance on ‘the basis of what has
occurred in previous Republican
years ‘could be a sharp one if it
becomes anything like a foregone
conclusion that this election will -
put the Republican candidate in.
the White House.” :

The following - is the table
which shows the course of stock
prices as measured. by the Dow=,

Jones averages between Sept. 30
and Nov. 7 in each of the presi-

dential election years since 1892.

Change Betweens |
Sept. 30 and Nov. 7
Rise Decline
1.19 :
5.11
15.56

*Dow-Jones Average
Sept, 30 Nov. 7
146.73 147.92
132.64 137.75
1617.82 183.38
71.56 64.58
239.43 260.68
103.16 104.86
82.95 82.86
102.90 107,21
94.15 91.67
79.93 87.77
57.59 66.21
54.27 62.90
50.21 55.94
69,54 71.14
Total Rise

Total Decline ..
Net Rise ‘. -..=2"."71,99

Average Rise .. 5.13 %
0 1944; Dow-Jones . 20-stock " average, 18-

21.25
1.70
4.31

7.34
862
8.63
5.73
1.60
81.54

¥ October 25, 198, .

““Tlese Bonds are not being offered to the public. They were placed j)l'iy(phfly throwsh the undersisned
; . with certain institutions purchasing them for investment.

$250,000,000
‘Shell Caribbean Petroleum Company
4% Bonds Due 1968

" Dated October 1, 1948

I

MORGAN STANLEY & CO.

Due October 1, 1968
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| Canadian Securities
By WILLIAM J, McKAY

‘As a result of a combination of favorable factors the Canadian
«economic situation for the moment can very well give rise to ex-
.aggerated optimism regarding the immediate future prospects. It is
wspportune therefore to. analyze the main causes of the Dominion’s
recent. economic and financial®
progress. Before consideration
18 given however to their exami-
nation"in detail it must be borne

ject:once more to serious deple-
tion, ’ )

:n:mind ‘that the recent favorable
‘figures cover -the summer  season
when the Canadian economic po-
sition ‘is invariably  at -its peak.
Dyring’ the summer months not
only are Canadian exports at their
maximum ‘level and imports at
-their minimum, but this is also
‘the season when oil and mineral
prospecting is at its height, This
year in particular the discoveries
in:this field have been of an un-
usually 'spectacular ‘nature.

A further cause for anxiety con-
cerning the Dominion’s near-term
-economic stability is' the proba-
bility - of drastically reduced :ex-
ports ‘to Britain,  Accoraing to
recent official statements British
imports of farm products from
Canada during 1949 .will be on a
considerably reduced scale. Brit-
ish{ plans’ for a $2 billion invest-
mentgin  agriculture . within the
scope”of the new four-year eco-
nomic ' program  likewise are ‘a
cause for serious concern for the

Their 'immediate impact on' the Canadian farmer. The British
:Canadian economy bOW{?VGI‘ 1S situation in general which has an
relatively slight and it will be a important bearing on the Domin-
matter of years for instance be-jon’s economic future has un-
fo_re Alberta oil and Labrador iron | doubtedly vastly improved in
will return appreciable economic | recent months but despite the re-
dividends. ] . .fcent progress. the -fundamental

Turning to the Canadian foreign British economic problems have
exchange position it is true ‘that not yet been solved. ' There are
when comparison 1S  now made already indications of the end of
with _the critical situation thqt the long sustained sellers’ market,
prevailed at the beginning of this the existence of which has facili-
year there is every reason for tateq the British —export drive.
wpardonable complacency. On the yyith the intensification of foreign
other hand it must be pointed out | competition. in world markets the
:that the present exchange reserve pound sterling would again be
:total of approximately $750 mil- under pressure, and the Canadian
lions includes $150 millions bor- dollar in turn would be similarly

vowed from three U. S. insurance | affected. -~ k

companies to replace the original |

' basic strength in the shape of her

:Export-Import- loan of $140 mil-
Llons.  The Trise in the reserves

sfrom the crisis level of November |

last of $460 millions of approxi-|

»4nately $140 millions which ‘has
.resulted from the operation of'the

ly gratifying.* It is doubtful on
.the other hand whether the cush-
+on of $250 -millions above the

.desirable minimum reserve of! .
'little change in the external sec=

$500 millions is sufficient to re-

move all cause of anxiety during |

:the winter season when imports
{rom this country reach their
maximum level and the important
invisible export constituted by
the U. S. tourist traffic ceases to
exert its beneficial influence.
The situation would  be: further
“.weakened in the event of the 'suc~
.cess of the current efforts to bring
about the removal of the restric-
itions imposed on imports from
:this country, - In-view of the cur-
‘rent boom conditions within the
:Dominion, the natural demand for
U. 8. products is so great that the
.exchange reserves would be sub-

CANADIAN BONDS

GOVERNMENT
PROVINCIAL
MUNICIPAL
CORPORATION

CANADIAN STOCKS

A. E. AMES & CO.

TWO WALL STREET
NEW YORK 5, N. Y.

WORTH 4:2400  NY 1-1045

There is no doubt that Canada’s

enormous ‘wealth of undeveloped
natural resources will ultimately
prevail. . In the period immedi-

|ately ahead however: there ' are

austerity program and increased |

.exports-to this country is certain- | be unwise to place undue confi-

still many difficult economic
hurdles to surmount and it would

dence in the apparently overall

| rosy prospects of the moment.

During the week there was

tion of the bond market although
the undertone was still firm.

| The internals were in increased

demand principally as a result of
the influence of continued
strength of the stock-arbitrage
rate.  With the termination of
operations in connection with the
Jmperial- Oil offering of Interna-
tional. Petroleum stock the stock-
arbitrage discount is likely to
widen and this would lead to the
removal of the recent artificial
support that has been given to the
internal bond market, Stocks
staged a display of pyrotechnics
after the recent' long period of
dullness with the base-metals as
the ~most brilliant performers.
Western-oils and the junior golds
were also prominent.

Frank Scheffey With
Geo. R. Gooley & Go,

Frank Scheffey, formerly Exec-
utive Secretary of the New York
District of the
National As-
sociation of
Securities
Dealers, has
been elected
Vice - Presi-
dentof George
R. Cooley &
Co., Inc., and
will be in
chargeof their
New York of-
fice, 52 Wall
Street.

He has
served as a
Governor of
theInvest- - e
ment Bankers. Association and as.

Secretary of the New York Group.
In the past he was a partner of
the New York Stock Exchange

Frank L. Scheffey

igitized for FRASER
ip:/fraser.stlouisfed.org/

firm of Callaway, Fish & Co, .

(Continued from page 6)
ating “income from  which the
Treasury could get income taxes,
stockholders cash dividends, and
banks new capital. wixisting capi-
tal accounts would decline. as
losses and charge-offs developed.

Because of higher  operating
costs and the detiationary pres-
sure of. earning assets resulting
from increased reserve require-
ments, commercial banks -will
have to get higher rates on their
loans "and investments - just ‘to
maintain present earnings. -The
Treasury and the Federal Reserve
Board have already effected an
improvement in the base rate for
short-term Treasury obligations.
‘I'nis has had a constructive effect
on all corollary rates in the short-
term field. As a result, banks, are
already experiencing a higher
rate of income on loans and . in-
vestments. This is  evidenced by
the improvement in the yield ac-
tually realized by New York City
banks on their total loans and in-
vestments from 1.52% in 1946 to
1.67% in 1947, and to 1.87% cur-
rently realized.

Rates Required for Adequate
Earnings

To maintain earning power at
a minimum rate of 6% on their
$2¥4 billion total capital accounts,
what rate of .interest on this re-
duced volume of loans and invest-
ments must New York City banks
obtain? We know that this $214
billion total capital accounts calls
for annual net current operating
earnings of $135 million. THhis
means, therefore, that net current
operating . income before income
taxes, would have to be $228 mil-
lion, in order to provide $93 mil-
lion of income taxes at the rate
of 40.8%. This latter rate is the
net of ‘today’s New York State
41, 9% franchise tax and the 38%
combined - Federal normal and
surtaxes. These figures are based
on fully taxable interest income,
and exclude such tax savings aris-
ing from charge-offs and  other
capital transactions.

To digress for the moment, we
are not unmindful of the fact that

c. Retention

income taxes of the New York
City member bank group
'| amounted to $47 million in 1947,
an effective tax rate of only 26.9%
as against 40.8% just mentioned.
The lower rate of taxes actually
accrued by these banks results
from (1) exempt interest income,
(2) reductions by some banks of
their current provisions for taxes
in . connection with  reserves
created under the new Treasury
formula for bad debts accounting,
and (3) charge-offs and other
deductions arising from capital
transactions. It is important to
examine each of these, since,
above all, we are interested in
estimating day to day earning
power under existing conditions. .

Let us examine exempt interest
income first. In the computations
to follow, illustrated by the pro
forma figures in Table III, we will
assume tully taxable investments
at the going rates of the day. Last
year this bank group realized
from investments an average rate
of 1.46% net after amortization.
The tax-free part of this interest
income .came from state and
municipal securities, wholly tax-
free, and from outstanding Treas-
ury obligations issued prior to
March, 1941, exempt from the
24% Federal normal tax. Natur-
ally, in estimating an equivalent
fully taxable rate to be used in
lieu of the 1.46% experienced in
1947, consideration is given to the
prevailing market for Treasury
bills, certificates, notes and bonds,
as” well as the maturities ‘which
these banks currently see fit to
maintain.

‘Now let us consider reduction
of tax accruals arising from capi-
tal transactions. Under the new.
Treasury formula for bad debts
accounting, banks can, in effect,
take the write-offs before the
losses ~ are actually - sustained.
Heretofore, banks took write-offs
for tax pufposes only when losses
actually occurred. In either case,
when a bank accrues lower taxes
because of a bad debt write-off,
and reports its earnings on the
basis of the reduced tax, it is

obvious that the earnings result

TABLE 1
Deposits, Loans and Investments of MemLer Banks in New York City
(In billions of dollars)

1948 Current
: 1947 . (Est.); . .Position
Average deposits__ . .. .o . $24.7 $23.9 1823.7
Average loans and investments 20.5 19.2 7186
Average loans:- i oun it dan o asal 6.7 7.5 7.9
Average investments ________________ 13.8 11.7 10.7
i TABLE 11
. Critical Yields of Member Banks in New York City
(In milliens qf dollars)
; % 1948 Current
- 1946 1947 (Est.)  Position
1. Operating expenses ...... $250 $274 $279 $279
2. Income other than interest 100 107 115 115
3. Net deficit-Zo_______._. 150 167 164 164
4. Average loans and invest- ; S
ments -oooiioeoc_ooco— 23,400 20,500 19,200 . 18,600
5. 'Rate required. to break ;
OVEN i B et o 0.64% 0.81% 0.86% 0.88%
6. Rate actually realized____ 1.52% 1.67% 1.82% 1.87%
TABLE II
’ Pro Forma !
Earnings and Dividends of Member Banks in New York City
: ! (In millions of dollars)
1. Current operating income: ;
Interest on loans, $7,900 at 2.80% - ool $221
*Interest on investments, $10,700 at 1.50% - wocoo . 171
$392
Other current operating income_ .. 115
‘ , $507
2. Current operating expenses. . --eoeeeoooo-- Ll i s 279
3. Net current operating income, subject to income taxes $228
4, Taxes based on above income (40.8%) - —coccmeooocaan 93
5. Net current operating earnings- - - ce--ooooocio—ceoon ; $135
61, Cash. dividends: 5 sy Szt e o e Sos s ol el o 80
7.. Retention out of current earnings__ . .- ___- 55
8.. Total capital accounts : 2,250
a. Net earnings____ 6.0%
b. Cash dividends- - - ___ ____ . . - 3.5%
------- 5 2.5%

*Fully taxable,

recurring earning power of ‘the
bank. The tax. reduction is not a
reflection of true earning power.
To think otherwise, is to be un-
realistic. Unusual tax credits aris-

ing from deductible losses, actual

or anticipated, should be  segre-
gated if'the true earning power
of banks is to be kept in:clear
view for their stockholders.

Now, to continue with our cal-
culations, Table III shows the re-
quired interest income from loans
and investments at $392 million,
in order to meet operating ex-
penses estimated at $279 million
after crediting operating «income
other than interest at $115 mil-
lion. This would leave $228 ‘mil-
lion income ' subject to income
taxes, Table III, Item 3.

To obtain interest income' of
$392° million, New York City
banks require an average rate of
return ‘equal- to 2.10% on their
present-$18.6 billion of loans and
investments. If New : York - City
banks were to realize such an
average rate, or tax-free equiva-
lent, their true operating earnings
would be $135 million, or 6% of
capital accounts.

Investments alone stand at only
$10.7 billion, compared with $13.8
billion average last year. After
full consideration of  prevailing
maturities, starting from scratch,
as it were, conditions of the day
indicate that an interest,rate of -
1.60% from  fully-taxable securi-,
ties is a fair estimate of the mar-
ket available to New York City

banks. On this basis, we: may as- :

sume interest income from invgst-
ments alone at $171 million. Since

total interest income of $392 is .

required, it is obvious that $221
million must come from the loan
portfolio if earning power at the.
rate of 6% is to be realized.

For New York City banks to
obtain . $221 million. of loan in-
come- from today’s loan portfolio
of $7.9 billion, an average rate of
2.80% is required. At present
these banks are exveriencing a
rate estimated at only 2.40%.

The improvement already ex-
perienced by New York City
banks on loan rates is inadequate
to offset the contraction in earn-

ing assets  resulting from. de-. .

creased deposits and higher re-
serves.  The yield  realized on
average ;loans . for .1948 is . esti-

|'mated at_2.30%, against. 2.10%

in 1947 and .1.81% in 1946. The.
current yield, already estimated
at 2.40%, is higher than the aver-.
age for the year and is improving
daily as maturing loans are re-
newed at the higher going rates.
In time, as loans mature and are
renewed, a still higher yield will
undoubtedly be realized. 3

Despite these prospects for im-
provement, however, this essential
minimum rate of 2.80% will not
be reached unless far more realis-
tic decisions are made. .Banks are
now financing private business,
and, in doing so, are taking the
attendant risks.  There will be
losses. Although interest income
is immediately visible' when loans
are made, the losses do not be-
come apparent until later. These
losses must be met out of suffi-
ciently adequate current earnings,
not ‘out of capital funds. Unless
current.earnings are adequate and
sufficient to absorb losses, . and
still provide a fair hire for the use

of capital, it will become impos-

sible for banks to attract capital
from private investors,

With Irving Lundborg Co.
(Special  to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, CAL.—Sam-~

uel D. Mitchell, previously. with

First California Company, has be-

come associated with Irving

Lundborg & Co., 486 California

'Street, members of the New York

|and -San Frangjsco Stock Ex-
changes, ;oo e

TP

| How Reserve Policies Affect-New York City Banks'

obtained is greater than the true_
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'The French Crisis and Its Solution

L el e et gy DAL EINEIG T e
Laying wave of strikes in France to government inability to provide

‘consumer with adequate rations at reasonably low controlled prices, -

D, Einzig sees solution in devaluation of franc to point where public |

confidence in the currency is restored and French exports increased.

) LONDON, ENG.—AIll friends of France abroad must view with

. Browing' concern-the wave of strikes that'is sweeping that sorely

; tried country. ' At best, it .is:bound to result in a grave getback in
. economzic reconstruction and to! aggravate the: differept economic

. problems ;

- which France

- has to face. At :

worst i

~might lead .to

- civil war and

, chaes with in-
calculable

' consequences.

. The question

- is, is this crisis..

: 18708
" merely-{L.e"re~?
 sult “of. errors.
of judgment
. and misman-
cagement of
the country’s 4
: economic policy? -The-root of th’e
. ‘trouble lies in the government’s
. inability ‘to provide: the French
consumer -with adequate rations
" at - .reasenably. low ~ controlled
‘ prices. - Every working-class fam-
. ily; in order -to live, has.to buy
. on the black market a vg.rylarge
« proportion . of  its. necessities and
. pay exorbitant prices.:As a r_esult,
* their is a. strong and persistent
. demand- for higher wages. .The
. government is.doing.its utmost.to
. resist this demand for: fear. that,
if -it-is satisfied, French costs and
* prices would. increase .to such an

Dr. Paul Einzig |,

. . .extent as to result in- a.consider-

" able fall ‘in. French exports. In
- any case, the French trade balance
. has already 'a heavy deficit which
is not entirely covered by Marshall
Aid. Any further substantial wid-
. ening of the “gap” would exhaust
the highly inadequate gold re-
serve of France, and would neces-
sitate drastic cuts in essential im-
ports; not only of food but also
of raw materials, and there would
be large scale unemployment in
industries depending on imported
raw materials. It is mainly to
avoid 'this that the French Gov-
ernment is firmly opposed to the
wages demands put forward from
every quarter,
Owing to the . upward trend in
black -market -prices, the .wages
* demands are to some degree justi-
fied, and their refusal constitutes
a legitimate grievance to  the
French working class. This 1s the
. reason why French Communists
find it so easy to organize strikes
" and to exploit the discontent. This
- is-one of the reasons why such a
large proportion of the French
* people support the Communists.
On the face of it, it seems that
the choice is between unmitigated
+ evils, and that the outlook is hope-
- less. And yet incredible as it may
_ seem, a_solution could be ifound
. with a stroke of .the pen.
The reason why . prices in black
- markets:are so high-lies largely
in ‘the 'distrust of the French
- farmer: in‘the franc and the reason
why the iranc is distrusted is be-
~ cause ‘it: is obviously overvalued.
The remedy.; therefore, lies in the
- devaluation of ihe franc to a level
at which-it commands confidence.
Moreover, devaluation should be
carried ‘out in a way that inspires

. confidence. ; In January last the

French :Government made a fatal

- mistake by trying to be too clever.

- At the same time as reducing the
official ‘parities -of the franc, it
established. an cpen market. for

in orcer to

ascertain the natural level of the

* franc. . This meant that-the gov-
. ernment itseli admitied that it did
. not trust the new official parities,

5 and Etha,tillt‘ was considerin_g a fur-
1. ther devaluation, This' being so,

the French public. could. hardly be

.- blamed. for “distrusting -the frarc

itized for FRASER

p:/[f{aser.stlbuisf(ed.Or,g/

|confidence.- There should be am-
‘| ple safety margin left so that the

the level at which it would be-

and -for expecting a further de-
valaation. It is to.be honed that
the French Government has now
learned its lesson and that next
time the franc is: devalued the
same mistake will be avoided. The
new : parities must be declared as
final in-order to show  that the
government, at any rate, has con-
fidence in them. .. : i

What is at'least equally -impor-.
tant is that tne parities should be
fixed suificiently -low to . inspire

franc could remain, if anything,
undervalued even after a reason-
able rise in. cost and prices. If
there is such a degree of distrust
in a curiency as there is in-the
franc at present, it is of no use
to try to cut the devaluation too
fine,  Unless it is quite obvious
that at the new'rate the franc is
undervalued, - the operation may.
have: to be repeated: again and
again as it was between 1936 and
1938, and-also-between-1944- and
1948, ; :
1t is indeed remarkable how
history repeated itself. In the 1940’s
as in the 1930’s, the French Gov=
ernments of the day were anxious
not to devalue more than appeared’
to be absolutely necessary. As M.
Reynaud rightly. remarked in the
1930’s, " after - each " reluctant * and
inadequate devaluation, it was
“too late and too little.” Not until
1938 did the French Government
take its courage in both hands and
devalue the franc to such an ex-
tent that it becaine obviously un-
dervalued.” As a result it com-
manded confidence and the breath-
ing space thus provided enabled
M. Reynaud, who by then had be-
come Finance Minister, to put the
finanvcial house of France in order.
Unfortunately, he must have for-
gotten the lesson he taught France
in 1938-9, for, when  he became
Finance Minister iin 1948 he de-
vised .a plan by which to defend
the :franc .at .its overvalued :level
instead of devaluing it as he did
ten years ago. The result of this
error of judgmeat was that the
government, in which M. Reynaud
was Finance Minister was de-
feated. Unfortunately, the new
government tried to apply M. Rey-
naud’s policy without M. Reynaud,
and the result was the epidemic of
strikes - that threatens the very
existence of democratic France.

It is not too late to correct the
mistake; even at this late hour,
substantial devaluation could save
the situation. It would enable the
government to consider the wages
demands, as a result of which the
Communists would lose their hold
over the French working classes.
It is true a devaluaticn would lead
to further rises i French internal
prices, and this again would lead
10 new wages demands. What mat-
ters is that so long as the franc is
obviously undervalued at its new
lower parities, it would command
a sufficient degree of confidence
to ensure that a large proportion
of agriculturai products were sold
at official prices instead of going
to the black markets. So long as
the cost of living of the working
classes depends largely on official
prices instead of the price level
prevailing in black markets, the
situation can be kent under con-
trol. It wouid take some time,
possibly as much as 12 months,

before rising prices would reach

more ‘once. more imperative to

time-in present conditions is all-
important;: for progréss . in-Trecon-=
struction. ‘would . consolidate "the
situation for: France- and. would
facilitate the government’s task
to.cope with the difficulties wien
they ‘arise:.’ R i

‘| It may-well be asked why . is it

that, if. the solution "is so simple,
it7is ‘not ‘applied.- Indeed, it may
seem incredible that if it-is really
possible to avert the danger of
chaos and  collapse: by -adequate
devaluation, this device is not re-
sorted-to, Many readers may- think
there must be a. snag somewhere.
As.a-matter.of fact this is not the
first time that a French Governt
ment sacrificed the vital. interests
of France out of sheer-obstinacy
in - persistently = refusing ‘to de-
value' the franc when: to do so
would have saved thte country. In
1936, when Hitler reoccupied the
Rhineland, the French Army was

It ‘was not done, -because -mobili-

would have forced the govern-
ment to devalue the franc, which
was then precariousiy held at an
overvalued Jevel. The security of
France was sacrificed for the sake
of deferring the inevitable devalu-
tion of ‘the franc by six months.

The French Nation had to pay very
dearly for. this error of judgment
between 1940 and 1945, It is still
paying for jt. And yet'the govern-
ment-is-making exactly the same
mistake with .every likelihood of
similar. grave consequences. i
It "is. of the utmost- importance
that - the * French - Government
should be brought to its senses
before it is too late. Friendly gov-
ernments should exert all their in-
fluence to make Paris realize that
pit is absolutely nccessary to re-
move the cause which is' mainly
responsible for the present indus-
‘trial unrest.

R. A. Cunningham !s
With Laird Co. in ¥. Y.

Laird & Company, Wilmington,
Del., members of the New York
Stock Exchange, announce that
Richard sA. Cunningham is now
.associated with the firm as Man-
ager of ‘the Municipal Bond De-
partment jn the New York office,
61 Broadway.

He was formerly Manager of

'the Municipal Bond Department

of E. W, Clucas & Co. and prior
to that with J. G. White & Co.

strong. énough . to " crush. the" Qf;h :
fender ‘with ‘the ‘greatest. of ‘ease. |/

zation'would have beén very costt|’
ly ‘and the extra expenditure

Stock and Gurh Exchange Leaders in Drive for
- Republican Election Campaign Funds

Left to right: Mortimer Landsberg, Brickman, Landsberg’ & Co.,
Chairman of the committee_to. solicit members of the Curb Exchange’
in the drive: Edward L. Love, U.R.F.C. General Chairman; Wil-
liam C. Langley, W."C. Langley & Co., .Vice-Chairman of the
campaign’s Commerce and Industry Division and:Chairman of its
committee to canvass. the financial field; and Laurénce M. Marks,
Laurence M., Marks & Co, who is directing solicitation among mem-
be}'s of the Steck Exchange.’ Mr. Landsheig. reported that his com-
mittee had raised 'six times its quota in the:drive, ' .« e

. 'Funds®. contributed- to  the United  Republican Finance - Com-: -
mittee are. apportioned: {o.the: Republican -National; Senatorial,. Con-
gressional, State. .and County. Committees so that:each may play its
part. in.the. coordinated: election campaigns’this yéar,"

- Rent Control in France - - -
French economist: holds 34 years: of control -has-led to housing -
; stagnation and shortages, : :

A dollar a month*will-pay a wage earner’s rent in Paris but no
rental -housing :is available, reports French* Economist. Bertrand-de . ..
Jouvenel. ‘Writing in “No_ Vacancies;” published"by The Foundation -
for Economic:Education;” Irvington-On-Hudson: N, Y., de-Jouvenel
describes . the - effects of 34 years® ? i
of rent control-in ‘France.

“Rent “seldom™rises ' above 4%
of any.income;" frequently it is
less than™1%,” de” Jouvenel ex-
plains.**Whilé youpay nomore than
these ridiculous:prices if you are,
lucky~enough to be in possession,
on-the other hand, if you are in
search-oflodgings you cannot find
them-at-any:price. Young couples
must- live;y with- in-laws, and the
wife’s: major«activity” consists_in
watching: out for. deaths. ‘Totter-
ing:old-people:are; shadowed back
to ‘their ‘flat,by.-an eager young
wife; whoxwill strike. a ‘bargain
with the janitor so as to :be- first
warned . when, the' demise occurs
and .to:bexfirst in at _the death.
Other apartment-chasers- have an

- .Five _out- of six dwellings in
Paris are considered to be,in un-
satisfactory condition; 82% of the
Parisiani population do not .enjoy
a_bath or a shower, more than
half_the population must go out.
of their-lodgings t¢ find a lava-
tory, and a fifth do not even have
running. water in_the. lodgings.

- Practically all housing construc-

Parisian.dwellings were built be-
fore the first World War, Qwners
.are unable-{o meet: operation and
repair. costs.” As+a-common ex-
ample,.de Jouvenel cites one lady
who -owns-a- building. containing
34 apartments.:Her net loss after
taxes and- repairs-was $80 per
year::Irohically,  she 'cannot sell;

understanding  with funeral” par-

lors.” - there are no_buyers. >
winn | F AT e G

October 22, 1948. ; LaE ;

This advertisement appedrs as a matter of record
been arranged privately through the undersigned. -~ -

i " “ - 4 %
e g

only, the financing having

$30,000,000

Fruehauf Traller Sal'e‘s,;Iﬁc.

Clollitadal Trust 3-‘/;% De];éntui‘es

due September 1, 1963

A contract negotiated by the undersigned has been entered into for the private
placement of not exceeding $30,000,000 of the above mentioned Debentures.

LEHMAN BROTHERS  WATLING, LERCHEN € CO.

check’- wages “demands.” To gain

tion. has-halted. " Almost ‘90%. .of. ...
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the level prevailing three months
earlier, » " il 1.
Bank Credit Expansion |

“The: continuing \ inflationary
téndencies ‘and the large aggre-
gate expenditures for goods ‘and
services that have characterized
the economic situation during’the
past year-have been fed by a total
loan - expansion - at commercial
"I banks.of-over $6 billion in the 12
months ‘ending June 30. ' In addi-
tion, commercial: bank invest-
ments ‘in. securities ‘other than
those ~of -the United States Gov-
ernment increased. about $700
million ‘during this period.  Pri-
vate bank credit expansion - was
larger than in any similar past
period except the. previous year.
This expansion occurred at banks
located in all sections of the
country and at banks of all sizes,
but particularly at banks in rural -
areas - and small - cities. Since
June of this year private bank
cred.t expansion has followed a
pattern .similar to; but somewhat
smaller than, that of a year ago.
Expansion has occurred in- all
credit categories except loans on
securities, and during ‘September
it gained considerable momen-
o] tum.)v

Regarding future development
the conclusion as stated in the

THE COMMERCIAL & FINANCIAL CHRONICLE
\Securities Salesman’s Corn

W Mr. Murray’s Version!
er '
= By JOHN DUTTON |

©.-“I know that we ‘don’t 'want our ‘government un-
der the control of bankers and corporate’interests.
That is the simple issue in this election.

~ The other day 1 overheard two securities dealers talking about i
our favorite pastime, SELLING SECURITIES. Both ‘of these men
have been in this business a long time and they have seen many ‘ups
and downs. One said 'to the other, “It is :all in how you present the
stuff. We don’t-merchandise they way they do tin other lines. . Look
at the chain stores, department stores and even the progressive inde-
pendent retailers. They are always thinking up some inducement ‘to
bring in customers. They give the public-what they want when they
want it. They study the changes in demand. "When they ‘advertise
they sell seasonable goods at a price that will bring in the trade.
DID YOU EVER HEAR ABOUT LOSS LEADERS IN THE INVEST-
MENT BUSINESS? Well, it works in other lines, doesn’t it?”

By this time I had to break in, “What do you mean 'by loss lead-
ers? Do you think we could sell securities under the market the way
they do ‘other commodities?” My friends looked at me and the one
who had mentioned the loss leaders took me upton it, “Now, Mr. Wise
Guy,” said he, “I am ‘going to tell you a little story, and you 'can write
it up in your column that is always te}ling other fellows how ‘to do 1t,
and I am not going to charge you a d¥me for this idea, even though 1
1hink it is a lot better suggestion than most of the stuff that you put
out every week.” “O. K.” said 1, “let’s-have it and without all the
left-handed digs in the ribs.”

“Now here is how it goes,” replied our friend, “I got to thinking
about new accounts the other day. 1 wondered if there was some way
that I could find that was a short cut to putting a sizable number of
new names on our books, I came to the conclusion that there must
be a large percentage of people who want to take aflyer today. The
results of some of the very speculative, promotional, offerings of
recent months seemed to me to indicate that this was so. I know of

e 1 N
% % o
5 :

“Labor in this campaign:is supporting the man
who in a straightforward, cou-"" =~ = :
rageous, prophetic message. ve-
toed the Taft-Hartley “Act.

“He ‘has ' consistently and
forthrightly advocated -its :re-
peal. His party's platform, .in
plain language that none can
misunderstand, calls for the-
elimination of this law. He has
given voice to this pledge
throughout this nation. ‘On this
important issue labor -stands
squarely with the President of
the United States, Harry S. Tru-
man. ; .

“We support Harry ‘S. Truman for his stand
against the Taft-Hartley Act. We support the Presi-
dent with equal vigor for his courageous fight to
maintain and extend all the principles of the New
Deal.”—Philip Murray. :

Apparently Mr. Murray would have us believe

Philip Murray

the ads that have been run in the daily papers that have offered stocks

at a dollar a share and under. - These ads only gave the name of the

stock, price ‘at ‘which offered, and where it could be bought. Some-

times ‘only price and prospectus were mentioned.. These issues have
' 'sold out. I have heard that in many instances people have sent in
‘" checks and money orders clipped to the ads.

“I decided to try this out and see for myself. I selected a low
priced stock and began'io send out ‘double post cards which offered
information regarding the security in question.” I tagged the offering

- strictly speculative and made no bones about it. When I got replies
I followed them by letter and by personal follow up. I told these
people that although this speculative situation which I was offering
appeared to have merit that I wouldn’t sell them over a certain
amount. I sold, but I didn’t oversell, I used this low priced specula-
tion as a LOSS LEADER. I wanted a door opener. The plan seems to
be working because during the past few weeks I have opened up quite
a few new accounts. That is all I want. Afterward, I go back and sell
these people higher grade'investments. I have already put a sizable

amount of :solid, income'' paying,

equities into these new accounts.

T've found out that a lot of people today want to speculate and that

is why this low-priced stock, double return card, is pulling leads. Now

vou have it, and what do you say, Mr! Salesman Dutton?”, :
And what do I say, to a fellow like that who is doing something

about dull ‘business? More power:

to him. At least he is trying to do

something constructive. I.don’t know how well this selling plan will
work out in all markets. This dealer is operating in-and around New
York City where the investor’s psychology may be different than in
other localities. His idea is sound providing the following steps are

carried out systematically.

(1) ‘Select good names for mailing pur-

poses. (2) Make up a good card. (3) Follow up inquiries with an at-
tractive report and mailing. (4) Call on prospect] (5) Don’t sell too
much of the speculative steck that you are offering—use it as a door
opener and that’s all. (6) Follow up the customer after you have made
first. small sale of speculative securities, and drive for more business
on better grade bonds:or equities as soon as possible.
That is.what you call featuring a LOSS LEADER in the securities
business—my friend may have had his own unique name for it, but at
-least he has an idea that seems to be working for him and that is

what counts.

In the October 21st “Chronicle” (page seven), Peter P. Strathas,
Senior partner, Duff & Phelps, Chicago, gives you more information
regarding the Public Utility industry than you can probably find

condensed into one short article

anywhere, This is a reprint of a

speech he made recently before the American Bankers’ Association,
in Portland, Ore.. When you KNOW you KNOW, and if you KNOW it
means MORE BUSINESS FOR YOU. Really, we got more out of this
article than anything we've read on the utilities in years, Almost feel

like an expert ourselves; now!

Jos. McManus Co. to Admit

Thomas J. Gildea, member of |

the New York Stock Exchange, on
Nov. 1 will become a partner in
Joseph McManus & Co., 39 Broad-
~way, New York City, New York
Stock Exchange member = firm.
Mr. Gildea has been active as an
individual floor broker.

W. R. Olson Incorporates

FERGUS FALLS, MINN.—W.
R. Olson Company, 112 South Mill
Street. is'now “doing -business as
a corporation. Officers are W. R.
Olson, President and Treasurer;
M. T. Enstad Vice-President; and
R..J. Rovang, Secretary.

Over-the-Counter

46 Front Street,
‘ : ! _
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the millennium). ,
May Heaven spare us if
torate that such nonsense

that the “simple issue” of this campaign is ‘“bankers
and corporate interests” (for which read something
dark and sinister) vs. the New Deal (which promises

he can persuade the elec-
has substance.

- Holds Inflalionary

tendency to abate despite impositi
ization of government mortgage
volume: of

notwithstanding measures: of restr

purposes during the past 1 ¢
months has been a contribut.ng
factor to, as well as an effect of
prevailing inflationary tendencies.
Business outlays for: plant .anc
equipment ‘and consumer expen-
ditures for homes: and for other
goods and services have mounted
tfurther over the period. = In ad-
dition, foreign aid and military
expenditures of the Federal Gov-
ernment have been substantially
enlarged, and public works ex-
penditures of State and local
governments have increased sig-
nificantly.”

Continuing the - article states:

~“Financing of the nation’s
growing -volume of expenditures
has been possible from rising per-
sonal ' incomes, business -profits
and ‘governmental revenues, sup-
plemented by reductions of liquid
asset holdings by many businesses
and individuals and by growth in
private and ‘State-and local gov-
ernment debt, including indebted-
ness to commercial banks. With
output of commodities and serv-
ices close to maximum levels and
undergoing only moderate further
growth, over-all demand has con-
tinued to exceed available supply
As a consequence, strong upward
pressure on  wholesale and' con-
sumer price has persisted.

“Expansion in the. volume of
privately held deposits and cur-
rency has been smaller over the
past 12 months as a whole than in
other comparable periods since
the war. In the fall of 1947 the
rapid growth in bank loans and
large gold inflow ' sharply in-
creased the volume of deposits
and currency. Subsequently, how-
ever, a Treasury cash surplus
drained a substantial amount of
funds out of private accounts. - Ir
recent months deposit expansion
has .been resumed.  The further
growth of bank deposits has been
the result of additional bank loan
expansion and of sales of govern-+
ment bonds by nonpank inwvestors

ito the Federal Reserve, the pro-:

] T T T
i

Pressures Persist

Federal Reserve Bulletin says credit -expansion has shown little

on. of ‘curbs, while recent liberal-
goarantee ‘provisions stimulates
financing.

““Inflationary pressures have continued dominant in the economj

aint in the credit field that have

been adopted since mid-1947,” says the “Federal Reserve Bulletin’
for October, adding, “continuing :.expansion of bank credit for private

ceeds of which have been used to
make business or real estate loans
or to buy corporate securities.

“In the period since mid-1947 a
moderate restraint on bank credit
expansion has been achieved by
use of Treasury surplus funds tc
retire securities held by the Fed-
eral Reserve Banks. Drains on
bank reserves achieved in thic
way have been the most important
means of restraint'on bank ‘credi
expansion. = Reductions in ‘taxes
effective in May and increasec
government expenditures for de-
fense and foreign aid, however
reduce and may eliminate thc
Treasury. cash surplus available
to exert this restraining influence.

“Supplementing the restrain‘ng
effect of the Treasury surplus, ac-
tion has been taken to increase
rates on short-term  governmenf
securities. ~ This has raised  the
cost of reserves to banks and af
the same time made it more at-
tractive to banks and others to
hold these securities. Other
short-term money rates have
shown a corresponding r.se.

“In addition, a large amount of
bank reserves, or assets potential-
ly convertible into reserves, has
been immobilized through actior
of the Board increasing reserve
requirements of member banks
Increases were imposed on centra
reserve city banks in New York
and Chicago in February anc
June, 1948 on the basis of ther
existing statutory authority.- Ir
September the Board made use
of new powers, granted in August
in a special session of Congress
to- increase reserve requirements
for all member banks. The lat-
ter increase, which absorbed. into
required reserves a total of about
$2 billion, corresponded approxi-
mately to net Federal Reserve
purchases of government securi-

ties from nonbank investors .in

recent months,  and necessi’gated
little or no decline in the total of
bank loans and inv_estr_r}ents from

“Bulletin” is that, “factors under-
lying the strong demand for credit
by businesses, real estate buyers,
consumers, and State ‘and local
governments have - shown little
tendency to abate. Business
plans for expansion of plant and
equipment indicate further sub-
stantial demand for external
funds. . Encouragement given to
mortgage lenders and borrowers
by recent liberalization of govern-
ment  guarantee provisions will
tend to stimulate continuation of
a large volume of such financing.
Although a check has been placed
‘'on instalment credit growth by
the - recent reimposition of the
Board’s regulation, continued
large sales -of ‘durable goods will
assure some additional credit ex-
pansion in this area.

“Part of the  large potential -
credit demand may be satisfied by
nonbank financing institutions
such as insurance companies,
building -and loan associations,
and savings banks. As has been
indicated previously, these agen=-
cies have been 'shifting out ,of
long-term - United States Govern-
ment -securities and into private
credits.,  Funds from the sale of
these -government securities have
been supplied by the Federal Re-
serve System, which in the ab-
sence of other buyers has
purchased them in support of
their market price, ~This process
of shifting out of government se~
curities results in the creation of
bank deposits and bank reserves
and is just as inflationary as bank
credit expansion.

“Should sales of government se~
curities by nonbank investors
continue, banks would be able, in
the absence of further restraining
action,, to accommodate ‘a very
large loan demand without reduc-
ing their own holdings of govern-
ment securities. Banksmay
also receive reserve funds from a
gold inflow and could obtain any
additional amounts desired by
selling some of their: large hold-
ings ‘of government ‘securities,

“In the recent postwar -period
credit -developments have been an
important - influence inthe ‘con-
tinuation - of inflationary pres-
sures, notwithstanding the
gradual satisfaction of some’of the
acute shortages of goods and the
substantial Treasury; surplus.
Because of this situation: the Fed~
eral Reserve authorities have
taken action to restrain credit
expansion by permitting a rise in
short-term interest rates, raising
Reserve Bank discount rates,
placing, limitations on the terms
of consumer instalment , credits
and increasing reserve require-
ments at member banks.”
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Ascrihes High Business ‘Levels 1o’ Inventory
Actumulation and Gonsumer Purchasing -
- Donald S. .Thompson, Vice-President ‘of Federal Reserve Bank of :

-Cleveland, gives .analysis ‘of business situation- as

institution’s

prepared - by
research staff. : :

i in a radio talk over Station WGAR; Cleveland, on Oct. 16, Donald
i+ 8. Thompson, Vice-President of the' Federal Reserve Bank ‘of Cleve-

land, gave a brief analysis of the
his research staff. Mr.” Thompson
: ) “but
out in his talk |
that produc-
“tion ~ has not
yet reached
the. scale of
consumers’
“demarnds, ce-
spite ‘business
being . main-
tained at peak
level.

“One factor
“contributing
“to courhigh

levels of rac=
tivity has been
the building
§ ; : up of inven-
tories,” Mr. Thompson pointed out;
“Business enterprises-‘entered the
postwar peériod with shortages' of
goods -and: have had to® build u
inventories ‘to a ‘point’ suffieient
to-enable factories to operate effi-
ciently and continuously ‘and ‘to
enable “distributors ‘both at‘whole-
sale and retail to provide the qual-
ity ‘of service to which we people
have ' become accustomed -and
which “we demand. This’ process
has.frequently been described as
“filling the pipelines’ of business.
The building up of these ‘essential
inventories at a time when con-
suiner demaiid was: at record ‘lev-
els .resulted .in a ‘diversion  of
goods from consumption  increased
(.. the strain. on our:industrial sys-
"tem, and was -a iactor in the in-
tensification of the inflationary
. pressures to whicii we have been
_’ sukjected over the past few years
~—in simple" Englisi), contriouted
ta the rise in- prices.”

Continuing his talk, Mr. Thomp-
son stated: :

“Although .some shortages still
exist, our business pipelines on

. the whole” appear to  be pretty
well filled and there is evidence
that the physical volume of ‘in-
ventories. has not-increased: very
much during recent months. "
~ -“While the growth “of irven-
tories and other business demands
have played important roles, nrob=
ably the most important single
factor “.accounting for our high
levels. ‘of -activity has been the
large volume of consumer pur-
chases. Consumers appear to have
bought more goods in 1947 and the

' first nine months of 1948 ‘than 'in
any other-21-month period in our
history; gnd consumers® purchaseg
of -goods- and; services have taken
nearly three-quarters of the orod-
ucts of our great business machine,

“People have bought these'goods
and - services in" record amounts
because they needed  them or
wanted  them,  and because™ by
some means or other they were
able to.pay for  them, They have
paid {or them out of income, out

. -of savings, and by borrowing Per-
sonal :incomes ‘have  been higher
and more widely distributed  in
the - postwar- period  than at any
other time in our history, ard: in-
comeg have been expanding .al-
most continuousiy over the past
three years. During the' postwar
period. people have had mare sav-
ings'than' ever before; and-credit
has. been avaiiable to -consumers
on liberal terms.

“Incomes -of - consumers — per-
senal incomes—are currently-at an
aniual rate of more than'$210 bil-

.lion compared .with :about :$170

“billion_at_the close of the war.and

. about $70 billion beisre the war—

i 1939."From $70 billion' to $170
“billion to $210 Lillion! So—over|
the postwar périod the level of
consumers’ incomes- has risen by
$40° billion. or nearly -25%; but

. the rate of ‘consumers’ “expendi=’

Donald S. Thompson'

pointed &—-

business situation ‘as prepared’ by
made no predictions or forecasts,

tures -has’ risen inuch more than
that. Consumers’ expenditures
have ‘risen from--an- annual rate
of about $120 billion at the ‘close
cf the 'war to a rate of about $175
Biflion <or* more -at" the - present
time, en-increase of -about $55 bil=
lion. So--while the level of con-
sumers’ annual ‘incornes has rise:
by - $49 billion in the postwar pe-
riod; the level: of consumers’ an-
nual expenditures- has risen . by
355 billien. 'The level of, income
‘up $40 biilion; the level ‘of spend-
ing up $55 billion a difference of
$15 billion; and -this. does-not . in-
clude expenditures for thie . pur-
chase of ‘bouses. : ’
“Consumers - have -been able- to
increase-their spending more than
their incomes’ have' increased. by
saving less, by using up seme ‘of
the “savings they had previously
accumulated, ‘and by “borrowing,
At. the close of the-war people
were saving about 20%. and spend-
ing about 70% - of their- income,
(The difference of 109%  went for
taxes.) | At present they are sav-
ing about 6% and spending. about
84%. - Spending has risen from

70% of income to 84% of income |

and the ‘rate of savings-has gone
down from 20% to 6% of income.

“While most of our.people are
saving and have continued to saye
throughout - the * postwar period,
large numbers have drawn’ on
their “accumulated savings = and
many_ have borrowed in order. to
buy houses, autorobiles, furnaces,
washing - machines, .refrigerators,
and other houschold goocs. Sales

of these types jof consumers’ dur-.

able goods have generally shown
the .greatest expansion and have
contributed to the heavy demands
for steel. .In ‘our broadcast lasi
week we pointed out that the steel
industry was operaling at capacity
but' was unable: to supply all of
the steel wanted by our peoule.

. “‘Our incomes: are derived from
‘our production of goods and serv-
ices. The largest single source of
consumers” incomes is salaries and
wages which today sccount “for
60% of personal incomes. . Most of
these salaries and wages are paid
by business of one kind or. an-
other. The other 40%. of income
iIs alco derived mainly from the
output and sale of the produects of
factories, mines,’. farms. stores.
restaurants, hotels '.amusement
places. garages. railroads,. stieet-
cars, busses, ‘utilities, yes—Worl“
Series, and all the other myriad
services " that “contribute’ to . the
highest standard of living ‘ever
achieved by ‘any nation. ‘As a
poeple, we have been tiying to
expand our purchases more: than
our vroduction  has - expanded.

This has contributed to inflation- :

ary pressures and. to the rise in
prices of consumers’ goods. It has
also” contributed to ‘the mainte-
nance af ‘our- business operations
at close to capacity. :
“While most of our people con-
tinue to save, each year since the
war an- increasing ‘number have
been spending * more ' than ' they
have been -receiving as income.
The units spending more than they
received as income may have
numbered 9 or 16'million in:1945;
the number exceaded 12.5 million
in 1946, and ‘was about 13.5 mil-

lion in 1947, ‘A ‘spending unit’ is

a-group of persons, usuaily a fam- |- »
ily, whose incomes are poaled:into |+

a-common’ fund thé_ expenditure of
which’ is-generally under a single
or ‘common control.

-“In ‘1947, 13.5 - million - spending

units, chiefly. families; otit 'of .4 to=1-""

tal'of more than 48 million wnits,
‘spent $11 billion riore than they
received in’income. ‘That $11. bil-
lion came from accumulated sav-
ings and from borrowings.” :

Western Pa. Group of _1
1BA {o Hold Meeting |

PITTSBURGH, PA, — The an-
nual meeting  of the ‘Western
Pennsylvania Group of the Invest-
ment. Bankers Association will be
held in the University Club un
Wednesday, Nov. 3, 1948. The
business session will- be  held &t
5:30 .».m., and will be followed
by a dinner ‘at which there will
be a guest speaker. .

The . Nominating Committee,
consisting of Fred P. Mullins, A,
I Masten & Co.,  Chairman,
Tranklin. Maroney; Blair - &-Co;,
nc.-and Charles N. Fisher, Singer;
Deane: & Scribner, has selected
the following slate of:oiticers and
members of the Exeeutive Com-
mittee for -the-fiscal year 1948-49:
i Chairman; Geo, G: "Applegate;
Vice-Chiairman; James C. Chaplin
11, > 'Chaplin & Co.;  Secretary-
Treasurer: 8. W. Steinecke, S. K.
Cunningham ‘& Co.Members Ex-
ecutive Committee; for three-year |
term: ‘Nathan- K. Parker, Kay,
Richards- & ' Co.; Karl Klauser,
Merrill - Lynchy,. Pierce, Fenner &
Beane: " ¢ i ‘

-+ For one-year term:- - Norman B.
‘Ward, Norman Ward & Co.

| In .addition fo .the- election of]
officers. reports ‘will be made by
various committees ‘regarding the
activities of the Group and of the
\B.A, X

| Speakers for this meeting will
be:John. F. Laboon, Chairman of
the _Allegheny ; County -Sanitary
Aut_Hority, who, will “explain the
construction and operation of this
sanitary system, This project is of
considerable importance and since
it will involve a substantial:
-amount- of -financing, it should be
of particular interest,

. Each ‘member of the Western
Pennsylvania Group is entitled to
send - one representative to this
meeting " and there will be ‘no
ch’arge" for his dinner. - Members
are also privileged to have addi-
tienal representatives or guests
for the dinner at a charge of $5
each. = Reservations may be made
with 8."W. Steinecke, ‘Secretary-
Treasnver, - - e j

Max Bilgrey Dead
Max - Bilgrey, since 1941 asso- |
ciated with the foreign depart-
ment of Ira Haupt & Co., died of a
heart attack at.the age of 59,

Sees Postwar .Problems More Difficult Than
- Those Which Prevailed During War Period

. W. Walter Williams, Chairman of CED,. points out our bitter: fruits

| of victory are backbreaking burdens, and inflation problem, together

with European Recovery financing, are -most important obstacles
confronting us.

Addressing the 22nd Western Regional Trust Conference at Port-

lapd, Ore.; on: Oct. 13, W. Walter

mittee for Economic Development,

Williams, Chairman of the Com-
who succeeded Mr. Paul Hoffman

in“this post, warned that there are difficult business problems ahead,

more compli-
cated awad
more difficult .
than we faced

during ‘the

years of armed
conflict; ‘and
a study and
careful anal-
ysis -of . facts :
should be
marshalled “to
assist our

‘course ‘of .ac~

tion “in - solv-

ing ‘them. His & E -
rem arks -in’ ool dev UL
tilfis connec~  W. Walter Williams

lon wefé: - :

' “The problems with which busi-
ness, labor and: the public must
deal ih the next few -years -are

immeasurably more ‘complicated
and more difficult than these we
faced- during the years:of armed

CO‘nfﬂict. Then we were willing to
subject " ourselves to' the ‘totali-
tarianism-of* war-in the-belief that

it was a necessary but passing

phase of  Ameriean' life: leading: to
victory and the return of-our free-

dom.” Today we: know that world
‘wars -have no victors:and' that our

bitter fruits of, victory- are back-
breaking ‘burdens. : MR

 “The financing of European re-
covery will cost billions of dollars.
In addition; for-an unknown term
of years we probabply shall® have

&

diminished because of reduced
buying power from the proceeds
of that loaa due to inflated prices.
Nations abroad have a certain

‘hatural hesitancy to tie their eco-

nomic destinies to  America in the
face of the ' violent boom-bust
cycles which our nation has ex-

perienced in the past, and which
Mr.:Stalin regards as the Achille’s

Heel of our American economy.
“The problems inherent in the
whole subject of iaflation are hot
easy of solution, As the result of
inflationary ‘influences our ‘econ- i
omy has been placed on stilts. It

| will take all ‘of the most careful

and intelligent research possible
from' the most able, practical and
academic minds of America to
bring our economy down off those
stilts' without breaking a leg or
perhaps something worse.
“Inflation control js but one side
of the problem. I wonder how
many of 'yvou here today have not -
spent many a §leepless night won-
dering ‘about what to do when
and: it the upward spiral of infla-
tion should be reversed and we
.encounter-a deflationary period?
“You will be interested, I am
sure, to know that this particular
subject, has priority .on our CED
current  research.” program, .and
that;a Statement on National Pol-
icy will be i$sued  upon it within
the next few months. Tentatively,

to continue defense expenditures

this statement on National Policy

jat an extremely high level.  The |is expected to be captioned, ‘The

large percentage of our national Responsibility of Government for

income that must continuie to flow
to government ‘will unquestion-
ably increase conditions and ‘pres-

Current Fconomic Stability: Mon-
etary and Budget Policy.’
“It has already been noted that

sures adverse to the freedom.and |trust officers; must necessarily be

normal:conduct of American busi-

ness and the ‘American way of life.

! “The problem of inflation is one
of the hmportant problems which

confront us today. The solution of

the problem of -inflation control

doubtless . requires among other

things the need for certain éredit

restrictions, mereased productivity
and

reduced ' spending in - those
areas where pressure is particu-
larly great. But tae problem of
inflation.is also a very vital one

with respect to' our foreign rela-
tionships. The effecliveness of our
loan to Great Britain was greatly

vitally concerned with the  tax
situation, - The need for revision
of ouy antiquated Federal tax and
budget policies and practices 'has
become increasingly obvious.
These obsolete - structures - date
back to 1925 and are concurrent
with the Model T Ford. Tax re-
quirements, as you know from
personal experience, have raush-
roomed gigantically since ‘that
time. They have become, not ‘only
because of their size but of their
nature, a decided brake upon cap-
ital formation especially for new
enterprise and risk taking.”
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Investment Bankers Associalion of America

‘ Tq Convene in Florida, Dec. 5-10, 1948

Hal H. Dewar Nominated for President

The 1948 Annual Convention of the Association will be held at
the Hollywood Beach Hotel, Hollywood, Fla., beginning on Sunday,

Dec. 5, and ending on Friday, Dec. 10. Thus, the Association returns

again to one of its most popular meeting places. Those who attended
the 1940, 1941, and 1947 conventions, ‘which were among the most
successful in the Association’s history, will recall that Hollywood
provides an unusually satisfactory and enjoyable place for an IBA
meeting. e

The final details of the convention program have not yet been
fully completed and cannot be announced at this time. The program
will, however, follow the pattern of recent years, and will be set up
so that the mornings, with the exception of Sunday morning, will be
devoted to business.

Discussion of vital domestic and world issues will be empha-
sized, and important problems pertaining to the investment banking
business will be considered. -Authoritative’speakers will discuss these
topics. An interesting feature on the program ‘this year will be a
panel discussion sponsored by the New York Financial Writers Asso-
ciation which -will give all representatives of the newspapers and
magazines a chance to participate from the floor.

Coming about a month after the national election, the delibera-
tions will provide an excellent opportunity for an appraisal of the
outlook in the light of the ballot results and for an interpretation of
fundamental trends. This gives promise of much that should be of
interest and newsworthy  beyond. the limits of the financial com-
munity. We are expecting the meeting to be outstanding in the
history of IBA conyentions. p
" “There will be a convention session on each morning from Mon-
day through Friday. Prominent speakers will address these sessions.
In. addition to the convention sessions, there will be two or three
meetings of the Board of Governors; and most of the national com-
mittees of the Association will hold meetings during the convention
and will present their annual reports at that time. With the possible
exception of one or two. committee meetings, it is not planned to
schedule any business sessions for the afternoons.

The Board of Governors, will submit to the convention the Reg-
ular Ticket for 1948-49. This ticket will be voted on at the final
gession on Dec. 10, and will be as follows:

For President—Hal H. Dewar, Dewar, Robertson & Pancoast,
San Antonio. =

For, Vice-Presidents—Albert T. Armitage, Coffin & Burr Inc,
Boston; Hazen S. Arnold, Braun, Bosworth & Co., Toledo; John F.
Fennelly, Glore, Forgan & Co., Chicago; Joseph T. Johnson, The
Milwaukee Co., Milwaukee; Laurence M, Marks, Laurence M, Marks
& Co., New York. \

SN

D ST ; -
-t - J
Albert T. Armitage Hazen S. Arnold

<

H. H. Dewar

John F. Fennelly Joseph T, Johnson

Laurence M. Mgrks
: Convention Registration Fee

A registration fee of $35 will be charged for each delegate and
alternate. No fee will be, required fo; 1]
bress. Checks covering registration fees should-be madé payable to
ithe Association' and forwarded ‘to the Chicago office o? the Associa-
{tion with the white form which accompanies the bulletm.

i Hotel Arraﬁgéménts : ;
All reservations for rooms for the convention must. be made
‘through the Chicago office of the Association. Hotel rates will be on
fan American Plan basis as follows:
Double Rooms (2 persons)
Double Rooms (1 person)
Single Rooms $16 per day
Parlors ) $10 per day :
4 The bedroom rates quoted above are for rooms with private
ibaths. There are also a few
_bath. The rates for the rooms i
‘person.

Most of the rooms at the Hollywood Beach Hotel arebdoublg
ropms (with.twin beds),.. The single rooms are limited in number and
“re-on the land side of the hotel. As doublé rooms will ot be as=
signed for single occupancy unless it develops at the last minute that

(‘Continued on page 30)

$16 per day per person
$24 per day

for wives or: members of the

units of two double rooms-with one
n these units will be $15 per day per

Presenting what he. termed *

National Advertisers, in New York

Slow Down Is Probable: Gettell
Economist presenting. “Fortune’s” analysis of the national economy,
tells Association of National Advertisers slow down seems probable

and business should gear itself to a buyers’ market. Places hopes
in new Administration.

‘Fortune’s” second analysis of the

American economy, Dr. Richard Glenn Gettell, “Fortune” magazine’s
staff economist predicted in an address before the Association of

City on Oct, 27, that if government

and = business
exercise
statesmanship .
and self - dis-
cipline, the
U. S. economy
can be put on
a- solid - foot-
ing well be-
fore 1852.

National in-
come is up
57% s.ince
1940, Mr. Get-
tel disclosed;
retail sales
are up 63%;
total manufac-
tures, up 58%; i
transportation, up 73%; _electrlc
and gas utilities production, up
101%.

Meantime U. S. employment has
run as high as 61,500,000 this year,
with 2,000,000 or less unemployed
—despite predictions that postwar
unémployvment would ‘range from
6 to 8 million (10 to 14%). In this
connection, Dr. Gettell cited the
experience of California, ‘which
expected 1,000,000 postwar unem-
ployed, but in 1948 has only 300,-
(00 jobless, while the state’s em=
ployment is' now 4,100,000—or
350.000 more than at the wartime
peak. ;

Slowdown Seen Probable

“The accumulated problems of
the past few years can cause us
real trouble before 1952, no mat-
ter how deftly and how ably they
are handled,” Dz. Gettell pointed
out.

The Administration will be -in-
heriting many - vexing troubles
which have béen generating since’|
the war; inflation, imbalances be-
tween industry and agriculture,
unstable wage-price relationships,
the filling up of pipe-lines, the
softening of demand in some sec-
tors, high break-even, points, un-
balanced = inventories, resources
depletion, and a highly critical in-
ternational situation. Within the
coming four yeais the economy
must undergo considerable read-
justment.” ’ ¢

Whether these readjustmments
will return us to a healthy bal-
anced economy or cumulate to'a
drastic depression depends on how
business and government face the
cituation, the “Fortune” economist
stated. ity

“Major decisions must be made
in a number of crucial situations,”
Dr. Gettell continued, “the amount
and type of foreign aid (for relief,
for reconstruction and for military
preparedness); the means of re-

Richard Glenn Gettell

‘| viving world  trade - and foreigin

investments; our own defense pro-
gram: our credit policy; our tax
policy; the question of agricultural
support prices—of balancing farm
and industrial incomes; the rela~
tions of management and labor—
the fourth round.of wage demands.
“All these are political and eco-
nomic problems—tine solutions of
which will sharply affect our eco-
nomic future. But interwoven
with all of them is the critical
problem of avoiding depression.
To face the years ahead—to main-
tain our role in the world—we
must be sure that we do not pro-
gress from boom to bust.” !

Tasks for Business, Government

Tor business, -Dr. Gettell ex-
plained, this will, mean: “Putting
its house in order; gearing itself
to meet a buyers’ market; keeping
a sharp eye on costs; increasing
.produetivity; producing. moxe. and
being prepared to sell a larger vol-
ume at lower prices, instead of
cutting production and maintain-

-

ing prices;. building its markets
and trade relationships with an
eye to the long pull. It is going
to mean: not retrenchment but re-
slraint.”

The government’s duty, on the
other hand, Dr. Gettell described
as follows: “To put its house in
order; to malke an end to deficit
financing* to limits its expendi-
tures; to adopt tax and fiscal pol-
icies which no lenger feed the in-
flation which threatens us; and to
limit its controls to the broad areas
of the total supply of money and
credit. With a competent adminis-
tration, this should be enough to
hurdle the inflationary danger.

“Let’s assume that inflation is
checked, readjustments occur, but
deep depression is avoided,” Dr.
Gettell suggested. “What then is
the long range program of busi-
ness and government, beginning
with the new administralion?

To Keep U. S. System Vigorous

“American businessmen have
inherited and are now chiefly re-
sponsible for the fate of the only
strong free economy left in the
world. The success of our foreign
policy, as well as our domestic
welfare, depends upon the strength
and vigor of our. own economic
system—on the way we demon-
strate to all the world the superior
performance and ihe greater vi-
tality of a free economy. The key
to this is enterprise—in the iullest
sense of the word. .

“Central to economic progress
in a free society are the myriad
individual decisions of forward-
looking businessmen to put their
ideas, their capital and their
energy to work. To start new con-
cerns or expand old ones; to in-
troduce new technological proc-
esses or improve v»ld ones; to build
new machines—and scrap old ones.
To take risks—and toprofit from
successful ones, or:lose when they
are ‘unsuccessful. : taet

“This is the role of private
iness, It supplies the means of
economic progress, and, in a com-
petitive system, shares the results
with all members of the economy.
And this is the role which business
must continue to play if the econ-
omy is to remain strong and to
grow even stronger.

“On the other hand, govern-
ment has a responsibility which
business, left to itself, cannot ful-
fill. " It ' is the responsibility of
creating the eavironment in which
the enterprise systern can grow—
with its benefits made available
to all. :

“This means enforcing compe-
tition, and protecting national re-
sources against wasteful exploita-
tion' and dangerous depletion; it
means serving as an umpire among
clashing’ interests and providing
security and stability. These are
generally protections of society
against business excesses.

“But there is another basic role
of government—and this is in sup-
port of ‘business: It is'to encourage
investment—not so-called public
investment which merely adds to
governmental budget deficits, but
privale investment, such - as the
18% billions being spent th_is year
on new plant and equipment. .

“Inl future years, business will
\spend that much again, and many
times more, and the economy, will
‘grow accordingly, if government
malkes it possible and sufficiently
attractive to induce private capital

‘bus'-'

ta take the risks of expanding our
industrial capacity.

“This will require a revision of
present governmental tax and fis-
cal policy. Private invesiors must
have the surpluses, and credit
must be available so that they

‘'have the means of investment.

The potential rate of return must
be high enough to encourage risk-
taking. - And taxes must not be
confiscatory when this return is
obtained. .

“With the new administration,
theré is reason to believe that a
favorable ear will be turned to
the needs of the economy in this
respect.

Common Purpose Will Be
Important

“The conflict between Com-
munism and Democratic Capi-
talism has established a chronic
state of crisis between the Eastern
World and the Western World. As
far ahead as anyone can see, our
economy will be in competition
with that of Russia. But our econ-
omy,: unlike that of Russia, is
added up from the bottom, not
subdivided from the top. 1t is the
sum  of all decisions made by
American businessmen, American
workers and American consurners.
Each  executive — each person —
meets the challenge individually.

“We are convinced that, with a
sense of common purpose, busi-
ness and -government can over-
come the immediate dangers, and
within the next four years keep
the nation on a path that will
demonstrate 1o all the world the
enduring advantages of a free
economy.” -

D. Kales Heads Dep!.
For Wood, Gundy & Co.

‘Wood, Gundy & Co., Inc., 14 Wall
Street, New York City, announce
that  the firm has established a _
new department to deal in State
and Municipal bonds under the
management of Davis Kales. Mr.
Kales was. formerly New York
City corrcspondent of the Com-
merce Union Bank of Nashville.

Reeves Bros, Elect
Directors & Officers

At the annual stockholders’
meeting of Reeves Bros., Inc., held
Oct. 25; Henry C. Hoffmann and
S. L. Lewis,-Jr. and all of the
incumbent directors, were elected
directors for tha ensuing year.
At the directors’ meeting, imme-
diately. following the meeting of
stockholders, the incumbent . of-
ficers were reelected and H. C.
Hoffmann, William I, Hudson, Jr.,
William H. Burroughs and John R.
Wilson were elected. Vice-Presi- °
dents of the company. -

John M. Reeves, President of °
the company, announced that this
increase iu the executive person-
nel was ade necessary by the
expanding “character and volume :
of the company’s business,
_Mr.-Reeves announced with re-
gret that Arthur M. Kerr, for
many years Vice-President and
a Director of the company,. had
requested a leave of absence from
his duties as Vice-President’ for
one. year due.to illness. Mr./Kerr
will continue as a Director:of the
corporation. :

Mr. Reeves also announced sev—
eral important changes in the’ek~
ecutive personnel of certain $pf)—
sidiares of Reeves Bros.; [Ine.
John' A, Beecher, ‘who has ‘di-
rected the research and ‘develdp-
ment operations of the company
for the last several years has been
elected Vice-President of < Fair-
orest Co., to coordinate the manu-
facturing activities of the Eagle
& Fhenix Mills, Columbus, Ga.

C. Scoit Lewis, Jr., who has
been in charge of soliciting fin-
ishing for 'the Fairforest Co., has.
been elected Vice-President of
that company.
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A Critical View of American Po
By ALEXANDER WILSON*.. :

A satirical viewpoint on personalities in the Presidential ca‘mpaigh, ‘
old and new Administration policies and the World Order.

This is the season of the year when the. statesmanship; political
claims and personal ambitions of the great and near great in public
life, will be subjected to the “third degree” by the Electorate when
that American institution—Election Day—is held Nov, 2.

: Politics and®

politicians are
curious things
like some of
our worn-out
age-long cus-
toms, conven-
tions and
traditions,
supersti-
tions, preju-
dices, ~ theol-
ogies, ortho-
doxies and
ideologies and
are hard to
live with and
Alexander Wilson live down in
: this distracted

war-torn world.

Civilization At Bay

What a world! The three so-
called Great Powers, quailing be-
fore a fourth unfriendly govern-
ment of Asiatic brigands who rule
their own populace with Force,
Blood and Murder!" The sorry
spectacle of the leading Country
on ‘Earth “shaking in its pants”
because, of its own doing, having
. devised man’s deadliest mass kill-
ing - weapon, it now lives in
dread lest an enemy country dis-
cover the secret formula and use
the atomic bomb on its discoverer,

Votes for the Asking

Big and little politicos are
loudly hawking their wares to a
_ public - already  satiated ~ with
officeholders’ and seekers’ loose
professions, smug attributes and
pretensions. - Yet the poor old
American Publi¢ is willing to be
cajoled, bullied and governed or
misgoverned for another four-
Year term by a horde of blither-
ing, blundering would-be’s, once-
Was-ers, or never was-ers. Verily
the season for platitudes, sophistry
and political epithets is upon us.

This national election campaign
with its trumpery and incidental
detail to date, is far from being
an inspiring spectacle to the citi-
zen and is almost enough to make
a horse laugh if that patient beast
of burden listéns to’the claptrap
emanating from Presidential and
Congressional aspirants and their
spokesmen who “fiddle while
Rome burns” and who are more
concerned with their own per-
sonal = aggrandizement ‘than the
greater welfare of U. S, A.

An American Pastime
Ninety-five' ‘million people of
voting age will argue their politi-
cal opinions with you “until the
cows come home” but only 45
million or 50 million good. citizens
will remember to vote on Election
~Day ‘when most of them have a
-holiday. Such is the quality of
--our citizenship:
To the average American male,
our National Election with its
“grotesque -oratorical appeals and
grandiose promises, is always the
#Greatest Show on Earth,”
+All the blah-blah and stump
‘speaking - will ' not materially
- change election day results. Be-
fore the tomato-throwing and the
shouting began, most of the elec-
* torate had made -up. their. minds
~how "they would ‘ vote: But: the
politicians; who are the most. per=
fect human vacuums extant, fool
themselves .with the belief ' that
" the 'great American . publie is
- politically dumb until Election:
¢'Day’ rolls ‘around. Inthe politi-
.‘cian’s‘ eyes,  the ‘voter is just a
“heavy looker ‘on” who has for-
- gotten 'his party’s mistakes.and
. failures during the preceding ‘four
. years. .
-+ It is enough :to. bring. tears to
-.....%Writer on.international-
:+..Jems and political subjects:

one’s eyes that office seekers and
hand-shakers will never learn
“Honest Abe’s” homespun philos-
ophy ‘“you can fool some of the
people all of the time and all of
the people some of the time, but
you can never fool all the people
all of the time.” .

Political Ethics

Ethically speaking, when candi-
dates for office take time out of
their regular jobs to campaign for
re-election (like Mr. Truman) or
for higher office (like Mr. Dewey
and Mr. Warren) they should
either resign their offices or re-
fuse to draw their salaries while
they are barnstorming.

A notable case which comes to
mipd is that of Charles Evans
Hughes who promptly . resigned
his position as a Justice of the
United States | Supreme Court
when he was' nominated for ‘the
Presidency.

Likewise, Senators and Con-
gressmen- who become physically
incapacitated and are obliged to
absent themselves from their
duties for long periods should also
have the decency to resign or not
draw the tax-payers’ money.

It might be well for those
-officeholders who have personal
means or independent income to
emulate Mr. Herbert Hoover—the
only ' President who unselfishly
devoted his Presidential salary
to public philanthropy—but that
would be expecting the millen-.
nium on this earth.

My Kingdom For A Man!

The spectacle of a  President
calling  his political . opponent
“mealy mouthed” and excoriating
his opponent’s political acumen
and party objectives is most dis-
tressing to citizens of this fair
land who look for a- certain re-
straint and dignity in the man
who occupies the highest elective
office within the gift of the
people.

When  everything is said and
done,  would . it not be more be-
coming and dignified if the White
House incumbent did not leave
Washington at all during a Presi-
dential campaign for a rough and
tumble exhibition of “gutter
politics,” but instead confined his
campaign utterances ' to radio
broadcasts of his administration’s
record and future objectives for-
Ppublic judgment?

There ' is “indeed quite some
criteria for this method in the
annual message which the Presi-
dent delivers at the opening of
Congress reporting on the State
of the Union-and his statement
of ‘legislative recommendations.

Perhaps this is Democracy at its
worst (?) at a time when mass
thought and effort should be con-
centrated in an effort to deal
pacifically with an OUTLAW na-
tion  which seems bent- on pre-
cipitating another war,

This is a moment in our history
when we wish we had the diplo-
matic- or legal talent available (a
Dwight W.- Morrow, Elihu Root,
Charles - Olney, Ben Franklin,
Charles. ‘Evans Hughes or a

ship in Washington is to meet the
world situation sensibly and suc-
cessfully or to cope with the
Berlin- debacle. which
.up in Paris.. . A

It .is-deyvoutly: to. be hoped that
nothing serious"eventuates in.the
international picture before a new
administration is installed in
Washington this coming January.

. If He Is Defeated?

prob-|-

funddl 5 o (-‘I w“ I

Grover Cleveland) if statesman-|°

is shaping |

In the:event. that the country’s |
: Voting' -verdict:;om - NQv_embem}Z’- a’

proves to be a landslide for Mr.
Dewey, it would certainly be a
magnanimous act for President
Truman to immedidtely call a

special session of the Congress to| .

place his' resignation in - their
hands.

The ‘early succession of Mr.
Dewey to the Presidency is called
for in view of the pending
threatening international situa-
tion.

President Truman’s action
would hasten and improve (1) the
continuity of the changing Ad-
ministration; (2) the position of
our Allies in combating Soviet
Russia’s intransigence; (3) in-
crease the morale of the Western
European Nations and (4)
strengthen the position of the
United Nations as a peace-making
body.

President Truman has it within
his power to do the Nation and
our.Allies a great public service
if he does not delay his retirement
nearly three months to Jan. 20,
when the . President-elect will be
entitled to take over the office in
the regular course.

When Ignorance : Is. Bliss

The public does not realize how
close we are to trouble or that
only a small.dncident would sup-
ply the spark which would bring
on another war. One assassin’s
bullet fired at Ferdinand at Sara-
jevo was all that was needed to
start World War I.

Is This the Law of Compensation?

Being human in their resent-
ments, would the defeated Ger-
man- nation. feel elated if their
former  enemies’ airplane efforts
to keep them from starvation in
their capital city caused us to
fight a war to save Germany from
the clutches of our former ally—
the present unconscionable Asiatic
Conquerers of Europe?

Yet come what may, our coun-
try ~will very likely " muddle
through our international prob-
lems somehow as we have so
many times in our history.

Oh! that we might soon say
with Alfred Tennyson:

“Ring out the 1,000 wars of old.

Ring in the 1,000 years of

peace.”

N, Y. Security Dealers
Annval Dinner Meeting

The :Annual Dinner-Meeting  of
the New' York Security Dealers
Association was held at the Down-
‘town Athletic Club on. Oct, 27,
1948. Reports of various commit-
tees were' submitted, followed by
a general discussion of Over-the-
Counter matters. The meeting was
confined to partners and oificers
of member firms.

- Wants Study of Return to Gold Standard

Thomas Graham, Chairman of Sub-Committee on Investmént Bank-

ment, calls attention to prevailing

ing of the Small Business Advisory Committee for Treasury Depart-

centroversy on question and advo-

cates Congress set up a Monetary Commission to study and report

on pi

In a letter published in a bul
Commi
Chairman of its Sub-Com
ciated with the Bankers B
the contro~ <

olicy.
letin issued by the Small Business

mittee for the U, S. Treasury Department, Thomas Graham,

mittee on Investment Banking, and asso-
ond Co.

y Inc,, Louisville, chlls attention to

)

versy regard-
ing a return
to the gold
standard and
recommends’
that the prob-
lem be con-
sidered by a
Monetary
Commission to
be set up by
the next Con~
gress, ’

The text of
Mr. Graham’s
letter follows:

“The Con-
ference of
American Small Business Organ-
izations has been considering the’
currently much-debated question
of the advisability of returning to
the Gold Standard by the United
States. It seems to be the incon-
testable opinion of all financial
experts that we must make our
paper currency redeemable in or-
der to establish any real control
over governmental spending.
There is too much responsibility
put on Congress when irredeem-
able currency can be pushed out
in present quantities through bank
mechanism. It seems to be the
opinion of most students of fi-
nance that it is perfectly possible
for this country to return to the
Gold Standard, but that the world
will not return to the interna-
tional Gold Standard unless and
until this country takes the lead.

“Naturally, there are a.number
of = delicate problems involved
which must be carefully prepared
and measures taken in advance to
assure people that the Gold Stand-
ard will be kept, particularly if
the return is attempted in cooper-
ation with other countries through
the instrumentality of the World

Bank. Some leading bankers are
in favor of returning to the. Gold
Standard, but believe present con-
ditions would not permit the Gold
Standard to work.  Others believe
the return is a radical measure,
rather than a conservative one,
and a departure from money poli-
cies which have been maintained
for the: last- sixteen years.  Mr.

Thomas Graham

Letfingwell.of J.'P. Morgan Co.,
Inc, in a recent article on ‘How

|to Control Inflation,’ stated that
. ‘the place. for gold is in the Re-
serves of our I'ederal Reserve
Banks, not in the pockets of the
_people, v }

“So far, pressure to Teturn to
the Gold Standard has come al-
most entirely from ‘Main Street’,
In a period of inflation, such as
we are in at present and with the

{| fears on the part of many people
{ of deflation in the near future, it

seems  the return -to the Gold
Standard deserves. the study: of
citizens -interested 'in the welfare

. |of their country,

“The Conference of Small Busi-
ness Organizations has recently
sent out a questionnaire—two of
the most pertient questions of
which were as follows: :

“Should Congress restore th
fundamental property right  to
own and hold gold coins and gold
certificates on some agreed basis?

“Should all other money of the
United States be. maintained on
a parity with the gold standard
dollar by freedom of exchange at
par with standard gold?

“Replies to' this- questionnaire
are presently being tabulated and
will be announced publicly at a
later date. The formation of . a
Monetary Commission to study all
the fiscal and money problems of
the Government would seem to
be .in the national interest and
this organization is sponsoring a
bill for the formation of such a
Commission- for - presentation ' to
the ‘next Congress,” ' T

(Ghicago Stock Brokers
'Elect New Officers

CHICAGO, ILL.—Frank M. Col-
lins, associated with Hornblower
& Weeks for 20 years, has been
elected President of Stock Brokers’
.| Associates, LaSalle Street organi-
zation of Customers’ Brokers,
~Also nared for the 1949 term
at the annual meeting were Wil-
liam H. Higgins of Paine, Webber,
Jackson & Curtis Vice-President;
John E. Little of Paul H. Davis &
Co., Secretary; Bernard J. Cun-
ningham' of Goodbody & . Co.,
Trea§urer.

October 25, 1948

Equitable Securities
Should. President Truman Resign|| = . .. . . .. Y

X 2H

“These securities have been placed privately with an institution. through.the
undersigned, and are not offéred for sale.” This, announcement.
appears as a matter of record only.

fz

$1,000,000

Magnet Cove Barium Corporation

49, Notes, due October 1, 1958

Corporation Rowl

es, Winston & Co -
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LETTER TO THE EDITOR:

Lists Inquiries on Dual
Reserve Account Plan

. Edward .C. Randolph, commentin

¢ on-F. R. Governor- Szymczak’s

address in Minneapolis, writes “Chronicle” plan in competent hands -
and- under supervision would bring lasting relief to victims of too
much money, but invites discussion of topic by listing a series of |

queries.

Editor, The Commercial and Financial Chronicle:

Since the “Chronicle” has become a democratic’ forum, it may
not be amiss to have discussed therein a control of money and credit
that is very powerful. It is not less appropriate for treating multiple
expansion of credit than radium was for treating cancer before the

days of Pierre +
and Madame
Curie. The
usefulness
thereof will’
depend up.on;
its “discov-
ery” by the]
administrators
who  are re-
sponsible for:
management
oftheloan
‘and reserve
positions of
commercial
‘banks. In
many compe-'
. “tent hands.

under supervision of the Federal!
Reserve Banks, it would bring
lasting relief to the victims of too
much- money: We are referring to
the Dual Reserve Account Plan
referred to in Minneapolis on Oct.
11, 1948, by M. S. Szymszak,
glember, Board of Governors,

ederal Reserve System.

The Dual Reserve Account Plan
as outlined by Governor Szymszak
seems to be based upon the same:
principles that we have used for
at least 10 years in managing the
Loan & Reserve Position of The
Trenton Banking Company. We

" have applied the obvious prin-
" ciples of the new plan to a given
* position on the accounting ‘con-
trols of this bank. This applica-
tion shows that a rise in deposits
above “normal” (New funds re-
ceived by the bank after the-plan
had been put into operation ‘from
ordinary transfers, a return flow
of currency, and inflows of gold
from. abroad) would allow .the:
purchase of some “special, inter-
est-bearing reserve . bonds”;
whereas, according to our plan it
would allow the purchase of some-
* Treasury bills, certificates and/or
short-term notes. Up to this point
both plans seem to be alike,” but
the -disposition of funds:received.
by the bank as the result of Sys-
tem purchases of Government Se-
curities (other than the special
reserve bonds) is not clearly
- defined.

To be sure, the adoption of any
.such -plan by the commercial
banks on a voluntary basis’seems
to be out of the question. This
observation impels me to make
the following inquiry, which has
been sent to'Mr. Szymczak. Since
it is unlikely that he will respond
in the near future, it seems to me
that the inquiry might as well be
used in your paper to open up the
discussion.

Ed ward C. ‘Randolph

Ihquiry
I
Will new. legislation be neces-
sary to put the Dual Reserve Ac-
count Plan into operation?

1T

If its adoption became necessary
or advisable before Congress acts,
could it be offered to the banks
under an incentive agreement?

111

(a) In granting loans and at
once creating deposits could a
bank sell securities other than the
special- reserve bonds to acquire
funds to pay the borrowers when
they withdraw the dcposits thus
created? ’

(b) Could the funds thus ac-
quired be used (o purchase and

the berrowers call for the deposits
that were created for them to use?
(c) Would the special:reserve
bopds be ‘marketable or. woul
théy pe in such form that they
would have to be used as;collatera}
for  atlvances by 1ilie Federal Re-+
serve Banks, to make. the: redist
count rate effective? ° s wal
3 IV g :
¢ If a.bank.decided ‘to sell -some
government, securities:other ‘than
the:” special reserve-bonds- and
with the proceeds of-sale-to pur+
chase a like amount of ‘municipal
or corporation bonds: R
(4) Would: it -be allowed to- de-
posit the proceeds of sale in its
clearing account until settlement
had'to be madé for the bonds pur-
chased? 5, :
(b):Would.it be-allowed to with-

slearing account. on . settlement
ay? gt W

(¢) Would it be allowed: to de-
oosit ‘the. proceeds of sale-in' its

‘muni¢ipal and corpora.e bonds: if
‘would purchase will - decline in
price? If so, couid-it meanwhile
purchage and hold some specia
reserve bhonds to avoid loss of in-
come while -waiting . for lower
prices in the market Lor municipal
and .corporate boads? Who would
buy the special reserve bonds? At
what price?

A%

The $64 question:

(a) To what extent would -be
dual reserve account plan ston
commercial banks from . making
‘inflationary _purchases .of munici+
pal and corperate bonds while'ta¢
Federal Reserve Baiks -are ready |
and willing to buy government £e-
curities in the .open market,with-
oui -material “loss to -the selliag
banks?. . = > et
' (b)*To ‘what extent: would b¢

commercial banks. from. making
inflationary purchases of munici
pal and corporate bonds: with the
cash’ réceived: incall or redéemp-.
tion at maturiity oi government sé+
curities other thanshe special re-
serve bonds?

“learing account for anindefinite:
oeriod of time hoping:that the

President in
‘Charge of

‘chine & Foun-
dry- Co.,
‘cording: to.-a
dual. reserve -account’ plan “stoy | |

Room._ of the. Concourse Plaza
Hotel, 161st Street and Grand
Concourse, Bronx, T. Arthur Nos-
worthy; President, presented four
employees: with. watches to mark

their, ‘respective service -records:

which totaled 110 years. The em-
ployees honored .included: . Frank
Vogler, -Assistant . Vice-President;

1| who served for 31 years; Edward’

R. Ziegler, Treasurer, who-served
for 29 years; Sheldon J. Ziegler,
‘Assistant Mortgage Officer, who
served for 25 years, and Edwin W.
Wiehe,; Head Cash Teller, who
served for 25 years.

. John W. Hoeopar has been elected

‘| Executive Vice-President of the.

Lincoln Savings Bank of Brook-.
Iyn, N. Y., effective Jan. 1, 1949,
:oncurrent .

with his resig-

nation as Vice-

Finance of,.
American Ma-
ac-

joint an-
nouncement

‘made on.-Oct.

27 by those

‘organizations.

Mr. Hooper
will remain a = . w0
director, and John -W. Hooper
Chairman of . A

EDAWARD C. RANDOLPH, |

Assistant Vice-President, =~ .
The Trenton Banking Company
Oct. 25,1948 ;

State & Warren Sts.
Trenton, N. J. *

draw -the purchase price from its.

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

NEWS ABOUT BANKS
AND BANKERS

Fred H. Haggerson, President of
Union Carbide & Carbon. Corp,
was. elected a. frustee of. Central
Hanover Bank: & Trust Co. of
New York at a meeting of the
board on Oct. 19. He fills the va~
cancy.on the bank’s board created
by. the resignation of Benjamin
O’Shea, who has served as a trus-
tee since 1942, Mr. Haggerson has
been with Union Carbide & .Car-
bon Corp. for nearly 30 years, and
was elected to the office of Presi-
dent in 1944. He is also a director
and member - of the Executive
Committee of that:corporation.

» #® u

The seventh annual dinner of
the Quarter Century Club of The
Bank: of the Manhattan Company.
of New York was held at the Wal-
dorf-Astoria Hotel qn- Oct. 21. Of
the 291 members who attended,
37-had completed their 25 years of
service. with. the bank during the
past year. Cyrus E. DeHondt,
President of the Club, presided.
‘J: Stewart Baker, Chairman of the
_bank, presented membership :cer-
tificates and' gold badges to the
'new members.. F. Abbot Goodhue,
President of the bank, presented
additional awards to the members
celebrating their 30th, 35th, 40th
and 45th anniversaries:: Edwin J.
Dehan, who: has-just -completed
25 years with the bank, spoke for
the new members; Theodore- W.
Snedeker for the 30-year mem-
bers; George: Kuhnbaum for the
35-year ‘members; +William J.
Ahern for the 40-year members;
and Harold Powelson for the 45-
year.members. Anthony F. Grace;
of the bank’s Borough Hall Office,
was elected President for the
coming year.

The J. Henry Schroder Banking
Corp. of New York celebrated the
25th anniversary of its founding
Oct. 23 and marked the occasion

Century Club zomposed of “charter
members” of the organization.
Gerald ). Beal, President, re-

hold special reserve honds' until

marked that the total assets of

by the formation of a Quarter

the-Schroder banking group have
risen from slightly over $10,000,-
000-to more than $100,000,000° be-
tween 1923 and the present time.
The-latter figure includes Schro-
der Trust Company, its affiliate,
which was organized in 1929. !

Mr. . Beal attributed much = of
Schroder Banking Corp.’s-success
to his predecessor, ‘the late Pren-
tiss N. Gray, who was President
from 1923 until his death in 1935.
Mr. Beal, himself a senior officer
of the organization since'its in-
ception, is well known in civig

| circles -through his activity ag

President of the Greater New
York . Councils, Boy Scouts “of
America.. The bank offices have
been moved twice during the past
25 years and a third change will

location at 46" William . Street to
57 Broadway; ‘where banking
premises have been leased for 21
years. !

On Oct. 20,.the trustees and
staff of Central Savings Bank of
New York, who have served the
bank for 25 years or more, met
at Luchow’s Restaurant for their
2nd Annual Dinner.
Lee, President of the bank, pre-
sided. Six new members—Grace

Hennigsen, a trustee, Frank J. Gol-
ler, Charles T. Maurer and Guido
Toribolo—received gold member-
ship pins and $50 savings bonds.
Charles H. Kreeb, an Assistant
Vice-President — who has been
with the bank for 45 years—holds
the Club’s service record. Othér

ment. are: Otto Strippel, trustee,

years, and Carl Cordes, Assistant
Vice-President, 41 years. i

On Oct. 21 the Bronx Savings
Bank of New' York inaugurated

ployees who have served with the
institution for more than 25 years.
At a dinner meeting, attended by
the trustees, officers, and employ-

be. made shortly from the present.

James T.|

C. Coyle, Helene Strobel, Eugene-

officers with |long-time employ- |-

Vice-President and Treasurer, 4%.

a 25-Year Club to honor their em-

ees, which took place in the Go}d‘

the Finance Committee.of Amers
ican . Machine -and: Foundry Co:
with which he has been associated
in an executive financial capacity
for more than 23:years.. He has
been a trustee of The Lincoln Sav-
ings Bank for five years, M.

Hooper is a member of the Amer-
ican Institute of Accountants. He:

is a trustee of Wagner College, a
Vice-President  of the Brooklyn
Chamber of Commerce, and. a di-
rector and former Chairman of the
Brooklyn chapter of the American
National Red Cross. He has also
been active- in the work of the
National Association ~of  Manu-
facturers-and -the U. St Chamber
of Commerce on labor, tariff and
tax 'matters, )

Fred. Gretsch; President of the
Lincoln Savings Bank. of Brook-
Iyn, N. Y., on Oct. 4 presented
Mrs: Lydia C. Moore with a check
in honor- of her being the bank’s
one-millionth new . depositor ou
the bank. Mrs. Moore opened an
account atthe hank’s ‘Bay Ridge
office. ; ; :

Thomas- C. Boushsil, President
of The Bank of Virginia, at Rich-
mond, Va., citended the recqnt
meeting of the National Commis-
sion of UNESCO. in Boston Sept.
927 to -29. Mr. Boushall:serves as
a member of the National Com:-
mission representing. the U. S.
Chamber of. Commerce. i

A contract for the erection of a.
two-story building in Richmead,

Va., has been announced by W. W,
McEachern, Executive Vice-Presi-
dent of The Bauk of Virginia. The
bank will occupy -a basement or
lower banking room and. the main
floor. Occupancy has been prom-

ised . by December, 1949. L. H.

Zehmer, Vice-President in charge
of .the Norfolk office of The Bank
of  Virginia, recently- announced
that-a.contract has.been awarded
for the construetion. of' a:.new
branch oifice at 21st and Granby
Streets. . Excavation -has begun
and occupancy is promised on or
before March 1, next. Work is also
under way on the third  office of
the bank in Norfolk at Charlotte
and Boush Streets. ‘

Election of Walter B. Garver,
Walter E. Hoadley, Jr;, and George
W, Mitchell as. Senior Economists
and officers of the .Federal Re-
serve: Bank' of Chicago was-anr
nounced on Oct. 23 by C. S. Young,
President. Mr: Garver-has served
.as -Agricultural Economist’ of: the
bank since joining the staff of the
research department in 1941, M.

Hoadley came to the bank in 1942,

and is.in charge of research wor_}lc
in. business ‘economies. and busi-

v

ness finance. Mr, Mitchell was
employed by, the bank in 1944,
where he conduets research in
state and local finance. He: has
recently served as President of
the National Tax Association.
The new building of  the Ken-"
newick branchof: The: National
Bank - of ' Commerce of Seattle,
Wash., will provide banking facil-
ities ranking among the finest in
the: country, Andrew Price, Chair-
man, and Maxwell Carlson, Presi-
dent of N B of C, said on Oct. 20,
in announcing the award of con-
tracts totaling $180,298. The post-
war growth of Kennewick, in the
tri-city atomic area of gouthern
Washington, has made the new
building necessary they said.

| Construction will be started im-
| mediately
| ably’ by mid-1849, according. to
| the. " architects,

and completed prob-

. Meanwhile  the
bank will operate in ‘its recently
expanded ‘temporary . quarters ‘in -

- the City Recreation’ Building. - "
A Xk * o B

Approval by the stockholders of ",

and the Second National: Bank,
both of  Paterson, N. J., was re-
ported: on. Oct. 19. The consoli~ '

{ dated:bank will be known as the.

First National Bank and Trust Co,
w DR T uf

Martin J. Daly, Vice-President
of the Lincoln St.té:Bank' of Mil-
wauker, Wis;, died on Oet, 14" He
was 56 years of age, and-had been
in‘the banking business since 1908,
said the Milwaukee “Journal” of
Oct. 15, which in part also stated:

“He was employed by the First
Wisconsin National Bank and the
Second Ward Savings Bank here
before opening and managing the:
State Bank of Butler- at Butler,
Wis. In 1919 he organized and
founded thé Lincoln State Bank,
serving on. its board of directors
until his death. He was Cashier
of the Lincoln. State Bank until
1932 when he became Vice-Presi-
dent. Mr:. Daly was a member of
the. American Bankers” Associa-
tion, the Wisconsin Bankers’ Asso-
ciation and the Mortgage Bankers’
Association.” He was a past officer
of the Milwaukee Ciearing House
Association.”

The capital stock of the Security
National Bank c¢f Kansas  City,
Kans.,, has been increased from
$300,000 to $500,000 through a
stock dividend of $200,000, it is
learned from the Oct. 18 weekly
bulletin of the Office of the Comp-
troller of the Currency. 0

A

William R. Bowdoin, former
President of the First National
Bank of East Point; Ga., was elect-
ed Vice-President of Trust Com-
pany of Georgia Associates, At-
lanta,'on Oct. 21, it is learned from
the Atlanta; “Constitution,” which
further said: ’ :
. .-“He . (Mr. Bowdoin) succeeds
Charles . E. Thwaite, Jr., who re=
cently was named President of the
‘Fourth National Bank, Columbus,
one of the associate banks.”

Under plans for_the-merger of
the Jackson-State-National Bank
and the ‘Capital National Bank of
Jackson, Miss., the . consolidated
institution: will - become ‘the: First
National ‘Bank with J. T, Brown,
President of the Cavital, Presi-
dent, and L. M. Gaddis, President
of Jackson State, Chairman of the
board.. Special advices from Jack-
son’ Oct. 21.to the “Commercial
Appeal” of Memphis, stated that
the plans are gubject to the ratifi-
cation 'of the stockhelders in Jan-

©|uary.

The appointment of Harold L.
Phillips, formerly with.the Crocker
First National Bank: of San .Fran-
cisco, as a.Vice-President of the
First Natienal Bank. of Portland,
was - announced. on Oct: 14, by
Frank.N. Belgrano, Jr., First Na-
tional President. Indicating this,
the Portland “Oregonian” of Oct.
15 stated “that” Mr. Phillips- will
assist in the security . investment
department of :thé Portland-bank.

the consolidation of the-First Pa-. '
| terson National Bank & Trust Co.

higitized for FRASER
tp://f_rgser.stlouisfed.prg__/ o




© Volurc 163 Mumker 4746 ‘

THE COMMERCIAL & FINANCIAL CHRONICLE

(1767) 23

‘Repor!s Savings Banks Deposils at New Migh

"William L. Maude, President of National Association of Mutual |

Savings Barks, notes, however,
deposits in September indicates

moderate character of increased
high_ living costs reduce savings.

. Deposits of the 532 mutual savings banks of the nation increased !
$45 million during September to a new high total of $18,272 million,"

according to a report issued Oct. 2
National Association of
Howard Sav-
ings ' Institu-
tion, Newark,
New Jersey.
In comment-
ing on the re-
port Mr,
Maude said,
- “The fact that
deposits are
continuing
their uptrend
and that more
States are par-
ticipatiag in
the gain js en-
couraging.
However, . al-
though the in-
crease 10r dupiember is more than
twice the gain during August - the
continue | moderate character of
net dep sit gains in relation bota
to last year and to the first half
of this year, indicates that people
are continuing to feel the pressure
of increased living costs. which

William L. Maude

draw upon their savings accounts

of Mutual Savings Banks, and President of The

2 by William L. Maude, President, '

increased $513 million, or 2.89%
of their balances at the opening of |
the year. For the same period of
1947, the gain was $795 million, or
4.73% of the year’s opening bal-
ances. The increase in deposits
during the first nine months of
1948 has beeaat a rate of about
three-fifths- that-of a -year -ago.
This reflects the fact that the gap
between amounts deposited and

* 'amounts ‘withdrawn is consider-[

ably narrower in 1948 than in 1947, |
During the first nine moatng ot
1948, " deposits were only 1.1%
tigher than during the same pe-
riod of 1947, whereas withdrawals
were up 9.8%.

Dur'ng September cash holdings
of saviigs banks rose sharply by
$144 million to top ‘the Dec. 31,
1947 peak. Investments in cor-
porate and municipal securities

iincreaseal $53 million -during the

imonth, while
{gage loans rose $46 million, both
causes them to save less and to.

holdings of mort-

reach’ng a new high. Holdings of
U..S. Governments declined $164

more frequently. It is reassuring”
to know that the American people
today possess liquid assets in the
form of savings bank accounts
alone equal to one-tenth their dis-
posable  personal income - (after
taxes) in 1947.”

During the first nine months of

million, Since the close of 1947,
ithe cavings banks' have added
$464 million  to their mortgage
portfolio -and $388 million to their
investments in corporate and mu-
nicipal securities, while they have
reduced their holdings of U. S.

1948, mutual savings bank deposits

Governments by $221 million.

Tells of Ways to Financial Peace of »Mind '

J. K. Lasser and Sylvia F. Porter write on “How to Live Within
Your Income.” :

The publishing house of Simon and Schuster has. issued a popular

book; under the joint authorship

of J. K. Lasser, author of “Your

Income Tax,” and Sylvia F. Porter, finartcial writer and lecturer, on

“How to Life Within Your Income.”

The folio volume of .120 pages
brushes does not make a fine art-
ist, so a seemingly good income
i does not make a good financial life.
Just as the ownership of an auto-
(mobile does not make a driver,
so the possession of money does
not make a money  manager. The
artist is he who'can use his paints
as tools to create a worth-while
picture. The driver is he who can
transform .a mass of metal into a
means . of transportation, - The
happy family 'is that which can
use its income as a means to a

& | full, rewarding life. Knowing the

Sylvia F. Porter J. K. Lasser

purports to show: (1) a new sim-
ple_ system for managing your
personal finances; (2) seven easy
ways to control your expenditures;
(3) ten ways to get the most for
your money; (4) how to handle
your debts and financ.al emer-
gencies: and (5) how .to plan for
Your financial independence and
your family’s future. Its aim is
to be an authoritative guide to
help the reader to learn how to
run his money—tather than let-
ting his money run him—by giving
hints on how to design a personal
finan'cial program to suit one’s
own way of life, based on a sense
of values and personal goals, It
covers such topics as how .to plan
and- control day-to-day costs of
living, what to do when in finan-
cial trouble, getting the most for
your money, and means for build-
Ing ‘security for the. future. All
of  this'is said. to comprise the
principles of the science of living
within one’s own income.

“According to the authors:

“The art of living. within your
income lies in -getting the most
satisfaction out of what you have.
to spend. The. science of living
within your income lies in know-
ing how to. sbend what you have
so it brings you this satisfaction.

“ww,

vist.ys a fine set of paints and

tools and knowing how to use
them is the science of living with-
in your income.” g

And so, in the concluding words
of their preface, the authors state
their objective:

“Out of our experience and
knowledge and the learning of the
past, we have written these rules
for your future. This book is de-
signed solely to help you achieve
financial peace of mind and get
more out of life. It is basej on
the simple premise that you can
have fun living within' your. in-
come;-you can pay for your bread
—and your dreams too. Let it
help you solve yowr financial
problems in a way best suited to
your own way of life, your own
sense of values, your wants and
desires.” .

Knowing about “Wall Street,”
Mr. Lasser and Miss Porter do ot
neglect the investment s.de of the
problem -of -achieving financial
security.

“At some stage in your financial
life,” say the authors, “you prob-
ably will think about buvn~j
stocks or bonds—about ‘Wall|
Street.” Maybe that will come for
you when your earnings reach 2
certain level; maybe it w:ll come
overnight because you receive 2
‘windfail’ — suddenly you obtain
extra dollars through an inherit-

ance or sale ct a business or a

house. Whatever the reason or the
‘cause; when it comes, it will be
absolutely imperative that you
know the fundamental rules of
investing, For if you don’t know

the rules at that stage—and don’t| |

obey them faithfully — the odds
are heavily against your keeping
the money you have or gaining
more. -And the odds are that your
dream of financial independence
will become a nightmare of finan-
cial’ dependence.”

: Continuing on this line, the
authors add:

“A few months ago, at a meet-
ing of America’s top bankers, we
tried an experiment. We ap-
proached financier after financier
and asked each, ‘What would you
do'if you were ———?" and then

:we described an: imaginary family

in each income class. The same-
ness of the replies was like a re-
frain from a long-familiar song.

Every one—and these are men
who have millions'ani who man-
age millions—mentioned regular
savings, Governiment bhonds, in-
surance. Every one emphasized
the ~importance of . safe invest-
ments, the danger of soeculation.
A few mentioned buying homes
or farms, but’these” warned ‘that
the purchase of any property to-
day demands the greatest knowl-
edge, the utmost caution. And as
one.nationally known banker put
it, “The family aiming for old-age
independence would be wise to
remember that you can’t eat a
shingle or see Paris from a corn-
field” Not until the incomes,we
suggested soared into the $10,009
to $50,000 range was there even
a word about the stock market.
And our: poll was among the men
who ‘are’ Wall Street!

“Bernard = Baruch, America’s
elder statesman' and adviser to
Presidents,” is acknowledged as
one of the most successful stock
sneculators of the 20th century.
Once he remarked:

“‘If you are ready to give up
everything else—~to study the
whole history and background of
‘the market and all the principal
companies on the board as care-
fully as a medical student studies
anatomy—if you can do-all that.
and, in addition,tyou have the cool
nerves of  a great -gambler, the
sixth sense of a"kind of clairvoy-
ant, and “the courage of a lion
vou have a-ghost of a chance in
Wall Street.

. “This sounds exaggerated—and
nerhaos it is. For over 15.000.000
Americans own stocks today—ap-
proximately one person out of
nine, about one family out: of
three.. The number of stockhold-
ers "in the country is approxi-
mately .equal to ‘the combined
population -of 20 states.and there
are "about three times as many
stockholders as farm provrietors.]
On  the New York Stock Ex-
change alone, 1,398 separate share
issues are listed, representing in
mid-1948 a market value of over
$70 billion. On this one exchange
are 902 separate bond issues:rep-
resenting a market value of over
€204 billion. On many days mil-
lions of shares change hands on
this largest securities exchange in
the world. And in addition. huge
totals ‘of stocks. and bonds are
traded in other markets.

“Yet, the sad fact is, as Baruch
implies, thatthe ‘average’ American
entarg ‘the ctock or bond market
with pitifully little preparation
knowledge,” or understanding of
what he is doing. Out of the mil-
lions of stockholders in our nation
today. relativelv few can’ give
sound reasons for being stqck—
holders or for owning the particu-
lar securities they do.”

William F. Andrews Dead

William F, Andrews, a member
of the New York Stock Exchange,
died on Oct. 16. )

. William P, Pal'rher Jr. Dies

Willigm Pendleton Palmer, Jr..

limited partner in Prescott & Co,,
died on Qct, 18,

r—— Br— ———
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r Reporter on Governments
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By JOHN T. CHIPPENDALE, JR.

i Government bond prices continue near support levels, on not too
much activity, although the partially-exempt obligations are getting
more attention from traders and investors. . . . The shorter maturi-
ties of the tax-protected issues have been on the defensive, whereas
the more distant maturities have been on the buoyant side. . . . Con-
siderable switching is going on in the eligibles with the last four par-
tials moving into portfolios in place of taxable issues. . . . Exchanges
are being made from the 2¥s due 1956/59 into the 234 % due 1956/59,
as well as from the 2l%s due Sept. 15, 1967/72 into the 234% due
1960/65. . . . The 27%s of 1955/60 and the 234s due 1958/63 are also
being used in these operations. .

Liquidation continues in the restricted issues as non-bank
investors let out these securities for non-government commit-
ments, . . Despite selling in the tap issues, sentiment in the
government market as a whyle seems to be less bearish, and this-
is not losing sight of possible increases in reserve requirements.

. . . There has been no inclination yet on the part of the trading
fraternity to get optimistic enough to take important quick turn _
positions, but they are watching things very carefully for oppor-
tunities, should they develop, . . .

-

COMMERCIAL BANKS ACTIVE

Commercial banks have been more active in the market because
adjustments are being made in holdings in an endeavor to be prepared
for whatever may develop in the future. . . . Some institutions are
letting out intermediate maturities of the partially-exempts in order

.to raise cash, while others are putting the proceeds into bills or

certificates, .

The banks that have been buyers of the last four maturities
of the partials continue to accumulate these obligations, with siz-
able interests still around for the 279, due 1955/60 and the 234 %
due 1960/65. . . . These securitlies are being put away and more
will be bought in event of price weakness, , . .

Institutions, large and small, have been acquiring the longest
eligible issue, not in any mad rush, but in a quict way on price de-
clines. . . . Selling in the 2s appears to be slowing down although
sizable offerings have been coming in from time to time, . . .

LEADING ISSUE

i The 2% % due 1960/65 have been and still continue to be the
leading issue in the partially-exempt group, because of the favorable
vield available in this obligation, after tgxes. . While it is too
early to indicate what might take place in government expenditures
-n the near future; it is believed in some quarters that if expenses
should increase sharply for defense purposes, there is quite likely
to be an increase in taxes, probably some kind of surtaxes or excess
profits taxes. , .

On the other hand, if expenditures should be contained
. within' present limits and the economy should undergo a rolling
adjustment, as’ some predict, there will most likely be 2 lessened
demand for funds from industry. . . . This would be favorable
to government bonds since the pressure of liquidation would be
 relieved to a considerable extent, if not entirely. This
should result in better market action for all Treasury obligations
and the fear :of support levels should abate under such .
conditions, . . .

Accordingly, ‘it is the opinion of many money market followers
that the 234% due 1960/65 are in a favorable position and .a good
hedge ‘against what may happen in the future in the government
bond market, . . . '

CORPORATE MARKET JITTERY

For the time being at least, there seems 1o be greater uncertainty
in the corporate bond market as institutional investors are giving
evidence of more hesitation in making commitments. . Since
there are several good-sized issues in the offing there appears to
be no desire to accumulate outstanding new securities at levels that
are below original offering prices, and at yields that were looked
upon as attractive before the bonds were floated. . . . Maturity is also
playing an important part in the bonds being bought because obliga-
tions with lower ratings, but due in a shorter period of time, are
trading at prices that give a yield smaller than the longer-term high-
er rated:obligations, , .. .

The proposed large offering of American Telephone & Tele-
graph Co. bonds was responsible for the proncunced weakness in
the corporate market, although this market has been in an uncer-
tain spot for some time. . ... Because of lower quotations for gov-
ern obligations, corporate. issues have been in a vulnerable posi-
tion, despile comparatively stable prices and light volume. . . .

It-is believed by some investors that the yield spread between
governments: and corporates will have to widen especially in the
longer maturities of the corporates. . . .

NOTES

Rumor as well as veiled hints that reserve requirements will
be increased in the future is keeping pressure on the money mar-
kets. .. . However, it is not expected that requirements will be
upped unless-loans show more .than seasonal increases and total
government security holdings of the Federal Reserve Banks are
added to through liquidation of institutional owners, . . . Although
the bond position of the Federal Reserve Banks passed the $10 bil-
lion mark last week, there were sizable enough eliminations of the
shorter maturities to carry total holdings of government securities
under those of the previous week. . . .

One of the lively topics of discussion in money market circles
now-is who will be .the meney managers next year and what is
likely to be the course that will be pursued. ... This is assum-
ing, of course, a change in administration which may or may not

' be taking too. much for granted. ... An answer to the latter will
not be long in coming,
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fssues Memorandum on Invesiment Legality of
. World Bank Bonds

Chester. A. McLain, General Counsel of International Bank for Re-

‘construction and Development, gives results of rulings of insurance

commissions, banking commissions and other state or Federal regu-

latory bodies, as well as court decisions relating to the two issues of
bonds of the institution.

According to a memorandum of Chester A. McLain, General
Counsel of the International Bank for Reconstruction and Develop-

- . Investor Is the Forgotien Man, Says -
| Joseph D. Goodman -

Counsellor. deplores campaign attacks on “Wall Street” and points
out ‘abolition and revision of laws and regulations inaugurated in
1933 are needed to prevent drying up of capital markets.

Joseph D. Goodman, partner of Joseph D. Goodman & Co., Phila-
delphia, and a member of the New York Stock Exchange, in a timely

pamphlet, entitled “The Threat of Socialism, etc.,” says the real for-
gotten man' today is the American investor, whose thrift has built

After¢

ment, dated Sept. 15, the Legal Department of the Bank has examined
' the latest editions available to the Bank of the general statutes, and

in certain in-
stances regu-
lations and .
rulings of au-
thorities
of the United
States and the
several States
and the Dis-
trict of Co-
Jumbia having -
jurisdiction,

. relating to the -
legality of the.
above-en-
titled issues of
Bonds (herein
called the
Bonds) for
investments by (i) national banks,
(ii) commercial banks, savings
banks and insurance companies
organized under the laws of such
jurisdictions, and (iii) trustees
stibject to the laws of such juris-
dictions. From such examination,
it appears that the status’ of the
Bonds with respect to the author-
ity of such banks, insurance com-
panies and trustees to invest in
the Bonds is as set forth in this
memorandum,

_The Bank has been advised by
Fitch Investors Service that it has
rated the Bonds “AA” and has
also been advised by Standard &
Poor’s Corporation that it has
rated the Bonds “A,” L :

Chester A. McLain

" The statements of the memo-
randum are subject in certain in-
stances to the exercise of broad
discretionary powers of author-
ities of the United States and of
certain of the States having jur-
isdiction’ with regard to invest-
ments by banks, insurance com-
panies "and  trustees and  also .to
limitations imposed by the United
States and by certain States by
statute or regulation as to the
amounts and kinds of funds which
may be invested. in certain types
of securities and in the securities
of ‘any one issuer. Such state-
ments are also subject in certain
instances to the provisions of spe-
cial 'statutes governing the in-
vestment of particular kinds of
trust funds, such as funds held
by guardians, executors and ad-
ministrators.

For the purposes of the memo-
randum regulations or rulings of
insurance commissions, banking
commissions, or other state or
Federal - regulatory bodies, and
court decisions: have been ex-
amined only in certain instances
where they were readily avail-
able to the Bank. Opinions of
local counsel have not been ob-
tained, and the memorandum has
not been prepared by experts on
the laws of any particular State
or States.

Reports Building Up

302 Ofer Last Year

F. W. Dodge Corporation finds increase largely in non-commercial
structures and single family dwellings.

F. W. Dodge Corporation reported on Oct. 24 that building and

Heavy engineering construction is

at a level 30% higher than a year

#go on the basis of dollar valuation of contract commitments reported
for the 37 states east of the Rocky Mountains during. the first three

¢quarters of the year.
A spokesman for the factfind-
ing -‘organization - said that the
record is being eéstablished prin-
cipally because of gains in non-
commercial building contracts
==educational buildings, hospitals,
réligious, social and recreational
structures, held up during and
itnmediately after the war by the
priorities system in force.

Contributing also to the upward
trend was the striking increase in
ifivestments for single family
dwellings built to owners’ orders
-=another- classificat.on of build-
ing which was largely a priorities
-gystem casualty.

Contracts for buildings used for
manufacturing purposes showed
8 4% decline compared with the
volume reported for the first
three quarters of last year.
However, in the processing indus-
trial group, the plant expansion
of printing and allied industries
was up- almost 100% from last
yeéar’s comparative total with con-
tracts in the first nine months
amounting to $32.015,000. Lum-
ér and woodworking buildings;
1% indicated by contracls awarded,
also showed substantial gains with
a -total volume of $20,434,000 in
the first three quarters. The
mechanical industries as a group
showed an increase of 2% against
an 8% loss in the' processing in-
dustries.

A summary of building and en-
gineering contracts awarded dur-
ing the first nine. months. in the
states east of thé Rockies show-
ed a t0t431 of $7’,345,773,00Q com+
pared  to. $5,626,111,000 during the
‘corresponding -three. quarters;.of
last year, frrinegtt |

AR

The fifteen major reporting
regions; -in  the Dodge network
showed “increases in contract vol-
ume over the corresponding nine
months of  last year with upstate
New York and the five-state area
surrounding Chicago showing the
greatest gains over last year.
Thirteen of the fifteen regions
continued to show increases in
September over the corresponding
month of last year, with slight
breaks away from an upward
trend being reported for -metro-
politan New York and northern
New Jersey and the region com-
prised of eastern Missouri, south-
ern Illinois, western Tennessee
and' Arkansas. :

The .over-all increase in non-
residential building awards in the
thirty-seven states was 46% with
a nine-months total of $2,843,379,-
000, while ‘residential ~contracts
totaling $2,790,476,000 reflected a
229% gain over last year. Heavy
engineering awards for bridges,
highways, other public works and
utilities advanced to a total of $1,-
711,918,000 to show gain of 23%.

A breakdown by ownership of
projects included incontracts
awarded in the first three quar-
ters of the year shows 32% of the
total investment is for buildings
and public works and utilities
classified as publicly owned.
Twenty-nine per cent, by dollar
volume, of nonresidential awards,
and 3% of -Yesidential awards,
were -for public ownership ac-
counts,” while’ 85% of. the Public
.works and ulilities projects .were
‘classified as ‘publicly ‘owned,'- >

.

‘needs revision,

up American industry.
describing. the inroads of com-
munism and socialism in govern-
ment and education, Mr. Goodman
states:

“For years, it has been the cus-
tom of some presidential candi-
dates and others to cast slurs on
so-called ‘Wall Street’ We are
witnessing this in a current cam-
paign. The financial world should
have spokesmen throughout ‘the
nation, persons who. will answer
these.attacks. It is time that the
people be told that ‘Wall Street’
is not a narrow street in. down-
town New York, but that it is the
financial machinery of the entire
nation, from a small bank in a
country town, to the insurance
companies and hospitals, universi-
ties, etc. In short. ‘Wall Street’
means the accumulated savings of
the people. Only through our
capital markets, have our com-
panies come into existence, com-
panies which produce our ex-
cellent products, and provide use-
ful employment to millions of our
people.

“We have heard a lot about the
‘forgotten man’, the ‘under-
privileged’, the ‘common man’, but
how about a word for the uncom-
mon man, the man whose ideas;
abilities or frugality built Amer-
ica, whether Edison or Babe Ruth?
Baseball was nothing much, until
the Babe came -along with his
dramatic ability to hit home-runs
at the right time: Henry Ford,
with his genius, made it possible
for ~our people to have a low-
cost automobile, which resulted in
the building of our suburbs, con-
crete highways, the petroleum in-
dustry, etc. We need more Henry
Fords, more Thomas Edisons,
more Babe Ruths, and fewer
‘planners’ who would build over
America from the college campus
a Ia Tugwell!

“The - real - forgotten man of
today is the American investor,
the man whose thrift has provided
the ‘savings, the wherewithal for
American industry. He has been
attacked from all directions. The
interest of the stockholders should
not be confined to the receiving
of commissions; but should be ex~
tended to-include the protection
of the investors’ interests. Con-
gressmen and Senators freely ad-
mit that votes count most to those
in Washington.- Today, - the "in-|
vestors, although numbering mil-
lions, are unorganized. If they
were- organized,- in.-one national
body, they would have a powerful
voice at Washington and -else-
where. . The ‘investors would -then
be enabled to protest powerfully
against any unfair action. whether
by a Federal or State bureau or
commission. The stock exchanges
are more than places where auc-
tion markets are conducted. The
investor regards them-as leaders
in the investment world. They
should take the lead in matters of
this kind, help to organize the in-
vestors, and measure up to. what
the investors expect. The same
applies to banks and insurance
companies. These ' organizations
must cast aside their shackles of
timidity, of fear, of short-sighted-
ness. They must have vision and
stiff backbones, and- should take
a prominent part in reversing the
socialistic -trend. )

“Years ago, it was proved that
when tax rates are reduced, busi-
ness improves, incentive is en-
couraged and total tax-receipts
increase. Our entire tax . system
with taxes for
revenue, not for vote-buying pur-
poses, no matter how disguised.

its complete - repeal would open
up fields now untouched. In addi-
tion, elimination of double taxa-
tion on dividends would be a great
step toward sensible taxation. We
need a tax system which will per-
mit the accumulation of risk capi-

tal. Moreover, theé: taxing authori<

Yies should® permit depreciation |
charges:large  enough to allow for,-
present  high 'replacement costs.
Because of inadequate deprecia-
tion charges, corporation earnings
reports are distorted. ;
“A short article, such as this,
cannot cover all matters involved:
in an argument between Com-
munism and Private Enterprise.
‘Being in the investment business,.
I mention some of the laws ?nd
regulations which need revision,
if the capital markets are to prop-
erly function, Needless and
senseless straitjackets should be
removed. Elimination of fraud and
deceit should be the principal ob-
jectives of securities regulation.”

- Reveals Growth of Business Incorporations
.National Bureau of Economic Research publishes work b'y Pr?f_essolf
George Heberton Evans, Jr., of John Hopkins University giving a
factual and statistical analysis of business incorporations in U. S.
from 1800 to 1943. .

The National Bureau of Economic Research, Inc., has just pub-

lished, complete with charts and diagrams,
growth of business incorporations in the

an exhaustive study of the
United States from 1800 to

1943, inclusive. This is a valuable work, for, though the _business

corporation has played a central
role in our economy, its evolution
has received little attention. The
history of the very early corpora-
tions and the histories of certain
corporations have been written,
but few scholars have set them-
selves to the task of presenting an
aggregate picture that covers both
a wide area and a long span of
time, This study fills in some of
the gap; it supplies a portion of
the story of corporation develop-
ment since 1800.

In the book many state series
were compiled that deal with the
number of incorporations and
their .authorized capital. stock.
Some series are for long periods;
for example, one extends for ap-
proximately a century and a third:
The incorporations of the pre-
Civil War period are treated in
combination, while an index of
incorporations under general laws
was constructed to describé the
course of charters granted since
1860.

Through an analysis of the data

he has compiled, Df. Evans has
produced a corporate life .table,
and has revealed patterns in tpe
chartering of corporations of dif-
ferent size, and shown the rela-
tion between different states as
chartering agencies. Through a
detailed classification of incor-
porations according- to their in-
dustrial objectives, the TUnited
States at work and at play is qb—
served. This classification permits
also an examination of the nature
of the long cycles present in some
of the data. For the shorter cycles
in incorporations the peaks and
troughs are related to those of
business conditions at the period.

The author, G. Heberton Evans,

Jr., is Professor of Poiitical Econ-

omy and Chairman of the Depart—

ment of Political Economy at The

Johns Hopkins University. He was

a research associate of the Na-

tional Bureau of Economic Re-

search in 1939-40, at which time :
this study was begun.,

Estimates Corporale Stocks Held by Life
“~ " Insurance Companies at $11/> Billion

Institate of Life Insurance says bulk has come since end of war,

and comprises mainly preferred:

shares of: industrial: and: miscel-

Jlaneous corporations.

-Ownership
paniés -of ‘the country totaled

£ '$86,000,000 since the first of the year and 86%"
the war, the Institute of Life Insurance

of . this type at the end of

of U. S. corporafe stocks by the life insurance com-
$1,457,000,000 on Aug: 31, an increase

more than holdings

reports.
The greater part of this year’s
increase in stock holdings by the
life ‘companies. was in the shares
of 'industrial  and - miscellaneous
corporations, which totaled $951,-
000,000 on Aug. 31, up $90,000,000
since the first of the year. Hold-
ings ‘of railroad stocks showed a
slight increase to $109,000,000 on
Aug. 31 and holdings of public
utility shares decreased by a few
million dollars to $397,000,000.

Chiefly Preferred

Preferred stocks accounted for
76% -of the life company stock
holdings, and common stocks for
the balance., The preferred stocks
totaled $1,111,000,000, of which

$717,000,000 were industrial and
miscellaneous, $315,000,000 were
public utility and $79,000,000 were
railroad.

The common stock holdings,
totaling $346,000,000 on Aug, 31,
included $234,000,000 of industrial
and miscellaneous, $82,000,000 of
public utilities and $30,000,000 of
railroad shares. " .

“Ownership of stocks has-been
one of the: areas.in which life in-
surance funds have been: incréas-

The ., capital-gains.:tax :has: pro-
duced little ih the way-of révenue;

ingly active’in ‘recent ‘yedrs," the

Institute commented, “Present

stock holdings are about three
times those prior to.the war, when

they had held near the half billion

‘dollar mark for a decade. As the

capital needs of American business

and industry have increased; more

life insurance funds have been
made available. and currently,
even within the limitations under

present laws, nearly 3% of the life

insurance assets are invested in
stocks. This is the highest per-
centage since 1910, In many:states
investment in common stocks is
not permitted and in the others
there ‘are usually limitations.
There are also restrictions on pre-
ferred stock investments by life
companies in many states.”

Dean Witter &G0,
Opens Sealtle Office

SEATTLE, WASH.—Dean Wit~
ter & Co. announce the opening
of a permanent office at 1221
.Fourth :Avenue, ‘with Townley W.
Bale: as Resident- Manager.

Mr. -
Bale.has been-:with:the firm for .
some years, ity oo g 2
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" Railroad

Securities

.One of ‘the best acting of the railroad stocks in recent :crading
periods has been Kansas City Southern common. Last week it again

pushed into new high territory for the year.

Also, it is one of the

few railroad stocks that is currently selling well above its 1946 high.

Once more it seems pertinent to®-

point out to present and prospec-
tive holders of railroad securities
that the individual railroads vary
widely as to investment stature,
traffic trends, and earnings poten-
tialities, and that market perform-
ance of the individual stocks also
varies widely. At the beginning of
the current year XKansas City
Southern common was selling 15
points below Chesapeake & Ohio,
11 points below Southern Railway
and nearly 3 pojnts below Illinois
Central. - At the close last week it
was selling higher than any of the
other three, B

One thing that generally has a
very pronounced influence on
market prices, except in periods of
indiscriminate optimism or abject
pessimism, is the operating status
of the individual carrier. Sooner
or later investors as a group will
show their greater confidence in
the road which over a long period
of years has showh itself to be in-
herently an efficient operating
property. This factor has taken on
added significance in the postwar
era of inflationary price trends.
As the upward spiral has not even
yet given signs of reversing itself
this is apt to be given even fur-
ther weight by investors as time
goes on.

With respect to basic operating
status, Kansas City Southern otcu-
pies a very enviable position
among the nation’s carriers. Over
a long period of years it has dis-
played a high degree of operating
efficiency consistently. One of the
best measures of operating effi-
ciency is the proportion of gross

“revenues carried through to net

operating income before Federal
income taxes. With the exception
of 1942 and 1943, when some other
roads were reaping greater war
benefits, Kansas City Southern
carried through a larger percent-

.age of gross than did the industry

as a whole in every year from 1935
to 1947, inclusive. It was the only
one of the major roads that was
able to carry as large a proportion
through in 1946 as in the prewar
year 1941, and the 1947 carry-
through of 29.7% was more than
twice that of the Class I carriers
as a group.

One reason for Kansas City
Southern’s  ‘excellent' reeord in
transforming gross: into net is its
Yow transportation - costs. Trans-
portation -costs -are the most im-
portant expense item and.are not,

like maintenance outlays, subject
to curtailment or inflation in line
with management whim for any

extended period. Last year Kan-| §

sas. City Southern was one of only
two major carriers (the other was
Virginian) that had a transporta-
tion ratio below 30%. Its ratio of
29.5% compared with the Class I
average of 40.0%.

1948, the ratio was further re-
duced to 27.9% compared: with
30.1% for the like 1947 interval.
The traffic position of the com-
pany has been bolstered material-
ly by industrial growth of the
service area. This traffic bulge,
coupled with the low ratio of ex-
penses, has developed high earn-
ings on the common stock. Last
year the company reported earn-
ings of $9.75 a share. Including
undistributed profits of the whol-
ly-owned Louisiana & Arkansas,
which has no securities of any de-
scription outstanding with the
public, this would have been in-
creased to more than $13 a share.
Both roads have been showing
further earnings expansion in the
current year to date and for 1948
as a whole the combined results
should reach at least $20 a share.
Kansas City Southern is one of
the few railroads that has not as
yet resumed dividends on its com-
mon  stock despite the sustained
high level of earnings. It was nec-
essary at first ‘to concentrate on
‘the debt structure, particularly as
the entire non-equipment debt
was to mature in 1950. In reduc-
ing and refunding its mortgage
debt the company contracted bank
loans. The subsidiary, Louisiana
& Arkansas, also contracted a
bank loan to call its high coupon
mortgage bonds, The Louisiana &
Arkansas bank loans have been
paid - off with the proceeds from
recent public term financing, and
the last of the Kansas City South-
ern bank debt should be liquidated
by cash payment shortly after the
1948 year-end. It -is - indicated,
therefore, that the time is rapidly
approaching when .the patience. of
common stockholders will be re-
warded. It seems possible that an
initial distribution may be made
before the end of the current year.

At worst, the adoption of a fairly
liberal = regular = dividend: . rate
should be possible reasonably
early in 1949,

Urges Personal Contact of Corporations With
; " Shareholders

I John T. Von der Heide sees more intimacy needed than shown in
annual reports. :

In any sound stockholder relations program, there can be no sub-
stitute for the personal contact and attention of corporate manage-
ment and competent representatives for effectively informing stock-
holders, it.was asserted on Oct. 14 before the Hartford Control of the

Controllers Institute of ‘America®

in a meeting at the Indian Hill
Country Club, Newington, Conn.

This opinion was expressed by
John T. Von der Heide of George-
son & Co., 52 Wall Street, finan-
c¢ial consultants specializing in
proxy: solicitation and stockholder
relations, and formerly Assistant
Director, - New York Stock Ex-

change; Department of Stock List.

Mr. Von'der Heide did not deny
the value: of properly prepared

" annual reports. In fact, he empha-

sized that such reports represent
the foundation of a well-rounded
stockholder relations program. He
added that it had been confirmed
over'and over again that a sub-
stantial body-of stockholders sim-

'ply: do not: take the: time to read

such reports—no ‘matter-to- what

tized for FRASER
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lengths management may have
gone to make an attractive-anc
informative presentation,

“Many companies ‘with' -alert
progressive managements do much
for the information and edifica-
tion of their stockholders,” Mr.
Von der Heide stated.. ‘“Success-
ful companies are as a rule suc-
cessful in the promotion of ‘good
relations with their stockholders
There are- indications. that the
many companies who for years
have accepted their stockholders
as .a matter of fact are now be-
ginning to realize the value of a
better understanding with them.
There are others who continue to
operate as they have in the past,
leaving their stockholders totally

in the dark-as to'many important|. .

facts abouttheir companies.” .«

Moreover, in|§
the eight months through August,| &

| . Estimates Effect of Railroad Wage Increase -
. Walter F. Hahn of Smith Bdrhey & Co., analyzes impact on current rate of
railroad earnings of recent wage increase of 8% granted operating employees

'According to a study from the Research Department of Smith, Barney & Co., mem-
bers of the New York Stock Exchange, prepared by Walter F. Hahn, if the wage increase
of 10 cents an hour (about 8%) accepted by the conductors and trainmen as of the middle

of ‘October
should set the
pattern for
similar in-
creases for the
engineers and
firemen and
non - operal-
ing forces who
are seeking
much larger
increases in
pay, Class I
Railroad earn-
ings would be
affected "to
the extent in-
dicated in
Table I.

Explaining the table; the study
states:

“As.shown in Table I, for Class
I Railroads as a. group the cur-
rent rate of earnings would not
be too seriously impaired by a
10c hourly wage increase, Cover-
age of charges and dividends
would still be large, Moreover, an
8% wage increase could be off-
set by a 4% increase in rates.
However, a $500-$600 million net
incoine would not be high in re-
Jation to the railroads’ needs for
cash for improvements and re-
nlacement of worn out facilities.
The earnings of individual rail-
road companies would be various-
ly affected. some much more than
others, as shown below.

. “A serious blow would be a
tinal wage increase of much more
than. 10c an hour, since:.a full
offsetl in higher'rates would re-
quire increases”which might notl
ne granted by the Interstate Com-
merce Commission -and which, if

Walter F. Hahn

1945

Operating Revenues.
2Net Operating Income
Other Income .._.cco——_.., =
*Balance. for Charges..
Fixed Charges
Contingent ,Chgrges
Pre. Tax .Net. Incomeé
Federal Incoms Tax:.
Net Income

*Before Federal .income taxes.

Bangor & Aroostook.

Chesapeake & . Ohio.

Chicago, Burlington: & Quincy--
fUnicago & Eastern I,

Chicago Great Western

vhicago, ‘Indianapolis & Lou
Chicago, Mil., St. Paul & Pacific
Chicago & North Western

Chicago, Rock Island & Pacific..____
Delaware & Hudson

Delaware, Lackawanna & Western___
Denver & Rio Grande Western.

Erie ._.
Great Northern_.

Gulf, Mobile & Oh

Illinois Central.._.

Kansas City Southern System._.
Lehigh Valley.

Louisville & Nashville_

Maine Central

Minneapolis & St. Louis,
Minneapolis, St. Paul & S. S. Marie__

Missouri-Kansas-Texas

Nashville, Chattanooga & St. L

New York Central ...

New York, Chicago & St. Lou &
New York, New Haven & Hartford. .
Ncerfolk & ‘Western

Northern Pacific.__

Fennsylvania

Pittsburgh & Lake Erie__
Pittsburgh & West Virginia.
Reading
St. Louis-San Francisco
St. Louis Southwestern
Seaboard Air Line...__
Southern Pacific__..
Southern Railway.__
Texae & Pacific

Union Pacific__.
Virginian ,.__.:

Western -Maryland
Western' Pacific__.
Wheeling: & Lake!Erie.. . 1

$8,902,000
1,158,000
205,000
1,325,000
523,000
21,000 |
781,000 .
306,000
475,000
Estimated.

TABLE H—Earnings as Affected by Wage Increases

Transportation Ratio
S

granted, might accelerate the re-
cent {rend of shippers to othei
forms of transportation—chiefly
iruck and river barge for freighi
and autoinobile and omnibus for
passengers,

-“On the basis of recently re-
ported large railroad earnings
(August net income was $86 mil-
lion comparec with about $50
million in August of each of the
three previous. years) and . the
large railyoad earnings to be, re-
ported fol. Septermber (estimated
net income of $70 million .com-~
pared with an average of $23 mil-
lion for September, 1947, 1946 and
1945, railroad shares may better
their prices over coming months,
particularly if foreign news im-
proves and election prospects or
results find reflection in better
market. sentiment generally.
Should this happen, it would be
wise to review one’s holdings of
speculative ~railroad securities
with the view of substituting se-
curities of low cost railroads for
those of high cost. Until the mat-
ters of wage increasé and subse-
nuent rate increase (if any) are
decided, securities of low cost rail-
roads arc to be preferred gen-
erally to those of high cost rail-
roads, since the percentage im-
pact of wage increases on the
earnings of the former will oe
lower than for the latten :

“As an aid in this direction,
the following statistics covering
most of the important railroads
are submiited in Table II. These
show earnings for recent periods
and also the per share impact of
a 10% wage increase (after Fed-

TABLE I—Class I Railroads

1946
$7,628,000
604,000
209,000
780,000
471,000
“l$21,000 °
.. 288,000
..0r16,000
304,000

1947
$8,685,000
1,078,000
229,000
1,262,000
437,000
27,000
198,000
208,000
501,000

Earned Per Share-

Quar, Ended
——August-=—
1947 1948
$4.98 $8.32
$0.31 1.32
3.49
$0.35
1.46
4,92
0.22

uly-—-
1948

%o

1947

Yo

= 4
W W W W H - F s ¢ POy LW
D DD DD s 0 D=8 | The @0 & = t t
PWRIRJANG O R

t
170
1307 L
. J234...,

‘392 166

eral income tax). In comparing
the latter figures with recent
earnings, sight should not be lost
of the fact that for many compa-
nies recent earnings were at a
much larger ‘annual rate tharn
earnings for the last 12 months.
This is shown by per share earm~
ings for the three months endeck
Aug. 31, 1948 and 1947.
“Transportation ratios indicate
roughly the importance  of  in-
creased wages — generally, the
higher the ratio, the greater per- -
cenfage iimpact of a wage increase
on earnings, It'is to be noted that,
due- to various /factors, including
the already. felt effects of ‘infla-
tion, ;'some - companies would be
mucli more seriously affected by
increased wages than others. Ex-~
changes sre thus indicated, where
other considerations are more or
less equal, particularly if the high
cost railroad securities should ex-
perience intermediate price ad-
vance on the basis of the near-
term earnings outlook outlined
above. ;
“Since the ICC will start hear-
ings on the railroads’ request forx
an 9% inciease in freight rates on
Nov, 30, 1948, it will presumably
not be until next year that freight
rates will be raised—if then. I
the meantime, the extent of wage
increases will presumably have
been decided. In the intervening
period, and perhaps thereafter, iE

will probably prove profitable.to
give preference tc the securitics
of low cost railroads—just as it

1948 Recent
12 Months
Ended
8/31/48
$9,397,000
11,274,000
235,000
11,458,000 ~
430,000
130,000
998,000
374,000
624,000

Year
1947

$17.11
7.28
2,69
6.86
4.44
16.24
* 147
1.8
1213
2,01
1.88 -
9.72
11.42
1.93
7.96
1.81
7.27
2.85
10.25

5.03,
16.15!" i 5
“Twelfe mohths ended :Aug:.31, 1948. “+¥ear 1947 and 12 months- ended ‘August 1948 per shate earnings inehide.tax:eredit.
 reported,-in; December; 1947 -0f; $1,637,000; ‘equivalent ‘to, $4.83 Vpesig:gnqxz}’on",g;l\w,_:e,.,'_,;Dcﬁgm. Estimated. Sy

has in gereral in the past year or
50.” b oo, Bl oy

Recent Rate
Revised for
10c¢ Hourly

Wage Increase

$10,000,000
1,196,000
240,000
1,366,000

~ 430,000
36,000
©+900,000
340,000
560,000

Annual
Rate;
Estimate

$10,000,000
1,566,000
240,000
1,736,000
430,000
36,000
1,270,000
470,000
800,000

10% of Esti.
, Current
Annual

Recent
Divid.
Rate
$8.00
4.00
Nil
Nil
. 3.00
6.00
Nil
Nil
Nil
Nil
0.50
3.00
4.00
. 025
2.00 -
1.00
3.00
0.50
Nil
Nil
Nil
3.50
Nil
0.75
1.00
Nil
2.00
Nil
Nil
Nil
3.00°
1.00
1.00
7.00
1.00

%1948
$21.48
1087 -
" 5.78
12.63
3.86
16.25
2.82
5.50
13.69 .
1.44
3.16
10.28
13.00
2.78
. 15.28
3.90
7.92
3.87
11.87
18.87
0.05
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‘Financing the $6 Billion Electric Utility
Construction Program

Ebasco Services, Inc. (service subsidiary of Electric Bond &
Share) has prepared a 44-page brochure with numerous charts on the

subject of “Electric Utility Finance.”

The following is a partial

summary of this study, which covers a wide range of interesting

historical and analytical discus-*

sion.

Some doubts have been ex-
pressed in financial circles as to
the industry’s ability to finance its
$6 billion construction program
(through 1951) because of (1)
rapidly rising costs reflecting in-
flationary trends, - (2) the slow
growth of operating income in re-
lation to the rapid increase in out-
put, (3) lack of understanding of
the beneficial effects of the con-

struction program on operating
costs, and (4) fear of adverse reg-
ulation,

Regarding inflation, the study
points out that in the electric util-
ity industry there is a downward
trend in unit costs resulting from
increased output which tends to
offset the rise in material and
labor costs. This is less character~
istic of the railroad, telephone, gas
and - transit utilities. Hence any

stabilization in wages and prices
should permit the electric util-|

ities to benefit substantially from
increasing revenues.

In appraising the future earn-
ings outlook these points should
be considered, according to Ebas-
co: ‘Accounting adjustments have
now been substantially completed
and it should not be necessary to
set up further special reserves of
income for plant amortization, ete.
Present, rates for depreciation ac-
cruals should decrease rather than
increase, since new facilities will

% ngt

to Plant*

4,

. 3.

Increase—% $25.9 24,

tIndicates decrease.

%
Interest
On. Debt

be longer-lived. Barring another
war, taxes are probably now at
their highest level. C

With respect to the relatively
poor showing of operating income
over the past two decades, the
industry has been handicapped by
major. accounting and regulatory
changés, heavy tax burdens and
the effects of two depressions and
the subsequent inflationary forces.
The savings from lower interest
charges resulting from refunding
operations have been largely
passed along to customers—rate
reductions in the past decade have
exceeded  $312 million. Despite
these difficulties, operating in-
come gained 22% and net income
419% during 1927-47,

Regarding regulation, other
branches of the utility industry
(telephone, gas and transit) have
now received substantial rate in-
creases. The long period of elec-
tric rate reductions appears vir-
tually. ended, and state commis-
sions now recognize that the elec-
tric companies are entitled to pro-
tection against higher prices of
"coal and oil through fuel adjust-
ment clauses. Even unit rate in-
_creases are being granted in some
cases.
1 Ebasco points out that the elec-
 tric industry has greatly strength-
ened ,its balance sheet position
during the decade 1937-46:

Depreciation®
(In per cent of Plant)
Annual
Accruals

1.90
2.41
26.8

Interest
Charges
Times
Covered
1 2.97
1 4.64

4 56.2

Reserves
12.1
22.3
84.3

*All values shown for plant account are adjusted retroactively to

reflect the elimination of an esti
items.

The $6 Dbillion construction
program should permit operating
savings, through the use of more
efficient generating equipment, of
some $200 million in 1951, or $124
million net after adjusted federal
income taxes, Ebasco estimates.
On a 10-times earnings ratio this
would support an increase of $1.24
billion in common stock capitali-
zation, which is probably well ir
excess of the required amount, It
is estimated that, with a 50% debt

ratio maintained for new financ-
ing, the construction program can
be taken care of as follows:

(Billions of dollars)

Total construction program.__$6.00
Cash provided internally
(except surplus)

- . Balance to be financed from

surplus & outside sources_$4.20
Bonds and debentures !
Preferred & Common Stock__ 1.30
Surplus

On this basis the electric util-
ities would need to issue annually
about $525 million bonds and de-
bentures, and $325 million of pre-
ferred and common stocks. Sur-
plus earnings. would contribute
about $200 million per annum.
On this basis, debt would increase
about 32% and capital stock and
surplus about 28% by 1951.

@

mated $1,500 million of intangible

- e—

Dir. of Amer. Red Gross

Sidney J. Weinberg. a partner
of the investment banking firm of

Sidney J. Weinberg

Goldman, Sachs & Co.; was elected
a director of the New York Chap-
ter of the American Red Cross.

To Address Account’g Club

Maurice Austin, author of “Out-
line of Federal Income and Ex-
cess Profits on Corporations,” will
address members of the Account-
ing Club of New York Univer-
sity’s School of Commerce. Ac-

noon (Thursday, 5:00.:p.m.) in
’Morris Hall of the University’s
{ Commerce Building, 236 Wooster
| Street. He will speak on “The
i Accountant in the Field of Fed-
leral Taxes.”

tp://fraser.stlouisfed.oral .. . oie ceo e e

. | taxes.

counts, and Finance, this after- |

Some Ideas on How to Buy Municipal Bonds

(Continued from first'page)
bonds is, however, no different

2| | from the theory that a loan “turns

bad” after it is made,

It would be helpful indeed to be
able to tell, before the loan is
made and before the bond is pur-
chased, which will “turn bad” and
which will net. It is, of course,
impossible to foretell this out-
come with accuracy. One can
anly subject both loans and bonds
to thorough examinations, elimi-
nate thosc¢ that do not measure
up to high standards, and take the
joans and bends which seem to
afford assurance of being continu-
ously “good,” until paid. It would
hbe well to emphasize here that
neither a loan nor a bond is
proven good by being paid, not
even by being paid when due. A
good loan should be one which
does not even cause concern 10
the lender, and preferably not
even to the borrower. If the
lender has to worry and fret, or
verhaps get into business with the
borrower, tc secure payment of
the lean, sach loan could hardly
be called ‘*‘good,” even though
through strenuous efforts it is
paid when due. Moreover, many
a loan that “went” bad is even-
inally paid, but that payment does
not inake it good.

Similarly, a “good™ bond is one
wherewith the investor has no
cause to he concerned about its
pronapt navment. It, too, like a
“good” loan, should be an obli-
gation thal can be repaid prompt-
ly according to its terms without
much strain on the part of either
the invesior or the issuor. In
order to avoid possible confusion
in using the term “good” and
“pbad,” lel us use the terms high.
grade and second grade, and let
us describe.a high grade bond as
one wherein there is continuous
justifiable assurance that its com-
mitments will be met according
to the terms thereof. Of course,
there .is never an. absolute cer-
tainty of payment of any loan or
bond that is not already paid. But
a bond "possesses “high quality”
to the degree that one can have
continuous, justifiable assurance
that the principal and interest will
be paid promptly when-due.- The
standards you set for determining
this justifiable assurance will: de-.
cide whether your ‘bonds* are
really of high quality, or meérely
the type of “good” bond that
“goes bad"” after it has been pur-
chased. dy

Now what tests should one ap-
ply to a municipal bond to justify
an assurance of prompt payment?
To begin with, there should be a|
full realization that the payment
of a municipal bond rests funda-
mentally @pon the collection of
Certain municipal. bonds
are, of course, issued for certain
revenue producing projects, and
the payment of such bonds de-
pends primarily upon the collec-
tion of anticipated revenues from
such projects. But the factors
governing the probability of the
collection of such revenues, in-
cluding special assessments for
assessment bonds, are largely the
same as those governing the prob-
ability of the collection of suffi-
cient taxes to meet the tax sup-
ported debt,

If sufficient taxes are collected
by a municipality, then its bonds
should be paid promptly, and it
sufficient! taxes are not collected,
then there can hardly be that de-
gree of assurance of payment that
should be present before a bond
can_ be classed as high grade.
Hence . it would seem that one
should examine the probability
that tax collections will be stable
and sufficient.

It can hardly be over-empha-
sized that the acid test of the
sufficiency of tax collections is
in a deprcssion. It is in periods
of adversity that any debt is put
to ite test, snd it is in depression

years that a high grade bond, mu-

nicipal or  otherwise, proves its
merits.  Before we classify a bond
as. of high quality, therefore, we
should have justifiable assurance
that its commitments will be
promptly met in depression, as
well as in prosperity, With a mu-
nicipal bond. this assurance re-
quires the' probability of suffi-
cient tax collections in depression
years as well -as in prosperous
years. ' It may well be added thal
such reasoning applies equally to
the bond of any government,
whether it be municipal, state or
Federal—yes, even .the United
States Government.

Economic Stability

Now taxes are, of course, col-
lected from many people, even in
a relatively small  community.
Perhaps the first question to ask,
in seeking that assurance of stable
tax collections is: will those
people have the funds with which
to meet their taxes, and are they
likely to have such funds in dif-
ficult economic circumstances?
The answer to this question lies
principally in the stability of the
incomes of those people. The em-
phasis is on the future, and the
future is notoriously unpredicable.
The greatest asset which a com-
munity can have to ensure a sta-
bility of income for its people is
a wide diversitication of economic
pursuits for those people.

Admittedly, there- have been
“one-industry” communities which
have in the past, even in the pre-
vious depression, enjoyed suffi-
cient tax collections. But no one
can foretell with assurance what
the future will hold for any one
industry, much less any one con-
cern—nor -for even a few indus-
tries or concerns. ‘It is hazardous
to rely wupon any one industry,
or even a few concerns, to pro-
vide stable incomes for the tax.-
payers of a community. “There is
nothing constant but change,” and
diversification is the greatest pro-
tection against possible adverse
effects of that future change.
In justifying an assurance of con-
tinuous sufficient tax collections
in the future, it is advisable, then,
to look for -diversification and
stability in the economic’ pursuits
of the taxpayers of the commu-
nty. Beware of a community
which has “all its eggs in onc
basket.” i

Sometimes a secondary factor
to be considered in appraising the
nrobability of sufficient tax col-
lections, is the wealth of the tax-
payers. . Other things being equal
—as all economists say—a com-
munity ‘made up largely of tax-
payers of accumulated wealth car
he expected to collect its real es-
tate taxes more easily in a depres-
sion than could a community com-
prised largely of taxpayers who
had accumulated little savings
and were dependent entirely on
current income. ' In the latter case,
it is .obviously all the more im-
portant te censider the stability
of those current incomes, for in
such a community the taxpayers
could not have much reserve
saved with which to meet obliga-
tions, including taxes, on a rainy
day.

Stabilily of Farming Areas

*Now, the economic stability of
farming areas perhaps deserves
some separate comment. It is
advisable for an investor buying a
bond of a farming area or com-
munity, to choose an area which
enjoys diversification in its agri-
cultural pursuits. There are areas
of the country wherein farming
is not diversified, being largely
dependent upon one crop. In such
areas the incomes of the farmers
and therefore the incomes of the

| taxpayers, are dependent princi-

pally uphn the success or failure
of the ore crop. In other sec-

tions of the country, including
Ohio. in particular, farming is
generally well diversified. The

record shows that during the pre-
vious depression a generally quite
commendable record of stable tax -
collections -was enjoyed by. such °
areas and communities that were .
principally dependent upon di-
versified agricultural pursuits.
The farmer, of course, derives
his income from the produce of -
his land. The bonds of his school
district, his village, or his county -
are largely paid from taxes levied -
against his land, and the land of -
his neighbors. Obviously, his an- -
nual real estate taxes represent :
only a smell fraction of the value -
of his land, and since these faxes -
are levied directly against both :
his wealth and his means of in- -
come, he has a doubly compelling
reason for meeting, his real estate :
taxes, lest he lose both his wealth
and: his source of current income. -
Furthermore, a rich, fertile area ’
will obviously produce more per
acre than will a poor or marginal |
farming area, and therefore will
be more likely to provide the tax- -
payer with a surplus of income -
over expenses than will the mar-'
ginal farming areas.  This greater '
productivity of the fertile land
will prove especially valuable in
times of cdepression and low farm
prices, . in insuring the income
with which to pay taxes. In ad-
verse circumstances it is the mar-"'
ginal producer who suffers first,
whether he be farmer, laborer, or .
industrialist. Moreover, one gen- :
eraliy finds a more substantial .
class of farmer in the richer areas, .
with an accumulation of wealth.*
that can be used to tide him over ,
temporary adversities, and there-
fore with an added assurance of
an ability to meet his tax obli-
gations in difficult years. Finally, -
the rich land is itself more valu- ;
able, and serves to enhance the -
security ‘behind the bond, since

the taxes are levied against that . -

very land.

The Overall Debt Burden

We repeat: the payment of a.
municipal bond rests fundamen-
tally upor the collection of taxes.
And the real test of the: collec-
tion comes in a depression. As has
heen emphasized, one of the great- -
est assurances that sufficient taxes
will be collected at all times, is .
that the taxpayers enjoy stable,
diversfied economic pursuits. But -
a second important assurance is -
to see that the tax hurden is suf- -
ficiently light that it can be car-;
ried in difficult years as well as
in prosperous years. !

A debt burden of a community
is heavy or light in the degree that -
such debt is reflected in the taxes :
which must be lcvied to carry it
Yet, the debt burden is not al-~
ways accurately indicated by the
tax burden. One community may
be retiring its debt at a rapid
rate, and thus may be currently
levying considerably heavier taxes
than another community with an
equally heavy debt that is being
retired more gradually. Moreover,
a tax burden may he heavy in a
community which actually has a -
light deki burden but which is
levying -high taxes for’' various:
current activities (operating ex-
penses). ‘The degree to which a
communily is operated economi-"’
cally or extravagantly depends.
principally upon the type of "
people in the community, a third *
importani factor in judging. the '
probability of continuous' colle¢- .
tion of sufficient taxes  (which
will be discussed later).: But the'
debt burden is an important com-"'
ponent of the. tax burden, and
more important, it is a burden
which must be carried in depres- '
sion and prosperity, until the debt .
is paid. It is a fixed charge that .
cannot be lowered from year to '
year, ocnce the debt is incurred, ’
except by paying off the debt. 4

The best means of appraising *
the debt burden of a community .
seeris to pe to compare the net:
aebt that must be supported from
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taxes, with the value of taxable
:property .in-the - community. A
. weaithy' individual can carry a
. heavier debt than can a poor man.
. Similarly, a group of. wealthy
individuals can carry a heavier
- debt than can a group of men of
conly-modest means. A community
cis-merely. & group of individuals,
.and a municipal bond is merely
.the debt of a group of peoplé
. gathered together in a municipal-
ity. It follows, therefore, that
“other ., things being equal, a
. wealthy community can carry a
: heavier debt than can a poor com-
{munity.- Hence; it -seems advis-
. able 1o .appraise the debt of 2
subdivision in, relation ‘to. the
value of the property in that sub-
*division, rather than to consider
‘it on-a per capita basis.- The
taxes from which municipal bonds
rare paid are not levied on the.in-
- dividuals in the community, nor
-on a per .capita basis, but rather
“such taxes arve levied against the
»property. of .thos¢ individuals, on
+an ad valorem basis, according to
the value of that property. Con-
sequenily, the debt should be con=

. sidered. in relation, to the value of

‘“the property which is to bear-the
-taxes to'-retire ‘the debt; rather
.than in relation to the number of
- property - owners, or - indiviciuals,
-in the town.

In conzidering debt burden, one
“must include all the debt which is
" to be paid from taxes to be l2vied
* en the property, whether the debt

be for city purposes, for schools,
“for county, or for whatever pur-
" pose. If the debt is to be paid

from the levy of a tax on ‘the
*property in the community, then
" it has a direct bearing on whether
‘ tre burden is heavy or light, and
. therefore on the probable con-
* tinuous sufficiency of tax collec-
tions: hence, it must be included
in one’s calculations whether it
 be incurred by the city. the school
"district, the county, the State or
“any other governmental unit. In

“other words, one must consider
‘not only the direct debt of the
- subdivision in question, but also
' the overlapping debt of all-other

subdivisions which levy taxes on
" the same property. That is, one

must consider the direct and the
. overlapping debt—the overall debt
burden, ’

A community enjoying a stable
_economy can carry a heavier debt

burden than - can a community
. that does not have such stability.
_If the taxpayers ‘“lose their jobs”
. in a depression, it may be difficult
.enough for them to meet even
. light tax levies. Moreover, a com-

. munity suffering from. large scale

- unemployment is likely to have to
_carry a heavy relief burden, and
. if a heavy debt burden must also
. be carried, at the very time'that
. incomes of taxpayers are at a:low,
the results may be quite unfavor-
able to.the creditor. 3
- -In considering debt burden, one
must also realize that the debt of
. any community may change con-
. siderably.in a brief period. The
- reason_for considering debt bur-
, den is, of course, to determine the
. ease or difficulty with which the
- debt can be carried not today, but
. fomorrow, and for years to come.
;Again, the emphasis is on the fu-
- ture. A debt burden may be light,
. gay only. 3.5% of valuation, today,
. but tomorrow the city, the school
. district or the county may- vote
. and issue so many bonds that the
debt burden may suddenly become
~10% or 11% of valuation, a quite
- heavy burden.
It would seem advisable, there-
“ fore, not. to place too much re-
 liance ;ubon debt burden in ap-
" praising, the:quality of a municipal
“pond. It 13 hazardous to-invest
“in’a bond of a community ‘whose
- only claim to ‘high quality is’a

* light debt burden, for that burden;

may be raised too high tomorrow.
- On the -other hand,:one should
- recognize. that deht burdens also
decline, Many communities that
- have heavy burdens to carry- to-
.. day, will have light debts tomor-
- row. The important thing to con-

sider is-that debt burden:is-eonly:
one factor to appraise, .and. prob~,
ahly bot the most important.. Cer-:

tainly it should not be the-domi-

rant factor, if for no other:rea-|

son than it is too variable,

The Character- of - the: People-

Again -we. emphasize: the pay-
ment of a-municipal . bord: rests
fundamentally upon the collection
of taxes. “A third vital factor to
consider in appraising the future
course and suificiency of tax col-
Jections is the type of people in
the community. While the taxes
sre not levied against- the. indi-
viduals on a per capita basis, but
rathes against the  property,
nevertheless the character.-of the
pecple making up the community
has a vital effect upon-the suffi-
ciency -of tax collections and the
payrrent of the debt of the com-
munity. ’

Every bankers knows. that' the,
character of the borrower: plays
a very . important role. in every
loan. In the smaller banks, where
the banker knows. his. customers
well, many and perhaps. most
loans are made on character alone.
There are many people in: whom.

nne is-justified in placing: a con=
fidence that' they: will: leave. no

stone unturned in an’ effort to:re:’
pay their debts.: There ard others
who treat their credit reputations
too lightly, and who have to be
reminded of the importance: of
meeting their obligations prompt-
ly. Some of our citizens and tax-
payers are frugal and diligent,
Icoking = to the Winter that. is
ahead. There are others who are
careiree, cenjoying the Summer
that iz here. When one buys 2
municipal bond he is merely lend-
ing his money to a. group. of in-
dividuals. It is advisable to.con-
sider well the character of those
individuals to whom he is lending
his’ money.

Itis to be regretted that we do |

not nave more actual data that
wou's show for each community
the 1zlative proportion of its tax-
paycie that are of the diligent,
frugal type to whom one perfers
to lena his money, and the rela-
tive proportion - that- are of the
carefree shiftiess type to whom a
loan may be a hazardous venture.
An effort has been made to pro-
vide actual data on this very im-

portant factor by showing,  for

most communities in: this country,
the percentage- of foreign element
in each community divided ac-
cording to the countries of origin
of the Foreign White Stock.

To some people. the payment of
their real estate taxes.is an obli-
gation of first’ and foremost im-
portance.: A predominance of tax-
payers of such character, in ‘any
community, will help considerably
to assure that. stable: collection: of
sufficient taxes which is so. im-
portant to a high grade municipal
boncd. The farmers in: the ‘better
agricultural areas of Ohio would
seem to have: proven themselves
to be of such’ character. There
are other people whose character-
istics seem:to be such that they
put the purchase of an automo-
bile, of new- clothes or of a col-
lege educalion for-their daughter.
ahead of paying their real estate
taxes. ~To such people it seems
easy-to allow their taxes to be-
come delinquent, and to pay them
at a more “convenient” time. 1t
may be difficult to justify-an’ as-
surance of stable tax collections in
a comnmunity with a predominance
of taxpayers of such character.

The character of the citizens is
important in. other respects also.
A frugal, diligent citizen is likely.
to huve some funds saved with
which 1o meet his obligations, in-
cluding taxes, on a: rainy .day.
Morcover,  such:a person, should

he hecome unemployed, is. likely

to pit forth: every efiort to:find
some. souice of income: with: which-
to- meet his okligations, even in: a
depression, rather than to go on

relief or otherwise become ‘a:bur-,

den on the rest of the communit;
Furthermore, citizens. who' are:

debt constvious are usually also tax.

conscious, and, therefore, they will

agually sec that their community
is. operated ‘economically,* thus
‘holding down- the tax burden for
eperating expense. Similarly, this
type of citizen will likely: not fa-

“|vor-the voting of excessive debt,

thus reducing the chances that the

|'idebt; burden will ‘become too

heavy.. As one banker put it,
“Those: - thrifty people wouldn’t
vote to go .into debt for a new
school building as long as the one
they have is. still usable,” ‘And,
actually, that school district was
last in the market with a bond
issue in 1922, and before selling
hondg, this year for a new school
nuilding it had already paid off
all its previous debt.

Now, tco summarize, it would
seem that, in ordcer to justify an
assurance of that continuous col-
lection of sufficient  taxes upon
which rests the future payment ot
a. municipal bond, the most im-
portant . factors to be appraised
nre: :

(1) The. stability of the econ-
omyof ‘theé community. ’

(2) The oaverall debt burden in
‘relation . tu.the value of taxable
property.

"'A(5) The type of people in the
caml'punity'.
i Actually, as. was emphas.zed,

|-the:debt burden can vary consid-

erably over relatively brief pe-
riods, and it is hazardous to placc
too much -importance on only &
light debt.-burden. It will bear
further - emphasis that the other
two: factors, of economic stability
and iype of neople, do not change
muebk in most communities from
year to year, and, therefore, if
would seem safer to place ‘more
reliance on these two factors, than
upon a light debt, in classifying. a
bond as of high quality.

Other Minor Factors

-There are, of course, other fac-
| tors that may well be considered,
but they usually serve merely to
indicate some partial aspect of the
above three fundamental factors.
Probably the most useful -of these
other, minor factors is the amount
of debt paid off by the commu~
nity in past years. It is a sort of
“rule of thumb” in lending, that
if a man has horrowed from you
in the past and paid off his debts,
yvou at least have an inclination to
lend to him again. Similarly, if
a community has paid off a rela~
{ively ' considerable amount of
of ‘debt in the past 5, 10 or 20
yvears, such & record indicates
what may be expected in the fu-
ture; provided, of course, there has
heen no adverse change in the
fundamental factors. Obviously,
a ccmmunity that never had. much
debt. will never have paid off
much, and ‘the absence of a goou
record of  debt reduction could
not be held against that com-
munity.. Further, a good reduc-
tion record is merely an indica-
tion, and certainly no assurance,
of what may be expected in the
future. 'The assurance rests upon
mere fundamental factors.

Over Emphasis of Default Record

Note that there is nothing said
here about having paid the debt
promptly  without = default. It
would seem there is far too much
emphasis put upon a default rec-
ord, and upon a non-default rec-
ord. What does a default indi-
cate anyway? If the default were
due to not having collected suf:-
ficient funds with which to pay,
then it may serve to indicate (1)
a lack of stability in the economy
and in tax collections; (2) a too
heavy debt burden at the time of
the default, and/or (3) an unfav-
orable type of people. But, it has
already been emphasized that one
should examine these three fac-
‘tors: thoroughly, and first. The
default, or non-default record, is
jmerely' a minor item that may or
may:not indicate something about
these fundamental .considerations.
If the: default were due to de-
pository banks being closed, then
one-needs - to know if the banks
closed because of incompetence or
embezzler ent, necither of which
showld he held against the com-

munity, or because the banks op- | sideration, more as a possible -
erated in .a community with (1) |danger signal than for any other
an wnstable -economy, .or (2) anipurpose. A ' rapid decline in
unfavorable type of people who "population may have a dangerous
proved to be poor credit risks for |implication, in indicating a major -
the bank. If it were these last ghift in the economy of the com-
two reasons, the bonds of the com- | munity. On the other hand, even
munity will already have been | a rapid decline in the population *
put below the high gradecate- | of some war-hoom towns may be -
gory. Furthermore, the default a welcome relief to overcrowded
may have been due to a heaVYﬁquarters. Also, a rapid increase
debt hurden: which may well be‘in population may be a danger
eliminated now. Or it may have signal, indicating possibly a major
been due to the removal of an shift in the economy, perhaps
important industry, or of large toward less diversification and
railroad shops from the town, and 'more concentration of employ-
the: community may be well over ment. It'may also indicate an
such a shock to its economic sta-'influx of an undesirable shfit-
bility. Finally, the fact that a 'less type of people. It may also
community has not defaulted in phring at least temporary need for -
the past, certainly does. not, ir.'a heavier ‘ax burden to care for
itself, meen that it won’t default the influx of population, and pos-
in the future. One need only 'sibly a heavier debt burden.. A
realize that until some 20 years glow declne in population, in it-
ago a default in a municipal bond gelf, is usually no cause for con-
was “unt.hinkable.”. Yet plenty of cern, Any important fact it may
places did default in the 1930’s— - indicate would be discerned froni
for the first time.  The important an analysis of the economy of the
question is, “Will the c'ommunity cominunity. "
default?” ‘not, “Did° it?”. And| It should be realized that by
whether or not it will in the fu-'far jost municipal bonds are now
ture does ot - depend. upon jssued with serial maturities, so
whether it ever has, but rather that the days of “sinking fund op-
upon - much ~more fundamental erations and requirements” on any
questions, such as have been dis- important. scale are long past.
cussed. lTaxes are generally levied' each
Tax collections may serve to in- ' year to meet the-serial require~ -
dicate something of the stability ments of the ensuing year. Simi-
of the economy of the  commu- larly, figures showing ‘receipts
nity. - But to do so there must be and disbursements” for a commu-
a history of tax collections going 'nity mean little: or nothing. A
11)33?12( 3tf tk}; qenaljesstlon yiagsl_tt)f _balanced budget is, of course, de-
-34. o- indicate a stability | ;. : i
of tax collections, or-the lack of".ma.lile’ bk't mogk: any co_mmeut.y
it, the figures must cover abnor- |is likely to have operating. diffi-
mal years as well as normal years.  culties at times due largely to the
Tax collection figures for the past fact that tax levies are made each

four or fiveyears are: almost
worthless, both in themselves and
in indicating anything about eco-
nomic stability, It would indeed
be helpful to know: the tax col-
lection percentages for all com-
munities in the years 1932-34, but
unfortunately it does not seem
possible to get reliable figures for
such years for most subdivisions,
esperially outside Ohio. In the
ahsence of such figures, it
helpful to know the. total accu-
mulated delinquent taxes now
outstanding, and to relate that to-
tal to the amount of current taxes
levied in a recent year. A low per-
centage, of say 5% or less, of total
delinquencies in relation to the
amount of current taxes levied for
one year, would indicate: that
taxes have been well collected in
the community, Unfortunately,
however, it does not.prove that
they were. collected during the
depressicn . because: there have
been many years of prosperity
since. during which  the delin-
auencies could have been paid up.
However, a relatively great
amount of - delinquent' taxes. to-
day -should certainly be a danger
signal. -

While considering tax collec-
tions it should be realized that a
communi*y may have experienceri
low collections in= the 1933-34
years because: of banks being
closed, with' the ‘money of tax-
payers who might well have paid
their taxes promptly even in those
years, but who could not tempo-
rarily because their- funds were
in closed banks., In. such a case,
one shoula determine: whether the
banks closed- because- of incompe-
tence or because of a:fundamental
economic intability, .or: unfavor-
able type of people in-the ciia-
munity. )

Another minor factor worth
some consideration is the: type of
management which  the. commu-
nity has. Naturally, other: things
being equal, "it:is preferable to
lend your: money: to:'a. commu-
nity:that is well managed, than tc
one this is inefficiently operated.
But, here again, this aspect is but
an outward. manifestation of a
more fundamental factor, viz.; the
type of people in the comenunity.
The. management of a city: will
usually merely: reflect the char-
acter ‘of the: people in: the. city:

The trend of population in a
community is another minor fac-

tor that miay be . given some .con-

year for' estimated requirements
of the Ifollowing year, with no
provision for building up a sizable
surplus, In fact, the laws of many
}states provide that a surplus for
one vear should apply to reduce
the tax levy the following year.

'A contintous' unhalanced budget

€ ' chould be examined to ascertain if

it is due to an unstable economy
or an unfavorable type of people,
possibly reflected in poor manage-
ment. '

| Property tax rates may be
helpful but this information also
'has its limitations. A low tax
rate cbwviously is favorable as ‘it

indicates a low tax burden. How-
'ever, there are many communities
;with high tax rates whose bonds
‘are indeed of high quality. Tax
rates have long been uniformly
higher in FEastern cities than in
Mid-Western  cities. Hence;
would not be practicable to com-
pare tax rates for communities in
these - different localities. More-
over; of course, the tax rate must
be adjusted to actual value of
| property 1n those states whereir
property is assessed at a generally
fixed percentage of actual value.
Further, a tax rate may be high
in a community simply because:it
is. retiring its debt rapidly. Also,
a low tax rate may-any year ke
boosted considerably by voting of
additional levies for'operating or
bond issues. Yet, when used with
consideration of these limitations,
it may be worthwhile to compare
the tax rates of different commu-
nities in the same state.

In conclusion, however; -it
should be clear that one is led, by
all. these minor considerations.
back to the much more important
and - fundarnental factors of: (1)
economy, (2) overall debt burden,
and (3) type of people; in judg-
ing the probability or  the im-
probability, of a continuous col-
lection of sufficient taxes to meet
i the future obligations of the com-
{munity prompily. .
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Sees Inflationary Pressure Weakening

Guaranty Trust Co. of New York points out, however, if war prep-
arations and heavy government spending continues, outlook for
money supply and price level would take on new aspect.

In the current issue of “The Guaranty Survey,”

Guaranty Trust Co. of New York,
the election campaign on inflatio
‘that no single party or group can
In failing to control it, The

published by the
it is pointed out that the debate in
n has been “beside the mark” and
fairly be held ‘responsible for it or

article also states: “There is some
ground for the belief that infla-
tionary pressure is gradually
weakening and that the problem
may solve itself without need for
drastic measures, Whether this
will prove to be the case will de-
pend to a very large extent on the
condition of the Federal Treasury.
The budget at present is not far
from a state of balance. " But if
war or preparation for war should
destroy the balance, the outlook
for the money supply and the
price level would take on an en-
tirely new aspect. Never have
conditions .more clearly indicated
the need for -economy in nones-
sential government expenditures.
After analyzing the effects of
increased money supply on the
price level, the bank concludes:
“With due allowance for the
limitations of-the data, these com-
parisons suggest that the present
price level is neither conspicuous-
1y low nor conspicuously high in
. xelation to the money supply, pro-
vided we can assume that the
rate of circulation of money and
the volume of transactions .in
- fixed ‘property - are somewhere
near a long-term normal. These
provisos, however, deal with high-
ly variable factors. - The rate of
circulation of money, for ex-
ample, while apparently rather
close to the 1939 level, is probably
at least 20% higher than it was
three years ago and less than half
as high as it was in 1929, If the

rate of circulation should ap-
proach the 1929 level, some prices
would certainly rise. Or, to state
the possibility more realistically,
if a large speculative movement
should develop in commodity, se-
curity or real estate markets, the
rate of circulation of money
would increase. Such a move-
ment might or might not have a
marked effect on commodity
prices and thé cost of living.
might exert its primary force in
security markets, as was the case
il 1929, or it might affect real
estate values, as has been the case
at other times in the past. The
answer would depend mainly on
nonmonetary factors. = As far as
the present rate of circulation of
money is concerned, there is no
adequate basis' for assuming that
it is either too high or too low.

“The problem of inflation con-
trol, while simple in theory, is far
from simple in practical applica-
tion.” If inflation is allowed to
g0 on without decisive. check, it
is not for want of means of check-
ing it but for fear that the-cure
would be worse than the disease.
This is true not only of such di-
rect measures as higher taxes and
restrictive open-market oper-
ations but even of proposals for
the abandonment of Federal poli-
cies-that have tended to aggravate
inflationary pressure such as
mortgage guarantees, support of
farm prices, and official approval
of wage increases.”

What’sAhead forPrices
- And Business?

(Continued from first page)

diately or to. continue to rise
'moderately for several months
(say a further advance of the BLS
price index amounting to as much
. as 5% and continuing for as long
as six months),

The support for the conclusion
that our inflation is about over is
threefold: (1) An analysis of re-
cent price fluctuations . indicates
that price declines have already
begun in important areas. (2)
Demand for goods and services in
the aggregate is not so insistent
as it was and, quite significantly,
plan and equipment expenditures
seem to be flattening out. (3)
The money and credit supply is
likely to exert less inflationary
pressure, particularly in the light
of control measures. - There are of

. course offsetting considerations,
such as the continuance of gov-

- ernment expenditures on a large

. Scale, and these will be brought
in for discussion after the points
just mentioned have been ex-
plored; in my mind they bear
more on the question of what
conditions will be after the infla-
tion is over than on the question
of whether the inflation is actu-
ally coming to an end.

Prices Already Declining in
Important Areas
x Many basic and sensitive com-
..modities have been going down in
price for a considerable time. An
important bit of evidence is pro-
vided by the BLS price index of
28 commodities, - including the
most important agricultural prod-
ucts and industrial raw materials.
The current level of this index is
.-well below its level for January,
. 1948, As a matter of fact, the
actual peak was. reached in the

week ending Nov, 29, 1947, Sim-
““ilar evidence is given by the Dow=
* Jones index of commodity futures

prices; this index, which relates.

to 11 commeadities actively traded
on futures exchanges, has also
been: declining . since its peak ir
the week ending Nov. 29. 1947.

Another bit of supporting evi-
dence is provided by the fluctua-
tions of the three groups of com-
modities—raw = materials; semi-
manufactured goods and manufac-
tured - products—into which ‘the
Bureau of Labor Statistics classi-
fies its many price series. = At
times of general price declines in
the past, raw materials and semi-
manufactured goods have typi-
cally begun to decline before:
manufactured products. The
prices of raw materials and semi-
manufactured goods have thus
been useful “early movers.” At
present, although the prices of
manufactured: products -are still
rising, the prices of raw materials
and semi-manufactured goods have
flattened out since the first of the
year.

The Bureau of Labor Statistics
also publishes price indexes for 10
major--groups of commodities.
Five of these major group indexes
are still tending upward and five
have definitely declined from 2
recent peak. The groups which
are still tending upward are:
building materials, foods, metals
and metal products, housefurnish-
ing goods and fuel and lighting
‘materials. ‘- Those ‘which “have
recently declined are: farm prod-
ucts, “hides and leather products,
textile products, chemicals and
allied products and miscellaneous.
Still another classification by the
Bureau of Labor Statistics pro-
vides™ price indexes for 49 sub-
groups of commodities. Of these
sub-group price indexes 23 are
still tending upward, 12 have re-
(;tlently- flattened out and 14 have
definitely ‘declined from a’recent
peak. v o :

. Large crops-in' 1948. are-chiefly.

It.

responsible for the price declines
which have already taken place.
Moreover, the large supplies ot
grains-have not yet exerted their
full effects on prices, - It will take
some time, probably several
months, for livestock, poultry and
meats to tome down in prices suf-
ficiently to reflect fully the in-
fluences of the large crops of this
year,. When these developments
have taken place, the cost of liv-
ing should be below what it is at
present, This not only will be a
boon to consumers; it will alsc
have a calming effect on the gen-
eral wholesale price level, be-
cause the agitation for higher
wages will be reduced as the cost
of living eases and, therefore, the
upward pressure on the general
wholesale price levél from rising
labor costs will be reduced.

In short, there is evidence that
important  areas of the general
price picture have already fallen
from their peaks. Moreover; the
principal basis for lower prices in
important areas; the large crops
this year, can be expected to
exert in the months ahead a price-
reducing influence in areas which
have not yet begun to decline.
The general wholesale price level
and: the cost of living are probably
close to, if not at, their peaks.

Demand Not So Insistent as
Formerly

The second major reason for
concluding that our inflation is
about over is ‘that demand for
the products of American industry
is' not so insistent as it was some
months ago. The shortages .of
durable goods are largely made
up.  Surveys of the general de-
mand picture have revealed that
in only a few major areas is it
still true that demand is in sub-
stantial excess of supply. Most of
the items which consumers use
can now be obtained readily, and
capital equipment items also, with
some: exceptions, are in adequate
supply.

The principal areas where de-
mand still appears to be in excess
of supply are steel,” automobiles
and residential building. = The
steel industry continues fo oper-
ate at the near-capacity rate
which has characterized it for
more than a year and a half and
still the output is not sufficient to
meet the demand. A part of tota)
steel production, in' fact;, is still
distributed by the industry on a
basis of rationing to its customers
The demand and ‘supply situation
in:the automobile industry is still
so' much out of balance that the
grey market persists—the market
in which essentially new cars are
sold as used cars at a substantial
advance over new-car prices.
Residential building has been car-
ried on in a substantially larger
volume in 1948 than in the cor-
responding period of 1947, despite
the fact that building costs have
been rising higher and higher.

It is now frequently observed by
business commentators that nc
serious .decline- in the general
business situation can take place
as long as the steel, the building
and the automobile industries are
operating on a high level. This
statement taken literally is'‘true
enough, but it carries along with
it an implication which is subject
to qualification. - The implication
is. that when steel, residential
building and autorobiles .enjoy
conditions of unsatisfied demand,
they will continue to operate at

riod in the future—and carry the
whole economy with them. Such
optimism fails to recognize that
beyond a certain point the un-
satisfied demand in these indus-
tries is illusory. It could evap-
orate appreciably because the na-
tional income or purchasing
power could fall while demand in
these industries still appeared to
fact, the demand for durable
tent just before the decline from
a peak' -of prosperity. (There

will- be ‘more in:the latter:part of

vad %

endar year low and each succeed-

-vey indicate that expenditures for

high rates for a considerable. pe-.

be: unsatisfied. - As. a matter of-

goods-has customarily been insis--

-inflation -is:am:upward ‘'movement:

this article about the prospect of
business recession.)

In addition to the disappearance
of ‘shortages of most durable
goods, the condition of orders re-
ceived by manufacturers is an
indication ‘of reduction in general
demand. The Associated Indus-
tries of Massachusetts publishes
each month a useful compilation
of orders received by manufactur-
ers in the state. Massachusetts
industries are a fairly good cross
section, with a few notable excep-
tions, of the industries of the
country. Moreover, this statis-
tical measurement has proved
heipful over a considerable period
of years in sensing important
changes in the business situat.on.
The AIM index has been deelin-
ing since January of this year,

The information on manufac-
turers’ inventories (book value),
as compiled by the U. S. De-
partment of Commerce, is alsc
significant in the present situa-
tion,  Manufacturers’ invéntories
are at: their peak, substantially
above a year ago—not only total
inventories but also inventories o:
durable goods industries and non-
durable goods industries consid-
ered separately. The peak level
of mdnufacturers’ inventories in-
dicates that the future demand for
commodities in general is likely to
be less insistent than recent de-
mand.

It may also be observed that
manufacturers’ inventories -are
probably too high. The records of
earlier business cycles indicate
that inventories which at the peak
of prosperity appear to be. man-
ageable can quickly become bur-
densome as new orders drop
rapidly, more rapidly than it is
practicable to reduce the rate of
output. It is admittedly difficult
to evaluate the dangers inherent
in the large inventories. But as
evidence accumulates that our in-
flation-boom is nearing its end, it
will be increasingly important to
follow a conservative inventory
policy.

Plant and Equipment Expendi-
tures Flattening Out

One of the principal support:
of our postwar business boom has
been the large outlays by business
for plant and equipment. These
outlays have been increasing year
by year since the war, but there is
some evidence that such outlays
may be flattening out. Estimated
expenditures for the fourth quar-
ter of 1948 are below the figures
for the third. quarter of 1948—
contrary to the usual strong
seasonal fluctuation in expendi-
tures for plant and equipment
with the first quarter of a cal-

ing quarter rising above the pre-
vious one. This is the first year
since the war that the fourth
quarter has been below the third
quarter. There is further evi-
dence in a recent survey by the
National Industrial - Conference
Board. News reports of this sur-

the year 1949 are expected to be
below those for the year 1948, the
first annual drop since the war.
Businessmen are reported to base|
this expectation of decline on the
very high cost of capital construc-
tion and also upon the fact that
the need has largely been.
made up.

Less Inflationary Pressure from
Money and Credit Supplies

The third major consideration
suggesting that our inflation is,
about over is that money. and
credit supplies will probably exert
less - inflationary pressure than
they have been exerting.

Total money supply (demand;
deposits in the banks plus cur-:
rency outside the banks) reached
its peak in December, 1947, and
has declined moderately since
that time. : A drop in money sup-
ply. is one of the most significant.
pieces of evidence possible to sugs
gest the end of an inflatien, ber-
cause. the essential nature of an.

of prices resulting from large and
increasing money  supplies' bid-
ding for goods and services which
can no longer be increased appre-
ciably in amounts. ;

"The credit supply is another
element of importance. Business
loans (the commercial, industrial
and agricultural loans of the
banks) may be at their peak. The
current volume. outstanding is
only very slightly above the levgl
reached earlier this year, but ‘if
the seasonal tendency of business
loans to expand in the fall months
of the year were allowed for, the
adjusted figures might well be
below their peak. :

Control Measures Making Credit
More Expensive and Less
Plentiful

Steps have recently been taken
in three different directions look=~
ing to the reduction of inflation-
ary pressures from the monetary
side: (1) controls over consumer
credit have been restored; ¢2)
money rates have been raised; and
(3) the reserve requirements for
the banks have been increased.

Following the passage -of the
“anti-inflation” act by the special
session of Congress in August,
1948, the Board of Governors of
the Federal Reserve System re-
imposed, as of Sept. 20, controls
on consumer instalment loans and
instalment sales  credits, in. a
somewhat revised form of the old
Regulation W,

The reimposition of Regulation
W may be regarded as restraining
the stimulating influence of credit
on the price and business situa-
tions, inasmuch as some dealers
relaxed their terms on instalment
sales following the termination of
credit controls toward the close of
1947, but the effect of the new
controls will probably be mild.

Money rates have gone up -
sharply, percentagewise, during
the last two years. The monetary
authorities have recently taken
steps to bring rates up somewhat
further: the Treasury has increased
the rate on new issues of short-
term government securities and
the Federal Reserve banks have
raised the rediscount rate again.
These actions were taken by the
monetary authorities as part of
the anti-inflation drive and the
higher level of money rates may
be thought of as a moderately re-
straining factor in the credit and
price situations. But since money
rates are still very low, by long-
term comparisons, . despite their
increases in the last two years, no
substantial change in the credit
and -price picture may be ex-
pected to follow from these recent
increases, ' The continued avail-
ability of credit is of greater sig-~
nificance to most borrowers than
an increase in the cost of it, espe-
cially when money rates are still
low. "

Of the three control measures
referred to, the recent increase in
reserve requirements of the banks
is likely to have the strongest in-
fluence. Effective Sépt. 16 in
some cases and Sept. 24 in others,
the Reserve Board raised the re-
serve requirements of Its member
banks by 2% of demand deposits
and 1%2% of time deposits.  This

action meant that approximately -

$2 billion additional had to be
placed by the banks on reserve
with the Federal Reserve. banks
and that the potential loan expan-
sion by the banks was reduced by
approximately $12 billion. .. The -
banks were able. to .make. the
necessary increases -in, resenves
chiefly by selling some .of.their
government. segurities, so that. it
was: not necessary to reduce their
outstanding loans . in  grder., to
bring deposits. down; to,. conform
with. the new reserve require=~
ments. Nevertheless, the move by
the Federal Reserve Board was a
significant, dvelopment, ‘particu-
larly because its timing was a sur-
prise to the banks.

.+ It had been-expected, that-same-. . -

increase -in' reserve .requirements.
wauld . be:made;. but. that. the acw .

tion, ;woulds:be--taken: . later:. onye
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perhaps not until” after elections.
Coming ‘when it 'did, the action
suggested that the reserve au-
thorities. were .somewhat more
determined to resist inflationary
pressures than many had thought
them to be. The reserve authori-
ties still have unused ammunition
of the same sort, According to
the recent legislation, the Federal
Reserve Board could increase the
reserve requirements still further,
by 4% for New York and Chicago
banks and by 2% for other banks,

Probable Extent of Reaction

Whether a bust will follow the
end of our boom is of even greater
concern to business than whether
our inflation-boom is over. It is
impossible to know ahead whether
we are likely to have a mild or a
severe reaction, but a number- of
considerations may be cited which
have an important bearing on the
issue, :

It has been typical in the past
for the general price level to drop
substantially very soon after an
inflation peak. This was true in
1920, following World War I, and
was also true in 1815 when the
inflation associated with the War
of 1812 came to an end. In con-
trast, the general price level
moved irregularly for about' six
months before turning down
sharply in 1864-1865. Thus, al-
though the evidence is not all in
one direction, past records suggest
the probability that a substantial
drop in the general price level
will come promptly after the in-
flation peak has been reached.

There 'are, however, a number
of significant supports to the price
and business = situations = which
should 'not be overlooked. Thus,
demand for goods and services
continues strong throughout most
of our economy and, as noted
above, there are a few important
areas where demand still far out-
runs available : supplies; Then,
too, credit is plentiful at moderate
rates, despite the recent increases
in rates and the introduction of
greater control over the potential
supply of credit. Aid to Europe
will continue to hold up'demand
for numerous commodities,
ernment support of agricultural
prices is important and the very
large . government expenditures
(perhaps 20% of total national
income if Federal, State and local
government expenditures are
lumped together) are not likely
to shrink. Military expenditures,
stockpiling of strategic materials,
European Recovery Program, vet-
erans’ aid—these are all commit-
ments of the present which con-
ceivably may be expanded, as by
war, Y

Moreover, some of these sup-

ports are new; that is, they were
not present when our earlier in-
flation episodes were drawing to
an end, - Government support: of
agricultural prices and the present
great magnitude of total govern-
ment spending, in particular, are
elements of support which were
not present earlier, )
" But while. we recognize the
strong ‘points in the present situa-
tion' and- while we may even
conclude that the preponderance
of -evidencesuggests that no se-
vere decline in business and prices
is just ahead of us, it is prudent
to asknowledge the possibility of
a severe''fecline, .It is salutary
to recall that the prevailing atti-
tude of businessmen and academic
students * of' ‘business conditions
befot'é edch ‘of our major down-
‘turns - during' the past generation
was to’emphasize the strong points
in the ‘pi€ture and to'expect noth-
ing‘more than a minor downward
correction, - - ‘

This: ‘attitude prevailed in 1920,
1929 and 1937, just before the se-
vere declines that started in those
years. At the end of 1929, despite
the fact that the stock market had
crashed ‘in'the autumn just pre-

_ceding, it was widely believed
%that industry and trade would ‘not
‘suffer a serious decline. Develop-

ments during the first part of 1930
tended to bear out that optimistic

Gov-|

|
|
|
|
{
|
|

expectation, but in the second half
of 1930 the serious depression
arrived. There was failure to
recognize the seriousness of  the
situation also 'in 1920 and again
in 1937. The underestimation of
the dangers in 1920 is of partic-
ular interest now since there may
be a closer parallel between our
present forecasting problem and
the problem in 1920 than between
our present forecasting problem
and the ones in 1929 and 1937.

Comparison with 1920 ~

Comparing the present situation
specifically with the situation in
the spring of 1920 just before
prices of commodities began to go
down drastically, we see, again,
that the agricultural price support
program now in operation and the
large ‘and stable block of govern-
ment spending today constitute
significant differences: And these
are differences of such magnitude
as to suggest that any declines in
business and  prices which may
come in the near future are not
likely to be as severe as.1920-1921.
But the point is that things have
been “different” before. - Thus,
prior to the 1920 downturn it was
widely believed that the recently
established Federal Reserve Sys-
tem and the fact that the United
States had become for the first
time a creditor rather than a
debtor nation would preclude
deep depressions.

A few excerpts from the
Monthly Letter of the National
City Bank of New York may be
of interest in this connection. In
May, 1920, the month in which
the general commodity price level
reached its peak just: before it
tumbled into perhaps the most
devastating price decline the
country has ever experienced, the
Monthly: Letter, under the head-
ing, “Trade Conditions Generally
Sound,” observed as follows:

There is no evidence that
stocks of goods are excessive
in this country .. . Conditions
the world over are not such as
to suggest a state of over-
production in any of the essen-
tial industries in the near fu-
ture. The conspicuous feature
of the situation is the great
backed-up - demand for con-
struction work, and there is no
record of panic and industrial
depression in the face of such a
prospect. The peeds for houses
for railroad equipment, and for
construction © work ' of many
kinds in our own country, not
to speak of the needs of other
countries, are imperative.

The following appeared:in the
Monthly Letter for July, 1920,
after the price decline had
started:

The general world situation is
not favorable either to a rapid
decline of prices or to prolonged
depression. There is too much
work needing to be done. The
argument from former reactions
from high prices and succeeding
periods of industrial depression
is not good, for the reason that
such reactions in the past have
followed periods of construction
and enlargement . of industrial
capacity which had run their
.course,

These quotations from the Na-
tional City Bank are not presented
in a spirit of criticism. I have
great respect for the bank, for
the men who have written the
monthly letters, and for the con-
tents of the monthly letters over
the years. It is precisely because
the statements were made on such
good -authority that ‘they are
quoted here, -The fact that lead-
ing analysts of the- business and
economic situation could write as
they -did just before the “inven-
tory crisis” and serious depression
of 1 1920-1921. should serve as a
helpful - warning = against over-
estimating the favorable and
strong points in our situation to-
day. . - Yk v

There are two ‘tendencies ‘in
particular which make forecasting

especially difficult at a time like
the present, There is the tend-

'general will

ency for ,forecasters to project
the situation, which exists when
they make their forecasts—in
other words, to forecast no sub-
stantial change. There is also the
tendency to be optimistic. At a
time when business is booming
these two tendencies reinforce
each other, ' The existence of
these two tendencies gives further
justitication for discounting cur-
rent pronouncements of “all clear
ahead.” b

Conclusions

I have reached the conclusion,
first, that our inflationary boom
is about over, Either very
promptly or at some other time
within the next six months it will
probably become apparent that
the peaks of wholesale prices and
the cost of “living have been
reached.  As a second conclusion,
it is. more likely that prices in
begin to decline
promptly after the peak has been
reached than that the general
level of prices will held for many
months around the peak. By way
of further conclusion, a decline of
business - activity should be ex-
pected to accompany a decline of
prices.

It is impossible to know ahead
whether the declines in business
and prices will be moderate or
severe. . There are significant
strong points in the present situa-
tion which suggest that the de-
clines  will be moderate, ‘but
optimistic interpretation - should
be discounted because an opti-
mistic bias is inherent in the
thinking of business analysts and
forecasters, which has typically
caused them to underestimate the

because I have no way of evalu-
ating it satisfactorily.)

It would, therefore, seem to be
prudent for -businessmen gener-
ally to recognize the possibility of
a severe business recession and
price decline within the next year
or two and to endeavor to get
their businesses as nearly as pos-
sible into condition to ‘withstand
such declines as may come, In
fact, widespread attempts on the
part of businessmen to get ready
to weather a 'storm represent, in
the economic world in contrast to
the world of nature, perhaps the
most effective way of minimizing
the severity of the storm when it
comes, This attitude and general
policy on the part of businessmen
imply conservatism, but not ap-
prehension, with respect to opera-
tions. Implied is the desirability
of ' keeping = individual business
units flexible,

There is als¢ a further and
even more fundamental aspect of
wise business policy in these
days: the operation of .the indi-
vidual business with reference to
the good effect on the general
econongic situation.. This means
concretely . that readjustment to
lower levels of prices and opera-
tions should be carried out with
moderation.  Gradual = readjust-
ment is to be desired when re-
adjustment becomes necessary.

To be sure, an individual busi-
ness may promote its short-run
welfare in a time of readjustment
by making drastic reductions in
its prices, inventories, employ-
ment, and so forth; and, therefore.
by the limited criterion of indi-
vidual and short-run profits, such

dangers and overemphasize the
strong . points prior to the major
business "declines of the last gen-
eration, - (It should be pointed
out, on the other:hand, that in-

tensified war dangers and a
sharply stepped-up preparedness
program could rule out the pros-
pect of lower prices and declining
business. The war factor has been-
left -out of the present analysis

precipitate policies seem to be
good business. But for businesses
generally to take such drastic ac-
tions in the surest way to.generate
a spiral of deflation, detrimental
to all, including the “smart oper-
ators.”  Basically, then, the pres-
ent situation calls for a widening
of the area of a businessman’s
Jloyalties, a greater willingness on
| the part of individuals to make
short-run sacrifices for the long-
run welfare of all.
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cesses—overbuying, - overborrow-
ing and.overbuilding.. - The other
is to mitigate the: potential dam-
aging effects by maintaining pur-
chasing power, and by providing
security to people, particularly
during .the early stages of a busi-
ness recession. :

The national program of this
government for economic security
involves both types of protection.

Under the Securities Exchange
Act of 1934, the Federal Reserve
Board is authorized to limit the
use of credit in the security mar-
kets. This provides a means for
discouraging excessive stock spec-
ulation. Under the protective op~
erations - of ' the Securities and
Exchange Commission, the public
is safeguarded to a large extent,
against manipulative practices.and
misleading information in security
markets. Somewhat similar pro-
tection:in the commodity markets
is provided by the Commodity
Exchange Authority.

In order to aid in the control of
inflation, regulations to restrict
the expansion of credit in the sale
of durable consumer goods have
recently been: reinstated.

Government fiscal policy has
been directed against price infla-
tion by restricting credit, and by
directing budget surpluses toward
reducing the money supply.

Strong. measures have = been
passed which'will retard a reces-
sion in its early stages and mini-~
mize its effect. Under the pro-
visions of Social Security .legisla-
tion, we. now:, have. Federally-
sponsored unemployment. insur-
ance_administered :by..the  states.
This should aid materially in
maintaining purchasing power

The Federal. Deposit. Insurance
legislation protects the savings of
depositors, and: greatly improves
the stability of the banking
structure,

Minimum wage laws, and legis-
lation for protecting the rights of
labor, which have broadened the
use- of - collective bhargaining in

| wage negotiations, have served to

strengthen and stabilize the en-
tire wage structure. They have
materially reduced the danger of
a decline in wage earners’ in-
comes and purchasing power.

The position of agriculture has
been ' protected + by - safeguards
against  excessive declines in
prices of many crops.

These measures, and various
others with similar objectives,
have been effective in two ways:
They have greatly restricted any
tendency for our economy to get
out of balance, and they have
contributed to a’ general feeling
of underlying security: such as we
have seldom before experienced.

. Ecoﬁom& Stabilized For a Year

As we stand on our present high
economic plateauy, let us. examine
our surrcundings. Apart from the
effect of rising prices, our econ-
omy has been stabilized for about
a year around thé present full
employment level. fe iy
* As we look over our cities and
farms, we see a high-level econ-
omy in action, with record em-
ployment, with business highly

wnedanalléd in the history of
country or in the world. Sy,

of the war there have been gen-
eral expectations of a coming.de-

during any business setback.

pression. Many have predicted

that “it can’t last.”  But the high
level of prosperity has lasted.

Today we see very little evi-
dence of weakness in the economic
structure, apart from the price
situation. ' It is true that business
dropved off this Summer in tex-
tiles and some other soft goods.
However, this type. of “industry
adjustment, with no appreciable
effect on the general trend, rep-
resents: a normal corrective ad-
justment,

In the stock market, trading
has remained rational, Activity
in the commodity market is no
greater than normal. Business
men have been cautious in ex-
panding inventories,

Had it not been for thé active
measures taken by this govern~
ment ‘to prevent an unbalanced
economy, conditions might well
have been different. With record-
breaking corporate profits,, more
than double those of 1929, a spec-
ulative boom in the stock market
might again have undermined the
business structure. But we have
had no such experience.

In the commodity markets, no
speculative . boom has developed,
despite - the huge demand for
goods and materials during the
war, and the persistent shortages
which  have -lasted up to the
present, Thus the possibility of a
cumulative liquidation of specu-
Jative - holdings and inventories,
such as occurred in 1920, is great-
ly minimized.

Some people are apprehensive
about the permanence of. our
present business levels solely be-
cause they are so high. But we
are in a growing economy. The
levels of 1929 are much too low
for us today. We have 25 million

prosperous.’ with living “standards’
-this’

more: people than in 1929,  Our
demands have been increased by
new products and services, by
higher pioduction  efficiency, by
more rapid transportation.. You
in Los Angeles well know that old
standards quickly become obsolete
in a growing community.

Inflation Greatest Problem
If we wish our present level of

| prosperity to continue we must be

constantly on the alert to protect
it. We must resist any tendency
to make the same serious mistakes
as were made in 1928 and 1929,
and in earlier business booms, Of
greatest .importance now ks the
need for combatting inflationary
pressures. The Government has
only limited weapons for this bat-
tle, but I assure you that every
weapon available is being used.

Budget surpluses - during the
past two years have been our most
etfective fiscal weapon, enabling
us- to reduce inflationary pres-
sures through paying off part of
the Federal debt. This has been
reflected 'in a reduction in the
imoney supply,

I. stated, when I took over the
duties of Secretary of the Treas-
ury, that it was the responsibility -
of the government to reduce its
expenditures in every possible
way, and to achieve a balanced
budget, or better. It was a great,
satisfaction, - therefore, to an-
nounce at the end of the fiscal
year just passed, that we had
achieved by far the largest sur-
plus in our history—$8,419,000,000.
But, unfortunately, due to the tax-
cut, we shall have no budget sur-
plus available as an anti-inflation
weapon in the current fiscal year.

If- we are to be successful in °
maintaining our present prosper-
ity, the need for continued re=
straints on ‘speculation, excessive
credit ‘expansion; price inflation,
and' ‘other -developments -that
threaten an eventual depressing
effect on business, must be recog-
nized and widely supported.

With our people on the alert
to protect their heritage—to de-
fend themselves -against' the:re-
curring; cycles of booms and de-
pressjons - that have plagued, our

4 g A . "_‘Ination since its earliest, days—a
~ From itime to time since the énd-

‘brilliant future i$ in prospect.
Our factories have not yet been
able to meet the demand for new

(Continued on page 30)
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automobiles, farm ma(hmery
freight cars, electric power equip-
ment, steel -pipelines and many
other things. New houses, new
schools' and highways,' new elec-
tric capacity, and other capital
equipment -are urgently needed.
Our population is growing, and a
still greater expansion in these
facilities will be called for in com-
ing years, Television, plastics, and
other new inventions are attract-
ing an increasing public demand.

With this rescrve power in our
national economy, we have un-
usually Tavorable basis for con-
tinued prosperity. If we can
avoid the mistakes of the past—
if ‘we can guard against excesses
that might throw our economy out
of balance—I feel that we have an
unparalleled  prospect before us.
Through the  cooperation of  all
groups in ‘moderation and self-re-
straint we can make this prospect
a reality,

Southeastern Group.
Of IBA to-Mee!

BALTIMORE, 'MD. —The:29th
annual-meeting of the Southeast-
ern - Group of ‘the Investment
Bankers ‘Association will be “held
Friday, Nov. 5, 1948, at 4 o’clock
p.m.'at The Merchants Clubi Balti-
more. «

' There has been appohted for
the ‘purpose of presenting ‘nom-
inees for -officers and members of
the' Executive Committee to serve
for the-ensuing ycar, a committee
consisting ‘of Cluude ‘W, Wilhide,
Chairman, Baker, Watts & Co,,
Béltimore, Md.; ' John Clifford
Folger, - Folger. Nolan, . Incorpo-
rated, Washington. D.'C.; John C.
Hagan, Jr. Mason-Hagm Inc.,
! Rlchmond ‘Va.

This committee has made the
following: nominations:

Chairman, Jares '‘H. Lemon,
Johnston, Lemon & Co., Washing-
ton, D. C Vice- C"urman Joseph
W, Sener ‘Mackubin, Leag & Co.,
Baltlmore, Md.: -Vice= Chalrman
W."Peyton Mav I-vestment Corp.
of Norfolk, Nor‘~lk 'Va.: Secre-
tary-Treasurer w Gmroll Mead,
Mead Mll]er & Co., “Baltimore,

There have b~en nominated for
election to the Exccutive Commit-
tee, in addition io the above of-
flcers
. Wm. W, Mnck»]l. Mockall -&

Coe, Washington ' D: C. (for-three
years). and Edwarc K. Dunn. Rob-
ert . Garrett & - Sons Baltimore,
‘Md (for one ye~) ex-officio.

Group Offers Pfd. Stock
Of Pa. Power & Lizht

‘A group of . investment bank-
ing firms headed hy Drexel & Co.
and ' the "First ‘Ractan  Corp. of-
fered to the public Oct. 21 at $100
per share and nar~riind dividends
63,000 shares of 4.6N% wnreferred

- <t0ck of Pennsylvomia Powear &
Light Co., ‘par value '$100 per
share,

‘The proceeds wi'l he n<ed for
new -equipment and  farilities' to
be mstalled as part of the com=
pany’s extensive ~anctruction pro-
gram during 1948-1951,

‘The fterritory sevveéd by the
company include«’ large agricul-
tural and indust'isl sections and
important :anthracite districts in
central eastern Pernsylvania with
a jpopulation of ‘more than 1:740,-
000. ‘Electric service is furnished
in “an .area of 9300 square miles
and in this area the company
serves - 774 :communities.

Operating - rev-nues for the 12
months-ended June 30 1948, were
$62,510.258 and net income $7,-
393,465,

.| Lv. Knoxville

{ Lv. Cleveland

Investment Bankers Association of America
To Gonvene in Florida, Dec. 5-10,.1918 -
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there is unused space available, it is recommended that members
make arrangements to share thelr accommodations,

Requests for parlors will be filled to the extent posslble Some
parlors have two bedrooms adjoining them, but most have: only. one.
The bedrooms adjoining parlors are 'double rooms,

The hotel will be able to accommodate a limited number of
guests who wish to arrive during the week preceding the convention,
or who wish to stay over afterwards. The rates quoted above will
apply from Nov. 28 to Dec. 18,

Arrangements have also been made whereby the Surf Hotel
and Seacrest Manor will be available ifneeded . to.accommodate
any overflow, If there is an overflow, member houses will,. to
the extent necessary, be limited to two bedrooms. at the Hollywood
Beach Hotel and their additional representatives will be placed at
one. of the other hotels. All of the rooms at the Surf and Seacrest
Manor are double rooms with twin beds and private baths.

¥
%4

Hotel Registration—Baggage

Representatives of the Hollywood Beach Hotel will travel on the
‘convention special trains and will furnish passengers with slips in-
dicating their hotel room numbers. These slips should be presented
to the floor clerk :on the proper floor, and the floor clerk will turn
over the key to the room. It will not be necessary to register.

The “hotel’s representatives will -also furnish ' passengers . with
baggage tags filled out with their names -and hotel room: numbers:;

One of these tags should be mttached to each. piece of hand:baggage.

‘Then, upon arrival in Hollywood all such baggage will be transported
1mmed1ately from the station by truck-and dxstnbuted pPomptly to
the proper: hotel ‘rooms.

Those traveling to. Hollywood by other means than the: specxal
trains should, of course, register at the hotel desk -in the regular way.

Convention Transportation
Special trains for the convention will- be operated from New
York -and Chicago to Hollywood and return. In addition, special
cars 'will be operated ‘from Cleveland, Detroit, thtsburgh and
St. Louis, and will be :attached to the special trams en route The
schedules for these trains and cars will be as follows:

NEW YORK ‘SPECIAL TRAIN
Going
Eastern Time
10:20:a.m.
*10:35 am,
11:55 am: -
12:05 p.m.
12:38 p.m.
1:40 p.m.
2:20 p.m.
-5:10 p.m.

Sat., Dec. 4
Lv.New York
Lv. Newark
Lv. North Philadelphia
Lv. 30th Street Phila.
Ly, Wilmington
Lv. Baltimore
Lv. Washington
Lv. Richmond
Sun., Dec. 5
Lv. Jacksonville
Ar. Hollywood

Penna. RR. .
Penna. RR, .
Penna. RR.
Penna. RR. -
Penna. RR.
Penna. RR.
R.F. & P.RR.
Atl. Coast Line

5:10:a.m.
11:10.a.m.

Fla.E. C.Ry.
Fla. E. C. Ry.

“Returning . :

Fri., Dec. 10 Eastern Time
Lv. Hollywood

Sat. Dec. 11
Ar. Richmond
Ar.Washington
Ar, Baltimore
Ar. Wilmington
Ar. 30th Street Phila.
Ar. North Philadelphia
Ar. Newark
Ar. New York

Seaboard RR.

Seaboard RR.
R.F. & P.RR,
Penna. RR.
Penna. RR.
Penna. RR.
Penna, RR.
Penna. RR.
Penna. RR.

CHICAGO SPECIAL TRAIN
Going
Fri: Dec. 3
Lv. Chicago (Central Sta.
Mich.Ave.at 12th St.)
Sat., Dec: 4
Lv. Indianapolis
Lv. Cincinnati

8:30 p.m. (CT)

12:25 a.m. (CT)
4:35 a.m. (ET)
11:30 a.m, (ET)
5:05 p.m. (ET)

N. Y. Cen. Syst.

N.Y.Cen. Syst.
L.& N.RR.
L.&N.RR.

Lv. Atlanta Atl. Coast Line
Sun., Dec..5
Lv. Jacksonville

Ar. Hollywood

2.20 am. (ET)
8:40 a.m. (ET)

Fla.E. C.Ry.
Fla.E. C.Ry.

Returning

Fri,, Dec. 10
Lv. Hollywood

Sat., Dec. 11
Lv. Hampton
Ar. Atlanta
Ar: Chattanooga
Ar. Cincinnati

Sun., Dec. 12 ;
Ar. Indlanapolls N.Y. Cen. Syst.
Ar. Chicago (Central Sta,

Mic. Ave. at 12th St.) N.Y. Cen. Syst.

CLEVELAND ‘$PECIAL CAR
Going

Seaboard RR. -8:00 p.m. (ET)

3:25 am. (ET)
11:55 a.m. (ET)
2:45 pm: (CT)
11355 p.m. (ET)
2:10 a.m. (CT)

7:55 a.m. (CT)

Southern Ry,
Southern Ry.
Southern Ry.
Southern Ry.

Eastern 'I"ime
8:15 p.m.

Fri., Dec. 3
B.& O.RR.

B.& O.RR.
" New.York Spec1a1

Sat.,Dec. 4
Ar.-Washington
Lv. Washington ‘

27:30 am.
2:20 p.m.

Returnmg

Sat., Dec. 11
Ar. Cincinnati
Lv. Cincinnati

Easterni Time
. Chicago Special 11:55 pm:

N.Y:Cen. Syst,

'11:55 pim.

‘Sun., Dec. 12
Ar. Cle'v_eland :

" N.Y.Cen.Syst._ . 7:05 am.

‘Ar. Cincinnati

Ar Pittsburgh

. ‘Fri.; Dec. 3

‘Ar. Indianapolis

: i'egulatxon Pullman ‘tickets..

DETROIT SPECIAL: CAR e ST ek
Going :
"Edstetn Time
.B. & O. RR. 5:45 p.m.
"B. & O.RR. "Oapm

B. & O.RR.
New York Special

Fri., Dec. 3
Lv. Detroit’
Lv. Toledo

Sat., Dec. 4
Ar. Washington
Lv. Washington

20 a.m.,
:20 p.m.

Returning
Sat., Dec. 11 Eastern Time
11:55 p.m.

11:55 p.n.

(] Special
Lv. Cincinnati
Sun., Dec. 12
Ar. Toledo
Ar. Detroit

5:30.a.m.
7:20 am.

PITTSBURGH SPECIAL CAR
. Going
Fri..Dec. 3
Lv. Pittsburgh
Sat.; Dec. 4
Ar. Washington
Lv. Washington

Eastern Time
Penna. RR. ©10:30 p.m.
7:55 a.m.
2:20 p.m. -

Penna. RR.
New York Spec1a1

Returning . i

- Eastern Time
1:45 pm.”
11:35 p.m.

" Sat., Dec. 11’
Ar. Washington
Lv. Washington

Sun.; Dec.: 12

New Yoryka.pecial
Penr‘a RR

; Penna RR

ST LOUIS SPECIAL CARS ; :

Golng ity 4 20l it el e

Central Time
6:00 p.n.

10:40p.m. .

8:25 a.m.

‘N.Y: Cen: Syst.
*NUY. Cen. Syst.

Liv. St: Louis

Ar. Indianapolis
Sat., Dec. 4 i

L. Indi%napolis " Chicago Special ‘12:25am. -

Returning . .

‘Central Time "
2:10 am.
2:20 a.m.
7:25 a.m.

Sun., Dec. 12

Chicago Specia}-
N.Y. Cen. Syst. -
N.Y. Cen. Syst.

PULLMAN RESERVATIONS :

" New "York ‘Special Train—Pullman - reservations. for the going ,
trin should 'be !made through.the New York Transportation -Com-=,
mittee, of whichNorman Smith, of Merrill - Lynch Pierce, ‘Fenner ;
& Beane 70 Pine Street, New York 5,.N."Y., is Chanrman The .

Lv. Indianapolis
Ar. St. Louis

| blue form which accompanies the bulletm should be -used for this -

purpose. -

Drawing .rooms, compaltments .and bedrooms w111 be ‘available. -
Drawing rooms ‘and compartments, ‘will -not ‘be assigned for. single .
‘cecupancy unless it develops at the last minute -that there will be -
unused space available. When the supply.of drawing rooms has .

been exhausted, it will be necessary to .assign compartments to those -
requesting drawing rooms. When the supply of bedrooms has been - *

exhausted, ‘it will be necessary’ to as51gn those requestmg bedrooms X
a compartment ‘and’ a roommaté, . .
One-way Pul]man fares (mcludmg Federal tax) to Hollywood -
are as follows: . .
Bedroom
(1 Person) *
$26.22
12513
25.13
23:92

Compartment
“(2 Persons)
'$38.87 -
36.97
36:97
35.08 -
45.43 33.87 ~ 2271
41,52’ 30.53 20.76

Certificates. covering Bullman space will be issued in lieu .of,
Certificates will. be malled if applica-
tions are received promptly. Otherw1se they may "be picked: up at*
the ‘office of Norman Smith prior to 5:00" p.m. on Friday, Dec. 3. :

The Committeé will not handle return Pullman reservations. -
They should’ be made at:Hollywood. Representatives of the rail-:
roads ‘will~be "at the Hollywood Beach Hotel throughout the .Con-’
vention’ to ‘handle’ such reservations. !

Drawmd Room’
(2 Persons)
$52.44
50.26
50.26-
47.84

Philadelphia
Wilmington
Baltimore
Washington
Rlchmond

Chxeago Special ‘Train—Pullman reservatxons for the going trip :
should be made throtigh” Charles R..Pérrigo, Hornblower & - Weeks,
39-S. La Salle Street, Chicago 3, Ill; The yellow form whlch accom—;
panies the bulletin- should be used ifor.this-purpose., .

Drawing. rooms, compartments, and:bedroom will be avallable
Drawing rooms and compartments. will not be assigned .for single .
occupancy - unless it develops atf the last minute that there wilt be
tnused. space available. 'When,the supply of drawing rooms has,
been exhausted,.it will.be necessary to assign compartments to those .
requesting drawmq rooms. When the supply of bedrooms. has-been-
exhausted, it ‘will be necessary to assign those requesting -bedrooms”
a compartment and a roommate.

,.One-way Pullman fares (including Federal tax) to Hollywood.
are as follows:

3

Bedroom -
(1-Person) :
$27.55
. 24,38

23.29

Compartment
(2 Persons)
$40.78
36.40
34.44

Drawing Room
(2 Persons)
$55.10
48.76
"46.58

Chicago
Indianapolis
Cincinnati
Knoxville 37.84 27.84 18.92
Atlanta 31.52 23.24 .15.76

“Qertificates. covering Pullman . space “will be issued in lieu of
regulation Pullman tickets. Certificates will be ‘mailed if applica-
tions are received promptly. Otherwise they may be picked up at”
the office of Charles R. Perrigo prior t0:5:00 p.m, on Friday, Dec.:3.:
- _.Pullman reservations for. the return trip should be:made at
Hollywood. ' ‘Representatives of the railroads will bhe at:the Holly-'
waqod. Beach Hotel throughout the ‘convention to handle, such. reser-’
vations.

_ *:Cleveland Speclal Car—Pullm'an reservatlons should be  made
tbrough Robert B. Blyth, The National City Bank of Cleveland; East:
Sixth Street and Euclid Avenue Clevoland 1, Oth Dlawmg rooms
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~‘and . compartments will:be available.. One-way Pullman fares. (in-’

12 icluding Federal .tax): between Cleveland and- Hollywood " are ; -as

Iollows

—To Hollywood et
Compartment

el

__FromHollywood—
Drawing Room Compartment
(2 Persons) (2 Persons) (2 Persons) (2Persons) .

$59.69 $43.93 $56.12 $41.40

o Ty Detroit Special Car-—Pullman reservations should .be made

" through' Ralph Fordon, Watkins' & Fordon, ‘Inc., Penobscot Building,
“Detroit 26; Mich. Drawmg rooms ‘and compartments will be avail-
:able, ,One-way Pullman fares-(including Federal tax).are as follows"

-————To Hollywood: From Hollywood
Drawing Room ~ Compartm’t . Drawing Room . Compartm’t
(2 Persons) (2 Persons) (2 Persons) (2 Persons)
Detroit $59.69 $43.93 $56.12 $41.40
-Toledo 59.69 43.93 55.09 40.77

: Pittsburgh Special Car—Pullman reservations should bemade
through M. M. Grubbs, Grubbs, Scott & Co., Inc., Union Trust Bldg.,
Pittsburgh 19, Pa. Drawing rooms and compartments will be avail-

. able. One-way Pullman fares (including Federal tax) between Pitts-

.burgh and Hollywood are as follows:

————To Hollywood
' Drawing Room Compartment

From Hollywood

Drawing Room Compartment

(2 Percons) (2 Persons) (2 Persons) (2 Persons)
$54.90 $43.93 $63.15 $46.98

. St. Louis Special ' Cars—Pullman reservations should be made
through Harry Theis, Albert Theis & Sons; Inc., 314 N.. Fourth
Street, St. Louis 2, Mo. Drawing rooms and compartments will be
available. One-way Pullman fares (including Federal tax) between
St. Louis and Hollywood are as follows:

Drawing Room
(2 Persons)
$51.41

Compartment
(2 Persons)
$38.30

RAILROAD TICKETS

Railroad tickets should be purchased from local ticket agents.
They will be able to advise as to fares and as to the form of ticket
best suited to individual needs. Those in charge of Pullman reser-
vations (see above) will not be able to supply railroad tickets.

It is important that those planning to travel on the special trains

-or cars specify that their railroad tickets he routed so as to con-

form with the routes of the special train or car in question, as set

 forth in the above schedules. "It should be noted in this connection

that round-trip fares do not ordinarily apply when the Florida East

- Coast Railway is used in one direction and the Seaboard Railroad

in the other. Accordingly, to provide for those traveling to and from

* the convention, a special tariff.will be in effect under which round-

< trip fares w111 apply. - Ticket. agents will be on notice concerning
this special tariff.

For the information of members, round~tnp railroad - fares (in=

cluding Federal tax) to Hollywood from points served by the special
trains and cars are given below.

Atlanta '$48.93  Detroit
Baltimore .._. 86.05 Indianapolis__ 90.62
. Chattanooga__ 58.82 Knoxville _-_ 63.19
‘Chicago 100.57 New York___- 103.05
Cincinnati ... 83.72 Philadelphia__ . 94.79
. Cleveland ... 106.20

Pittsbufgh ___ 108.96
‘Richmond ..__ $74.06
92.12
104.31
82.51
92.49

$106.20

Washington .
Wilmington __

As We See It

(Continued from first page)

the New Deal, and at moments it has appeared that he mlght
have had some such intentions. The fact remains that at
present, when he is seeking re-election, and for a good many
months prior to the beginning of the actual campaign, he is
and has been as ardent an advocate of all the Rooseveltian
ideas as their early sponsor ever was. He, like all the rest
of them, condemns Communism out of one side of his mouth
and preaches many of its essential doctrines out of the other.
. This attitude of the President may well, we suppose, be
regarded as politically inevitable, or at all events politically
- natural enough, but the matter goes far deeper and far wider
_ than that.

Hesitant Criticism

-One need do no more than note the wariness with which
the opponents supposedly “to the right” of New Dealism
attack thebasic elements in the New Deal collection of alien

- notions and programs, to be convinced that either the Amer-
ican people still believe in these principles of the New Deal
or else that the politicians, one and all, think they do. Where
is the man of political ambition—and we do not except even

. :such leaders, as Senator Taft—who strikes out boldly at the
fundamental notion of ‘“‘social security,” farm subsidization,
extreme paternalism in housing, pampering the labor unions
{whatever may be said about some of the extremes to which

: the Wagner Act went), security and other regulatlon which

.. :choke ‘essential busmess very nearly to death, the ‘“soaking-
the-rich-or-the-successful” principle in taxatlon or any of
the other characteristic elements in the New Deal collection?

Of course, ‘we are now in the midst of a pelitical
campaign. Indeed, we are approaching the climax of
that national contest. It has long been one of the ac-
cepted canons of ‘good political tactics not to risk losing
votes by taking definite positions, particularly in oppo-
sition to movements which appear to have large popular
support. In fine, American political campaigns are tra-
ditionally conducted on the level of politics rather than

statesmanship. There is never much point jn asking for

".-better bread than can be made of wheat, and we must,
‘we suppose, appraise what is being said now in light of
the circumstances in which it is being said.

Facing the Facts

However all this may be, it is certain that the new
national Administration (assummg, as appears to be all but
universally believed, that there is to be a new Administra-
tion next January) will have to face these facts, or at the
least would be wise to face these facts at the very outset of its
first term in office. It will have then won the 1948 political
battle. Its tenure of office is secure for four years. It will
in the normal course of events wish to win again in 1952,
and, of course, will wish to leave office in 1956 (or so one
assumes) with a record which will assure it a favorable place
in history. It will soon realize, if it is as intelligent as we
think it will be, that the totalitarian programs and the au-
thoritarian philosophies are basically out of keeping with
American traditions, and are, moreover, at bottom econom-
ically unsound. It will soon find that some of these: pro-
grams have run. into difficulties or have created conditions
which cannot in the nature of the case be permitted to
continue much longer if serious consequences are to be
avoided.

The temptation to deal with some of these situa-
tions, by applying a hair of the dog that did the biting
may arise, but reasonable foresight which we hope is
possessed by Governor Dewey and his advisers will at
once warn that no real or permanent remedy is to be
found in this direction.

Real Problems

‘Last week in this column, we referred to one of these
situations—the state of affairs which has arisen and, we
suspect, is coming to some sort of a head in the money mar-
ket as a result of the fact that the National Treasury has
long undertaken and up to now succeeded in obtaining the
funds it needed at interest costs far below that which would
have had to be paid, or would now have to be paid, ina fully
free and unrestricted or unpegged market. There are a
number of other “situations” which threaten, or will soon
be definitely threatening, the soundness and the solidity of
our economic structure. Some of them are fairly .obvious,
and some have remedies or cures equally obvious, political

considerations aside. Some now present real problems by

reason of fact that they have become so deep-rooted in
i the economic system.

Some of the conditions of which complaint is now
often and quite justly made are really hardly more.than
symptoms or outward manifestations of other conditions
which must be cured if the general state of affairs is to
be set aright. For a long while we have been hearing
about the difficulty of raising “venture capital.” The
problem and the need or both are real enough, but the
remedy is to be found in the correction of difficulties
which, to the unobservant, -sometimes appear to lie
rather far from the conditions complained of. To be
sure, the securities laws have done about all they could
to hamper and impede the raising of venture capital in
the usual or normal way. Here is a situation which, of
course, must be corrected.

Other Road Blocks

But there are other “road blocks.” One of them is the
excessively progressive income taxation, particularly of the
Federal Government, but also of some of the States. Busi-
ness men who normally would be’ taking almost a profes-
sional interest in the foundation and development of new
enterprises, have little or nothing with which to do so after
the tax collector is through with them. Or, if they have
anything for the purpose, they know that any very sub-
stantial profits which they may reap from any new venture
will be taken from them by a government which is not in-
terested in their losses. Moreover, with the general atmos-
phere of hostility toward success in business, they are likely
to feel that the game is hardly worth the candle since they
have no way of knowing what may be done to their dis-|
advantage-tomorrow or the day after.

Somewhat the same condition is impoverishing
many private institutions which, one by one, are tendmg
to fall into the clutches of government——hospltals, in-
stitutions of learning and many others. This in itself is
a dangerous 51tuatlon There are many others. The new
Administration can hardly face four or eight years of
extstmg agricultural policies. 'What has been said in the
campaign offers little., It must soon start really to be

~th1nkmg about this sxtuatlon.

| Nov. 1.

Eastern, Pa., Group of
iBA Election Meeling

PHILADELPHIA, PA. — T.
Johnson Ward, partner of Merrill
Lyach, Pierce, Fenner & Beane,
who has been Chairman of East-
ern Pennsylvania Group of the
Investment Bankers Association °
for two years, has declined re- '
nominaticn, and H. Gates Lloyd,
partner of Drexel & Co., has been
nominated for -the office for the -
year 1948-1949.

Others placed on the regular
slate of officers thal will be voted
on at the annual meeting called
for Oct. 28 are: Walter A. Schmidt,
of Schmidt, Poole & Co., Vice-
Chairman, and Albert R. Thayer,
of Thayer Baker & Co., Secre-
{ary-Treasurer,

In addition, the followmg have
been nominated for -three-year
terms on the Executive Commit-
tee: Henry D. Boenning, Jr.,
Boenning & Co.; George B, Kneass
of The Phlladelphla National
Bank; ‘James D. Winsor, 3rd, of
Blddlc, Whelen & Co.

These nominations. were made
by a committee consisting of: Ed-
ward Hopkinson, Jr., of Drexel &

Chairman; William K. Bar-
Llay, Jr., of Stem Bros, & Boyce;
Arthur S Burgess, of ‘Biddle,
Whelen & ‘Co.; Robert G. Rowe
of Stroud- & Company, Inc.; and
C. Newbold Taylor, of W, H, New-
bold’s Son & Co.

J. Newey, W. Ayers
Form Management Co.

CHICAGO, ILL. — John W.
Newey, recently resigned as Vice-
Pregident of United Air Lines, and
William ' A: - Ayers, who founded
the public relations firm of Wil-
liam L. Ayers' & Associates” in
1946, announce - the formation- of
the' Newey-Ayers Organization.
The new firm will offer profes-
sional management counsel in the
specialized fields of ' stockholder
relations -and relations with the
financial community. Principal
office will be in Chlcago with
offices or associates in New Yorlk,
-Washington and Houston.’

Mr. Newey was for five years
Vice-President of = United Air
Lines and at wvarious times, in
charge of stockholder, relations,
insurance and f_lnancequrevmus-
ly he was associated with the in-
vestment banking field for twenty
years. He is'a former Governor
of the Investment Bankers Asso-
ciation of America and Past Presi-
dent of the Bond Club of Chicago.

Mr. Ayers has acted' as con-
sultant in public relations to.the
International Bank ‘- for Recon-
struction and Development - at
Washington since last February,
and will continue in that associa-
tion, For ten years he was Man-
againg - Editor of the Chicago
“Journal of Commerce”-and later
of “Finance Magazine,” and from
1928 to 1934 he was a partner in
Beard & Ayers, Inc., one of the
early firme specializing in. finan-
cial public relations and publicity.
He continues 'asa contributing
_editor of the magazine “Finance.”

FiC Banks Place Debs.

A successful offering of an. is-
sue of debentures of the Federal
Intermediate Credit Banks was
made Oct. 19 by Charles R. Dunn,
New York, fiscal agent for the
banks. The financing consisted of
$56 280,000, 165% consolidated
debcntures datcd Nov. 1,.1948 and
due Aug. 1, 1949. The issue was
placed at par. The proceeds, ‘to=
gether with $32,565,000 cash in
treasury will be used to retire
$88,845,000 debentures maturing
As of the close of busi-
ness Nov. 1, 1948 the total amount
of debentures to be outqtatldlng

will amour}tuto $501 545,000,

v

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




et P AN E oL S Y VL TR | TR LA UL i

/

32 (1776)

. THE.COMMERCIAL' & FINANCIAL CHRONICLE

Thursday, .October 28,1948

" The Current Economic Situation
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tax reduction at a time when in-
_comes - were already excessively
Jhigh ‘in relationto the available
supply of goods.  In short, when
_a policy desirable for other rea-
.sons _came in conflict with price

stability, stability frequently was
sacrlﬁced It should not be sur-
-prising," therefore, . that prices are
very hlgh

Significance of Postwar Intcr-
national Situation o

The problem of maintaining
price stability would have been
" difficult in ‘any event in the face
“of an -unprecedently ‘strong re-
" stocking and’ investment boom for
new plant and equipment, inven-
¢ fories, construction, and consum-
. ers’’ durables and semi-durables
- ‘Ayith demand supported by large

*~4nd wxdely held liquid assets and
. high and rising incomes. In-ad-
} dition, however, a disturbed post-
" war international situation has
been superimposed on an already
. dinflationary domestic one.. Post-
_war has_unfortunately not meant
! peace.- Defense expenditures

. were cut drastically after the ter-

amination - of hostilities, but -they
mevertheless: remained- far. above
" prewar- levels. More recently,
¢ the intensification of international
.-tension has resulted in a substan-
fially enlarged defense program,
with adoption of both a Selective
Service program and plans .for a
<%0 Group Air Force. - For fiscal
:1949, the expenditures for defense
-amay tun. more. than’ $1% -billion
-above those for the preceding year.
-“The present program, if fully car-

. wied out, will mean a further sub-

_stantial  increase in fiscal 1950.
*The President was recently quot-
. ed ‘to the effect. that he was
srecommending a budget of about
© %14% billion for defense in fiscal
4950. At the same time, the
President indicated that military
leaders had requested a budget of

- %23 billion.

Furthermore, the war left a
large part of the world desperate-
1y in need of outside aid.  This
was true both of our allies and of
our former enemies, . Our vast
Aforeign aid programs for relief
and reconstruction reflect not only
humanitarian motives but also a
desire for enhanced security.
By the spring of 1947, our exports
of merchandise had risen to a level
close to that in wartime, which in-
cluded lend-lease. Since then, ex-
ports have declined more or less
steadily, but are still at very high
Jevels. Meanwhile, imports have
continued to increase. As a result
©of these divergent movements, the
excess. of exports of goods and
services has declined from its
peak in the first-half of 1947, but
is still very great, amounting to

_an annual rate of over $7 billion

in the second. quarter of 1948.

“The continued excess of exports
©f goods and services has been fi-
-manced in a variety of ways, but
ihe most impox{tant has been aid
.furnished by the United  States
Government. This aid has taken
the form of -both gifts and loans.
Xt has included credits on sales of
surplus property and ships, loans
made by the Export-Import Bank,
the  British loan, contributions to
UNRRA and post UNRRA, civil-
jan’ supplies for occupied coun-
{ries, interim aid to France, Italy
and Austria, the Greek-Turkish
aid program, and most recently

the European Recovery Program.

Toans have become relatively less
important while gifts have be-
<ome increasingly important. It
is estimated that this country will
spend or lend more than $6 billion
‘on such aid in the current fiscal
vear, which is close to the very
Yigh rate of the first half of 1947.
A large proportion of this year’s

- aid represents expenditures under

the European Recovery Program.

‘Other major means of financing
1ihe export surplus have been lig-
widation. of foreign' holdings of
£old . and dollar. assets ‘(which’

2 million persons.

were run down by - $4% - billion
in 1947 and by about $1 billion in
the first half of 1948), operations
of the Intérnational' Bank and the
Monetary ' Fund, and. gifts . and
loans from pmvate sources, in the
United States.

Developments in 1948

The .year 1948 has-in .general
witnessed a continued. develop-
ment of postwar expansive-forces.
The first quarter was one of some

business hesitation, with gross na-.

tional product showing no change
over the fourth quarter of 1947

and with prices of many. farm

products breaking sharply in Feb-
ruary. In the second quarter,

however, adoption of_the enlarg-

ed-defense program, the European
Recbvery Program, and tax re-
duction furnished a strong upward

push to the economy, and especial-’

ly so since these actions -were
taken in a situation still charac-
terized by excessive over-all de-
mand. Expansive tendencies
were further reinforced. late in
the second quarter by the re-
sponsiveness of large mass-pro-
duction companies to wage
demands after an earlier show of
strong resistance to a third-round
wage increase.  After the sign-
ing of a two-year agreement be-
tween General. ‘Motors and  the
United 'Auto Workers on May 29,
new ' wage contracts were ‘soon
negotiated elsewhere in the auto-

mobile.industry and: in such other

key industries as. electrical ma-
chinery, rubber, farm: equipment,
bituminous and anthracite coal,
and steel.” Wage increases have
since spread, and. are. still-spread-
ing, throughout the economy gen-
erally. Although the increases
this year have béen more selective
and diverse than in preceding
years, the average -increase ap-
proximates the rise in consumer
prices during the last year.

After the first quarter, further
increases occurred in retail sales
and consumer and wholesale
prices. . Gross national product
and disposable -income (i.e., in-
come of individuals after payment
of personal taxes) reached new
peaks in the second and third
quarters as business, government,
and individuals all enlarged their
expenditures. Unemployment has
continued -at - a low ilevel, below
The index -of
industrial production, which ‘had
declined in July, recovered in
August, and by Seotember was
back to its June level.

Meanwhile, expansion in bank
loans has continued to make a
substantial contribution to total
spetding power, though not ot
quite as large a scale as last year.
Loans of all banks are estimated
to have increased $1.8 billion be-
iween the second and third quar-
ters, as compared to the $2 billion
expansion in the corresponding
period last year. Though some-
what smaller in total, the second-
to-third quarter growth of loans
this year has followed a pattern
not much different from that of
last year. Increases have . taken
place in all three of the main loan
categories—business, real. estate,
and consumer loans. Present esti-
mates do indicate, however, that
the somewhat smaller increase
this year is chiefly to be accounted
for by a decline in the rate of
growth in the- business loan cate-
gory.

Data from the latest survey of
planned expenditures for new
plant and equipment -indicate
some increase in outlays by manu-
facturers for the second half of
1948 'in comparison with planned
expenditures reported in surveys
taken earlier this year. Moderate
gains over the first half of 1948
are also forecast by. electric and
gas “utilities. ‘All in- all, on the
basis of reported intentions, total
plant and equipment expenditures
should amount to about $181% bil-
lion for all.of. 1948, as compared

to about $16- bllhon in 1947

Meanwhlle personal income con-
tinues  to increase, both as.a re-
sult of increasing employment and
of the ‘spreading of - third-round
wage increases throughout indus-
try. Despite the sharp drop in
prices of many crops, net income
of farm proprietors has been
maintained at a level above the
already high level of last year;
The price-support program com-
bined with the large volume of
mark-eting,s prevents substantial
declines .in farm incomes. Per-
sonal ‘holaings of liquid assets arc
still very large and are Wlde-lV
distributed. despite some tendency
to concentrstion .in the hands of
upper income . groups. Re-estab-
lishment of Regulation W has not
precluded the further expansion of
consumer credit,

These factors—high current ins
come large past - -savings, . and
ready access-to credit—reinforce
by ‘the continued backlog. of de:
mand - for some durables (e’.'g.'
automobiles) -furnish a strong
basis for continued high levels of
personal consumption.

Taken together, all these indi-
cate a congsiderable degree of cur-
rent strength. Nevertheless, there
are 3lso evidences that in, some
important areas supply is equal-
ling or exceeding demand at cur-
rent prices.  These products in-
clude not only some finished con*
sumer goods but some raw ma-
terials as well. As these products
tend - 'to stabilize or fall in price,
they serve to relax somewhat
other upward pressures on costs
and- prices elsewhere in the econ-
omy. Probably the most important
development of this sort has been
the recorc breaking crops of this

year, which haveé resulted in re-|

duchon of prices-of wheat, corn,
and cotton to support levels The
effects of these large crops have
not yet been materially reflected
in over-all retail food prices, how-
ever. Furthermore, meat prices
have continued to rise until very
recently, when they started to
come down' even more sharply
than in kroad conformity with
their usual seasonal pattern.

Reports of possible balance or
even excess of supply at current
prices are also heard in connec-
tion with such products as cotton
textiles, shoes, men’s clothing,
liquor, housefurnishings, -coal, pa-
per and radios. ‘There have even
bheen reports, of mcre than sea-
sonal weakness in prices of new-
used cars. .

It may also be noted that whole-
sale prices in general have shown
smaller increases so far this year
than in 1947. Furthermore, con-
siderable divergence has devel-
oped in price movements of vari-
ous commodities. Great strength
has been shown by metals and
moderate strength in such indus-
tries as building materials and
fuels. On the other hand, prices
of some food, hides and leather,
textiles, paper and pulp, and
chemicals are ‘close to or below
their January levels.

Another possible symptom of
general weakness may be read
into the fact that new housing
starts declined in August to 83,000
units, a. level 11,000 ‘below .July
and 3,300 below August last year.
A further decline occurred in
September. This behavior con-
trasts with that of 1947 when new
starts increased steadily to a
yearly high of 94,000 units in Oc-
tober. The declines this year at
this time may be interpreted -as
an indication of some softening in
the market, reflecting the facts
that the most urgent demands for
housing have been met, and that
consumer . resistance to the ex-
tremely high prices charged for
houses is becoming effective.
Nevertheless, construction costs
have continued to advance stead-
ily and the ‘index of wholesale
prices ‘of building materials in
early’ October was at its peak. .
!'Any -signs of general weakness
must be watched closely, bechuse

‘|after the great,price increases.of
{| recent .yesrs, the economy is be-
‘| coming - increasingly - vulnerable
‘both to sharp. price declines ‘in
particular areas and to the effects
of such declines on credit and on
businéss and consumer’ expecta-
t]om generally. :

On the, other ‘hand, it is Well
to. remember  that the postwar:
boom - has already - overridden
many deflationary forces and pe-
riods and that greater. strength in
some lines may. well continue to
offset weaknesses in specific lines.,,
In the past two years, we “have
overcome the sharp break of stock
prices “in the Fall of 1946, the
weakness in nondurable goods
and trade in the first half of 1947,
some reduction in new - private
construction in the second quarter
of 1947, the sharp break in prices
of many farm products in Feb-

' |ruary of this year, and’ the large

Federal cacsh surplus:in the’ first
‘quarter of this year and the use
of ‘ruuch of ‘this surplus to” retlre
hank -held debt.- 0 i

More- 1mpor§fnt i ailo? thast
things in conditioning my think-
ing about currrent economic
trends . is the continued state of
tension in international affairs.
Our defense requirements have
precluded any reduction in Fed-
eral expenditures. On the con-
trary, they are 'most likely to
result in further sharp increases
in Federal = expenditures during

and- well beyond: that. The. en-
larged defense .and foreign aid.
programs adopted this® Spring are
being carried out.at an accelerat-
ing rate. Their full economic ef-
fects will not be felt until next
vear. Bul who can ‘say that the
present programs will represent
the peak of defense and:foreign
assistance efforts? In recent weeks,
i there have been more and more
rumors in the press about the
adoption of military lend-lease.
Under the circumstances and with
the - continued - threat - of further
deterioration in the international
situation, it would be dangerous
to assume that inflationary forces
have run their course. While the
recent indications of moderation
of some inflationary pressures are
hopeful signs, the direction of
most broad measures of economic
activity is still upward. It is still
too early to be confident that our
hopes for stability will not again
be disappointed.

Monetary Measures to .Curb
Inflationary ‘Tendencies
Under these: circumstances,
what can the Federal Reserve
System do to curb inflationary
tendencies?  Traditional instru-
ments of monetary control in a
boom—increases in reserve re-

and in rediscount - rates and sales
of securities in the open market—
have only limited effectiveness
because the banking system can
obtain all the reserves it needs by
selling government bonds to the
Federal Reserve, = This situation
is a result of our war-created
debt. Holders of these. various.
debt obligations—including com-
mercial banks, insurance compa-
nies, other investment institutions.
and individuals—feel free to sell
their securities to obtain funds for
other purposes. ‘
volume of current expenditures
can be expanded. ' The Federal
Reserve System has to serve as
the residual buyer in the market
for government bonds in order to
preserve confidence in govern-
ment credit and to provide an or-
derly market for the enormous
refunding operations of the Treas-
ury. Confidence in the stability
of government. security prices is
essential to prevent a possible

large volume of selling of such
securities. Aside from any con-
siderations as to increased interest
cost on the public debt, withdraw-
al of support might well have a
disastrous impact -on: our- whole
fmanc1al system. i

.| credit”control.

the remainder of’the fiscal- year-|

quirements within  existing laws|’

. .Thus, the total|

program, . keeps . interest : rates

'stable and-at:the same: time gives

the banking system access to all

the reserves'it needs with: practi= .~

cally no deterrent. . The banking
system even obtains reserves
which it does not itself'seek when
the = Federal- Reserve 'purchases
bonds sold by nonbank investors.
In recent months, unfortunately,
nenbank- investors—notably in-
surance companies—have sold. a
substantial * amount of restr.cted
beads to the Federal Reserve Sys—
tem.

It is true that the Federal Re-
serve System would presumably
be able to curb credit and mone~ .
tary inflation by withdrawing its:
support of the government bond
market, But, as I have already
indicated, this would be" drastic
action indeed, all the major con~
sequences of . which: cannot. be
foreseen, . It  therefore seems:
more desirable to. make full use of’
less . drastic measures and to. ex-
plote new legislative methods of
Some' additional
powers have recently been made
available to the system through
the restoration of consumer. credit:
controls and the authority to in= -
crease reserve requirements.
Use of these 'powers is. possibly
exerting some. moderating influ--
ence. In addition, there have
recently been further increases im
short-term interest rates and per--
haps  further - increases . will  be-
needed. *“'The rediscount rate has:
been- increased and.in due course:
will, - if necessary, be -increased.
again. | i

Another. remedy . which.can be:
tried .is :enaetment. of legislation

which 'would. prevent the ready '~

conversion: of government securi---
ties into banking. reserves. . ‘One
such. proposal which would re-
strain such . conversion: by: com-

‘1 mercial banks has been- sponsored

by -the Federal - Reserve -Board..
This would give the commercial.
banks an option to hold special
reserves in cash or in the form
of short-term government securi-
ties. Since short-term govern-
ment securities afford reasonable:
earnings—especially as short-term
rates . increase—the liklihood is
that a large part of bank holdings:
of government securities would be-
immobilized. -Means to prevent.
the creation of reserves through
the sale of bonds by institutions:
and other holders outside the
banking system should also be ex~
plored and adopted. Also, some
pressure would be placed on the
reserve -position . of commercial
banks if the treasury were to
draw further on its War Loan Ac-
counts at such banks and use the
proceeds to retire debt held by
the Federal Reserve.
There are further important
measures which lie. beyond the
control of the commercial banks
or of the Federal Reserve System.
Most important of these is the
maintenance .of the Federal budg-
etary surplus. But here we. rune
into the great conflict of this pe-
riod between the need for eco-
nomic stability and the demands
of national securitv. - -Govern-
ment - expenditures cannci: be re-
duced so long as the state of in=-
ternational relations is such as to
require a large and increasing ‘de=
fense  effort and. large’' commit-
ments for aid and reconstructlon
to foreign countries.
Our continuing

inflationary'
pressures stem largely from' our

defense requirements. It ié'clear
then 'that confidence in’ the exist-
ence of an enduring peace is the
desperate need of our tlmes from
every point of view,

With Ira Haupt & Co.

Ira Haupt & Co., 111 Broadway,
New York City, members of the
New York Stock: Exchange, an-
nounce that J. Jay Tenenbaum is
associated  with them. .as custom-

The Federal Reserves support

erst broker -in"their  main - office, '
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continue, because the government
Is committed to certain defense
~ expenditures, to certain interest

bayments and to a number of
other outlays, the largest part ot
which are hardly susceptible of
change or modification. In short,
the government, instead of run-
ning a balanced budget next year
as it estimates, would be running
a $12 billion deficit and we woula
have the very condition which we
postulated in the beginning was
inconsistent. You cannot- have
.a depression today if the govern-
ment is going to spend $12 billion
of deficit capital in the coming
year. Yet if you do have the
recession that the stock market
is discounting, the government
would run such a deficit,

Government Deficit Spending and
Stock Market

Let me put it another way':
Today, because the government
1s spending as much money as it
is—about 20.% of the national in-
come—we have an automatic re-
cession preventative, -No act of
Congress would be needed to ern-
able t_he_ governrhent to pump out
$12 billion of deficit money, - It
would happen automatically be-
cause of existing budget require-
ments and the: enormous drop in
income that you postulate when
you capitalize the earnings of
common stocks as lowly as you do
today. gl

I am afraid that Wall Street has
been guilty of accepting, however
unconsciously, the Marxian theory
of the inoperability of capitalism.
We have also been guilty, in the
anxiety induced by our uncon-
Sclous acceptance of this unproven
thepry, to look at. those .spots
which may be regarded as symp-
toms of. danger and ascribe to
those spots a characterization of
the whole. For. example, . you
know that just before the war
ended, Wall Street braced itself
for a great recession, because it
was felt if and when the govern~
ment stopped spending $53 billion,
the economy woulg probably col-
lapse under the weight of such an
enormous withdrawal of spending
power. - Actually, the govern-
ment withdrew not only $53 bil-
lion of purchasing power, but
more, yet capital flowed into
other investment channels and
compensated for the. withdrawal
of government spending.

When a year had .passed and it
was found that the withdrawal of
government spending was not suf-
ficient to shock our poor old cap-
italism into its final stages of de-
our still defeatist scouts
warned that another  terrible
shock was  coming: inventories
were being built up to the point
whgre the pipe lines would soon
again carry normal supplies. Once
the " bhuilding for the  pipe. lines
ceased, all the industrial activity
required to make up the defici-
ency in inventories would be lost
and- again we would have a de-
ﬂaj;ionary influence which might
bring about a depression, Actu-
. ally, invenlories have ‘been re-
stocked and inventory building
has stopped. Bul capitalism was
able to employ its labor. and its
materials in other pursuits. People
who were not needed in the ma-
chine tool industries or in tex-
tile or in leather found work in
other industries.

When the cessation of inventory
building became a fact and the
alarms: regarding its advent sub-
sided, we were warne.d by
prophets of disaster that we would
soon experience a falling off in
our export halance as a result of

which: all the industrial activity
required {0 supply an excess of
exports over imports would be
lost and we should be in for a
further - deflationary * influence.
This happened too, but the reces-
sion has not yet appeared.

) ‘Investment Outlets
All these things have been held

our approaching depression' are
truly deflationary in"themselves
But if they alone are weighed in
‘the balance, the result is a dis-
torted equation. There are other
things than inventories and'gov-
ernment srending’ and the export
oalance. There are the invest-
ments in new plant and equip-
ment, investment in new automo-
Liles, the investment by states and
municipalities, the investment in
new homes, investment in kit~
chens, bathrooms, radios, tele-
vision sets. The conversion of
capital into income from invest-
ment outlets mmust be added to-
gether to get a total before one
can decide whether the sum of in-
vesiment funds flowing into in-
come is' bheing - reduced - or in-
creased. It was quite -clear for
the past two years and we believe
that it is clear now, that no busi-
ness recession was indicated be-
cause of a cessation in the flow of
investment funds into the spending
stream.  On the contrary, the evi-
dence indicates that business will
hold at a satisfactory level, not
far from where it is today, in 1949,

I do not mean to advise you
that there will be no individual
adjustments within the economy
next year.  Some industries are
already in a buyers’ market,
Some - are overstocked. Some
will have to cut down. But
these wiil be adjustments with-
in a prosperous- capitalism. They
are not the harbingers of de-
pression. They are simply ex-
amples of the way capitalism ad-
justs when one industry’s prod-
ucts are no longer in demand.
That does not mean that another

mand. It means that the labor
and the wmaterials not used in
the industry thal has already
caught up with supply can be
shifted into other industries thal
are still short,

A Report in Past -History

Let me read you a report about
a1 condition that existed at one
point in our past history. If you
will listen to this report, I' think
you will hear many things that
sound like the. reports that are
heard today. This is an accurate
description of conditions that ac-
tually ‘existed at one point in the
past. :

“Railroads and other heavy in-
dustries have just about finished
their postwar re-equipment pro-
gram. Orders for locomotives
and freight cars are sharply down
from last year., Factory construc-
tion has.commenced a downtrend.
With these sources of steel de-
mand out of the way, the orders
backlogs of steel companies are
declining steadily. Soft spots are
developing in textiles., The post-
war filling of pipe lines has been
completed. . Prices of cotton are
already down 6¢ a pound from
the recent . peak and users are
nervous. They are holding back
wherever possible in the expecta-
tion of lower prices.

“It is the same in shoes. The
heavy spurt in production in the
past few months has enabled re-
tailers to- stock their shelves and
consumers to {ill out their ward-
robes. All industrial economists
agree that preduction is going to
be lower next year.

“The automobile industry has
performed magnificently in
doubling its production in the last
two years, but by the same token,
it has supplied those consumers
who are ready. to buy and all in-
dustrial economists are in agree-
ment that production next year
will be lower than this.

“Building costs have skyrock-
ieted and it is reasonable to sup-
pose .that the postwar building
boom is over. New houses have
been priced out of reach of buyers.
This is Aug. 1, 1923. It is also
‘| the Jast chance to get aboard for

forth as heing the symptoms of

industiry’s products are not in de-

a six years’ bull market and a
long period of prosperity because
stocks were never. available at
those prices again — not for 8
years.” 4

The trouble with the above
mentioned report was that it was
right on the spots but wrong on
the whole., "

‘These are the premises for o
bullish investment policy as wc
see them in our organization.

No Fall in Business in 1949

No fall in national income or in
general bhusiness conditions is
probable in 1949, Earnings will
hold at or near their current rate.
Even if they should drop a little,
the probabhilities are strong that
dividends will be increased next
year, because they have been ab-
normally low in relation to earn-
ings.- Since stocks are abnor-
mally depressed in price relative
both to earnings and dividends,
it is altogether reasonable to ex-
pect them to rise, and rise widely.
In correlation to assets, dividends
and earnings as determined by a
20-year experience, a rise of 100
points in the Dow-Jones Industrial
Average would be a more reason-
able expectancy than their con-
tinuing around 185.

I have submitted to you simply
the results of a mathematical cor-
relation based on the assumption
that earnings and dividends con-
tinue at their current rate.

If you disagree with the view
that. stock prices can be expected
10 30 un, you must do so on the
assumption that - earnings and
dividends will fall. And if you
make that assumption; you must
do so on an iuterpretation of the
entire economy and not by picking
out one. or two spots where indi-
vidual industries are in process of
adjusting to changed circum-
stances, <

Invesiment Analysis

If you take a view radically dif-
ferent from that of the market
itself, you are bound to seem -un-
realistic and something of a
dreamer. Do not be too much
afraid of being placed in that po-
sition, The great weakness of
our profession of investment ad-
vising is that we have too often
been prone to project the status
quo, . We have like most people
been willing to accept slogans and
phrases “and even:-simple’ color

labels 'in: place ofresearch -and

analysis.  We have not been de-
liberately dishonest in doing so,
but in our laziness, I think we
have had a dishonest effect upon
much thinking about investments.
We should be the leaders and we
should develop. the ability as well
as. the will to read through the
headlines, Because we serve in-
vestors and people with strong
emotional bias, that does . not
mean that we must reflect the
prejudices and the bias of our
clients. As a matter of fact, you
will find that your_clients are not
inclined to pay you for telling
them  what. they already think.
They will pay you, and well, if
you give them the facts that they
hadn’t thought about.

Here are a few examples of
where Wall Street has not taken
the leadership in educating the
investing public as it might have.
In 1936, a tax law was passed
which met with severe condemna-
tion in Wall Street. It was called
the undistributed profits tax and
so -violent was the antipathy to-
ward it in this part of the world
that the tax was repealed, I think
only a year later. Now what
was this undistributed profits tax
that was so hotly opposed in Wall
Street? It was simply a tax that
resulted in the elimination of a
double levy on corporate  divi-
dends. Corporations that dis-
tributed their earned surplus were
relieved of taxation on the amount
that they distributed and were
taxed only on that part of their

earnings which they failed to dis-

tribute. - This was 'a Roosevelt
Administration ;tax. killed by the
objections of leaders in Wall
Street,. Yet here we are today
hoping that when Mr. Dewey 1s
electeq, he and his party will have
the good sense to eliminate the
inequitable and self - defeating
douple tax on ' corporate profits.
We hope that a Republican Ad-
ministration will give us what,
when we had i. e. from the Demo-
crats, we condemned. I am afraid
that this reaction was emotional
rather than seasoned and is typi-
cal' too of many instances where
Wall Street retlected tne preju-
dices of its clients instead of in-
forming their minds.

Another illustration is the pro-
posal of a few years ago by Henry
Wallace, who was then Secretary
of Commerce, that the Federal
Reserve guarantee equity advanc-
es to small businesses on-a region-
al bas.is.  Wall Street shouted
bloody murder over.this “radical”
proposal by a “Red,” yet a very
similar proposal was incorporated
in a Bill introduced into the Sen-
ate by Robert Taft who was being
denounced as a black reactionary
at the same time that Henry Wal-
lace was being accused of being a
red radical. i

If there is one thing that can
destroy cap.talism in America
more surely than Communist agi-
tation or subversive influences, it
is a progressive income tax like
that which we now have. . Priv-
ate enterprise depends upon priv-
ate capital and private capital
simply cannot be accumulated in
sufficient amounts under existing
tax rates to make possible any
dynamic enterprise under the cap-
italistic system. = That does not
mean that capitalism could not
work in a restricted or limited or
stationary field, but its force and
growth would be cut off if taxes
anything like. those that we now
have should continue in effect.
Capitalism has developed the
highest standard of living. in the
world's  history. American
working men do not enjoy this
high standard of living because
they have more hands and feet
than workers in other lands or
better brains, or bigger hearts.
Their good fortune is based upon
tools and enterprise, the produgts
-of capitalism.

Failure of Wall Street Attitude
But -when it comes to attacking

‘the income.tax as being prohibi-

tive .of capitalistic enterprise and

‘capital formation under private

auspices, the Wall Street attitude
is like that of other parts of the
country. We say in effect,
“give us relief, Tax the other
fellow.” We do not speak for our
system, but only for our immedi-
ate self-interest. = But relief is
not needed by the individual cap-
italist, who gets along well
enough personally, nor is “relief”
needed for the revival of enter-
prise, The existing tax rates are
so radically out of line with what
is required in the circumstances
that to relieve the situation here
or there by such means is little
better than applying a mustard
plaster to a tubercular lung.

Tax Defects

The -income tax is not only a
revenue measure, it is also a mor-
al measure. Instinctively, the
country distrusts great inequality
of wealth and income. The in-
come tax, based upon the ability
to pay principle, would, if carried
to its logical conclusion, level all
incomes to exactly the same rate,
because obviously, no tax could be
levied on a man who had a low
income if anybody else had a
higher income. The ability ‘to
pay of the man with the higher
income would excuse the man of
iower income from carrying any
burden at all until the upper in-
come fellow’s ability to pay had
been leveled down to the point
where his income was no bigger
than the next chap’s.

We cannot get.away from the

moral idea altogether, - Not only

because we may not wish to, .but
also because it is not practical'te
do so. The people want it that
way.  But we can point out here
in Wall Street, that if the United
States wants to level the stand-
ard of living of its people, it can
do so without eliminat.ng the op-
portunity ‘to accumulate private
capital for investment. It coule .
do so by levying a graduated tax .
on spending, Is there any reason
why two men having an income :
of $1 million each should pay the
same income tax if one of these
citizens- spends his money on .
riotous living while another
saves it to invest in a new indus- .
try which will give employment
and create wealth? I think youw
would agree that the use of the
money is just as important as the
rate of income in determining
the moral incidence of taxation.

Yet when a spending tax was
proposed, - I think it was in the.
year "1943 during the war, at a °
time when it was particularly ap-
propriate because it is an effective
controller of inflation, the tax was ,
denounced, very severely, in Wall
Street especially, as being a’ radi-
cal, a red or a pink levy.

I take the liberty of mentioning .
these things because we in Walk
Street have a special responsibil-
ity. We are not entitled to enjoy
our prejudices and our biases im
‘our clients. We have a duty to
analyze and to report the truth,
whether it seems red, pink, blue
or black. There are more things inr
heaven and earth than can be em- .
compassed by such simple color
schemes. - It is our function to
evaluate the facts and to let the-
prejudices fall where they may. In,
the long run, we shall be a better
liked and more useful group if we
do sn. - And rot only should we
refuse to bow to the known preju-’
,dic'es of our clients. We must also
'guard against -allowing: ourselves
to be advised of the bias of the
stock market itself, for if we let
the market advise us, what do we
accomplish except to echo. what
our clients think. As to the his~
rtory of 1929, 1932, 1938 and 1942
and, I believe as the history of
1947 will prove, the market’s tem-
porary bias is a poor guide to its
long-term sense of value. ;

Okla. Gas & Elec. Com.
Priced at $34.25 Share

The First Boston Corp. and Mer-
rill Lynch, Pierce, Fenner &
Beane headed a nationwide un-.
derwriting group which offered to
the public, Oct. 21, 250,000 shares
of Oklahoma Gas & Electric Co..
common stock (par $20) at $34.25
per share. The stock, representing
part of the 750,000 shares owned
by Standard Gas & Electric Co.,’
was awarded to the group at com- =
petitive sale on Oct. 19, on its bid
of $32.63: The proceeds from the
sale will go- to Standard Gas &
Electric, )

" Oklahoma Gas & Electric Co. is
engaged in the production, trans-
mission and sale of electricity. It
furnishes retail electric service ir
225 communities and contiguous
rural and suburban territory im
Oklahoma and western Arkansas
and electric energy at wholesale-
for resale in a number of com-
munities in both States. The popu-
lation “of the territory served'is
estimated at 890,000. For the 12
months ended June 30, 1948, the
company reported total operating
revenues of $21,517,273 and net
income of $3,800,509, equal to $3.56
per share.on the common stock
outstanding after deducting pre-
ferred dividends applicable to the
period.  The company has paid
cash dividends on the common
stock in évery year since 1908.
The company has declared a quar-
terly ‘dividend of 55 cents per
share payable Oct. 30, 1948, to
stockholders of record Oct. 15.

- The company also has outstand-
ing $35,000,000 of long-term debt;
$9,000,000 of serial notes and $20,-
000,000 of cumulative preferred
‘stock in two series. g

"
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Consumer Purchasing ."Power‘ and
Market Potentials for 1949

(Continued from page 10)

savings in order to live. A more
careful analysis of the figures on
dissaving would have shown

(1) That the percentage of dis-

savers in 1947 was less than in|

prewar years (28%
33% in 1941).

(2) That dissavings was: com-~
mon among the upper income

| groups,

and that 2/5 of the
amount of dissavings was among
families ‘in the upper half of in-
comes, '

(3) That the majority of the

in 1947 versus | dissavers were using a part of

itheir accumulated savings to buy
automobiles and other  consumer

'durable goods—i.e. things they had

groups as well as in lower income | been saving for.

Dissaving by Income Groups
1947 Versus 1941

Share of Spending
Units in Each

Money Income Group—

Under

$1,000 to $2,000
$2,000 to $3,000
$3,000 to $5,000
Over  $5,000

1041
34%
31
21
10

4

100%

Of the dissavers in 1947 almost
3/5 bought automobiles or other
seledted durable goods during the
year. The high-frequency of dis-
savmg.at upper income levels may
be primarily attributed to the
buying of consumer durable goods.
In addition, , there were many
others that were not necessarily
hardship cases. They spent money

Share of
Monely Income
1941
34%
16
12
10

Money Income Group—
Highest tenth
2nd
3rd
4th
5th

1935-36

81%

6th
Tth
8th
9th
Lowest - tenth

19%
100%

$95.

Total Lower 50 % _ -
Total

Total Personal In-
come (Billions). $64.1

The Federal Reserve Board
study also gave a further indica-
tion of how people are using their
liquid - assets. In 1947 approxi-
mately 33%. of the spending units
reported decreases in certain
Iiquid asset holdings ‘(U. S. Gov-
ernment Bonds or Savings and
Qhecking Accounts only) account-
ing for a withdrawal of about $15
billiqn. On the other hand, ap-
proximately 27% of the spending
umts. increased their liquid asset
holdings by a total of $20 billion
so that the total liquid asset hold-

.ings showed a met increase of
about $5 billion.

Among those ' reducing liquid
assets only 13 of the amount with-
drawn was used for consumer
non-durable goods and services.

50% was used to buy houses or

21%

—Income Group—

Dissavers
as a Percetnage
of All Spending
Units in Each
—Income Group—

14

100% -

i for such things as vacation ex-
penses, repairs to homes, moving
expenses,. maternity care and
other items "for which many
people are accustomed to put
aside savings.

The following table shows. the
relative -distribution of income
and negative savings by tenths of
(the consumer spending units:

Share of
Negative Savings
1941 1947

10% 19%
11 11
14 10
11 10
11

61%
6

5

7

6

15
39%
100%

1947
33%
15
12
10
-9

9%

9

11

12

47%
100%

21%
100%

3. $195.2

to make other investments, while
about 20% was used for autos and
other durable goods. N

All of this indicates that the
huge backing of $207.0 billion in
savings is not being dissipated for
hardship or for maintaining the
basic 1940 standard of living but
does represent vast potential dis-
cretionary spending power which
could be a powerful influence on
markets when added to the high

power from current income.

Saving bonds maturities are
another factor to be considered in
appraising the possible level of
consumer purchasing power in the
next few years. Nearly a billion
dollars a year will mature in 1949
and 1950 and the maturities will
increase rapidly up to $9.5 billion

in 1954.

U. 8. Savings Bonds Maturities
(Millions of Dollars)

Consumer Debt Is Unusually Low
In Relation to Income and
Savings

The expansion of consumer
credit during 1947 and 1948 has
been viewed with alarm, because
in terms of dollars individual debt
has reached totals above prewar
years and the increase has been
considered an inflationary force.
As-a possible continuing influ-
ence on market potentials, how-
ever, consumer debt must be
studied in relation to disposable
income and to savings. ¥

Consumer debt actually is low
according to prewar standards. It

pigitized for FRASER

fed.ora/ .

Others
(F, G)

Total
$271
824
994
1,560
4,139

Series C-D = Series E
$271 Xt

$1,127

4139 ____

7,307 6,002  $1,305

9,508 6,873 . 2,636

could increase by between 60%
to 100% without exceeding ' the
ratios which, in 1940, were con-
sidered conservative. Between
$40 billion to $65 billion could
be added to the present total of
consumer credit and mortgages
before reaching the 1940 relation-
ship to disposable income or sav-
ings. See Table 3 and Chart 4.)

In 1929 the individual debt total
of $49.3 billion represented 99%
of the aggregate of individual sav-
ings. By 1940 the ratio had
dropped to 63% and by the end
of 1948 it is estimated that while
the combined long- and short-

term co}lsumer debt  may. .total

$67.0 billion it will be only. 32%
of the aggregate savings of in-
dividuals. Individual = debt . may
have been overextended in 1929
at 99% of savings, but was it
overextended .in 1940 at 63% of
savings? If not, then present debt
potentially. could be - doubled
without exceeding the conserva-
tive 1940 ratio. !

In 1929 individual debt repre-
sented 60% of disposable personal
income after taxes. By 1940 the
ratio had dropped slightly to 57%

and by the end of 1948 it is esti--

mated that the total of individual
debt will represent only 35% -of
1948 disposable income. ‘Debt
could increase over 60% before
reaching the 1940 ratio.

Changed Distribution of Families
By Income Groups

Of all these factors'which repre-
sent a changed market since pre-
war the most important to study
is the influence of full-employ-
ment and increased income pay-
ments to individuals on the .in-
come groupings of' families and
single individuals. As we come
into a buyers’ market the new
market potential indicated by the

shifts upward in icome groups of,

families are a vital key  toxin=
creased sales. : S

This great increase in national
income payments and the addition
of about 12 million . persons to
the employment rolls has resulted
in startling shifts in the income
grouping of families and single in-
dividuals. The total of 30,976,000
consumer spending units (families
and 'single individuals) ‘in the
United States early in 1948 with
annual incomes over $2,000, for
example, is 5 times the 6,285,700
in 1935-36 and more than double
the 14,009,000 there were in 1941.

As these millions of families
move up into the next higher in-
come’ groups they can’ change

Manufacturing Sales
Wholesale Sales
Retail Sales
Total Personal
penditures oy
Durable Goods -_-
Nondurable GoodsZ-_.
“Services ;

Working 'capital and - facilities
represented by capital investment
have had no such .increase. . In=,
ventories, for example, are low: in
relation to sales—they could be

Ratio Invent

level of discretionary spending | 1947

enormously the potential markets
for. goods and services-depending
on the extent to which they take
on the standard of* living of the
income : group into which = they
move. Between 1941 and 1948, for
example, some 14,141,000 families
moved- up into the income group
above $3,000. Most .of these came

of 14,074,000 families ‘in: 1941.
If the 14,141,000 families. who.

were to take on the established
expenditures and saving pattern
of the income groups into which
they moved they would represent
potential markets from 2 to 5
times as great as before, depend-
ing on the product.

In the case of savings, for ex-
ample, in° 1941 families in the
$1,500 to $2,000 income group had
an average net surplus of $123,
while those in the $3,000 to $5,000
income group had an average sur-
plus of $483, or 4 times as much.
Such changes in habits or stand-
ards of living do not take place
automatically with changes of in-
come since it takes time to edu-
cate people to an acceptance of
the next higher standard of liv-
ing. But the
potentials do exist and can . be
developed by aggressive market-
ing.

Need for' Working Capital and
Investment Capital Is Increasing

The present high level of pro-
duction and consumption and the
potential -opportunities for fur-
ther increases in - productivity
accentuate the need for working
capital- and investment capital in
production and distribution.

Dollar volume of business in the
first-half of 1948 was at a level
from 2% to 3 times the 1940 level.
The - following ' table shows the
ratio ‘of :1948 sales and consump-
tion- to 1940 sales and consump-
tion:

1948
(First Half
Annual Rate)
-(Billions)

155.1
1268

Ratio
1948 to 1940
2.9 times
2.7 times
2.7 times

Consumption Ex-

2.4 times
2.8 times
2.7 times
1.9 times

175.1
22.3
102:4
50.4
inereased by a quarter before
‘équalling - the 1940 relationship.
'This-is shown in the following
table:
ories to

72.1

Sales

Mfe. - Retail
1.55
1.32

1.30

‘Wholesale
0.74
0.59
0.58

Percent by which inventories could

be increased before exceeding<1940

ratio to sales :

One result of this squeeze:on:
working capital has been the-ab-
normally large retention of cor-
porate . profits to meet.-working

€ 1940
Population (thousands) 131,970
No. employed civilians (thousands) 47,520
Consumer price index
(1935-1939=100)

Federal Reserve Board Index of
Indus. Product'n (1935-39==100)
Productivity:

Gross national product (billions)
Real gross national product in
1940} dollars (billions) :

Per capita
Per employed civilian
Purchasing Power:
Disposable personal income after
taxes (billions)
Real disposable perscnal income
after taxes in 1940 dollars

100
125

$160.5

161
2,115

75.7

(billions)
—Per capital e
Disposable. income as a share of

gross national. product......——

75.7
574

5%

100:5+

26% 28% - 19%

.capital . needs (see Chart 6). In
| the first half of 1948 about 60%
of corporate net profits after taxes
| have beer: retained. as'.compared

TABLE I
Real Consumer Purchasing ‘Power: in- 1949 Can: Be 509 Over 1940
Because National Productivity Is 50%

Higher Than Prewar-
Percent Percent

Increase 1949 Increase

1947 - Over 1940 Opportunity Over 1940

147,710 12%
(Jan. 1)

59,000

9%

144,034
22
59

50

58.027 24

159 176 6

187 197 58

139 164
50 -
34
21

,$231'6

145.7
1,012
2,511

$2§5.0

150.6
1,020
© 2,653

45 .
33
19

17360129 " 200.0., 164

"113.6 50
769

“109.2 . 44

758

5% 5%

Source: 1940 and 1947 based on figureé from the Economic. Report of the Presi-

dent, July, 1948,
' Opportunity

for 1949 is estimated on basis¢ofcenditions existing ‘at-end of 1948

Note that real per capita purchasing power<increased: in. direct proportion- to vei:

capita productivity—both -increased' -one-third from- 1940  to 1947.

disposable personal income ‘rém#ined-at
product,

power of the American people.

:Also- note -that
approximately 75% of the gross national

In other words, as total production:increased. so did the real ‘purchasing

from the income group of $1,500 |
’[ to $3,000 which' included a-total

moved up above the $3,000 level |

increased . market.

Joins Daniel Reeves  Staff /
(Special’ to Tue FINaANCiAL CHRONICLE)
BEVERLY' HILLS, CALIF.—,

Matthew C. Leonard 'has joined

the stalf of Daniel Reeves & Co., |

271 South Beverly Drive, mem-

bers of the New York and Los,

Angeles Stock Exchanges.

C. E. Abbett Adds Six

(Special - to, THE: FINANCIAL CHRONI(CLE) ;

LOS ANGELES, CALIF. —;
Homer S. Anderson, Albert F.,
Bader, Bryce J. Brishin, Robert
S. Campbell, Hugh H. Crowe and
George: C. Splane have been added ;
to the stait of C. E. Abbett & Co.,
3277 Wilshire Boulevard. i

with 40% paid out in dividends.
In the eight years from 1941 to-
1948, inclusive, undistributed cor- -
porate profits have totalled about
$56 billion,

In spite of the fact that corpo-
rate net profits after taxes are
about 3 times the 1940 level and
that disposable personal income is
24 times the 1940 level there has -
been a continued lack of confi-:
dence on the part of investors,
and, the. expectation of almost:
immediate depression and unem- .
ployment has been. reiterated in
the - press ‘at- fréquent intervals-
during the last 5 years. This has:
been reflected also in' the low
level: of 'stock prices which -has:
made difficult the- obtaining of
working capital through the nor-
mal channels. ‘

In terms of 1940 dollars (present
prices corrected for the value of’
the-dollar) stock prices in the first
half of 1948 were 17% under the
1940 ievels. - In contrast, the reai
value corporate net profits and:
consumer  purchasing power in
1948 were far above 1940. (See
Chart 6.)

Increases or Decreases in Real
Values in 1948 vs. 1940

(In Terms of 1940 Dollars)

Total Corporate Net Profits
After Taxes
Undistributed
Profits
 Dividends
Disposable Personal Income,. 45%,
Stock Prices

#* Decrease

5%

Summary . :
These facts on purchasing pow-,
er would seem 1o indicate that,-
there will be plenty of opportu-
‘nity in° 1949 1o maintain a_ high,
level of production, employment;
and consumption. , g o
_ Real purchasing - power after:
full correction. for ‘taxes and in=-:
creased: prices can be ‘at a level-.
50% or more above-194J. . Total:
disposable income - after :taxes:
could reach or exceed $200, billion-
or 223 times the 1940 level of;
$75.7 billion, - - . S LM
Productivity per ‘capital is:34%;
‘above 1940 levels. This increased:
productivity is reflected in a 34%’
increase in real purchasing power
per ‘capita.~ " © :
" 'Consumers’ surplus income for'
discretionary spending or saving
over and abovewhat:woeuld be-
necessary -in maintaining a 1940
standard of living ‘for the basic:
items of food, clothing and shelter’
may total over $103 billion or 4.
times the 1940 level of $26.5 bil-
HONG oy 10w iy RN,
. Individual - savings'~ will.;:total
about” $207 billion “at: the'end of »

“-11948 or 3 times the 1940 level of.

$68..4  billion. Annual additions,
to savings-of $12 billion.are three .
times the 1940 addition of$3.7 |
billion. Ha ey
Consumer debt i$ unusually low
in relation to savings or to,dispos-
able income: * Debt: could ‘be in-::
‘reased '100%" without ‘exceeding
the 1940 ratio to savings—it could:
be -increased - over 60% . without
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- exceeding ., the:. 1.)40 ratio to' dis-
.posable-income,

... There :have been some really.
startling ‘shitts upward in’the dis-
tribution of families by income
groupfs. 30,786,000 consumer

Spendmg units now have incomes |’
over: $2,000 compared w1th 14,009, |-

000 in 1941 and 6,285,700 in 1930—
36. As families move up from one
income group:to another there is
a . substantial increase in discre- |
nonary spending power even after

-applying ‘the’ present increased |

costs. of living to the basic items
that made up the family’s former
»standaxd of living.

There is a growing need for|

working capital "and investment
capital. to.finance. 'production and
distribution at levels of sales from
21% to 3 times the 1940 levels, In
the last § years about $56 billion

% corporate net profits have been |

diverted: to 'supply this need fox i
.eapital.

The real answer to inflation is
prodaction, and incréased produc-
txvuv is the key to maintaining
~and mcreasmg the present levels
@f real earnings and real purchas-
ing power, - The potential market
for. goods ' and . services can - be
shown ‘to" be great enough to
mamtam these. high levels of pro-

.. duction provided the market po-
4 'tc'ntla_]_ls developed and higher
standards-of living are established.

Chart 1

1949 REAL CONSUMER ' PURCHASING* POWER
CAN BE 509 ABOVE:' 1940

1947

=

'*Less  basic living ‘costs-to-main-

- Supplement:to. Survey of Current: Business:

1

TABLE II .-

* KR
How C-onsumer Puwhasmm Power Has lm:reased Smce 1940,
: 1947 andOpportunity for 1949

(In BllhOl‘lS of Dollars) -

Percent Percent

’ Change 11940 Change
- 41940 1947 Over-1940 Opportunity Over 1940
Total United States: : .
Total personal income...
Less personal taxes.

$220.0
20.0

' $195.2 . °149%
21,6 1,731

181%
669

. 8783

2.6

Total . disposable pelsonul in=.o
come after taxcs:

$173.6 164

54

$75.7 $200.0

49.2

2129

4 96.9

« tain 1940 standard- of living-_ 97
Surplus income’ for. discretion-

ary spending or t,a\lng_
L‘,ss pelbm)‘&l savmg

$103.1
12.0

$88.2
v B8

. Minnesota Group of IBA

Space, Woodard-Elwood & Co,
Minneapolis.

* Executive Committee: thn H.
Middlemis, Northwestern National
Bank of Minneapolis; James S.
Graham, Allison-Williams Co., St.
Paul, and Douglas M, Warner,
Pame, Webber, Jackson & Curtls,
Minneapolis, all for two-year
terms. : .
The Executive Committee at an
earlier meeting had previously
named G. James Caldwell, Cald-
well-Phillips Co., St. Paul, as Na-
tional Governor for three years.

Elects Andrews Chairm.

MINNEAPOLIS, MINN. — The
Minnesota Group of the Invest-
ment Bankers Association elected
the following officers at their an-
nual meeting:

Chairman; Rollin G. Andrews;
J. M. Dain & Co,, aneapolls

Vice- Chalrman Bernard B.
gnolpp, First National Bank of St.

aul, .

Secretary-Treasurer; Walter G.

NeL lezmce fm dxaclenmm)y

Spending $22.8 $79.4 248 $91.1 209

Average Per Capita:

Population -(thousands): 147,710 ‘12

(Jan, 1, 1949, est.)

131,970 144,034 9
Per capita—
Total personal.income.
- Less. personal-taxes.

~128
2661

151
587

136

$593.30

$1,355.20
19.70 .- ;

150.00,

$1,489.40
135.40

$1,354.00
656.10

$573.60 - 110

37280

Disposable, income.
*Basic living costs to
tain 1940 standard of llvlng

| 1$1,205.20

592,70 - 59 T

"'$200.80 . $612.50 205

“Basic: living costs. for food, clothing:and-shelter /in..1940. Includes all food and
beverages, -clothing and. accessories ~(except‘.jewdty_i._ -housing, household operation
(including furniture, refrigerators,. d ticservice;-tel phone .and telegraph, fuel, etc.)
as reported under-Personal. Consumption:Expenditures. in:.July, 1947, National Income
o-majntain. the 1940 basic standard of living
for food, clothing .and shelter, the AVEIAge. PErson -in, 1847 had to spend 59% more on
the b’)sib of the a.vnmge Ievel of the’ Consumer Price ‘Index of the-U. S. Department
.of. Commarce: for. 1947. . In+1949-the.average.person would: have to spend 76% more
(estimated  index .at 146) -Expenditures -beyond .this  for. food, clothing and shelter
would. represent a dxscretmnary dmprovement; in®the standard of living,

tBased on estimated annual rates at end of -1948. -

Surp, income for discretion-

ary spending or saving. $697.90 248

Chart 3
-1940-1949
Increased Taxes)

1949 OPPORTUNITY

Disposable Personal
Income After Toxes
4200.0 Biftions

1949
Opportunity
42200 Billion

" INCREASE:IN. CONSUMER PURCHASING POWER

(After Adjustment for Increased Cost of Living and

TABLE III

Relation of Individual Debt to Individual Savings and
Disposable Income

(In Billions of Dollars)

Disposable Personal Income after Taxes {total year)
Individual Savings (end of year)
Individual Debt Total (end of year)
Long-Term:
Noncorparate Urba.n Real Estate Mortgage
Farm. Mortgage
Short-Term Co r Credit
Total Individual Debt as Per Cent of:
Disposable Income
Savings

*Estimates by author,

NOTE—Individual -savings (The Economic Almanac—National Industrial Confer-
ence Beard) include government pension and trust funds, savings and loan: association
assets; U. S. savings bonds outstanding, .time deposits of postal savings system—mutual
savings banks—commercial banks, and life insurance reserves (plus dividends unpaid,
iess premium notes and loans)., This doe§ not include all forms of savings since )t
excludes equity in residential property and other forms of invesiment,

Consumer- credit includes installment cxedlt loans, charge accounts and servlce
credit, 5

Chart 5.
INCOME DISTRIBUTION OF CONSUMER SPENDING
UNITS IN THE U, S.

There Were 5 Times as Many Buying Units Wlth Incomes
Over $2,000 in 1948 as There Were in 1935-1936

1949 Per Cent Increase
over 1940

181%.

48,400,000
SPENDING UNITS

Personal
Income Affer Taxes,
41736 Billions

164.4
Inflation

1940 /

1947

4952 Billion:~ /

20.0

6776000
6697 M.Aé‘/.

39,458,300 39,287,000 /

1864

21.6
Inflation :

1i3.é

137.9 Total Regl

S
Disposable Personal

Purchasing Power

Increaised Real

(50% Increase over

Ircome After Toxes,,/

SPENDING UNITS

SPENDING UNITS .

10,648,000

13,311,000 22.0%

20932,000 3389%

53%

$2000-43,000

Purchasing Power
) 5 1940)

‘Real Purchasing Power

in 1940 Dollars
(Disposable Personal
Income After Taxes
Corrected for Value -
“of Dollar)

V157 BILLIONS

1940

478.3 Billion. |/

TOTAL PERSONAL INCOME
PERSONAL TAXES

103.1
Includes 112.0
Billion Savings

BASIC LIVING COSTS*
To Mointain 1940
Standard of Living

88.2
Includes 8.8
Billion Savings

. 49.2

SURPLUS INCOME

265

1940

100
13,970,000
1574

1947

159
T +144,034,000
1758

Consumer Price Index
“Population

sgj Purchasing Power

‘Per Copita (Disperoblencore.

Mber Taxes in Terms of 1940
Dollars)

Chart 2

1? MILLION IN CREASE IN CIVILIAN EMPLOYMENT

. SINCE 1940

5.

For Discretionary

I 13,
Spending or Saving T

1949 ESTIMATED Billion Savings

13,068,000

#1000 to 2702

2,000

12,240,600

13,000~ 15000
3% i

8,306,000
21.1%

3.818,800
9.7%

J 1.565.300
1935-1936

MEDIAN INCOME 1946
TOTAL o s 012000 6,2!5.700

4,139,000 & 6,776,000
10.5% i

2 - 14.0%
1.564.000 |

1941 1948 -
4,600 42,530

14, 009 000. 30.976.000
(35.6%) (84

2000-43,000

#2000 = 15,000
OVERI5,000

OVER $5000°

176
147,710,000 (ioni® m1)

4769 (34% tncrease over 1940) maintain @ 1940 bosic standard of living for the entire population.

Chart 4

CONSUMER DEBT IS UNUSUALLY LOW IN
RELATION TO DISPOSABLE INCOME OR

INDIVIDUAL SAVINGS

SAVINGS

onsvosuu

INCOME BILLIONS

#Food, Clothing, Housing And Household Opération=Increase of 762 in consumer prices from 1940 fo 1949
ond an.increase of 12%.1n.population resylts in.a 97% increase in total expenditure required to

Source: 1938-3 and Kl From m», Spanding and Saving in Warfime, U.S. Dept. of (chor whn»uzz Poges 48,7201
1948-From Federa) Reserve Bulletin in June K48 Survey of Conumer Finances, Poge 855 Disfribution of
Mwhmmwwfmmumr.m

Chart 6
HOW PROFITS AND PURCHASING POWER
INCREASED FROM 1940 TO 1948

(1948 Real Values After Correction for Changed
Value of Dollar)

1207.0

IllMONS

1948*

300,000 11,780,000 Increase

1940

7

850,000 1,690,000 Decrease

Totol Civilion Employed 47,520,000,/

- Agricultural 9,540,000

" Non-Agricultural 37,980,000

51,450,000 .|

MS'DSA:L!
INCOMI

825 DISPOSQDLE
BILLIONS

siltioNs s
BILLIONS

13,470,000 Increase v SAVINGS  DEBT
149.7 149.3 DEAT
BILLIONS BILLIONS

+142.9
BILLIONS

1417
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1338
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TERM

175% Undistributed
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7% Total Corporate Net:
Profit After Taxes

45% Consumer Purchosing Power ,
(Disposable- Personal income
After Toxes)

DEBT

1670
BILLIONS

I

10% Dividend Payments
1948 ( In Terms of 1940 Dollars)

1340 Livi
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1940

DECREASE

= =17% Stock Prices
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lksmm
After Taxes

(Billions)
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(Billions) *

Stock

* Prices
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B e s
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390,000

: Total Labor Force
+ Armed -Forces -

0 !
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1,300,000.

1929 1940
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Relation Of Total 3
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CHANGE
570,000

gkt
910,000 §77. o iNcome

55,640,000.
8,120,000
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Should the U. S. Make Its

By WALTER E. SPAHR

(Continued from page T)
Reserve banks and United States
"Freasury in which these “reserves”
cannot be paid out domestically?

What do “reserves” against Fed-
eral Reserve notes and deposits
mean if they cannot be used do-
mestically? What is the function
of a reserve against a-liability? Is
it to be used or not? Does the con-
cept of a reserve'set up by an
individual or corporation against
his or its liabilities involve the
principle that the reserve is not
t0 be used to meet the liability?
‘The answer is, of course, no.

. By what process of reasoning do
we .reach the conclusion that the
Federal Reserve banks must set up
“reseryves” which cannot be’ paid
out to liquidate the liabilities
against which these & so-called
“reserves” are held? .

The same eonsiderations arise in
vespect. to all. the gold reserves
held by the United StatesTreasury.

Let the defenders of an irre-
deemable paper money- explain
the grounds on which the Reserve
banks and Treasury are prohib-
ited from wusing——that is, paying
out—their “reserves” domestically
‘although .they are required to
hold “reserves.” .

3. On what appropriate grounds
may foreign governments and
‘banks ..be - authorized . to. convert
into gold their claims against our
gold while that privilege is denied
our people?

The basic reason why we do not
ireat foreign claimants as we do
our domestic claimants is that our
government. cannot force  silver
and paper on them, except at a
discount in terms of gold; there-
fore our government must stand
ready to pay out gold to keep our
currency on- a parity with it in
foreign exchange, Our own peo-
ple can be forced to accept silver
and ~ irredeemable paper money
because of the coercive powers of
our government; and this domes-

tic paper and silver currency does;

not go at a discount in terms of
gold becaflise our people, unlike
the foreigner, cannot exercise any
choice in the matter.

The question ~arises as to
whether, in respect to gold, there
is any valid basis on which pref-
erence should be given foreigners
as against our own people? Is it
not true that all claimants should
have ‘the same rights' and privi-
leges? And would it not be ap-
propriate to take the position that
if ‘there is to be any discrimina-
tion it shall be in favor of our
own people since this is the com-
mon' practice of nations?

Is there any defensible ground
on which we can justify the fact
that we have reversed this com-
mon practice of nations, thus put-
ting our people at a disadvantage
as against foreigners in exercising
‘claims against our gold?

Let the defenders of 'this pro-
cedure meet these questions
squarely and state precisely, so
that the general public can under-
stand, the grounds on which this
discrimination is justified.

It is to be noticed that the prin-
ciple that reserves are something
to be used is applicable when for-
eign claimants for our gold de-
mand some of these reserves.  The
United States . citizen however
.must face the fact that none of

. these reserves is for him. A dif-
ferent standard is applied to him.
It is that, while these reserves in
Federal Reserve banks are osten-
sibly held against all Federal Re-
serve notes and deposits, these

- reserves are in fact usable only
in behalf of foreign claimants.

I

If we give correct answers to
these three basic considerations,
most of the other questions and
answers relating to an irredeem-
able paper money and a“domestic
gold.coin or bullion system should
fall into -their natural places. :°
.. Since the general public has not

¢ (T O T

er.stlovisfed.oral ...

been abie thus {ar to separate the
fundamental issues from various
secondary and .technical . ones,
popular debates have in-general
concentrated on the following. as-

brief comment will be made:

(1) The contention that there is
not enough gold to go around.
The answer to that is that there
is not enough of anything to go
around if it has value. Scarcity
is a requisite of value.

The issue raised here is really
that of the soundness of the prin-
ciple of a fractional reserve sys-
tem in our banks. For that sys-
tem to work, we must have a
well-organized banking structure
and an efficient and nation-wide
clearing and collection system. To
the extent that clearing is. effec-
tive, the need for reserves to meet
demands for payment is reduced.
No one can compute the volume
of credit that can be supported
by a given amount of gold if the
clearing system is efficient.

Then it is to be noticed that
if the' scarcity argument in re-
spect to gold has any validity, it
is even more valid in respect to
the only asset cash which Reserve
banks can pay out. Today these
banks can pay out, in cash assets,
only United States notes, silver,
silver certificates, and minor coin
against demands arising from their
Federal Resérve notés or deposits.
As of June 30, they could have
paid out only $252,000,000 of such
money. Had their gold certificate

they been able to pay this out,
they would have had $22,257,813,-
000 to use, or approximately 90
times as much to meet demands
arising out of their note and de-
posit liabilities.

It is a peculiar thing to see an
argument of “‘scarcity of reserves”
directed at an item that is ap-
proximately 90 times larger than
the item composed of the only
cash assets that the Reserve banks
can pay out.

Still further, we should notice
that the ratio of our gold stock to
our paper money (omitting silver
certificates) and deposits in Fed-
eral Reserve banks and jn all
commercial banks, savings banks,
and trust companies.was over 13%
as of June 30, and_that this com-
pares with an average of less than

8%, for the years 1915-1932, in-

clusive.

(2) 'The contention that paper
money is more convenient than
gold and that people do not desire
gold as money. This argument
confuses the convenience of paper
money as a medium of exchange
with the other functions per-
formed by gold—namely, those of
standard value, standard of de-
ferred payments, storehouse of
value, reserve against paper
money and deposits, a clearing
agent, and a means of settling ad-
verse balances of payments. ;

These basic functions .of gold,
with their far-reaching implica-
tions, are poorly understood by
the general public. Unfortunately,
it: seems to be widely, if not gen-
erally, supposed that the argument
in respect to gold versus irre-
deemable  paper . money  hinges
upon - whether paper money is
more convenient than gold as a
medium of exchange,

(3) The contention that hoard-
ing might and.could exhaust the
zold reserves of the Reserve banks
and Treasury and cause an eco-
nemic collapse.  The questions
here are these: Why would people
hoard and should they not be per-
mitted to hoard?

- “Extensive hoarding arises when
credit is mismanaged and when it
is feared that promises to pay
are too extensive to be met. Since
people-do overissue-such promises;

‘the question arises as to whether
siich’_procedure "’ should - not’’ be |

brought. to ‘a_halt by demands for

A FiAEY T

settlement in-a commodity having

NG ECRTE T

pects of the question on which,

“reserves” been in gold, and had |

universal value and demand, such
as gold. :

Extensive hoarding does - not
provide proof of a defect in gold
but of the promises to pay being
employed. :

On what appropriate grounds
may we insist that people may
not or should not hoard their sav-
ings in the form of gold should
they so desire?

(4) Thne countention that. a do-
mestic gold standard system does
not prevent booms. or business
recessions. The best standard of
value and medium of exchange
known to man cannot do that. A
fine automobile cannot prevent a
drunken driver from wrecking, it;
but despite that fact, it has many
virtues not found in- a cheaper
car. So-it is with gold as against
an irredeemable paper ‘money.
Business booms -and . recessions
arise from a multitude of causes
—not merely from a monetary
system. .

An official of the. Federal Re-
serve System recently misstated
thig issue in ' the usual manner
when he said, in defense of our
irredeemable paper money Ssys-
tem, that our domestic gold stand-
ard did not prevent the business
recession of 1929-1933. One "of
our common practices is to blame
gold . because it does not keep
business and the economic world
on an even keel regardless of how
foolish we may be or how much
we abuse the gold standard and
system.

If fire destroys one’s home and
he is forced to resort to a tent,
one  does ‘not blame houses for
fires or contend that, since one
is, as a consequence of a fire, liv-
ing in a tent, tents are therefore
preferable to houses. X

Something closely akin: to that
species of logic has been applied
in our arguments in recent years
as lo the virtues of irredeemable
paper money as compared to those
of gold. Paper is paper and gold
is gold, and that. fact cannot be
altered in arguments regarding
money or anything else.

(5) The contention that a gold
standard is not a panacea for
economic ills.

Apparently it needs to be em-
phasized that if a nation adopts
the best monetary standard and
system known to'man, and’ if it
be  concluded: that for us these
must involve the domestic use of
gold, the fact would still remain
that many economic problems and
ills, which people are prone to lay
on the doorstep of money, would
not thereby be solved. A good
monetary standard and system is
no panacea for all economic and
political ills, but it is a vitally
important factor in a nation’s
wellbeing,

(6) The contention that access
by the people to gold is -contrary
to the best interests of society.
A gold standard 'places in the
people’s hands an important and
direct control over the govern-
ment’s use and abuse of the peo-
ple’s purse,”and, as one studies
the history of human freedom, it
becomes clear that this' particular
relationship of gold to human
wellbeing is ‘a matter of very
‘great importance to us all. It is
an old and -well-established fact
in human experience that when a
people lose control over the pub-
lic ‘purse their freedom is seri-
ously impaired or lost. 'In large
degree our Federal purse is in the
hands of pressure groups; and a
basic reason for this is to be
found in our shift to an irredeem-
able paper money. A Congress-
man can expect to keep himself
in office only by yielding to pres-
sure groups; and he can. freely
grant their request because the
government can meet these de-
mands - with irredeemable ' paper
money. 3 s

This relationship of a gold stand-
ard' to.a people’s centrol..over

It is perhaps above ail else- the
most fundamental issue' involved
in a consideration ol an irredeem-
able paper money, and it is one
to which the-people of this'coun-
try should give their very best
thought. i

By E. M. BERNSTEIN
(Continued from page 7)

can only be the result of wise
menetary  policy that is, good
monetary managemeat; |

Is there anybody here who
would be so reckless as to say
that, having established a gold
standard,  whatever its -special
features; we can.just sit back and
let the monetary system run- it-
self? - I' think every reasonable
man would say that with the gold
standard we still need the Fed-
eral Reserve System formulating
monetary policy, we. still want
bankers- using ' good “judgment,
limiting the creation' of credit in
boom, easing credit when things
get bad.. Wise policy is-the key
to a good monetary system, and
that is just as true with the gold
standard as without it.

Now we come to the question
for tonight. Should the United
States restore redemption of cur-
rency in gold coin? .I want to
make it clear that gold coin cir-
culation is not essential to the
gold.  standard. . There are two
features hasic. to the gold stand-
ard.. The first is that the quantity
of money in-a country must be
limited in onz way or anottier by
the quantity of gold the country
has. Without an addition +to- its
goid  holdings, « gold standard
country - cannot keep. expanding
the supply of money. The second
basic -feature 4s to buy and sell
gold freely at a fixed price for
the ' settlement “of  international
transactions. In this way with the.
gold standard a country main-
tains stability of the exchange
rate for its currency in terms of
the currencies of other countries
also on the gold standard.

Ilave Right Kind of Gold
- Standard Now

We have that kind of gold
standard now, the one I have just
described. There are many addi-
tional trimmings that can be put
on . the.gold standard: One- is-to
give. people. gold : coins for their
.currency. whenever they wish and
without regard to the use: that is
intended to be made of the gold
coins. ‘As I understand Dr. Spahr,
he says there is something useful
and wise in having redemption of
currency in gold coins to add a
touch of perfection to the gold
standard. I want to express grave
doubts as to whether that is so.

Some people will tell you that
gold is a natural standard of value,
and that standard money. should
circulate, I want to disabuse .you
of the notion that gold is a-nat-
ural standard of value,.or that it
is a standard of value at all even
in our country with' the gold
standard. The measure of value in
a country is the unit of money. A
dollar is the measure of value
here. Gold is only something
which in a gold standard system
you can make money out of.
yard is the measure of length;
wood is only the material out of
which we make yardsticks. -

I say that gold is not a measure
of value ‘but I say that dollars are
a measure of value, Does anybody
want to argue that between 1940
and 1948 the reason why the value
of money fell was that the value
of gold fell? Was gold a bad
measure of value and is that why
the value of money fell consider-
ably? Not at all. The value. of
money fell because the monetary
policies - that were. pursued made
‘a-unit of money worth less; and a
unit of ‘money: being worth. less;
.then: gald—which measures. guan-
titiés . of .- money—became - worth

their’ public' purse, seems to.be

understood  by. very. few- indeed.'
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Currency Redeemable in Gold?

of gold fell by half, That is to
say, in 1940, with a given quantity
of gold, you could have bought a
basket of goods. In" 1948, with
that same quantity of gold, the
basket you could have bought
would have contained half as
much' goods. Somebody - objects

_ | that gold is not used to buy goods.

People don’t get gold for dollars.
Lots of countries have used gold
to buy goods here. But I will cite
another period when people did
use gold. In 1920 you could buy
with a given amount of gold only
40% as much goods as you could
buy with- the same quantity of
gold in 1914.

Monetary Policy, Not Geld, the
Price Key

Does this mean that something
happened to gold? Not at all. What
happened “is that between' those
two periods monetary policy
forced prices up. In the meantime,
gold, measuring a given number of
units of money, bought less, What
made the. value of gold go up or
down is monetary policy. It is the
unit of money which is the stand-
ard of value. It is the policy of
the monetary authorities in creat-
ing ‘units of money that deter-
mines the valurgl of money; and it
is the value of 'money-which then
determines the value of gold. That
is why we must not do.anything
that will increase the difficulty of
getting good monetary policy.

Let us examine this point. When
you consider any -aspect of the
gold standard, any feature to be
added to the gold standard, there
is only one reasonable test of its
usefulness, and that is whether
it is- conducive to good or bad
monetary policy. Because ‘it ‘is
monetary policy that determines
how well the gold standard will
work, With bad monetary policy,
the gold standard will not last. I
will tell you why, in my judg-
ment, the redemption of currency
in gold coins would be a very bad
feature to add to the gold standard
we now have in the United States.
Redemption in gold coins is a bad
feature of the gold standard at any
time; it would be an impossible
feature 'in the kind of world in
which we live today.

I want to argue that-the essen-
tial element in any satisfactory
monetary system, = whether the
gold standard or managed money,
is' good, sound, intelligent policy.
And whether or not redemption of
currency in gold coins is worth
having depends entirely on
whether it would be conducive to
good monetary policy, I say fur-
ther that redemption in gold coins
is not conducive to good. policy be-
cause it increases the difficulties
in getting a wise policy in times of
stress.

The fact is that the Treasury and
the Federal Reserve Banks, the
responsible bankers and.the. res.
sponsible businessmen -of this
country have found that redemp-
tion of currency in gold coins is a
dangerous feature to-add to the
gold standard. They are against it
now. The greatest students of
monetary problems in the past
have opposed the redemption of
currency in gold coins. I am
happy to enlist on my side David

A | Ricardo, who was one of the ablest

men to write on the gold standard
at a time when the gold contro-
versy was far more bitter ‘than it
is today. Ricardo said that gold
coins iwere an undesirable part of -
a gold standard and he opposed
their ‘use in the new monetary
system that England set up after
the Napoleonic Wars,” */' * .
David Ricardo was a member of
Parliament,  a..landowner, and a
very successful broker. He was
one of the ablest students of mon-
etary problems of his time. Ricardo
.did not propose that England go
‘back to a gold coin standard. .O
the contrary, he said, that would.

.be aserious mistake... He thought.

of the function of gold as a regu+ .
lator of the quantity of money,,a8
a means of settling_ international

W D
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payments, and he proposed that
England establish the gold bullion
standard.  He was  against ‘letting
every Tom, Dick and Harry take
a ﬁve-pound note to the Bank of
'England and get gold coins for it.
He thought gold bars worth 1700
+or 1800 pounds would be satisfac-
tory for international = payments
and prevent an internal drain of
gold in times of uncertainty. As a
matter of fact, even a gold bullion
-standard with domestic redemp-
tion would now have the same bad
effects as redemption in gold coin.

Why was it that men like Ricardo
were dissatisfied with the use of
gold coins? Here is the reason:
Ricardo had seen that when there
were grave economic and .political
difficulties, people lined up in
front of banks and drew out coins.
When they drew out coins for
.their notes, the whole monetary
and’ banking system was wupset.
And if people get scared enough
they can bring on a financial col-
lapse. We had that experience in
this country in 1933, when people
drew currency out of the banks
and presented the currency for re-
demption in gold coins. The effect
on our banking system was dis-
astrous,

Detrimental to Banking System

Introducmg redemptlon of cur-
rency in gold coins will inevitably
have a bad effect on our banking
system. It will increase the diffi-
culties of the Federal Reserve
Banks in giving us a good mone-
tary system. Anybody who ad-
vocates it is going to force on this
country a lot more management
than we really want, and a lot
more difficult management than
.we can wisely undertake. You
. must realize that with the gold

' . standard our monetary system is

an arch of currency, bank de-
posits, reserve deposits and gold.

:Gold is the keystone that keeps
the arch firm and strong. Let ir-
responsible people in time of panic

i or fear chip away at the keystone,
and the arch may collapse.

. ‘Suppose we take our country in
1893, 1907 or 1933, when the eco-
nomic situation was very bad.
People . got worried about busi-

. ness, or the banks or the Treasury.
These people having been told

.-that they have a right to gold,
began to draw out gold coins.
‘What happened to our monetary
system? Let us assume they did
it' quietly..and the psychological
fears did not grow. What was the

. effect, nevertheless, on our mone-
tary system? In order to get the

, gold coins, they had to present

- currency notes. To get the notes,
they had to draw out their bank
deposits. To meet the withdrawal
of deposits, the banks had to de-
plete their bank reserves. To meet
the redemption in gold coin, the
Federal Reserve banks had to de-
plete their gold reserves, : When
the gold reserves of the Federal

" Reserve banks went down and the

' bank reserves of the banking sys-
tem went down, the whole mone-
tary system had to respond by
contracting the volume of cur-
rency and credit. And to do this,
loans and investments had to be
reduced quickly and considerably.

Remember that in the United
States gold utlimately determines
" the quantlty of money. we have.
But. it is not the gold in the hands
. of the public,it is the gold in the

hands of the monetary authorities
—the. Treasury and the Federal
" Reserve - banks. And .when the
public draws out gold coins the
quantity of money must be con-
- tracted. .The Federal. Reserve
banks have to reduce the circu-
. lation of notes, not just the notes
that they retired when they gave
' the ‘gold, but other notes in addi-
tion. If they were just-at the point
* of having the proper ratio of notes
to gold, they have to-call in two
and one-half times as much in
. notes as they lost in gold. For
., €ach $10 note that has been re-
“'deemed in gold coin, the Federal
* Reserve banks have to get back
$15 in notes through restriction of

““reserve credit. "And as thé banks
lose deposits and bank reserves

they in turn have to restrict credit. |

They have to call in loans, ‘sell
securities, bring ‘down their de-
posit liabilities. And they may
have to do considerable tighten-
ing.of credit to restore their re-
serve position,

That is the kind cf dlffxculty
that David Ricardo had in mind.
That is the kind of difficulty
which ought to lead all-bankers,
especially * the bankers in New
York, all the Federal Reserve
banks, and especially the Federal
Reserve Bank of New York, to.say
that gold coins would be an
abominably bad feature of our
gold standard. It would make it
impossible to get the right mone-
tary policy at the very time when
people have unreasonable fears.
At the very time when the public
is attacking the- banking -system
in an irrational way, the monetary
authorities, responding to the out-
flow of gold coin, would have to
put the pressure on. I don’t think
it makes any sense.

Moral Issue Not at' Stake

What function would the re-
demption of currency in gold coins
perform, anyway? What does"it
do? You say there is a moral
obligation to give people. gold for
their currency? It was no more
immoral to give up the circulation
of gold coins than it was to give
up the free coinage of silver when
silver had had a much longer his-
tory and tradition '‘as money than
gold. The test on the circulation
of gold coins is the same as on
the free coinage of silver: is it
conducive to good or bad mone-
tary policy? This is not a matter
of morals, it is a matter of policy.

Now, some people who favor
redemptmn of currency in gold
coins agree that the proper test
is. the effect it would have on
policy. Dr. Spahr takes this view.
He tells us that restoring gold
coin circulation will have a salu-
tary effect on fiscal and credit
policy; it will make the Treasury,
the Federal Reserve banks, the
commercial banks and business-
men  all
When the public sees the authori-
ties pursuing the wrong policies,
they will call for the redemption
of their. currency in gold coins.
‘And that somehow will make the
Treasury balance the budget, in-
duce the -Federal Reserve Bank
to tighten credit, compel the banks
torestrict loans, and prevent busi-
nessmen from ‘ undertaking -too
much investment. :The trouble
with this is that it is all imagina-
tion without any basis in reality.
That is not how the public has
behaved, it is not how the public
ever will behave.

We had redemption of currency
in. gold coins until 1933. Did the
publie withdraw gold coins when
the stock market boomed? Did it
withdraw gold . coins -when the
Federal Reserve was trying to
tighten credit in 1928? Not: at all,
the public joined in the boom.
Never before or since has so large
a part of the people actively par-
ticipated in building up the boom.
When did the public withdraw
gold coins? In 1933, in the darkest
hour. of the depression. Then the
public depleted our gold reserves,
endangered the banking system,
and. almost destroyed the economy.
The gold reserves of the Federal
Reserve Bank of New York were
brought down to within $100 mil-
lion of the legal minimum. The
New York Federal had to try-to
help from the Chicago Federal.

And that can happen again if
‘we have redemption of currency
in.gold coin. Far from acting in
concert with wise and conserva*
tive .monetary policy, the public
will do just the reverse. The gold
coins will flow into the monetary
system  in boom- time, and the
public will participate in the
boom. The task of keeping credit
in check will be that much more
difficult.. In :depression, a scare
will drain the ‘monetary system
of gold; and the capacity of. the
banking systeh to keep itself
liquid, and: to. provide, credit; for
business will be impaired. It will
be infinitely harder to follow a

behave much better.

propér nion'etar}'; policy. That 1s
what the circulation of gold coins
has done, that is what it will do

. if we permit it again.

We have enough gold in .the
United States so that with or
without redemption of currency in
gold coin there is notany greatdan-
ger that we would have agoldcrisis
even in bad times. But we could
have a banking crisis. The banks
could be pushed hard. I say that
we are not going to solve any
problem by giving people . gold
coins. I do say we are going to
give the Federal Reserve banks
and we are going to give the New
York bankers and their colleagues
all over the country a new head-
ache: how to adjust the monetary
system, the banking system, every
time the public increases or de-
creases its holdings of gold coin.

Specific. Answers to Dr. Spahr

Dr. Spahr: The audience has
heard me, and if I may, and
it is agreeable, I should like to

have Mr. Bernstein first answer’

my three questions for the benefit
of the audience. If there is time
I will make comments on  his
statements.

Dr. Bernstein: Question number
one: “On what appropriate ground
may one defend the issuance of
promises to pay that are irre-
deemable?”

If we are issuing currency notes
which are promises to pay gold
then let us change the words. But
do our notes say that? I think
they say “they are redeemable in
lawful money.” Some people seem
to.prefer to have the Treasury of
the United States -behind their
money. That is why Federal Re-
serve notes are redeemable in
lawful money and that is precisely
what the notes state.

There is notking on our cur-
rency which implies that notes are
recoeemable in gold. There is no
implicit promise to pay gold. The
rublic knows that,. If there is
anything abhorrent or illogical in
redemption in lawful money, even
that can be changed without in-
stituting gold coinage. Simply say
that Federal Reserve notes are
legal tender and they will circu-
late just exactly as well as they
do now or would with gold re-
demption.

Question number two: “On what
appropriate grounds may one de-
fend, a so-called system of ‘re-
serves’ .in our: Federval banks and
United ,States . Tleasury in which
these ‘reserves’ cannot be paid out
domestically?”

The purpose of our gold re-
serves is to give us an objective
measure of the quantity of money
the country should have. That is
one purpose of the reserves, to tell
the Federal Reserve banks when
there is too much or too little
money, to tell the commercial
banks when there is too much or
too little credit. Incidentally, that
is also why we have bank reserve
requirements and not merely to
assure payment of currency to de-
positors.

Of course we do pay out re-
serves whenever that is necessary
for settlement of international
payments. The Federal Reserve
Bank of New York sells gold reg~
ularly to central banks and treas-
uries for dollars. I favor paying
out reserves for such a purpose.
I oppose paying gold to people
who want to draw gold out of
the Federal Reserve Banks and
the Treasury for hoarding. I op-
pose this because of -the conse-
quences on the banking system.

Question number three:  “On
what appropriate grounds may
foreign governments and banks be
authorized to convert into gold
their claims against our gold while
that privilege is denied our peo-
ple?”

The reason we convert our cur-
rency into gold for other coun-

tries is because we want" their |.

currency in whatever amount we
need at a fixed exchange rate. If
any country is. willing to give us

its: currency for dollars without.

convertmg our currency into gold,
there is no conversion. Every

counbry is perfectly free to glve
us currency - for deposits in ‘the
Federal Reserve Bank of New
York, and some do. But if a coun-
try “doesn’t want to give us its
currency without conversion of
dollars into gold, we quite prop-
erly give it gold. Otherwise the
dollar would depreciate against
that currency or limitations would

have to be put on American de-
mand for that currency.

Our monetary system does a
better international job ‘when tha
dollar is convertible into gold to
settle international payments.
Therefore, I favor it. Our mone-
tary system would do a poorcr
domestic job if the dollar were
convertible into gold for hoardm
Therefore, I oppose it.

The Government Bond Market

(Continued from page 4)

in the Reserve Cities to 24% and
Country Banks to 18%. 'fhe
steady increase’ in loans created
additional deposits against which
reserves must be carried, and this
together with increased reserye.
requirements has exerted steady
pressure on the Government
bond market. As additicnal re-
serves became . necessary, either
through increased deposits result-
ing from loans or increased re-
quirements, the baaking system
naturally liquidated Governments.

Consequently, in response to all
of these factors, along with the
pressure on hank reserves result-
ing from payment of Federal Re-
serve-owned debt, we saw the be-
ginning' of a decline in Govern-
ment..bond prices in the Fall of
194'7. In November of that year
the Federal Reserve System found
it desirable to support the market
and the Victory 2l%s, which is
nrobebly the key issue and which
hacd previously sold as high as
1064, were supported at 101, and
the other issues, both eligible and
ineligible, &t prices in line there-
vith, On December 24 the Open
Mariset Committee entered upon
a more aggressive supporting op-
eration tut at a sharply lower
level. the support price on Vic-
tory 2%s heing dropped to 100;;
the. 2%s of 1962-59 to par and
similarly lower levels for the vari-
ous other issues.

In August of this year the Fed-
eral Reserve Board . withdrew
fixed support prices on the bank-

eligible ‘issues with the possible:|

exception of 2%s of 1959-56 and
2ls of September 1972-67, both
of which are presently at or above
the previous support prices. They
made it kriown, however, that the
ineligible issues would continue
to.he &upponed and the inference
was that « hilé no commitment ex-
isted with respect to-short and in-
termediate bank-~eligible issues,
they would extend. such support
s might be necessary to protect
the certificate rate as well as the
long-term 2!'% % rate.. This sup-
nort of the market has continued
steadily to this date with the re-
sult that the Federal Reserve
System has expanded its holdings
of bonds {o a very large degree.

For example, as of Nov. 26, 1947,
the System’s holdings of bonds
with a maturity of over five years
amounted to $590 million. As of
Dec. 30, 1947, this had risen to
$2,272 million and currently is
$8.243 - million. The - System’s
holdings of bonds of all maturi-
ties from Nov. 26, 1947 to Oct. 20,
1948 has risen from $928 million
to 810,132 miliion, but by reason
of payment of or sale of short-
term obligations, their total port-
folio ‘in that period has shown an
increase of - only - $952 million.
While this amount in relation does
not seem excessive, we must re-
member that it creates bank re-
serves of -a:like amount and there-
fore, the base. for expansion of
credit of about four or five times
that figure. This brings us to the
question which seemingly is up-
permost ir: the minds of all of us;
namely, can the Federal Reserve
System continue ‘to .support the
market?

Will Federal Supx;ort Continue

I have heard many expressions
that the Federal could not con-

tinue its support; but I suspect:

that many people so- expressing
themselves have. not explored the
situation very carefully. Current-

ly, the Federal Reserve System is

such reserve is about 49%;

required to maintain a 25% re-
serve. in gold certificates against
deposits -and Federal Reserve
notes outstanding, but actually
so it -
is apparent that the System could
purchase approximately $45 bil-
lion additional Governments and
still maintain  the required re~
serve. 'As of June 30, 1948, there
were outstanding public market-
able securities, other than those
owned by U."S. Government agen-
cies and Trust Funds and the Fed-
eral Reserve System,  in the
amount of $133,605 million, and it
is certainly extreme to expect the
Federal Reserve System would be
called upon to absorb $45 billion.
of such amount. Furthermore, it
seems to ine that long before any
such fantastic increase in the port—
folin of the Federal Reserve Sys-—
tem could take place, the reserves
created-by means of the support-
ing operation 'might well cause
sufficient . pressure in ' seeking
profitable-employment to develop
a reversal of trend; that is, buying
interest rather than further liqui~-
dation. Let us also remember
that it is always- within the
province of Congress to lower the
gold reserve requirement, if they
so desire, so it would seem that
the Federal Reserve System’s
ability to support the market is
ample,

The question arises, however,
as to how far such support may
be continued without serious re-

sults to the economy, I have
pointed cut that the Open Market
Conmunittee has succeeded to date
in supporting the market with but
a relatively small increase in to-
tal holdings, but this was due in
a large degree to the retirement
of dU)t ag from July 31, 1947 to
July 81, 1948 the Federal debt wa., ‘
xeduccd by about $6 bll,llon
large part of which was owned by
the Federal Reserve System, and
with little likelihood of a bud-
getary surplus for debt retire-
ment {roni here on, it would seem
that further substantial purchases -
by the Federal would result in
expansion of bank credit, which iz
exactly the opposite of the ob-
jective in raising reserve require-
ments and the interest rate on
short-term Governments, It seems
to me that is clearly demonstrated
by the fact that the recent in-
crease in reserve requirements ef-
fective in September resulted in
an . increase of approximately .
$1,900 million, but in. the two
weeks foliowing such change the
portfolio of the Federal Reserve
System increased $2,075 million.
So it ‘would seem that the pur-
chases in that peried completely
nullified any deflationary effect
of the increase in resérve require-
ments.

Insurance Company Selling

There has been much discussion
of late regarding the selling of
Governments by insurance com-
pamec for the purpose of acquir-
ing other investments. As of
August 31, 1947, 49 life insurance
companies, representing 89.9% of
the total admitted assets of all
United States Life companies,
shoved holdings of Governments
of $19,138 million; and. as of Aug.
31, 1948, they reported a reduction
in holdings of about $23%; billion.
Between August, 1947 and August,
1943 ihe yield on high-grade cor-
porate bonds, as reported by. the
Federal* Reserve *Bulletin ' ‘and

(Continued on page 38)

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




";’.s (1782)

'THE COMMERCIAL & FINANCIAL CHRONICLE® ¢

Thursday, October 28, 1948

¢

" Tomorrow’s
Markets
Walter Whyte
Says—
By WALTER WHYTE==

Ability of stocks to make
new highs or approach them,
results in heightened opti-
‘mism. Censider such periods
as selling areas rather than
‘buying points.

—

Betweén the writing of last
week’s column and this one
the market managed to ad-
vance to the old highs as
measured by the controversial
Dow industrial averages, and
now everybody is happy. The
common talk now is that “this
is just the beginning . . From
now on all stocks will go up.”

B e ::t

From where I sit:all this
talk is just so much goose
grease. I.doubt if anybody
knows if they’'re going higher
‘or lower and how much. And
that, dear readers, includes
me. . All I know is:that I go
by various precepts. If I make
money, well and good; if I
don't, I try again — if I have
anythlng left.

& *

Last week I wrote here that

the averages looked like they
would go up to 188 to 190. Be-
fore the end of the week was
over they did just that. Vol-
ume picked up a little and the
~deserted board rooms  re-
gained a little of their life.
There’s nothing as encourag-
ing to a bull as a rising mar-
ket, so now the bulls are bel-
lowmg about how wonderful

they are.
3

A word of warning here:
Don’t be bullish or bearish

%

3

for more than short periods of |

time. You'll do better in the
long run if you'll keep in the
minority. Such  a position
means more taxes. Perhaps.
But if you're going to worry
about taxes, you have no
place in the market.

% £ d

Last week I said that vol-
ume as a market guide has
.outlived its usefulness;
breadth of transactions has
taken its place. This isn’t a

Pacific Coast
Securities

Orders Executed on
Pacific Coast Exchanges

Schwabacher & Cc;.

Members
New York Stock Exchange
New York Curb Exchange (Associate)
San Francisco Stock Exchange
Chicago Board of Trade
14 Wall Street New York 5, N. Y.
OOrtlandt 7-4150  Teletype NY 1-938
Private Wires to Principal Offices
San’ Francisco—Santa Barbara
Monterey~—0Oakland—Sacramento
Fresno

sudden process. It has taken
years to develop -and is based
on the fact that the major
buyers (and sellers) today are
various organized investment
groups who don’t study charts
or are concerned with the
ability of any average to con-
firm action of another aver-
age.  ‘Such groups buy on
statistical analysis over long
periods of time. Oddly enough,
however, most of this buying
is limited to Dow stocks, not
because they’re in the aver-
ages but because they repre-

.|sent quality. So just as volume

once showed near-tops or bot-
toms, it is the breadth - of
transactions today which
point to the same thing. Be-
lief is based on the theory
that once a lot of stocks start
moving the public is coming
in and it constitutes a danger
sign.
st £ 3
I can go into more details
and give the operation of open
end groups versus that of
closed end outfits; activities
of endowed mstltutlons, etc.,
but I haven’t the space or the
inclination. So I'll go on to
the daily market and your in-
terest in it.

£

First of all I don’t recom-
mend any further buying aty
this point. If you have any of
the oils, though none of them
got low enough to come offi-
cially into the list, place stops
a half point under Monday’s
lows. Same thing applies to
Alleghany Ludlum, American
Airlines and Loew’s. Raise
your stops to just under Mon-
day’s lows.

More next Thursday.
—Walter Whyte

[The views expressed -in this
article do not necessarily at any
time coincide with those of the
Chronicle. They are presented as
those of the author only.]

s

Inv. Dealers of Canada
New Finance Course

TORONTO, ONT., CANADA—
Applications for- the new course
in Principles and Practices of In-
vestment Finance in- Canada
(Course II) are now being ac-
cepted by the Investment Deal-
ers Association of Canada. The
new course, which is more ad-
vanced than that previously of-
fered, was drawn up by 60 ex-
ecutives from member houses
{across Canada. It is estimated that
|one evening a week for 40 weeks
will be required. The. fee for
Course II is $50, either payable
with the application, or $25 with
application and $25 on Feb. 1,
1949. Applications should be sent
to H. L. Gassard, Director of Edu-
cation, Investment Dealers Asso-
ciation of Canada, 276 St. James
St., West, Montreal, Que,, Canada,
, Included in the course will be
Corporate  Finance; Dominion,
Provincial and Municipal Securi-
ties; An Accounting Approach to
Statement Analysis; Business Cy-
cle, Market Movements and Their
Effects on the Investment Busi-
ness; Portfolio Management; and
Salesmanship.

The Government Bond Market

(Continued from page 37)

taken from Moody’s, went from
2.51% to 2.66%; and on high-grade
municipals, as reported by the
Federal Reserve - Bulletin = and
taken from Standard and Poor,
went from 1.839% to 2.479%. Fur-
thermore, with mortgages avail-
able in increasing amounts at at-
tractive yields, together with di-
rect loans' to industry, it is
obvious that with Governments
bein;s held at 2% %, there is con-
tinuing incentive for- insurance
companies and other investors to
switch from Governments to other
types of investment offering &
more “attractive yield. Thus one
begins to wonder how effective
increased ‘reserve requirements
are in the'face of centinued sup-
port of Governments at a 214 9%
level. Certainly, no ene, in my
opinion, can successfully - argue

the consistency in the two actions

What May Be Expected
Possibly this would be a good
time for me to make my position
perfectly clear, I'am not attempt-

ing to make a case for lowering

the pegs on Governments, nor am
I advocating their maintenance
under any and all conceivable cir-
cumstances. I am endeavoring to
illustrate conditias as they exist
as a basiz for forming some opin-
ion as to w'at may properly be
expected and its resultant effects.

We frequently hear COmments
that if the pegs were removed: oh
Governments, the market would
decline 10 to 20 points. Person-
ally, I feel that any such com-
'ments are greatly exaggerated and
made without any intelligent ap-
praisal of the facts. Wita a debt
the' magnitude' of ours, and with
the absolute necessity of provid-
ing at all timeg a market for Gov-
ernment . securities and keeping
such market orderly, as well as
the necessity of refunding our
frequent maturities at rates con-
sistent with the ability of the na-
tional income to pay, it is to me
self-evident that we will always
have, and necessarily must have,
a mauagod market.

But a4 managed market and one
maintained ‘at a specific price
level are not necessarily synon-
ymous. We now have a managed
market—but not u pegged one—in
the early and iniermediate bank-
eligible issues and I. am not con-
vinced that a similar type of mar-
ket in the ineligible list might not

be po-sible without serious reper-:

cussions, I fail to see any sanctity
in par, and so far as I am-con-
cerned, if in the judgment of the

Treasury and the Federal Reserve

System, -it should ultimately be-
come desirable in the best inter-
ests of the economy to permit long

Governments to scll below par, T

should not cousider it any sign of
weakness nor any reflection what-
soever on the faith and credit of
the Goveramerit. I have-expressed
the opinion that the Treasury and
the Federal Reserve System have
ample reserves to maintain the
market level at par if they so
clect, and if such is the case, they
certrinly eould co so at 99. 98 or
whatever figure they might elect.
It is vay bkelief that we have a far
greater obligation te the holders

{of E. F and G bonds to maintain
the purchasing power of their dol-:

lar than we have in guaranteeing
buyers of leng-term 2Y%s against
matket depreciation:

Let’ us not overlook the fact
that the Treasury issued securities
of various *%ypes and maturities
designed lo meet the needs of the
various investors. Corporalions
and banks, as well as others re-
quiring a high degree of liquidity,
were offered bills, certificates and
notes -and bonds of intermediate
maturity. " For those desiring full
protection against market fluctua-
iion the Treasury offered E, F and
G bonrds, and to those who: pre-
sumably were in the category -of
permanent investors fonger bonds

were  offered at a more hbelal
return: than that available on
short maturities; and few, I imag-
ine.were so naive as not to realize
that the higher return must nec-
essarily  carry with it'a propor-
tionate degree of market hazard.

We hear remarks to the effect
that if the pegs were removed, the
results would be catastrophic to
the banking system. Let us ex-
plore that a bit. The Treasury
survey of. ownership of Govern-
ment securities as of June 30, 1943
shows 7,289 commercial banks
cwning $57,170 million United
States Government public market-
able securities, of which $47,260
million ‘are due within five ‘yeats,
aad $6,167 millioin - betweéen - five
and ten years, leaving: $3,743 mil-
lion with a maturity of over ten
years. It is difficult for me. there-
fore, "to  visualize -a sufficiently
drastic decline in" the Government
bond market . to -jeopardize. the
solvency of our banking system.
True, there are undoubtedly in-

 dividual cases ' where "an appre-

ciable ‘decline ‘from the present
level of long-term bonds, whijch
bave already experlenced a sharp
drop from their previous :highs,
would result in a’ very unpleasant
and. uncomfortable situation, but
it is my belief that such situations.
will prove to be the exception
rather than the rule and I, there-
fore, do not share-the. uneasiness
of those who predict dire. conse-
quences to the banking structure
if the Treasury should ultimately
permit Governmeats to sell below
par. )
The ‘argument 'is advanced that
letting Governments go below par
would not deter .insurance com-

pany selling as the yields on other:|

securities- would deciine propor-
tionally and, therefore, the same
incentive wuuld remain. Iam not
o sure. ‘The latest available fig- |
ures indicate that on Dec. 31, 1947
all life insurance companies in the
country had - admitted assets of
$51,743 million -and liabilities of
$48,307 million, or about 1.07 in
assets to every dollar in liabilities.

which would indicate to me- that.

the  insurance companies might
prove reluctant to take much of a
loss on- the sale of Governments
in-order to acquire other assets
with -a higher degree of credit
risk. At just what discount insur-
ance company. liquidation ynight
disappear, I do not presume to
know.
estimates—99,.98 and as low. as a
2.75% basis, . which ‘'would .be
about-95%—but I,.personally; do
not -share the - opinicn ' expressed
by some that the decline might be

comparable to that experienced |

after World War 1. - ..

What About Short Term Rates
I have devoted much time to the
discussion of the long-term rate,
now what about the short? Iam
inclined . to look for a  further
hardening of short-term rates and
anticipate that some time,.pos-
sibly witkin the next six months,
we may see the certificate rate
upped to 1%5%. The next certifi-
cate maturity will be Jan. 1, but
I question: whether the rate will
be increased quite that soon and
am more inclined to expect the
increase in March or possibly
June. A good :barometer tothat
is the bill markel which is cur-
rently around 1.10% to 1.129%
basis. There must be some rela-
tionship between the bill.and cer-
tificate rates as obviously: if the
91-day bill rate rose too sharply,
the Treasury would be unable to
successfully market: a ‘one-year
14 %.
1.15% is the top: yield-to which
bills can go and still be “in har=
mony with a 1% % certificate. rate.
So ‘if bills go through 1.156%, I
would say be prepared for a
higher one-year rate.- If the infla-
tionary. trend persists,;  it.. would
not be surprising to see‘at a later

date ‘a certificate rate of 1%%,!p

I have : heard : numerous

My feeling is that about]|

but I doubt if we shall see lt

much; if ‘any, above that figure. .
What 'would the effect of a 1% %

certificate ' rate “be ‘on ' the re-

mainder of the 1'st? Obviously, it

would not be bullish, bat after all,

I' cannot see "any fzctors. at thi=

moment which can prorarly be

interpreted as bullish on tac¢ Gov-

ernment market.

It is my feeling that the market
up to and including the 2s of Dec.
15, 1954-52 is, in all probability,
adjusted to a 134 %- rate, and cer-
tainly there must be some spread
in yields between certificates and
issues of two, three or four-year

maturity, otherwise the Treasury
would be hampered in its refund-
ing ‘operations. ‘Currently. 2s of
Dec. 15, 1954-52 -are selling on
about a 1.75%: basis; and the yields
between ‘that issue and. the one-
year certificates seem to ‘be in
harmony I have endeavored to
chart prices for these same issues,
assuming a 134 % certificate rate
six. 'months hence and assuming
similar ‘yield spreads, and I find,
after allowing ifor the passage of
timme and the normal amortization,
that -based on a 13§4% certificate
rate, the 2s of Decc. 15, 1954-52°
‘would show about 12/32nds de-
preciation ‘in the six months and
the eerlier maturities,: of course,
would show even less This does
not seem to me to ne any matter
for serious concern, and while at
a later date the cextuicate rate
may well go above 13 Y Jo, temem~
ber that the several issues of 2s
will ke proportionately -shorter. - 1
cannot, therefore see aay mate-
|-rial demce of market hazard up
[to.and including the 2s of Dec. 15,
11954-52, but issues of: longer ma-
turity, 1 believe, might be more
vulnerable to market changes re-
sulting from any possible: Lhange
in policy.

1 d~-not intend io convey the
nnpresslon that T feel the various
issues of 2s can mnecessarily’ be
bought at this level with complete
-confidence. " Not at all, ior if. the
certificate rate is raised ut an
earlier date than I have mentioned
and' if we should shortly experi-
-enceanother increase.in reserve
requirements, the resultant effect
on the market is obvious; but the
thought I should like to impart is
that within the maturity range I
‘have mentioned, I cannot see the
necessity for any great concern
over present holdings, To those
institutions with -depreciation in
portfolio holdings, there are:fre-
quent occasions ‘where accelerated
‘amortization might be preferable
‘to liquidation at a loss. —

For example, one of our bank
customers  recently asked, our
opinion as to the course to pursue
with  their holdings of 2Ys of
1959-56 wherein they had a very
substantial loss. We told -them
‘that if their . opinien-of the mar-
ket justified selling,. they cer-
tainly would not be consistent in
reinvesting in other Governments
beyond one year in maturity
which- would- produce a yicld- of
about 1% %. We suggested, there-
fore, that rather than -absorb the
loss which the sale would iavolve
and take alesser income return,
they reduce the amount taken into
current income to 1% % and ap-
ply the additional amount to re-
duction of ‘premium. which would
bring their holdings  to par 'in
about four ‘years. Of -course; for
tax purposes they ‘would have to
show the full income; but we' felt
that such a program mlght prove
preterable to absorbmg both a loss
in income and a- capital loss with
little or no expecta’mon of recov-
ery.

Prospect of Scarcity of Higher .
. Yield Issues- ¥ g \
Certain of ‘those ontimistic' in-
dividuals who favor the long term
bank-eligibles, and who inci-
dentally favored them™ equally a
|'year or so ago at sharply higher
rlces, advance the argument that
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' the continuin g policy of refunding [ resulting from loan expansion; the

with short term paper will create
a scarcity of the higher yield.ng
issues,” In the first place, I.am
not so, sure that over a period of
the next several years we may not
see bank-eligible issues offered in
the refunding of a maturity be-
yond  the certificate range, In
; fact, it seems to me most desirable
to do so, as our floating debt is
" already of too great proport.ons.
Furthermore, between now and
Sept. 15, 1953—a little less than
five years—there are $21,302 mil-
lion in issues presently ineligible
that become eligible for commer-
cial banks. In addition there are
due or callable within the next
five years, exclusive of hills, cer-
tificates and notes, $47,708 million,
as well as about $15 billion Sav-—
ings Bonds that mature. As to
these latter, in the absence of
patriotic ircentive and unless
"there is a pronounced decline in

‘ the cost of living, it seems to me |-

problematical as to how many of
these holders will reinvest in sim-
ilar issues at current rates.
Likewise, with insurance compa-
hies and other investors display-
7ing no great enthusiasm for 2% %
:governments, the problem of-re-
'funding may be a cons.derable
“one and it is difficult to visualize
the Treasury’s even attempting tc
roll over any such amount into
"one-year paper. - Hence, I can-
.not become concerned over the
" scarcity of bank-eligible obliga-
tions in the next few years.

Summary

In summing up, it is my belief
that the trena ot short term rates
-is still upward, but the extent to
‘which tney will rise will in a
major degree be determined by
Treasury .and Federal Reserve
‘policy which, in turn, will be bas-
ed largely on' the trend:of com-
qmercial loans and‘commodity
pr.ces.

I would recommend, therefore,
that these two factors be watched
closely for the key to the over-all
picture, -and the rate at which
bills sell weekly as a key to any
jimpending change in the certifi-
-cate rate. Whether the long
term 212% rate will continue to
be protected at par, I do not pro-
fess to know. Currently, the
Treasury and the Federal Reserve
System are committed to that
level and I do not question their
ability to maintain it if in their
judgment it be desirable to do so,
but it seems to me that if com-
mercial loans continue to expand,
commodity prices continue up-
- ward and liquidation of govern-
. ments continues - at its present
rate, it may become necessary at
some future date to re-appraise
the entire situation. -If, on the
‘other hand, the few straws now in
the wind significant of a levelling
off of business in general should
multiply and a pronounced de-
.cline in commercial loans develop,
then it is my belief that credit
restrictive policies would be dis-
_continued, and the present prob-
lem would cease to exist.
However, in view of the antici-
pated- higher expenditures for
armament purposes, it is difficult
to foresee any material decline in

general business for the immedi-.

ate future:

The probability -of further in-
creases in the short term rate
along with the uncertainty of the
maintenance of the present long
term one, as well as the possibil-
‘ity of further increases in reserve
requirements, in my opinion, jus-
tify caution. maturity-wise in
portfolio management, How-
ever, under no circumstances
which T can visualize is there any
need . for -serious concern on the
part. of any banker who has based
the management _of his. govern-
ment portfolio on sound conserva-
tive banking practice, with
maturities -adjusted to his needs,
.and who has not been too eager
for ‘earnings .to the extent of ac-
"quiring an uudue proportion of
long term bonds,- “With a sharply

-higher percentage .of risk .assets

prudent -banker has cons.dered
his degree of exposure in his bond
portfolio and -made adjustments
accordingly. :

Let us not.overlook the fact
that' we have a $250 billion.debt
to manage and a huge amount of
refunding to be accomplished, all

of which in my -judgment,  pre-

cludes the possibility of any such
drastic changes in the interest
rate structure or the level of gov-

| terit
we should maintain our portfolio |

ernment - bond prices, ‘as some
extremists would - lead - us to an-
ticipate. - But let us realize that
there is no substitute for compe-
‘management, Therefore,

policy in keeping with the best
banking traditions, to the end that
those changes in interest rates

‘which  inevitably occur and any

possible future change in policy
which -is unpredictable, may not
find us unprepared.

The State of Trade and Industry

(Continued from page 5)
voluntary allocations. And finally, concludes “The Iron Age,” came
news that the United States might arm Western Europe.

The American Iron and Steel Institute announced on Monday
of this week the operating rate of steel companies having 949, of
the steel-making capacity of the industry will be 98.9% of capac-
ity for the week beginning Oct. 25, 1948, representing a decline
from the preceding week of 0.2 point, or 0.29%. A month ago the
indicated rate was 96.49, : g

This week’s -operating rate is equivalent to 1,782,600 tons of
steel ingots and castings compared to 1,786,300 tons' one week )
ago, 1,737,600 tons a month ago, 1,697,400 tons, or 97.09% of the
old capacity one year ago and 1,281,210 tons for the average week
in 1940, highest prewar year. '

ELECTRIC OUTPUT REACHES ALL-TIME HIGH RECORD IN
WEEK ENDED OCT. 23

The amount of electrical energy distributed by the electric light
and ‘power industry for the week ended Oct. 23, was 5,538,885,000
kwh., according to the Edison Electric Institute. =This was an increase
of 56,855,000 kwh. above output in the preceding week, an all-time
high record, and 575,069,000 kwh., or 11.6% higher than the figure re-
ported for the week ended Oct. 25,:1947. It was also 937,118,000 kwh.
in excess of the output reported for the corresponding period two
years ago. ;

CAR LOADINGS GAIN IN LATEST WEEK

Loadings of revenue freight for the week ended Oct. 16, 194&,
totaled 913,832 cars, according to the Association of American Rail-
roads. This was an increase of 22,021 cars or 2.5% above the preced-
ing week this year. However, it represented a decrcase of 40,317
cars, or 4.2% under the corresponding week in 1947, and a decrease
of 17,934 cars, 'or‘1.97% below the similar period in 1946.

AUTO OUTPUT FAILS BY NARROW MARGIN TO ATTAIN NEW
POSTWAR HIGH RECORD ‘

Production of cars and trucks in the United States and Canada
advanced to within a narrow margin.of a new postwar high level of
122,817 units from 123,185 (revised) units the previous week, accord-
ing to “Ward’s Automotive Reports.”

The offsetting factor-in this country was a strike at the Dodge
main plant on Thursday, last, which cut an estimated 1,000 vehi-
cles off last week’s total. .

Output in the similar period a year ago was 105,587 units, and
91,855 units in the like period of 1941.

This week’s output consisted of 90,464 cars and 26,178 trucks
made in the United States and 4,071 cars and 2,104 trucks made in
Canada. :

.BUSINESS FAILURES TURN SHARPLY UPWARD IN

LATEST WEEK 3y

Commercial and industrial failures rose.sharply to 124 in the
week ending Oct. 21 from 94 in the preceding week, reports Dun &
Bradstreet, Inc. This was more than in any week since February
and exceeded the 81 and 33 which were reported in the comparable
weeks of 1947 and 1946 respectively. Casualties were less than one-
half ‘as numerous as in the corresponding week of 1939.

Failures involying liabilities of $5,000 or more increased to
110 from 81 last week and 70 a year ago. Included in this total
were 13 casualties with liabilities of $100,000 or more.

Retailing .and manuféxcturing failures showed an increase over
the previous week, while wholesaling, construction and commercial
services were almost unchanged from last week and irom a year ago.

In nearly all areas, a rise from the 1947 level was reported.

FOOD PRICE INDEX AT LOWEST POINT IN 15 MONTHS
Advances and declines in food prices largely offset each other
in the past week, and the Dun & Bradstreet wholesale food price
index on Oct. 19 remained unchanged from the previous week’s
level of $6.48. This was the lowest point {0 which the index has
cipped since July 8, 1947, and it is well below the $6.90 of a year ago.

COMMODITY PRICE INDEX VIRTUALLY UNCHANGED
FOR WEEK

While commodity prices fluctuated slightly during the .week,
overall price levels were almost unchanged. The Dun & Bradstreet
daily ‘wholesale commodity price index was 274.13 .on Oct. 19. This
was very close to the 274.05 reached on Oct. 13 of the preéeeding
week and was noticeably lower than the 291.65 of a year ago.

Grain prices generally were steady during the week. - The future
prices for corn and wheat dipped slightly,

Marketings were limited as a result of the current’ shortage
- of box cars and there was little emphasis on selling while future
prices continued below the loan level.

Cash. prices for grains:were sustained at a high level although
a sharp drop in cern occurred during the week. The export demand

{4

for wheat helped to support prices. Recent estimates of wheat ex-
portf for the year ending July 1, 1949, were well above last year's
level. ¢ g

The demand for flour remained limited in the week. Bookings
generally were restricted io small lots for nearby delivery. Many
bakers have remained cautious with regard to price while flour mills
are reluctant to grant concessions in light of the currently firm price
level for cash wheat.

Cotton futures fose moderately following the report that con-
sumption in September was close to that of a year ago. As both spot
and future prices rose some mills withdrew, but the resulting lack of
support did not cause any price decline.

It is likely that many mill buyers expect the huge crop this
year to be reflected in lower prices,

The current upland cotton supply was estimated to be about
32% larger than the amount available at this time a year ago.
Reported sales in the ten spot markets during the latest .week were
325,600 bales as compared with 316,200 a week ago and 463,000 in the
corresponding week in 1947, ’

Prices for livestock varied slightly, but in general remained close
to the levels of the previous week. There was some decline in the*
receipts of cattle at Chicago markets while hog receipts doubled
the past week and were well &bove last year’s figure. A steady and
high demand for pork continued and bolstered the current price level,

Trading -in the Boston wool market, which has been at a very
low level, was further curtailed during the past week by holiday
closings. Prices remained at the high levels which have existed for
the past five months., Buying was limited largely to small orders re-
quired to fill immediate and special needs. Some orders for carpet
wools and oils were booked, but interest in woolen and worsted
wools was negligible. There were moderate price increases reported
in the Australian and South African markets, but buyers from the
United States did not place any sizable orders. Averaze weekly
gg;l;ulmptlion of domestic apparel wools was considerably above the

evel,

RETAIL AND WHOLESALE TRADE STIMULATED BY
SEASONAL BUYING :

Consumer buying during the period ended on Wednesday of iast
week continued to rise seasonally. Total retail dollar volume: was
slightly above the previous week’s level and fractionally exceeded
that of a year ago. Total unit volume was slightly: below that of
the corresponding 1947 week, according to Dun & Bradstreet, Inc.,

in its current summary of trade. Consumer interest continued to be
centered largely in Fall and Winter apparel. Cool weather in most
parts of the country stimulated the consumer interest in seasonal
merchandise and food.
Retail volume of men’s and women’s Fall and Winter apparel
continued to receive favorable response. p

In women’s apparel, items of chief interest were fitted un-
trimmed and fur-trimmed coats in broadcloth and wool suede. Zip-in
lined coats were very popular, Women’s tailored suits sold well in
many localities. Men’s Winter overcoats were frequently requested
and suits in gabardine and worsted attracted' favorable attention.
Children’s apparel for play and school was in fairly large demand.

Fresh fruits and vegetables were amply supplied in most parts
of the country the past week and received a favorable consumer
response,

The demand for meats increased noticeably although many
consumers sought the low-priced cuts. ‘

Frozen vegetables were in large demand and many canned foods
continued to sell well. The retail volume of butter, cheese and other
dairy products decreased moderately last week. :

Furniture, home furnishings housewares and small electrical ap-
pliances continued to attract considerable consumer interest in the
week. Fuel and heating equipment sold well as consumers in many
parts of the country prepared for.the Winter season. Retail hardware
sales increased slightly and gift items were sought in increasing
volume. Bric-a-brac and various decorative items such as pictures,
mirrors, fine linens and fancy-glassware sold well.

Retail volume for the country in the period ended on Wednesday
of last week was estimated to be from 6 to 10% above that of a year
ago.

e%% Regional estimates exceeded those of a year ago by the fol-
lowing percentages: New England and East, 6 to 10;: South,
3 to 7; Middle West, 8 to 12; Northwest and Southwest, 3 to 7,
and Pacific Coast, 1 to 59.

Attempts of buyers to fill out some depleted seasonal-lines in
the past week boosted wholesale trading volume fractionally above
the levels both of two weeks ago and of the corresponding week a
year ago. Orders continued to be largely for current needs with
order volume for November and December delivery slightly higher.
Deliveries, it was noted, were somewhat more prompt the past week.

Department store sales on a country-wide basis,’ as taken from
the Federal Reserve Board’s index for the week ended Oct. 16, 1948,
advanced by 11% from the like period of last year. This compared
with ah increase of 10% (revised) recorded in the preceding week.
For the four weeks ended Oct. 16, 1948, sales ‘increased by 5% and
for the year to date by 7%.

Seasonal apparel, accessories and housewares were in strong
consumer demand here in New York the past week, resulting in

an increase in department store sales of about 159 ahead of the
corresponding week a year ago.

According to the Federal Reserve Board's index, department
store sales in New York City for the weekly period to Oct. 16, 1948,
increased by 13% from the same period last year. In the preceding
week an increase of 11% (revised) was registered over the similar
week of 1947. For the four weeks ended Oct. 16, 1948, an advance
of 4% is recorded over that of last year and for the year to date,
volume increased by 5%. ’ '
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Indncahons of Current Busmess Activity

The followmg statistical tabulations cover production and other figures for the latest week ‘'or month available. (dates :
shown in flrst column are elther for the week or month ended on that date, or, in cases of quotatlons, are as of that date) ;-

mBlCAN IRON AND STEEL INSTITUTE‘

' Andicated steel opers.tlons (percent of capacity)

Equivalent to—

Bteel ingots and cnstings (net tons)._

AMERICAN PETROLEUM INSTITUTE:

Crude oil output—daily average (bbls. of 42 gallons each)
Crude runs to stills—daily average {bBIS.) —mom oo oo Oct,
Oct.

Gasoline output (bbls.)

Kerosene output (bbls.)

Residual fuel oil output (bbls,

Stocks at refineries, at bulk termlnals in transit and in pipe lings—
Finished and unfinished gasoline (bbls ) at. O

Kerosene (bbls.) at

Gas oil and distillate fuel oil (bbls.) at

Residual fuel oil (bbls.) at

ASSOCIATION. OF AMERICAN RAILROADS:
~ Revenue freight loaded (number of cars)

+ Revenue freight rec’d from-connections (number of cars)

CIVIL ENGINEERING CONSTRUCTION—E‘IGINEERI\'G NEWS-

. RECORD:
Total U. S. construction

. Private construction

Public . construction

State and municipal

Federal

COAL OUTPUT (U, S. BUREAU OF MINES):

Bituminous coal and lignite (tons)

Pennsylvania anthracite :(tons).

Beehive coke (tons)

BEPARTMENT STORE SALES: INDEX——FEDERAL RESERVE SYS- i
Oc

TEM—1935-39° AVERAGE=100

inxsoN ELECTRIC INSTITUTE:
Electric output (in 000 kwh.)

fA]LURES (COMMERCIAL AND INDUSTRIAL)—DUN &. BRAD-

STREET INC

IRON AGE COMPOSITE PRICES:
- Finished steel‘ (per lb.)

Pig iron (per gross ton)

Scrap steel (per gross ton)

lETAL PRICES (E. & M, J. QUOTATIONS):
_ Electrolytic copper—

Domestic rerinery aft

Export refinery at

" Btraits tin (New York) at
" Lead (New York) at.

Lead (St. Louis) at

Zinc (East St, Louis) at

MOODY’S BOND PRICES DAILY AVERAGES:

. U, 8. Govt. Bonds

Average corporate

" Aas -

Aa
A

Baa

Railroad Group

Public Utilities Group

. Industrials. Group

!
MOODY’'S BOND YIELD DAILY AVERAGES:

U. 8. Govt. Bonds
Average ' ccrporate

‘Aaa .

Aa

A

Baa

Railroad  Group

Public Utilities Group.

Industrials Group

#00DY'S COMMODITY INDEX

NATIONAL FERTILIZER ASSOCIATION—-WHOLESALE COMMOD- !

ITY INDEX BY GROUPS—1935-39=100;
Foods

Oct.

Fats and oils

Jet.

Farm product

Jct,

. Cotton

Oct.

Grains

Oct.

Livestock

Oct.

Fuels

Oct.

commodities.

Miscellaneous

Oct.

Textiles

-Oct.

Metals

Oct.

Building materials
Chemicals and drugs

Oct.

Fertilizer materials

Fertjlizers,

Oct.

Farm

Oct.

s
All groups combined ___.

Oct.

NATIONAL PAPERBOARD ASSOCIATION.

ct.

Orders received étons)
ti (tons)

Jdet.

Percentage of . activity.

Jct.

Unfilled orders (tong) at

Oct.

OIL, PAINT AND DRUG REPORTER PRICE INDEX~1926- SGO i
C

"AVERAGE=100

‘WWHOLESALE PRICES—U, §, DEPT. OF LABOR—1926==100:

All dities »

~ Farm .product

'oods
Hides and leather products.

Textile prod

Fuel and lighting materials
Metal and metal products

Building materials

Chemicals and allied products

Housefurnishings goods

Miscellaneous commodities

©pecial groups—
Raw materials.

_Semi-manufactured articles.

Manufsctured - products,

All comodities other than farm products

All commodities other than farm products and foods ... .- Oct. 16
i §Excluding - California ﬁxureb which were unavailable due to

Oct.
Oct.

Oct.

Oct.
Gas oil and distillate fuel oil output (DBI8. ) s s imims s wrvames Oct,.
Ccet.

v 2 »

gk

« 21

Oct.
Oct.
uct.

Oct.
OLL

ot, 19
.19
t. 19

Latest '
© Week

31, 98.9

31

15,586,350

15,562,000+

17,424,000
2,289,000
7,528,000
9,191,000

91,483,000
26,992,000
78,647,000
79,411,000

913,832
720,063

21 $129 003 0001
¥ 55, 204,000

1-- '13 804, ()00
64,028,000
11,276,000

12,000,000
1,223,000
147,700

16
16°
16

23 5,538,885

vy

21 124

3.75255¢
$46.82
$43.16

23.200c
23.425¢
103.000c
19.500¢c
19.50uc
15.500¢

PWLWLNNLD
OO L U OO0 i

Oct. 23
Oct. 2.

23

16
16
16
16

192,539
97
384,134

143.1

164.8
18%.2
178.0

153.5

1,782,600

NRU =aUoc o

185,610

Previous
Weck

99.1
1,786,300

15,534,800
5,551,000
17,045,000
2,415,000
7,234,000
8,798,000

91,411,000
217,061,000
71,879,000
18,166,200

. 891,811

722,689

$1170,174,000

.87,937,000
82,237,000
58,628,000

*11,850,000
1,184,000
#150,€00

2336

5,482,030

94

3.75255¢
$46.82
7 $43.16

23 2000
. 23.425¢

* 103.000c .

19.500¢
19.300¢
15.000¢

wip Lo |

£
WOE O
Sac hsLioU.

ML) (R

142, 3
149.8
~146.0
232.2

ardo01

- 192 340
" 395, 953

=

144.0

23,609,000

Month
Ago
96.4

1,737,600

15,204,350
§4.,680,000
§15,023,000
§1,984,000
§6,401,000
§6,025,000

§79,200,000
§24,613,000
159,867,000
§36,808,000

909,733 .
©700,6917

.$100,303,000

42,009,000
>~ 158,294,000
.+31,922,000
120,372,000

11,835,000
1,228,000
146,8u0

5,460,609

101 -

3.75255¢
$45.07

$43.16,

23.000c
23.425¢
103.000¢
19.500¢

19.50u¢

15.000c

194.3
187.3
©235.4
155.6
140.8

149.8

144.5
225.6

173,044
192,334
.97

386,803

143.6

169.2
190.1:
189.9
188.2
1472
137.7
1715
203.2
1325
147.8
1203

182.0
158.6
165.5

164:8

153.5

¢ Year,
Ago |
917.0

1,697,400

5,268,400
5,167,000
16,298,000
2,176,000

6,217,000 |

8,542,000

80,912,000
22,516,000
61,312,000
57,776,000

954,149
140,036

$141,719,000
84,959,000
56,760,000
50,306,000
6,454,000

12,737,000
1,227,000
133,700

..299

4,963,816
81

3.19541c
$36.96
$41.83

21,200c¢
21.350¢
80.000c
15.000¢
14.8uucC
10.500¢c

P ]
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~J00! W 2D N
%
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217.2|.

162,060
185, 868

445, 358

146.2

124.7
132.7
116.5

176.0
1524
151.1
150.3
139.3

- AMERICAN IRON

ALUMXNUM (BUIIEAU OF MINES)— "
rivuuveton el primary aluminum i the U.-S.
(in short tons)—Month of August
Stocks of aluminum—short " tons (end of Aug.)

ALUMINUM WROUGHT PRODUCTS (DEPT.
OF COMMERCE)—Month of August:
Total shipments (thousands of pounds)

AND STEEL INSTITUTE:
Steel ingots and steel for castings produced
(net tonsy—Month of September.

AMERICAN TRUCKING ASSOCIATION—
Month of August: .
Number of motor carriers peporting.
Volume of freight transported (tons).._____

COMMERCIAL STEEL FORGINGS (9EPT. OF
COMMERCE)—Month of August:
Shipments (short tons)
Un;xlled orders at.end of month (short tons)

COPPER INSTITUTE -~ For Month' of Sept.:
Copper production in U. 8. A—
Crude (tons of 2; 000 lbs.) ..

Deliveries to customexs_
In U, S: A. (tons of 2,000 lbs.)

Refined copper stocks at end of p <
012,000 D8 LAt re A i pl i Safe s

FAIRCHILD  PUBLICATIONS RETAIL PRICE
+ INDEX ' 1935-39 = 100. (COPYRIGMTED)
AS OF OCTOBER 1:
Composite:index .
Piece goods ._.
Men's  apparel .
‘Women's apparel
Infants’ and children’s wea
Home furnishings
Plecé gocds—
Rayons' and silks_
Woolens

Domestics-—
Sheets
Blankets

Womens apparel—. -
Hosiery
Aprons and’ housedresses..
Corsets and brassicres_

Underwear _._
Shoes  _.. ...
Men'’s apparel—
Hosiery __
Underwear

Hats and caps.
N Clothing. including overalls.
Shoes
Infants’ and children's wear—
Socks
Underwear =
Shoes
Furniture _.___
Floor- coverlngs
Radios
Luggage
Electrical household appliances.
China

GRAY IRON CASTINGS (DEPT, OF. COM-
MERCE) — Month of August:
Shipments (short tons)
For sale (short tons)-.
For producers’ own use (shor
Unfilled orders  for
(short tons)

Lonsl,_
sale at end of month

INTERSTATE COMMERCE COMiVlISSlON——
Index-of Railway ‘Employment - at- middle of
September. (1935-39. average==100) .._-

METAL OUTPUT (BUREAU OF MINES) —

Month: of August:
Mine production of recoverable metals in
the U. 8.:

Copper * (in short I;ons)‘_-
Gold  (in fine ounces)..
Lead (in short tons).-.
Silver (in fine ounces) ..
Zinc (in short tons)

NECW CAPITAL ISSUES IN- GREAT BRITAIN—
Midland Bank, Ltd.~—Month of Seplember__.

NON-FERROUS CASTINGS (DEPT. OF €OM-
MERCE) — Shipments, month of Augusc
Aluminum (thousands of pounds)_._
Copper. (thousands of ‘pounds)_.__
Magnesium (thousands of pounds)
Zing: (thousands of pounds)
Lead die (thousands of pounds).__.

PORTEAND CEMENT (BUREAU OF MINES)—
Month of July:
Production” (bbls.)
Shipments from mills (bbls,).
Stocks: (at end of month) (bbls. )
Capacity used .

SOFTWOOD .PLYWOOD. (DEPT. OF COM-
MERCE)—Month of August:
Production (M sq: ‘ft. .%-~-in. equivalent).___
Shipments and ' consumption (M sq. feet,
%-in. equivalent)
Stocks (M sq. ft. J-in.
of month
. Consumption of logs (M ft., log scale)
Stocks (M ft., log scale) at end of month___

STEEL CASTINGS (DEPT. OF COMMERCE)—
Month ' of August:
Shipments (short tons)

For sale (short tons) ___._

For producers” own use (short tons)
Unfilled orders for sale at end of month

(short tons)

TRAILER COACHES—HOUSING TYPES ONLY
(DEPT. OF COMMERCE)—Month of June:
+ Production ( ber of units)
Shipments (number of units)____
Shipments (value of)

equivalent) at end

and comfmtablex;-_______x_‘___ Je

Latest .

Month

54,953 '

11,529

135,196

7,413,934

111,007
634,143

83,071

102,976

;
123,188

72,215

1,050,948
597.678
453270

2,598,789

$129.2

73,589
185,959
22,510
3,103,988
49,023

£5,373,000

18,721,000
20,994,000
10,148,000

90%

174,062 -

172,313
46,571

74,919
264,247

140,223
107,538
32,685

472,481

6,769
6,936
$12,411,885

TRUCK TRAILERS . (DEPT. OF. CO\lMERCE)—. &

Month of August:-
Production (number of units) -
Shipments (number of units)
Shipments (value in dollars)

Previous

Month. - -

52,937
11,382

131,028
7,437,608

*288
#2,618,747

97,455

627,131

©89,165
£102;798.

+107,496
79,579

914,464
490,359
424,105

2,601,084

1130.0

*71,171
#179,273
*22,844
*2,980,392

*46,448 -

£30,557,000

28,944
71,803
554

| 32,45
861

117,757,000

21,426,000

12,422,000
89%

' 122,386
118,426
44,397

54,619
#196,613

120,445
87,927
32,518

497,410

5,881
6,011
$10,613,639

- *#3,437

#3,713
‘311.03'7,752

‘Year
' Ago

47,054
Not Avail;

»

101,7901

6,797,457

288.
2,376,826

93,009
626,227,

951,859
550,961
400,898

2,631,273

41,700

£5,101,000

30,441

. 16,342,000

20,099,000
13,337,000

80%

139,308
137,689

189 123

120,405
88,719
31,686

: 478,649

6,333
6,205
$10,032,503

3,110

3,665
$10,120,415

i 2’1"#11? TWJ"““',‘

*Revised figure. iReflects effect of strike in Cnlifornin.
rude runs, »  “Revised figure, ' {Preliminary figure, v i S e
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. Television: Present and Future

(Continued from page 8)

end of the year 'it. will be well
beyond the 500 mark,

Already, an average of 40% of
the time of operating stations is
sponsored. = New -York City’s
seven stations range from 45 to
70%. Boston’s own excellent sta-
tions also are high in this re-
spect, y

Now, some may ask, why are
advertisers moving so rapidly into
television? The old rule says the
best advertising is that which
reaches the greatest number ‘of
prospects with maximum effect,
for the least number of dollars—
in other words, circulation, effect
and unit cost.

Sales Effect Tremendous

Measured by circulation and
unit cost,  television™ today - falls
well behind other national media.
But measured by effect, its power
is tremendous.' In radio, 1% re-
sponse to advertised offers is
cause for rejoicing. . 3% is out-
standing. Many examples have
shown television response run-
ning as high as 40%.

Commercials on television: re-
sult in sponsor identification up
to 35% for a single program.
Seventy and 80% are frequent
figures for regular, weekly shows.

Nationa] advertisers, seeing this
power demonstrated, and fore-
seeing its great potential, have
two prize reasons for- taking up
television now,

Technique Differs

First, they want to learn how
to make the most of the selling
power television offers. Its whole
technique  is  widely different
from any other, including radio.
Time and effort now may result
in marked advantages later on.

Second, they want to be in posi-

tion to secure the best broadcast
hours as, for example in radio, the
Jack Benny franchise on Sunday
night, or the Lux Radio Theatre
on Monday night. It now seems
probable that, within the next
year or two, all the favored
night-time hours on major tele-
vision stations will be taken,
. Typical is 'a national meat
packer who has invested $350,000
in programs. The return on.the
advertising -investment , has not
approached that of other media.
But the company has scheduled a
still larger sum for the coming
year, Experience has shown what
the future can hold.

A motor car company, already
a veteran sponsor, has set.up a
completely. . individual television
department, with its offices taking
up one entire floor of a New. York
office building. . This company
sees television as the ideal means
of demonstrating, .as against sim-
ply descriking or showing, its new
models to the mass market of the
nation. 5

Especially signif'icantinthe

_ field of distribution, I-think,-is the
fact that, aside from - national
firms, ‘local ‘advertisers-are ‘mov-
ing into . television: in . booming
numbers.. . They *.are . taking . to

. television:as - they: -have. ' never
taken to radio.:. oA

i A numbher;’ of -~ direct: retailers

. have- found ‘television, even today,
~with' its relatively -modest:cover-
age; to be a profitable medium for

..selling’ - goods: - Some'.‘have- Te-
ported - selling - -out, - their - entire

" stock: of an. item by telephone
after ‘demonstrating  the-item in a
one-minute  presentation.” -

Apparently, - ‘one " of ' the: “me-
dium’s' most’ useful: services is
going to be that of enabling view-
ers to shop—to see, to'see demon-
strated, and -to buy if they choose
—ifrom: their - own*living = rooms.
Retailer : programs+ featuring . this
service already are:on‘the’air in
several places, P

Distributors . Are S]ii)nsérs
. - Distributors; too,aré among the
sponsors. - Distributors. - for ‘my
company,. . who'»have . :proegrams,

tell me their shows not only sell
goods, but equally important, sell
dealers on. them—dealers they
now have, and dealers they hope
to have, i

The medium has appealed, also,
to suppliers of services, as well as
goods, Of 42 general classes of
television users, banks and insur-
ance companies rank tenth.

It has always seemed to me that
bankers and insurance investors,
as a rule, are strangely averse to
playing “long shots.” They rather
like to feel that a proposition is
sound before they invest., Here.
if it is needed, is ultimate proof
of the soundness of television’s
future. g

We can assess that future most
clearly by multiplying the sales
power it is now demonstrating by
some conservative estimates of its
scope a few years hence. e

By 1951, annual receiver pro-
duction can be expected to reach
2,000,000 units and be going up.

By 1953, the total sets in use
may be more than 12,000,000, with
some: 50,000,000 persons. in -tele-
vision’s day-to-day audience.

By 1958—in 10 years—the num-
ber of sets can be at least $40,000,-
000, with the total regular audi-
ence at 100,000,000,

These sets will be in homes of
every kind, because lower prices,
through volume production and
engineering and manufacturing
advances, will place them at the
fingertips of the full mass market.

400 Stations by 1953
By 1853, at least 400 stations are
expected to be on the air in 140
cities, This is the maximum pos-
sible in the present frequency
band. The FCC is now consider-
ing a move which would make

| room for 1,000 stations—enough

to put television in almost every
city of 5,000 population or over.
And, of course, these centers will
cover thousands of square miles
of rural areas and smaller .towns
around them,

Will Affect Economic Habits

Linking many of these centers
together and furnishing them a
great variety of programs, as now
in radio, will be giant coast-to-
coast networks. These networks,
as’ we have noted, are already
under way. In addition, film
syndication will make it possible
for the same, and other, good pro-
grams to be shown by hundreds
of stations, | )

Constant technical pro-
grams will keep programing,
transmission and reception in full
step with these expansions in cir-
culation and coverage,

A milestone in this progress will
be color television. ' But this, like
other advances, will not obsolete
sets already in use. Current re-
ceivers ‘will pick up color trans-
missions as black and.white, and

| devices may be available, for in-

stallation at nominal cost, to con-
vert existing receivers to color
reception. .

All this multiplies. into this his-
toric. fact: television is growing,
conclusively, into. an ' element of

| primary importance in our entire

national- economy. . -In -the . next
few years, it will -reach out-and

- profoundly- - affect . the .- economic

habits of almost all the nation’s

population above the subsistence |t

level, '
Radio’s remarkable record in 25

years of service will be dwarfed.

Television, ‘in fact, will take up

where radio leaves off.

. It will do so by quickening the

‘'very bloodstream of American

life—the distribution
serviles.

By its power .to sell, it will
stimulate the key field of market-

of goods and

ing to a new plane of ‘activity,
.well .above what we have known.

And the accruing benefit will go
to business, commerce, industry
and agriculture alike-——which is to
say, to the entire public. :

.-Television . will :do -thesé things

mainly by its welcome presence
in the homes of millions of people.
But there will be other important
ways. .

Closed Circuit Use to Grow

Constantly greater use will be
made of ‘“closed circuit” tele-
visions; that is, for example, tele-
vision within a department store,
for sales promotion.

Since these telecasts are piped
only from floor to floor by cable
and do not go on the air, they are
not regulated by the government,
and users may install them as they
wish. Hundreds of big stores
across the country can, and prob-
ably will, take up this new aid to
sales.

Experience to date has shown
that intrastore television may in-
crease store traffic by as much as
30%, of which 10% will be com-
pletely new customers.

It has promoted the sale of mer-
chandise distant from the heavy
traffic centers of the store and
some items have shown sales in-
creases- up to 200% of normal.
Twenty-five per cent of persons
buying goods have purchased ar-
ticles they had. not planned to
buy.

Among further ways in which
television will mesh with “our
economy - are industrial applica-
tions, transportation and teaching.

As an industry in itself, tele-
vision comes as a complete new
factor in the nation’s business.
While in time it may overlap
radio' to some extent, it actually
replaces nothing. It is a plus
value.

The public will continue to
want millions of new radio sets
each year, because radio will re-
main an important service. Even
in areas having television, prob-
ably few persons will want, or
will have the time, to watch
television ‘throughout the day—
but at some hours will want un-
obstrusive radio music or other
programs without sight. :

It is likely to be many years
before television service can be
extended into some rural sections
of the country, mainly because
the sparse population would make
unsound the building of: stations
to serve them. Since television
signals tend to stop at the hori-
zon, television is not able to pro-
vide long-range service similar to
the. clear-channel radio stations

that have been of such . great)

value and pleasure to the more
remote rural areas. The homes in
these areas will continue to rely
on the radio programs that have
become so essential to their better
living. .
Investment Estimate Is
$250 Million -~

Investments of the- television
industry already are sizable and
the rate of return so far is negli-
gible.:* :Only a ‘very rough esti-
mate can be made of the total
sum expended to date in receiver
engineering and ~manufacturing;
plus broadcasting facilities  and
operations. This figure at a
minimum would be $250 million—
and this is only the beginning.

The expanding . operations of
most -manufacturers and. - tele~
casters, as well as the flow of new
entries into both fields, will keep
increasing this figure in the fu-
ure; R
At present, there are some 60
firms making receivers. By the
first ‘of 1949, there will be over
100.  Of these, 25 or so major pro-
ducers will have expanded to
account for 90% of the output.
- Our Avco telecasting station in
Cincinnati is growing rapidly. At
the same time, we are building
additional stations in Dayton -and
Columbus and have applied for a
permit in Indianapolis. Such is
the spirit throughout the field.

Million May Be Employed

It is not surprising, then, to ar-
rive at the conclusion that by 1953

+less than five years from-now—.|

television, in all its ramifications,
will be giving employment to one
million persons, and will have in-
jected an. investment of at least
$8. billion into the economic
bloodstream of America.

Actually, it is inadequate, to say
“America.””  For obviously, any
development that contributes to-
ward American prosperity con-
tributes to the prosperity of much
oi the world as well.

Beyond our own country, Eng-
land and France have public tele-
vision, but on no such scale as
our own.

In time, our. own sight-and-
sound programs will leap our
borders as radio has done. ' Tele-

vision, today, requires cable or
relay units to travel long ways
by land.  The same facilities,
technically, can bridge the sea.
Trans-oceanic television is no

more unlikely than were the

trans-oceanic telephone and radio
when they seemed impossible.’

Within our nation, and eventu~
a_lly we may hope, between na-
tions, television will take its place
as a vital force in recreation, edu-
cation and commerce, ‘To all of
us in"business, the coming effect
on our whole field of activity
should be something of more than.
casual interest now,

If I can make a contribution' te
this conference, it is to urge you
to make a study of television as it
rises: * Only by giving it serious,
frequent attention can you really
know it, because of the speed and
breadth of its development.

Practically every change it will
bring in our pattern of living will
relate to your work in this great,
basic field of distribution.

To be prepared for these
changes is to be better equipped
for the new era of business enter-
prise they are. certain  to help
bring about.

Private Placement of Securities

(Continued from page 12)

ment in speculativée or semi-
speculative situations in the hope
of capital gains, maintenance of
large holdings of government
bonds through the use of low-rate
bank loans, large positions in tax
exempt securities financed in the
same manner and similar transac-
tions, ) +
Investment Banking Adversely
Affected

In short, it is certainly true that

if the business is to maintain its|

position in our economy and con-
tinue to attract thoroughly com-
petent and ' conscientious per-
sonnel, it must have a stable
volume of business and reasonable
earnings, If the industry is doing
a smaller volume of business and
a large portion of that at a rela-
tively low rate of compensation
it is' only natural that it should
feel that earnings must be derived
from other sources or from higher
fees from negotiated transactions.
In other words, someone must pay
for these facilities if they are to
exist. Broader use of them
should logically result in under-
writing costs being smaller for all
with competition among the vari-
ous houses serving to prevent un-
just or inordinate spreads.

This is a:subject which deserves
consideration: by those who, under
different ‘market conditions than
have prevailedq within recent
memory, may some day require
the services of the investment
bankers in meeting their financial
requirements.

The foregoing may seem some-
what out of place, but it deals
with some aspects of only one of
the problems of private placement
of securities which has not re-
ceived much attention ‘and which
is perhaps. a ‘way of saying that
the industry may not have done
the best possible public relations
job. 'If and when you.contem-
plate the issuance of securities, it
is certainly proper that, from the
standpoint of your. own interest,

.you consider the possibility of
‘using the facilities of a competent

investment banking firm. If your
financing plans call for the distri-
bution of common stock to' the
publi¢, you will need investment
banking help. “If you plan to ob-
tain funds by any-other. type- of
security, you may, upon careful
reflection of the problem, decide
that investment bankers can be
helpful in furnishing expert ad-
vice “whether - y o u :-ultimately
decide to proceed via the public
or private placement route.

1If you and your associates and
other business executives decide
that investment bankers cannot be
helpful - in the’development -and
execution - of plans -to ~obtain
funds, then that fraternity has: a
real problem on its hands to re-
organize and re-orient its opera-
tions .so that . it.can- perform a

service for which it can justly and!

proudly claim reasonable compen=
sation, | !

The investment of life insurance
funds involves placing someone
else’s money at risk. The fact that
a substantial portion of such
funds are now invested in finance
company securities. is evidence of
the fact that life insurance in~
vestment officers think highly of
the inherent safety of your busi~
ness. i
Loans to Finance Companies
In the Mutual Life we have at
the present time $64,851,000 in-
vested or committed for in this
industry in 15 companies. In pre=
war years, we had a considerably
smaller investment in the industry
and it was confined to two or
three of the larger companies and -
was - almost entirely liquidated
during - the war, The present
investment was built up starting
with an initial transaction in 1945
which followed a rather pro-
tracted study of the industry with
particular reference to the expe-
rience of a- large number of
companies during the depression,
the 1937-38 period and during the
war.  As a result of this study,
we became sufficiently impressed
with the inherent strength and
stability of the business that con-
sisted primarily of lending small
sums of money to a large number
of people in different walks of life -
on g proper contract, ag well as
on the inventories or receivables
of ' relatively = small businesses,
that we were willing in most cases
to take a position subordinated te
the banks. At the present time,
37% of the Mutual investment in
finance companies is in this form.
This lending has been done under
a contract by which a limit 'is
placed on the amount of senior
liabilities which the company may
have . and . which requires the
maintenance of an adequate
amount of sound net worth cal-
culated after adjustments for cer=
tain types of assets.

The above approach has been
applied with ‘various modifica~
‘tions to fit the type of business
done by the individual company
under consideration. - The bulk ‘of ..
‘the lending by the life insurance
industry to finance companies has
been to companies engaged pri«
marily in the sales finance and
small loan fields, with loans' to
companies in the latter category
in the minority. So far as I
know, there has been only a rela-
tively 'small amount of lending by
the life insurance industry to
companies engaged almost en-
tirely in  commercial receivables
and inventory financing. This is
due, I think, primarily to a feel- '
ing that the earnings of -such

companies, after proper provision

for all losses actual and potential,

:have been somewhat less stable

‘in periods of stress than has beén

e (Continued on page.42), ., .’
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characteristic of the sales finance
and smal] loan companies. I think
also it stems from a lack of inti-
mate knowledge and understand-
ing of the manner in which both
'the receivables and inventory
loans are made, Companies en-
gaged almost exclusively in these
iields wishing to obtain funds
either directly or through an in-
vestment banking firm primarily
from the life’ insurance industry
should be prepared to spend a
considerable amount of time and
energy in educating prospective
investors on the nature of their
business, Particularly would this
be true, I think, if such borrowing
were contemplated by means of
an  instrument ‘that would be
subordinated to bank borrowings
as there is a general feeling that
_Inventories and accounts . receiy-|
able are less desirable assets for
ratio borrowing than are, for ex-
ample, automobile and other
prime sales finance and small loan
paper. .

The leverage factor in respect
of subordinated debt by which it
is. possible, to obtain additional
bank credit several times the
amount represented by such de-
bentures made this type of trans-
action attractive to many finance
companies and helped them obtain
funds necessary. to meet a stead-
ily expanding volume .of peace-
time production following the
surprisingly ' rapid: and efficient
reconversion. In recent months,
however, in our lending practice,
we' have  altered our thinking
somewhat in respect of this type
of transaction because = of the|
relatively large amount we al-
ready have in this form of invest-
ment and because of two' other
important developments,

The first of these is the fact
that. the - volume of consumer
- credit has reached the point where
the industry may encounter 'dif-
ficulty in obtaining the necessary
bank credit to expand at the same
rate as in the recent past. Total
capital funds of all commercial
banks as of June, 1948, was about
$10.3 billion while total loans were
$39.7 billion, The practical result
of an average this high is that
many of the more active banks
have loans from five to eight
times their capital funds and are
not too  keen .about - adding to
credit lines of finance comwanies
where rates are low and balances
small in contrast to accounts of
many other businesses. Thus, the
large part of the funds necessary
to finance a large volume of future
expansion -of consumer credit
must come from outside the bank-
ing field. Unless additional bank
credit is available to provide the
_desire_d leverage, there is little
incentive on your part to the pay-
ment of the higher interest rate
whjch a subordinated loan re-
quires. and more reason to con-
sider. the advisability of a non-
subordinated term . loan which,
from the viewpoint of the lender,
constitutes a more desirable in-
vestment. '

- 'The reimposition of credit re-
strictions on Sept. 20 may serve
to retard the rate of expansion of
. consumer credit, thereby easing
the problem of obtaining addi-
tional. - funds. Somewhat lower
ecommodity prices and increased
production, while' not. necessarily
forecasting a small volume of re-
ceivables and inventory financing,
suggest the possible return of the
k'md of competition which is the
signal for caution in sound lend-
ing.
Persistent Inflationary Trend

The second factor which has
caused us to be reluctant to make
subordinated loans at this time is

. the continued persistent inflation-
ary trend which has become. se
distrrhing and which has its roots

i1 the substantial increase in the

volume of bank deposits and cur-

rency arising in' large part out
of the successive def.cits and the
easy money policy of the thirties
and the late war and in the vari-
ous subsidies and price support
programs which with successive
rounds of wage increases have re-
sulted in heated bidding for goods

ur various types during the war

and postwar periods when such a

large portion of our production |

has been called for abroad.

I'hus, to place a major share of
the blame for inflation upon the
increasing volume of credit of au
al1as, as nas been done, is unfair
and improper, but it is true that
to a degree it has been a con-
tributing factor. The mechanics
by which the utilization of bank
credit by your industry results
11 the creation of a bank balance
is inflationary but no more so
than the . immediate results ‘of a
similar transaction by other busi-
nesses. The transfer of that bank
balance . to  individuals who in
turn purchase durable goods has
resulted in the creation of pur-
chasing - power but no more so
than the expenditure of other
bank loan proceeds. The proce-
dure by which a finance company
borrows money on a subordinated
basis or obtains equity and then
uses this base to obtain several
times that amount in bank credit
is inflationary, but. also funda-
mental in our economy, and a life
insurance company in facing a de-
cision of whether or not to ad-
vance money to a finance com-
pany on ‘such a basis may well
consider any possible inherent
dangers in the continued expan-
sion of such credit,

At this point, I am sure it would
be well to refer to the long-range
favorable aspects of consumer
credit and to do so by stating
simply what is obvious to us all,
nameily, that many of our large
industries such as the automobile
industry cannot market their out-
put at a reasonable percentage of
capacity without such credit.

The life insurance investing of-
ficer is always faced with the
problem of analyzing the phase of
the business cycle or the economic
atmosphere surrounding a par-
icular investment. At the pres-
ant time, a prospective investment
in the finance company field must
be studied with particular :ref-
arence to the  entire banking
and credit picture and the de-
gree of inflation actual and po-
tential = which -~ appears to be
present. For several months now
in viewing this situation, we have
felt that the fundamentals were
such that we should be most re-
luctant to provide leverage funds
to the industry and instead should
do our part in making it neces-
sary for the. companies to obtain
proprietary capital for ratio bor-
rowing purposes. We have in this
period, however, made several
term loans to finance companies
as a part of their senior capital
and we hope to continue to do so.
Whether it shall be doné on a pri-
vate placement basis and with or
without the help of investment
bankers is a decision that we can-
not make, but we can and do
urge that you think of all the
implications of the private place-
ment, a few of which T have

touched upon today.

Willis* & Christy Formed
(Special to THE FINANCIAL CHRONICLE)
LOS ANGELES, CAL.— The

firm of Willis & Christy is en-

gaging in a securities business
from offices at 411 West Fifth

Street. Partners are Henry Paul

Willis and Dean E. Christy, gen-

aral partners, and James R.

Brehm, Theodore T. - Scudder,

James N." White, Harwick Stires

and Robert” G, Wiese, specia?

partners.

Our Economic Dilemma -

(Continued from first page)
building-materiais - people, want
easy credil so that they can read-
ily dispose of, at intlated prices,
the- homes and  materials they
have to sell. But:they certainly
resist having any excess-profits
taxes in order that the govern-
ment might recapture some of the
profits tnat are thus made.

.“Labor has always wanted price
control, but they have vigorously
resisted wage control.

“The bankers want higher in-
terest rates, but tney do not want
the Federal banking agencies to
nave ‘increased power over the
expansion of credit.

“You know the familiar pattern.
And now, after three years, you
nave heen called together to con-
sider this problem which has been
with the Congress constantly, and
the American public constantly,
and there has teen little or no
willingness to face up to it, realis-
ticaily, e.tner by the pubuc or by
the Congress, or by the Adminis-
tration. !

“This situation has gone so far
that to step the inflationary de-
velopment could well bring about
a deflationarv development.”

While nearly everyone has been
fully conscious of intlation in our
economy, there has been no gen-
eral agreement or widespread un-
derstanding among the people as
to why prices have risen. Some
criticize organized labor: for . suc-
cessfully demanding higher wages.
Others ' point to tiie raising of
prices by business and the re-
sultant excessive profits; to the
high prices of agricultural prod-
ucts. or to the activities of specu-
lators in commodities and:  real
estate. Government expenditures,
high taxes, and many other things
are singled out for blame. Such
factors to be sure all have their
relevance to inflation. But some
of these ure only symptoms or ef-
fects of intlation and not causes.
Others are merely relatively minor
factors that coulc never in them-
selves have developed an infla-
tionary situation such as we have
had.

Excessive Money Supply the Basic
Cause of Inflation

The vital force ‘that has been

generating inflation ‘in this coun-

try has been the excessively large

money supply which was created
by war tinancing. :At-the end of
the war, demand ‘deposits . and
currency held by the buying pub-

lic were about three-times - their.

orewar volume. In.addition, bus-

inesses ard individuals-increased-
their holdings of - United: States;

Government securities-about $75
billion. While the'wartime money
srowth was underway, prices were
held in check by a comprehensive
harness of controls, including al-
locations, construction - permits,
rationing, price and. wage  con~-
trols and high levels of taxation
including excess profits taxes and

the like. The fundamental eco-|
nomic adjustment we have faced'
in ‘the postwar period has been
0. grow .up to 'this much' larger
money supply. That is, to bring
about a .more normal balance be-
wween the supply of goods and
services available to the public
and the  ‘expanded supply of
money. . Bt

For "this postwar adjustment to
have been accomplished with a
minimum of ‘inflation {wo things
should . have -been done. First,
some reduction should have been
made in the money supply in‘the
hands of the public. Second, the
warlime harness- of controls oii
the economy should have been
retained until the full flow of
peacetime production had been
restored and some of the most ur-
gent of the deferred demand had
been satisfied.

But we did meither of these
things. True, an attempt was made
to cut the money supply by re-
versing the wartime process of
money creation through a govern-
ment buidgetary surplus. Money
was withdrawn from' the people
by taxation and by the sale of
savings and other bends and these
funds were largely used to retire
government  debt held by the
banks. From :mid-1946 to mid-
1448, Treasury operations had the
effect of reducing the money .sup-
ply in the hands of the public by
$11 billion. But, notwithstanding
these Treasury operaticns; the
maney supply was materially ex-
panded. The contraction resulting
from the Treasury cash surplus
was more than offset by the very
rapid and large expansion of bank
loans and investments other than
government securities-and- by the
gold inflow.

Direct conirols were quickly
abandoned by the Administration
immediatsly after the war largely
at the behest of organized pres-
sure groups. The failure to re-
cduce the velume of money and to
retain during the transition period
the harness of direct controls to
which T referred has resulted in
the inflationary situation  about
which everyone has - talked - so
much and done so little. :

Remedies for Inflation

One way to combat inflation is
to produce a' greatly expanded
volume of goods ‘and  services.
This is a remedy we offen hear
prcposed. It would be a grati-
lying way out irdeed.. But any
realistic appraisal of the intlation
preblem will reveal that no such
Ipleasant solution has been possible
or: is-in: immediate prospect,: Our
nverall production is currently at
record levels, with maximum util-
ization of our manpower and of
many ‘“basic - materials, “notably
stezl, While further increases. in
production - will - certainly. come
with increases in productivity of
our men and machines, it eannot

come overnight. We cannot count

Public Underwriting of Finance Companies

(Continued from page 13) i

mission now provide that the pub-
lic offering of securites . in an
amount of no more. than $300,000
can be made without registration,
and at considerable savings of
time and money. . Accordingly,
where additional permanent capi-
tal may be required by one of
these smaller companies-a: thor-
ough discussion with'the loeal in~
vestment dealer of the exemption
provisions of the Act -may .prove
to be fruitful.

It is clear that the considera-
tions affecting the public. under-
writing of finance company secur-
ities are as varied as the compa-
nies themselves. When the ad-
dition of capital funds is contem-
plated and a satisfactory relation
with an investment banker: has
already been established, naturally
you will go to him for joint con-
sideration of the matter, On the

other hand, where no such rela-
tion . exists and additional capital
is-indicated, my suggestion to you
is that you.seek out carefully’ the
most : competent -and  experienced
investment banker .in your-terri-
tory and discuss your . problems
with’ him: in-complete frankness.
Then together you'can determine
whether or not public funds can
be introduced into-the business -on
satisfactory terms. or whether it
appears that recourse must be had
to. the  other  alternatives -men-
tioned. M
Your industry is a growing one
and performs important functions
in' our complex: economic meen-
anism. * It is the funetion of the
investment banker to provide cap-
ital for the expansion of industry,
Under those circumstances close
cooperation between the. two

on that »s a solulion ‘te-our pres- .
ent situation,

‘I'ne ouay-other ' way to strike at
the ccre of the-inflation siluation
is to reduce tha tlow of.spending
for goods and services. We must
stop : increasing the volume of
money and in fact ‘we should re~
duce- it. ‘We should - encourage
people to -save and -we should dis-
courage any expenditures for con+
sumption or capital goods that can
be dzferred, -anc. particularly such
as’ is done by the 'use:of credit.
However, it is rnot right for-the
government to advocate thic un=
less it ‘will take whatever steps
are required to protect the pur=
chasing power of these savings.

Since mid-1946, 'a date ~that
might be taken-as the end of the
period of physical transition from
war to a peace economy, we have
had" an increase and not a de-
crease.. in the money supply in
the handg of the public.- Demand
deposits increased by $3 billion
and time deposits by 36 billion,
Currency has decreased $1 billion,
The ‘total has increased by $8 bil~
lion: This increase has been due
1o gold inflow, net selling by, non-
bank investors of government se~
curities to banks, principally the
Reserve Banks; and an expansion
of commercial bank credit to bus=
inesses; real estate owners, con-
sumers and: public bodies. Of
these, commercial bank credit ex=
pansion has been the largest. As
T have <aid hefore, the expansion
of deposits would have been
greater -had it not been for the
use ‘of the Treasury surplus to re-
tire securities held by banks.

If we are merely to stop a fur-
ther increase in the money sup-
ply we must not only stop but
must' reverse the expansion of
bank credit. - Gold  proauction
amounts to nearly $1 pillion  ‘a
year, and we may expect to get
most of it.. This not only directly
increases our baank deposits by a
corresponding. amount. but also
adds to the voltine of bank re=
serves which can be used as a
baszis” for further multiple credit
expansion. I commend to your
attention the recent statement by
Me, Russell Leffingwell regarding
the auestion of gold and its prop-
er use.

I am fully aware of some of the
difficulties that may be involved
in a policy of credit restraint, in
making that policy . effective in
stopping " inflation, The rate of
use or velocity of existing money
has, as vou know, been low ‘in
recent years as compared with
previcus exnerience, particularly
in the twenties. This low velocity
has been the recult in l-vg» part
of the cheapness as well as the
abundant supply of money and
credit. -

Tightening = bank credit. and
raising money rates tends to actis
vate. the.existing supply of mon-
ey. Investment institutions, such
as. savings and loan.associations
and' savirgs banks. raise the rates
they pay on savings deposits. in
order to induce holders of cash to
make their funds available for in-
vestment. Commercial banks als,
raise their time deposit rates ang,
other borrowers offer higher rates
for money. Idle.pools of deposits
are thereby drawn into the spend-
ing stream, - Attracted. by.-the
higher rates on other:investments;
some savings:bond owners. might,
be. irduced to: cash. their bonds,
and:purchasez of new. bonds . are
discouraged..: Sales of marketable
government honds 1o-the:-Raserve
Banks are also encouraged. !
-In -other words, ‘1o the -extent:
that increased velocity - vesults
from-credit réstricticn or.contrae~
tion, “it. “impairs the effectiveness
of the policy; of restriction: "This
does 1ot mean that should the in<
flation continue‘it: would befutile
to restrict-bank -credit.. What it
does mean is that ‘n g highly in-
flationary situation mere restrie=

should prave mutually beneficial,

‘tion may not be enough. In such
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..-circumstances it might require. a

. contraction of'‘tite smoney ‘supply

to overcome the inflotionary ei- |

fect. of increased velocity.

Bank Credit Restraint
CAs T have stated earlier, we' are
‘‘confronted with an economic di-
“lemma. = We have in fact .some
very unpleasant alternatives. One
of these is to do nothing at .all
€ven though inflationary pressures
continue. Another is to adopt a
-slrong policy ' of inonetary re-
straint. "A prerequisite for dealing
‘successtully with monetary prob-
Jems  under: inflationary - condi-
tions, however, 1s the adoption of
fiscal policy which would insure a
‘balanced budget or preferably a
budgetary surplus so long as 1n-
flationary = pressures continue,
-However, if fiscal policy should
result in substantial deficit financ-
ing, it would not be possible to
.adopt a restrictive. monetary pol-
-icy under existing powers,
Monetary policy under present
:day circumstances must be rein-
Jdorced by a fiscal policy and-a
.debt management program con-
sistent with it. In other words,
fiscal and monetary policy should
-go-hand in-hand.
¢ Our . fiscal - position in recent
-.years has been favorable to credit
xestraint and has been a major
factor checking monetary expan-
sion. A further government sur-
plus, however, is not now-in pro-
spect. We have nad a $5 billion
cut in - taxes. :
vp. about $5 billien for military
Dburposes and foreign aid.

the principal monetary  bulwark
restraining .inflation, has . disap-
peared.. Indications are that de-
fense expenditures will be further
materially increased. If there is
no corresponding increas= in taxes
or reduction in cther government
cxpenses, there will be a budget
which could add {o our present
inflation prohlems. 'This would be
most unfortunate and should not
be permitted to happen.

For achieving a condition of re-
straint on bank. credit and mone-

Expenditures are'!

So the’
government surplus, heretofore, |

| serve. as .a partial substitute for
}nhe\‘-’ usé‘of - traditional . powers
which the System is unable to
use so.long" ds 1t maintains th
present support policy. o

They even oppose the System‘sl

use of. - the small emergencyi

-€.8 lescl'ves wese nearsy $¢ bil-
uen. Tee Syswemn®hau no means
of absorbing these excess reserves
since. its. holdings ot government
securities - were. only about one-
third as large. This was the case
even.tnougu reserve requirements

powers - to increase 'reserve: re- Wwere.near the maximum levels

quirements granted last August-
although these powers have been
used ' only to  absorb. reserves
created by the gold . inflow ‘and
‘by the System’s- support -pur-
chases of government securities
from nonbank investors, It was
primarily forthe purpose of “ab~:
sorbing any  additional - reserves
that might become available to
the banking system that the au-
thority was given. The' increase
in reserve requirements of mem-
ber banks has approximately off-
set the growth in reserves from
these sources since the middle of
the year,” and earning assets of
member banks are just as large
as they were at the end of June,
In the meantime' short-term in-
, terest rates' have been -permitted
to rise, thus improving bank earn-
ings from this source, ~Accord-
ingly, banks ag a whole have not
| been adversely atfected, but their
earnings have  been: -improved.
Further “additions to the supply
of reserve funds available from
whatever source ‘would call tor
additional use of this authority:so
long as the present inflationary
conditions exist. The bankers‘have
proposed no solution of. their own:
to this dilemma ‘except the vol=
]untary brogram which,  though
commendable, has not been ade-
quate.

It is the commonly expressed |
view that authority to. increase:
reserve requirements is a blunt
instrument ‘which places too much
bower in the hands of the Federal
Reserve Board.: The increases 'in
reserve requirements early in 1937
have been cited astan example of
the -dangers in ‘the  use ol this
power. 1t is claimed - that the
Boara’s action' was a principal fac-
tor precipitating the 'recession
tnat began in that year.,

permitted. by law. In view of this
situation, in' December 1940, the
Board, the Presidents of the Fed-
eral:Reserve Banks, and the Fed-
eral- Advisory. Council, the only
time in the history of the System
‘submitted a joint report to Con-
gress. 'This report called attention
lo'the inadequacy of Federal Re-
serve -powers to discharge its re-
sponsibilities. It recommended
among-other thirgs that the Sys-
tem: be given authority to raise
reserve - requirements to double
the statutory maxima and to apply
these requirements to all commer-
cial ‘banks, member as well as
nonmember - banks. This would
mean that requirenments could be
raised to 12% on time deposits
and to 52%, 40%, and 28% on
net demand. deposits for central
reserve city, reserve city, and
country banks, respectively. The
Federal = Advisory Council, the
body representing the mernber
banks, participated in the prepa-~
ration: of this report and unani-
mously favored its submission:
to-Congress, At the present time,

~this Council opposes granting any

additional, .authority to control
credit-expansion although the in-
{lationary situation is far more
serious.

“Flexible” Support of the Govern-
ment Securities Market

What  alternatives: have been
advanced tc the System’s  pro-
bosals: for restriciing bank credii
expansion? = The principal ‘alter-
native proposals rélate to changes
in- the Federal Reserve System’s
policies . with. respect to support
of the market for government se-
curities. A e

Because of the imporiance in
our.. economy .of a $250 billion
government debt, the Federal Re-

oe done to: maintain a budgetary
surplus. L

“I do believe that the Federal
Government should do everything
within its power to encourage the
State to postpone every expendi-
ture that it is possible to post-
pone, and set an. example to the
States by doing likewise.

“I.do believe that the Federal
Government. should not, for what
seem to me polifical reasons, en-
courage a housing program in ex-
cess: of the amount of labor and
materials available, and. encour-
age further inflation thereby.

“L do believe that the Federal
Gpvqrnment should do everything
within - its power - to bring down
food prices, by encouraging more
and not less production.”

As part of 3 program for re-
establishing effective control ot
the money supply, tiere is wide
agreement that = f{urther steps
should ‘be taken toward greate,
flexibility in short-term rates:

The Federal Reserve System be-.

' lieves in, has advocated, and has
,talgen tangible steps toward this
objective. Action in this field
-must of course take inte' account
{the Treasury’s problem of publie
debt management, I personally
feel, . however, that action has
moved ' unnecessarily slowly and

would permit higher. and more
flexible short-term rates, Any
such  action would be ‘accom-
Panied by appropriate changes in
the Federal Reserve Bank dig-
count rate,

But the

not relative to the short-term
rate,

eral- Reserve should continue

the longest-term
curities,

that further steps are needed. that'

principal controversy is

X ' The: more controversial
1ssue is whether or not the Fed-

maintaining the rate of 2% % on
~government se-

The means for restraining
monetary expansion which critics
of the support program prescribe
is to introduce flexibility into the
long-term rate. Complete aban-

donment of the government bond

vield on governments at 3% than
they do now at 215%?

Loans or investments other than
government securities would have
as much if not more relative at-
tractiveness to lenders and in-
vestors, - Few, it any, borrowers

‘would be priced out of the market

for funds by rate increases of the
size contemplated by advocates of
this -~ “flexibility” policy. . Any
moderate rise in long-term inter-
est rates would not in . ijtself
reduce significantly the demand
for money. Investing institutions
which are now switching from
long-term government bonds to
private credit forms would still be
motivated to do so by a continuing
margin of return between the two
kinds of investment.

Thus, under the “flexible” pol-
icy the Federal Reserve System
would still be- called upon to sup-
port the bond market and would
thereby continue to create. bank
reserves. It is possible that the
amount of support required under
these conditions would: be' much
greater than is now the case. In-
vestors generally would lose
confidence: in the market and
would rush: to sell their securities
before prices declined: further.
Money and reserves' created by
Federal Reserve purchases below
present support. prices would be
just. as' high-powered as those
created. by support. at. existing
prices, and  the reserves thus
made  available could support
nearly six times as much. in bank
loans,

If a program of dropping the
support prices on government
bonds is to have any meaning as
an anti-inflation device wunder
conditions such as exist. today, it
must effectively restrict credit
expansion.  This means denying
the market new Federal Reserve
funds. Merely reducing somewhat
the prices at which the System

buys securities and supplies the
market with funds would not alter

the' fundamental conditions un-
derlying the:current expansion in
the money supply.

If the Systemi were to go any

Tais reference to the 1937 situ-'serve System has undertaken to
atloa'to discredit clianges in re- continue its wartime task of main-
serve requirements as a credit pol- taining orderly and siable condi-
icy instrument 1.ceds to be exam_‘txons,m the government securities
ined ecritically. You will remem-|market.  This program involves
ber at the beginning of 1937, ex- [the purchase of government secu-
cess reserves of member  panks rities by the: Feceral Reserve
were about $2 billion, largely tre-|Banks whenever hclders choose

market by the Reserve System is
not generally advocated. = Ag Mr. |
Leffingwell ‘has put it, “The peg:|
should- come out, but the govern-
ment bond market should not be
abruptly left to itself,” He also|
wrote, “The policy of supporting
government bonds when neces-

part of the way down' the road' of
withdrawing support from the
2% % long-term government: rate
it should be prepared to go as far
as necessary to place monetary
expansion - under adequate re-
straint. by this device. . Interest
rates, under such a policy; would

tary expansion, several: proposals
have been made. You are familiar
with most of them I am sure..One
instrument that would be effec-
tive is authority to increase pri-
mary, reserve requirements of all
barks. member and nenmember

alike. This is a blunt and inilex-
ible instrument which could be
used {o offset bank sales of gov-
ernment recurities to the Reserve
Banks. Ii could also be used to
fminobilize additional bank re-

serveg resulting (rorn gold inflows |

and from System purchases of
government securities from non-
bank- investors, thus preventing
multiple credit expansgion on the
basis of thece reserves.

. Anather less onerous plan is the

soecial or optional reserve method. |.

This would immobilize -a large
part of bank portfolios of Treas-
ury bills: and certificates. and
greatly reduce the willingness and
.dhility of barks to lend. It could
also be . used to tie up new bank
reserves in' these securities, The
speeial” réserve - authority would
be - particularlv applicable tc- a
situation of a further government
deficit that an enlarged military
and  foreign .aid program  mav
cavse, With: this authority should
it be necessary to extend bank
credit to the government, the de=
posifs: thus ereated could be tied
to the securities issued and these
securities’ could not provide a
means cf -obtaining - additional
bank re~erves upon which a mul-
tinle credit and money expansion
could. be based, ;

Even more effective: as a pro-
gram of credit control would :be
a combination of these two au-:
thorities. :The position of - the
banking fraternity in general with
respect to the monetary situation
.is an incensistent. one. Most bank-
ers want the System to continue
the present price support for gov-
ernment . securities.. But.they: op-
- pose the System’s request. for any

- additional - authority that- would:

flecting the substantial ‘gold in-|
tlows of the time. The 'Board:
raised  reserve requirements  to
immchilize as mucn of ‘these un-
necesgary reserves as it could
within its available authority, so
as to keep them {rom becoming
the basis for an cxcessive mone-
«ary expansicn. At the same time,
the Treasury. by borrowing mon-
ey to do so, was sterilizing in-
coming gold to prevent furlher
expansion .in reserves,

Mr. Leffingwell, in his recent
article in. “Fortune,” implies that
this action made credit unavail-
able.. Nothing could be further
frem the truth, Never during tiis
perwod were excess reserves. ot
memboer banks - below  $700 mil-
lion. Credit was not only readily
available but it continued to be
exceedingly cheap. For.example,:
rates on.-short-term  commercial
paper -were not above 1%; :on
bankers’ acceotances, 1% of -1%;
on stock exchange call loans; 1%:
and on Treasury bills, 34 of 1%.
Rates charged by banks on aver-
age business loans continued ‘at
very low levels. Does this sound
like ‘a ‘shortage of credit?

The forces that. turned the
economy’ down ‘jin 1937 ‘were the
rapid and excéssive inventory ac-
cumulations that began' in~ the
middle of 1936 and the abrupt
balancing - of the government’s
cash budget in 1937 following a
period of substantial Federal def-
icits.. The Board’s action to- in-
crease reserves to bring'the mar-
ket within reach of the System's
open market powers had nothing
of .substatice to dc with the reces-
sion that developed. i

The gold: inflows. continued: .ir
such volume that by mid-1940. ex-

to. ¢ell and others ore not in the
market ‘to- huy at suvport. levei
prices.  Banks. irfsurance com-
panies, and sther -lenders have
taken' advantige cf this market
supnort. to sell government secu-
rities in order to extend credit to
other borrowers. Ags I have said
before  this process cre:utes addi-
tional amounts of bark reserves
and money. ;

Much of the criticism of the
sunpert program for government
securities has come from insur-
ance company executives and
‘romofficinls of large banks. Spe-
cifically, the System’s sunport ac-

tivities® htve been criticized by

Mr. Parkinson, President of - the
Fquitable Life Assurance Society.
and by Mr, Russeil Leffingwell,

Chairman .of the Iioard of J. P.

Morgan: & Co,, as well as by the
privately-sponsored Committee on
Public-Debt Policy, which is com-
nesed ' nrineivally of persons as-
sociated ‘with ‘large commercial
banks;. insurance ‘companies, and
savings institutions.

I am not entenring into a debate
with these critics. However, I
would like to help clarify the is-
sues. ;

I agree with these critics that
there js too much money and that
it is too easy to create additional
money, H

Mr. Leffingwell' and I are in
agreement as to the need for
measures outside. the private cred-
it field. Some of my views on. thig
were expressed extemporaneously
last August before a' committee of
Congress. I quote from. that tes-
timony: .

“I do- believe that everything
-within the power of the Admin-

istration and the Congress should

maintaining an orderly market in
government bonds, would be con-
tinued until a normal market i
reestablished,  The authoritie:
should, however, stop the auto-
matic' supply of money to the
market to peg bond prices at par,
and should let interest rates and
bond prices graduall y settle
themselves; but not make money
dear or scarce.”

Now just what does this type of
program actually - contemplate?
It seems to involve a continued
willingness on the part of the
Federal Reserve System to take
government bonds and to supply
Reserve Bank credit, but at yields
higher. than 2156%. Apparently,
however, the System should fol-
low a policy of gradually easing
bond prices down and yields up,
but buying aggressively, if neces-
sary, to maintain orderliness' ir
the market, 5

What would be the position of
a government bond owner or. @
potential bond buyer under such
circumstances? Would they have

leders would tend to sell and
potential buyers to hold back.
creating increasing. downwarc
pressure on bond prices, If yields
should rise only % % on the long-
est 215 % bonds, their price would
fall to less than 93. But in 2
falling bond market, with general
credit demand strong, rates on
other securities and: loans would
tend to rise at least proportion-
ately as much. Under these con-
ditions, can it be expected that
insurance companies: or savings
and loan associations or other in-
stitutional investors would act

sary, without pegging, and of

any confidence in the market?

materially - differently - with: the

need to go high enough to dis-
courage long-term borrowers,;  to
restrain . selling = of government
securities; to bring idle tfunds into
the market for government se-
curities and to increase savings.
Prices of government securities
would: need to drop to -the point
where buying would about equal
selling, without a' significant in=
crease in the System portfolio.
No cne knows how much the
prices of government bonds would
drop before such a-balance would
be reached. No one knows, more-
over, just what would be the con-
sequences of - such -a policy  not
only upon our. financial structure
but upon the entire economy, '
Certainly we would not expect
that such action would increase
the sales on balance of savings
bonds, of which there is over $50
billion outstanding. It could have
the opposite effect of causing
many holders, not' understanding:
the action taken, to cash: in their
present bonds. - Other savings
bond  holders: who. are more fa-
miliar with the investment market
might see an opportunity-to profit
by shifting out of E, F and G
bonds and into marketable bonds
if the prices of marketable issues
go low enough., Either of these
developments would put the
Treasury in the market for new
funds to redeem these securities
and could require that. the' Re-,
serve System give up its tight-
money policy to assist’the Treas-
ury in meeting its obligation to
savings bond owners and these
could -defeat the purposes of this
anti-inflation program. - o
A program of credit contrp}
(Continued on page 46) -
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Securities Now in Registration

-®, Allen Howe Electronics: Corp., Salem, Mass.
Oct. 19 (letter of notification) 200,000 shares (10¢ par)
common stock. Price—$1 per share. No underwriter.
® Amerex Holding Corp., New York

Oct. 19 (letter of notification) 1,185 shares of capital
stock (par $10). Stock will be sold at public auction
through Adrian H. Muller & Sons, auctioneers,

® American Bankers Insurance Co. of Florida
Oct. 25 (letter of notification) 4,000 shares ($10 par)
class A common stock and 15,000 shares of 8% cumula-
tive ($10 par) preferred stock. Offering—To be sold in
1,000 units, each unit consisting of four shares-of class A
common and 15 shares of 3% preferred, at $290 per unit.
No underwriting. For capitalization and creation ot paid-
in surplus. ; ’

. American Bemberg Corp.. (11/15)

Oct. 19 filed (by Attorney General of the United States)
6,175 shares of class B preferred, 91,851 shares of class C
common and 34,058 shares of class D common. Under-
writers—Stock will be sold at competitive bidding. Prob-
.able bidders: Kuhn, Loeb & Co., Lehman Brothers and
Glore, Forgan & Co. (jointly); Kidder, Peabody & Co.;
Blyth & Co., Inc., and Merrill Lynch, Pierce, Fenner &
Beane, [For details regarding proposed changes in ex-
isting stock, see under North American Rayon Corp.
in issue of Oct. 21, page 45.] Bids expected Nov. 15,

: American Steel & Pump Corp. (11/8)

Sept. 21 filed 200,000 shares ($2 par) convertible class A
stock. Underwriters—Herrick, Waddell & Reed, Inc. and
Sills, Minton .& Co., Inc. . Price—$8 per share, Proceeds
~—To retire indebtedness and for working capital,

® Anchor Casualty Co., St.. Paul, Minn.

Oct. 22 (letter: of notification) - 10,000 shares ($10 par)
capital stock. Price—$22.50 per share. No underwriter.
For additional working capital.

® ' Anderson (V. E.) Mfg. Co., Owensbhoro, Ky.
Oct. 21 (letter of notification) 10,000 shares ($10 par)
preferred stock and 10,000 shares of common stock (par
$5). Price—Preferred par, common $7.50 per share. No
underwriting. To help finance expansion program,

® Appalachian Life Insurance Co., Huntington,

. Va. ‘

Oct. 25 (letter of notification) 40,000 shares of common,

to be exchanged for stock of Alico Investment Co. at

$8 per share, being $5 capital and $3 paid-in surplus. No
underwriter. For capital and surplus.
Associated Telephone Co., Ltd. (11/9)

Oct. 11 filed $6,000,000 first mortgage bonds, series “E,”

due Nov. 1, 1978. Underwriters — Names to be deter-

mined through competitive bidding. Probable bidders:

Halsey, Stuart & Co. Inc.; Paine, Webber, Jackson &
Curtis, Stone & Webster Securities Corp. and Mitchum

"Tully & Co. (jointly); White, Weld & Co. and Kidder,

Peabody & Co, (jointly). Proceeds—For property addi-

tions and betterments, to reimburse the company’s treas-

ury for expenditures heretofore made for said purposes
and to liquidate any short-term bank loans existing at

the date of issue of the bonds. Bidding expected Nov. 9.

® Baby’s Haven Co., Minneapolis, Minn.

Oct. 19 (letter of notification) 200 shares of 5% cumula-

tive convertible preferred stock (par $100). Price, par.

No underwriter, For additional working capital,
®  Boosters Iren & Metal Corp., Los Angeles, Cal.

Oct, 18 (letter of notification) 20,455 shares of class “A”
($10 par) preferred and 20,455 shares of class “B” ($1

par) common. To be sold in units of one share of each

class at $11 per unit.  No underwriting. To make a pre-
payment on account of an option to lease real property
which it has acquired, to purchase necessary equipment

I and to provide working capital. :

Brockion (Mass.) Edison Co. .
Sept. 3’ filed $4,000,000 first. mortgage and collateral
trust bonds, due 1978. Underwriters—Names to be deter-
mined by competlitive bidding. - Probable bidders: Hal-
sey, Stuart & Co. Inc.; The First Boston. Corp.; Kidder,
Peabody & Co.; Harriman Ripley & Co. Proceeds—
To pay $2,625,000 of promissory notes and to finance
additional costs and corporate needs.

Bucyrus-Erie Co., South Milwaukee, Wis.

- Sept. 29-filed 320,000 shares ($5 par) common stock.
Underwriter—Harris, Hall & Co: (Inc.): Offering-—Of-
fered for subscription by preferred and common stock-
holders of record Oct. 28 in the ratio of one new share
for each four shares of “preferred and common held.
Rights expire Nov. 15. Stockholders shall also be en-
titled to the additional subscription privilege for such

‘shares as shall have been unsubscribed for, Proceeds—

To pay costs of expansion program.

©. NEw York = Bostown- .+ PirTssurch - Cuicaco -

Private Wires to Offices in:al-_h_et_'i Pfinc}‘pa( Cities. '~

® INDICATES ADDITIONS SINCE PREVIOUS ISSUE

California Water Service Co. L
Oct. 8 filed $1,500,000 first mortgage 3% % bonds, series
C, due Nov, 1, 1975. ' Underwriters—Names to be deter-
mined through competitive bidding: Blyth ‘& Co., Inc,,
and Dean Walter & Co. (jointly); Union Securities
Corp.; Halsey, Stuart & Co. Inc. Proceeds—For repay-
ment of bank loans and to restore working capital for
outlays put in property additions.

California Water Service Co.

Oct. 15 filed 80,000 shares cumulative convertible pre-
ferred stock, series D (par $25). Underwriter—Dean,
Witter & Co., San Francisco. Proceeds—For part pay-
ment of bank loans. .

Capitol Records, Inc., Hollywood, Calif.

Sept. 29 (letter of notification) 11,390 shares of common
stock (25¢ par).  To be offered by George G. DeSylva,
who holds a promissory note of the company amounting
to $140,000. - The note is convertible into the company’s
common stock at the rate of 134 shares for each $1,000
principal amount of the note. The stock will be sold to
the public at $8.75 per share. Underwriter—William R.
Staats Co.

Carolina Power & Light Co.

‘Oct. 14 filed 350,000 shares of common stock (no par)
plus not more than 17,500 additional shares which may
be purchased in stabilizing the stock. Underwriters—

Electric Bond & Share Co. (parent) is disposing of the:

shares and has asked SEC permission for sale of stock
by means of a negotiated sale to underwriters. Under-
writers—Dillon, Read & Co., Inc.; W. C. Langley & Co.;
The First Boston Corp. 3 .

®  Carroll Dunham Smith Pharmacal Co.,

. New Brunswick, N. J. !
Oct. 21 (letter of notification) 11,800 shares of common
stock (no par). Price—$12.50 per share, Underwriting—
None. General working capital. ’ :

Clarostat Mfg. Co., Inc., Brooklyn, N.'Y.
Aug. 26 (letter of notification) 37,400 shares of 50¢

. cumulative convertible preferred stock. Underwriter—

Cantor, Fitzgerald & Co., Inc., New York. Price—$8 per
share. Working capital, etc.

® Clinton Associates, Inc., Philadelphia

Oct. 20 (letter of notification) 65,000 shares of common
stock (par 10¢) of .which 30,000 shares will be publicly
offered and 35,000 will be issued to E. R, Clinton for
certain considerations. Price—$1 per share. Underwrit-
ing—None. Development, etc.

Columbia Gas System, Inc., New York

Sept. 16 filed 1,223,000 shares (no par) common stock.
Offering—Offered for subscription by holders of 12,-
229,874 outstanding shares of common stock of record
Oct. 5 in ratio of one new share for each 10 shares held.
Rights expire Oct. 28. Price—$10 per share. Underwrit-
ing, none, but The First Boston Corp. has been appointed
agent to solicit subscriptions. Proceeds—For general
funds to be used for construction.

Coiumbia (Pa.) Telephone Co. |
Sept. 21 (letter of notification) 3,000 shares- of common
stock (par $25). Price—$40 per share, Stock is being
offered to stockholders of record Sept. 17 on basis of
three new shares for each 10 shares held. Rights expire
Nov. 1. Three of the officers have agreed with com-
pany to purchase ¥srd each of unsubscribed shares at
$40 per share. Conversion {o dial telephones, expan-
sion, etc.

@ Consumers’ Heating Co., Klamath Falis, Ore.
Oct. 13 (letter of notification) 1,800 shares of common
stock (par $50). ‘Price, par. No underwriter. To in-
stall additional equipment.

Consumers Power Co., Jackson, Mich.

Oct. 14 filed 458,158 shares (no par) common stock. Of-

fering—The shares will be offered to stockholders of rec-
ord Nov. 5 for subscription at rate of one share for each
nine shares held. Price—$33 per share. = Stockholders
will also have the right to subscribe to additional shares
not purchased by other stockholders. Underwriting—
None. Proceeds — For property additions and-improve-
ments and other corporate purposes.

0 Cooper-Hewitt Electric Co., Hoboken, N, J.
Oct. 25 (letter of notification) 3,000 shares 6% cumula-
tive preferred stock (par $100) of which 2,571 shares
will be issued for cash and 429 shares will be issued in
exchange for notes payable at face value. Price—$100
per share. Underwriting—None. To be applied to sec-
ond mortgage indebtedness, purchase of machinery,
working capital, etc.

DETROIT HARVESTER COMPANY
- Bought — Sold — Quoted

Deardorf Oil Corp., Oklahoma City (11/8-12)]
Oct, 13 (letter of notification) 166,000 shares (10¢ par)
common. Price—$1.20 per share. Undel‘writler——Telller
& Co. Proceeds—For aditional working capital,

. 'Detroit Edison Co. ° o ;

Oct. 19 filed $46,649,500 10-year convertible debentures.
Underwriting—None, Offering—Stockholders of record
Nov. 10" will be given the rights to subscribe to $100 of
debentures for each 15 shares of capital stock held.
Transferable warrants will be issued.about Nov. 15 and
will expire Dec. 1. 'Subscription price is $100 for each
$100 principal amount of debentures. 'Proceeds—To re=
tire -bank loans and to meet construction costs.

e Dow Chemical Co., Midland, Mich.

Oct. 22 filed 105,176 shares of common stoeck. Offering—
To be offered to employees and subsidiaries and asso=
ciated companies. Price—$45.42 per share. No under=
writing. Proceeds—For general corporate purposes. 4

Dynacycle Manufacturing Co., St. Louis, Mo
Sept. 3 filed 100,000 shares (80c par) common stock,
Underwriter—White & Co., St. Louis. Price—$5 per
share. Proceeds, plus an additional amount which may
be obtained from the sale of franchises (estimated a#
$100,000), will be added to company’s general funds.
About $230,000 would be used to purchase equipmend
and $185,000 for working capital. :

Ex-Cell-O Corp., Detroit, Mich. !
Oct, 15 filed 27,000 shares of common stock (par $3). The
corporation plans to exchange the 27,000 shares for 1,500
shares of $10 par common stock of the Robbins Engin=»
eering Co. Ex-Cell-O plans to operate the Robbins En=
gineering Co, as a wholly-owned, consolidated subsidiary.

Family Finance Corp. ;
Sept. 2 filed 25,000 shares 41 % cumulative preference
stock, series A (par $50) (convertible to and including
Aug. 1, 1956) and 97,580 shares ($1 par) common stock
to be reserved for conversion of the preferred stock,
Underwriter—E. H. Rollins & Son, Inc. Proceeds—To
reduce outstanding .bank loans and commercial paper.
Temporarily postponed. :

Ferro Enamel Corp., Cleveland, Ohio
Sept. 17 filed 79,080 common shares ($1 par). Offering
—To be offered for subscription by stockholders in ratio
of one additional shares for each four shares held.
Underwriter—Merrill Lynch, Fierce, Fenner & Beane.
Proceeds—Company and subsidiaries will use the funds

‘for general corporate purposes. Offering postponed,

® - Fissure Vein Gold Mining Co., Inc.,

Billings, Mont.
Oct. 11 (letter of notification) 20,000 shares of common
stock (par $1). Price, par. No underwriter. For min-
ing machinery and further ;development work.
® Gioia Macaroni Co., Inc., Rochester, N. Y.
Oct. 22 (letter of notification) 1,000 shares of cumulative
preferred stock (par $100). Price, par. Underwriting—
None. Development,: etc.

Goldsmith Bros. Smelting & Refining Co.

Sept. 27 filed 100,000 shares ($3.50 par) common stock,
of which 54,000 shares will be sold by the company and
46,000 by selling stockholders. Underwriter—A. C, Allyn
& Co., Inc. Price by amendment, Proceeds—Company’s
proceeds for working capital. ) ¢

® Hallicrafters Co., Chicago, lil. ;
Oct. 22 (letter of notification) 1,000 shares ($1 par) com-
mon stock. Price—$4 per share. Underwriter—Doyle,
O’Connor & Co., Inc.

® Harden Oil Co., Denver, Colo.

Oct, 21 (letter of notification) 12,000 shares of class “A”
non-voting common stock (par $1) and 3,000 shares of
class “B” voting common stock (par $1). Price, par for
each class. No underwriting. For purchase of casing
and drilling expenses,

Hastings (Mich.) Manufacturing Co.
Oct, 4 (letter of notification) 1,000 shares ($2 par) com-
mon stock, on behalf of C. W, Dolan. Underwriter—
First of Michigan Corp., Battle Creek, Mich. Price—
$9.75 per share. :

@ Hay Harbor Realty, Inc., New York
Oct. 25 (letter of notification) 7,500 shares of common:

‘stock (par $1), 3,000 shares of 5% non-cumulative pre-:

ferred stock (par $10) and $112,500 4-year 3% % prom-=
issory notes. The mnotes, preferred and.common stock
are being offered in principal amount of $5,000, such
units to be made up in the proportion of 250 common
stock ($250), 100 preferred shares ($1,000) and $3,750
of notes. Underwriting—None. Working capital, etec. -

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




Volume ‘168 - Number 4746

'THE COMMERCIAL & FINANCIAL. CHRONICLE ..

(1789) 45

~ NEW ISSUE CALENDAR

November 3, 1948

Chicago St. Paul, Minneapolis & Omaha Rsr.,
Noon (CST) Equip.Trust Ctfs,

November 4, 1948
New York, Chicago & St. Louis,
Noon “(EST) Equip. Trust Ctfs.
Plywood, Inc; oo oo ianlh ol il Bonds

November 8, 1948 -
American Steel & Pump Corp

November 9, 1948
Associated Telephone Co.; Ltd
Deardorf Oil Corp
Peninsula Telephone Co Preferred
Younker Brothers, Inc Preferred & Common

an 'November 10, 1948
.Hooker Electrochemical Co

: ‘November 15, 1948
American Bemberg Corp o
Iowa Public Service:Co

North ‘American:Rayon Corp

,  November 16, 1948
Northwestern Bell Telephone Co

- ‘'November;22, 1948

_Public Service Electric & Gas Co..-'
f November 29; 1948
‘Northern Natural Gas Co

Preferred

Debentures

Debentures

3 2 December 13, 1948
American Telephone & Telegraph Co.._Debentures

Heyden Chemical Corp., New York, N. Y.
June 29 filed 59,579 shares of cumulative convertible
preferred stock (no par) to be offered common stock-
“holders in the ratio of one share of preferred for each 20
shares of common stock held. Price—By amendment.
Underwriter—A. G. Becker & Co, wiil acquire the un-
subscribed shares.” Proceeds—To be used in part for im-
provement and expansion of manufacturing facilities,
Offering postponed. :

Hooker Electrochemical Co. (11/10)

.Oct. 6 filed 50,262 shares of cumulative second preferred,
series A $4.50 dividend. Underwriter—Smith, Barney &
Co. Offering—Offered for subscription by common
stockholders of record Oct. 25 on'a basis of one new
share for each 16 shares of common held at $100 per
share. Rights expire Nov. 9. Proceeds—For capital ad-
ditions to plants and facilities and to provide for changes
in equipment and processes. Stock is convertible into
common prior to Dec. 1, 1958, at conversion price of
$30 per share.

® Horizon Manufacturing Co., Canton, Mo.

Oct. 22 (letter of notification) 500 certificates of stock.
Price—$50 per share. No underwriter. For improve-
ments and equipment. :

® Household Service, Inc., Clinton, N. Y.

Oct. 20 (letter of notification) $5.000 5% sinking fund
“10-year serial debentures, series C, due June 1, 1958.
Underwriter—Mohawk Valley Investing Co., Inc., Clin-
ton, N. Y. Price, par. Corporate purposes:, -

® . Huston Culver Fertilizers, Inc., Seaford, Del.
Oct, 19 (letter of notification) 32,200 shares ($1 par)
common stock. Price—$5.50 per share. No underwriter,
To erect and equip a fertilizer plant, and for working
capital.

® Inland Service Corp., Charlottesville, Va.
Oct. 19 (letter of notification) $150,000 bonds. Under-
writer—City Mortgage & Insurance Co.
standing first mortgage bonds, to pay bank loans and
for general corporate purposes. :

®  Inter-Mountain Telephone Co., Bristol, Tenn.
Oct. 20 filed 95,000 shares of common stock (par $10).
Underwriters—Courts & Co.; Equitable Securities Corp.;
Scott, Horner & Mason; Mason-Hagan, Inc.; Clement
A, Evans & Co. Offering—Two principal stockholders
will acquire 42,776 shares of the proposed offering. The
~remaining shares will be offered for subscription by
stockholders of record Nov. 8 on a share-for-share basis.
Price, by amendment. Proceeds—For expansion.

lowa Public :Service Co.  (11/15)

Sept. 24 filed $3,000,000 first mortgage bonds, due 1978,
.and 109,866 shares ($15 par) common stock. Underwriters
‘—Bonds  will be. offered under competitive  bidding.
Probable bidders: Glore, Forgan & Co.; Halsey, Stuart
& Co. Inc.; Kidder, Peabody & Co.; White, Weld & Co.;
A. C, Allyn & Co.; Harriman Ripley' & Co.; Salomon
~ Bros. & Hutzler; Otis & Co.; The First Boston Corp.
Offering—The stock will be offered for subscription by
common stockholders, of record Nov, 4 at rate of one-
sixth of a new share for éach share held. Price of stock
will be no less than $15. Sioux City Gas & Electric Co.,
owner of 61.2% of the stock, will purchase its pro rata
share of the new stock and take all unsubscribed shares.

Proceeds—For construction program. Bids expéected,

Nov. 15. 3
-® .lsrael Corp. of America, N. Y. City

Oct. 20 filed 250,000 shares of 80¢ dividend series (no
par) cumulative preferred stock and 250,000 shares ($1
par) common.  Offering—To be offered in units of one
"share of each at $25 per. unit: Underwriting—None, Pro-.
ceeds—For working capital. :

® Johnson Bronze Co., New Castle, Pa.

Oct. 27 filed 125,000 shares (50¢ par) common on behalf
of executors of the estate of P. J. Flaherty. Underwriter
—McDonald & Co,

To retire out- .

- poses.

: _Kénsas-Néb'raska Natural ‘Gas 00.,>Phillipsburg, »

Kansas Sy ey ke R Rl
Oct. 18 filed 93,062 shares ($5 par) common stock. Of-
fering—To be offered for subscription: by -stockholders
at rate of one new share for each five shares held of
record Nov. 1. Price—$12.50 per share, Underwriting—
None.  Proceeds—For construction. g

® Keystone Custodian Fund, Boston, Mass.
Oct. 22 company filed five registration statements cover-

" ing five different series of participating certificates, as

follows: 200,000 shares of Series B-3 certificates of parti-
cipation; 25,000 shares of Series B-4 certificates of par-
ticipation; 100,000 shares of Series K-1 certificates of
participation; 15,000 shares of series S-1 certificates of
participation; and 600,000 shares of Series S-4 certificates
of participation, ¢ £
® Livingston Mines, Inc., Seattle, Wash.
Oct.. 21 (letter of ‘notification) 90,000 shares (5¢. par)
common stock and $30,000 6% 2-year interest bearing
promissory notes. Underwriter—Lobe, Inc. For operat-
ing and general corporate expenses.

McCormick & Co., Inc., Baltimore, Md.
Sept. 30 (letter of notification) 1,000 shares (no par)
common '’ stock and ‘2,500 shares of 5% cumulative pre-
ferred stock (par $100). ' Price-——Common $50 per share,
preferred $100 per share.. No underwriter. For work-
ing capital. : 5

Mary .Lee Candies, Inc., Norwalk, Ohio
Oct. 11 (letter of notification) 60,000 shares ($1 par)
common stock. Price—$4.50 per share. Underwriter—
Herrick;-Waddell & Reed, Inc. Proceeds—For addition-
al working capital. ‘ :

Marysville Water Co., Harrisburg, Pa. .
Oct, 14 (letter of notification) $60,000 first mortgage
series 4%4'% bonds, due $2,000 anhually Dec, 1, 1948-1978.
Underwriter—Warren W. York & Co., Inc., Allentown,
Pa, The underwriter will extend an opportunity to hold-
ers of first mortgage 5s, due Oct. 1, 1948, to invest in the
new issue. Price—99% to 101, according to maturity.

Michigan Bakeries, Inc., Grand-Rapids, Mich. .
Oct. 18 filed 67,500 shares 5% % cumulative convertible
preferred "stock - ($20 par) and 67,000 shares ($1 par)
common. Underwriters — S, R. Livingstone & Co. and
First of Michigan Corp. -Proceeds—To redeem stock and
complete a plant.
® Morgan Petroleum Corp., Akron, Ohio
Oct. 20 (letter of notifiction) 10,000 shares of class “A”
stock (par $10). Price, par. No underwriter. For pur-
chase of drilling machinery, productive and non-produc=-
tive leases and future drilling of same,

National Battery Co.
July 14 filed 65,000 shares ($50 par) convertible pre-
ferred stock. Price and dividend, by amendment. Un-
derwriters—Goldman, Sachs & Co., New York; Piper,
Jaffray & Hopwood, Minneapolis. Proceeds—To retire
$3,000,000 of bank loans and general corporate purposes.
Temporarily deferred.
® National Fruit Product Co., Inc., Winchester,

\

a.

Oct. 22 (letter of notification) 30,000 shares ($10 par)
common stock. Price, par. No underwriter, For addi-
tional working capital,

North American Rayon Corp. (11/15)
Oct. 19 filed '(by Attorney General of United States)
177,398 shares of common - stock, class C, and 88,853
shares of common stock, class D. Underwriters—Stocks
will be sold at competitive bidding: Kuhn, Loeb & Co.,
Lehman Brothers and Glore, Forgan & Co. (jointly);
Kidder, Peabody & Co.; Blyth & Co. and Merrill Lynch, «
Pierce, Fenner & Beane. [For proposed changes in ex-~
isting stock, see under North Ameérican Rayon Corp. in
issue of Oct. 21, page 45.] Bids expected Nov, 15.

Northern Indiana Public Service Co.; Hammond,

Indiana

" Oct. 20 filed $11,000,000 first mortgage bonds, series D;

due Nov. 1, 1978. Underwriters—Names to be determined
through competitive bidding. Probable bidders: Halsey,
Stuart & Co. Inc.; The First Boston Corp.; Harriman
Ripley & Co. Inc.; Central Republic Co. and Merrill
Lynch, Pierce, Fenner & Beane. Proceeds—For con-
struction.
® . Northern Natural Gas Co., Omaha, Neb.
(11/29) :
Oct. 21 filed $6,000,000 serial debentures, due 1966-69.
Underwriters — Names to be determined through com-
petitive bidding. Probable bidders: Halsey, Stuart & Co.
Inc.; Kidder, Peabody & Co.  Proceeds — To replenish
working capital and for construction expenses. Expect-
ed Nov. 29.

Northwestern Bell Telephone Co. (11/16)
Oct. 15 filed $60,000,000 31-year debentures, due Nov.
15, 1979. Underwriters—To be determined through com-
petitive bidding. Probable bidders: Morgan Stanley ‘&
Co.; Halsey, Stuart & Co. Inc. Proceeds—For repayment
of advances from American Telephone and Telegraph
Co. (parent). Bids expected about Nov. 16.

Old North State Insurance Co.
June 24 filed 100,000 shares of capital stock (par $5)
Price—$15 per share. Underwriter—First Securities
Corp., Durham, N. C. Offering—26,667 shares will be
initially offered on a “when. as and if issued” basis:
13,333 shares will be purchased by underwriter for pub-
lic or private offerings; and the remaining 40,000 shares
will be publicly offered on-a “best efforts basis” op
completion of the subscription of the first 40,000 shares
and the company’s receipt of a license to do business in
North Carolina. Proceeds—For general business pur-

Peninsular Telephoné Co. (11/9)
Oct. 20 filed 100,000 shares ($25 par) cumulative pre-
iferred stock. Underwriters—Morgan Stanley & Co. and

Coggeshall & Hicks. Price by amendment. Proceeds—
For general corporate purposes: = Expected about Nov. 9.
Peoples Gas Light & Coke Co.

Sept. 24 filed $16,400,000 3% convertible debentures, due
Dec. 1, '1963. Underwriter—Halsey, Stuart & Co, Inc.
(sole bidder Oct. 20) will pay company $1,000 for right
to.take any-unsubscribed debentures, Offering—Offered
for ‘subscription by stockholders of record Oct, 22, in,
ratio of -$100 of debentures for each four shares held.
Rights will expire Dec. 1. Price, par (flat). Proceeds—
For construction and for the purchase of additional capi~
tal stock of certain natural gas companies,:

Plywood ‘Inc., Detroit, Mich. (11/4)

‘Oct. 8 filed $500,000 of 5% sinking fund debentures, due

Aug. 1, 1967, with detachable warrants to purchase 50,000
shares of common stock, Underwriter—P, W. Brooks &
Co., Inc. ' Proceeds—For additional working capital,

‘®  Portersville 0il Co., ‘Baltimore, Md.

Oct. 19 (letter of notification) 10,000 shares of ¢ommon
stock class A ($1 par) and 40,000 shares of common stock
class B ($1 par) to be sold in units of one share of “A”
and . four shares of, “B” for $10 per unit. To carry om- -
geophysical surveys for oil explorations and drilling for
oil and gas. ; b
" Public- Service Electric' & Gas Co. (11/22)

Oct. 18 filed $50,000,000 of debenture bonds, due 19€3.
Underwriters—Names to be- determined through com=
petitive bidding. Probable bidders: Halsey, Stuart & Co.
Inc, The First Boston Corp., Morgan Stanley & Co.,,
Kuhn, Loeb & Co. and Lehman Brothers (jointly), Pre-
ceeds—To retire/$30,000,000 bank loans and for construc-
tion expenses‘;, Bidding expected to be received Nov, 22.
®. Rose Meta Beauty Products Co., Inc.,, N. Y. °
Oct, 19 (letter of notification) 25,000 shares of preferréd
stock (par $10) and 2,500 shares of common stock (par
$10). Price, par for:'each’class. Underwriting—None,
Development and expansion.
®  San Jose (Calif.) Water Works :
Oct. 20 filed 15,913 shares ($25 par) common stock. Un
derwriters—Dean Witter & Co., Blyth & Co., Inc., El-
worthy & Co. and Schwabacher & Co. Proceeds—To
repay bank loans and to restore working capital used for
extensions, additions and improvements,

Schrader (H. J.) & Co., South Bend, Ind.
Oct. 5 (letter of notification) 1,000 shares of 6% cumula-
tive preferred stock (par $100) and.37,500 shares of class
B (no par) common. Underwriter—Harrison & Austin,
Inc., South Bend, Ind. Price—Preferred par; common 25¢
per share. For working capital ‘and to carry conditional
sales contracts. : '
® Sheboygan (Wis.) Red Skins Inc. )
Oct. 19 (letter of notification). 5,000 shares of common
stock (par $1), - Price, par, No underwriter. For work-
ing capital.
®. Signature Recording Corp., New York
Oct. 20 (letter of notification) 18,942 shares of common
stock (par 25¢).“ To be issued.to Ray Bloch as payment
in full of royalties due ($4,735).
; Sioux City (lowa) Gas & Electric Co.
Sept. 21 filed 71,362 shares of common stock (par $12.50),
Underwriting—None. Offering — Holders of common
stock of record Oct. 15 are entitled to subscribe -io
the new shares in the ratio of one-fifth of a share of ad-
ditional common for each share held at $25 per sharve.
Proceeds—To provide a portion of the sums required o~
make-a .further investment in the ‘common stoek of Iovva
Public Service Co. and to pay in full or reduce a $1,800,~
000 note to Bankers Trust Co. Effective Oct. 21.

Southern Colorado Power Co., Pueblo, Colo.
Oct. 8 (letter of notification) 34,067 shares of commeon
stock. (no par). Offering—Offered for subscription 1o
holders of common stock of record Oct. 11, on basis of
one new share for each*14 shares held.. Rights expipre
Oct. 30, = Price——$8.50 - per share, Underwriters—
Boettclws & Co:, Bosworth, Sullivan & Co., Denver,
Colo., and Hutchinson & Co., Pueblo, Colo. For com=~ -
pany’s- construction program, ;
®  Southern Indiana Gas & Electric Co. :
Oct. 20 filed 600,000 shares (no par) common' stock
owned by the Commonwealth & Southern Corp. and 75,~
000 additional shares of stock for the benefit of the com-
pany. Underwriter — Smith, Barney & Co. Price, by
amendment. = Proceeds—Commonwealth will use its pro-
ceeds to reduce indebtedness and Southern Indiana will
use its proceeds for property additions and betterments,

Southern Oil Corp., Jackson, Miss. :
Oct. 8 filed 1,500,000 shares of common stock (par 1c)
of which 1,350,000 shares will be sold by company and
150,000 shares by W. G. Nelson Exploration Co. Under-
writer—J. J. Le Done Co., New York. Proceeds—I'or
working capital and general corporate purposes.

Southern Oxygen Co., Inc., Bladensburg, Nd.
Oct. 7 (letter of notification) 9,612 shares ($25 par) com=~
mon stock, Price, at par. Stockholders of record Oct. 15
have the right to subscribe on basis of one new o
each 2% shares held. Rights expire Nov. 1. Under-
writer—Johnston, Lemon & Co., Washington, D. C, Yor
additional working capital for the construction and com=
pletion of the company’s new plant and for bther cor-
porate purposes.

® Spectronic Laboratories, Inc., Springfield,
Mass. 2 !

Oct. 11 (letter of notification) 3,000 shares of common
stock. Price—$5 per share. No underwriter. For work-
ing capital.
® Teichmann (Henry F.), Inc., Pittshurgh, Pa.
Oct. 26 (letter of notification) 700 shares of common
stock (par $10). Price, par. Underwriting—None, Ad-
ditional capital funds.

y (Continued on page 46)
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® Tele-Video Corp.,, Upper Darby, .Pa.
Oct. 20 (letter of notification) 115,480 common shares
(par 5¢) and 57,740 preferred shares (par $5). Price—
$5.10 per unit, consmmg of two common shares and.one
preferred share Underwriter—Gearhart & Co., Inc., New
York. Additional working capital. .
® Televista Corp. of America, New York
Oct. 18 (letter of notification) 200,000 common shares
(par 10¢). Price—$1 per share. Underwrltmg——l\one
General corporate purposes.
® Transcontinental ‘Gas Pipe Line Corp., Dallas,
Texas
.Oct. 26 filed 263,000 shares (no var) cumulative pre-
ferred stock and 265,000 shares (50¢ par) common stock,
to be offered in umts of one share of each issue; also
filed 2,250,000 shares of common stock to be offered to
outstandmg commmon stockholders at $10 per share at
the rate of three shares of common for each share held.
Underwriters—White, Weld & Co. and Stone & Webster
Securities Corp. Proceeds—For pipe line construction,
Workmg capital, and for payment of dividends on com-
pany’s preferred stock before Dec. 31, 1950.

United Utilities & Specialty Corp. ;
Oct. 15 (by amenument) 140,000 snares of common stock
(par $1) and 33,000 stock purchase warrants (to be sold
to underwriter at 10 cents each). Underwriters—George
R. Cooley & Co,, Inc., Albany, N. Y., and others to be
named by amendment Price, market Proceeds—To
repay bank loans, working capital, -etc.
Upper Peninsular Power :Co.

Sept. 28 filed 200,000 shares .of .common stock (par $9).
.Underwriters — Names to be determined through com-
petitive bidding. Probable bidders include Kidder, Pea-
-bady & Co., Merrill Lynch, Pierce, Fenner & Beane and
Paine, ‘Webbex Jackson & Curtis: (]omtly) Proceeds—
Will go to selling stockholders. Consolidated Electric &
Gas Co. and Middle West Corp. will sell 120,000 shares
and 34,000 shares, respectively; Copper Range ‘Co., 34,000
shares and sevexal individual owners 11,200 shares

® United Stales Rabbit Corp., Chicago, Iil.

Oct. 19 (letter of notification) pre-organizational sub-
seriptions for 300 shares of 7% cumulative preferred to
be sold :at par ($100) and 700 shares (no par) common to
be sold at 10¢ per share, No underwriting. For the
general operation of the company.

®  Virginia Electric & Power Co.

Oct. 22 registered an unspecified amount of ($10 par)
common stock. Offering—To be offered for subscription
-by- stockholders of record Nov. 12 at rate of one share
for each four shares then held. Price by amendment.
Underwriter—Stone & Webster Securities Corp. Pro-
ceeds—For construction.

Wiegand (Edwin L.) -Co., Pittsburgh
-Sept. 28 filed 200,000 shares (no par) .common stock.
.Underwnter—Hemphlll Noyes & Co., New York. Price,

by -amendment. Proceeds—Will ;go 'to-selling stockhold-
ers. Offering indefinitely postponed. -

“®  ‘Wyoming 0il Co., Denver, ‘Colo.

Oct, 19 (letter of notification) 4,400,000 shares (5¢ par)

* common stock, of which 400,000 shares will ‘be .offered to

‘Woodward Oil, Inc., and Morton Oil Co. .for Jeasehold
interests, 2,000,000 shares to ‘the stockholders of “Wood-
ward Oil, Inc., and Morton Qil ‘Co. at :5¢ per share and
2,000,000 shares to the public-at 7%¢ per share, Noun-
derwnter For drilling operations and workmg capital.

Younker Brothers, Inc. (11/9)
Oct. 18 filed 34,000 shares of 5%. sinking fund cumula-
tive preferred stock ($50 par) ‘and 70,000 shares (no par)
common stock. Underwriter—A., G. Becker & 'Co., Inc.
Proceeds—To retire unsecured bank loans.and for gen-
eral corporate purposes. Expected about Nov. 9.

Youse (E. S.) Co., Inc.
Sept. 27 filed 57,000 shares ($2 par) common stock of
which 12,000 are being offered by the company and
45,000 by three ' stockholders.
Yeatman & Co:, Inc., Philadelphia. ~ Price—$7.621, each.
Proceeds—From company’s offering will ‘be used ‘to pay
for opening a new branch store in Lancaster, Pa,

. n v [
Prospeciive Offerings

® Alabama Po\;ver Co.

Oct. 22 company asked SEC permission to:sell $12;000,000

30-year first mortgage bonds. Probable bidders: Halsey, '
The First Boston ‘Corp.; Lehman !

Stuart & Co. Inc.;
Brothers; Halrlman Ripley & Co.; Shields & Co Morgan

_Stanley & Co.; Drexel & Co.

American Telephone & Telegraph Co. (12/13)
Oct. 20 directors authorized creation of ‘a new issue of
long-term debentures in an amount not-exceeding $150,-
000,000. It is expected that the issue will be ‘dated in
December, 1948, and that a registration statement will be
filed with the SEC in November. Proceeds of the sale
would be used to provide the company’s subsidiary and
associated companies with funds for extehsions, addi-
tions and improvements to their plants; for extensions,

“additions and improvements to its own plant; and for

general corporate purposes. The company expects to of-
fer the new issue for sale through competitive bidding.
Probable bidders: Morgan-Stanley & Co.; Halsey, Stuart
& Co. Inc. Bids expected Dec. 13.

® Boston Edison Co.

The proposed sale -of $23,000,000 unsecured promis-
sory notes by private negotiation was opposed Oct. 22

by Halsey, Stuart & Co. Inc., at a hearing before the .

Massachusetts P. U. Commission. Halsey, Stuart pro-
posed that the issue be opened for competitive bidding.
Boston Edison wishes to sell 3% notes to be dated Nov.
15, 1948 and mature Nov. 15, 1973. Arrangements have
been made under which John Hancock Mutual Life In-

. for
i tificates-to be dated Dec, 1, 1948, and due either in 10

: at Room 1400, Daily  News

Underwriter — Suplee, '

surance ‘Co. ‘will buy $12,500;000 of "the' notes, Aetna
Life Insurance Co. $3,000, 000 and Bankers Trust Co.
$7,500,000.

® Chesapeake & Ohio Ry.

LBy

{ Oct. 29 directors will 'vote ona propo=a1 to sell $40, 000 -
000 new: series of refunding and improvement bonds
¢ Probable . bidders. include Halsey, Stuart K & -Co. Inc;
i Kuhn, Loeb. & Co.; The First Boston Corp.

. @  Chicago St. Paul Minneapolis & Omaha Ry. -;

(11/3) '
‘Company will receive bids up to noon (CST) Nov. 3
the - purchase - of- $2,100,600 . equipment trust cexr-
or 15 equal annual instalments. Bids will be received
Bldg., 400 W. Madison St.,
Chicago. Probable bidders: Halsey, Stuart & ‘Co. Inc.;
Salomon Bros. & Huizler; Harris, Hall & Co. (Inc.);

. Harriman Ripley .& Co. and Lehman Brothers (Jomtly)

® Clinchfield RR.

Invitations have -been sent out for bids on' $1,320,000
equipment trust .certificates, series C. Bids on the .cer-
titficates, to be dated Nov. 1, 1948, .and payable in 15
equal annual instalments, must be submitted by noon,
Nov, 1. Probable bidders: Halsey, Stuart & Co. Inc,;

. Harris, Hall' & Co. .(Inc.); Salomon Bros. & Hutzler;

Harriman Ripley & Co. and Lehman Brother's’(join‘tlyv).

- ® Georgia Power Co.
. Oct, 20 company asked SEC permission to sell $12, 000 000

30-year first mortgage .bonds. Series due 1978. Probable
bidders: Halsey, .Stuart & Co.; The First Boston :Corp.;
Morgan Stanley & Co.; Shlelds & Co.; Lehman Blothers,

" Drexel & Co.; Harrlman Ripley & Co. 2 ;
. ® Illinois Terminal RR. _ - ' e

Oct. 21 company asked 1Ly permxssmn to-issue:$1,000,000
equipment-trust certificates, Proceeds will ‘be used .in
connection with the purchase. of 300 box: .cars costing
$1,281,750. Probable bidders: Halsey, Stuart &:Co. Inc.;
Harris, Hall & Co. (Inc.); Salomon Bros. & Hutzler, .

® New York Chicago & St. Louis RR. (11,/4)
Company will receive bids up to noon (EST) for the
purchase of $4,600,000 serial equipment trust certificates,
to mature in 20 equal semi-annual instaiments, begin-
ning on June 1, 1949 and ending on Dec. 1, 1958. Prob-
able bidders include: Halsey, Stuart & Co. Inc.; Free-
man & Co. and Wm. E, Pollock & Co., Inc. (jointly);
Shields & Co., Gregory & Son and R. L. Day: & Co.
(jointly); Kidder, Peabody &: Co. and ‘Dick & Merle-
Smith (jointly); R. W. Pressprich & Co., Inc., Saloman
Bros. & Hutzler; Harris, Hall & Co. (Inc.); Harriman
Ripley: & Co., Inc and Lehman Brothers: (jointly); F. S
Moseley & Co

" ® Rochester Telephone Corp.

Oct 26 reported corporation has plans for the sale,
probably about Dec. 7, of $8,500,000 15-year debentures.
Probable bidders include Halsey, Stuart & Co. Inc,

Our Economic Dilemma

disappear if deflationary factors
should increase in importance.
Our economic objective should

overall credit expansion, then ef-
fective monetary and. fiscal con-
trol would be essential.

point where there will be .a ‘bal-
ance between buyers and-sellers

I feel|in the market, without signifi-

(Continued from page 43)

made -effective by withdrawal of
System support irom-the govern-
ment securit:es market could lead
to a ‘serious ‘deflation. This, in-
deed, is a result that the sharpest
critics-of the support program say
they :are .anxious to avoid,

Inflationary Role of Nonbank
Institutional Investors

Representatives of some big In-
vesting institutions have freely
criticized banks for their creation
of ‘new money through bank
credit expans.on, They complain
about the ‘effect of inflation on the
value ‘of savings and insurance
benefits.

But some of these institutions
are helping to create the very
inflation :about which they com-
plain, They are helping to reduce
the purchasing power of money
by extending credit to real estate
owners, to bus.nesses and to Statel
and local governments in amounts |
-that exceed funds available from
repayment of debt or the current
flow of savings into their institu-
tions. They are able to do this
by selling to the Reserve Banks
government securities they pur-
chased to help finance the war.
The Reserve Banks have to buy
them unless we are prepared to
take the dangerous road of with-
drawal .af support that I have just

" described.. There would be nc
objection to their selling if there
were a deflation -situation, or i’
there were a market at present
levels outside the banking sys-
tem,

I suspect that some of those who
are most vocal .in advocating .z
drop in support prices have a very
special .interest in lower prices on
long-term securit’es. It would be

interesting and -enlightening in

| well.

this connection, I suspect, if we
could see the maturity composi-
tion of their government security
portfolios. “We 'might find that
they have few long-term securi-
ties, ‘having never bought any o1
having previously sold at pre-
miums what they did have.

There needs to be greater rec-
ognition on the part of our large
nonbank © institutional investors
that commercial banks are not the
only ‘institutions that are expected
to act in the public interest to
maintain monetary stability. In-
surance companies and other
holders of the savings of the
people have that responsibility as
If they are unwilling to
recognize and to meet their public
responsibilities, then it would be
necessary to include them as well
as banks in a legislative program
of adequate monetary and credit
control,

In Conclusion

I should like to emphasize that
further inflation is not inevitable.
There are some soft spots in the
economy. In quite a number of
impertant areas production has
been cut back as supply has over-
taken demand at existing .prices

Large -crops have pressed down

the prices of a number of agricul-~
tural commodities to . support

levels which, by the way, in my
opinion are altogether too high
and run counter to an anti-
inflation program. There is also
some evidence that private con-
struction may be declining. In-
ventories generally are at an all-
time high .and pressures for ‘their
reduction .are increasing. The
need .for credit control would be

greatly lessened or temporarily

be to stabilize our economy at
high levels of employment -and
production. It is easier to.achieve
this stability if we have a stable
price level than if we have falling
or rapidly rising prices. A stablc
price level, however, has come t
be taken by some. almost as- :
guarantee of long—run economi
stability. I think it is appropriatc
to inject a few words of cautiol
on this point.

We may achieve a form of tem-
porary stability in the present
general level of prices that could
be taken to indicate that all was
well, but that might hide a seri-
ous undercurrent of weakness. I
we ach.eve a stability at thc
existing level of prices by  thc
prop of a further sizable credi
expansion, whether bank or other-
wise, then I .say we are storing
up real trouble. We are borrow-
ing against the future if to hold
the economy at present prices we
need heavy new borrowing by
businesses, substantial buying on
credit by consumers, large mort-
gage expansion at high ‘housing
prices and large-State and local
expenditures for public ‘works.
This would also be true if we per-
mit a large Federal deficit. .It
would be better to bring about
a more balanced situation now by
havmq a downward adjustment in
prices, even at the cost of: some
present slackening in our level of
economic .activity, 1 say ‘this be-
cause I believe we 'should not. tc
sustain the present price level
use the cushions that should be
available to ease the next reces-
sion. If we do ‘this, we shall be

multiplying our problems ‘in ‘the |

‘time to come.

But if, in snite of some defla-
tionary aspeCts “in’ ‘our :eeonomy;
inflation continnes or if;prices are

held at present levels by a further !

that Congress should ‘deal realis-
tically with this problem at the
coming session no matter how un-
pleasant the task may be.

If credit growth continues, or
if velocity of existing money in-
creases -significantly, and.'if no
additional authority over bank
credit growth is given to the Sys-
tem by Congress, or if 'because of
the activities of nonbank investors
further -inflation cannot be
stopped by’ such additional pow-
ers, then the' authorities -would
have to face- an unpleasant di-
lemma. Either they must permit
further  inflation  to.'develop or
they will have to adopt. the full
use if traditional methods of
credit-control, Onlyin this event
would it be necessary to follow
the- extremely .risky course.of let-
ting prices and interest rates on
government securities- go to the

‘when he recently said:

cant Federal Reserve support. . .
1 am fully conscious of the
enormity. of the world difficulties
that affect our every domestic
problem. Any fiscal, monetary or
credit program designed to.estab-
lish economic stability at’ home
may be entirely upset by expand-
ing military and world-aid pro-
grams without terminal point as
to either time or amount. ‘The
alternative is ‘to bring about'a
condition -of world peace at -an
early date, even at the’ risk /of
war.
-1 agree  with Mr,  Churchill,
- “The Western nations will be
far more likely to reach a lasting
settlement without bloodshed if
they formulate their just demands
while they have the atomic. power
and before the Russlan ‘Com-
munists have got it too.” '

Shelt Caribhean Pefroleum Gompany oy
Places $250,000,000 Bends Privately

Shell Caribbean Petroleum. Co., of New Jersey, a Royal Dutch-
Shell Group Company of which Mr. George Legh-Jones is Chairman
of the Board and Mr. H. Wilkinson -is President, .announced ‘Oct. 19
that it has sxgned contracts for the sale at par to a group of American

and Canadian insurance compa ¢

nies of an issue of $250,000,000
principal- amount of its bonds
bearing interest.at 4% and matur-
ing in 1968, effective upon the
completion of necessary legal for-
malities. " The loan was arranged
through Morgan Stanley & Co.
This 1is one .of - the largest
loans ever negotiated in the his-
tory - of icorporate financing.

The insurance -companies- par-
ticipating are Metropolitan Life
Insurance Co., New York: Life In-

surance Co., The Prudential

Insurance «Co.. of' “America,- The

Mutual Life Insurance Co. of New
York, Sun Life Assurance - Co. of
Canada, The - Northwestern , Mu-
tual Life Insurance Co., The
Travelers Insurance. Co., ‘New
England Mutual Life Insurance
Co., Carnegie Corp. of New York
and .Provident Mutual Life Insur-
ance Co. of Philadelphia.

The bonds to be issued will:con-
stitute the only funded 'debt ‘of
Shell Caribbean. The proceeds
of the bonds will be used ‘for . 011

«development -in the W ester n

Hemisphere,
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Observations

) ‘ (Continued from page 5) )

Possibly the wnole truth does not lie in either the scientific relation
of time series 1o market trend, or on the other hand, in the observa-
tion of a publisher who, wearied from examining submitted formulae
for trend-prediction, wearily remarked to me that “all trend systems
merely say in technical language, that because the market has.gone
up it will continue to'go up, and vice versa.” But even if there be

a scientific basis for defining' momentum and trend, on the basis of
the gauging of their

the current of foreseeable gadgets ther‘qfor,
duration to a uselul degree is not discernible.

The Bad Empirical Results

In additicn to the fundamental logical fallacies underlying trend-
delineation, there are also the “empirical” shortcomings based on
results, In the first place (whatever the reasons), only a small
minority, if any, of the “players” have made real money out of such
systems.  As a matter of fact, if enough people ever get to using the
same mechanical gadget, that in itself will negate its usefulness.
" In the second place, “empirical” fa:lure is also, and more clearly,
demonstrated by the confusions. and contradictions in which even
the exrert interpreters periodically find themselves. Thus. in mid-
October 1947, when the market was nibbling at its previous upside
penctration-point of 186, the Dow-ists Jisagreed among tnemselves
whether a bull market -had or had not been signaled. Again since
last May, after the Dow: bull-marekt signal had caused a stampede
of the faithful and a price uprush from 187 to 193; which quickly
relapsed into a decline below the penetration point; we onlookers
bave been immerzed in complete confusion by the expert inter-
preters’ conflicting pronouncements as to whether we are in a Dow
bull  or bear market.  ‘Also showing this (system’s empirical
failure, is the Dow-ists ex post facto flight into assertions, that.their
. Theory after all is not susceptible of “rigid” interpretation;.and-that
 “good” Dow theorists dont wait for the prescribed signals and tius
were individually right while their theory (or perhaps the market
itself) unfortunately - went off the track. 'So  the Dow tech-
nique -is: not successful enough even to attain its derogatorily in-

tended characterization as a means of “forecasting by 'definition.”

“Explosion” Hindsight Easier Than Foresight
The character-of-the-market-analysis methods, as through vol-
vme and odd-lot behavior, likewisc embody the fallacy of attaching

“inferences about the future to the historical record-of past (or pres-|:

ent) performance. Thus the picture-record of volume, with all its
possible variations. may make a good historial -account of what has
already happened in the market, but this is really a far ery from
making all manner of predictions therefrom based on characteriza-
tions like “Climaxes,” “Explosions,” *Suspended Position,” “Falling
Leaf Pattern,” “Massive Base,” etc., or of making assumptions, as
do several popular services, of the future strengtn of a trend—under
the guite of terminology like “the rise is meeting more resistance
and hence the situation is that much weaker,” or of making future
deductions from chart-deduced buying or selling “pressure” on in-
dividual securities.

“Buying Power” or “Selling Pressure”?

Again turning to the “empirical” aspects,.in the case of most of
such popular systems. conclusions directly coniradictory to those
laid dewn by their rules are warranted by the experience of the
market-place as well as by logic. Thus most' volume-systems are
based on the principle that “volume is the measure of demand in
advance and of supply in'a decline; that a bull market will continue
if volume has increased on advances and decreased on price declines;
2 bear market being signaled by the converse behavior of the volume.”
But there is no explanation evidenced of why large volume on
the way up may not just as likely be an indication of intelligent
selling instead of buying, and hence be a bearish rather than a
bullish signal and vice versa, during a price decline, why diminishing
volume may not just as likely be manifesting buying as selling
weakness, and hence bearish instead of “bullish.”

As a matter of fact, two of the most popular services specializing

in this technique for timing operations in individual stocks happen
to be based on just the al{ernative conclusion which we have sug-
gested. These  particular systems measure “buying power” and
“selling pressure” in inverse ratio to the accompanying volume of
trading. Thus greater volume for the same amplitude of an upswing
is deemed to denote greater selling, not buying, pressure.
. Do not such directly contradictory popular conclusions, both
being highly plausible, warrant the fear that chart-making perhaps
merely provides an emotional support for individually devised mental
gadgets? (One wise market veteran says that the chastised Mr. F. N.
Goldsmith discovered a bull tip on Mission Oil in ithe comic strips
because he was already bullish on the stock. And every music
critic listening to a symphony obviously fashions his interpretation
of the music according to his own individual pre-conceived emotional
feelings.) .

In any event, it should not be surprising that the “volume-
players ” aleng with the Dow iheorists, so frequently get whip-
sawed—a nasty “empirical” result. . 4

Ratio Principle Equals Value Upside-Down

More than in the case of any other phase of market mechanics,

" does the ratio approach admit of directly opposite conclusions. In
fact, in this writer’s opinion, the disregarded conclusion is usually
correct. Typical of the ratio-ist philosophy for mechanistic issue-
selection is the dictum that “it is best to play the long side only of
those issues that are in ‘persistent ratio line uptrends, and to sell
short only those in persistent downtrends.” 'Thig advocacy of follow-
ing and exaggerating a trend . (consistent with Dow philosophy)
surely is more likely than not, to accentuate rather than to minimize
errors in valuation and hence to constitute a distortion not only of
value-seeking - but of ‘ businesslike common-sense. The simple
ratio-ist principle, no matter how ornately dolled up in mathematical
terminology, embodies the iraditional run-of-the-traders’ and tyro
public’s common error, of “buying them when (because) they act
well” and vice versa, of inferring the existence of an all-omniscient
;:‘;lhey” to be fellowed, and. thus ergaging in another form of trend-

asing, ’

Mere common-sense would dictate ‘as more probably desirable |

the exactly opuosite conduct.

e exac For example, if Uniled States Steel
should rise ‘above the, trend .of

;all. steel stocks, instead of inferring

therefrom that U. S.:Steel is thereby made a more attractive buy,
it instead would be more probable that a switch from Big Steel to some
Little Steel might be advisable, and that the greater the ratio dis-
crepancy the more advantageous the sale—not purchase—of U, S.
Steel might be. o e

Whatever the empirical verdict may be, surely the following |
completely-contradictory but practical market observation composing
the initial paragraphs of a current Standard and Poor’s Corporation
has far greater justification: i ;

) “You can usually make much better ‘market profits on

a stock that is idling along near its bottom than by jumping

at a stock that has already made spectacular gains.

“Nine times out of ten, good stocks that are deeply de-~ .
flated will eventually move upward more than the general
market. Few stocks that have rocketed upward on the im-
petus of broad-scale public buying can be depended upon to
maintain their pace. They may rise further, but their gains
are usually no longer dramatic after interest in them becomes
general.

"w
“That is why our analysts believe you ought to study
thei‘r latest report on these nine deflated stocks. They are
selling from 369 to 78%, below their 1946 highs , . . they have .
been sadly neglected by investors. . .

Following the “They” Away From Value

And si'milarly for groups of stocks, just as.for the market as a
whole, it is -absurd to operate on the major premise of assuming
that tlgle lower a security goes the poorer the value that it offers,
Such' irrational behavior at best follows the traditional motivation
of the legendary tape-watcher as well as the trend-chasing school,
the first of which grcup consciously and the second unwittingly,
embraces the credo that there is g sanctified “they” to be followed,
In any event, such conduct and reasoning unquestionably have not
the slightest connection with investment. ‘

More Inter- and Intra-System Contradictions
Contradictions of a major and fundamental kind is revealed be-
lwe_:en the formula plan princivle, in that it “bucks” the market
swings, and the Dow and other trend-followiing techniques, Also,
as betwpen the formula plars, the Vassar and Yale techniques sell
against the swings while, contradictorily, Burlingame partly buys
on the way up and down, :

Our
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I Rep'm:t

The hazards of the underwrit-
ing business, and they are around
all bends in these days of com-
petitive bidding, according to
those in the business, were
brought home rather forcefully in
the past week in connection with
the marketing of Michigan Bell
Telephone Co.s big issue of 40-
year debentures.

It is generally agreed that
American Telephone &  Tele-
graph Co., had no intention of
upsetting the finely drawn cal-
culations of the bankers when it

DIVIDEND NOTICES
Ho Suerieass Jolaccoor

WCOmPONATLD
111 Fifth Avenue

announced plans for marketing
another $150,000,000 of new sé-
curities before the end of the
year.

The argument in banking cir-
cles naturally is that such an an-
nounceinent would not have been
made, just at that time, had the
company been free to enjoy the
advice and counsel of those who

know tine working of the markets.
| The Michigan Bell’s 314s, on
which the syndicate agreement
had been dissolved, slipped
down more than a poeint from
the price paid the company.
This meant that, if the banking
group engaged in its distribu-
tion had been in a position
where they might have been
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173rp ConnioN DIVIDEND

A regular dividend of Seventy-five Cents
(75¢) per share has been declared upon
the Common Stock (which includes former
Common Stock B) of THE AMERICAN
Toracco - Company, pavable in cash on
December 1, 1948, to stockholders of record
at the close of business November 10, 1948.
Checks will be mailed,

EpMunDp A, HARVEY, T'reasurer
October 26, 1948

Burroughs

190th and 191st .CONSECUTIVE
CASH DIVIDENDS

A quarterly dividend of fifteen cents
(8.15) a share and an extra dividend
of fiftcen- ecents ($.15) a share have
been declared upon the stock of
BURROUGHS ADDING MACHINE
COMPANY, payable December 10,
1948, to shareholders of record at the
close of business November 1, 1948,
Detroit, Michizan S. F. HALL,

October 21, 1943 Secretary

EATON MANUFACTURING COMPANY
Cleveland 10, Ohio
DIVIDEND NO. 97
The Board of Directors
of Eaton Manufactuting
Company has declared a dividend of
Seventy-five cents (75¢) per share on
the- 896,260 $4. par value common
shares of the Company issued and out-
standing, payable November 24, 1948,
to shareholders of record at the close
of business November 5, 1948.
October 22, H. C. STUESSY
1948 Secretary
CITY INVESTING COMPANY
25 BROAD STREET, NEW YORK 4, N. Y.
October 21, 1948
The Board of Directors of this company has
this day declared a dividend of 15¢ per share
on the outstanding Common Stock of the com-
pany, payable November 15, 1948 to holders o
gec%zlg at the close of business on November
e EDWARD FRAHER, Secretary

A semi-annual dividend of
65¢ per share, and an extra
dividend of 20¢ per share, on
the Capital Stock, par value
$13.50 per share, have been
declared, payable Dec. 18,
1948, to stockholders of record Nov. 24, 1948,

THE UNITED GAS IMPROVEMENT CO.
JOHNS HOPKINS, Treasurer
October 26, 1948 Philadelphia, Pa.

NATIONAL CONTAINER
CORPORATION

A regular quarterly dividend of $0,296875
was declared on the 435% Cumulative Con-
vertible Preferred Stock of National Con-
tainer Corporation, payable November 1, 1948
to stockholders of record October 20, 1948.

forced to liquidate, they faced
a “potential” loss of upward of
a million dollars,

Meeting the Situation
The tendency of the market to
back. up on several recent Tele-
phone issues apparently is mak-
ing for a disposition on the part
of some constituent companies,
having financing to do, to make
adjustments to meet the situation.
For several years now, in fact
since the end of the war and the
reopening of the capital markets,
these companies have been dis-
posed to do their financing on a
basis of 35 to 40 year maturities,
the longer-term being favored.
But Northwestern Bell Tele-
. phone Co., presumably taking
cognizance of the situation, has
announced that its forthcoming
$60,000,000 of debentures will
be for 31 years rather than for
45 years as originally intended.
This should quicken interest in
the deal. .

Big Rail‘Iss‘ue Looms
Chesapeake & ‘Ohio Railway
has joined the ranks of the rail- -
roads which find, despite previ-
ously set plans, that they will
likely be forced  to enter the
money market for funds neede

for improvements, ete. ‘
+ C. & O. originally had laid out
its building and rehabilitation
program in a manner designed to
avert debt financing except for
the purchase of new equipment,

DIVIDEND NOTICES

O’okiep Copper Company

o w
Limited
Dividend No. 8
The Boaril of Directors today declared a divi-
dend of three shillings nine pence per share
on the Qrdinary Shares of the Company pay-
able on December 10, 1948 to the holders of
record of Ordinary Shares of the Company
at the close of business November 19, 1948,
The Directors authorized the distribution of
the said dividend on_ the same date to the
lolders of American Shares issued under the
terms of the Deposit Agreement dated June
24,1946, The net distribution, after deduction
of ‘the South African non-resident sharehold-
ers tax, will amount to 69% cents per share.
; By order of the Board of Directors,

H. E. DODGE, Seccretary.

New York, N. Y., October 21, 1948,

UNITED STATES LINES
COMPANY

Common
Stock
DIVIDEND

The Board of Directors has authorized
the payment of a quarterly dividend of
sixty-two and one-half cents ($.6214) per
share payable December 14, 1948 to hold-
ers cf Common Stock of record November
30, 1948 who on that date hold regularly
issued Common: Stock ($1.00 par) of this
Company ;

Holders of former stock issues of the
Company entitled to issuance of Common
Stoc}( ($1.00 par) in exchange for  their
holdings will be paid this dividend when
exchange is made. ,

CHAS. F. BRADLEY, Secretary

One Broadway, New York 4, N. Y,

Southern
Railway
Company

DIVIDEND NOTICE
New York, October 26, 1948,

A dividend of One Dollar and Twenty-five
Cents ($1.25) per share on the Preferred Stock
of Southern Railway Company has today been
declared, payaoble December 15, 1948, to
stockholders of record at the close of business
November 15, 1948, N

A regular quarterly dividend of One’Dollar
($1.00) per share on 1,298,200 shares of
Common Stock without par value of Southern
Railway Company, has today been declared,
out of the surplus of net profis; of the Company,
for the fiscal year ended December 31, 1947,
payable December 15, 1948, to stockholders
of record at the close of business November
15, 1948, £

Checks in payment of these dividends will be
mailed to all stockholders of record at their
addresses as they appear on the books of the
Company unless otherwise instructed in writing.

). J. MAHER, Secrefary.

HARRY GINSBERG, Treasurer.
. ; - - gt
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Washington . . .

'Behind-the-Seene Interpretations
from the anipn’s Capital

And You

WASHINGTON, D. C.—Should the day ever come when Amer-
jcan industry finds.itself compelled to convert to war production, it
is likely to bless the advance planning of the National Security

Resources Board.

" This board is the highest mo-?*

bilization planning agency of the
government, It is civilian in
make-up. It is not attached to the
military, Its- policies have a
higher rating than the proposals
of the services. Subject. only to
thie concurrence of the President
of the U. S. (or Congress where
legislatiorf. 'is necessary), NSRB
may make the policy determining
how- much and in what. way the
nation’s manpower, machines,
material,” and- money shall be di-
rected into-a-war ‘effort.
b3 LT Y A I
Congress, setting up. NSRB in;
the course of creating the “uni-
‘fied” Military 'Establishment,
"directed the board to plan for
the next war, if any. It was
directed to plan the organiza-
‘tion of government agencies to-
‘administer - and operate the
{<civilian side of the war. It was
- directed also to plan how much
and  under ‘what circumstances
_the country’s money, men, ma-
chines, and material should be
. {diverted to- a war. effort,

.substantial progress. - If war
camé tomorrow, industry would
find ' its path ahead with gov-
‘ernment almost as smooth as a
“paved road. At the opening of
‘the last war, it was from two to
‘three years before even some
“semblance of order was created
among the agencies managing
the civilian side of the war ef-
.fort, and real unity of purpose
was never achieved before the
.end of the war,
. £ £ £ ¢
Greatest progress of any of
NSRB's work has been ‘made in
planning the agencies which will
administer the all-pervasive con-
1rols of another wartime. The first
of these is the agency to manage
production.. An- Office of Pro-
daction is proposed as the- first
of the agencies to be created.
Roughly this Office of Production
would perform a similar function
to the late War Production Board.
However, the Office of Produc-

- tion would both be broader in

scope and simpler in organization
than the late WPB. NRSB has
got so far as to select key men
who, if . war burst upon the
country tomorrow, would be re-
quested at once to come to Wash-
ington to take over their respec-
tive commodity or industry jobs
in the Office of Production.
Furthermore, each of these key
men, an actual representative of
the industry or business to be af-
fected by mobilization of industry
for war production, is vested with
a concrete mobilization plan.
‘What is more- important, each
bas-a-definite responsibility.
During the past war one of the
pathetic causes of confusion was
the shadowy outlines of jurisdic-
- tion and function among not only
different war agencies but differ-
ent divisions within a single
agency. Mature, balanced men
inevitably found themselves
squabbling with one anothér over
whom should do what, because of
the poor administrative organiza-
tion of the last war.

Each of these key men is re-
tained by NSRB for as long as
his industry can spare him. Us-
ually that is from six months to
5 year. This key man in the
Production organization con-
stantly reviews the mobiliza-
tion plans for the industry he
represents, He reviews them

..with an indusiry adyisory, com-

mittee. Whenever any industry

pattern changes sufficiently to

indicate a change in the mobil-

ization plan, the plan is accord-

ingly changed to make it up-to-
date and in conformity with the

realistic facts of the industry.

And - changes in government

 planning are communicated to

the industry,

Mobilization of arms produc-

tion is; ‘of‘ coutse, the first ele--

ment incivilian mobilization . for

.-| war.-. In- addition, NSRB. antici-

pates that it will be necessary to
begin selting up shortly an Office
of - Human-- Resources. ~ Already
NSRB has begun to outline this
organization. It will handle not
only civilian manpower mobil-
izatign,  but also problems . of
housing, - medical ‘services, and
community or municipal services.

It will also be necessary to at-
tempt . to . stabilize -the -civilian-
economy. Price control, ration-
ing, and foreign economic war-
fare;. all. will -be. concentrated in

.| this Office of Economic Stabiliza-

tion, also being shaped up now
into a preliminary organization.

Finally, the nation’s transporta-
tion . must . be. mobilized if war
comes. This would all be concen-
trated in an Office of Transporta-
tion, which would deal with all
transportation, rail, air, truck, and
water. In addition the Office of
Transportation would be in
charge of the nation’s storage fa-
cilities. -

0 5 o

Thus NSRB’s planning of
government agencies to handle

the civilian side of war mobil-
ization plans for just four main,
all-encompassing agencies—
production, . human. resources

(manpower), economic stabil-
ization, and transportation, Gone
is the idea of a separate Office
of Defense Transportation, a
separate rationing and price
control agency, a separate set-
up to conduct foreign economic
warfare, no separate Office of
War Mobilization and Recon-
version, and so on. NSRB has
set a pattern, and the pieces of
the pattern fit in advance.

# # *

Within' the pattern -the most
progress has been made in organ-
izing. the production agency 'be-
cause production' would. become
the first .problem. Within the
field of production, - moreover,
NSRB  has placed its first em-
phasis upon production of ma-
chine tools because a large pool
of 'machine tools would become

the first need of an industry con-
verting its operation to making
the goods of war.

So” NSRB has sent out its
“phantom orders” for 10,000 ma-
chine tools to 290 machine tool
firms. The idea of these “let’s
play” orders is that the primary
machine tool builders will get
together with their parts people
and find out just what each and
every one would have to do and
have to get in the way of mate-
rials to start going on this huge
order.

The minule war broke out
there would be no nonsense
about these orders. NSRB
would send telegrams at once
asking these specific manufac-
tiurers to produce the tools spe-
cifically outlined in these at
. present, phantom orders. Upon
the .. manufactyrer . confirming

tentatively,

. BUSINESS BUZZ

“You just can’t .f.iatter some people!” -

the order it ,would become a
firm commitment. )
Only the price would be up
in the air. That would be nego-
tiated ‘l1ater. - Nevertheless,
NSRB has reached a tentative
agreement with prospective
suppliers that they will get to-
gether on the basis of market
prices as they existed at the
time the orders were firmed at
the outbreak of war.
* o "

Should war break out, NSRB’s
planning offices of Production,
Human . Resources, Economic
Management, and Transportation,
would be lopped of from NSRB at
once. Immediately they would
become operating agencies. The
key men who are now doing the
planning would become the op-
erators, and they would fill out
their organizational staffs ~with
the men with whom' they have
or are now. tenta-
tively, .making arrangements. .
"'Is there any . chance this appar-
ently felicitous advance planning
might-be junked? 'Of course; but
probably not. . The President who
sits: in - the White House next
January must accept it before it
can be offered, for National Se-
curity Resources Board. is only
an agency to advise Congress.

And, of course, it would take
statutory action to make a legal
thing of this paper organization.
With the President elected
next Nov. 2 approving, NSRB is
going to ask Congress in Janu-
ary to approve its proposed
statutes on a stand-by basis.

Hence a proclamation of - war
emergency could ‘bring - these
agencies into force overnight,’
even with Congress away.

NSRB’s planning job, of course,
is much bigger than planning the
mere governmental agencies to
handle the mobilization of the
war economy. NSRB must 'decide
such significant policies as
whether there shall be allocations
and priorities, compulsory man-
power ' mobilization, an excess
profits -tax, perhaps forced- loans,
to the government, and so on.

The agency already has drafted
an all-inclusive bill vesting the
government with the powers it
thinks will be needed in the event
of war. NSRB, as the agent of the
White House, is naturally reticent
to discuss what might be in.the
bill at this time, before the voters
have decided on the President.

Nevertheless, it is noted that
the entire economy is now em-
ployed in the main at full capa-
city for peacetime consumption.
Hence war goods will have to
“come out of the hides,” as it
were,. of the civilian economy.
Such a drastic lowering of the
standard of living, if a war
were to be fought on any scale,
would require controls more
drastic than any seen in the
late war. Allocations and pri-
orities are a certainty, and
NSRB . js. presently studying
what modifications it ‘will make
in the Controlled Materials
Plan of WPB. Manpower mo-
bilization in one form or an-
other is thought to be inescap-

able. . There - probably: will be
.control - over: investments -as
well, )

) £ L]

Governor Warren of California
has endorsed ' Universal Military
Training, also endorsed - in the
past by Governor Dewey. UMT
will ‘be one .of the hardest legis=~
lative projects to put over. with
Congress, barring an intensifica-
tion of the war scare.

s w %

If the Berlin crisis should be
seemingly settled, its significance
might be over-rated. It is said
that any alleviation of that im-
mediate issue of dispute would
obviously be of wholesome, broad
advantage, because so long as
that crisis remained settled, it
would eliminate -the most press-
ing, immediate subject of danger,
of war between the U. S. and
Russia.

On the other hand, if world
opinion were to force Russia '
temporarily “to retreat’ before '

| “Berlin,  the ‘Reds cculd be-ex-/ "

pected-to_put.a-dent in another

..segment of the peace rubber
ball. Russia is expected to jostle
the West until some such time
as it becomes apparent the West "
can more than cope with a mil-
itary adventure—at least that
is the official sizé-up. '

S L ] .
Road building is now going on
at a-mileage .rate something like .
twice | the - construction during
1945, -During . that - year state
highway departments “were - con-
structing roads at the rate. of $386
million, - In-1948 : this- total, in-

/| formed  observers. predict, wilk

reach $1,700 million. However; it
costs roughly twice as much to
build a mile of road now as in
1945. Even with this price factor,
actual .road construction is prob-
ably twice that of 1945. These
figures exclude county and mu-
nicipal road projects.
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