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Budget Problem
By MELCHIOR PALYI

Dr. Palyi foresees no immediate move to put into practice Truman
socialistic proposals because President's economic advisers fear
either business depression or budgetary deficit. Says crucial ques¬
tion is to keep military expenditures within bounds, since tremen¬
dous growth of Soviet power can be matched or restrained only
by huge armaments on our side. Predicts military budget of

$30 billions per annum.

A meal is not eaten as hot as it is cooked, states a European
proverb. Campaign oratory is one thing, ■ and political reality is
another. Mr. Truman's socialistic demagogy is not likely to be trans¬
lated into immediate practice, or fractionally only. That, at any rate,
s e e m s to be
official Wash- .

ington's atti¬
tude at pres¬
ent. .,v ;
j, So far as the;
Administra¬
tion is con-'

cerned; the
name of the
Taft - Hartley
Act may be
changed and
the closed shop
and foremen's
unions may be
restored. But
otherwise
there probably
will be no fundamental change in
labor legislation. Raising the
minimum wage from 40 cents to
75 cents an hour no longer ap¬
pears as urgent as it did during
the campaign. New price controls
and centralized regimentations

Dr. Melchior Palyl
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Even the excess profits tax may
not be in. the cards as yet; the
Treasury seems to think in terms
of "merely" raising the corporate
tax from 38% to 50% (still leav¬
ing price-earnings ratios of most
stocks at . extraordinarily . low
levels), and individual income
taxes are not likely to be revised
for some time. Public works, pub¬
lic housing, extended social se¬

curity, and other subsidies will be

pushed, but not all at once. :
Of course, all this is before Con¬

gress meets, a Congress that might
be more left of center than the

Administration itself. Some Re¬

publican members, in particular,
rationalize their party's defeat
into the conclusion that they
should have proposed soup kitch¬
ens for every one. They would try
to out-new-deal the New Dealers.

On the other hand, a coalition of
the Taft-Republicans with South¬
ern Democrats might keep Con¬
gress from running amuck. .

Be that as it may, the apparent
reticence of the Administration is

(Continued on page 31)
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By SUMNER H. SLICHTER* '

Lamont University Professor, Harvard University y

Asserting during last three years American corporations have overstated profits by $16.4 billion, promi-
nent Harvard economist ascribes this to counting as profits rise in inventories and plant replacement !
costs. Says depreciation charges have been inadequate and rigidity of accounting rules prevents ad- f
justments due to changes in price level. Holds if accounting adjustments were made, profits would have |
risen only as fast as sales volume, and notes if profits are abnormally high, new investment would
greatly increase and tend to become excessive. Looks for retained earnings as chief source of new :

industrial capital. v

During the last three years American corporations have overstated their profits by
approximately $16.4 billion. This is the amount by which the reported statements of profits
exaggerate the amount of income available to pay dividends, to expand plant, to increase

Swages, or - to" ; ;. ;>■; ?,'
reduce prices.

<♦>

EDITORIAL

As We See It
. . The Three Messages

V:. The President is now closely engaged in the prepara¬
tion of the three messages which, under various provisions
of law, he must deliver to Congress not long after the turn
of the year. There used to be only one—the constitutionally
required State of the Union message. Then we developed a
semi-farcical executive budget procedure,1 and then there
were two reports or messages due from the President But
ihodernism was not satisfied, so a third was added in which
the President is expected to review the economic or busi¬
ness situation in a way designed to show what is necessary
to keep the economy running at a high level of activity and
employment. Plainly implied in the last-named is of course
the notion that the Federal Government has now assumed
the role and the responsibility of managing business in this
country, or, at all events, directing it in the broad, as it were.

If the President or those who advise him were gifted
with understanding far beyond that of ordinary men,
the President's Report, as the latest addition to Presi¬
dential messages has come to be popularly known, might
well be a most valuable document. Its author (or au¬

thors) appear to have no hesistancy in expatiating at
length upon almost any subject, and they seem to feel
that they know many of the answers. The truth of the

(Continued on page 34)
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In 1946, prof¬
its were rep¬
resent ed as

being nearly
twice as large
as they really
were: in 1947,
profits were
overstated by
about 51%; in
1948, profits
will be over¬

stated by ap¬

proximately
25%. Natural¬
ly, it is high¬
ly misleading
to stockholders, employees, cus¬
tomers, and the public to have the
amount of income available for

dividends, plant expansion, wage
increases or price reductions so

greatly overstated. ; *

In 1946, the actual amount of

corporate income available for

dividends, wage increases, plant

(Continued on page 32)
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A Reversion of Economic Uptrend
By HOWARD T. LEWIS*

Professor of Marketing:, Harvard University
* "

Editor, Harvard Business Review

Stating "beneath the surface, business is not fundamentally healthy," Harvard University marketing
specialist foresees reverse of economic uptrend. Lists industries already feeling effects of changed con¬
ditions, but holds no serious depression will be felt in next year. Urges manufacturers and distributors

maintain reasonable liquid resources and exercise conservation in planning capital expansion.
A title to comments made in public is likely to be a very misleading thing. It is, of neces¬

sity, usually chosen so far in advance of the appointed hour that the speaker makes it so
broad that it will cover whatever he later decides he may want to say, or else it is sc

H. T. Lewis

LOW PRICED INDUSTRIALS

restrictive that
when he comes
to speak, he is
con sta ntly
tempted to —

and frequent¬
ly does —- get
off the an¬

nounced sub¬

ject and say

things that
may have little
to do with the

assigned topic.
So this after¬
noon' I am go¬

ing to ask you
to forget the
title of my
talk as it appears on the program
altogether. I should prefer just
to talk for a while about some

very basic questions which con¬

front all of us as businessmen and
as citizens in this very critical pe¬
riod in which we find ourselves;

Of course, even today, the "man
in the street" may not feel that
conditions are particularly fore¬
boding. Prices are high, but so are
profits and wages. Jobs are plen¬
tiful; everybody except the white
collar worker has money in his
pocket; and the goods people want
to buy are becoming steadily
easier to secure. Life goes on very
much the same as it always has in
times of peace and, so long as the
strains and stresses within the
economic structure are not visible
to the naked eye, the general pubr
lie is usually not very much
alarmed. True, there is a vague
feeling abroad in the land that
all is not quite as good as it looks.
There is concern about the in¬
creasing cost of living, and one
might wish that Russia would be¬
have itself. But, after all, Con¬
gress has promised 'to reduce
taxes, and somehow it is difficult
to convince ourselves that another
war is really very imminent.
Even these threats of alarm are

subject to heavy discount. Dur¬
ing the last session of Congress,
noisy prophets foretold the com¬

plete disorganization of business
that would follow from a failure
to reduce taxes. We were threat¬
ened with all sorts of disaster if
the Taft-Hartley Bill were passed,
and likewise if it didn't pass. Total
ruin was to be expected if govern¬
mental expenditures were not
drastically reduced, and also if
some of them were. From week
to week we were assured that our
national destiny depended upon
whether or not some particular
measure were passed or riot
passed, the very names and sub¬

jects of which were soon forgot.

■'Paper presented by Prof. Lewis
before the Manufacturers Surgical
Trade Association and American
Surgical Trade Association, New
York, N. Y., Dec. 1, 1948. '

Anyway, we have always come
out pretty well on the whole. And
yet, as I said, thinking men are

disturbed. Now it is probably,
safe to say that of all the out¬

standing questions in the minds
of most people in this country, the
most troublesome ones are not
those concerned directly with the
recent election. Interesting though
the post-election analysis may be,
I suspect that the two leading
questions of the hour to most of
us here this afternoon are the'
same two that worried us most

prior to the election: "What is
ahead for business?" and "Is there
to be war with Russia?" I am

neither a prophet nor the son of a
prophet, and I do not know the
answers to these questions. Even
less do I know the timing in¬
volved. But there are some basic
facts bearing on the answers that
I think I do know. Moreover,,
if I am right, it is high time
American businessmen and Amer¬
ican citizens quit kidding them¬
selves about them.
One brutal fact that we need

to face is that so long as the1
present group or its counterpart
control Russian policy, and so long
as the communist doctrine is
what it is, no harmonious, coop¬
erative arrangement with that
country is possible. So far as com¬

munism is concerned, it is basically
and diametrically opposed to the
things in which you and I believe.
There is no possible practical basis
for reconciliation between the
two philosophies. A second blunt
fact is equally true, namely that
it is part and parcel of that doc¬
trine that the rest of the world
must be converted—by persuasion,
if possible, by force, if not.
Viewed in the light of these ele¬
mentary facts, whether the West¬
ern Powers win or lose in Berlin,
for example, is in itself of only
incidental importance. Russia will
not ease her pressure on the West
regardless of what happens in
Berlin. That pressure won't come
off until there is unified Germany
under Russian control. And in the

meantime, the pressure will be in¬
creased in France, in Italy, in In¬
dia, China and Thailand. As Hitler
wanted Western Europe, commu¬
nism under Russian guidance
wants the world.
AH of this is even more impres¬

sive when we try to appraise the
group in control of Russian for¬
eign policy. For one who cares to
study history, there is a deadly
parallel between the origin, the
development, and the policies of
the dominant group in Russia
and that of nazism in Germany.
With this group in charge of Rus¬
sian communism, the outlook is
not good. .. ;

These are hard facts, but they
are crystal clear. Hence it is
foolhardy to overlook the fact that

We Maintain American Markets For:

CANADIAN INDUSTRIALS

CANADIAN MINING

CANADIAN BANKS

BRITISH SECURITIES AND

SOUTH AFRICAN SECURITIES

Goodbody & Co.
Members N. Y. Stock Exchange and Other Principal Exchanges
115 BROADWAY NEW YORK 6, N. Y.

Telephone BArclay 7-0100 . Teletype NY 1-672

merely because Russia is not eco¬

nomically prepared for a shooting
war, now in December, 1948, does
not mean that she cannot most ef¬

fectively carry on other and
equally deadly forms of warfare
until she is ready—provided it is
still necessary by that time. Nor
does it help much to argue that
the Russian people do not want a

war, cold or otherwise. The people
of no nation ever wanted war, but
that fact has not resulted in uni¬
versal peace.

There are two, and I am afraid
only two, ways to stop Russia and
she fears them both. One is to
do all we can to get Western
Europe on its feet. That means
the Marshall Plan or some modi¬
fication thereof. The other is to
be prepared to use military force,
and to use it whenever Russia,
figuratively speaking, crosses the
Rubicon. A shooting war with
Russia is not inevitable, but Cap¬
tain Rickenbacker was only stat¬
ing a blunt fact when he said,
"War with Russia may come any
day. War with Russia may never
come at all. And I pray that we
may never have another war. The
factor which determines when and
if Russia will attack us depends
upon the immediate strength or
weakness of Uncle Sam today and
tomorrow."

I did not come this afternoon to
discuss international affairs. But
the situation in Europe is a fact of
such tremendous importance to
business in this country that no
good comes from the tendency on
the part of forecasters to tell us

what will happen to business in
the United States—"provided the
Russian problem is adequately
met."

For see how, out of this one

fact, there follows certain others.
The two ways of preventing a
spread of communism, with or
without a shooting war, to which
I have referred, is going to cost
the United States, and therefore
you and me, a lot of money. It is
estimated that the Economic Re¬
covery Plan will cost over 1948-
1951 somewhere between $22 bil¬
lion and $25 billion unless it is
extended to cover China as well,
in which casei would not*attempt
even to approximate its cost. Nor
does it help much to say that this
amount is comparatively small
relative to our national income.
Any way you look at it, $22-$25
billion is not "chicken feed," and
the net inflationary effects could
be serious indeed.
To the cost of the recovery pro¬

gram, of course, we shall have to
add our military expenditures, in¬
cluding stockpiling. The expendi¬
ture for guns, planes, and ships
cannot help but be very large. Mr.
Truman would like to keep it

(Continued on page 2-3)
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Dr. Joseph L. Snider

j By JOSEPH L.. SNIDER*

, Professor of Business Economics, Graduate School of Business
Administration, Harvard University

j Professor Snider contends, though preponderance of evidence sug-
i gests no severe decline in business and prices it just* ahead,there
j is a possibility of severe decline later and business generally should

; C get into condition to withstand severe depression. Warns of defla- -

f tipp spiral and concludes results of November election lessen
chances of severe depression though resulting in loss of business
confidepce and more difte«Jty in raising equity capital, gees

"swing to the left"
, _ . c "• r r . r .. , » '

Well before the recent elections, I ro.aohed the conclusion that
our inflation-boom was about over. An analysis of price fluctuations
indicated that prices in several important -areas- had been declining
for some time, although the general .price level had not turned down
definitely, v <$>
Moreover; de-
jn.a, n d , f-o- r
goods and -

j^yl.cerap-/
peared to he •

less insistent
than formerly
and, .quite
significantly,
plant and
egufp.m^n-t r

expenditures
seemed to be

flattening out.
It also seemed
probable that
the m.o i) ey
and credit

supply would exert less inflation¬
ary pressure, particularly in- the
light of control measures.
If it Should become clear dur¬

ing the next several months that
the inflation peak of wholesale
prices generally and of the , cost
of living had been reached, his¬
torical precedents suggest that
prices .would turn down promptly.
It would also be normal for a de¬
cline in general business activity
to take place along with a decline
in commodity prices. Historical
precedents are, of course, not gov¬
erning and it may be that this
time declines of prices and busi¬
ness may not follow promptly the
culmination of our inflation-
boom. If there should be an ac¬

celeration of war dangers, there
would almost certainly be no de¬
cline in prices and business/

Supporting Factors in Business .

Activity
; Then too/there are numerous
strong supporting factors. The de¬
mand for goods and services con¬
tinues active throughout most of
our economy, and there are a few
important areas where demand
still far outruns available sup7

plies. Credit is plentiful at mod¬
erate rates. Aid to Europe will
continue, to hold up demand for
numerous commodities. Moreover,
government support of agricul¬
tural prices is important, and the
very large government expendi¬
tures (more than 20% of the total
national income if Federal, state
and local government expendi¬
tures are lumped together) are
not likely to shrink.
'*• Then too, some of these sup¬

ports are new; that is, they were

not present when our earlier in¬
flation episodes were drawing to

B. S.
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a?a end, Of ttiese new factors, gov-
efpjnent siippprt of agricultural
prices $nd, the present great mag¬
nitude of total government spend¬
ing are oi the greatest significance.

Possibility of Severe Decline

j §ut while1 We . recognize the
strong points in the present situa¬
tion, and whDo we may even con¬
clude that the preponderance of
evidence • suggests that no severe
decline in business and prices is
jjU§t ahead pf us, it is prudent to
acknowledge, the possibility of a
severe decline. It is salutary to re¬
call that the prevailing attitude of
businessmen and academic stu¬
dents of business conditions be¬
fore each of our major downturns
during the past generation was to
emphasize the strong points in the
picture and to expect no more
than a minor downward correc¬

tion. /: • ' ■ -• • — -

.-It would be wise, therefore, for
businessmen generally to get their
businesses into condition to with¬
stand a severe general recession,
evep though such a recession'does
not now appear imminent. Wide¬
spread 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. Before the storm breaks,
operations. should. be carried on
with conservatism, although not
with apprehension. After the
storm 'breaks, readjustment to
lower levels of prices and opera¬

tions should be as gradual as

possible.
To be sure, an individual busi¬

ness may promote its short-run
welfare in a time of downward
readjustment by making drastic
reductions in its prices, inven¬
tories and employment; and,
therefore, by the limited criterion
of short-run profits such precipi¬
tate policies seem to be good busi¬
ness. But for. businesses generally
to take such drastic action is the
surest way tq generate a spiral
of deflation detrimental to all.
including ,* the smart operators,
fn a period of readjustment, as in
other times, , a widening of the
area of a businessman's loyalties
is called for, a greater willingness
of individuals to make short-run
sacrifices for the .long-run wel¬
fare of all.

Election and Business Prospects
-How were business prospects
modified by the results of the
elections on Nov. 2? With respect
to the inflation-boom, it seems no

(Continued on page 24)
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-The Priceless Ingredient
By JOSEPH MORRELL DODGE*

President, The Detroit Bank
Former President, American Bankers Association

Asserting we are deep in political uncertainties, which multiply normal risks of business and investment,former ABA President deplores declining rate of savings, artificially low interest rates, and lack of new
equity capital. Scores government controls, restrictions on work, and elimination of workers' and pro¬ducers' incentives. Sees threat to both ability and incentive to accumulate and use capital.
I am sure everyone here today has some degree of concern about the trend of our Na¬tional economy and past and proposed Government policies. And, I am equally sure weare not alone in this. It would not be over-simplification to surmise that most people fall*iito one of•>-

ft* M. Dodge

two groups—
those who

have suffi¬
cient knowl¬

edge and un¬

derstanding of
the past and
present trend
to be deeply
concerned
about the

ultimate re-

suit., and
those who live
in an atmos¬

phere of un¬

easy satisfac-
; tion with cir¬

cumstances which appear to
benefit them, but about which
they have fundamental doubts.
Perhaps many of the latter have
the insecure feeling of a person
walking on stilts.
Every segment of the economy

has its areas of worry or complaint
—•business and industry, those on
salaries and fixed incomes, the
hourly wage earner, and the saver
and investor. And it does not stop
there. It extends to responsible
individuals in the great business
which we call government.
Comparative charts and statis¬

tics evidence an apparent tremen¬
dous progress, both economic and
financial. Yet, underlying it, we
have an atmosphere of uncertainty
as to whether all this is real or
synthetic, and whether it can con¬
tinue.
We look back to the end of the

war when large scale unemploy¬
ment was prophesied but which
did not materialize, and to a pro¬
claimed goal of 60 million jobs
which since has been exceeded.
We are reminded of the end of
1946 and the beginning of' 1947
when economic advisers pointed
with alarm to an expected defla¬
tion which, within six months, be¬
came a progressive inflation.

. We entered 1948 with the prob¬
lems of inflation uppermost in
everyone's mind. At the Special
Session of the Congress held in
iAUgust a program to control in¬
flation was presented which in¬
cluded proposals leading to a degree of inflation appearing in

good measure, we throw in the
situation in Europe and the Far
Sast, the best we can say is that
the future has substantial ele¬
ments of uncertainty.
We talk freely about maintain¬

ing our prosperity, full employ¬
ment, -and economic and social
progress. We are led to believe
.hat the approach to the problems
3hould be more government
spending and higher taxes, com¬
bined with legislation promoting
restrictions on production, con¬
sumption, and prices. It is pro¬
posed to increase limitations on

consumers and producers, and
sxpand government direction and
control of our economic life.
Whatever -form this takes, the
fundamental direction is toward
higher costs and prices, and lower
productivity. This will tend to
stifle further the ability and de¬
sire to save and invest in the in¬
strumentalities of production and
enterprise on which our economic
progress and our way of life have
been founded.

Conditions We Face

With this background, I will
comment briefly on some of the
conditions to which I have re¬
ferred.
We look at our annual national

broduction of goods and services,
recently reported at the rate of
about $250 billion, and may be in¬
clined to take a great deal of
pride and satisfaction in it, or in
he dollar increase in the sales
and income of the business com-
oonents of this unprecedented
amount;

We are likely to forget that this
is merely a dollar symbol repre¬
sentation of costs and prices.
When converted into annual na¬
tional net income it is still prices
because What is price to one man
is income to another. Actually
we are talking about $125 billion
of national product in fifty cent
dollars. With a theoretical maxi¬
mum use of our production facili¬
ties and manpower, the ultimate
figure shown in this computation
is substantially dependent on the

peacetime regimentation of the
economy and, with them, provi¬
sions for more inflation.
>. Today we have a supply ade¬
quate to meet demand, in most
categories of consumer goods; an
over-flowing granary of agricul¬
tural products, which are not per¬mitted to have their natural price
effect on the markets; a countryconfused by disturbing and con¬
flicting legislative proposals; and
deflationary and inflationary
pressures and prospects. If, for

*An address by Mr. Dodge at
the 53rd Annual Congress of
American Industry, New York
City, Dec. 2,1948.

the dollar symbols.
If wages, costs, and prices are

pushed high enough, we can have
a $300 to $400 billion national
product, the same way we ac¬
quired $250 billion. This is part of
the myth that high prices and
plenty of money spell prosperity
and that, if government will only
spend enough dollars, everything
will be all right, at least with the
statistics.

While these are sensational fig¬
ures, conversely they reflect a

constantly rising spiral of the op¬
erating costs included in prices
and of break-even points which
are pushed along ahead of them.
The question is whether sales
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volume and prices can continue
to increase sufficiently to stay
ahead. This is a briefly expressed
reason for current' management
headaches and investor fears, re¬
cently magnified by the prospect
for additional taxes.
The squeeze play;which goes on

between costs and prices and
taxes and income it steadily in¬
creasing dollar symbols, and the
resulting disturbances, are a ma¬
terial factor in the general uncer¬
tainty if, after all, these fine fig¬
ures represent real progress and a
permanent prosperity.
One of the conditions which

puts a theoretical ceiling on our

production, within the limits of
our available plant capacity and
its possible expansion, is our so-
called full employment. Actually
we have over-employment,
brought about by work restric¬
tions and the "elimination of
worker production incentives.
Many workers, employed as a re¬
sult of make-work processes,
should be available for the expan¬
sion of production in other or
newer enterprises. Consequently,
we have become relatively inflex¬
ible, and tend to be more and
more frozen into our present pro¬
duction patterns. Our continued
econonomic progress requires mo¬

bility of both labor and capital.
Today maximizing our produc-,tion according to any reasonable

standard of possibilities is re¬
strained by a shortage of workers,which is partly fictitious. Produc¬
tivity has not increased with the
payrolls. Unit production costs
have risen with the continuous
decline in unit production per man
hour. This has been multiplied
by wage increases. The wage-
price spiral has become openly
apparent to everyone,•, In . turn,
inevitably this has been; reflected
in higher consumer prjees and
the payroll dollars received by
workers have continued to buy
"less and less.

The fact is that the wage earner
hds permitted himself to be de¬
prived of his personal incentives,
and to be limited to the produc¬
tion standards of the lowest com¬
mon denominator of worker. So
far, the effect of this largely has
been offset by technological ad¬
vances. But everyone has,reason
to wonder whether mechanical
improvements alone can continue
to absorb the dead weight of a

declining productivity.
As a single objective there is

nothing easier to achieve than full
employment. Dictators obtain it
by coercion and slave labor. They
are never short of work for others.
It is obtained in war. Also it is
obtained by work restrictions, or
by any other device which throws
overboard the relationship be¬
tween increased wages and in¬
creased output and productivity.
This is the real issue, and not how
many people are working. But
every public proposal encourages
conditions which lead to less man-
hour output at higher costs, de¬
spite the fact that lowered pro¬
ductivity can end only in higher
prices and a falling standard of
living.

Unfortunately it is true that the
greater the wealth of a nation, the
less its relative productivity. No
matter how good the figures ap¬
pear to be, they do not stand up
against the yardstick of possibili¬
ties. Regardless of theoretical
ceilings in production and man¬

power, we are achieving neither

(Continued on page 35)

The Drags on Inflation
By A. D. H. KAPLAN*

Brookings Institution, Washington, D. C.
Economic analyst discusses forces which are at work interfering with
continuance of leapfrog game of wages, costs and prices. Stresses

< point additional doses of wages and profits that have swelled total
income are not creating balanced buying power and consumers
whose incomes do not keep pace with higher costs are being priced

out of market. *

In the spiraling of wages, costs, and prices, we have been watch¬ing our economy behave as though it had lit upon the secret of per¬petual motion, yet fearing that somehow there must be a catch in it.For two and a half years, we have seen the formula at work; risingprices are met by higher moneys-
incomes, which accelerate demand
and costs, which accelerate prices,
which remotivate wages into the
renewal of the inflationary spiral
on another round. The process has
apparently been going hand in'! value of the dollar,hand with peak employment, with [ about two and a half
new records progressively scored
in our gross national product,
sales volume, aggregate profits,
disposable income and, too, in
commercial loans and bank de¬
posits.

If you were talking about farm¬
ers, you could say that the liquid
assets now in the hands of the
farmers of this country, even after
allowing for the difference in the

represent
times the

buying power of the liquid assets
that the farmers of this country
had before the war. And so far as
their current income is concerned,
again making allowances for the
changed price levels, we could

What forces are at work to in- still say that their current income
terfere with the continuance of
this game of leapfrog with wages,
costs and prices? Is a collapse
imminent; and is positive public
intervention indicated, to avert
catastrophe?

Disturbing Features
Some disturbing features in the

current situation, along with re¬
medial suggestions, have already
emerged in the earlier sessions of
this conference. I have selected a
few for direct consideration. But
first, a word of notice that you
are not being invited to the
mourner's bench. I assume oiy
awareness that an economic soci¬
ety like ours, a democratic so¬

ciety, operates on the basis of
Compromise; the variant views,
pressures and desires of many
groups have to be reconciled
through voluntary action. We
have no great "I Know" in the
position where he can dictate his
own motivations and his own
scale of values. And so, even dur¬
ing the war, no agency compelled
us to withhold a stated percentage
of our income in savings not to
be redeemable for so many years
thereafter. No one was empow¬
ered to impose comprehensive dis¬
ciplines upon us for as many post¬
war years as deemed necessary,
to enforce a catching up produc-
tionwise with the tremendous
supply of new money that has
been created in one form or an¬
other—in bonds representing the
quarter trillion dollars of public
debt; in savings of individuals; in
currency and demand deposits—
amounting to roughly three times
the total of our monetary supply
immediately before the war. Con¬
sidering our necessary compro¬
mises with any such decisive1
overall policy, it seems clear that
while we might have done better,
we might easily have come out
much worse. At this juncture, the
question of where we go from
here may still be asked with rea¬

sonable hopefulness of a favor¬
able outcome.

Counteracting Forces
It can already be seen that the

inflationary spiral has developed
some drags, and that some coun¬

teracting forces are in motion.
The additional doses of wages

and profits that have swelled the
total of income payments are not
adding up to a balanced mainte¬
nance of real buying power. There
are many discrepancies in the
sharing of the rise in national in¬
come, which affect our ability to
keep up the present rates of pro¬
duction and sales at present price
levels. Take, for example, the dis¬
crepancies, in the assets available
to those who are going to do the
buying.

* Part of an address by Dr.
Kaplan before the Society for
the Advancement of Management,
New York City, Oct. 29, 1948. .

has about 1.9 times the buying
power that the aggregate farm in¬
come had immediately before the
war. That is one side of the
picture.
Go, however, to the recent sur¬

veys made by the Michigan Sur¬
vey Bureau for the Federal Re¬
serve Board, and you get this sort
of a picture: During the past year
some three million families, or
spending units, have exhausted
their war savings bonds. One fam¬
ily in four had no liquid assets
whatever to report. The concen¬
tration of dissavings—that is, ex¬
penditures beyond income—in the
survey two years ago, concen¬
trated in the $3,000 to $5,000
group. But in the last survey, it
was found that dissavings were
running sharply into the income
groups up to $7,500.

fAlmost exactly 50% reported no
increase in money incomes during
the past year while prices were

rising. Thirty per cent of the
families said that their dollar in¬
comes were the same or about the
same as the year before. Twenty
per cent of the families had had
an actual decline in money in¬
comes.

Now, it would be desirable, of
course, to know in what income
brackets those people were. May¬
be some of them were 'way down
the scale, living on pensions, in¬
surance, or other fixed incomes of
that sort. Maybe some of them
were in the low-paid unskilled
class.

But whatever else, they were
consumers of ' some things that
everybody must buy. There is a
limit to how many units of
clothes we can put on a back, or
how much food we can put into a
stomach, and it takes numbers to
make the market for some of our
commodities. The fact that we get
the slipping in money incomes of
a sizable fraction of families
means that we are going to see
some softening in specific market
areas; and some of that has ap¬
peared, as I shall indicate in a
little while.

Payroll Costs
We come to the issue of wages

and payroll costs. With three suc¬
cessive rounds of wage increases
behind us, a fourth one is coming
up, or at least has been promised
by Mr. Green and other labor
leaders. What have the wage bat¬
tles won for the labor population?
The BLS index of production-

worker payrolls rose approxi¬
mately 32% during the two years
ending in June, 1948. One of the
things we sometimes fail to take
into account is that during that
period some two million addi¬
tional members of the population
came into the workers' forces.
They are included in that 32%
rise in payrolls. But even among
those who were in the labor
force, there are great discrepan-

(Continued on page 37)
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Business Failures

-J
Industrial production for the country at large was sustained at

a very high level the past week and remained moderately above
the level of the similar week of 1947. ;

There was a slight decrease in 1 the'number of layoffs and
strikes in most sections of the country but employment and payrolls
continued near the high levels of previous weeks. \ '

It would appear according to reports coming to hand that with
the beginning of new contract negotiations next, spring the United
Mine Workers will list among: their demands a shorter work-day
and work-week. ' " . ,,

At the United Mine Workers' convention this fall the union
went on record as being in favor of a reduction in working hours
and President William Blizzard , of U. M. W, District 17, of West
Virginia, was reported to have said on last Thursday that the mine
workers "hoped to be able" to reduce their hours of work from the
present eight-hour day, 40-hourweek level at their next contract
meeting with the coal operators. Elaborating on his statement,
Mr. Blizzard said, "I hope we'll be able to make it a six or seven-
hour portal-to-portal day," which all adds up to the fact, should
the miners obtain their demands, that Mr. and Mrs. Consumer will
once again foot the bill.

•

* * *

With the start of Christmas shopping in many sections, total
retail dollar volume in the week slightly surpassed that of the pre¬
vious week. Total consumer purchases were fractionally below the
level of the similar week last year. Toys and gift items were sold
in an increased volume.

Wholesale buying remained very high despite a slight increase
in the number of cancelled orders. Some merchants attempted to
reduce inventories through promotional activities. Collections were

slightly slower than in the similar week last year.
# * $

Steel capacity has increased 17.5% in the 10 years since 1938,
according to a new "Directory of Iron and Steel Works of the
United States and Canada," issued recently by American Iron and
Steel Institute. Meanwhile, the population of continental United
States has increased approximately 12.5%.

The addition of more than 14,000,000 tons of raw steel capacity
has been accompanied by an increase of about 19% in blast furnace
capacity, a gain of 14% in capacity for the making of finished hot
rolled steel products and a rise of 35% in hot rolled sheet and
.strip capacity, according to comparisons based upon the 1938 and
1948 Directories.

The record capacities of the industry are scheduled to rise
further under the expansion and improvement programs under¬
taken by iron and steel companies since the end of the war which
involve expenditures totaling nearly $1.7 billion. Many of the
improvements have been completed and others are nearing com¬

pletion.
Some of the highlights of the changes during the past 10 years

include: Total capacity for the making of electric furnace steel
which has increased nearly four times during the decade, from
1,490,000 tons in 1938 to 5,397,000 tons in 1948.

y Capacity for the production of cold rolled sheet and, strip steel
has increased 55% while capacity for the production of cold finished
bars has increased 87%. • . •

' L v if if * ' r.

Net railway operating income of the class I railroads for October,
1948, before interest and rentals, was $110,876,857, compared with
$76,879,447 for October, 1947, according to the Association of Amer¬
ican Railroads.

Estimated net income of the carriers, after interest and rentals,
for the latest period was $85,000,000, as against $50,000,000 in the
same month of 1947.

Net railway operating income for the first 10 months of the
current year, before interest and rentals, totaled $853,624,669, com¬
pared with $636,732,695 in the corresponding period of 1947, while
net, after interest and rentals, in the first 10 months of 1948 is esti¬
mated at $590,000,000, compared with $370,000,000 in the like period
of 1947.

In the 12 months ended Oct. 31, 1948, the rate of return on
property investment averaged 4.37%, compared with a rate of return
of 3.57% for the 12 months ended Oct. 31, 1947. Property investment
is the value of road and equipment as shown by the books of the
railways, including materials, supplies and cash, less accrued depre¬
ciation.

Total operating revenues in the first 10 months of 1948 amounted
to $8,039,696,497, compared with $7,126,451,208 in the same period
of 1947, or an increase of 12.8%, while operating expenses amounted
to $6,185,340,8-31, compared with $5,572,138,491 in the corresponding
period of 1947, or an increase of 11%.
Twenty-one class I railroads failed to earn interest and rentals in

the first 10 months of 1948, of which eight were in the Eastern Dis¬

trict, threb in the Southern Region and l(Hn the Western District.
if if if

October incorporations of new businesses in 48 states declined

slightly to 6,774, from 6,930 in September, Dun & Bradstreet, Inc.,
reports. The October figure represented a drop of 29.5% from the
9,609 charters granted in October a year ago. The downward trend
shown from September to October contrasted with a rising move¬

ment in each oi the three preceding years during the same period.
With only-six of the 48 states showing gains over a" year ago,

stock Company organizations during the first 10 months of 1948
numbered 82,355. This was a decrease of 12,284, or 13.0%, from
94,639 for the corresponding 1947 peripd. . It was a decline of , 32,082,

(Continued on page 29)

A. Wilfred May

By A. WILFRED MAY
LANGUAGE AND POLITICAL STRATEGY

The confusion in our domestic political thinking, accentuated
since the recent election campaign, goes on unabated.

A chief mainspring of our misconception of even the issues at
stake stems from the field of semantics, from language and meaning

; difficulties. For example, in .the case of ; the
:,r t words liberalism, ' national socialism, "demo-

; erotic" socialism; "mild" socialism, and com*
'■ Which have long been indi^rhsanately
••bandied about;? their careless misuse by the

, public is leading to vital social disservice. ; We
; are witnessing great segments of the community,:
7, including "enlightened" labor leaders (as at the
CIO meetings in Oregon last week), sincerely
professing their opposition to communism, par-

: ticularly of the foreign-instigated variety. But
we also see them, or rather should see them,
simultaneously fighting for the government con¬
trols and central planning which must inevitably
lead to domestic communism. 1

'<
. Probably Mr. Philip Murray to some extent
does not even realize the collectivist ends to
which his "liberal" aims would lead us, and to
the extent to which he does realize it, is con¬

vinced that our journey to collectivism under a labor-conscious gov¬
ernment will be so gradual as to forestall present alarm. Within
recent years we have witnessed countless of our most voluble social¬
ists, from a variety of externally induced motivations, swing ovei
to the maximum denunciation of the "Russian" brand of state socials
ism which for so long has elicited their intense interest and sym¬
pathy. Likewise, during and since the recent campaign in which
Mr. Truman captured victory through the "pocketbook" vote, we
have seen every representative of every political party proclaiming
with great and sincere conviction, devotion to "free enterprise"—or
at least to the "American way of life." In the post-election period
such blandly expressed and wishfully-believed faith has received
increasing credence in dogged disregard of the oft-repeated con¬
victions and persistently-urged specific legislative proposals of Mr,
Truman and the newly-validated men-in-the-legislative-saddle, and
oblivious of the decisively-given evidence that such programming
of subsidization and state socialism is the chief if not only pre¬

requisite to election.
Those who deny such implications evidently are basing their

optimism either on a kind of wishful psychoanalysis concluding that
the President (a kindly former Missouri haberdasher) really has
no suppressed or unsuppressed desires for personal despotism or state
socialism, or, as in England, that any socialism we have will be
mild or at least "democratic."

Of course, "state" socialism will remain an evil to be shunned,
for that is realized as being akin to the real thing of the police state.
But what does it matter whether our ushering into the complete
subversion of the economy by political subsidization and regimen¬
tation transpires under , the nomenclature of the so-called "demo¬
cratic" or under the "state" brand of socialism. In the words of the
distinguished European observer, Wilhelm Ropke, what difference to
the individual whether^he be the victim of manslaughter or of first-
degree murder? -

Strangely, our relatively promising business outlook is cited by
the complacent as reassurance that the country is not to be treated
to the socialism for which it voted. , But while depression will of
course stimulate to the nth degree the fruits of full employment
philosophy, of pump-priming and the rest of planning and state
direction, it must be remembered that the recent social revolutions
in England, Sweden and Norway have been ushered in midst periods
of boom rather than bust,

The Top-Level "Strategy" of Befuddlement ,

Another cause of the public's confusion arises from the Admin¬
istration's efforts to "placate" the business interests, presumably to
forestall depression induced by their action. When the private
enterprisers are being reassured at the White House front door, are
they to assume that the President (perhaps under the goading of
those day-saving Southern Democrats) is really going to retreat from
his specifically pledged program? And. even if Mr. Truman be con¬
stitutionally "conservative," can his decisively-given reward from the
voters possibly permit him to continue so? Practically midst reiter¬
ations that the new Administration would carry out its campaign-
announced program, the President at his last Thursday's press con¬
ference, as reported in the New York "Times" under the caption;,
"President Assures Business Any Fear of Him Is Baseless," "ex¬
pressed the opinion today that business had nothing to fear from
his new, four-year administration and offered as evidence his record
of the past three and a half years." (P.S.—Five paragraphs further on
the same newspaper reported the President's presumably next breath
as containing this kind of assurance (??): "The President declined

. (Continued on page 43)
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CLEVELAND, OHIO — Irving
Sumergrade, for the past six years

, vjrtf! A
with the Cleveland yof%e^5of
Goodbody & Co., is now» Co^ma%
ager of the officelof Francis I. d$
Pont & Co., 1010JEuclid Avehu|l

To Merge Dec. 31 With
Walston, Hoffman Firm
LOS ANGELES, CALIF.—Maxi-

well, Marshall & Co., members, of
the Los Angeles Stock Exchange,
will be absorbed by Walston,
Hoffman & Goodwin, members of
the New York and San Francisco
Stock Exchanges, as of Dec. .31.
Frank O. Maxwell will become a

partner in the letter firm, which
will take over the entire person¬
nel of Maxwell, Marshall. It is
understood that Wallace A. Mar¬

shall will resign from the organi¬
zation and will announce his plans
at a later date.

The Los Angeles and New York
offices of Maxwell, Marshall &
Co. will be combined with the of¬

fices of Walston, Hoffman &
Goodwin already located in those
cities. The branches which Max¬

well, Marshall has maintained in
Pasadena, Beverly Hills and San

Diego will be continued under the
name of Walston, Hoffman &

Goodwin, giving the latter a total
of 17 offices in California.

HODSON & COMPANY,
Inc.

165 Broadway, New York

DIVIDENDS

GALORE

Nothing more helpful

than the Monday Issue

of the "Chronicle" for

dividends; declared: and
;,"-> •• " • 'v1
when payable', coverage.

i '"J
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I
Government \

- Chairman of Board of Bank of Manhattan Company tells stockholders at 150th annual meeting Fed- j

eral Reserve cannot expect to peg prices of U. S. securities and at same time meet responsibilities in i
effective control over nation's credit base. Reports bank earnings up despite higher expenses. ^ , j

In his report as Chairman of the Board at the 150th Annual Meeting of the stock¬
holders of the Bank of the Manhattan Company, J. Stewart Baker, after reviewing the
past year's operations of the Bank, again took occasion to. criticize, the Federal Reserve
policy of peg- j ~—T - ■ -t ,'" : •—■' 1 ■."1 — j-

quirements in an effort to pre- necessary,, as to purchase oUt~
vent Federal Reserve credit, re- standing securities that do not
leased through' bond purchases, command par in a free market
from being used as the basis of with the proceeds of offerings of
credit expansion by the commer- new issues, with maturities Or
cial banking system. The plain coupons more attractive to irj-
fact of the matter is that this is vestors. ,t

a method which cannot be de-1 "I do not recommend any or|e
penaed on to accomplish the de-, of these measures above otherjs;
sired results for it may at times Rather I feel that it is desirable

gin g the
prices of
United States

securities at
specific levels,
arid recom¬

mended in¬
stead some

measure of

.tax exemp¬
tion. on.in-
cdme from

government
bonds to cre¬

ate a broad¬
er and bet¬
ter market for
them.

J. Stewart Baker

succeed "'only in shifting more
securities to the ownership of tne
Reserve System. It is moreover

unduly blunt for it disregards the
wide variations in conditions af¬

fecting individual banks and sec¬
tions of the country. . ; : *' •

"It has thus become incre&s-

"Last year in my report to our ingly clear that if the present sup-
Stockholders," Mr. Stewart stated,
"I recommended that the Federal
Reserve authorities give seriotis
consideration to the abandonment
of all commitments to hold the

yields on United States Govern¬
ment securities at specific levels.
Such ' a change in policy still
seems to me to be called for be-

port program is continued, the
country cannot escape paying the
cost of that action either in per¬
sistent and increasingly danger¬
ous price inflation or in the ap¬

plication of controls designed to
hold in check the volume of gov¬
ernment securities c»ffered to the
Federal Reserve banks. There-

cause the Federal Reserve System f°re> it is highly. important that
cannot in the long run expect to
peg the prices of government se¬
curities and at the same time to
meet its responsibility of exercis¬
ing . effective control over the
credit base of the country. With
many billions of dollars of United
States securities in the hands of
individuals and institutions who

the 'full implications of Such con¬
trols be made clear because, in
order for them to accomplish their
purpose, they would have to re¬
strict effectively the'freedom with
which holders of government se¬
curities m'ay dispose of them. It is
possible that control measures

mignt involve the' adoption of
wish naturally to shift to other in- some suck plan as the one ad-
vestments whenever more attraC- vf)Cated by several Federal Re-
tive yields are available, practi- ! serve officials to require commer-
cally unlimited amoiirits of Fed-1 clal banks to keeP additional
eral Reserve credit can be re- ^serves against deposits in
leased, n6t by the deliberate de- Umted States certificates, and of
sign of the Federal Reserve au- 1 form °,f restriction or pro-
thorities but at the initiative and bibition on the right of insurance
will of the holders of these sbetfri- -companies, savings banks and
ties. However justifiable the main- i ?ther investors to sell their hold-
tenance bv the Federal Reserve lfigs of such securities. Moreover,
System of a pattern of yields as has been suggested by at least
might have been as a wartime one official, it might even be nec-
measure when all major segments essary to use the techniques of
of the economy were snmVrt tn capital issue control which the

British have adopted as part of
their socialization program and

of the economy were subject to
more-or less regulation, an open
door to Federal Reserve credit is

entirely inconsistent with effec¬
tive credit control at other times.

"The past year has demon¬
strated anew the difficult dilem¬
ma faced by the Federal Reserve

which involves a dangerous in¬
tervention by government in the
whole process of borrowing by
individual* business concerns.

"However, due to the tremen-

authorities as a result of this dous size of the government debt
policy. Such a large volume of and the refunding operations
bonds has had to be absorbed in
order to hold the market , at the

which will be necessary in the
years to come, the Treasury De-

support levels that they have partment evidently feels that the
i» i «i . « • rlidnT miict hn rnonoriorl rotlint* Inow
found it necessary to seek ways
and means to offset the Federal
Reserve credit which is thus re¬

leased. The tremendous size of
these transactions indicates the
dimensions of the problems with
which they have been confronted

debt must be managed rather than
allowed to stand on its own feet
in the open market. Furthermore,
the government apparently be¬
lieves, for reasons which do not
seem very convincing, that ih the
ptiblic interest its bonds should

that within the limits imposed by
the pegging policy they have con¬
ducted their market operations
with great adroitness. The Federal
Reserve banks have been" able
largely to offset their support

although it should be recognized ?°tvbe allowed to sell below par.- ' — Under these circumstances it is

the Treasury Department which
should take whatever steps are
necessary to make effective the
government's policy regarding its
debt rather than the Federal Re-

purchases of bonds by reducing ?fve ®ystem which has obliga-
their holdings of Treasury bills h?™ of its own to discharge,
and * certificates, partly through' """
open market sales and partly
through the retirement of debt by
the Treasury with the aid of a

budget surplus. The existence of a
budget surplus was indeed a for¬
tunate circumstance but as a

credit control measure it is ot

"The Treasury Department is
not lacking in substantial povyers
which could be used in this con¬

nection. It can make use of the
sizeable amount of cash continu¬
ally flowing into the various trust
funds subject to its control, to
purchase bonds in the open mar-

best a device lacking in precision , ket- can make us^ of the budg-
for this purpose and, much more etary surpluses which clearly are
to the point, it is not sufficiently called for in view of the size of
certain to be a satisfactory foun- the ™ "
dation on which the power of the
monetary authorities to restrict
credit should depend.
"In addition to these measures,

the authorities have also invoked

higher member bank reserve re-

debt. It can make the so-

called restricted issues eligible for
investment by commercial banks.
It can broaden the market for
government securities by restor¬
ing some measure of tax exemp¬
tion to the income from them.

Finally, it can even go so far, if

that all of them and any Others
which appear to deserve consider¬
ation should be carefully revieweid
in order to find a way to relieve
the Federal Reserve System J6f
the necessity of using its powefs
and resources primarily to maiii-
tain the market for government
securities. Only by so doing wif 1
it be possible to protect the in¬
tegrity of the Reserve System, to
restore its management to a posi¬
tion of independence in the con¬
duct of credit control and to
avoid * the likelihood of an en¬

veloping system of controls which
will restrict the freedom of our

financial and investment institu¬
tions and curb their usefulness ds
a constructive force in the de¬

velopment of the nation."
Ih his report Mr. Stewart re¬

vealed that there are now over

20,000 stockholders of the Barik
of the Manhattan Company, of
which only 45 registered holdefs
of more than 2,000 shares repre¬
sent less 'than 10% of the tot&l

I - By HON. CHARLES SAWYER* - ,

I . '" , Secretary of Commerce * ~
i 1 •,

, .*

Asserting he is believer in private enterprise, and importance of
profit must be recognized and utilized, Secretary Sawyer contends I
if businessmen wiH analyze problems of the economy dispassion¬
ately and if government officials will place confidence in business-'

v
men, "we can work together to halt spiral of inflation and create

' climate favorable to sound economic growth." Urges increasing
'." supply of goods and services through productive efficiency. "

, I am -honored- by the invitation to address the National Associa¬
tion of Manufacturers., This is one of the nation's most important
business groups,, and anything it says or does deserves the attention
of the. American people. Tonight, ih this month of December, 1948,

we are spei-3>—————— - , —rff
tarors at.a vast sacrifice and; cooperation- of war
and awful to the pursuits of peaee. - :

• drama. No in- • ■ " >

telligent hu-A Ne^y Philosophy of Cooperation
man beihgcan' The time is ripe for a new phi-
stand u n-' losophy of cooperation that will
moved as he unite Americans in anr effort'to
views the make the greatest use of our

- agony and up-j energies and our resources. It 'is
heaval whidh important to consider carefully
our changing: the goals toward which w6 are
world dis- moving, and to decide how we as

closes. Move-1 a people can reach those goals fo¬
ments of such I gether. v May I present to you7 a

scope and pof- few ideas about what* We should
tent are rak- try to accomplish, and a few sug-

ing place be- gestions about the ways we can
fore our eyes work together to do' the nation's

Charles Sawyer

as to stagger the imagination. We ' Jeb.
are, however, not only spectators
of this historic play, but actors in
it, and on our stage at this mo¬
ment we are faced with and must
assume certain- responsibilities.
Tonight I shall discuss only those
which are related to our domestic

problems and which deal with the
subject of your convention —

"Teamwork." > * j .. ■ -

In selecting this theme for, your
meetings *you have- shown that
you are keenly aware of one of

capital stock*. He estimated gro&s' the great needs of the nation at
operating earhings for this year this stage in its development.' As
at $22,800,000 which compares Secretary of Commerce speaking
with $20,275,000 for 1947.7 In¬
terest on loans estimated ; at
$11,750,000, will show an in¬
crease of about $1,900,000 as a
result of a larger volume arid
somewhat higher rates. Interest
and dividends on securities will

approximate $6,900,000, about the
same as last year. The average
annual rate of return on all

earriing assets was 2.18% for the
first 11 months of this year corri-
pared with 2.01% for 1947.-Com¬
missions and fees, which afe
derived from- personal and cor¬
porate trusts, commercial credits
and service charges, are expected
to reach $3,450,000 as against $2>-t
875,000 the year previous. Other
earnings will be about $700,000, Or
$100,000 greater than-in 1947. 1
Mr. Stewart also estimated total

expenses at $17,500,000 against
$16,157,000 last year. The increase
is accounted for almost entirely
by two major expense items; taxes,
estimated at $3,450,000 this year,
will be over $1,000,000 higher;
and salaries and wages, estimated
at $8,300,000r will be about $300i-
000 higher. Other expenses, which
include assessments of approxi¬
mately $1,000,000 for Federal
deposit insurance, unemployment
insurance and social security, will
remain close to the same level as

in 1947. ' } -
Net operating earnings are es¬

timated at $5,300,000 for this year,
compared with $4,118,000 last
year, equal to - $2.65 per share
against $2.05 in 1947. . j

With Shearson, Hammill
(Snecial to The Financial Chronicle)' '

LOS ANGELES, CAL.—John H
Auerbach, Jr., has become asso¬
ciated with Shearson, Hammill &
Co., 618 South Spring Street. He
was previously with Merrill
Lynch, Pierce, Fenner & Beane.i

Wm. R. Staats Adds j
(Special to The Financial Chronicle) i.

LOS ANGELES, CAL.—Willafd
Daggett has been added to the
staff of William R. Staats Co., 640
South Spring Street, members Of
the Los Angeles Stbck Exchange.

to this important business group,
it is appropriate for me to talk
mainly about teamwork between
government and business. Last
month I spoke , at the National
Foreign Trade*Convention on co¬

operation between government and
business in the development of
world trade. Tonight I want to
talk about teamwork between

government and business in the
maintenance of a prosperous do¬
mestic economy. ■ *

My remarks will not be limited,
however, to a discussion of co¬

operation between business and
government. Our society is com¬

plex, and it includes other groups
which exert a strong and immedi¬
ate influence upon the actions of
business and of government. It
would be impossible as - well as

unrealistic not to recognize the
impact of these other groups upon
our national life.

Many times in the past three
years I have reflected on the dif¬
ference ; between our society in
time of peace and in time of war.
During7 the war we organized a
national team that confounded our

enemies and amazed the whole

world—including ourselves—with
its efficiency and power. Industry,
labor, agriculture, and government
Worked together to support our
armed forces and to keep our

economy sound and strong. Our
objective was clear, and tne mo¬
tivation for team play was power¬
ful. We must find a substitute for
that motivation in time of peace.
Back ii my college days I was
deeply impressed by an essaywrit¬
ten by a great American phi¬
losopher William " James. It was
entitled 'The Moral Equivalent of
War." James said that we must
find ways to rnake peace as thrill¬
ing as war. We should transfer
the excitement and the all-out

*-An address by Secretary
Sawyer before 53rd Congress of
American industry, sponsored by
the National Association of Man¬

ufacturers, New York City, Dec.
3, 1948. i

Our first objective is to main¬
tain full employment and con¬

tinue to produce at high levels.
This was clearly stated as our na¬
tional policy in the Employment
Act of 1946. May I remind you
that this was a bipartisan;meas¬
ure, passed by an overwhelming
vote. In maintaining these high
levels of employment and produce
tion we must find ways to check
inflation and prevent depression.
Our production and employment

since the war have been even

more/amazing than our produc¬
tion during the war. .All of us

can remember the skepticism that
greeted Franklin Roosevelt's re¬

mark abOut "sixty-million jobs"
in 1944. Yet we have reached and

surpassed that goal. In terms of
goods and services produced we

have broken some* of thb. wartirne
records. In October we were pro¬
ducing steel at a rate of 94 mil¬
lion net tons a year, .as compared
with the wartime peak rate of
92 million net tons. Our ouput of
electric power in 1948 to date is
at the rate of 332 billion kilowatt
hours per year, as compared with
the wartime peak year production
of 280 billion kilowatt hours. Crop
production in 1948 has broken all

previous records.
In spite of these present high

levels of " production, in many
fields we are lagging behind the
demand. Many industries cannot
buy the kinds of steel' they need.
Despite our unprecedented output
of electric power, it does not by
any means satisfy the needs of
our homes and industries. -

For the first time in our history
we have seen what happens when
there is a full and effective de¬
mand for what our industries can

produce. This year there will be
a total of over 900,000 new starts
on domestic housing units. To
meet the housing need's of our

growing population and to meet
the housing standards compatible
with a fully employed econoiriy,
a million housing units a year are

necessary as a sustained rate, of
construction. In October we were

producing passenger automobiles
at the rate of over 4 5 million a

year. ' . * ' ;
- With continued" high levels of
employment,- the- demand -will
sustain this rate of production for
Several years. In some fields, not¬
ably in agricultural products arid
the so-called "soft goods," produc¬
tion seems to be catching up with
demand.. But our total production
has not been sufficient to satisfy
the total demand.- We have be¬
come acutely conscious of the fact
that in a period of large-scale ex-

(Continued on page 30)
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From Washington
Ahead of the News

By CARLISLE BARGERON

Carlisle Barferon

- One "noble experimenf'launched -by, the Republicans bn tbe
House Appropriations1Committee will go out of thewindow now-that
the Democrats; are back in control, of Congress. Under the authority
of the reorganization act, they set up their own staff of investigators

to go behind "the Budget Bureau and into the
various •, agencies hnd make detailed studies; of

!. their requests for appropriations. On. top of'this
they augmented the staff at both sessions of the

'

80th Congress with top-notch auditors, account¬
ants and researchers from private enterprise and

"

Chambers ofCommerce, tax-payers'organizations
•.•and the like. . :' • .

Clarence Cannon who returns to the Chair¬
manship of the Committee never, liked the idea,
sniped at .it every opportunity he had. Naturally

f

he didn't like, the idea because the work these
fellows did was against the President's budget.
Manifestly, he isn't going to let them come back;
But even the-permanent staff of the Committee;

will be hamstrung. The abler members are leav¬
ing, notably the chief, Robert E. Lee, Jr., former
FBI agent. r
It brings up an interesting question as to what

will happen to many of the other professional committee staffs created
by the reorganization act. Insofar as their main function is id invesu-
igate agencies of the government, they will "simply sit on their hands
because it goes without question that the Democrats of Congress are
not going out to dig up stuff which will embarrass their own admin¬
istration. The question arises, too, as to what service these staffs
could have rendered had the Republicans captured the Presidency
and retained their control of Congress. Apparently they can be of
service only in such situations as obtained in the 80th Congress
when the Republicans controlled the legislative body and a Demo¬
crat, the executive branch. • ;* f

Yet these fellows, getting good salaries, have been added to the
payroll. It is what is known as the evolution of government and »ours
has really evolved in the past 16 years. - - ,

, For nearly two years the so-called Hoover commission has been
working upon a nonpartisan plan of streamlining the government:
Mr. Hoover has been to the White House recently and Mr. Truman
has said he is right behind this group's findings which are almost
complete. It will be interesting to see what becomes of their
momentous study when it is finally presented. The best guess is that
the only feature enacted into law will be the recommendation for
higher salaries in the higher eschelons—in order that we can get the
best abilities in government. Nonsense! We will have the same old
crowd or their counterparts. * , . . , . u

It is with no intention in the slightest of disparaging, the work of
the Hoover commission that I point out that the government archives
are filled with -reorganization plans which never got anywhere. It is
that I simply can't get away from the hopelessness, of the situation.

This writer spent several weeks/in Tennessee during the recent
campaign. I. went into, every county, criss-crossed the state in an
automobile at least 10 times. Pretty much everywhere I saw the
majestic dams erected by the TVA, as pretty .things as one would
Want to see. •' ■/ ' ; ; ■«

For years the Leftist propaganda has been to the effect that the
reactionary doubters said nothing like this could be done. TVA has
proved them wrong and similar set-ups should be established over
all the country. I don't know of anyone who ever -said that dams
couldn't be erected and that being erected they didn't make pretty
things. \ .

,/ But over all that state I could find no single instance of where
and how the lives of the people had been the slightest improved by
the TVA. The tremendous industrial development about which we
have heard seems to be no more than you would expect in a span of
15 years. • \ ' .* . • *

Although electricity is not a complete happiness for households
in itself I had assumed that even the smallest farm house would have
it in abundance. Consequently, I was amazed to find, clean and
sprightly looking little homes in such a thriving community as John¬
son City without electricity or even inside toilets. * " * "

Of course, they have such big industries down there as Alcoa.
But there is not the slightest doubt that they could have been sup¬

plied with power by private industry. * > ....

A big demand of the State now," and one which Governor
Dewey went out of his way to respond to, is for the erection of a
steam plant at a place called Johnspnville, It will unquestionably be
authorized by the next session of Congress. Why a steam plant when
-the whole argument for TVA was the development of waterpower,
which could be worked in with flood control and navigation? Well,
waterpower has gone to the limit of its capacity. Additional power is
needed for the continued development of the area and it must be
steam. The private utilities have all been run out pf the area so the
steam plant must be a TVA enterprise. . ' */'

I said I couldn't see where the lives of the people had been im¬
proved by the TVA. Oh, there has been a tremendous improvement,
of course, for those legions who work for the TVA.

A. G. Becker Offers
Younker Bros. Stocks
; A. G. Becker & Co., Inc., is of¬
fering today (Thursday) an issue
of 34,000 shares of -5% sinking
fund preferred stock, par value
$50, and 70,000 shares of common
stock op Younker Brothers, Inc.
The preferred stock is offered at
par and the common at $26 per
share. Proceeds will be used to

retire unsecured bank loans and
for general corporate purposes.

, Younker Brothers, Inc.. oper¬
ates department stores in Des
Moines and Sioux City, la., and
branch stores in Ames,' Mason
City, Fort Dodge and Marshall-
town. Iowa,
'

.

For the six months ended July
31, 1948, ;net sales were $16,192,-
727 compared with sales of $26,-
353,456 for the year ended Jan!
31, 1948. * - - : : - " ' '

By Aubrey g. lanston*

| Executive Vice-President, The First Boston Corp.

j Mr. Lanston, referring to our present economy as "somewhatmixed," points out there are two Treasury
'1 budgets, one concerned with accounts, fhe other, with; cash receipts and expenditures. Says latter alone
I exercises, deflationary or inflationary impact on our economy, and therefore is a gauge of trend of gov-
j ernment bond Interest rates.. Holds it is both too later and too early to remove Treasury pegs and no

j adequate solution has been found for dilemma of Federal Reserve and Treasury in their joint debt man-
;j agement policy. Opposes increase of hon-markelable Treasury securities and proposes relief for low
| 1 : .. . income groups from dividend taxation to encourage equity investment.
• ' We do npt know, at the present time, what the President has in mind with respect to
Hie size and character of bur Defense Program or for ECA. The amount and kinds of in¬
creased taxes that are in the offing:are far from crystallized. The form, and extent of labor

A :r • - , ' .law revisions^-—— ,■. —r

• Aubrey G. Lanston

tei> JlUu Clear.
- The business,
e c o n om y. is
:b ©com i n g
Vkomewhat
mixed-. < In

many soft-
goods indus¬
tries we have

; a buyers'mar-
; ket. In most
hard - goods

; industries* we
have a sellers'
market.At-
t e mp t s may
be. made to

■ - ) " ^ - , stretchy
fourth or fifth round of wage in¬
creases across all types of industry.
This could be a last straw for
industries which today are domi¬
nated by buyers. We have an

economy precariously balanced
between deflationary trends ana

inflationary trends. The govern¬
ment's' program: can swing us
either way, Under these circum¬
stances, it is difficult indeed for
me to discuss intelligently with
you the things which you may
expect of me, namely j the pros¬
pective trend of short-term rates
of Treasury 2^s, corporate bonds
and so forth.
** L do not believe that it is pos¬

sible to deal adequately witH in¬
terest . rates; or with business
prospects until the things which I
have mentioned have redefined
the scope of the problems in¬
volved in Treasury debt manage¬
ment, Treasury financing tech¬
niques, the policies and attitudes
of the Federal Reserve System—
and the degree by which these
twist or distort the impact of more
natural forces. I feel bound.'

therefore, to ask your forebear-
anCe while I discuss with you

other items which bear impor¬
tantly on the questions which you
may have in your minds.
I wish to comment on the Fed¬

eral budget, because the Federal
budget Will bear on Treasury and
Federal Reserve policies and on
taxation.

I wish to discuss some phases
of Treasury debt rpanagement and
financing policies because that
somewhat m y s t e r i o u s .thing
termed "technique" is no longe:
an unimportant complicated detail
to be ignored. ,

I then would like to refer
briefly to Federal Reserve credit
policies and open market opera¬
tions.

Finally, I wish to introduce a
subject which is very important
but may seem strangely placed in
an address to savings bankers. It
is- in the field of taxation. It
bears on the lack of equity cap¬
ital and on labor-management

relations.
- The Treasury Budget

First, with respect • to the
Treasury budget. We; have two
budgets—one-~a bookeeping rec¬
ord of the receipts and expendi¬
tures of the government (the
Treasury daily statement figures),
and the cash budget which re¬

flects- only the Treasury's cash
receipts and cash expenditures.

, *An address by Mr. Lanston be¬
fore the Mid-Year Conference of
the National Association of Mu¬
tual: Savings Banks, New York
City. Dec. «i-1948.

JLf the- Treasury's bookkeeping
budget~ shows a surplus if is a
smaller one than that which re¬

sults-irorn* subtracting the Treas¬
ury's cash: expenditures from its
c^sh receipts. The Treasury can
show a sizable,deficit in its book¬
keeping budget an^ yet be with¬
drawing from the economy more
funds, via cash receipts, than it is
putting back- by its; expenditures.
These two budget^ are used with

insufficient discrimination. If the
Treasury has a surplus of cash re¬
ceipts over expenditures,'then the
Treasury is exercising a deflation¬
ary influence. .Under such q cir¬
cumstance it would be ridiculous
to. claim that a deficit in the book¬

keeping budget requires that we
increase, taxes ;because "deficits"
are inflationary. , ■, , ,

The difference between the twc
budgets is largely due to the fact
that we collect in so-called "con¬
tributions," and in actual taxes
for the account of Social Security
and other trust funds more money
than we pay to the beneficiaries
of these funds—as of the present
time. It is unfortunate, that w€
describe these monies as "trust'1
funds. It creates a great obstacle
by appealing to,the prejudice Of a
dictionary definition. Partly, be¬
cause of, this we issue Treasury
bonds in exchange for money in¬
stead of saying "I.O.U.," as is true
of paper money.

Whether we issue bonds to the
funds is immaterial to the nature
of the obligation. We pay "inter¬
est" on them, but we could* pay
the same money more honestly by
direct permanent appropriations
The sum total of the bonds which
we issue, plus the interest which
we pay, less the expense of run¬
ning these funds or agencies
represents nothing more than a
liability which the Treasury owes,
by law, to the beneficiaries, of the
particular funds. We could keep
just as good a record of these
fqcts without running two bud¬
gets—one of which is hardly that.
When, and as these "trust"

funds have to pay out more
money in benefits than is received
for a given period, there can be

ohly one result: the Treasury will
oWe the difference. If the Treas¬

ury has a cash surplus from other
receipts it is in a position to make
payment. If it does not have such
a surplus it must borrow from the
public. The future contingency
that the Treasury must redeem
ah I.O.U. from future surplus
funds or future public borrowings
does not change the balance be¬
tween the cash receipts or.expen¬
ditures which exists todfcy^and
Which affects today's conditions.

| When, therefore, the matter of
increased taxation is brought to
the attention of the Congress, the
only budget which should receive
consideration on economic grounds
is- the cash budget. It is-not the
one which deals in inter-govern¬
mental transfers and future lia¬
bilities. ^

Currently, the trust funds create
an excess of payments to the
Treasury of about $3 billic/n per
annum. If a broad Social Se¬

curity program is enacted the
volume of these receipts will
be increased. In the cash budget,
therefore, there is a $3 billion or
greater cushion against a deficit.
The government's bookkeepers
should not ask us to believe that

any "deficit"- of lesser amount
necessarily justifies higher taxes.
Yfes, we need to reduce our debt
but let us d0 this under some

long-range calculated program.
Taxes are too high now—meas¬
ured in terms of the general wel¬
fare of * a private capital system.
Certainly we should not increase
them by mistaking figures for
facts. • ', -

. Treasury Debt Management

My jsecond subject coricerps
Treasury, debt management and
financing policies. The Treasury
has been, struggling with the
problems borne of .its attempts to
control the rates of interest at
which it borrows. This originally
sprung from a misguided New
Deal belief that by holding these
charges down, someone was doing
our citizenry a favor. It has long
since been recognized, I believe,

, (Continued on page 28)

vs. UNCERTAINTY

We have published a copyrighted booklet, of
the above title which discusses this metal in

the light of prevailing conditions and tells
how you can buy gold in its natural state.

Copy on request

Metal Department

Baciie & Co.
MEMBERS NEW YORK STOCK EXCHANGE ANO OTHER

LEADING STOCK. AND COMMOOITY EXCHANGES

36 WALL. STREET, NEW YORK 5, N. Y.
TELEPHONE; DIGBY 4-3600
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Natural Gas as Industrial Fuel
By PAUL R. TAYLOR*

Vice-President, Stone & Webster Service Corporation,
New York City

Pointing out natural gas will soon be available in all large industrial centers, Mr. Taylor contends,
because of its relative cheapness and stability of cost, it will replace in many cases manufactured gas
and other solid and liquid fuels. Stresses advantages of natural gas in its constant heating value and
burning characteristics as well as in its cleanliness and freedom from injurious ingredients. Sees

natural gas an asset of highest value to a community.

The delivery of natural gas through large diameter pipe line systems to areas here¬
tofore unconnected with sources of natural gas always gives rise to much speculation con¬

cerning the use of that product. Communities never before served by natural gas are inquis¬
itive concern¬

ing the char¬
acteristics, the
cost, the re¬

liability, the
safety and the
economic util¬
ization of this
fuel. Every
area approach¬
ed by natural
gas pipe lines
shows keen

interest in
what the ef¬
fect will be
on local in¬

dustry insofar
as its improve¬
ment and growth are concerned.
Based upon experience and ob¬
servation, this paper has been pre¬

pared for the purpose of delineat¬
ing the resultant effects upon in¬
dustry in communities whose
manufactured gas facilities have
jeen either augmented by
adapted to natural gas.

Paul R. Taylor

able distance from the natural gas
producing area.

About 1925, the natural gas pro¬
duction picture changed. The mid-
continent area of the United
States came into the public eye.
Discoveries of oil and attendant
discoveries of natural gas in
Texas, Oklahoma and Kansas in¬
creased in size and number. The
Panhandle field of Texas and Ok¬
lahoma and the Hugoton field of
southwestern Kansas were found
lo contain reserves of dry natural
gas hitherto unapproached in size.
Only a few large centers of popu¬
lation or industrialized business
were located in these areas of dis¬

covery. The economic necessity of
providing an outlet for these
newly discovered reserves of fuel
became apparent and ingenious
minds went to work on the prob¬
lem. The natural solution was to
conduct the gas to already exist-

or, ing centers of industry rather than
I to remove industry to the natural

The Economic welfare of any gas areas. The problems of the
community, the comfort of its design of pipe line systems suit-
citizenry, the existence of profit-, able for the transmission of gas at
able industry and resulting em- high pressures for long distances
ployment of workers depend upon were attacked by the engineers.
a continuous flow of fuel into the These systems began to radiate
territory. This constant delivery from the centers of natural gas
of different kinds of solid and production. Atlanta, Memphis,
liquid fuel by rail and water is Mobile and St. Louis were con-

augmented in a most substantial nected with pipe lines delivering
manner when natural *gas, flow- natural gas from Louisiana and
ing freely through a pipe line, is East Texas. Panhandle Texas and
available. This fuel, tfree from Southwest Kansas produced gas
impurities, non-toxic in character for transmission to Kansas City,
and reasonable in cost, exerts a Denver, Omaha, Minneapolis, Chi-
profound economic influence upon cago and Detroit,
the region into which it is intro-

^ ^

d u c e d. The relatively small Natural Gas Reserves
amount of labor necessary for the , The continued expansion of
production and transportation of these long distance pipe line facil-
natural gas makes its supply def-1 ities and the increasing demands
inltively less vulnerable to inter-1 of the markets which they served
ruption by reason of labor dis-1 posed the question as to whether
putes than the supply of other there existed sufficient natural
kinds of fuel. Its introduction into gas reserves available to pipe lines
a region tends to unify local gas already built as well as to those
requirements. This relieves the which would follow to the extent
difficulties imposed on refined that the necessary investment
heat operations often caused by would be profitable and the mar-
the variety of combinations found kets assured of many years of
in a manufactured gas picture in- natural gas service. In spite of the
volving coke oven, carburetted
water, oil gas and liquefied petro¬
leum gases.

Growth of Natural Gas Industry
The natural gas industry today

is attracting attention not usu¬

ally accorded to an industry that
had attained several decades ago
what was thought to be an age of
maturity insofar as production and
use are concerned. Natural gas
was discovered and put to use in
the Appalachian area of the
United States as early as 1870.
Subsequently, many new fields
and large reserves of gas were
discovered in this area. Even
though the sources of this fuel lay
adjacent to the coal reserves of
this region, natural gas gained
early popularity as a fuel for do¬
mestic and industrial purposes in
the states of West Virginia, Penn¬
sylvania, Ohio and Indiana. Its

adaptation to local use had the ef¬

fect of encouraging the expansion
of certain types of local industry,
but no particular effort was made
to carry this fuel to centers of

large population and important
industry located at any consider-

*An address by Mr. Taylor be¬
fore a meeting of the American
Society of Mechanical Engineers,
New York City, Dec. 2, 1948.

fact that the production of natural
gas increases every year, new dis¬
coveries have had the effect of not
only offsetting the depletion but
also adding to the available re¬

serves. According to the Report
of the American Gas Association
Committee on Natural Gas Re¬

serves, published jointly by that
Association and the American
Petroleum Institute in a pamph¬
let entitled "Proved Reserves of
Crude Oil, Natural Gas Liquids
and Natural Gas," the proved Na¬
tural Gas Reserves of this country
as of Dec. 31, 1947 were 165.93
trillions of cubic feet. This was an

increase of 5.35 trillions of cubic
feet over the reserve figure shown
at the end of 1946, even though
5.63 trillions of cubic feet "were

produced in 1947. As long as this
trend in natural gas reserves con¬

tinues, new pipe line systems will
arise to connect markets hereto¬
fore unserved.

Manufactured Gas and Industrial
. Markets

Large centers selected for con¬

nection with natural gas were al¬
ready provided with manufac¬
tured gas service, as were many
smaller communities lying adja¬
cent to the pipe line systems. The
manufactured gas plants in these
localities were for the most part
the product of modern engineer¬

ing. Efficient methods of produc¬
ing gas from solid and liquid fuel
had been in operation for many
years. Storage facilities were, in
most cases, sufficient for the size
and nature of the markets that
had been developed.
For a great many applications

the convenience of gas, its ease
of control and the advances in
furnace design introduced to off¬
set lower coal and oil prices, made
it the preferred industrial fuel.
These refined industrial heat ap¬
plications are of such character
that gas service has become essen¬

tial for their proper execution.
However, it was necessary that gas
be available in large quantities at
a cost comparable to those of coal
and oil for plants using relatively
large quantities of fuel. Manufac¬
tured gas costs would not permit
furnishing of large amounts of
energy at such low prices. Pro¬
duction plants and distribution
systems had been designed for the
purpose of handling gas loads de¬
veloped largely in the home and
by the commercial customer and
small industrial customers. The

growth of plant and pipe system
facilities had been geared to that
particular class of business. In
order to accept industrial load of
any considerable size, it would be
necessary to enlarge production,
distribution and storage facilties
to the extent that industrial mar¬
kets could

, be served with the
same ease and efficiency that ex¬
isting loads were being cared for.
The item of cost presented a

difficult problem. Industry was
using coal and oil for the manu¬

facture of steam and for processes
of many kinds. In most cases,
these fuels were converted di¬

rectly into heat by direct firing-
However, the gas company manu¬
factured its product from these
same fuels, coal and oil, which
were bought in the same market
as the industrial plant. These
fuels were broken down by the
application of heat either in coke
ovens or water gas sets. It is not
difficult to see that no matter
how efficient this gas-making
process could be made, it would
be impossible to produce such a
fuel and sell it profitably to the
consumer at a cost which would
be no greater than his cost of
direct firing of oil or coal. Be¬
cause manufactured gas could not
present the desirable features of

being available in large quantities
and at a cost comparable to solid
fuels, its sale to the industrial
market is limited.

Industrial Use of Natural Gas

The development of the use of
natural gas for industrial purposes
after its introduction into areas

formerly served only by manu¬
factured gas can be illustrated by
some reference to the actual load
growth history in areas which
have undergone such an experi¬
ence.

Natural gas was first introduced
in Mobile, Alabama in 1930. The
supply was provided by United
Gas Pipe Line Company and com¬

pletely replaced carburetted water
gas in the Mobile distribution
system.
The pattern of the present in¬

dustrial load at Mobile is one that
is different from the ordinary
situation in that it consists largely
of sales to half a dozen consumers

on an interruptible basis. A com-

(Continued on page 37) •

Dealer-Broker Investment

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

to send interested parties the following literature:

Distilling Industry—Analysis of
outlook with comments on Distil¬
lers Corp.-Seagrams, Ltd., Na¬
tional Distillers Products Corp.,
Hiram - Walker - Gooderman &

Worts, Publicker Industries—

Eastman, Dillon & Co., 15 Broad
Street, New York 5, N. Y.
Also available are analyses of

Johns-Manville Corp., and P. R.
Mallory & Co., a bulletin on cur¬

rent developments in Railroads,
and a list of Stocks Not to Buy
and exchanges to establish tax
losses.

Gold vs. Uncertainty—Booklet
discussing the metal in the light
of prevailing conditions and tell¬
ing how gold may be purchased
in its natural state—metal depart¬
ment, Bache & Co., 36 Wall Street,
New York 5,~N. Y.

Oil Shares—Tables of relative
values—J. R. Williston & Co.,
115 Broadway, New York 6, N. Y.
Outlook for Fire Insurance

Stocks—Circular— Laird, Bissell
& Meeds, 120 Broadway, New
York 5, N. Y.

Railroad Developments— Leaf¬
let—Vilas & Hickey, 49 Wall
Street, New York 5, N. Y.

Tax Exchanges—Leaflet—Stan¬
ley Heller & Co., 30 Pine Street,
New York 5, N. Y.

Tax-Free vs. Taxable Chart—
Scharff & Jones, Inc., Whitney
Building, New Orleans 12, La.

Television Boom Parade—Cir¬
cular—Koellner & Gunther, Inc.,
31 Clinton Street, Newark 2, N. J.

Television Industry—Review-^
Sutro Bros. & Ce., 120 Broadwayf
New York 5, N. Y. n

* * * u

American Can Company—Anal¬
ysis—W. E. Hutton & Co., 14 Wall
Street, New York 5, N. Y.

American Equitable Assurance
Co.—Analysis—Allen & Co., 30
Broad Street, New York 4, N. Y.
Also available is a new analysis

of Globe & Republic Insurance
Company.

Anglo-Canadian Oil Company
Ltd.—Review and analysis—Mil-
ner, Ross & Co., 330 Bay Street,
Toronto, Ont., Canada.

Bingham, Herbrand Corp.—Leaf¬
let—Wm. J. Mericka & Co., Inc.,
Union Commerce Building, Cleve¬
land 14, Ohio.

Canada Dry— Leaflet— Good-
body & Co., 115 Broadway, New
York 6, N. Y.
Also available are special leaf¬

lets on Caterpillar Tractor, Doug¬
las Aircraft, Electric Power &

Light, Illinois Central Junior

Bonds, Northern States Power,
Petroleum Heat & Power Co.,
Public Service Electric & Gats,
and Shell Union Oil, and an anal¬
ysis of Bond Stores.

Christiana Securities Co.—Cir¬
cular—Francis I. du Pont & Co.,
1 Wall Street, New York 5, N. Y.

Coral Gables Tax Participation
Notes— Memo— Buckley Securi¬
ties Corp., 1420 Walnut Street,
Philadelphia 2, Pa.

Dumont Laboratories, Inc.—De¬
tailed memorandum—Taussig, Day
& Company, Inc., 316 North Eighth
Street, St. Louis 1, Mo.

change Place, New York 5, N. Y.
Also available are comments on

North American Company and
Imperial Oil Ltd.

Froedtert Grain &Malting Com¬
pany, Inc.—Discussion—Loewi &
Co., 225 East Mason Street, Mil¬
waukee 2, Wis.

Imperial Oil Ltd.— Circular—
Charles King & Co., 61 Broadway,
New York 6, N. Y.

Liberty Products Corporation—
Descriptive circular — Scherck,
Richter Company, Landreth Build¬
ing, St. Louis 2, Mo.

Missouri Pacific Railroad Co.—
Memorandum—Sutro Bros. & Co.,
120 Broadway, New York 5, N. Y.

C

Muter Co.—Circular—Hicks &
Price, 231 South La Salle Street,
Chicago 4, 111.

Newmarket Manufacturing Co.
—Circular—Schirmer, Atherton &
Co., 50 Congress Street, Boston 9^
Mass.

North American Refractories
Co.—Card memorandum—Marx &
Co., 44 Wall Street, New York 5,
N. Y. —

Northern States Power Com¬
pany, Minn.—Special write-up—
A. C. Allyn and Company, Inc.,
100 W. Monroe Street, Chicago 3,
Illinois.

Philadelphia Electric Company
—Brochure discussing outlook by
H. B. Bryans, President oL the
company, delivered before the
New York .Society of, Security
Analysts..

Rothmoor Corp.—Circular—Lee
Higginson Corp., 231 South La
Salle Street, Chicago 4, 111.

Sears, Roebuck and Co.—Anal¬
ysis and opinion—E. F. Hutton &
Company, 61 Broadway, New
York 6, N. Y.

Southern Production Company,
Inc.—Summary and reappraisal—
Kalb, Voorhis & Co., 15 Broad
Street, New York 4, N. Y.

Southwestern Public .Service

Company — Revised descriptive
analysis—Rauscher, Pierce & Co.,
Inc., Mercantile Bank Building,
Dallas 1, Texas.

Strawbridge & Clothier—Mem¬
orandum—H. M. Byllesby & Co.,
Stock Exchange Building, Phila¬
delphia 2, Pa.
Also available are memoranda

on John B. Stetson and Warner

Company.

Texas Gulf Sulphur Company—
Analytical brochure— The First
Boston Corporation, 100 Broad¬
way, New York 5, N. Y.

Thermoid Co.—Circular—Blyth
& Co., 14 Wall Street, New York 5,
N. Y.

i Electric Power & Light Corpo¬
ration—Discussion—Oppenheimer,
Vanden Broeck & Co., 40 Ex¬

Time, Incorporated—Analysis—
William A. Fuller & Co., 209
South La Salle Street, Chicago 4,
111.

Utah Power & Light—Write for
data attention of R. H. Burton—
Edward L. Burton & Co., 160
South Main Street, Salt Lake City
1, Utah.

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

. Also available is an analysis of.
Miles Shoes, Inc.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Volume 168 Number 4758 THE COMMERCIAL & FINANCIAL CHRONICLE (2389) 9

Republic of Chile
Offer to Holders of Dollar Bonds of the Following Loans:

REPUBLIC OF CHILE Twenty-year 7% External Loan Sinking Fund Bonds, dated November 1, 1922
REPUBLIC OF CHILE 6% External Sinking Fund Bonds, dated October 1, 1926
REPUBLIC OF CHILE 6% External Sinking Fund Bonds, dated February 1, 1927
REPUBLIC OF CHILE Railway Refunding Sinking Fund 6% External Bonds, dated January 1, 1928
REPUBLIC OF CHILE External Loan Sinking Fund 6% Bonds, dated September 1, 1928
REPUBLIC OF CHILE External Loan Sinking Fund 6% Bonds, dated March 1, 1929
REPUBLIC OF CHILE External Loan Sinking Fund 6% Bonds, dated May 1, 1930 '

WATER COMPANY OF VALPARAISO 6% Bonds, Guaranteed Loan of 1915, dated December 8, 1915
MORTGAGE BANK OF CHILE Guaranteed Sinking Fund 6Mj% Bonds, dated June 30, 1925 ,

MORTGAGE BANK OF CHILE Guaranteed Sinking Fund 6%% Bonds of 1926, dated June 30, 1926
MORTGAGE BANK OF CHILE Guaranteed Sinking Fund 6% Bonds of 1928, dated April 30, 1928
MORTGAGE BANK OF CHILE Guaranteed Sinking Fund 6% Bonds of 1929, dated May 1, 1929
MORTGAGE BANK OF CHILE Guaranteed Sinking Fund 6% Agricultural Notes of 1926, dated December 31, 1926
CHILEAN CONSOLIDATED MUNICIPAL LOAN Thirty-One-Year 7% External Sinking Fund Bonds, Series A, dated September 1, 1929
CITY OF SANTIAGO, CHILE, Twenty-One-Year 7% External Sinking, Fund Bonds, dated January 2, 1928
CITY OF SANTIAGO 7% External Sinking Fund Bonds of 1930, datecf May 1, 1930

The Republic of Chile (herein¬
after called the "Republic"), and
the other issuers of Chilean bonds
listed above, due to the effect of
the world-wide depression and
the drastically curtailed exchange
position of the Republic, were

forced, commencing in 1931, to'
suspend service payments on the
above issues of outstanding dollar
bonds (hereinafter called the
"Outstanding Dollar Bonds"). This
suspension of service continued
until the adoption of Law No. 5580
of January 31, 1935, under which
Law, as amended from time to
time, the Republic has made cer¬
tain payments in respect of interest
and amortization on the external
funded debt. As of December 31,
1947, there were outstanding $131,-
262,000 principal amount of Out¬
standing Dollar Bonds of all of
the issues listed above, of which
over 92% had assented to the plan
of Law No. 5580.

While the resources and ex¬

change position of the Republic
do not permit the resumption of
service on the Outstanding Dollar
Bonds at the original rates, the
Republic, pursuant to authoriza¬
tion conferred by Law No. 8962 of
July 20, 1948, hereby offers to the
holders of the Outstanding Dollar
Bonds, in exchange for such bonds,
New Bonds upon the following
conditions:

1. Holders of Outstanding
Dollar Bonds will be entitled to

exchange them for an equal
principal amount of New Bonds,
which will be dated January 1,
1948 and will mature December

31, 1993. Interest on the New
Bonds will accrue from January
1, 1948 and will be payable
semi-annually on June 30, and
December 31; provided that the
coupon maturing June 30, 1948
will be payable upon the ex¬

change of Outstanding Dollar
Bonds hereunder.

2. Interest on the New Bonds
*

will be payable semi-annually at
the following rates per annum
on the principal amount thereof:
1948 —iy2%

1949 and 1950 ___2 %

1951, 1952, 1953 2%%
■' 1954 and thereafter. _3 %

3. During the years 1948 to
1953, inclusive, the New Bonds
will share with other bonds of
the external funded debt in all

currencies in a general sinking
fund for this total external
funded debt in the amount of

$2,531,000 per* annum. Such
fund will be applied semi-annu¬
ally to the amortization of any
bonds of the external funded
debt payable in any currency
either through the purchase of
bonds below par or through
drawings by lot at par; provided
that commencing in 1949 there

• will be applied to the amorti¬
zation of bonds in any currency
assented to the new readjust¬
ment plan at least a propor¬
tionate amount of the amorti¬
zation fund.

For the year 1954 and there¬
after, the Republic will pay
total service in the amount of

4% of the aggregate principal

amount of New Bonds issued
and outstanding at December
31, 1953; provided, however,
that if this Offer should be
extended beyond December 31,
1953, the amount of the service
shall be increased as set forth
in the General Bond. There

. will be provided for amortiza¬
tion of the New Bonds annually
commencing January 1, 1954
the difference between the total
service requirements on such
basis and the annual interest

requirements on the New Bonds
at the rate of 3% per annum.
Such funds will be applied
semi-annually to the amortiza¬
tion of New Bonds either

through the purchase of New
Bonds below par or through
drawings by lot at par.
The Republic will reserve

the right to increase any sink¬
ing fund installment.
The Republic has executed a

General Bond dated as of Jan¬

uary 1, 1948, which sets forth
in full the obligations of the
Republic with respect to the
service of the New Bonds. Ref¬
erence is made to the General
Bond (copies of which are
available for inspection at the
office of the Fiscal Agent re¬
ferred to below) for a fuller
statement of the obligations of
the Republic with respect to
the service of the New Bonds.
The New Bonds will be the

direct obligations of* the Republic,
which will, pledge its full faith
and credit for the punctual pay¬
ment of principal, interest and
sinking fund.
Principal and interest on the

New Bonds will be payable in
any coin or currency of the United
States of America which at the
time of payment is legal tender
for public and private debts.
The New Bonds will provide

that in case default shall be made
in the payment of principal, in¬
terest or sinking fund on the New
Bonds, each such New Bond shall
thereafter be entitled to the pay¬
ment of service, to the enjoyment
of the security, and to the benefit
of all of the other provisions of
the original bond contracts relat¬
ing to the bonds in exchange for
which the New Bond has been

issued, except that, with respect
to the bonds originally issued by
the Mortgage Bank of Chile, the
Water Company of Valparaiso and
the Chilean Municipalities, the
Republic shall be the sole obligor
thereon.
The Republic will agree in the

New Bonds that, if at any time
after January 1, 1948, any lien or
other charge should be created on

copper, iodine or nitrate revenues
to secure any external debt, the
New Bonds shall ipso facto share
in such lien or charge pari passu
with any other creditors of the
Republic.
As regards the Chilean external

loans outstanding in pounds ster¬
ling and Swiss francs, the Republic
declares that if the holders of any
of such loans or bonds exchanged
therefor should be accorded at

any time after January 1, 1948
treatment more favorable than is
offered through the present Offer

to the Outstanding Dollar Bonds,
either as to interest, amortization
or otherwise, then the Republic
will extend such more favorable
treatment to the holders of the
New Bonds.
Holders of Outstanding Dollar

Bonds who desire to accept this
Offer should deliver their bonds

together with form letters of
acceptance and transmittal to the
Fiscal Agent of the Republic for
the New Bonds, namely: h

SCHRODER TRUST COMPANY,
Ap'pnt

Trust Department, 48 Wall Street,
New York 5, N. Y.

Copies of this Offer and of forms
of letters of acceptance and trans¬
mittal may be obtained from the
Fiscal Agent.
Outstanding Dollar Bonds de¬

livered for exchange must have
attached all coupons indicated in
the letters of acceptance and
transmittal. Where Outstanding
Dollar Bonds are presented for
exchange without one or more

coupons thereto appertaining
against which payments havei been
announced after December 31,
1948 under Law No. 5580, the New
Bonds will be delivered in ex¬

change therefor without payment
of the matured coupons for the
corresponding period or periods.
Where Outstanding Dollar Bonds
are presented for exchange with¬
out one or more of the other

required coupons attached, New
Bonds will be delivered in ex¬

change therefor upon the furnish¬
ing of indemnity satisfactory to
the Fiscal Agent with respect to
such missing coupons; provided
that in cases where the indemnity
is not satisfactory to the Fiscal
Agent, the New Bonds may be
delivered without payment or at¬
tachment, as the case may be, of
the coupons for the correspond¬
ing period or periods.
The delivery of New Bonds un¬

der the Offer will be accompa¬
nied by the payment in cash of
any coupons maturing prior there¬
to (subject to the above provision
with respect to Outstanding Dollar
Bonds delivered without one or

more of the required coupons),
and, in the case of Outstanding
Dollar Bonds not assented to Law
No. 5580, the delivery of Scrip
Certificates as hereinafter pro¬
vided (or the payment of cash in
lieu of Scrip Certificates in cases
where any Scrip Certificates may
have become payable prior to the
presentation of such Outstanding
Dollar Bonds for assent hereun¬

der) and cash equal to the amount
of the payment announced in 1948
under Law No. 5580 ($10,296 per

$1,000 bond). The Republic re¬

serves the right to deliver in the
first instance temporary bonds in
lieu of definitive bonds.
The present Offer is. not condi¬

tioned upon acceptance by any

specified percentage of Outstand¬
ing Dollar Bonds. The Offer will
remain open for acceptance until
June 30, 1951 unless extended by
the Republic (except that the pe¬
riod during which bondholders
who assented late to Law No. 5580
will be entitled to receive Scrip
Certificates as hereinafter pro¬

vided will expire two yeays from
the date hereof).
The Republic is advised that the

New Bonds are exempted securities
under the Securities Act of 1933
since they are being exchanged
with existing security holders ex¬

clusively and no commission or
other remuneration is being paid
or given directly or indirectly for
solicitation of such exchange.
Application will be made to list

the New Bonds of the Republic on
the New York Stock Exchange.

* * *

The Republic will continue to
provide service under the plan of
Law No. 5580, as in effect on
March 19, 1948, subject to the fol¬
lowing provisions:'

(a) During an interim period
which shall terminate June 30,
1951 the revenues allocated to

the service of the external debt
under the plan of Law No. 5580
as in effect March 19, 1948
shall continue to be allocated
for the same purpose. This in¬
terim period will terminate
prior to June 30, 1951 if and
when there have been assented
to the new readjustment plan
66% % of the Outstanding Dollar
Bonds, 66%% of the bonds out¬
standing in pounds sterling and
66%% of the bonds outstanding
in Swiss francs. Such revenues

shall be applied during the in¬
terim period to the payment of
interest under Law No. 5580
and the balance of such reve¬

nues shall be applicable to the
service of bonds of all curren¬
cies assenting to the new read¬
justment plan. Upon the ter¬
mination of the interim period
the revenues referred to in Law
No. 5580 shall become part of the
general revenues of the Repub¬
lic and thereafter the external
funded debt will be serviced
out of such general revenues.
(b) Holders of Outstanding

. Dollar Bonds assented to Law
No. 5580 and not to the new

readjustment plan will have the
right to the same interest and
the same sinking fund to which
they would have been entitled
under the plan of Law No. 5580,

- as in effect on March 19, 1948,
but the sinking fund shall come
into effect and be applied only
after January 1, 1954. As set
forth above, the annual sinking
fund of $2,531,000 to be pro¬
vided under the new readjust¬
ment plan during the years
1948-1953 may be applied in
part to the purchase or re¬

demption of Outstanding Dollar
Bonds assented to ^aw No. 5580
but not to such new plan.
(c) The period for assent to

Law No. 5580 will terminate on

December 31, 1948.
* * *

The Republic will issue non-

interest bearing Scrip Certificates
in the amount of the interest pay¬
ments announced under Law No.

5580 which bondholders did not
receive owing to non-assent or
late assent to Law No. 5580. (No
other provision is being made for
payments in respect of back in¬
terest on Outstanding Dollar
Bonds.) In the case of Outstand¬
ing Dollar Bonds not assented to

Law No. 5580, the Scrip Certifi¬
cates will be issuable to the hold¬
ers of such bonds who exchange
such bonds under this offer. In
the case of bonds assented • late
to Law No. 5580 (after August 10,
1940 in the case of bends of the
Chilean Consolidated Municipal
Loan and the City of Santiago
loans, and after January 12, 1940
in the case of bonds of the Re¬

public, the Mortgage Bank of
Chile and the Water Company of
Valparaiso), the Scrip Certificates
will be issuable to the holders
who presented such bonds for as¬

sent to Law No. 5580, upon pre¬
sentation of a letter of claim for
such Scrip Certificates to the
above-mentioned Fiscal Agent
Forms for such letters of claim
may be obtained from the Fiscal
Agent. Scrip Certificates will be
issuable in amounts equal to the
amount of the aforesaid interest
payments not received under Law
No. 5580 except that in the case

of Outstanding Dollar Bonds not
assented to Law No. 5580 an

amount equal to the payment an¬
nounced in 1948 under such Law

($10,296 per $1,000 bond) will be
paid in cash. The Scrip Certifi¬
cates are to be delivered in groups
of five Certificates, such five Cer¬
tificates are to be of approxi¬
mately equal principal amounts
and are to mature successively on
the thirtieth day of June in 1950,
1952, 1954, 1956 and 1958. As a
service fund for the Scrip Certifi¬
cates, the Republic will pay to the
Fiscal Agent annually commenc¬

ing in 1949 and so long as any
Scrip Certificates remain out¬
standing a sum equal to $300,000
which amount will be applied to
the payment at maturity or re¬

demption of Scrip Certificates
prior to their maturity date. The
Republic reserves the right to pur¬
chase Scrip Certificates for retire¬
ment. The period during which
bondholders who assented late to
Law No. 5580 will be entitled to
receive Scrip Certificates here¬
under will expire two years from
the date hereof.

* * *

Law No. 8962 of July 20, 1948
provides that, without regard to
assent to the plan of Law No. 5580
or the new readjustment plan on
the part of Outstanding Dollar
Bonds issued by the Mortgage
Bank of Chile and the Chilean

Municipalities, the Republic upon
the passage of said law became the
principal obligor with respect to
such bonds.

Offers on substantially similar
terms will be made to holders of
bonds of the external funded debt
of the Republic outstanding in
pounds sterling and Swiss francs.

* * * 1

As a contribution to the Foreign
Bondholders Protective Council,
Inc., toward its expenses, there
will be deducted, as provided in
the form of letter of acceptance
and transmittal, from the cash
payable upon the exchange an
amount equal to % of 1% of the
principal amount of Outstanding
Dollar Bonds delivered for ex¬

change.
* * *

This Offer is made following
negotiations by the Republic with
the Foreign Bondholders Protec¬
tive Council, Inc., which has api-
proved the inclusion of the fol¬
lowing in this notice:
"The Foreign Bondholders Pro¬

tective Council, Inc. considers that
the offer of the Republic of Chile
for adjustment of its dollar bonds
provides material improvements,
including a service on the bonds
greater than at present or other¬
wise in prospect. The Council
recommends acceptance of theoffer
by the holders of dollar bonds." •

For the Republic of Chile ;

JORGE ALESSANDRI f
Minister of Finance

Dated December 7, 1948.
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Illinois Brevities
Halsey, Stuart & Co. Inc., headed a nation-wide group of invest¬

ment bankers, who on Nov. 17 publicly offered $60,000,000 North¬
western Bell Telephone Co. 31-vear 3Y4% debentures due Nov. 15,
1979, at 101.375% and interest. Other Chicago houses included in the
underwriting syndicate were: A/S>
G. Becker & Co. Inc.; William
Blair & Co.; Bacon, Whipple &
Co.; Mullaney, Wells & Co.; Demp-
sey & Co.; F. S. Yantis & Co., Inc.;
Martin, Burns & Corbett, Inc.;
Alfred O'Gara & Co.; Patterson,
Copeland & Kendall, Inc.; Sills,
Minton & Co., Inc., and McMaster
Hutchison & Co.

With the termination of the
subscription period on Dec. 1,
1948, nearly 96%, or $15,648,300
of 3% convertible debentures
offered on Nov. 1 by The Peo¬
ples Gas Light & Coke Co. were
purchased through rights issued
to stockholders, it was an¬

nounced on Dec. 2 by James F.
Oates, Jr., Chairman of the util¬
ity company. The unsubscribed
balance of the debentures,
amounting to $751,700 was un¬
derwritten by Halsey, Stuart &
Co. Inc. (sole underwriter) who
sold them at competitive bid¬
ding at an average price of ap¬
proximately 103.96%.

% % *

Halsey, Stuart & Co. Inc. also
was the sole underwriter of an

issue of $3,000,000 Iowa Public
Service Co. first mortgage bonds,
3V4% series due 1978, which was

publicly offered on Nov. 17 at
101.93% and interest, the net pro¬
ceeds to be used to pay for new

construction, etc.
* # * .

David A. Crawford, President
of Pullman, Incorporated, on
Nov. 15 advised the stockhold¬
ers of that company that con¬

sideration is being given by the
board of directors to possible

acquisition of a controlling
ownership in North American
Rayon Corp. and American
Bemberg Corp.

The consolidated net income of

Central Public Utility

Corp.
Income 5'/i-—1952

Chicago, North Shore &
Milwaukee Railway

Common Stock

Brailsford & Go.
208 S. La Salle Street

CHICAGO 4

TIME, INC.
$1 Par

Common Stock

Will iamA.Fuller&Co,
Members of Chicago Stock Exchange

209 S. La Salle Street •Chicago 4
Tel. DEarborn 2-5600 Tele. CG 146-7

Winters & Crampton
Common

Texas Eastern Transmission
Common

Detroit Harvester
« Common < *

Portsmouth Steel
Common

Metals Disintegrating
Common

STRAUS & BLOSSER
Members New York Stock Exchange
Members Chicago Stock Exchange

Associate Member New York Curb
135 South La Salle St., Chicago. 3, II).
Tel. ANdover 3-5700 Tele. CG 650-651.

Pullman, Incorporated, for the
third quarter of 1948 totaled $1,-
641,876, equal to 64 cents per
share. This compares with earn¬

ings of . $633,986, or 24 cents per
share, in the same period last year.
As of Sept. 30, 1948, working cap¬
ital amounted to $120,718,345,
equivalent to $47.02 per share of
capital stock.

if. it ft

Another nation-wide group of
investment houses headed by
Halsey, Stuart & Co. Inc. on
Nov. 24 publicly offered $40,-
000,000 Chesapeake & Ohio Ry.
Co. refunding and improvement
mortgage 3%% bonds, series H,
due Dec. 1, 1973, at 100%% and
accrued interest. Other Chicago
bankers participating in this of¬
fering were A. G. Becker & Co.
Inc.; Harris, Hall & Co. (Inc.);
Bacon, Whipple & Co.; Julien
Collins & Co.; Dempsey & Co.;
Farwell, Chapman & Co.; The
Illinois Co.; Ketcham & Nor-
gard; Mason, Moran & Co.; Al¬
fred O'Gara & Co.; Patterson,
Copeland & Kendall, Inc.; Rob¬
ert Showers; Sills, Minton &
Co., Inc., E. W. Thomas & Co.,
and F. S. Yantis & Co., Inc. The
net proceeds were added to
working capital. ,

!f! * *

In addition, Halsey, Stuart &
Co. Inc., headed another banking
syndicate, which included, among
others, Harris, Hall & Co. (Inc.);
Central Republic Co. (Inc.); Mul¬
laney, Wells & Co.; Detmer &
Co.; E. W. Thomas & Co.; F. S.
Yantis & Co., Inc.; Alfred O'Gara
& Co.; McMaster Hutchinson &
Co.; Ketcham & Nongard, and
Mason, Moran & Co., who on
Nov. 23 publicly offered $50,000,-
000 Public Service Electric & Gas
Co. (N. J.) 3% debenture bonds
due 1963, at 101.209 and interest:

* * *

Included in the group of in¬
vestment bankers publicly of¬
fering on Dec. 2 an issue of
$30,000,000 Panhandle Eastern
Pipe Line Co. 3%% sinking
fund debentures due Aug. 1,
1973, at 100.845% and accrued
interest were also Halsey, Stu-
are & Co. Inc., and Harris, Hall
& Co. (Inc.).

* it ft 1 1

Definitive State of Illinois
service recognition bonds, series
A, maturing serially May 1,
1949, to May 1, 1972, and series;
B, maturing serially May 1,1950.
to May 1, 1960, are available
for delivery in exchange for
temporary bonds'at the Conti¬
nental Illinois Bank & Trust Co.
of Chicago or at The Chase Na¬
tional Bank of the City of New
York.

it $ ft • j

The registration filed with the
SEC Sept. 27, 1948, covering 100,-

000 shares of $3.50 par value com¬
mon stock of Goldsmith Bros.
Smelting & Refining Co., Chicago,
was withdrawn from registration
on Dec. 2 because of "adverse
market conditions." Of this issue,

54,000 shares were to have been
sold by the company and 46,000
shares by selling stockholders.

it it ft

William Blair & Co., Chicago,
it was announced on Nov. 16,
has placed privately an issue of
$1,000,000 National Motor Bear¬
ing Co., Inc. (Redwood City,
Calif.) 4% promissory notes due
July 1,1961. '

it it a.

A. G. Becker & Co. Inc.; Cen¬
tral Republic Co. (Inc.); Kebbon,
McCormick & Co.; Bacon, Whip¬
ple & Co.; William Blair & Co.;
Julien Collins & Co.; Mullaney,
Wells & Co.; Reinholdt & Gard¬
ner, and Sills, Minton & Co., Inc.,
were included in a nation-wide
group of investment bankers who
on Dec. 2 publicly offered $26,-
500,000 6% interim notes due May
I, .1951, and 530,000 shares of 50-
cent par value common stock of
Transcontinental Gas Pipe Line
Corp. in units of $50 principal
amount of notes and one share of
common stock at $52.50 per unit,
plus accrued interest on the note
from Nov. 1, 1948. Contracts, ne¬
gotiated by White, Weld & Co.
and Stone & Webster Securities
Corp., both of New York City,
have also been entered into for
the purchase of $143,000,000
Transcontinental first5 mortgage

pipe line bonds, 3%% series due
1968, by certain institutions for
investment.

it it it

A. C. Allyn & Co., Inc.; Paul
II. Davis & Co. and Straus & !
Blosser on Nov. 9 participated '
in the public offering of 80,009
shares of Tide Water Power Co.
common stock (no par value) at
$7.25 per share, the net proceeds
of which will be used to pay for
improvements, etc.

' * it ft

Rodger, Kipp .& Co., Chicago,
are publicly offering at $5 per
share 30.410 shares of Chicago Dr.
Pepper Bottling Co. (Del.) class A
common stock, par $1 per share,
the net proceeds to be used for
additional working capital. On
Nov. 27, 1948, the bottling firm
entered into an agreement with
Tru Ade, Inc., by which the for-
lTier has secured the exclusive
license to bottle Tru Ade bever¬

ages for sale in Cook County-
Current assets at Oct. 31, 1948,
amounted to $115,835, and current
liabilities $72,307. . .

'• * ' . * it * <| i
"

Bacon, Whipple & Co.; A. G.
Becker & Co. Inc.; Central Re¬

public Co. (Inc.); Julien Collins
& Co.; Farwell, Chapman & Co.;
The Illinois Co., and Sills, Min¬
ton & Co., Inc., also were in¬
cluded in the group of under- £

writers which purchased at <

$10.25 per share the 335,657
shares of common stock of Cen¬
tral and South West Corp. not
subscribed for by holders of
subscription warrants which ex¬

NORTHERN STATES

POWER COMPANY, MINN.
'• ■ . i . I ' , ... * ' ' '" J'

Common Stock

. , BOUGHT —; SOLD - QUOTED

Special Writeup on Request

AC.AUYN^COMPANY
Incorporated

Chicago New York Boston Milwaukee Minneapolis Omaha

pired on Dec. 3, 1948. Of the
659,606 shares of common stock
offered for subscription to hold¬
ers of the utility company's
common stock of record Nov.

18, 1948, 323,949 shares were

subscribed for. The under¬

writers sold common stock dur¬

ing the subscription period so
there remained for public offer¬
ing 174,682 shares.

it it ft

The Illinois Co.; Farwell, Chap¬
man & Co.; William Biair & lo.;
Sills, Minton & Co.; Cruttenden &
Co.; C. S. Brown & Co., and F. S.
Yantis & Co., Inc., on Dec. 2 par¬

ticipated in the public offering of
350,0C0 shares of common stock
(no par value) of Carolina Power
& Light Co. at $30 per share.
These 350,000 shares were part of
423,408 shares of Carolina com¬
mon stock owned by 'Electric
Bond & Share Co. at Sept. 30, 1948.

it ft *

Harris, Hall & Co. (Inc.), in
addition to arranging for the
placement with two insurance
firms of an issue of $1,009,000
Southern California Water Co.
first mortgage bonds, 3% series
due 1978, on Nov. 17 partici¬
pated in the public offering of
36,000 preferred shares, 514%
convertible series, par $25, at
$26.50 per share and dividends
of the same utility company.

The Chicago banking firm also
was included in the same syndi¬
cate which also underwrote the

offering to Water company
common stockholders of 20,925
additional common shares (par

$25) at $36 per share.
it it it

Harris, Hall & Co. (Inc.), it was
announced on Nov. 23, has also
placed privately an issue of $2,-
500,000 3.10% serial notes; due
semi-annually Nov. 1, 1954, to
Nov. 1, 1963, of Sutherland Paper
Co., Kalamazoo, Mich.

' "
■ # #

An issue of 50,000 shares of

5% cumulative convertible pre¬
ferred stock of Griesedieck
Western Brewery Co., Belle¬
ville, was publicly offered on

Dec. 1 at par ($30 per share) by
a group of underwriters headed
by Edward D. Jones & Co. of
St. Louis, Mo. The proceeds will
be used, among other things, to
prepay a portion of the long-
term bank loan assumed by the
Griesedieck' firm through the
merger of Hyde Park Brew¬
eries, Inc., St. Louis, Mo., and
to finance expansion resulting
from the merger which became
effective Nov. 20, 1948. The
Hyde Park corporation will be
continued as a separate division
of the Griesedieck company.

it it it . . •

*

Jewel Tea Co., Inc., Jewel Park.
Barrington, reports that retail
sales of $12,680,524 for the four
weeks ended Nov. 6, 1948, were

higher than., any previous four-
week period in its history. This
is a gain of $1,711,789, or 15.6%,
over the same period last year,
for the 44 weeks ended Nov. 6;
1948, retail sales were $127,417,-
090, a gain of $21,796,387, or
20.6%, over last year.

The directors of Jewel Tea

Co., Inc., declared a special div¬
idend of 75 cents per share on

the common stock, payable Jan.

3, 1949, in addition to the regu¬

lar quarterly dividend of 60
cents per share which is payable

Dec. 20, both to holders of rec¬
ord Dec. 10, 1948. The special
dividend marks completion of
the company's fiftieth year of
operation.

it it it
t

Consolidated net profit of Do¬
mestic Credit Corp. for the six
six months ended Sept. 30, 1948
amounted to $309 033 after pro¬
vision for Federal income taxes
and reserves, compared with
$219,114 for the same period last
year, an increase of over 40%.
Arthur Greene, President, also

announced that all of the 150,-
000 shares of class A common

stock of the company offered
earlier in the year, were sold to.
executives, employees and man¬

agement personnel at a price of
83.49 per share pursuant to the
Stock Purchase Plan approved
at the last annual meeting of
the stockholders.

* it — it

Consolidated net income of the

Greyhound Corp. for the three
months ended Sept. 30, 1943
amounted to $8,066,739 after all
charges and taxes, equivalent af¬
ter preferred dividends to 85
cents per share on 9,330,090 shares
of common stock outstanding. This
compares with net income for the
same period last year of $7,909,-
253, equal to 84 cents per common
share. For the first nine months
of this year, consolidated net in¬
come totaled $12,440,721, equal to
$1.31 per common share, compared
with $13,839,825, or $1.46 per com¬
mon share, in the similar period
of 1947. Earnings for the 12
months ended Sept. 30, 1948,
which minimize the effect of sea¬
sonal factors, were $1.67 per
share.

* it it

The directors of the National
Tea Co., Chicago, have declared
an extra dividend of 50 cents

per share on the common stock,
payable Jan. 3, 1949 to holders
of record Dec. 16, 1948.

'

* * * ' . ' / .'. •

Roy W. Clansky, President of
Standard Forgings Corp., Chicago,
on Nov. 1 announced that the

backlog of orders at the present
time is slightly in excess of $9,-
000,000. Net profit for the nine
months ended Sept. 30, 1948 was

$650,860, equal to $2.45 per share
on the 266,000 shares of $1 par
value common stock outstanding,
compared with net of $253,247, or
95 cents per common share, for
the corresponding period of 1947.
Net sales totaled ' $9,768,802,
against $7,564,126 in the first nine
months of last year.

* it it

Cushman's Sons, Inc., Chicago,
for the 40 weeks ended Oct. 2,
1948 reports net income of
8595,089 after interest, deorecia-
tion, Federal taxes, and all other
charges. This compared with net
income of $463,793 for the cor¬

responding 40 weeks of 1947:.

E. E. Mathews Co. Adds
(Special to The Financial Chronicle)

BOSTON, MASS.—Clifford B.
Schiano is with Edward E.
Mathews & Co., 53 State Street.

With F. L. Putnam & Co.
(Special to The Financial Chronicle)

BOSTON, MASS.—Mortimer M.
Pinansky is with F. L. Putnam &
Co., Inc., 77 Franklin Street. .

UNITED KINGDOM
4% FUNDING LOAN

DUE 1960/90

BOUGHT — SOLD — QUOTED

Write-up Sent on Request

ZIPPIN &; COMPANY
Specialists in Foreign Securities

208 S. La Salle St., Chicago 4, Illinois

Telephone RAndolph 6-4696 Teletype CG 451
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NSTA Notes

SECURITY TRADERS ASSOCIATION OF NEW YORK
c

The annual election meeting and dinner of the Security Traders
Association of New York, pictures of which appear elsewhere in
today's issue, was held Dec. 3 at the Produce Exchange Luncheon

John J. O'Kane, Jr. James F. Fitzgerald

Club. The affair, under the aegis of John J.. O'Kane, Jr., John J.
O'Kane, Jr, & Co. President of the Association was pronounced a
huge success by all attending. i

The slate presented by the Nominating Committee for officials
of the Association for 1949 was elected without opposition. Officers-
elect are James F. Fitzgerald, W. L. Canady & Co., Inc., President;
John M. Mayer, Merrill Lynch, Pierce, Fertner & Beane, First Vice-
President; Richard H. Goodman, Cohu & Co., Second Vice-President;
John J. Meyers, Jr., Gordon Graves & Co., Secretary, and Wellington
Hunter, Hunter & Co., Treasurer. .

Elected as Directors for a two-year term were Alfred F. Tisch,
Fitzgerald & Co., Inc.; James F. Musson, B. J. Van Ingen & Co., Inc.;
Arnold J. Wechsler, Ogden, Wechsler & Co.; and George L. Coliins,
4Geyer & Co., Inc. Charles H. Jann of Estabrook & Co. was elected
a Director for a one-year term..

Lewis H. Serlen of Josephthal & Co. and John C. Blockley of
Harris Upham & Co. were elected Trustees of Gratuity Fund.

Stanley Roggenburg, Roggenburg & Co.; John F. McLaughlin,
McLaughlin Reuss & Co.; and Michael J. Heaney, Joseph McManus &
Co. are the new National Committeemen. Henry Oetjen of McGinnis,
Bamptoii & SellgerJ Charles Zingraf of Laurenqe M. Marks & Coi;
Carl Stolle of G. A. Saxton & Co., Inc.; Edward J. Kelly of Carl M.
Loeb, Rhoades & Co.; and Abraham Strauss of Strauss Bros., Inc.
were elected as Alternates. - v. .!

The Nominating Committee elected for 1949 consists of John S.
French of A. C. Allyn & Co., Inc.; D. Frederick Barton of Eastman
Dillon & Co.; Thomas Greenberg of C. E. Unterberg & Co., Inc.; and
Theodore E. Plumridge of J. Arthur Warner & Co., Inc.

NASHVILLE SECURITY TRADERS ASSOCIATION
Recently elected officers of the Nashville Security Traders Asso¬

ciation are: ~ . - .

Buford G. Wilson Thomas R. Temple C. Evan Davenport

•; Buford G. Wilson, Jack M. Bass & Co., President; Thomas H.
Temple, Temple Securities Corporation, Vice-President; C; Evan
Davenport, Equitable Securities Corporation, Secretary-Treasurer.

MORE DALLAS GOLF WINNERS
Winner of the Blue List Trophy for municipal men at the NSTA

golf tournament in Dallas was Russell Ergood, Stroud & Company,
.Philadelphia.- The National Quotation Bureau. Inter-City. Team
Trophy was won by the Dallas Bond Club. Members of this team
were Winton Jackson, First Southwest Company; Nelson Waggener,
Walker, Austin & Waggener; Louis Rodgers, Central-Investment
Company, and John B. Cornell, Jr., Dallas Rupe & Son.

COMING
EVENTS

In Investment Field

Dec. 5-10 1948 (Hollywood, Fl».
"

Investment Bankers Assoclatioi
•T<4P rjnvention at the Hollywoo'
Beach Hotel.

Dec. 10, 1948 (New York, N. Y.)
New York Security Dealers

Association Annual Dinner at the
Waldorf-Astoria..,,..

Dec. 10, 1948 (Seattle, Wash.) |
Bond Traders Club of Seattl^

1 Annual Christmas Party in the
Junior Ballroom of the Olympic
Hotel. „ ... . . j

Dec. 14, 1948 (New York, N. Y.) f

Investment Association of Nev
York Annual Meeting at ths
Lunch Club, 63 Wall Street, be¬
ginning 3:45 p.m,

Oct. 5-9, 1949 (Colorado Springs,
, Colo.)

National Security Traders As¬
sociation Annual Convention at
The Broadmoor Hotel.

SECURITY TRADERS ASSOCIATION OF LOS ANGELES

The following officers were elected Nov. 29, 1948 to serve for the
1949 term of the Security Traders Association of Los'Artgeles:

mm*

William A. Miller Jack H. Alexander Raymond Passavant

President—Wm. A. Miller of F^irman & Co.
Vice-President—Jack Alexander of Bourbeau & Douglass.

, Secretary—Wm. McCready of Geyer & Co.
Treasurer—Raymond Passavant of Maxwell, Marshall & Co.
Board of Governors—Sam Grefcn of Pledger & Co., - F. W. Ship¬

ley of Quinc.y Cass Associates, Wm. C. Pike of Buckley Bros.

Wilson, Johnson Adds
(Special to The Financial Chronicle)

RENO, NEV.—William C. Chad-
well is with Wilson, Johnson &
Higgins of San Francisco. •

With Merrill Lynch
1 (Special to The Financial Chronicle)

j FT. : LAUDERDALE, FLA.—
Kenneth S. Lester is with Merrill

Lynch, Pierce, Fenner & Beane.

To Discuss Investors'

J. K. Lasser, C.P.A.j and Harry
Silverson, attorney, will speak on

"The Year-End Tax Problems of
the Investor,"
at the N ew

School for
S o c i a 1" Re¬

search, 63
West 12th

Street, on
fh ur sd a y,

Dec.. 16, at
5:30 p.m. Mr.
Lasser, who is
the author of
"Your Income

Tax" and
Chairman of
the Federal
Taxation In¬

stitute of New
York Univer-

/. K. Lasser

sity, and Mr. Silverson, member

of the Institute's faculty, are guest

speakers in the course," "Invest¬

ment Today," given at the New

School by A. Wilfred May, econpr:

mist and editor. .

',000,000

Port

Dated November 1, 1948

IMarine Terminal Bonds
First Series, 2Vi% Due 1978
j ■ ' (FIRST INSTALLMENT)

Due November 1, 1978

Subject to redemption in [whole or in part, at the option of the Port Authority, on thirty days' notice, on
.

. interest payment dates as folloyst' at 10J% beginning on November 1, 1953 i|nd thereafter and on or before • . . ,

May 1, 1958; at 102% thereafter and on or before May j, 1963; at 101%. thereafter'and*on or before May 1,"
1968; and at 100% thereafter t&maturity, plus, in each case, accrued interest to the date fixed for redemption.

Payments will be made into the [Marine Terminal Bonds;"First Series, Due 1978, Sinking Fund commencing in
1953 at a rate which on a 'cumulative basis will be sufficient; to retire all Marine Terminal Bonds, First Series,
by maturity. The monies in said Sinking Fund Will be applied (o.the retirement of Marine Terminal Bonds,
First Series, by purchase or call; <\ ». * , * •' £ ,

The Bonds and the interest thefeon, in the opinion of General Counsel and Bond Counsel, are exempt under
the Constitution of the United S;tates,-as now in force, from any and all taxation (except estate, inheritance and
gift taxes) now or hereafter imposed'by the""United States 6f Amdri'ca, unless the States'of New York and New
Jersey consent to such taxation. The Bonds and the interest thereon are exempt, in the opinion of such counsel
from any and all taxation (except estate, inheritance and gift taxes), now or hereafter imposed by the States of
New York or New Jersey or byApolitical subdivisions thereof..

Legal in the opinion of such counselfor investment in New York and New Jersey for state and municipal officers,
banks and savings banks, insurance companies, trustees and otherfiduciaries; and eligiblefor deposit with

slate ormunicipal officers or agencies in New Jersey for any purposefor which bonds ofsuch State
may be deposited, andfor deposit with municipal officers or agencies in New York for'

any purposefor which the bonds of such State may be deposited.

These Marine Terminal Bonds, First Series, Due 1978, arc direct and general obligations of the Authority for the payment of the principal
: Authority are pledged. All Marine Terminal Bonds, including those of the First Series,
C a first lipn nnrl rhartrp nn fh/» npt 1 JJ' ' * r

and interest of which the full faith and credit of the nuniumyiirc meugea. nil Marine ) erminal bonds, including those of the First Series,
will be equally secured by a pledge of and constitute a first lien and charge on the net revenues of Port Newark and any additional facility
which may hereafter be financed or refinanced in whole or in narr rhrrmoh rh,. rr,,.A;„,v. mt-—:—i d— j- -l _

, , j .. r ev v. «ii.M a nun ikii itiiu inaig «..U un; «iuuiviunuj i.iUlliy
which may hereafter be financed or refinanced in whole or in part through the medium of Marine Terminal Bonds, in the manner and to
♦t.— ; : j-j o ' •« olution. All Marine Terminal Bonds are further secured by a pledge

... __ hi /riiuiw Ui 111 prtU LlllUUg

the extent provided in Section 5 and 8 of jthe Marine Terminal Bond Resolution, .mi Marine l erminal bonds are further secured by a pledge
of the General Reserve Fund of the Authoritv, pari, passu with other obligations of the Authority, in the manner and to the extent provided
in Section 7 of the Marble Terminal Bond Resolution.

Copies of the Official Statement of the Port Authority, dated November 30, 1948, regarding these^Bonds and
of the resolutions pursuant to which they are issued, may be obtained at the offices of the undersigned.

Price 96V2 and Accrued Interest

To Yield About 2.67% To Maturity

That Bonds are offered when, as and if issued and received by us and subject to the approval of Mr. Leander I. Shelly, General Counselfor The
PortofNew York Authority, andofMessrs. IVood, King 6? Dawson, Bond Counsel. It is expected that delivery of Temporary Bonds wilt (

be made about December 13,1948. In any State in which this announcement is circulated, the above offering is made by only such ' .

of the undersigned as are licensed dealers in such State. This announcement does not constitute an offering to sell
these securities in any State to any person to whom it is unlawful to make such an offering in such State.

- - HALSEY, STUART & CO. INC.

C. J. DEVINE & CO. " BLAIR & CO., INC.

LADENBURG, THALMANN & CO.

HAYDEM, STONE & CO. HALLGARTEN &. CO.

DICK & MERLE-SMITH B. J. VAN INGEN &, CO.'INC. MERRILL LYNCH, PIERCE, FENNER & BEANE

A.C.ALLYN ANDCOMPANY KEAN,TAYLOR &,CO. OTIS & CO. SWISSAMERICAN CORPORATION
INCORPORATED

_ ,

( /(INCORPORATED)

.HORNBLOWER &. WEEKS SCHOELLKOPF, HUTTON & POMEROY, INC. STARKWEATHER &. CO.

R. L. DAY &. CO. STROUD & COMPANY H. M. BYLLESBY AND COMPANY BACHE &. CO.
INCORPORATED 'INCORPORATED

G. C. HAAS &, CO. SCHWABACHER &, CO. A. WEBSTER DOUGHERTY & CO. STEIN BROS. & BOYCE
I » ■ - • , • . •

VAN DEVENTER BROTHERS, INC. PIPER, JAFFRAY &. HOPWOOD MOORE, LEONARD & LYNCH

SCHMIDT, POOLE &. CO. ; , MacBRIDE, MILLER & COMPANY WALTER STOKES &, CO.

WILLIAM R. COMPTON CO. THOMAS & COMPANYC. C. COLLINGS AND COMPANY
* INCORPORATED

December 9, 1948.

Principal and semi-annual interest (May 1 and November t) payable at the office of the Paying Agent in New York City Coupon bonds,
regificrable as to principal or at to both principal and interest and. when fully registered, rcconvertible with the consent of The Port
of New York Authority into coupon form at the expense of the holder. The information contained herein has been carefully .compiled
Iroin sources considered reliable and. while not guaianieod as to completeness or accuracy, wc believe it to be correct as of this date.
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Bankand Insurance Stocks
By H. E. JOHNSON

This Week—Bank Stocks

The November issue of the "Federal Reserve Bulletin" just re¬

leased contains an article entitled "Member Bank Earnings, First
Half of 1948."

While considerable time has past since most banks issued their
semi-annual statements and their results were interpreted, this ar¬
ticle is interesting for several reasons: (1) it provides a means of
comparing the individual factors influencing earnings over the past
year and one-half, (2) it shows the effects of the trends which have
been important in determining bank earnings, (3) it shows the effect
on reported earnings of providing reserves for bad debts in ac¬
cordance with the recent ruling of the Bureau of Internal Revenue,
and (4) in as much as essentially the same basic factors are present
today as have prevailed in previous periods, some idea of final
results for 1948 can be obtained from this article.

For these reasons and because of the large investment interest
in New York City and Chicago banks, detailed figures for member
banks in these two central reserve cities are presented in the follow¬
ing tabulation taken from the "Reserve Bulletin."

In viewing the following figures, it should be remembered that
there are seasonal differences in some of the items between first and
second-half year periods. While the variations do not make com¬
parisons meaningless they are of sufficient importance to justify
attention when interpreting the results. As an example, bonuses
paid to officers and employees and loans and charge-offs are gen¬
erally larger in the last half of the year than in the first six months'
period.

Central Reserve City Banks
New York Chicago

Earnings
On U. S. Govt. Securities
On other securities
On loans
Service charges on dep. accts.
Other earnings

Expenses —

Salaries and wages
Interest on time deposits

'

Taxes other than on net inc.
Other expenses

Net current earnings before
J income taxes

Recovs., profs, on securs., etc.*]
Transfers from reserve accts. 1

- on loans and securities _J
Losses and charge-offs **_—._]
Transfers to reserve accounts \
on loans and securities s)

Profits before income taxes
Taxes on net income

Net profits

1st 2nd 1st
Half Half Half
1947 1947 1943

(In millions
222 229 233
89 88 80
12 13 12
68 76 85
5 6 7
47 46 48

135 139 139
77 83 79
4 4 4
5 5 5

49 48 51

1st 2nd 1st

Half Half Half
1947 1947 1948

of dollars)
55 58

23

4

87

21

89

27

12 32

95

28

67

85

19

66

95

(20

(
15
(12

i
127
81

27

-54

23

4

18

1

9

34

16
5

2

11

21

10

25

6

19

20

1

9

36

17

5

2

12

60

22

5

22

1

9

38

18

5

2

13

22 22

(16
8 \

L-
I 9

9 i
I 8

21 21

3 6

18 15

♦Not including recoveries credited to reserve accounts.
♦♦Not including losses charged to reserve accounts.

The above figures provide the material for several interesting
observations. Probably one of the most significant from the stand¬
point of operating results of New York City banks is the trend in
expenses. After several years of rapidly rising operating costs, cur¬
rent expenses now appear to have levelled off. In the most impor¬
tant category under their heading, salaries and wages, comparisons
between the first-half of 1947 and the first-half of 1948 show little

change. Chicaeo member banks on the other hand, still show a rising
trend in expenses. ' „ *

V Increases in earnings between the various periods were succes¬
sive and arose permanently because of the increased return on loans.
Decreased earnings on U. S. Government securities were more than

offset by the larger earnings from loans and as a result net current

earnings before taxes increased in each period. While the 1948 first-
half results of Chicago banks were not comparable to those of New

York, earnings were maintained at the same rate prevailing in the
last-half of 1947.

,

Decreases in reported net profits in both cases were the result of

setting up reserves for bad debts under the recent ruling of the
Bureau of. Internal Revenue. This policy of building up valuation
reserves at this time should be a means of stabilizing reported earn¬

ings in periods of larger losses. At such time charge-offs will be
made to reserves provided in more profitable times. '

WHOLESALE MARKETS IN

BANK and INSURANCE STOCKS

GGm&co.
BOSTON 9

10 Post Office Square
HUBBARD 2-O650

BS-297

INCORPORATED

NEW YORK 5

67 Wall Street
whitehall 3-0782

NY 1-2875

CHICAGO 4

231 S. LaSalle Street
Franklin 7535

CG-105

CLEVELAND 15

Schofield Building
„ SUPERIOR 7644

CV-394

LOS ANGELES 14

210 IV. Seventh. Street
% MICHIGAN 2837

LA-1086

PRIVATE WIRE SYSTEM CONNECTING *. NEW YORE; BOSTON CHICAGO
CLEVELAND, PHILADELPHIA, ST. LOUIS, LOS ANGELES, SAN FRANCISCO
TELEPHONES TO : Hartford, Enterprise 6011 Portland, Enterprise 7008

, Providence, Enterprise 7608; •_. Detroit, Enterprise 6066

SAN FRANCISCO 4

Russ Building
YUKON 6-2332

SF-573

Banking and Business Prospects
By D. EMMERT BRUMBAUGH *

Secretary of Banking, Commonwealth of Pennsylvania

Pennsylvania's banking supervisor sees dual threat of more deficit financing and more inflation arising
out of Administration's policy of waste and extravagance in government. Holds efforts to curb inflation
through increased bank reserve requirements and instalment credit restrictions are not only ineffective
but also harmful to banks and business. Expresses fear dual banking system will be abandoned because
of centralized Federal control over all banking. Calls upon business to combat centralization trend.

It is important that we review the present banking and business situation in the light
of past policies of the present Administration and changes in such policies promised in the
successful candidate's platform. The past policies of the Administration must be reviewed

on the record $>-

D. E. Brumbaugh

it has estab¬

lished during
the entire

16 year period
it has been in

power. During
that period we
witnessed an

era of deficit

spending and
bur eaucratic
waste which

resulted in

profound
changes in
the economic

and financial
status of our

State and Na¬
tion. These changes have been
made more drastic by World War
II and the end of hostilities has
not altered the situation mate¬

rially. The continuation of hos¬
tilities with Russia through what
is popularly termed "The Cold
War," the. continued deterioration
of relations with Moscow which
seems destined to make "The Cold
War" very hot indeed, the Euro¬
pean Recovery Program, the pre¬
paredness program involving de¬
fense expenditures estimated to
amount to at least $15 billion an¬

nually, have added to the process
of stress and strain upon our

economy. I am sure that every¬
one agrees that America must be
kept so strong militarily that no

aggressive foreign power will ever
be misled into attacking us.

Our economic security and fi¬
nancial stability are threatened
from another source and I refer

to the serious inflation we now

face. If we are to keep America
strong, united and prepared mor¬

ally, physically and spirtually to
meet the dangers from the outside,
we must eliminate the dangers
from within by curbing the infla¬
tionary spiral. Like a cancerous

growth, inflation must be cured
by getting to the roots, determin¬
ing the cause of the disease and
making a real correction at the
source.

Economic and financial policies
pursued by our government in the
past several years lead me to the
conclusion that existing inflation¬
ary pressures will not subside.
There are signs that the Federal
budget may swing over.from a

surplus to a deficit in coming
months. Continuation of exces¬

sive spending and lending by gov¬
ernment agencies, guarantees is¬
sued by such agencies, the pur¬

chases of long-term government
bonds by the Federal Reserve
Banks from non-bank investors,
continued gold inflow and the

*An address by Mr. Brumbaugh
before the Germantown Business
Men's Association, Germantown,
Pa., Nov. 22, 1948.
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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

XL. A. Gibbs, Manager Trading.Dept.)

large loaning and spending pro¬

grams abroad, will add to the
money supply. Until these policies
are greatly modified in some in¬
stances and in other cases com¬

pletely changed, I am of the opin¬
ion that the inflationary spiral
will not be curtailed.

Controlling Credit
Let us examine the effect upon

the existing banking situation
which resulted from the action
taken thus far by Federal officials
to control credit. You will recall
that several months ago, the
Treasury Certificate rate was in¬
creased to iy4%. The Federal
Reserve Banks raised the dis¬
count rate to 11/2%. The Board of
Governors of the Federal Reserve

System increased by 2% the re¬

quired reserve fund against de¬
mand deposits and 11/2% against
time deposits. Controls on in¬
stallment credit were reinstated
effective Sept. 20 through Regula¬
tion W. The only effect of the
September increases in bank re¬

serve requirements which can be
discerned from available figures
has been accelerated purchases by
the Federal Reserve of long-terrh
Treasury bonds. The holders of
such bonds, taking advantage of
the so-called "pegged prices,"
spld long-term governments and
used the funds, in pome cases, to
meet additional reserve require¬
ments, but in the main, to in¬
crease loans or shift into securi¬
ties with lower risk than long-
term governments. It is important
to know that by far the largest
sellers of government bonds to
the Federal Reserve are'the life

insurance companies. , Published
figures indicate that in 1947, life
insurance companies reduced
their government bond holdings
by: one billion, six hundred mil¬
lion dollars and at the same time,
their mortgage loans increased
$884 million. In the first eight
months of 1948, the same compa¬
nies have reduced their holdings
of United States Government se¬

curities by an additional $2 bil¬
lion and during the same period,
mortgage loans increased an addi¬
tional one billion, six hundred
million dollars.
I think you will agree with me

that as an anti-inflationary meas¬

ure, the increased legal reserve

requirements have proven largely
ineffectual. Unquestionably, the
large sales of government securi¬
ties by life insurance companies
proved an important factor in
cancelling out any effect upon
credit through increased reserve

requirements. These facts em¬

phasize to me that any attempts
to control credit through changes
in reserve requirements will not

provide any relief from inflation¬

ary pressures so long as practical-

NEW JERSEY

SECURITIES

J. S. Rippel & Co.
Established 1891

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

N. Y. Phone—REctor 2-4383

ly every type of lender, except¬
ing banking institutions, remains
free from regulatory restraint.
More than that, I believe that in
the long run, continued increases
in legal reserve fund require¬
ments will work a hardship upon
our banking structure. Everyone
knows that the banker has had
to face higher taxes, substantially
increased salaries, a heavy in¬
crease in the cost of equipment,
supplies and many other direct
and overhead costs. On the other

hand, the "easy credit" policies
of the Federal Government have
forced the banker to keep his
interest rates on loans at a very
low rate and the yield on his bond
holdings continues to be extreme¬
ly low. As a result, some of the
socalled "country banks" are find¬
ing it difficult to produce satis¬
factory earnings and their prob¬
lem has been intensified by the
increase in reserve requirements
forced upon them by Federal au¬
thorities. This is so because such
banks were forced to sell to the
Federal Reserve a sizable amount
of interest-bearing government
bonds in order to meet increased
reserve requirements and to turn
over the cash from the liquidation
of such securities to the Federal
Reserve to be frozen in their legal
reserve funds.

Treasury Certificate Rates

With respect to the increase in
the Treasury Certificate rate and
the Federal Reserve discount

rate, this move seems contradic-
ory to the policy of rigidly pegged
markets for government bonds.
The contradiction in these policies
is pointed out very well in the
summary report of the Commit¬
tee on Public Debt Policy, which
states:

"Interest rates have two great
functions which they cannot ful¬
fill without some flexibility of
movement. /

"One of these functions is the

adjustment of the supply of sav¬
ings to the amount required for a
dynamic economy under capital¬
ism. ... In the long run the price
of money—the interest rate—is
one of. the factors to insure a

flow of needed savings.
"The second and more imme¬

diate function of the interest rate
is as one of the controllers of the
flow of credit. In the old days
booms were checked when the

money ran out, and the signal
was a rise in money rates: Today
this mechanism is dominated by
the central bank and the treasury
in each country. But even central
banks and treasuries cannot Jiave
their cake and eat it too; they can¬
not exercise controls over exces¬

sive credit expansion and at the
same time keep money excessive¬
ly cheap for government borrow¬
ing. When a Federal Reserve
bank buys government bonds to
peg the price, Federal Reserve
money flows out and increases the
money supply. This is wholly
inconsistent with the effort to

fight inflation by reducing the
money supply in other ways. Also
the pegging of the price prevents
an upward move in money rates
which in itself has a restraining
influence on the security markets,
new financing, and borrowing
from banks.

"If we are to avoid great swings
of the business cycle that do so

much damage, we cannot afford to
be left without the response which

(Continued on page 37)
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B. E. Hutchinson

Inflation and Its Implications
By B. E. HUTCHINSON*

Chairman, Finance Committee, Chrysler Corporation
National Vice-President, National Association of Manufacturers

Stressing seriousness of inflation problem, prominent industrial executive says its solution can be found
only in sound political action. Points to our irredeemable currency as making nation susceptible to
inflation, and denies high and unjustifiable industrial profits contribute substantially to current infla¬
tionary trend. Urges as primary remedy of inflation reestablishment of sound monetary system and
revision of Federal fiscal and banking policies having ultimate aim of restoring free gold coinage sys¬

tem. Also advocates new tax structure and government economy.

Among the many problems which confront industry today, those related to the infla¬
tionary trend in which the country is now involved are the most urgent. Among the imme¬
diate consequences to industry of the inflation we have already experienced are to be
found the <S>-
public dis-
s a t i s f action
with rising
prices, the re¬

current d i s-

content of

wage earners

with their

earnings, the
increased fi¬

nancial risk
inherent in
invent ories
and forward
purchase com¬
mitments
priced on a

basis of dubi¬
ous long-term stability, and de¬
preciation charges known to be
wholly inadequate to provide for
the replacement of those tools and
production facilities now being
worn out and obsoleted.

In this discussion no attempt
will be made to evade the political
aspects of inflationary phe¬
nomena. The non-partisan tra¬
dition of the NAM forum will not
be violated, however. An objec¬
tive analysis of the current politi¬
cal tenets and recent legislative'
history of our two major political
parties leaves little basis for giv¬
ing either one a preference over

the other when their respective
positions are judged by classic
standards of monetary orthodoxy.
And so it is to be hoped that

political people of good will in
all parties, and they are numer¬

ous, will take no exception to
nonpartisan comments on the im¬
portant part political action has
come to play in the sphere of
industrial activity. Broadly
speaking, the economic and mone¬

tary problems with which this

country is confronted, insofar as

they are conditioned by current
political doctrine, or affected by
contemporary political leadership,
are treated about alike by each of
the major parties. The plain fact of
the matter is that that economic
philosophy to which industry
largely subscribes, and upon
which this nation's industrial
greatness was built, has today
no important political advocate.

Solution in Political Action

This circumstance in itself
might not be considered too im¬

portant, but the consequences of
the inflation in which this country
is now involved extend far be¬

yond the immediate special in¬
terests of industry, and the solu¬
tion of those problems which in¬
flation presents lies primarily in.
the field of political action. There
is a twofold aspect to inflation,
and the implications of inflation
ramify and spread to almost
everyone.

Inflation is detrimental to
creditors, and a temporary boom
to the debtors. The dollar which
was loaned could buy more goods
than the dollar which is paid back,
and the purchasing power of in¬
terest paid meanwhile shrinks
from year to year. Now creditors,
in our age of life insurance, sav¬

ings banks, bonds, and social se¬

curity, comprise the great ma¬

jority of the people: those who
have exercised the industry to
earn, and the thrift to save; those

"'An adddress by Mr. Hutchin¬
son before 53rd Annual Congress
of American Industry, New York
City, Dec. 3, 1948. i v. -

whose security depends on pen¬

sions; those who rely upon insur¬
ance to discharge their family
obligations. These millions are

the principal creditors under our
capitalistic system. It is they
who are the real victims of infla¬
tion.

But; even more fateful to the
stability ol the social order are

the results of inflation deriv¬

ing from the fact that the rise in
prices and wages which it causes
occurs at different times and • in
different measure for various
kinds of goods and labor. There
is no evenness in the process of
inflation, and though while infla¬
tion is under way some people
enjoy the benefit of higher prices
on the goods or the services they
sell, such advantage is enjoyed
only until the prices of the goods
and services they buy inevitably
overtake and then eventually sur¬
pass those upon which their
ephemeral good fortune rested.
Such fortuitous gains in the
course of an inflation are short¬
lived. They give rise, however,
to those social, economic and po¬
litical implications that make in¬
flation a matter of such tran¬
scendent importance.
Historically periods of long and

severe inflation have given rise
to widespread bitter resentment
and discontent on the part of
many people against the obvious
injustice to which they have been
subject. On occasions inflation has
been the prime cause of revolu¬
tionary outbursts that have shaped
the destinies of nations.
The stability of our institutions

is not presently threatened but if
there is one thing more than an¬
other that could eventually un¬
dermine the morale of even this

country it would be the failure
successfully to cope w^th the in¬
flation in which we are now in¬
volved.

Webster correctly defines infla¬
tion as a • "disproportionate and
relatively sharp and sudden in¬
crease in the quantity of money
or credit, or both, relative to the
amount of exchange business.'' In¬
flation is a monetary and credit
phenomenon, pure and simple. It
has social implications. It has eco¬
nomic implications. It has politi¬
cal implications. But in and of
itself inflation is a "disproportion¬
ate and relatively sharp and sud¬
den increase in the quantity of
money or credit, or both, relative
to the amount of exchange busi¬
ness." And nothing else!
Inflation inevitably results in a

general rise in the prices of all
commodities and services, but the
higher prices and higher wages
are the result, not the cause, of
inflation.. As the NAM advertised,
"Wet Streets do not Bring Rain!"

Extent of Inflation

That an inflation of massive

proportions is under way is at¬
tested by the fact that the nation's
supply of money and credit in
1933 was about $40 billion; in 1947
it was about four times that
amount ($165.6 billion). The year
1933 is selected for comparison
because in that year the redeem-
ability in gold of United States
money was officially abandoned.
The year 1933 was one of ex¬

treme depression. Since then the
country experienced a measure of
recovery, prepared for and fought
World War - II, ' accomplished^ a

situation, but of them all, only the
first, relating to the nation's
money supply, is indicative of the
inflaton that has taken place. The
rest reflect to a greater or less ex¬
tent some of inflation's economic

consequences.

To designate these higher wages
as "social gains for labor" or the
higher cost of living as the result
of the "greediness of selfish in¬
terests" is equally incorrect. They
both reflect the increase in the

quantity of money and credit
which has taken place meanwhile.
Although some people have been
fortunate enough to have held
ineir own, or even temporarily
improved their lot, it has already
been remarked it is at the expense
of terrific hardship imposed on
other worthy people whose in¬
comes have not kept pace with the
soaring prices brought. on in in¬
flation's wake. These dislocations
if continued and intensified can

end only in eventual disaster. It
is most important that this situa¬
tion be correctly understood as a

necessary prelude to dealing with
it.

Our definition, it will be re¬

called, refers to inflation in terms
of "money or credit, or both."
Money, in addition to serving as a
mechanism for the exchange of
economic goods and services, is a
measure of value. Measurements

in their practical application to
material affairs, are necessarily
related to basic standards. Basic
standards are essential in an or¬

derly society to promote confi¬
dence and discourage fraud in the
exchange of goods and services
The establishment and policing of
basic standards is a proper and
necessary function of government
By law governments closely de¬
fine and minutely calibrate stand¬
ards of space, weight and time
These standards have been metic¬

ulously determined, clearly es

tabished, and are scrupulously
maintained.

The Standard of Value

The dollar is our standard of

value, but in the establishment
and maintenance of that standard
we have not been very successful.
In fairness it must be admitted
that by comparison with other im¬
portant nations of the world we
have to date done rather better
than most of them, but internally
our economy is now being sub¬

jected to strains arising from the

partial restoration of civilian
economy, and now faces the chal¬
lenge of undertaking another
serious defense program. It might
be interesting to look for a mo¬
ment at the scoreboard. V >. ,

While money Kwas increasing
302% during this 1933-47 period,
the so-called cost of living—the
Consumers' Price Index — rose

from 92.4 in '33 to 167.0 at the end
of '47, an increase of 80%. The
corresponding rise in the average

manufacturing industrial hourly
wage rate was from 44c to $1.28
per hour, or 191%. The wholesale
commodity price index increased
148% from 65.9 to 163.2.

During this 15-year period the
national income increased from

$39.6 billion to $202/5 billion, an
increase of 411%i

Corporations lost $400 million
in 1933 and over $5 billion in the
years 1931-33 inclusive. It was not
until toward the end of 1936 that
these losses were offset by profits
subsequently earned. Corporation
profits for 1947 were slightly over
$18 billion, of which approxi¬
mately $7 billion ($6.9 billion),
about 38%, were declared as

dividends. In 1933 corporations
declared dividends in the amount
of $2.1 billion. Corporation divi¬
dends in 1947, the amount paid to
the millions who own American-

corporate enterprise, when com¬

pared to a 1933 base established
during a period of tremendous op¬

erating losses incurred in great
sections of the country's industrial
establishments, increased only
224%. Meanwhile American in¬

dustry paid slightly more than
$122 billion in salaries and wages
in 1947, against slightly less than
$29 billion of such payments in
1933, an increase of 324%.

This welter of figures discloses' current inflationary movement
great dislocations in the economic and this is properly a reason for

genuine concern on the part of all
thoughtful people of good will. i)-
It is immediately obvious that

among the various standards gov¬
ernment undertakes to establish,
maintain and police, money, the
standard of value, occupies a

unique and peculiar place. Money
is the medium upon which gov¬
ernment itself subsists! And while
in discussions of this sort we refer
to government as an abstraction,
as a matter of fact, in concrete
reality, government is first, last
and always a group of men, some
elected and some appointed, and
all more or less conditioned in
their thoughts and actions by a

background colored inevitably by
political as well as by economic
considerations.

This introduces a very practical
factor into the situation. The

greater the part of the national
income that through taxation can
be , brought under government
control, the greater the power of
the men in government to promote -•

their own continuity in office.
This was true of kings and em¬
perors of ancient and medievsil
times; and it is just as true of
modern elected representatives Of
the people as it is of modern dic¬
tators. .There is nothing inherent¬
ly either good or bad in itself
about this. It is simply a fact, and
one that should be kept in mind
when considering the mechanics
of government.
Now throughout all history

great differences of opinion have
existed among men as to the
proper scope and the legitimate
fields of activity of government,
and about the methods by which
those in authority should be se¬
lected and continued in office.
Views on these subjects are pro¬

foundly affected by wars or
threats of wars, and the conditions
arising therefrom. These differ¬
ences of opinion exist today, and
with terrific intensity. Mankind,
with an incorruptible determina¬
tion to achieve the dignity of in¬
dividual freedom, has struggled
for centuries with the problem of
contriving a government powerful
enough to protect him, without
creating a force strong enough to
enslave him.

Our own government was con¬
ceived in the revolutionary tradi¬
tion, and that freedom of enter¬
prise, that right of the individual
to an opportunity to work out his
own destiny under the protection
of a government dedicated to jus-

continued on page 38) •
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duces. He is assured, probably for years, possibly forever, of a
higher proportion of national income than he ever before enjoyed
—a bright prospect indeed for all companies supplying the farm
market.
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"Many a Mickle"
No business ever became really big by catering only to people

in the upper income brackets. Similarly the mutual fund business
will not reach its real potential until it does a more thorough job on
the small investor; the man or woman whose income is under $5,000
a year. ■ ■■ ' ' ...«, . . , .. v

In the December issue of the "Headers Digest," there is a very
illuminating article titled, "How Is American Income Distributed?
According to this article, Americans with incomes of less than $5,00t
a year today receive the following slices of our national income:

(1) 89.8% of all wages and salaries.
(2) 83.1% of all income.from rents.
(3) 69.4% of all dividends and bond interest.

"

The article also points out that since 1917 the net income of the
"economic royalists," people with gross incomes cf $25,000 a yea- o
more, has shrunk from 6.7% of national income to 1.3%—less than
1/5 of its ratio 31 years ago. ' ! ■ . ' " :

While it may be argued that the "economic royalists" are bettei
able to save money for investment out of their incomes than th
mart with only $4,000 or $5,000 a year,This is not always true. The
upper income "bracketeer" has been hit milch harder by increasing
income taxes than the little fellow and only through sharply lowerim
his living standard can the former begin to save as much today a
he used to. On the othep hand, there are millions of thrifty, modest-
living Americans who are able to rave several hundred dollars a yea-
out of incomes under $5,000. This writer feels that it is to this
latter group, a group that can well use the services offered by
Mutual Funds, that the business should devote its efforts.

To paraphrase Lincoln. "The Lord must love the small investor;
He made so many of them."

Income Bargains
"The way some Wall Streeters are reacting to the Truman elec¬

tion reminds us of nothing so much as small school boys who had
been sure /of getting rid of last year's teacher, only to find her
in full charge when they entered the next grade. They are going
through the same self-tortures and guilt, imagining all the most
horrible ways in which Mr. Truman could 'get even' by hurting
business. . y, ...

"They seem to forget, that the United States Government, whether
Democratic or Republican, is vitally and directly concerned with
the continuation of business prosperity. For the fiscal year ended
June 30, 1948, total tax collections were $39.5 billion: $21 billion
came from individual income taxes, $10.2 billion from corporate in¬
come and profits taxes, and the balance of $8.3 billion from excise,
estate and gift, and miscellaneous taxes. Obviously, the government!
would not deliberately want or bring about any major deflation with
mass unemployment: And Truman's policies seem to be headed in the
opposite direction.

"Thus, we see no good reason to expect a marked change in
business activity and even if higher corporation taxes cut into today's
high level of earnings to some extent, we would not expect that to
reverse the upward trend of dividend payments that began in 1943
and has continued up to the present. And it is well known that
corporations have paid out a much smaller proportion of total earn¬
ings in dividends during this boom than during prior booms —

approximately 40% vs 60-65%. Industrial earnings currently cover
dividend payments by nearly two and one-half times. One likely
development in new.tax legislation will- be emphasis On larger dis¬
tribution of earnings in the form of Cash dividends,-/* . 2
:: 'Tncame-minded investors can find a. wide range and plentiful
bargain opportunities today. And we believe that in the absence of
hope for big trading profits, more and more people.,,will resign
themselves to the necessity of being satisfied with excellent income.
They vvill undoubtedly be much better off than those diehards who
scorn income and stubbornly hold onto large sums of idle cash,
waiting for a sufficiently good sign" of increasing confidence to dash
in and buy for capital appreciation. Those who buy for income will
be in a position to derive profits too if the market does go up, and
they will have had the good returns available today throughout the
period."—Quoted from Arthur Wiesenberger's "Investment Company
News."

rThe Farmer Prospers \

"The decline in prices of most agricultural products during 1948
has misled investors into thinking that the* earnings of companies
selling to the farmer will suffer. "Consequently the stocks of such
companies can be bought much cheaper than is justified by the
current situation and outlook. Actually, on any statistical ; basis,
agricultural stocks are bargains at present levels because: j

"(1) The farmer's net income—his buying power—is fariabove
prewar levels and his increased Volume of production should ade¬
quately compensate for price declines in the commodities he pro-
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"(2) The cost of farm labor is up and will also stay high so that
farm mechanization is more important, more economical, than ever
beforo. '%>; /V-V- : ■

"(3) This combination of buying power and economic necessity;
means a huge, continuing market for labor-saving agricultural
equipment. , ^ ; *

"(4) The flow of steel, which was the real limiting factor in
3roduction of farm equipment in 1948, is likely to be at least as-
.Evorable in 1949 as steel production increases. /

"Earnings of agricultural equipment makers were high in 1948
•—averaging 21% on present prices for their stocks. The prospect is
for greater production, continued high earnings in 1949."—From a
folder prepared by Distributors Group, Inc.

/ - . A Manhattan Bond Fund Reports

Earnings of $1,349,972 from bond interest income were reported
by Manhattan Bond Fund, Inc. for its fiscal year ended Oct. 31,
1948. These earnings were all paid out as dividends to the 16,927
shareholders in this mutual investment company, which is limited in
its investments to bonds. The Fund also reported $380,545 Of net
profits on security transactions, likewise distributed to shareholders.

Assets at the 1948 year-end were $28,952,838, an increase of
$2,446,380 during the year, and an all .time year-end high. From
Oct. 31, 1947 to Oct. 31, 1948, net assets per share increased from
$7.'30 to $7.35." Eight bond issues were eliminated; or called for.
redemption, and skven new holdings added to the portfolio.

Commenting on the investment outlook;:Hugh W. Long, Presi¬
dent of Manhatan Bond Fund, states that while there is a prospect
of continued good general business, it is probable that the earnings
of corporations will be somewhat lower in 1949 than in 1948.
"Corporate taxes are likely to be increased," he states," "to provide
revenues for an enlarged Federal budget." " . *

"Fortunately for the investor in bonds," Mr. Long adds, "bond
interest is deducted from corporate earnings before Federal taxes,
so that the ability of corporations to meet interest on debt will not
be impaired by a higher corporate tax rate." L ;

'

/ Assets of Affiliated Double in One Year
' - Affiliated Fund, Inc. a Lord, Abbett investing company, in its
report for the fiscal year ended Oct. 31, 1948 shows that investable
assets, net assets, and shares of capital stock outstanding were double
the amounts Reported a year ago.

Net income for the year aggregated $2,402,770, against $1,010,851
a year earlier. Investable assets of $78,884,211 on Oct. 31 of this year
compare with $39,140,071 at the end of October last year. Net assets
were $60,884,211 on Oct. 31, 1948, versus $30,140,071 at the end of the
1947 fiscal year. There were 14,869,721 shares of capital stock out¬
standing, against 7,510,640 shares, and the number of shareholders
rose to 33,422 from 19,491. Net asset value per share was $4.09 at
the end of the latest period, as compared with a net asset value of
$4.01 per share at Oct. 31, 1947. " . . „ . . .

H. I. Prankard, 2nd, President in a letter to stockholders said:
"With minor exceptions, we are continuing to confine our in¬

vestments to securities of companies which, in our judgment, are
in an excellent financial condition. Such companies are in: a

position to participate fully in the large volume of business which
is now being done and, at the same time, they are able to pay fair
dividends to their stockholders. Rising costs and resultant higher-
valued inventories are not proving to be a deterrent to expansion
for such companies, and even in today's markets they are able-to
raise additional capital when it is to their advantage to do so." : /

RUSSELL BERG FUND
; • inc.;
Capital Stock

Prospectus on Request }
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'

i

Russell, Berg & Company
Investment Counsel

75 Federal Street, Boston
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Herbert McHenry With
Shields Go. on Coast
LOS ANGELES,- CALIF.—

Shields & Co. announce that .Her¬
bert T. McHenry has become as¬
sociated with the firm's Lios An¬
geles office, 210 West 7th Street,
in charge of the institutional in¬
vestment department and will
cover the entire west coast. This
is a position which Mr. McHenry
formerly occupied with Salomon
Bros. & Hutzler.

With Bache & Co.
(Special to The Financial ChkonicleI

MIAMI BEACH, FLA. —Ber¬
nard C. Baum is now with Bache
& Co., 2809 Collins Avenue.

Mnndo, Whiting, et al.,
Join Lyman Phillips

•. *

(Special to The Financial Chhonicle)

BOSTON, MASS.—E. W. Mundo,
Wayne O. Whiting, Charles E.
Connor, Herbert L. Dorrance and
Arthur H. Sanborn have become

associated with Lyman W. Phil¬
lips & Co., 201 Devonshire Street.
All were formerly associated with
Carver & Co. of which M*\ Mundo
and Mr. Whiting were officers.

—mhb—m * 1

With W. E. Bell & Co.
. . (Special to. The Financial Chronicle)

LINCOLN, NEB.—Laura L.
Graybill is with W. E. Bell & Co.,
Federal Securities Bldg.
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James E. Webb

The Federal Budget Outlook and
Federal-State Fiscal Coordination

.By JAMES E. WEBB* ;

Director of the Bureau of the Budget -

Pointing out mounting Federal fiscal requirements on all sides which will make Federal budget in 1950
: greater than 1949, Budget Director foresees both Federal Government and many states facing deficits. J
Outlines policy of Federal grants-in-aid to the sta'es and calls for separation of Federal and state tax

sources, and greater degree of fiscal coordi iation of states with Federal Government.
. I appreciate very much this opportunity to discuss fiscal problems With your assem¬
bly. Meetings such as this dramatize the faM that our American system of government
consists of "multiple governments for a single nation.". In our Federal, state, and local
governments, v " ' ! .
we are all en-

gaged in a
common en¬

terprise of

p r 0 v i d i n g
services. The

finances of all
our govern¬
mental units
are closely
interrelated.
We need to
give common

thought — a

great deal of
thought—to
the real mean¬

ing of those
relationships. Such conferences as

this afford a fine opportunity for
the exchange of ideas.
'

Over the years governmental
leaders have discussed methods of

achieving fiscal coordination be¬
tween the states and the Federal
Government— especially tax co¬
ordination. Yet today the problem
still outruns the solution. In part,
of course, today's great need stems
from the rapid tempo of govern¬
mental change in recent years, tbe
new responsibilities which gov¬
ernment must carry. But in part
also, I believe, it stems from the
l'act that our efforts to achieve
coordination have had no firm
foundation of clearly understood
purposes and objectives. As we

attempt to correlate Federal, state,
and Mocal government finances,
what values should we seek to

protect? What purposes should
we serve? Thorough study and
discussion of fundamentals is es¬

sential if we are to choose wisely
among alternative methods for
dealing with the complex prob¬
lems involved.
' For a moment, I should like to
review quickly the current major
problems of Federal-state-local
fiscal relations,* and then discuss
in some detail the role and signifi¬
cance of Federal grants-in-aid to
the states.

- Federal Budgetary Outlook

First, however, I think you may
be interested in a brief reference
to the Federal budetary outlook.
This may be of some help as back¬
ground for your discussions of fis¬
cal coordination.

Sixty years ago, the total of
state and local government ex¬

penditures was $560 million, while
the Federal Government spent
little more than half as much, $318
milliop. For the fiscal year 1949,
Federal Government expenditures
are estimated at $42 billion—

nearly three times the total esti¬
mated for all state and local gov¬
ernments.

That reversal of relationships
summarizes a great deal of history
—a history dominated by three
wars and a severe depression.
These three wars involved in¬

creasingly greater national exer¬
tions and each one added to our

governmental obligations. Expen¬
ditures in this year's Budget for
war-related items and our efforts
to achieve national security and
peace take 81 cents out of every
Federal dollar spent. The depres¬
sion was accompanied by wide¬
spread human suffering, which the
Federal and state governments

*An address by Director Webl
before the Ninth Biennial Genera

Assembly of the States, Detroit
Mich., Dec. 2, 1948.

were called upon to alleviate and,
in future, take steps to avoid. So¬
cial and economic programs now

bulk large in the state budgets as
well as the Federal Budget.
In the Federal Budget,' as in the

state budgets," many , important
programs have a heavy expendi¬
ture impact year after year. There
is a very limited range of discre¬
tion which can be exercised by
either the President or the Con¬

gress as to the total size of the
Federal Budget in any one year.
The hard and inescapable fact is
that our Federal Budget is large
and is most difficult to reduce be¬
cause bur commitments are large.

Estimated Federal expenditures
this year for national 'defense are

$12.1 billion. That is 29% of the
Budget total. Expenditures for in¬
ternational programs, including
the European Recovery Program
amount to $7 billion,'or 17%. In¬
terest on the public debt taker
$5.3 billion, and tax refunds, $2.f
billion— together 19% of the
Budget. Veterans' services anr"
benefits reauire' another $6.8 bil¬
lion, or 16%.
These five programs account fee

$34 billion, or 81% of the total
Federal Budget for the fiscal year
1949. All remaining activities and
programs are estimated to cost.
$8.2 billion. This $8.2 billion in-,
eludes nearly $2 billion, in grants
to states. It includes the atomic

energy program, the postal deficit,
the farm program, the housing
program and many others.
When we look ahead to fiscal

year 1950,' we find mounting re¬

quirements on almost every side.
Although tax refunds and expen¬
ditures for veterans' programs will
be reduced, increased expendi¬
tures are almost certain for na¬

tional defense, the European Re¬
covery Program, interest on the
public debt, ?nd other programs
The President has taken firm and

repeated action to hold the 195C
Budget to a minimum, but even sc
the outlook for the Federal Budget
in fiscal year 1950 is for some in¬
crease over 1949. This means that
under present tax laws we face
the possibility of a deficit at a
time when a surplus is needed to
help curb inflationary pressures,
reduce the public debt, and pro¬
vide some reserve against the un¬

predictable hazards of a world
not yet at peace.

Federal Grants to States

Federal grants to state and local
governments constitute one of the
segments of the Federal Budgel
in which there is little possibility
of adjustment in any one fisca"
year. Of the $42 billion for fiscal
year 1949, $1.9 billion, or nearl}
5%, is for these grants-in-aid
From the point of view of Federal
budgeting, nearly all of this is ?
fixed commitment. Almost $1 bil¬
lion is required to match state ex¬
penditures for public assistance
More than $400 million of the
Federal grants is for highways
$130 million is for the administra¬
tion of the unemployment com¬

pensation system and public em¬
ployment offices, and $75 millior
's for school lunches.
These four programs represent

more than four-fifths of all Fed¬
eral expenditures for grants of
states. The other one-fifth is
spread among soime 30 differed
grant programs. Commitment
previously made will require

'larger expenditures for several of
these programs in fiscal year 1950.
This, is true, for example, of pub¬
lic assistance and of airport and
hospital construction — programs
for- which the Congress has pre¬

viously, by law,, assured the states
Jthat they may make their commit¬
ments with a firm expectation of
Federal financial aid. ; .

; With this background on the
Federal Budget, let us turn to the
general subject of Fedefal-state-
;local fiscal relations.
I In considering these relations
we need to talk in terms of gov¬
ernment at all levels as a com¬

posite instrumentality for doing
those things which the Nation and
the community require. At the
same time, we must recognize that
the genius of our Federal-state
system is the fact that it permits
us to work toward broad, funda¬
mental national goals of public
service without submerging or

overriding the more specific goals
of particular states, local com¬

munities, or individuals. Here in
America our pattern of govern¬
mental organization allows scope
for innovation, experimentation,
;and local.differences in emphasis
upon particular services. -

'

Fiscal Coordination

In Federal-state fiscal affairs,
four major problems call for joint
consideration. I shall identify
them briefly, but discuss only one.

The first problem is how to
make sure that the fiscal politics
of the Federal Government and
the state and local governments
do Mot offset each -other but,
where y possible, reinforce * one
another. Apparently , the key to
the solution of this problem is
agreement upon objectives. Given
that agreement, a willingness to
work out the methods follows
without too much difficulty.
\ The second major problem is
how to manage the concentration

of Federal activities and property
in certain areas so that dispropor¬
tionate burdens on particular
communities will be avoided. This
is another subject requiring
agreement on objectives and
methods.

The third fiscal * problem in¬
volves the question of reducing or

eliminating tax competition and
conflicts between the states and
the Federal Government. Much of
the discussion and study, which
has extended Over many years,
has been in terms of how to shift
revenues from one level of gov¬
ernment to another — what the
Federal Government might give
up to the states, and vice versa.

. Perhaps too little attention has
been given to this subject from
the pdint of view of the taxpayer.
From his point of view, the Cen¬
tral question would be, "How can
government minimize the burdens
of accounting, reporting, and liti¬
gation, as well as the actual taxes,
which the taxpayer must bear?"
The taxpayer might also ask:

"How can government minimize
the effects of interstate differ¬
ences in tax rates upon the com¬

petitive position of business en¬
terprises?" Such questions might
make a difference in the practical
conclusions on tax coordination.
For example, a study of taxpayers'
costs might support the use of a
few interrelated taxes in prefer¬
ence to a diversity of separate tax
sources. Whatever the findings,
however, it is clear that the prob¬
lem requires a comprehensive ap¬
proach.

;' The fourth major fiscal problem
is how to reduce the inequalities
which are bound to occur between
the needs of the people of a* state
for governmental services, on the
one hand, and the ability of that
state to finance those services on

the other. Some states can support
a high standard of public services
with a low tax rate; others have
to skimp on services despite high
tax rates. Such differences are

substantial — not merely among
the states, but also among local
units within the states. "

States have met this problem
to a considerable extent by as¬

suming full responsibility for
some functions which might
otherwise be administered and
financed by local governments. To
an even greater extent, however,
states have met this problem by
turning over some of their tax
collections to local governments,
either by giving them a specific
share of the yield of designated,
taxes or by furnishing grants-in-

aid to help finance specified serv¬
ices.
The four fiscal problems I have

listed are closely interrelated. For
example, any measures to reduce
tax overlapping should take ac¬

count of inequalities among the
states, in the ratio of taxable re¬

sources to the needs for govern¬
mental services. The range of
these disparities might actually
increase if distinct and separate
revenue sources were reserved to
the states and to the Federal Gov¬
ernment. In other words, Federal
Government withdrawal from
selected taxes would benefit some
states more than it would others
—some a great deal more — and
the benefits might bear no rela¬
tionship to the needs.
Coordination of taxes through

credits and deductions—sUch as

the deduction of state income
taxes and local property taxes
from the base for the Federal in¬
come tax—also has a bearing on

interstate inequalities. The effect
of tax credits is to divert revenue
from the Federal Treasury to
state and local treasuries—with¬
out reflection ih the Federal
Budget. The result is a reduction,
in the competitive effect of inter¬
state differences in tax rates
which serves as a unifying influ¬
ence upon the tax system of the
Nation. From the point of view
of the taxpayer, tax credits may
be preferable to a complete segre¬
gation of the tax sources for each
level of government. However,
tax credits cannot eliminate inter¬
state inequalities in taxable re¬
sources. As long as substantial in¬
equalities remain, there will be
pressure for the Federal Govern¬
ment either to take full responsi¬
bility for additional public serv¬
ices or to make grants to the
states.

Of these alternatives, the grant,
has the merit of being a partner¬
ship device. When properly em¬
ployed, it stands midway between
direct. Federal operation with
complete Federal financing, at one*"
extreme, and complete state (or
state and local) financing and op¬

eration, at the other. As a cooper¬
ative device, the grant helps to
preserve the vitality of our Fed¬
eral-state system of government.

An Instrument of State and
. National Policy

The Federal grant is an instru¬
ment of both state and natiQnal
policy.
As an instrument of national

policy, it makes it possible: (1)
to support throughout the Nation

(Continued on page 39)
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We Need Overall Policy
01 Greater Productivity
By DR. JULIUS HIRSCH*

Dr. Hirsch declares we should cease statistical bickering about
measuring productivity and instead follow private and public policy
of increasing output per labor and machine hour. Calls for appoint¬

ment of Federal "Productivity Expediter."
- The great advantage of the U. S. economy and our economic
superiority over all other countries is based on greater productivity
of our work, measured by the performance in an average labor hour
(of man and machine). During the last two generations the average

output in our^
whole econ¬

omy, if meas¬
ured in units,
increased by
almost 2%
every year.
This means

that our stand¬

ard of living
rose 100% in
each genera¬

tion, i.e., every
30 years.

This hap¬
pened so that
in a part of
our nation's
work produc¬

tivity increased very little, if any,
as e.g., in government work and
in most of distribution. In other

parts it increased by leaps and
bounds, as in electricity, chemis¬
try, mining and in modern agri¬
culture. Before the war our man¬

ufacturing industries were the
pride of progress in productivity.
The normal progress was 3% a

year and in many of them much
more.

A double enigma arises after
the war: More than ever we need
a higher output per labor hour of
machine and man, because this is
the only way which can make
ibage and profit increases possible
without price increases. However,
nobody seems to know exactly
whether our productivity increases
at all.

We are now spending 10% of
our gross national product (12 to

Julius Hirsch

*Excerpts from an address by
Dr. Hirsch at New School for So¬
cial Research, New York City,
Dec. 6, 1948.

13 out of every 100 dollars of our
national income) for defense and
foreign aid. For this we pay

wages and dividends— but we

don't produce commodities for
these dollars. From this originates
a new kind of "inflationary gap"
of about 10% of our gross national
production. To close this gap by
more production, Mr. Bernard M.
Baruch proposed early in 1947
that we prolong the working hours
in the week by 10%. Nobody else
risked to make a proposal for that
in Congress or in any responsible
place.
We can, however, obtain the

same, or more, if we increase our
national productivity in the labor
and machine hour. Calculation
based on our "gross national prod¬
uct" proves that the average of
our production per man and ma¬
chine hour has been advancing at
a rate of about 3% since 1946.
Therefore the practical action in
this most decisive field of eco¬

nomic development should be
this:

We should put an end to statis¬
tical bickering about "methods"
of measuring productivity and
instead, start a private and pub¬
lic policy of increasing output per
labor and machine hour so as to

over-compensate for the "infla¬
tionary defense gap" by sharply
increased production.

Discussions about how to meas¬

ure productivity have availed lit¬
tle. Many people, when talking
about "labor productivity," think
only about "laborer's productiv¬

ity." Our enormous performance
in the past, however, was that of
more and much better machinery,

organization and engineer.!ng
skill.

The discussions between the va¬

rious agencies about the problem
of whether there has been an im¬
provement of productivity at all
since the war began yield strange
contradictions. One department
estimates that in our agriculture,
the volume of output per em¬

ployed person from 1939 to 1946
rose by about 46%, another says
this was only by 25.2%. The esti¬
mates of the industrialists who

reported to the Conference Board
some months ago show higher fig¬
ures of increased productivity
than those which are reported of¬
ficially up to now.

The following facts, however,
should be sufficient to prove that
this nation gets more out of an
hour of man and machine today
than before the war:

Measured in the purchasing
power of 1939, our gross national
product for the first half of 1948
had increased by almost 60%, ac¬

cording to Mr. Leon Keyserling,
Vice-Chairman of the President's
Council of Economic Advisers.
Since that time that figure has
increased by perhaps 2% more.
We employ one-third people more
than in 1939 at approximately the
same labor hours. If there would
have been no increase of effi¬

ciency, the production would have
been one-third more. It is almost
double. In the average of the
nine years we must have achieved
an improvement of more than 3%
per year in the average.

As our wage and profit in¬
creases seem to claim more than

3% a year additionally, we must
have a greater increase in pro¬

ductivity. ./

All kinds of incentives should
be tried for progressive labor and
management, including public
acknowledgment of good achieve¬
ments, to push productivity for¬
ward and to get higher and higher
performance out of the labor hour;
of man, machine and management.
To remove the handicaps in ob¬

serving real performances, and
quite especially to promote all
means of greater productivity, one
of our elder statesmen with great¬

est economic reputation should be

appointed the Nation's Productiv¬

ity Expediter.
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News About Banks
CONSOLIDATIONS

NEW BRANCHES •

NEW OFFICERS, ETC.
REVISED

CAPITALIZATIONS

and Bankers

John E. Bierwirth, President,
The New York Trust Company,
at 100 Broadway, New York, an¬
nounced on Dec. 6 the following
promotions and appointments:
Stockton Green, Assistant Secre¬
tary and Alfred S. Olmstead,. Jr.,
Assistant Treasurer were pro¬
moted to Assistant Vice-Presi¬
dents; Raymond F. Adams and
John F. Garde, Jr. were appointed
Assistant Treasurers; Charles C.
Hawley was appointed Assistant
Secretary.

In view of the disturbed condi¬
tions and curtailment of business
in North China, the Tientsin
Branch of The National City Bank
of New York suspended operations
at the close of business on Dec. 4.
Accounts remaining on the branch
books on that date are * being
transferred to the National City's
Shanghai Branch, an announce¬
ment from the bank stated.

* * *

The New York agency at 67
Wall Street of The Standard Bank
of South Africa Ltd. announced on
Dec. 3 the receipt of the following
advices from the bank's head of¬
fice in London: J

"Ralph Gibson has been ap¬
pointed a director of this bank.
Mr. Gibson, who at one time was
the bank's agent in New York, re¬
tired recently from his position of
Head Office, London, Manager
which he had occupied since 1936.
Charles Reginald Hill has been
appointed to succeed Mr. Gibson
as London Manager." *

it % • *

•; In order to improve its service
to importers, exporters, and others
engaged in international trade,
County State Bank, Corvallis, will
York has instituted the "geograph¬
ical desk"'system in its Interna¬
tional Division, it is announced by
Arthur S. Kleeman, President.
Under the new system, says the
announcement, the map of the
world has been divided into a

number of geographical areas,
each of which is considered as a

trade and economic unit. An ex¬

perienced member of the Inter¬
national Division staff has been

placed in charge of the "desk" for
each unit, with the responsibility
of maintaining up-to-date files of
economic and trade information
on that are. "Institution of the

'geographical desk' system," Mr.
Kleeman said, "is another step in
Colonial's program of intimate
banking for international trade,"
The "geographical desk" program
will be directed by Harold R.
Stein, Assistant Manager, of the
International Division, under the
general supervision of Mario Diez,
Vice-President in charge of the
International Division.

* * *

-Albert R. Plant, Chairman of
the board of the Providence Na¬
tional Bank of Providence, R. I.,
was recently honored by officers
of the banking institutions of the
State on the completion by him of
60 years in the banking profes¬
sion. The Providence "Journal"
in reporting the honors accorded
Mr. Plant on Nov. 15 said in part:

"Recognition of his long active
service featured the second an¬

nual officers' dinner of the Rhode
Island Bankers Association at the
Sheraton-Biltmore Hotel, attended
by 260 officers of banks through¬
out the state. The regard with
which the honored guest is held
by the banking fraternity was ex¬

pressed in a scroll presented to
him on behalf of the group by
Henry L. Wilcox, President of the
National Bank of Commerce and
Trust Co., himself a 58-year mem¬
ber of the R. I. banking profes¬
sion."

t

Further recognition of the an¬

niversary, said the "Journal," took
place on Nov. 16 at the Providence
National Bank where a reception
was held. Mr. Plant's many friends
were invited. That was followed
by a dinner at the Hope Club,
attended by the 35 officers and
directors of Providence National
Bank.

if * Si

Aside from his duties at the

bank, Mr. Plant has participated
in many business and civil activi¬
ties. According to the "Journal"
he was identified with the Amer¬
ican Institute of Banking in its
early years and has served as

President of the R. I. Bankers As¬

sociation, the Corporate Fiduci-*
aries Association of Rhode Island,
the PTovidence Chamber of Com¬

merce, and the Providence Clear¬
ing House Association, etc.

* ,, * *

The Amwell National Bank of

Lambertville, N. J., capital (com¬
mon) $150,000, was placed in vol¬
untary liquidation, effective Nov.
16, having been absorbed by the
Hunterdon County National Bank
of Flemington, N. J.

* * *

William B. M. Rawstorne, As¬
sistant Secretary of the Mellon
National Bank & Trust Co. of

Pittsburgh, died suddenly on Nov.
29. He was 40 years of age. Fol¬
lowing his graduation from Brown.
University in 1929, Mr. Rawstorne,
said the Pittsburgh "Post-Ga¬
zette," became associated with the
Union Trust Co., and in 1946 he
was appointed Assistant Secretary
of the bank.

if s$t #

The directors and officers of the
First National Bank and Trust

Company of Bethlehem, Pa., an¬

nounce the* death on Nov. 21 of
their Executive Vice-President

Raymond R. Strausburg.
* if *

Effective Dec. 1 The Central
Trust Company of Charleston, W.
Va., merged with the Kanawha
Valley Bank of that city. The an¬
nouncement states that all busi¬

ness formerly carried on by the
trust company will be continued
as a separate department under
the name of the Kanawha Valley
Bank. The latter, in operation
since 1867, is the oldest financial
institution in Charleston. It has

a capital of $1,500,000 and surplus
of $2,500,000. Plans for the mer¬

ger were referred to in our Nov.
4 issue, page 1873.

if % if

As of Dec. 1 the Bankers Trust
Company of Detroit and the Equit¬
able Trust Company of that city
announced the consolidation of
the two organizations into the
Bankers-Equitable Trust- Com¬
pany. Reporting the proposed
union of the two companies in its
issue of Nov. 30, the Detroit "Free
Press" said:

"The new firm will continue
administration of the trusts han¬
dled by each of the companies and
virtually all officers and em¬

ployees of the two companies will
be carried over under the con¬

solidation."
Otto G. Wisner, who was Pres¬

ident of the Bankers Trust Com¬

pany, is Chairman of the board
of the consolidated institution, of
which Oliver D. Marcks is Presi¬

dent; Mr. Marcks had been Pres¬
ident of the Equitable Trust. An
item bearing on the plans for the
consolidation appeared in our is¬
sue of Sept. 30, page 1329.

if if if

The American National Bank &

Trust Co. of Eau Claire, Wis., has
increased its capital from $175,000
to $250,000. Part of the increase
was brought about by a stock
dividend of $50,000, while the fur-

(Continued on page 29)
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LETTER TO THE EDITOR:

Takes Issue with

t;.

on
Philip McKenna writes "Chronicle" restoration of3.gold standard is
not merely a moral issue, but one that affects economic freedom and
mdividual responsibility. Warns managed and politically controlled

currency wiH cause us to drift the way of England.

Editor, The Commercial and Financial Chronicle:' v' " -" y , ~;
An article entitled "The Gold Controversy" by Ferdinand G.

Smola appears in the "Commercial & Financial Chronicle" of Nov. 18,
1948, which because it decries the importance of gold as a standard
of value and sees no moral purpose in the gold standard requires our

Philip M. McKenna

consideration.

In the same

issue of the

"Chronicle" is
a much longer
article by Pro-
f e s s o r Roy
Garis entitled
"Fort Knox

Gold Not
W o r thless,"
which shows
the result of
much study,
with citations

of 22 ,refer¬
ences, inwhich
the author

agrees with
Professor Spahr that today we
do not have a "gold standard cur¬

rency" but instead we have "a
highly restricted international
gold bullion standard and a do¬
mestic currency that is irredeem¬
able insofar as gold is concerned."
But as Prof. Garis' article and ref¬
erences are overwhelmingly in
favor of the gold coin standard of
money and expose the dangers in
continuing the present experiment
with irredeemable paper money I
shall not discuss it, rather turning
to examine the point of view ex¬

pressed by Mr. Smola which criti¬
cizes those "who clamor for free

gold coinage," if indeed the meas¬
ured words of the 76 distinguished
economists of the Economists Na¬
tional Committee On Monetary
Policy headed by Dr. Spahr, and
the statesmanlike speeches of Con¬
gressman Howard Buffett and the
solemn utterances of deep think¬
ing men of great experience in
business may be dismissed as
"clamor" by Mr. Smola.
Mr. Smola takes the position

that the gold standard involves no
moral issue. It seems to me that
it lies at the basis of our American

theory that the individual is the
source of all proper power and
responsibility. Does Mr. Smola
think that the breaking of con¬
tracts and solemn agreements, as
occurred when the unambiguous
and clear promise to redeem our

gold notes and bonds in gold coin
of "the present standard of weight
and fineness" was repudiated in
1934 is not a moral issue as well

as an economic one? If the break¬
ing of promises is condoned in one
instance may it not be reasonable
to expect it may be broken in
more and more instances until

finally mankind is deprived of the
great economic advantages ac¬

cruing from the ability to trust
one another? Mr. Smola says, "As
far back as history records the
story of gold is not a pretty one
. . . gold has been the reason for
much strife and bloodshed." If

Mr. Smola regards the.history of
irredeemable paper money as a

prettier one, does he prefer the
times of the assignat inflation in
France from 1790 to 1796 where

political theorists had the man¬

agement of paper money and also
of those corollaries, price fixing
and wage control in the Law Of
The Maximum? Or does he prefer
Dr. Schacht's managed curren¬
cies of various kinds under the
3d Reich? Does he think the
widow poring over a form letter
in 1939, asking her to put her small
savings into bonds to be repaid in
1949 is a pretty picture when she
is 10 years older and finds her

meagre principal buys only one

third as much? Is it a prettier
picture to see grasping, shrewd
men speculating by borrowing to
acquire real assets with the assur¬
ance that repayment will be made
by them in currency worth a third
as much? Is it a prettier picture
to see men toil, relying ; upori
small savings, insurance or pen--
sions which any economist would
have told them were bound, to
deteriorate if not to be repaid in
gold redeemable money?
But to return to the more se*

rious part of Mr. Smola's article
where he says "From the smallest
to the largest industry, wealth is
not represented by the material
goods, but by the kinetic function
which guarantees a general high
living standard to great masses of
people." He refers later to the
Ford fortune and doubtless has in.
mind the thousands of industries
founded chiefly during the 100 or
more years prior to 1934 when the
gold standard was in effect in
the U. S. A. so that money was

safely advanced and earnings re¬

tained by the successful enterprise
with the 'result that better plant
and tools were made available.
I do not know exactly what is

meant by "the kinetic function,"
being myself fonly a physical
chemist, metallurgist and a Fellow
Of The American Association For
Advancement of Science and not
accustomed to throwing such terms
around loosely. If Mr. Smola
means that the observed fact is
that people will strive mightily
when given a chance by being
paid in real money I agree with
him! The "kinetic function"
seemed to come to life somewhat
in Germany recently in the area
where American authorities estab¬

lished a currency upon which
somewhat more dependence could
be placed by workers. How much
more would the world come to

life again, economically and fi¬
nancially, when that soundest of
all currency, gold redeemable
money becomes available to every¬
one who works for it? If we want
to restore and preserve that energy
characteristic of American indus¬

try during the period of more than
a century when the gold standard
prevailed let's restore gold re¬
deemable currency to the citizens
of the U. S. A. again before we
lose our habits of working hard
and of being thrifty. Or is the
value in the kinetic function so

poorly regarded that stock market
prices go down to yield as high
as 10% on current dividend rates
and the shares sell in many in¬
stances for so little as 3V2 times
annual earnings because so few
people, in view of the present
prospects for managed currency
and its concomitant control of in¬
dustry and commerce, prefer to
spend their money in other ways
than buying these shares for hope
of future gain in irredeemable but
taxable paper money?
That Mr. Smola and many tak¬

ing the same position do not take
alarm promptly when principles
are violated and there is a threat
to the measure of value is natural.
It is explained in an article en¬

titled "Personality Under Social

Catastrophe" being a report of 90
life histories of the Nazi Revolu¬

tion in Chapter 25 by G. W. All-
port, J. S. Bruner and E. M. Jan-

dorf in "Personality In Nature,

Society and Culture," edited by
•Clyde Kluckhorn; and Henry A.
Murray (Alfred A. Knopf Inc.)
(1948, $4.50). In it-the date of
recognizing the threat of National
•Socialism to their own lives was

quite delayed. Of the 48 German
cases for which the information
Was recorded 29% first showed
their recognition of the threat in
1933 when the revolution was al¬

ready upon them. An* additional
15% of the cases did not recognize
the threat until 1935 or after. Of
the 12 Austrian cases reporting 7
did not recognize the threat until
1938. A German visiting Vienna
in 1937 records his impressions as
follows: "People were living there
.in oblivion and quite unconcerned.
They Ridiculed anyone who even

suggested similarities between
German and Austrian develop¬
ments." One subject writes: "This
sort of. attitude found its extreme

expression in one of my relatives
who reacted to all new decrees,
irrespective of their content, stoi¬
callywith the same sentence, which
was .designed to calm him and
others: 'They'll make exceptions,
yes, . they'll make exceptions'."
Again a Jewish woman quotes her
husband's reaction to her fears for
their safety, 'You're a child.' said
he, as he made himself comforta¬
ble in his luxurious bed, 'You
mustn't take everything so se¬

riously. Hitler used the Jews very
skillfully as propaganda to gain
powers Now that his goal has
been achieved you'll hear nothing
more about the Jews'." Other sub¬
jects of this analysis are:

',;"(!) IntervalVof time between
recognition'• of danger and first
thought of emigration. Sixty-three
percent waited for two or more

years after Hitler's successful con¬
quest before considering emigra¬
tion as an adjustment to the situa¬
tion. 'f ■ . ' . v '■ •• ' ' " / '

"(2) Intensity of shock required
to bring abodt realization of ca¬

tastrophe./Sixty-five percent did
not admit defeat until 1934 or

after and 39% did not give up

psychologically until 1938 or 1939."
With all of us becoming cog¬

nizant of the dangers, inherent in
irredeemable money, to our way
of life, at one stage or another,
there is a point at which we be¬
come alarmed and another point
at which we will do something
effective about it. Many of us,

including myself as well as Dr.
Smola, would like to rationalize
our way out of reality by fine
sounding phrases and lull our¬
selves into a happier state by re¬
course to sophistry. Voltaire was
one of those who in 1769 writing
on "money" expressed the thought
that perhaps no mismanagement
of it could run a country, inas¬
much as France had suffered for
60 years at the hands of monetary
quacks and perhaps so long as
fields were fertile and production
went on it didn'tmatter verymuch
what economic heresies were per¬
petrated by the Bourbons and
their harassed heads of the Treas¬
uries. It was fashionable to en¬

tertain forward looking theorists
in the salons of the upper class in
the 20 years preceding the French
Revolution. The violence resulting
from the use of false theories par¬

ticularly of money and economics
was tragic. Mr. Smola uses chemi¬
cal terms in the explanation of
his views and it might be interest¬
ing to him to note that Lavoisier,
the co-discoverer of oxygen, was
in the Assembly and spoke against
the issues of assignats, saying that
the price of shoes would be tri¬
pled and even six times as high
if the present policy was con¬

tinued. Dupont spoke against the
assignat inflation. Lavoisier was

be-headed, surely a loss to France,
and Dupont escaped to Delaware
where his son afterwards startecj,
a powder works. No, we invite
Mr.,Smola to cease rationalizing
and to recognize that the "kinetic
value" of which he speaks depends
upon economic freedom and re¬

sponsibility and that the main re¬

quirement for these is a gold coin
standard of money under consti¬
tutional government. Whether
Americans will dirft the way of
England before we wake up to the
danger of politically controlled
irredeemable currency and man¬

aged money to the very lives of
each of us depends upon our intel¬
ligence and information.

Incidentally, as to the value of
that element No. 79 in the periodic
table which is not fissionable and
seems uninteresting to Mr. Smola,
the world does not share his

opinion that it is unimportant. I
have noted that in many chemical
operations, especially in the han¬
dling of fluorides, it is uniquely
good. Its chief interest, as a stand¬

ard of value, is well founded, But:
if it is so inert and harmless, why
are American citizens prohibited
from owning it? ; '

PHILIP McKENNA,
President.

Nov. 20, 1948
Kennametal, Inc.
Latrobe, Pa.

Nathaniel Greene With
First Guardian Sees.
The First Guardian Securities

Corporation, 20 Pine Street, New
York City, announces' that

Nathaniel S. Greene .

Nathaniel S. Greene is now asso¬

ciated with the firm* Mr. Greene
was previously with Auerbach,
Pollak & Richardson as manager
of the unlisted trading depart¬
ment and prior thereto was with
Simons, Linburn & Co.

Seeley & Lindley to Admit
. Seeley & Lindley, 61 Broadway,
New York City, members of the
New York Stock Exchange, will
admit Roderic G. Collins to part¬
nership on Dec. 10, on which date
Ddniel Allen Lindley, general
partner, will become a limited
partner in the firm: Mr. Collins,
a member of the Exchange, has
been active as an individual floor
broker, f ' •

Salomon Bros. & Hutzler
BOSTON, MASS. — Ralph A.

Curran, manager of the local of¬
fice of Salomon Bros. & Hutzler,
75 Federal Street, will be ad¬
mitted to partnership in the firm
on Jan. 1.

This advertisement is neither an offer to sell, nor a solicitation of an offer to buy any of these securities.
The offering is made only by the Prospectus.

NEW ISSUE

30,000 Shares

The Potomac Edison Company
4.70% Cumulative Preferred Stock, Series B

(Par Value $100 Per Share)

Price $100 per Share and accrued dividend

Copies of the Prospectus may be obtained in any State only from such
of the undersigned as are registered dealers in securities in such State.
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Alex. Brown & Sons

W. E. Hutton & Co.

Laird, Bissell & Meeds

W. C. Langley & Co.
Stone & Webster Securities Corporation

Hemphill, Noyes & Co. Hornblower & Weeks
R. L. Day & Co. Baker, Watts & Co.

Mackuhin, Legg & Company

Moore, Leonard & Lynch Maynard H. Murch & Co. Stein Bros. & Boyce
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Securities Salesman'sCorner
By JOHN BUTTON

The other evening I picked up a little book that was published
in 1946 by the Reader's Digest Association entitled "Getting the Most
Out of Life." It is a collection of inspirational ideas! that I have found
Continuously helpful and enjoyable after many readings. One of the

. articles entitled "How to Live On Twenty-Four Hours a,Day" was
written by the prolific Arnold Bennett. I wish I had the space here
to requote the whole article—there is enough material-in it for fifty
Securities Salesman's Corners. V ^

Listen to this. "People Say: 'One can't help one's thoughts.'
f

But one can. The control of the thinking machine is perfectly pos¬
sible. And since nothing ever happens to us outside our- own brain,
the supreme importance of being able to control what goes on in that
mysterious sphere is patent. For, without the power to. concentrate—
that is to say, without the power to dictate to the brain its task and
to .insure obedience—true life is impossible. Mind control is the first
element of a full existence."

"By the regular practice of concentration (as to which there is
no secret save perseverance) you can tyrannize over your mind
every hour of the day, and in no matter what place." Now you aref

saying to yourself: "This fellow has begun to interest me. But-what
he says about thinking is not for me. It may be well enough for some
folks but it isn't in my line." ' •

■4 And he goes on. . . . "It IS for you, I passionately repeat. Indeed
you are the very man I am aiming at. Throw away the suggestion
and you throw away the most precious suggestion that was ever of¬
fered to you. Try it. Get your mind in hand. And see how the proc¬
ess cures half the evils of life—especially worry, that miserable,
avoidable, shameful disease—worry!" * ' - : > rV

■

. Then he tells how to learn to concentrate—that it isn't easy. That

like all things you have to crawl before you walk. Just try putting
your mind on a simple problem, or the development of an idea, and
see how many times you have to*jerk your wandering thoughts back
on the track But let us see for a moment how we could apply this
formula for LIVING to our own daily work. How about the days

when we pull ourselves out of bed with an effort, and we go to our

offices with a sense of futility and expected boredom, and we leave

early with a sign of relief, only to return home with another sixteen-
hour stretch ahead of us when we won't have to think about selling

securities (or much else either for that matter)? How about the days
of declining markets, of pessimism around us, of unfavorable political

developments, of attacks upon capital, and all the rest with which our

business has been plagued for such a long time? It is often the case,
is it not? ; /;- v'•'V;v ■:■ .

. / We hear the unfavorable, we talk about it, we wallow in pes¬

simism and we do a ten-pefcent job. We go through such days on a

hard pull—instead of LIVING. But if we could pack eight hours of
creative living and thinking into those hours we spend making a liv¬

ing we wouldn't be tired at the end of the day, and we wouldn't be

wasting these precious hours—we would be enjoying them. What if
we looked at this business of selling securities as a CHALLENGE to

our ingenuity and our creative ability? What If we planned every

day. and every move? What if v/e believed that our business was one

of the most constructive and beneficial fields of endeavor in which a

man could be engaged? ' What if every person who needed income;
every , lawyer, doctor, housewife, /business man, or worker, who
needed sound investment advice and help; every one who wanted to

get somewhere financially in this world, all could be visualized as

our GREAT MARKET? A market hot to be exploited but to be

helped. How about the false propaganda against Wall Street; how
about the people who don't know about the importance of the great
job we have to do in order that our country can grow and prosper—

that it is our project to gather the RISK CAPITAL to provide the
tools and the jobs and to clarify these misunderstandings—what if we
could approach each day with the realization that we are part of a

great business? Don't you think it would help? Could you be bored?
"I Maybe after reading Arnold Bennett, I have become a little
lyrical. But what I mean is this. Take a day—a new "day.. Think
about the opportunities instead of the failures. Set it up for a change
as one day when you are going to do your best. Make your appoint¬
ments. Think out your plans. There are securities that are worth
While—that are big things to talk about—where you can help the
other fellow. How-about putting in EIGHT FULL HOURS TO¬
MORROW? Hours with concentration behind them. When you talk,
know what you are talking about. Think it out first. What a day that
cfould be. Do you think we could have poor business if we put in five
such days a week?

I am going to try it out myself—TOMORROW.

Over-the-Counter Quotation Services

For 35 Years

NATIONAL QUOTATION BUREAU, Inc.
"■ • Established 1913 " ■ ■.

46 Front Street, New York 4, N. Y.
Chicago San Franohee

The Campaign is Over, Sir!
- "If the steel ^envfeel, that they can't raise the
capital, to plants, ithen ^e jshpuld
help itfiemVify' by authorising the .Reconstruction
Finance.Corporation to loan, them the money. If
the steel men them should ireject thfeSe loans bechuse
of their basic opposition to expansion,; then, the
Government itself must build the steeDplarits as it
did during the war. . V; , /

"Steel production this year is about 10,000,000
tons short of actual demand; and there is little rea¬
son to hope that the situation will be any better
next year or tho year after. Today the Eastern steel
barons are opposed, as they have always been, to any
substantial , enlargement of our capacity to make
steel. These men of little faith are in constant dread
of a depression which might leave them with 'too
much'steelyv, .

'■>. "They have,rit is true, at' last recognized the pub-
lie interest in the shortage and are how advertising
that the steel industry is expanding. This expan¬

sion, however, totals only 3;000,000 tons over a

three-year period, as, against our 10,000,000 tons
shortage each year"- ' > * 0 ,

.. *• , * < ;; * : /■/ ■ /■./..•■

// "Any program for stockpiling and maintaining
full employment is going to require somewhat more
effective allocations of material which will direct

them into thei right channels to insure future ade¬
quacy of production. Who does the allocating is
a very pertinent question. We in the West especially
have need for impartial umpires. My experience
would not lead me choose as umpires the Eastern
steel men who can use a voluntary allocation pro¬

gram to continue to impede Western development."
—C. Girard Davidson, Assistant Secretary of the.
Interior.• /'*. • -. v'.■:';/.■'

, ;. -''.iV ■ •. •' ;\>y ■ v. /•./..• ■ . /. , v.-,. V - ■■//
It seems to us that Mr. Davidson needs to be re¬

minded that the election campaign is over, and that
in,any eyent "we in the yVest" is hardly an appro¬
priate phrase for an official who presumably repre¬
sents the entire country. '

Republic of Chile Offers Debt Adjustment Plan to
Holders ofOutstanding Dollar Bonds

A formal offer by the Republic of Chile of a debt adjustment
plan under which currently outstanding Chilian dollar bonds would
be exchanged for new bonds was announced on Dec. 6 by Jorge Ales-
sandri, Minister of Finance of Chile. On Dec. 31, last, $131,262,000
principal amount of dollar bonds3> ■.-"7. t".V ■■■■!■■ V-
was outstanding/,)The plan pro- other ->predlt6rs":'bf:thie "Republic
vides for the exchange of dollar
bonds for an equal 'principal
amount of new bonds to be dated
Jan. 1, 1948 and to mature Dec.
31, 1993. Interest on the new

bonds, which will be direct obli¬
gations of the Republic of Chile,
will be paid at the annual rate of
1V2% for the year 1948; 2% for
1949 and 1950; 2%'% for 1951, 1952
and 1953, and 3% for 1954 and
subsequent years. The offer, Min¬
ister Allesandri said, follows nego¬
tiations by the Republic of Chile
with the Foreign Bondholders
Protective Council, Inc. which
recommended acceptance of the
proposal. The new plan "provides
material improvements, including
a service on the bonds greate'r
than at present or otherwise in
prospect,'1 the Council stated. .The
announcement said:

"Under the plan the new boncjs
during the years 1948 to 1953, in¬
clusive, will share with other
bonds of /Chile's external funded
debt in .a general sinking fund
amounting to $2,531,000 annually.
The fund will be applied semi¬
annually to amortization of the
Republic's external bonds through
purchases of bonds below par of
.through drawings by lot at par.
For the year 1954 and subsequent
years, Chile will pay total service
amounting to 4% of the principal
amount of new bonds outstanding
on Dec. 31, 1953; for amortization
of the new bonds annually com¬

mencing Jan. 1,1954 there will be

provided the difference between
the specified 4% "total service re¬

quirements and the Sflfc. annual in¬
terest requirements. The new

in any: lien or charge which Chile
should place on copper, iodine or
nitrate revenues to secure any ex¬
ternal debt." •' / / '

Adjustment plans on terms sub¬
stantially similar to those offered
holders of dollar bonds will be
made to owners of Chilean ster¬

ling bonds and Swiss franc bonds,
Mr. Alessandri stated. The Gov¬
ernment of Chile has agreed that
if, at any time, holders of sterling
or franc bonds are accorded treat¬
ment more favorable than that of¬
fered to holders of dollar bonds it
will extend the more favorable
treatment to owners of the pro¬

posed new. bonds. The present Of¬
fer is not conditioned upon ac-?
ceptance of any "specified per-,
centage of outstanding" dollar
bonds arid will remain open for
acceptance until June 30, 1951,
unless extended. Application will
be made to list the new bonds on

the New York Stock Exchange.
Besides bonds df the Republic

of Chile, the offer is extended to
holders of bonds of the Mortgage
Bank of Chile, Chilean Consoli
dated Municipal Loan, City of
Santiago bonds, Water Company
of Valparaiso bonds, etc.
Schroder Trust Company, New

York City, fiscal agent for Chile,
will handle the exchange of se¬
curities.

Britton Officer of *

Briggs, Schaedle Co.
Briggs, Schaedle & Co., Inc., 14

"Wall Street, New York City, an¬
nounce that Robert H. Britton.has
been appointed an . Assistant

bonds will share equally with any , Treasurer. - , * *r

Gray Exec. V.-P.
Of Stock Exchange
Emil Schram, President,of the

New York Stock. Exchange, has
announced the ./. <

appointment, .

with the ap¬

proval of the
Board of Gov¬

ernors, of Ed¬
ward C. Gray
as Executive
Vice-Presi¬
dent, effectiva
Jan. 1. Mr.
G r a y w ill
succeed How-
land S. Davis,
who is retiring
as an active
staff member
but who will, -

th ereafter, / / /_
serve the Exchange in an advisory
capacity. Mr. Davis, a former gov¬
ernor and member of the Ex¬

change, became Vice-President in
1939 and Executive Vice-Presi¬
dent in 1940.

Mr. Gray has been First Vice-
President for the .past two years;
He was first employed by the
Exchange in 1918. Assistant
Secretary and then Secretary of
the former Committee on Busi¬
ness Conduct, he became, in 1940,
following the reorganization of
the Exchange, Director of the De¬
partment of ,Member Firms. He
was appointed Assistant Vice-
President in 1943 and Vice Presi¬
dent in 1945. v /

Mr. Gray resides in Westfield,
New Jersey; is 46 years old, and
was graduated from New York
University. • /

Edward C. Gray,

Halsey, Stuart Offers
Okla. Gas & Elec. Bonds
Halsey, ^Stuart & Co. Inc. heads

a group which on Dec. 8 offered
$7,500,000 Oklahoma Gas & Elec¬
tric Co. first mortgage bonds,
series due-Dec. 1, 1978, 3*/*%, at
102.52% and accrued interest. The
group was awarded the bonds at
competitive sale on their bid of
101.851%. -

Proceeds from the sale of the
bonds are to be applied to the
prepayment of $5,500,000 notes,
contracted for additions and bet¬
terment to physical property, and
its construction program for the
remainder of 1948 and early 1949.
Oklahoma Gas & Electric Co. is

engaged solely in the electricity
business serving 216 communities
in Oklahoma and 24 in western

Arkansas, having an aggregate
population estimated at 890,000.
Among the larger cities are Okla¬
homa City, Fort Smith, Muskogete,
Enid and Shawnee. The Company
also furnishes electricity to prac¬

tically all of the major oil pro¬

ducing areas in Oklahoma. •

Peoples Gas Lt. & Coke
Debentures Placed ;
With the termination of the

subscription period Dec, 1, at: 3
p.m. nearly 96% or $15,648,300 of
the $16,400,000 of 3% convertible
debentures offered on Nov. * 1,

1948, by The Peoples Gas Light
and. Coke Co. were purchased

through rights issued to stock¬
holders. The unsubscribed balance

of the debentures amounting to

$751,700 underwritten by the Chi¬
cago investment firm of Halsey,
Stuart & Co. Inc. were sold at

competitive bidding Dec. 3, at an

average price of approximately
103.96%. / ,

The Underwriters in October

paid Peoples Gas Light & Coke
Co. $1,000 for the privilege of
Underwriting the issue.
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Bases for 1949 Conservative Optimism
By ARTHUR C. BABSON*

Vice-President, Babson's Reports, Inc.

Investment counsellor holds 1949 business conditions will be close to 194$, and there is plenty of room
for optimism despite clouds. Lists expected changes from 1948 level in various industries and sees

inflationary and deflationary forces counteracting each other.

In discussing the Outlook for Business, I wish to dwell first on future long-term trends
as opposed to short-term trends. Business volume has been well above normal for a period
of approximately eight years and is currently at a point 30% above normal. After taking
into consideration the demand^
generated by wartime shortages,
it is clear that this high volume
of business cannot be sustained

indefinitely, even with govern¬
mental support, at the very high
level of output which has been ex¬

perienced during the three post¬
war years. Babson Organization
studies going back to 1871 indicate
that long periods of above-normal
business are inevitably followed
by periods of depression. It is
therefore highly probable that
during the next Presidential term,
business volume will contract to
a very considerable degree falling
to normal at best, and possibly
well below normal as expressed
©n the Babson chart of U. S. Busi¬
ness Conditions. This statement is

predicated on the thesis that the
Law of Action and Reaction which

applies in the physical world also
applies in the economic. While po¬
litical factors are of prime im¬
portance, it must be kept in mind
that a Republican Administration
would have had to face the same

long-term economic factors which
now confront Mr. Truman's new

term of office.

1949 Business Close to 1948

Even though businessmen are

among those toward whom Mr.
Truman is not too favorably dis¬
posed, there is no reason to face
1949 with a spirit of extreme pes¬
simism—rather conservative opti¬
mism is in order. From your
Babsonchart you already know
that the Physical Volume of Busi¬
ness has smashed all records so

far in 1948. Some may consider
it folly to expect another 12
months of such hyperthyroid
manufacturing and trade activity.
It is time for a depression, they
declare. The bubble will surely
burst as it did in 1929.

We do not subscribe to this talk
in spite of our faith in the Law
of Action and Reaction as applied
to economics. Here is why. 1949
is going to be a very different
story from 1929. In spite of the
election results, we are approach¬
ing the threshold of the new year
with the greatest backlog of buy¬
ing power in the history of this
country. Employment, at 62,000,-
000, has already soared above
even the demands of Henry Wal¬
lace. Wages are higher than the
fondest dreams of the social Uto¬

pians. There is still a tremendous
unsatisfied consumer demand for
all manner of goods and services.
Our humanitarian nation has de¬
termined to feed and clothe the

war-desolated, the impoverished,
and the needy throughout the
world.

Civilian Plus Miltary Production

With hatred for totalitarian

methods deeply engrained in the
souls of Americans, we have un¬

dertaken the task of arming those
Western nations of Europe threat¬
ened by the juggernaut of Com¬
munism. Even the casual observer

can clearly see that we have bit¬
ten off a huge mouthful, and now

we must prove we have not bitten
©ff more than we can chew. It

seems to us that only America
would have the initiative, the

glorious arrogance, to embark

upon such a titanic venture. But

"An address by Mr. Babson be¬
fore the National Business Ad¬
ministration Conference of the

Y.M.C.A., Buffalo, N. Y:, Dec. 1,
1948.

here we are, and 1949, will see all
of us—company officials, states¬
men, labor leaders, workers of the
nation, distribution experts, sales-
managers, advertising leaders, re¬
ligious groups—marching toward
that elusive goal of world peace
and security under a powerful
Democratic Administration. Re¬

gardless of our personal feelings
we must all unite behind the

President to maintain prosperity
at home and to work for interna¬

tional peace and brotherhood.

Domestic Business in 1949

With this background and our
40 years of experience in study¬
ing and forecastings trends, we
are ready to predict in general
and on an industry-by-industry
basis, the probabilities for the com¬
ing year. Even though the aver¬

age of general activity for 1949
may decline at least 5% below
that for 1948, relatively good busi¬
ness will continue,- Any such
downdrift would stem from spe¬

cial situations in individual lines
of industry. Competition will be
greatly increased. While it will
be easier to supply the goods for
a customer's order, it will prob¬
ably be more difficult to get the
prices you want. In other words,
net profits are likely to take a

beating from the exaggerated
costs of labor, materials, equip¬
ment and distribution.

There will be the usual varia¬
tions in the manufacture of food

products in accordance with sub-
plies from the 1948 crops, but it
would not be surprising- to see
1949 surpass 1948 in total output.
We look for no marked change in
1949 from the 4.6 billion pounds
of cotton consumed this year. The
same applies to wool consumption,
at or close to 1.3 billion pounds.
With cotton in heavy supply, de¬
mand for rayon may decline un¬
til it stabilizes at around 780 mil¬
lion pounds for next year. Boot
and shoe production, relatively
featureless during 1948, is not ex¬
pected to move radically lower
over the next 12 months. The ex¬

traordinary consumption of rub¬
ber evident throughout the cur¬
rent year should hold strong in
1949, close to 1,100,000 tons.

More Individual Industry
Forecasts

The paper industry built up in¬
ventories allalong the line in
1948, with production outstripping
consumption. Activity, therefore,
may be reduced to some extent
over the period ahead. Printers
and publishers are not likely to
be quite so busy next year as they
have been this year. Tobacco
manufacturing, which has reached
spectacular proportions in recent
years, is not expected to lose
ground in 1949. Among the im¬
portant heavy goods industries
our output of automobiles should
continue to increase, possibly
passing the 5.5 million mark for
passenger cars and trucks. This
increase would spring entirely
from the increase in passenger
car production. Barring emergency
defense or wartime allocation, the
capacity of the steel industry may

easily rise from 85 million short
tons in 1948 to 90 million short
tons in 1949. *

Construction Outlook for 1949

In viewing the possibilities for
the building materials industries
and construction activities, we
must look for some declines from
the tremendous heights of 1948.
The most urgent construction has
already been completed, and the

cost of home building has sky¬
rocketed to such an extent that
the average worker can no longer
afford to buy. We would not be
surprised to see total building and
construction activity drop from a
dollar volume of $17.5 billion in
1948 to $14 billion next year. In this
connection the output of cement
may also turndownward alongwith
lumber. The fuel and power in¬
dustries will do fairly well in
spite of some weakening in an¬
thracite production because of a

growing supply of other fuels
over recent months. Output of
bituminous coal will show a less
noticeable decline from the 580
million net tons in 1948 to a pos¬
sible 560 million next year. The
petroleum industry will be a gold
star performer over the next 12
months, sharing the field with
natural gas and electric power.

As far as transportation is con¬

cerned, the airlines will Show the
only real expansion in 1949, per¬
haps reaching a total of some six
billion passenger miles before the
year is over. There will be noth¬
ing to hold back airline progress
once the route confusions and en¬

tanglements are ironed out. Rail¬
way freight ton-miles may drop
from 640 billion in-1948 to only
590 billion next year, as a result
of built-up inventories, increasing
transportation competition, and
the declining cross-hauling re¬

sulting from the new anti-basing
point regulation. Some shrinkage
is expected also in railway pas¬

senger miles as business diffi¬
culties become fewer and require
less traveling.1 t '

'

.* ;

Lively Foreign Trade Prospects

We do not feel that we are too

optimistic in predicting that ex¬

ports may total $13.6 billion in
1949 and imports rise to $7.6
billion.

. There is no question that pro¬
duction of military material is
slated for an enormous increase,
probably approaching 50%. If in¬
ternational relations should de¬

preciate further, much greater
gains would be immediately evi¬
dent. Even though national in¬
come may very well contract from
the astounding 1948 total of ap¬

proximately $222 billion down to
around $210 billion, that will still
leave a reservoir of purchasing
power that would have been
thought purely visionary a few
years ago. The next income of
farm owners is likely to dip some¬
what from current peaks. In view
of the nature of farmers' expenses,
however, it still leaves a huge
margin over and above living
costs. In short, farmers will be
even wealthier in relation to other
economic groups next year than
they have been in 1948. Those
living in agricultural districts may

buy somewhat less over the next
12 months, but it will be more
through satisfaction of needs than
through lack of money.
There will be less business in

lines for which employers spend
money and more business in lines
for which the wage worker spends
money. This means that the Re¬
publicans will have less to spend
and the Democrats will have more

to spend.
For those interested in specific

lines of industry, here is a fairly
extensive list with the expected
rate of output for 1949 compared
with that for 1948. If there seem

to be quite a numbfer of minus
signs, remember that the compari¬
sons are being made with the

greatest boom years we have ever
seen. Thus in many instances everr
an apparently radical drop may
actually leave that industry at the
highest level ever seen, with the
exception of 1948.

Expected Output for 1949
Compared to 1948

. „ Net Change
From 1948

Industry— Average
Manufactured foodstuffs + 5%
Farm income... —15%
Rayon output . — 5%
National income— ___ — 5%
Cotton consumption Unchanged
Wool consumption Unchanged
Rubber consumption^ Unchanged
Automobile manufactures. ____ + 10%
Steel output +5%
Paper production... — 7%
Printing and publishing — 5%■'
Cement — 5%
Boot & Shoe Otuput — 5%
Tobacco manufactures Unchanged
Foreign trade +5%
Bituminous coal — 5%
Anthracite —10%
Crude petroleum production— + 3%
Natural gas + 7%
Copper mining, Unchanged
Lead and zinc output + 5%
Building & construction activity —20% '
Electric power output - + 3 %
Airlines passenger miles +10%
Railway freight ton-miles — 8%
Lumber production. — 5%
Military activities including air¬
craft production +50%

Retail trade:

Department stores___ —10%
Mail order ; —10%

Variety chains.. — 5%
Food chains.... .—10%

Wholesale Commodity Price
Outlook

Now that Truman is President¬

elect, the most important matter
facing the American people, bar¬
ring the possibility of war, is
probably the future course of
wholesale commodity prices. This
issue is extremely vital because
it will affect the pocketbook of

every buyer in the land, from the
big industrial purchaser down to

the ordinary housewife, who even
now is pinching pennies to meet
the family's weekly grocery bill.
As prices go, so. will go the buying
power of your dollar—or what
still is left of it. For inflation in
this country already is far ad¬
vanced—so far, in fact, that more
and more prospective buyers of
many items, such as homes and

automobiles, are being forced out
of the market through sheer in¬
ability to pay. Is another whirl of
inflation ahead, or has the post¬
war price boom about run its
course?

Inflation vs. Deflation

Were it not for three important
factors, we should boldly forecast
lower average wholesale commod¬
ity prices during 1949. These fac¬

tors, which seriously complicate
the price problem, are: heavy gov¬
ernment expenditures for defense
and military lend-lease, mounting
pressure for a fourth round of

wage increases, and the recent bid
of the railroads for still higher
freight rates. The inflationary
force, resident in these situations
cannot be denied. Yet they are in
conflict with deflationary factors
already evident in our national
economy. Outstanding among the
latter are continued heavy pro¬
duction in most categories and
stiff buyer resistance to high
prices. We have seen what un¬

usually large crops have done to
grain and feed prices this season;

and how the long-continued flood

of cotton goods has inundated de¬

mand and swamped prices. f And
now the wool industry seems to
be facing a similar though less
drastic^ experience. Other such

piecemeal readjustments are to be

(Continued on page 20) . •
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Canadian Securities
By WILLIAM J. McKAY

Airy references to the Age of Light-Metals, Plastics and even the
Atomic Age notwithstanding, the current era still belongs to the. Iron
Age. Iron-ore constitutes the very life-blood of our modern civiliza¬
tion. Without abundant and readily available supplies of this indis¬
pensable commodity the wheels of^
our complicated economic ma¬
chine Would soon grind to a halt.
Jpon the basis of its unrivaled
wealth of iron ore this country has
established the greatest industrial
empire in the world. Steel built
he factories, provided the tools
and the machines, the means of
transport; by land and by sea, the
bridges, the pipe-lines, the stor¬
age-tanks and so on through the
whole gamut of industrial funda¬
mentals/ In times, of peace steel
lias been the keystone of Ameri¬
can prosperity, in time of war it
.•itill determines the balance jm
j'gvor.ef victory, or defeat. ;: ;
Until World War II there was

little anxiety concerning the ade¬
quacy, of future reserves of high-
grade iron pre. The mighty Mesabi
/ange was considered capable of
-meeting the foreseeable demand.
Today the picture has completely
changed-, U. S. iron and steel in¬
terests' are now ohly , too' aware
ihat the life of the Mesabi depos¬
its is limited. Furthermore the
(iemand for steel is continuing: to
expand to the extent that current
supplies are now insufficient to
meet the insatiable demand. Con¬

sequently frantic efforts are now

being made to secure long-term
reserves of this basic mineral on

the success of which depends the
,'uture prosperity of many U.- S.
steel firms and perhaps the U. S.
steel industry as a whole.
Although iron-ore deposits in

remote areas abroad are now be¬

ing feverishly surveyed the key
to the. problem fortunately is to
be found not too far afield. Once
more Canada provides the happy
hunting ground for mineral pros-
pection and again a great mineral
reserve has been uncovered

within the area of the Laurentian
Shield. Rivaling and perhaps sur¬

passing in capacity and accessabil-
ity the great Mesabi deposits, the
Quebec-Labrador iron-field 700
miles northeast of Montreal gives
promise of becoming the world's
major source of supply of this es¬

sential mineral. Already plans
are being completed for the con¬

struction of a 360 mile railroad

which will connect the field to

tidewater on the Gulf of St. Law¬

rence. Also situated .within the
area of the field itself are the

Grand Falls which can be utilized

to become one of the . largest

CANADIAN BONDS

GOVERNMENT *

PROVINCIAL

MUNICIPAL A-

CORPORATION

canadian stocks

A. E. AMES & CO.
INCORPORATED

TWO WALL STREET

NEW YORK 5, N. Y.

WORTH 4-2400 NY 1-1045

sources of hydro-electric power in
the world.

Geologists from this country
who have recently surveyed the
territory are enthusiastic concern¬

ing the possibility of early ex¬
ploitation of this immense addi¬
tion to the world's source of iron-
ore supply. It is believed that as
soon a's the railroad link and port
facilities are completed, the cost
of which is estimated at approxi¬
mately $200 millions, ore can be
immediately excavated by power-
shove 1. Favorable comparison
with the hitherto unrivaled Mes¬
abi-has been made with regard
to, the acceseability and depth of
the" Labrador deposits. The con¬
summation of the union of New¬
foundland with Canada will fur¬
ther help to expedite the devel¬
opment of the Dominion's "new
source of mineral-wealth. -

_ - *'•!
When consideration is also

given to -Canada's recent major
oil discoveries it would appear

that the Dominion is now well on
the way to self-sufficiency as far
as basic, industrial requirements
are concerned. Moreover in the
not too distant future Canada is

likely to become a major, exporter
of iron ore and oil whereas previ¬
ously these items figured promi¬
nently in.the import column. >In
this event it is probable that the
Canadian exchange authorities
would no longer be preoccupied
with the problem of maintaining
the dollar at its present parity but
would instead be obliged to adopt
measures to prevent an undue ap¬

preciation of the currency. f'
During the week the external

section of the bond market con¬

tinued firm but inactive. The in¬
ternals were also -steady with
demand centered on short-term

corporate issues. . There was an

unusually large turnover in the
free funds market where sellers

predominated in spite of a stropg
flow Of oil investment capital.
Stocks were irregular with West¬
ern oils again the most actively
traded Issues. On the announce¬

ment of the Alberta crude pil
price cuts there was a' temporary
decline followed by a sharp re¬

covery as a result of a new dis¬
covery by Socony-Vacuum Qil
Co., on leased Crown •• land near

Hanna, Alberta. Base metals wepe
assisted by the announcement of
a two-cent increase in- the- price
of zinc and polden Manitou and
New Calumet set new peaks for
the year. The industrials and
golds on the other hand were

mostly dull and inactive.

"Paul B. Jones Co. Opens
LITTLE ROCK, ARK.—Paul B.

Jones has formed Paul B,> Jones
& Company with offices in the
Pyramid Building, to act as dealer
in municipal bonds, investment
trust shares, and general market
and local issues. Paul B. Jones,
proprietor of the firm, was pre¬

viously with Dabbs Sullivan Com¬
pany.

Imperial Oil Ltd.
Circular on Request

Charles King & Co.
Members Toronto Stock Exchange

61 Broadway, N. Y. WHitehall 4-8980

Direct wire to Toronto :

Bases for Conservative

Optimism in 1949
r (Continued from page 19) ; ,

expected in the. year ahead, bar¬
ring war. :V

War and Commodities . a//*

/ Our conclusion is that any re¬
surgence of inflation, will not
carry far, war or no war. If the
menacing East-West situation
should, by some miracle, soon be
resolved without resort to arms,
then the deflationary forces al¬
ready at work would reassert
themselves with increasing power.

If, on the other hand, war should
break out, or full preparations for
war be ordered, then we forecast
that the government would quick¬
ly clamp on extremely rigid pri<£e
and other economic controls.
Princes - of many ' commodities
probably would be fixed at lowpr
levels than now prevail. Striking
a balance among all these con¬
flicting economic forces, we fore¬
cast that the line of least resist-!
anuce for the over-all, index of
wholesale commodity prices will
be downward before. the coming
Winter melts into Spring. Our
advice to buyers at this extremely
uncertain stage , of the business
cycle is to steer close to the shore.

,i Fourth Round for Labor? ; j
Labor big-wigs are planning to

push for a fourth round of wage
increases starting next Spring.
Just how successful they will be
depends upon the- trend of liv¬
ing costs meanwhile, the attitude
of the rank and file toward caus¬

ing trouble, and the extent of the
pro-labor attitude of President
Truman. ;It is our opinion that
there will be a fourth round of

raises, averaging around 5%. The
real emphasis will be switched to
the winning of pension systems,
sick benefits, and a guaranteed
annual wage to make up for the!
small wage gains likely to {be
achieved. Everything points to¬
ward full employment for 1949,
and the holding of unemployment
to those temporarily shifting jobs
or inveterate drifters. * ;. r , -

Shortage of skilled workers will
be the rule rather than the excep¬

tion' in most industrial centers
over the next twelve months, be¬
coming more intense as draft
calls are stepped up. Semi-official
estimates have it that the labor
force of the nation will have to be
increased by p million .workers
over" the pext year if we are to
meet jail domestic and foreign
commitments.. We fell .that jhe
cost of living 'is now close to a

peak, that food costs may average
10% lower during 1949. Rents and
the expenses of furnishing and
running a house may continue
gradually upward, but the big
spurts are over. The unions, how¬
ever, will use the high cost of
living to. compel strikes next
Spring, even though price aver¬

ages may be softening somewhat.

1949: Year of Destiny ;
In summing up the outlook for

next' year, we would say that
there is plenty of room for opti¬
mism despite the clouds that make
the international skies gloomy.
We have a complete Democratic
government, a government which
although sympathetic to labor,
will not forget the American ideal
of free enterprise. 1949 will have
to be a.year of military prepara¬

tion for the purpose of enforcing
the peace. We do not look for
war with Russia this year, nor do
we think it probable that hostili¬
ties will be undertaken in 1949.
Thus, we may say that 1949 will

be a year of precarious peace, a

year of decision. Firmness of ac¬

tion, preparation . for the worst,
hope for the best, will be the key¬
notes. Russia can make or break

permanent peace. But, whichever
she decides to do, we will be ready
to accept our responsibility in
rising to the demands of destiny,
ready to fight if necessary for a

just peace, for religious and social
freedom for all men!

Urges Partial Tax Exemption of Govt. Bonds
William J. Field, President of Commercial Trust Company of New \
Jersey, in prepared statement directed to Dr. Nourse, Chairman of
Council of Economic Advisers, says in this way present 2%% rate

' on government bonds can be maintained.
In a memorandum recently released by William-J. Field, Presi¬

dent of the Commercial Trust Company of New Jersey, Jersey City,
which is directed to the attention of Dr. Edwin G. Nourse, Chairman

of the Coun-$>-

W, J. Field

cilofEconomic

Advisers, ,a

suggestion i s
made that gov¬
ernment bonds

be made par¬

tially tax ex-
e m p t as ' a
means of

maintaining
the goverp-
ment long-
term borrow¬

ing rater pf
2Vz%."- The
statement ^ pf
Mr. Field fol-

lows: > j ■/•'
. i ■

j ;."The government desires to
maintain the 2Vz% rate as the top
borrowing rate. It also desires a

larger market for government is¬
sues. ..!; //'•-y.//y/r/ ';S-/I ■ /
"There are two features of our

economic situation which it
changed should accomplish both
objectives.
• ."One of our troubles is the load¬

ing of the Federal Reserve Sys¬
tem with bonds because of peg¬

ging the market and the other the
increasing cost to the government

the

basis which situation would be
remedied by this suggestion. / , \
"Would not the absorption of

deposits through such public buy¬
ing have a more favorable effect
on our inflation situation than the
increasing of bank reserves? -

"When banks sell governments
to provide reserve increases they
not only sell to meet such increase
but also an additional amount that
the invested capital may be used
to better advantage and make up
loss of earnings on the reserve in¬
crease.'.' .v."
."This same situationJ also ap¬

plies when depositors withdraw
funds with which to purchase
governments. The bank pays such
depositor from its reserves which
must be replaced by additional
sales. The whole process however
reduces the banks' lending ability,
places the bonds in the hands of
non-banking interests and thus
makes a considerable inroad on

the inflationary situation.
"When banks sell governments

as/many will under the present
conditions, in order to increase
earnings necessary to absorb pres¬
ent extraordinary expenses, would

of carrying the debt, both of, not his suggested market absorb
which have basic inflationary in- such sales and have a material ef-
A* I H!n A . tt"U i v, /-(• rt /-K 41 /\ v-i r» 1 •* -»-* •£! #V
fluence.

"While the Federal Reserve
System has the ability to take all
bonds offered, the inflationary
potential increases with each pur¬
chase."

. ■/:■■,. - /. . *
"The cost to the government

carrying the debt increases every
time the rate of interest on the
Certificates is moved upward.
"It is essential 'that the present

cost of the debt remains static as

potential deficit financing must be
done at present rates. . > •

"It would seem that a possible
solution would be to open a new
market by making the bonds so.
attractive that non-banking inter¬
ests such . as individuals, estates
and trust funds with individual
beneficiaries would supply such
market.' At the present time this
class of investor is out of the pic¬
ture as present returns from gov¬
ernment -bonds, aftertaxes, offer
no inducements. ;/,/v/tV*/// >

"If the bond interest was non¬

taxable in whole or,in part for
income taxes for this class of in¬
vestor on an amount to maintain
a balance with the whole situa¬

tion, would not the whole picture
immediately change? Would not
a demand for the bonds material¬
ize sufficiently to absorb sales by
banks,; insurance companies and
savings institutions? Probably if
income up to $5,000 was' exempt,
this result might be accomplished.
•-"Would not such a change stim¬
ulate the sale of savings bonds and
at the same time give the pur¬
chasers

, of > savings . bonds more
confidence in holding them? The
constant / talk of dropping the
pegged price is undermining con-
iidence and causing redemptions.
"Also all bonds would sell well

over the pegged prices thus re¬

lieving the Federal Reserve Sys¬
tem from further purchases or at
least greatly curtail the volume
necessary to be protected by the
pegs. Should a proper demand be
thus established, the Federal Re¬
serve System could sell most of
its present holdings resulting in
curtailment of the money supply.
Banks' present holdings of munic¬
ipal, and-corporate bonds should
not be materially affected if the
exempt situation was. properly
balanced while the greater de¬
mand for governments would un¬

doubtedly lend support to bank
government portfolios and retard
bank selling. Many bank port¬
folios of government bonds are
now in the red on a liquidating

feet on curbing additional infla¬
tion? //!. /'v/

■ "While the government would
lose some taxes, would not such
loss be materially offset by the
ability of the Treasury to main¬
tain the present 'debt cost? There
is a grave question as to whether
this cost can be maintained under

present changing conditions.
"The inflation potential caused

by the additional funds (through
tax savings) in the hands of the
public would bear no important
relation to the inflation caused by
selling to the Federal Reserve
System; in fact the reduction
would be immediate and consid¬
erable. *

. ■/:-/;■ ..■/ ' :j . / • >

/"Of course this suggestion would
not be favorable to banks as they
would lose deposits and earnings
but by injecting a situation for¬
eign to this question, the earning
situation could be replaced. That
is, eliminate present FDIC costs
which can conservatively be done
at the present time. Surely the
FDIC with a fund of over $1 bil¬
lion increased each year with sur¬

plus earnings of from $35 million
to $40 million plus a borrowing
capacity of $3 billion has sufficent
moneys to meet any banking
catastrophe. ,: . v,//■

Paine, Webber Go. to
Admit New Partners ?
On Jan. 1, Paine, Webber,

Jackson & Curtis, 25 Broad Street,
New York City, members of the
New York Stock Exchange,/will
admit to partnership Carroll B.

Cary of Detroit; Robert Gilmor,
member of the New York Stock

Exchange; Raymond W. Miottel
of Detroit; Guenther M. Philipp
of Chicago; John M./ Valleau of
New York; and Douglas M. War¬
ner of Minneapolis. / ,

\' / ''

Charles Vanek Joins

Ames, Emerich & Co.
CHICAGO, ILL. — Ames,

Emerich & Co., Inc., 105 South La
Salle Street, announces that
Charles R. Vanek is now asso¬

ciated with that firm in the an¬

alytical and research department.
Mr. Vanek was formerly with
Kneeland & Company of Chicago.
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Recent Developments—Right
Prescription for Our Economic Ills

By V. LEWIS BASSIE* |
Director, Bureau of Economic and Business Research, University of Illinois "

Prof. Bassis, contending no sizable recession is in sight and upward pressure on prices may be nearing
end, holds recent developments in export situation and in domestic economy present a positive case for
continued prosperity. Says, however, boom is sustained by large outlays on capital and government
account, and while wage increases add to volume of consumer expenditures, they cannot keep boom

going while other segments remain stable. „ . 1

< When this topic was proposed to me, I suggested that if we made the forecast immediate
enough, it would save me a lot of trouble, because then the outlook couldn't be anything
but tne same as what we now have. On looking a little further ahead than that, and
reviewing the various strategic^
factors in the business situation, I the beginning of 1948, reducing ture. < They are part of a boom
haven t really come up with a net exports to less than $400 mil- whose primary- feature is the
very different answer. My con- lion in September. Thus, the mar- acute need for housing. That need
elusion is that no sizable recession gin of exports over imports is at has only partially been met and
is anywnere in sight and, unless an annual rate of about $4% bil- it seems clear that the boom still
foreign , affairs or government lion, or less than is provided in has some way to go.
policies take an unusual turn,'the ECA appropriation alone.

These emergency programs al-the upward pressure on prices
may be nearing an end!
The basic support for the first

part of this conclusion lies in the
rising trend of government ex¬

penditures and the construction
boom. As long as these im¬
portant elements continue so

strong, there can hardly be an
appreciable letdown.
5 The second part of the conclu¬
sion derives not only from the
recent behavior of prices them¬
selves — which, although mixed,
are on the whole slightly lower

ways seem to get under way

siowiy, and the ECA program is
just moving into hign gear. Be¬
fore the end cf the year almost
90% of its funds will be allocated;
and with purchase approvals mov¬
ing up even faster than alloca-r
tions, a rising trend in procure¬
ment and shipments may be an¬

ticipated. As goods can be made
available for export, we may ex¬
pect not only ECA but also other
dollar resources to be fully used
by foreign purchasers, so that the

but from the October surge in potential rise in the export bal-
production. Steel production made ance again stands as a cushion
a new all time high of 8 million
tons, 400,000 tons more than the
previous postwar peak of last
May. The auto industry turned
out 482,000 cars and trucks, in¬
cluding a new postwar high of
377,000 passenger cars.

It seems fair to say that these
last few weeks have brought just
the right prescription for our eco¬
nomic ills. We have here an in-

against any domestic decline.
Tne increases in these programs

should be more than enough to
compensate for any foreseeable
declines in other important seg¬
ments of the economy.

Domestic Economy Still Strong

Not that such compensation is
clearly necessary! The domestic
economy still seems strong enough

dication dhat at least some of our to make a pretty good case for
key production problems are be- ! itself. Construction gives every
ing solved. Higher production and ' indication of continuing at high
improved productivity should help levels. In October, with the sea-
to restrain further general price sonal decline well under way, new
advances. It is too early to pre- | construction put in place amount¬

ed to $1.7 billion and was still
14% above the previous year. An
expended labor force, increased
efficiency, and improved opera-

diet a definite end to inflation,
but the signs of the last* two
months have been distinctly en¬
couraging.
The upward trend in Federal tions *n supplying industries-

will not only support the upward
trend, but hold construction costs
down. :V' -V/
Public construction now appears

to be the strongest segment of the
construction picture. As an ex¬

ample of the backlog of demand
in mis field, I would like to cite
the recent report that Illinois
alone needs $2V2 billion of work
to fix up its roads. That report
said nothing about schools, hospi¬
tals, community' facilities and
other needed building. Generalize
this situation for all 48 States and

you will come up with an astro¬
nomical total that has hardly been
touched by construction already
put in place.

During the last few months,
residential construction has lagged
somewhat behind the strong trend
that it had been following in the
first half of the year. This wgs

particularly true of multiple-fam¬
ily units being constructed for
rental purposes,. The lagging may
be explained in part by the tem¬
porary lapse of Title VI of the
National Housing Act. Although
this title was reinstated at the

special session of Congress last
August, its provisions are not
quite as advantageous as in the
original version. Other retarding
elements in this picture are, of
course, high construction cost and
the tightening of the/: mortgage
market. These, however, do not
seem to be insurmountable ob¬
stacles.

While the demand for housing
is unquestionably • restricted by

-tAn address by Prof. Bassie be- high costs, it is nevertheless large
fore Illinois Bankers Conference, I enough to s u st a i n the boom
University of Illinois, Urbana, 111., through 1949. Remember that high
Nov. 18, 1948, ' costs are only one part of the pic-

expenditures is not likely to be a

temporary condition, but rather
one which will persist as long as
the international tension that lies
behind it. In the fiscal year, 1948
—that is, the year ended last June
30—Federal expenditures were at
a postwar low of $36 billion. Ex¬

penditures in 1949 are estimated
at $42 billion and in 1950 at $45
billion. Military expenditures of
$12 billion in this fiscal year will
will be about 30% of the total

budget, and increases for the next

, two or three years have already
been programmed. The increase
from this fiscal year to next will
probably amount to some $2 bil¬
lion. Expansion of the air forces
alone may require a billion dol¬
lars. ..

,

Exports Dropping

Another important area of ad¬
vance for at least the next six

months will be the export balance.
Because of the lagging of the for¬

eign aid program, our exports

dropped almost continuously dur¬

ing the past six months or ever

since ECA (that is, the Economic

Cooperation Administration) went
into operation. By Steptember,
exports had declined to $926 mil¬

lion—about 40% less than the peak
reached in the Spring of 1947 and

20% less than the 1948 high of last
March." On the other hand, im¬
ports have held up very well since

i As for financing, there is little
to encourage any idea that funds
are lacking. It is primarily a ques¬
tion of terms and rates;-and even
aiter recent increases, * interest
charges are a smaller portion of
the total costs of home ownership
than in past periods of high con¬
struction activity.

|I am sure most of you would
agree that costs have gone high
enough, and, that if they come
Gown u little, as they have shown
some signs > of doing in , recent
weeks, , it would be highly desir¬
able for the future of the indus¬

try. Yet, the point I would like
to emphasize is that these high
costs and tighter mortgage terms
will have more of an effect in cut-

ling the top off the boom than of
bringing it to a quick end. If the
boom should continue with a flat¬
tened top, and with costs stable or

tending downward over a period
of time, rising incomes will tend
to recreate the market that has
been temporarily wiped out by
high costs and mortgage restric¬
tions, Then, though - the boom
does mot get quite as high as it
might in any one year, it may well
last longer.

New Capital Expenditures

Consider now some of the fac¬

tors1 that can no longer be re¬

garded as forces on the upside.
First are business expenditures
for new equipment./ These have
risen sharply and now comprise
a larger share of total output than

in prewar prosperity periods. At
the annual rate of $20 billion
reached in the first half of this

year. they are in excess of the
volume that prewar experience
indicates would normally be in¬
stalled in conjunction with the
current overall volume of physical
production and distribution. .

There is, however, little reason
to believe that a decline in busi¬
ness expenditures for new equip¬
ment could initiate a recession in
the near future.;, The excess over
normal has been very moderate
and the balance has been on that
side for only about a year. In
other words, there has been time
to work off only a small part of
the backlog accumulated during
the war years and the rate at
which it is being worked off is
relatively slow. Even if the excess

should be eliminated during 1949,
the continued high rate of opera¬
tions in the economy generally
would restrict the decline in new

equipment installations to several
billion dollars at the outside. And
if such a domestic decline were

timed in the next six months, it
would be almost perfect for the
foreign purchasers who * need
equipment -for their reconstruction
and development programs/*
One reason that has been ad¬

vanced to support the probability
of reduced capital expenditures is
lack of financial resources. Only
much stronger credit control meas¬
ures could accomplish this, how¬
ever, and doubts about the pos¬

sibility of making such controls
effective with so large a volume
of savings bonds outstanding is
one reason that they * have not
been undertaken. Last year gross
private savings fell only a little
short of gross private domestic
investment, making unnecessary
any substantial drawing upon ac¬
cumulated past savings. This year,
savings are again advancing with
incomes. For some time corpora¬
tions have been obtaining the bulk
of "their needed financing from
internal sources like retained

profits and depreciation reserves

or from institutional investors like
insurance companies. SEC reports
as of the middle of this year show
that the liquid position of cor¬
porations is still very favorable.
With profits continuing high, fi¬
nancial positions are likely to be
still further improved. Further¬

more, price stabilization will have
the effect of eliminating or great¬

ly reducing profits from inventory

revaluation; and this in itself will
improve the financial position of
business concerns to the amount
of the taxes paid on these ficti¬
tious profits. All this suggests that
the credit resources of the bank¬

ing system may not continue to be
drawn upon in 1949 to the extent
that they were in 1948.

Business Inventories Declining

Another factor sometimes cited
as likely to bring on a decline is
the very rapid expansion of busi¬
ness inventories. At the end of

September, Commerce Depart¬
ment figures show these to have
reached a record high of $53.3 bil¬
lion. The increase in dollar value
has unquestionably been large, but
the advances that brought inven¬
tories up to this high level were
in; large measure advances in the
prices of existing goods and now

new accumulations. Inventories
are now more nearly in line with
sales than in the war period, but
there is little evidence that they
are overburdening. On every hand,
there is evidence that business has
been pursuing a cautious inven¬
tory policy, and it is reasonable
to1 assume the continuation of this

policy in 1949. Such a policy should
not lead to substantial liquidation;
and it seems to me, therefore, that
inventories may be counted a neu¬
tral factor in 1949.,

Summing up at this point, it
seems likely that the total of all
these strategic types of expendi¬
tures will be a little higher a year
hence than it is now. This is im¬
portant not only in itself but for
its implication that consumers' in¬
comes and expenditures are likely
to advance correspondingly.

Preliminary indications are that
consumers' incomes and expendi¬
tures were generally well main¬
tained in October with prices no

higher than in September. Only
farm income has declined from its

postwar peak, which was reached
in September. And while farm
income may be expected to con¬

tinue somewhat below the high
levels of the last year, price sup¬

ports will prevent the decline
from going too far; so the worsen¬

ing of the farmer's position is not
likely to be important enough to
produce any general economic let¬
down.

Consumer Resistance

There have indeed been signs of
consumer resistance to high prices

(Continued on page 22) , .
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Recent Developments—Right ■

Prescription lor Our Economic Ills
(Continued from page 21)

in various parts of the economy.
Most recently, reports of the buy¬
er's market have been common

in cotton textiles and apparel.
Earlier, soft spots had been re¬
ported in small radios, furs, and
„ostume jewelry. In particular
lines, of which these are only ex¬
amples, adjustments have been
taking place from time to time all
through the last two years. I be¬
lieve these adjustments are a sign
of progress in the fight against
inflation and may well continue
.as production improves in still
other industrial segments.

During these past two years,
total consumer expenditures have
been running somewhat in excess
of what may be considered normal
in relation to the income consum¬

ers had at their disposal; but
through most of the period there
has been a progressive narrowing
of the margin. After the sharp
upward turn in prices in the fall
of 1947, expenditures for non¬
durable goods moved into a de¬
ficiency position and the deficiency
has been almost continually wid¬
ening since that time. This state¬
ment that expenditures for non-
durables are below rather than
above normal may seem curious
in view of the well-known fact
that outlays for non-durable goods
are mow taking an extraordinarily
large portion of the consumer's
budget. Yet the past relationships
indicate that an even greater pro¬
portion of consumers' expendi¬
tures would be concentrated on

non-durables during this kind of
price squeeze, so that a shift away
from these goods seems actually to
have occurred.

The question of importance for
the outlook is whether the gap
between the actual and expected
expenditures will widen or nar¬

row in the months ahead. The
answer to this question appears
to lie in whether prices advance
or fall in relation to income. The
food price reductions made dur¬
ing the last two months have been
advantageous in bringing these
prices more into line with in-

f comes, but not nearly enough to
•eliminate the squeeze. The favor¬
able aspect of the situation is that
further price declines, or further
increases in incomes with prices
stable, will tend to bring actual
physical consumption back up to
normal. In other words, there is
a large potential demand for vari¬
ous kinds of nondurable goods as
soon as price declines bring them
within the budget of consumers
who have been squeezed by the
high cost of living. A declining
price level by no means holds the
prospect of reduced production
and employment.
As for durable goods, rising

production brought the level of
expenditures a little above the ex¬

pected value in the last quarter
of 1947. The excess of expendi¬
tures has been small compared to
what it might have been if larger
production had been possible. The
conclusion is inescapable that
there has been little progress in
.wording off the backlogs of un¬
satisfied demands accumulated
during the war period and, there¬
fore, to the extent that production
bottlenecks can be broken, expen¬
ditures for durable goods may be
expected to continue upward.
What I have been trying to pre¬

sent up to this point is a positive
case for continued prosperity—
and please note that I said pros¬
perity, not inflation. There is a

tendency to lose sight of the fact
that except in special circum¬
stances, as when the printing
presses are kept rolling, an infla¬
tionary boom tends to be self-
limiting. In particular, there is
widespread acceptance of the idea
that wage increases are automati¬
cally reflected in higher prices
which eliminate any gain to their

recipients. The fact is that an in¬
flationary boom cannot sustain it¬
self in this way. Part of the in¬
creased income leaks out into

taxes, savings, retained profits,
and business reserves. These leak¬

ages continue during an inflation
as at other times. ,They amount
at present to perhaps .as much as

40% of the increment. As has al¬
ready been pointed out, there is
a large non-income factor in this
postwar inflation. The boom is
sustained by large outlays on cap¬
ital and government account; and
while wage increases add to the
total volume of expenditures, they
cannot keep the boom going while
these other segments remain
stable.

Rising Federal Budget

Referring back to what I have
said about the rising Federal
budget, I want to make it clear
that this is not a printing-press
type of expansion. It comes about
through a series of definitely pro¬
grammed changes, which are lim¬
ited in aggregate amount, and
whose economic effects will be

correspondingly limited. I qualify
this by barring any unusual turn
of international events or govern¬
ment policy, but again I want to
make it clear that I do not believe

any such turn can be predicted at
this time. The Truman adminis¬
tration is as completely committed
to economy in government as the
Republicans, and the Republicans
are as fully committed to the ex¬
panding programs as the Demo¬
crats. '

Before closing I should like to
take just few minutes more to
discuss some of the fears and un¬

certainties surrounding what I
consider to be a rather bright eco¬
nomic outlook. The most im¬

portant of these fears flows from
the tense international situation.
I do not want to minimize the

dangers which exist in the present
struggle for control of Europe and
Asia, but the situation does bring
to mind the thesis of a historian
I know that after every war the
victor takes measures to protect
himself against the possibility of
future attack. After the first
World War, we had a little tiff in
Eastern Europe, and here at home
we had some of the things you
have been reading about in the
papers recently—a spasm of witch
hunting, a decade of intensive
military training, and elaborate
planning for industrial mobiliza¬
tion in a future emergency. One
important difference is that this
time we have only one opponent
worthy of fear, and that opponent
is also a victor, undertaking the
same kind of protective measures

that we ourselves feel to be neces¬

sary for our safety.
The uncertainty generated by

this international situation seems

to carry over into our day-to-day
affairs. It is as if we are continu¬

ally interrupting our work to
glance over our shoulders, to
make sure the Indians aren't dash¬
ing out of the woods before we

can get our stockade completed.
I do not think there is anything
we can do about this situation. I
am sure, however, that as time
passes, we shall view it in truer
prospective, and more calmly.
On the domestic side there have

also been fears, primarily the fear
of a recession in business with all
its attendant evils of unemploy¬
ment and business failure. We

carry over in our minds memories
of the dark days of the depression,
and possibly that is one reason

why the inflation does not impress
us as the real economic bogey
man.

This fear of a recession seems

to derive from two main sources,
first, thd boom-and-bust concept
of economic affairs, and second
the lagging stock market. In the
last two issues of the "Illinois

Business Review" we have at¬

tempted to deal at some length
with these questions; and I shall
take time here merely to sum¬
marize our most important con¬
clusions. i' , ■
With reference to the first, the

important thing is to recognize
the fallacy of the idea that what
goes up has to cbme down. There
is no immutable law of gravity in
economics. A boom does not just
because a boom cannot go on for¬
ever. It ends because there is a

decline in the expenditures that
were forcing prices up.
What has occurred up to this

point is that prices, freed from
wartime restrictions, have ad¬
vanced to a level more nearly co¬
ordinate with aggregate' money
demand, made effective by high
current incomes and by the liquid
assets accumulated during the
war years. In other words, the
postwar inflation '< < has largely
closed the gap between the vol¬
ume of claims against production,
represented by existing purchas¬
ing power, and their real counter^
part in goods and services. That
this was accomplished at the ex¬

pense of fixed income recipients
and holders of liquid capital in
general, and for the benefit of
current producers, does not mean
that any new, recession-rforcing
condition has been introduced into
the economic scene.

This fear that yi'e are in for a
letdown is reinforced by the an¬

alogy with the boom and bust
following World War I. Whatever
validity this analogy may have
once had is now quite exhausted.
The situation today is qhite dif¬
ferent from that of 1920V There
has been no inordinate piling-up
of inventories, no pyramiding of
insecure loans and credit. We
have already beeft through the
transition period needed to get
the construction industry into full
swing and to bring output up
to a nigh level in the reconverted
durable goods industries. We
have private investment and gov¬
ernment expenditures running at
the rate needed to maintain cur¬

rent incomes flow, and we have
;he structure of incomes inflated
no correspond with the level of
prices. With these facts in mind,
it can be firmly stated that the
mere fact that prices are high
does not mean that they are about
to come down.

With ♦' reference to the stock

market, I do not believe any ra¬
tional connection can be estab¬
lished between its lagging and the
future of the economy. Its effects
on consumption and on investment
have been practically negligible
for some years. As a barometer
of business, it has been rendered
obsolete by trading restrictions
and by the special postwar cir¬
cumstances that have kept the
public out of the market. The
market has been left to the ha¬
bitual traders known as profes¬
sionals, and the present low level
of stock prices reflects the unnat¬
ural preference of this group for
liquidity and safety. The market
is thin, with price changes sharp
and erratic. It obtains neither the

selling pressure nor the buying
power to drive prices out of the
narrow range that has prevailed
during the past two years. In that
period the market has failed to
follow through on its own signals
in both directions. Our advice to
business is: Let the market go jits
own irrational way, and go ahead
with your own legitimate plans.
In concluding, let me turn back

to the positive approach; for we

may better gauge our position by
the analysis of economic condi¬
tions than by fallacies of -boom-
arid^bust or theories of market

barometers. On that basis, I re¬

peat: The outlook for 1949 looks

bright.

Britain^ in European
Economic Integration
By PAUL EINZIG -t

Dr. Einzig calls attention to sacrifices Great Britain is making in
aiding European integration, particularly in its agreement to export
to non-convertible currency countries in flagrant contradiction with
policy of concentrating on elimination of Britain's deficit with hard
currency nations. Says dilemma must be solved by compromise.

LONDON, ENGLAND.—It seems that the Paris negotiations for
the integration of Western European economy are not proceeding as

smoothly as was expected. They are indeed incomparably more diffi¬
cult than were the negotiations that led to the agreement of Sept. 11,

Dr. Paul Einzig

under which
Marshall aid

receipts were
shared out and

reciprocal in¬
ter - European
aid was ar¬

ranged. Even
that task was

none too easy,
since countries
which were

themselves in
need of aid
were required
to assist oth¬
ers. Sacrifices
had to be

made andwere

made. But these sacrifices were

largely confined to giving away
aid received. On balance, Britain
is now to receive less Marshall
aid during the first year than she
originally expected to receive, and
she has to increase her unrequited
exports to the continent.

On the other hand, the proposed
Four Years Plan means that the

participating countries have to
consent to making sacrifices four
years ahead. What is even more

important, they have to adapt
their economies to the require¬
ments of Western European inte¬
gration. This means jettisoning
certain valuable branches of pro¬
duction, either in order not to
clash with the corresponding
branches in other European coun¬

tries, or in order to divert produc¬
tive capacity to the manufacturing
of goods needed by the other Eu¬
ropean countries. The output and
capacity of industries working for
markets on other continents is
supposed to be reduced, while that
of industries working tor Western
European markets is supposed to
be increased. Purchases, too, have
to be diverted to the continent,
even if continental countries can¬

not supply exactly the goods Brit¬
ain wants, and even if their prices
are higher than those of the cor¬

responding goods produced else¬
where.

Evidently this policy is in fla¬
grant contradiction with the pol¬
icy aiming at the elimination
of Britain's deficit with the hard

currency countries. Under it Brit¬
ain is required to increase exports
to countries which are not in a

position to supply badly-needed
food and raw materials, and which
can only pay in inconvertible
currencies or in secondary goods.
These sacrifices are expected of
Britain on the ground that they
would assist in the recovery of
continental Europe. The argument
is that, as a result of such a re¬
covery, European currencies will
become eventually convertible,
and Britain will then be able to

spend on the Western Hemisphere
the proceeds of the export sur¬

plus to the continent. This is, of
course, a long-term outlook. For
the next few years the sacrifices
will weigh heavily on Britain. And
there is always the risk that op¬
timistic anticipations regarding
the recovery of the continent wil
not materialize.

It would be idle not to envisage
the possibility that internal or
external political factors might
prevent France and other conti¬
nental countries from recovering
sufficiently by the end of the Four
Year Plan. What will then be

Britain's position? Her system of
production would have become

converted for the requirements of
trade with countries which are

unable to pay in any form that is
of any use. Integration on a large
scale would mean giving away a
bird in the hand for two in the
bush. It would be a highly risky
gamble. Yet it is necessary to go'
some way towards meeting the
Continental clamor for integra¬
tion. Britain cannot afford politi¬
cally ormorally to wash her hands
of the Continent, apart altogether
from any American pressure in
favor of closer cooperation with
Western Europe.
The government is confronted

by a particularly awkward di-
emma. The solution is bound to
je a compromise. The only ques¬
tion is to what length the govern¬
ment can afford to go without
compromising the country's pros¬
pects of achieving equilibrium.
There are strong arguments
against putting too many British
eggs into the European basket. It
is considered essential to retain
a substantial trade with the Brit¬
ish Commonwealth, and also with
Britain's traditional markets in
atin America and the East. Above

all, it is considered to be of vita!
importance to expand Britain's
exports to the United States. No
amount of benefit derived from
Marshall aid would compensate
Britain for the loss of this trade.
It will be difficult to find a

solution, and the discussions may

drag on for many weeks. Mean¬
while Britain's attitude is likely
to be subject to much criticism
both on the continent and in the
United States. But it is essential
to realize that any solution which
would deprive Britain of the
chance of achieving equilibrium
by the end of the Four Year Plan,
would be against the interests of
30th Western Europe and the
United States.

Now Holton, Farra Co.
LEXINGTON, KY. — The firm

name of Holton, Herrington, Farra
Co., Bank of Commerce Building,
has been changed to Holton, Farra
Company. Officers are William B.
Holton, President; John B. Farra,
Vice-President and Secretary; and
Frances C. Holtcn, Treasurer.'

A. P. Herrington Mgr. of
W. L. Lyons Co. Branch
LEXINGTON, KY. — Alex P.

Herrington has become associated
with W. L. Lyons & Co., Louis¬
ville investment firm, in charge
of their recently opened office in
Lexington. Mr. Herrington was
formerly an officer of Holton,
Herrington, Farra Co.

New York Stock Exchange
Weekly Firm Changes
The New York Stock Exchange

has announced the following firm

changes*
H. Ralph Levy, partner in Neu.-

berger & Berman, died on Nov.
28.

Interest of the late John J.

Whipple in Wood, Walker & Co.,
ceased Nov. 24.

John S. Hardin retired from

, Starkweather & Co., Nov. 30.
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OurReporter on Governments
By JOHN T. CHIPPENDALE, JR.

The government securities markets continue on the firm side as
volume expands, and more investors lengthen maturities. . . . There
is plenty of demand, nonetheless, for the shorter-term issues, because
a cautious attitude still prevails in the money markets. . . . The
Joan trend is being watched very closely and although New York
City banks have shown a downtrend in this item for the past three
weeks, it is not yet conclusive enough to say that the turn has been
made. There is, however, the opinion in some quarters, that the loan
curve is losing its momentum on the up side and a definite reversal
is looked for in the not too distant future. ...

The partially-exempts are still in demand with the 2%s tak¬
ing some of the play away from the 2:%s. . . . The tap bonds are
being acquired by savings banks, with a good part of these funds
coming from sales of eligible obligations. . . . The taxable 2s
of 1952/54 have been well taken and seem to be assuming some
of the leadership they held in the past. ...

Because of the sharp sell-off in the market, when Federal
came in and hit bids, the trading fraternity is not inclined to build
up too much inventory. . . . Although the feeling is that the *
market will advance, not too much of a rise is looked for now*

•

... A firm buoyant trading market seems to be the expec¬
tation. ... v. , •

BUSINESS PICTURE STUDIED

Investors and traders are giving the government securities mar¬
kets greater attention because of the soft spots that are appearing in
the economy. ... It is being pointed out that a mild recession in
business would make less urgent the need for increased controls over
the money markets. . . . Also, a downward movement in business
might bring about a reversal in some of the policies of the money
managers such as the tightening of the money markets and the upping
<of reserve requirements of member banks. . . .

However, the financial markets are in one of those interim

, periods, where it is not possible to definitely indicate whether the
downtrend in business will be allowed to continue and thus round
off the inflation spiral or whether there will be an acceleration
of government spending that will keep the inflation pressure on,
such as happened in the past.

MATURITIES LENGTHENED

Although the picture is not yet clear there has been an inclina¬
tion on the part of some investors in Treasury issues to lengthen ma¬
turities in moderate amounts. . . . Commercial banks have been put¬
ting some of their funds in the 2s, 2%s and 2V2S instead of bills and
certificates. . . . Others have been selling some of the shorter ma¬
turities and investing the proceeds largely in the longest eligible tax¬
able obligations. . . , Individuals as well as certain of the smaller
non-bank institutions have been putting money to work in the ineli¬
gible 2?/2s of 1967/72. ...

It seems as though the uncertainty about the business situa-
< tion is relieving the uncertainty over dropping prices of Treas-
'

ury obligations. . . . This is resulting in modest purchases of
government securities by those that were previously on the side-

> lines because of the fear that support levels could or would not
be maintained. . . .

SPOTLIGHT ON INSURANCE COMPANIES
Life insurance companies are getting attention from both State

and Federal representatives and what will come out of all this/time
alone will give the answer. . . . The importance of these institu¬
tions in the capital and money markets makes them vulnerable to
greater supervision by the, authorities particularly in a managed
economy like ours. . .... Although sales of government bonds by these
institutions may have interfered with the money managers in their
control of the money markets, the reason for the talked of regulation
of life insurance companies by the Federal Government is much
broader and more significant than this. . . . The position of these
companies in the loaning business gives them many of the attributes
of commercial banks. ... Private placement of securities as well
as the purchase of real estate from corporations has had a marked
effect upon the investment banking business. . . .

The change in savings habit of individuals has resulted in
more of these savings going into insurance companies, through

1 increased purchases of life insurance and the building up of pen¬
sion funds. . . . Because of the increase in the cost of living,
there is need for more adequate protection of beneficiaries, and
this means that larger amounts of life insurance are being taken
out by both old and new purchasers. . . . Pension funds are

. spreading and in some instances larger sums are being set aside
because of the depreciation in the purchasing power of the cur¬

rency. . . . The channelling of more and more savings into life
insurance companies indicates that these concerns have become

■ the largest savings institutions in the country. . . . This along
with the sizable assets they administer means that their opera¬
tions can have a marked influence upon the economy of the na¬
tion. . . . These appear to be some of the factors that are" being
given consideration by those that are looking into the life insur¬
ance situation from the regulatory angle.

Nafhan Sharp Joins .-V
Genlral Republic Go.

(Special to The Financial Chronicle)

CHICAGO, ILL. — Nathan S.
Sharp has become associated with
Central Republic Company, 209
South La Salle Street, members of
the Chicago Stock Exchange. Mr.
Sharp was formerly Vice-Presi¬
dent of R. S. Dickson & Co., Inc.
in charge of their Chicago office.
Prior thereto he was with Bacon,
Whipple & Co. and R. W. Press-

prich & Co. ' • s

Hooker, Fay Co. Admit
John S. Logan to Firm

SAN FRANCISCO, CALIF. —

John S. Logan has been admitted
to general partnership in Hooker,

Fay & Co., 315 Montgomery
Street, members of the San Fran¬

cisco Stock Exchange. In the past
Mr. Logan was a partner in Mit-

chum, Tully & Co. and was with

Kidder, Peabody & Co. and Harri-
man Ripley & Co. in New York.

Bache & Go. Announce Trading Facilities in Unrefined Gold■
Metal Department of stock brokerage concern, in calling attention to premiums paid in various parts
of world for refined metal, says it is in position to sell natural gold in 100-ounce lots for prompt or
future delivery. Publishes paper by Herbert M. Bratter pointing out demand for gold and its use as a

hedge against economic instability.
In publishing a paper written by Herbert M. Bratter, economist specializing in monetary subjects

and formerly precious metals specialist of-the U. S. Department of Commerce, Bache & Co., members
of the New York Stock Exchange and also members of other stock and commodity exchanges, announce
they are in a position to sell natural gold in 100-ounce lots, for prompt delivery or on contracts for
future delivery. The gold will be packed in containers sealed by a responsible assayer, whose assay
and weight certificates will accompany deliveries of the gold. The price quoted will be in dollars per
troy ounce of material delivered.

The gold ""contracts for future delivery may be purchased on margin. At present, the margin
required is $1,250. per contract of 100 ounces, which must be maintained. The Treasury's buying price
for fine gold is $35. per ounce. The Treasury's buying price (less refining charges, etc.) is a guaranty
of the basis at which contracts for natural gold could be resold. A sample form of the gold contract is
reproduced herewith.

In making its announcement, the firm of Bache & Co. states that in this country, the Gold Reserve
Act has made it illegal for private individuals to bu.y, sell, or hold refined gold. However, under
Section 19 of the Provisional Regulations issued under the Gold Reserve Act, "Gold in its natural state
may be acquired/transported within the United States, imported or held in custody for domestic
account without the necessity of holding a license therefor." Gold in its natural state may not be
exported. Thus while it is illegal to buy or hold gold coins, or refined gold in,bars, etc., it is legal
to buy, to hold, and to sell gold dust, nuggets, flakes, etc.

Bache & Co.
36 wall. street

tel. digby 4-36qo

new york 5, n. v. November 2$, 19h0

GOLD CONTRACT

METAL DEPARTMENT

CONTRACT NO. AAA

.Ki'

BACHE & CO. agrees to sell and Mr. John Jones, 111 East lll£l£Street, New York, New York

agrees to buy gold in its natural state, subject to the teni aditions specified below:

V*.

t U'

UNITS: (see Note 1) Ten (10)

PRICE: $39.$0

DELIVERY at the office of Bache

delivery to be made on any busi within

rPe^jjjJce troy of material delivered.

all Street, New York, during the month of:
said month at seller's option: _

CONDITIONS: V

t. One unit represents 100 troy ounce, of gold in it. nature! .tete (i.e., gold recovered from netural aource. which ha. not
been melted, amelted, or refined or otherwise treated by heat or by a chemical or electrical procea.). The gold i. to be packed in ■

container sealed by J i .$rld£/V:5,P.e.r!Y. PP.». i. I.0.? . APE?!??.*,

#. .<*:#, tatow A. P.q«,. Iterr. York.City,....
whose assay showing the gold to be 850 fine is to accompany the document* and the delivery. The Seller also has the option to
deliver 5 ounces per Unit less than or in excess of 100 ounces specified above and the Buyer agrees to pay for the weight delivered within
limits specified above at the contract price.

'i
2. The Buyer agrees to deposit with the Seller $1,<?S0. per unit purchased. Balance of payment ia due on date'of delivery.

Should the U. S. Treasury buying price of .999 fine gold decline below $35. per ounce the Buyer agrees to deposit with the Seller $1,per '
ounce for each successive decline of $1. per ounce in the U. S. Treasury price. The Seller agrees to credit said deposit on account of the^
purchase price. , #

If the Buyer fails to make said deposit payments, as above-provided, written notice and demand for tame may be mailed by theSeller to the Buyer and Buyer agrees within 48 hours after said mailing to make such payments to the Seller. '

Should the Buyer default either in the payment of any deposit installment aa above-provided or in payment of the balance of the
purchase price on the delivery date, the Seller may tell the contract metal either upon the day of said default or upon any following
business day, either in the open market or at private tale, and any difference arising from such action, after giving credit to the Buyer
for any payments made on account of the purchase price, shall be charged by the Seller to the Buyer who shall promptly pay the amount
thereof to the Seller. In the event the difference between the contract price and the sale price shall be less than the payments made bjf
the Buyer to the Seller, the Seller agrees to return to the Buyer the difference.

3. This contract is non-assignable by the Buyer except on the written consent of the Seller. ■>

A. The Buyer certifies that this merchandise is purchased for resale in the same form.

5. The contract shall be in all respects subject to U. S. Federal and State laws, regulations and requirements.
6. Any controversy or claim arising out of or relating to this agreement or the breach thereof, shall be settled by arbitration, in

the City of New York, in accordance with the Rules, then obtaining, of the American Arbitration Association, and judgment upon the
•ward rendered may be entered in the highest court of the forum, state or federal, having jurisdiction.

Bache & Co.

SIGNATURE.

ADDRESS

Ly.

Please acknowledge your agreement to this contract by signing the duplicate copy herewith and returning same to us.

Named for Officers
Of San Francisco Exch.
SAN FRANCISCO, CALIF.—

Victor T. Maxwell, Chairman of
the Nominating Committee of the
San Francisco Stock Exchange,
announces that Douglas G. At¬
kinson of Dean Witter & Co. has
been nominated for a second term

as Chairman of the Board of Gov¬

ernors. Nominations for the Board

of Governors for two year terms
are: Howard J. Greene of Sutro

& Co. and John P. Symes of
Henry F, Swift & Co.
The annual meeting and elec¬

tion of officers of the Exchange
will be held on Jan. 12, 1949.

Lynch & Keller Directors
Blair & Co., Inc., 44 Wall Street,

New York City, announces the
election of Frank Lynch and C.

Courtney Keller, Jr. as directors
of the firm. Mr. Lynch has been
an officer for several years and

manager of the firm's municipal

department. Mr. Keller, also an
officer for several years, is retail
sales manager.

Edward Dreyer Retires
Dominick & Dominick, 14 Wall

Street, New York City, members
of the New York Stock Exchange,
announce the retirement of Ed¬

ward P. Dreyer after completion
of 50 years of service with the
firm. For many years Mr. Dreyer
has been vault custodian in charge

of securities.
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WhatWillDemocraticCongressDo?
By ROGER W. BABSON

Mr. Babson discusses probabilities of President Truman carrying
election promises through Congress, and concludes "real truth is
that Mr. Truman doesn't know what he is going to do." As result

"we have two years of great uncertainty ahead."

Everyone is asking what Mr. Truman and his Democratic Con¬
gress will do. This I will discuss in this column, although my con¬
clusions will probably satisfy no one. Since the election William
Green, the able President of the American Federation of Labor, was

my guest here *>

that Mr. Tru¬

man owes his

victorywholly
to the farmers
and the wage-
workers.
Withoutdoubt

theTaft-Hart¬

ley Law will
be modified in
several ways.

Certainly, em¬
ployers should
have the right

to state their case to their wage-

at Babson: entire cycle should be considered.
Park. There is! Surely, on this basis the farmers
no doubt but! are entitled to every cent they are
that he feels getting and to help for some time

longer. In fact, for keeping busi¬
ness fairly good the country is
very dependent on prosperous
farmers.

Roger Babson

Truman and Russia

Another thing in which the
Southern Democrats can be of no

help is in connection with Stalin's
attitude. He is the greatest factor
in the business outlook especially
in view of defense spending, for¬
eign loans and the European Re¬
covery Program. Truman can be
a modifier of circumstances to

workers; and moreover should be, some extent. He cannot be the
obliged to take, the same anti-j master of destiny whatever his
communist oath as do the labor ability. This foreign situation will
leaders. be further complicated by the po-

It must not be forgotten that a HJical activities of the Veterans of
coalition, at any time, of the Re- World War 1 and WorW War 11
publicans and Southern Demo¬
crats could hold up any legislation
that the President might greatly
desire. This could apply to un¬
reasonable excess profits taxes,
price controls, changes in income
brackets, New Deal dreams and
other legislation which would be

which activities were largely for¬
gotten in the recent campaign.
President Truman has fighting

ability, political judgment and
vigorous health. It is also said
that he is "honest"; but I do not
understand how an honest man

who is also intelligent could make
apt to bring about a decline in the promises he did in his cam-
general business. Hence, although paign speeches. He, moreover, ap-
there is nothing in the Truman pears to lack judgment in recruit-
victory which could help business, ing men of outstanding ability
there is much which could harm and tends to "go off half-cocked"
business except for the influence and spring surprises which may

be very dangerous. I doubt if he
also fairly balances loyalty to
friends against loyalty to the na-

of the Southern Democrats.

Truman and the Farmers

It is an old political slogan that tion as a whole*
"no one wants to shoot Santa 1

, , ;
Claus." Certainly, the Democratic The Real Truth
Santa Claus has been very good The real truth is that Mr Tru-
to the farmers who recently have man doesn't know what he is go-
had the most wonderful years in ing to do any more than you who
their history. As Mr. Dewey did read this article. The forecasts
not make any substantial prom- which columnists and radio com-
lses to the farmers, they felt it mentators make is so much wast-

t0mlet wel? en°uSh alone." ed time. Mr. Truman will try to
i? ™r. ^rumaii-ls P9*ec* ^or carry out most of his promises,

to rns friends, he will oppose but he does not know which ones

any bills which the farmers op- he will be able to fulfill. No one
pose. Furthermore, the Republi- eise knows. Hence, the only sure
cans can expect no help from
Southern Democrats in cutting
the profits of the farmers.

Over a term of years the farm¬
ers' profits have not been abnor¬
mal. The farmers are entitled to
some more good years to make up
for the many very bad years that
•they had during the thirties and
even before. No industry should
be judged by the earnings of only
a .few years. An average.of an

thing that readers can depend
upon is that we have two years of
great uncertainty ahead. Whether
for good or evil, I must refer you
to Mr. Stalin's inner thoughts, not
necessarily to what he says. All
of this means that readers should
use 1949 for getting out of debt,
storing up reserves and being pre¬
pared for whatever happens, even
though this may mean "no change
at all."

Business Prospects
. less likely, and perhaps

. some¬
what more so, that it is' about
over. Business confidence was

hurt by the elections and, there¬
fore, it will be somewhat more

difficult to raise equity capital;
business expenditures for plant
I and equipment will probably be
reduced moderately, and inven¬
tory policies will be more con¬

servative. Moreover, stronger
measures to combat inflation, if
it should continue, are more

likely to be taken under the ad¬
ministration we shall have than
under the administration we

might have had.
In my opinion, the chances of a

severe decline in business in the
next year or two are reduced as

a result of the elections. Although
social forces would compel what¬
ever party is in power to take

vigorous action to forestall a

(Continued from page 3)
lieve that the Democrats will take

prompter and stronger action than
the Republicans would have
taken. The Democrats will be
more sensitive to popular demand
to prevent and relieve mass un¬

employment, and will be more
zealous in keeping consumer pur¬

chasing power at a high level.
This will be done, however, at
the cost of greater control by the
government over economic af¬
fairs.

Thus, there is a greater chal¬
lenge than before to businessmen
to prevent a "bust", unless they
contemplate without regret, as I
do not, substantially greater in¬
terference by the government in
economic and business affairs.

The longer-run implications of
the election are of the greatest
significance. We learned on Nov. 3
that the swing to the left which

severe decline in business, I be-! set in in 1933 is more basic and

more enduring than most of us
had thought. There are three
meanings of the swing to the left
which I should like to comment on

briefly.; .. - ■;
In the first place, it means

greater benefits to the mass of tne
people in the short run. There
will be more social security, less
apprehension anj distress from
illness, old age and unemployment.
There will also be a higher stand¬
ard of living for many in the
lower income groups, if the pros¬
pect for an increase in the legal
minimum wage is realized. Greater
economic benefits to the people
at large are much to be desired;
in fact, they constitute the ulti¬
mate objective of our economic
system. But they can be sought
over the short run by political
means which jeopardize tnem
over the longer run.

Retardation of Long-Run
Economic Progress

This leads to a second important
meaning of the swing to tne left,
namely, the probable retardation
of our long-run economic prog¬
ress. This interpretation is subject
to serious and sincere differences
of opinion. To me, the less favor¬
able attitude of government to¬
ward business, the greater readi¬
ness of government to control
business, and the lessened respect
for profits and the profit motive, i
all of which are aspects of the
swing to the left, will tend in the
long run to reduce the rate of
economic progress and to reduce
the total benefits which might
have been available to the masses

of the people. Vi-'1i >''
There are, of course, defects ir

our economic system and many
improvements must be made in
the way business is conducted.
Moreover, I may be wrong in my
long-run interpretation. But it is
my judgment that in the coming
years when the country is zeal¬
ously planning for the rapid im¬
provement of the economic lot or
the average and below-average!
citizen, we may underestimate the
importance of personal qualities
and economic and political poli¬
cies which have been largely re¬
sponsible for the creation of the

amazingly high and widespread
economic welfare which the peo¬
ple of the country now enjoy.
A third meaning of the swing

to the left is the possibility of
greater danger to our basic liber¬
ties. With greater control by gov¬
ernment over economic affairs
there comes also the possibility o<"
reduction in civil and political
liberties. History seems to show
that when one type of liberty is
reduced, other types of liberty are
also threatened. f:

In a brief comment on these

very large and complicated ques¬
tions it is probably impossible for
anyone to convey the proper
"tone" of his ideas. I do not wish
that anyone should gain the im¬
pression that the future is black.
I should also like to express my
conviction that there should be
further redistribution of income
and wealth in order that the wel¬
fare of our whole people may be
enhanced. What worries me is
that policies mav be adopted which
aim to accomplish too much toe
soon and by methods which may
be effective in the short run but
destructive in the long run. > i
There can be no doubt that a

swing to the left is a sobering
event for most businessmen and
investors. How they react to it will
in large part determine whether
the swing will be harmful. If they
become cynical, if they choose to
"go back to the farm" and give up
on the future of America because

prospects for business profits and
the accumulation of personal for¬
tunes are diminished, the country
will indeed be facing bad times.
But if, on the other hand, they
recognize realistically the great
strength of the social forces be¬
hind the swing to the left, make
their peace with these forces in
so far as necessary, and at the
same time recognize that no po¬

litical upset can really halt prog¬
ress as long as they possess tne
will to progress, then we can look
forward with hope and confidence.
Businessmen and investors prob¬

ably will have to decide whether
they will work as hard and take
as much risk, for less return, than
they have previously expected or

received. To expect them to do
so doesn't seem to make sense, but
it is probably essential in order to
insure our economic future and,
indeed, the preservation of our
liberties. This requires ethical
growth, the greater ability to act
as individuals with reference to
the general economic welfare. :

Renews Proposition for Return to Sound Money
: Edward J. W. Proffitt at luncheon meeting of Chamber of Commerce
of State of New York gives notice of new resolution advocating

• - - return to gold coin standard.
At the luncheon meeting of the Chamber of "Commerce of the

State of New York in New York City on Dec. 2, Edward J. W. Proffitt
of the Manufacturers and Traders Trust Company, who has been
pressing for action by the Chamber to further the return of the

nation to the®— ~

gold co in me . Cnamber with an enviable

Dr. E. J. W. Proffitt

again present¬
ed the matter

by stating:
"With your

kind permis¬
sion, I will
take but a

moment to
refer to a

former Reso¬

lution of mine
o n ; money.
Ne x t month

will mark the
second anni¬

versary of the
date of its introduction here. Now,
it would appear desirable that I
give notice of my intention, at the
next meeting, if it is agreeable to
the Chamber, to ask for the with*-
drawal of that particular Resolu¬
tion, which contained a large
number of technical references to

existing laws and regulations, and
to ask permission to submit a

substitute, one shorter and per¬

haps less difficult to obtain ap¬
proval of, before the convening of
the new Congress. It will be lim¬
ited to an expression that the
Chamber desires the return to
Sound Money (the Gold Coin
standard), lest the rapid tobog¬
ganing of the purchasing power of
the present managed paper dol¬
lar descend to the horrors of de¬
valuation and repudiation.
"The Committee on Finance and

Currency is following Command¬
er Schiff's able work in a study
of the whole monetary problem. It
is being assisted by the recently
added staff member who comes to

standard,1 record in economics and finance.
"Interest and study in the sub7

ject is spreading. Action already
has'been taken by other organiza¬
tions here and elsewhere. During
the past few- months, meetings
have been held in Detroit,1 spon¬
sored by a prominent banker and
a top notch industrialist, and also
in Chicago, Grand Rapids, Fort
Wayne, Mobile, Miami and San
Antonio. Meetings are scheduled
soon in Pittsburgh and Minne¬
apolis, and an-outstanding confer¬
ence will be held in New York
next month, at which will be con¬
sidered the international phase of f
the monetary problem. Tomorrow
at the conference of the National
Association of Manufacturers, one
of our leading authorities in the
automobile industry will discuss
the subject. .

"The U. S. Chamber of Com¬

merce, last month, published a
valuable treatise on the "Eco¬

nomics of the Money Supply." It
stated that its study is "based upon
the assumption that the more

knowledge and understanding our
people have, the more likely are
they to come to sound decisions."
Our relations with the National
Chamber are close and I assume

cooperation prevails. It was my
good fortune to have been a mem¬
ber of the group which in Decem¬
ber 1912 in the rooms of the Wil-
lard Hotel, Washington, under the
leadership of Edward Filene of
Boston, Harry Wheeler of Chicago
and others, if I recall correctly,
planned that great organization of
commerce and industry. Also I
served as a member of its Nation¬
al Council for several years."

1 New York Port Authority Bonds Marketed (
Halsey, Stuart & Co. Inc. and Ladenburg, Thalmarin & Co. jointly

head an underwriting group that was awarded on Dec. 7 $7,000,000
The Port of New York Authority 21/2% Marine Terminal Bonds, First
Series, due 1978. Reoffering was made at a price of 9fi1/2%. to yield
about 2.67% to maturity. The^ —~T__: : ——

York District and to make charges
for their use and for such pur¬

poses to borrow money upon its
bonds or other obligations. The
Port District comprises an exten¬
sive area in both states, centering
about New York Harbor.

winning bid was 95.0577
Net proceeds from the sale of

the bonds, the first installment in
the series, will be used to provide
funds for capital improvements
to Port Newark, N. J., and for
payment, with interest, of $2,000,-
000 Port of New York Authority
Marine Terminal Notes.. ; J
The bonds are redeemable at

103% beginning on Nov. 1, 1953
and thereafter on or before May
1, 1958; at 102% thereafter and
on or before May 1, 1963; at 101%
thereafter and on or before May
1, 1968; and at 100% thereafter to
maturity." Payments are re¬

quired to be made into the Sink¬
ing Fund for the bonds, starting
in 1953, at a rate which on a
cumulative basis will be sufficient
to retire all of them by maturity.
In the opinion of counsel, the

bonds are eligible under existing
legislation for investment-in New
York and New Jersey for state
and municipal officers, banks and
savings banks, insurance compa¬

nies, trustees and other fiduci¬
aries.

The Port of New York Author¬

ity, created in 1921 by New York
and New Jersey, is authorized to
purchase, construct, lease and op- ^

erate terminal and transportation wl^h Spencer Trask & Co., New
facilities within the Port of New 'York City.

Harry R.Sime Now With
Crowe!!, Weedon & Go.

(Special to The Financial Chronicle)

LOS ANGELES, CALIF—Harry
R. Sime has become associated
with Crowell, Weedon & Co., 650
South Spring Street, members of
the Los Angeles Stock Exchange.
Mr. Sime was formerly with Ed-,
gerton, Wykoff & Co. ;

Edward A. Meill With %
Courts in Atlanta

(Special to The Financial Chronicle)

ATLANTA, GA. — Edward A.
Meill has become associated with

Courts & Co., 11 Marietta Street,
N. W., members of the New York
Stock Exchange. He was formerly
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Speakers See Economic Forces
; Government Controlled

Philip Cortney, President of Coty, Inc., tells American Statistical Association prosperity will continue
under huge armament and Marshall Plan expenditure, but deflationary forces are bound tp assert

. themselves in the end. Robert h. Heilbroner points out since government created boom, it can also
break it.

Speaking before the New York Metropolitan Chapter of the American Statistical Asso¬
ciation in New York City, on Dec. 2, Philip Cortney,.President of Coty, Inc., told his hear¬
ers that as long as the government continues hug£-;e^penditure on armaments and as long
as we have the Marshall Plan, our^
economy is bound to remain pros¬
perous.
Mr. Cortney, in his talk, drew

attention to the nature of the der

flationary forces which are bound
to assert themselves some time

Philip Cortney Robert L. Heilbroner

after the end of a big war. In par¬
ticular he stressed the necessary
readjustment in the general level
of prices once the monetary in¬
flation of war is stopped, and also
the unemployment due not to
cyclical causes but to the distor¬
tions created in the economy by
the war. Of course, with the
present monetary system the gov¬
ernment can, to a certain extent,
postpone the day of the necessary
adjustment. Mr. Cortney explained
lhat while this view holds a par¬
tial validity, it assumes that fresh
monetary means are injected into
the economy by the monetizing of
budgetary deficits. : *'■:

- Mr. Cortney, in the course of
his remarks, referred to a funda¬
mental distortion which exists be¬
tween various segments -of the
economy. The heavy industries,
the durable goods, and in par¬
ticular automobiles, are still in a

seller's market, and therefore are
able to pass to the consumer any
increase in costs.- The railroads
and utilities base their rates on a

cost basis. The prices charged by
the farmers are protected by the
government. Most of the soft goods
industries, however, are in a buy¬
er's market. Their profits .are

squeezed by costs which are af¬
fected upwards by the heavy goods
Industries. In other words, the soft
goods industries are practically in
a seller's market for what they
purchase and in a buyer's market
for what they sell.
In such a distorted economy,

Mr. Cortney contends, it would
be a calamity if we had a fourth
round increase in wages, which
only the heavy industries can af¬
ford to " pay without risking
bankruptcy." It would also be
fundamentally wrong to increase
the normal Federal tax on income
of corporations. If taxes have to
be increased at all at this stage
of the economic juncture, said
Mr. Cortney. "it is more in line to
reinstitute an excess profits tax,
much as I object to its principle."
Mr. Cortney concluded his ad¬

dress by giving some information
on the European situation and its
impact on the American economy.
He stressed that . the Marshall
Plan will not prove a success un¬

less means are found to make the
Eurooean currencies intercon¬
vertible.
- A similar opinion was expressed
by Robert L. Heilbroner, Econo¬
mist of Stein, Hall & Co., Inc.,
who stated that "it will be the

government which basically as¬
sures the boom—and which could
break it."

"We have to approach an ap¬

praisal of the coming year with a

clear realization that ^he;^uto-
matic' business cycle'^sv«>«»^hat
a thing of the past,", .]V|r,^Heil¬
broner continued. "Whatever-may
have been the underlying-biases
of our industrial fluctuation-
credit, capital expenditure^nr
what have you—these prime mov¬
ers no longer operate in a free¬
wheeling economy. The spontane¬
ous up-and-down pressures which
Our system does still generate are

today cushioned or offset by the
increasingly important > role ; of
planned central economic power,
it is the government more than
any other single factor which sets
the economic tone of the nation-
through its expenditures, ; its
monetary manipulations, its legis¬
lative ,and administrative < de¬

cisions, •

"This means that the old boom-
bust pattern has been replaced by
anuncertain prosperity which
may be prolonged or cut short
largely by governmental deci¬
sions. The task of the economic
predictor is thereby made more

difficult; not only must he assay
the strengths of the upward and
downward bearing economic
forces, but he must also make up
his mind on the "iffier" questions
of how the government will prob¬
ably act and how its actions will
affect business.

"My own feeling is that we are
due for a. year of cross-currehts.
In agriculture./ in many con¬
sumer goods industries, and in a

growing number of industrial
fields, the prospect is for a slack¬
ened tempo of business. We en¬

ter 1949 with the realization that
the buyer's market is back—full
blast. Because we have become
accustomed to a seller's market

(and because breakeven ■ points

change. But it is reassuring to
compare ourselves with 1940—as-'
set-wise, production-wise, debt-
wise.

"Specifically 1949 looks like a

year of good over-all retail sales
with an increasing number of
soft spots; high farm income with
less than our last two years', rec¬
ord takes, busy production for
most plants but without, the back¬
logs which have underwritten ca¬

pacity output since 1946. Although
over-all industrial production
may hold, our housing starts, our
plant and equipment expendi¬
tures, and our export balance
may decline. Consumer price lev¬
els should level off or even drop
slightly.
"Frankly, without a strong gov¬

ernment expenditure program I
would have little hesitation about

warning of a recession with this

many danger signs on the horizon.
Traditionally booms end when
capital expansion ends. But the
addition of the government to the
picture swings the entire emphasis
back around to a more optimistic
quarter.
"Everyone knows that the gov¬

ernment will be stepping up its
expenditures—roughly from $38.6
to $43 billions. What is less com¬

monly realized is that whereas the
government was working on a

budget at the beginning of 1948
which would absorb $12 billion
from the national income stream
into debt retirement, in early
1949 the government will be op¬

erating approximately on a break¬
even basis. Receipts from the pub¬
lic will be down by $6 billion,
expenditures up by over $5 bil¬
lion. In other words nearly $12
billion more will be available for

are high) we do not welcome this spending by the public."

At this time of the year it is customary to talk and write about
the influence on the market of tax loss selling. This may have been
somewhat of a factor in the past week or so in some instances. Far
more important this year, however, has apparently been selling by
speculators and investors to establish taxable gains. It is pretty
well taken for granted that there is no possibility that taxes will
be reduced next year, or that there will be any change in the capital
gains tax beneficial to security „ holders. Rather, if there is any
change in personai^F^er^^^pnje taxes it is assumed that rates
will be raised, or the periodT?of;Ifc>ld ing to establish long-term gains
will be extended beyopd^tl^g^esent six months. Security holders,
therefore, have been'ine|iHe^^>accept profits in the current year,
the tax rate for which is at least determinable.

One of the railroad securities that has apparently been subject
ta considerable long term profit taking is Denver & Rio Grande
common stock. At about the time the stock was initially issued in
the second quarter of 1947 it was selling around 6%. It closed last
year at 18V2 and sold to a high of 39% in 1948. At the time of this
writing it had retreated to 27 Vz. In the meantime, two dividends of
$1.00 a share each have been paid on the stock, considerable further
debt retirement has been accomplished, and earnings have continued
highly satisfactory. As a matter of fact, at recent levels the stock
has been selling at less than two times probable reported earnings
for the current year. • ;

Month by month reported earnings during recent periods have
not made too favorable comparisons with a year earlier, September
net income, before funds, was $356,730 ahead of a year ago on a rise
of $1,049,466 in gross., revenues. In October the year-to-year gain
in net amounted to only $46,958 in the face of a gain of $1,223,975 in
total operating revenues- Actual operating results, however, were
far better than would be indicated by these net figures, with the
year-to-year improvement in real earnings obscured by book¬
keeping items.

Denver & Rio Grande Western was one of the few roads that
during the war period set up reserves for deferred maintenance. For
sometime now it has been crediting the maintenance accounts with
reversals on account of deferred maintenance. The total of such
credits for the 10 months through October amounted to $2,186,278
compared with credits of $1,284,234 for the like interval a year
earlier. While the credits for the full 10 months have been consid¬

erably higher than in the 10 months through October 1947, there

has been a sharp reduction in the rate of such accruals in most
recent months. - 1

For the month of September 1948 alone, the maintenance credits
amounted to only $70,622 and in October they had been reduced to
$33,913. Credits in the same months of 1947 amounted to $281,340
and $204,785, respectively. Moreover, in October 1948, there was a
special debit of $86,439 representing adjustment of maintenance of
way inventories. Finally, 1948 figures have been distorted by charges
to "Miscellaneous Deductions from Income" representing cut backs
of revenue from Lend Lease and Maritime Commission traffic for
the years 1942-45, inclusive. Had these special credits and charges
not been made in either year the October 1948 net income would have
been $414,134 higher than a year earlier.

As reported, the company showed net income, before funds, of
$6,314,868 for the 10 months through October 19*8, compared with
$3,337,475 a year earlier. Allowing for preferred dividend requije-
ments these earnings work out to $14.10 and $5.64, respectively, on
the common stock outstanding. Eliminating extraordinary incojne
charges and debits these common share earnings would have
amounted to $11.30 in the 1948 period compared with only $1.98 a
year ago. Reported earnings for the year will naturally depend to
a considerable degree on bookkeeping policies in the last two months.
So far as real earnings- are concerned, however, they can hardly
run much, if any, below $14.00 a share,

New England Gas & Electric Association
The company, one of three New England holding companies, was

formerly controlled by Associated Gas & Electric. It is an "associa¬
tion" formed under a Massachusetts declaration of trust, but trustees
are elected annually and voting power is not tied up over a period
of years as with some trusts. With revenues of about $25,000,000, it
is about one-quarter the size of New England Electric System. - >

After SEC proceedings lasting some years, the company recapi¬
talized April 2, 1947; 311,000 "common shares of beneficial interest"
were sold through a First Boston Corporation syndicate and some
other stock was distributed to the old preferred stockholders. Pres¬
ent capitalization consists of $22,425,000 sinking fund collateral trust
2%% of 1967, $7,762,000 4%% convertible preferred shares (each
$100 share convertible into seven shares of common) and 1,246,000
common shares with par value of $8.

The stock is currently selling over-the-counter at about IOV2 to
yield 7.6%. This is about eight times the current consolidated share
earnings of $1.30. The parent company earnings are $1.14, of which
about 22 cents is used to retire bonds and 80 cents is paid as a
dividend. Pro forma consolidated share earnings over a period of
years are as follows:

1947—. — $1.20 1942_ .... $0.99
1946 1.37 1941—.... 0.96
1945 1.28 1940

— 0.97
1944—— ... 1.07 1939—— 0.94
1943 1.18 .

Eventually (to conform with the Holding Company Act) the
company may have to dispose of its Maine and New Hampshire sub¬
sidiaries (by sale or distribution to stockholders), which would
reduce consolidated earnings about 11 cents and parent company
earnings about 6 cents. If sold, the proceeds would be devoted to
bond retirement. Since earnings of New Hampshire are relatively
low at present, sale in the near-term future is considered unlikely.

New England Gas & Electric has not been affected by the severe
droughts of 1947-8 which have depressed the earnings of New
England Electric System and other companies, since practically all
of .its electricity is steam-generated. However, 1947 operations were
handicapped by an accident to a new generator which reduced share
earnings about 20 cents. 15,000 kw> capacity will be added early in
1949 and other units will be added in 1951. Savings of about 18 cents
a share in 1949 from the now unit will serve as a buffer against
increased wages, etc.

Over one-third of system revenues are from sale of manufactured
gas. Cambridge Gas Light (the most important gas unit) has pio¬
neered in the new method of substituting 100% oil gas for water gas.
The new equipment was installed in the summer of 1947, but the
full benefits were not immediately obtainable. Heating content of
the gas was raised from 528 btu. to 951 btu., an increase of 80% in
sales capacity without changing the physical set-up, at a very small
increase in plant cost. In billing for the new rates at Cambridge,
meter readings are merely multiplied by 1.8 to allow for the larger
btu. Eventually the company hopes to obtain some natural gas from
Texas for mixing with manufactured gas, but this is probably four
or five years away, and no estimate of possible savings has been
attempted. A gas rate increase was granted last March.

The company has financed much of its construction program by
borrowing from its cash "plant replacement" fund and through a
$12,000,000 bank loan, of which $5,000,000 is still available. During
1949-52, the company will need about $25,000,000 construction funds,
Which will be obtained through $6,000,000 depreciation funds, $15,-
000,000 subsidiary financing and $4,000,000 common stock to be issued
by the Association, The parent company cannot sell any additional
debt, since its debt ratio is over 60%. Under a commitment with the
SEC the company, beginning next year, will have to sell as part of
its financing program 124,600 common shares in any one year in
which new capital requirements equal or exceed $5,000,000. On this
basis, the company in the next three years probably will sell about
370,000 new common shares for expansion (through investment in
capital shares t>f the various subsidiaries).

In Massachusetts the state commission allows a fair return of 6%
on the rate base, which is taken as equity capital (bond interest
being treated as an expense). In 1946, about 6.6% was earned on
the rate base, but at present the amount is understood to be around
5.8%. Since only about 3% or 4% is probably being earned by the
gas department, there is room for some increase in earnings without
regulatory difficulties. The recent statement of the Governor of
Massachusetts that electric rates are too high in that State probably
does not have any adverse implications for the Association. Its rates
in Cambridge are lower than in Virginia (where the coal that is used
is mined), and they are the lowest for any Massachusetts company;
New Bedford is second. The average domestic rate in Cambridge is
about 3 cents.
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A Reversion of Economic Uptrend
(Continued from page 2) i Military expenditures and those

down to $15 million. Themilitary for European Rehabilitation thus
wbuld like to go to at least $25 constitute two of the major items
billion. In any event, it cannot be in our federal budget. I need
otherwise than costly if we are to 1 not list others. It is estimated
be really prepared for war, and if that right now we are adding to
we are to impress upon Russia the federal payroll at the rate of
that we are prepared. Congress is $15,000 people a month. We may
going to be asked to support a well spend a total of $1,630,000,-
lend-lease plan, one part of which 000 to support wheat at $2, corn
■would undertake to guarantee at $1.45, and cotton at $1.50, to
enough American arms to Western say nothing of potatoes, peanuts,
Europe to hold back the Russians tobacco and rice. Our Federal
until heavy U. S. forces arrive.' Government has placed price
And since the Russians seem to be floors under certain so-called
getting their way in Asia, it is "basic" agricultural commodities
now proposed to provide huge and they can be placed under
amounts of war material to save many more without further con-
China as well. All of this must gressional action. So important is
be paid for, most of it at least the part played by the government
from taxes. Necessary though
these monies may be, such an ef¬
fort is not industrially healthy.
Military goods "are highly spe¬
cialized, they are not consumer
goods, nor can the materials that
go into them be used to satisfy
consumer demand. Some com¬

panies iqay make profits from
these federal expenditures—most
companies will not.
Much the same thing is true of

stockpiling. At present prices it
looks as though this program will
cost nearly $3% billion, of which
amount Congress will still have to

in the markets of the country to¬
day that one of my friends in the
flour business half facetiously said,
"To appraise properly the wheat
market for 1948, the qualities of
Jim Farley and Dr. Freud are
more valuable than those of a

grain statistician. If Jim Farley
were employed by our company
today we would completely ignore
crop news. He would put himself
in the place of the government
agents and ask what he would do
in their place."

So if there is any fact equally
clear with that of Russian Corn-

supply over 60% of the total. In-munist objectives and program
addition, the State Department is and of our only means of stopping
reported to favor a stockpiling that aggression, it is that the
program that will guarantee cer- United States -Government is a
tain strategic materials, not only senior partner in every American
for ourselves, but for our allies as' business—and will remain so for
well. It would appear that Mr.
Stalin, not Mr. Truman, will de¬
termine the major part of our
budget for us. -

Of course, quite aside from the
effect of all this on the national

years to come. It should not be
unreasonable, therefore, to stress
that every businessman should
give a little study to our federal
budget. It is not an easy thing
either to read or to talk about. Too

budget and taxes, is the question few people have been interested
of what this does to the available, in it or have made any attempt to
supplies of material for industry, understand it. And so long as it
The Munitions Board claims the 1 remained within manageable lim-
impact will be "relatively slight". its, it really did not make much
(whatever "relatively" means). It difference. But ^those days, are
goes on to point out it is cognizant past-—today it does affect business
of the danger to industry of in many, many ways, and the pub-
trying to attain.its objectives at lie indifference to it is a most dis-
too fast a pace Bqt as George Curbing thing, particularly in view
Renard, Executive Secretary of of the current importance of the
the National Association of Pur- budget.
chasing Agents, has said, "Buying
«carce materials at the top of the
inarket for some future emer-

The President's budget, as sub¬
mitted to the last session of Con¬

gress^ amounted to something
gency offers little opportunity for. over $37,780,000,000. For 1949, his
the development of sound pur-j estimate exceeds even this figure
chasing inventory policies." And by $2 billion. Of the 194$ figure,
the Munitions Board, knowing I Mt. Truman pointed out that four-
that 75% of its goal is not even
"in sight," asks that 20% of the
nation's annual consumption of
the 67 materials listed be set aside
for stockpiling. The board asked
importers and producers for 10%
allocation and got nowhere. The
Department of Commerce tried to
get 5% with the same result. The
National Association of Manufac¬
turers says 2% is enough.
And the Munitions Board itself

adds, "In response to the increased
need for certain scarce items to
bring the stockpile into balance,
it may be necessary to have lee¬
way from rigid adherence to the
pricing policies followed hereto¬
fore, which was 'to buy materials
for the stockpile at or below cur¬
rent market prices.' "
Two plans for increasing output

to meet this demand are in pros¬
pect, either or both of which may
be put into effect:

(1) "Higher-than-market-price"
agreements might be made with
marginal producers. This would
amount to a subsidy similar to
that in effect during the war for
some materials. *

(2) Producers already at peak
production might be offered an
"added - facilities - amortization"

plan. This would enable the pro¬
ducer to add to his facilities, turn
over the added output to the
stockpilers, and pay off the cost of
the new facilities out of his re¬

ceipts from the stockpilers. In
other words, a producer would
add to his capacity, at no cost to
himself, in return for promising
definite amounts to the stockpile.

fifths of this are the "costs of.war,
the effects of war, and our efforts
to prevent a future war." He went
on to say that only 21% of our ex¬
penditures * finance the govern¬
ment's broad programs for social
welfare, housing, education, agri¬
culture, transportation, and gen¬
eral administration. But, we may
also add that this "only 21%" of
$40 billion is $8 billion, or almost
as much as the total cost of gov¬
ernment in the largest spending
year of the 1930's, and more than
twice the average of the 1920's.
A soldier's pension, instead of a

bonus, is about to be demanded by
a powerful veteran's group, call¬
ing for a pension for all veterans
of both world wars, regardless of
other income starting at $60 a
month at 55 years of age and
reaching $75 a month at 65 years
of age. This would add $1.2 billion
immediately and amount to near¬

ly $7 billion by 1980. The Federal
Security Agency is asking for a
health and medical program whose
cost it has refused to estimate, but
which has been placed at between
$3 billion and $5 billion when in
full operation. Total spending in
the current fiscal year is likely to
reach over $43 billion as against
$9 billion in 1939.

"If anyone wishes to know why
his, taxes have climbed so high
since prewar days, let him con¬
sider the national debt. This now

stands at approximately $255 bil¬
lion, or between 16% and 20% of
the national income. Such a for¬
midable array of numerals is al¬
most beyond comprehension. .To
•bring it down to earth, the debt

amounts to about $1,770 for each
person in the country. By compar¬
ison, the debt per capita was $308
in 1939; $240 in 1919, after World
War I.
". . , It is a matter of first im¬

portance that the debt should not
get out of hand in the future.
Historically, the world's most
virulent inflations—1those ending
in the complete wreckage of the
value of money—were accompan¬
ied by a succession of badly un¬
balanced national budgets.
"All this ties in with the cur¬

rent problems of Federal spending
and tax reduction. We cannot al¬
ways count on budget surpluses,
and it is certainly sound policy to
reduce the debt substantially dur¬
ing periods of high national in¬
come like the present.
"No one wants to cut essential

spending for national defense or
otherwise. To reduce unduly ex¬

penditures for European aid or for
our military establishment at this
time would be folly. But many
things which seem desirable to
this or that group may not actually
be essential. If we wish substan¬
tial tax reduction, furtherance of
the debt retirement program, and
assurance of a continuing sound
budget position, we must be pre¬
pared to halt the tendency toward
rising governmental expendi¬
tures."

Now, the President's Council of
Economic Advisors talks a lot
about the need for anti-inflation

measures, but an Administration
that believes that prosperity had
something to do with its return to
power certainly does not want a

general price deflation or see gov¬
ernment bonds decline with the

government debt what it is and
government spending what it is.
So we may well conclude that,
whether we like it or not, prices
will never go back to where they
were .in 1940. In fact, one of the
surest predictions one can make
is that when prices start sliding
in earnest and business profits
show a tendency seriously to con¬

tract, the government—as far as
it is able—will promptly change
its present policy and use its in¬
fluence to keep prices up. And it
can do.this in a variety of ways.
It can give its support to a fourth
round of wage demands; it can
further reduce income taxes in
order to enable consumers to have
more money for goods, or reduce
business taxes to encourage con¬
tinued expansion; it can relax the
threat of credit restrictions; it can
speed up the foreign aid program.
It could even, as a last resort, turn
to pump priming, but it is well to
bear in mind that in the 30s, it
was comparatively easy to go into
debt, to start new projects, and to
try out new ideas. If forced to
somewhat similar attempts again,
however, with the debt where it
is, there will be less leeway for
experiment. But any one of these
things—and certainly all of them
combined — would undoubtedly
keep prices from falling as soon
or as far as they might. True,
such action would only delay the
inevitable readjustment; it might
ultimately result in a more seri¬
ous collapse than would otherwise
come; it would still further accen¬
tuate the unbalance among the
various elements in our economy.
But the immediate end of pre¬

venting a decline would, for the
moment, probably be achieved.
These things are in the hands of
Congress and the Administration,
and I for one refuse to forecast
what either of them will do.

We have come a long way from
our original two questions—one
of which had to do with Russia,
the other had to do with what's
ahead for business. It should be
clear by now—if indeed there ever

was any doubt about it—that these
are not really two questions at all,
but one. For unless business in
this country is reasonably good,
thus keeping our internal condi¬
tion healthy, we can neither do
our share toward putting Europe

on its feet nor be adequately pre¬
pared to defend ourselves wherl
Russia takes advantage of despon¬
dent Europe. It is another one of
those basic facts, which I have
been trying to stress—that one of
these essentials to economic re¬

covery in Europe is the ability to
meet and master any domestic
crisis that may arise in this
country.
How good is business in this

country? Almost everyone — and
note that I said "almost"—says
that it is extremely good and will
continue so for at least another

year.

A "Wall Street Journal" survey
of 155 companies in 15 industries
shows aggregate third quarter
earnings "a modest 8.3% ahead of
the second quarter and a sweep¬

ing 41.7% above the third quarter
of 1947. The Commerce'Depart¬
ment reports a $6 billion output
above the previous quarter and
$11 billion above the rate in 1948's
first three months. Personal in¬
come is reported to be moving to
a new high in the third quarter of
this year, accompanied by a sub¬
stantial increase in personal sav¬
ings, but with a reduction in per¬
sonal consumption expenditures.
The physical volume of produc¬
tion, as measured by the Federal
Reserve Board index, is nearly
double the prewar volume. So one
can go on cataloging the prosper¬
ous signs. < The business press is
full of them, partly because the
facts as stated are usually true,
partly because they make pleasant
reading, and partly because of a

hope that by overlooking the less
optimistic signs, they likewise
prevent the development of those
psychological fears that in them¬
selves contribute to a decline. All
looks so good—at least on the sur¬
face. But we need to remind our¬

selves that in 1920 and 1929 all
looked rosy on the surface, too,
and businessmen were most op¬
timistic right up to the point
where the collapse occurred.

*

To me, there are two inescap¬
able facts to be kept in mind
throughout all of this discussion.
Fact number one is the importance
of keeping American business in
a reasonably healthy state. The
second fact that is reasonably
clear to me is that beneath the

surface, business in this country is
not fundamentally healthy. Eco¬
nomic readjustments, so long
overdue, are not being made, and
the longer they are postponed, the
more serious they are likely to be
when they are made.
For instance, a textile mill in

New England closes for lack of
orders. A number of companies
in the Northwest—ranging from
manufacturers of watches to those
of heavy machinery—are laying
off workers. A midwestern rail¬

way cuts service 10% because of
a drop in passenger traffic. A
taxicab company in a large East¬
ern city withdraws dozens of
cabs from the streets for the same

reason. Telephone collections in
some sections are definitely down.
Art airplane company in the East
offers to carry women and chil¬
dren on Mondays, Tuesdays and
Wednesdays for half fare when ac¬

companied by a full fare passen¬
ger. A plane manufacturer makes
drastic cuts in an effort to save

hundreds of thousands of dollars
in operating expense. The Fed¬
eral Reserve Board reports that
one of four families admits spend¬
ing more than their income even
in 1947. Sales of liquor, furs, lug¬
gage, and toilet goods are down.
The President of the American
Bankers' Association says that the
inflation has about run its course.

The paper industry is definitely
off. Some manufacturers of rag

paper are offering discounts to
spur lagging sales. Price cutting
has broken out in the corrugated
box industry. A large publisher
says, "We are not building up our

paper stocks.1 We are trying to
keep a low inventory position for
the price break that is sure to
come." The machine tool industry
appears to be in the doldrums.
Farmers' income is down about

8% this year. Many textile com-

panys are, showing earnings sub¬
stantially below those of a year
ago, and in some segments of the
industry, prices have declined and
production curtailed. The "Wall
Street Journal" reports in No¬
vember, "The buyer's market
which crept up on cotton last
Spring and on wool earlier this
Fall has now come quietly to
rayon fabrics." A University of
Michigan study reports that peo-
pie are less optimistic, and th£
Federal Reserve Board says that
consumers have shown a tendency
to save a few more pennies from
the dollars of income they re¬
ceive. '
New business firms started in

the first six months of this year
numbered but 179,000, as against
238,000 in the same period of 1947,
and discontinued businesses rose

from 86,000 in the first half of
1946 to 136,000 in the first six
months of 1948. In some industries
the number of companies that
went out of business exceeded
those entering. While passenger
auto output still lags far behind
demand, truck production has
about caught up. The supply of
farm equipment is catching up
with the demand, and the sales
Vice-President of the Oliver Cor¬

poration reports, "Our industry is
getting back to q buyer's market,,
product by product and territory
by territory." Many shoe manu¬
facturers are "slamming the
brakes" on production, realizing
that in the first nine months of

this year they have made millions
more shoes than have been sold.
Thousands of their employees are

working part time; others face
lay-offs. Men's worsted mills are
far from active.
Retail furniture sales in October

were 7.7% and in November 12%
below the corresponding months
of 1947. Furniture manufacturers
received fewer orders in October
than in September, a contra-sea¬
sonal trend. Cancelled orders were
above normal.
Sales in basement stbres of de¬

partment stores in 1947 were

$14.8% above 1946, while the main
store sales were up only 4.5%.
This same trend has continued into
1948. In the first five months of
this year, the gain over the same

period in 1947 was 9.9% in the
basement stores as against 3.4%
in the main stores. Charge ac¬
counts dropped by $169 million,
nearly 5% greater than the sea¬
sonal norm. Over-all retail sales
in department stores through No¬
vember have fallen behind last

year by between 6% to 9%, and in
November, for three weeks in a

row, were below those of a year

ago.
Take a look at inventories. The

McGill Commodity Service re¬

ports:
•

"It is important to note that
despite the terrific volume of in¬
dustrial activity, manufacturers*
inventories since the end of the
war have increased steadily with¬
out any interruption. The book
value on Sept. 1 of manufacturers'"
inventories was $30,100,000,000, as
compared with $27,051,000,000 a
year earlier. Meanwhile, whole¬
salers' inventories as of Aug. i
were up to a new peak of $8,-
048,000,000, as compared with $6,-
699,000,000 for the same date last
year. The significance of this
comparison is that more goods are
being turned out than actually
sold."
And "Business Week" acds its

comment: -

"The over-all value o? non¬

durable goods factories stocks was
virtually unchanged in September.
But the value of the finished in¬

ventory, that hadn't moved, was
up $133 million. This gain was
obscured in the aggregate by a re¬
duction of $126 million in stocks
of purchased materials."1
The earnings of Federal Re¬

serve Bank members were $29£
million for the first 4ialf of 1948.

They were $303 million for the
last half of 1947, and $350 million

1 "Business Week", Nov. 27, 1943,
p. 10.
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in the first half of 1947. Industrial
and commercial failures for Sep-

• tember were 398 according to the
last issue of the "Survey of Cur¬
rent Business." A year ago they
were 292 for the same month.

1. Or turn to prices. The Bureau
of Labor- Statistics index of 28

4 sensitive commodities stood at 330
- (based on 1939 as 100) on June
12 of this year. It declined stead-
ily to Oct. 2 and has been around

■ 306 ever since. The farm prod-
'

ucts index, which stood at 200.3
on June 26, was reported as 172.2
on Nov. 20. , -

This brings us around to a mat¬
ter of manufacturers' profits. The

. "United States News," in a recent

. issue, said, "The profit boom of
• United States manufacturers is

showing the first clear signs of
trouble." It goes on to say that
although manufacturers' total
.profits are up, the profit margin
has definitely declined and is get-

• ting spotty. Some manufacturers,
especially small ones, have seen

. their profit shrink almost to the

vanishing point. Classified on a
. basis of total assets, profits per

, dollar of sales were definitely
t down for the first of this year for
j all classes except corporations with
.assets over $100 million,.The an-

: alysis concludes that even a level¬
ing, off of prices without any

price slump would have the effect
of reducing manufacturers' profits.
The rising values of inventories

. have been accounting for about

.25% of after-tax corporate profit.
Suppose we look at construc¬

tion: Investment in capital equip¬
ment is* an index always to be

'

watched, not only because of its
volume^ but because it constitutes
some measure of the judgment of
business as to what the future

holds and because of the indirect

1 effects of its curtailment upon

(employment and;; prices.- Busi-
]; ness spent last year something in
'

the neighborhood of $15 billion to
$16 billion on its planned postwar

•

plant and equipment program. It
.plans to spend a similar amount

. this year. But yet over 64% of
'.the program for initial postwar
rehabilitation is now completed,
and by the end of 1948, that pro-
gram will be 85% complete. And

; for the first time since the war,

plant and equipment expendi-
,tures for the third quarter of this
year are estimated to be below
those for the second quarter; so
far as manufacturing and com^

mercial enterprises are concerned,
; .they will spend less in the fourth
quarter than in the third. Evi¬
dently the plans for such outlays
are being completed, which,
/ coupled with the high cost of con¬
struction and the fear of overex-

pansion, will make for definitely
; lower investments of this sort in
1949 as compared with 1948.

v So while c onstruction as a

, whole will probably run ahead of
>1947 in dollar volume, the physi¬
cal volume will not show com¬

parable increases. Industrial con¬
struction, which has been de¬
clining for months, is expect¬
ed to slip still more. Public

'

construction (and public utility
:
construction) will probably rise
sharply—perhaps as much as 24%

; —but remember that all public
; construction must be paid for
from taxes and-bonds, and such
expenditures fall in the same cate¬
gory as most other governmental
.-' expenditures so far as the effect
on the general economy is con-

] cerned.
:

The general feeling among
builders and real estate men is

"

that even the housing market is
/showing signs of weakness, which
is not to be wondered at when

'

building costs are 13% higher
•

than a year ago and double what
> they were in 1939-1941. Prices
• must come down to keep resi¬
dential construction up, and with

'

materials at present prices and the
•'unions showing no inclination to
: cooperate, the outlook is none
too good. As one evidence,
"Business Week" says:

"Although construction booms,
builders watching the market

"

know that the first great postwar

rush for places to live is playing
out. For one thing the time re¬

quired to sell both new houses
and old is increasing. Moreover,
while the sales of new houses
have gained this year over last,
purchases of old houses showed
no marked increase. Also, the
building of new houses has just
about caught up with the num¬
ber of new families /setting up

housekeeping,'' /
Many real estate operators are

becoming seriously concerned
about the ability of veterans and
others to meet their mortgage
payments in the months ahead.
Building and loan associations
are tightening up on credit, re¬

ducing the amount they will lend
and increasing the interest rate.
There are those who argue that,

quite aside from residential and
industrial construction, so long as
the steel and automotive indus¬
tries are going strong, nothing
serious can happen. They may be
right, but we can be misled by
the automotive reports. :lWe
should not forget that no matter
how far behind the estimated de¬
mand the automobile industry
may be in passenger cars, if con¬
sumer income fails, cars will hot
be sold, especially at present
prices. Trucks will not be needed
in such large quantities either if
business declines. !

In this same vein, a commen¬
tator had this to say only a short
time ago: )
"The interesting side of the

Detroit outlook right now is the
increasing regularity with which
concern is expressed over the
size of the automobile market

ahead. None of this concern

comes from the automobile com¬

panies themselves— they con¬
tinue highly optimistic. It
emanates from the curbstone an¬

alysts and from observers who
pride themselves on the little
more detachment than is showm
by the company people. . *

"Here are the1 statistical factors
at play in the situation:
"(1) Vehicle production since

the end of the war has amounted
to nearly .13 million units—
enough to sop up all the demand
based on stark need, and much of
the 'desire' kind of demand.

"(2) Prices have risen close to
double prewar levels, eliminating
untold numbers of marginal buy¬
ers. " /

.,. ■■

."(3) Reinstatement > of credit
curbs in recent weeks has intensi¬
fied the purchase difficulties of
the lower income bqyers.
"(4) Where auto companies

were estimating industry backlogs
of 15 million or so cars at the end

of the war, the estimates have
now tapered to some 7 million at
the outside.
"Add this all together, and it

implies a far-from-certain base
of car demand [and thus, it would
appear that automotive business,
like construction, is not all
rosy] ."2
Now all of/the things I have

just been saying would appear to
present a pretty gloomy picture.
I have referred to them for just
one purpose—not because I look
for a serious depression next
year, for I don*t, but to point out
that all is not as well with busi¬
ness as some "Of us are prone to
think. Basically, a readjustment
is called for, and the sooner we
can complete it, the better. To a

very real degree this readjustment
is even now underway. It is a
good thing that this is so. But for
reasons I have indicated, I doubt
if a normal adjustment will be
carried as far as it should go, and
unless substantially further
progress is made, the introduction
of still further strains and stresses
can only aggravate an unhealthy
situation.

It is argued that with govern¬
mental support of the economy

through the Marshal 1 Plan,
through military expenditures,
through the support of agricul¬
tural prices, the gauarantee of
bank deposits and certain mort-

2"Amer»can Machinist," Oct. 7, 1948,
p. 128.

gages, and other measures of
various sorts, no real depression
can come. But there are limits
even to governmental support,
and surely business can scarcely
be called healthy if its activity is
supported primarily by govern¬
ment orders or by governmental
price support. Nor can it be con-,
sidered sound if everyone con¬
tributes his full share toward fan¬

ning the flames, of inflation both
by spending all he makes and by
seizing every opportunity to make
alltheprofits he possibly can "while
the getting is good." On the other
hand, we cannot check inflation
merely by talking about it, nor by
isolated cases—usually well ad¬
vertised—of holding the price line.
Nor can we check it, apparently,
by trying to persuade the ultimate
consumers voluntarily to buy less
and cheaper goods. Obviously,
too, it cannot be stopped by pour¬
ing additional spending money
through such devices as personal
income tax reductions, and
bonuses, and so-called "benefits"
of one sort and another.. These
may be good politics, but they
usually are most questionable
economics. Inflation can only be
checked by taking more stren¬
uous measures than I suspect the
Administration will accept,
namely, more courageous limita¬
tion of selective spending, curbs
on credit, and heavier taxation on

personal and other incomes.
I; should like to repeat what I

said at the outset: that I am no

prophet. The future may very
well hold something quite differ¬
ent from what I think the signs
seem to indicate. Be that as it
may, I should like to stress with
all/the earnestness at my com¬
mand that any feverish activity in
the business world over 1949 or

1950 that is based primarily on
the expenditure of public funds,
regardless of the purpose and
irrespective of how well those
monies may be spent, is going to
be basically unsound and con¬

ducive to a most unhealthy con¬
dition in our economy. I fear
those business analysts who look
forward with optimism and com¬

placency to what they choose to
call "good business,"- and • who
very generally argue that no sub¬
stantial decline can come because
of foreign rehabilitation efforts,
our military expenditures, or on
artificial .price supports, seem to
me to fail completely to appre¬
ciate the significance of what
they are saying/ They could very
well be right in their forecast as

to a high level of industrial activ¬
ity. But if they are right for the
reasons they give, then our future
may be even darker than if they
were wrong. There is only one
sound and permanent basis for
what we term "good business."
That is in the production, distri¬
bution and consumption of goods
required by a world at peace;
goods created by industrious,
hard-working, conscientious men
and paid for by those same men
out of the rewards for their ef¬
fort. It follows that if we must

rely, not on our own efforts, but
on Federal expenditures to keep
our economy moving, we are
building our house on the sands,
not on the rocks. If the relation¬

ship between demand, supply and
prices is out of line, the remedy
does not lie in temporary and
artificial support of some partic¬
ular segment. Artificial stimu¬
lants are sometimes necessary,
but they seldom, if ever, cure a
patient.
Please do not misunderstand

me. It may very well be true
that many of these very heavy
Federal expenditures may be
necessary. They may prevent or
defer that greatest of all dis¬
asters—a third world war—

which might well bring in its
train a more serious catastrophe
than an immediate return to a

sound domestic economy. Reas¬
onable price floors under basic
commodities may or may not be
wise. They are at least debat¬
able. A scanadously wasteful ex¬

penditure of money, even for

justifiable objectives, is a viola¬
tion of every sound principle of
good procurement, . to be ex¬

plained only by ignorance or

carelessness on the part of those
so engaged.
Surely, I have said enough to

make clear that merely because
our Federal Government spends
huge sums of money in 1949 is no

guarantee that we shall enjoy
healthy and prosperous business
in the days ahead. All of which is
another way of saying that those
whose business it is to forecast—
or who forecast whether it is
their business or not—should,
when they say 1949 and 1950 can¬
not be bad because of public ex¬

penditure, also point out that 1951
or 1952 could be worse than any¬
thing we now contemplate. They
should make clear that the reasons

why it will ,be bad may be the
very same reasons that they count
on to make 1949 good.
Of course, the thing each of us

would like to know is when the

readjustment will hit my com¬

pany and how hard. And, of
course, I cannot give you the an¬
swers to either of these questions.
To me it is clear that the upward
trend has already reversed itself—
when it will hit your particular
company depends upon what in¬
dustry you are in and upon your
position in the industry, The an¬
swers to the second question—how
hard will we be hit when the
winds really begin to blow—must
also be partly in the realm of con¬
jecture.
But we need to recognize as

citizens and as businessmen that
neither Congress nor the Admin¬
istration, whatever either may
have done or may do in the fu¬
ture, is entirely responsible for
what has happened in the past or
may happen in the days ahead.
"The fault, dear Brutus, lies not
in the stars but in ourselves, that
we are underlings." So it needs
no argument to prove that we

should put our corporate affairs
in the best shape we can. Such a

move ought certainly to start with
a clear recognition of where we

are, not blinding ourselves to the
probable future, nor being misled
by surface indications. Starting
with this understanding, we. may
the better chart a course. Sup¬
pose • each of us, for example,
assumed simply for purposes of
analysis, that business in .the
United States did drop off sub-:
stantially in 1949. What ^.effect
would that have on our particular
business and, what is equally im¬
portant, what should we do to get
ready for it? Regardless of
whether a break came on this par¬
ticular date or on that one, we
should be prepared to meet the
decline if it came. Do we have rea¬

sonable liquid financial resources?
Are we keeping our inventories of
in-process and finished goods
down to reason? Are we exercis¬

ing due care in the extension of
credit to customers? Is our labor
and personnel situation in as good
shape as we can put it? Are we

exercising conservatism in plan¬
ning capital expansion? Are we

insisting that the sales organiza¬
tion plans and estimates—keeps
its enthusiasm and its optimism
within reasonable bounds? Have
we carefully scrutinized our ac¬

counting practices, with proper

regard to an effective application
of budgeting, adequate and scien¬
tific nianufacturing cost control,
and control over selling and pro¬
motional expenses? Unless we

have done these things, we surely
are remiss. And the time to do
them is now, not if and when a

depression of greater or less
severity hits us. True, there are
some of these things that should
have been done yesterday that
cannot be done today. But, like¬
wise, there are others that we can
still do today that we will not be
able to do tomorrow. But so, too,
there are some very distasteful

things we may have to do to¬
morrow if we do not make the

needed moves now.

I must close. We are living in
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a critical time, for it is a time in"
which we still have a chance to
prepare for the grave uncertain¬
ties that lie ahead, both foreign 1
and domestic. I do not under¬
estimate the extreme danger that
lurks in the field of international
relations, nor our own outstand¬
ing responsibility for dealing with
it effectively. The situation
abroad is most serious. But be¬
lieving this, I also believe we need
to dedicate ourselves to keeping
business on this continent on an
even keel. Unless we can do
that, then most of what we do
abroad will go for naught. These
present months and those imme¬
diately ahead are critical here at
home, within our own backyard.
Our first and greatest responsi¬
bility is to get our own house in
order—in our nation and in our

individual businesses. These
things we can and must do. The
power to do them rests primarily
within ourselves. Whatever
there is to be done beyond these
things—and it is much—will then
rest on a firm foundation.

Merrill Foundation
Makes Gift to Wharton
School of Finance
PHILADELPHIA, PA. — The

University of Pennsylvania's
Wharton School of Finance and
Commerce has received a gift of
$100,000 from the Merrill' Foun¬
dation for Advancement of Finan¬
cial Knowledge, Inc., New York,
it was announced by Harold E.
Stassen,' President of the Univer¬
sity. '

Winthrop H. Smith, President
of the Board of Trustees of the
Foundation and managing partner
of the investment firm of Merrill
Lynch, Pierce, Fenner & Beane,
presented Mr. Stassen with the
check this afternoon.

The fund provides for a nation¬
wide, three-year, study of the
structure and operation of over-
the-counter markets in the distri¬
bution of securities, covering not
only the original underwriting of
new issues of securities, but also
the resale markets. The study will
also attempt to appraise the
trends in security trading over the
past 20 years, with particular ref-, k
erence to the major factors which
have affected.the security busi¬
ness and the present status of that
business in our economic system.
The study will be made under

the direction of Dr. G. Wright
Hoffman, Professor of Insurance
and Marketing at the Wharton
School. Associated with him in the

project will be Irwin Friend, Di¬
rector of Business Research in the
U. S. Department of Commerce,
Washington, D. C., and Willis
Winn, InstructorVof Finance at
the Wharton School.

Working with the research staff
will be an advisory 'committee of
10 members, five drawn from the
security field and five from aca¬
demic ranks. Serving on the
committee will be:

James Coggeshall, President of
the First Boston Corporation, New
York City; H. H. Dewar, of De-
war, Robertson & Pancoast, San
Antonio, Texas; John Fennelly,
Of Glore. Forgan & Co., Chicago,
111.; Wallace Fulton, Director of
the National Association of Se¬
curities Dealers, Inc., Washington,
D. C.; W. Yost Fulton, of May-
nard H. Murcfr & Co., Cleveland,
Ohio; Norman Buchanan, of the
Rockefeller . Foundation, New
York City; Simon Kuznets, Na¬
tional Bureau of Economic Re¬

search and Wharton School,

Philadelphia, Pa.; Harry J.
Lowman, Wharton School Phila¬
delphia, Pa.; R. J. Saulnier, Na¬
tional Bureau of Economic Re¬

search and Columbia University;
New York City; and C. R. Whit¬
tlesey, Wharton School, Philadel¬
phia, Pa.
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The Prospective Trend of Interest Rates
(Continued from page 7)

that attempts to hold these inter¬
est costs down have resulted in

saving the taxpayers $1 while
charging all citizens— including
those whose income isn't large
enough to require taxes—multiple
dollars by unnecessarily inflating
the price structure and the cost of
living. ' '' ' , ". •"
But by now it is both too late

and too early to abandon the sup¬
port of Treasury security prices.
A reduction in tne pegs of several
points or more would serve no

good purpose at this time. We
would have to deal, in the end,
with a support level of say 1%%
for one year money to 2% or 3%
for long-term money instead of
that which we have.. The funda¬
mentals would not be changed at
all. Such a reduction in the pegs
would be taken to mean that
•others would follow and the results

would not be good. We cannot
afford to eliminate the pegs at
this time because their elimina¬
tion would so shock lenders and
investors that we would be pull¬
ing the rug out from under bush
Jiess. And, who knows what the
repercussions would be on those
who hold $50 billion of savings
fjonds. We have to find some so¬

lution, but up to this minute none
lias been offered that really meets
the problem—and today's condi¬
tions.

The government is pinned on
the horns of a painful dilemma,
and it grits its teeth sometimes
from the pain—although it can-
tiot extricate itself—and us. When
it can gain an inch it is fearfully
slow to act, and it is forever being
tempted to lean on additional and
more treacherous horns. Take the
case of nonmarketable issues. The

Treasury has continued to expand
their use. Its last two offerings
to professional investors have been
nonmarketable issues' redeemable
at will—and at some penalty to
encourage their retention. If for
any reason—such as a deficit in
the cash budget, or because it
wishes to redeem bank held debt,
or a strong bond market, the
Treasury decided to issue addi¬
tional securities to professional
investors—chances favor that they
would again resort to ones that
are nonmarketable.
The best way to test the correct¬

ness of a policy is to carry it to
an extreme. What would be the

situation, today, if the public debt
held by savings banks, commercial
banks and insurance companies
was all of a nonmarketable char¬
acter? Certainly the problem of
buying securities against "pegs"
would disappear. And in its place
would you have a freer or a less
free hand in the management of
your bank?
Certainly the transfer of assets

from Treasury securities to mort¬
gages, for example, might result
in more questions—at a Federal
Reserve Bank or the Treasury.
Carry the necessary authority
-down from the Secretary of the
Treasury or the Chairman of the
Federal Reserve Board to repre¬
sentatives in the various business
centers of the country. You have
dealt with representatives of the
O.P.A. Is that type of operation
in debt management compatible
with a private capital economy?
How long would it be before it

would become routine to hear—

"may we ask to what purpose you
wish to apply these funds? Is your
borrower acting in the national
interest—as the government sees
it—in applying for this credit?"

Attempts to control Treasury se¬
curity prices—whether by "pegs"
or by resorting to nonmarketable
issues makes it impossible for in¬
terest rates to fluctuate in re¬

sponse to the normal forces cre¬

mated by economic conditions. This
•obstruction to the functioning of
interest rates deprives our econ¬

omy of the warnings that we need.
Moreover a freely fluctuating rate
tends to change quickly if large

numbers of people wish to sell
what they have or wish to buy
from others. In a free market the
changes may occur so quickly that
large transfers of securities can¬
not be effected. This is a good
protection to the economy. If, on
the other hand, such transfers are
desirable the Federal Reserve
could facilitate them by open mar¬

ket purchases— purchases based
on the general welfare and not
borne by slavery to a Treasury
support policy. .

All of this is absent if the pub¬
lic debt consists of non-market¬
able obligations. We would get a
warning but the warning would
take place at the only other point
of "give" in such a set-up. The
warning would come from greatly
enlarged transfers of Treasury se¬
curities—from the public to the
Treasury—via redemptions, re¬
gardless, of course, of whether
the Treasury coud obtain the
funds from other than a printing
press. Printing presses—or a se¬
lective or wholesale abrogation of
the redemption contracts. Cer¬
tainly there would not be much
choice. These possibilities have
been so clear that the Federal
Reserve has advocated that non-
marketable securities be issued
under a legislative requirement
that they be held—first by com¬
mercial banks, and more recently
the suggestion has been that in¬
surance companies and savings
banks be included. Why? Because
the Treasury and the Federal Re¬
serve find that their endeavors to
control the price of money to the
Treasury are completely incom¬
patible with the control of credit
under a private capital system.
And I might add, that if the

commercial banks, insurance com¬

panies and savings banks are re¬
quired to hold non-marketable se¬
curities how long might it be be¬
fore someone questioned the sub¬
sidy involved in these privileged
dollars represented by no-risk
bonds? How safe do you believe
a 2%% rate would be in such cir¬
cumstances? How assured could
we be of a free capital market
to finance American prosperity?
At the outset of this discussion,

I said that no suitable alternative
to the support of Treasury secu¬

rity prices had as yet been pro¬
vided. I have just made dramatic
statements as to where such sup¬

port may lead us. I do not con¬
sider these statements to be in¬
congruous. An unpleasant fact is
still a fact—an unpleasant pos¬

sibility remains a possibility.
We have been playing for time—
we must continue to do so.

Business conditions will ease suf¬

ficiently some day to reduce
present pressures—or to change
the problem if not to reduce its
scope. But it seems to me that
every savings banker, commer¬
cial banker and insurance com¬

pany executive must oppose, for
patriotic reasons, any attempts to
widen the use of non-marketable
Treasury securities for institu¬
tional investors.

Federal Reserve Credit Policies

This brings me to my third
point—Federal Reserve credit
policies and open market opera¬
tions. The Federal Reserve is
more responsible for credit than
is the Treasury, but it has had to
join hands with the Treasury in
making decisions with respect to
the buying and selling of Treas¬
ury securities in the market.
Therefore, while the Federal has
endeavored to retard credit ex¬

pansion on the one hand, the
other hand has had to function so

that the expansion of credit has
been enlarged. By pressing one
hand against the other, the ex¬

pansion of the credit base inher¬
ent in the support of Treasury
security prices may have been
reduced, but this gain has been
largely a negative one. The
Treasury has been collecting bur¬

densome taxes, to effect large
debt reductions, in order to com¬
bat inflation, by reducing bank
held debt. But because of "sup¬
port" the gains to be achieved
have been lost. High taxes have
reduced the monies available for
equity investment. Capital needs
have been met, therefore, too
largely by debt. This debt has
been -absorbed, in some large
part, by sales of Treasury secu¬
rities-by most classes of inves¬
tors. Sales by non-bank holders
have eased the credit position of
the banks—increases in reserve

requirements notwithstanding.
High taxes in conjunction with
support of Treasury security
prices produce a merry-go-round
which calls for higher taxes. We
need less emphasis on support, on
debt reduction based on bookkeep¬
ing deficits, and more equity cap¬
ital which will reduce debt fi¬

nancing and reduce the problems
of support—and this means tax
revision—not higher taxes.
The most effective brake

against undue future credit ex¬

pansion is the high ratio of risk
assets to capital which exists in
the banking structure. But this
leaves a lot of credit available
elsewhere in the economy. Shots
in the arm via enlarged defense
and other government expendi¬
tures will increase the problems
but new controls will not cure

them. And. when and as business
turns downward the conflicting
policies of support and withhold¬
ing credit may disappear, but
what we get in reverse will be no
better. The Federal and the

Treasury will have to let the
bond market move up to the low
yield levels of 1945 and 1946,
with the attendant penalties on
insurance policyholders, pension¬
ers, and the like or engage ir>
other complicated maneuvers'
which are bound to be deflation¬

ary. Deflationary policies coinci¬
dent with a downturn, in business
are not good political policies.
The bear with the tail will be a

lot larger.
So at this point I want to talk

about something which I admitted
would seem to be a strange sub¬
ject to include in an address to
savings bankers. I have had it on
my mind and your kind invita¬
tion to be here gives me an op¬

portunity that I do not want to
miss because I think the need for
something of its kind is pressing.

Need of Equity Capital Investment
I have referred to the need for

equity capital investment. I have
indicated the manner in which its
lack complicates the problems of
supporting Treasury security
prices and of retarding credit ex¬
pansion. There is another major
consideration.

Business management is prop¬

erly concerned with how it can

arouse a greater interest in the
problems of maintaining produc¬
tion, and employment, and of the
necessity of returning to the
owners of the business dividends
that represent an incentive re¬

turn. One thing is certain—talk
will not do it. Few people are
interested in the hard luck stories
of others—and that particularly
applies when management says to
its employees—"Let me tell you
about my operation. . .

To make a long story short.
Some 52 million of income tax
returns are expected for 1948. Al¬
most 50 million should appear in
the income brackets of $5,000 per
annum or less. About 23 million
should be in brackets of income
of from $2,000 to $5,000. This
group will receive more than
one-third of the national income,
and more than half of the net

taxable income of individuals.
The dollar amount of their in¬

come, on a rough estimate, looks
as though it should approach $70
billion. These people will receive
about the same proportion of the

total dividends shown in net tax¬
able income as was true in 1942—
around 25%.
Here is the big mass of wage

earners. Here are the people
whom business management
needs to interest in the problems
of running business profitably.
Here, certainly, is a tremendous
source of equity investment if it
can be energized. If it is a good
thing to have a wide section of
the population' owning " savings
bonds, it would be better yet to
have them hold an increased in¬
vestment in American business.
How can we achieve it?
Many business firms; for years,

have offered special premiums
with each purchase of one or
more of their products. At times
these premiums are something
truly extra and at others they
represent no tangible value but
endeavor to build' up interested
groups — groups for whom the
premium may hold an appeal
wholly aside from the merits of
the product itself. I recall that, as
a boy, I tried to persuade my
father to switch brands of cig¬
arettes because of the increased

appeal of some new pictures of
baseball players that had sud¬
denly appeared in a brand of cig¬
arettes my father did not use. To¬
day breakfast foods enlist the aid
of the children by offering pre¬
miums designed for them.
I believe that we should create

a premium for the dollars that
are invested in business by those
whose incomes are $5,000 a year
or less. We used to have in our

tax system what was known as an
earned income credit. I would
create a somewhat similar credit
for dividends.
I do not believe that there is

much chance for a considered ex¬

amination of the double taxation
of dividends in the early part of
the next Congressional session
but a relatively simple change
could be enacted and could go a

long way in reducing the prob¬
lems arising from insufficient
equity capital, and too little com¬
mon interest between wage earn¬
ers and owners.

Grant a tax credit for dividends
received by individuals equal to
50% of the corporate taxes paid,
with a minimum credit of 20%,
but limit the dollar amount of
dividends to which this could

apply to the sum of $2,000 per
annum.

Thus the maximum tax credit
for any single return would be
limited to $400.

The Treasury "has said that a
tax credit of this kind is the more

simple of all the methods for re¬

ducing the double taxation of
dividends. The limitation on the
amount of dividends to which the
credit would apply removes one
of the most general objections
that has been raised. The maxi¬
mum benefit of this proposal
would accrue to those subject to
the first bracket of individual sur¬
taxes.

If Congress increases the rates
of tax on corporations, keep the
individual's tax credit at 50% of
the total corporate tax. The neces¬

sity for having such a tax credit
increases •' as. corporate tax rates
are increased or remain high.
If Congress increases corporate
taxes unduly it must be recog¬
nized that, dividends will be re¬

duced, and/or more capital must
be borrowed, or more shares
sold. It will be increasingly dif¬
ficult to avoid a decrease in busi¬
ness expansion, in production,
and in employment if corporate
taxes are increased materially be¬
yond present levels.
Is this a sufficient premium to

attract investment funds? That is
difficult to foretell, but it follows
good' precedents and it should
produce some substantial results.
The stocks of many good compa¬
nies sell to yield 8 to 10%. With
no taxes applicable to such divi¬
dends the small investor would
be getting a pretty good deal. I
believe such a premium on dol¬

lars invested in the equity of
American business would create

many new small capitalists. I am
confident that it would materially
enlarge the supply of funds avail-,
able for equity securities.
It might cause, eventually, some

competition for savings banks, but
the savings banks are bound to
be more virile as the American
economy becomes < more sound,
less dependent on borrowed capi-
tal and subject to less distortions
from repetitious demands for
wages and benefits by the men
who draw wages but too few divi¬
dends.

Its cost? I can't give you a real
figure. I have made a stab at it.
About $1 billion a year or less.
But if it woukNto the job of pro¬
viding some substantial amount of
equity capital, if it would bring
the mutual interests of the wage
earner and management closer to¬
gether, if it would help to provide
a sounder financial structure for
American business—it would be

cheap at several times that sum.

Treasury receipts can fan very
quickly if the volume of produc¬
tion and employment undergoes
any substantial decline. Increased
equity investment of this kind
would help to sustain both. A 4%
increase in corporation taxes
might not be welcome, but it
would pay for the cost of the tax:
credit involved if it were deemed
necessary to avoid the loss on rev¬

enue. Such an increased corpo¬
rate rate would not be burden¬
some.

Inflationary? Stabilizing might
be the better term. If, by virtue
of such a premium on investment
in free enterprise by the average
man, we obtain a broader and
more virile market for equity in¬
vestments, many businesses might
welcome the opportunity to de¬
crease debt by refunding into-
common stocks.
In other words, I propose a good

old American practice in selling
a product which requires mass

consumption. It is simple to ad¬
minister. It is a tax incentive-
which benefits the average man.
It should increase the funds will¬

ing to acquire equities; it should,
tend, thereby, to strengthen the-
financial structure of American
business? It could prove to be
both anti-inflationary, and a prop>
for business; it should create a
wider bond of common interest
between labor and management.
To sum up my remarks—
We have two Treasury budgets.

One most concerns the accounts.
It is, however, the relationship-
between the cash receipts and ex¬

penditures of the Treasury which
exercises a deflationary or infla¬
tionary impact on our economy.
It is only these cash transactions:
which should be dealt with when
we discuss the need for taxes, and.
the desirability of a budget bal¬
ance. The liability to the trust
funds and agency accounts should
not require a lot of so-called pub¬
lic debt transactions.

This is not the time to play
with the support prices of Treas¬
ury securities, much as support
magnifies our problems. In a*
downward business trend the
present type of Treasury debt
management and the open-market
operations of the Federal Reserve
may be much less popular than
they perhaps have been during a
period of inflation and although
we have provided, as yet, no ade¬
quate solution to the problems
borne of support—if we are to
prevent impaling ourselves cru¬

cially on the horns of our di¬
lemma, all. of us must oppose any
further use of nonmarketable se¬

curities for institutional investors.

Finally, I have presumed upon

your invitation to suggest a means
of decreasing the double taxation
on corporate dividends. I believe
that by giving a premium via a
tax credit to the investmentsmade
in American business, and by
limiting the amount of income to
which this premium is applicable,
we may popularize a principle of-
taxation that is much needed, pro-
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equity capital, and make it pos¬
sible for business management and
labor to talk about "their opera¬
tion." That premium involves a
tax credit equal to 50% of the
corporate taxes paid—with a credit
of not less than 20%, and with
such a credit applicable to divi¬
dends in an amount not to exceed
$2,000 per tax return.

News About Banks
And Bankers

(Continued from page 16)
ther $25,000 added to the capital
was realized through the sale of
new stock. The Comptroller of
the Currency indicates that the
enlarged capital became effective
Nov. 23.

* * • *

The Live Stock National Bank
of Omaha, Neb., has increased its
capital, effective Nov. 22, from
$500,000 to $1,000,000, through a
$500,000 stock dividend, accord¬
ing to a recent bulletin issued by
the Office of the Comptroller of
the Currency.

* % *

The Douglas County Bank of
Omaha, Neb., announces the elec¬
tion of Henry R. Roose as Vice-
President and Cashier, effective
Dec. 1, K. G. Harvey is President
of the bank.

Purchase of the Monroe State
Bank of Monroe, Oregon, by
Transamerica Corporation was an¬
nounced on Nov. 27 by Walter P.
Hubbard, President of the Mon¬
roe institution, according to Frank
Barton, Financial Editor of the
Portland "Oregonian," the advises
therein stating:

'

"As a result of the transaction
the Monroe bank becomes, the
13th affiliate and the 58th mem¬
ber of the First National Bank of
Portland group, it was pointed out
by Mr. Hubbard. The account in
the "Oregonian" said that the five
directors of the bank, including
Mr. Hubbard, S. H. Turner, Theo¬
dore S. Kowalski, Ralph Hull and
W. J. Miller, were the former
owners.' It is added that Mr. Hub¬
bard will remain as President and
will continue to operate with the
same group of assistants. Messrs.
Hubbard, Turner, Hull and Ko¬
walski, four" of the former direc¬
tors, and Elmo E. Johnson, Senior
Vice-President of the Benton
County State Bank, Corvallis, will
constitute the board of directors
under the new setup. The Monroe
bank has demand deposits of
$802,000, assets of $1,137,831 and
capital and reserves of $57,208.

Three Join Sutro & Co.
(Special to The Financial Chronicle)

LOS ANGELES, CAL.—Lionel
B. LeBel, H. Donald Leitch and
James R. Plant have become asso¬

ciated with Sutro & Co., Van Nuys
Bldg. All were previously with
the Los Angeles office of Buckley
Brothers.

Herrick, Waddell Adds
(Special to The Financial Chronicle)

ORLANDO, FLA.—Paul P.
Sanford and Weldon Willis of Or¬
lando and Howard J. Miller of
Winter Garden are now connected
with Herrick, Waddell & Reed,
Inc.

,

Maloney & Meyer Adds
(special to The Financial Chronicle)

LOS ANGELES, CAL.—Walter
M. Wells has become affiliated
with Maloney & Meyer, Inc.,
650 South Spring Street. He was

previously with Wm. R. Staats Co.
and John B; Dunbar & Co.

Van Leah McCarty Opens
(Special to The Financial Chronicle)

LOS ANGELES, CAL.— Van
Leah McCarty is engaging in a
securities business from offices at
2563 Wilshire Boulevard.

The State of Trade and Industry(Continued from page 5)
or 28.0%, from the record number of 114,437 corporations formedduring the first 10 months of 1946.

STEEL OUTPUT SCHEDULED AT} 100% OF CAPACITY FORCURRENT WEEK
A shrinking of home appliance sales volume in the Midwesthas been taken by some manufacturers as more than a straw inthe wind for that industry, according to "The Iron Age," nationalmetalworking weekly, in its current summary of the steel trade.So much so that a few Chicago area people are talking about cutsin conversion of steel and withdrawal from the gray market. Sofar the number of companies who have cut conversion plans is notlarge, but Midwest appliance makers are anxiously watchingChristmas sales. If they are heavy no more changes will be made.If they are less than expected, less steel via the higher-priced routewill be purchased.
While Midwest makers were worrying, the same could not besaid for Detroit, Pittsburgh and Eastern appliance makers. A checkon a few of the larger manufacturers disclosed that if washer, high-priced refrigerator, ironer and sweeper markets were jammed, thesteel would be used to produce cheaper refrigerators, other typesof appliances and accessories which were not being made becauseof the steel shortage, this trade paper observed. They also pointedout that some accessories now being made of steel substitutes couldbe made much better with steel.
Steel consumption figures show that about 1,700,000 tons offinished steel will be used this year in the manufacture of all appli¬ances. If all appliance making were to stop completely, the amountof steel involved would be a small part of total steel shipments.So far as can be determined, no other large users of steel aregetting what they want. Nor can it be said that appliance makersas a whole agree with Midwestern views on the permanency of thedecline in sales and the consequent building up of inventories. Theyadmit that their turn to believe that way may come sooner thanthey expect.
While the question of the significance of weaker markets forsoft goods lines made from steel continues, other steel customersare afraid that a fourth round of wages, the adverse outlook inforeign affairs and the knowledge that the Administration wouldnot stand for large unemployment will keep up inflationary trends.If that be true, then any steel on hand is money in the bank.Current reports on steel demand show no decrease in orders atsteel centers, the magazine reveals. Sales people say that each weekthey get letters from large users of steel pleading for more tonnage.It is a safe bet that if the railroad freight rate hearings nowgoing on result in another rate increase on steel products, buyerswill put even more emphasis on trucks. That emphasis is even nowgrowing. When the Interstate Commerce Commission made finalits decision on the most recent rail rate increases last August theradius of economical truck shipments soared from about 350 milesto about 500 miles. '

The American Iron and Steel Institute announced on Mondayof this week the operating rate of steel companies having 94% ofthe steel-making capacity of the industry will be 100.0% of ca¬pacity for the week beginning Dec. 6, 1948, a decrease of 0.1 of apoint or 0.1% below the preceding week. A month ago theindicated rate was 99.4%.
This week's operating rate is equivalent to 1,802,500 tons ofsteel ingots and castings against 1,804,300 tons a week ago, 1,791,-700 tons a month ago and 1,710,000 tons, or 97.7% of the oldcapacity one year ago and 1,281,210 tons for the average weekin 1940, highest prewar year. '

ELECTRIC OUTPUT HITS NEW ALL-TIME HIGH IN WEEK
ENDED DEC. 4

The amount of electrical energy distributed by the electric lightand power industry for the week ended Dec. 4, was 5,645,686,000kwh., according to the Edison Electric Institute. This was an increaseof 296,519,000 kwh. above output in the preceding week which stoodat 5,349,167,000 kwh. (revised), and an increase of 427,736,000 kwh.,or 8.2% higher than the figure reported for the week ended Dec. 6,1947. It was also 972,974,000 kwh. in excess of the output reportedfor the corresponding period two years ago.

CARLOADINGS FALL IN THANKSGIVING DAY, HOLIDAY WEEK
Loadings of revenue freight for the week ended Nov. 27, 1948,which included Thanksgiving Day, totaled 723,090 cars, according tothe Association of American Railroads. This was a decrease of

134,402 cars, or 15.7% below the preceding week this year. It also
represented a decrease of 69,241 cars, or 8.7%, under the corre¬
sponding week in 1947, but an increase of 62,179 cars, or 9.4% abovethe similar period in 1946.

AUTO OUTPUT ESTABLISHES NEW POSTWAR HIGH FOR
WEEK

Production of cars and trucks in the United States and Canada
advanced to 125,156 units from 89,482 (revised) units the previous
week, according to "Ward's Automotive Reports."

This week's production set a new postwar high, bringingoutput thus far in 1948 ahead of the total for all 1947.
Output in the similar period a year ago was 110,759 units andin the like week of 1941, 92,205 units.
This week's output consisted of 92,744 cars and 26,230 trucksmade in the United States and 4,026 cars and 2,156 trucks in Canada.
The total for the year to date is now 5,106,648 units comparedwith 5,052,523 in the full year of 1947, the agency said.

BUSINESS FAILURES RESUME RISE IN POST-HOLIDAY WEEK
Commercial and industrial failures rose to 126 in the week

ended Dec. 2 from 101 in the preceding holiday-shortened week,reported Dun & Bradstreet, Inc. Casualties exceeded the 60 and 37which occurred in the comparable weeks of 1947 and 1946, respec¬tively, but were less than the 297 in the corresponding week of 1939.
FOOD PRICE INDEX DIPS TWO CENTS IN LATEST WEEK

Irregular movements resulted in a drop of two cents the pastweek in the Dun & Bradstreet wholesale food price index. Theindex fell to $-3.36 on Nov. 30, from $6.38 a week earlier, to duplicatethe 17-month low recorded , on Nov.i, 2, ,.si&ce^ which time weeklyfluctuations of the index have held within a narrow range of three

cents. The current index level compares with $7.17 at this timelast year, or a decrease of 11.3%.

COMMODITY PRICE INDEX RECEDES SLIGHTLY IN LATESTWEEK

The daily wholesale commodity price index, compiled by Dun AsBradstreet, Inc., declined slightly during the past week to closeat 272.31 on Nov. 30. This compared with 272.79 a week previousand with 298.02 on the corresponding date a year ago.Grain markets trended lower in the latter part of the weekfollowing early firmness. ■ 4 -

Wheat developed an easier tone as the result of increased
selling of stored grain by farmers as prices advanced to around12 cents over the government loan.
Other factors were further beneficial moisture in the Southwestand reports of increased winter wheat plantings. A resumption sofexports was expected with the settlement of the seamen's strike.Corn showed a sagging tendency, the decline being accelerated byliquidation by holders of December contracts. The movement dlcash corn from the country continued in good volume. Reports fromproducing areas indicated that a large percentage of this year's co

crop would be placed in the government loan. Oats turned down¬
ward in late dealings in sympathy with weakness in other grains.The domestic flour market was featured by a softeningprices and continued small bookings. Slow demand from cha&abakers was attributed to disappointing bakery sales.

Export flour buying for European account was reported at
a standstill.

Cocoa developed pronounced weakness due to liquidation inducedby the ending of the shipping tie-up and prospects of an easing inthe world supply situation. Imports of cocoa so far this year areestimated at about 3,500,000 bags, compared with 3,600,000 in*'tihfe
same period last year. \

Butter spurted upward at the close after prices had fallen
close to the year's low.
The hog"market was irregular with prices up moderately forthe week. Lard ended slightly lower following early strength.The raw cotton market was somewhat irregular and prices h&htto a narrow range and closed slightly higher than a week ago.Demand was less active although inquiries were, fairly numerous.

Reported sales in the ten spot markets totaled only 187,600 balesduring the holiday-shortened week, against 286,800 the previewsweek and 297,500 in the like week a year ago."
Entries of cotton into the government loan continued in

large volume, totaling about 368,000 bales during the week ended
Nov. 18, a new weekly high for the season.

This compared with the previous peak of around 340,000 balesfor the week ended Oct. 28 and brought the total entries for the
season through Nov. 18 to more than 2,662,000 bales. Cotton textiles
were more active with prices steady to firm.

RETAIL AND WHOLESALE TRADE REFLECTS SLIGHT VARIA¬
TIONS WITH BUYING SUSTAINED IN LATEST WEEK

As many consumers returned to traditional shopping habits ahd
began their Christmas shopping after Thanksgiving Day, retaS!dollar volume increased slightly in the period ended on Wednesdayof last week, according to Dun & Bradstreet, Inc., in its current
summary of trade.

<,

Total volume was fractionally less than in the correspondingweek a year ago. Special sales and holiday promotions were preva¬lent in many areas. Most shoppers insisted upon good quality mer¬chandise at moderate prices.
The response by many consumers to promotions of winter

wear increased retail apparel volume fractionally this week. '
Women's coats and suits continued to be sold in a large volume

with a noticeable rise in the volume of women's accessories reported.The demand for dresses declined moderately. Interest in men's
apparel* was generally low and demand for • overcoats continued &>
be veryvlimited. There was a moderate increase in the retail volutae
of men's furnishings.

Total retail food volume declined fractionally in the week fol¬
lowing Thanksgiving Day. Housewives purchased less meat than
in recent weeks and many shoppers requested the moderately pricedcuts. Consumer interest in fresh fruits and vegetables and in frozen,
foods rose slightly. The demand for canned goods remained un¬
changed. 4

Consumer interest in furniture and housewares reflected a
modest increase last week. Electrical appliances were purchased at
a retail volume level close to that of the previous week. The demand
for washers, mixers and television was up slightly, while consumer
interest in refrigerators and small radios declined moderately. it-

Retail volume was estimated to be from 3% below to 1% above
a year ago.

Regional estimates varied from the corresponding 1947 levels
by the following percentages: New England 0 to up 4, East and
Southwest down 3 to up 1, South and Midwest down 4 to 0,
Northwest 0 to up 3, and Pacific Coast down 6 to down 2.
Moderate dips in wholesale order volume in some sections were

offset by increases in others in the past week. Total dollar volume
continued close to the high level of recent weeks, but was slightly
less than that of the comparable week last year. Deliveries con-r
tinued to be as prompt as in previous weeks. The number of buyers
attending many wholesale markets slightly exceeded the number in.
the previous week and in the corresponding week a year ago.

Department store sales on a country-wide basis, as taken from
the Federal Reserve Board's index for the week ended Nov. 27, 1946,
decreased by 5% from the like period of last year. This compared
with a decrease of 6% recorded in the preceding week. For the
four weeks ended Nov. 27, 1948, sales decreased by 7% and for the
year to date increased by 6%.

Here in New York retail sales volume the past week was
again below the level of the corresponding period one year ago.
It was reported that Christmas gift buying is tending to develop
late this year. n

According to the Federal Reserve Board's index, department
store sales in New York City for the weekly period to Nov. 27, 1948*
declined by 6% from the same period last year. In the preceding
week a decrease of 8% was registered over the similar week of 194*L
For the four weeks ended Nov. 27, 1948, a drop of 8% was recorded
over that of last year and for the year to date volume increased
bv 4%. *
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Teamwork lor Prosperity
(Continued from page 6)

pansion wmni inauouy invest¬
ing in new facilities to take ad¬
vantage of a hungry market, and
when pipelines have to be filled
before consumers' needs are met,
industry itself becomes a strong
bidder for basic materials and re¬
duces the supply available for
current consumption.

The Effects of Price Rises

Under the conditions I have de¬
scribed, it was to be expected that
in the absence of economic con¬

trols, prices would rise steadily.
The Consumer Index of the Bureau
of Labor Statistics now shows the
cost of living to be 36% above
what it was in 1945. It is 76%
higher than in 1939. The com¬
posite price of finished steel is
now about $83 a ton, as compared
with $55 a ton in 1945. I need
not remind this group of other
price increases affecting the cost
of production.
When increased demand out¬

runs production and results in
higher prices, labor asks for high¬
er wages. This is natural, and
should occasion no surprise. When
business pays the increased wages
in addition to higher prices for
materials, it in turn increases the
price of its product to meet the
increased cost of production. So
the familiar spiral begins and con¬
tinues. Stopping that spiral must
be our first concern. However,
this should be done carefully and
wisely. We do not wish to cause
a depression by going back down
the spiral too precipitately.
If we are to obtain a solution of

our present difficulties, we must
be frank with each other. No ben¬
efit can come from self-delusion.
In being frank with one another,
we must not be too quick to place
the blame for inflation on some¬

one else. Everyone is ready to ad¬
mit the dangers of inflation, but
few of us are willing to forego the
immediate gains we realize in a
boom period. Our aim must be to
get together and make mutual ad¬
justments so that we can put the
whole economy on a sound basis
for continuing prosperity. If every
group and government agency
which is spending will exercise
restraint even though the effort is
difficult, if essential military ex¬
penditures are not too large, if
labor and business will each exer¬
cise restraint in the matter of
wages and prices, if food prices
can be brought down in an or¬

derly way, we can unquestionably
move into a less feverish atmo¬
sphere where labor will still be
fully employed, at good wages,
farmers will still be prosperous,

and business will continue tomake

money.

We cannot, however, expect any
one group or agency to make the
entire effort and contribution. I
cannot do better than quote from
a statement of the executive com¬

mittee of the American Federa¬
tion of Labor made recently at its
convention in Cincinnati: "Respon¬
sibility for such a program must
be assumed by the functioning
citizens and groups in our coun¬

try—management, farmers, labor,
consumers, financial and other inr
terests—with the government co¬

operating but not dominating. Ef¬
fective steps cannot be taken by
single companies, individuals, sin¬
gle unions or by any group alone."
Business has nothing to fear from
such a program. It must expect
to bear part of the burden, not
all of it.

A Believer in Private Enterprise

I am a believer in private en-

terpri.e, and I share with many
others the feeling that it is largely
responsible for the great material
progress we have made; but the
patterns of private enterprise as
we know them in America are not

beyond question or criticism, and
I hope that you as #the represen¬
tatives of private enterprise will

agree with me that we should re¬
view periodically our weaknesses

'

as well as our strength. Under
private enterprise we have pro-
auced more of this world's goods
than any other nation in history.
We have not only spread the ben¬
efits of this production over our
own population but have poured
out these benefits to the peoples
of the world. Our system has met
the test of practice, and we are
justly proud of what it has done.
Our impressive accomplishments,
however, should not blind us to
the possibility that we may en¬
counter serious trouble in the
years ahead. Businessmen should
not allow themselves to become
fanatics who defend our present
system of private enterprise as
perfect and deny that it has flaws
or seams. They should constantly
check its performance against one
valid test: Does it strengthen
America and does it minister to
the greatest good for the greatest
number? ;

If it is the obligation of busi¬
nessmen to remain open-minded
and objective about the perform¬
ance of the private enterprise sys¬
tem, what is the obligation of
government? First of all, govern¬
ment officials should remember
that businessmen are working for
profits. Profit is the main motiva¬
tion of business; it is the ignition
system of our economic engine.
The importance of profit must be
recognized and utilized.
Government should assume that

businessmen are honest and that
they have the welfare of the coun¬
try at heart. During the time I
have been Secretary of Commerce
I have found businessmen willing
to cooperate with government for
the welfare of the country, and I
have been impressed by their
willingness to give government
the facts necessary to provide an

open and complete survey of the
problems under discussion. This
has been true of the program of
voluntary allocations of steel. It
has been true of the cooperative
effort to obtain steel scrap. The
same attitude of open cooperation
has characterized our relations
with exporters in attempting to
adapt our export controls to fit
trade practices. We in government
wish to base our relations with
business on the recognition that
businessmen know more about
their own business than govern¬

ment officials; asking business at
the same time to recognize that
government is able to take a
broader and more detached view
of each business as part of a whole
economy.

If businessmen will analyze the
problems of the economy dispas¬
sionately and if government offi¬
cials will place confidence in bus¬
inessmen, we can work together
to halt the spiral of inflation and
create a climate favorable to sound
economic growth.
We should begin to tackle this

job by recognizing that inflation
results from an excess o^f demand
over supply. Whatever can „be
done in the way of increasing the
supply of goods and services
through improvements in produc¬
tive efficiency, through the elimi¬
nation of production bottlenecks,
through prudent expansion of the
capacity of key, industries, and
through the elimination of restric¬
tions on output, is thus a step in
the right direction. It must be
recognized, however, that, with
most of those able and willing to
work already employed and with
many of our basic industries al¬
ready operating at capacity, any
further increases in aggregate out¬
put are likely to be gradual. We
must face the fact that we may

not be able to produce enough
immediately to supply consumers
with all they would like to buy
and businessmen with all the cap¬

ital goods they would like to pro¬

cure, and at the same time do all
we must do in the way of national

defense, foreign aid and other
government expenditures. To the
extent that supply and demand
are still out of balance, a major
reliance must be placed on re¬

stricting demand.

Cooperation Based on Knowledge
of Economic Facts ;

In analyzing this situation, and
developing an adequate basis for
current decision, it is tne first
responsibility of business and
government to provide themselves
with the facts about production
and distribution, spending and
saving, investment and employ¬
ment. This is a cooperative job,
and it has been carried on through
the teamwork between industry
and the statistical agencies of the
government for many years.- In
the past two years the government
has increased its facilities for in¬
terpreting the facts supplied by
business. In addition to the long-
established analytical staffs of the
Department of Commerce and
many other economic agencies,we
now have the President's Council
of Economic Advisers and the
Congressional Joint Committee on
the Economic Report. These groups
are expertly staffed to analyze
statistical information and to
chart the health of the economy.

The supplying and compiling of
the information upon which the
diagnosis is based is a natural and
highly successful joint enterprise
of business and government.
When the diagnosis of our econ¬

omy shows that critical shortages
are putting pressure on certain
segments of industry, business
should try to find the remedy.
Sometimes business cannot take

necessary action to relieve these
shortages without the cooperation
of government.. During the past
year, for instance, there has been
in effect a program of voluntary
industry cooperation authorized
by Congress for the purpose of
allocating goods in short supply
to those key industries which have
been most severely in need of the
short supply items. The Office of
Industry Cooperation of the De¬
partment of Commerce has worked
harmoniously with representatives
of the iron and steel industry to
assure an adequate supply of
these commodities to those criti¬
cal parts of the economy where
they were most badly needed. As
a result, approximately 10% of
the current output of iron and
steel is being supplied to correct
shortages in transportation, hous¬
ing, the petroleum industry, and
national defense. This does not
mean that 10% of our iron and
steel is being diverted from other
uses, since most of the 10% would
have gone to those industries I
have mentioned without the vol¬

untary program. It does mean,

however, that these critical indus¬
tries are assured of a steady sup¬

ply of iron and steel. The actual
diversion of iron and steel from
other uses to the industries men¬

tioned is only 2.23% of our total
iron and steel output. This pro¬
gram has given us valuable ex¬

perience which will make easier
the setting up of an expanded pro¬

gram of materials controls if this
should prove to be necessary.

We are living in a time when
nearly every basic industry is
producing at or near maximum
capacity. This is true of iron and
steel, the non-ferrous metals, pe¬

troleum, construction, transporta¬
tion, and electric power. Even
with these industries working at
or near capacity, supolies of many
materials are insufficient to fill
the domestic demand and at the

same time take care of our com¬

mitments abroad. Under these
conditions it seems likely that an
allocation program may be needed
for some time. This will be even

more true if military expenditures
are increased. Odd as it may seem

to many people, the enlargement
of our military program now

would create much greater dif¬
ficulties for the economy tnan it
did in 1940. Then we had every¬

thing to gain from expansion.
Many of our industries were not
producing at full capacity. Now
we have virtually full employment
of our human and technical re¬

sources; we are faced with ma¬
terial and manpower shortages;
and our stability is threatened by
inflationary pressures. The three
billion dollar increase in the mili¬

tary budget last March has put
considerable pressure upon the
economy to fill the order. An¬
other enlargement of the military
order would further intensify that
pressure. To fill the order would
almost certainly call for economic
controls of various kinds. An ex¬

panded military program would
require teamwork and restraint
on the part of all the people.
Avoiding controls will certainly
require teamwork and rigid re¬
straint on the part of those who
are entrusted with our military
effort. They should practice the
abnegation of saints to make the
wisest and most effective use of
the taxpayers' money; and the
soundness of the civilian economy

should of necessity be a matter of
concern in their planning.

Competition Essential
I believe we should be espe¬

cially vigilant in any program of
military expansion to see that
small business is given a chance
to make its full contribution. The
health and vigor of our economy

depend on competition and the
wide distribution of economic

power; Congress and the Execu¬
tive Agencies should intensify
their efforts to safeguard the in¬
terests of small business and to

campaign against the growth of
economic concentration and mo¬

nopoly.
Allocation of scarce commodi¬

ties to key industries will not of
itself be sufficient to check infla¬
tion. During the time we have
been expanding to meet the de¬
mands of the domestic and for¬

eign market, prices of industrial
products and raw materials have
risen substantially. There is noth¬
ing unnatural or unexpected about
this. In many cases the price in¬
creases have been made necessary

by cost increases. Some of our
major corporations have shown
admirable restraint in raising
prices and have reluctantly done
so in the face of steadily mount¬
ing costs. In other cases price in¬
creases have been greater tnan
necessary to cover c.pst and they
have contributed to the infla¬

tionary spiral which is now a

danger to us all. The farsighted
businessman will not exploit the
easy conditions of a seller's mar¬
ket. He will keep himself in po¬
sition to meet the competitive
realities of a buyer's market,
which will come sooner or later.

It is not unfair to ask business
to cooperate in the fight against
inflation. Its profits are high and
have continued to rise throughout
this year, although 12 months ago
many businessmen were saying
that profits would be dangerously
low this year, As I have said
earlier tonight, and as I have
said on other occasions, there is
nothing sinful about profit, and
our private enterprise system can¬
not exist without it. Business,

however, should give careful and
thoughtful consideration to the in¬
flationary effect of large profits
and unreasonably high prices.

Inflation Initiated by Government

Some of the forces of inflation
are initiated by the government
and can be controlled by the gov¬
ernment alone. We recognize the
inflationary pressure of expendi¬
tures for military defense, foreign
aid, and large-scale public works.
The government—and the States
Counties, and Municipal)! es —

should screen carefully all items
on their programs of public con¬

struction in the period immedi¬

ately ahead. Some of these public

projects are already under way
and construction cannot be inter¬
rupted. Others are necessary to
our program of military defense.
Some will be necessary 10 increase
our civilian production and main¬
tain public health. Each, nowever,
should be reviewed in tne light
of its contribution to the nation's
strength and to the solution of
our major economic problems.
Those wnich can should be post¬
poned to a later day When prices
are lower and labor may be look¬
ing for work.
The government is also respon¬

sible for adjusting fiscal policy to
meet changing economic condi~
tions. In an inflationary period,
we must build up a surplus in
the Federal budget, to be used to
help retire our huge national debt.
The result of recent tax reduc¬

tions, wnich were made at a time
when the Federal Government
was assuming new and extensive
responsibilities for foreign aid and
national defense, has been a dras¬
tic decrease in the Federal cash

surplus, and this reduction in turn
has helped to prolong inflation
through 1948.
In making the economy strong

and keeping it strong, all of us

may be called upon to do some

things which are unpleasant. Tne
Department of Commerce has
been forced to say "no" to many

businessmen, especially exporters.
It is my responsibility to see that
goods we need in this country to
increase production and combat
inflation are not shipped out of
the country in excessive quanti-;
ties. There are many claimants
abroad for these goods. There are

agencies and groups within our
own government who feel it to
be their duty, and properly so, to
urge the export of large quanti¬
ties of products from this country,
many of them in short supply. It
rests unfortunately, with the De¬
partment of Commerce to say the
final "yes" or "no" to these many,

worthy claims. It is always more

pleasant to say "yes," but occa-^
sionally we must say "no." It is
because I have assumed this oc¬

casionally unpleasant task that 1
feel I have the right to suggest
that you undertake certain re¬

sponsibilities which may also be
unpleasant. .

In my opinion maintaining the
strength of our own economy
comes first. Today upon us rests
the burden of world support. We
cannot carry that burden if we

ignore our own needs and fail to
realize that there are limits to our

strength and our endurance. We
must examine periodically our

body politic and economic as a
doctor would examine a patient
to make certain there is no spot
on the lungs or murmur in the
heart.

I have been talking about the
immediate responsibilities of bus¬
iness and government in averting
the dangers which confront the
nation. In the long run, business
and government must find ways
to provide the things our people
need to maintain and raise their
standard of living. We need more
and cheaper consumer goods and
services of all kinds, and business
must broaden its market by in¬
creasing productive efficiency and
reducing unit prices. We need
greater production of almost all
basic raw materials. We need
more and better houses. We need
more hospitals, more medical
clinics. We need better parking
facilities in our cities and better

highways between our cities. We
need more playgrounds, more
gymnasiums, and swimming pools.
Above all we need better schools,
and more school teachers, I have
mentioned only a few of the
things we must have to develop
our human resources and to raise
our standard of living. Some of
these things can be provided by a
more imaginative and a more dar¬
ing investment of private capital
at home and abroad. Some of
them can be provided only by
government. As long as these
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needs exist we should not worry
aoout having a "mature economy.'
We still Lave a frontier to pusn

lorwarcl. ' .

. Tnese jobs will not be done
without teamworK. They will be
aoiie wita teamwork. \ve Amer¬
icans can pui together a team
Wr.ich will reach tnese goals. In
,our sports, in our work and on
the battlefield we have snown

.real teamwork. We know tnat a

winning team has more than skill
and brawn, it has incentive. Somen

.times this incentive is a material

.reward.. More frequently it is an

.enthusiastic loyalty for an insti-
. tution. Even in the field of bus-
ii ess wx ere profit is supposed to
be the main—if not the only—in¬
centive, you and I know that bus-

*

ines.men are powerfully impelled
;by the desire to see their organi¬
zations or their companies suc-

. ceed ani thrive. I believe they
are equally impelled by the de-

, {ire to see this nation succeed and
■ thrive. In the last analysis that
cesire is the heart of their in¬
centive. / - * . - :■

Participation is an important
part of successful teamwork. Rare
is the player who can sit on the
bench over a long period of time
and retain a vital interest in the
team's success. The average Amer¬
ican will work harder for the
team and retain his enthusiasm

for our institutions when he feels
he is part of the process and has
some share in its rewards. When
his voice is heard, when his in¬
come is adequate, when he owns
his own home, he knows that he
belongs to the team and is shar¬
ing in its victories.

Importance of Incentive and
• '

Participation

Businessmen today are well
aware of the importance of in¬
centive and -participation. Busi¬
nessmen also are increasingly
aware that their profits in the
long run depend upon the ability
of workers to buy what industry
produces. Businessmen now take
it for granted that their continued
success and the prosperity of the
ration depend largely on an ex¬

panding domestic market for their
goods-. This means that as we pro¬
duce more we must steadily in¬
crease mass purchasing power.

Participation and responsibility
must be the key iueas in our phi¬
losophy of teamwork. I have
spoken mainly about three mem¬
bers of the team—government,
business, and labor. To create a

strong America, however, we must
enable all of tne people to par¬

ticipate; and you must nurture
the sense of inaividual and group

responsibility that is part of our
democratic heritage. When wo
think of the people, we should not
visualize them as masses or sta¬
tistical totals. We must think of
them as individual businessmen
in their offices, machinists at their
lathes, farmers in their fields, and
housewives in their homes. If
these people are convinced that
their efforts count as much to¬
ward building a rich and creative
peacetime America as they were
convinced that they counted in
winning the war, we can face the
future confidently and without
fear. • -

Many people are inclined to
think that businessmen are tough,
selfish, and hardboiled. In my ex¬

perience I have found them to be
no more tough and selfish than
any other social group. In fact,
I have found them to be just as

emotional and just as patriotic.
The problem which confronts us
demands patriotism, vision, and
courage. The breaking of the in¬
flationary spiral and the construc¬
tive action required to maintain
our economy upon a sound basis
calls first of all for initiative.

Practically everyone recognizes
the problem—the real question is:
Who will firmly grasp the nettle?
Some urge that this be done solely
by g&vernment. Government is
responsible for seeing that the job
is done, but in our system it can¬
not be done by government alone.
Your government stands ready to
do its part. If we Americans can
revive fully our wartime zest for
teamwork, government's part of
the job will not be difficult. May
I suggest that a great opportunity
lies .before American business—an
opportunity which will enable it
to justify the soundness of private
enterprise and to make an incal¬
culable contribution to the future
welfare of our country in which
all groups, including businessmen,
will share.

Military Expenditures—Crucial
Budget Problem
(Continued from first page)

not indicative of a change of heart.
Mr. Truman is just as resentful
of the opposition to hirh of busi¬
ness as FDR used to be. There
will be little if any obstacle put
in the way of a fourth round of
wage raises (it will be the sixth
for textile workers), and there
will be no end of agitation about
the alleged $20 billion current
"profit" of corporations—even at
face value 9% only of the national
income.

n.

What makes the President's eco¬

nomic advisers go slow is the
threat of two Damocles' swords

hanging over theDemocratic heads.
One is the ghost of an immediate
recession. This fear has been ac¬

centuated by the post-election
cancellation of some corporate
expansion plans. Also the prompt
reaction which the Stock Ex¬

change has contributed to dampen
somewhat the socialistic spirits.
The other fear is more forward-

looking. It has to do with the
threat of a budgetary deficit that
would reinvigorate the inflation¬
ary forces: This is the worry be¬
hind keeping even the short-term
interest rate fixed, and motivating
new proposals for tightening
credit controls (on paper).
The great dilemma which will

have to be "solved," come what
may, within the next four years,
cannot be evaded by homeopathic
medications. Two roads of policy
are open to Mr. Truman, both of

which lead into bankruptcy. Go¬
ing into a new national deficit on
ha large scale would ignite the
smoldering inflation, with the
prospect of a runaway situation.
Avoiding the deficit by raising
taxes sky-high would bring down
the house of prosperity, and with
it the Democratic party.
Mr. Truman seems to have un¬

derstood this double threat to his

political future. He also seems to
understand that given the political
necessity to maintain this artificial
prosperity—to pour out subsidies,
to support farm prices, and to
raise wages—the only alternative
to keeping the wolf of deficits
from the door of the White House

is keeping military expenditures
within bounds. Spend we will, it
appears, but the military budget
is supposed to be held within a
limit of some $15 billion or so a

year.
III.

But can it be kept there? That
is the crucial question. The man¬

agers may plan, but the final de¬
cision depends on external forces.
We may dilly-dally and try to
appease. We may lull ourselves
into a feeling of false security,
based on the sense of our own

inherent power, the assumed
v/eakness of the potential enemy,
the magic of the UN, and the ex¬

pectation of European recovery.
This self-deception cannot last
long. Pretty soon we are bound
to awaken to the realities of a

global crisis and to its financial
implications.
The UN, to begin with, is an

undiluted failure. The situation in

Greece has tanen a turn to tne

worse, with as many guerrillas
operating, today as was the case
cwo yeais ago. That means $200
:o $300 million annually (with an¬
other $100 million in Turkey) to
he American taxpayer. It failed
to accomplish anything in Berlin,
and our counter-blockade hurts no

one but the Germans, who are

squeezed from both sides, while
the cost of the air-lift may run
as high as $500 million a year. In
either case, the Russians gain in
devious ways, especially in pres¬

tige, at no cost to themselves.
They are cheerful onlookers in
Palestine and India. Pacifying
those areas will be possible only
at the price of hundreds of mil¬
lions—to us.

The UN has failed to control
civil wars in Palestine or in hun¬

ger-ridden India. Even Parkistan,
instead of being an exporter of
food as heretofore, now faces a
food shortage. There has been
more progress in areas where the
UN has kept out. The civil war
in Burma has died down for the
time being, leaving that country
in a semi-bolshevik coma. A sem¬

blance of order has been restored
in Malaya, and something like a
truce in the Dutch East Indies,
while Indo-China still is in a

badly unsettled state. Throughout
that vast area of teeming millions
—the Middle East and southwest¬
ern Asia production is ham¬
strung, to say the least, thereby
raising vital raw material prices
on the world market, and further
burdening the American taxpayer
and consumer. All of which is net

profit to Russia.

IV. ' "
.

However, the most important
aspect of the international picture
is Russia's progress in actual con¬
quest. This year alone, Czecho¬
slovakia fell in the spring, Man¬
churia in the summer, and Cen¬
tral China in the autumn. Our
new (Democratic) isolationism,
which consists in avoiding at any
price a show-down with Moscow
—just like a decade ago, Britain
and France were dodging the con¬
flict with Hitler—pays the type
of dividends that were to be ex¬

pected on the Yalta investment of
Messrs. Roosevelt and Churchill.
To drive the Communists out of
China now would cost us an esti¬
mated $5 billion. The worst of it
is that the American public does
not seem to grasp the tremendous
consequences of China's fall into
Communist hands. And there is
little doubt that China must fall

shortly, or most of it, thanks to
the Truman-Marshall appease¬
ment policy, trying for two years
to force the Bolsheviks, down

Chiang Kai-shek's thrbat.
Incidentally, the term "appease¬

ment" is a misnomer in this con¬

nection. When Chamberlain and
Daladier went to Munich, they did
so for reasons of temporary ex¬

pediency, not as a matter of prin¬
ciple. They wanted to win time
for their own countries' rearma¬

ment, and to maintain in the
meantime the balance of power.

They stumbled over one miscal¬
culation: the assumption that
Stalin would not double-cross
them. The system inaugurated at
Yalta, and applied since, has dif¬
ferent roots. Presently, Stalin is
the one in need of time to develop
the atom bomb and other decisive
weapons, and our clinging to a

shadowy status quo unbalances
fatally the power-equibilibrium by
permitting Soviet expansion on a
fantastic scale. Yalta implies
something permanent and funda¬
mental that never was intended
at Munich. Chamberlain never

thought, still less spoke, of Nazi
Germany as a "peace-loving de¬
mocracy." Quite the contrary! Our
present policy is based on an
ethical, or rather unethical, fal¬
lacy: that the Soviets are an "eco¬
nomic democracv"—they are less
so than Hitler's Reich was — and

that they are "peace-loving." Ir
reality, their militant program oi
world-wide revolution is far more
imperialistic than anything Hitlei
ever dreamed about (publicly).
The purpose of the Rooseveltiar

appeasement was more than po¬
litical or military expediency. Its
objective was and remains a global
construction which guarantees the
Soviets a safe and permanent
place under the sun. Opposed as
Socialists and New Dealers are tc
bolshevism, its downfall would be
a great blow to their own ideal; •

which in ultimate resort are the
same in London as in Moscow
and for that matter in some par

of New York as well If the Rus¬
sians misbehave, they must hot be
punished too severely. They are
being scolded as bad boys, and
receive tongue-lashings, but noth¬
ing must be done that would in¬
flict upon them a real defeat, such
as forcing them to relax the Ber¬
lin blockade or to let down the
Chinese Communists, anything
that might shake up the Soviet
system itself. Even the diplomatic
weapons at our disposal are left
unused. The Assembly of the UN.
e.g., could have been utilized as
a moral forum to indict Russia
as the aggressor in the Reich.
The Soviets have been spared
even a moral humiliation. Small
wonder they are becoming more
uninhibited and brazen every day,

China's fall will complete the
revolution in the international
power balance that began at
Teheran. It will make most pre¬

carious the hold of the West over
Japan, Korea and Southeast Asia
—unless it be supported by vastly
increased military establishments
Japan may have to be re-militar¬
ized. If Viet-nam cannot be sub¬
dued by a substantial French
force, now many times more
troops will be needed against the
hoards of a well-armed Communist
China infiltrating into Annam and
beyond? The repercussions t in
Europe, direct and indirect, will
be equally momentous. In short,
the tremendous growth of Soviet
power can be matched or con¬
tained only by huge armaments
on our side. If Truman and Co.
speculate on a $15 billion annual
military expenditure— obviously,
they do not know about what they
talk. The amount is more likely
to approximate $30 billion per
annum, perhaps not even includ¬
ing therein the multi-billions to
be spewed forth in a new lend-
lease program and a far-flung
system of military bases which
may become imperative. In addi¬
tion, armaments will grow more
costly as rising wages will carry
the price level higher.
Nor is that all.

V.

With China out of the way,

Russia can concentrate on the
West. Already,'to stand Moscow's
universal cold war, Europe is be¬

ing bolstered—along the line of the
bipartisan doctrine— financially.
But bolstered further it must be,
at the current or an increasing
rate of expense. The Marshall
Plan is not self-liquidating: it is
self-perpetuating. It was perpe¬
trated as a magnificent recon¬
struction program, and turned out
to be a grandiose relief action. Of
the first $2,000 million disbursed
by Mr. Hoffman, nearly 50% was
allocated for food, feed, and to¬
bacco. Another 30% went into
pure consumer goods or sheer ac¬
cessories of production: fuels and
fertilizers, paper and pulp, fibres
and textiles, chemicals and medi¬
cines, etc. Actual, durable, pro¬
ductive equipment for factories,
farms and mines took a paltry
$60 million, 3% of the total, some
of it mal-allocated at that. As a
matter of fact, the Marshall Plan
helps to raise living standards in
Europe, but does not contribute
appreciably to increasing produc¬
tivity or to reducing import sur¬

pluses in an effective fashion, to
promoting either essential disin¬
flationary policies or to eliminat¬
ing intra-European exchange re¬

strictions and trade harriers (ex¬
cept in Denmark).
The British, in particular, take

the supine attitude that no further
rise in production or decline in
their unfavorable balance of trade
is in sight. But currently, their
deficit in visible trade alone runs

at the annual rate of $1.8 billion;
the total deficit in their balance
of payments may be $2 billion or
more. That means a cut in their

gold and dollar reserves, over and
above using up Marshall Plan
credits, which brings those re¬
serves below the danger point.
Next year's Marshall Plan allot¬
ment to England must be in¬
creased substantially if a crisis is
to be avoided. A similar situation

prevails in France, where the
deficit on international accounts

has reached an all-time high, as
well as in Italy. These three coun¬

tries, which absorb two-thirds of
the $4.8 billion Marshall Plan funds
for Europe, have made no progress
whatsoever in the direction of

standing on their own feet. At
least two of them will be worse

off next year than they are at
present.
The Marshall Plan works in

reverse, too, so to speak. It little
is understood that without it no

major strikes could have occurred
in France. Unable to obtain food
and fuel, the French people would
not have tolerated them. The
French miners themselves could
not have afforded the luxury. But
when Uncle Sam stands by and
delivers the coal that should have
been mined from the French pits,
a little vacation for the miners
does not visibly affect either the
strikers or the general public in
France. Consequently the Com¬
munists enjoy more freedom of
action with, than without, the
Marshall Plan. The recent French

episode is characteristic of the
perverted effects of a well-in¬
tended policy of international
bungling—always redpunding to
Russia's benefit.
■* s /

1 * VL

The combination of Marshall

plans, Truman doctrines, lend-
leases, foreign bases, and domestic
armaments must raise the total of

unproductive expenditures of this
nation far beyond the amounts
allocated in the presently contem¬
plated budget. But the picture
should be completed by realizing
the fantastic character of our mil¬

itary and collateral preparations.
We will be the first nation in all
history that makes not only gran¬
diose gestures at financial leader-?
ship, but simultaneously drives at
absolute military supremacy on

land, on sea, and in the air. As
Seversky has pointed out, no na¬
tion can make such an attempt
without running into prohibitive
taxation or devastating budgetary
deficits. j
Nor can the effects and after¬

effects be measured in billions of
dollars alone. Total regimentation
of the nation and of its resources',
together with a complete revolu¬
tionizing of its political and eco¬
nomic system are the unavoidable
implications. .•

With First California Co.
(Special to The Financial Chronicle)

BEVERLY HILLS, CAL.—Hans
Klehmet II has become associated
with First California Co., 218
North Canon Drive. Mr. Klehmet
was previously with Bowman
Associates, Klehmet & Co. and
Gross, Van Court & Co.

Edward Jones Resumes
JACKSON, MISS. — Edward

Jones has resumed his investment
business under the name of Ed¬
ward Jones and Co., with offices
in the Standard -Life Building.
Mr. Jones has recently been with
Southern Bond Co.

With Buckley Brothers
(Special to The Financial Chronicle)
LOS ANGELES, CAL.—Emery

C Julius is now with Buckley
,, f- rt SI TTT__i. +U Oiroot
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Business Profits Exaggerated!

~r* ,1

(Continued from first page)
reductions, or expansion of plant
was about $6.5 billion instead of
$12.8 billion as actually reported.
In 1947, the amount of corporate
income available to pay dividends,
increase wages, reduce prices or

expand plant was approximately
$12 billion instead of $18.1 billion
as actually reported. During the
first six months of 1948, reported
profits have been running at the
annual rate of $19.8 billion a year.
The amount of income available
to pay dividends, increase wages,
reduce prices, or increase plant
lias been running at the annual
rate of about $14.9 billion. The
overstatement of income during
the last six months of the year
will be less than the first six
months. When the final figures
for 1948 are available, however, it
will probably be found that real
profits are approximately $16
billion, but that reported profits
will be between $20 billion and
$21 billion—an overstatement of

roughly 25%.

According to the reports of
American corporations, profits in
1948 are running roughly 3.17
times 1940. Corporate sales in
1948 are running roughly 2.6
times above 1940. Consequently,"
profits as reported by business
organizations, have risen slightly
faster than sales since 1940. Ac¬
tual profits in 1948 were running
about 2.4 times 1940 during the
first half of the year and will run
about 2.5 times 1940 for the year—
about $16.0 billion in comparison
with $6.3 billion. Hence, actual
profits have risen at almost the
same rate as corporate sale since
1940. The purchasing power of
real corporate profits in 1948 is
less than 50% more than in 1940,
despite the fact that corporations
are producing about 70% more

physical product than in 1940.

II

Causes of Discrepancies

Why are there such wide dis¬
crepancies between the real
profits of American corporations
and their reported profits? There
are two principal inaccuracies in
reports on profits. One arises
from the fact that most corpora¬
tions still insist on counting a rise
in the cost of replacing inven¬
tories as profits. The other is that
most corporations count the rise
in the cost of replacing plant and
equipment as profits. It is obvir-
ously ridiculous to count a rise in
costs as profits and yet most cor¬
porations do it, and pay stiff taxes
on the amounts so reported.
In the year 1946 profits were

overstated by $5 billion because of
failure to deduct from profits the
rise in the cost of replacing in¬
ventories—that is, by failure to
deduct the amount by which the
change in the book value of in¬
ventories exceeded the change in
the volume of inventories valued
at average prices during the pe¬
riod. The estimate of $5 billion
is that of the Department of Com¬
merce. In 1947 failure to deduct
the rise in the cost of replacing
inventories caused profits to be
overstated by $5.1 billion. In the
first two quarters of 1948 the
overstatement of profits has been
running at the rate of $3.9 billion.
The overstatement for the year as
a whole will be about $3 billion.
Some firms do not charge in¬

creases in the cost of replacing
inventories against profits because
they assume that the rise in prices
creates inventory gains. The fact
that the cost of replacing inven¬
tories has risen does not necessar¬
ily mean that the firm will be able
to recover the cost in higher
prices for finished goods. It may
or it may not. Even if the firm is
able to raise its selling prices suf¬
ficiently to offset the increasing
cost of replacing inventories,
there is no net addition to profits.
There is simply enough additional
Income to offset the higher re¬

placement costs of inventories.

III

The way in which failure to
charge increases in the cost of re¬
placing inventories against profits
causes the statement of profits to
be inflated can be made plain by
a simple illustration. Let us as¬
sume that an enterprise makes no

operating profit at all. Let us

assume, however, that there is an

advance in the price of raw ma¬

terials so that there is a rise of

$100,000 in the cost of replacing
the inventories consumed during
the period. This increase in the
cost of replacing inventories does
not, of course, mean that the en¬

terprise will be able to raise its
selling price sufficiently to re¬
cover this additional cost. Per¬

haps it can, perhaps it cannot. Let
us assume that the enterprise is
able to raise its selling prices by
exactly enough to offset the rise
in the cost of replacing its inven¬
tories. As most corporations re¬

port profits today (although the
corporate income law does not re¬
quire it), this firm would not
charge the rise in the cost of re¬

placing inventories against the
gain of $100,000 from the rise in
its selling prices. The manage¬
ment would report a profit of
$100,000. It is obvious that this
report would be misleading to its
stockholders, its employees, and
its customers, because the $100,000
is not available to pay dividends,
to increase wages, or to reduce
prices. It is needed in order to
enable the enterprise to maintain
the same physical volume of in¬
ventories—that is, to the volume
required by its current rate of
operations. If the enterprise were
to distribute all or part of the
$100,000 in dividends, for ex¬
ample, it, would really be making
a distribution of capital because
it would be reducing its capacity
to produce. Hence it would be
compelled either to curtail opera¬
tions or to borrow in order to
maintain its inventories and its

capacity to produce.

IV

Corporate profits are also over¬
stated because the rise in the cost
of replacing plant and equip¬
ment is treated as profit. It is difr
ficult to estimate the precise
amount of this overstatement but
it is substantial. Part of the diffi¬

culty arises from lack of precise
information' concerning the rise in
replacement costs during the last
eight years. In addition one cannot
know accurately today what
will be the cost of replacing plant
and equipment which is partly
worn out today, but which may
not have to be replaced • until
five or ten years hence. There can

be no doubt, however, that the
cost of replacing plant and equip¬
ment has risen substantially. The
average wholesale price of fin¬
ished goods in 1947 was 79%
above 1940. Today finished goods
on the average are selling about
100% above 1940.
An enterprise which expects to

continue in business must obvi¬
ously replace its plant and equip¬
ment as they wear out. If it dis¬
tributes in the form of dividends,
higher wages, or lower prices, in¬
come needed to replace plant and
equipment, the enterprise is, in
effect, living off its capital, be¬
cause it will have to bring in new

capital to. maintain its productive
capacity. In other words, only after
management has set aside enough
of current income to maintain the
productive capacity of the enter¬
prise, does it have funds which
may be properly regarded as
available for dividends, higher
wages, or lower prices.

Depreciation Charges Inadequate

Despihe the large rise in the
prices of finished goods during
recent years, the depreciation
charges of American corporations
have risen very little. In 1947

they were only 20% above 1940—

$4.6 billion as compared with $3.5

billion in 1940. In 1946 deprecia¬
tion charges of American corpora¬
tions were $4.3 billion. Since one
does not know the ultimate cost
of replacing present plant and
equipment, one can only make a

rough estimate as to what present
depreciation charges ought to be.
Possibly the movement of prices
during the next few years will be
downward—though I am skepti¬
cal that this will be the case for
most finished goods, because
wages, as measured by hourly
earnings, have more than doubled
since 1940, and therefore, there
has been only a moderate rise in
output per manhour. Certainly it
is conservative to assume that the
wholesale prices of finished' goods,
which are now 100% above the
war, will average at least 60%
above prewar in the foreseeable
future. Hence, if one may assume
that depreciation charges of Amer¬
ican corporations were approxi¬
mately correct in 1940, they
should be at least 60% larger to¬
day. This assumes that there has
been no appreciable increase in
the size of the plant to be depre¬
ciated—although some increase in
the size of the plant has occurred.
If depreciation charges had been
60% above 1940, they would have
been about $5.6 billion in both
1946 and 1947 instead of $4.3 bil¬
lion in 1946 and $4.6 billion, as

they were in 1947. Depreciation
charges in American industry
have been- as follows:

Total business Corporate
depreciation depreciation
(billions) (billions)

1940 — $7.2 $3.5
1945 - 10.7 5.9

1946 :— 9.3 4.3

1947 10.3 4.6

In other words, failure to charge
adequate depreciation led cor¬

porate profits to be overstated by
about $1.3 billion in 1946 and $1.0
billion in 1947. There is no evi¬
dence that many corporations
have corrected this understate¬

ment of their depreciation
charges. Hence, the understate¬
ment for 1948 will probably be no
less than in 1947.

The present low depreciation
charges of American corporations
may be defended on the ground
that increases in these charges to
take account of the permanently
higher costs of replacing plant and
equipment are not an allowable
cost for income tax purposes. This
defense may be a just criticism of
present corporate tax law, but it
does not justify managements in
counting increases in replacement
costs as profits and thus in over¬

stating the amount of income
available to pay dividends, to in¬
crease plant, to raise wages, or to
reduce prices. Some companies,
rather than increase depreciation
allowances, may prefer to set up
special reserves to meet the rise
of recent years in the cost of con¬
struction and equipment. A few
companies have set aside such re¬

serves, but the number appears to
be small. y

V

A correct statement of the prof
its of industry reveals important
differences from the reported
profits. In the first place, it re¬
veals that real profits in 1946, the
year of transition from war pro¬

duction, the year when millions of
veterans were being absorbed into
industry, and the worst year for
strikes in the country's history
was not in reality a very profit¬
able year. Actual profits were less
than in 1945 and were scarcely
any greater than in 1940, when
the dollar volume of business was

little more than half as large. In
the second place, the corrected
profit figures show that the in¬
crease in operating efficiency in
the last two years has been con¬

siderably greater than is indicated
by reported profits. This is par¬
ticularly true of comparisons be¬
tween 1947 and 1948. The reported
figures on profits shov/J little rise
between 1947 and 1948; They seem

to indicate that industry has thus
far obtained little benefit from its

arge expenditures on plant and
equipment-in 1946 and especially
in 1947. The corrected figures,
lowever, show a large gain in
profits between 1947 and 1948, in¬
dicative that the expenditures of
ast year and the year before on
new equipment and plant are

paying off. In the third place, the
corrected figures on profits show
hat even in 1948 real profits are

substantially below the reported
ones. In the fourth place, the cor¬
rected profit figures show that
ooards of directors have been
wise in not raising dividends any
faster. The corrected figures show
that a high fraction of real
profits was paid out in dividends
86.1% in 1946, 57.5%'in 1947,

and 40% in the first-half of 1948.
The usual year end dividends this
year are likely to raise total divi¬
dends up to half of real profits.

VI

Rigidity of Accounting

Why have American corpora¬
tions so generally overstated their
profits during the last few years?
The principal reason probably is
that accounting is a conservative
and conventional art, and ac¬
countants are slow to adapt their
methods to new conditions and
new problems. Accountants are
not used to taking account of per¬
manent changes in the price level.
An additional and important
reason is the fact that business

managements take an understand¬
able pride in showing large earn¬

ings. Especially when earnings in
general are rising, no management
likes to show less favorable re¬

sults than other managements
Consequently, there is a strong
temptation during periods of ex¬
pansion for managements to over¬
state profits. Never has this been
done, however, on a scale ap¬

proaching that of the last three
years.

-r-VII

Are profits excessive? Various
yardsticks are used in an attempt
to determine whether or not

profits are excessive. One yard¬
stick is the percentage of profits
to sales; a second is the percent¬
age of profits to the national in¬
come or to the gross national
product; a third is the percentage
of profits to owners' equity;
fourth is the percentage of profits
to the original equity investment
in the enterprise; a fifth is the
percentage of profits to the cost
of replacing the present capacity
of the enterprise. None of these
yardsticks is entirely satisfactory.
In fact, most of them have very
little bearing on the crucial issue.
Let us, however, briefly review
the logic of these yardsticks and
the present facts.

(a) Ratio of profits to corporate
sales: It is reasonable to expect
corporate profits to fluctuate
more or less with the volume of

corporate sales. For example, if
there is a big drop in corporate
sales, one would expect the total
volume of profits to fall. The
volume of profits can hardly be
expected to fall with a drop in
business unless it rises with an

increase in business. Profits are a

residual income—that is, they be¬
gin to accrue only after certain
fixed expenses have been met.
Consequently, one would expect
the fluctuations in profits to be
wider than the money volume of
business—that is, one would ex¬

pect profits to fall faster than
sales during periods of contraction
and to rise faster during periods
of expansion. As a matter of fact,
this is what usually happens. In¬
deed, during periods of contrac¬
tion profits usually fall so fast
that they disappear altogether. In
periods of expansion profits usu¬

ally rise faster than the volume
of business.

Profits and Sales Volume

The present period of expansion
is different from most preceding
ones in that reported profits have
risen only slightly faster than the

correctly stated profits have risen
only about as fast as the volume
of sales. In 1940, reported profits
were 4.7% of corporate sales; in
1946, 5.1%; in 1947, 5.7%; and in
the first-half of 1948, 5.8%. Cor¬
rect profits in 1940 were 4.7% of
corporate sales; in 1946, 2.6%; in
1947, 3.8%; and in the first-half
of 1948, 4.4%.
The ratio of corporate profits to

sales sheds no light on the ques¬
tion as to whether or not profits
are "inadequate" or "excessive."
The answer to this question de¬
pends upon how fast the com¬

munity wishes industry to ex¬

pand. If profits are causing indus¬
try. to expand faster than the
community would like to have it
expand, they are excessive. If
profits fail to bring about as rapid
an expansion of productive capa¬
city as the community would like
to have, profits are inadequate.
(b) Ratio of profits to the gross

national product: Since profits ac¬
crue only after certain fixed costs
have been met, during periods of
contraction they tend to drop
faster than the gross national
product and during periods of ex¬
pansion to rise faster than the
gross national product. The recent

period, of expansion, however, is
unusual in that the ratio of re¬

ported profits to the gross na¬
tional product has increased only
moderately and the ratio of cor¬

rect profits to the gross national
product has scarcely increased at
all. In 1940, reported profits were
6.4% of the gross national prod¬
uct; in 1946, 6.1%; in 1947, 7.8%;
and in the first-half of 1948, 8.2%.
In 1940, correct profits were 6.4%
of the gross national product; in
1946, 3.1%; in 1947, 5.2%; and in
the first-half of 1948, 6.1%. ■

The ratio of profits to the gross
national product has no bearing
on the adequacy or inadequacy of
profits because it does not show
whether or not profits are bring¬
ing about the rate of industrial
expansion desired by the com¬

munity. '

(c) Ratio of profits to owners*
equity: One of the most widely
used and most misleading meas¬
ures of profits is the ratio of
profits to owners' equity. It is
difficult to see why this measure
of profits is ever used.

. Owners'
equity is only loosely related to
the original investment in enter¬

prises. It is diminished by losses
and by mark-downs and write¬
offs which represent recognition
by management that investment
mistakes have been made. Be¬

tween 1930 and 1933 losses and

mark-downs reduced the net
worth of American corporations
by nearly $32 billion, or nearly
one-fifth, nr A corporation may
show a high return on the own¬

ers' equity for the simple reason
that the concern lost money heav¬
ily for a number of years and the
owners' equity in consequence has
been greatly reduced. The recip¬
ients of this high rate of return
on owners' equity would certainly
not regard themselves as fortu¬
nate. The high rate /of return
would not measure business suc¬

cess so much as it would measure

business failure. Furthermore,
the return on owners' equity gives
no indication as to whether or not
profits are bringing about as fast
an expansion of industrial capac¬
ity as the community needs or
desires.

(d) Ratio of profits to original
cost of the equity investment in
business corporations: Original
equity investment includes not
only the investment made when
the enterprise was established, but
new investment from plowed-
back earnings and proceeds of
new security issues. This measure
is superior to owners' equity be¬
cause it is not distorted by busi¬
ness losses. Nevertheless, it has
no bearing on the adequacy of
profits. The original cost of
present plant and equipment may
be far above or below present
costs of plant and equipment. It
is present costs of construction

volume of corporate sales and i and equipment, not costs 20 or 30
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years ago, which determine the
profits necessary to attract new
capital into industry.

(e) Replacement cost of plant
and equipment: This measure of
profits is superior to any of the
others because it is based upon

present costs of construction and
equipment and, therefore, repre¬
sents the rate of return which
might be expected on new plant
and equipment put into use to¬
day. By replacement cost, of
course, is not meant the cost of
replacing identical plant and
equipment, but the cost of pro¬
viding an equivalent amount of
modern productive capacity. Al¬
lowance must, of course, be made
for the fact that modern machines
and equipment may require less
labor to operate than older equip¬
ment. These considerations com¬

plicate the problem of measure¬
ment, but do not affect the essen¬
tial principle. The principle is
that prospective profits must in¬
duce the investment of capital at
the present cost of construction
and at the present prices of equip¬
ment. ' Hence, the comparison
which comes closest to determin¬
ing whether profits are inadequate
or excessive is the return which
profits yield on plants built at
present costs of construction and
present prices of equipment.
Even this measure is not a con¬

clusive answer to the question,
"Are profits too high or too low?7'
One reason why it is not conclu¬
sive is that present profits are not
necessarily an indication of future
profits—and it is the prospect for
future profits, not present profits,
which determine the rate of in¬
vestment. Another reason why
present return on replacement
costs does not tell us whether
profits are too high or too low is
that it does not indicate whether
investment is occurirng as fast as
the community would like to have
it occur or needs to have it occur.
If investment is not occurring as
fast as the community would like
it to occur, one must conclude that
the prospect for profits is too un¬
favorable, unless there is some
special reason unrelated to profit
which prevent investors from
making a normal response to the
prospect for profits. On the other
hand, if investment is occurring
faster than the community wishes
for it to occur, one must conclude
that the prospect,;for profits is too
favorable, - v

VIH. n.-:- , •

How does one determine whether
or not investment is occurring as

fast as the community would like
it to occur or faster than the com¬

munity would like it to occur?
There is no entirely satisfactory
measure. One way is to observe
the actual demand of the com¬

munity for goods. If. industry is
producing at capacity and if peo¬
ple bid up the prices of goods, this
indicates that people are willing
to spend more for goods than they
have been spending and that they
are willing to take more goods at
the previously prevailing prices
than industry can produce. Hence
the rise in prices and in profits
is conclusive evidence that people
wish industry to increase its pro¬
ductive capacity. The size of the
rise in prices and in profits is a
measure of the urgency of the
public demand for more goods and
hence for more productive capa¬

city. Of course, when profits are
obtained by a restriction of pro¬

duction, this reasoning does not
apply. During the last several
years, however, industry has been
operating at capacity and has in¬
creased its work force as rapidly as

men have become available. Prof¬
its which are not the result of re¬
striction of output and which
merely express the community's
desire for an expansion of out¬
put and of productive capacity
cannot be regarded as excessive—
unless one is prepared to find
fault with the community for de¬
manding more goods and more
productive capacity.
Another way of measuring the

adequacy of profits is by making

a direct analysis of the need of
the community for more produc¬
tive capacity. At the present time
there is no doubt that the needs
of industry for more capacity are

very large. There are four prin¬
cipal reasons for this:

(a) During most of the last 20
years there has been an abnor¬
mally slow increase in the quan¬

tity of plant and equipment per
worker. One reason has been the
severe depression. During most of
the depression, capital was not
replaced as rapidly as it was being
worn out. Another reason was the

war, which also limited the rate
at which capital could be replaced
in most industries. During the 20
years, 1910-1929, the increase in
real estate improvements and cap¬
ital per worker, expressed in dol¬
lars of constant purchasing power,
was 21.9%.! At the end of 1947,
plant and equipment, per worker,
expressed in dollars of constant
purchasing power, was 9.1% less
than at the end of 1929.

<b)The need of industry for
plant and equipment has been ac¬
centuated by the rapid increase in
the labor force. The great demand
for goods which has followed the
war has caused the labor force to
increase more rapidly than was

expected. At the present time the
labor force is as large as the cen¬
sus predicted that it would be in
1950. In order to permit the same
increase in plant and equipment
per worker during the 20-year pe¬
riod 1929-49 as occurred in the

preceding 20-year period, the
plant and equipment of industry
would need to be increased by
about $70 billion at present prices.
(c) Theorise of powerful labor

unions means that the wage de¬
mands of organized labor will be
greater than ever. These demands
cannot be met without a rise in
prices unless output per manhour
increases substantially as fast as

wages. In the past, output per
manhour has increased a little less
than 2% a year. It is unlikely
that unions will be content with
putting up money wages only 2%
a year. In the 12 months October
1945 to October 1946, hourly earn¬

ings in manufacturing rose 14.3%;
in the next 12 months 11.3%; and
in the next 12 months, 8.4%. If
unions make as stiff wage de¬
mands as they have been making
during the last three years, prod¬
uctivity will have to rise about
four times as fast as it; has risen
in the past; in order to avoid a
steady rise in prices. Bear in mind
that a price rise of only 2% a
year would reduce the purchasing
power of a life insurance policy
or of pensions or of government
bonds nearly one-half every gen¬
eration and by considerably more
than one-half during the span of
an ordinary working life. The
stiffer the wage demands of labor,
therefore, the more rapid must be
the increase in the productivity of
industry. The increase in produc¬
tivity requires more and better
capital per worker. Hence the
stiffer the wage demands of
unions, the greater become the
capital needs of industry.
(d) Upon the rapidly growing

private demand for goods is being
superimposed a large and growing
publit demand for goods. To be¬
gin with, cities, counties, and
states have huge accumulated
needs for public works because
they were forced during the war
to curtail construction activities.
In some parts of the country these
needs have been greatly accentu¬
ated by large shifts of population.
The steady increase in the number
of automobiles and trucks is mak¬

ing the roads of the country ob¬
solete. Plans for public housing,

1 This estimate is based upon the fig¬
ures of Kuznets in his "National Product
Since 1869," page 228. Real estate im¬
provements and equipment, expressed in
1929 prices, were $109.1 billion in 1909
and $175.2 billion in 1929. During the
same. period the labor force increased
from about 36.7 million to 48.2 million.
Real estate improvements and equipment
per worker increased from $2,980 per
worker in 1909 to $3,634 per worker in
1929.

for large . irrigation works and
public power projects, for a much
larger postwar military establish¬
ment than anyone dreamed would
be necessary, and international
policies which require that Amer¬
ican industry furnish large quan¬
tities of goods all increase the
need of industry for productive
capacity. It is a striking fact that
all of these demands for goods by
the government, especially the de¬
mands for the military and for
foreign policy, run to far. larger
figures than anyone would have
dreamed even as late as 1945. The
fraction of the gross national
product taken by government is
rising and will probably continue
to rise. In 1929 it was 8.2%; in
1947, 12.1%; in the third quarter
of 1948, 14.7%. It will be larger
next year.

American industry can meet the
huge demands which are being
made on it provided the managers
of industry raise their sights and
provided the government is will¬
ing to encourage industry to in¬
crease its capacity. I do not be¬
lieve that the American people
are willing to permit large quan¬
tities of goods to be diverted into
increased armaments and into help
for other countries if this diver¬
sion means either a.drop in the
American standard of living or a

serious impediment to the rise in
the American standard of living.
Hence new great demands of the
government for .goods mean that
the output of industry needs to
grow faster than ever and that
industry needs more than ever
to increase and to improve its
plant and equipment.

IX

Have the present and recent
prospects for profits been suffi¬
ciently favorable to permit indus¬
try to increase its plant and equip¬
ment at a reasonable rate? I think
that the answer to this question is
"Yes." Corporations which wished
to expand their capacity have had
to compete with a large number
of demands, for capital goods-
there has been an enormous de¬
mand for capital goods because
ordinary replacements were not
made during the depression and
the war. There has been an

enormous demand for capital
goods by farmers and unincor¬
porated enterprises and a large
demand for goods for-housing con¬
struction. There has been a great
demand for goods by state and
local governments and the na¬
tional government. The budget of
the Federal Government has been

running about 75% above the
usual wartime estimates of post¬
war budgets. The great demand
for durable consumer goods, such
as automobiles, has limited the
supply of steel for capital goods
and has thus limited the output of
capital goods. I do not know what
share of the output of capital
goods has gone into expanding the
capacity of corporations or
whether corporations have had
enough money to obtain their
share of the output of the capital
goods industries. I suspect that
they have obtained their share
but I cannot prove it. The pro¬

portion of the net national prod¬
uct represented by net pri¬
vate investment in the United
States has been large by past
standards—just over 10% in the
first half of 1948, 7.6% in 1947,
and 7.4% in 1946 in comparison
with 7.4% in 1929, 4.2% in 1937,
and 4.9% in 1940. Hence, it ap¬
pears plain that industry as a
whole has done a good job of ex¬
panding plant and equipment
during 1946, 1947, and 1948. One
cannot criticize profits for failing
to bring about as rapid an expan¬
sion as the capital goods indus¬
tries were capable of meeting.

Financing Industry Expansions

How has the expansion of in¬

dustry been financed during the
last several * years? When one

looks at the sources of the money

which has paid for thefecent ex¬
pansion of industry, one has mis¬
givings as to whether the prospect
for profits in American industry
is sufficiently bright. Three things
stand out conspicuously: (1) cor¬

porations have had only indiffer¬
ent success in raising money from
the outside and have had to rely
to an abnormal extent upon plow¬
ing back profits; (2) the money
raised from the outside has come

mainly from the sale of bonds
and notes rather than from the
sale of equity securities; (3) the
money from the outside has come
in the main from institutional

buyers rather than from indi¬
viduals. Investments in American

corporate industry seems to have
very little attraction for the
American public.
Let us look into these matters

more closely. As a background
for analyzing the recent sources of
investment funds, let us note, sev¬
eral facts about an earlier period
—the period 1910 to 1929:

(a) The largest single source of
investment funds was retained

earnings. During 20 years, 1909 to
1929, retained earnings were $37.3
billion, issues of stock, $21.3 bil¬
lion, and bonds and notes $27.1
billion.2 This means that outside
funds fell far short of meeting the
capital needs of industry. •

"(b) Issues of stocks and bonds
together were more important
than retained earnings.
(c) Issues of bonds and notes

were considerably more important
than stocks—$27.1 billion between
1910 and 1929 in comparison with
$21.3 billion for stocks.
(d) Slightly more than half

profits were kept in the business.
Between 1910 and 1929 retained
earnings were $51.8 billion or

52.3% of total profits of .$99.1
billion.3
The two and a half years, 1946,

1947, and the first half of 1948,
offer several important contrasts
with the past:
(a) Retained earnings have been

more important in relation to
new issues of stocks and bonds as

a source of new money than in
the past. In other words, outside
funds have been less adequate
than ever. In 1946, 1947, and the
first half of 1948. corporations re¬

tained $24.9 billion of reported

profits and raised $11.2 billion by
the issue of new securities. In

view of the fact that reported
profits greatly overstate real prof¬
its only part pf the retained profits
can be regarded as available for
increasing the capacity of business
concerns. This part was $10.1 bil¬
lion for the years 1946, 1947, and
the first half of 1948. Although
corporations raised $11.2 billion of
new capital by public issues, re¬
tained earnings out of corrected
profits were somewhat larger in
relation to proceeds from new is¬
sues than in the period 1910 to
1929.

(b) Issues of bonds and notes
were considerably more important
in relation to issues of stocks than
between 1910 and 1920. In fact
stock issues represented only 30%
of all domestic private issues ex¬

clusive of refunding issues in
1946, 1947, and the first half of
1948.

(c) There nas' oeen a tendency
for the relative importance of
stock issues to decline. They were
less in absolute volume in 1947
than in 1946. although bond issues
went up from $2.1 billion to $3.5
billion. In the first half of 1948

stock issues were only 20.5% of
private domestic issues exclusive
of refunding issues. In 1947 they
were 25.1%.

(d) A negligible amount of out¬
side money has been raised by
corporations during the last sev¬

eral years by the direct sale of
securities to individuals. In 1946,

2 Slichter, S. H., "Enterprise in Postwar
America," p. 8, and T.N.E.C., "Profits,
Productive Activities and New Invest¬
ment," Monograph No. 12, p. 45. The
issues of stocks and bonds are exclusive
of refunding issues.

3 T.N.E.C., "Profits. Prod?»ct've Activf-
*-'es and New Investment," Monograph
No. 12, p. 45.

1947, and the first half of 1948 in¬
dividuals increased their net in¬
vestment in corporate securities
by only $2.5 billion. This is only
22.2% of the private domestic se¬

curity issues (exclusive of refund¬
ing issues) during this period.

Individual Savings Not Lacking

(e) The failure of individuals
to invest in the securities of cor¬
porations was not due to a lack
of individual savings. Total liquid
savings of individuals during 1946,
1947, and the first half or 1948
were $23.0 billion, or more than
nine times the amount which in¬

dividuals put into corporate secu¬
rities. Even when one deducts the

large amounts which individuals
put into government and private
insurance, Which was $17.2 bil¬
lions during this period, indi¬
viduals put less than half the resi¬
due of their liquid savings into
corporate securities.
Total personal savings of indi-^

viduals were, of course, larger
than liquid savings—$25.9 billion
for 1946, 1947, and the first half
of 1948. Less than one-tenth of
all personal savings went into
corporate securities and less than
one-third of all personal savings
exclusive of the part devoted to
insurance.

XI

The most important questions
which emerge from this analysis
of recent profit experience is
"How can American corporations
induce individuals to buy large
amounts of corporate securities
and in particular how can cor¬

porations induce individuals to
buy larger quantities of equity
securities?

A widely-offered suggestion is
that corporations pay out a larger
proportion of their profits as div¬
idends. This suggestion comes in
the main, I think, from persons
who are misled by the profit re¬
ports of corporations. The pro¬

portion of actual profits paid out
in dividends has been fairly high
—86% in 1946, 67.5% in 1947, and
about 40% in the first half of
1948. As I have indicated, year-
end dividend declarations in 1948
will undoubtedly raise corporate
dividends to half or more of cor¬
rected profits.

Dividend Payments
> A larger ^'disbursement'of cor¬

porate profits wOuld not.} in my

judgment, materially assist cor¬

porations in selling stock. In the
first place, one must take account
that corporations for the last six
or more months have been under
a special disadvantage in selling
stock, because of the deterioration
of the country's international re¬
lations and because of the wide¬
spread belief that there would be
an early recession. In the fall of
1947, 75 out of 100 economists
polled by the F. W. Dodge Cor¬
poration predicted a recession in
1948—most of them in the early
spring. In the spring of 1948, the
preponderant view of 100 econ¬
omists polled by Montgomery
Ward and Company was that there
would be a recession in the fall.
More recently a second poll by
the F. W. Dodge Corporation has
produced the forecast for a reces¬
sion some time in 1949. In the
second place, even if these special
conditions did not temporarily in¬
terfere with the sale of stock, I
do not think that higher dividends
in themselves would be particu¬
larly effective in making stock
more saleable. Most people have
enough common sense to know
that the value of a security de¬
pends in the main upon its future
earnings, not the present rate of
dividends. Higher dividends would
not cause people to make more
optimistic judgments of future
earnings. The people who would
be most affected by higher divi¬
dends are people in the middle
and upper income groups. These
people pay high personal incomfe
taxes. Hence a large part of any

(Continued on page 34)
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Tomorrow's

Markets

Walter Whyte
Says—
==By WALTER WHYTE5=

Market continues to mark
time. Quality stocks point
lower while secondary issues
indicate resistance.

Nothing has happened since
the previous column was writ¬
ten except the passing of
days. The stock market is still
in a wobbly position and the
stocks that make it up act
the same way.

This doesn't mean that all
stocks look badly. Here and
there an occasional issue
makes efforts to break away

from the pack, an effort
which might well bring it suc¬
cess once the market itself

permits such independent ac¬
tion. In line with this obser¬
vation allow me to remind
you that tops are usually
made by the entire market.
Conversely, bottoms are made
with individual stocks slowly
turning away from the main
trend.

ns * -f

But if here and there, there
is some revitalization, there
are also other stocks which
have danger signs posted all
around them. Here are just a
few of them: Nash-Kelvina-
tor, Union Carbide, Mack, Na¬
tional Cash Register, Loews,
Lockheed, General Motors,
Borg Warner, Amerada,
American Steel Foundries,
Air Reduction and others.

* * *

Under different conditions,

including timing, I would be
tempted to look upon the
above stocks as candidates for
short sales, though not neces¬
sarily at present prices.

* * *

The other side of the mar¬

ket picture presents stocks
such as the following:

Allegheny Ludlum, Great
Northern Iron Ore, American

Radiator, American Home
Products, American Cyana-

mid, Crane and Cuban Amer¬
ican Sugar. All these forego¬

ing stocks have resisted the
recent decline and in any

turnabout could quickly add a
number of points to their cur¬
rent prices.

* * *

You will note, however, that
there seems to be a large dis¬
parity in the quality of the
stocks in the two categories.
That in itself should indicate
certain things to you.

* » #
t

When the picture will be
resolved is a subject you can

get into plenty of arguments
about. Off hand, I would say

that nothing important will
happen until there is either
>ufficent information on Pres¬

ident Truman's State of the

Union speech, or the speech
itself.

% it if

A partial indication of the
direction of the Truman Ad¬
ministration winds can be
seen in the new anti-trust ac¬

tions recently started, or to
be started. With a friendly
Congress and a White House
it is doubtful if American

Telephone would be facing
anything stronger than com¬
plaints of wrong numbers.
But, according to Washington
grapevines, American T & T
is in for some heavy blasting.
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.]

Business Profits Exaggerated!
(Continued from page 33)
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increase in dividends would go to
the government in the form of
higher taxes rather than to the
stockholders in the form of larger
disposable income. Under these
conditions a higher dividend rate
las little effectiveness in inducing
persons in the middle or higher
income brackets to buy securities,
.f the corporations of the United
States wish to sell securities in

large quantities to individuals,
they will probably have to de¬
velop a market for them among

persons whose incomes are low
enough so that the income tax
does not rob the security of a

large fraction of its return/ For
the time being the corporations
must plan to raise capital in the
main by the sale of bonds and by
plowing back earnings. The larg¬
er their sales of bonds, the larger
Tiould be the proportion of earn¬
ings plowed back.

XII

The willingness of corporate
managements to plow back a sub¬
stantial proportion of profits has
ad great advantages for the coun¬

try. In the first place, it has en¬
abled industry to make large ex¬

penditures on much-needed in¬
creases in its capacity despite the
inadequate supply of outside

in the second place, it has
limited the extent to which indus-
vy nas tmanced capital expenai-
'ures by methods which brought
bout an expansion of credit, such
us borrowing from commercial
banks or insurance companies.
The inflationary effect of larger
ividend payments has frequently

been overlooked. Larger dividend
payments, of course, would have
meant that stockholders would
have received some increase in
income after taxes. Most of this
■ncrease would have been spent
"or consumer goods. Since indus¬
try has been operating at capac¬

ity, the increase in consumer
*oods would not have been large,
and it would have been accom¬

plished at the expense of the out-
out of capital goods. The prices
of consumer goods would have
been bid up still higher. Corpo¬
rations would have been' com¬
pelled to finance capital expendi¬
tures to a greater extent by bor¬
rowing either from commercial
banks or from life insurance com¬

panies. Borrowing from commer¬
cial banks is inflationary and bor¬
rowing from life insurance com¬
panies is inflationary also if it
has to be financed in part by the
life insurance companies selling
government bonds to the Reserve
Banks—as has been going on this
year. In the third place, the re¬
investment of profits makes in¬
dustry more competitive because
it increases the productive ca¬

pacity of industry.
One must wish that industry

were less dependent upon internal
funds for expansion, that it were
able to give stockholders a larger
proportion of current earnings,
and that the American public were
more willing to put its savings
into the stocks of American cor¬

porations. The government tax
structure substantially discourages
the ownership of stocks in cor¬

porations, and the problem will
probably not be solved until the
government is willing to modify
its tax policies. Reform of the
Federal tax system, however,
though necessary, is not likely to
be sufficient to solve the problem.
Even before the income tax be¬
came stiff and before there was

double taxation of income dis¬
tributed in the form of dividends,
corporations found outside funds
insufficient for their needs. The
kind of securities which industry
offers do not seem to appeal to
the large number of potential in¬
vestors in the middle income

brackets who wish a considerable

degree of security, some chance
to participate in the gains of ex¬

pansion and technological prog¬

ress, and some protection against
a possible long-run rise in prices.

Perhaps investment trust can sup¬

ply the answer. Perhaps the an¬

swer is in a new type of security
—a participating preferred .stock.
Until a solution is : found, . the

largest single source of money for

plant expansion will - come from
retained earnings. .. :

Robt. McCrary Rep.
Of Television Shares
LOS ANGELES, CALIF. —

Robert H. McCrary has been ap¬

pointed Pa¬
cific Coast

representative
"■-P

Shares
Ma ll ct gell-f-iAv
Company, of
Chicago,
sponsors and
distributors of

Te1evisio n

Fund, Inc.
Prior to his

new position,
Mr. McCrary
was associated

with Bate-

man, Eichler „ M .

%r. O O L n S ' ^°"ert "• McCrary
Angeles, and earlier was a partner
of McCrary, Dearth & Co., Des
Moines, Iowa. During his 25 years
in the securities business he has
served on various committees of
both the Investment Bankers As¬
sociation and the National Asso¬
ciation of Securities Dealers.

As We See It
(Continued from first page)

'*
matter is, however, that the document has regularly :
been and doubtless will this time be devoted almost
wholly to (I) at least doubtful economic analysis
tinged throughout with political considerations, (2) a ,

preprint of a considerable amount of statistical material
which normally appears in one or more of the regular
government publications at a somewhat later date, and
(3) the presentation of a number of "estimates" or "de- ;
rived" data which regular departments of government >
have not as a rule felt warranted in presenting to the
public, presumably because of doubts of their validity. -

A Political Apologia ;

The message on the State of the Union has long been
more or less a political document, but in recent years has
become outrageously tinged in this manner. - According to
custom of recent years, it is normally couched in rather
general terms, and may well leave its real meaning at many
points in doubt pending more precise recommendations or
demands upon Congress. Of course, the framers of the Con-:
stitution had no such role in mind for the President, but
that is water over the dam—ih fact, water that is far down
stream from the dam long ere this. The public doubtless
awaits this message with interest this year, but the matric-!
ulate will expect to find it more or less what the journalist
calls a rewrite of previous messages of the sort and of the
recent campaign utterances of the President. If it brings
here and there a bit of clarification of the vague and often
unrealistic statements or promises of candidate Truman j
that is about all that can be expected of it this year. A really
working knowledge of what the President intends to do
and wants Congress to do, at least during the earlier years
of his new term, will in all probability have to await more
specific communications to Congress.

The Budget message obliges the President to come •'
somewhat more nearly down to earth, and informed
interest will this year center in very substantial degree ;

upon this document. Of course it is true that there are
many ways of making black appear white—or, were we
inclined to pun, of making red appear black—and one !
may rest assured that the politicians know most of them, •"
but no way has yet been discovered of taking the "curse ;
of the dollar sign" from this document. The accounts •

as reguarly presented constitute a trap for the unwary ,r
and naive—assuming they are sufficiently interested to
undertake to reach an understanding of the true mean- A

ing of the figures and estimates—but careful study of
the financial statements which the President is unable ■

to avoid in this document is more likely to prove of im¬
mediate and concrete assistance than is the case with
the other two messages the President is now said to be
m the process of preparing. ' :~•

Generosity to Agriculture
Here doubtless the matriculate will be able to find con¬

siderable evidence as to the degree in which the President
intends, for the present at least, to give literal meaning to
some of the vague statements made during the campaign.
The implications will not always lie on the surface, of course,
but they can not always be too fully concealed from tha
prying eye. The Administration's generosity to agriculture,
for example, upon which the farmer appears to be depend¬
ing heavily, will be more or less plainly measured by item j
which the President must include in his budget message.
Much the same is to be said of outlays for rearmament and
foreign aid. Naturally, the President may presently change
his mind. He may present preliminary estimates now. He
may not always make it wholly clear just what estimates
he is handing to Congress, but the opportunity for evasion
or equivocation or plain meaningless generality is not nearly
so great as in the case of the other more general type of
message or report.

The Administration's real position on taxation, and ».

in particular, its attitude toward the reestablishment
of the excess profits tax or the enactment of higher cor- .

porate income levies, can hardly be left in great doubt •
after the budget message is handed to Congress. Presi- v

dent Roosevelt, upon occasion, left certain specific mat¬
ters for more detailed analysis and recommendation in

^later special messages, but there appears to be no good -

warrant such procedure this year. If such a policy -

is pursued it will probably mean either that the Presi¬
dent has not yet made up his own mind or that he *s '
uncertain about the general state of business.

What Ahead in Business?

The fact of the matter is that indications have not been

wholly missing that the Administration is now less certain
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of some of its judgments placed in evidence during the cam¬

paign. Prices have grown somewhat hesitant of late. The
upward movement had lost some of its momentum even

during the speech-making in the autumn. Since the election,
signs here and there have appeared that have caused some
observers to wonder about the immediate course of busi¬
ness. It is true that optimism appears still to be the pre¬

vailing sentiment of the day, but there is less tendency in
Washington to shout about the prospects of inflation. There
are a good many practical businessmen who believe all
this a mere passing phase, but the politicians obviously do
not wish anyone to be able to say that any recession of
consequence, particularly if it should entail extended unem¬

ployment, is a consequence of their actions.
It is for such reasons as these that a good deal of

1 reappraisal is taking place in the national Capital at
the present moment, and some searching of minds and
hearts about what it would be wise to do. It is safe

; enough to guess that the general tenor of much that the
; President presently has to say to Congress, and in par-
ticular certain of his budgetary recommendations, will
be guided in considerable measure by the course of
business during the next few weeks and the real out¬
look will be measured in no small degree by what the
Administration does.

Capital—The Priceless
Ingredient

(Continued from page 4)
a reasonable maximum produc¬
tion nor the lower costs which
should accompany it.

Social and Economic Booby Traps

V. Not long ago we were tagged
as a mature economy, with noth¬
ing more to do and no place to go.
We have since disproved that fal¬
lacy. Our danger is from other
sources. It is from being milked
of our ability and incentive to
accumulate and use capital as we

, have in the past, and from uncon¬
sciously allowing ourselves to fall
into a series of social and eco¬

nomic booby-traps. ; l
Among these, inflation heads

the list. It is an insidious and

progressive disease, distinguished
by the fact that its early symp¬
toms are pleasingly stimulating.
Allowed to run its course, it is
socially and economically de¬
structive. It is the principal tool
of the demagogue. It always has
been a tax on savings and a capi¬
tal levy. There are no recognized
exemptions. While everyone pays
the penalty of this tax, no one is
allowed a vote on it./

Inflation has been the most
destructive force in history, other
than war. There is no more cer¬

tain means of destroying the
vitality of a Nation. Its source is
political and governmental action,
and these are the only forms of
action which can stop it.
In the abstract, the trouble with

inflation is that, like sin, every¬
one is against it inprinciple. Every¬
one thinks it should be stopped,

•„ but it should always be stopped
only for the other fellow, and
any apparent benefits or pleas¬
ures arising from it should be
continued for me. Mutual infla¬
tionary back-scratching by pres¬
sure groups using organized politi¬
cal action to acquire, perpetuate,
or expand props and splints from
the public purse are the real ob¬
stacles to effective anti-inflation¬
ary action.

/ Proposals For More Controls
-To meet the problems, we are

facing proposals to reestablish
forms of wartime controls in a

peacetime economy, and to trans¬
fer an increasing area of respon¬
sibility and decision to the State.
That is a process of removing the
power of decision from the pro¬

ducer and consumer. It is a proc¬

ess of imposing controls and re¬

strictions on the public, while the

enlarged activities of government
continue without restrictions. The

fact that these are proposed in¬
dicates an intent to proceed with

tificially low interest rate, and
new equity capital not coming
into business and industry, there
is doubt about where our future

capital is coming from, and how
we can continue to expand enter¬
prise and production. The short¬
age of new capital threatens the
continuation of the present level
of employment and production,
the further expansion of output,
the development of new products,
and our ability to absorb some

500,000 or 600,000 new workers
each year.

inflation and conceal its symp¬
toms.

Abroad, State responsibility, in
the form of Socialism, has been
distinguished by. inflation, confu¬
sion, and the perpetuation of a
low standard of living and inse¬
curity. In these Socialistic and
Totalitarian countries, the bitter
complaint of the workers is that
though, through their government,
supposedly they own and operate
the business and industry of the
nation, they cannot make a good
living. • " -

Certainly it would be a tragic
commentary on our present situa¬
tion if we should reestablish gov¬
ernment price controls, rationing,
and allocations at a time when

England has begun progressively
to release them, after having had
the benefit of some $6 billion of
our production and wealth.
The State Planners always for¬

get it is difficiult to regiment
people without having some eva¬
sion or resistance. They forget that
it is not possible either to collect
or to value the facts relating to
future events because these are

always outrun by the speed and
variety of the events themselves.
Statistics and charts tell us

nothing certain about the future
because it depends on human be¬
havior and the unforeseen results
of that behavior. Controls merely
suppress the otherwise visible
symptoms of unbalances and keep
them out of the statistics. The
statistics are better controlled
than the results; they omit black
markets and shortages.
While I believe this trend will

go down in history as one of the
Great Delusions, it has its im¬
mediate dangers to us. Actually
there is no limit to what we can

do if the traditional sources of our

accomplishments are not
smothered by confusion, restric-i
tions, taxation, and inflation. Atj
the moment we are deep in politi¬
cal uncertainty. All the normal
risks and problems of business
and investment are multiplied by
it. Coupled with obstacles and dif¬
ficulties already created, the
present outlook is not an encour-:

aging one. ;
With all our statistical pros¬

perity, we have been plagued by
a shortage of risk capital. Dur¬
ing a time when the need for re¬

sources for investment to expand
production has been greatest, gov¬
ernment has been using far too
large a part of the total resources
of the community for too long a

a time for its own purposes, and;
proposes to use even more. With

a declining rate of savings, an ar-

Equity Capital Lacking
I think it can be fairly said that

the present lack of the traditional
desire of the American people to
invest in commercial and indus¬
trial equities is attributable to two
factors. One is the continued

liquidation through taxation and
inflation of the usual sources of

capital accumulated and used for
this purpose. The other is a pub¬
lic vote of protest against the
progressively unfavorable climate
in which business has been obliged
to operate.
New equity capital is not easily

available, and the sources of risk
capital have begun to dry up. Our
present level of production and
our 60 million jobs are being
financed almost entirely by loans
and the retained earnings of
business and industry.
In the two and one-half years

preceding June 30 corporations in¬
vested about $64 billion in plants
and equipment, increased inven¬
tories, and accounts receivable to
meet expanded business volume
at present high prices and to
maintain and create jobs. Only
about $3 billion of this amount
came from new stock issues (new
equity capital). The rest came
from debt and internal resources
in the form of retained earnings,
depreciation reserves, and the re¬
duction of other assets.

While spending more billions of
dollars' in each successive year
since 1945 for new plant and
equipment, the amount of financ¬
ing provided by issues of new
common and preferred stocks has
been steadily declining. Last year
new stock issues amounted to

only $1.2 billion, or about 26% of
the new issues business. This year
stock issues were only about 20%
of the total in the first six months
and 9% in the July-October
period.
New enterprises, whether large

or: small, have not been easily
capitalized. Established business
has had to depend more on bor¬
rowing and less on new capital
Industry has been forced to resort
to banks and insurance companies
to meet normal capital needs, in¬
stead of acquiring its needs for
capital from the savings of the
people. This is not a healthy di¬
rection for the business borrower
or the lender, and both know it
Also, it is not a healthy director
for the future development and
stability of our economy.
Even the present level of jobs

and production can be impairec
by an inability to finance them at
increasingly higher prices of cost

components. In fact, it can con¬

tinue only so long as business can

create and retain capital from

earnings or can obtain it from

borrowing. Both have their lim
its. And suggested new taxes wil

directly reduce one of these limits
and restrict the other. What we

are accomplishing today can be
stopped by the combination of an

inability to obtain new capita
from its normal sources, and
level of taxation which makes

impossible to retain sufficent

earnings to provide the needed

capital.

Merely to replace worn-out

equipment at today's high prices
and maintain,, the efficiency of

existing plants requires at least
double the usual depreciation rate
because of the difference between

present prices and original costs.1 grew.from a foundation of the sur-
The extra dollars must come from plus savings of the public and
earnings, after taxes. All replace-1 business and industry which they
ments, maintenance costs, the were willing to invest and use for
costs of changes to meet rapid productive purposes in an en-

obsolescence, and the cost of re- vironment favorable to accom-
search are correspondingly high, plishment.
They are required expeditures to | in iess than 200 years the
I/,?,1,",/"" „P„r1Sen r3°bL a.nd '?uUre Pe°Ple ofthe United States havefu ure progress. In addition, there turned a wilderness into the mosthas been a tremendous investment prosperous and industrially ad-m plant expansion and improve- vanced country in the world In

La S Proy,dedrm°re the process its people have ac-
(h// Lm°re- pr yetion. In the quired the world's highest stand-three years since 1945 industry ar(j 0f living We have haH thp.

fop1 new6 s?enJ aboat $47 billion benefit of vast natural resources,
Thic Plant and equipment, but so have many other countries.
-«erk 1 0Wn ry caPltal Just having them has not pro-s*

. auced what we have today. It is
At the same time, over a period the same with manpower. We

of years, our high graduated per- have manpower, but other nations
sonal taxes and inflationary price have much more,
increases have seriously reduced | The fundamental instrument of

mall^^rf!?miiLr1?68 n°rC this Pr°Sress has be^n ^e savingsmally made available for lisk q£ the neonle and thp ncpc tr»

pnriltaMIn •1^471 all+ Federa111' state> which these savings have beenand Municipal tax collections put. We do not have to depend
Vp ggerlofo/SUnJ mostly °n our muscles and per-of nearly $50 billion, or 25% of sonal skills. We have had a larger

i "cq1?*? mcre- T ? 4.uS and more continuous increase in
a y5ar/0r/?u- capital investment in horsepower,

trv pihSnfn+hJ iS1SC-mn" plant' equipment, and tools fortry But each of the 144 million each worker in this country than
nav ?T country do not in any 0ther. As a result, Ameri-pay $350 a year m taxes. Their I can workers have been able toindividual share of the tax burden out-produce the workers of other
1S

Pu u v e who normally countries. What they did producewould have a surplus of income Was a better product, at less cost,for investment. | from fewer hours of work, and at
The effect of this is not . re- greater profit, to themselves,

placed by a larger total of savings, Workers in other countries have
on the part of those who pay little had to toil longer and harder to
i.axes and do not use these savings produce much less because they
for equity capital investments. An1 did not have the better tools and
increasing part of the savings ac-j equipment, and the greater
cumulations have become institu-1 amount of mechanical energy to
Tonalized in the form of bank ac- operate the tools, every form of'Alintc lifa ...UI.U U 1 ■!_! • i .counts, life insurance, pension
funds, government savings bonds,
payment on personal debt, and for
personal capital goods, and not
directly to capitalize production
or new enterprise. These funds
reach the latter only through in¬
stitutions which invest in promises
to pay (or business debt) and do
pot invest in equity capital.
This tendency has been mul¬

tiplied by individual worry over
the level and trend of inflation,
the high cost of living, the pros¬
pects for higher taxes, the possi¬
bility of more government con¬

trols, and the steadily mounting
cost of business operation which
results in a dangerously high
break-even point. The net result
of the general uncertainty is a
magnified desire for personal se¬

curity, represented by cash re¬

sources, not investments. The risk
factors are too great and not
measurable. What capital is ac¬
cumulated avoids use. This dops
not result from a failure of enter¬
prise, but from actual and pros¬
pective interferences with enter¬

prise. The long-term result is an

eating away of the origins of capi¬
tal, leaving the government as its
principal or only source which, in
turn, is collectivism and the
socialized State.

Basis of Our Progress
In this country of ours we have

developed the greatest productive
power in the world. A power so

great that we can produce more
for ourselves than any other
country and a substantial surplus
for the rest of the world, in both
peace and war. Our wealth grew
not from what our people pro¬
duced and consumed, but from the
surplus left from their efforts
which transformed the natural re¬
sources of the earth into products
useful to and desired by other
men.

Both the production and job
increases have come from the
amount of annual savings and in¬
vestment, and because of this, and
for no other reason. Year after

year these funds were used to im¬

prove the quality and increase the

quantity of the nation's productive

equipment—and, hence, the num¬

ber of jobs and the output and

quality of goods. More tools, more
plants, more power, more re-

which has been capital investment.
With one-sixth of the popula¬

tion, we have one-half of the
wealth of the world, not because
of our natural resources—not be¬
cause of the numbers of our

workers, but because we have pro¬
duced much more than we have
consumed, saved the surplus, and
reinvested it in the production of
more wealth. It is on this that the
recovery and security of the rest
of the world now depends. It must
not be weakened or destroyed,
but defended and improved.
Our own internal economic prog¬

ress, an adequate national de¬
fense, and the scope and amount
of our foreign aid will depend
upon our productivity and the ef¬
ficient use of accumulated capital.
Our continued economic and fi¬
nancial strength and stability have
become the dominant influence in
maintaining the peace of the
world. We cannot fulfill our ob¬
ligations to a newly acquired
world leadership, or to our own

people, if increasing handicaps are
placed upon the accumulation and

use of capital and the expansion
of production and enterprise. As a

nation we cannot take the sources

and benefits of our accomplish¬
ments so much for granted that we
fail to see and prevent any pos-

sibilty of our being deprived of
them, particularly by measures

which will, at the same time, lead
to corresponding limitations in
our established personal freedoms.

John C. Warren Join;
Mannheimer-Egan, Inc.
ST. PAUL, MINN. — John C.

Warren has become associated

with Manheimer-Egan, Inc., First
National Bank Building.

Goldman Sachs &

Co. to Admit

Goldman, Sachs & Co., 30 Pine
Street, New York City, members
of the New York Stock Exchange,
will admit Edward A. Schrader to

partnership on Jan. 1. T. Spencer
Shore will withdraw from the

search, and more inventions all firm on Dec. 31.
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Indications of Business Current Activity
The following statistical tabulations cover production and other figures for the latest week or month available (dates
shown in first column are either for the week or month ended on that date, or, in cases of quotations, are as of that date) :

AMERICAN IRON AND STEEL INSTITUTE:

Indicated steel operations (percent of capacity)
Equivalent to—

Steel ingots and castings (net tons)—

AMERICAN PETROLEUM INSTITUTE: *

Crude oil output—dally average (bbls. of 42 gallons each) Nov. 27
Crude runs to stills—dally average (bbls.)—* —Nov. 27
Gasoline output (bbls.) Nov. 27
Kerosene output (bbls.) Nov, 27
Gas oil and distillate fuel oil output (bbls.) Nov. 27
Residual fuel oil output (bbls.) Nov. 27
Stocks at refineries, at bulk terminals, in transit and in pipe lines—
Finished and unfinished gasoline (bbls.) at Nov. 27
Kerosene (bbls.) at ..Nov. 27
Gas oil and distillate fuel oil (bbls.) at Nov. 27
Residual fuel oil (bbls.) at Nov. 27

ASSOCIATION OF AMERICAN RAILROADS:

Revenue freight loaded (number of cars) Nov. 27
Revenue freight rec'd from connections (number of cars) Nov. 27

CIVIL ENGINEERING CONSTRUCTION
RECORD:

Total U. S. construction
Private construction
Public construction
State and municipal.

ENGINEERING NEWS-

..Dec.
_Dec.

-.Dec.
..Dec.

Federal

COAL OUTPUT (U. S. BUREAU OF MINES):
Bituminous coal and lignite (tons)
Pennsylvania anthracite (tons)
Beehive coke (tons)

Nov. 27

—Nov. 27

Nov. 27

DEPARTMENT STORE SALES INDEX—FEDERAL RESERVE SYS¬
TEM—1985-39 AVERAGE=1<)0 I— Nov. 27

EDISON ELECTRIC INSTITUTE:

Electric output (in 000 kwh.)— .Dec. 4

FAILURES (COMMERCIAL AND INDUSTRIAL)—DUN & BRAD-

STREET, INC Dec. 2

IRON AGE COMPOSITE PRICES:

Finished steel (per lb.)
Pig iron (per gross ton)
Scrap steel (per gross ton)

METAL PRICES (E. & M. J. QUOTATIONS):

Electrolytic copper—
Domestic refinery at—.
Export refinery at

Straits tin (New York) at
Lead (New York) at I——
Lead (St. Louis) at—
Zinc (East St. Louis) at —

MOODY'S BOND PRICES DAILY AVERAGES:

-Nov. 30

—Nov.*30

-Nov. 30

Dec. 1

Dec 1

Dec. 1

Dec. 1

Dec. 1

Dec. 1

Latest
Week

100.0

1,802,500

5,G17,050
f!5,721,000
17,317.000
2,630.000
7.476.000

9,477,000

03.802,000
26,569.000
35,151.000
86.192,000

723,090
661,165

$362,329,000
287,841,000
74,483,000

63,023,000
11,465,000

9.993,000
1,039,000
150.200

347

5,645,636

126

3.75623c
$46.82

$43.00

23.200c
23.425c

103.000c

21.500c
21.300c

17.500c

Previous

Week

100.1

1,804.300

5.659,150
5.876,000
17,302.000
2.472,000
7.577.000
9,119,000

91.244.000

26.908,000
84,392.000

84.577,000

857,492
694.406

$30,302,000
32.606,000
48.196,000

43,086,000
5.110,000

*12.050,000
1,205.000
*154,800

371

\

5,349,167

101

3.75623c

$46.82
$43,CO

23.200c
23.425c
103.000c

21.500c
21.300c

17.500c

Month

Ago

99.4

1,791,700

5,604,100
5,626,000
17,569,000
2,109,COO
7,679.000
3,853,000

91.925,000

26,565,000
81,593,000
81,195,000

931,750
738,232

$109,319,000
52,328.000
56.991,000
44.573,000

12,413,000

12,300.000
1,015.000
153,400

319

5,563,514

104

3.75628c
$46.82
$43.16

23.200c
23.425c

103.000c
21.500c
21.300c

15.500c

MOODY'S BOND YIELD DAILY AVERAGES:

U. S. Govt. Bonds— -Dec. 7

Average corporate Dec. 7
Aaa Dec. 7

A ' i Dec. 7
Baa ' —Dec. 7
Railroad Group Dec.
Public Utilities Group Dec.
Industrials Group

7

7

.Dec. 7

MOODY'S COMMODITY INDEX Dec. 7

NATIONAL FERTILIZER ASSOCIATION—WHOLESALE COMMOD¬
ITY INDEX BY GROUPS—1935-39—100:

Fats and oils iDec. 4

Farm products Dec. 4

Grains Dec. 4

Livestock Dec. 4

Miscellaneous commodities Dec. 4

Metals Dec. 4

Building materials Dec. 4
Chemicals and drugs Dec. 4
Fertilizer materials Dec. 4
Fertilizers . Dec. 4

Farm machinery Dec. 4
All groups combined

NATIONAL PAPERBOARD ASSOCIATION:

Orders received (tons)— Nov. 27
Production (tons). Nov. 27
Percentage of activity Nov. 27
Unfilled orders (tons) at Nov. 27

OIL, PAINT AND DRUG REPORTER PRICE INDEX— 1926-3G
AVERAGE=100 — - Dec. 3

WHOLESALE PRICES NEW SERIES—U. S. DEPT. OF LABOR—
1926=100:

All commodities ' Nov. 30
Farm products . Nov. 30
Foods — ; Nov. 30

All commodities other than farm and foods Nov. 30
Textile products Nov. 30
Fuel & lighting materials.. Nov. 30
Metals & metal products ___ Nov. 30
Building materials ; . Nov. 30
All other Nov. 30

Special indexes— , ;
Grains .... —Nov. 30
Livestock Nov. 30

Meats Nov. 30

Hides and skins Nov. 30

2.44
3.10

2.80

2.90

3.17

3.54

3.37
3.03
2.86

393.4

231.9

206.8

250.8

304.2

211.7

258.1

242.3

172.4

195.5

190.6

225.9

150.3

142.9

150.1
153.7

219.7

150.890

183,311
89

333,720

144.6

165.1
179.4

177.0

153.4

147.0

136.8

173.8

203.2

134.5

171.8

233.1

237.3

207.3

2.44

3.10

2.81

2.89

3.17
3.53
3.37

3.08
2.89

402.0

231.8
212.2

252.1
300.7
210.6

261.1

242.3

173.7

194.3

190.7

229.0

151.0

142.6

150.1

153.7

'220.2

174,440
195,552

97

373,804

144.6

1S4.9

177.6

177.1

153.5

147.1

136.8
173.8

203.3

134.7

174.2

230.1

238.1

206.7

2.45

3.13

2.86

2.95

3.19

3.53

3.33

3.10
-

2.92

402.4

234.5

214.0

255.7

296.3

206.5

269.1
244.1

170.5

193.7

189.5

230.5

156.6

142.4

150.1

151.3

221.6

199.563

193,819
96

365,928

144.2

164.2

176.5

175.9

153.1

146.8

136.6
172.6

203.3

134.5

166.0
241.3

245.2

208.3

Year

Ago

97.7

1,710,000

5,257,250
5,309,000
16,667,000
2,324,000
6,382,000
8,405,000

86,319.000
20,619.000
61,938,000
56,747,000

792,331
706,822

$214,014,000

137,329.000
76,635,000
55,860.000
20,825,000

12,048.000
1,061,000
131,700

367

5,217,950

60

3.19541c

$37.06
$40.25

21,200c
21.500c

80.000c

15.000c

14.800c

10 500c

U. S. Govt. Bonds Dec. 7 100.86 100.30 100.72 101.34

Average corporate _
7 111.25 111.25 110.70 111.07

Aaa 7 117.00 116.80 115.82 116.02

Aa 7 115.04 115.24 114.08 114.27

A 7 109.97 109.97 109.60 110.70

Baa Dec. 7 103.47 103.64 103.64 104.14

Railroad .Group 7 106.39 106.39 106.21 106.04

Public Utilities Group 7 111.62 111.62 111.25 112.93

Industrials Group 7 115.82 115.82 114.66 114.85

2.38
3.ii

2.85

2.94

3.13
3.50

3.39
3.01

2.91

453.3

237.4

282.0

272.9

339.2
310.9
258.9

198.2

178.9

224.6

159.3

236.4

157.1

134.9

140.6

129.3

219.1

171,580
170.175

93

420,456

150.7

161.0

192.6

179.2

142.8
146.3

117.9
150.S

187.3

137.4

252.7

232.5

225.9

264.0

'< - ♦Revised figure. JIncludes 452,000 barrels of foreign-crude runs, ,

ALUMINUM (BUREAU OF MINES)—
Production of primary aluminum in the U. S.
(in short tons)—Month of September

Stocks of aluminum—short tons (end of Sept.)
AMERICAN GAS ASSOCIATION—For month

of October:
Total gas (M therms) : .

Natural gas sales (M therms)
Manufactured gas sates (M thermal
Mixed gas sales <M fhernis)

CIVIL ENGINEERING CONSTRUCTION—EN¬

GINEERING NEWS-RECORD — Month of
November:

Total U. S. construction
Private construction , ,

Public construction

State and Municipal
Federal

COKE (BUREAU OF MINES)—Month of Oct.:
Production (net tons)
Oven coke (net tonsv— - .

Beehfve coke (net tons) —

Oven coke stocks at end of month /net tonsi

CONSUMER PRICE INDEX FOR MODERATE
INCOME FAMILIES IN LARGE CITIES
1935-19.89=100—As of October 15:

All items — - ; )
Ail foods — __I ~
Cereals and bakery products . "
Meats

Dairy products ——...

E??s , —

Fruits and vegetables — _

Beverages —

Fats and oils_— ;

Sugar and sv.eets—
Clothing — — „

Rent „ :■ ,

FupI, electricity and refrigerators——,—
Gas and electricity —

Other fuels —

Ice '

Housdfurnishings —,

Miscellaneous , i

EDISON ELECTRIC INSTITUTE:
Ki:owatt-liour sales to ultimate consumers—

month of September (000's omitted)
Revenue from ultimate customers—month of

September
Number of ultimate customers at Sept. 30—

FACTORY EARNINGS AND HOURS—WEEKLY
AVERAGE ESTIMATE —U. S. DEPT. OF
LABOR —Month of October:

Earnings—
Ail manufacturing -

Durable goods __i

Nondurable goods .

Hours-

All manufacturing —_ "..„
Durable goods ——. —

Nondurable goods —,

Hourly earnings—
All manufacturing 1_ —___

Durable goods —
Nondurable goods ... ^ ___

MAGNESIUM WROUGHT PRODUCTS (DEPT.
OF COMMERCE)—Month of October:

Shipments (in pounds.)——,— '
METAL OUTPUT (BUREAU OF MINES)—

Month of September:
Mine production of recoverable metals in
the U. S.:

Copper (in short tons),. 1
Gold (in fine ouncesi ;

Lead (in short tons)—. —

Silver (in fine ounces), ; _ 1—
Zinc (in short Ions),

METAL PRICES (F,. & M. J. QUOTATIONS)—
Average for Month of November:

Copper (per pound )—

Electrolytic, domestic refinery.,
Electrolytic, export refinery ———'

Lend (per pound)—
New York — _

St. Louis .

Silver and Sterling Exchange—
Silver, New York (per ounce)
Silver, London (pence per ounce).

Sterling Exchange (Check)
Tin (per pound)— v:.
New York Straits.. .___

New York, Chinese or 99%
Gold (per ounce U. S. price)
Quicksilver (per flask of 76 pounds
ffAntimony (per pound ) <E. 3c M. J.)
Antimony (per pound), bulk, Laredo
Antimony (per pound), in cases, Laredo
Antimony (per pound), Chinese, Spot

. Platinum, refined, per ounce
tCadmium (per pound).
♦Cadmium (per pound)
tCadmium (per pound/
Aluminum, 99% plus, ingot (per pound)
Magnesium, ingot (per pound)
Zinc (per pound)—East St. Louis.

♦'Nickel ;

MOTOR VEHICLE FACTORY SALES FROM

PLANTS IN U. S. (AUTOMOBILE MANU¬
FACTURERS' ASSOC.)—Month of October:

Total number of vehicles-.

Number of passenger cars—_i
Number of motor trucks.
Number of motor roaches

NEW BUSINESS INCORPORATIONS—DUN &

BRADSTREET, INC.—Month of October..
RR. EARNINGS — CLASS I ROADS (ASSOC.

OF AMER. RRS.)—Month of October:
Total operating revenues
Total operating expenses

Operating ratio—per cent _.

Taxes ' 1 ;

Net railway operating income before charges.
Net income after charges (est.)

REAL ESTATE FINANCING IN NON-FARM
AREAS OF U. S. —HOME LOAN BANK

BOARD—Month of Sept. (000's omitted):
Savings and Loan Associations
Insurance companies ...

Banks and Trust Companies.
Mutual Savings Banks
Individuals ...

Miscellaneous lending institutions

Latest

Month

53,255
10,455

2,378.446
2,128,632
165,546

84,268

Previous

Month

54,953
11,529

2,145,464
1,938,878
145.239

61,347

$451,112,000
208,441.000
242,671,000
188,476.000
54,195,000

6,583,997
5,965,649
618,343

1,474,238

$648,434,000
347,593,000
300,841,000
232,963,000
67,878,000

*6,351,187
*5,762,700
'588,487

1,286,884

Year

Ago

43,223

2,152,535
1,897,564
165,782
89,190

$474,357,000
224.385,000
249,972.000
204,100,000
45,812,000

6,460,100
5,833,100
627,000

1,063,267

173.6 174.5 163.8

211.5 215.2 201.6
.*70.0 170.7 160.3

256.1 235.3 235.5
203.0 20%7 190.1

239.0 226.G 232.7

193.5 195.8 196.6

205.9 205.6 190.3

193.0 196.8 190.0

173.1 173.2 181.8

201.6 201.6 139.0

113.7 118.5 114.9

137.8 137.3 125:2

55.4 94.6 92.2

191.4 191.C 165.2
137.9 137.6 129.6

193.3 193.1 137.8

153.7 152.7 141.8

20,539,207 20,180,485 18,495,695

$366,155,300 $356,618,700 $325,639,000
40,167,801 39,943,822 37,873,000

$54.64 '$54.13 $50.98
59.43 *57.95 54.66
49.61 *50.35 47.17

40.0 *39.8 40.5
40.9 40.0 40.9

39.0 *39.6 40.2

$1,366 *$1,362 f- $1,257

1.453 *1.450 - 1.337

1.272 *1.271 1.174

519,000

69,803
205,944

23,347
3,091,620

51,780

707,000

*73,523
*191,118
*22,853

*3,188,484
*49,193

299,000

70,733
195.572
30.647

2,818,635
46,817

23,200c 23.200c 21.200C

23,425c 23.425c 21.460c

21.500c 19.500c 15.000c

21.300c 19.300c 14.800c

73.566c 77.213c 74.625c

45.023d 46.929d 45.019d

$4.02750 $4.02750 $4.02632

103.000c 103.000c ■*' 80.000C

102.400c 102.400c 78.900c
$35,000 $35,000 $35,000

$77,913 $76,000 $79,636
41.670c 40.830c 36.030c
33.500c 37.660c 33.000c
39.000c 38.160c 33.500c
Nominal Nominal Nominal

$93,000 $93,000 $62,000
$1.93652 $1.90000 $1.75000

S2.00652 $1.95000 $1.77500
$2.05652' $2.00000 $1.8COOO
17.000c 16.680c 15.000c
20.500c 20.500c 20.500c
16.786c 15.240c 10.500c
40.000c 40.000c Not avail.

491.832

383.756

107,352
724

6,774

$873,120,864
651,909,449

74.24

$100,778,745
110.876,857
35,000,000

$304,053
30,663

212,374
73,424
185,407
135,482

*413,537
*301,170
111,224
1,143

*6>930

$844,773,591
620,993,418

73.51

$98,413,503
110,848,571
82,000,000

.$319,534
84,4 79

222,673
73,550
184,270
139,817

436,001
315,969
118,365
1,667

9,609

$794,810,558
612,031,487

77.00

$89,504,780
76,879,447
50,000,000

$322,339
76.942

255,349
55.097

171,933
140,983

Total —v $991,408 $1,024,323 $1,022,648
♦Revised figure. tBased on the producers' quotation. JBased on the average

of the producers' and platers' quotations. StBased on platers' quotations. ^Domestic,
five f/i*s *"<♦• )»»": t*"»n. ce-ToM in*:, packed in cases, f. o. b. New York
, » **F.OJ3. Port Colborne, N. S. U. S. duty included* ... , ,
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Natural Gas as Industrial Fuel
i (Continued from page 8)

bination of circumstances con¬

tributed to this situation.

About the time that natural gas
was made available in Mobile,
the State of Alabama sponsored
and carried out a program of
harbor improvement and dock
building at Mobile. This develop¬
ment became a factor in the de¬
cision by large aluminum interests
to ship South American bauxite
to Mobile where it was reduced to
alumina, a form of aluminum
much lighter than the original ore.
Alumina could then be shipped to
other localities for reduction to
aluminum at a cost much less than
the former longer haul of bauxite.
An important technological de¬

velopment in the paper industry
made this part of the. South an

ideal location for large paper-
making interests. This develop¬
ment was the perfection of the
process of using Southern pine
wood pulp as a base for certain
types of paper. Natural gas again
was utilized as the fuel required
to generate the large quantities
of steam required in this process.

The availability of natural gas
in this territory also encouraged
the; enlargement of the cement in¬

dustry where again the sintering
of raw materials presented a load
to be effectively handled by nat¬
ural gas.
Power plants in this area had

been fueled largely by coal from
nearby deposits. As natural gas
moved in, such plants were adapt¬
ed to the use of both coal and gas.
giving protection against the in¬
terruption of fuel supply by labor
disputes or transportation diffi¬
culties.
The foregoing shows clearly

how the replacement of a com¬

munity's manufactured gas supply
by natural gas not only aided the
existing fuel consuming indus¬
tries, but also attracted outside
interests which have proven to be
assets of high value.

Natural Gas For Enrichment

In some areas approached by
natural gas pipe line systems, it
was not deemed economical and
practicable to abandon manufac¬
tured gas facilities and use natural
gas entirely. Large investment ex¬
isted in gas plants which could
not be retired from service with¬
out loss of earnings and conse¬

quent difficulty in financing the
costs of changeover to the new

fuel. Therefore, instead of using
natural gas in its entirety, it was
utilized as a replacement for en-
richer fuel. In some cases, blue
gas was enriched \to the heating
value already existent; in others,
the heating value was increased
by producing a mixed gas of
higher thermal content than had
been previously distributed.
Mixed gas is a fuel that pre¬

sents several advantages over
manufactured gas. It renders un¬

necessary the handling and stor¬
age of large quantities of oil. Tars
and light oils disappear and their
attendant removal from the gas
becomes unnecessary. Plant labor
is somewhat reduced. However,
certain manufacturing costs re¬
main which keep the costs of
mixed gas up to a point that make
it prohibitive for use in large
quantities such as would be re¬

quired by the type of customers
described as existing in the Mo¬
bile area.

Furthermore, even if the cost of
mixed gas were comparable to
other fuels, it would have been
impossible for most gas companies
to have produced mixed gas in
quantities necessary for their
prospective industrial customers
without large plant additions for
the purpose of making additional
quantities of basic blue gas.
In many of these situations,

local gas companies successfully
worked out plans whereby local in¬
dustry could participate in the use
of natural gas. By reason of the
location of more important indus¬

tries in the service area, it was
sometimes possible to isolate a

part of the distribution system or
build a new segment of the sys¬
tem for the use of natural gas
only. In this manner, it was pos¬
sible for the company to deliver
mixed gas to its residential, com¬
mercial and light industrial cus¬

tomers and at the same time de¬
liver natural gas to the other in¬
dustries in quantites not limited
by the manufactured gas facili¬
ties.

Methods of Distribution

Thus far in this paper the dis¬
cussion has been devoted gener¬
ally to the use of natural gas by
industry furnished by gas distri¬
bution companies who purchase
their supply from the pipe line
companies. In large centers of
population, industrial plants are

usually located within areas cov¬

ered by franchises held by local
operating companies, thereby giv¬
ing them sole rights to this busi¬
ness but ordinarily subject to state
control as to rates and service.
Many natural gas pipe line com¬

panies prefer to have all such gas
sold by distributing companies.
This method relieves the pipe line
company of rendering local and
individual service to customers
whose service requirements vary
with every type of use. It also re¬
moves the possibility of undesir¬
able competition between the pipe
line company and local distribu¬
tors of natural gas.

However, all the industrial gas
sold in this country is not sold
through such agencies. There are
instances where an industry itself
has procured natural gas produc¬
tion in the area in which it is
located. They have found it prof¬
itable to produce the gas and
transport it to their plant. This
has sometimes led to the forma¬
tion of a company whose only
function is the furnishing of nat¬
ural gas to a group of industrial
users. Companies of this kind are
to be found throughout the gas
producing areas of the country.
In some cases, industry has arisen
in natural gas producing areas
merely because of the existence of
gas. For instance, carbon black
plants can be found in areas far
removed from centers of popula¬
tion and industry. Natural gas f<*r
this purpose is usually not com¬

mercially acceptable in transmis¬
sion pipe line markets because
of high sulphur content, low heat¬
ing value or not being economi¬
cally transportable by reason of
distance.

Plans for Extending Natural
Gas Availability

Thus far, ;only situations al¬
ready served by natural gas have
been discussed. Today plans have
been formulated by certain nat¬
ural gas pipe line companies to
push their product to the north¬
eastern part of our country. One
company has received a certifi¬
cate to transport natural gas from
Texas to the populous area which
includes New York City, Northern
New Jersey and Philadelphia.
Another company is already de¬
livering some natural gas into
Philadelphia. One of the largest
pipe line companies has declared
its intention to build an extension
of its system to New England.
These areas are now served

with manufactured gas by some of
the largest and best operated rep¬
resentatives of the gas industry.
The results of pioneer research
and operation in the manufacture
of gas, coke and other by-prod¬
ucts are to be found in this re¬

gion. Here are some of the last

remaining provinces of manufac¬
tured gas in the United States.
This industry is beset by many
problems. Gas making materials—
oil, coal and coke—are higher in
price than ever before. Conse¬

quently, the investment in fuel
stock piles is at a new high. Never
has the cost of labor been so high.
Labor disputes from time to time

threaten to, interrupt the supplies
of necessary production fuel.
Every company has a backlog ol
potential customers whose de¬
mands will strain present plant
and distribution facilities. In some

cases, it is possible to take ad¬
vantage of fuel clauses or to se¬

cure rate increases to offset part
of the increased' cost of manu¬

facture. However, this transfer ol
part of the increased cost to the
customer is not popular and leads
to the investigation of competi¬
tive types of service. This is par¬
ticularly true in the case of the
industrial customer now served
by these companies. There are

many such customers, some of
whom use large quantities for
specialized processes.

It is quite likeljy thait when
natural gas is extended to the
northeast area, the gas companies
particularly the larger ones, will
use natural gas as the enriching
agent in some form of mixed gas.
Depending upon the adequacy of
their distribution systems, they
will either maintain existing heat¬
ing value standards or increase
them somewhat. At the present
price of- enriching oil, the cost
of mixed gas should be decreased
by the substitution of natural gas
when purchased at prices offered
by the pipe line companies.
If this decreased cost is re¬

flected in the rates to the con¬

sumer, there will be an increased
demand for house heating gas.
An increase in this type of sea¬
sonable load will tend to reduce
the company's annual load factor.
Rates proposed to be charged by
pipe line companies in the north¬
eastern area are designed in a
manner that will encourage the
distributor to maintain a high an¬
nual load factor by reducing the
average cost per mcf. This will
prompt a search for types of load
that will tend to cancel the sea¬

sonal effect caused by the-heat¬
ing load. Naturally, attention will
be given to existing industrial
load; Most industry is located
within areas covered by franchise
of a distributing company. If the
company confines itself to the
distribution of only mixed gas.
there will be a limit to the extent
to which industrial load can be
increased. All gas delivered will
have to go through the plant as
enrichment fuel and for this rea¬
son the resulting mixed gas will
require a higher rate per therm
than if it were not processed.
There will be a limit to plant
output of jnixed gas unless plant
facilities are enlarged.
These facts will lead the dis¬

tributor to investigate the possi*
bility of interesting potential siz¬
able industries in the use of

straight natural gas seasonably on
an interruptible basis. Service of
this type will necessitate section-
alizing or building a portion of
the distribution system for con¬

ducting straight natural gas to
such customers. Design of the ex¬

isting system, location of the pipe
line measuring stations and zon¬

ing of the city will, among other
things, be factors in this accom¬

plishment. As already stated,
combination of mixed , gas and
straight natural gas distribution
facilities has been worked out

successfully by mixed gas dis¬
tributors to the point where large
industrial customers can use

straight natural gas for their proc¬
esses. There will, no doubt, be
some gas companies in the North¬
east that will choose to change
to a complete use of natural gas
and convert their water gas plants
to the manufacture of stand-by
gas of calorific value comparable
to natural gas. Their approach to
the assumption of industrial load
can be somewhat clearer than the

approach of the company which
chooses primarily to distribute
mixed gas. Particularly, the isola¬
tion of any part of the distribu¬

tion system will not be found
necessary. .

Price Stability
There is an element of price

stability that is reflected in the
costs of natural gas to the ulti¬
mate industrial consumer. Natural
gas that is secured in the field by
pipe line companies is usually
contracted for on the basis of
fixed prices agreed upon for as
long as 20 years. The earnings of
these companies are regulated by
the Federal Power Commission
which, accordingly, fixes the rates
charged to the distributor. These

rates, in turn, determine the disk
tributor's cost of gas, a large item
in operating expenses, which i*
quite stable because of the effect
of controlled earnings. This same
element 'persists when the gas is
sold to the industrial customer as
the distributor is also subject to
control of earnings and rates by
some local authority. It can be
seen that these costs are not sub¬

ject to demand and supply, sea¬
sons of the year and other factors
that affect sharply the prices of
other types of fuel.

The Drags on Inflation
(Continued from page 4)

cies in who got what out of that
rise in payrolls.
At one end of the scale you can

take the coal mining group and
say that their increase from some
$24 a week, the average in 1939,
to the $74 they are getting now,
represents, even after you allow
fpr price changes, a very sub¬
stantial rise in real income. But
if you were to take a group like
the retail workers, in general you
would find that they got increases
in money income that may give
them currently 10% betterment
over 1939, but it does not add up
to a net increase in real income
since the ending of price controls.
If you take, for another example,
the general run of workers in the
insurance business, or if you take
public school teachers generally,
you will find their money incomes
rose so little that in relation to the
present price level, their purchas¬
ing power is considerably behind
what it was before and they have
to pinch their buying more dras¬
tically than they had to before the
war.

So, we do have to recognize the
fact that this spiral is not work¬
ing with even-handedness and
that we are going to get some
blocks in purchasing power lead¬
ing into discouragement of new

capital expansion in certain areas
that have been expanding up to
now.

Drag on Consumer Incomes

Consumers whose income did
not keep pace with the postwar
trend in factory payrolls and
prices have been able to maintain
a good part of their purchasing
power until very recently by call¬
ing upon savings that accumu¬
lated to the end of the war. As
these have dwindled, we have
witnessed a relative enlargement
of instalment accounts. In the

third quarter of 1948, consumer
credit outstanding reached a high
of $14.7 billion. Some of it was vol¬
untary, representing a confidence
in the future. Nevertheless, it
contains some disturbing implica¬
tions. As of January, 1946, only
five million families.— or more

correctly, spending units—had in¬
stalment credit outstanding, for a
total of about $3.5 billion. But
since then the number has come

up to nine million families, or
spending units, with an increase
to $7.7 billion in instalment ac¬

counts. Obviously, if we have any
significant drop in employment
the instalment dealers will have a

surplus of repossessed items p||
their hands.. The softening effect
on production could come quickly
in that sector.

Meanwhile, wholesale prices
have risen about 60% since the
beginning of 1946; that includes
an increase in foods of a little
better than 75%, and in industrial
products perhaps 53%, since the
beginning of 1946. •

The setting is one in which we

may expect a progressively larger
number of consumer items to gei
priced out of their market if they
continue at present levels. It may
be some time before we see a sig¬
nificant softening in areas that
have had very heavy backlogs, as
in automobiles, or in certain types
of farm equipment (although the
word is getting back from dealers
who report some softening even
there). In any event, we have
witnessed some accumulation of
slow-moving inventories and les¬
sening of business activity in
small appliances, shoes, textiles,
jewelry, toilet - ' articlesj: paper
products, and publications, as well
as in service and recreation lines.
Where the softening has already
become visible, some price correc¬
tives are bound to develop.

Banking and Business Prospects
(Continued from page 12)

money rates naturally make to
the over-extension of credit." "

Regulation W

Many of you business men are

well acquainted with operations
under Regulation W and its real
effect upon your businesses. I do
not agree with the proponents of
Federal control who claim that
installment lending was getting
out of hand and that such lending
contributed substantially to the
inflationary spiral. The Federal
Reserve Bulletin issued in Sep¬
tember 1948 shows that there has
been an increase in total consumer
credit outstanding from approxi¬
mately nine billion, nine hundred
million dollars on Dec. 31, 1941 to
13 billion, four hundred million
dollars as of Dec. 31, 1947. During
the same period, deposits of all
banks in the United States in¬

creased from 81 billion, 800 mil¬
lion dollars to 161 billion, 800 mil¬
lion dollars. Thus, although depos¬
its of all banks in the United

States increased 97.8% from 1941

to 1947, total consumer credit out¬

standing increased only 35.8%

during the same period. I do not

think the record shows any over¬

expansion of consumer credit and
other types of installment lending
in the United States when com¬

parison is made with the increased
money supply and the tremendous
increase in the price of articles
purchased by means of such
credit.

To my mind, installment buying
is one of the most stable forms of
money lending in our country.
Records will show that the per¬
centage of loss on such credit is

mazingly low. Through this credit
device, the standard of living of
the great mass of American peo¬
ple has been raised and I believe
it is true that practically every
individual who works for a living
depends upon the time method to

buy his automobile, refrigerator,
radio and so on. Under high prices
today, the farmer buys much of
his equipment and farm machin¬
ery "on time" and he has the
benefit of greater production and
greater efficiency through using
the materials he buys while pay¬
ing for them. It seems apparent
that the average man, even at the
present high level of wages, may
not be able to save enough money

to accumulate the required down

(Continued on page 38)
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Banking and Business Prospects
(Continued from page 37)

payment to buy a new automobile
and to pay it off in 15 to 18
months. These facts make it ques¬
tionable whether credit control
through such a Regulation as "W"
will be beneficial or harmful in
the long run.

. What is the outlook for banking
and business? I am pleased to say
that generally speaking, State
banking institutions in Pennsyl¬
vania are today in probably the
strongest and most liquid condi¬
tion they have ever attained. I

-to megram to combat inflation-
it is just the opposite.

Fate of Dual Banking

I am fearful that one of the
results of such a program may be
the end of the dual banking sys¬

tem and centralized government
control over all banking in the
United States. We have witnessed
in recent years repeated attempts
from some officials in the Fed¬
eral Government to impose con-

f^ol and regulation by the Federal

think it is true aV toat the Government upon State-chartered,
majority of businesses are pres¬
ently in sound condition. Banking
and business then are in a strong
position to withstand the fluctuat¬
ing economic situation which the
Administration's platform pre¬

sages for the near future. I noticed
in the press a day or so ago that

otate-supervised and State-regu¬
lated banking institutions. Such
centralized control would elimi¬
nate the very necessary checks
and balances in the banking field
provided by the dual banking
system. Those of us who believe
in States' rights and healthy com-

1U WiC picas a \A<xy Ui aw agu unav — - .

the new Administration will stand petition to preserve the American
on the principles laid down by the
President in a 21 point message he
delivered to Congress on Sept. 6,
1945. This program includes price
controls, control and allocation of
raw materials, higher taxes with
possible reenactment of an excess
profits tax, broadening of social
security, Federal aids to health
and probably education, addition¬
al government aid to housing and
more government lending. When
one estimates the cost of such ad¬
ditional government spending and
adds it to the known figures for
carrying a national debt of ap¬
proximately $250 billion, the Eu¬
ropean Recovery Program, the
defence program and benefits for
our veterans, one must wonder
quite naturally from what source
these huge expenditures will be
financed. Most assuredly, the fore¬
going does not sound like a pro-

way of life must continue to fight
against invasion of such rights by
the Federal Government and we

must do everything in our power
to prevent centralized control of
all banking in our country.
In conclusion, I believe the real

cure for inflation lies in the elimi¬
nation of government extrava¬
gance and wasteful spending. I
think it is time to end or greatly
modify price support programs,
subsidies, government lending and
government guarantees. Strikes
and feather-bedding have • no

place in a sound economy and it
is time to end such wasteful prac¬
tices. It is apparent that such
policies seem drab to the average
American today but I believe

firmly that they represent the
only real cures for our inflation¬
ary troubles.

Inflation and Its Implications
■ r (Continued from page 13)

tice under law, was carefully safe- portunities for currency manipu-
guarded by a Constitution and a lation. In a sound monetary sys-
Bill of Rights defining the limita- tem, these "promises to pay" are
tions under which government redeemable in things having in-!

trinsic or objective value, such as
gold or silver. The abandonment
of this simple objective index of

should operate.

Taxation Principles

In this scheme of things our monetary integrity has always
forefathers paid very particular been a precursor of troubled
attention to the subject of taxa-'times. . .

tion, the conditions under which it is important in monetary
taxes could be imposed, and the theory and practice that the value
controls to be exercised over the 0f these precious metals is related
expenditure of the public monies to the labor required to produce
collected. They did this in clear them; that they have been in
recognition of the fact that the worldwide demand from time im¬
possibilities of tyranny in govern- memorial and that they are rela-
ment ultimately rest on govern- tively indestructible; and that in
ment s power to tax, and on gov- them a considerable aggregation
ernment s power to police. They 0f value can be accomplished with
put stringent limitations upon relatively limited weight and
^)0JS1" x. , .'I space. Experience has proved

. Taxation can be current, simple them, and particularly gold, to
and direct, as in the case of flat have great practical convenience
income and excise taxes. It can as a relatively stable basis for the
be discriminatory in its impact on measure of value

stanced bythe mduafed' income Furthermore, a large measure
tax, by selective excise taxes, and 0 this attaches to paper
by tariffs.

currencies redeemable in them.
This empirical fact. No amount

To a limited extent, the impact 0f theorizing on the possibility of
of taxes can appear to be deferred aa irredeemable sound money can
through the use of governmental
credit, by! meeting current ex¬

penses with money raised through
the sale of liens on future govern¬
ment income.

And then, most ominous of all,
because it largely escapes the or¬

dinary constitutional and statu¬
tory restrictions, taxation can be
obscured and, for a time, con¬
cealed by diluting and degrading
the currency. That is inflation.
The mechanisms by which in¬

flations are brought about are

many and varied. Some are sim¬
ple and obvious. Historically, the
paring of the edges of a coin and
the alloying of precious metals
with cheaper ones were probably
the first, simplest and most ap¬
parent.

controvert it. No government in
all history has ever demonstrated
over any significant period of
time that it possessed the com¬
bined courage, integrity and skill
required to operate and manage
irredeemable currency. No first-
class nation in modern times has
ever retained an irredeemable pa¬

per currency over the life span
of one generation.

Paper Currency
One of the first indications of

an incipient inflationary trend
may be the modification, qualifi¬
cation or withdrawal of the com¬

mitment to redeem paper cur¬

rency on demand with "hard"
money. Unfortunately the ten¬
dency frequently succumbed to in

The introduction of "promises monetary crises under hard money
to pay" in the form of paper cur- systems is to break the pledge of
rencies opened up vast new op- redeemability rather than to in¬

quire into and correct the cause
of the dwindling confidence int
the monetary system. This coun¬
try has fallen into such evil ways
several times in its past history.
It is now in the anomalous posi¬
tion of standing ready to redeem
its paper currency in gold on de¬
mand of foreigners, but denying
this right to its own citizens!
It might well be said here and

now that adoption of and adher¬
ence to a gold standard does not
of itself assure perfection in the
handling of a nation's monetary
and fiscal affairs. We are all fa¬
miliar with monetary crises that
occurred while this country was

on a gold basis. There are many
problems to be met and solved in
the skillful handling of a banking
system issuing paper currency and
in transacting banking business in
a currency redeemable in gold,.
but the possibility of an inflation
of nationally destructive pro¬

portions is not one of them! Gold
imposes limits, and as a practical
matter, whatever its defects, it of¬
fers a nation better protection
against inflationary excesses on
the part of either a government
or central banking authorities
than anything else yet devised
and tested by experience.
Irredeemable paper currencies

are merely matters of penmanship
or the printing press, and unless
inflationary practices are aban¬
doned, become mere expressions
of good intentions at the time of
issue. They are readily suscep¬
tible to inflationary manipulation.
In fact, generally speaking, resort
is had to irredeemable paper cur¬

rencies with that precise purpose
in view.

The private practice of adding
to the money supply by counter¬
feiting has long been recognized
as a statutory crime against the
public interest and dealt with as
such. Yet large scale "deficit fi¬
nancing" by governments today
enjoys an honorable estate and is
widely practiced throughout the
world!

. ... - .

The mechanism of inflation

through the issuance of irredeem¬
able paper currency can vary j
from the bald, barefaced printing
of paper money by the govern- .

ment to more elaborate proce-!
dures involving the sale to central |
banks of government bondsi
against which bank notes are is¬
sued. These transactions are

legal, they are conducted on a

magnificent scale, but in essence
the results are the same—addi¬
tional purchasing power has been
created and disseminated among
the people with the consequent
impairment of the value of all
money, bank balances, arid instru¬
ments of credit outstanding.
Modern banking practice, with

the substitution of book balances
on bank ledgers for vaults and
money bags, and of checks for
coins and paper money, h^s elabo¬
rated and complicated the whole
monetary situation to such an ex¬
tent that even the experts dis¬
agree on the * mechanics of its
operation. The claim is frequent¬
ly made and seldom disputed that
no one thoroughly understands all
the intricacies of the operation of
a modern monetary system such
as that under which our affairs
are conducted.

However; whatever the intrica¬
cies of the situation or the com¬

plexity of its operation may be,
the fact remains that govern¬

ments, in their exercise of their
proper function of defining the
unit of value in the terms of
which nations conduct their af¬

fairs, are continually tempted and
all too frequently succumb to the
temptation to ease the apparent
burdeh of taxation by which they
raise the required revenue by de¬
grading and debasing the unit by
which values are standardized
and measured. There are any
number of nations engaged in just
such practices today.
The astonishing thing is that

this manipulation by governments
of the standard of value—money
—is accepted with complacency
ty people who would -shrink with

horror from a proposal to rede¬
fine a yard as 27 inches, a pound
as 10 ounces, or a gallon as 5 pints.
And yet no one of the foregoing
proposals is any more absurd, or
any greater infraction of funda¬
mental integrity, than is an arbi¬
trary shrinkage of the worth of
money in terms of which a society
conducts its business.
The pressure to resort to infla¬

tionary measures is frequently,
thougn not invariably, - due to
conditions brought on by wars, or
their aftermath. As a war meas¬

ure, perhaps inflationary financ¬
ing is unavoidable. However, it is
extremely difficult to stop the
habit with the termination of the
war. It is, perhaps, the most dif¬
ficult of the "reconversion" prob¬
lems presented in a postwar pe¬
riod, and after a serious and
enervating war not many nations
have coped with it successfully.

i Nation Is Now Under Test of
Inflationary Pressure

Again this country is now under
that test, and it would be most
unwise to feel confident that the
issue is as yet secure.
Governments should provide

for the administration of justice
between citizens through the pas¬

sage and enforcement of wise
laws designed to prevent' and
punish fraud. To establish, main¬
tain and police a standard of value,
in other words, define the mone¬

tary unit, is a proper discharge
of this obvious responsibility.
To attempt to meet this responsi¬
bility by the socialization of bank¬
ing functions under government
administration and control raises

questions and introduces problems !
of quite a different category.*
Among "the techniques of gov¬

ernment with which men have

experimented in their struggle to
acquire and protect their freedom,
two devices have evolved through
which men have at times, and to
some degjee, restrained and con¬
trolled those to whom the power

to govern has been delegated. One
is the ballot box, through which
the personnel of those in power
can, on occasion, be changed. The
other is the establishment and
maintenance of a sound monetary
system through which the activi¬
ties of governments can be re¬
strained and contained within
those limits prescribed by the
amount of taxes that can be col¬
lected and by the credit standing
that can be maintained in a free,
unregulated, and unre stricted
money market.
Of these two restraints, the one

is as important as the other. The
qualification or disappearance of
either in a country purporting to
recognize the freedom and sig¬
nificance of the individual man,

is a real shift in the underlying j
structure of government.
Today the monetary systems of

almost every country in the world
are subject to arbitrary govern¬
mental restrictions and restraint.
Financial and political tensions
are so; closely interwoven as to
be practically indistinguishable.
Economics and politics become
synonymous in Communism, and
even in those countries with tra¬
ditions of freedom the line of de¬
marcation between economics and

politics wavers and tends to be¬
come blurred. Marx and Lenin
were quite correct when they
singled out the banking and cur¬
rency system as one of the most
vulnerable points of attack on
capitalism. There can be no ques¬
tion today but that as between
Communism and our way of life
the issue is joined. And there¬
fore let us not forget that infla¬
tion is one of the more potent
weapons in the arsenal of our ad¬
versary. It must be forefended
against at the cost of such imme¬
diate discomfiture as may be en¬

tailed. '

Industry's Responsibility

Industry could not escape a
share of the rsponsibility in this
situation if it chose to, because
industry is too important a seg¬
ment of American life. It is the
success which has attended indus¬

trial growth and development in
this country that most conspicu¬
ously marks us out among the
nations of the world. From in¬

dustry this country draws the
strength and productivity to sus- ;
tain the highest standard of living
in the world, the power to defend -

itself against aggression, and the
surplus from which it draws to
succor others in distress. Many
factors, importantly among them J
scientific research and the incom-. *

parable ingenuity of the American V
workman, contribute to this en-.-
viable record of national indus-,'
trial accomplishment, but the re- ;

sponsibility for industrial leader- -

ship attaches wholly to manage¬
ment. - ~
Nor is this responsibility limited

to the mere disposal of those
questions related to our own in¬
dustrial businesses, important and
difficult as those questions are.
Before we are managers of busi¬
nesses, we are "Americans, and '
our fellow citizens of all walks of

life are entitled to our views on ;
matters important to our coun- ;

try's welfare, and most partial- ,

larly on matters which directly .

relate to industry and industrial .

operations.
Certainly inflation is one of

these, and the erroneous opinion
is widely held that inordinately •

high and unjustifiable industrial
profits contribute substantially to '
the current inflationary trend; '
The proposal is advanced, and
make no mistake about it, it has ;
broad public support, that price
controls should be restored. In- '

dustry is credited with having -

been importantly" instrumental in :
accomplishing the abandonment '
of price control, and the results
have been portrayed as disap- 1

pointing, to put it mildly. The •
public tend to forget that under '
price control they had lower
prices but little meat, whereas
now meat can be had, although to
be sure at higher prices.
That high prices are the result '

and not the cause of inflation is
not generally understood and ac¬
cepted by the public who, in their
vexation with the whole situation,
are all too ready to believe that
industry's alleged greed for profit
is at the bottom of it all. Price '

control appeals to many people as '
an obvious answer to their imme¬
diate discomfiture. Some are

unaware of or indifferent to the
enormous damage it would inflict
upon the economy of the coun- T
try. Others welcome it with sar- >
donic satisfaction as another step

along the path toward state so- >

cialism, as indeed it would be.. :

Such is the s i t u a t io n, and
whether industrial management
likes it or not, either by positive
action or by default, it will make
its contribution to the hiftory of
the period ahead of us, and in due
course be judged accordingly in
the court pf public opinion.
Now what does it add up to,

and what should be industry's po- ,

sition? It is to be expected that
in so large and diverse a group ;
as industrial management as rep- ;•
resented in the NAM, differences
of opinion will be found, particu¬
larly with respect to details,
However, it would seem that on...
broad matters of principle, stated
as objectives, without being too
specific as to the mechanics and
the timing of their attainment
where the responsibility for action
rests elsewhere, industry should
be able to state a position, to in- ^

dicate that approach which in its
opinion would best serve the pub- '
lie interest. The main features,
of such a program to the ultimate
attainment of which industry sub¬
scribed would seem to be reason- .

ably clear and perhaps more
readily attainable if industry is!
prepared to state them.

• Restore Sound Money System

Of primary consequence and
importance is the re-establish-,
ment of a sound monetary system,
and the discarding of irredeem¬
able paner currency, along with
a revision of the Federal fiscal
and banking policies responsible"
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for its emission. Specifically this
means, whatever the intermediate
steps political and banking spon¬
sorship might advocate as advis¬
able for its ultimate accomplish¬
ment, an eventual redeemability
of the money in the substance of

" its reserves—the restoration of
gold coinage to free public cir¬
culation., .

The inflationary cycle in which
, the country is now enmeshed is
the reflection of the enormous in-

; crease in the amount of the money
supply. "This inflation can be
stopped by stopping the further
issuance of irredeemabe paper
money and further credit expan¬
sion, and it can not be stopped in
amy other way. Only with the
rtitmetary basis for further infla¬
tion eliminated can the general
p'Hce level be expected eventu¬
ally to stabilize. It will stabilize
around a point determined by
the present gold content of the
dollar. That gold content should
not be further tampered with un¬
der any circumstances.
The restoration of a sound,

"hard" monetary system is a po¬
litical responsibility. It can be
initiated and carried out only by
government. Industry can only
state its views, ".and respectfully
recommend their consideration.
It should be noted that no po¬

litical party is committed at this
time to any practical measures

designed or directed to the restor-
. ation of "hard" money in this
i country. Furthermore, this pro-
. posal is lacking articulate bank¬
ing sponsorship of any notable
importance.

Next, and a necessary corollary
. to . the foregoing proposal, the
Federal debt, with the excep¬
tion possibly of a certain amount
of short-term securities, should be

; funded into long-term bonds of
well spaced maturities, or maybe
into a perpetual funded debt sim¬
ilar to the British consols, bear¬
ing interest rates sufficiently high
eventually to attract .substantial
absorption of the debt by private

- individuals and . institutional in-
. vestors. In this . manner - the
amount of government securities
held in our commercial banking

•

System would be progressively re-
- duced. This bank-held debt is
capable of serving as a basis for
the further issuance and creation
of money and bank deposits, and

. thus further augmenting inflation-
; ary pressures.

The correction of the undesir¬
able economic effects of our

present tax system is a prerequi-
■ site to the resumption of the de¬
velopment of this country's indus¬
trial economy. This is too large a
subject for even brief review here,
but taxes have a direct impact on

- the inflationary problem. It is not
. enough to abandon deficit financ¬
ing. Something much more posi¬
tive is required.

Revision of Tax Structure ;

The tax structure must be re-
• vised to offer more encourage-
- ment to saving and capital forma¬
tion, and the ruinous punitive tax
burdens assessed against those to
whom we look for venture capital
investment must be ameliorated
so that productive capacity can be
increased.

, , .

The earning of a profit must be
•

recognized for what it is: a proper
i compensation for risks taken and
services rendered. Industry should

- abandon its apologetic attitude in
the discussion of profits. Honest¬
ly earned in a free and genuinely
competitive market, profit per¬
forms the essential service of

stimulating ever greater produc¬
tion of those items in greatest
demand, and incidentally provides
a large share of the capital re¬

quired for financing the addi-
tionl facilities required for
increased production.
The percentage of profits re¬

tained in business to finance fu¬

ture operations, to provide jobs
and to produce ever greater quan¬
tities of those goods people need
and want, has risen from around

delicate one, and calls for the
utmost mutual understanding and
dbbpcTatioti. It is a grim prospect.
The . problems inflation presents
internally are no less real than
are' those of providing adequate
defense, against foreign aggres-

——— — — ' ft

35% before the war to around
60% to 65% currently; <•' •• .

And finally, of great and imme¬
diate importance is the necessity
for the reduction of governmental
expenditures to the lowest level
consistent with adequate military J

I defense and the carrying forward |Si6rtv ^But this is another subject,
of the mote urgent of the gov*;-and- •cam only be suggested here,
ernment's domestic activities and- > Such are the barest bones of a1
projects. This counsel of thrift discussion of inflation, some of its
at this time need not and does not more important implications, and
Involve any appraisal of the certain steps past experience has
governmental activities and proj- shown to be effective in dealing
ects. Regarded purely as an ef- with iC<Ithas taken us some-
tective anti-inflationary measure, "what afield from a mere discussion
it is essential that the Federal of industry's more special in-
budget be kept safely in balance terests in the subject, important
and the cost of government re- as they are. It discloses inflation
duced by attaining the maximum to be a political problem' of the
efficiency in administration and first magnitude, but a political
by the elimination of any exces- problem as'fet without partisan
sive personnel and needless ac- bias. The public reacts intensely
tivities. It would be wise at this to one of the effects of inflation—
time to postpone all government * high prices—but shows little ac-

expenditures for projects not im- quaintance with its causes or with
mediately necessary. ■ the history of past inflations. Even
Military expenditures at this less are people aware of the tragic

time and under present circum- consequences of previous attempts
stances pose a peculiarly difficult to deal With the problem of in-
problem. Defense requirements flation through arbitrary dicta-
from a technical military stand- torial governmental regulation,
point/ presumably, can never be Most of us industrialists know
adequately met. Certainly no one all this. Why not have the cour-
wants any "too little and too late" age and the candor again and
if it becomes necessary to use again to say so? If we haven't,
them. But on, the other hand, and if we don't, how can we
there could come a point where blame our fellow citizens in other
the burden of a defense program walks of life if they believe people
might well wreck the civilian who tell theip otherwise and con-
economy upon which it depends sequently come to incorrect con-
for its support. The balance is a elusions?

aaaassa a linirrrn-my.

The Federal Budget Outlook
(Continued from page 15)

a minimum level of certain gov¬
ernmental services, and (2) to see
that the cost of this minimum
level is spread throughout the
country. To serve these ends, the
grant needs to be so distributed
tnat the share for each state will

I reflect its need for the particular
service and also its capacity to
finance the minimum level "of
service from its own taxable re¬

sources. • v * '

At the same time that the Fed¬
eral grant provides national as¬

sistance in financing a service, it
leaves to state or, local govern¬
ment actual administration of the

program. Thus the state has—or
should have — a substantial

tional interest in the services to
be rendered by the states. Instead
of providing incentive for all
states to carry on certain services
of national interest, the separa¬
tion of tax sources may encourage
a state to omit the service and

thereby to become something of a
tax haven. The national interest

might thus be defeated by local
indifference in a few areas fol¬
lowed by, interstate competition
and imitation.
The grant-in-aid is also gener¬

ally preferable, in Federal-state
relations, to the sharing of Fed¬
erally-collected taxes. (Somewhat
different considerations may ap¬

ply in state-local relations.) Un
measure of discretion in adapting der a grant arrangement, the
the program to local needs and | amount which a state receives is
customs. The states do, of course, determined by a formula which
operate within a framework of measures—or, at least, ought to
broad national policies for the measure—the relative needs of
grant program. But they decide that state. Under tax-sharing,
how far to go with a particular. however, each state would receive
program and determine the day- part of the proceeds of a desig-
to-day content and quality of the j rated tax collected by the Federal
operations. ' ' : - | Government— a part not neces-
The grant-in-aid method has sarily related to the needs or the

two basic merits when compared fiscal capacity of the particular
•with clear-cut separation of the state. If the share is adjusted to
tax sources and functions of the take account of such factors, or if
Federal and the state-local gov¬
ernments.

the Federal Government attaches
conditions restricting its use, the

In the first place, the grant! arrangement becomes more and
helps reduce interstate inequali-* more like a grant-in-aid. Such
ties in the level of government j considerations help to explainservices or of tax rates. On the! why shared-taxes are little used
other hand, separation of tax by the Federal Government,
sources tends to, aggravate these j The major advantages, then, of
inequalities. • It compels lessvthe grant-in-aid as a device of

! wealthy states to impose higher- Federal-state fiscal relations are:
tax rates or to give fewer and
poorer public services- than their
neighbors. Either of these adjust¬
ments handicaps their economic
development.
!', In the second place, the grant-
in-aid method offers an induce¬
ment for a state to provide a given
service and to meet specified
standards in order to continue fo
receive the grant. The grant need
not be coercive or compulsory,
though the inducement may be
very strong—particularly if the
grant covers all or most of the ex¬

pense. But the basis and the justi¬
fication for a Federal grant is the

, national interest in the services
being financed. In this respect, a
complete separation of Federal
and state taxes and functions is
not an alternative to a grant-in-
aid. Carried to the extreme, the
philosophy of separating Federal
and state responsibilities might

(1) It offers an inducement for
such state to provide at least a
minimum level of these services
which are the subject of national
interest.

(2) It provides financial sup¬

port for these services on a na¬

tionwide basis, but leaves their
administration to the states or

their subdivisions.

(3) It reduces interstate in¬
equalities in tax rates and in
levels of governmental service.

(4) It aims at adjusting the
amount of assistance for each state
to the financial and service needs
of that state. *

Naturally, the full measure of
all these advantages is not al¬
ways obtained in practice.
For example, grant-in-aid pro¬

grams have sometimes been too
narrowly defined; their content
and direction has been too pre-

constitute, in fact, a denial of na- cisely and specifically set forth

in Federal law or regulation.
When Federally-aided programs
are defined too narrowly, the state
has no direct incentive to econ¬

omy and efficiency in the use of
Federal money, since any savings
it makes on the aided program
are not available for other use by
the state.

Sometimes Federal grants are
provided or increased when it
would be better to take more

fundamental measures. An exam¬

ple is the increasing emphasis
which has been placed Upon pub¬
lic assistance grants, while at the
same time the Federal system of
old-age and survivors' insurance
has been weakened. This con¬

tributory old-age insurance sys¬
tem, with its premiums collected
by withhblding from payrolls,
was designed originally to sup¬
plant much of the need for pub¬
lic assistance. It still can be made
to do so by broadening coverage,
bringing the benefit rates Up-to-
date, and making other improve¬
ments. This is basic if we hope
to reverse the steady rise in ex¬
penditures for public assistance.

Improvements Needed
Without going into detail, I

should like to mention several
needed.improvements in the Fed¬
eral use of grants-in-aid.

(1) A careful evaluation of all
the Federal grant-in-aid program*
is needed — one against another
and each against all the rest of
the programs and commitments ol
the Federal Government. As mat¬
ters stand now, it is not at all
clear that the amounts devoted by
the Federal Government to its
several grant-in-aid programs are
even roughly proportionate to the
national interest in each of these
programs. Although the normal
processes of budgetary review can
promote a better balance, r
thorough going realignment would
require legislative action.

(2) The scope or subject-matter
of each Federal grant/program
and the conditions attached to the
grant, need to be reconsidered
The whole grant-in-aid system
might be more effective and eco¬
nomical if certain basic changer
were made—for example: (a) i:'
existing piecemeal programs wen
consolidated into broader func¬
tional programs; (b) if more o:'
the grants were related to the fis¬
cal resources of the states, as wel
as to the states' needs for services
and (c) if minimum service stand¬
ards could be expressed in term?
of results achieved rather than ir
terms of dollars spent.

(3) All the states should provide
by law, as several already do, fo?
the same budgetary review anc

control of Federally-aided pro- •
grams that they give their othei
programs. Because grants-in-aic
are a cooperative device, there if
a tendency for each participating
government to scrutinize budge*
requests for grant programs less
intensively than it does the pro¬
grams which it finances fully anc
operates directly. This is a ten¬

dency which is on its way to cor¬
rection. I have had the pleasure
of taking part in some profitable
discussions of this problem at twe
of the annual meetings of the Na¬
tional Association of State Budge*
Officers, and I am happy to adc
that a joint state-Federal commit¬
tee to foster an exchange of in¬
formation useful to budget officers
is being organized.

(4) The administrative arrange¬
ments for Federal grants-in-aic
should be reviewed with the ob¬
jective of attaining more unform-
ity and simplicity, more adequate
safeguards for the Federal Gov¬

ernment, and more definite state-
local responsibility for operations
and for adaptations of each pro¬
gram to special situations. At
present, some Federal laws permit
or even require an unnecessary
amount of Federal interference in
state operations, while others are
so restrictive that Federal officials
have no discretion. In effect, they
can only "leave the money on a
stump and run." Neither extreme
can be justified. The Federal ad¬

ministrator neeas enough author¬
ity to make sure that the national
interests are protected, but not so
much autnority that coercion is
substituted for cooperation.
So much for needed improve¬

ments. They can and should be
made, and they should rest upon
a foundation of careful study, in¬
cluding a full exchange of views
and ideas between Federal and
state officials. The grant-in-aid
is too useful a partnership device
in our Federal-state system to be
hampered by misuse or ill-con¬
sidered use. Properly used, the
Federal grant-in-aid is a device
of moderation. It gives the state
governments a broader operating
base and emphasizes their national
importance. If arbitrary limits are
set upon the use of Federal grants,
the states may be seriously weak¬
ened.
This danger is particularly great

at a time like the present, when
not only the Federal Government
but also many of the states and
their subdivisions face deficits.
State and local governments have
not caught up with the wartime
accumulation of needs for the
repair and expansion of roads,
schools, and hospitals and many
other types of facilities. High price
levels have greatly increased the
cost of such activities, as well as
the level of current expenses, in¬
cluding the salary rates of public
employees. Nearly all units of
state and local government are

confronted with accelerating pres¬
sures for public services which
threaten to outrun revenues. It is
true that high prices and high em¬
ployment have increased their tax
yields but the rate of this increase
appears to be slackening off,
whereas the demands for govern¬
mental services are still increas¬
ing. The times call for careful
budgeting at all levels—for the
evaluation of every proposed ex¬
penditure program in the light of
a full, factual background and a

comprehensive budget policy. This
budget policy, in the state and
local governments, as in the Fed¬
eral Government, needs to be one

which will contribute to maintain¬
ing economic stability at a high
level in the face of increasing
demand*? for national defense and
international aid.
In the field of Federal-state re¬

lations, a full recognition of our

responsibilities as a going part¬
nership is essential. We must se¬

lect devices of fiscal coordination
wisely. We must be sure they are
consistent with the spirit and the
purpose of our Federal-state sys¬
tem of government and with the
highest national interest.
The separation of tax sources,

the sharing of taxes, the use of
tax credits or other coordinating
adiustments on particular taxes,
and Federal grants - in - aid, all
serve different objectives and
achieve different results. No one

of these devices is an end in itself.
We should not set arbitrary limits
on the use of any particular de¬
vice; neither should we use one

of these tools where some other
would work better.

Through conferences like this,
and through other avenues of con¬
sultation between the Federal and
the state governments, we can be¬
gin to get agreement on- the pur¬

poses and objectives which should
govern our efforts at fiscal coor¬
dination. Such mutual understand¬

ing is essential as a basis for the
real working partnership which
is required by our joint responsi¬
bility to the American people.

William P. Kapp Dead
William P. Kapp of Gude, Win-

mill & Co., New York City, died
Dec. 2 at the age of 72. He had
been in the brokerage business
for 50 years.

Herrick, Waddell Adds
(Special to The Financial Chronicle)

BEVERLY HILLS, CAL.—Earl
O. Hudson has become affiliated
with Herrick, Waddell & Reed,
Inc., 8943 Wilshire Boulevard.
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Securities Now in Registration

• Affiliated Gas Equipment, Inc., Cleveland, O.
Dec. 6 filed 40,000 shares of $3 cumulative preferred
stock (par $50) and 1,000,000 shares common stock (par
$1). Underwriter—Reynolds & Co., New York. Purpose
—To purchase all of the assets of three subsidiaries of
Dresser Industries, Inc., viz: Bryant Heater Co., Cleve¬
land; Day & Night Manufacturing Co., Monrovia, Calif,
and Payne Furnace Co., Beverly Hills, Calif. [Affiliated
will obtain an additional $4,000,000 the private sale of
15-year 3%% notes to insurance companies.]

All States Life Insurance Co., Montgomery,
Alabama

Nov. 24 filed 30,000 shares of capital stock. No under¬
writing. Offering—To be offered to stockholders at $10
per share. Proceeds—To complete company's purchase
of Eureka-Maryland Assurance Corp. of Baltimore, and
to keep surplus intact.

American Bemberg Corp. (12/13)
Oct. 19 filed (by Attorney General of the United States)
6,175 shares oC class B 4V2% cumulative preferred (par
$100), 91,851 shares of class C common (no par) and
34,033 shares of class D common (no par). Underwriters
—Stock will be sold at competitive bidding. Probable
bidders: Kuhn, Loeb & Co., Lehman Brothers and Glore,
Forgan & Co. (jointly); Kidder, Peabody & Co.; Blyth
& Co., Inc., and Merrill Lynch, Pierce, Fenner & Beane.
Pullman, Inc., may also bid. Bids—Bids for the purchase
of the stock will be received at the Department of Jus¬
tice, Office of Alien Property, 120 Broadway, New York,
up to 3:30 p.m. (EST) Dec. 13.

American Investment Co. of Illinois

Nov. 18 filed 168,425.5 shares of $1.25 convertible prefer¬
ence stock, series A (par $25) and 68,175.6 shares of 4*/2%
preference stock (par $25). Offering—The $1.25 prefer¬
ence stock is to be issued in exchange for Ohio Finance
Co. 5% preference stock (par $100) on a four-for-one
basis and Ohio common in ratio of 4/s preference for each
common share. The 4V2% preference stock would be
exchanged for Ohio Finance 4*/2% preferred (par $100)
on a four-for-one basis. Underwriter—McDonald & Co.
will act as dealer-manager.

American Metal Finishing Co., Grand Rapids,
Michigan

Nov. 3 (letter of notification) 40,000 shares of common
stock (par, $1). Price, par. Underwriter — DeYoung-
Tornga Co., Grand Rapids, Mich. To enlarge manufac¬
turing facilities and for additional working capital.

American Steel & Pump Corp.

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. In¬
definite.
) ' ■ ; , ■ k 1 .

Areata (Calif.) Timber Products Co.

Nov. 15 filed 100,000 shares 6% cumulative preferred
«tock (par $10) and 300 shares of common stock (par
$5,000)v Offering—To be offered in exchange for out¬

standing common' (par $10),' or as an "Outright sale.
Underwriter— None. Proceeds —- To retire outstandihg
common and pay notes; balance to erect plywood mill.

Argus, Inc., Ann Arbor, Mich.
Nov. 1 filed 115,315 shares ($10 par) 5V2% cumulative
convertible preferred stock. Offering — To be offered
initially for sale to stockholders at the rate of one pre¬

ferred stock and purchase warrant for each 3V2 shares
of common stock held. With each share of preferred
•purchased company will issue a purchase warrant en¬

titling the holder to buy 80/100 of a share of the com¬

pany's ($1 par) common stock on or before Dec, 31, 1950.
Underwriters—Leason & Co., Inc., and First Securities

Co., Chicago. Proceeds—For working capital.

• Arlington Corp., Pittsburgh, Pa.-
Dec. 6 filed voting trust certificates for 14,216 shares of
common stock (no par).

• Capital Broadcasting Co., Annapolis, Md.
Nov/23 (letter of notification) 7,500 shares ($10 par)
common. Price, par. No underwriting..For the construc¬
tion, maintenance and operation of a standard broadcast

radio station.

# INDICATES ADDITIONS SINCE PREVIOUS ISSUE

Bradshaw Mining Co., Tonopah, Nev.
Oct. 8 (letter of notification) 1,500,000 shares (5c par)
common stock. Price—20 cents per share. Underwriter
—Batkin & Co., New York. To repair and renovate mine
of company and to exercise option to purchase processing
mill and move and erect such mill on the company's
property and for working capital.

• Central Illinois Electric & Gas Co.
Dec. 3 filed 80,000 shares of common stock (par $15).
Offering—To be offered common stockholders for sub¬
scription at par in ratio of one^sixth of a share for each
share of common held. No underwriting. Proceeds—For
construction costs.

Central Maine Power Co.

Nov. 1 filed 303,330 shares ($10 par) common stock. Un¬
derwriter—Coffin & Burr, Inc. Offering—To be offered
initially to existing stockholders both preferred and
common. Proceeds — To reduce outstanding short-term
bank notes payable to The First National Bank of Boston.

' .' V ' • . * , - : ■ ■ ' ; • * . ,

Central Power & Light Co.
Nov. 21, 1947, filed 40,000 shares ($100 par) cumulative
preferred. Underwriters—Lehman Brothers; Glore, For¬
gan & Co.; Dewar, Robertson & Pancoast negotiated a
purchase contract in April, 1948, but the SEC on July 27,
1948, concluded that financing by the proposed preferred
stock issue is not necessary.

• Cherokee Basin Oil & Gas Co., Butler, Mo.
Nov. 30 (letter of notification) 25,000 shares (no par)
capital stock. Price—$10 per share. No underwriting. To
develop oil production. *

Clarostat Mfg. Co., Inc., Brooklyn, N. Y.
Aug. 26 (letter of notification) 37,400 shares of 500
cumulative convertible preferred stock. Underwriter-
Cantor, Fitzgerald & Co., Inc., New York. Price—$8 per
share. Working capital, etc.

Cobalt Mines Corp., Newark, N. J.
July 26 (letter of notification) 290,000 shares of common
stock. Price—$1 per share. Underwriter—Charles W.
Warshoff & Co., Newark, N. J. To meet obligations.

Coleraine Asbestos Co. Ltd., Montreal, Canada
Aug. 16 filed 200,000 shares of capital stock. Price—
50 cents per share in Canadian Currency.' ^Underwriter
—P. E. Frechette. Proceeds—For drilling operations.

• Columbine Development Co., Grand Junction,
Colo.

Nov. 30 (letter of notification) 2,800 shares of common
stock (par $10). Price, par. No underwriting. For ex¬
ploratory and development work.

• Cotter & Co., Chicago, III.
Dec. 2 (letter of notification) 1,000 shares of common

stock (par $100) and 500 shares of preferred (par $100).
Price, par, for both classes. No underwriting. For work¬
ing capital. :r ■ / ™

• Curtis Publishing Co., Philadelphia
Dec. 1 (letter of notification) 2,000 shares of common
stock. Price—$8. Underwriter—Stock will be offered
through Hecker & Co., Philadelphia. Proceeds to selling
stockholder. ' *

• Curtis Publishing Co., Philadelphia
Dec. 1 (letter of notification) 2,500 shares of capital
stock. Price—$8 per share. Underwriter—Stock will be
offered by Granbery, Marache & Lord, New York. Pro¬
ceeds to selling stockholder.

• Denver (Colo.) Icedrome, Inc.
Dec. 3 (letter of notification) 250,000 shares of common
stock. Price—$1 per share. No underwriting. For financ¬
ing, promoting, organizing and constructing of an ice
rink; and for operating expenses.

• Economy Portable Building Mfg. Co., Win-
netka, III.

Dec. 3 (letter of notification) 6,750 shares of common

stock (par $10) and 2,700 shares of 6% non-cumulative
preferred stock (at par $25). Price, par for both issues.

UNIVERSAL WINDING COMPANY
COMMON STOCK

900 CONVERTIBLE PREFERRED STOCK

Bought — Sold — Quoted

Reynolds & Co.

No underwriting. To acquire certain assets of Economy
Portable Housing Co. and the entire capital stock of
Economy Portable Building Co.

• Electrical Products Securities Corp., Houston,
Texas ■;

Nov. 29 (letter of notification) 100 shares of preferred
(par $100), $50,000 of 9-year enhancement bonds, $35,000
of 10-year 8% convertible bonds and 500 shares of conw
mon stock (price $10). Underwriter—Trustee Securities
Co. :

Family Finance Corp. -

Sept. 2 filed 25,000 shares 4*/2% 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.
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, Pierce, Fenner & Beane.
Proceeds—Company and subsidiaries will use the funds
for general corporate purposes. Offering postponed. *

• Fram Corp., East Providence, R. I.
Dec. 3 (letter of notification) 12,000 shares of 5% pre¬
ferred stock (par $25). Price, par. No underwriting. For
additional working capital. " 1 v- '>

'

i', «

• Front Range Mines, Inc., Denver, Colo.
Nov. 29 (letter of notification) 150,000 shares of com¬
mon stock (price $10). Underwriter—Trustee Securities
Marple & Co. For development and operation expenses.

Fuller Brush Co., Hartford, Conn.
Nov. 8 filed 11,606 shares of 4V2% cumulative nonvoting
first preferred stock ($100 par). Underwriting—None.
Price, par. Proceeds—To increase working capital.

• Gary Publishers Service, Inc., New York
Dec. 6 (letter of notification) 20,000 shares of preferred
stock. Price—$10 per share. Underwriting—None. Pur¬
chase printing plant, new equipment and expansion.

Gulf Insurance, Co., Dallas, Texas
. ri

Nov. 15 (letter of notification). 10,000 shares of common
stock (par $10). To be offered for subscription by stock¬
holders in ratio of one new share for each 12 shares held.

Price—$27.50 per share to stockholders. On rights not
exercised stock will be sold to public at $30 per share.
No underwriting. To increase capital and surplus funds.

Hajoca Corp., Philadelphia
Nov. 5 (letter of notification) 5,756 shares of common
stock (par $1) for sale to existing stockholders and 1,000
shares for sale toemployees. Price—$35 to stockholders;
$40 to employees. Stockholders of record Nov. 15 were

given the right to subscribe in ratio of one neW share
for each 20 shares held. Rights expire Dec. 15. Under¬
writing—None. Working capital.

• Hardy Continental Hotel Systems, Inc., <
Lansing, Mich.

Nov. 29 (letter of notification) $25,800 in notes. No un¬

derwriting. To pay for part of the furnishings and lease
on hotel. . " .

Harwill, Inc., St. Charles, Mich.
Oct. 27 (letter of notification) 125,000 shares of common
stock (par $1). Price, par. Underwriter — Charles E.
Bailey & Co., Detroit. To pay current liabilities, pur¬
chase property, building and equipment and for working
capital. • -

Heidelberg Sports Enterprises, Inc.,
Pittsburgh, Pa.

June 25 filed 5,000 shares of class B common stock (par
$100). Price—$100 per sharer- Underwriter—None. Pro¬
ceeds—$600,000 to be used for spectator grandstand and
balance for related purposes.
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NEW ISSUE CALENDAR
December 9, 1948

New York Central RR., Noon (EST)_Eq. Trust Ctfs.

December 13, 1948
American Bemberg Corp., 3:30 p.m. (EST)__Stocks
New Bedford Gas & Edison Light Co.,

^ 11:30 a.m. (EST)__„ ____Notes
-North Amer. Rayon Corp.,3:30 p.m. (EST)..Stocks

December 14, 1948
Long Island RR., Noon (EST)....Equip. Trust Ctfs.

December 15, 1948
Comas Cigarette Machine Co., Noon (ES'jD-.Com.
Detroit Edison Co Common

.Southern Pacific Co., Noon (EST)__Eq. Trust Ctfs.

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. will acquire the un¬
subscribed shares. Proceeds—To be used in part for im¬
provement and expansion of manufacturing facilities.
Offering postponed.

Hotelevision, Inc., Long Island City, N. Y.
Nov. 3 filed 160,000 shares ($1 par) class A stock. Un¬
derwriter — Cantor, Fitzgerald & Co., Inc., New York.
Price—$3 per share. Proceeds—To develop, exploit and
distribute a television innovation.

Idaho-Montana Pulp & Paper Co., Poison, Mont.
Nov. 23 (by amendment) 258,675 shares ($10 par) com¬
mon stock. Underwriter — Tom G. Taylor & Co., Mis¬
soula,"Mont. Price—$10 per share. Proceeds—To erect
and operate a bleached sulphate pulp mill with a 200-
ton per day capacity. .

• Ideal Baking Co., Inc., Panama City, Ffa.
Nov. 29 (letter of notification) $20,000 debentures. No
underwriting. To purchase Woods Baking Co. and for
operation capital.

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,
Southern Bell Telephone & Telegraph Co. and Chesa¬
peake & Potomac Telephone Co. of Virginia, intend to
exercise their warrants to purchase 42,776 shares. The
remaining shares are offered for subscription by stock¬
holders of record Nov. 8 on a share-for-share basis.
Rights expire Dec. 15 Price—$10 per share. Proceeds—
For expansion.

Johnson Bronze Co., New Castle, Pa.
Oct. 27 filed 125,000 shares (500 par) common on behalf
of executors of the estate of P. J. Flaherty. Underwriter
—McDonald & Co., Cleveland. Indefinitely postponed,

• Kendall Co., Boston, Mass.
Dec. 2 (letter of notification) 4,000 shares of common
stock (no par). Price, at market. Underwriter—The First
Boston Corp. /

» '

Kingsburg (Calif.) Cotton Oil Co.
Nov. 17 (letter of notification) 76,302 shares of common
stock. Offering — Warrants will be issued to common

shareholders entitling them to purchase onfe share of
common for each five shares held of record on Nov. 30,
at $2.50 per share. Underwriting, none. To reimburse
the treasury for amount spent for capital improvements.

Lakeside Laboratories, Inc., Milwaukee, Wise.
Nov. 19 (letter of notification) 1,000 shares of common
stock. Price—$6.50 per share. Underwriter—Loewi &
Co. To increase working capital.

• Lavey Pottery & Tile Co., Milan, O.
Dec. 1 (letter of notification) 1,150 shares ($100 par)
common stock. Price, par. No underwriting. To pur¬
chase and install machinery.

• Marine Magnesium Products Corp., San Fran¬
cisco, Calif.

Nov. 29 (letter of notification) 5,500 shares of common

capital stock ($1 par). Price—$18 per share. Under¬

writers—Maxwell, Marshall & Co., and Flynn & Levitt,
Los Angeles.

Masonite Corp., Chicago, III.
Nov. 5 filed 81,250 shares (no par) common stock. Pro¬
ceeds—To be exchanged for Marsh Wall Products, Inc.,
stock (par $1) with holders of Marsh common to be al¬
lowed to exchange their holdings on the basis of eight
shares for one share of Masonite stock.

Mississippi Power & Light Co.
Nov. 30 filed $7,500,000 first mortgage bonds, due 1979.
Underwriters—Names to be determined through com¬
petitive bidding. Probable bidders: Halsey, Stuart & Co.

Inc.; The First Boston Corp.; Glore, Forgan & Co.? Equity
able Securities Corp. and Shields & Co. (jointly). Pro¬
ceeds—To finance in part company's construction pro¬
gram and other corporate purposes.

Monarch Machine Tool Co.

Sept. 13 filed 26,000 shares of common stock (no par).
Underwriters—F. Eberstadt & Co., Inc. and Prescott,
Hawley, Shepard & Co., Inc. Proceeds—Stock being sold
by certain stockholders. Offering indefinitely postponed.

Mt. Vernon (Ohio) Telephone Corp.
Oct. 25 (letter of notification) 3,000 shares of 414% cu¬
mulative preferred stock (par $100). Price, par. No
underwriter. To reimburse the treasury for capital ex¬
penditures. • -

• Mutual Mining Co., Fredericktown, Mo.
Nov. 29 (letter of notification) 22,000 shares of common
stock. Price—$10 per share. No underwriting. For work¬
ing capital, exploration and development.

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 purpose*.
Temporarily deferred.

• National Tuna Clippers, Inc., San Diego, Calif.
Nov. 30 (letter of notification) 30,000 shares ($10 par)
6% cumulative preferred stock, nonassessable and non-
convertible. Price, par. No underwriting. For general
corporate purposes.

New Bedford Gas & Edison Light Co. (12/13)
Nov. 9 filed $5,000,000 25-year notes, series A, due 1973.
Underwriters — Names to be determined by competitive
bidding. Probable bidders include Halsey, Stuart & Co.
Inc.; Kidder, Peabody & Co. Proceeds—For payment of
notes held by First National Bank of Boston and to
repay company's plant replacement fund from which
funds were borrowed for construction. Bids—Bids for
purchase of the notes will be received up to 11:30 a.m.
(EST) Dec. 13 at company's office, 10 Temple Street,
Cambridge, Mass.

• New London Freight Lines, Inc.
Dec. 6 (letter of notification) 1,550 shares of common
stock (par $100). Price, par. Stock will be purchased
by H. Chester Swezey, President, for investment. Recon¬
version of motor vessel and working capital."

North American Rayon Corp. (12/13)
Oct. 19 filed (by Attorney General of United States)
177,398 shares of common stock (no par) class C, and
88,853 shares of common stock (no par) class D. Under¬
writers—Stocks will be sold at competitive bidding:
Kuhn, Loeb & Co., Lehman Brothers and Glore, Forgan
& Co. (jointly); Kidder, Peabody & Co.; BIyth & Co.
and Merrill Lynch, Pierce, Fenner & Beane. Bids—Bids
for the purchase of the stock will be received at the
Department of Justice, Office of Alien Property, .120
Broadway, New York, up to 3:30 p.m. (EST), Dec. 13.

• Northern Petroleum Co., Denver, Colo.
Dec. 2 (letter of notification) 3,000,000 shares of common
stock (par 100). Price, par. No underwriting. For drill¬
ing operations. '-. f J " *

Orangeburg (N. Y.) Manufacturing Co., Inc.
Oct. 29 (letter of notification) 2,000 shares of common
stock (par $10). Price—$16 per share. Underwriter—
Kebbon, McCormick & Co., Chicago. Proceeds to selling
stockholders.

Pervel Corp., New York
Nov. 16 (letter of notification) 24,079 shares of capital
stock. Price—$2.50 per share. To be offered for sub¬
scription by stockholders of record Nov. 24 in ratio of
one new share for each three shares held. Rights expire
Dec. 15. Underwriting—None, Expansion of manufac¬
turing facilities, working capital.

Public Service Electric & Gas Co.

June 11 filed 200,000 shares ($100 par) cumulative pre¬
ferred stock. Proceeds—For property additions and im¬
provements. Underwriting—The company rejected bids
submitted Aug. 4. The SEC on Aug. 23 exempted the
proposed sale from the competitive bidding rule. Sale
on agency basis being discussed.

Quebec Oil Development Ltd., Montreal, Can.
Aug. 4 filed 2,000,000 shares of capital stock, ($1 par

Canadian funds). Underwriter—Hiscox, Van Meter &
Co., Inc. Price, $1 per share (United States funds). For
each 20,000 shares of stock sold, the company will de¬
liver to the underwriter stock purchase warrants en¬

titling the holder to purchase, on or before Sept. 1, 1950,
1,000 shares of capital stock of the company at $1.50 per
share. Proceeds—For drilling operations.

Renaissance Films Distribution, Inc.,
Montreal, Que.

Oct. 29 filed 40,000 shares (par $25) 5% cumulative
convertible class B preferred stock and 10,000 shares of
C stock (no par). Underwriting—None. Offering—Class
B preferred will be offered at $25 per share with one

share of class C given as a bonus with each 4 shares of
class B purchased. Proceeds—To pay balance of current
liabilities and working capital. *

_ _ ^

River Valley Finance Co., Davenport, la.
Nov. 22 (letter of notification) 1,000 shares of 6% pre¬
ferred stock (par $100). Price, par. Underwriter—Quail
& Co., Danvenport, la. To increase working capital.

Robinson Plywood & Timber Co., Everett, "
Washington ,

Nov. 17 filed 271,025 shares ($1 par) common stock; of
which 105,000 shares are to be offered by company, and
166,025 shares by 15 selling stockholders. Underwriter—*
Blyth & Co., Inc. Proceeds—To company from the sale
of the 105,000 shares will be added to working capital,
except about $275,000 may be advanced to a new sub¬
sidiary to be used by it in making part payment of the
option purchase price of one-half of the stock of Conifer
Timber Co., Fortson, Wash. Indefinitely postponed.

• Rohm & Haas Co., Philadelphia, Pa.
Dec. 2 15,816 shares of 4% cumulative preferred stock,
series "A" (par $100) and 197,697 shares of common (par
$20) offering being proposed by U. S. Attorney General,
Office of Alien Property Custodian, at competitive bid¬
ding. An additional 5,410 shares of preferred and 67,627
shares of common are included in the registration but
they are not being offered at this time because of a pend¬
ing suit for return of these shares under the Trading
with the Enemy Act.'

St. Anthony Mines Ltd., Toronto, Can.
Aug. 6 filed 1,088,843 common shares (par $1). Price,;
40 cents per share. Underwriter—Old Colony Securities
Ltd. of Toronto. Proceeds for gold mining operation*,
• St. Croix, Inc., Minneapolis, Minn.
Nov. 30 (letter of notification) 20,000 shares ($1 par)
preferred stock and 100 shares (no par) stock. No un¬

derwriting. For purchase of raw materials.

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 25c
per share. For working capital and to carry conditional
sales contracts. •

Silver Crescent, Inc., Kellogg, Idaho
Oct. 30 (letter of notification) 550,000 shares of assess¬
able stock. Price—180 per share. Underwriters—R. L.
Emacio & Co., Inc., and Hachez & Brown, Inc., Spokane,
Wash. For mining operations.

Silver Diner Corp., New York
Nov. 17 (letter of notification) 299,000 shares of com¬
mon stock (par $1).- Price, par. Underwriter—Willis E*
Burnside & Co., Inc., New York. Working capital. Ex¬
pected early next year.

Silver Ridge Mining Co., Ltd., Nelson, B. C.
Aug. 24 filed 940,000 shares of common stock (500 par)j
Underwriters—Harry P. Pearson, managing director of
company. Price—200 per share U. S. funds. Proceeds—•
for exploration and other development work, to pay off
loans and for other purposes.

Smith (C. D.) Co., Grand Junction, Colo.
Nov. 22 (letter of notification) ,1,500 shares ($50 par>
5 ¥2% cumulative preferred stock. Price—$51 per share.
Underwriter—Peters, Writer & Christensen, Inc., Den¬
ver, Colo. For additional working capital and to reduce
amount of short-term bank loans, j

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.
Offering deferred.

t

Southern Oil Corp., Jackson, Miss.
Oct. 8 filed 1,500,000 shares of common stock (par lc)
of which 1,350,000 shares will be sold by company and
150,000 shares by W. G. Nelson Exploration Co. Price—
$1 per share. Underwriter—J. J. Le Done Co., Petroleum
Equities Corp., New York. Proceedsr—For working cap¬
ital and general corporate purposes.

Southwestern Associated Telephone Co.
Aug. 24 filed 22,000 shares of $2.60 cumulative (no par)
preferred stock. Underwriters— Paine, Webber, Jack¬
son & Curtis; Stone & Webster Securities Corp.; Raus-
cher, Pierce & Co. Price by amendment. Proceeds—
To pay, in part, bank loans used for construction pur¬
poses. Indefinite.

Southwestern Investment Co.

Nov. 12 filed 33,880 shares (no par) common stock. Un¬
derwriters—Schneider, Bernet & Hickman; G. H. Walker
6 Co.; Dewar, Robertson & Pancoast; Underwood, Neu-
haus & Co. Offering—To be offered initially for sub¬
scription by stockholders at about1 $16.75 per share.
Proceeds—To increase working capital. j

Surety Oil Co., Ltd.
Nov. 18 filed 999,993 shares of common stock (par $1).
Underwriter—Willis E. Burnside & Co., Inc., New York.
Proceeds—For payment of moneys which was used in
connection with company's organization and acquisition
of certain properties; corporate purposes.

, {

(Continued on page 42)
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Taylor Food Co.f Raleigh, N. C.
Nov. 5 (letter of notification) 23,000 shares of common
stock (par $1), Price—$1.75 per share. Underwriter-
Griffin & Vaden, Inc., Raleigh, N. C. For purchase of
additional machinery, to deaay the costs of sales promo¬
tion tmd for working capital.

Mrs. Tucker's Foods, Inc., Sherman, Texas
Nov. 26 filed 200,000 shares of common stock (par $2.50)
of which 80,000 will be sold by the company and 120,000
shares by certain stockholders. Underwriter—Rauscher,
Pierce & Co., Inc. Proceeds—For general corporate pur¬
poses.

Unexcelled Chemical Corp., New York
Nov. 8 (letter of notification) 52,095 shares of capital
stock (par $5). Price, par. Underwriting—None. Of¬
fered existing stockholders of record Nov. 16 in ratio
of one new shace ior each five shares held. Rights
expire Dec. 16. Additional working capital.

United States Life Insurance Co. in the City
of New York

Nov. 18 (letter of notification) .62,000 shares of capital
stock (par $4), exclusive ol 63,000 shares to be issued
to C. V. Starr at $4 per share for investment. American
International Co., inc„ will acquire and hpld for invest¬
ment 46,64Q shares and will assign 6,000 shares (of the
62,000 shares) to six individuals at $4 per share. The
balance (9,360 shares) is oeing offered to other stock¬
holders of record Nov. 24 at $4 per share on a share
for share basis. Rights expire Dec, 15. C. V. Starr has
offered to purchase any shares not taken by stockholders.
Proceeds will be used to increase capital to be used in
company's insurance business.

United Utilities & Specialty Corp.
Oct. 15 (by amendment) 12p,000 shares 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 Peninsula Fower 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-
body & Co., Merrill Lynch, Pierce, Fertner & Beane and
Paine, Webber, Jackson & Curtis (jointly), 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 several individual owners 11,200 shares.

- Utah Ice & Storage Co., Colorado Springs,
Colorado ~

Nov. 15 (letter of notification) $100,000 first mortgage
5% bonds, due 1954. Underwriter—Peters, Writer &
Christensen, Inc., Denver, Colo. For acquisition of plant
and business of Moatana Service Corp.

# Veterans Tobacco Corp., Washington, D. C.
Nov. 26 (letter of notification) 54,000 shares of common
stock (par $1). Price, par. No underwriting. To produce
a cigarette and defray costs of recapitalization.
e Waukesha (Wis.) Motor Co.

Dec. 7 filed 200,000 shares of common sto.ck ($5 par).
Offering—To be offered to stockholders of record Jan. 3 j,
at rate of one new for each two shares held. Under¬
writing—Company will pay fees to selected investment
dealers for securing the exercise of subscription war-- /
rants. Robert W. Baird & Co. Inc. will he dealemmanr- ,

ager. Proceeds—To carry possible increase of accounts
receivable and inventories and to provide for plant im¬
provement.

• Western Pacific RW. Corp.i,-. i ,. /
Dec. 3 (letter of notification) 10,794 shares of 6% pre¬
ferred stock. Price—<$4 per share. Underwriting—None.
To meet current corporate expenses including necessary
cash outlays in connection with certain litigations.

Wiegand (Edwin L.). Co., Pittsburgh ; o

Sept. 28 filed 200,000 shares (no par) common stock.'
Underwriter-^Hemphill, Noyes & Co., New York Price,
by amendment. Proceeds—Will go to selling stockhoUL,
ers. Offering postponed. V ....

Wireway Sales Corp., New York
Nov. 17 (letter of notification) 299,000 shares of common,
stock (par 10c). Price—$1 per share. Underwriter—
Mercer Hicks & Co., New York. Corporate purposes.

Prospective Offerings
Comas Cigarette Machine Co., Inc. (12/15) * .

The Attorney General of the United States invites bids
for the purchase of all or any part of 250 shares of the
common stock1 (par $50) (said shares constituting 5%
of the total issued and outstanding capital stock) of the

company. All bids must ,be presented at the Office of
Alien Property, Department of Justice, 120 Broadway,
New York 5, N. Y., on or before noon Dec. 15 (EST). ■

Detroit Edison Co. (12/15)

The United Light & Railways Co. has asked the SEC
for permission to sell at competitive bidding 78,270 •

shares of Detroit Edison Co. common stock (par $20).

United wants to open bids on the stock on or about
Dec. 15. Probable bidders: Biyth & Co.,. Inc..; The First
Boston Corp.; Coffin & Burr, Inc., and Spencer Trask &
Co. (jointly); Otis & Co. , rr "1L-. :

• Federal Machine & Welder Co.
Dec. 2 stockholders authorized 40,000 shares 5% non-
convertible preferred stock , {par- $1QQ)~ to "C^~publicly
'offered. No arrangements have, been made for the
offering. . _—- •— ,;

« Garod Radio & Television Corp. 1
Dec. 6 reported company plans sale of securities early
in 1949 through Stfaus & Blosser, Chicago. ■'/
V * - ' < ' ;; . —
• Gulf States Utilities Co.
Dec. 8 preferred stockhoders approved issuance of $15,-
000,000 twenty-year debentures to be dated Jan. 1, 1949.
Probable bidders: Halsey, Stuart &.Conine.; The First
Boston Corp.; Stone.&, Webster Securities .Corp. It is
thought that company-may also elect to raise funds
through sale of additipnal. common stock, coincident with
the debenture offering.
"

Long Island RR. (12/14) -
Company will receive bids at Room 1811, Broad Street
Station Bldg., Philadelphia, up to noon JEST) Dec. 14,
for the purchase of $5,445,000 equipment trust certifir.
cates series K. The certificates, dated May 1, 1948, will
mature in 15 equal annual instalments of $363,000 May 1,
1949-1963. Probable bidders: Harriman Ripley & Co. and.
Lehman Brothers (jointly); Halsey, Stuart & Co. Inc.;',
Salomon Bros. & Hutzler; Harris, Hall & Co. (Inc.)

New York Central RR. (12/9)
The company will receive bids up to noon (EST) Dec.
9 for the purchase of $9,720,000 equipment trust certifi¬
cates, to be dated Jan. 1, 1949. Bidders are asked to'
name either 10-year or 15-year serial maturities. Pro<<
ceeds will finance up to 75% of the cost of equipment
estimated at $13,338,000. Probable ...bidders: Harriman/
Ripley & Co. and Lehman Brothers (jointly); Halsey,
Stuart -Go. {nc.; The First Boston Corp.; Salomon,
Bros. & Hutzler. \ : .'f

• Northern National Gas Co. . _ i
Dec. 1 company plans to offer in January, 1949 (subject:
to market conditions), 406,000 common shares (par $10):
to stockholders on basis of one new for each five shares
held. ' . .. . . \

Southern Pacific Co. (12/15)
Company will receive bids up to noon (EST) Dec. 15 at,
its office Room 2117, 165 Broadway, New York, for the
purchase of $15,740,000 equipment trust certificates,
series Z, to mature in 10 equal annual instalments, and
to be secured by new railroad equipment costing not;
less than $23,610,000. Probable bidders: Halsey, Stuart &.
Co. Inc.; Salomon Bros. & Hutzler; Harriman Ripley &
Co. and Lehman Brothers (jointly).

i

The damage that loose gossip,
even though not intentionaTy
malicious, can do was rather
clearly demonstrated this week
in connection with the flotation oc
American Telephone & Telegraph
Co.'s huge $150,000,000 issue of
new 25-year debentures.

Fortunately the effect of these
rumors was short-lived and

quickly overcome. But for a

matter of a few hours it must
have been embarrassing to the
people who won t^e big issue
in competitive bidding.
The successful group paid the

company a price of 100.71 for the
debentures with a 3%% coupon,
and proceeded with reoffering at
a pric,e of 101.61 to give an in¬
dicated yield of 3.28%.

Orders reportedly began to
pour in from institutions, not¬
ably savings banks. But sud¬
denly there was a lull which
later was traced to reports,
since proven ungrounded, that
the syndicate would adjust its
offering price.
The only ; explanation, it ap¬

peared, was some chance remark
that the sponsor *>ould adjust to
a 3.30 basis and still make money.
This built yo to snowball pro¬

portions, reaching the Coast and
into Canada.

Once it b*es~"e evident that
price was in¬

tended, h^""T demand re*

asserted itseP T"*+h result

that it appear * ejntsr* issue
would be out rf t*?e syndicate's

'hands almost before the end of
the initial day.

Bidding Runs Close '

That investment bankers are

thinking pretty much along the
same lines from a standpoint of
price in bidding for new issues,
becomes increasingly apparent.

Not a single given issue in
recent weeks has found the

spread between bids of the
winner and the runner-up very

far apart. In the case "f A. T.
& T.'s immense issue it de¬
veloped that the two competing
syndicates were apart by a mat¬
ter of only 41 cents per $1,000
bond, or but $61,500 on the
entire $150,000,000 principal
amount.

The two top bids for Alabama
Power Co.'s $12,000,000 of new
first mortgage 3-year bonds was
even closer, 29.9 cents a thousand,
or but $3,599 on the overall issue.

Aviation Capital Needs

Judging from some of the ma¬
terial being turned up at the In¬
vestment Bankers Convention in
Hollywood, Fla., the underwriters
ore keeping on their toes in seek-
5ng to develop new business
sources though their findings are
not always heartening.

As an example, a study pre¬

sented by one committee in¬
dicated that the country's air¬
lines are in need of some $225,-
millions of new capital for new
equipment and refinancing
themselves.

But momentarily their credit
oosition is not such as to permit
large-scale undertakings, the sur¬
vey indicates, though it observes
that the industry's position is im-
oroving and could be decidedly
better in a matter of two or three

years.

Bits and Pieces

Generally speaking, those in
close touch with the new issue

market find that such undertak¬

ings have been moving out rather
well. Not all have cleaned up

immediately but substantial prog¬
ress has been the rule in most
cases.

It is still possible to pick up
lots of some recent emissions,
though unsold balances accord¬
ing to observers are not of pro¬
portions to be considered
burdensome.

Among the recent issues listed
as still being available are Public
Service Electric & Gas, Dayton
Power & Light, Georgia Power,
Carolina Power & Light, Trans¬
continental Gas Pipe Line. Co.,
units of notes and common stock
and Northern Natural Gas serials.

Into the Grass Roots ...

The retiring head of the IBA
Tulien H. Collins, of Chicago,
literally told his business asso-r
ciates to "Go Y/esr' in opening
up the group's annual convention
.his week. •' ♦ «•

Only reoently another Middle
Western banker, making a visit
to New York, expressed pretty
much the same beliefs as Mr. ,

Collins when the latter urged
underwriters to use improved
methods of solicitation designed
to reach thousands who hold

"unprecedented amounts of
liguid asset?."
These peonle. he declared, are

to be found in rural communities
and "off the main roads of the
nation's cities and towns."

W. C. laiHeyOffers
Potomac Edison Pld.
A new issue of 30.000 share? o£

4.70% cumulative preferred stock
series B, of the Potomac, Edison
Co., par value $100 per share,
was offered Dec. 7 by a group of
underwriters hegded hy W, C.

Langley & Co. The stock is priced

at $100 per share plus accrued
dividends.

Proceeds' of the offering to¬
gether with other funds, will be
applied to the cost of the present¬
ly contemplated construction pro¬
gram of the company and its sub^-
sidiaries.

The shares will have a 2J/2%
annual purchase fund and may be
redeemed as a whole or in part
by lot, at the option of the com¬
pany at any time, upon at least
30 days' notice, at prices ranging
from $104 up to and including
Nov.- 1, 1953, down to $101 per
share after Nov. 1, 1958, together
with all accrued and unpaid div¬
idends; •'> - *
Tne company was incorporated

under the laws of the State of
Maryland on. Dec. 31, 1923, as a

, omolidation of , the . Potomac
Public Service Co. and a former
The Potomac Edison > Co. The
principal business of the company

• .ni its subsidiaries is the pro¬

duction, distribution and sale of
?lectric energy in adjacent por-
ions of t^e States of Maryland.
Virginia, West Virginia, and Pena-

ylvania. The territory in which
heJ company and subsidiaries
"urnish electric service has a

population of approximately 460,-
?00 with an area of about 7 990

-quare miles. , , :

During the 12 "months ended

Aug. 31, 1948, consolidated oper¬

ating revenues of the company

and its subsidiaries were derived

approximately as - follows: Elec¬

tric, 82%; bus," 16%, miscellar
neous, 2%. ( '■:
""•Consolidated net income of. the

company and its subsidiaries for
the year of 1947 was $2,740,516,

while during the eight months
ended August, 1918, net income
was $1,942,363. • 1

Halsey, Stuart Group
Offers Ala. Pwr. Bonds
Halsey. Stuart & Co. Inc. heads

an underwriting group that is of¬
fering publicly today (Thursday))
$12,000,000 Alabama Power Co^
first mortgage bonds, 3%% serif;,
due Dec. 1, 1978, at 102%% and
accrued interest. The group was'
awarded the bonds at compedtive;
sale on its bid of 102.109991. »

Net proceeds will be used by
the comphny to finance improve¬
ments, extensions, and additions
to its utility plant or for the dis <
charge of its obligations incurred
for these purposes. The company
has made and contemplates mak->
ing expenditures of approxima*.
tely $57,000,000 during 1948,194)
and 1950 for the construction or

acquisition of property additions.
Regular redemption prices for.

the new bonds range from 106%%";
to 100%, while special redempd
tion prices are scaled from*
102%% to 100%. ,

The company is one of four
operating subsidiaries of The
Southern Company which is in •

turn a subsidiary of The Com¬
monwealth & Southern Corp.
(Del.). Alabama is engaged iu
the generation and purchase of
electric energy and its distribu¬
tion and sale at retail in 571 Ala¬
bama cities and towns, incorpo¬
rated and unincorporated, as well
as in rural areas and the sale af
wholesale of electric energy to
two non-affiliated utility com¬

panies, one of which is Birming*
ham Electric Co. serving Birm-i
ingham and adjoining communis
ties, to 10 municipalities and tq
12 rural cooperative association?;
and, incident to its electric busi¬
ness,- the sale of- appliances. The
company is also engaged in the
operation of a coal mine at
Gorgas, Ala., all the output cf
which is used in its steam elec¬
tric generating plants.
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to say whether fsic] he would ask for a revival of a modified form of
the wartime excess profits tax." Such pussyfooting—manifesting the
President of the United States' unwillingness or inability to recognize
the disastrous nature of such taxation.)

Lip Service by the Secretary of Commerce
-

Along the same reassurance-strategy lines were the public rela¬
tions surrounding Secretary of Commerce Sawyer's speech before
the NAM meeting in New York on Dec. 3. Three days before the
speech, captioned "Teamwork for Prosperity," was to be delivered
the Secretary announced in Washington that it had been cleared by
President Truman and indicated that it would bear out his conviction
that nothing in the Administration's program should cause any
"legitimate" businessman to be fearful.
, Even this address by the Administration's Number-One-Appeaser
epitomizes the running contradiction between lip service to the glory
of free enterprise on the one hand and socialist philosophy on the
other. For, scrutiny of the talk reveals the following excerpts which
slipped in as offsets to his general profession of solicitude for the
free economy and the profit system:

"As we produce more we must steadily increase mass pur-
-

chasing power."

"Our first objective is to maintain full employment and
, continue to produce at high levels. This was clearly stated as
V our national policy in the Employment Act of 1946."

"We should transfer the excitement and all-out sacrifice
"*■ and cooperation of war to the pursuits of peace." (The war¬

time framework of psychology and techniques paved the way
for the British Labor Government's accession to power as well
as its administrative super-bureaucracy.)

- j And the following, despite the professed emphasis on objective
information, may give rise to worry over basic implications:

: "We must face the fact that we may not be able to produce
., enough immediately to supply consumers with all they would
v like to buy and businessmen with all the capital goods they
■ would like to procure, and at the same time do all we must do
- in the way of national defense, foreign aid and other govern¬
ment expenditures. To the extent that supply and demand are
still out of balance, a major reliance must be placed on restrict¬
ing demand. *

"In analyzing this situation, and developing an adequate
basis for current decision, it is the first responsibility of business
and government to provide themselves with the facts about
production and distribution, spending and saving, investment

-

and employment. This is a cooperative job, and it has been
carried on through the teamwork between industry and the

r; statistical agencies of the government for many years. _In the
i past two years the government has increased its facilities for
fv interpreting the facts supplied by business. In addition to the

• long-established analytical staffs of the Department of Commerce
i-i and many other economic agencies, we now have the President's
f- Council of Economic Advisers and the Congressional Joint Com-
> - mittee on the Economic Report. These groups are expertly

staffed to analyze statistical information and to chart the health
!- of the economy. The supplying and compiling of the informa¬
tion upon which the diagnosis is based is a natural and highly
successful joint enterprise of business and government.

. "When the diagnosis of our economy shows that critical
■ shortages are putting pressure on certain segments of industry,

business should try to find the remedy. Sometimes business
: cannot take necessary action to relieve these shortages without
! the cooperation of government. . . ."

First Bosfon-Halsey, Stuart Group Soils
$150,000,000 American Telephone Debs.

) f.. A nation-wide investment banking group headed jointly by The
First Boston Corp. and Halsey, Stuart & Co. Inc. offered to the public
Dec. 7 a new issue of $150,000,000 American Telephone & Telegraph
Co. 3%% debentures due 1973. The debentures, priced at 101.61 and
accrued interest to yield approxi¬
mately 3.28% to maturity, were

oversubscribed it was announced.
The issue was awarded on Dec. 8
to the group at competitive sale
on Tuesday.

'

The offering repr e s en t s the
largest individual corporate pub¬
lic financing operation this year
and is one of the largest corporate
bond issues ever sold at competi¬
tive bidding.

Proceeds from the sale will be
used by the company for advances
to subsidiary and associated com¬

panies; for the purchase of stock

HELP WANTED

MUNICIPAL ANALYST

WANTED

Large well established house with

strategically located branch offices,
specializing in U. S. Government
and Municipal business with banks
and other institutions, has an open¬
ing for a senior municipal analyst
who has had experience in review¬
ing institutional portfolios. An ex¬

cellent opportunity for the right
man in an expanding organization.
Write in detail your qualifications
and salary expectation. Our em¬

ployees know of this advertisement.
Address Box 34, Doremus & Com¬
pany, Advertising Agents, 120
Broadway, New York 5.

offered for subscription by such
companies; for extensions, addi¬
tions and improvements to its own,

telephone plant and for general
corporate purposes. '
The prospectus points out that,

since the end of the war con¬

struction activities of the com¬

pany have increased substantially
and currently are the greatest in
history. The expenditures for
new construction amounted ' to
$1,185,000,000 for 1947 and were

$1,089,000,000 for the first nine
months of 1948.

The new debentures are subject
to redemption at 104.61 if re¬

deemed* to^ and including Nov. 30,
1954, and thereafter at prices
scaling down to 100.29 to and in¬
cluding Nov. 30, 1968, and there¬
after at .100, in* each case with
accrued interest.

Giving effect to this financing.
American Telephone and Tele¬
graph Co. will have outstanding
total funded debt of $1,725,802,301
and 23,084,808 shares of capital
stock, par value $100 per share.
The company and its principal

telephone subsidiaries had 30,-
657,725 telephones in service at
Sept. 30, 1948. Despite a steady
increase in the number of tele¬
phone installations in re¬

cent years, the company has
approximately 1,250,000 unfilled
applications for telephone service.

With E. D. Baring-Gould
(Special to The Financial Chronicle)

SANTA BARBARA, CAL. —
George A. Dazey is with E. D.

Baring-Gould, 19 East Canon
Perdido Street.

With Field, Richards & Co.
(Special to The Financial Chronicle)

CINCINNATI, OHIO—Roderick
A. Dennis has been added to the
staff of Field, Richards & Co.,
Union Central Bldg.

DIVIDEND NOTICES

CALUMET AND HECLA CONSOLIDATED
COPPER COMPANY.
'-Thvidend No. *63 • - - -

A dividend of ten cents ($0.10) per share
will be paid on December 27, 1948, to holderr
of the outstanding Capital Stock of the Calumet
and Hecla 'Consolidated Copper Company of
record at the close of business December 13.
1948. Checks will be mailed from the Ok
Colony Trust Company, Boston. Mass.

J. H. ELLIOTT, Secretary
Boston, Mass., December 2, 1948

THE ATCHISON, TOPEKA AND
SANTA FE RAILWAY COMPANY
New York, N. Y., November 30, 1948

The Board of Directors has this day declared
a dividend of Two Dollars and Fifty Centr
($2.50) per share, being Dividend No. 100, on
the Preferred Capital Stock of this Company,
payable February 1, 1949, out of undivided net
profits for the year ended June 30, 1948, to
holders of said Preferred Capital Stock regis¬
tered on the books of the Company at the
close of business December 31, 1948.
The Board also declared on this day a divi¬

dend of One Dollar and Fifty Cents ($1.50)
per share, being Dividend No. 144, on the Com¬
mon Capital Stock of this Company, payable
March 2, 1949, to holders of said Common
Capital Stock registered on the books of the

Company at the close of business January 28,
1949.

j

Dividend checks will be mailed to holders of
Preferred and Common Capital Stock who have
filed suitable orders therefor at this office.

D. C. WILSON, Assistant Treasurer,
120 Broadway, New York 5, N. Y.

WARD BAKING COMPANY
The Board of Directors has declared the following dividends:
PREFERRED DIVIDEND—

The quarterly dividend of $1.3714 a share on the Preferred
Stock payable Jan. I, 1949 to holders of record Dec. 13, 1948.

COMMON DIVIDEND—

.A quarterly dividend of 25 cents a share on the Common Stock

payable Dec. 27, 1948 to holders of record Dec. I 3, 1948.
YEAR-END EXTRA DIVIDEND—

An extra dividend of 85 cents a share on the Common Stock

payable Dec. 27, 1948 to holders of record Dec. 13, 1948.

L T. Melly, Treasurer

475 Fifth Ave., New Yofk City

December 2, 1948

TIP-TOP TIP-TOP
CAKES

M. Mostyn-Brown Opens
(Special to The Financial Chronicle)

ATTLEBORO, MASS.—Maurice
Mostyn-Brown has opened offices
at 50 Maynard Street to distribute
the securities of the Bay State
Optical Co.

DIVIDEND NOTICES

The New York Central Railroad Co.
New York, December 8, 1948.

A dividend of Fifty Cents ($.50) per share
on the capital stock of this Company has beer,
declared payable January 15, 1949, at the Office
of the Treasurer, 466 Lexington Avenue, New
York 17, N. Y., to stockholders of record at
the close of business December 22, 1948.

G. H. HOWE, Treasurer.

AMERICAN

CAN COMPANY

PREFERRED STOCK

On November 30, 19*8 a quarterly dividend of
one and three-quarters per cent was declared on
the Preferred Stock of this Company, payable
January 3, 1949 to Stockholders of record at the
close of business December 16, 1948. Transfer
books will remain open. Checks will be mailed.

EDMUND HOFFMAN, Secretary.

EATON & HOWARD
BALANCED FUND
The Trustees have declared a

dividend of forty cents ($.40)
a share, payable December
24, 1948, to shareholders of
record at the close of business
December 15, 1948.
24 Federal Street, Boston

EATON & HOWARD
STOCK FUND
The Trustees have declared a

dividend of thirty-three cents
($.33) a share, payable De¬
cember 24, 1948, to sharehold¬
ers of record at the close of
business December 15, 1948.

24 Federal Street, Boston

REYNOLDS

METALS
COMPANY

Reynolds Metals Building
Richmond 19, Virginia

COMMON STOCK

A dividend of ten percent (10%) on
the outstanding common stock of the
Company, has been declared payable
December 31, 1948, in common stock
of the Company, to holders of record
at the close of business December 17,
1948. Scrip certificates will be issued
for resulting fractional shares.
The transfer books will not be closed.
Resulting stock and scrip certificates
will be mailed by Bank of the Man¬
hattan Company.

ALLYN DILLARD, Secretary
Dated December 2, 1948.

>CHEMICALS\

TEXTILES

PLASTICS

CORPORATION OF AMERICA

180 Madison Avenue, New York 16, N. Y.

THE Board ofDirectors has this daydeclared the following dividends:

FIRST PREFERRED STOCK

84.75 SERIES

The regular quarterly dividend for
the current quarter of $1.18^ per
share, payable January 1, 1949 to
holders of record at the close of busi¬
ness December 17, 1948.

7% SECOND PREFERRED STOCK

The regular quarterly dividend for
the current quarter of $1.75 per share,
payable January 1,1949 to holders of
record at the close of business De¬
cember 17, 1948.

COMMON STOCK tH
60 cents per .share, payable Decem¬
ber 31, 1948 to holders of record at
the close of business December 17,
1948.

R. O. GILBERT

Secretary
December 7, 1948

J. H. Goddard Adds
(Special to The Financial Chronicle)
BOSTON, MASS.—Maurice A.

Baker has been added to tl^e staff
of J. 'H. Goddard & Co., Inc.,
85 Devonshire Street.

DIVIDEND NOTICES

New York & Honduras Rosario
Mining Company

120 Broadway, New York 5, N. Y.

December 8, 1948.
DIVIDEND NO. 385

The Board of Directors of this Company, at
a meeting held this day, declared a dividendof Seventy Cents ($.70) per share on the out¬
standing capital stock, payable on January 6,1949, to stockholders of record at the close of
business on December 28, 1948, This distribu¬
tion represents the final dividend in respect of
earnings for the year 1948.

WILLIAM C. LANGLEY, Treasurer.

UNION CARBIDE

AND CARBON

CORPORATION
m

A cash dividend of Fifty cents (500)
per share on the outstanding capital
stock of this Corporation has been
declared, payable/January 3, 1949 to
stockholders of record at the close of
business December 10, 1948.

MORSE G. DIAL,
i Secretary and Treasurer

REYNOLDS

METALS 1
COMPANY

Reynolds Metals Building
Richmond 19, Virginia

PREFERRED DIVIDEND
COMMON DIVIDEND

The regular dividend of one dollar
thirty-seven and one-half cents
($1,375) a share on the outstanding
51/2% cumulative convertible pre¬
ferred stock has been declared for the
quarter ending December 31, 1948,
payable January 1, 1949, to holders
of record at the close of business
December 16, 1948.
A dividend "of sixty cents (60(f) a
share on the outstanding common
stock has been declared payable De¬
cember 27, 1948, to holders of rec¬

ord at the close of business December
16, 1948. /
The transfer books will not be closed.
Checks will be mailed by Bank of
the Manhattan Company.

ALLYN DILLARD, Secretary
Dated December 2, 1948 ••

r\

GENERAL TIME
INSTRUMENTS CORPORATION

Dividends
The Board ofDirectors has de¬

clared the following dividends:

PREFERRED STOCK

The regular quarterly dividend
of $1.06 l/i on the 4H per cent
cumulative preferred stock, pay¬
able January 3, 1949 to share¬
holders of record December 14,
1948. i

COMMON STOCK

40 cents per share on the com¬

mon stock, payable January 3,
1949 to shareholders of record
December 14, 1948.
A stock dividend of 10 per cent,

at the rate of one share for each
ten shares held, payable in com¬
mon stock on January 14,1949 to
common shareholders of record
December 14,1948. Payment in
cash will be made in lieu of scrip
certificates for fractional shares
on the basis of the closingmarket
price for the stock on the record
date, or the last recorded bid

price.

John H. Schmidt

Secretary-Treasurer
December 1, 1948. (

WE5TCL0X • BIG BEN • SETH THOMAS

STR0MBERG RECORDERS • HAYD0N M0TQRS
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Behind-the-Scene Interpretation* A^gA
from tbe Nation's Capital jtjLmwfA/ ..JL %JMt.

BUSINESS BUZZ

President Truman's new use of the Chairman of the Council on
Economic Advisers—to coordinate thinking within the Administra¬
tion on how to deal with economic matters—can very well turn out
to be a regular and continuing function, it is believed.
Recently the President desig-^

nated Dr. Edwin G, Nourse as
coordinator of the Administra¬
tion's program on economic mat¬
ters. He is to reconcile thinking
within the Administration on

"anti-inflation" and other mat¬
ters, and come up with a set of
recommendations. In many ways
this is looked up as a desirable
permanent function for the CEA,
or Council of Economic Advisers,
faking it out of the ivory tower
realm and balancing economic
theory against practical problems
Of running a government. The
CEA was set up by the Employ¬
ment Act of 1946 to advise the
President of those measures which
should be recommended for main¬
taining full employment. After
taking the recommendations of
his Council of Economic Advisers,
the President makes his own re¬

port of economic measures he
recommends to Congress.

The new turn puts CEA more
or less in front in devising eco¬

nomic planning, or at least it gives
a greater importance to the Chair¬
man of CEA, and probably to the
organization as a whole.

In the current situation the
President may be expected to
get the balanced advice of an

'

individual, Dr. Nourse, . who
leans toward no extremes in
economic thinking, yet who ap¬

parently has in the past proved
himself supple enough to recog¬
nize the practical problems of
a political Administration. And
under the new arrangement the ,' business of introducing modern
entire Administration, not
merely the President, gets his
advice.

* * *

It is now possible to explain
why Harry Truman loves Herbie
Hoover and vice versa. On first

thought the explanation sounds
black indeed for those who be¬
lieve in economy in government.
On second thought, however, the
concord reached between the
President and the Chairman of
the Hoover Commission doesn't
sound so bad, in the light of all
the circumstances of the day.

When Congress created the
Hoover Commission to study the
organization of the government
(note, not just "reorganization")
it was with the idea that the Com¬
mission should recommend not

merely "streamlining" of govern¬
ment agencies, but an examination
of whole functions of the gov¬
ernment with a view to economy.

1 The Commission at first took
this mandate seriously. Its
friends explained that the Com¬
mission would not merely toss
around government agencies
from one department to an¬

other, from one corporation to
another, and so on, so as to get
"like flunctions placed under
like management." In other
words, it was not just to be an

idea of developing more beauti¬
ful and better flow charts for
the Administrators to play with,
not merely a matter of putting
the square pegs of government
agencies in square holes and the
round pegs in round holes.

']■ Mr. Hoover himself in a speech
in September in Washington, em¬
phasized the economy function.
He raised the doubt that the gov¬
ernment could'support forever all
the numerous services it has un¬

dertaken. The goal was primar¬
ily economy, and economy only
could be brought about by cur¬

tailing functions / and by return¬
ing to the states many of the func¬

tions usurped by the Federal Gov¬
ernment.

* tt *f

Now all this is changed. The
Hoover Commission has all but
given up the idea of recommend¬
ing the dropping of any benefices
from Uncle Sam to the umteen
pressure groups. The Commission
is not likely to say that a whole
host of state and local responsibil¬
ities grabbed with alacrity by the
ambitious bureaucrats in Wash¬
ington, should be turned back to
the states. Nothing in the Hoover
Commission report is expected to
recommend the dropping of any

significant number of Federal em¬
ployees from the green check list.
That is why Mr. Truman wrote

his caressing letter to the former
GOP President and praised the
latter's work, and why now and
then Mr. Hoover and Mr. Truman
have such friendly discussions at
the White House.

From now on it is reorganiza¬
tion and improved business ad¬
ministration as such. Anything
like curtailment of whole func-
tions or passing them back to
the states will, if included at all,
be purely minor and coinci¬
dental. There will be this busi¬
ness about consolidating ad¬
ministrative functions "under
one tent," this business of a

single Department of Welfare
which all the liberals, self-
styled, have wanted any how,
There will be more like this

business methods in govern¬

ment procurement, and so on.
if if if

What is behind this shift to the
milk and water approach of the
Hoover Commission is the Nov. 2
election. If Mr. Dewey had won,
he might have undertaken that
wholesale house - cleaning he
promised. In any event a thorough
study by a group of non-partisan
experts of government extrava¬
gance and ways of curtailing it,
might have provided a peg around
which a substantial economy drive
could get under way.
It became evident with the 304

electoral votes of Mr. Truman,
that anything like a house-clean¬
ing in Washington was distinctly
in the realm of the make-believe.
This left the Hoover Commission
with but two alternatives. One
was to go ahead fearlessly and
with high mental integrity toward
devising a report for curtailment
of the Federal establishment, even
if the Commission knew in ad¬
vance its efforts were merely
mental exercises.

If the Commission had stuck
to that line, its net result would
have been to provide good
winter reading for a few serious
minded people, a little ammu¬
nition for economy speeches few
would pay much attention to.
Certainly the results in the way
of getting anything adopted by
the White House and Congress
would have been nil.

if if s;:

The other approach was to work
out a limited set of recommenda¬
tions not touching the heart¬
strings or purse strings of the
pressure groups, but to concen¬
trate on good/business-like'Ad¬
ministration. This the Hoover
Commission is doing. Mr; Hoover's
group seems to be coming up with
at least apparently good recom¬
mendations along this line. Few
doubt that there are many ways

by which the huge Federal estab-

"Do you mind explaining why on our liabilities sheet there's
a Miss Mazie O'Toole listed?"

lishment might be made to oper¬
ate with less waste.

By adopting the second alter- '
native, the Hoover Commission
has taken the strictly realistic
approach. Neither Mr. Truman
nor most of those surrounding
him have been noted for effi¬
cient Administration. On the
other hand, there is no reason to
believe that Mr. Truman is op¬

posed to efficient Administra¬
tion as such as long as it does
not mean immediate firing of
tens of thousands of government
employees and the cutting out
of government services.

Actually, the Hoover Commis¬
sion may recommend economies
and better ways Of doing business
which may save hundreds of mil¬
lions, even if not the billions
puffed up in the daily press ac¬
counts. He seems to be doing a

good job of selling Mr. Truman
on efficient Administration.'

So it will be a case of better a

twentieth of a loaf than none.

- - - £ * if " —

The "twentieth of a loaf" will
come about gradually and slowly.
No employee's job surplus under
more efficient reorganization will
be taken from him. But as normal
separations occur, the surplus per¬
sons will be moved over for re¬

placement, and new personnel
will not be hired to fill vacancies.
It is estimated that the normal

volume of voluntary separations
from the government is now about

500,000 yearly. Thus, for example,

if 10 persons are buying motor
vehicles for the civilian establish¬
ment and five are buying sewing
machines, but only seven are
needed buying cars and two buy¬
ing sewing machines, when four
of the sewing machine buyers quit
or get shifted to other jobs one of
the men buying cars may have to
learn to buy sewing machines, and
the other two copper wire for the
Rural Electrification, and so on.

if if if

There is little significance to
the Flanders subcommittee
hearings on corporate pre fits,
except headlines that occasion¬
ally may make business feel
happy and at times sad. Senator
Flanders is trying to give a fo¬
rum both to those who point out
that high profits are not all that
they seem to be, and to the
labor boys and New Dealers
who see in high profits an ex¬

cuse for both the fourth round
of wage increases and the Ad¬
ministration's bid for an excess

profits tax. The latter is still
- not billed to win unless Presi¬
dent Truman strains every mus¬

cle to get it and even then it
may fail.

if £ if _

It may not kill any pretty New
Deal public housing program, but
for the first time a voice of local

government will be raised, if not
against Federal spending, at least
on behalf of moderation.

Heretofore the "voice of cities"

in America has been the U. S.

Conference of Mayors. These gen-

HAnover 2-0050 Teletype—NY 1-971

Firm Trading Markets

FOREIGN SECURITIES
' All Issues

P.AM. MAMS 4 P.O. l«c.
FOREIGN SECURITIES
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50 Broad Street New York 4, N. Y.
—— AFFILIATE: CARL MARKS & CO. Inc. CHICAGO__

erally are the mayors of the big
cities, and incidentally feel the
pulse of big city political ma¬
chines. There is another organiza¬
tion, the American Municipal As¬
sociation, composed preponder¬
antly of the executives, including
city managers, of medium and
small cities, and state leagues of
municipalities.

For years the American Mu¬
nicipal association has fought
shy of resolving formally and in
national conclave on national
issues. It is meeting in Wash¬
ington in a couple of days to
resolve on housing and several
other subjects. Whereas the ap¬

proach of the big city mayors to
Federal officials has been gen¬

erally with the hand out¬
stretched, palm upward, the
smaller city officials of the
AMA are worried about the loss
of local responsibility and |ocal
authority via the Federal hand¬
out route.

(This column is intended to re¬
flect the "behind the scene" inter¬
pretation from the nation's Capital
and may or may not coincide with
the "Chronicle's" own views,)

i mm ——BWMT*— 111 ■'

Allan Blair & Co. Is
Formed in Chicago
CHICAGO, ILL.—Allan Blair &

Company has been formed with
offices at 39 South La Salle Street,
to engage in a securities business.
Allan Blair was formerly a part¬
ner of Vossj,Blair & Company.

DeCoppet & Doremus
To Admit
Richard F. Babcock will be ad¬

mitted to partnership in De Cop-
pet & Doremus, 63 Wall Street,
New York City, members of the
New York Stock Exchange, as of
Jan. 1. - -

Saudi Arabian Mining Syn.
South Jersey Gas
U. S. Finishing
Dorset Fabrics

Lonsdale Co.

Soya Corp.

FOREIGN SECURITIES
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Security Traders Association of New York

Irving P. Grace, W. C. Pitfield & Co.; Joseph S. Nye, Freeman; & Co.; Frederick R.
Eiselej Freeman & Co.; Thomas L. Curry, Stone & Webster Securities Corp.

Homer Wirth, Mabon & Co.; Bill Eiger, Hart Srhith &
Laurence M. Marks & Co.

Otto Berwald, Berwald & Co.; Charles O'Brien Murphy III, Merrill Lynch, Pierce,
Fenner & Beane; King Ghegan, Schafer, Miller & Co.; Ernest N. Robb,

Paine, Webber, Jackson & Curtis

John F. McLaughlin, McLaughlin, Reuss & Co.; John M. Mayer, Merrill Lynch,
Pierce, Fenner & Beane; D. Fred Barton, Eastman, Dillon & Co.; Harry L. Arnold,

Paine, Webber, Jackson & Curtis

Jim Musson, B. J. Van Ingen & Co., Inc.; Lloyd B. Hatcher, Trust Co. of Georgia;
Ken C. Ebbitt, Shelby Cullom Davis & Co.; Harry J. Peiser, Ira Haupt & Co.

Co.; Charles M. £ingraf, Ralph T. Tyner, Jr., Peabody, Tyner & Co., Mt. Vernon, N. Y.; Soren D. Nielsen,
New York Hanseatic Corporation (at piano); Arnold J, Wechsler,

Ogden, Wechsler & Co.

Joseph J. Craig, Goodbody & Co.; James P. Cleaver, Goodbody & Co.; John J. O'Mara,
Goodbody & Co.

Alfred L. Powell, Kenney & Powell; Ed Gutberlet, Paine, Webber, Jackson & Curtis;
Ben Van Keegan, Frank C. Masterson & Co,
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Annual Meeting and Election of Officers
• * *' ■ ■ * ■ . . . •' •

Joe Krasowich, Bonner & Gregory; George E. Nelson, Bonner & Gregory; Barney George E; Dedrick, Blair F. Claybaugh & Co.; George Kranz, Kaiser & Co.; George
Nieman, Carl Marks & Co.; J. V. Farrell, L. H. Rand & Co.; Cy Murphy, Frings, Fitzgerald & Co.; A. L. Hutchinson, Buckley Brothers; Charles C. Horton,

Mackubin, Legg & Co. Kaiser & Co.

J. Jay Schwadron, Burke & Co.; August G. Fuchs, George B. Wallace & Co.; Elmer Albert Tyson, Jr., Spencer Trask & Co.; Frank Kane, Ernst & Co.; Tom Trager,
E. Myers, Geo. B. Wallace & Co.; Allan Kadell, E. H. Rollins & Sons, Inc. Merrill Lynch, Pierce, Fenner & Beane

Frank McGivney, Bendix, Luitweiler & Co.; Larry Wrenn, Allen & Co.; Ted Plumridge, J. Arthur Warner & Co.; Tom F. Worthfngton,
Frank J. Orlando, Goodbody & Co. Winckler, Onderdonk & Co.

Z. Salkay, Gearhart & Co., Inc.; Frank H. Roller, Jr., Schafer, Miller & Co.; Joe Titolo, Harris, Upham & Co.; Wilbur Krisam, Geyer & Co Inc •
Herbert Singer, Luckhurst & Co., Inc. Gerald F. X. Kane, Frank Moore & Co.
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Held December 3rd, 1948

George L. Collins, Geyer & Co., Inc.; Theodore R. Young, Young, Aal & Golkin; Peter Barken; Bill Kumm, Dunn & Co.; Chet de Willers, C. E de Willers & Co.:Lewis ("Hank") Serlin, Josephthal & Co.; Sam Englander, Marx & Co., N. Y. City Charles M. Kaiser, Berwald & Co.

Edmund A. Whiting, Kaiser & Co.; John E. De Maye, Sutro Bros. & Co.;
E. C. McNulty, H. D. Knox & Co.

> '

Jack Farrell, Fanell Securities Co.; Herman D. Meyer, Stern & Co.; Harold B. Smith,
Pershing & Co.

Tom Greenberg, C. E. Unterberg & Co.; Charles D. Ogden, Ogden, Wechsler & Co.;Bert Burbank, White, Weld & Co.; Arthur Bertsch, G. A. Saxton & Co., Inc.
Clifton B. Smith, Francis I. du Pont & Co.; Joe Eagan, Frank C. Masterson &

Edwin Jacobs, Blair F. Claybaugh & Co.
Co.;

T. G. Horsfield, Wm. J. Mericka & Co.; Les Barbier, G. A. Saxton & Co., Inc. Harold Bentley, Abbott, Proctor & Paine; Syd Melven, S. R. Melven & Co.
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At Produce Exchange Luncheon Club

Seated: Irving Stein, Stein & Co.; Alfred McGowan, New York Hanseatic Corp.;
Nat Greene, First Guardian Securities Corp. Standing: John Butler, Geyer & Co.,

Inc.; Jim Currie, Troster, Currie & Summers; Sidney Holzman, Marx & Co.;
Arthur Vare, Hourwich & Co.

Gene Stark, Merrill Lynch, Pierce, Fenner & Beane; Walter Bradley, B. W. Pizzini
& Co.; Joe Kirk, Delajield & Delafield; Harry D. Casper, John J. O'Kane, Jr. & Co.

Ben Grody, Grody & Co.; Stanley Pelz, Grody & Co.; Harry Stillman, J. Arthur
Warner & Co.; Jim Brewer, Mackubin, Legg & Co.; Jack Rose, Mackubin, Legg & Co.

Sid Siegel, Siegel & Co.; D. Raymond Kenney, Kenney & Powell; Nat Krumholz,
Siegel & Co.; Samuel I. Gold, Lilley & Co., New York City

Charles E. Stoltz, C. E. Stoltz & Co.; Edward Russell, Seligman, Lubetkin & Co. Michael Heaney, Jos. McManus & Co.; Abe Strauss, Strauss Bros., Inc.

John H. Valentine, Grimm & Co.; Frank J. McCall, Greene and Company; Frank
Barrett, H. C. Wainwright & Co.; David Wittman, Peter P. McDermott & Co.

Andrew R. Steven, Bond & Goodwin, Inc.; Alfred F. Tisch, Fitzgerald & Co.
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