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Wages, Prices
and Employment
In 1949

By EWAN CLAGUE~*
Commissioneyr of Labor Statistics

Commenting on downward turn in

prices, Labor Department statis-

tician says these developmentsin-

dicate better purchasing power of

the consumer’s dollar. Sees wage

demands directed toward health
and welfare plans.

The papers today are full of re-
ports concerning a down-turn in
business. Prices are falling, lay-
offs are occurrmg, some businesses

are closing
down. Con-
‘cern has been
expressed that
this is at last
the beginning
~ of the ‘major
postwar read-

Municipal Bond :
Market Prospects

By JOHN S. LINEN *
Vice-President, Chase National Bank

Municipal bond  expert reviews investment: position of State and
municipal bonds and notes increasing volume of these issues. Says

tax exemption benefits of these securities generally are not under-

stood or appreciated, and expresses view prospective large volume

of tax exempt issues does not mean forcing down their prices. Lists

heavy financial demands. on State governments, but concludes

States will not be inclined to assume obligations they can’t meet.
A discussion in January of any form of securities whether ‘it be
government, municipal or corporate issues, almost without exception

calls for a review, brief or otherwise, of the preceding year and some
observations or possible prognostications for the year ahead,

What Can Business
Expect from Congress?

By HON. KENNETH S. WHERRY* *
U. S. Senator from Nebraska

Blasting President’s “reckless, spendthrift, and socialistic platform,” ~

Senate . Republican Floor Leader attacks Federal budget and pro-

posals for heavier taxes. Says country ‘is suffering from Big Gov-

ernment, Big Labor and Big Business,” and warns decline in national

income undex{ rising taxation would threaten nation’s solvency.

Scores Truman’s spending proposals, and calls for scrutinization
of every proposition submitted by President.

The principal question that many of your members are asking
me is—Where do we go from here? What can business expect from

the 81st Congress?
The only answer that can be given to that . question' isi

Because the.year 1948 estab-¢
lished some noteworthy records in
the expenence of municipal fi-
nance, it is appropriate, I believe,
that we review just a few of the ;
most mterestmg events, g

An’ all time high was reached
in' total amount of. municipal
bonds - sold,  the “Bond. Buyer”
reporting the figure at $2,983,-
427,653, This. compares with

EDITORIAL

'address of the President last-

"~ As We See It

A Look at Our Own Record
- For two reasons-one hesitates to subject the inaugural

®What business can expeet from
the 81st Con- -

gress will de-

pend upon

what the-81st'. ‘B

Congress can °

expect .from

business, 1t

business is to

tolerate the

week to realistic analysis. In |imposition of

“Justment

which. has

“been expected

since the” end

totals for 1943 " of $507,566,466;
1946 $1,203, 557 909;
771,562, }

1947, $2, 353 -

the first place, it was “his day,” a festive occasion bordering

‘at times. upon the ‘bizarre, but one upon which-in the eir-

cumstdnces one feels reluctant to throw cold water. In the

controls, allo-

cations,. regi-..
mentation,
and .other po- '

There ‘were, of course, speclal
reasons for this large volume, the
most important one being bonus
financing by some of our large
States, notably New York, Illinois
and Ohio. - An increasing volume
of public-revenue financing which
included an issue well and favor-
ably known to your local market,

the $134,000,000 Pennsylvania

- of the war,
In evaluat-
- ing the pres-
ent situation,
it is important
to maintain a
long view. It
is necessary. to relate the current
happenings to the economic base
from which they spring.

lice state
methods, and
submits with-
out protest or
effective re-.
51stance, then, that kind of a pro-
gram is exactly what you are go-
ing to get.

You Wholesale Dry Goods mer-
chants know ‘how your very

second, what the President had to say was for the most part
couched in such highly generalized terms that it is not easy
to determine what he really has in mind, if anything of a
nature different from the various current programs. Of
course, he took occasion. officially to denounce Russia and
all her doings in somewhat the manner of President Roose-
velt when he paid his respects to Hitler and Mussolini in
his much publicized “quarantlne address, but such formerly

Sen. K, S. Wherry

Ewan Clague '

Wholesale prices, for example,

have been- declining since the

Turnpike Bonds and a growing

volume, as well, of bonds in sup-

unheard-of behavier in the realm of international affairs
appears meanwhile to havé become a part .of accepted

existence was threatened under
(Continued on page 39)

(Continued on page 46)

f “Summary of an -address by
. Commissioner Clague before the
Radio Manufacturers Association,

=4 New York City, Jan. 18, 1949,

Transcontinental
Gas Pipe Line
Corporation
Units, cach conslstlng\ of 6<% Inter-
im Nofe ($50 principal amount) and
one share of .Common .3tock, .trans-. .

ferable only as units ‘until
October 1, 1949

Sold * Quoted

Prospectus -available on request.

Waite, WeLD & Co.

Members New York Stock Exchange

40 Wall Street, New York 5

Boston Chicago Philadelphia Providence
London Amsterdam Buenos Aires

* Bought .}

P

port of Federal, State or locally techniques.

aided housing projects contributed
importantly to the total. In regard
(Continued on page 50)

*An address by Mr. Linen be-
fore The Philadelphia Security
Association, Philadelphia, Pa., Jan.

17, 1949, (Continued

We are, however, again impressed with one fact
which we hope our readers will not lose to sight. It is
that this address, like virtually all of the President’s

utterances of late—and for that matter like most if not
all of the postwar utterances of good New Dealers every-

*An address by Senator Wherry
at a luncheon of the Wholesale
Dry Goods. Institute, New York
City, Jan. 17, 1949. iy

on page 40)
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dent’s Council of Economic
of good feel- Y

ing and to go

down in his-

tory with

President

Monroe, whose

administration

has been

|stamped as

one in which
political - dif-
ficulties were
resolved -ami- .
cably and di-
vision. of.
opinion was”
extraordinari-
ly moderate.
Instead, in the
first few days- of his administra-
tion as an elected President, he
has awakened new fears. Are we on
the road to statism or disastrous
inflation or deflation, or are we
moving in the direction of greater
stability? Security values over the
next year will be determined-in
great measure by the policies
which we shall discuss -in . this
study. The sputter of the stock

Franklin Cole

opmerts and reports that are often
forgotten in the: next 48 hours.
Values founded on such matters
as fiscal/ and hational economic
policy on the other hand are o

a more enduring nature. A
Nothing is gained by impugning

those who. share his views. Sin-
cerity of purpose rather than mere
window dressing, we prefer to be-
lieve, was responsible for the
closing words in the President’s
Economic Report to the Congress:
“We are committed to the work-
ing out of our economic problems
in a way that combines economic
and social progress with demo-
cratic self-responsibility.”

Spending

It is thoroughly recognized that
the budget for fiscal 1950 is large-
ly fixed by the war and its after-
math, and our determination to
avoid the errors following World
War I. The core of the expendi-
ture side of the budget is made
up of interest on the public debt,
provision for national defense and
international affairs, and veter-
ans’ services and benefits. These
are contractual-items or matters
about which there are only minor
differences of policy, if any. For
the fiscal ‘1950 they aggregate
approximately $32 billion out of
the proposed expenditures of
$41.9 billion.

What might be called the fringe
is where sharp differences of
opinion exist. ~If inflation im-
pends, is this the time-to increase
expenditures. on social welfare,
health and security by approxi-
mately $400 million, on education
and general research by $329 mil-

SCOPHO

CANADI

115 BROADWAY
Telenhone BArclav 7-0100

U

ticker responds to hourly devel-|

the motives of the President or

Let the Govemment Not
set the Stock Market!

By FRANKLIN COLE
- .Franklin Cole & Co.

P

In view of drastic healthy readjustments already occurring, stock: market -economist believes. Congress
should and will limit government spending by cutiing down President’s new social welfare proposals; -
and will “wait and see” before granting his tax recommendations. Concludes. it safe to purchase com-

mon stocks if eonfined to industry leaders well-entrenched and with low costs.

This study centers around the program-of the-President set:forth in the State of the
| Union Message and the policies defined more closely in the budget and report of the Presi-
Advisers. The President is said to long for the advent of an era

@
lion and on national resources by
$245 million, and despite a gen-
eral reference to the wisdom of
keeping down the expenditures of
the. general government, ‘to in-
crease this item by $37 million in-:
stead of effecting a reduction?

include more than nominal provi-
sion for the disability insurance
urged, or “the comprehensive na-
tipnal health program” which is
envisaged as a national system of |
medical case insurance ‘accom-
panied by improved services and
facilities for. public. health':and

" | medical care, for which a bare $15

million is provided. ;
The interest of government in
providing adequate housing for
low income groups and in modify-
ing the impact of illness, as of un-
employment, the nation must be-
come reconciled to in: this day.
If it were proposed to' inaugurate
these programs -in “the’ future,
when less than full' employment
prevailed or commitments for de-
fense and international aid were
less - demanding, one would: be
willing to go along wiih the main
objectives, at the saine time scru-.
tinizing details, for in the setting
up and actual administration  of
such measures, expérience télls us
much of the good may be lost or-
costs ballooned beyond reason.

The Liberal’s Dilemma

Here the liberal's dilemma be-
comes clear, It rests on two points
—their inability to appreciate the
need for a large volume of sav-
ing if the objective of the Full
Employment Act of 1946 is to.be
attained; and a distrust of profits.
They close their minds to the fact
that their policies tend to' freeze
the advantages of bigness and
large aggregates of capital and do
not further the long-term interests
of the greater number.

Savings, Profits and Economic
Progress

There has just been published
the quarterly report on savings by
individuals in the United States,
prepared by the Securities and
Exchange Commission. It shows
liquid saving of $3.1 billion in the
third quarter of 1948, but the most
impressive figure is the increase
in holdings of corporate securi-
ties of only $200 million. - This
merely bears out what govern-
ment prepared data have shown
to be true over a period of some
fifteen years. Individuals willing
or able to furnish additional own-
ership capital to provide business
with new tools and equipment or
to add to the fund of business
capital are funneling their savings
into other forms, mainly United
States Savings Bonds and insur-
.ance.

We Maintain American Markets For:

British Securities
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GoobpBoODY & Co.

Members N. Y. Stock Exchange and Other Principal Exchanges
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The budget, be it noted, does. not |

' desirable.

Teletype NY 1-672

For the first-time, the Council
of Economic Advisers seems to be
adopting a -more understanding
viewpoint. - The :current Annual
“Kconomic Review” in referring
to’ the financing of “business ex-
pansion states in part:

“The only  souree " of capital
which - does . not 'appear :to. have
been large, compared with earlier
experience, has been outside
equity capital. - Total new money
raised in- the stock market has
been somewhat smaller than dur-
ing ' the prosperity of the. late
twenties.” ... : £

“It should not be assumed, how-
ever, that financial resources will
be-adequate for all types of busi-
ness, or ‘that a higher share of
equity - investment would not be
.+ . It is undoubtedly
true that certain features of our
tqx  system bear particularly on
equity. financing. When a reduc-
tion in taxes becomes possible, the
tax system should be reviewed to
strike. the best balance between
the objectives of maintaining ade~
quate. consumer markets and of
providing capital of the needed
character in adequate amounts.
. . . (Emphasis supplied) -

Possibly, because of the commit-
ment of the President on taxes,
however, the Council adds its in-
fluence to the recommendation of
larger -taxes. Yet,
avoids a recommendation of ex-
cess profits taxes but plumbs for
increases in taxes on personal in-
comes in the middle and upper
brackets, after indicating else-
where that the bulk of the sav-
ing is in the middle income brack-
ets where concern with the safety
of investment rather than gains is
primary, The fear of excess sav-
ing is a carry-over from the thir-
ties and seems to be an anachro-
nism when this country and the
entire world are calling for capi-
tal goods to make more things
more’ cheaply.

It is akin to squaring the circle
to -express concern- over debt fi-
nancing by business and at the
same time propose increased taxes
on business and the incomes of
those individuals who are the only
ones from whom savings for in-
vestment in business can come.
The real trouble, we gather, is
that the President and his advisers
are trying to move in all direc-
tions at one and the same time.

As to profits, present tax rates,
let alone higher rates, bear heav-
iest on new business entering the
field or enterprise in the growth
stage. Really big business at worst
can obtain funds at going rates
in the market. This is hardly the
way to encourage small and me-
dium size business. With compe-
tition and a “fair deal” to owner-
ship capital, profits will take care
of themselves. g

Revenues

In our opinion, the most dis-
turbing feature of the budget is
the Chief Executive’s refusal to
acknowledge the mistakes rhade
in the .estimates of Federal rev-
enues, which have occurred re-
peatedly. Doubt is cast on the ac-
curacy of the current forecasts,
thereby bringing into question
the validity of the requests for
additional taxes and the entire as-

‘'sumption that the budget will not

be in balance this year or in fiscal
(Continued on page 33)
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As We See It (Edltorlal)

- “"What About

the Market?’

By ROBERT P. BOYLAN *
Chairman of the Board, New York Stock Exchange

,Holdmg despite decline in' stock:

exchange activity, “we can look

- forward to ‘good new days, if we recover our confidence: i in' America

:and. its way- of life,” N. Y. Stock

EXchange executive urges invest-

ment houses take aggressm: action: in interesting 50,000,000 new
potential investors in usefulness of our financial markets. Deplores
propaganda of fear and depression regarding equities market, and
calls upon investors to exert powerful influence on government.
Says common stocks are good today, and: securities business should
aid NYSE in campaign to restore confidence in American enterprises.

Whenever investment men and other businessmen are gathered
together these days the state of the market is- a principal topic of

discussion,

“What about the market?” someone asks, and that’s the

questmn I'd like to discuss tonight without pulling any punches. Permit

me to put the®
cards’ on ‘the
table, face-up
and see how
they look.
This' year,
1949, marks
the Twerntieth
Anniversary
_ of the market
-~ “convulsion -of
1929, "a’ ‘year
which brought
home pain-
fully, to the
f'inancial
comm unity
and to the en-
tire country,

Robert P. Boylan

certain realities.
realities is-the fact that “every-
body is: bigger than anybody”—
a lesson of lastinginterest 'still
applicable “in  1949. “Our people
labored under -the delusion in the
twenties—and “one : which - some
thoughtless people still accept—
that -certain “bankers ‘and: indus-
trialists - and*--political - leaders
could; by. their combined  efforts
and influence, control the course
of economic’ events. After the
1929 ' crash- the: whereabouts. - of
these men was: eagerly sought in
New York, in- Washington, and
elsewhere, but . they were  not
found, and the intelligent publie
eventually reached the conclusion
that the crash resulted -largely
from panic and fear; and the de-
pression’ which followed was: ag-
gravated ' and ‘prolonged: by un-
sound: ‘experiments and. by ‘ven=
tures. into: forms-of socidlism. "~
Many: previous- financial: panics
were of comparable magnitude in
relation to: their times. Historians

 tell us: that ‘the panic. of 1873

which ‘marked- the culmination: of
the boom ‘after the Civil War, was
more-severe-in comparison to the:

| yolume  of  business. then: trans-
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perity.-

acted, than that' of 1929; We- all
realize, however, that the affer-
math and the consequences 6f 1929
were of greater significance. - :*

The ‘United- States not only re-
covered from 1873, but those who
suffered partlc'ularly saw pPros-
rise: - to undreamed-of
héights.” ‘There have been: other
panics ' and" . depressions -and - na-
tional / disasters, and after each
one our: ‘people have resumed
their 'progress as a nation: The
same - has- happened. since 1929.
Following the American tradition,
we have built' an economy which

*An address by Mr.- Boylan at
a dinner given by the financial
community of Buffalo, Buffalo
‘N. Y., Jan. 20, 1949,

Among  these.

is so strong as-to support our peo-

ple in comparative luxury and to |

telp greatly in feeding and cloth-
ing and rehabilitating. an impov-
erished: world:

Our industrial recovery since
1929 has been remarkable. Na-
tional' income, about $87 billion in
that year, is now well over- $200
billion. *: Improvemernts ~ in: the
Amierican well-being  since  that
time have enabled us to meet the
challenge of Comimunisny and So-
cialism. I doubt if it. could have
done this so effectively if such
advances had' not been made in
the national .welfare’ since’ 1929.
We learnéd much prior to 1929,
but after that experience we have
learned more.

Certain- - industrialists; notably
the late Henry Ford, proved to
us in the early twenties that
wages are not paid out of profit,
but. out of production. and’ that,
therefore, wages and- profits can
rise -togethetr by increasing pro-
duction. But ‘as a’result- of the
depression  it- became evident to
all that, if people' as consumers
could not  increasingly  buy the
products of their own Ilabor, the
economy could not be sustained in
vigor and' strength. This is a les-
son which: may prove to be worth
all the agony of 1929 and of its
aftermadth.

" The Capital Markets

Now, wHhat. of the: condition of
our capltal markets?

In 1929 _the shares of' stock that
changed hands on' the New York
Stock ' ~Exchange amounted to
119% of tHe ¥,000,000,000 shares
available for tradmg In 1948 the
share turnover’ was only 15% ot

‘approximately~2,000,000:000- shares

on the Exchange list. The amount
of erédit involved in: stock ‘trans+
actions today is' so' small as to be
almost negligible, Brokers’ loans

reported: by New York Stock Ex-|
chanige' firms are less: than: $450=~ |

000,000- cornpared to $8,500,000, 000-
in 1 929,

Yet we hear occasionally the
fear -expressed . that- we may go
through another 1929. That fear
is in the minds of some govern-
ment . office’ holders; = bankers,
farmers and: other workers.. Men
il every walk of life hold it large-
ly because no one has' made the
effort to replace unfourided fear
with confidence. The presence of
the fear i so widespread that
capital is'needlessly timid, growth
is. retarded and government pol-
icies are shaped unwisely. I have
in. mind in this reference to gov-

(Continued on page 44)
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Campaign to Increase
| ‘Conﬁdence in Equity

Partner, Goodbody

By HAROLD P. GOODBODY *

O

Capital

& Co., President Association of Stock Exchange Firms

" Mr. Goodbody holds the proble;n today is to restoie confidence in American methods of assembling
i, private capital for development and expansion of industry, and this can be done only by improved public
understanding of the role of securities markets in the national economy. Says it is matter for serious
attention at top management level and urges financial industry aid in N. Y. Stock Exchange’s campaign
to popularize investment in equity securities. 5

You and we know that Wall Street is quite accustomed to a good deal more than
merely frigid receptions. That little thoroughfare which happens to be located in New York

City is blamed

wussia has

by the politicians and demagogues for just about everything. And now

picked up the
wnas, -When

“Pravda”

wants.to lam-
-bast: some ‘one
10. their peo-
. ple.they iden-
.. diy him with
Wall Street.
‘The latest was
their . attempt
to disparage
His Eminence,
cardinal
Spellman, . as
the Bishop of

Wall Street.

b Quite -aside
from the grist furnished the Com-
munist propaganda mill, however,
it is a serious situation because
of the adverse effect it'is having
upon the flow of risk capital from
its source to ‘tae inaustry and
commerce of the nation. It is de-
stroying contfidence ‘in machinery
which for 156 years has proved
50’ effective in financing the prog-
gress of our great uemocracy.
is serious to you! It is serious to
us!. But that would be unimpor-
tant if it were not so serious to
thé - welfare and ‘progress -of
America. )

The problem today is to restore
the contidence of those citizens
who once made use of the Amer-
ican methods of assembling pri-
vate capital for the development
and expansion of industry and to
gain' the confidence of those new
‘owners of risk capital who have
never used those facilities,

That is exactly what we are set-
ting out to do. That is our job
in the national economy—financ-
ing. industry and commerce, The
record will show that we have not
done our job thoroughly. We have
been hesitant to use the media

J
‘Harold P. Goodbody

available to us to correct the many,

unfounded criticisms which have

_been leveled against our industry.
... We are now setting out to en-
courage greater use of the facili-
ties of the Stock Exchange indus-
try and the facilities of the in-
vestment banking industry by the
owners of risk capital wherever
they are and whoever they are.
There is only one  alternative to
private financing.. And we do not
: believe that the American people
want that alternative,

I am frank to admit that our
industry has been rather timid in
‘recent years about encouraging
the use of its facilities. We have
‘been somewhat prone to be satis-
fied in the knowledge that we
have contributed vitally to our
country’s welfare in the past. The
'Stock Exchange industry, a part
‘of an extremely highly organized
market place for securities, oper-
‘ates under rigid rules and strict
regulations of good business con-
duct—all designed in the public
interest and -most of them of our
‘own doing. We have believed that
iwe had no apologies to make and
‘that sooner or later the public
would realize our functions and
-again utilize our facilities for the
.benefit of progress.

. I certainly do not want to leave
!the ‘impression. however that the
:Stock Exchange industry has been
! *An address by Mr. Goodbody
- 1at a dinner given hv the Financial
‘Community of BRnffalo, Buffalo,
‘N, Y. Jan. 20, 1949,
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It

entirely remiss in its obligations
in this direction. On the contrary,
a great deal has already been done.
The groundwork has been laid for
intensive efforts. The New York
Stock Exchange, for example, has
for more than three years been
.engaged in an institutional adver-
tising campaign . to a potential
audience of -37 million people
which has told the functions of
the industry in our national econ-
omy. g

As-a part of that campaign, the
Stock : Exchange .- commissioned
“March- of Time” to produce a
motion picture, “Money at Work,”
which the Association has had the
privilege . of = distributing, and
which has been viewed by almost
two million people,

The Association and its mem-
bers have been engaged in a pro-
gram which is preliminary to an
enlarged campaign. It has been
our purpose to integrate the
thinking of our own industry with
respect to this major problem, We
have held regional meetings of
various kinds and on various sub-
jects, all designed to serve as a
backdrop for an enlarged effort.
Our. Governors and officers have
been doing a great deal of con-
tact work, particularly within the
industry, gathering ideas and dis-
‘cussing the problem from the
front line point of view.

These quarterly visits of the
Board . of Governors to . various
financial communities—of which
this visit to Buffalo is one—have
accomplished a great deal toward
a better understanding of Wall
Street and the nation’s financial
community—which is comprised
of many Wall Streets. We have
come to know the business lead-
ers of many communities on occa-
sions like this one. We have be-
come familiar with the problems
of communities other than our
own,

On the other hand, the com-
munities have come to recognize
to a larger extent that we, rep-
resenting - so-called Wall Street,
actually represent the Wall Streets
of a large number of financial
communities throughout the na-
tion, including Buffalo, so ably
represented on our board by
Frank C. Trubee, Jr. The public
to a larger extent has come to
realize that the Stock Exchange
industry is a nation-wide one and
an integral part of the national
economy,

These meetings have, I am sure,
contributed to the knowledge that,
working together, labor, manage-
ment and, if you please, Wall
Street, have made possible the
fine schools, churches, parks, fac-
tories and the other splendid
things which make communities
throughout the nation like Buf-
falo fine places in which to live.
They have contribpted to the
knowledge that this cooperative
effort has meant larger payrolls
for these communities and greater

prosperity,

Improved Public Understanding

No, our industry has not been
idle.
toward an improved public under-
standing of its functions as a part
i of the national economy. But we

It has made some progress’

do know that we have only
touched the surface. There is a
long way to go. F

We know that it is not:enough
that we conduct our affairs ac-+
cording to sound business princi-
ples, which we do. We know it is
not enough that our policies are
based on a clear conception of the
best interests of the public, which
they are. i :

For some time the industry has
been giving thought and- consid-
eration’ to. .the problems. of inter+
preting those principles of busi+
ness conduct and business policies
to the public, and now we are
going to do so with all the publi¢
relations . media - available to us.

Our industry has been some-
what slow to recognize the chang-
ing concept of public relations and
the improved methods which have
developed so strikingly in recent
years. ~ The really . important
change which is taking place in
public relations is the realization
that the problem is one which
must have serious attention at the
top management level,

In no sense of the word do I
mean to set myself up as a public
relations expert. I am not. But
I am convinced that any good pub-
lic relations program must stem
from the management level. That
is the contention of the experts
and I am in complete agreement.

We are therefore approaching
our problem with that premise in
mind. In the set-up of our in-
dustry, ‘however, with the Stock
Exchange 'at- the organizational
top and the Association as the
trade organization of ‘mémbers
and member firms, it is not a sim-
ple problem toformulate public
relations plans.’ Top management
is not confined to the governing
bodies of the two organizations.
It consists of the management of
1,600 member firms and branch
offices scattered through the
country, Upon the success of our
nation-wide program, therefore,
depends the . cooperation of the
top management of all of those
units. I am very confident it will
be forthcoming. That confidence
is based on the fact that our gov-
ernors and officers in their re-
gional contacts have been assured
that it will be forthcoming.

I am encouraged to believe that
our industry has evolved the be-
ginning of a program ‘in the right
direction. I am glad to say that
in its development the thinking of
the Board of Governors and of-
ficials of the New York - Stock
Exchange and our group with re-
spect to. this problem has been
along the same lines, We are
headed in the same direction and
our respective programs are thor-
oughly correlated.

Our nation-wide organization is|

not unlike your own. Our 1.600
member - firm offices constitute
the distributing points for our ser-
vice to the public ‘all over the
country. They are small units.
Those in Buffalo are a good ex-
ample. There are ten distributing
units here—ten outlets for our
service, By themselves, even as
a group, it is not possible to de-
vote sufficient time or effort to
public relations. As you may do
and as many businesses do, there-
fore, we 'as ‘the national trade
organization of the .industry are

© T(Continued on page 37)

Why This Pessimism?

By THOMAS W, PHELPS *
Partner, Francis I. du Pont & Co.
Members, New York Stock Exchange
Holding we are ‘suffering from vast overdoses of pessimism, Mr.
Phelps traces origins to ideas -and practices of: collectivism fostered
by the Administration. Blames financial advertising for stressing
risks and casualties without giving advantages gained in investment. .
Says over-emphasis is placed on investment timing and price fluctua- '
tions, while too little attention is given to gains from permanent
investment. Concludes new generation is willing to take a chance.

Uninhibited as I am by either training or experience in adver-

tising, I propose today to

tell you simply how your work looks to a

laym'an——myself_—and to ask you a few questions about it. In a way
this is a poll, with the minor variation that instead of sending one

of your rep-
resentatives. to.
ask -a  great
many John Q.
Publics ' “what -
they - think,
you have sum~
moned me,
one John Q.
Public, to ap-
pear -before -a
great many . of
you. The prin- .
ciple is. still
the same.” My
only excuse
for talking is.
that you asked
me, 3
1 want to speak frankly because
I-am troubled by a number of
things abcut financial advertising
that I do not understand. At the
same time I do not want my.ig-
norance of the subject to hurt
anyone. -Accordingly, it seems to
me that much as I deplore the
practice I would speak . off ‘the
record. If anything I say here
goes beyond these four walls the
responsibility will be yours.

What is the State of the Union?
I know you do not expect me to
give you a political and economic
roundup. -Mr., Truman and his
Council - of Economic Advisors
have just done that. It seems to
me, however, that they omitted
a few important things. For one,
they omitted to tell us that the
dominant mood of the nation is
pessimism.

We  celebrate the unconditional
surrender of all our enemies in
the greatest war in history by
shivering in our boots because we
think another war is about to be-
gin and we probably shall lose it.

We rejoice over the greéatest
harvest in our history by lament-
ing the destruction of our soil and
the inevitability of starvation.

We accept the greatest national
income and the highest employ-
ment on record as proof positive
that we are at the top of a boom,
about to bust. : .

In the stock market we give
away factories and their equip-
ment, daily selling their shares at
prices below applicable net cur-
rent assets though they are sell-
ing only five times earnings to
yield 6 to 8% on dividends cov-
ered three times over.

Now pessimism has its uses, just
as does ‘laziness. Much. of our
progress in science and industry
undoubtedly is due to a desire on
someone’s part to avoid work,
Similarly, pessimism has contrib-
uted to man’s well-being by act-
ing as a shock-absorber to cushion
the ups and downs of life. But
both' can be overdone. y

I guess my quarrel with pes-
simism began with the fable of
the ant and the grasshopper. The
ant, you remember, was a pes-
simist. He worked hard all sum-~
mer storing up food and making
shelter for himself against the
possibility that some day he might
need both. The grasshopper sang
and danced all summer with
never a thought for the future.
When winter came, the optimistic
grasshopper knocked in vain at
the door of the pessimist ant. As
children we were left with the

Thomas W, Phelps

*Address by Mr. Phelps at
luncheon meeting of the New
York Financial Advertisers, New
York City, Jan. 25, 1949,.

impression that the grasshopper
thereupon froze and starved to
death while the - ant -spent the
winter multiplying. The - first
question I asked was where the
grasshoppers - came from the fol-
lowing spring. By the time I was
ten, I was convinced that the
whole story ‘was propaganda -te
méke small boys work. Ultimate-
ly I came to the more temperate
conclusion  that “nothing -in ex-
-cess” is the right answer, not only
for the lazy man but for the pes-
simistic one,

Suffering From Over-pessimism

It seems to me that America is
suffering from a vast overdose of
pessimism.

Mr, Truman not only failed to
note our national pessimism, but
he likewise omitted any comment
on one of its'most important de-
rivatives. That is, our growing
acceptance  and endorsement ‘of
collectivism.  You ‘all know the
old story about the Irishman who
was asked if he favored sharing
the wealth, He gave the idea his
hearty endorsement except as to
pigs, beéause, as he put it, “Hell,
I've got two pigs.” When most of
us have two pigs, the only hope
for selling us the idea of collec-
tivism is to scare us into believing
that shortly we shall have none.
You can ‘suit yourselves.as to
whether I am suggesting a politi-
cal consequence, but I think you
will agree that fear of the future
has played an important part in
American politics in the last 20
years.

I hope you don’t think I.am
fiddling on impractical, philosoph~
ical themes while back in -your
offices your clients are burning
because you are not there. The
slogan of our Research  Depart-
ment-at Francis I. du Pont & Co.
is “so what?” The “so what?” of
our national pessimism and its
derivative - collectivism is ‘that
three years of record peacetime
prosperity find us with equity
markets so weak as to provide
considerable justification for those
who contend that the solution of
an ever larger number of national
problems is to let the government
do it. - Not in 30 years have stocks
sold as low- in relation to earn-
ings as they are selling now. Only
in 1932 and in 1942 have our lead-
ing industrial shares failed to ‘sell
higher in relation to book values
than now. Not in-the last quarter
century have stock earnings béen
valued. lower in relation to-yields
on highest grade corporate bonds
than now. All this at a time when
the SEC reports our net savings
at the record figure of a.quarter
trillion dollars, Our shortage of
risk capital is so acute and:ob-
vious that -Eleanor Roosevelt re-
cently devoted. her entire -daily
newspaper column to it. I do .not
want to get into the argument. as
to whether our steel capacity ‘is
adequate, but it is fair to say that
under current market conditions
if the steel industry wanted to
expand by  raising additional
equity capital it. would. have to
invite that additional equity capi-
tal into the business on a .basis
representing a drastic write-down
of the equity capital already there.

We have seen the practical ef-
fect of pessimism and collectivism.
in housing. Governmental inter-

(Continued on page 51)
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Observatwns

‘By A. WILFRED MAY

STOCKHOLDER PROBLEMS HIGHLIGHTED
BY THE MEETlNG SEASON

At 'this annual- meeting season the question of stockholder- |

management relations enjoys one of its sporadic appearances in the
sun. ‘Unfortunately, ‘however; the public’s interest gets aroused
chxefly by ‘press- accounts of superflclal -controversies raised'at the
more turbulent gatherings, and by eceentricities

displayed by a handful of recalcitrant “specxalxsts

- harping on' a few “pet” procedural abuses in their

mary’ one-meeting stands. Thus these activities

and ‘their news treatment may merely be serving

< as'a ‘“red herring” in diverting serious attention

from the much more fundamental problems aris-|,

ing from the separation of corporate ownership
“from: control.

What Price Management?

An example of a long-standing and complex
‘question is. the determination’ of management’s
compensation. - Sound -and. equitable fixing. of

salaries persistently remains .a most- difficult]

[~ problem for the various interested members of
the community:—for the official himself, for the
director seeking to do the best for his company,
for the  banker, for the SEC, for the courts,

and for the ‘occasionally mterested 'stockholder. How is a scientitic
gauge, a statistical yardstick, or the market rate, to be found ‘for
objectively “pricing” an executive?

.. Surely _these formidable . basic difficulties in fixing officials’
pay’ cannot be constructively resolved either by statute, by the
glandular Jammergeschrei of social reformers, or by antics (even
when provoking the gavel and/or flstxcuffs) at the annual stock-
holders meeting.

Dividend. policy, decision whether a company should be liqui-~
dated under certain conditions,” a ‘recap ‘plan, and directorate
change (as now proposed for.the Illinois Zinc.Co.) typify some of
the situations where the interests of the management and the stock-
holders may be in opposition.

In practice, little if any constructive aid toward working out
such ‘problems is furnished by the presently existing techniques,
such as the informative and elaborate annual report, the “modern”
meeting (with or without sandwiches or soft drinks), the company
stockholder relations officer (inside or outside the company), the
law, or government agencies. To throw the -above-cited types of
issues into the lap of the Securities and Exchange Commission, as is
frequently suggested, would completely distort the prlnc1p1es and
effectiveness of that body. Nor does responsibility for internal
scompany abuse which is contributed by the very important hiatus
of disorganization and disfranchisement of stockholders. get rem-
edied by the existing stockholder leagues, by the financial “trade’”
organizations, by brokerage firms, or by the mvestment funds. Nor,
of course, does the frequent “sell you1 stock if you're worrled”-replv
constltute a legitimate solution, even if convenient to management.

A, Wilfred May

“How’s the Management?”

Appraisal of his company’s’ management and, its performance
constitutes a nettlesome enigma constantly confronting the share-
Liolder, even during prosperous conditions. Although cogmzant of
avaﬂable logical standards such as intra-industry comparisons’ of
income statistically related to various criteria, and other more elab-
orate ‘attempts at methodical appraisal, even the securities profes-
sional seems unable to do a satisfying job in this regard. He too is
often sidetracked by a tendency to conform his appraisal to the mere
course of income, and.to glamorize and fictionalize “blue chip”
management, paxtlcularly in certain industries, How much more
bewildering, then, is the task of the lay shareholder; who is hence
inclined to duck this as well as his other responsibilities in a gen-

- eral feeling of helplessness and ‘“what’s-the-use?”

Conclusions

Surely there is no overall panacea for the effects of honest
differing self-interests functioning within the framework of . our
corporate system. But this observer has come to the strong conviction
that a long and,fundamental. step: in the right direction lies in re-
vamping our dlrectm system,

The solution- does not lie in the guxse of the professional paid
director, namely a director who is neither part of management
nor a shareholder, or who is perhaps a shareholder in nominal
amount. This te(_hmque studied here and abroad by the writer, runs
into the simple but decisive snag that the element of remuneration
does not make the director work for the interests of the minority
shareholders, nor for any particular class; nor does it prevent his sub-
servience to the management which de51gnates him for engagement.
Such abortive. result has been. confirmed by the actual experience
in England, where the professxonal director system has been . in-oper-
ation for many years—as related in the testimony taken before the
1929 and-1947 revisions of the British Companies. Act.

Instead—in the interests of realism, and of meeting the normal
dictates of perfectly ethical human nature, a comparatively simple
‘and direct remedy lies in- linking the material interests of the di-
rectors with those of: the: shareholders=-via: the joint ownership- of
stock in the enterprise.

- stake is important to the self-interest: of the management director as
well as ‘to the outside: director, will it automatically : ensure his
sohcltude for.  his fellow-stockholders even -though they are

“absentees.”. Directors’ actual stock-HOLDING: as- @&~ supplement to

stockholdenMINDEDNESS would cut many of the above clted Gor- .

dian knots. :

While there are some “bugs” in the mechanlcs of - effectmg such :

stock -ownership, -as: high income:taxation, the:technique: should: not

be too difficult’ to accompllsh——posmbly through:' remuneration:- in'|

- stock; -partially - in" the case” of - management directors’ and . wholly
"in the case of the outsule directors:

Steel Production
Electric Output *
-Carloadings

~Retail - Trade -
‘Commodity Price Index

Food Price Index

. Auto Production

- Business [Failures

The
Staue of Trade
and Industry

.A: slight increase was reported in total industrial output for the
country at large last week and moderately exceeded that of the sim-
ilar -week:a year-ago."

Latesl: reports. available on-continued clanms for unemployment
insurance show. an increase of more than 8% for the week. ended
Jan. I, 1949 compared with a rise of almost 3% in the period ended

Dec. 25, -while initial claims rose precipitately to’ approximately 20% |

in the latest week as against-an advance of about 2% in'.the period
ended on Dec. 25. ] . ; o

" American industry will invest a total of about $55. billion in new'
plants and. equipment between now and the end of 1953. if presem

.| plans of business leaders across the nation are carried out. ;
This is the conclusion of the most recent. survey of the McGraw- :

Hill Publishing Company’s Department of Economics. Plans for 1949

the -report points out, are large enough to-be consistent ‘with-con-|;

tinuing prosperity. .If industry can -get the meney to .carry:them

through; it will keep purchases of new. plants and equxpment at al,

high level.

The survey shows that" mdustry, as represented by manufactur-
ing, mining, transportation, and utilities, is now planning to. invest
$14.1 billion in 1949. That is only 5% less than -the record-breakine
total ‘actually spent in 1948. If these plans are carried through, 1949
expenditures' might-well exceed those- of 1948. -Actual expenditures
have been larger than planned in the years since the war, ;

Industry now has plans’to invest more than $40,000,000,000 in
the four“years 1950-53. Plans taper off as they are pushed further
into the uncertain-future, the report points-out, but the decline is
remarkably small.

" The survey provides for the first time information -on“which to
judge the level of capital investment in relation ‘both'to total present
value and needs. It shows the total value of -existing .facilities in
manufacturing is $96 billion and the cost of replacing - them com-
pletely with the most modern plants and equipment.available would
be at least $136 billion.

“American industry,” the report concludes, “is prepared with a
program of expenditures for new industrial plant and equipment
which can increase national security, raise the American standard of
living, and make.a key contribution to a continuation of high-level
prosperity.

“But whether or not national policy makers. in Washmgton and
elsewhere are prepared to let American industry have that oppor-
tunity -remains to be determined. The policy makers have what
may well be a decisive. role st111 to pelform 2

Business failures rose 15% in December to 531. This brought the
annual total to 5,252, the highest number since 1942. Although cas-
ualties in 1948 mcreased 51% from the precedmg year, the rate of
increase was well below the 1946-1947 rise of 208%.

December liabilities were up nearly 30% to $31,731,000 bringing
the yearly total to $310,566,000, the largest volume since 1935. The
sharpest increase in 1948 was the 69% rise in the $5,000 to $25,000
group; the smallest rise was 7% among faxlures mvolvmg liabilities
of $100,000 or moreu CRADY ’

5 .u,-

Decembe1 bu:ldmg permlt valuation$ showed- a further mild
seasonal decline, totalling $275,540,434 for 215 cities reporting to Dun
& Bradstreet, Inc., This represented a drop of 2.6% from $282,974,572
in November, while the decrease from the December 1947 figure of
$307,945,958 was 10.5%.

In New.York City, building plans filed during December fell to

$46,214,077, from$60,794,688 a year ago, a drop of 24.0%. Compared
with $49 415 458 'in Novembe1 the decrease was 6.5%. *

Continued mark- down <a1es in many areas stimulated consumer
buying in the week. Total retail dollar volume slightly exceeded
that of both the preceding week and the corresponding week a year
ago.. Shoppers, it was noted, sought reduced-price soft goods of
acceptable quality.

The dollar volume of wholesale orders increased fractlonally
last week, holding close to the high level of a year ago. Commit-
ments for Spring merchandise were made-in an increased volume,
Collections, however, continued to be slightly slower than last year.

STEEL OUTPUT SCHEDULED TO BREAK ANOTHER HIGH
RECORD IN CURRENT WEEK

" There are more signs this week that the steel industry is on its
way to a normal market.. Scrap is more plentiful, pig iron output is
higher and the unusual pressure from customers is on the wane. This
does not mean that the “great day” has arrived when the steel buyer

(Continued on page 35)
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|Percy J. Ebbott Named

President of Chase

National Bank

The following changes in the
management - of the Chase Na-

.tional Bank - were announced by
:|'Winthrop :W, ‘Aldrich, Chairman,

after “a meeting of ‘the Board of
Directors” on “Wednesday.

Percey J. Ebbott, Senior Vice-
President, has been appointed

President  of .

the .bank, and
Arthur W.
-McCain, who
has been Pres-.
ident, becomes
VXCe Chair-
man of the
board of di:
rectors. Carl
©J. Schmid=
' lapp, senior
. -Vice- Presu-»

" dent, has been’
named Vice-~

. .Chairman of
_the Executiye
Committeé;
The Chalrman
and President are the Chlef execu-
tlve officers of the bank:’ B

Eugene R. Black and George
Champlon have been’ appointed
senior Vice-Presidents. = Edward
L. Love and ‘Hugo E. Scheuer+
.mann, who were appointed senior
Vice- Pre51dents in 1947, will con-
tinue in that capacity.

Mr. Black, formerly Vice- Presx-
dent in charge of the Bond Deé-
partment of the Chase, has been
United States executive directo?
of the International Bank for Re<
construction and Development
during the past two years. At the
request of the Secretary of thé-
Treasury, John W. Snyder he has
consented to continue ‘to serve
temporarily in that position, in
addition to his duties at the Chase,
until his successor in the Inter-
national Bank is appointed.

Mr. Champion, who has been a
Vice-President of Chase since
1939, has charge of the bank’s
business in the South.

Mr. Ebbott the new President
of the bank, has a background of
broad expenence in commercial
banking and in trade and indus-
try. For many years he his beéh
a direclor of the Nash-Kelvinator
Corporation, Allied Stores  Cor=
poration, and Moore- McCormack
Lines, Inc.

In the Chase organization, Mr.
Ebbott has been oae of the senior
lending ~ officers and has had
charge of the bank’s business in
Middle Wes.ern aad Southwestern

(Continued on page 55)
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Business and Finance .ﬁkpedks\v--mt,enlhe‘:"?.I'urn of the Year

[EDITOR’S NOTE: The accompanying state-
ments-on the outlook for trade, industry -and
finance. during 1949 were received too late
for publication in .our ANNUAL :REVIEW

. ISSUE of Thursday, Jan. 20, iin which issue

- there appeared, starting .on ‘page 18,:several
hundred of equivalent comments.]

POWEL CROSLEY, JR.
President, Crosley Notors, Inc.

- With growing public realization- that high-style auto-
mobile transportation can now be bought, economically,
the year 1949 should bring the lightweight.car industry
its biggest volume in history. That, I believe, is more
; than just a projection of a trend that
became clearly defined in 1948. The
year just closed, of course, was the
biggest year in U. S. lightweight car
history, with out company producing
34,000 units during the calendar year.
There is every reason to believe that
these figures, which are far above
those of any preceding year, will be
substantially exceeded in 1949.

In addition to the pressure of gen-
eral economic conditions, which are
making people conscious not only of
original cost but of the cost of main-
tenance, there is another influence
in favor of the smaller car. The mod-
5 ern lightweight Crosley car has been

Powel Crosley, Jr.. . engineered and styled to meet or ex-
¢ b ceed the standards demanded by the
American motoring public. 3
 Traditionally, Americans have always wanted power
under -the hood, Because the average family wants its
ear for fairly long trips as well as for intra-urban driv-
ing, the factors of speed and power will always be of
importance in ‘the buyer’s opinion, and therefore must
be reckoned with by the manufacturer. In our own case,
we have met this demand with a 26.5 horsepower engine
which is an outgrowth of wartime research and produc-

tion  we carried on for the Navy. This rugged engine.

combines power with lightweight to such an extent -that
it now is being used to fly lightweight airplanes and to
power factory fork lifts. It is also being used as an air-
conditioning power plant for large buses,.and is being
ordered in quantity for racing speedboats by the motor-
boat industry.

. As 1948 came to a close, figures were released from
Washington which showed that. contrary to the case in
1947, Americans bought more E bonds than were pre-
sented for redemption. This seems.to be further evidence
:that the' public’s purchasing power is still intact. On the
other hand, becoming increasingly budget conscious and
there is little doubt that this is another factor in the
growing popularity of the lightweight car, The public
already is aware of the economy made possible by the
Crosley.

_ As the car population increases—and I think it will

-increase another 309% over the next five years—the roads
and streets become more crowded. Parking has become
all but impossible in most cities, and is even now a prob-
lem in the smaller towns. The owher of a lightweight
car in this respect has a tremendous advantage over the
driver of the conventional car, Women shoppers, out for
the day’s marketing, are particularly aware that their

neighbors with smaller cars get their shopping done more

‘quickly and conveniently,

. These facts and figures do not mean that we believe
the lightweight car will supplant other types of cars.- We
at Crosley have always taken a realistic view of our
market. However, we do believe-there is a potential
market for at least 150,000 new lightweight cars a year.
This is only 1% of the new and used cars purchased
annually in this country. In 1949, Crosley Motors expects
to produce and sell at least one-third of this 150,000
potential.

HON. CLAUDE PEPPER
U. S. Senator from Florida

: The 81st Congress must pass legislation which would
solve many challenging and complex problems.

We must expand and enlarge our education, health and
social security programs. Nearly every county in the
nation requires new school buildings
and new equipment. Teachers’ sal-
aries and teaching standards must be
raised. The present funds allocated
to the states by the Federal Govern-
ment for state and local health pro-
grams do not go very far. A National
Program of aid to our Public Health
Services is imperative,

© There is an overwhelming demand
for a National System of health in-
surance so that every man, woman
and child can receive good medical
attention through a typical American
principle of insurance rather than
charity, 4

- We need more doctors, dentists,
nurses and more hospitals. We,
therefore, must make provisions for
medical schools where American boys and girls can go
to complete their training in the field of medicine, den-
tistry, nursing and related professions.

Hon. Claude Pepper

igitiz_edyfor;FRASl_:_R o

Sdmething must be done about raising the ,purchasing

. power of our people in this time of a tremendous high

cost of living. We must, if we are to take' care' of 6ur
people, :make our  national ~minimum  wageg -at" least

75 e¢ents an hour and-raise Social ‘Security benefits ‘and
extend these payments to-every man, woman-and de=,
-pendent child in‘the United States who needs:it. @ -,

" The Taft-Hartley Act must be repealed, 'lock, stock

.and’ barrel.. We must start once again with-the Wagner

Act as a /basis and pass any necessary amendments which -
would be acceptable to management and labor; I would:

like to see the President call ‘a conference of Manage-

ment -and Labor and secure its recommendations: for-

amending the Wagner Act. This conference should work
closely with the Committees of the House and Senate in
improving the Wagner Act so that Labor relations will
be stable for many years to come. b

Our tax program must be revised to balance the budget
in line with the President’s recommendations. This pro-
gram will be, I am sure, an equitable ‘one in which abil-
ity to pay will be the prime consideration. Small busi-
ness concerns and persons with lower incomes should
bear a lower burden than they now have. i

Our foreign aid program must. permit greater partici-
pation by small business concerns. The loopholes in our
anti-trust statutes must be plugged and great monopolies
must be broken up.

The 81st Congress will, under the leadership of the
Democratic Party, return to the principles of free inter-
national trade and to this end, we will try to restore the
Reciprocal Trade Agreement as it existed in 1946.

Naturally, as the President:promised the people in'the
1948 campaign, the 81st Congress will, I -hope, approve
the various aspects of the Civil Rights program. The
Federal .Government should ‘be limited to:those aspects
of Civil Rights upon which it is empowered to act by

the Constitution. We have no intention of intruding upon. :

States’ Rights in this field.

The whole world looks to America for prosperity:and
security. The 81st Congress must find.a way to adjust

our needs and requirements with those of the’ rest.of the

world.  Every nation knows the dévastating effect of the:

atomic bomb. They are all aware ‘that this machine of

destruction can render the worlduninhabitable for génera--

tions to come. It is, therefore, the obligation of the 81st
Congress ‘to help build the greatest foundation for world
peace and establish an equilibrium to make it everlasting,

ROBERT C. STANLEY

Chairmgn and President, Jnternational Nickel | Company
1 : -of Canada, Limited °

Total* werld deliveries of - Canadian  nickel in' all
forms for the year 1948 will set a new high peace-
time record. The two previous peacetime peak years
were 1947 and 1937. 4

The principal nickel companies in
Canada operated at high levels dur-
ing the year to supply the unprece-
dented peacetime demand for the
metal. The French production from
the New Caledonian nickel deposits,
however, is reported to have been
relatively small, with 1948 output
estimated at well under that of the
preceding year. Cuban production
will not figure in this year’s total
as the mines in that country; which
had been worked from 1943 to the
early part of 1947, remained closed.
Since Russia does not release infor-
mation on metal production, it is not
feasible to estimate: that country’s

Robert C. Stanley 1948 njckel output.

The production of the :Canadian

nickel industry, in common with that of other industries
in ‘Oatario, has kesrn hampered in recent months by
electric power shortage brought about the lack.of rain-
fall during the summer and autumn. Power restrictions
may continue throughout the winter months. 2
During the latter half of the year ‘prices quoted by
International Nickel for electrolytic nickel were raised
by reason of increased production costs, including sup-
plies, services and labor, and the fact ‘that the' company

must mine lower grade underground ore bodies to-con- -

tinue a large and steady supply. These increases brought
‘the price level of nickel fo well above that prevailing
in the prewar years. : :

Stainless Steels

Following the pattern of previous years; the steel
industry in the United Kingdom, Canada and the United
States continued to be the largest consumer  of nickel
during 1948. Production during the year of chromium-
nickel stainless steels, which accounted for a major
portion of the steel industry’s nickel consumption, is
expected to-exceed any previous year. It is estimated
ingot output of chromium-nicke] stainless steels will ‘be
approximately 15% above that of 1947.

Industries with diversified interests continue to ex-
pand their use of stainless steels. There is a growth in
the employment of these steels in the field of industrial
equipment and machinery required by the chemical in-
dustry as well as the beverage and canning, dairy, pack-
ing house and other food processing industries. Appli=
cations of stainless steels expanded this year in house-
hold appliances, such as cooking utensils, refrigerators
and dish washers; also in restaurant equipment and
galleys, soda fountains, deep freezers, vending machines,
barrels, drums, shipping pails'and surgical, hospital and

photographic apparatus. The transportation industries,

‘gutters, spouts and drainage pipes.
- cations ol stainless steels included curtain walls, endless

including railroads, aircraft and trailers, continue their
use of chromium-nickel 'stainless steels, "% " . -

M. New uses-are continually being found for the stainless
steels. * The home building industry this"year -increased

its use’of various.types-of:stainless steels for 'components’

‘which- are ‘exposed to the elements, such*“as-door and

window trimmings, decorative panels, ‘window - screens,
Other recent appli-

belts; fish'canning machinery, picnic. coolers,. shower
nozzles, tire mold jackets and coal chutes.

Certain standard types of stainless steels :which are
used for ‘heat resisting purposes have shown expansion -
in many applications, primarily in the field' of the new
type of locomotion and propulsion. The aircraft indus-
try employs substantial quantities in various.components
of jet and gas turbine engines such as tail pipes, tail
cones, firewalls, exhaust systems, heating and ventilating
systems, fuel tanks and hydraulic equipment. .

Considerable interest is being manifested in. stainless-
clad steel and bi-metals, and the growth in the use of
these materials has continued.

In the United Kingdom and on the Continent, as in the -
United -States and Canada, there is a growing interest
in stainléss steels and .expectations are their production,
will continue ‘to increase in these countries.. Stainless-~
clad . steel plates are now ‘being produced in Italy for
the soap industry, and the production of stainless steels
in that country .has expanded, particularly to meet the
requirements in the chemical and oil industries, :

Nickel Alloy Steels

The use qf nickel as an alloying element in engineering
steels ‘continues to be one of the. main outlets for the

-consumption of this metal. ‘While practically. all grades -

of nickel alloy steels were in heavy demand -during.the
year, the-so-called triple alloy steels, containing nickel,
chromium- and molybdenum, were again, as in the past
several-years, .produced--in greater tonnages:than .any -
other:single class of engineering alloy steels,- These steelg
are employed for am infinite variety ‘of vital parts such -

* as gears, shafts, heavy springs and structural tubing, in

th_e aircraft, automotive, railroad, machine tool, tractor, *
‘mining, -petroleum, agricultural  machinery, and many
other alloy steel consuming industries.

.The fields of application for the nickel-containing -
high strength structural steels are steadily expanding
WIth the growing appreciation of the economies which
their employment makes possible. These steels -have
been found particularly useful by manufacturers and
users’ of mobile equipment in which the reduction in
deadweight and maintenance . and operating  costs - are
important -factors., Examples of successful applications
include railway rollinig'stock, Diesel locomotives; trucks,
trailers, tractors, earth moving machinery, and mine cars,
skips and cages. :

‘t'ne Y% nickel and 5% nickel steels have been recently

- demonstrated as highly resistant to the corrosion of con-

densate wells, and an appreciable volume of these steels
is being ordered for “sucker rods” and tubing employed
in these deep, high pressure oil wells. Various other
types of engineering nickel alloy steels are employed
for- casings, drill stems and other components in the
petroleum field. 2

I_n thg United Kingdom considerable attention is now
being given to mechanization in the coal industry, and
various types of nickel alloys are extensively employed
for most of ;he wvital components of coal cutting. and
conveyor equipment. Many of the steel.works in Italy
have resumed the production -of nickel steels for use
in the chemical and oil industries.

_ ‘Cupro-Nickel Alloys

The cuprp—niclfel and rolled nickel silver producers
are consuming nickel at a record peacetime rate. The

_ cupro-nickel alloys continue to be employed in.the

United States, Canada and the United Kingdom in in-
creasing quantities in :the “industrial and shipbuilding
fields for heat exchangers and salt water lines.

The 70 copper-30% nickel type retains its position as

. the most suitable condenser tube material for arduous

service. - Tubes of 88% ' copper-10%  nickel-2%  iron
have ‘been successfully. used this year in the British |
sugar industry, where they show distinct advantage over’
brass- tubes. : = R

The cupro-nickel ‘alloys' have been supplemented in
the United States.and the United Kingdom with a new
90% copper-10% nickel alloy. It is expected that this
alloy will find many'applications in marine and irius-
trial fields, where a moderately priced yet highty cor-

. rosion-resistant material is desired.

The large demand for high grade silver-plate:t ware
using mickel silver*for the base metal continues and the
established markets for zippers; keys, springs and archi-
tectural applications are expanding both in the United
States and the United Kingdom. In Australia the nickel *
silver industry  has-been particularly . active with in-
creased production of this alloy for tableware,

Nickel :silvers . and nickel bronzes continued to be

-widely used for fittings and architectural metalwork for

marine purposes. The heavy building program under
way in British shipyards demands increased quantities.

Nickel-Plating ]

The United States automotive industry continued as
the largest:consumer of nickel for plating purposes.
Bright nickel under chromium still accounts for the ma-
jor portion of sales in-the:plating industry in the United
States, being almost universal on automobiles and elec-

(Continued on.page 42)
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From Washmgton |
| Ahead of the News

By CARLISLE BARGERON

The Republicans on the Senate Labor Committee can be par-

doned for ridiculing the ‘contortions of the Committee Democrats in-

an effort to meet organized labor’s demand. for outright repeal of ihe
Taft-Hartley ' Act’ first,” then consideration of amendments to the
" restored Wagner Act. Mr, Truman, himself, never
. promised ‘any such thing. He promised repeal of
he Taft-Hartley Act but with certain changes m
he. Wagner' Act.
. For .obvicus strategical reasons. Jahor has
sen demanding ever since the election that the
--repeal and changes be in two separate packages.
“Ohce they got outright repeal of existing legisla-
- tion-they.would be in a-better position to control
mthe changes, .if they. didn’t prevent any changes
A : 80 the pro-labor members of the committee
_.;sought to solve their dilemma by blandly- passing
. a’resoluticn saying the  Taft-Hartley Act- was
".-dead and this being the case, the committee would
. .now proceed to consider amendments to the re-
vived Wagner Act. This is just so many words
because the committee’s report will still go to
the Senate in one piece and be acted woon by
that Dody as one viece. Naturally. the Republi-
cans get a hearty cackle out of this. But thcy are overlooking a far
more important accomplishment of labor in this first round of what
promises to be a knock-down and drag out fight. They have suc-
ceeded, at last temporarily, in limiting the hearings.

Manifestly, before any action on the Taft-Hartley Act is taken, |.
its critics:should be called before the committee, confronted with

Carlisle Bargeron

" each provision and required to explain just what is objectionable

zbout it. This the labor leaders definitely do not want to do. They
simply want to label it a “slave labor act” and let it go at that. On
this basis they have collected millions of dollars from their members
to bring about the measure’s repeal and to increase their personal
political power.

Why should they not be made to discuss: each provision and
fxplam just wherein the particular provision has hindered legitimate
abor?

The Act, for example, prevents violence on  picket lines. Do the
labor leaders insist upon the right of violence? They unquestionably
do but will any of them say so publicly.

These leaders should be confronted with the case Histories where
the National Labor Relations Board has moved  under the Taft-
Hartley ‘Act, and required to say whether they wanted the conditions
against which' the Board moved to be continued.

Here is one at random and there are hundreds in the files of the
Board and the Joint Congressional Committee which kept up a con-
tinual study of the operations of the act,

Out in California three GI's opened up a tavern and employed
three bartenders, The GI's worked on the job, too. They had no
contract with the union, but two of the bartenders did belong, One
day the union business agent stalked in and demanded that the non-
union worker be fired, else a picket line would be thrown arpund
the tavern until it was put out of business. The GI's demurred and
called the nonunion ‘bartender over and presented him with the
problem. He readily agreed to join the union. “How much does it
cost?” he asked. The business agent told him the union didn’t want
him, he simply had to get out.

Confronted with“the-ruin of their business, the GI’s fired him.
Under the Taft-Hartley Act he brought charges of an unfair labor
practice with the NLRB. Under the Act, either the employer or the
union and-maybe ‘both, are: liable in such a case and can be forced
to make restitution:

The labor leaders should be made to say if and why they object
to this provision, They should not be permitted to get away wi
generalities,

Over in Baltimore, only recently, the labor bosses of the plumbers
and the machinists workmg on a public health project, got into one
of those jurisdictional disputes and the machinist boss pulled his men
off the job, bringing it to a halt.. There was nothing the employing
contractor could do, nothing the other workers could do.

Under. the Taft -Hartley Act, the NLRB can take over these
jurisdictional squabbles and ad]udlcate them if the involved parties
fail to get 'together. themselves. The Board began to move in this
instance, and the aggressive ‘labor boss quickly put hxs men. back
to work.

Do the labor leaders object to this provision? If so why?

Regardless  of what the committee does, the big battle over the
Taft-Hartley ‘Act will take place on the floor. And undoubtedly there
will be a full airing- of:these case histories, But the labor leaders
can’t be questioned and cross-questioned on the Senate floor. Limi-
tation of the committee hearings will preclude their being thoroughly

examined there. Republlcans have given notice they will seek: to

extend the hearings in order that the new labor legislation may:be
thoroughly. gone over Certainly. the whole labor-management situa-
tion was explored before ‘the ‘Taft-Hartley  Act' was enacted. . The
'only argument so far advanced for its repeal is that the labor leaders
want it.

And when it gets down to brass tacks most of them want this
repeal by way of showing tneir power over the government,” This
gives them a greater hold over the workers and also permits them to
continue collecting money from' these hapless fellows for one “benev-
olent” cause after another, These collections for “causes” in the labor
movement, incidentally, have come ‘to be as much of a: nuisance .as
the ever-present collectors for charities and inescapable testlmomal
dinners.

In the recent Pxesxdentlal campalgn the Big Four Brotherhoods :ner of the Manufacturers Associa~

collected money ‘from -their subjects to defeat the Taft-Hartley Act
and they don’t even come under it, -

s

; .
ith | tutes and arbitrary regulations Mr. Harry Irwin

‘Spread the Ttue Story
- Of American Busmess'

By IRVING S. OLDS*
Chairman, Board of Directors, U, S, Steel Corporation

Deplormg misconceptions and propaganda against American business, U. S. Steel Corp. Chairman urges

campaign of education to bring out true facts. Deaies corporation profits are excessive and warns of

dangers of socialization. Points eut further increases in wages without offsetting price increases, will

k.l ‘the golden goose. Sees proposal of government entering steel business an opening gun in program
of industry nationalization. '

At the outset, I should like to say that I am not pessimistic about the future of this
country. I cannot make myself believe that the American people are so lacking in common

sense as readily to permit anv foreign importation to replace our long tried-out system of
competitived
free enter- .ull truth is always the most con-  tions have not always been too in-
prise —a way’structlve way to meet any prob-|fluential with the public in the
of life, which|lem. Through education and sound | past. Irresponsible critics unjustly
I think all of| argument a convincing case can|assail manufacturers’ associations
you will agree| and must be established to show|as citadels of concentrated wealth
is largely re-|the fallacies of those who would|and monopolistic privilege, only
sponsible for| <o establish a new order of things| concerned withreactionary pol-
the growth|in the United States. In my judg-|icies and with the selfish interests
-and strength|ment, this is the effective way to|of their members. Unfair and un-
of the United|insure that this particular group|founded criticism of this kinhd
States and|of unsound advocates will forever | should not be permitted to deter
which has re-|remaia in the minority. manufacturers’ associations" from
sulted in al How can this be accomplished?|uoing their duty and acting. in
standard of|I can only give you my thoughts,|such a way as they believe to be
living un-|for whatever they may be worth.|in the Dublic interest. The heads
equalled any-| Probably something of a construc-| 0f business groups can be sound
lrving S. Olds where outside| tive character along the educa-|leaders and sincere statesmen.
of this nation.| tional lines I have suggested can| Each of us as an individual has
Undoubtedly we must anticipate be done by this association of|a distinct responsibility to do his
constant change in conditions over | manufacturers at Hartford and by | part in bringing home to the pub=
the world. Tnat has been going| similar organizations throughoutilic the true story of American
on since the beginning of civiliza- | the country. Unfortunately, busi- | business. Somehow people at large
tion. But such a gradual altera-| ness embraces thousands of sep-| must be made familiar with the
tion of surroundings: as time|arate concerns and is not organ-|facts. Otherwise, how can we an-
marches on does not require|ized or capable of speaking as an|swer effectively the false accusa-
abandonment of fundamental|entity, although some' commenta-| tions which are constantly being
American . freedoms ' and prin-|tors often talk of American indus-|huried at us? Otherwise, how can
ciples. What I should like to em-|try as if it thought and acted as| we meet the threat in days of
phasize tonight is that the preser-|a single unit. Business organiza- (Continued on page 40) -
vation of these . freedoms and :
principles calls for eternal vigi-
lance on the part of our people.
In fact, it calls for much more
than'that, ' To permit the Ameri-
cah people to exercise that inher-
ent wisaom and sense of fairness
which I am certain is their pos-
session, the public must be told,
and told again and again, the ]
truth about our American eco- > i & o
nomic system and its accomplish- We are pl.caacd 0 .unnouncc
ments. Men of standing and re- the following appointments:
sponsibility throughou;;1 the nation
must be vocal on  behalf of our .
American institutions. Mr. Glenn R. Mlller
Today a number of individuals Executive Vice President
in this land appear to want more and Director
government in business. Th;y
seem to be of the opinion that the
public interest will be better Mr. J ohn A. Kruse
served by throwing overboard the Vice President in charge of
determinations. of the market Syndicates and Sales
place and the economic law of and Director

supply and demand, and by sub-
stituting therefor mandatory sta-

promulgated by governmental bu- " Vice President in charge of
reaucrats. Their conviction ap- New York Office
parently is that government is far and Director

better qualified than businessmen
to. decide what should be the ' .

products of American industry, to MI'. Clel H' Weagle
whom they should be sold, and at " Vice President in charge of
what profit, if any. Municipal Department

irect
Acquaint People With Facts of ang, Javerter
Business ; .

Some of these seeming advo- MI‘. Robe_rt L. Kalser
cates of basic change in our es- Secretary and Director
tablished Americarll economic or- :
der may be- idealistic theorists, :
whose aims are sincere, Others Mr. John E. DWYCY
may be simply ignorant, - Still Director
others may have sinister axes to :
grind. Whatever may be their in-| ‘ %
ward ‘motives, expressed. .or un- Ml’. Harvey L. Hawkms
expressed, since or insincere, the Director
effect on the country will be the
same, should their views prevail.
These men and women are now
distinctly in the minority, I should
say. I firmly believe that the pri-
mary -task facing American busi- y
nessmen today is to acquaint the : OTIS &. COo
people of our country with the : S .
facts about business and with the Eatablighed 1590
great achievements and virtues of CLEVELAND
our American system Telling the

New York Chicago Denver -
*An address by Mr Olds at din- Cincinnati Columbus _ Toledo Buffalo

tion of Hartford County, Hartford,

Conn., Jan. 20, 1949.
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U.S., CanadianExchanges-Bulwarks of

By EMIL SCHRAM*

Free Markets

President of the New York Stock Exchange

At 75th Anniversary of Montreal Stock Exchange, Mr. Schram lauds unity of U. S. and Canada in ad-

hering to North American system of democratic capitalism. Holds Canada will not abandon free enter-

prise in favor of nationalization of industries, and d:fends securities exchanges as free markets. Says

exchanges are a catalyst between investor and mangement and, if not badly handicapped by unneces-
sary regulation, they direct now ot savings through proper channels.

I am highly honored to have this opporiunity to share your 75th Anniversary. There
is something about coming to Montreal that warms the heart. It is like visiting an old friend
with whom one has endured much and enjoyed much. No two nations have ever achieved

a
measure of
mutual un-
derstanding,

greaier®

ican idea of freedom is the idea
of a ship or an engine running
' free—not running wild. In North

£00d will and'! America the very idea of treedom

unityof ideals
than Canada
andthe United
aates, As a
. Imaterial re-
tiection of
this achieve-
ment,. the
United States
has invested

has always meant a certain
l'amount of ‘control, enough con-
trol so that each man may be free,

"so that no one man or group may

1

ever end the freedom of the resi.
That has always been our idea of
a free form™of government, and

.that is why our government ‘is a

system of checks and balances,
and when I talk of free enter-

four times the | prise' throughout this evening i

in
that

amount

Emil Schram Canada

use the word “free” in that sense.
Most of the development of this

it bas in any|democratic capitalism has come

other nation; our trade is the
largest of that between any two
mations. A citizen of Canada is
highly regarded in the United
States where I cannot recall hear-
ing one derogatory remark in
regard. to a. Canadian. ' Perhaps a
good reason for our steadfast be-
Jief in each other lies in the fact
that, like good companions, we
ﬂnafye shared together—the hard
ships of war—the blessings of
peace,
In this connection may I pay
tribute to Canada’s outstanding
contribution to the winning of the
second World War; to her invin-
cible Navy, which now ranks as
the third largest in the world; to
the Royal Canadian Air Force and
the training of more than 131,000
" air crew personnel; to the Cana-
dian Army which fought in five
Buropean countries and accom-
wplished some of the most difficult
and painful jobs that had to be
done,

U. 8. and Canada Allied in
New War

The United States. is engaged in
@ mew war now,; a war of ideas
and . ideologies, and Canada is
again our ally. The field of bat-
tle is the economic system under
which both nations live, and our
amiagonists, the . purveyors of
secialism and communism who
have asked us to exchange a free
society for one in which we would
legse many of our liberties in re-
twrn for a minimum of security.

During the passage of the 75
years we are celebrating tonight,
Canada and the -United States
have been well fortifieq in war
and prosperous in peace under a
- form of capitalistic ‘system, I say
a form because we do not have
the same capitalistic system’ which
has been known in Europe and
which fell in disrepute there be-
cause it was not operated demo-
cratically. In Europe, both car-

tels and monopoly were not only |

permitted but encouraged by gov-
ernments and they sapped much
of the, vitality of capitalism and

prevented its doing the. greatest:

good for the greatest number.
©Our North American system is
private capitalism, but it is not
monovoly capitalism nor- cartel
capitalism, = The fact that we out-
Jawed monopoly both in Canada
and the United States' when . it
. began to develop at the turn of
the century, is the key to -our
whole economic system. It is the
one thing that makes the system
American, It springs from.the
same. idea of freedom -that- has
shaped. our form' of| government
and our way: of life.. The Amer-

*An address by. Mr.. Schram-at
the 75th Anniversary Dinner -of
the Meontreal Stock - Exchange,
Montreal, Can., Jan. 26,.1949; .

Rigitized for FRASER
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within the past 75 years and much
of it has come to Canada as a
result of the gradual dissolution
of the ties that bound her to Eu-

' rope.

Seventy-five &ears ago Canada
was largely under British rule.

' As North America developed, and

especially after the Civil War in
the States, Canada slowly ab-
sorbed American ideals. The ties
of tradition are strong, and Can-
| ada adheres -to. many - British
customs and forms, but when it
comes to a decision involving
fundamental policy she is usually
American, . These changes from
British to American, ideals have
gone on' so consistently that today
Canada is just as much an inde-
peniddent nation  as ‘the ' United
| States. She is no'longer tied to
Great Britain except as a matter
lof choice, certainly not in any
compulsory sense,

Canada at Crossroads

You may wonder why I am
saying these things, or you may
realize that there is a very good
;reason, Canada is at the cross-
roads, The Canadian people are
being urged by the doctrinaire
socialists to abandon free enter-
prise in favor of bureaucratic
controls and the nationalization ol
major industries, ' In common with
the - United - States, Canada has
adopted some socialistic prin-
ciples, but as a unit she remains
a free enterprise nation. There
are certain socialistic concepts
and customs well etsablished in
the United States, but they are
not of national formation and do
not control general national pol-
icy. Canada shares this type of
free society.

"~ These isolated acceptances of
enlightened socialism in the
United States and Canada are a
far cry from the nationalization
of the British steel industry
' which, as Winston Churchill de-
scribes it, “is not a plan to help
our patient, struggling people, but
a burglar’s jimmy to crack the
capitalistic crib.” ¥

*I.do not believe Canada will go
| socialistic in the sense that Great
Britain has. It is unthinkable
that Canada would ever have to
choose between American and
‘Great Britain on any great funda-
mental question of policy, but if
such a choice ‘were_forced upon
her, I believe her decision would
be thoroughly in accord with
American ‘ideals, and when I say
.American I mean the entire con-
tinent and not: just the .United
States. "- Wy 4
" Under the free -enterprise sys-
tem. both. of our nations have
made remarkable progress
throughout. the past 75 years:  Our
lives' today -revolve around the
inventions: and«disceveries - made

-l during: ‘that time. - ‘Those: years

have contributed 'to our mutual
convenience “and. well being be-
yond the most courageous expec-
tations of the' founaers of your
exchange.:

Beginnings of Montreal Exchange

A progress of events that was
to completely alter. the mode’ o.
life in ‘North ‘America was un-
folding when the “Board of Stock
Brokers” became the Montrea:
Stock Exchange in 1874. There is
no record that anyone of them
foresaw the prosperous years
ahead.. Their ' actions, however,
had previously revealed confi-
dence of high order. In 1870, the
first $50 received as a listing fee
by the Board of Stock Brokers
was  promptly spent on cham-
pagne for the members. In the
optimism inspired by the cham-
pagne, there were undoubtedly
rosy dreams of the future, but
what actually - transpired was, 1
am sure, beyond the best of
them, First came the telephone,
Invented by Alexander Graham
Bell in 1876; then the phonograph
born in the brain of Thomag Edi-
son about 1877 and soon joined by
his other brain babies, the electric
light and the motion picture, .

On the farm the self-binder
came into existence about 1879
and revolutionized the hatvesting
of grain. It was succeeded by the
“‘combine” which in turn greatly
Increased the efficiency of farm
work.

But the invention which has
completely altered the lives of
most of us since 1874 was that
of the internal combustion engine.
It was not until 1876 that the pro-
duction of the silent gas engine
launched this revolutionary dis-
covery on its amazing commercial
career, during which it was ap-
plied - to ‘the. automobile, ‘the
truck; ‘and then the airplane. - It
seems to me that human activities
now center around these three
developments, more  so -than
around anything else, ‘with the
possible’ exception of  electric

power in which Eastern Canada

stands as one of the principal
sources of supply.

In medical science, Pasteur’s
discovery of “germ diseases” was
followed shortly' by that of the
X-ray; later by the preparation of
insulin by your Canadian scien-
tists. Dr. Banting and Professor
MacLeod. - '

Seventy-five years of magnifi-
cent accomplishment! During
this three-quarters of a century,

the North American man has|

been freed of the limitations of
space; his health has been mate-
rially improved; his work on the
farm and in the factory has been
taken over by powerful and effi-
cient ‘machines; * his' standard- of
living has-steadily increased; hc
is able to buy more, enjoy more
pay less and work less.

In this unparalleled economic
progress, human rights were at

first neglected. Since the turn of |

the century, however, . and par-
ticularly in recent years, industry
has shown ‘increasing . willingness

to-shoulder ‘its - responsibilities to/|

employees..and - to .operate - in. the
public-interest.  :As-a result social
progress has'caught-up. - In fact,
as I look. over the socialistic pro-
posals ‘which ‘are awaiting  con-
sideration by our two nations, 1

am' inclined to- say there is'immi-.
nent danger. that if:many of them|.;

-are -‘enacted, : social * progress.-wil
" (Continued on page 49) .

Déaler“-Bﬁro'ker' Investment

Recommendations and Literature

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

Banks and Trust Companies of
New. York—67th consecutive quar-
terly comparison of leading banks
and trust companies—New York
Hanseatic Corporation, 120 Broad-
way, New York 5, N. Y.

Dividend Records — List of 25
investment issues with 50-year
dividend records—Amott, Baker
& Co., Inc., 150 Broadway, New
York 7, N. Y.

New York City Bank Stocks—

Annual analysis and comparison— |

Laird, Bissell & Meeds, 120 Broad-
way, New York 5, N. Y,

New York City Bank Stocks—
Comparative figures at Dec. 31,
1948—The }irst Boston Corpora-
tion, 100 Broadway, New York 5,
New York.

Outlook for 1949 — Forecast —
Milner, Ross & . Co., 330 Bay
Street, Toronto 1, Ontario, Can.

Also available are data on Ca-
nadian Breweries, Bell Telephone,
Algoma Central Railway,

Railroad Switches—Bulletin of
suggested switches in  railroad
first mortgage bonds—Goodbody
& Co., 115 Broadway, New York
6, N. Y.

Also available are leaflets on
Central Foundry and Wisconsin
Electric Power.

Refined Sugar Prices — Lam-
born’s chart of comparative prices
World War I and: II and Postwar
Period—Lamborn & Company, 99
Wall Street, New York 5, N. Y.

Taxability of Dividends Paid in
1948 — Detailed memorandum
showing tax status of the divi-
dends on various . investment
trust for the year 1948—Taussig,
Day & Company, Inc., 316 North
Eighth Street, St, Louis 1, Mo,

Television — Memorandum —
Television Shares Management
Company, 135 South La Salle
Street, Chicago 3, Ill.

Western Canada Qil Industry—
Nata—Charles King & Con., 61
Broadway, New York 6, N. Y.

* L ] L ]

Air Reduction Company—Anal-
ysis—G. H. Walker & Co., 1 Wall
Street, New York 5, N. Y.

Amalgamated Sugar Company
—New analysis—Edward L. Bur-
ton & Company, 160 South Main
Street, Salt Lake City 1, Utah.

American Airlines—Analysis—
Townsend, Graff & Co., 15 Broad

American Telephone & Tele-
graph — Circular — A, M, Kidder
& Co., 1 Wall Street, New York 5,
New York.

American = Trust . Company —
Analysis — Elworthy & Co., 111
Sutter Street, San Francisco 4,
Calif,

Arkansas Western Gas— Cir-
cular—Comstock & Co., 231 South
La, Saile Street, Chicago 4, Ill.

Bingham-Herbrand .Corp.——Cir-
cular~—Hecker - & Co., Broad and
Arch Streets, Philadelphia 7, Pa.

Bingham-Herbrand Corp.—Bul-
letin — Wm. J. Mericka & Co.,
Inc.,, Union Commerce Building,
Cleveland 14, Ohio.

(Continued on page 51)

COMING
EVENTS

In Investment Field

Jan. 28, 1949 (St. Louis, Mo.)
Security Traders Club of St.

Louis Winter Party at the Chase

Hotel. :

Jan, 31, 1949 (Pittsburgh, Pa.),
Pittsburgh Securities Traders
Association Annual Dinner and
Meeting at * Pittsburgh Athletic
Association.

Feb. 11, 1949 (Boston, Mass.)

Boston Securities Traders. As-
sociation Annual Dinner at the
Hotel Somerset.

Feb, 12, 1949 (New York City)

Friday Night Bond Club Annual
‘Dinner Dance at the Hotel Penn-
sylvania.

Feb. 14, 1949 (New York, N. Y.)
New York Curb - Exchange
Annual Election. .

Feb. 15, 1949 (Detroit, Mich.)
Detroit Stock Exchange Annual
Dinner at the Hotel Statler.

Feb. 21, 1949 (Philadelphia. Pa.)

Investment Traders Associalion
of Philadelphia Annual Mid-Win-
ter Dinner at the Benjamin/
Franklin Hotel.

March 16-17, 1949 (Chicago, IlL)
Central States Group of IBA.
Spring Meeting-at Drake Hotel,

Oct. 5-9, 1949 (Colorado Springs,
Colo.) . :
National  Security Traders As-
sociation Annual Convention ' at

The Broadmoor Hotel,

Dec, 4-9, 1949 (Hollywood, Fla.)
Investment Bankers Association
Annual Convention at the Holly-

I'wood Beach Hotel.

Street, New York 5, N. Y.

NSTANotes

BOSTON SECURITY TRADERS ASSOCIATION

The Boston Securities” Traders - Association has announced . that

it will hold.its annual: dinner'at the Hotel Somerset on Friday,‘.ng.

11, 1949,

- ' Carl-V. Wells, of Paine,-Webber -Jackson & Curtis-is handling

ticket reservations and Rodney. M.

Darling, of du Pont Homsey Com~

pany is in charge of room’ reservations. Other members -of the com=
mittee ‘are: T. Edmund Williams, ' Chairman, Hooper-Kimball; Inc.;

Curtis S. Bates, ‘Draper, -Sears

' Schirmer, ‘Atherton  &- Co.; Fred .

‘& - Co.; Hubert  N. .Bernard, Jr.,
‘R, Carr; Tucker, Anthony & Co.;

Arthur H...Reilly,.Josephthal.& Co. u-: - :
INVESTMENT TRADERS ‘ASSOCIATION OF PHILADELPHIA

-* The Investment ‘Traders .Association of Philadelphia will hold:its : ‘
"25th ‘annual-mid-winter dinner on-Feb.: 21.at.the Benjamin Franklin -

Hotel .at-7:30 p.m.-Newton.H. Parkes, Jr., Bioren & Co., is Chairman,
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Paul R. Flynn Go. - -
‘Formed in Los Angeles

| LOS ANGELES, CALIF.—Paul
R. Flynn has formed Paul R.
Flynn Co. with offices at 411 West
Seventh Street. Mr. Flynn was

formerly partner in the dissolved &

firm of Flynn & Levitt, Associated
with him - in ' the new . firm are

Clarence F. Anderson, Thomas F.|

Ardman, and Lynn A. Hart, all
previously with Flynn & Levitt.

Albert W. Baker Joins
Lyons & Shafto Staff

- " (Special ‘to. THE FINANCIAL CHRONICLE) . :

BOSTON, MASS. — Albert W.
Baker has become associated with
Lyons & Shafto, Inc., 79 Milk
Street, "Mr, Baker was formerly
trader for F. Brittain Kennedy
Co:

With M. N. Hogan & Co.
(Special . to THE FINANCIAL CHRONTOLE)
MEDFORD, OREG. — William

Owens is with M, N. Hogan & Co;

38 ‘South Central Avenue.

“Niccoli With Fewel & Co. -

LOS' ANGELES, CALIF—
Michael C.:Niccoli has become as-
sociated ‘with. Fewel & Co., 453
South ‘Spring- Street, members -of
the Los Angeles ‘Stock- Exchange,
Mr. Niccoli“ was  previously ~with
Gross, Rogers & Co. and . Walston,
Hoffman & Goodwin.

With Akin-Lambert Co.

103 ANGELES,” CALIF.—
Richard B. Ensign has been added
‘to.the staff of Akin-Lambert Co.,
Ine:, 639 South. Spring' Street.

Bateman, Eichler Adds °

Stanley H, Lack has been: added
to the staff of Bateman, Eichler
1& Co., 453 South Spring. Street,
members of the Los Angeles Stock
Exchange. . 5

. Fenwright Co. Formed

Max Rhoade is engaging in a
securities business from offices at
110 William Street, New: York
City, under the name. of Fen-
wright Company. .

LOS ANGELES, CALIF—

Wallace Marshall With
Hill Richards & Co.

LOS ANGELES, CALIF.—Hill
Richards & Co., 621 South Spring
Street, members of the Los Ange-
les Stock Exchange, announce the
association with their firm of Wal-
lace A. Marshall as Executive
Vice-President, Carey S. Hill has
(been elected Chairman  of' the
Board of Directors, and Murray
Ward, President.

Mr. Marshall was formerly part«
ner in Maxwell, Marshall & Co.

New Issue

Amount
$3,500,000
3,605,000
3,713,000
3,824,000

4 %
4

3V,
3.10

Biair & Co., Inc.
Scharff & Jones
Incorporated
E. H. Rollins & Sons

Incorporated

Incorporated

Incorporated

January 26, 1949

State’s fiscal a

Coupon
Rate

Equitable Securities Corporation

Braun, Bosworth & Co.
Bacon, Stevenson & Co.
R. S. Dickson & Company
Schoellkopf, Hutton & P,_omyeroy,.Inﬂc.
'Hannahs, Ballin & Lee -

Dated January 15, 1949

$50,000,000

STATE OF LOUISIANA
Wo;ld War Il

Series “A”

Veterans’ Bonus Bonds

Due January
.

Bonds maturing: January 15, 1954, and-thereafter, are redeemable in whole:or in part, in inverse order of maturity, by the State of Louisiana.
at the option ‘of the Board .of Liquidation of the-State Debt-onJanuary- 15,1953, or on any interest payment date thereafter upon payment
- of the par value thereof plus a premium of 2% and accrued-interest to the date fixed for redemption of the bonds.

- Principal and semi-annual interest (July 15.and.January 15), payableat the office of the Treasurer of the State of Louisiana, Baton Rouge, Louisiana; or at the
gency in the City of NewYork; N2Y.:Coupon bondsin the denomination of $1,000, registerable as to principal only
or as to both priricipal and interest: Fully registered bonds may be reconverted into coupon bonds: .

. Interest esempt, in the opinion of Counsel, from all: present Federal Income Taxes:

Legal investment, in our opinion, for Savings Banks and Trust Funds-in New York, Connecticut.:

and. certain other states.and for Savings-Banks in Massachusetts: -

THESE BONDS; to: be issued to provide funds for the payment of bonuses to-World War 11" Veterans’ of the State of Louisiana, are part of
an-authorized- issue of $60,000,000 authorized by Constitutional Amendment.at an election held November 2, 1948. Said bonds:will constitute,
in the opinion of counsel, valid general obligations of the State of Louisiana for the payment of the principal and interest of which the full faith
and credit of said State will be pledged. In the opinion of counsel also, these bonds will be payable primarily from-the avails and proceeds of
the tax levied on beer, authorized by Act No. 8 of the Regular Session of 1948 of the Legislature of Louisiana.

AMOUNTS, MATURITIES AND PRICES

Yield to

Matarity
2.009,
2,20

" 240
2.50

Due
1953
1954
-1955
1956

- Blyth & Co., Inc.

- Stone & Webster Securities Corporation
White, Hattier & Sanford
B, J. Van Ingen & Co. Inc;

Estabrook & Co.

Weil & Arnold: -+ Weil

Amount
$3,939,000
4,058,000
" 4,179,000
4,305,000

Merrill Lynch,

v Stfa_nahan. Harris & Co.

..Graham, Parsons & Co._ » Hornblower & Weeks

Coupon Yield

3.109,
3.10

Due
1957
1958
3.10 1959
3.10 1960

(accrued interest to be added)

:Pierce, Fenner & Beane
Paine, Webber,
Newman, Brown & Co.

Inc.

John Nuveen & Co.

Incorporated .

First of Michigan Corporation
Chas. E. Weigold & Co.

- - Incorporated

‘Eldredge & Co.

& Company, Inc.- Howard,

Maturity
2.607
2.70
2.80
2.90

Phelps, Fenn & Co.

Barrow, Leary & Co.

Trust Company of Georgia |

Stroud & Company

to :
Amount

$4,433,000
4,567,000
4,704,000
5,173,000

3.10%
3.10
3.10
3.10

These bonds-are offered swhen, as and if issued and received by us, subject 1o affirmation by the Supreme Court of the State of Lonisiana that the
bonds are general obligations of the State of Louisiana for the payment of the principal and interest of which the full faith.and credit of the
State are irvevocably pledged; and subject 16 approval of legality by Messrs. WWoady King & Dawson, Attorneys, New York, N. Y.

Halsey, Stuart & Co. Inc.

' Lehman Brothers = Chemical Bank & Trust Company - The First Boston Corporation * Kidder, Peabody & Co. =~ Smith, Barney & Co. -

Jackson & Curtis

Hemphill, Noyes & Co. R.

Incorporated

Ira Haupt & Co.

Roosevelt & Cross
Incorporated

Labouisse, Friedrichs & Co.

Coupon
Rate .

Union Securities Corporation
The Hibernia National Bank
Nusloch, Baudean & Smith

A.C.
: Coffin & Burr

Incorporated

C. F. Childs and Company

15, as shown-bclow»'

Yiceld to
Matnrity

3}.00%
3.00
3.00
3.00

Duve-
1961
1962
1963
1964

in New Orleans

W. Pressprich & Co.
Allyn and Company

Incorporated

Otis & Co.

(Incorporated)
Kean, Taylor & Co.

Incorporated

R. S. Hecht & Co.

Boitized for FRASER
ktp://fraser.stlouisfed.org/
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Mutual Funds

By HENRY HUNT
259, Up; 1% Unchanged; 74Y% Down

.. The Dow-Jones average of.30 industrial stocks has been so long || -
and widely. publicized that people accept it pretty generally as a
standard measure of stock price trends. The market ‘“advances” or
“declines” according to what the Dow-Jones-average does. 1.

One might think, therefore, from glancing at the following table |

' -; [ '
Prominent Personalities
| A " (Third of a -Series) '
HARRY J. SIMONSON, Jr.
President, National Securities & Research Corp.

Harry Simonson is,a hard worker,. He has to be. Like
most good Catholics, he has a large family which keeps his
nose to the grindstone from. 9 to 6 or even later. Harry is
‘handsome, ..dapper -and -an immaculate dresser, .although
sometimes he ‘looks as if he’d be more . - y -

~coemfortable. if he took off his vest. '
His : private -office’ is ‘only - ‘slightly

Prospectus . upon request from
. your investment dealer, or from

NATIONAL SECURITIES &
.RESEARCH CORPORATION
120 BROADWAY, NEW YORK 5, N. Y.

}

>

that -for the past two years ‘the market had ‘“done nothing,” and in
‘| fact that it had been remarkably stable.

POV P POPPN

. %e :gewcye
PUTNAM

FUND
. 0/ej))0ét0ﬂ

Prospectus upon request

PurNAM FUND DISTRIBUTORS, INC.
50 State Street, Boston

POV OON

Fundamental
Investors Inc.

lNCO‘I’OE-A"P 5

L LOY ANGRLES CHICAGD

Keystone

Funds

Certiﬁcnkes of Partic;pat;on in

investing their capital

IN
BONDS
(Series B1-B2-B3-B4)

PREFERRED STOCKS
(Series K1-K2)

COMMON STOCKS'
(Series 81-52-53-54)

‘Prospectus from
gyour local investment dealer or

The Kéystone Company

£ 48 WALL STREET, NEW.YORK 5, .Y,

| INVESTMENT FUNDS

MR A A o o 0 0 o 8 a0 a g o ot

| 12-31-46 3-31-47 ,8-30-47 9-30-47 12-31-47 3-31-48 6-30-48 9-30-48 12-31-48
177.20 177.20 177.30 177.49 181.16 177.20 189.46 178.30 177.30

But if from these figures one gains the impression thaf stock
prices are almost exactly where they were two years ago, he is
probably in for a surprise.

Actually of all the nearly 1,000 common stocks quoted on the
New York Stock Exchange, only 13 registered no net change for
the two year period. N

Only 25% of all these stocks showed any net gain, 1% no change
and the remaining 74% showed net losses ranging up to more than
T%. e s e :

Finally, of those stocks which went down, about 14% or 94 issues
declined more than 50% in value. iy

A $77,000 loss on a $100,000 investment is pretty stiff in a period
when the market was supposed to have been “doing nothing.” And
$50,000 and $60,000 losses are ‘distinctly not ho hum matters in
any period, let alone one of seeming price stability.

These  figures rather "dramatically illustrate' a contention we
have held for a long time, viz., that market averages don’t reflect the
experience. of investors.” Investors owned all these 676 stocks. that
have declined in the last two years including, of course, the 94 stocks
that declined over 50%. B : ;

We.don't think anyone is smart enough to pick only the stocks
that always go up. But we are emphatically convinced that the only
way to avoid such losses as represented by the above facts and cir-
cumstances and to obtain relatively good results on a dependable
basis is to diversify investments broadly among carefully and in-
telligently selected -issues and then to watch them and keep watch-
ing them and still keep watching them.

Conditions change and the fortunes of individual companies
change accordingly. No one can anticipate every adverse develop-
ment affecting individual stock values but simple common sense tells
us that an organization of trained and experienced men devoting full
time to “weeding out” doubtful situations and substituting healthier
and more promising ones is bound to produce better results than the
average individual acting on tips, hunches or guesswork. At least
such an organization will avoid the kind of mistakes that are avoid-
able. And at best it can, by careful selection and broad diversifica-
tion, offer the strongest possible assurance of relatively good rather
than relatively poor investment results.—Quoted from Vance, Sanders
“Brevits.”

The Case History of Penicillin
Penicillin, one of the greatest discoveries benefiting mankind,
stands as a major milestone in medical history,

- The observation of a British scientist, back in 1928, that a mold
growing in a glass plate destroyed dlsease bacteria finally led to the
creation of a brand new line of products, sales of which are estimated
at the rate of $170 million for 1948.

The product of the mold turned out to be a new drug that

American Business .
Shares, Inc.

LorDp, ABBETT & Co.
INCORPORATED

New York — Chicago —_— New Orleans —_—

Los Angeles

SHARES OF CAPITAL STOCK OF

_Pro.spec\tus may be obtained from

smaller - than' Grand: Central. Station.’
However, there is a reason for this; It -
also doubles as-a room for his Board- of: -
Directors. Harry has an accordian-like
table that can be'stretehed to -almost any
desired length. When fully extended and
surrounded by occupied chairs, his office
doesn’t look quite so large.

Mr. Simonson spent his early business
career. learning selling, advertising and
printing techniques. He was also en-
gaged in the mortgage business for sev-
eral years duting the late ’20s. In 1930,

. together 'with “Doug” Laird, he organ-
ized the National Securities and Research
Corporation. However, it was not until
1940 that they launched National Securities Series, now com-
prized of 21 different series including 10 industry group
. funds, two bond funds, one preferred stock fund and several
other income type as weli as appreciation type funds. No
other sponsor covers such a wide range of investment objec-
tives as “National,” although Hugh Long and Distributors
Group are close runners-up. Including First Mutual Trust
Fuand, “National” sponsors and manages some $50 million of
investors’ funds today. :

Harry Simonson is an inveterate reader and seldom misses
any important item in financial publications. He also studies
current and past economic trends in the United States and
foreign countries whenever he has the time. Harry enjoys
a good story.and is an occasional weekend golfer. On his .
vacations, he prefers to fish but can’t decide which he'd '
rather do, catch a mess of brook trout or eat them. We agree,
that’s a tough choice. s

H. J. Simonson, Jr.

proved to-be an almost sure cure for some of the most devastating
diseases.” First commercial production got underway in 1943. Pneu-
monia no longer terrifies, because with the use of penicillin less
than 5% of the patients die. Deadly infections, once called “blood
poisoning” can be quickly stopped. It may be possible to stamp out

| venereal disBase. The discovery opened a whole new medical horizon,

and now a variety of molds make a variety of “antibiotics” for dif-
ferent uses, : ) :

Penicillin is produced from a mold similar to the humble and
annoying growth found on cheese or spoiled fruit. However, it took
the war and the ingenuity of the chemical industry to.turn the pro-
duction of the drug into a major industry. Molds are temperamental
“plants” and only make a little of the magic drugs. At first penicillin
was made in glass bottles on a small scale, and it sold for $20 a
dose of 100,000 “Oxford units.” Now it is produced in huge tanks as
big as those used to make beer, and it sells in bulk for only about
10 cents a dose.

Last year. production was over a billion doses totaling about
125,000 pounds., The accomplishment is more striking than growing
orchids by the ton.—Quoted from Chemical Fund’s “Test Tube.”

Assets of Television Fund Cross $1,000,000-
Operations of Television' Fund, Inc. started -Sept..8, 1948, In the
first four months the Fund has declared an initial dividend of 10 cents
a share and compiled this growth record: #
As of Jan. 12, 1949

" Prospectus upon request - =
Net. Asset :Value-.visuifidions 2ol it v o 08 1,010,384
) THE LORD-ABBETTY No. of Shareholders ___.._ . ___._.____.___._ $ 762
Cusicdian INVESTNENT CONPANIES No. of States Cleared «--—_._———._.__T_ 29

The initial dividend of 10 cents a
to holders of record Feb. 5, 1949,

A Calvin Bullock Forecast

“As we view 1949, there does not appear to be any danger of a
crisis grising from credit stringency. Also business activity as meas-
ured by physical volume may show a moderate declire, but should
remain at relatively high levels. The principal danger is a recession
not -of general business, but of the profit margin. With rigid and
rising costs, even a slight decline in price or volume could have a

share is payable Feb. 15, 1949,
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substantial effect on profit margins, particularly in the: early s’tageg
of readjustment. Such ‘a condition would however be spotty rather
than general since some industries have already made ‘their read-
justments to ‘normal’ and some others will unquestionably continue
to show high earnings during 1949.

“In the light of these conditions and the prospect of a general
decline of- corporate earnings, what of the stock market? Is it rea-
sonable not to expect the market to decline if this occurs? - Obvi-
ously. there is no categorical answer to. this question, but one

might well have posed the query in 1946 as.to whether the market |

could decline, as it did, when the postwar boom was just getting
underway, Stocks are reasonably priced in relation to book values
of their assets, which are-incidentally largely valued in 1939 dollars,
and the market has-exhibited caution and foresight—possibly to an
exaggerated degree—in appraising current earnings. In view of the
sobriety and the caution exercised by the market, the market cannot
‘be said to be in a vulnerable position. As a matter of fact, the
market appears prepared for almost every contingency except good
news, Again, as in the past two years, the prospective economic en-
vironment suggests that selection should prove of paramount im-
portance in shaping investment policy.”—An- excerpt from Calvin

Bullock’s. “Perspective.”

Louis E. Stone With
Goodhody Co. Staff

Louis E, Stone, formerly Vice-
President of Montgomery, Stone
& Peyser, has become a registered
representative in the investment
sales department of Goodbody &
Co.,, 115 Broadway, New York
City,. members of the New York
Stock Exchange.

Edward Long, Others
With Estabrook & Go.

(Special to. THE FINANCIAL CH"ONTCLE)

BOSTON, MASS.— Edward B.
Long, Daniel M. Harrington, and
Robert L. Daley have become as-
sociated - with Estabrook &  Co.,
15 State Street, members of the
New York and Boston Stock Ex-
changes. "Mr. Long was formerly
a partner in Long & Nash,

Transcripts of Mutual

Fund Lectures

The announcement last week of
a new course in “Retail Salesman-
ship of Mutual Investment Funds’
to be given by the New York In-
stitute of Finance, 20 Broad
Street, resulted in an over-sub-
scrlptmn of the available seats in
the Institute’s largest classroom.

To meet this unsatisfied demand
in New York and the many re-
quests received from all parts of
the country the Institute plans to
publish transcripts of the lectures.
The course will be conducted by
Douglas K. Porteous, Vice-Presi-
dent and Sales Manager of the
Cohu Corp. He will be assisted
by nine guest lecturers. The list:
includes: Arthur Wiesenberger
Partner, Arthur Wiesenberger &
Co.; Harold E. Aul, Economist;
Calvin Bullock; Frank L. Valenta;
Vice-President, Distributors
Group, Inc.: Louis H. Whitehead,.
Lcuis H. Whitehead Co.; Douglas |
Laird, Vice-President and Secre-
tary, National Securities- & Re-
search- Corp.; Hugh Bullock,
President, Dividend Shares; James
Bridges, Partner, The  Keystone
Co. of Boston; Vernon «Vivian,
Vice-President, Hugh W. Long

and- Co ~Ine.; Klmball Valentine
Partnex* Vance Sanders & Co,

The " Institute announces tha!
registration - is- still open -in- it
other lecture courses in Curren
Developments in Utilities, Curren’
Economic Developments Affectln[
Security Values, Analysis of Pub-
lic Utility Opera'm',T Company
Securities, Analysis of Railroac
Securities, and Current Develop-
ments in Selected Industries. The
latter course includes two lec-
tures on the Television Industry

Classes start the first week ir
February in the classrooms of the
Institute located in the Stock Ex-
change building at 20 Broad
Street, New York City.

Cify of Brishane Bonds
Drawn for Redemption

-Holders of City of Brishane 20-
year sinking fund 5% goid bonds
due March 1, 1957, are being noti-
‘fied that $93,000 prmcxp.ﬂ amount
lof 'the bonds has been drawn by
lot for redemption on March 1,
11949, throtigh the sinking’ fuhd =t
par.. The bonds will be redeemed
at the head office of The National
Clty Bank of New York, 55 Wall
Street New York.

Donald Davis With
Dempsey-Tegeler Co..

(Special to THE FINANCIAL CHRONICLE) -

LOS ANGELES, CALIF.—
Donald W. Davis and John M.
Archer have become associated
with Dempsey-Tegeler & Co., 210
West Seventh Street. Mr. Davis
was formerly Vice-President of
Wagenseller & Durst, Inc. =

F. Thomas Kemp Joins °
Edgerton, Wykoff & Co.

(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, CALIF—
F. Thomas Kemp has become as-=
sociated with Edgerton, Wykoff &
Co., 618 South Spring ' Street,
members of the Los Angeles Stock:
Exchange. Mr. Kemp has re-
cently been with Paine, Webber,
Jackson & Curtis and prior there-
to was head of Thomas Kemp &
Co. in Pasadena,

Foster & Marshall Adds

(Special to THE FINANCIAL CHRONICLE)

PORTLAND, OREG.— William
E. Wetmore has been added to the
staff of Foster & Marshall, .U, S.'
National Bank Building. £ =

A Half- Century of Leadershlp
' 1899 1949

We are proud to"have ren-
dered financial. and other
serviees to scores of Ohio en-
terprises, as well as to count-
less. corporations outside of
Ohio, either at their inception
or in the later phases of their
development. Listed herewith
are a few of the Ohio compa-
nies with which we have thus
been associated, and. -the
growth of which has been
outstanding. Many of them,
like Otis. & Co., had their be-
ginnings ‘at the turn of the
century.

- With . headquarters = in
Cleveland and offices in other
great -cities throughout the
State and the Nation, Otis &
Co. today occupies a leading
position 1n its field at home
and abroad. In constant and
close contact with the leaders
of labor and agriculture, as
well as business and industry,
Otis & Co. is able to make the
rich experience of a half-cen-
tury of leadership available
both to established enterprises
and promising new under-
takings, not only in its home
State of -Ohio but wherever
they may be located.

OHIO, with its prosperous

and balanced economy of
farm and factory, and Otis &
Co., a pioneer in the State’s
financial and industrial devel-
opment, have grown up to-
~gether.

When Otis & Co. entered
the investment banking busi-
ness in Cleveland in 1899,
Ohio had a population - of - -
4,000,060 and Cleveland some
380,000." Today ' Ohio,! with
7,000,000 people and with: its.
metropolis exceeding the.

- 1,250,000 figure, is a.leader
among the States of’ theNa-
tion. Similarly the annual val-
ue of manufactured. produets.
in OQhio. has increased: from
$748,000,000: to: more: than
$15,000,000,000. and the an-
nual value of its agrieultural
products . from. $200,000,000
to more than $1,000,000,000.

Ohio’s . score . of - populous |
cities: are the ‘‘home- towns”
of internationally known in-
"dustrial organizations and the
productivity of its agriculture
ranks with the best of ‘Amer-
ica’s fertile farm belt. Its net-
.work of railroads is.supple-
mented by the magnificent
. water transportation ' facili-
ties . afforded: by the - Great

Year
" Business,

Established

- 1830
1851
1870
1874
1878

. 1880
1884
1887 .

Total
Assets

Not Available
$10,295,000
243,168,000

8,870,000°
736,913,000
324,590,000:
2 99.638,000:

Company Headquarters -

Shillito’s Cincinnati
Selby ‘Shoe Portsmouth
B. F. Goodrlch |
Strouss-Hirshberg Youngstown -
Chesapeake and Ohio R. R.__Cleveland
Ohio Bell Telephone Cleveland
Sherwin-Williams C‘leveland
New York, Chicago & St.
, - Louis R. R. (Nickel P]ate)__Cleveland :
Hinde & Dauch: Sandusky
Ohio ‘Brass-o.__ ... _____ Mansfield
Akron Beacon Journal i
Cleveland-Cliffs Iron Cleveland
Goodyear Tire & Rubber..___Akron |
Republic Steel ... ________ Cleveland
Firestone Tire & Rubber
National Acme
Timken Roller Bearing
Columbus & Southern Ohio
Electric
Jaeger Machine
Ohio Power
Ohjo Public Service
Eaton Manufacturing Cleveland;
Mansfield Tire & Rubber____Mansfleld;
Fisher Body Ohio Cleveland;,
Murray Ohio Manufacturing_Cleveland
Portsmouth Steel-- it o5 L. Portsmouth .

292,169,000

- 18,614,000
-11,661,000.
Not Available
92,743,000
407,845,000,
455,060,000
324,394,000
18,761,000

. 713,950,000

78,358,000

8,452,000
209,326,000
--93,435,000-

50,154,000

* 14,593,000

(3)
6,540,000
- 23,147,000

1888
1888
1889 -
1891
1898
1899
1900
1901
1904
1906

1906
1907
1908
1911
1912
1919
1919
1946

Cleveland
Canton

Columbus,
Columbus
(1)

$3,602,676,000
(1) Serving Canton, Lima, Zanesville, Steubenville, Newalk Ports—
mouth, etc.

(2) , Serving Alliance, Lorain, Warren, Mansfleld Elyr1a Sandusky,
-Lakes -on-the-north and the Marion, etc, ; writer of high-grade bond

Ohio River on the east and . (3). Now part of General Motors. ) : . issues totaling approximately
south. - . RS P, ; . two billion dollars. - ,

In the year just closed, Otis
& Co. was a principal under-

OTIS & CO.

(Incorporated) -
Established 1899 . : N

New Yox;k " Chicago - Denver CLEVELAND Cincinnati Columbus

gitized for FRASER
tp://fraser.stlouisfed.org/
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‘Bank and Insurance Stocks

By H. E.

JOHNSON

l,-f This Week—Insurance Stocks

©* The two principal companies
group, The Continental Insurance
Insurance Company, are the first

of the “America Fore” insurance
Company and Fidelity-Phenix’Fire
of the major insurance companies

to issue their annual report to stockholders for the year 1948.

. . -Bccause of tkeir preminent position within the industry, the re-
~sults of these two companies are particularly interesting at this time.

They -serve as an indication of th

e general forces at work and give

some idea as what to exnect in the way of results from other com-

panies.

For this reason the income accounts of both companies for the

jrehrs 1948 and 1947 are shown bel
per share figures, have been prese

results of the subsidiary companies are not yet available.

—Insurance Co.—

Underwriting—
1. Premiums - written 6
., Increase in unearned premium reserve 1

ow. These as well as the following
nted on a parent company basis as

Fidelity-Phenix
~Fire Insurance Co.—
1948 1947 1948 1947
$ $ $ $
3,573,325 51,267,982 51,674,484 42,094,392
0,423,730 - 8,970,216 - 7,746,780 = 8,008,264

Continental

}* " Premiums earned . 5
Losses 2
2.

34,086,128
20,920,684
15,216,836

3,149,595
8.460,095
2,657,480

42,297,766
24,864,487
18,410,261

43,927,704
23,857,302
18,409,073

-Investment—
;. Interest; dividends' and rents
;. Expenses

6,640,132

—976,981 - 1,661,330

5,289,870
173,136

2,032,020 —2,051,392

5,088,652
155,045

" 6,108,635

219,700 195,525

Net investment income.
—

6,420,451 5,913,110 - 5,116,735 . 4,933,607

Operating income before Federal taxes
Federal income -tax

8,452,451
1,485,110

4,936.129
364,285

6,778,065
998,122

2,882,215
150,464

4

i7" Possibly the most significant

;' Net operating inccme

6,967,341

4,571,844 5,779,873 2,731,751
change in the above figures is the

gain in underwriting profits. After a number of years of generally
unsatisfactory results, a period of profitable underwriting was reached

in 1948. The increase.in premium:
the case of Continental and 29%

s earned of approximately 26% in
for Fidelity-Phenix was sufficient

té_)_ offset the somewhat larger losses and expenses,

o

" Investment income also showed some improvement. For Conti-

riental the increase over 1947 amounted to approximately 9% and

for Fidelity-Phenix, 4%, Federal

taxes were higher'as a result of

the improved underwriting and net operating earnings also reflected

th_Ais change.
“"In order that a comparison of

the per share results for 1948 and

the previous two years may be shown, the following tabulation, on
a parent company basis, has been made. It shows the statutoryunder-
writing earnings, the estimated equity of the shareholder in the
increase in. the unearned premium reserve, and the adjusted net
underwriting earnings. Also shown is the investment income, total
earnings before {axes, Federal income taxes and the net operating

CONTINENTAL: INSURANCE COMPANY

earnings.

Equity
Change in

Under- . Unearned . Unde

writing - Premium writing
Earnings Reserve Earnings Inconie - Earnings

$3.10
1.30
1.44

$1.02
—0.49
0.49

$2.08
1.79
0.95

Net

Net
Invest-
nient,

Federal
Income
Taxes
$0.74
0.18
0.49

T-
Net
Earnings
$5.58
4.07
3.55

Total

$3.21  $6.31
2.95 425
2.60 ' 4.04

FIDELITY-PHENIX FIRE INSURANCE CO.

Equity
Change in Net

Under-

writing - Premium  writing
Earnings Reserve Earnings Income Earnings
$3.18
0.77
138

$1.11 . $2.07
—1.37 2.14

0.32 1.06
The abovc results are consider

Uncarned Under-

Net
Invest-
ment

Federal
Income
Taxes

$0.67

Net,
Earnings

$5.92

Total

$3.41  §5.59
3.29 4,06 0.10 3.96

2.92 4.30 037  3.93
ed very satisfactory and show that

the two companies had one of the most profitable years in their
history. When the reports are’'available from the subsidiary com-

panies, it is expected that on a
results will be equally favorable.

consolidated basis, the per share

If the statements of these two companies are any indicatign of
reports to.be issued by other insurance concerns—and it is believed
that they are—the stockholders of insurance companies should have

pleasant reading material.

~ With Fairman & Co.
v '(Special to THE FINANCIAL CHRONICLE)
LOS ANGELES, CALIF.—
John" U. Walker has been added
to the staff of Fairman & Co.,-210
Weést Seventh Street, members of
the; Los Angeles Stock Exchange.

OUR ANNUAL
|. . ANALYSIS & COMPARISON. of

19
:New York City
- Bank Stocks

Will be sent on request

‘Laird, Bissell & Meeds

Members New York Stock Exchange
1120 BROADWAY, NEW YORK 5, N, X:
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49.

(L. A. Gibbs," Manager Trading Dept.) | l

With Weinress & Co.

(Specic! to THE FINANCIAL CHRONICLE)
. CHICAGO,
Strick has become associated with
Weinress & Co., 231 South La
Salle Street, members of the New
York and Chicago :Stock ' Ex-
changes. Mr. Strick for many
years has held a membership ' on
the Chicago Exchange.

. With Herrick, Waddeil
(Special to THE FINANCIAL CHRONICLE)
'CHICAGO," 1LL.-Robert L.
Langdale has been added to the
staff of Herrick, Waddell & Reed,
Inc,, 332 South Michigan Avenue.

Open in Shreveport

SHREVEPORT, LA.—Hardy B.
Carroll, Sr, ‘and Hardy B. Carroll,
Jr., are,engaging . in a securities
business from offices at 1529 Cres-
.well Street: . - e st

ILL.—Charles A.:

Professor of Finance, Graduate

‘Government Bond OuIIon S

.

And Interest Rates

By MARCUS NADLER*

and government bonds.

School- of Business Administration, New York University

- Dr. Nadler, holding statements of President Truman and his Economic Advisers indicate there is no
chance government. bond market will be permitted to stand on its own feet, foresees Federal Reserve
stepping in to prevent either too rapid advance or decline in price of long-term issues.
and demand for loan capital at high levels, but warns this condition may be changed
decline and government revenues show a deficit. Looks for possible widening spread between corporate

Sees both supply
should business '

The Economic Report of the President, submitted to Congress on Jan. 7, 1949, contains

the following statement: “The public debt will continue to be managed in a manner that

will make a maximum contribution to the stabilit
' this program?

will continue
to be the
maintenance
of stability in
the  govern-
ment bond
market.”
The same
" idea’is repeat-
ed in-the
. “Annual Eco-
+-nomicReview”
of the Council
of Economic
"Advisers,
which  states:

“It would be a

serious - error
to introduce new elements of un-
certainty and possible| financial
disturbance which would . follow
a change of the policy with re-
spect  to the support of bond
prices.”

I believe these two statements
indicate more clearly than any
statistical analysis what the out-
look for the government bond
market will be during 1949, The
President - stated without any
equivocation that stability of the
government bond market is’ an
important factor in maintaining
our economy. at a' high Ilével,
while the economic advisets
pointed out that ‘it would be a
serious error to. introduce new
elements of uncertainty.

Translated into language which
the average banker understands
better, these statements indicate
that the peg on government bonds
will be maintained and that there
is no chance that the government
bond market will be permitted to
stand on its own feet. They in-
dicate also that the Administra-
tion believes that a break in the

Or. Marcus Nadler

have far-reaching repercussions,
adversely affecting economic con-
ditions and employment. In en-
deavoring to ascertain the outlook
for government bonds, therefore,
one can for all practical purposes
eliminate the danger of a break
in the government bond market
bringing government obligations
below par. On the contrary, in
1949 the question confronting
those interested in government
securities may be that of how high
government bonds will go before
the Federal Reserve authorities
step in and keep the market or-
derly not only on the downswing
but also on the upswing. To judge
from recent actions of the Reserve
authorities, one may assume with
a fair degree of accuracy that they
will not permit long-term govern-
ment bonds to advance too rap-
idly. ]
Stability ‘the Outlook

reach would therefore be that

throughout 1949 the government.

bond market should enjoy a fair
degree of  stability. That, of
coursg, does not mean that fluc-
tuations will not take place. What
it does indicate is that any change
that may occur in the government
bond market will be of only minor
importance.

-One may go a step further and
also state that the banking

*An address by Dr. Nadler at
the 21st annual Mid-Winter Meet-
ing of the New York State Bank-

ers Association, New York City,
Jan. 24, 1949. - - :

government bond’' market could |-

The conclusion that one" could’

y of the economy. An important factor in

changes that will take-place dur-
ing 1949 will also not be radical
or far-reaching. The total volume
of bank deposits at the end of
1949 should not be materially dif-

'ferent from the level at the end

of 1948, The same applies to the
volume of loans. While there is
a possibility that certain types of
commercial loans may decrease,

.other 'loans may "witness an in-

crease. The only important change
that one-can see in the banking
stracture ‘during 1949 is the prob-
ability that if the volume of com-
mercial loans should = decrease
waster than is; now anticipated,
there will be a reduction in the
reserve requirements of the mem-
ber banks and an increase in the
holding of government obligations
by the banks. A decline in the
volume of loans might also induce
some banks to lengthen their ma-
turities. It is also possible that
1949 will make clearer than has
been the case up to now what the
refunding policies of the Treasury
will be; specifically, whether the
Treasury will continue to refund
maturing obligations into certif-
icates or whether it will - offer
notes and medium-term bondsi
To a_large extent .the refunding
operations of the Treasury: will
depend upon business activity and
the. movement of ' commodity
prices, wages and employment.

With these remarks as an in-
troduction, it is-now possible to
analyze the factors operating in
the money market which have a
direct bearing on government
bonds, namely, the demand for
and the supply of capital, the po-
sition of the Treasury and - the
policies of the Federal Reserve
authorities.

The Supply of Capital

The supply of capital seeking
an outlet in the form of bonds and
mortgages during 1949 should
continue at a high level. Savings
of the people tend to increase.
Liquid savings of individuals dur-
ing the third quarter of 1948, as
reported by the Securities and
Exchange Commission, amounted
to $3.1 billion as compared with
$0.6 billion during the second
quarter. A moderate decline in
the cost of living should further
stimulate savings by individuals.
Moreover, the savings of many
people have become institution-
alized ‘through insurance com-
panies and pension plans.

The " volume of life insurance
sold ‘during 1949 is bound to be
large. Not only has the standard
of living of many families in the
United States increased, ' thus
leading to larger sales of life in-
surance, but the continuing high
cost of living has also induced
many individuals to increase their
insurance protection.” Group 'in-
surance plans have been adopted
by a large number of corpora-
tions and there is no reason to
believe this tendency: will de-
crease. Pension plans /‘are eco-
nomically: sound and socially de-
sirable and it may be expected
that they will be established by
an increasing number of corpora-
tions, which means further insti-
tutionalizing the savings of indi-
viduals. Funds accruing to .in-
surance companies from' the. sale
of - life insurance or to -trustees
from the adoption of pension plans

as a general rule seek an outlet
in bonds and in mortgages.

The volume of mortgages ac-
quired in recent years by in-
stitutional investors has shown a
material increase, Almost all re-
cently .acquired mortgages, how-
ever,. carry amortization . provi-
sions, This in'turn means a con-
stant repayment  of outstanding
debt, which will seek an outlet in
new securities and new mortgages:
The_ same applies to bonds offered
during the past few years, prac-
tically all of which. carry sinking
fund provisions. Many preferred
stocks also carry sinking fund pro-
visions, As a result of this policy
there will be a larger repayment
of debt arising out of contractuak
obligations and the sums so real-
ized will have to be reinvested.

Another. important source of
funds to business concerns will be
the increased depreciation on plant
and equipment erected during and
since the war, which will be much
greater than that obtained from
‘plgnt and equipment acquired
prior to 1941. This again will put .
substantial sums at the disposal of .
corporations and reduce the neces-
sity for obtaining new funds.to’
repl'ace .obsolete’ machinery and
equipment. It may therefore be
concluded that the supply of capi-
tal seeking an outlet in bonds and
mortgages is bound to be consid-
erable.

The Demand for Capital

The demand for capital in the
form of bonds and mortgages
should also be substantial, During
1949, however, one may expect
certain changes in the. composition
of the sources of the demand. . The
demand- for capital by corpora-
tions for modernization and acqui-
sition of new plant and equipment
1s expected to be somewhat
smaller than during 1948, More-
over, should Congress vote a sub-
stantial increase in corporate
taxes one may expect an even
greater decline in' capital expen-
ditures by corporations. The de-
mand for mortgage money for the
purpose of financing private con-
struction, housing and commercial,
is also expected to decline from
the high level of 1948, This de-
crease, however, should be coun-
teracted by an increase in the de-
mand for mortgages on publicly
financed or subsidized housing.
Whether or not the demand for
tax-exempt securities in 1949 will
l_)e as large as was the case in 1948
1s not easy to say. ;

. On the basis of the above analy-
sls of demand and supply factors,
it may therefore be concluded that,
even eliminating the great influ- '
ence that will be exercised by the
monetary authorities, there will
be no material change in money
rates during 1949; '

The Fiscal Position of the .-
Treasury #

The position ‘of the Treasiry
has an important bearing on . the
demand and supply of capital, and
hence on money rates. When the
legislative accounts of the Treas—
ury are balanced, the agencies of
the Treasury are in a position to
use their surplus of revenues over :
expenditures - to. buy long-term
government obligations held by

(Continued on page 41)
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1949 Bank Earnings

By M. A. SCHAPIRO* _ :

; M. A. Schapire & Co. - .
Bank stock analyst says banks must “hustle” to get increased com-
pensation for their services and higher interest rates. Points to
three-year.rise of 309, in operating expenses and a further possible
levy on earnings of 109, if the corporate tax rate is raised to 45%.
Concludes without tax factor 1949 earnings will about equal 1948,

It is apparent that the-New York City banks must hustle to get
increased compensation for their services and higher interest rates
on their ‘loans just to maintain their 1948 earning rate of 6% .on
capital accounts, even if tax rates remain the same. Their tax credits
are now rapidly running out and in certain banks, tax savings result-
ing from the deductions taken under the Treasury formula for bad
debt reserves are included-in net earnings. )

In 1948 net operating income subject to income taxes is esti-
mated at:around $185 million, with’'a net of $135 million after taxes.
An increase in corporation surtax rates in 1949 of seven percentage
points, raising the total corporation rate from 38% to 45%, means
that the New York City banks as a group would have added income
tax liability of 7% on-$185 million or around $13 million, based. on
1948 figures. This would result in a reduction of net earnings after
taxes from $135 million to $122 million, a decline of 10%. The pros-
pect of higher taxes is sufficiently compelling to result in far more
realistic decisions on the part of banks in their quest for higher rates.

1t is clear that the New York City member banks are completing
major phases of postwar readjustments. The restrictive and defla-
tionary weather which overtook these banks after the Eighth War
Loan Drive in December, 1945, has about run its course. Today after
three years, the loss in deposits and the higher: cash reserves which
.these banks are now required‘to maintain, have resulted in a con-
traction of -$6 billion or 24% in the total of loans and investments.
In 1945 this total averaged $24.7 billion; today the figure is $18.7
billion. Current indications are that deposits and the total of loans
and investments are likely to show only minor changes in 1949.

Concurrently, operating costs other than income taxes of these
35 member banks in New York City increased from $216 million in
1945 to $280 million in 1948, a rise of $64 million or. 30%. In 1948
the increase in operating expenses was only slight. The cost of doing
business is now stabilizing.

Despite these adverse factors, the New York City member bank
group had estimated net earnings from current operations in 1948
of $135 million, or 6% on total capital accounts of $2%4 billion. This
was possible because of the improvement in interest rates and the
marked increase in total loans.

i, The full impact of the three successive increases of 2% each in
cash reserve requirements is evident in 1949 in the reduced total
‘of loans and investments. However, the loss of interest income is
gradually’ being offset as loans and investments mature and are
renewed at the higher going rates. i

Although it is much too soon for definite 1949 forecasts, it seems
that the current day to day situation is shaping earning power in
1949 at around 1948 figures, provided the income tax factor remains
unchanged in 1949.

. “Excerpts from remarks by Mr. Schapiro before New York
Society of Security Analysts, Jan. 18, 1949.

“One-Way'’ Economic Theories

By EDWARD H, COLLINS
(Reprinted from the New York“Times,” of Jan. 24, 1949)
«@i:tiLast week the subject under discussion here was the undis-
tributed profits tax and the economic theory to which it is related,
namely, the underconsumption theory. Since then a correspondent
has been good enough to contribute a footnote. He writes:’

“Perhaps a further  argumenti®
against the underconsumption
theory is the fact that it is a one-
way proposition. In deflationary
periods a shift of entrepreneur in-
come to labor income is advocated
because this allegedly strengthens
the propensity to consume. By the
same token it would be logical to
advocate in-inflationary periods a
shift of labor income to the en-
trepreneur through a lowering of
wages. Instead, it is'suddenly dis-
covered at such times that prices
are not dependent upon demand
and supply, but are deliberately
determined (‘administered’) by
monopolistic corporations.”

ks 5 #

"'There is no doubt that part, at
least, of the skepticism with which
many persons regard the under-
consumption theory lies in this
fact that it is invoked frequently
for the purpose of justifying po-
litically popular actions by oppor-
tunist s.atesmen and economists
who do so, in a manner of speak-
ing, with their fingers crossed.

A typical situation of this kind
comes to mind in the case of a
wage increase granted railway la-
bor pack around 1937. Business
had started upward in 1936 and
was. gaining momentum in early
1937. On the strength of this it
was decided that the railroads

were now financially capable of:
raising vages. But just abolit then
the blsinéss boom. collapsed-of its
own ‘weight: Now it was the turn

of the railroads to seek relief
Their representatives asked that
the wage increase be set aside, for
the time being at least. Most of
the carriers, they showed, were
operating in the red, with the rest
heading rapidly in that direction.
But now the President’s fact-find-
ing board decided that railroac
earnings, on which the wage in-
crease had been justified, were no
Iecnger: determining in the case, It
would be unthinkable, it said, to
suspend the wage increase. Why?
Because that would reduce pur-
chasing power and. intensify the
depression,

Closely related to the undercon-
sunmption and over-saving theories
1s the idea of the Compensated
Economy. Advocates. of this par-
ticular brand of Utopianism vis-
ualize the federal budget as a sort
of huge balance wheel. The way
to stabilize the economy, they say,
is to reduce taxes and permit the
budget to become unbalanced
when things are bad; then, when
business begins to hum again, sur-
plus income  would be siphoned
off through higher taxes. Not only
would the budget be balanced, but
all the ‘debt contracted in the de-
pressed year would be paid off by
a whopping surplus. ; y

They will' tell you this, that is,

when times are bad. But what |
‘becomes of these one-way theor-

ists~in- time- ‘of ' economic- fair.
weather is one of life’s great mys-

‘teries; If any of them during these

(Continued on: page-47)

though it does :

The SEC and the Cap

By EDMOND M. HANRAHAN *

distribution.

- . ) .
8

ital Market

Chairman, Securities & Exchange Commission :

Chairman- Hanrahan maintains new money is being pumped into capital markets at a high rate and
securities buyer is still factor in growth and development of American business. Says as long as com-
mercial banks remain conservative, private investor must furnish market for equities, and stresses
importance of having substantial equity capital. Points out over-regulation which impedes financing -
without protecting investor is disservice, and holds aim of .SEC is to substantially facilitate securities

k I was glad to be invited to talk to you today. Unlike other speakers before the Associ-
ation I.am not an economist; and I have no disposition to leave my depth for dangerous
waters. I accepted your invitation because the Securities and Exchange Commission, al-

not have much
to -do with
banks direct-
ly, is never-
theless con-
cerned, as you
are, with the
general func-
tioning of . the
capital . mar-
kets. :
You will re-
call the terse-
ness . with
which the
‘President, in
his recent
message said
that the state of the Union was
“good.” I hesitate to use any single
adjective to characterize our cap-
ital markets. But from where I
sit, the figures seem to show that
these markets are still pumping
new money into industry at a high
rate and that the private Ameri-
can securities buyer is still a fac-
tor to be reckoned with in the
growth and development of Amer-
ican business, Out of the total vol-
ume of registration with this
Commission over the years 1934 to
1947, 26% was for ‘new money
purposes. In contrast, you may
be interested in knowing that, out
of about $6% billion of securities
registered with us during our last
fiscal year for public offering 81%
was for the purpose of providing
business with new money., Of
course, these figures relate only
to financing registered with us,
and do not include financing
through private placements, small
issues, term loans, railroad issues
and other’ exempt methods. But
this comparison makes it obvious,
first, that our national plant is
adding - phenomenally to its de-
velopment, and. second, that the
channels of securities distribution

- E. M. Hanrahan

substantially used in the course of
this development.’ Don’t discount
the private investor, he still kicks
in the billions to keep the econ-
omy working and growing.

_ That is where the Commission
comes in, Every penny of this
$615  Dbillion went through the
process of registration with the
SEC and was ‘sold pursuant to
prospectuses distributed under the
requirements of the Securities Act.
That - Act. requires that certain
public  offerings of securities be
registered with the Commission
by the filing of a statement which
contains the  information an in-
vestor needs to know, and the law
requires also that every buyer of
securities in such a distribution
receive a prospectus which sum-
marizes that.information. - These
requirements, now on our statute
books for fifteen years, were once
branded as a sure bottle-neck and
stumbling block in American fi-
nancing. I wonder if you recall
some of the arguments that have
been made against the registration
and prospectus requirements ad-
ministered by the SEC; It was said
that the Commission would over-
step its limited authority to re-
quire the disclosure of full and
truthful . information and would
censor the process of securities

| selling and buying. Fifteen years

of administration of this Act have

*An’ address by 'Commissioner
Hanpaban . hefore  -21st. - Annual
Mid-Winter-Meeting of New York

‘State 'Bankers: Association;. New
York City, Jan. 24, 1949.

to direct investors are still being |

proved the contrary. Investments
running the gamut from triple A
to Z have been sold under the
this law. High grade investments
and pure speculations have been
been registered and sold under
the Act. For the only condition
upon selling is that the entire
truth be ‘told in the registration
statement and prospectus, While
many questionable deals die at

i birth because the promoters fear
B8l disclosure, the Commission itself

does not pass on the investment

d | merit of any security.

An Integrated Capital Market

You may ask why I make this
recitation to a group which con-
sists of people whose job it is to
find investment outlets for de-
posits. The answer is, I think,
obvious. While in a sense, all in-
vestors compete with each other
for investments, I believe that all
segements of the investment com-
munity in' fact constitute an in-
tegrated body; all in fact partici-
pate in providing capital and
credit for the growth and main-
tenance of a healthy economy, I

know that we are far from hav-

ing achieved any true integration
of functions among the various
elements of the investment comi-
munity. I know something of the
problems of the commercial bank-
ers and of their complaints at be~ |
ing restricted ‘in the extension of
credit while other segments of the
investment community have been
free-to .increase investments. The
investment banker .complains. of
private placements, and all ‘who
have assets that must be invested
watch with interest the trends.in
internal - financing = of - industry
through surplus and depreciation
funds, ;

But the truth remains that in"a
very important sense all segments -
of the investment communitydo
and must complement each other.
Institutions and banks are, gen-
erally, lenders. And, as the trend
toward ., term loans continues,
banks tend to become another
source of debt capital. But .a
healthy economy needs very sub-
stantial amounts of equity invest~
ment. I have long been an advo-
cate of improving the equity po-
sition of American industry. -As

(Continued .on page 43)
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This is under no circumstances'to béconstrued as an offcring of these securities for sale, or s
an offer to buy, or as a solicitation of an offer to buy, any of such securities. “ i
The offer is made only by means of the Prospectus. ;

NEW JSSUE

January 26, 19 9

$50,000,000 i

Consolidated Edison Company
of New York, Inc.

First and Refunding Mortgage Bonds, 3% Series 5

Due January 1, 1979

Price 102.399% .

plus accrued interest from January 1, 1949

Copies of the Prospectus may. be obtained from any of the several under-
writers only in States in which such underuriters are qualified to act as ..
dealers in securities and in which such Prospectus may legally be distributed.
The First Boston Corporation
E. H. Rollins & Sons
Incorporated «
Blair & Co., Inc.
Francis I. duPont & Co.
Ira Haupt & Co,  Laird, Bissell & Meeds
The First Cleveland Corporation ‘
Crowell, Weedon & Co.

- Moore, Leonard & Lynch

Eastman, Dillon & Co.-
Hemphill, Noyes & Co.
Tucker, Anthony & Co.
Ball, Burge & Kraus
J. Barth & Co.
Courts & Co.
Gm;bery, Marache & Co.
A.E. Masten & Company

Harris. Hall & Compan

(Incorporated)

Stroud & Company
Incorporated
The Milwaukee Company
McLeod, Youne. Weir
" Incorporated
The Ohio Company
DeHaven & Townsend, Crouter & Bodiii_«;
Grimm & Co;
Stillman, Maynard & Co. C C ,Colliﬁg? and Campany; ’;K:
Y
Robert C. Jones & Co. - " Rotan, Mosle and Moreland
Stockton Broome & Co. Brush, Slocumb & Co.
H.L. Emerson & Co. - - Hallowell, Sulzberger & Co

Incorporated

D. A. Lomasney & Co.

First California Company

Waurts, Dulles & Co.

Chace; Whiteside, Warren & Sears

Incorporated

Lester & Co.

Richard W. Clarke Corporation Cunningham & Co. Ferris & com?..;,é

Jenlfs, Kirkland & Co.. Irving L\ilndborg & Co. M_ackn“ &"AC;;;

Perrin, West &Winslow; Inc. - Ridgway, Newsome & Co. - Sheridan BoganPaul & Co., lnc;
-+ Stixder, Taylor & Coi; Tnc: ' Thayer, Bakee &Co. "

Townsend, Dabney & Tyu;n!;
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‘CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
- REVISED
CAPITALIZATIONS

Al

' NEWS ABOUT BANKS
| AND BANKERS |

At the annual meeting of stock-
holders of Guaranty Trust Co. of
New York, held Jan. 19, presided
over by J. Luther Cleveland,
Chairman of the Board, directors;
whose terms. had expired, were
re-elected for a term of: three
years. The directors of the com-
pany made the following official
appointments: Alan C. Abeel and
Harold M. Sherman, Jr., Vice-
Presidents, formerly Second Vice-
Presidents; Joseph McDonough,
Second Vice-President, formerly
Assistant’ Secretary; Frederic L.
Simmons, Economist; Ferdinande
H. Brewer, Laurence E, Darden,
Jr., John M. Keyes, and Frank
R. Schaumberg, Assistant Treas-
urers; George J. Jedlicka and
Ellis A. Simmons, Assistant Secre-
taries; and Douglas L. Fair-
weather, Assistant Insurance Man-
ager, ' Mr, Abeel, Vice-President,
became associated with the com-
pany' in 1919 and since 1928 has
been with the Fifth Avenue Of-
fice, ‘where 'he was appointed an
Assistant Treasurer in 1931 and
Second. - Vice-President in 1944,
Mr. Sherman joined the company
in' 1930. He was appointed an
Assistant Treasurer in 1934 and
Second - Vice-President in 1942,

Guaranty Trust Co.  also an-
nounces ‘'the appointment of
David C, Williams as an Assistant
Secretary, Foreign Department.

At the annual meeting of stock-
holders of Manufacturers Trust
Co. of New York on Jan. 19 it was
voted to increase the authorized
capital stock of the company from
$41,250,000, represented by 2,062,-
500 shares, to $45,000,000, repre-
sented. by. 2,250,000 shares. The
additional 187,500 shares so
authorized will be issued to stock-
holders of record Dec. 22, 1948 as
a stock dividend at the'rate of
1 share for -each 11 shares held.
Distribution of this stock dividend
was made on Jan; 22, Scrip cer-
tificates to be issued can be com-
bined on or before Aug..1, 1949
with other fractions thereby en-
titling the holder thereof to a
full share.
UNDERWRITERS TRUST CO., NEW YORK
Dec. 31,’48 June 30,’48
$40,453,460 $37,976,100
37,615,482 35,174,600

banks 9,187,302 " 8,215,700
U. 8. Govt. secu- .
rity holdings ___ 14,194,028 11,708,200
Loans & discounts 11,585,945 12,403,800
Surplus and undi-
vided profits ___ - 1,710.998 1,685,600
. % ES &

At the annual meeting of the
New York State Safe Deposit As-
sociation held Jan. 21, at the Hotel
New Yorker, New York, John A.
Elbe, Vice-President and Cashier
of the Lincoln Savings Bank of
Brooklyn, retired as President. He
was succeeded by Richard L.
Middleton, Vice-President and
greasurer of the Corn Exchange

afe Deposit Co., New York City.
Other officers elected were Thom-
as -H. Coogan, Secretary and
Treasurer of. the Bankers Safe
Deposit Co., as First Vice-Presi-

OFFERINGS WANTED:
First National Bank,
Minneapolis, Minn.

First National Bank,
Sup.rior, Wisc.

National Insurance Co.,
Denver, Colo.

. Western Life Ins. Co,,
Helena, Mont.

KENNEY & POWELL
NEW YORK

Rigitized for FRASER =
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dent; James A. McBain, Treasurer
of the Chase Safe Deposit Co., as
Second <Vice-President, and re-
elected to the office of Secretary
pending the selection of a .succes-
sor. John F. Gunn, Treasurer of
che Bank of Manhattan Safe De-
posit ‘Co., was re-elected Treas-
arer. Elected to the Executive
Committee were: Harold V. Gus-
tafson, Manager, Safe Deposit De-
partment, Seamen’s Bank for

‘Savings; Andrew. J. Oreste, Jr.,

Manager of the Sterling Safe De-
posit. Co., and Henry P. Steitz,
Assistant Treasurer, The Chase
Safe Deposit Co. :

P P

E. Chester Geréten,“who' was

*

'elected President of The: Public

National Bank and Trust Co. of
New Yerk on Jan:. 9, 1929, was
tendered a.dinner by the directors
of the bank at the Ritz-Carlton
Hotel in commemoration of the
anniversary. -He also was a guest
of ‘honor -at -a dinner given fe-
cently by the Senior Officers of
the ‘bank rat' the New York: Ath=
letic ‘Club. Mr. Gersten began his
banking career: 40 -years ago as
a messenger for - the" National
Bank of :Commerce <in New
York. He worked in various. de-
partments of the ‘bank. and was a
Senior ‘Vice-President : when he
resigned. to. become President of
The . Public. National. Bank -and |
Trust Co. At that time resources
of latter ‘were $137,900,000 and
deposits - were - $115,415,000. On
Dec. 31, 1948 they. were. $554,200,=
000 and:$515,990,000 respectively.
Mr. Gersten is a.member ‘of the!
Clearing House Committee of the;
New York Clearing House ‘Asso-
ciation' and a past President of
the New York State Bankers As-

sociation,

* %

A series of monographs designed
to encourage increased imports
from- Portugal has been published
by Celonial Trust Co. of New
York, it is announced by -Arthur
S, Kleeman, President. The series
is being mailed to more than 350
banks in the port cities of the
United States and to a-list of im-
porters and others interested in
international trade. In conjunc-
tion with publication of the mon-
ographs, the trust company has

of "its principal offices on the
Avenue of the Americas at 48th
Street an exhibition of Portuguese
products furnished by the Casa de
Portugal, Information Bureau of
the Portuguese Government. The
series, ‘entitled, “World Recovery
through Imports; Trade with Por-
tugal,” is a result of visits to Por-
tugal last summer by Mr, Klee-
man and- Mario Diez, Vice-Presi-
dent .in charge of- Colonial's In-
ternational Division, : )

£

The Grace National Bank. of
New Yeork announced on Jan, 17
that Robert. F. C. Benkiser,. a
Vice-President - of ‘the ‘bank  has
been elected-a Director. -

Robert S. Clarke, formerly As-
sistant Trust Officer of the First
Bank and Trust Company of Utica,
N. Y., has been appointed ‘Assist-
ant Trust Officer of the Grace
National, : A

F B

£ £d ES

' 'The stockholders of ‘the Conti-=
rental Bank & Trust Company of
New York were advised by
President John -T: Seaman .on
Jan. 14 that the directors had an-
nounced ‘the declaration .and pay-
ment of the first liquidating divi-
dend at therrate of $13 per share.
The . dividend is the .first to-be
paid since the taking over of the

Continental .'by the ~Chemical

placed on display in the windows |

- | Brooklyn. These admissions bring

holders- of the Continental’ Mz.
Seaman says: i P

¥The Trust Company. had been
administering atotal of 703 cor-
porate and personal trusts,
.amounting in the aggregate to ap-
proximately $4756 mitlion, In aud-
dition, 504 corporate asencies had
been “handled.. We are' proceed-
ing as rapidly as possible to. ac-
count in all of the trusts, both per-

countings are necessary, and ‘ac-
counts. have been ‘prepared and
filed,, or .are. about to be filed, in
the greater number of these trusts.
The balance will be brought into
court.as expeditiously as possible.
The New' York State Banking
Department now informs your
management that it will require
the setting up of a general re-
serve of 6,500,000, pending tne
determination of certain litigation
and the accounting proceedings
which are now either in court or
about to be. filed. . From May 1,
1948, to Dec. 31, 1948, the ex-
penses of the Trust Company, in-
cluding operations, have exceeded
its income by $98,637.41.”. .

Mr. Seaman | also says that:
‘“your directors are of the opinion
that the reserve - referred to: .is
preatly in ‘excess of. the amount
which eventually will ‘be deter-
mined to have been needed. As
the liquidation progresses and: re-
serves are. released, further 1li-
quidating payments will be made
to stockholders.” The letter. also
stated that the first liquidating
dividend would be -paid to the
stockholders “on and after the day
following ~the final adjournment
of the ‘annual stockholders meet-
ing called to be held on Jan. 19,
1949, SRRl

Edward. W. Smith was elected
Chairman of the Board .and Chief
Executive Officer of Clinton Trust
Co. of New York at the annual
meeting of the directors on Jan, 19.
At the same meeting, Theodore R
Sc¢hwarz  was elected President
and a director of“the bank. Mr.
Smith became associated with the
bank 'in 1930 as Assistant Trust
Officer. After advancing to va-
rious executive' positions, he was
elected President in 1946. = Mr,
Schwarz has been with the insti-
tution ‘since it opened in 1929, He
has been an officer of the' bank
since '1937 and was made Vice-
President in 1946,

RN EE ) £ #

Herbert' C. Pfister, for the past
21 years an employee of Lawyers
Trust Co. of New York has been
made an Assistant Trust Officer
of the company.

#oo%

At the annual meeting of stock-
holders of ‘Savings Banks Trust
Co. of 'New York, held Jan. 19,
Eugene A. Colligan, Vice-Presi-
dent of Long Island City Savings
Bank; George M. Penney, Presi-
dent - of * Oswego "City Savings
‘Bank, and Horace Reed, President
of Buffalo Savings Bank, were
elected - directors - to ‘succeed Jo-
seph Upton, President of Queens
County Savings Bank, Herbert C.
Wing, President of The Elmira
Savings Bank, and William S.
Rogers, "deceased President of
Buffalo Savings Bank. Re-elected
directors were John Adikes, Au-
gust Ihlefeld, - Albert O. Johnson
and Clarence G. Michalis.

- O

Fourteen new members were
admitted to the Brooklyn Trust
1Co, of Brooklyn, N. Y., 25-Year
Club at its second annual dinner,
on Jan. 20, ;at Towers . Hotel,

'the ‘total number  of members to
86. Silver sandwich plates were
presented to the new members by
George- A. Barnewall, Executive
Vice-President of the company.
Present ‘officers of the Club are:
Sherwood C. Conner, President;
\Eugene Britton, Vice-President,
and Mollie C. Rowley, Secretarv.
The Executive Committee consists
:of: Thomas'J. Parker, Joseph M.
O’Nelil;” Edward L. Paynter and
Clarence W, Bonner.

Bank &_Trust Company last May.

In his Jan. 14 letter to the stock-|:

Use of Institutional ‘.ln'ves'lmen‘t

sonal and corporate, in which-ac~1:

+to see a smaller rise in loans dur-
ing the forthcoming year., At the

Funds i

‘Mr. Schwulst, predicting total sav

ance companies and savin,

There are three major groups
surance ‘companies and building a
groups. of institutions together acc
ings of the American people in 19
savings went
to Govern-
ment. insur-
ance and sav-
ings funds,
and ' the rest
into Govera-
ment and cor-
porate securi-
ties directly.

At the pres- -
ent time,
commercial
banks hold
-about $36 bil-
lion' of savings
and other
time  deposits,
and mutual
savings banks over $18 billion of
savings deposits.” Life insurance
companies hold over $55 billion of
assets, and savings and loan asso-
ciations over $10 billion, -

- Thrift -departments of commer-
cial banks, savings banks, insur-
ance companies and savings and
loan- societies thus constitute the
hard core of our present-day cap-
ital market.. =~ They provide the
chief channel through which the
liquid personal savings - of the
American people . are being  in-
vested in productive enterprise
and the financing - of -home con-
struction. It is highly important
to 'the business community, there-
fore, to know the likely volume
of funds each of these groups of
investing institutions will collect
in the course of the coming year,
and how these funds may be in-
vested.

Commercial Banks

Savings and other time deposits
received by commercial banks are
invested in large measure like the
demand deposits by these institu-
tions. In a period when restrictive
credit policies are beiag pursued
by ‘the banking authorities, com-
mercial banks are under pressure
not to expand loans and invest-
ments.

During 1948, commercial banks
expanded their loans and reduced
their Government security hold-
ings. Assuming that a mildly re-
strictive credit policy will be con-
tinued during 1949, we are likely

“Earl B. Schwulst

same time, having reduced their
Government security portfolios by
over a quarter since the end of
1945, commercial banks will prob-
ably be more reluctant to reduce
these holdings further, since they
are desirable investments. from
'the viewpoints . of liquidity and
quality.

Commercial  banks have in-
creased only to a small extent
their holdings of other than Uni-
ted - States. Government obliga-
tions. There is no reason to think
that their attitude towards .the
bond market will change materi-
ally. Preferring relatively short
maturities and enjoying an ample
demand for loans, commercial
banks have not been finding the
corporate bond market particu-
Iarly attractive at the moment.

The fact that the rise in sav-
ings and ‘other time deposits at

*Excerpts from a discussion by
Mr. Schwulst given before the
Conference on Finance of the
Ameriran Man=gement Associa-

.(Continued on page 4N6)

| tion, New York City, Jan. 21, 1949,

N

n 1949

" e By 'EARL B. SCHWULST* ) ;
Executive Vice-President, Bowery Savings Bank, New York

ings éollecte’d‘by private financial -

_institutions in 1949 .will vary little from the 1948 amount of $7
billion, foresees larger use by savings- institutions in effecting new-
.mortgage loans, while life insurance: companies will ‘continue to
favor corporate ‘bonds. Holds sale of government bonds by insur-

gs banks has tapered off.

of savings institutions—banks, in-
nd loan associations. 'These three
ounted for about half of the sav=-

47. Almost another quarter of the

-

commercial banks has slowed up
r.arkedly over the past year fur-
ther lessens their interest in long-
term industrial bonds and longer-
term. capital loans to business.

; Mutual Savings Banks

Mutual savings: banks reported
a gain in deposits during 1948
about equal to the rise in time-
denosits of all commercial banks;
This' -is ‘noteworthy, considering
t..e fact that the mutuals are lo-
cated mainly in the northeastern
part of the country, and that the"
total ‘of their deposits is little
more than half the total time de-
posits of the nation’s commercial
banks.

Savings banks last year invested
additional deposits received, funds
derived from accretions to surplus
‘and. money received in payment
of mortgages and other maturing
investments partly in real estate
mortgages and partly in corporate
and miscellaneous bonds. For the
first three ‘quarters of the year,
roughly 60% of the funds avail-
able for new investment went into
additional mortgages, .and 40%
Zato bonds.

Generally speaking, real estate
~ortgages give a higher net re-
turn than do high quality corpo-
rate- bonds.  On the other 'hand,
bonds enjoy greater marketability,
Mutual savings banks will adjust
the ratio of mortgage to bond in-
vestments for available funds with
‘any shift in comparative yields.
Under existing conditions, it is
probable that the larger part will
continue to go into mortgages, as
in 1948,

Insurance Company Funds :

The life insurance companies
gained $3.6 billion of additional
assets during 1948, acording to the
Life ' Insurance Association of
America.  Since the bulk of the
funds received by life insurance
companies represent renewal pre-
miums on old policies, the amount
is not greatly affected by year-to- -
year ‘changes in sales of new life
insurance, It is probable that the
gain in assets for 1949 will be
close to the 1948 figure, therefore,

Life insurance companies con-
stituted the backbone of the cor-
porate bond market in 1948. They.
increased their holdings of corpo-
rate bonds by almost $3.2 billion,
which was nearly two-thirds of
the total of new corporate bond
financing consummated last year.
In addition, the life companies
last year increased their mortgage
holdings by over -$2.1 billion,
which was approximately 40% of
'the whole rise in mortgages out-
standing. i

The life insurance companies
provided so much capital for new
corporate and mortgage financing,
because, as is well known, they.
cut their United States Govern-

i

ment security holdings by over
$4.2 - piliion last year. Sales of
Governments by life ' insurance

companies have tapered off in the
past two months, If the life in-
surance companies do not continue
to sell' overnment securities in
volume, they will have to reduce
their purchases of corporate bonds
and real estate mortgages during
1949, Less demand from life in-

(Continued on page 49)
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Higher Price of Gold

Dr. Einzig, noting demand of South African gold miners for 39%
wage increase, sees in it either subsidizing gold production or in-
creasing price of gold. Says higher gold- price would enable |

‘payment of U. S. export surplus

in dollars, and thus eliminate its

settlement of international balances by ‘‘give-away.” Denies uni- .

versal higher gold price

LONDON, ENG.—The demand
South African gold mine workers

would be. inflationary.

of a30% in'creasé of wages by the
has revived interest in the ques-

‘tion whether the price of gold should be increased. 'If this demand is

satisfied the rise in the cost of pr
working of @
.many -of. the. -
poorer seams
unprofitable,
and South Af-
rican - gold-
output * would
fall sharply,
unless produc-
ers are en-
abled to ob-
tain better
prices for -
their gold. As
gold is South
Africa’s prin-
cipal article of
export, the
government
could not afford to allow such a
deterioration of the already un-
satisfactory dollar position. Nor
could Britain view with indiffer-
ence such a decline of the most
importiant dollar-earning - export
of the Sterling Area. {
It is no'wonder that suggestions
for a higher price of gold have
been revived. Alternative solu-
tions would be to sell the gold in
the free market to the highest
bidder, or to subsidize gold pro-
duction. Owing to the almost un-
precedented hoarding demand in
the East, due to monetary insta-
bility and: political uncertainty,
the whole South African output
could be sold there at very high
prices. Payment would not be re-
ceived, however, in hard curren-
cies, and the gold producers’ gain
would be therefore the govern-
ment’s loss. As for subsidies, the
International Monetary Fund is
waging a crusade against that so-
lution, While it is unable to en-
force the much more importaat
.rule outlawing multiple currency
practices, it has been so far high-
ly successtul 1n preventing the ap-
plication of the device of subsidies
which, “while far from  ideal,
would in existing circumstances
serve ‘a constructive purpose by
stimulating the: gold output in
countries needing-hard currencies.
The choice lies between doing
away with the ban on subsidies-or
agreeing to an increase in- the
price of gold. The question is,
what form the latter = solution
would assume. South Africa and
other countries: exporting their
home-produced - gold could of
course resort to unilateral devalu-
-ations. Should this solution be
chosen, however, the relief ob-
tained would only be temporary.
If the South African pound should
be devalued there would be an
immediate increase in the price of
imported goods, and other items
of the cost of living and cost of
production would soon follow. Be-
fore very long the adjustment
would be more or less complete,
and. gold producers would be no
better off than they were before
devaluation.’ i
The only way ‘in. which gold
producing countries could obtain
Jasting relief would be through an
all-round increase of the’official
buying price of gold. This depends
of' course entirely on the United
States. Should the American buy-
ing price of gold be raised from
its present figure of $35 all other
countries represented on the In-
ternt..onal Monetary Fund would
willingly act likewise. It would
be easy to obtain a unanimous
decisio in favor of an all-round
increase of the price of gold in
all countries of importance,
whether or not they are repre-
sented on the International Mone-

Dr. Paul Einzig

oduction of gold would make the

tary Fund,:with the notable ex-
sepuion or the doviet Union, which
country is not interested in gol.
parities - or excha.ge ‘rates, and
the »old ontout of whicn is inde-

pendent of factors such as cost of |

production or gold price.

On the face of 1t tae United
States-has no interest in raising
its buying price - of . gold, for it
would only mean that more dol-
lars would have to be paid for ihe
gold imports. On closer examina-
tion, however, it would appear
that ‘a ‘'strong case could be made
in favor of a higher gold buying
price/ even from an American

point of view. It is true that more |-

dollars would  be paid: for the
same amount of gold imports, But
since under existing arrangements
a very large part of the proceeds
of the American export surplus
has to be given away in any case,

e payment of higner prices for
imported gold would make - no
difference in practice. .Instead of
giving away dollars in the form
of outright grants or loaas-which
would never be repaid, dollars
would be given away by paying
more for gold imports.

Nor is this:all. The result of an
all-round increase in the buying
price of gold would be an in-
‘crease of the - output,-and -there
would be a more or less corre-

oonaine increase of gold exports
to the United States. To that ex-
tent. the dollar scarcity would be-
come relieved, and the’need for
American fiaancial assistance
would become reduced. - This
would mean that, for at least part
f the export surplas, the United
States would be paid in gold. in-~
stead of having to export without
receiving any payment whatever.
- Finally, the writing up of the
bookkeeping value of. the large
existing American gold reserve
would go a long way towards
assisting “in  the .solution of . the
budgetary problem, aggravated as
it is by rearmament costs and
Marshall aid financing. To some
extent other countries would also
stand to benefit by the revalua-
tion of their gold reserves.

There is no reason to believe
that an all-round increase of the
price of gold would produce in-
flationary effect either in ' the
United States or in any other
country. ‘The volume of credit is
no longer determined by the
amount of the gold reserve.

It is to be hoped that the pro-
posal will receive due considera-
tion. After all, it does seem un-
reasonable that gold should be the
only: commodity the price  of
which should remain pegged to
prewar level while all other prices
have risen well about it all over
the ‘world. J

With Coburn &
Middlebrook

‘(Speciél to THE FmANguL CHRONICLE)

HARTFORD, CONN.— Edward
J. O’Brien has become associated
with Coburn & Middlebrook,: Inc.,
37 Lewis Street. Mr. O’Brien was
formerly connected with Brain-
ard-Judd & Co.

With J. H. Hilsman & Co.
(Spec;nl to THE FINANCIAL CHRONICLE)
"ATLANTA, GA.— Samuel G.
Walker is with J. H. Hilsman &
Co., Inc. Citizens & Southern

Building. In the past Mr. Walker |

was with Norris & Hirshberg, Inc.

‘The Commercial Banker ‘

t

- As Investment Counsellor

By BENJAMIN GRAHAM*
President, Graham-Newman Corp.

l

F inapce_expert attributes to banker unique opportun ty to inculcate sound investing principles for benefit
o_f, his customers as well as national economy. Mai tains “aggressive” investor should adopt business-
like approach to opportunities; while “defensive” in estor should confine commitments to E-Bonds and

. equities; and all should!' evince active inteest in stockholder-management problems.

This paper is addressed primarily to the “apstate banker’” who manages an institution |

local friends and clients, including their
) of course, in-®

»f moderate size, and who comes in direct contact with the various financial needs of his
prob ems of investment policy. In the larger banks,

. vestment
counsel and
admini s-
tration is. de-
partmental-

' ized and han-|

died by ex-
perts. To such
in this audi-
ence my apol-
ogies for lec-
turing. them
_on their. own
familiar sub-
ject.

My purpose
todayis to sug-
gest some
guiding . principles: to = aid the
commercial banker in. discussing
the investment problems of  his
clients - under. present-day con-
ditions.. .Obviously .we have no
time or occasion to go into de-
tailed  techniques of = analysis,
My~ view of the basic position
of the commercial banker in this
field is summarized in a

Benjax‘nin Grahm‘n

| simple activity, Where does this

. path lead?

E-Bonds—Plus-Equities
Prescribed

My own prescription for defen-
sive investment has two main in-
gredients: (a) U. S, Savings Bonds,
Series E, and (b) a diversified list
of first line, or leading, common
stocks, bought at a' reasonable
price level. For the investor in
upper income brackets there are
persuasive reasons to buy higher-
grade tax-exempt securities, be-
cause of their substantial tax ad-
vantage, in'lieu of taxable U, S.
issues, For the smaller investor,

conversely, a good case may be
made out for the purchase of in-
vestment—fund shares—instead of
a selected common-stock list—nor
is this unsound policy for larger
investors- as well,

You may be a little shocked by

the exclusion of several major cat-|

egories of securities—all corporate

ara- | bonds,- all: foreign bonds, all pre-

p
graph of my book—entitled “The |ferred stocks, and all. common
Intelligent - Investor” — which is|stocks of secondary or lower sta-

now in press, and from which I
quote:

“Ity is a good old custom, espe-
cially in the ssmaller towns, to
consult one’s local banker about
investments. A commercial bank-
er may not be a thoroughgoing
expert on security values, but he
is experienced and conservative.
He is especially useful to the de-
fensive, or passive investor, who is
often tempted to stray from tre
straight ‘and unexciting path, and
who needs.the steadying influence
of a prudent mind, The more ag-
gressive -investor, seeking counse
in - the 'selection of security ba:-
gains, will not ordinarily find the
commercial banker’s viewpoint to
be especially suited to his own ob-
jectives,” ;

Help for the Defeﬂsive Investor

You will have noted that I have
here classified investors into-the
defensive kind, to which you can
be of real help, and the aggressive
kind, who if they -want counsel
should seek it elsewhere.  The real
distinction here is between those
who invest  to put only their
money to work, and those who in-
vest to put their training and
abilities to work in the field of se-
curity values. The latter- person
is at least a quasi-professional; he
has embarked on a peculiar and
exacting business; and he needs
more equipment than the ordinary
layman is able to bring into the
area of investment.

Thus the first function of the
commercial banker is to dissuade
his friends from trying to act as
aggressive investors, unless they
know securities about as well as a
good banker: knows banking or a
good ‘ plumber knows . plumbing.
This means that, since the great
majority have merely their money
to put up, they would be making
a- fundamental business' error in
trying to earn more than a con-
ventional or “passive” rate of re-
turn on their investible funds. The
second function of the commercial
banker,- then, should be to' guide
this large group of defensive in-

vestors into the path of sound and
FORES ¢

*A talk by Mr. Graham before
N. Y. State Bankers Ass'n, New
York City, Jan. 24, 1949.

i tus;  Incidentally, we are unkind

| enough to exclude practically all
i.the merchandise being offered by
| security salesmen, with the excep-
ltion of tax-exempt issues’ and
shares ‘of closed end investment
companies or funds. This program
{marks a great departure from con-
{servative investment as it was
' prescribed and practiced not so
many years ago. Then the back*
bone of the typical portfolio was a
diversified list of high-grade cor-
porate bonds, returning some
4% % to 5%. Preferred stocks were
admissible, in moderation;, com-
mon . stocks were generally ex-
cluded entirely. :

Investment policy in every sec-
tor ~has ‘been influenced by the
enormous expansion of U. S. debt
since 1933, and -it was inevitable
that Government bonds should
have become a major element in
both. individual 'and institutional
portfolios. During the same period
—and in part for the same rea-
sons that underlie the increasing
role- of U...S. bonds—there has
been a growing acceptance of
comrhon, stocks as an appropriate
element in a sound portfolio. (As
you know, the fear and actuality
of inflation has been an important
consideration here.)

Thus we see that older invest-
ment practice has been modified
in the direction of Government
bonds and common stocks. How-
ever, this view has not yet been
carried to what I consider its logi-
cal conclusion—namely, that indi-
vidual investment of the conven-
tional kind should be confined to
these: two categories. Corporate
bonds and preferred stocks are
still found in most such portfolios,
and certain standard percentages
~—as high as 40%, or more—are
still allotted to them in the trust
department activities of New York
and other banks; (Example: Allo~
cation of Bank of New York com-
mon trust fund, Jan. 31, 1948:
U. S. issues 25%; other bonds
30%; preferred stocks 17%; com-
mon stocks 28%:)

Corporate Bonds and Preferreds
Excluded

Let me now state briefly my ar-

guments- for excluding corpora-

tion bonds and preferreds from

defensive portfolio. In the first

place, the idea of diversification
to reduce risk is meaningless when

it leads away from U. S, obliga~-
tions into other bonds. = Under :
modern fiscal conditions no corpo-
rate obligation can possibly be
safer than Federal debt. Second-
ly, Series E Savings Bonds pro-
vide a better yield than the best-
grade corporate bonds; they carry
a vitally.' ‘important guarantee
against market-price decline; they.
haveé several other advantages of
convenience and from the tax
angle, ¢

Most people—including at.least .
some in this audience, I am sure—
fail to realize the flexibility now,
possible in a Series. E program.
They. are available for the full
needs of = practically .everyone’s:
current savings, But, in addition, .
by use of the co-ownership provi-
sions, a large amount of principal
funds can be rapidly transferred
into this medium in spite of the
limitation on annual purchase.
Take the investment- problem,
that occasions more conscientious
brain-racking to you and to me
than any other—namely the pre-
dicament of the widow left with"
say between $50,000 and $100,000
on which to support herself and
young children. - Assume it is de=
sirable: to *place Halfor ‘more of
these funds in Series E bonds. If
there are two children she can buy
no less than $45,000, cost price, of
Series E bonds during a 13-month
period or shorter. Furthermore,
the 2.90% compound 'interest can
be transtormed into current in-
come of about 2.70%, by the sim-
ple expedient of cashing in $1,200
redemption-value of bonds each
year. Thus, with a little ingenuity,
the Series E Savings Bond can be
made the primary element of the
vast majority of conservative in-
vestment programs. 3
-+ Whatever = portion cannot' be
adequately - accomplished by the
issue Series E may assuredly be
taken care of through Series G
bonds, with their 2% % regular in-
terest and their numerous protec-
tive features in addition. ;

* Individual - investment policies
are often greatly influenced by
the real or fancied need for a cer-.
tain rate of return. Many people
put some of their funds in lower-
grade  bonds and in preferred
stocks, “to sweeten the yield” of
their entire portfolio. My long ex-
perience leads me to warn strong-
1y against this practice. It is bad
business for the rank-and-file in-
vestor to trade quality for yield,-
even if the overall result happens
to work out all right. Such secu-
rities are peculiarly subject to-
market vicissitudes, .and to corre-
sponding chills and fevers in the
minds of their owners. Nearly all
of them sell: at big discounts at
various ~ times in their history. |
They may then present good .op--
portunities for shrewd bargain~
hunters—but that very fact is an
argument against their purchase
in ordinary times, and at full
prices, by the lay investor. i

Let me adapt an old investment |
saying to.this type of securities:
To the extent they help you eat
better they are likely to make you
sleep worse.

These adverse comments apply
to the general run of preferred
stocks under most conditions.
However, for rather complicated
technical reasons, I am inclined to
make a current exception of many

public utility preferred issues,
(Continued on page 43)
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Canadian

Securities

By WILLIAM J. McKAY

. The forthcoming fifth session of Canada’s 20th ‘Parliament is
likely to be one of the most. momentous in the history of the Domin-

ion’s virile legislative body. As it
will be called before the close of

is probable that a general election
the year, party politics will take

on added emphasis. The Progres-
sive Conservative opposition will
make a superlative effort for elec-
toral favor, which will be all the
keener as a result of the change
in party leadership. In place .of
the somewhat colorless former
Conservative leader John Brack-
en, the official opposition will now
be sparked by that fiery implac-
able opponent of Administration
policies, the former Ontario Pre-~
mier, George Drew. |

Opposition efforts to supplant
the Liberal Government in the
next Parliament will be further
encouraged in view of the precari-
ously narrow Administration ma-
jority of only four seats. The Con-
servative attack is likely to be di-
rected principally against the
Government system of restrictions
and controls, There is little ques-
tion. that the TForeign Exchange
Control Board Act which expires
60 days following the reconvening
of Parliament will be violently as-
sailed by the Conservative advo-
cates of a freer economy. Although
there can be few doubts that this
or a similar measure will event-
ually be reenacted, the opposition
will almost' certainly ‘loudly- es-
pouse the cause of the freedom of
the Canadian dollar. This will en-
courage the resumption of the
pressure by minority interests for
the devaluation of the Canadian
dollar, Such efforts however ap-
pear to be foredoomed to failure
as International Monetary Fund
obligations and the currently im-
proved position of the dollar are
definite factors-that would seem
to debar any immediate steps in
this direction. |

Condemnation of ‘the action of
the government in raising the dol-'
lar to its present parity, although
it will have widespread appeal, |
is not likely to cause the govern-,
ment embarrassment of too serious
a nature. Conservative criticism
of the Administration’s wheat pol-
icy on the other hand is likely to |
uncover many chinks in the Lib-
eral armor., It will be difficult for
the authorities in Ottawa to justify
the inequitable burden placed on
Canadian farmers as a result of|
the United Kingdom Wheat Agree- |
ment which has been estimated to
have cost this important section of |
the electorate about $350 millions.
The fact that Britain obtained the
bulk of her grain requirements at
a price substantially below the

CANADIAN BONDS

GOVERNMENT
PROVINCIAL
MUNICIPAL

CORPORATION

/

CANADIAN STOCKS

A. E. AMES & CO.
X INCORPORATED '~ 3
TWO WALL STREET .
NEW YORK 5, N. Y.

| WORTH 4-2400 - .NY,.1-1045:
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world level will not be the point
at issue. Instead the government
will doubtlessly be called upon to
explain -its failure to distribute
fairly the cost of this item of Brit-
ish aid. s

Although the Liberal Adminis-
tration is apparently vulnerable as
far as these issues are concerned
it can point with justifiable pride
to its able conduct of affairs in
general during the difficult war
and postwar periods. It will con-
sequently be no easy task for the
Conservative opposition to con-
vince the people that Canada un-
der the. present regime has not
made truly remarkable progress.

During the week the external
section of the bond market was
strong with unusual activity in
Nationals and high-grade provin-
cials following persistent savings
bank’demand. " Interest in the in-
ternals was limited and there was
little change pricewise. Free funds
fluctuated within a narrow range
but the corporate-arbitrage rate
continued to improve. However
with the termination .at the end of
the month of the . International
Petroleum-Standard Oil of New
Jersey exchange otfer the corpo-
rate-arbitage rate is likely to lose

some of its recent strength. Among
the stocks the base-metals were
again to the fore léd by Waite-
Amulet which advanced on a
heavy turnover to a new high of
$14Y4 while Quemont also reached
a new peak at $17. Western oiig
were, quiet but the uridertqne was
steady. Golds and industrials on
the other hand:were inclined tc
drift in a dull and inactive market.

Scherck, Richter Co. Adds
(Special to THE FINANCIAL CHRONICLE)
ST. LOUIS, MO.—Erwin von

Gemmingen has joined the  staff

of Scherck, Richter Co,, Landretn

Building. - Mr. von Gemmingen in

the past conducted his own in-

vestment firm in St. Louis and
in New York - City.

S. Cleo Hunter Joins
Walston, Hoffman Co.

(Special to THE FINANCIAL CHRONICLF)

SAN DIEGO, CALIF.—S. Cleo
Hunter has become  associated
with Walston, Hoffman & Good-
win, . 530 Broadway. Mr. Hunter
was formerly an officer of First
California Company. "~

‘With Otis & Co. in Deﬁver

(Special to THr FINANCIAL CHRONICLE)

DENVER, COLO.— Charles T.
Lowndes has become: associated
with Otis & Co., First National
Bank' Building.

With Harris, Upham & Co.
(Special to THE-~FINANCIAL CHRONICLE)
LOS ANGELES, CALIF.—

Dean M. Kennedy is now with

Harris, Upham & Co., 523 West

Sixth Street. Mr, Kennedy for

many years was with Blyth & Co.

The
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President, Robert Morris Associates

By WALTER L. REHFELD *.

he Bank Portfolio

in 1949

Vice-President, Mercantile-Commerce Bank & Trust Company, St. Louis, Mo,

Problems in 1949 bank portfolio management are listed by Mr. Rehfeld as: (1) appropriate level of

loans for a given bank; (2) what steps should be taken in managing existing loans; and (3) loan policy

to be followed in event of business recession. - Stresses importance of keeping risk assets in proper rela-

tion to capital funds and advocates reappraising loans on basis of specific categories as well as on qual-
' ity. 'Urges sticking with sound loan commitments in recession. '

It is a privilege and a great pleasure to appear on the program of the Louisiana State
Bankers Association. My interest in the subject of this talk stems not only from my own
many years of participation in, and association with, the ac-

banking experience but from

tivities and
members of
the Robert
Morris. Asso-
ciates. This
national or-
ganization of
bank credit
men and loan-
ing officers
has been in-
vestigating
the problem
of how to bet-
ter analyze
credit risks
throughout
several major
business :
cycles since 1914. Among the de-
velopments which have, contrib-
uted materially to this field of
study are a Code of Ethics for
credit men, a little blue book en-
titled “The Credit Department—A
Training Ground for the Bank
Loan Officer,” annual statistical
studies of composite financial
statements for wmany lines of
business,  and texts on credit
practices and financial state-
ment analysis. In view of ‘the
fact that all of these tools avail-
able to credit grantors are well-

*An address by Mr. Rehfeld at
the Mid-Winter Conference of the
Liouisiana Bankers Associdtion,
Baton Rouge, La., Jan, 24, 1949.

Walter L. Rehfeld

known, I will not elaborate fur-
ther upon detailed techniques and
principles of credit appraisal in
my remarks on loan portfolio
management. However, it does
not go without saying and should
not be assumed that all generally
accepted and established practices
are being consistently applied by
credit analysts. There have been
and ‘probably always will be
plenty of illustrations in the form
of cases where some basic con-
sideration of sound analysis was
overlooked or ignored that could
have prevented a bad loss. I do
not want to take up your time re-
hashing well-known tenets of our
profession, but the point I want to
get over at the outset is this: There
are a great many loaning officers
today who have not been seasoned
with the experience of making
loans through a complete business
cycle, and living with loans made
during a boom and endeavoring to
collect them in an unanticipated
depression. I refer‘to the young-
er generation that has come up the
ladder since 1940: We in the Robert
Morris Associates are keenly
aware of the problem which this
situation poses and are launching
a program of education directed
at meeting it which will empha-
size cases reflecting experience
gained during the"30s. You veter-
ans can do the young loaning of-

ficers in your banks a lot of good
by giving them the benefit of your
experiences. In other words, his-
tory does repeat itself — teach
them foresight with your hind-
sight. :

The Changing Economic Factor

' Credit men universally refer to
several C’s of credit. They are
Character, Capacity, Capital, Col-
lateral and Conditions. It is the
economic factor which determines
the conditions under which loans
are made. If it were not for the
changes in the business outlook,
we could say the same things
about the management of a bank
loan portfolio at the beginning of
each new year that were said at
the beginning of the last one. As
a matter of fact, the points empha-
sized by a number of eminent au-
thorities during 1947 and 1948 are
equally applicable in 1949,

It is important to look back and
see how far we have gone along
the road since the war and, by
way of comparison, to check that
position against prewar conditions.
For this purpose I have passed out
a few basic statistical compila~
tions which provide an interesting
picture in summary form for the
country as a whole. It is some=-
what of a paradox that everyone
exhorted bankers to lend money

(Continued on page 44)

How Can Profit Reporis Be Made Realistic?

By RALPH COUGHENOUR JONES*
Associate Professor of Economics, Yale University

Professor Jones, asserting .something is wrong with prevailing methods of profit computation, outlines

difficulties in revising established accounting methods. Estimates inflation has resulted in overstate-

ment of steel companies’ earnings in last seven years by over $1 billion. Sees huge overstatement of
business profits as unfavorable to adoption of sound economic policies. ’

One of the hottest controversies generatéd by inflation rages over the question of busi-
ness profits. Have they been excessive or inadequate? While there is no dearth of statistical
evidence to support either view, nearly everyone agrees that something is wrong with

prevailing 4
methods of
profit compu-
tation, That
something, of
course, is the
changing val-
ue of the dol-
lar. When the
value of the
dollar moves
rapidly and
persisiently in
one direction,
it is manifest-
ly . impossible
to produce
profit' {igures
with a sem-
blance of reality by accounting
methods which rest, as conven-
tional methods do, on the assump-
tion ‘that the value of the dollar
never changes. i

From a very rapid survey of
steel industry results it appears
that the most noteworthy effect
of inflation was to cause the com-
panies to report about-three-times
as much net income as they really
earned. ‘The total overstatement
for the - seven-year period was
about $1 billion.. In 1946 the dis-
tortion -amounted to. over 8% of
sales. An 8% -distortion when re-

Ralph C. Jones

*Excerpts- from .an..address by
Professor Jones given before'the
Conference on'Finance, Americap
Management. ‘“Association, "N ew

York City, Jan. .21,.1948.

ported earnings are only 6% of
sales can have disturbing effects.
And it most assuredly did.

‘The principal . effect of huge
overstatements of business profits
in 1946 and 1947 was to create a
climate of public opinion unfavor-
able to the adoption of sound eco-
nomic. policies. The prevalent
opinion, even among well in-
formed persons, is that profits
nave been and are extraordinarily
bhigh and probably excessive.
These high book profits have di-
verted attention from the basic
causes of inflation and directed it
toward superficial symptoms.
These high book profits have lent
plausibility to the claim that sub-
stantial  wage - increases could be
given without price increases and
have spawned proposals for such
remedial legislation as price con-
(rol, excess profits taxes, and un-
distributed profits taxes. If profits
really were as high as reported,
price control might = conceivably
work. Under present. conditions
it. could not succeed since ficti-
tious _book profits will not meet
payrolls. And if profits. were
really as high as reported, excess
profits. and' undistributed - profits
taxes might have some justifica-
tion, but to tax as an excess profit
something which'is not’profit ‘at
all or..to:require, corporations, to

borrow money . in order 'to dis-

-/ tribute profits which do not-exist

could hardly serve any useful
purpose.

Inflated = profits are now 're-
ported in such a way that he who
runs may read. Are we ready fo
admit that it is beyond our ca-
pacity to report real profits with
equal clarity? Accountants and
management, is seems to me, must
be held responsible for presenting
reports’ which are not ‘inherently -
misleading, reports which are as
free as possible from inflationary
or other bias. If business firms
choose to report profits which are
inflated, it would seem that they
have no proper complaint if the
figures are taken at face value.
The remedy obviously is to report
profits. in the first place on a
sound and realistic basis, The
burden of proof would then he
upon those who question the
computations. y

What Can Be Done About It -

If the desirability of reporting
profits on a realistic basis is:so
obvious, why -isn’t something done
about.it? It will be worth while,
I think;. to examine some of the
obstacles.: The first,. naturally,
consists. of  simple ‘inertia, reluc-
tance - to - change, and- wishful -
thinking. Of these, wishful think=
ing is the worst. The argument of

| the ‘wishful ' thinkers ‘goes some=
‘thing like - this:

i Inflation .is- not
yet. serious e‘n‘ou,gh“ to;ljeguire ac~
~_.(Continued on page'45) .-
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 Montreal Exchange Celebrates T5th Anniversary

.Jacques.Forget, Cllairman,‘l')reside's at dinner commemorating three- .

quarters -of - century: of . progress

at Windsor Hotel, :Montreal, on .|

Jan;, 26." Exchangé now has 260" securities listed for trading with .

" dollar value of

over $9 billion.

_The Montreal  Stock Exchange - celebrated the 75th anniversary
of its incorporation with a dinner in the Windsor Hotel, Montreal, on

Wednesday, -Jan. £6,:1949, as- was indicated in:the

“Chronicle? 'of

Jan..20.. Among those present were the heads of corporations whose

shares are list-

ed on the Ex~

change, repre-’
sentatives = of

the Federal,”
provincial and
civic . govern-

ments and .of,
leading finan-:
cial institu--;
tions and to :
members of
the" press.

The mem-
bers ‘in ‘hold-
ing the dinner
not only com~
memorated
this anniver-
sary, but paid tribute to those who
through their membership. in or
association with the world of" fi-
nance. have contributed in large
measure to  the : progress: which
Canada has made during the past
75 years. ) 2

The records of the Montreal
Stock Exchange contain ~official
minutes dating back to 1863 when
a “Board of Stock Brokers”.was
formed in -Montreal. - The -Board
originally had 11 members. The
members met daily between 12:00
and 12:30 o'clock. .in: .the  of-
fice .of the .Koard’s honorary
secretary.. In 1866 .the .members

. hired ‘a.room .in .the -Board. of
Trade . Building: (situated at:that
time where the Lake of the Woods
Building now- stands), where.they

Jacques Forget

met for a number of years. Rules|.

regarding memberships and com-
missions were drawn up and- en-
forced, and listing fees were in-
stituted. In 1872 ‘the ‘Board of
Brokers began calling itself the
Montreal Stock Exchange and in
1874 the Exchange was incorpo-
rated under that name with a
charter from the Government of
the Province of Quebec.

As was the case with the Lon-
don Stock Exchange and the New
York Stock Exchange before it,
the local market had a very mod-
est .beginning indeed. In 1874
there were but 63 issues traded.
Bank issues, 21 in number, made
up one-third of this list and turn-
over at that time was around 800
shares daily.

A general increase in business
during the first nine years of the
Exchange’s - incorporation' made a
move to larger quarters imper-
ative and in 1883 the Reading
Room of the Merchants Exchange
Building at No. 11 ‘St.-Sacrement
Street (where the Marconi Build-
ing now stands) was rented for its
daily board meetings.

By 1901 sales averaged about
7,000 shares per day: the mem-
bership had increased to a total
of 45 and the value of a Stock
Exchange seat had risen from. a
figure of $2,500 in 1876 to.over
$12,000. “In 1902 membership was
increased three times, to total 60
seats, and it was at that time that
the Exchange decided to build its
own home on a property located
on St. Francois Xavier Street and
rurchased from the Seminaire de
Saint-Sulpice. . Construction was
vompleted in 1904 and the mem-
bers moved into - the building
which has housed them up to the
present day. g

In 1925 the members of the
Montreal Stock Exchange organ-
dized .the Montreal’ Curb Market
with a view to provide organized
trading facilities for unlisted se-
curities, which could not meet the
listing requirements of the senior
market, and in 1929 construction
of an annex to the Exchange
building was completed to house
the Curb Market.

At the present- time-there are
over 260 securities listed on the

‘Stock: Exchange.: The dollar value

of ‘these’, listings - is.. over: the "$9
billion mark, and .the volume of

' |'shares traded during the past year’
-was' just ~over "8 million shares.

The  present . officers. of - the
Montreal. Stock . .Exchange - are:
Chairman, “Jacques Forget;. Vice-
Chairman, F. J..'Vincent; Secre-
tary-Treasurer, D. C: McEachran;
Governors: Raymond Allan, H. S.

' Bogert, J,, E.. Chaput, W. T. K.

Collier, L. T. Des Rivieres, H. J.
Ferguson, F. G. McArthur, A.E. D.
Tremain. !

The General Manager is G. P. G.
Dunlop, and the Assistant Manager
is J. E, McKenna.

Hyder to Gonduct
Course at Columbia

Carl T. Hyder, of the brokerage
firm of Shields and Company, will
conduct a survey course in gen-
eral investments for the layman

: during the
spring  semes-

.. .ter-in-the Co-
Jumbia Uni-
:yersity Insti-
“tute -of - :Arts
and.~ Sciences.
The- course
will. be'. given
‘Tuesday .eve-

. ‘nings- for- ten

~-ning Feb. 1. -

S “Th e pur-

pose-of the

course,” ac-
cording to Mr.

Hyder, “is: to

tell the lay-
man what to look for as a good
investment and' what to avoid as
unsound.,”

Mr. Hyder has dealt with the
general investment field for more
than 20 years, specializing in the
handling of individual portfolios.
For his course,  he will call in
recognized - authorities to discuss
industrial, railroad, public utility,
oil, chemical and other kinds oi
investments.

Among the specialists to-address
the class will be W. Truslow Hyde,
Jr,, of Josephthal and Company,
public utilities; Herbert S. Wyeth
of Shields and Co., railroads; Clif-
ton A. Hipkins of Braun, Bosworth
and Co., tax exempt securities;
Edmund W. Tabell .of Walston.
Hoffman and Goodwin, a technical
analysis of the market; Alfred S.
Rudd of Shields and Co., heavy
industrials, .

The course will also include a
session on how to read and under-
stand the financial pages of the
daily newspapers. ‘

Fee for the course will be $15.
Registration application may be
made through the Institute office
at 304 School of Business Build-
ing, New York City,

Southern Nat’l lnv.
Gorp. Is Formed

SAN ANTONIO, TEX.—The
Southern Nation al Investment
Corporation  has = been formed
with offices in the Milan Building
to act as originators and dealers
in Texas municipal bonds, Rob-
ert Mclntyre is President ‘of the
new corporation and E. P. Kinzie
Secretary-Treasurer, ;

Mr. McIntyre has been conduct-
ing his own:investment business
in San Antonio wunder the firm
name- of - Robert .McIntyre -Com-

Carl T. Hyder

pany for some years,

2 weeks, begin--

g g 4 . » it o . §
Ji-F. Reilly-& Co. . |
b L]

'To Be Formed in N.Y.C.
i -John F. Reilly and.Harold M.
Masius, both members of the New
York Stock Exchange, will form
:J. F. Reilly & Co. with offices at
25, Bragad:...,. .

| Street,. ' New’

York 'City, -as’ ~

“of Feb., 1. Mri. .~

Reilly. has re=' -

cently.-been

doing business "
as an individ="-
ual <flo.or !
broker;: prior. . §
thereto .he '/
was g partner ' :
in"Marx & Co. .
and. conducted -
his - own: in-
vestment
business, . Mr.
Masius has
been active as. .
an 'individual floor ‘broker and
prior 'thereto ‘was a partner in
Skall, Joseph, Miller & Co.

John F, Reilly

MIT Receives Grant
From Merrill Foandation

A grant of $50,000 to the Massa-
chusetts Institute of Technology
for a research program on the eco-
nomics of the .housing industry
was announced by the Merril;
Foundation for the Advancement
of Financial Knowledge.

In’ making: the announcement,
Winthrop . H. Smith, President of
the Foundation ~ and :managing
partner: of: Merrill. Liynch, . Pierce,
Fenner. & ‘Beane; said' that  the
study would be carried on in-the
department of economics and so-
cial sciences at -MIT. under the
diregtion of .Dr. W. Rupert Mac-
laurin; ' Professor of - Economics,
and a.staff of experts.

The program which will form
the basis for'the study by Pro-
fessor Maclaurin and his asso-
ciates . includes investigation = of
such factors as unit operations,
building codes and zoning restric-
tions, building trades union prac-
tices, the relation qof component
manufacturers. to the building
industry, site developments, ‘and
the attitude of -homeé-owners to-
ward standardization,

The studies will be focused on
what has been done and what can
be done operationally to overcome
the various handicaps which have
retarded the advancement of the
industry and it is hoped that the
study- will result in measures tc
bring order and stability to the
housing industry; Professor Mac-
laurin said.

It is expected that.a number of
leading concerns in:the 'building
industry @ will - cooperate in the
study in order that all aspects . of
the problems of the industry may
be: thoroughly understood.

Blair & Co. Opens -
New Trading Depl.

Blair & Co., . Inc,. 44 Wall
Street, New York City, announces
the opening of a new trading de-
partment  specializing = in  bank,
insurance, public- utility and in-
dustrial securities. The firm also
underwrites, distributes and deals
in - government; municipal -and
corporate securities, Heads of the
firm’s trading divisions are James
E. Gavin, bank stocks; Horace W.
Wells, insurance st?cks; John W.
Bair, public . ulility stocks; and
R. Sinis Reeves, industrial stocks.
The analysis -and research divi-
sion will be headed by Robert S.
Burns, bank and insurance issues;
William ‘M. Friedel, utility issues;
and Carl.C.. Adsit, industrial is-

Market economist cites various

the  sale
common
stocks, but
as I shall ex-
plain later,
this procedure
is virtually
impossible.
First," let us
take wup - the
alternative
methods of
raising funds;
nam-el.y,
through rein-
vested - earn-
ings, through
bond  issues
and bank
loans, and through the-issue .of
preferred stocks. Unfortunately,
each of these methods of tinanc-
ing is undesirable, ) !

The securing of funds from re-
invested earnings is the. easiest of
all procedures -to .finance -expan-
sion. « There'.is. no - registration
with the Securities and Exchange
Commission,. There are ;no nego-
tiations ‘with . bankers. as: to the
terms of issue .and as to the
amount, of underwriting profits.
There is no necessity to secure the
stockholders’ . approval and there
is a good deal of logic in apply-
ing surplus earnings to strengthen
the company.

On the other hand, whereas the
proceeds from borrowings or from
new security issues are available,
dollar for dollar, for use in plant
expansion, each $2 of reinvested
earnings produces only $1 for cap-
ital needs, if we assume a cor-
porate tax of say 50%.

Another objection is that, if sub-
stantial earnings are consistently
reinvested, the suspicion -may
grow that the ' stockholders will
never be able to put their hands
cn such earnings. It is something
like being presented with a beau-
tiful cake which one is never al-
lowed to eat. If so, reinvested
earnings will come to be ex-
cluded in valuing stocks. The
policy * of reinvesting earnings
tends . to depress the price of
stocks, which has always ‘de-
pended more on the amount of
cash dividends than on the
amount of book earnings.

Dean Langmuir

Financing = Through Borrowing
Financing through bond issues,

| or through borrowing from banks

or insurance companies, is in
many ways peculiarly appropri-
ate to the present. In.these days
of infinite uncertainty it gives a
real measure of security to the
investor. If earnings fall off and
the investor is not paid off, he
can put the company in bank-
ruptcy and all of the company’s
assets will go toward the satis-
faction of his. bonds. Conversely,
however, it is dangerous and un-
sound for the company to in-
crease its debt - during times of
great prosperity, while facing
extraordinary uncertainties. Large
debts imperil the interests of the
stockholders, Where companies
are subject to regulation, as in the
case of public wutilities, increases
in debt are even. disallowed by
public authorities.

*An address by Mr. Langmuir
before American-Management As-

| sues. 4+

I 'sociation, New York; Jan. 21, 1949.

Bleak Prospect For
Corporate Financing

By DEAN LANGMUIR *

drawbacks to - financing capital

requirements . from retained - earnings, from -borrowing, and from
preferred stock issuance. Hence concludes common stock financing
_is.the only desirable method under existing conditions, but.this is
.extremely difficult during present undervalued equity markets caused
by excessive taxation, SEC restrictions, and Administration’s actual
and _potentially adverse policies. = Believes mutual fund instrument
.embodies ‘future ‘hope of accomplishing stock -distribution.
My conclusions on the possibil‘ity‘of adequately financing capital
.:requirements are pessimistic, but ‘wishful thinking is to be avoided
at all costs. It is best to face the realities. The only sound method

of financing expansion under existing conditions would be through
of ®

From the standpoint of the com-
pany, it is far sounder to raise
capital funds through the sale of
preferred stock, but it is difficult,
if not impossible, to market pre-
ferred stock issues at the present
time, - The preierred - stocks .of
companies such as U. S. Steel and
Bethlehem Steel yield over 5%.
These two well-seasoned. com-
panies ‘enjoy a prestige and now
nave -a' uegree of financial
strength which ‘is almost beyond
belief. - The ‘' yield on more ob-
scure and ‘less seasoned preferred
stocks has to be far higher.

‘ Preferred . Stock Financing

The- issue- of preferred stocks'is
hard hit by -our system:-of taxa-
tion. The .common stockholders
.who. own .and  control the com=-
pany .would certainly .be. foolish
to expand through preferred stock
issues ‘unless :they, the common
stockholders; - profited - thereby.
In: other - words, there:is no .in-
centive -to finance through 'pre-
ferred stock ‘issues unless the re-
turn on: the plant facilities to be
financed . through the  preferred
stock will 'exceed the dividends
paid to the preferred stockholder.
If, however, we assume- that the
corporation tax rate will be 50%,
and if we assume that the com-
pany must pay 6% for new pre~
ferred stock issues, then it fol-
lows that unless the new plant
facilities provide a return of more
than 12% per annum, the com-
mon stockholder will not be- any
better off by issuing the preferred
-stock. Insview of the highly con-
fused economic outlook, there are
few businessmen who can afford
to expand their facilities on the
assumption that  they . will profit
only so far as the new investment.
yields more.than 12% for an in-
definite period ahead.

Equity Financing

We come back then to common
stock financing as the only kind
of sound financing in.times such
as these, Unfortunately, if we
examine . the sources of funds
available, it becomes evident: that
few funds are available for the
purchase of common stocks. Com-
mon stocks are brought only by
certain classes of people, for

.their purchase requires sophistica-

tion. - One must know how to go
about it, where to check advice,
what brokers are dependable.
Usually only those working in of-
fices in large cities have this
know-how, and of these only ex-
ecutives have sufficient funds to
make substantial purchases, aside,
of course, from those who have
fortunes already 'invested in se-
curities. - But these classes of
people no longer have excess
funds which they can apply to the
purchase of common stocks.

In earlier years, a man. oper-
ating a small business, or a corpo-
ration executive, or ‘a large in-
vestor, lucky enough to have a
windfall of say $50,000 in any one
year over and above his normal
earnings would be more than
likely to use such sum to buy
common stocks. The chances of

/| any one individual having a $50,~

000 windfall are slight indeed, but
in the aggregate; in a growing

(Continued on page 36)
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 Chase NaP'l Bank Reporls on 1948 Operations -

“Annual Report to ‘_S"h)av'!g‘hdlde.rs_‘fqr year 1948 shows earnings of

By THOMAS C. BLAISDELL, JR.%

.{rade . the

" The Outlook for World Trade -

Holding narrowing gap between U. S. exports and imports is healthy ' development, Commerce Depart-
ment official sees in it indication of world economic recovery. Stresses importance of sound currencies
in developing world trade ‘and takes encouraging view of International - Trade . Organization and Mar-

* shall Plan as means of breaking down nationalist economic barriers. | Calls for more and better- non-
y government international organizations as aid in world trade progress.

This noon I want to make a prediction or two and ‘talk about some of the government’s
policies affecting’ international trade. Government policies in the field of international
to establish. They'are far more difficult to establish than the policies 1

affecting® -

»

trade are not easy

domestic
trade. We
may be very
clear as to
what we want
to do, but too
often our de-
sires run
counter to
what the busi-

do. A gener-
ation - ago,
when we were
trading = with
| countries
whose business ' practices - were
similar to our own and to each
other’s, the difficulties of interna-
tional trade were relatively minor.
But today we' are living in a
world that has been atomized—in
more ways than oné. But more
of that in a moment, :
{ At this time of year, when we
-are making our budget appraisals
"and when the appraisals of, the
national economy are being made
Jor the purpose of establishing
Jegislative programs, we have to
4hink in terms of quantities'and
Figures. The minute we suggest
‘a figure we lay ourselves open
because someone .else’s judgment
‘may be—and usually is—different
Jrom ours, At any rate, we in the
Department. of Commerce think
.-we see an export trade volume for
+the fiscal year-1948-1949 of some-
‘thing in the magnitude of $12%
t0. $13 billion, . For the same pe-
xiod we expect that our imports
will probably be about $7 billion.
*This leaves us with a net export
‘balance of $5% to $6 billion. In
‘“using these figures I am, of
course, speaking only of the mer-
‘chandise trade balancé. This is
“somewhat deceptive, as you are
all aware, since in international
so-called “inivisible
.items” are as-important as the

“Thos. C. Blaisdell, Jr,

:-obvious trade in goods. The ship-
‘ping services which we buy from
. ofher countries, tourist expendi-

iures abroad, the  provision of
‘banking and insurance services,
ihe special services in the export-

. import trade by those who buy in

one market and sell in another
simply for the difference in price,

"are all important factors in estab-

lishing the financial balance of

- payments.

Closing Export-Import Gap
This difference between total

“‘exports and total imports, con-

sidered on a broader basis ‘than

‘ the trade in goods, still shows a

‘gap of about the same magnitude
‘as the one we have mentioned.
“The significant thing, however, is
‘that this gap has been narrowing
‘since ‘the middle of 1947. I think
we all agree that this develop-
ment is healthy, Those who are
particularly interested in the ex-
port business probably do not feel
cntirely happy with a decline in
‘the export trade. Fortunately,
many of them also have an inter-
‘ost. in the import trade, and the

heariening to see ine increased in-
terest which has -been shown by
a number of old firms who were
primarily exporters- in expanding
the import phase of their activi-
ties.” - 4 K
As far-as the effect of this nar-
rowing gap on’our mational econ-
omy "is concérned,: we . can- feel
even greater satisfaction-in what

increasing volume of imports, ana
the increase in' goods available
has offset to a certain extent some
of the' inflationary “forces' of the
past two years. However, as long
as this gap remains, it is'an infla-
tionary’ pressure on. our:economy.
In all fairness, we must not over-
emphasize its importance as com-|
pared ' to ‘ the other major infla-
tionary. forces at work, particu-|
larly the unusually high levels of

‘private investment in new indus-

trial and commercial undertakings,
and the high level of housing con-
struction. )

It has been interesting to note
some of the forces behind the¢
growth of imports. Most impor-
tant, of course, has been the abil-
ity of the American people to buy. |
High levels of purchasing power
in the hands of consumers have
made' them willing to buy almost
anything that has real merit. On
the other side, the slow rise in the’
production of goods by foreign
manufacturers and their intensi-
fied sales efforts in the United
States have begun to bear fruit.
As businessmen .they .are doing
good business for their own coun-
tries and they are doing us a good
turn by earning dollars to pay us
for the goods they buy. We have
always imported large amounts of
certain raw materials essential to
our economic life, such as tin, an-
timony and rubber from the Far
East. These and other basic ma-
terials have been coring in in
larger quantities and give hints of
improved economic and industrial
conditions in that part of the
world, ;

Evidence: of World Recovery

What I have been saying boils
down, in one brief phrase, to the
evidences of world economic re-
covery. I think we can say with-
out hesitation that on the produc-
tion side recovery is certainly in
full swing. This recovery has
been possible only because the
American people have sensed that
the times are changing and their
place in the world is no longer one
in which isolationism is possible.
Perhaps it is a mistake to say it is
impossible.” Isolationism is pos-
sible, if we. are prepared to pay
the price.
lower standards of living. In ad-
dition, we would have to admit
that we were -afraid to act like
free people in a world -of ex-
panding interests and expanding
spportunities.

The expanding and rapidly
changing world of the Twentieth

| America. 'The vast. movements of

The price would be |

itions can work together .to real-
lize the great promise inherent in
iour technological .achievements.
| The only way to gain some meas-
'ure of certainty is to:face the real-
i ities 'of our world and-decide how
as individuals and as international
traders or . government. . officials
we can live and work .in it effec-
tively. " I'should like t6 devote the

with if we .are to -build a. struc-
ture of iinternational business-that
will ‘give .the trader . a. certain
amount of security -and  certainty.
* ‘During the Nineteenth Century
and the early Twentieth Century,
the world was divided into two
great parts. One par-was the in-
ternational - trading - world - in
which there was freedom' of busi-
ness activity. The other part was
the self-sufficient world of the
non-industralized "parts of  the
earth: the great interior of Africa
and Asia and a large part of Latin

international trade and interna-
tional investment were. accompa-
nied by tremendous increases in
population, along = with = rising
standards of living throughout the
international trading world.: Dif-
setent pars O . (Dat WOrtd spe-
cialized in the things they could
do best. Western Europe and the
eastern United States became the
great- industrial producing areas
of the world, and they sold their

industralized areas to pay for raw
materials ‘and to make possible
expanding investments in other
parts of the world. International
banking played its part in this
great development, The develop-
ment of the gold standard made;
possible the exchange of curren-
cies between different  nations,
and so -well-developed was the
mechanism of the international
exchanges that the average trader
was hardly aware of the financial
services which were always ready
at hand. These were the. days
when flights of currency between
nations were almost unknown.
These were the days when money
as. such was regarded as having
little direct significance in trade.
Money was a necessary instru-
ment, but other than that was not.
in and of itself, ‘a moving force
in the development of trade.

‘Need of International Gold

i Standard -~ . .
In various countries of the
world, ‘during the “last ‘half -of
the Nineteenth Century and dur-
ing . the ‘early Twentieth. Cen-
tury, this' great expansion - and
development of trade was rudely
interrupted from time to time, not.
only by wars, which from one
standpoint only added to the vol-
ume of trade, but, more signifi-'
cantly, by the great business crises
arising from business booms fol-
lowed ' by - business slumps. . The
significance of the business cycle
on national policy slowly became

of 17¢ pe

goods to each other and to the‘less

| payment of a like principa’

$2.37 per share, after deducting net loss on sale of bonds bought
.dmfxfng preceding years.' Chairman Aldrich ‘at stockholders’ meet-

* ing defends bank’s ‘dividend policy. '

.Winthrop W, Aldrich, Chairman of the Board of Directors of the
Chase National Bank of New. York, in his report to shareholders for
1948, states that net earnings for the year amounted to $17,579,000, or
$2.37 per share, compared with $2.68 per share the previous year. The

lower 1948 @
earnings are e
ascribed
largely. to-
osses ‘on  se-
curities which
amounted to
20¢ per share,
compared:-
with . a- profit

share in 1947.
Commenting
on bank earn-
ings “ in gen-:

this bank and - s

banks generally: shared the .ex~
perience of -industry and business.
in reaching  new  high - levels of
activity during the year, there was
a sharp.contrast in the matter of
net. earnings.. Industry’s profits
generally ~‘continued upward -to
néw peaks, whereas the net prof-
its of banks on the whole showed
comparatively. 'small = variations
from 1947 ‘and: were lower. than |
in 1946.” : ’

Despite slightly lower net earn-
ings in 1948 Mr: Aldrich reported
a gross income from operations in
the year of $69,081,000, an increase
of 7.9%: over 1947, due.in large
part to increased . earnings .on
loans, which amount to $9,857,000,
or 43% over 1947. Indicating the
upward trend of interest rates
during the 12 months, the average!
rate on loans for the last quarter
of 1948 was 2.32% compared with
1.96% for the same period a year
ago. ;

The Chase’s assessment paid to
the  Federal Deposit Insurance
Corporation in 1948 was $3,100,-
000, the largest annual .assessment

; vihe 14 years since the Federal De-

which- the -Chase has paid during

posit .Ir.sura‘n‘ce Corporation was’
organized. Aggregate payments in’
that period have amounted to

1$32,106,000, which is equivalent to
1.4 31 per share on the 7,400,000
. | shares of stock. ‘

“The .Federal Deposit Insurance
Corporation,” commented Mr, Al-
crich, “now has a reserve fund of
more than$1 billion. In:view of
this'’' very large reserve. fund, it

‘seems clear-that the existing laws

establishing the basis for assess-

“ During ' the ten-year period
1939-1948 a total of $94,200,000
has been added' to Chase capital
funds, after - dividend 'payments
aggregating  $108,040,000. = The

‘combined capital, surplus and un-

divided. profits . (referred ‘to " as
capital’ funds) on Dee. 31, 1948,

‘amounted to $327,764,000, . com-

pared with $322,025,000 at the end
of 1947 and with $233,562,000 on
Dec. 31, 1939. :

At the annual meeting .of the
Chase’s - stockholders -held or

Jan. 25, Chairman Aldrich an- ~

nounced .there were no plans for
increasing the current dividend or
declaring a stock dividend, stating
“I do not believe we have reached
the point where our capital funds
are sufficiently great to-increase
the dividend under present condi=
tions.” In his address to the share-
holders, Mr, Aldrich discussing
the bank operations maintained
the bank’s dividend policy was as
liberal as that of other banks. For
three years, he pointed out, the
payment has been $1.60 per share,

or 54% of net earnings in 1946;
60% in 1947 and 68% in 1943,

First Boston Corp. Group Gffers $50,000,000
Gonsolidated Edison 39/, Morigage Bonds

The First Boston Corp. headed

a group of 49 investment banking

firms which publicly offered Jan. 26 $50,000,000 of Consolidated
Edison Co. of New York, Inc., first and refunding mortgage bonds,
3% series E, due 1979. The bonds were priced at 102.399 and accrued

interest to yield 2.88%
turity. Awarded at competitive)
bidding on Jan. 25, 1949, the is-|
sue is one of the largest of cor-|
porate securities marketed pub-
licly thus far in 1949.. '
Proceeds from the.sale will be
used by Consolidated Edison to
the extent of $40,000,000 for the

amount of short term notes which
were issued in connection with
interim financing of the company’s
construction' program. . The bal-
ance of .the-proceeds will be usec
in connection with the construc-
tion 'program- which, it is esti-
mated, will involve expenditures
of approximately $225,000,000 for
the years 1949 inrough 1952;

For general redemption the se-
ries E bonds are redeemable at
105.40% on or prior to December
31, 1949, and thereafter ac prices
scaling down to 100%. Special
redemption prices are calculatec

to ma ¢

controlling certain utility: compa-~
nies and a non-utility. known as
Consolidated Telegraph & Elec-
trical Subway Co. Consolidated

“Edison.and its subsidiaries supply

electric service in the Boroughs
of Manhattan, The Bronx, and
Brooklyn, in a large ‘part of the
Borough of Queens and' West-
chester County. Gas service is
supplied .in Manhattan and the
Bronx and some areas in Queens
and Westchester County, Steam
service is supplied in part of Man-
hattan,

Giving -effect to this financing
the company and its subsidiaries
will have long term debt of $493,-
732,400. Consolidated Edison has
outstanding 1,915,319 shares of $3
preferred stock without par value
and 11,477,215 shares of common

stock without part value. r
The consolidated net income of

ihe iness is f f inti t. However,” an under-| tect ‘the basic offeri iele’| Consoli : ) £
decline in the amount of business| Century is full of uncertainties. abpagen An. 1 o protect the basic offering yielc | Consolidated Edison for the year
: ; : 2> | Uncertainty is in the atmosphere |Standing of the relationship™ be- 3 . : !
ihey have been doing in exports wg breathgarsxd it determimg the |tween cyclical movements in of 2.88% to -maturity, Consoli-| 1948 was $36,824,881 after all op~

has been partly offset by the in-
creased business they have been
doing in ‘imports. It has been

*An address by Asst. Secretary
Blaisdell before the Drug, Chem-
ical and Allied Trades Section of

the New York Board of Trade,

‘New York City, Jan. 18, 1949.

i
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way we act and think. ' Within
a generation we have seen two
wars and a world-wide depres-
sion. What we all want is some
measure of certainty about what

is in store for 'us during the rest
of the century. We want to see the
way clear to a relatively stable

world in which we and other na- |

business and the financial policies
of ‘governments was far from be-
ing well developed. The accepted
principles - of finance "were so
firmly ingrained -that after the
first - World War—which had
thrown the international financial

machinery badly out of line—it|
(Continued on page 38) !

dated Edison Co. of New York,
Inc., organized under New York
State laws in 1884 as Consolidated
Gas Co. of New York, is a public
utility operating company engaged
in the manufacture, transmission
and distribution of electricity and

gas. It is also a holding company

erating expenses, taxes and other
charges. Total operating revenues
of the Edison System for the year
1948 aggregated $370,832,235,
against $335,893,718 in the pre-
ceding year, while operating rev-
enue deductions were $321,545,417,
against. $286,201,045,

ness people of | is - ‘taking place. ~Our domestic|rest ‘of my_time 'this noon to:a gr'a_l, Mr. " Al-- : ‘| ments should be rhodified a:1d the 7
other coun-|'markets‘ have been willing -and brief 'survey of some of -the reali-. “flCh stated:” . ~. - . liraterof -ascessment should be re- 4
tries want to| anxious to absorb the gradually|ties:that:must be faced and dealt Although = W.W.Aldrich.. | qyceq.” R '
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 Olis & Co. Appoinls New Officers arid Direclors
- Launching Program of Expansicn -~ -

;

CLEVELAND, OHIO.—With the appeintment of six new officgr‘sé
and- directors, ‘Otis’' & Co., Términal Tower, launched ‘an aggressive

program.for the expansion .of its

" Cleveland investment firm was founded in 1899.

Glenn R, Miller

Cyril H. Weagle

.+ Glenn R. Miller, who has been
manager of Otis & Co.s Public
Utility Department since 1946, be-
comes  Executive. Vice-President
and a Director. A native of Elgin,
111, a-graduate of Northwestern
University School - of Commerce
and an Ohio- certified public. ac-
countant, Mr. Miller has spent the
past 15 years in the investment
business with the ‘exception of
three years’ service in the Army
with the ‘Contract ‘Renegotiation
Division of ‘the. Cleveland.  Ord-
nance District, Prior to the war
he spent two years as an invest-
ment analyst with the Continental
Casualty Company of Chicago and
seven years.in 'a similar capacity
with Sheridan, Farwell & “Morri-
f_on, Chicago investment counsel-
ors. »

| John A. Kruse becomes Vice-
President in Charge of Syndicates
and ' Sales and a Director. - Mr.

Kruse has been with Otis & Co.

since 1932 .and has been- Manager
of the Trading Department for 13
years. Mr. Kruse, a native-Cleve-
lander, was with thé Bond Depart-
ment. of, the Union Trust-Company
before ‘joining Otis &  Co. Mr.
Kruse was Secretary-Treasurer for
the Northern Ohio District of the
Investment Bankers Association in
1946  and - Vice-President of the
Cleveland Security Traders Asso-
ciation-in 1947. He succeeds C. B.
Lincoln who has reached retire-
ment. age but who will- continue
with the company in an. advisory
and; consultative' capacity. ‘Daniel
M. Hawkins succeeds Mr- Kruse as
Manager. of the Trading Depart-
ment, | T b
| Harry Irwin becomes Vice-Pres-
ident in charge of the New York
office and a Director, Mr. Irwin
has:been: continuously associated
with Otis & Co. since 1926 and has
been Manager of its Cincinnati of-
fice for many years. A:native ‘of
Fort Thomas, Ky., and a graduate
of .the University-of - Cincinnati;
Mr. Irwin served on the War Fi-
nance Committee ‘of = Hamilton
County,*Ohio, "and ‘Northern Ken-
tucky.  ‘Charles “A. “Whiting “suc-

ceeds Mr; Irwin as Manager of the:

Cincinnati office,’

. - Cyril H, Weagle becomes Vice-
President in Charge of the Munic-

ipal Department and a Director. A
native of Nova- Scotia, where he
spends his rummer vacalions, Mr,
Weagle came with Otis & Co. in
1928, and is its senior salesman,

John A. Kruse

buysiness in all departments: Th_é_

i
|
i
|
i
|

| taxes,” loss™ of
lincentives,
imisunder-
fstandings
jvergingon

Harry W. Irwin

- |:security. business,

Robert L. Kaiser

handling many institutional : ac-
counts.- He is a graduate of Acadia
University, Nova Scotia, and dur-

{ing-his -college: summer vacations

was the leading salesman for John
C. Winston & Co., Philadelphia, in
Canada and the United States. He
is active in Cleveland church and
civic circles and during the war
was a Section Captain for the War
Bond Drives.

Robert ‘L. Kaiser becomes Sec—f

retary ‘and a Director, Mr. Kaiser
is a native of Elyria, Ohio; and:a
graduate of Miami University and
Cleveland Law School. He came
with Otis. & Coe. .in. 1946 as con-
troller,: which position he retains.
Mr, Kaiser had beeri with the Na-
tional Refining Company: from
1935. to 1943, first as Audito’r’and‘
Chief Accountant and then as As-!
sistant. General Counsel and: As-
sistant Secretary.. He was admit-
ted to .the Ohio.Bar in 1940, - For
the three yéars prior to his.asso-
ciation with Otis & Co. he was a
Lieutenant (Junior Grade) in the
United States Navy.

Harvey L. Hawkins becomeés:.a
Director. Mr. Hawkins is.a native
Cleveldander and has spent his-en-
tire_ business” career with Otis &
Co.' He has- been -associated 'with
Otis & Co. since 1921... .. -

John E. Dwyer,. Vice-President

in charge of the Chicago office,|

hasalso been elected a Director of
the company, "™ S

NASD District No. [0
Elects Officers

COLUMBUS, OHIO—At its an-
nual meeting the -following -offi-
‘cers ~ were. elected by District
No. 10 of the National Association

of. Securities Dealers;: Herman -J.
Sheedy, McDonald & Co., Cleve-
land, Chairman; Robert O.-Shep-
ard, Prescott, Hawley, Shepard-&
Co,, Cleveland; Frank Reid, May-
nard H. Murch & Co., Cleveland,
and, Don M, Kraft, Collin; Nortoi |
& :Co; ‘Toledo, ‘members ‘of th
District Committee; - ) ]
A J.Stiver, Saunders, Stiver &
Co., and Harold L. Emerson, H, L.
Emerson &' Co.; liave been ap-
pointed - members of the NASD
~onduct committee,

* District No.' 10 ircludes Ohic

{| tive; energy and ingenuity wi

lbusiness
.| thinks it has
i| no. control. .I
|refer ot

{socialistic

i my ‘mind, "all

}

Ty " . ; S oy “‘ |
Holding securities business as

tees for' each. -Urges public rel
.. of .improving earnings and’ mor.

- To a considerable extent,

future.” Such a contention
the security

<

course, to

persecution, -
trends; etc. To

of- these: fac-'
tors should
really be an
integral part
of sthe: overall planning of the

Harold B Dorsey

Without  going into too much
detail, let us briefly look at con-
ditions ‘that exist now. It is com-
mon. knowledge that an insuffi-
cient proportion of new capital is
flowing into securities and espe-
cially into equities. It is recog-
nized: than, a larger than normal
' proportion of consumer disposable
income is -going, into consumers
durable goods; these items are
‘competing  very :successfully for
ithe potential venture capital dol-
ilar. . We know'that liquid savings
are-large but, for various reasons,
.an-abnormally large proportion of
‘these 'savings'is relatively inac-
tive. Ao~ I

In addition to recognizing nu-
merous ‘unfortunate and unsound
'leconomic trends among these con-
ditions, I think most of us also
‘will admit that the morale of. the
‘personnel of.the security business-
is yery low. It seems to be punch-
drunk and-a great deal .of -time is
devoted to explaining. why it is
‘punchdrunk, but correctives are
sbasmodic and on a small scale, at
best, . | a2 :

; “Perhaps as a consequence of
this_low, state of morale, the se-
ciirity - ‘business. as an -industry
stands as ‘a house divided and
consequently is ' weak and ineffec-
tive., It has been pointedout. to
me that one representative of the
industry will get the ear of some
Congressman ‘and - tell him that
%ch.— and - such legislation is
iecessary, only to.be followed by
%nother representative: who con-
ends that. the first fellow is
wrong. ' There is a lack of intelli-
gent coordination of effort; lack of
-4 flag ‘to rally around, lack of a
dynamic organization that is. in-
elligent enough and representa-
ive enough to command the re-
%pect of the people. G ’
i Now, much-as I hate to be a
party to piling. one bureaucracy
on ton. of .another one, it is an
gm‘deniablef fact that there-is- no
¢rganization representative of the
whole security business and one is
needed -very badly. Grave prob-
lems are presented that are much
too large for anyone of the various
existing associations  to . tackle,
The-associations representing dif-
erent .segments’ of the security
‘business -do not have ‘a: broad
enough_ .representation to speak
‘with .authority and in some in-
‘stances:they are prone to grind
their-own particular axe. .

| Perhaps 'someone has a better
solution but my own suggestion
would run somewhat as follows:

(1)"Let each one of the various
associations that represent seg-

*An address by-Mr:. Dorsey -at
rooting of the Boston Investment

and Kentucky.

AL . |
\F.a‘; _'; Ky

Preside

a
" of securities, together with mm}:ernizing and creative leadership

may seem to ov

| then swould consist of representa-

jous number
.facing the security business that

By HAROLD B, DORSEY*

cog in the economic*machine.
the future of the security busi

ments of ‘the security industry
appoint their- -most  intelligent
member to a newly organized
central industry board, which

tives from the. Association of
Stock "Exchange ‘ Firms, the In-
vestment Bankers Association, the
National Associationh of Securities
Dealers, the National Society of
Security Analysts and others.
(2): The central committee
would- then' select a coordinating
head,of the Bernard Baruch type,
who commands the respect of the
publie.
(3)! The governing board and
the coordinating head would then
set up subcommittees along func-
tional lines. It.is in the process of
designating _ these- subcommittees
that.I intend to'elaborate a little
on.some -of the outstanding prob-
lems of the security business as
I see-them.

(a) Legal—It is trite for me to
remark that there are a tremend-
of legal questions

‘are common to numerous divisions |
of the business. " A legal,depart-'
sment here' would'not only provide
elements. of .efficiency -and- uni-
formity of - legal interpretations’
but could also.clear away many
misunderstandings that are a bar- |
rier-to -the- dissemination of facts
about securities to the public. For
example, I have had partners of
security firms tell me that, in their
dpinion, it was a matter of ques- |
tionable- legality*-for- them- to ‘tell -
the publicthat.a 5% return could '
be obtained by investing in Gen-
eral: - Electric’s; -comimon stock,
Frankly, I am: not:sire whether or
not they: are right. ¢ ;

t (B) :Ecoiioinics - — This group
would prepare the data that would
prove-the vital importance of the
secubity business to. the nation’s
economic -welfare. There is a tre-
mendous - nieed for explaining to

,this condition is largely the f

f-the Securities Business
nt, Argus ReSé;_ax"_cli Cofp@rétion ‘

. an indust‘ry.is ‘a house divided, weak and ineffzctive, Mr. Dorsey urges
centralized . representative o‘rgani'zation' for all ‘segments .and branches,
a

with coordinating sub-commit-

ions and educational campaign to regain respect of public and a policy
e of securities business personnel. Advocates aggressive merchandising
in making szcurities business a vital

ness depends upon the initia-

th which its personnel and leadership plan and work ‘for its
erlook the effects of outside factors over which

vigorous. and well coordinated
campaign to regain the respect of
the public. . d ;

But of equal importance in this
matter of public relations is the
duty of our industry to accept a
very large proportion of the re-
sponsibility for making the public
aware of ‘the economic faects of
life.. Labor .does not 'thoroughly
realize that capital is required to
create jobs and pay decent wages.
The public does not realize that
new capital is required to .reduce
costs and prices,.to increase pro-
wdcuon -and thereby to improve
the standard of living. '

I venture to say that 99% of the
people of this country are com-
pletely unaware of the statisti-
cally provable fact that there is
a  very precise correlation be-
tween corporation profits and the
number of people employed. In-
variably, when corporation prof-
its rise, so does the weltare of
our whole economy. Not only
can this be demonstrated by sta-
tistics but it is also quite under=-
standable if one looks at the mat-
ter from a common sense view-
point. The. prospects for profits
have a vety direct bearing on the
willingness' of business leaders to
expand or contract employment.
The very genesis of our: cyclical
movements is to be found in. the
minds of the business leaders.
After all, who else can possibly
make the decision as to whether
the number. of jobs is to expand
or contract? This is the reason
why ‘we focus all of our economic
studies on those forces that will’
influence the decisions of the:
business leaders, A

i The general public is woefully
unfamiliar with the fact that their.
welfare -is so heavily dependent

{upon the profitability of business:

operations and upon a normal
flow of capital movements; but:
aulf

of the. security business. At the:

the-public-—and-even to our own ' moment, there is no outstanding -
members—the absolute necessity ' gtoup which has the respect of

for: the “existeiicé - of  the security | the:public and which is willing to.
business as a vital cog in our eco- ,undertake the task of making the-
nomic ‘machine. Private: enter- public aware of these facts. And

prise; as we know it, cannot con- | it is the public’s ignorance of:
tinue without- the guidance of a these facts that permits ‘dema-,
certain, proportion of individual gogues to succeed in their leftist.
savings back into the productive policies.

economic - ‘stream. - Without -this| What single industry is more -
new capital, where else are we to-familiar with these facts than

obtain. the. funds to finance; new |the = security business? = Hence, -
enterprises, new. products and new | why is it not our responsibility- to

processes, which -are. responsible 'provide the mechanism for this,
for, the progress in our standard |educational effort? I know that

of living,.or we can even say, are | numerous. individuals and small

responsible: for the maintenance | groups feel the same way about

of our present standard of living it as I do, but our voices are not
if we allow. for population growth i strong  enough. We need a much
trends? ' This simple fact is notilarger and ‘more representative .
understood -by the public nor by |coordinated body such as I am

business, executives- and, . I am |suggesting here, ‘

sorry to say; I find it is not com- | - (d) Compensation — Under the

pletely. appreciated by the per-iprivate enterprise system, every -
sonnél . of ' the  security business. 'man who performs a true eco- .
Other, equally important economic ! nomic function is entitled to his .
information - of - .broad. .intéerest | reward. There is considerable

would "be. supplied by the eco-|evidence that current compensa-

nomic committee."

. (c) Public Relations — I think
all: of us ‘agree that the public
relations aspect' of the .'security
business 'is  in ‘terrible shape.
When I wrote on" this subject of
modernizing~ the: mierchandising
methods -of -the  business" several
months ago, T received very con-
siderable mail  from- individuals
who frankly expressed an unfa-
vorable, but a completely -unfair,
Jpinion of security firms and their |

Club, Boston, Mass., Jan, 21, 1949.

personnel, Certainly it will take a !

tions do not provide a sufficient .
incentive to stimulate the ingen-
uity, the energy and the construc- .
tive thinking of the present_and
prospective personnel of the busi-
ness. A study of this subject has -
a direct bearing on the type of
manpower that will be attracted .
to the business. . g
(e) Morale — Judging from my
conversations with numerocus
members of-the security industry,.”
the morale of the personnel is
(Continued on page 34)
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Let's Get Down to Earth

“I doubt the wisdom: of wide-scale guarantees to
private investment abroad. There is uncertainty as
to the way Governments operate, particularly so-
cialistic Governments. ‘Such operations 'may lead
: ' to imperialism, and there we
would be left holding the bag.

“While we have not been ad-
vised as to detail on the new
plans |of the President] it is as-
sumed that they will follow the
Marshall Plan.

“I would almost rather put up
a half-billion dollars in grants
years, as a part of the Marshall
Plan, for these projects, and for-
get them, rather than trying to
collect. We are not popular as a
collector; and we are no good at
being an imperialist.

“At the same time, we are not strong enough to
undertake this program, except under limited ex-
pense. -

“Real dangers lie in overestimating of the good
such a program would do. Greater dangers lie in
a disappointing over-promising. If the objective is
to raise living standards in these under-developed
areas to those of the United States, what we could
do by guaranteed investment would be only a drop
in the bucket to what these areas would have to do
for themselves.”—Senator Robert A. Taft.

: Robert A. Taft

The Senator appears to have made at least a start
in bringing this “bold new program” down to earth.
We can only hope he keeps the good work up.

Outlook for Gonstruction Industry

‘Clifford S. Strike, ‘President of F. H. McGraw & Company, tells
_"'Security Analysts construction. outlay in 1949 will approximate $15
. billion compared with $17 billion in past year. Sees high costs and

lack of research as handicaps but looks for large replacement of
heavy industrial plants to keep construction outlays at high level.

At a.meeting of the New York Society of Security Analysts in
New York: City on Jan, 13, Clifford S. Strike, President of F. H, Mc-
Graw & Co., engineers and constructors, expressed optimism.regarding
the immedjate future of the construction industry. “The outlook for
construction Y
in 1949 is |
good,’’ Mr.
Strike = said.
“It  will be
less  than. . in
1948, but. the
picture, is still
good.”

i “Though
few . people
. realize it,”
Mr, Strike
continued,
f‘the construc-
tion  industry,
next to agri-
culture, is the
nation’s lead-
ing industry. - Its national product
in 1948 was in the neighborhood
of $17 billion. This year the in-
dustry will be off somewhat, but

Concerning the outlook for the
future, Mr, Strike asserted:

“The. steel industry, as well as
other heavy industries, is today
operating at 100% of capacity and
in some cases even more than
that, This strain on production
facilities, much like an automobile
that is traveling constantly at its
top speed, means 'that eventually
steel mills and other factories will
require rehabilitation. That will
probably come when demand and
production ease off to a fairly
large degree.”

“This current strain on produc-
tion facilities redounds to the
benefit of construction concerns
whose forte is the rehabilitation
of steel mills and the replacement
of worn-out facilities,” Mr. Strike
remarked, :

Clifford S. Strike

probably there will be nearly $15
billion worth of construction work
done in the United States. This
Is a healthy amount of business.”

“The principal cause of the dé-
cl{ne in industrial construction
this year,” Mr. Strike said, “was
high costs.” * “Construction  costs
are 'considerably out of line—
about 15 to 20%, I would say.
Should total. construction decline
to a point where demand for the
present limited supply of build-
ing:' trades. workers is eased—
there are only a little better than
‘two' million trained construction
mechanics in the U. S.—with re-
sultant lowering of building costs,
particularly labor rates, a number
of industrial construction projects,
now being deferred, could well
develop and bring renewed stim-
ulus to industriit building activ-
ity. I know oi at least 10 firms
that have expansion plans on their
boards but are waiting for con-
struction costs to drov }.cfore they
go ahead, This factor provides a
great backlog of work, if and
when prices do ease.” !

| industries. “So far as I know, no

‘night’ companies that are operat-

“I would like to dispel, if pos-
sible, the idea that the construc-
tion business is an especially haz-
ardous one,” the speaker added.
“It has its hazards to be sure, but
what business hasn’t, Large com-
panies like: my own—and there
are at least 25 companies in this
category—have been in business
a long time. The alleged ‘haz-
ards’ in the business are more
likely to apply to small, “ly-by-

ing on a shoestring. Their opera-
tions are often not as well calcu-
lated as ours due to the fact they
lack experience,. facilities, or the
necessary wherewithal. - It is in-
teresting to note, however, that no
one construction ‘company ‘dom-
inates the-building field, such as
you will find domination in other

one company can claim as much
as 2% of all the construction
business done ‘in any given year.”

According to Mr. Strike, “an
outstanding shortcoming of the
construction industry is the lack
of research, Most of our research
to date has been supplied by the|

industries for which 'we have|f

built, Of course our suppliers—

equipment and material manufac- ||
turers, and so forth—have made|

major contributions to the indus-
try -by. supplying equipment‘and
materials that are faster, better in
quality, lower in, cost.”. ‘“There is
a great need for'a research body
in construction to. discover ways
of doing work better.and cheap-
‘er,” Mr. Strike remarked. “Our
best method of discovering better
construction methods is by expe-
rience, and here it is usually the
client who is footing the bill.
Naturally we apply the experience
gained on one project to the next
similar project.”

Benjamin M. Anderson,
Economist, Is Dead

*Distinguished authority on mone-

‘tary ‘subjects served Chase Na-

tional Bank from 1920 to 1939.

Was Connell Professor of Bank-

ing at University of California

and a contributor to “Commercial
& Financial Chronicle.”

Dr. Benjamin M. -Anderson,
Connell Professor of Banking at
the University of -California in
Los Angeles, and during the last
e .30 years-a

distinguished

economist,
died at Santa

Monica, - Cal.,

on.. Jan. -19.

Dr. Anderson

was an occa-

sional con-

Aributor to the

“Chronicle,”
.and at the

time of his

death had just

completed a

book, “The

Financial and

Economic His-

tory of the
United States, 1914-1946,” which
is 'scheduled for publication
shortly. Dr. Anderson was Presi-
dent of the Economists’ National
Committee on Monetary Policy.

Dr. Anderson was born in Co-
lumbia, Mo. He received an A. B.
degree from the University of
Missouri in 1906, an A.M. from the
University of Illinois in 1910 and
a Ph. D, degree from Columbia in
1911,

He became an. instructor at Co-
lumbia - University in. 1913,  but
shortly thereafter went to Har-
vard as -Assistant Professor of
Economics, holding the post until
1918, when he was made economic
adviser of the-National Bank of
Commerce, New York, Two years
later-Dr. Anderson became econo-
mist for the Chase National Bank,
serving until 1939, during which
time he was editor of the ‘“Chase
Economic Bulletin.” - He next
joined the University of California
at Los Angeles as Professor of
Economics and was appointed
Connell professor at that institu-
tion in 1946.

Washington Univ,
Gourse in Invesimenis

ST. LOUIS, MO. — University.
College of Washington University
will present an advance course on
“Investments for the Layman.” It
will deal chiefly with the analysis
of specific securities and the in-
terpretation of current develop-
ments - affecting security prices.
This new course will begin Feb.
10 and continue for ten Thursday
evenings. . Registration 'is from
Jan, 31 to Feb. 5; tuition, $16.

A repetition .of the more - ele-
mentary course on the same sub-
ject given last fall will be pre-
sented on ten Wednesday eve-
nings beginning Feb. 9.

Benj. M. Anderson

 Public Utility Securities |

By OWEN ELY

: Americén Telephone & Telegraph

'The Department of Justice recently filed suit against the Amey-
ican Telephone & Telegraph Company under the Anti-Trust Act,
proposing that Western Electric Company (which has been part’of
the Bell System for 65 years) should-be broken up into three pub-
licly-owned companies; that all Bell System companies should then
buy their supplies.and equipment at competitive bidding; that A. T.
& T. should buy Western Electric’s half interest in the jointly-owned
Bell Telephone Laboratories; and that A. T. & T. control -of the tele-
phone operating companies’ practices should be restricted (reportedly.
to the extent necessary to insure competitive policies on equipment
and supply procurement).

Of the three new Western Electric companies, twowould com-
pete in the manufacture of telephone equipment, while the third,
would produce electronic and non-telephone items, Through -com-

| petitive bidding the ‘two firms making ‘telephone equipment. would

then compete with other producers. Moreover, A, T. & ,T. and
Western Electric patents would have to be licensed to all applicants
(with technical assistance supplied) which would open the Bell
equipment market to Associated Tel. & Tel., International Tel. & Tel.,
Stromberg-Carlson, and others,” Companies such as Anaconda Wire
& Cable, General Cable, Reme ‘Cable, and subsidiaries of Phelps
Dodge and Kennecott Copper, could bid competitively to supply tele-
phone wire and -cable to Bell companies,

The divestment would deprive American Tel. & Tel. consolidated
earnings of. Western' Electric income, which amounted to a record
high of about $2 in 1948 but which averaged only about 70c per
share (on present share capitalization) over the decade 1938-1947.
However, Western Electric’s elimination would not directly affect the
system rate bases or the pending applications by Bell System com-
panies for rate increases aggregating $260 million annually.

These applications were designed to offset higher costs and raise
the rate of return which (excluding Western Electric) averaged
less than 4.8% on invested capital in the nine months ended Sept. 30,
1948. Inathe 12 months ended Nov. 30 Bell System earnings were
$10.21 a share compared with $7.62 in the previous corresponding
period; and. the parent company alone earned $9.20 vs. $7.43.  Ex-
cluding Western Electric, the latest figures would have been reduced
to about $8.21 for system ‘earnings, and $7.70 for the parent com-

'pany: However, if the: stock of Western -Electric -should be sold to

the public, or offered to Telephone stockholders on a subscription
basis, substantial funds would be obtained which of course would
yield a return to American Telephone when used in its telephone
construction program. : ;
As pointed out in Carl M. Loeb; Rhoades’ recent study of A. T.
& T., the results of rate applications, the expansion which has taken
place since the war, and the further gradual mechanization of facil-
ities, are of greater importance in considering the safety of the $9
dividend rate than is the loss or retention of Western Electric's
normal contribution to consolidated earnings. A return moderately
above 6% on invested capital, excluding Western Electric, should
enable the company to earn somewhat more than the $9 dividend.,
It is expected that A, T. & T, will strongly contest the anti-trust
cuit in the courts. Since a case of this importance might very well
go to the Supreme Court, the anticipated long delay should give
ample time to work out other problems with respect to rates and
the construction program; and eventually the importance of Western
Electric, which had an abnormally big year in 1948, will appear
of lesser importance. : ;
Western Electric’s profits, after taxes, on sales to. A, T. & T.
companies over -the past 25 years has averaged only 4% of sales;
but of course this relatively low profit margin does not indicate
whether prices for its products were low or high 'as measured by
competitive standards. In the past decade the record has been as
follows in millions of dollars: ;
Dividend
Payments
oA T.&T.

$27
27
12
12
12

AT & T Equity
in
Sales Net Income
9 Mos. Ended
Sept. 30, 1948
1947

$39
32
12
15
14

American Tel. & Tel.-was of course
wise by announcement of the suit, the
points to 143 (lowest since. 1943).

13
8
18
33
16 13
6 3
adversely affected .market-

stock ‘dropping five or six.
However, continued buying by

12

6
18
24

bargain hunters and.investors has restored the price almost to.the -

earlier level, around 148, Evidently

the investing public has consid-

erable _faith in the cqmpany’s ability to obtain further rate increases
and to withstand  any difficulties entailed by possible separation

from Western Electric.

i

David Cerf Il With
Fred W. Fairman & Go.

(Special to THE FINANCIAL CHRONICLE)

CHICAGO, ILL.—David F. Cerf
IT. has become associated with
Fred W. Fairman & Co., 208 South
La Salle Street, members of the
Chicago Stock Exchange. Mr. Cerf
was formerly syndicate manager
for Floyd D. Cerf Co.

[Harold Levitt Vice-Pres.

0f Holton, Hull

LOS ANGELES, CALIF.—Har-

old E. Levitt has become associ-

ated with Holton, Hull & Co., 210 .
West Seventh -Street, mémbers of

the Los Angeles Stock Exchange, |
as Vice-President.” Mr: Levitt was

formerly a partner in Flynn &

Levitt. :
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r Reporter on Governmends
,,r TR L 3 Wk i ot o n 4% ¢
By JOHN T. CHIPPENDALE, JR.

- . - Lengthening of maturities in order to preserve income; and
Federal’s scaled-up selling have tended to push prices of long gov- |
... It seems as-though the |

ernments ‘ahead, -especially the eligibles.
monretary -authorities ‘have-marked" up prices ‘of theit offerings, and
this 'has been ‘followed by the .dealers who "are’ not . too heavy" in
holdings of the more distant:maturities. . . . Price.advances. have
been orderly and the tone of the market is good, with sizable orders
still ‘waiting to-be filled  although some of these buyers are hoping
to make purchases on a réaction which may ‘or may not develop. . ...

The 2% 9%, die 9/15/67/12 is the market leader, although the -

- 2Y%s due 1956/59 and -the 214s -due  1956/58 are ‘being well °
bought. . . . The last four ‘partially-exempts continue . under

~accumulation with the 234 9% -due 1960/65 the bellwether of this -
- ‘group. . . . The tap bonds are getting good buying as the longest
,-and shortest maturities vie for the spotlight with the 214s seem-
ingly getting a bit more of the play at this time. .. . gEe

SELLERS NOW BUYERS

The abrupt turnabout in prices of government securities makes
it hard to'believe that just about two months ago no one wanted
these obligations and the principal buyer, the Federal Reserve banks,
were being hit with plenty of bonds, . . . Today again the Central
Banks are the all-important operators in the government market,
but this time they are the only sizable sellers of Treasury obliga-
tions. . . . Before the elections last year the fear of lower govern-
ment bond prices created such a‘liquidity complex that institutional
holders of long Treasuries wanted to get rid of them, but fast, before
the pegs would be pulled.-. . . Accordingly they were all sellers and
. none was a buyer. . .. ‘

‘.. At the present time the rush is on to get these bonds back,
."many of them at higher prices than they were sold at, because
' the fear now is not of lower quotations, but of higher ones, and
- it ‘is felt “that positions mwust be rebuilt before prices advance
* further.. .. The market is full of buyers, and it seems as thcugh
it will be that way for a while, . . .

INCOME THE INCENTIVE

. It is indicated that the crying need today is for the maintenance
of ‘earnings and practically nothing is heard about liquidity which
had such- an adverse effect upon the government market a short
time ago. . . . The elections, the reports of President Truman and
the trend of economic conditions are the main reasons for the
changed attitude in the money markets. , ., . The size of the public
debt and the heavy service charges mean that the money markets
are going to be under the domination of the monetary authorities,
and this presages low interest rates for a long time to come. . ..

A protected government market is one of the important factors
in the program, because of the great influence the Treasury
market has on the wholz economy. . . . The limits of the mar-
ket cn the down side have been set and tested in the past. . . .

IIOW MUCH IIIGHER?

For the time being at least, the important thing in the govern-
ment bond market seems to be how far will ‘the managers allow
prices to advance before the brakes are applied, because a stable
government market is one that does not go to extremes in either
direction. . . . To be sure, the rise so far has been moderate and
represents a modest recovery from levels that would not have been
reached were it not for the downside fear that fed upon itself. . . .
Guessing price limits of government securities is at best a hazardous
business but nonetheless some money market followers are looking
at the picture this way: The longest taxable 215%, they believe,
should move ahead gradually, but with due allowance for mifor
interruptions—hecause prices do fluctuate—to about the 103 level. . . .
The 2%s due 1956/59 according to some should head into the area
of 103%g.:: ..

' These. prices would not be too far from the support levels
that were held by the authorities before the 1947 Christmas
present was given to the financial community. ... The partially-
exempts, especially the 234s due 1560/65, are expected to run:
into supply as‘they get up fo 111. ... The restricled issues wilk
probably  come in for more than passing resistance as they ap-
preach 101, the old support level that was defended by the money
managers until they revised prices on Christmas Eve, 1947. . ..

MARKET MEMOS

Corporate. bonds: are being sold by savings banks and the pro-
cecds are being. put into Treasury bonds. . . . The spread in yields
between high-grade corporates and- governments has narrowcd to
the point where many institutions are liquidating the former securi-
ties in order to acquire government bonds. .. . World Bank obli-
gations continue to get attention from deposit banks and non-bank
investors. . . ,Trust accounts and pension funds are reported to be
among the sizable buyers.of the 2%s due 1959/62, . . .

... The Zs due 1952/54 are being bought-in considerable volume
by the commercial banks, with out-of-town institutions reportedly
the largest takers of these securities. ... Two large Midwest deposit
banks were reported to Fave been sizable buyers this week of the
2%4s due 1958/63 and 1960/65.

Elected to Board of

.| Hoffman & Goodwin, are retiring
from the Board of Governors.
The «following . have been ap-

Los Ang. Stock Exch.

LOS ANGELES, CAL.—Charles
T} Jawetz, Daniel Reeves & Co.;
Paul J. Marache, Marache, Sims &
Co., and George E.: Zimmerman,
- Revel Miller & Co., have. been
elected to the Board of Governors
of the Los Angeles.Stock Exchange
for- three-year terms. ‘D. Roger
Hopkins, Jr., Hopkins, Harbach &
Co.; J, Derry Kerr, Kerr & Bell,
and ' Oliver B. "Scott, ~Walston,

pointed 'to the Nominating Com-
mittee for 1949: H, M. Bateman,
Bateman, Eichler & Co.; Harry B.
Brooks,  Wm. R. Staats Co.; D.
Roger Hopkins, Jr., J. D, Middle-
ton, First California Co., and Nor-
man A, Tulk, Noble, Tulk & Co.

According to W..G: Paul, Presi-
dent, the Exchanre had the great-
est volume of activity in 1948 since
1930, showing an increase of 40%
over 1947.

providing  for
sufficient 1i-
quidity, - their
(the . bank's) .
remaining in-
vestmerits can -
be adjusted to
produce ..the.
income to
cover operat-
ing expenses
as well' as' a
reasonable ex-
cess for earn-
ings-on in-
vested capital. -
The article
continued,
“. .. this pro-
cedure is followed in most insti-
tutions as sound banking practice.”
This touches on something which
has been dear to my heart" for
years, T

About 24 ycars ago when I was
working for a studious and able
firm in the investment banking
business, the salesmen” were told
by one of the elder statesmen ol
this concern an axiom which be-
came so fixed in my mind that 1
can almost quote verbatim the ex-
pression which he used.  “Profit
making is, of course, the dominant
motive of the average banking
institution, even .if the’ best jof
them frequently subordinate eai‘?ﬁ—
ir.gs to the conscientious discharge
of their responsibilities towards
their depositors.”

Many bankers are quite as alert
businesslike, and profit-conscious
as are men engaged in commerce
and industry, but this aggressive-
ness, from my cbservation, ap-
pears to be confined to operations
other than the investment port-
folio. I sometimes wonder whether
years of control, regulation, and
warnings under which those en-
gaged in finance have . operated.
have not to some degree stultifiea
their outlook. While it is true that
in a measure ours is a service in-
dustry ‘and undoubtedly a most
important industry from the point
of view of the weil-being of cur
economy as a whole, banking it
still a business. Ours is a remark-
able nation as is demonstrated by
our position in the world today
and the vast wealth and happiness
which we have achieved, The sys-
tem of competitive free enterprise
boils down essentially to a few
simple woras, An 'American wants
to make more money and faster
than his fellow citizen.

There were four prominent zo-
ologists, a German, an Englishman,
a Frenchman and an American,
who used to meet at intervals and
spend  the evening . discussing a
particular topic. The agenda for
one meeting was, “The Elephant,”
and each prepared and presented
a monograph on the subject, °

The German produced a some-
what impressive book bound in
thick leather which was entitled
“The Feeding Habits of the Ele-|
phant.”. The Englishman’s obser-
vations on the subject were con-
tained in a not too voluminous
book plainly bound, entitled “The
Elephant ‘from the Viewpoint of
the Sportsman,” - The Frenchman’s
offering was bound in green pastel
suede leather and was entitled
“The Love Life of the Elephant.”

K2

F. Brian Reuter

*An address by Mr. Reuter be-
fore the 21st Annual Mid-Winter
. Meeting of the New York: State
| Bankers ‘Association, New York
| City, Jan, 24, 1949,

B i ‘The._-'.lnvefslmen

Vice-President, Mell

By F. BRIAN REUTER*

point in judging investment results.

t Portfolio as Bank Income

on National Bank & Trust Co.,

Mr: Reuter, asserting banking is still a business, contends income motive in its operations should extend
to its investment policies; and a bank’s portfolio should mean purchasing invéstments with: view of -ob-
“taining highest flow of continuous income possible, after being- conversant: with ‘structure of one’s own
“.bank and its' deposit fluctuations and trends. Foresees stability in present volume of bank deposits and -
““stresses dependence of investment policy on “hatd core” of savings deposits. Urges actuarial view-

Pittsburgh, Pa.

In an inw}estment pamphlet which reached my desk a few months ago there was a brief
dissertation on bank-investments which pointed out that fortunately a banker is able to
'make a reasonably accurate projection of operating costs and then went on to say .. . after

The American produced a mono-
graph bound in cardboard, held
together by brasy paper clips, the
title of which was, “The Eléphant.
How to Make Him Biggér -and
Better!”

It is not suggested that anyone
can make a bigger bank portfolio
but .we can strive to make it &
better one: :

" Naturally, the term “profit mak-

ing” does not, for a bank, mean
purchasing ' investments. in orde:
to sell them at a profit but means
obtaining the highest flow of con-
tinuous income possible after be-
ing thoroughly conversant witl
the structure of one’s own bank
and the past and future possibili-
ties of one’s own community and
one’s own depositors.

Deposit Trend

We all understand, of course
that the size of the deposits anc
of the working assets of an - indi-
vidual bank are partly within ite
control and partly governed by
the net actions of the bankin:
system as a whole, of business a:
a whole, and of the fiscal policiet
of the government, In what I have
to say on this matter, I am forcec
to assume as a framework of in-
dividual bank policy, that the to-
tal level of bank deposits‘in thc
nation is unlikely to be permitte:
by the government to expanc
greatly over the foreseeable fu-
ture, and in the absence of a large¢
government budget cash surplus
cannot shrink greatly. The de-
posit rise since 1941, however in-
flationary = in origin, cannot be
canceled or significantly reduced
unless the government retires very
large amounts of debt out of ex-
cess revenues.

Hence, within this expectec
framework ‘of a rather stable de-
posit structure in the nation, it is
up to the individual profit-making
bank to evaluate its particulal
circumstances, since it can always
lose deposits to, or gain then
from, other and competing banks

This self-appraisal is not a dif-
ficult task. Every bank has a pas:
record of both its deposit and loar
fluctuation over a long period of
years, Such an analysis ‘will re-
veal the relative stability of both
demand and savings deposits and
a careful appraisal of present fac-
tors  should enable a banker tc
guess with fair accuracy, weightec
on the conservative side, the fu-
ture movement of these deposits
The assumption, of course, mus
be that it is unlikely that we will
ever be able to level out the peaks
and valleys in our economy anc
that at some future date the busi-
ness picture will change for the
worse, It must also be remem-
bered that in the past our private
banking system has suffered the
full - impact of the stresses and
strains which an unbalanced econ-
omy always produces. It might be
wise to be old-fashioned ' enougl
to fear that history wdill in some
measure repeat itself,

Savings Deposits, the “Hard Core”

Thus, the first approach to &
continuity of really satisfactory
income is to estimate what I call
the “hard core” money of a bank-
ing institution—generally speak-
ing, predominantly savings depos-
its, This is-the expectable propor-
tion.of the deposits.of a. particular
bank wis-a-vis its city, district and
the country as a whole, which the

|

bank, in the main, can dépend
upon retaining, 'This amount, it is
submitted, niay proverly be-kept
continually invesied in the high-
ect grade- securities without  too
mucn’ regard -for- their maturity,
assuming that the spread between
short ‘and long yields constitutes
a sufficient incentive to lengthen
—a condition ‘'whica prevails at
this time.  The ebb and, flow of
deposits above this ‘“hard core”
will fluctuate with changes in our
economy and should provide am-
ply to meet all ordinary commer-
cial loan demand.

The most useful application of
this philosophy is to imagine your
institution -as consisting of three
banks—a bank of demand depos-
its, a savings bank and.a bank or,
if 'you will, an investment trust
consisting of the capital funds, the
stockholders’ direct share in' the
business. Against each' of these
three banks, and based upon your
own  informed appraisal -of the
relative volatility of the liabilities
in' each, there would be allocated
an appropriate “strip” of cash and
assets, in quality, marketability,
maturity, and yield suited to the
expected  fluctuations = in. each
“pank.” The more stable the class
of deposits, the lcnger angd higher-
yielding may properly be thein-
vestments allocated against them
—with due regard always to pro-
viding a conscrvative margin of
safety, but most definitely, with=
out making a tetish of “shortness
for shortness’ sake.” Such pro-
cedure, incidentslly, also provides
a most useful yardstick of'the
profitability of your demand, time,
and savings deposits, in terms of
the average rate of interest re-
ceived on assets allocated to egach,
and the interest paid on savings
deposits. Time is riot available
nor is it appropriate now to en=
large upon- the ramifications of
such a procedure, since the' de-
tailed application must necessarily *
be a highly individual matter for
each ' institution. I leave the sub=
ject merely with the note that the
most successful and long record
of mutual savings banks renders
the composition of their portfolios
quite useful as a yardstick in es-
tablishing the nature of the strip
of assets allocated against savings
deposits. The longest and highest<
yielding investments will natu=
rally go avainst capital f}lr_xds.‘ and
the overall excess or deficiency of
liquidity may -thcn . be measured
by what is left for derand depos=
its, in the light of the latter's ex-
pectable volatility, :

Future of Interest Rates

I have made no mention of the
future’ of interest rates oa.the
highest: grade long-term invest=
ments. An - appraisal of ong’s
own capital funds positior, the
past record of ‘ones’ own deposit
and  loan fluctuation and the
relatively easv task of assaying
one’s own community and  de=
positors, is a factual study com-
pared  with some of the crystal
gazing which has to be resorted: ta
in determining the long-term in+
terest rate level over the next:10
or 15 years. Some proof of this
has been very evident during the
past 12 or 13. years when many,
have blown hot and then cold on
the subject of long=term bonds
with a consequent loss of income;

Successful banking, .and money:

(Continued on page 34)
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urities Salesman’s Corner

By JOIIN DUTTON

There is one way that you can be sure to make a great effort
and still get nowhere—and that is to go around in a circle. There are
limes when many salesmen fall into the unconscious habit of seeing
the same people TOO OFTEN.. Familiar faces and places grow on us,
But it is true that staying in the same pasture sometimes doesnot pro-
vide the-most nourishment—grass that is grazed upon continuously,
often grows short and stubby. There are times when “distant pastures”
are the greenest.

. . Unfortunately, one of the inherent features of the securities busi-
ness is the fact that there is much less stability to the average invest-
ment clientele than in most other lines of endeavor. It is absolutely
.necessary to cultivate new business constantly if one is to even keep
up with the natural dropping off of clients that comes about period=
ically. Yet, many salesmen continue to go back again and again, over
}!w}dsame ground, until forced by necessity to branch out into new

ields. ’ 5
There is another advantage in going out among NEW people: be-

| Gurh 5°and 20 Club - -

THE COMMERCIAL & FINANCIAL CHRONICLE

Eiects.0’Brien Pres.

Edward A, O’Brien, a regular|
| member of the New York Curb|
Exchange since 1920, was electea

President of the Curb Exchange
members’ Five
and - Twenty
Club - at the
recent 'annual
meeting." M.

Q’Brien, Vice~{: =

Presiadent: oi
"the groury
§ since: its- for-
.mation it

1947, succeed.

Mortimen

Landsberg,

W ho _ had

headed the

Club: during

Wid-West Slock Exch. Merger Parlys Resuned

| . Representatives of éxchanges met in Chicago on Jan. 21 to prepare

'plan 'of consolidation to be submitted to memberships.

On'Jan, 21, representatives. of five Mid-West stock exchanges,
.comprising -Chicago, Cleveland, Cincinna.i, -Minneapolis and . St.
:Louis; ‘convened’in Chicago. to’ consider-a: plan for consolidation :into
‘one major: centras- securities market: . The “meeting  is-the ‘second ‘of
1a ‘series of conferences regarding the proposed merger. Harry Besse,
i-President of the Roston -Stock Exchange, appeared at the conference
las' an''observer. Neither 'the Detroit nor. New. Orleans Stock Ex~
changes sént representatives. y ot b
I vames ‘B, Day, President of the Chicago Exchange, who has been
i the leader in promoting the ccnsolidation: said”the 1inal plan will
Ibe’based on the réports-of the various committees which nad been.
i studying the proposal. He estimated: it would.take a month for th(a,
iplan to "be prepared and two or three additional months before it
would be submitted for a vote by the various memberships:

IF =

§Phiia'-¢B’all. Exchange Merger Nears Gompletion

i The posting of members of the Baltimore Stock Exchange on

‘Jan. 20w become 1:embers of .the Philadelphia  Exchange consti-
. tutes. one of the. tinal steps incident to the formal consolidation of
i-the. tweo scock. exvianges:.~There -still ‘remains the-approval by the

that-‘time
James J, Hop~
kins' iy a

:side_s the fact that it must be done in order to maintain a healthy
business. There is always the possibility that you will uncover some

Edward‘A. _O'Brién
NEW CLIENTS THAT - WILL BE MORE PRODUCTIVE THAN g !

THOSE YOU NOW HAVE, After all, there are only eight working
hours in a day, and probably even the most efficient salesmen do not
spend more than half of them talking with customeérs and prospects.
The most important asset any ‘salesman has is TIME. If it is used
efficiently a salesman can double or triple his earnings—just by the
simple expedient of seeing a higher calibre of prospect. Those who
can invest in larger amounts . . . those who are easier to see and
talk with . . . those who are more receptive to suggestions .
these are the clients that count when it'comes to doing more and bet-
ter business. ' ‘ '

Many a salesman goes back to some quite likable customer again
and again. He spends several hours obtaining a small order, or he
gives so much service that his time is squandered. Habit becomes
very strong in such instances, and even if the realization is there that
the game ‘is not worth the candle, repeated calls are made: ‘Many ‘a
man works much too hard digging up small odd lot orders, or doing
business with people who shop around so much that the profit in their
orders are insignificant. By the end of the week he’s dog tired and
noi much better off financially than when he started.

, There is a great deal of better business available than that which
you now have. You would be surprised to know.of some of the ac-
counts that other salesmen have obtained just by going out and seeing
enough people. Contacting and following up leads is like 'blazing ‘a
new trail . . . you never know when you may uncover-a gold mine.
There have been cases where salesmen have called upon prospects in
answer to newspaper advertisements and have literally fallen into
clover. One case, with which I am familiar,‘leg to a four million dol-;
lar account. This is unusual to be true but ‘there are many
large accounts that you ean obtain if you patiently keep on your toes
and go after them. R i
- _As new and larger accounts-are obtained you can still keep in
touch with the smaller ones by telephone. -The time you spend obtain-
irig a small order is sometimes greater than a larger one. What hap-
vens when a doctor who is a general practitioner gets too many $3.00
patients? He becomes a specialist and raises his fees. He has to do it
in self defense. Bigger accounts, better accounts, are the difference
between medium earnings and high earnings in every business. If a
man believes he is good ‘(and ‘you should if you ever expect to gef
anywhere in this or any other business) then go after the important
accounts . . . that is'-where success and better earnings are sure to
be found,

N. Y. Gurb Exch. to Vole on Highéi‘ G..dm_missions

. A proposed increase in the schedule of New York Curb Exchange
commission” rates on stock ‘transactions was submitted on Jan. 20
by mail to the regular members of the Curb Exchange by Francis
Adams Truslow, exchange President. '

. ~Amendments to Section 2, Article VI, of the constitution of the
Curb Exchange incorporating the proposed commission changes were
approved by the board of governors at its regular meeting on
‘Wednesday, Jan, 19, 1949. To become effective the. amendments
must be approved by a majority of the votes cast by. at least a
anajority of the regular members of the Curb Exchange, The voting
period is of two weeks’ duration with an additional two weeks
possible in the absence of sufficient votes, ‘

If so approved, the revised commission schedules would provide
an estimated 13.07% overall increase in stock commissions and would
become effective as of the .opening of business on Monday, Feb.
14, 1949. 3

.| night, bringing to 156 the . full

$50,600,000 Louisiana

qu,lus-llon&s Markeied

. Issue underwritten by national syndicate headed by Blyth & Co,,
D Inc. and Halsey, Stuart & Co. Inc. - -

. The Stateof Louisiana on Jén
and Halsey, Stuart & Co, Inc. and a

. 25 awarded to Blyth & Co.; Inc.,
ssociates, $50,000,000 World War II

veterans’ bonus bonds, series A, due Jan. 15, 1953 to 1964.

The group bid a premium’of $
for boads maturing in 1953 and®
1954; 3% % for those maturing in
1955 and 3.10% for the 1956-1964
maturities, representing a. net in-
terest cost of 3.16%. The under-
‘writers are reoffering the bonds
‘at prices to yicld from 2% for
those due 1952 to 3% for the 1964
’maturity, Bonds maturing Jan. 15,
1954, and' thereafter, are redeem=
able in whole or ia part, in the

inverse order of maturity, begin=

1,111.10 naming a 4% interest rate

premium of 2% and accrued in-
terest, -

The $50,000,000 of bonds: repre-
sents part.of an issue of $60,000,-
000 authorized by constitutional
amendment at an ‘election held
last Nov. 2 and " will "constitute
valid _general -obligations of - the
State for the payment of the prin-
cipal and interest primarily from
the avails and proceeds of the'tax

hing Jan. 15, 1953, at par plus ailevied on beer.

3

elected Vice-President, Walter-E:
Kimm, Treasurer, and Lawrenc¢
M. Stern, Secretary. "

Eleven members of the Ex-
change who will complete 25 years
as members of the.Curb in 194t
were . initiated - t0 the club -lasi

membership.” “The new ‘members
are Joseph Decker, Bryce A. Frey,
Henry C. Hageén, Felix Hessherg
Robert Lehman, James A.-McDer-
mott, Austin K, Neftel, J. Edward
Walsh, Rudyard K. Winchell; John|
Wise and W.-T. Wuestehube: LA

The annual beefsteak - dinvier

. membership-of ‘the constitutional; amendments 'to ‘make: the ‘merger
| complete.. - . : o o) d
| - The Baltimore .candidates, to be -voted on Feb. 2, are J. Dorsey
Brown, ' President, -Baltimore Stock Exchange;. Floyd W, Bousman
or Sterling Morris & Bousman; Leon H. Block of Simon J: Block &
' Son; Anthony D. Cassatt ‘of Merrill Lynch, Pierce, Fenner & Beane;
| Elisha Riggs Jones of E. R, Jones & Co.; F. Grainger Marburg of
' Alexander Brown .& Sons;-T. Stockton: Matthews of Robert Garrett
&.Sons; -W." Carroll*Mead of Mead, Millér. & Co.; Philip' L. Poe of.
. Philip' L. ‘Poe & -Co.; John:Redwood,. Jr.,  of Baker Watts & Co.;
i Joseph:W. Sener of John C. Legg & Co.; Harry M. Sheély of Harry
M. Sheely & .Co.; Carnelius B:.Sheridan. of Mitchell & Co.; Walter
Koppeiman -and ‘Walter- M. ‘Weilepn. ' .” . ;

.;-In_an -address to the “Cashiers Association of Investment and
-Brokerage - Houss in Baltimore, ‘William .. Barclay, President of
‘the’ Philadelpha Stock Exchange, said the new exchange will be

and entertainment foMowed: thé “neither’ local" to -Philadelphid . nor to Baltimore but in‘digenousv to

meeting, with Edward C. Werlé:
Chairman of ‘the Curb Exehansge
board, Andrew Baird, Vice-Chair-
man, and Col. William .A; Lock-
wood, Exchange Counsel,“present |
as honorary members and. Louis
Burgers, President’ of the Ex-
change Employees’ Quarter Cen=
tury Club, and Daniel ‘Hannaffu
President of the Curb Floor Clerks’
Association, as guests.. Jack Féin-
stéin was Chairran, of the'coml,
mittee for the affair:

Mr. O’'Brien, who first went fr.
work on the old outdoor Curk
Market in Broad Street as'an er-
rand boy in‘1915 and served.:ir'|
the U. S. Navy ‘during World ‘Wat

I. was elected to membérship-on |’
that market in January. '1920. He | Broach, Vice-Presiden: and direc-

is currently a member of the Curt:
Exchange board of governors an?
has been nominated for reelecticr
to that office at the annual meet+
ing next month. He is a.rmember
of ‘the Exchange committees .o*
floor transactions and adm’issior‘igj

Preeat Go. Mg
Many New Partners

CLEVELAND, OHIO—Prescott
& Co., Guardian Building,’ mem-
bers of the New York and Cleve-
land Stock ‘Exchanges, on"Feb. 3
will admit to general partnership
Harold J.' Rosewater, Charles M.
Bull of New York City, member
of the New York Stock Exchange;
Harry 'N. LePan and Corwin’ L.
Liston; and' to limited partner-
ship Edward D. Untermyer, Jean
H.. Palmer, S. Livingston -Mather
and Charles G. Raible. "= .. %

Gilbert. L. King, member’ ofthé"
New: York "Exchange, wilk retire
from the firm’ on Jan,31.' ‘Inter:
est of the late William. Pendletor
Palmer, Jr., in ‘Prescott ' &: Co:
ceased Jan, 18. M

E.'N. Potter to Be Partner’
n Stanley Heller & Co.
‘On Feb. 3, Eliphalet N. Potter;
member of the New York Stock
Exchange, will be admitted tc
partnership in. Stanley Heller &
Co., 30 Pine Street, New’ York
City, members of the New York
Stock and. Curb Exchanges, :; Mr.
Potter has been a partner . in
Combs, Maxwell & ‘Potter; which
will be dissolved on ‘that date.
Robert G. Kennedy, Jr.,. member.
of ‘the Exchange,” will withdraw.

- hoth.” g
i “Through its facilities,” Mr, Barclay stated,.“it will provide a
-single 'market place for the-transaction of business originating ‘in
and about ‘the third and. seventh cities ¢f the nation.”- y "
.“Philadelphia  and . Baltimore members will have equal facil-
ities,” Mr. Barclay added. He said “to continue dual .trading floors
would have been uneconomical.”. Therefore ‘it has been agreed to
use the “present floor in Philadelphia for the joint operation.” '
To- effect this arrangement private telephone: channels will be
established directly from ‘the Philadelphia floor to Baltimore and to
thei offices of members; in Baltimore.. A joint clearing 'corporation
alco will be set'up with offices in both Baltimore and Philadelphia:

wiil complete-the three-year ten-
ure recessary to receiving a di-
;ploma.. . The, diploma-.is. issued
jointly- by Rutgers University and
thc Graduate School. :

Mr. Broach will go to New York
City March 19 for a meeting of
the School’s faculty in the Bilt-
more Hotel. :

Trinily Univ. Course
In Invesim’t Technique

SAN 'ANTONIO, TEX.'—Be-
cause of its success during the
fall term, Trinity University is
again offering its course in Invest-
ment - Technique for the spring
semester. - This course, for adults,
will be presented in the Down-
town Division of the University
|every Tuesday evening from 7:00
to 9:40 p.m., beginning Feb. 1.
The course will provide three
semester hours of college credit
end is approved for veterans un-
der the “GIL Bill.”. &

The course, under the instruc-
tion of E. S. C. Coppock, will
cover Investor’s Dilemma, Char-

Brozch on Factlly of
Rulgers Session:

TULSA, OKLA.— Falkner C.

tor:of National Bank:of Tulsa, has
been chosen to join 53 of tie
nation’s top
banking, trust
andinvest-
ment . leaders
on the' faculty
of The Gradu-
ate School of
Banking, “at
Rutgers' Uni-"
versity, for
this .summer’s
' sessions,
Appoint-
ment to the
faculty -of the
Graduate
School 'is a
coveted honor
among profes-
sional bankers. . Broach,.the only
Oklahoman on- the faculty, will
be’serving - for the second time.
‘Hisfirst tenure was two summers
ago,. ° .

Falkner C. Broach

N Ag--a faculty member, Broach
will ‘be-one of six men chosen to
lecture'in the Investments section.
 The::course-will: cover a ‘study’ of
‘the”Federal ‘Resefve ‘System, thé

-|'mioney-:market;. government ‘and:

_agency:-obligations, ~and ..invest~
ment+ policies vand-practices:: for.
the ' banl’s: bond: portfolio.
*~The 1949sessions of the Gracu=
ate School are scheduled for-June
20 to’ July 2. They will be held
‘on, the ‘campus of Rutgers Univer-
sity; at'New Brunswick, N. J.
The Graduate School was. es-
tablished ;in 1935 by The Ameri-
cant Bankers Association to offer
bank - officers-and ‘certain bank
employees: educational opportuni-
ties .of an advanced character in
;the fields of the
L terest, i+ : . . > Py ;
-+ :About- 950 students -will: attend

s,

from partnership in Stanley, Hel-
ler & Co. on Feb, 3. " .\ . ..

.- this year’'s.sessiors, some of. whom

ir professional. in--

acteristics of Investment, .Media; .
Economic Cycles, Flux of Supply:”
and . Demand, Characteristics:, of -
Commodities, ."Theory 'of..Price
Pattern < Development,. Logic of
Technical Analysis; Internal Mar-
‘ket Analysis,. Class. Construction
of . Essential: Trend Indices, Line
Charting,” Bar ‘Charting;: Point and
Figure Charting; etc. .7, "

Enrollment'is limited to 25 per-
sons, | 4

Eugene F. Durand With
TUCSON," ARIZ. — Eugene F.
Duzrand.;.is -becoming 'associated

with E. F. Hutton & Co., 20 East
Pennington Street. ' Mr. Durand

was, formerly: senior partner of
+Eugene ¥ Durand & .Co., which is
keing dissolved as of Feb..1..
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B Plan for American lnveslmen’l Abroad .

Eric Johnston proposes: creation of a billion. dollar corporation to,
gaarantee U. S. investors against foss. from natronalnzatmn and.
confiscation.

According to a dispatch of the United Press from’ Washmgton on|

Jan. 22, Eric Johnston, President of the Motion Picture, Assoc1at10n
of America and former President of the Chamber' of Lommu ce ot the
‘U. 8., has a plan to 1mplemeht President. Truman s’ propoésal to use |

American
technique and
capital to de-’
velop friendly
countries
throughout

"“- the world.

tovs “Tintend to
-/ take this plan

“up with’ . the'

State' Depart-
ment and
other’ Admin-
istration offi-
cials,” “Mr.
Johnston is re=" -
ported to have
i'old -the
United Press,

Eric ‘A, Johnlloi “

“I propose setting up a' body to 'a return ‘on’ the investments.”

4

be called ‘World -Economic Cor-
ooration” with"a "total: cap1tal ‘of
$1,000,000,000. I"propgose” that this T
fund should be used to'guarantee
:United States  investors, .against
loss through natronahzatlon and.
'confiscation of their* capxtal in-
'vested in foreign lands.

| “This corpoiation,” MTr. Johr;-

ston_stated; “would -not guaran-

gk ltee investments against-losses in- th
: curred in the ordmary course of

'business, because vaant lnvest-
'ments abroad to be developed
w1th business acumen and:enter:,
prise. . Also, it will not guarantee’

: Sees Ratio of Stock: Sales and Prices to Personal
~ Incomes at Lowest Level

Cleveland Trust Company shows by dlagrams almost steady in-
crease in personal incomes, with stock prices and sales volume

lagglng

The January issue of the “Business Bulletin” of the Cleveland:

Trust Company, in reviewing the stock market 0f 1948, calls atten-

tion to the stagnation of stock prices and low volume: of stock trans-|

actions as compared with the almost steady rise in personal” mcomes

since 1933.. “It has been truthfully
said,” states the “Bulletin,” “that
the stock market - has shown'less
response to inflation and the busi-
ness boom .than almost anything
else. The average price of com-
mon stocks, as measured by Stand-

ard and Poor’s index, is only about|

19% above the:1935-1939 average.
Most other business and financial
indicators - have recorded far
greater increases, To mention only
tw o, the wholesale ‘commodity
price index is 103% higher than
for 1935-1939, .and ‘the physmal
volume of mdustrlal production is
94% higher.

‘“As shown .on the diagrams, the
relatively low level of the stock
market is apparent not only in
stock prices; but also in the .vol-
ume of trading. The diagram at

. the left compares total personal
income with common stock prices,
the data being plotted at quarterly
intervals . beginning =with = 1934.
‘Both curves are indexes, and the
base period or 100 is the 1935-1939
average. Stock prices are repre-
sented by Standard and Poor’s
index of 416 common stocks. =

,“In - one of - the accompanying
dlagrams the market value of. all

sales of stocks. on all registered ..

exchanges is expressed by, years
as a percentage of total personal
income, The market value,of stock

sales is' the . Securities  and Ex-;

change Commission’s series, which
begins in 1934.. In both dlagrams,
the ‘data’ for personal income "are’
those of the Department of Com-
merce. _This series does not differ
greaily from the one for natldnal
income, and is available! by quar-
ters begmmng w1th 1929.

In ‘the other diagram, the long
mflatlonary boom’ whlch origi- |
nated in the'war'is clearly reflected"
in~the sharp rise intotal pérsonal
income, wWhich is now 175% great-
er than in 1940. ' Stock prices are
also higher ‘than in that year, but

Thus ' there is now“an-*extraordi-
nary dlsparlty between ‘common

come--as - compared “with earlier
years. ’ :
“I'he second diagram reveals
sales as related:to total personal
income has dropped to a very low
point indeed. " An earlier series,|'
which goes back to 1875 and
which. is :reasonably: comparable
with the: curve on the diagram{
discloses that the ratio in 1942 was
the smallest in 73 years: The 1948
ratio ‘is'not much above':that"of
1942, In fact during the entire pe-:
riod: shown ‘'on the diagrafir, stock
trading in relation:to inéomeiwas -
considerably - under’ the'»‘average
level of the 60 years prior to 1934.
This. is:due partly to the margin
restrictions which went into effect |
in 1934, ;
““Chere are variovs reasons for,
the stock. marker’s: lack. of re-
sponse. to the rise'in business and
earnings. At. present. one 1mpor-
tant factor is the proposed increase.
in corporation :taxes: Any.redued|
tion: in ‘profits. from_ such saction
would be .at: the. expense:.of rdivi- |
dends; .or; of - funds:, for.business
operations, including 'the: malntee,
nance; improvemeht;; andq Xpa
sion- of physical: facxlltles

_1both combmed "aF

- 1935-19392 100 4

; 4 STOCK PRICES AND PERSONAL INCOME !

STOCK 'SALES AS PERCENT
OF PERSONAL INCOME

R B bl i T AR

v

'.rollow1ng

.| business conditions,
| suggesting is that. outside. condi-
/| tions in 1949 will not be so favor-

‘the increase amounts™to only 35%:.

stock prices and total pérsonal in- |

that the market value of all stock |

i P therefore

'|.trend :of .ihcome and ‘sales.
| have . leveled. off, “Income in the

“tinue,

By A.'W. ZELOMEK*

1949 Busmess Outlook and Relall Problems

I . - Economist, International Statistical Bureau, Inc.

‘ Mr. Zelomek foresees an average decline in general business during 1949 of around 5%, with sharpest

\ “drop in last half of year. Says retailers. are in more liquid .position than year ago and merchandise

| supplies are better, but there will be more competifion and pressure on proflt margins. will continue.
Slresses importance of sound buying for merchandisers and an aggressive selling policy.

I suspect very much that, if I were an economist who merely pubhshed business fore-
easts Iwould try to impress you with the importance of general pusiness conditions in the
'year ahead. Working as closely as we do with a large number of retailers, however, I am

.compelled .. by
,Slmple hon-.
Aesty« to tell
-you that I.be-
deve internal
i problems at
ojnit; in
‘the “*economic
cycle are most
lmportant to
Y. 0:U T4 success
\next year-
—and even to
yourcuccessin

'years, .
--Please . do-
not:conclude
that I am be-
llttlmg the lmportance of general—
What I am

A, W.)Zelomek

able as’ to. assure’' your ‘success:
You will succeed only by running
your-store. better than your com-
petitors.

You can see. already what it
will - be. like this . year, Income
was rising sharply during most of
1948, but sales became less favor-
.able, . markdowns  heavier,. and
competmon rat. the . retail level
much- moré  intense.

All of you know how much lig-

| uidation there was in some mar-

kets,: particularly but not . exclu-
sively = in " textile - and apparel,
despite the record high level. of
income,

All -of you know that sales of
JAndividual -items have - become
quite erratic; that for some items
they go up while for other items
they go.down. And you know that
,all this has occurred at a time
‘when general business conditions
were never more favorable in all
history,, .

.These developments present real
problems for. retailers. And the
one ‘certainty that can be stated
here -and.now. without any fear
of later‘contradiction, is that there
‘cannot be a suf,flcxently great in-
crease'in ‘income, inflationary sen-
timent, e'nployment or anythmg
-else in’/1949 to eliminate or.sim-
‘plify; the problems -that you have
‘already“encountered in 1948." You
will have to deal with them your-
-selves, and ~how. you do’ that is,
:trlctly speakmg, an internal mat-
er

Any. value that my talk will
‘have for you, therefore, is not so
:much in calling your attention to
‘these : problems, -in emphasrzmg
thexr ‘importance, “and in - urging
you to .deal with .them, as it will
be:in ‘- attempting 'to ‘outline a

| practical and an effective program
: that ‘will help’ you.

General Business. Qutlook

Nevertheless, -outside conditions
.will- influence. your: efforts. They

:| will 'not ~determine the nature : of
«|-théproblems: you meet, but they

‘wilk ‘have-a marked effect on thelr

S mtensnty

“For" the sake "of the record
let . me

outlpok to . be." Lot ‘me do this

‘| merely - in’ terms of income: and |
; sales and as brretly as possible.

Durlng the first six. months.of |’

the year.I.doubt:that there will
be much change in the current
Both

fxrst quarter will probably con-
3 little.-above a year ago. In

address by - Mr. Zelomek

\! before' the, 38th Convention of the

"Rétail Dry Goods - Association,
‘New:York City, Jam..13,1949, -

.would" probably - maintain :
level, and at worst it migat slip
‘a little bit, but would still be close

summarize |-
| oriefly- ‘what I beheve the business

the second quarter, at best, it
that

to the level of 1948, -*
Department store sales during

this period may be up a little ‘or

down ' a little,- Frankly, I don’t

-| believe that total sales estimates

have too much importance at this
point, Current conditions require
you ' to gear your. operations' to

1individual - items - rather than tc
d departments as a whole, and for
*| individual items there will be 2

marked variability.in sales:results.

Toward the second half of 1949,
I -suggest . that you maintain an
attitude of uncertainty. for " the
time - being. You- don’t have to
operate: for that perlod for some
time yet, and, there is not much
point in worrying-about it. I be-
lieve that'a deflationary trend has
already begun. .At the moment,

.at least, it seems likely to me tha.

it will ‘pick up -downward mo-
mentum in the second half of the
year. Yet'there is bound to be
some increase in government
spending, and it is not by any
means certain that taxes will be
increased enough to fully offsel
this. - The - Veterans’” Administra-
tion will pay out somewhere be-
tween $2 and $3 billion™of insur-
ance readjustment payments, Pos-
sibly the plateau of the first half
can be maintained. But it seems
safer now to accept the poss1b111ty
that production . and prices will
drop somewhat, and ‘that income
and sales will be below a year ago.

What will this add up to for
the year as a whole? '

In terms of income, the worst
that seems. likely at the moment
is a decline of 4% or 5%. Even
that, - however, would. imply &
fairly sharp drop in the last half
of the year, since income begins
the ‘year showing a small gain. At
best, if the first -half plateau is
maintained, income for 1949 would
show only a minor increase.

I don’t believe you will be
amazed or shocked if I tell you
that the economist has found nei~
ther a crystal ball nor a magic
formula. that will . grind out all
the answers. From the" practical
common- sense viewpoint, - how-
ever, there is no question about
what you should do.

In your buying, inventory and
commitment policy you. should
operate during the first half as if
there would be .some: decline  in
the second half.

Inyour: merchandrsmg policy,
you should’ operate with an ag-
gressiveness and coordination: that
would be appropriate in a period
of rxsmg mcome, and -which will
be even more essential in a period
of decline 'if: you are 'fo increase
your ‘relative: sharé of a diminish-
ing volume' of purchasing power:

Reasonable Certarntles. :
Here are.the things:that I- be-
lieve should guide your operating
policy. in the first ‘half of 1949.
These. things are all. of them rea-

‘sonable certainties.

(1) Retailers generally are in a
more liquid position at the begin-
ning of the year than they were
a year ago.—This is all’ to their
advantage, It is an advantage that
they ‘will need, and one ‘from
which they' can benefit, The con-
dition of most wholesale markets
places - a- ‘premium - on ' -retailers
havmg money- to spend as they go
along." If the ‘store has’ it. it will

"' be able to come in and find sal-

~

able items on the short dehvexy
basis. If the store lacks it, its en-'
tire merchandising operation will
be handicaped.

(2) The condition of better sup-
plies will continue.—The day is
past. when the buyer must kneel’
ona prayer rug in front of the
seller - in -order to obtain some-’
thing to put on his counters. There
are ‘spots here -and there where:
the buyer still cannot sit down
and write his own ticket as to,
delivery schedules, But in the
main-he can begin to exercnse hm
legltlmate function.

This. function' is to prov1de a
steady supply of merchandise fer,
his own store, which has the style,
quality-.and delivery characteris-.
tics that his store. demands. . He
may not-always be able to obtain
all these lcharacterlstlcs simulta—~
neously, at least in the next few:
months. But in most cases he can
insist on the, delivery schedule%
that will fit in with a liquid and,
aggressive merchandising opera-
tion,

. (3) .There will be more compe~
tition. — Mail . order. and chain
stores are back in business again,

after having been deprived of sup~
plies during the war period. They,
are beginning to exercise some of;,
the ;advantages that normally ac-,
crue to the mass buyer,

I believe I am not being over-
pessimistic when I point out that
the independent store cannot meet,
this competmon on the grounds
of price  alone. Group  buying
helps - preserve . the balance, but
the independent store must -also,
depend . on prestige values that
are based on more than price ap—-
peal.

" Several other factors must alsa
be considered in planning opera—-
tions for 1949.

(a) Stores operating in the gen~'

eral merchandise field *will" be,
competing against durable goods
distributors, particularly new car’
dealers, for- their share in con—-
sumer purchasmg power.
' This ' competition: is nothmg
new. It began to reassert. itself
when the war ended, as durable
goods supplies mcreased

(b) There' :is another factor:
that also deserves some considera-.
tion.. A great deal of selling in’
durable goods lines has already”
been accomplished on. an install-
ment basis. I refer here not only:
to the items that are sold through:
retail . outlets—major appliances,
home furnishings, new cars, etc.—:
but to the fact-that urban consum-
ers particularly have rapidly in-!
creased the. volume of resxdentlal
mortgage debt outstanding:

Instalh" znt sales were an in-
centive, -y sales while they were:;
taking place But installment:
sales, as well as the increase in-
mortgages, create commitments:
against future income. ' i

An increase in credit outstand-’
ings fci consumers as a whole—
and the increase in. the. last two’
years has been rapid and substan-:
tial—raises the break-even:point,
of the average family. The con-:
sumer, on whom the general mer-
chandise outlet depends, must not-
only-feed and clothe his family,-
but must 1-.eet regular payments’
on an inerzasing level of install--
ment and other credit outstanding.

Every retailer consequenily will-
be compeiing, not only against.
the current sales results in other:
forms of distribution, but against’
the. payments that the average:

(Continued on page 36)
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By JOHN I SNYDER, JR.*

Railway Equipment Indusiy

Chairman of Board, and President, Pressed Steel Car Co., Inc.

Chief executive of railway equipment producer revi:ws shortage of railway equipment during last dec-
dde and describes ‘handicaps in rebuilding old car1 railroads repairing and rebuilding outmoded cars,
is mew freight cars in much larger numbers than it has been possible

léng-continued freight car crisis
to produce up to this time.

I6w production of the types of
‘eéquipment which the .railroads
now want and need very badly.

During the depression decade
the railroads suffered a net deficit
throughout “seven lean years,” 1932
to 1938 inclusive, Red irk won’t
buy many. freight cars, locomotives
or streamlined passenger cars, 'In
1933, Class I roads installed 14
new locomotives, 7 passenger cars
cnd 2,163 freight cars, Tnat was
the rock-bottom low, of course,
To. get a better perspective, let’s
look at the two periods as a
whole,

During the ’thirties the delivery
of new freight-cars averaged only
a little more than 40,000 annually.
More than 2,600,000 cars were
then operating,

There was a fairly good year in'

1941 when 80,000 cars were built,
You may recall that this was due
to joint planning by the railroads
and the car.building industry be-
catise even then ‘an acute car
shortage existed.” Our entry into
the war cu? back a building pro-

gram whose goal was to- almost '

double the 1941 production fig-
ure. Instead of this planned ex-
parssion’ during the war years
(19%2 to 1945 inclusive) deliveries
averaged about 45,000 cars annu-
alty, There followed, 'then, two
diificult reconversion 7y ears,
Shidrtage -of materials prevented
resumption of freight car building
on anything like the needed scale.
The Association' of ~American
Railroads has pointed out - that
transportation history shows that,
on the average, the country has
doubled its demand for railway
service every 15 years. The great-
est tool of railway service, and
the greatest reveaue producer, ‘is
the freight car. Keeping in ‘mind
our, historical -habit of doubling
our ‘demand- for rail ‘transporta
tion, let’s turn to the detailed rec-
ord. of this tool. - :
.. During the* past.'17) years the
average annual  production of
réfght ears'was only-a little more

than45,000. The annual average.

during the 1920s was about 85,000,
THhis, there has been accumulated
a gigantic deficit of deferred re-
pla¢ement. -The {reight car deficit
{igire ‘indicated approaches 700,-
000. - . y
- Similarly, there was a sharp
drop in the building of passenger
egiiipment. During two decades
. befére the deprezsion we had been
sending annually nearly 1,800 new
passenger. cars onto the tracks.
ThHe annual average during the
’30% was about 230. During  the
war years an average of 185 new
cars a year were delivered. . The
story regarding ‘locomotives was
sinilar, ' though the cut-backs
were not so sharp; and in addi-
tion trere was a revolution going
on' in the locomotive industry be-
twéen steam and diesel power.
- Getting ‘back to the freight car
“main Jine.” let’s examine the
record further, - - ¥
Freéight Car Deficiency Since 1930
-There has:been ‘a-loss of ‘more
thari 600,000 ‘cars .from. the. total
fi'eight car fleet si~ce 1930. . Far
moYe disturbing than the esti-
mated ‘loss. is -the old-age: story.
It 1930 about one-third of the cars

. *An address by Mr. Snyder at
_Méeting : of Assoeiation of Cus-
tot¥iers’ Brokers, New York: City,
Jan. 21, 1949, B e

®
Y

Sees economic fallacy i1 arilroads repairing and rebuilding outmoded cars,
When more than 40% of car builders’ capacity is nt in use. Urges program for

, _ and improved cars annually as a “national necessity.”

It will help toward a better understanding of the

if you will recall that we have been passing through a
ade of depression. Then we had fi

producing 1813,000 new

present railway equipment situation
, unique period. First we had a dec-
ve years of war. During these 15 years there was very

were old enough io vote. Today
i nearly a million of the cars owned
by Class I railroads, or more than
2%, are 21 years and up. Accord-
ing: to Col. Johnson, Director of
the Office of Defense Transporta-
tion, the statistical record stated
in calendar years does not tell
| this age story completely. He
points out that during the war
and since, all freight cars have
been turning in about twice as
much work—in miles of burden
carrying per year—as during the
prewar period. As the railroads
themselves have expressed it, they
have had to “run the wheels off”
their freight cars,

—and it seems sound logic—that
in calendar years, plus double-
use, nearly a million cars now
should be rated as about 28 years

Col. Johnson therefore contends |

\old. At that age, prewar freight
jcars generally were considered

mean they were ‘“retired,” with a;

| possibility that a small proportion
would or could be rebuilt and
| returned to service. Junked means
|'cut up into scrap to be shipped to
| the steel industry, to help produce |
| more steel for more new freight

| ""The ODT chief cites this part of
|‘he freight car record in support!
roads are not now prepared for
|‘another war, should it come.

[ I do'not kanow whether the his-
"torical pattern referred to by Mr.
Faricy—our doubled demand for
rail transportation about every 15
years—will continue. But the
| American economy continues to
expand, due to  both increased
population and steady increases
/in living standards. There are
about 23% more people in the
| country than.in 1930—when “the
| freight . car ~ population”  was
600,000 . greater "than’ at  present.
Factory production has been run-
ning ‘at about twice the level of
the 1935-39 period.. This year our
needs will be supplied by about
£0%- greater steel production than
‘in the prewar peak year, 1929,
Our use of electrical power—an-
other yardstick measuring indus-
trial activity—last-year was con-
siderably more than twice what it
was in*1939; while the electrical
industry is speeding the expaa-
sion of capacity to take care of
cur needs for tomorrow.

It seems to me such simple logic
| —so obvious and axiomatic—that
irail service should be improved
and enlarged to keen pace” with
the needs of our growing popula-
tion and our expanding economy.

Studies of -Freight Car Shortage

Because periodic freight car
shortages have been hampering
industry. agriculture and business
alike “for: more -than two 'years,
cértain significant: studies .have
been made. :

| One, by a committee appointed
by the former Secretary:of Com-
merce, reported. the need for pro-

duction of 14,000 new freight cars
meathly. = Another  survey L:y - a
group headed: by Secretary. of thé
Interior Krug:estimated. the need
for production -of 15,000 new cars
each-month during ‘the ‘next five
' years. - Col. Johnsoa has spoken of
the need for a program for de-
livery ‘of 14,000 to ' 16,000 "cars

I

ready for the junk pile. I do not!

of his declaration that the rail-!

' monthly. Mr. Faricy has said pub-

licly that Johnson is right about
the 14,000 figure, but that he will
settle for 12,000 monthly for the
present. AAR testimony before
the House Committee on Inter-
state and Foreign Commerce stated
the need for “at least 12,000 new
cars delivered monthly.”

Finally, “the  Interstate “ Com-
merce Commission — whose dila-
tory rate deliberations have
slowed up the ordering of cars on
more than one occasion—in its
last annual report formally esti-
mated the freight car need at
€00,000 to be delivered during the
revt five vears or at the rate of
15,000 per month. 4

. Wnle there appears to be con-
siderable unanimity of very ex-
pert opinion, curiously there has
been great difficulty in assuring
the continuation of steel alloca-
tions for the current 10,000-cars-
monthly program. And there have
been suggestions by some in the
steel industry and some in gov-
ernment that the program be cut
back to 7,500 cars monthly.

The absurdity ‘of such a sugges-
tion coming from anybody in the
steel industry is self-evident when
you consider that ‘this industry,
and its metal-working customers
regularly use “more than one-
quarter of the total .freight ‘car
fleet,
industry have stated that.short®
ages of freight cars; notably gon-
dolas, threaten to bring about cut-
backs in overall production of
steel, FL T
The “Railway Age” calls atten-
tion to another phase of the freight
car problem. This periodical esti-

mates that the railroads should]

retire ‘old cars at an annual rate
of 100,000 during *the ‘next ten
years. AAR figures, covering both

the railroads and private car lines:

show ‘a“rapidly rising. retiremeént,
rate, 'During’ 1947, -retirements
averaged: less "than: 6,000 “cars

monthly, as- against about 2,000

per. month during the war. Re-
tirements during 1948 rose to pro--
duce an average” of: over 8;30¢
menthly, P

During the ‘first six months: o”
last year-deliveries exceeded’ té-

tirements by . ‘about--'1.600. cars
monthly. During the 'July-Noverr -
ber period ' the ‘margin was only

about :500 -cars:raonthly, -

Cars. Awaiting- Repairs -

Still- another factor of the
freight car.’ problem has been &
rise in the total of cars off line
and awaiting repair. A recent
AAR statement reported that the
“bad order” cars amounted. tc
30,000 more than normal. )

AAR figures comparing the

freight car situation as'of Nov, 1.
1948, with one year earlier—again’

covering both railroads and ‘pri-

vate car lines—show.a: net ‘gair’
in ownership-of  cars .of less-than

22,000 in one year; this in spite of

the delivery of nearly 112,000 new’

cars in' that 12-month’ perjod::
 But.the -gain in cars actnallv: o+
line and -at
15,000, - : ;
I'am:afraid- there is & tendency

to look.at.increases. in -ear, deliy=-
eries and to-conclude that: we are

doing - pretty- ‘well,.. considerine
shortages - ‘of. “supplies* and: -other

obstacles. - In 1948 -deliveries: were:

up- nearly .65%. over :1947,~and" at

a level nearly’ three times::the’

1946 figure.- But; obvieusly,. tpi~
means -little if  it' does-not:trans-
late-into ‘a*-major gain ‘in-freight

And, leaders of the steel |

*| price of gold

work -was :only-about |

cars: actually at work. The gain
in cars-at-workis - disheartening
—and it may even diminish,

Freight Car Shortage Serious

A freight car shortage which
-has ‘been- serious for more -than
two - years has aroused -shipper
clamor, and brought occasional
¢riticism from other sources.

As an illustration of the ‘quan-
dry in which some railroads find
themselves, consider the Pennsyl-
vania, "It is the biggest freight
carrying road and handles nearly
one-tenth of the nation’s total rail
freight traffic. ‘As of Jan. 1, 1948,
the Pennsy owned 226,000 freight
cars. Of these nearly 60% are
more than 30 years old. The road
then decided to build 3,000 new
cars in its own shops during 1948.
Early in the new year this goal
was reduced to 2,000 cars—the
reason: substitution in the Altoons
shop of rebuilding and heavy re-
pair work. At the year-end, the
new-car = production score was
1,764, a little more than half the
total wanted.

At that production rate 'the
Pennsylvania cars which are pas
3J could be-replaced in about 7¢
years, while total replacement o!
the fleet would require more than
120 years,

Accent .on repair has been gen-
eral,' The ODT has reported this
running as high as 30,000 cars un-
dergoing “heavy repairs” monthly,
Rebuilding.of cars, which was very
low during the  war years; has
been increasing, Both are uneco-
nomic; especially so in view of
the age and condition of so many
cars.

Mr. i’Aydelott of the AAR, testi-
fying before the Overton Commit-
tee, conceded as much, reporting
that on the rebuilding of some
types of cars as much was spent
as the _original cost of the car
During last year one railroad re-
ported to the ICC on the rebuild-

ing of some of its box cars in 1947.
The" per:car ‘cost” proved' tobe
equal to about 75% of the average
cost of a new box car during 1947.
That meant the spending of about
three-quarters of the cost of a new
car in order to give an old one
“a second life’ of perhaps ‘eight
or ten years. This may be an ex-
treme case, but it illustrates the
economic fallacy of rebuilding.

As for repairing: The average
cost of repairs per car—both new
and old—rose to $227 per year for
1947, the-latest figure available.
That was a three-fold increase im
ten years, During that year, the
total “garage bill” of Class I rail-
roads was nearly  $400,000,000.
During five years it had totaled
$1,840,000,000, That was a sum
big enough to  buy considerably
more than 400,000 new box, gon-
dola and hopper cars—types which
were shortest in supply—at 1947
prices.

There is .ample  evidence that
the spending of - gigantic sums to
make old cars do is proving to
be ‘“Operation Rat Hole.”

Solutionnr of Shortage

The only solution of the long-
continued freight car crisis is new
freight cars in considerably larger
numbers than it has been possible
to produce up to this time. To
increase the level of freight car
production the car builders need
two things:

More orders and more steel.

From about the time that a 10,-
000-cars-monthly program —was
urst publicly discussed, in late
December, 1946, and continuing
through 18 months, the railroads
were ordering cars at an average
rate of 10,000 cars monthly,  Of
these orders one-quarter went to
their own captive shops and three-
quarters to the contract builders.

During the last half of 1948
there was a sharp change in this
(Continued on page 37)

price; and a subsidy

- Spahr Opposes Increased Gold Price

Executive Vice-President of Economists’ National Committee on
Monetary Policy says it would be injurious to people. Sees better
monetary remedy in return to-gold standard at present legal gold
‘ value.

“Proposals are being made for an increase in the price of gold,
through -such methods as devaluation of the dollar, again; free mar-
ket for gold which would be-higher than the Treasury’s present fixed
to gold mines.

All these proposals are apparently

based ' chiefly
on the conten~
tion that since’ -
mining - costs.-
have risen so’
high some.
mines; can. no
longer make a

Jprofit while -

they are com- "'
pelled to selln
their gold “to
the Treasury-
at $35 per fine -
ounce, and,
therefore, the )
Walter E. Spahr
chould be

raised. An in-

be injurious to the people of the
United States,” says Dr. Walter E
Spahr, Executive Vice-President,
Economists’ National Committee
on-Monetary Policy.

© “If a nation has a‘supply of gold

‘maney ;and; deposits, ‘as; we;have,
if conventional standards of meas-
.urement and comparison haVe any
wvalue, there jis no: known "valid

tion’s  ;standard ‘' monetary: unit
si:0uld 'bé reduced,” he continues,
; '{Should voyr: “government ;de-
value our dollar’ again, we will
then ‘hdve. joined ‘the ‘company . ol
those. -peoplef ih | foreign i nations
whose Zovernmentsicannot or will

tary parthers’in' sharing the mis-
eries;-of + monetary: -depreciation
and: ' the: - consequent - economic

chaog. * ' ;

i “The’ agitation ‘for a. free- gold:

]

‘market; while we have irredeem-

crease ‘in the price of gold would’

adequate ' to " 'support its ' paper:

reason ‘' why the size of that ‘na-

not maintain fixed monetary units |-
‘and we wil! havé ‘become ‘volun-|

|'able’ paper ‘money, rests onthe:
|- valid ‘Teason that the price of gold

under such 'conditions’ would  be:

| well above the Treasury price’of

$35 ‘per- fine ounce,.
_ “Whenever ‘the fixed link be-

.| tween' paper ‘money and .gold is

‘broken, the value’of irredeemable’

8| money-in terms of gold will de~ " .
| 'cline- and the: price 'of " gold 'in’

terms of such paper will rise. This'
is simpi; because paper is paper’

1and gold is gold.: Under such con-
| aitions' the ‘paper money ‘price of-
-1 gold will k. determined by all the

forces of supply and demand af-
fecting both the gold and paper
money. )
“The arguments.in behalf of a
subsidy are to the general effect
that such subsidies have been
granted- in Canada and South
Africa, that we subsidize the sil~
ver interests; the farmers and
others, and that, therefore the gold
‘mines : should ;be subsidized ‘too.
A valid' answer is that none of
these. subsidies is defensible,
Every. miner :entering the  gold
field knows the price of his prod-:
uct is of ‘necessity. fixed and that
his ‘problem; is- to: keep' his" cost

below' that price. :Most other'in- .

oustries often have the problem 'of
high or rising costs not merely! in
the face!of a fixed price for their
product but-in- the face of falling
‘prices-for their output.” £y u
‘ M S e T

L “The v-higher—price-‘for-gold bloc
would render their best service: to
their : country: and :themselves,”
said"‘Dr: ‘Spahr, -“if- they -devoted
their - efforts ~to ‘returning: :the

United States to’ a'gold standard: - -
‘at $35 per fine ounce,” . ..,
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Taxaho_n and the Budget

By BEARDSLEY RUMLX:. . :

" Chairiaii of, the Board, R. H: Macy & Co.

Holding na. cnnvmcxng ¢ase: has been. made. in- President’s, budget. for- highen- taxes; and; that- there is -

room’ for reduced taxafion, especially. in. excises, Mr. Ruml - advocates: increased- sale. of savings bonds -

-as bemg both practlcal and anti-inflatienary. Calls for more- efticisncy-in- public expendlture,.and gear-
ing of tax program to Treasury’s cash: budget., : ’

In this dlscussmn of taxation and the budget, I want, to riake it clear that the oplnlons_
. which T express are only my own. They are “hot necessarily the views of any organization
- with which I am. assoc1ated Partlcularly they are not necessarlly the opinions of the

N'ational
Planning
Association,
the Committee
for Economic
Development,
nor. of R. H.
Macy & Co,, ,
Inc,. “The:
Committee
for Economic
Development:
has set-up; a
committee on .
tax policy for -
1949, of ‘which
I am not' a
member,
and which _in
due course will present its. views.
o1 the tax problem of-1949. R: H.
- Macy & Co., Inc., of which.I am
a director, does not take any po-
sition w1th respect to.budget. and
tax policy, its concern being with
merchandising questions; -accord-
ingly Macy’s is in, no way " to' be
associated with my personal views
as to the Federal budget:and the
tax problem that faces this coun-
try in the months and. years.that
lie ahead.

We have had presented to us in
the past few days several state-
ments. by the Administration
which deal with the economic
outlook, the Federal budget and

Beardsley: Ruml

the taxatlon program which the:

Administration.believes to be de-
sirable. = In the remarks which I
about to make, I shall take the PO~
sition that in view of the economic
outlook and the budget require-
, ments as presented, no convmcmg
case has been made for an in-
crease in taxation; -indeed, that
there is room for.some ad]ustment
downward, at least- in  excise
taxes Wthh are. inequitable. and

which bear unevenly. on business.

enterprise, a- harmful .and- un-
necessary legacy. of. the wartime
taxation of five years ago.

Issues of Fiscal: Policy

The Economic. and. Budget-Mes-
sages -of ‘the President confirm the |
opinion . that' the, question of 'war
‘and’ peace .underlies- all" issues ‘of
fiscal policy; just-as- it underlies
all public policy and much private |.
policy- as: well: . It-has been said:|.
over and: over: again 'in- recent:
months that a-shooting: war-in the:
near -future "is unlikely . becayse
the aggressors are- unlikely to-.at=.
tack, probably believing: that over.
the: years their- objectives-can be
gained without resort to the mass
violence of war: Peace is even
more unhkely because the aggres-~
sors.: have- as. their -o6hjective “the.
imposition:on the ‘world:of>a way
of life- that- is repugnant to free—
dom: everywhere; - - -

If* we. are not gomg to have
peace. for many years. to come;
then we. are going to have de-
fense programs far into the futare.
Adequate defense means an- ade-
quate armament program, but if:
means. more. than- that. "It means
economic cooperatlon with" 6ther
countries, It means military: ¢o-
operation with other countries. It
means extensive and: skillful in-
formational activities: and educa-.
tional exchanges: "It means. the
correction of ineauities and: injus-
tices at home. It means proteo-
tion’ against those among us whose.
loyalties elsewhere induce them: ta
~-destroy ‘what" they: cannot other-.
wise control It means the- refor-,

“*An addreSs by Mr: 'Ruml be-
fore. the N-atdonal-American
* Wholesale . Grogers: Assaciation,
Atlaptic City, N. J., Jan..13,,1949.

" | cash: budget.

| mation of those whose. prejudices
:| cause. them consciously or.uncon-
| sciously to undermine the moral
| foundations of our’ country, the

aspiration for freedom for. all and:
recognition of the dignity of the
individual and of his:inalienable’
rights as a_human: person; '

An adequate  defense program

& | has, military, moral, political -and
.| economic aspects.

The implica-
tions of such a program have
budgetary consequences. The
budgetary. consequences. of such,
a program. though serious are not
intolerable, and as long. as. we
have na peace a defense program,
an adequate defense program, a
defense program that looks.both
to the requirements for armament |
and for the strengthening of our
domestic welfare, is both necess'ary
and desirable,

The. President, in, his. message
has presented a- budget of expen-
ditures which has been devised to
carry out the military, political,
economic and moral aspects of
defense and national welfare. I
do not question the aggregate
sums-which have been suggested
for programs-old and new. Ob-
viously it is the desire of; every
citizen. that the :dollars that'are
spent. be spent efficiently, ,that
waste and duplication ‘be ‘elimi-
nated. and that the purposes to-

ward which “expenditure is, di-|
| rected be common purposes. which

represent the national will:

' If we are- to-have efficiency in
public expenditure, two measures

are obviously -necessary. - First,

the President must have an in-
creased scope of authority. in,the
organization and reorganization of
the agencies. in  the "executive
branch of. the government. And
second, a higher level of compen-
sation, as has been recommended,
should. be established for top gov-
.ernment officials in order to hald:
in the Federal service and:to-at-
tract  to.the Federal service the
talent that is. nécessary for: effi-|
cient. managenal operation .of the
essential services of the executive
branch of' the Federal Govern-
ment,. :

Fmancmg Budget Expenditures

Coming. back 'to the budget,’ L
accept the aggregate of expendi-
tures. presented- in. the budget as
being within small’ limits one way-
or the other. the financial require-
ments_ of a prudent program- for
‘national defense and the-advance-
ment of:the national. welfare; If*
through economy and ef£1c1ency
at one point reductions “can be
made,. these amounts can" well- be

‘applied. to the. enlargement- of
-needed programs elsewhere:
'Therefore, I' do ‘not quarrel with
the totals that are being suggested:

for the' Federal budget for Fiscal
1950.

However, when we. come to the
question’ of how these expendl-
‘tures_should, be financed—that is
a different story; and-it is at this.
pomt that. I find myself unable. to
agree with the proposals which
haye been made.. In order -to' ex-
plain the. reasons for'my dlsagree—
ment, it .is necessary for. me: to
discuss. certain, basic questions of-

_flscal pohcy,

i The. time has ¢ome, when state-
ments .about deficit” and. surplus,

‘income and, expenditure; should be

made, in terms.of the consolidated
We' will- then- know
where. we. stand: with- respect: to-
the.. Federal . Government's- re= |

.quirements and our-own responsi-
' bilities' in seeing: to it that they

are met.‘ -The consolidated cash
budget, = as. President
pointed: out in his first Economic
Report; is the measure of the im-
pact of government’s. fiscal: trans-
-actions on the economy. The con-
solidated: cash. budget’ does
because, first it: is consolidated,

betweéen .the government. and: the
people;-and. excludes all' transac~
actions. between: the  internal
agencies of the: Federal Goyern-
ment .itself; 'and second, because

cash.basis in the year in. which
ihe transactxon takes place;

! Tax Proegram and; Treasury’s
Cash Budget °
The Committee. for Economic

Development, in its recent report
on “Taxes ard the Budget” rec-
ommends that we should: gear our
tax prqgram to the consolidated
cash budget. -

i The CED in this Policy Report:
states. that there are two: budgets
of -the Federal Government offi-~
‘These: are ,the administrafive
budget..” When. we ‘are interested
in: the  impact of government
transactions on the economy,. we
should look- to.the consolidated
cash budget. If our objective'is a
budget that is balanced . in the

solidated. cash. budget that  we
want to balance. It is a.matter

the years ahead and for public-un-
impact on: the economy, that:the

eral Government should be evalu-

to:-its, proper function. as-an in-

governmental fmanmal transac—
tions .

{ The time. to make the change-
aver. is- now, when we are pre-
paring: to-accept new -fiscal. re~.
sponsibilities. to. meet’ -our: ‘new.
defense requirements:.

extraordinary -fact, namely: that.

475,000,000, This:surplus assumes:
both':the- increase projected, for

‘drease: from Jan. 1, 1950 to. July-1,
15949,' : )
Although no dlscussmn of - thig
surplus appeared in the text: of the.
budget message, it was clearly. set-

itself- and: was: discussed by the
President: at_his press. conference
on the budget message,

i _Higher .Tax. Rates Mean -
(. .Excessive Cash Budget =

| If tax "rates should- be in-
creased as.has been recommended,
to provide an additional $4,000,-

expendxtures that is, the. surplus
in:the. cash consolidated budget;
‘would: 'be” some. $5,500,000,000:

‘tude. -Indeed in‘view of the un=
certainty, as-to . the business out-
look: and: the level of emplayment,
‘such’.a surplus is. positively: dan-
gerous:

Fortunately, we have: an “alter=

Truman.

this.

that is, it-includes all transactions.

it is a. cash budget, that is, it
cshows the intake and outgo on a.

cially compiled and in current use: .

budget ‘and. the consolidated. cash:

economic sense, then it is the con--
of ‘the first importance for; the:
administration” of fiscal policy in,
derstanding of the budget and: its,
surpluses, and deficits of the Fed--
ated in terms of the consolidated.
cash budget and that the .conven-.|
tional budget should be relegated.

strument . of  internal control. of

+ When we.examine the budget as-
it has-been'presented, we note an,|.

the consolidated cash:budget.even:
dfter: assuming: the: expenditures:
projected. shows a.surplus of $1,-

Social Security. benefits.as well as.
the. change of-date for rate in-.

forth in: Table 13 of the Budget:

000,000, the excess of receipts. over

here-is . no need at the present i
time :for-a surplus of ‘this' magni-.

native to ‘an increase in taxation

that is-effective-as-a- deflationary-

measure and which. is much, more

flexible and .much more: appro- |

priate than a“tax increase to the
situation 'in which we find our-
selves in the .coming year, That.
measure-is the sale.of U, S: Gov~
ernment . Savings: Bonds :to the
public. The sale of savings bonds
picks up. purchasirig power that
would otherwise have to be with-
drawn by.taxation. It has a great
advantage over taxation Jn that
iti is selective and does not impose
on -those who cannot afford: it, as
taxation' would, the non-recurring
costs. of government

During ‘the war we knew that
the sale of war bonds. to private
individuals,: partlcularly those
with small and moderate incomes,
was an alferhative to'taxation as
aimeans. of .withdrawing purchas-
ing power from the hands of the
people: ' But. in spite of the fact
that. we made this. distinction. in
wartime, we-do not seem to have
carried ihis conception over to the
problem: of flnancmg the présent
negessities of nationz! deéfense.,

A. savings' bcnd: program. s

much more flexiple than a.tax

program: both;as: to timing and: as
to, its. intensity of. impact. In
days:such: as-these when we are
uncertain: as to; whether we are
facing  inflation: or deflation, we
need: in: our. fiscal planning the

kind of flexibility that a well-
organized savings bond program -
would provide,

* Providing for Non-Recurring
Emergencies

In principle, we shall be on
sounder. ground if our. commit~ °
ments that are directed to non-re~
curring emergencies. or to in-
crease of productivity, capital re-
quirements as distinguished frem
ordinary expenditures, are. cov-
ered by sales of bonds to the pub-
lic rather than by taxation. The
tax burden will be lower if sav-
ings bonds are sold to meet budg- ;
etary expenditures of a construc-
tive nature whether at home or
abroad.

‘To sum up, the budg(-t shows .
that we shall have a surplus in the
cash consolidated budget, without
imposing any increase in the rate -
of taxation. If we wish-to protecy:
ourselves against possible. infla-
tionary pressures we can do so:if
it becomes necessary by ‘the sale
of savings bonds to the public, If -
we will plan to sell $4,000,000,000 ;
of savings bonds net to the public; -
we shall have accomplished all.
that .is necessary in the adminis-
tration’s tax proposals. In. addi= "
tion we shall have the: flexibility - ;
that is so essential at:the: present: -
time «when' . we: do : not: kpow: :
whether inflation or deflation lies |
ahead

Railroad

S’BCN)Tit‘iBS‘;

'

When Great Notthern.declared its second semi-annual- dividend
in, 1948, mcreasmg ‘the- rate, to. $2.00. compared: with the: $1.50 paid
sem1~annually since 1945, a break swith tradition was also announced:
It. was. stated that henceforth directors would give consideration: to.
dividends quarterly. N“othmghwas said- as to .what rate might be ex~ -

pected- but. it was generally,

oped and: believed that a $4.00- annual -

rate was'in prospect: Such expectations have been bolstered by recent :

bas1s was for $1.00,

ractipn: of, the -directors. The: first d1v1dend declared on a quartexly i

Deelaratlon of this.dividend; w1th its implication that the 'stock
can now be considered on a stralght $4.00 basis, had: little influence
on the stock markeétwise. The stock continued to.trade in the low, 40s ;

‘with an.indicateéd: income’ réturn of 9.52%.

Ta railroad' security ana- :

lysts this depressed price level appears:as at least slightly ridiculaus,. -
particularly in.the light. of the high credit standing of. the road; and
the investment status of its shares. Moreover, considering the highly ;
seasonal nature of. the road’s operatlons the decision of the directors: :
to put, the- stock--on a.quarterly basis is. generally accepted: as; sign. ;
of increasing, confxdence of:-the management in the earnings outlook:

The management of: Great:Northern was one of: the first in the: :

industry. to. recognize. the necessity: for-putting: the debt- structure in
order.. ‘Early- in.the recovery. period- following the deep recession:.of .
the middle: 1930s, it started an -aggressive.campaign to.strengthen.the
road’s:status in. this respect.  With: substantial debt: retirement, aug~ :
mented: by: comprehensive lower coupon: refunding of: callable. bonds,r !

‘fixed: charges: have -been: reduced to- under- $7,500,000.. In-the: early. .’
.1930s:they had:been: above; $19,500,000.. Just as important, in.doing its<.

refundmg the; company -evolved ‘a; very .healthy maturity schedule, .
‘running; for nan-equipment.debt, from.1952 to.2010, Operation of.the |

. |'sinking fund-will moderate the impact of'the successive .maturitjes, :

the largest. of which-is.for. $40 million in 1982, )

'Great- Northern is. fundamentally: one of the stronger railroads in -

the country, Traffic:and:revenue trends have been fayorable; and+in- )
dications: are that they will continue so; The- company is heavﬂy de~ .
pendent-on-three.major:traffic sources. They are iron ore; wheat; and- :
lumber. products, Normally they: supply-an average of around 40%, .

-or-more; of total freight revenues.

eral economy of territories served,

Indirectly, in influencing-the gen~ :
they affect an even- larger share:of."

the company’s. business.- In general these-items-have been- relatively :
immuhe: to the:inroads. of non-rail competition.. Moreover; the- out~ :
look for: all: of them -continues bright; - Another- favorable: factor has: !
heen the- industrial: growth. of the Paeific . Northwest. Prospective i
opening: up- of a. substantial acreage of new irrigated farm lands alzo..
augurs-well for the:development of rew traffic sources.

‘Gredt; Northern has-traditionally been an efficient property o
operate To a consgderable degree this, efficiency is inherent in.the. .
type. of buc‘iness done, with a large<volume of bulk full train load..
freight.- Over a: long period: of years the. company. has consisten Uyt

|.carried- a- larger progportion of’ gross. thyough to net operating incérne *

before Federal incomé taxes than have the Class.I carriers'as a whole.

" |'The transportatlon ratio has also been -well below the average. This | g
“factor of efficiency.affords.a.substantial cushion against possible fur- ;

ther unit- cast increases: and against: the’ mev1tab1e decline- in fre:ght

‘traffic. ~

Great’ Northernhas had an enVlable long—term earnmgs recmd. .

‘Fven in the 1938 recession, and . when- fixed charges were: above-

$14 million; earnings. on: the stock amounted to more than $1.00:a -

share. - Average. earnings! for the

ten years 1938-1947 were $6. 55 a’

share with $7. 28 earned: in the last year of that period. There was, a
modest vear-to-year improvement:-in -results: for -the: 11- months .
through Novermber, 1948, despite heavy charge-offs on .account:.of"

topped $8.50 a share.

 previgus years. For- 1948:as a whole' it:'seems’likely: that- earnmgs
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L 4 s % - pmgm’ . » .
i, Urges Overall Compelitive Bidding iin

~ Securities ‘Sales:

A F. Whitney, President of the Brotherhood of Railroad Trainmen,
“in booklet issued by his organization, wants Congress to pass en-
. abling legislation - requiring ‘competitive bidding for “non-monope-
i listic as well as monopolistic industries.” Attacks banker-corpo-
- ration relationship, and: privately: negotiated - securities sales to

insurance

'

companies. y

In a pamphlet entitled “Competitive Bidding in the Sale of Securi-
t;es,” issued and distributed by the Brotherhood of Railroad Train-
men, A. F, Whitney, President of this labor organization, strongly

advocates extending

compulsory competitive bidding in the sale of

securities  to.
the public is-
sues of all
classes of cor-
porations, He
calls for en-
‘ac tment by
Congress - of
“enabling
legislation”
thatwould
make compet-,
itive .bidding

a - matter .of :
r e quirement.
of Federal:law ..
instead “of -as: " .
at present.
being :limited:
to public ' utilities and - railroad
flotations and existing. only by
discretion and orders-of Federal
administrative bodies.

“ The text of Mr. Whitney’s state-
ment follows: ;

" 1

z'Scope of Present Regulations

“* It appears that the principle of
competitive bidding has been re-
quired by statute only in the case
‘6f: public utility securities. Since
1870, Massachusetts has had laws
requiring the sale of certain pub-
lic ‘utility issues at competitive
bidding. There is no-organic or
enabling Federal legislation re-
‘quiring ‘competitive bidding. Such
‘tompetitive bidding as is required
by Federal law is through admin-
istrative interpretation, but there
“js.no Federal law. requiring bid-
ding, as such, in the sale of any
securities. Such Federal.require-
‘ments for competitive bidding as
are in existence are'applied only
to" public utilities and .railroad
-flotations and exist only by dis-
icretion of Federal administrative
bodies,

".,-Since 1926, the Interstate Com-~
.merce. Commission has required
.that railroad equipment trust cer-
Jtificates be sold .at competitive
~hidding. In 1939, the Federal
. Power Commission adopted com-
petitive bidding regulations. In
,+1941, the Securities and Exchange
"Commission adopted a ruling
known as Rule U-50, requiring
competitive bidding on the sale of
‘securities for public utility hold-
‘ing companies and their subsid-
“{aries. In 1939, the Federal Com-
munications Commission, in rec-
“'6ommending ‘to Congress that it be
‘ given authority to regulate the
“jssuance of telephone securities,
suggested that competitive bidding
“be adopted as a method of market-
ing such securities, :

i On June 1, 1944, the Interstate

“Commerce Commission -issued an
order under the provisions of Sec-
“tion 20-a of the Interstate Com-
‘merce Act, requiring competitive
“bidding - for railroad securities
““other than equipment trust certif-
“{cates. Provision is made for ex-
“emptions from this order and the
“‘following specific exceptions were
~made in the order:
““(1) Common
"stocks; «

(2) Securities sold or otherwise

“‘§ssued pro rata to existing holders
~of securities  of the issuing-com-
“pany pursuant to any preemptive
right or privilege or in exchange
“‘for or extension-of outstanding
t:securities, or in connection with

».any liquidation, recrganization, or
"financial adjustment;

(3) .Any note or other security
maturing in not more than three
years;

(4) Securities sold or otherwise

" A. F. Whitney -

and preferred

issued when the total issue does
not exceed $1,000,000, principal
amount; .

(5) Securities of any railroad
company issued in exchange for

‘| the securities or. properties of any

other ' railroad company ' acquired
pursuant to authority granted un-
der.the provisions of section 5 (2)
of .the Act, and any securities of

| such - other company . to be ac-

quired- by any other person pur-

‘{suant to such authority; - :
I/ .(6)"Securities sold or. otherwise:|
‘| issued.-to: a railroad : company - by.

any of ' its subsidiary - companies

‘| pursuant to authority granted un-

der section 20-a of the Act where
~such- securities are not'td be-sold
| by the parent company, but are to
be held subject to our further
order; and .

(7) Any securities as to which
we shall find, upon due showing
by a railroad company, either
upon application under the provi-
sions of section 20-a or upon spe-
cial application preliminary to the
filing' of such application under
section 20-a, that sale at competi-
tive bidding should not be re-
quired,

There are rather extensive ex-
emptions to the competitive bid-
ding Rule U-50 of the Securities
and Exchange Commission, but see
text of that rule for the excep-
tions.

1L
Is  the Principle of Competitive
) Bidding . Sound?

There -are, of course, elaborate
arguments- pro and con on the
subject of requiring competitive
bidding by law. In general, the
large financial houses are opposed
to any. legal requirements for
competitive bidding, It is striking
to note that large banking houses
offer as one argument that such
a law would dinjure the ,small
dealer in securities. The monop-
olistic tendency of large financial
houses in the past has been such
as to induce the belief that these
large houses are not so solicitous
of the welfare of small traders.
Their opposition to legal require-
ments for competitive bidding on
the grounds of solicitude for small
dealers cannot be regarded as em-
anating from any sincerity of pur-
pose. : =y

It is-also contended that finan-
cial houses bring something of -the
confidential relationship of a doc-
tor or lawyer to their clients. A
forceful answer to this contention
was given in a communication ad-
dressed to the Securities and Ex-
change Commission and others by
Otis & Co; under date of Jan. 23,
1941, It wes there stated: ;

“Investment banking, after all,
is not a profession. The invest-
ment banker is primarily a mer-
chant, who buys " securities at
wholesale for resale at a profit.
The fact that he is in a position
to profit by the advice he gives
invalidates any claim he may
make to stand in the same posi-
tion with reference to the issuer
that a-doctor or lawyer does to
his client, Neither the doctor nor
the. lawyer ‘is a middleman. Let
those bankers who, in the face of
these facts, claim a professional
status answer a question. Are they
willing to assume, as do the mem-
bers of the legal and medical pro-
fessions, liability for disasters re-
sulting from advice which is not
disinterested?”

Experience has shown that the
cost” of private negotiations as

against’v the principle of competi-
tive bidding ‘is' not worth, any
claimed advantages because of the
continuing - confidential 'relation-
ship between a corporation and its
bankers. High bonded indebted-
ness is a serious liability for any
corporation, ‘The ideal corpora-
tion is one which has only com-
mon stock outstanding. Tradi-
tional  bankers find bonds the
easiest and most profitable type of
security -to sell. In no industry
has the bankers’ monopoly as-
serted such disastrous influence as
in the railroad industry. Bankers’
domination of railroads is un-
doubtedly responsible for the dis-
proportionate debt burden found
in-the financial structure of rail-
roads. Two financial houses have
had an all powerful monopoly
over the financing of American
railroads. A corporation should do
its financing ‘on the same prudent
basis as it buys its equipment, that
is,- on competitive bidding; :

Competitive bidding:is financial
democracy. ‘It prevents monopoly
and ‘totalitarianism' in corporate
financing, - It gives strength ‘and
vitality to-the free enterprise sys-
tem:. Investment bankers are-more.
interested in the conservation of
existing ‘assets than in the crea-
tion of new ones through the
processes of corporate expansion.
Consequently, banker domination
of corporations lays a dead hand
on economic progress. The rail-
road industry is a persuasive ex-
ample of this.

Although dire predictions were
made by financial houses in 1926,
when the Interstate Commerce
Commission required competitive
bidding on ‘equipment trust cer-
tificates, experience under that
requirement has proven that such

| bankers’ predictions were without

merit. Competitive bidding wid-
ens the market for corporate se-
curities ‘and 'lowers the cost of
raising capital. It is interesting to
note that opponents of competitive
bidding argue both that competi-
tive bidding results in “overpric-
ing” and in “underpricing” of
securities. As Commissioner Rob-
ert E. Healy put it, the Securities
and Exchange Commission con-
cluded that ‘“there was no way
short of competitive bidding that
would afford us satisfactory means
of determining the reasonableness
of spreads or the fairness of prices,
assure ‘disiptérested advice' in fi-
nancial matters to. the companiés
concerned  anid. effectively“contrdl
their dealing with affiliates.”
With reference to the Senate
railroad investigation of 1937 and
1938, President Harry S. Truman,
when Senator, said the following:
“The significant thing about our
23-volume record (Senate Rail-
road Investigating Committee) is
that while it is replete with in-
stances of financial abuses result-
ing from continuing banker rela-
tionship, I do not recall a single
instance .of such abuses in the case
of the tens of millions of dollars
of equipment trust certificates is-
sued under competitive bidding.
So far as this class of securities is
concerned, the competitive bid-
ding requirement seems to have
wiped out with one  stroke the
many types: of abuse which, as

our record -abundantly illustrates,

clusters about the traditional type
of underwriting arrangements.”—
Congressional Record Appendix
for Feb. 6, 1941, pp. A-465-6. .

In Railway Progress for Novem-
ber, 1948, page 9, Robert R. Young
said:

“That the rpad to progress in
‘railroads is quickened, not re-
traded, by the lash of criticism
has been demonstrated over the
intervening years by certain
highly ' constructive, if long de-
layed, reversals of ICC policy. We
have, for example:

“l. The Competitive Bidding
Rule for railroad securities
adopted by the ICC on July 1,
1944, after it had advised Congress
on April 13, 1943, that such a law
was undesirable and unnecessary.

It is estimated the rule keos already

saved' the railroads.-alone, hence
the shipper, $183,000,000.”

Commissioner Healy. of the Se-
curities and Exchange Commission
in his address on Aug. 28, 1941,
before the National . Association
of Railroad and Utilitiés Commis-
sioners said:

“The insistence upon competi-
tion in the sale of this particular
kind- of merc¢handise follows the
traditional American pattern of
the Sherman Act, the Clayton Act,
and the Federal Trade Commis-
sion Act. All of them aim to pre-
serve competition and to keep that
competition fair. The laws, backed
by both major political parties,
are among the foundation stones
of our democratic system of cap-
italism. Let it not be thought that
Rule U-5) (competitive bidding)
is merely a matter of business
procedure. Qurs" is a system of
free enterprise and when practices
are allowed to develop which
eliminate or suppress competition,
the very fundamentals of that sys-
tem are endangered. The liberat-
ing influence of our competitive
bidding rule will foster free enter-
prise and competition 'in-a field
which' has-long beencharacterized
by concentration' of the manage-
ment ‘and underwriting of new
securities in the hands of a few
firms.”

In his message of April 29, 1938,
Senate -Document No, 173, 75th
Congress, 3rd Session, ' President
Roosevelt declared that “strength-
ening and enforcement of anti-
trust laws” called for “more effec-
tive methods for breaking up, in-
terlocking relationships and like
devices for bestowing business by
favor.” The President referred to
“banker control of industry” and
the “close financial - control,
through interlocking spheres of
influence over channels of invest-
ment” and stated:.: “Interlocking
financial controls have taken from
American business much of its
traditional virility, independence,
dependability and daring—with-
out compensating advantages.
They have not given the stability
they promised.”

One of the most serious de-
velopments tending toward mo-
nopoly in finance has been the
trend toward private sale of cor-
porate bond issues to insurance
companies. In the first ten months
of 1948, 48.2% of all corporate
bond financing consisted of pri-
vate placements with insurance
companies, The increasing control
of the insurance companies over
corporate financing has already
attracted the attention of Con-
gress. The “Big Five” insurance
companies control billions of dol-
lars of the nation’s savings. With
almost half of the nation’s cor-
porate bonds sold directly to in-
surance companies, it is evident
that a very few private individ-
uals in these companies hold an
enormous power OVer our econ-
otny. The adoption of a universal
competitive bidding requirement
would, at one stroke, break this
monopoly.

The trend toward private place-
ments has increased the influence
of that small group of Wall Street
panking houses which have tradi-
tionally .monopolized the, corpo-
rate financing field, Such houses
frequently act as intermediaries in
negotiating = private . placements
with insurance companies, often
at fees which exceeded the profit
they would have made on the
small underwriting participation
which they customaril'y take in
public offerings. A typical exam-
ple is the $250,000,000 Shell-Ca-
ribbean Petroleum Co. 4% bonds,
recently placed with insurance
companies by J. P. Morgan & Co.

A Federal law requiring com-
petitive bidding would go far in
solving America’s serious monop-
oly problem It would release the
forces of progress in corpprate en-
terprise from the deadening dom-

ination of banker influence which

by nature and by fundamental
purpose is ultra-conservative, if
not consistently reactionaiy,

Thursday, January. 27, 1949

4 1
Need for Enabling Legislation on
+ Competitive Bidding

It must be remembered that
there is no Federal enabling legis-
lation requiring competitive bid~
ding. Such competitive bidding as
may be required today exists only
by administrative discretion, and
changes in the thinking or per-
sonnel of the administrative body
can result in elimination of the
competitive bidding requirement.
Competitive bidding, for the most
part, is required only in the case
of public utility securities and,
even there, there are many excep-
tions and exemptions and many
opportunities for seeking exemp-
tion by petition to the administra-
tive body,

Having in mind- what the late
Franklin D. Roosevelt said about
interlocking directorates and in-
terlocking financial ' controls, it
spould_ be obvious that assuring
financial prudence only with re-
spect to public utility corporations
does. not fully protect the public
or adequately promote “the' free.
‘enterprise ' capitalistic - system. -
Even' those -public utlity corpora-
tions that are ‘subject to: the ¢om- .
petitive  bidding: rule are. fre-
quently controlled by the same
mter'ests that control many non- .
public. utility corporations. ~The
theory of requiring competitive
bidding in the case of securities
of publi_c utilities is that extrav-
agance in the financial transac-
tions of these ‘corporations is re-
flected in the rates of service of
such . corporations and protectiorn
to the consumer therefore justifies
t}:le requirement of competitive
bidding,

It would appear to make little
difference to the ~ consumer
whether, though corporate finan-
cial mismanagement, he pays .too
much for his electric or gas ser-
vice or whether he pays too much
for his clothing, his automobile or
the many other things .which he
consumes. The consumer should
be protected in all things which
he consumes, not merely in those
services he obtains from public
utility corporatiorfs, Especially is
this true when it is considered
that through interlocking financial
controls the financial management
of public utility and non-public
utility corporations is frequently
identical. Through the purchase
of their supplies, public ufility
corporations pay a heavy tribute
to banker domination of supplier
corporations,

If competitive bidding prevents
extravagance and mismanagement
of public utilities, and experience
has shown that it does, then there
Is no reason why competitive bid-
ding in the sale of non-public
utll_lty corporations would ' not
achieve like desirable results.
Furthermore, the desirable prin-
ciple of free enterprise would be
benefited i'f competitive bidding
were required generally in the
sale of corporate securities,

If enabling legislation were en-
acted, obviously ~administrative
bodies would be more fortified
and undoubtedly more vigorous in
their administration of the re-
quirement of competitive bidding,
A mandate from ‘Congress to re-
quire competitive bidding would
naturally bring a more vigorous
enforcement of the principle than
where all organic laws are silent
on the subject of competitive bid-
ding and this principle is applied
only by administrative discretion
which is, of course, subject to con-
stant change and impairment
through changes in administration
or changes in the thinking of the
administrative bodv. Enabling
le_:glslation would give the prin-
ciple of competitive bidding ‘the
strength and stability of law and
would accomplish much in break-
ing down the monopolistic. inter-
locking,  dominating financial

forces that now largely determine
not only the destiny of corpora-
tions, but the destiny of our free
enterprise systém.,
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'«Thougiizisinﬂing‘naﬁon?s :basic-economic health ii'_’g’oﬁd;“iturd -economist "{'aiiiit.s‘:ou't:dlrsoft sbof' %

k. * (1) price-declines;- (2)-tightening of ‘money: and- credit; .and.(3):balanced supply:and .demand for:spe-
' cific goods. - Says there -are: no: signs - yet:these: factors will have:a chain reaction-and foresees no:like- ,

, S By MALCOLM P.MeNAIR* 3
_ Graduate’ School of* Business*Administration,-Harvard. University

The ‘Business Prospects for 1949

. Jihood of further :inﬂation.-'r.Conténdsf'busiﬁesrl:'spend_ingrwill‘-.berrestricted..by‘sl’oi:k market:conditions and ; .
. “President’s: proposed increased taxes‘and ‘holds-consumer spending in. 1949 is big conundrum, which will +-

. .+.; determine- extent  of :business readjustment.

The:purpose
‘the outlook for 1949; and,

of these remarks is, fi
‘-happening ‘to business today; secondly,

<

™ ¥ o ey st zamd

rst; to take a good; sober, realistic look'at what is
in'the light. of this situation :to-hazard a forecast of
thirdly, to consider-what you as :department. store -executives

need to be do-
ing to meet
the - situation.
The starting
point for -any
appraisal-of
what  is hap-
pening in bus-
iness today
- must” certain-
ly -be the rec-
‘ognition  that
- .the ‘basic. eco-
nomic health
of this coun-
try is - good:
we have been
achieving 'a
record vol-
.ume of physical production, with
. the Federal ‘Reserve Index stand-
. ing .at 194; the gross -national
- -product in the .year. just closed
. .gade ‘a new: all-time high at $253
- :pillion;  personal - income ".at: the
end. of the: year was:running at
the:rate ‘of :$215 billion;. we-still
have - 59% million jobs, with only
2 million unemployed; .agricul-
4ural income, in spite of price-de-
clines, attained a new high for
1948; steel ‘production 'is running
at a rate close to 100% of .capac-
ity; electric power output con-
tinues to -make new highs; total
retail “sales for 1948 ‘achieved a
new high record, with department
-store sales making a-sharp recov-
ery just before Christmas to top
1947 volume by 5%.

Nevertheless - there are some
very definite signs:of ' business
readjustment. - We are all aware
of certain soft spots in-the econ-
omy: 1-do not-need to remind you
that ‘department . store: sales: for
seven weeks after the election ran
-steadily ‘behind' the 1947 figures;
.sales of the mail order-houses fell
below -the preceding -year-in No-
vember: for the first-time in the
postwar period; car:loadings have
been “falling -behind'last "year by
a°small-percentage; specific :weak'
“situations’-exist. .in- apparel,“tex~

" “tiles,.-and. shoes, -where--layoffs]
- ‘have.+been increasing: in *recent
.weeks; the used .car:market. has
., deelined. sharply; the-real.estate
/.market. has-edged - off,:and ‘fore-
closures are: up;.-radios, : records;

‘Prof,' M, P. McNair

" luggage; tires; jewelry, - furs,;thea-|. .
ters, movies-and: night ‘clubs:-have’|"

-, .all:shown signs;of weakness'if-not
" . distress..: For:many ~lines-of smer=
- chandise .it - is .apparent 'that. the:
‘pipelines finally-have-beenfilled,,
.and in: some instance:are-flowing
over; the increase of 12%:in"de-
‘ partment . store .inventories as :of
_the first. of December  is one ‘of
the significant pieces of evidence..

Price Behavior

In addition to the emergence-of
these soft spots in the economy:. it
is to be noted that prices during
recent months. have behaved in'a

 manner which . characteristically
presages a downturn. The general
wholesale ' price index, lately ‘at
about 164, is slightly lower than

it was a year ago. During the past
year this index twice came. up'to

a peak and then fell off, At the
same time-several of the indexes

.. of sensitive :prices. are well: below
- 'the high ground where theystood

. Jlast -year; for . instance, Moody’s
. Spot Commodity . Index is. 396
against 458 a year ago. Especially

{ * #*An address by Professor: McNair
.- .before -the ‘National ' Retail . Dry:
_ ..Goods. “Association, 'New.: York

. City, Jan. 12,:1949. 5
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is. ‘this true of :the .indexes: re-
flecting agricultural -prices, In
many respects -prices have been
making the characteristic pattern
which frequently appears at a
major turning point. ‘While prices
of many finished goods have still

ished goods have faltered or stood
still, and prices of many raw ma-
terials have declined. This is com-~
monly the way in which .prices

inthe supply

tion.

has ‘increased  only- perhaps 75%

able. .. y
““Thus.in

tion has ‘passed. its; peak.” :

* No Chain:Reaction-Yet. 7" -
.~ But’ before- we go-any -farther,
just fo. keep ithe ‘record. straight it

-ever:since. V-J Day: we have had
.among us: the dispensers of gloom

that ‘thus-far. in.the 'postwar .pe-
riad their prognostications. of bus-

been confounded by ‘the event.
The economy has gone through at
least two previous periods
marked hesitation, after whichin
-each -instance ‘the .upward trend

sures has béen renewed. How do
we know that this won’t happen
again? What has been ' taking
place apparently is that the econ-

cessive: adjustments; one industry
after " another- has :succeeded :in

:the.economy-as-a -whole-has:been
strong enough-.and: broad.enough
to absorb- these successive adjust-

-general--decline;. -To ‘borrow: a

been rising, prices of semi-fin--

behave ‘when the whole compli-
cated  price structure comes to a
major  turning ' point, ' (Though |
metals have not been conforming
to this general pattern, it is to be.
noted that the price of steel scrap
began to drop on Jan..8.) ‘Thus
price behavior-reinforces the evi-
dence arising ‘from the soft.spots
and ‘demand- situa-

“Theén “there “is” a" thirdarea:in
which signals - of : business --read-
justment ‘are“flying, and-that-.is
‘the -all=important zarea .of -money
and ‘credit. --All ‘thinking -persons
are ‘aware that:inflation is pri-
marily - a- monetary - phenomenon.
Prices have been high because the
total supply -of ‘money has- been
increased by -roughly two and
one-half ‘to three times whereas
the total physical output of goods

It is definitely significant, there-
fore, that in' recent months there
has been, for the time-being at
least, a basic reversal of the trend
toward an increased money sup-
ply which has been in evidence
since 1940. This reversal takes the
form, of a less-than-seasonal-ad-
vance in business loans. . Thus the
mild credit restrictions are having
some: effect: . the ' requirement of
one-third down: is: deterring some
- purchases-of durable goods; banks
are “not making -loans quite ‘so
readily; ‘credit-costs -a- little: more
and, is -not: quite .so - easily  avail-
three -important' eco=
“nomic: sectors;:namely, ' money and
<eredit, - price * behavior, ‘and “bal-'
ance.-‘of “supply' and ‘demand: ;for
-specific'goods; evidences are daily:
‘beconting stronger:that-the-infla-

hadbetter ‘be  pointed. out - that
and ‘the prophets ‘of :disaster, and
iness -downturn. have invariably
of

of prices:and . inflationary pres-

omy - has ~been undergoing- suc-

-getting - its . pipelines. filled. . Yet)|

ments -without - stumbling .into a|

phrase: popularized by ::nuclear|
physics; we have not-as:yet-at'any
‘time -experienced ‘a. “chain. reac-|
tion!” " of - the- type ::which. pulied
‘|- down’the- whole-economic«struc-

ture in’'1920-.and. again- after 1929.

What.might..cause such a chain
reaction, ‘or '‘general = business
downturn? ‘Study of such ‘basic
causes’ of .business downturns has
of ' course: long - occupied -thetal-
ents- of economists, and:numercus
theories have -been developed. -At
some risk: of -over=simplification,
perhaps it is fair to-say:that there
is fairly general agreement on
three basic potential .causes of a
general business depression: (1)
a really vigorous effort to curtail
credit “and to.reduce the money
supply such'as was initiated by
the Federal Reserve authorities in
1920. and again ‘in .1929; (2) ‘a
sharp general’-drop- in' business
spending; ‘and (3) ageneral de-
cline “in' consumer-spending - oc=
casioned. either by a drop in.the
disposable..income..of “consumers
or..by-a-‘general :decision i on:-the
part’ of consumers ‘to-save  money
‘rather-than:spend it.. ./, s
:-So ‘much for theories of business’
depressions, *on which today you
will - find . considerable agreement
among economists. 'Now which, if
any, of these ‘things is it that is
actually happening currently? " In
the first place we are not under-
going a  severe restriction. of
money and credit; the mild meas-
.| ures taken by the Federal Reserve
authorities have perhaps had some
effect, but-nothing has happened
resembling the sharply restrictive
credit - policies which were in-
voked in’1920 and -again in 1929.
In the .second place, we are not
experiencing a.decline in business
spending;-the figure for.the fourth
quarter. of '1948. for business in-
vestment .in . capital equipment
topped .$5 .billion,
quarterly figure -on .record.. In:the
 third place,.we .are not experienc-
ing  a:/decline .in consumer .dis-
posable :income;.-as:already. in=
dicated,. :'the -, spendable” money
‘flowing: into -the ‘hands .of con-
‘sumers -has:thus: far exhibited’ no
falling : off. . Thus enly . ohe “pos-
isible-explanation remains,-namely,
that-there has been a decrease in
‘consumer - .willingness ‘to ~ spend,
that “out' of -their, disposable .in-’
comeé consumers. are now under-’

| taking-to save:somewhat more and’

spend. less. Certainly -this is ‘not/
news ‘tothose of you who: were
watching-consumer: behavior. dur-
ing ' November-and early Decem-
ber.: Also’ this hypothesis is sup=

consumer: saving even: as. early as
the third 'quarter-of 1948, exhib-
ited. a.substantial advance from’
an annual rate of $11 billion to an
annual rate of $15 billion,

.~ 'Why Consumers Have Reduced
7 “Spending A
Thus' ‘the question is .posed,
“Why' have consumers, who by

-spend, “tended to hold back ‘in
their spending?’ ' There are two
alternative -explanations, one of
| which. is: more optimistic than the
other. This-more optimistic hy-
pothesis is that present. consumer
behavior: simply is a reversion'to
a- more: nearly -normal -pattern of
consumer :spending.- - This hy-
pothesis: has -considerable statisti-
| cal .support. .- During. the -period
from ..1929 _through-1941 retail
sales: normally tended. to .absorb
between: 55%  and' '60% - of :con-
sumer- disposable : income:-:* (This.
figure for: retail. sales - of - course:
does.not: include expenditures. for
rent,-.travel,education,. and .nu-.

merous other-services.) :But «dur-
ing:ithe'period- since : 1946, ~retail
sales have been'running:at'a rate
of -. approximately. »70%

for . this.bulge of-course:are.pri+~

.| marily:associated with -war short-
:|,ages and the accumulation of war- |-

time -savings..that.-enabled - con-
sumers.to make good:those:short-
ages. . Thus:this: hypothesis- main+.
tains -that::the: current:. situation.
which :has ‘caused.so.much:.anxi-:
ety inxretail - ciccles, is:increality
nothing - more <than one- :further
step in the series of:readjustments
which: the -economy has: been :un-
dergoing, -eversince sthe-wend --0f
1946; -onlythis 'time ‘the brunt.of
this .particular readjustment hap-
pens to' fall ‘on the retailer.. Ac-
cording to “this view -retail -sales
.and - profits “may. undergo -some

| impairment in, 1949, but.there .will

not be any -general -business de-
‘pression; there will -be no .great
price declines, ~no -mass -unem-
ployment, no.-general . economic
distress...I think it is a fair state-
ment that this is the conclusion
presently supported by:the weight
of economic. opinion. At.the re-
cent- ‘meeting of about a. dozen
economists, who met for the pur-
pose~of discussion -the -business
outlook” for 1949, this belief" that
we aré today facing'nothing more
critical than another of a continu-
ing series- of mild: business read-
justments had the support of more.
than:two-thirds of those present,’

.The. other -altérnative.explana-
tion .for the :present.drop. in :con-
sumers’. propensity - to . spend,. or-
increase in‘ their.:propensity., to
save, is less reassuring.’ It is,.in
brief, that consumers have finally,
been priced out of :the -market,
that .we are faced with what is

essentially an‘ incipient . .buyers’

strike, that having . elected Mr.
Truman on the -strength. of his

the ; highest |

Iported’by the figures: the rate:of |

and ‘large still have the money to|

promise to reduce -prices,” the
American people are going to sit
back and wait for him to perform
according to schedule. ‘
know that a general tendency to

stay out of the market waiting for

lower. prices could have some
serious-business repercussions.' We

proportion . of ;. consumer -expend-
consumer .. ‘durable ' goods, pur-

chases of ‘which is-essentially :de-
ferrable. - If now,-with~the:keen

ing to:stand off:and:wait for: lower
prices,  those:;lower: :prices’ will

‘of ~-severe::economic..2dislocation,.

‘general -unemployment, sharp :de~

sclines :in =consumer-income, and:

| great:damageto:our:economic and,

political ' ; structure:'; "Those ~who
place : this :.gloomier; interpreta-

/tion::on . present: business ;trends,

-among. whom : certainly:are num-
bered -a.7good ;many; business :ex-

-ecutives ¢ in: the -industries;where

soft:spots.have appeared,-are skep-

.tical- of _the . argument; that :the

drop - in ‘consumer -:spending _ is’
merely -a “‘readjustment to a ' nor-
mal ‘pattern. . They' inquire, *“How:
do we :know' what-is-a .normal
‘pattern "of. consumer- expénditure
today? - How ~dowe ‘know that'
70%. -isn’t. more mearly -normal
than 55% or 60%?’’ They point to
numerous - changes.in-the spend-
ing pattern, such-as lower’ outgo
for rent; domestic services, public
utility rates, -interest on" personal
debt, foreign travel, and ‘so on.
They point alsoto'the ‘increased.
spending power from full ‘employ=
ment and- enhanced :productivity.
They cite the increase of 33% 'in
real per capita purchasing power
since 19401, which means a shift
of ‘millions of familiesinto higher

'income . groups. with: consequently

altered ' :patterns of :purchasing.

Which- of -these. changes aretem-

porary, they ask, and which:are
permanent?. Should- we not-there-
fore; they: inquire; view -with-con<

siderable.alarmssucir.a decrease:in.

o w1l.Arne H. 3 nl;ngin.'ﬁ;m;:k;t '?;&ntiﬁls '
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We all

also know that a very.substantial

itures ‘nowadays  is‘directed: to-

edge-taken :off “their:demand:‘for-
durable” goods, consumers:arego-:|

probably be realized ;all-right;but.
they--miay- be realized:as.a resuit |

consumer .spending as appeared

-during-the seven weeks following .
'the : election? "Doesn’t it portend.
of -icon-
- | sumer- disposable-income.:Reasons.

something ‘more ~serious than a
:mere-»readjustment of an-abnor-
mally high -rate . .of consumer |
spending?. * L
‘Now, keeping in the back of our
minds * these - two ‘differing- inter-
'pretations.of what is going .on in
.business today,:let’s ‘look .specifi-.

‘dozen:smajor. groups :of ‘ factors'in.
1949: - These::half : dozen: important
-segments ~of ''the. -economy  are
money and-credit, business spend-
ing, construction; exports, consum-
er.spending,.and.-government:tax-
ation .and :expenditure. ‘For -each
.of “these certain comments are in
order. '

1. Money:and Credit—Present’
-moderate restriction, such as-the
new Regulation ‘W, will continue,
but-there is not likely to.be much
further -tightening- of credit con-
trols in 1949. , - )

For thé longer-run period the
election results .constitute .a defi-
nite forecast of continued infla-
tionary tendencies, -+via social
benefits, ' government  subsidies
and supports, and high wages, all
leading to an‘eventual. future de-
cline in the value of the dollar,

_These longer-run’ results of in-~
flationary policies endorsed by the
electorate 1ast 'November. are -not
likely, -however, to .appear .soor .
:enough- to: top the :scales..toward
further-inflation in 1949. i
s:.2:'Business-Spending — T o tal
capital-outlays in 1948 were nearly
| $19 billion;:: figures :for. .the last.
quarter:exceeded . $5 billion, - . ., .
‘»In.any.appraisal of prospects of:. .
spending. either:by business:or. by
consumers, attention has -to :be
given to three things: the need; the
availability of funds, and the atti-
tude of the buyers. .

- Needs for capital expansion are
still large. Deficiencies of the war.
period ‘and the earlier ‘depression
period -are  still® not -completely
made .up. . At the same time in-
creased population, enhanced pur-
chasing. ‘power, - and . advances. in
.technology.all combine to call for
additional -capital:expansion. ~

. ‘Requirements for capital expan-
sion- in".many “specific situations
are still strong, ‘notably public
utilities, «petroleum, railroads,
mining machinery, heavy electric~
alequipment,:and soon. ...

In’ contrast to..1947..and 1948,
‘however, -there will“not ‘be: the.
‘need-in-1949-to-build up:additional -
:inventories. ' .. Agn Ty
.Availability of funds is‘a:some-
swhat" ‘greater question “mark .for
“1949; ‘Retainéd: profits.constitute
-an-timportant: source . of “business

its-of* 1948, the prospect.is:for con-
'siderably: reduced profits in 1949..
.".The:President’s tax. proposals, if -
‘enacted, willtend -to:impair prof- -
its-as 'a source of funds’ for ‘cap- -
ital expenditure. R e b
2 At.the-game 'time it is scarcely -
:likely that>the stock :market ‘will -
be favorably:te. new issues. . L
' With: respeet to ‘the:attitude of
‘businessmen : toward .capital ‘ex-
Jpansion, the effects ‘of. the election
are most cerfain to ‘exert a restric-
tive: :influence. ~This. influence
arises .not .only. from the prospect
of increased taxes, -stepped-up
government controls, repeal of the
Taft-Hartley . law, -and increased
‘spending - for ' social benefits, but
also it arises- from, the profound
shock to business sentiment in dis-~
covering on the day after elcection
-that,-contrary to all the high hopes
‘entertained by business during the
early . postwar .period, the New
Deal"is herp to stay, and a labor
government steering left of center
will be in power for the next four
years. i
The probable. upshot of all this
‘is'somedecline in business spend-~
ing-in 1949, perhaps on the order
-of 15%." -
_.-3./Construction—The edge is 6ff
the surgent need: for private and
business: construction; but.this is

1948, "Harvdrd' Business > Review, Vol |-

ot quite 'so ‘true of the need for
(Continued. on page 28) .

cally-at. the: :prospect. for ‘half a . . f

-funds..: Following’ therecord. prof- . :
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. commercial :construction, sto‘res,
. hotels, garages, and so on,
; With respect’ to avallablllty of
. funds, savings have been drawn
. downrand-'banks are tightening up
‘o real estate loans,

As to attitudes, the uncertainties
of the outlook will presumably in-
. crease caution in making commit-

- ments,

‘The probable result in some de-
cline in private construction (pub—
lic construction not mcluded) 1n
1949,

4. Exports-—The increase in net
exports was one of the important

' factors which buoyed up the econ-.

omy-in the second half of 1947 and

in the first half of 1948, )
. After some decline, ‘exports are
once more rising; and since -the
election virtually guaranteés ‘the
continuation ' of present United
Stateg | policies in. Europe,' and

'v since additional funds‘ will" &60n
be. required for ERP, it is "alto-
T gether likely that exports will

_oxise’in 1949
+ - At the same time, however, im-

. ports also may be expected to in-

i wcrease. ' :

..On « balance the ' net . export

5 s1tuat10n in 1949 ‘will hot be' de-
~flationary- and' may.-lend ‘some

L suppmt to the. total” economy.

& 5. ‘Consumer ' Spending—This is
“the . big conundrum, at least for
1949, !

- Consumer needs - for nondur-
ables are very high indeed with a

' full-employment economy; in fact,

“-3ve have been prone to underesti-

iz mate this aspect- of the consumer.

c7-market.’ For ' consumer - durable

7 goods, ‘although -the. keen edge is
~off the demand, the needs are:still

i+ substantially. high.

T With respect to funds, the out-
~Jook for“consumer- dlsposable in-~
- come at present seems:good. There

“‘“Will be ‘a small decline in agri-

+.ealtural income  because of ‘the

"price drop,; but some part of this

~“may be a transfer (in:-the form of
lower food prices) to.other sec-
tors of the population, who will
thereby have more to spend. The
agricultural price support policy
will prevent any severe drop in
_Aarm income.

dn-regard to wages, a moderate
fourth round of wage .advances

-»seems to'be in prospect, although
‘lower-food prices will strengthen

...the employers’ position ‘in bar-

...-gaining. The effect of any strikes

=4 at this stage will be deflationary.
7+ One specific minus factor with

. respect to consumer ‘durable :in-

‘i come ‘is the possibility of higher

--taxes on individuals,
< ©On the other hand, there are
some specific plus factors which
can ~be taken ‘into account, such
as income tax refunds after March
15 and state veterans’ bonuses,

" Obviously 'a ‘major - factor in
maintaining consumer -disposable
income will be the continuation of
high -employment, and that, of
course is contingent on the whole
general mix of the situation which
we are discussing.

Willingness to spend at the mo-
ment ‘seems to be the crux of the
matter.  For the early part of 1949
the ‘key question: is how large a
part of disposal income consumers
are ‘going to spend. In some ‘de-
gree the answer to consumer will-
ingness to spend depends on ‘the
behavior of business itself and
particularly the p011c1es followed
by retailers.

One ‘of the reasons why con-

_sumer spending is so critical is
the increase in the percentage of
consumer income that is available
for goods and services ‘other than
necessities. 'In 1949 it is estimated
by ‘Arno Johnson that $100 billion
of consumer income more than in
1940 will be available for pur-
chase of goods other than ‘the
basic necessities of food, clothing

and shelter (after allowance for
r

higher prices for the basic stand-
ard of living). Because such ad-
ditional purchases are optional
and ‘deferrable, ‘consumer spend-
ing ‘may tend more and more ‘to
resemble business 'spending in-its
susceptibility to wide fluctuations,

6. ‘Goyernment taxation and
spending.—State and ‘local gov-
ernment spending will. both rise
in 1949, to a total of about $15
pillion.

State spending in particular for
roads and public buildings will
increase,

President Truman’s budget ap-
parently will “call for a total -of
about $44 billion, -and it is'quite
possible that Congress will *in-
crease this budget with respect to
military needs. At'the same time
it is ‘unlikely ‘that Congress will
cut down much, if ‘any, of the pro-
posed spending for social benefits

(Parenthetically, it may- be re-
marked ‘that just-as the problem
of 1942 ‘was “guns’ versusbutter,”
it-looksas though ‘one-of the ‘prob-
lems of 1949 may 'be “guns ‘versus
gravy.”)

To  balance this budget - addi-
tional taxes are requested. of $4
billion from business and from in-
dividual -taxpayers in middle and
upper brackets.

If we assume a balanced budget
then the effect of government tax-
ation and. spending .on_ business
income and consumer income
is a question ‘of how much is
taken by the government in taxes,
whom it is taken from, and what
the government doés with it. For
instance, heavier taxes on busi-
ness profits such ‘as proposed may
tend to dry up business spending
because they will decrease the
funds available for capital outlays
and will reduce the incentive of
businessmen to make such outlays.:
Also, heavier 'taxés on upper-;
bracket incomes may cause indi-
viduals to be reluctant to invest
in productive enterprise. ‘At the
other end of the scale any in-
creased ‘taxes - on the ' lower
brackets will cause a decline in
consumer disposable income.

On .the other hand it must be
recognized that the government
may spend funds in such a way as
to increase both business spend-
ing (through plant expansion for
armament, for example) and con-
sumer spending (by means of in-
creased employment).

What has just been said is based
on the assumption of a balanced
budget. It.is distinctly possible,
however, that the.budget might
become unbalanced :in 1949; this
might happen for two reasons: (1)
increased expenditures for arma-
ment, for ERP, :and for European
Lend-Lease, or (2) unwillingness
of Congress to impose taxes to
effect a balance.

Obviously any such unbalanced
budget situation would tend to re-
vive inflationary - influences ‘in
1949: :

On the'other hand, it should ‘be
kept in mind that with a'balanced
budget some aspects: of govern-
ment financing may well be defla-
tionary - . 1949. TFor instance,
business and individuals must ac-
cumulate funds between now and
‘March 15 to pay income taxes.
Then with the large flow of funds
into the Treasury the government
for some time after March 15 will
not be spendir:g money as rapidly
as it comes in.  Therefore govern-
ment fiscal operations may well
exert a deflationary force in the
early part of 1949.

The effect of -government taxa-
tion -and expenditure in 1949 is
clearly one of the -most difficult
parts of the picture puzzle ‘to put
together. If the budget should be-
.come -widely .-unbalanced, infla-
tionary trends would be resumed.
On the other hand the kind of tax

program. which may be enacted

for. achieving a balanced budget
may well have a'deflationary :ef-
fect'in 1949. But'still-another -way
of looking 'at ‘it is that increased
goverhment spending in 1949 may
well 'serve to compensate for-some
‘decline‘in both business spendmg
and consumer spending.

. Practically any..one of: these
views can be -cogently argued; a
:great ‘deal hinges on the action of
Congress; and -back of ‘it all,” of
course, lies the big question mark
of what our relations with Russia
are going to be in 1949, .

From this quick survey of half a
dozen important segments of the
economy, what is likely to be the
net result. for 1949 in terms of
business  activity, . employment,
price -level, ‘and .profits? . It .is
trankly anybody’s guess; but this
reviewer will hazard ‘the humble
opinion that the straws right now
‘point to, first, a somewhat lower
rate of business activity in 1949
than 'in~ 1948, secondly, some
moderate declines in employment,
thirdly, a somewhat lower price
level, ‘and, fourthly, a somewhat
less favorable profit performance.

If it turns out that we face some
sort of business recession: during
1949, -how far can' it be expected
to run? . This question naturally
will be uppermost in the minds of

many as we watch the business.

events of the next two or’ three
months,

‘There are a number of reassur-
ing ‘tactors. In ‘the first place ‘it
can ‘be argued that the general
business situation, is far less vul-
nerable than it ‘has been at pre-
vious “historical turning points.
One of the first things:to assess
with respect to vulnerability is the
debt structure. Clearly 'that is not
now the menace which it ‘has:
sometimes been in the past: stock
market borrowings are neghglble
the farm mortgage situation is not
‘serious; the residential mortgage
burden may be heavy, but these
mortgages have been written with
more, safeguards than in . the past;
consumer credit, though high ab-
solutely, is not out of line with
sales; and in any event, the his-
torical experience is that this kind
of debt is not characteristically a
vulnerable factor. Looking at the
debt situation over-all, the  data
are in no sense alarmlng It has
béen estimated that at the end of
1948 individual debt is only 35%
of disposable income as against a
figure of 60% in 1929 (Arno John-
son of the J. Walter Thompson
Company). Likewise, taking the
total of all private debt corporate
as well as individual, that total
amounts to only 86% of national
income as against 185% in 1929
(Northern Trust Company of Chi-
cago).

Closely related to the debt pic-
ture is the factor of - inventory
speculation. Again the situation
is not nearly so vulnerable -as at
various turning points in the past.
There has not been any' great
amount of inventory speculation as
compared, for example, with 1919~
1920. Retail merchants in ‘patticu-
lar can take a justifiable. pride ‘in
the fact that during this-greatest
‘inflation ‘in our history ‘they have
not given way' to the temptation

to speculate in inventory. The,

lessons of 1921 were well learned.
A third factor -of vulnerability
that can likewise be crossed off so

“far as the present situation is con-

cerned is-the kind of weakness
in. the banking structure which
had such devastating -effects 'in
the early 1930’s, Today the bank-
ing structure is far stronger ttan
it was after 1929, and the possibil-
ity prokably can be dismissed that
banking weaknesses would oper-
ate, as they so often have in the
past, to accelerate any declines in

busmeSS act1v1ty, prlces, and ‘em-
ployment.’ ;
o ~rIn addltlon to phasmng the
absence, in 1949 some of these
historical factors of vulnerability,
one can point on the positive side
to some very :significant:stabiliz=
ing influences, The probable -ex-
tent of government. spendingfor
armament, ERP, ‘Eturopean "lénd-
lease; and: so-on, 'has already been
commented on; but the genera:
fact ‘should not- be lost sight ‘ol
that-whether or not'we approve oi-
such widespread participation by
government in the economic. lif¢
of the nation, nevertheless the
simple fact that such a substantial
part of the total outgo of the na-
‘tional economy is in the:hands of
the government does in itself con-
stitute a stabilizing: influence, I:
operates as a ballast to reduce the
amplitude of the ship’s rolling in
stormy economic seas.
Other stabilizing
which-have been universally-com-'

cultural price supports,’ the high
level of -wages, and.the existence

(The latter two, factors, however.
can also be argued to pointin an-
other direction, as we will note i}
a_moment.) Basxcally, of. course,
the clear neeq- for further capital
goods expansion-and the still un-
satistied long-run requirements of
consumers for mary types of dur-
able. goods. are -important factors
of stability,

But this is only one side of the
picture, and before you repose toc
great confidence -in ‘the apparent
reduced ‘vulnerability of our situ-
ation-and the presence of so many
stabilizing factors,- there ‘are twc
sobering considerations that must
I be -painted  into the. background.
| The first of these 'i§ the undeni-
able fact that historically at every
major downward turn of theecon-
jomy there has been an impressive
l-array of evidence purporting to
show  the 'existence ‘of numerous
factors of strength and stability,
and yet on every one of those ma-
jor downturns, such as 1920.and
1930; those factors faded out: very
rapidly once the toboggan slide
had started. All the historical evi-
dence ‘is that in the United States
we never yet have made a smootk
transition from wartime boom to
a high level economy. That doesnl'i
say that it can’t be done; but i’
we do it now it will be the first
time,

" The other sobering considera-
tion is that:today- there is a new
factor of : vulnerability present,
namely, the high break-even point
for numerous busines’ses, both in
manufacturing and in distribution.
This-high break-even point
coupled with the as yet untested
rigidities in. cost that have been
introduced in‘the business struc-
ture, largely by the high wage
levels and the union contracts re-
ferred to above, ‘presents a new
problem. - Conceivably ~we may
-have here a new type of vulner-
ability, one that will be conducive
to a ravid spread ¢’ layoffs and
uneimplzyment.

So ‘it the boom really is over,
we can’t be too sure of making a
smooth -transition" to. a -high-level
economy; we:can’t be too-sure that
a 'business 'dip in 1949 might not|
turn out to be a‘fairly substantial
one, But the general balance of
all these basic factors for the time
being hinges ‘very definitely on
what consumers are going to ‘do
with their money. Consumer will-
ingness to spend ‘is the key ques-
tion in‘the months ahead, and it is
a ‘question to 'which the skill and
ability of retail management ‘in
1949 may go far ‘in furnishing an
answer.

Whichever hypothesls is more
nearly “correct in regard to “the
basic causes of the recent decline
in' consumer spending, that is,
whether it is merely readjustment

influences:

mented on of course -include agri-,

of so'many union wage contracts'|:

to-a normal pattei‘n that we are

facing: or whether. it"is the begin- . :.
-ning of -a basic downturn because

consumers ‘are essentially on. a
buyers’. strike, the situation which
we are going to be looking at in

thevdepartment store -business -in. ..
‘the. first, half of 1949 sizes up
lsomethmg like this:

“Sales ‘will ‘run’ about: even w1th'

1ast'year or alittle under; the size' .

of the average transaction will de=:"
cline, and retailers will have to do

‘a first-class merchandlsmg job-to

maintain -or-increase the number
of transactions, - -

Markon will contmue to be un-

der pressure, ‘but-the market will - ..

offer opportunities’ to 'merchants
who keep their:open-to- buy flex~
ible;
. Markdowns will quite probably
increase because of the necessity
of offering values to. maintain
sales.

‘Expense dollars unleSS sharply.
controlled- will ‘tend. to ‘increase.

Expense . percentages are almost

certain to nse ;
Profits,. ‘both-in dollars and in
percentages, will . probably. be‘
lower, !
To - put At another way, the'
creeping buyers’ market which: wi

‘have: ‘been obbervmg ‘for: several

months, first-in. one "mdustlyrand
then ‘in another, "has.. now - crept
over .the top::.So- ‘what are we 80-.
ing to do’ about it? - I think there
are three wat¢hwords for alért re
tail management in 1949,
are: “Push Merchandise Values 2
“Control Those . Stocks,” and
“Fight That Expense.” Let me say
just a word about each of these, |
Merchandising Watchwords
On-merchandising the ball has
been passed to you. It is up to you
to -coax those -consumer- dollars

back into the market. ‘You are the
purchasing agents for. your com-

munities, and it is ‘the job' of pur-t g

chasing - agents to  bargain ' and
haggle, if necessary, but always to
get values. "Insist that manufac-
turers produce goods'priced at the
levels that consumers will be will-
ing to pay." Cut out the frills and
go after the mass markets. This is
the only way in which there will
be a fighting chance for the econ-
omy to make the transition from
postwar boom to high-level con-
sumption ‘without~ taking a bad.
bump,

The 'next thing is to watch those
stocks, keep flexible, hold back
some open-to-buy for market op-
portunities and profitable record-
ers. Many of you people on mer-
chandlsmg jobs haven’t had “ex~
perience in a buyers’ market. “This
is it. In too ‘many stores the rate -
of stock-turn slowed-up in 1948..
In 1949 you have-got'to- get those,

stocks back in line with sales and, 2

keep them there.

The next of the three obvious
jobs “for 1949 is to fight that ex-
pense. Comfortable iréreases’ in
dollar sales volume will no longer

'be present to act as an -automatic,

cushion 'to absorb ‘dollar-expense
increases., The Hatvard Bureau
figures and ‘the Controllers™ Con-
gress figures all ‘show .a“-very
sharp‘rise in the' cost-of handling
the average transaction over each *
of the last several .years. . That
rise ‘has got to be halted. Now I
recognize that you ‘aré’merchan-=
‘dise - people, and you ' may ‘be
tempted to ‘say:' “What ‘has ex-
pense control got'to do with:me?”
Today ‘expense control is every--
body's job. = The :decisions “you
make ‘as ‘'merchandise people-af-
‘fect ‘expenses, and the job of ex--
pense control can be accomplished :
only if ‘everybody in the organ-
ization is expense ‘conscious.. I
know this job ‘of expense:control
can'be. done, because here and
there you will note from- the "pub-

lished statements of certain retail w7

orgapizations - ~during “this = past
year that'some of them are get- .
ting ‘on top of this expense prob-
lem. But it'is a battle that can be
won. only by everybody taking a

‘They. /v

igitized for FRASER
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_sharply . different attitude toward |
. ‘expense” {rom-that which charac-|-

‘terized “the inflation period.

Expense control involves plan- |’

- ming ‘and /budgeting and -checking
performance, but those -are only

“fle surfacé aspezets. Basically ex—

" pense:-conirol *goes-much -aeeper|"

“‘than that! In the first instance, it

e in_v()lves ideas and concepts. Ex-

penses are ‘incutred to-carry out

" jobs. Jobs in' a retail organization

 ‘tistical Teport necessary?”

* are done for customers, are done
“'for ‘employees, are done for man-

agemernt. In-every instance some-
" ‘body -should be weighing the im-

portance and “hecessity of these
| “jobs, - “Does that ‘particular ‘tybe

of * meérchandise” have ““to’ be
* ‘mnarked?” “Can-we avoid making
i~ certain-deliveries?” “Is'that sta=
Many
times .the 'basic step; in expense

"¢ ‘control i§ the revamping of ‘man-

*agement ‘thinking' about thejobs

* that -have to be done. Next if is

-necessary to ‘apply imagination-to

* ‘the: méthods of doing -those ‘jobs.
* Evérywhere “we: ‘must’ press. the

‘gearch “for better- ‘and ‘improved
methods, whether by mechanieal

- ‘means, altéred physical..layouts,

improved systems, or‘other means.

+. Finally, people are of tremendous

25

e

PR St ol

‘fmporiance. in‘expense control. It
“iszpeople. who do jobs; ‘and 1if.you

i i ican develop real- inteérest;on :the:

patt: -of . people. in’ ‘doing “things

“petter- -and - accomplishing: ‘more
*output for:a given: period-of time,
that-is ‘half the battle.. i

control ‘in that way, in terms of
ideas, concepts, methods, and peo-
ple, those are all aspects of. ex-

. pense - control -to - which; every-
. ‘body in-the:organization can:con-

tribute apg;must contribute if ex-
penses, are going to-be kept -within
bounds in 1949. :

_/These -are difficult times to in-
terpret. We -are in the midst of

. transition from . postwar. boom to

some kind of. period of. leveling
off or ‘readjustment, ~In. itself
this is” difficult  enough; but. the
situation’ is ‘complicated by the
fact thatwe ‘are also’in transition

to-a new phase of the cold war, a|

period of greater preparedness to
defend ourselves, greater expend-
itures to organize and sustain the
peace-seeking nations. On top of
this, furthermore, we are -seem-
ingly in"transition to"a ‘second
phase’ of the New ‘Deal, with in-
ereased emphasis~on:social. behe~
fits, with -increased government
taxing and ‘spending,-and with the
threat, -at 'least, of. substantially

‘spent .at - the

“bildion-last §

' Now+ 1if you-look »at “expense,

 Conflicting Forces in 1949 |

By C. A. SIENKIEWICZ*

President, Central-Penn National Bank of Philadelphia
As against favorable factors-of: high-industrial protluction, ‘employment and income and large consumer

-and ‘government spending-power;: prominent Philadelphia banker lists as unfavorable forces: (1) grow-

ing ‘resistance’ to ‘high’ prices;’ :(2) 'higher break-eyen ‘poirits-in ‘business operations; and (3) declining
trend ‘in ‘flow of -equity: capital ‘toindustry. -Says ‘government fiscal and monetary ‘policies give rise to
. - -artificial situations ‘and ‘create ‘busmess ‘uncertainties.

We have just ended the third postwar-year of unprecedented business activity. Never| » S botnd 15 g0 {driyard tcer

before in peacetime have 'so many people been at work earning higher incomes and buying
.goods in such large volumes. -Output of our industries and farms reached record levels.

Consumers
rate “of $175"

year to satisfy
their needs
and ' wants;

In. spite' of
high  prices,
our standard
of living has
been advanced :
consider-’
ably.. . This is -
clearly  shown:’
‘by “the 'physi-’
cal volume" of:
goods ‘'pro-
duced - and.

*(that it niight 'strengthen the de-

mand for capital goods and thus
; I'sustain job opportunity.
‘|'deferred public projects may be
| put into operation this year.

Many

Foreign aid and defense re-
quirements may also become large

'| factors, ‘depending on the turn of
events abroad.

The cost of living, particularly

“|food’ items; 'has 'been ‘declining.

arid disparities among individual

'|'commodities and - groups of ‘com-
. ['modities”are 'being gradually ad-

justed, ' This correction in price

* I'relationships has been well under
C.A. Sienkiewicz

way. since the third quarter of

i ,‘ . “I'laét year ‘and’ it promises ‘to be
| marketed. -« We ‘have: 'also” ‘madel orderly or without violence, such

substantial® additions to ‘our; plant |:48"took 'place 'in’ ‘the ‘early 1920’s.
and ‘equipment, -as: well as hotis=| It is important to allow and en-
ing, " "Such *additions - are. :real|courage this adjustment so that a
wealth “and should ‘assure' - uis* of | proper ‘equilibrium can ‘be estab-
further gains in our living‘stand=|lished as soon as possible. We

“ards’ if our approach ‘to ¢urrent|c¢annot go back “to ‘the ‘prewar

problems is on a ‘cooperative|price level, but we can stabilize

basis.

it so that our cost-price relation-

This  fundamental accomplish~|'ship will cease to be‘as disturbing
ment, however, should-not-lull us| a facter ‘as-iv -as been ‘since the
into’ wishful - thinking “or*into: & |war. ’ :

sense of false optimism' or' secur-|-

There is n reasonabie assurance

ity... We'have yeta big job todo.| that the present administration
Not ‘all-distortions’ in'our econ-|ill view current economic prob-

omy- have yet been removed and
we -are still in’ a state of armed
truce’ rather-fhan of stable peace:
Approximately 70% of our na-
tional expenditures'are directly or
indirectly attributable to war and
the present tensions in the world

are anything but encouraging.

lems in a spirit of*moderation and
.perhaps wiil initiate cooperative
‘efforts ‘directed toward stabilizing
production, employment and in-
come . at- high - levels. - Such an
approach would mean more goods,
more jobs, more money. to spend,

‘of the total.

‘Our -economy is full -of mixed
trends even - though
signs that it is on the way to
more normal relationships in free
competitive markets, Conflicting

cloud 'the picture and make any

forecasts, rather 'precarious busi-

and  therefore good business for

manufacturers, wholesalers and

there are|petailers.

Unfavorable Factors
; let us now consider
forces at ‘home:and abroad be-|those factors that are less favor-
1e i nake able -and emphasize the serious-
forecasting,. or any ‘application of | ness of the job ahead of us. There
I : : : is a growing resistance on the part
ness. * The “best ‘one can do is t0|of consumers to high prices—not
analyze favorable and unfavorable | only " high prices: but also low

industry.

increased government ‘controls. of

In:view of -this total situation |to plan, make decisions and go on
some readjustment -in . business;|'producing -and -selling goods has been reached. Latest reports
- particularly -saome .drop in -prices, | which the:people need and want,

! is to ‘be Tegarded as-healthy~ 1If
< with ‘the business boomi going full |-forces?-

- ilt ‘we were to ‘take. on thejobs

of augmenting our armament, re-

arming western Europe, restoring

" Ruropean productivity, and at the

-same time conférring vast newso-

‘cial benefits and.special ‘subsidies’

in the - domestic economy;. .we

should indeed find ourselves:in a
: -~ precarious 'situation  -where:. the
‘ - rapid imposition of controls.would
. . be-inevitable. : Hence 'some busi=
’ - mess readjustment is a necessary.
safety factor, But in this period of
readjustment. it is-vitaly impor-

First, let us look at the favor-
able factors.
tion, 'employment “and
the rate of ‘expansion has -beer

unemployment . is .

than was the case -at ' any time

S e ‘ since the end of the war. = Selling
tant ‘that jusiness, should mot lose | ang-buying policies are becoming

‘courage-and slink ‘back “inito‘the

factors in the current situation in|quality of goods. The consumer is
the »hope thgt gnderstandmg of [lbecoming very conscious of both.
these factors’ will’ help: business| There is also evidence to show that

in.some markets a saturation point

show that inventories in all kinds

What ‘are: these: CQnﬂiCtingTo'f plants -have been - unusually

large. At the end of November,
stocks of goods at factories totaled

Industrial produc-|over $31.1 billion, at retail $15.6
income | billion and at wholesale $8.5 bil-
continue at peak levels, although | lion,

Increases in all instances
were -substantial, = These inven-

declining ‘and some _increase in|tories, of course, may have been
in - evidence.|worked down over the turn-of the
There are still backlogs of orders| year, but the fact is that they
for hard goods and shortages  of| were large and called for skillful
supplies in some "lines. But on|handling to avoid losses through
the whole the supply and demand | price = adjustments . which "have
factors reflect a - better balance|been in progress.

Whereas, before the war break-
even points generally ranged from
40 to 60%, now they are running

: tnore: conservative . and ‘such " in-|anywhere from 60 to 85% or even
dog hotise. T say to you as'em- | ventory losses as occurred here| higher. This means that a plant

phatically as I can that-our: social and . there -are -being rapidly ‘ad-| must be operated at a very high

justed. - Both business -units and

level before a business breaks

'salvation -and ‘the perservation of

our liberties ‘depend in mno small | position .although their debts in-

‘degree on business at this partic-

keeping
strong, - vigorous,

and healthy.

stantially below the wartime
level, but it continues well above

Let’s see how well we can meas-|the prewar rate.

spartment -stores in 1949. -

‘ : uwlar: juncture

. With Flynn & Levitt

(Special to THE FINANCIAL CHRONTICLE}

.+ ~LOS -ANGELES, CALIF. —

wure up to that standard in -de-

N

Thomas F. Ardman is now con-|Wicz at the Second Annual Fore-

nected with Flynn & Levitt, 411

. West Seventh Street.

ltized for FRASER
://frase_r.stlouisfed.org/

-casting Conference of the Phila-
delohia Chamber of Commerce,
Philadelphia, Pa., Jan. 13, 1949.

individuals are in a strong credit| even ‘and begins to earn income

for current and ' future needs.

creased somewhat ‘in the past|Ppressure for higher wages with-
itself | vear. The rate of savings is sub-|out reference to productivity in

many instances has tended to up-
set cost-price relationships.
thereby dampening business plans

The decline in capital expendi-|and decisions to-'go ahead. ., In
tures, which were unusually large | addition, the expectation of higher
last year, may be more than:offset|taxes and the growing inability of
by public capital expenditures— | industry to pass on wage increases
Federal, -State. and municipal—so:| in the ferm of price increases tend

to lessen business incentive to

*An address by Mr, Seinkie-|expand.

Less Flow of Equity Capital

One of the. most disturbing
factors at present is the declining

trend in the flow of equity capital

‘to industry. Partly because of the

vitality; our ‘technological prog-
ress in -marching on with re-
spect to new power, new prod-
ucts and better methods of pro-
ducing and selling goods. Our in-
dustrial leaders continue dream-
ing dreams with the result that
we have new inventions and new
discoveries,

With. cooperative efforts of gov-
ernment, management, labor,
farmers and the consuming public,

a system of resilient, competitive
economy.

NASD Elects -Seﬁen :

discriminatory effects of taxation New Gﬂvernors

and general clamor for economic
security, investors are loath to
fake risks in the market and pre-
fer to seek other ways for assur-
ing their future. They have been
reluctant to buy stocks so that
corporate financing has been re-

stricted to retained earnings, sale | &8

of “bonds and bank credit, - For

example: in the 1920’s stock flo- |
tations dveraged about 35% of all | &
corporate security issues for new |
capital, ‘while ' in' ‘the past two|

years they accounted for only 25%

tax system it is advantageous for
corporations to meet their needs

throuigh debt or credit rather than|

equity financing ‘because as ah
expense it.is deductible for tax

WASHINGTON, D. C.—The Na-
tional “Association of Securities
Dealers, Inc., ‘announces the elec=
tion of seven new .Governors.
They are:

Under the present |,

income purposes. ‘ .

Controls which are set up to
implement our fiscal and mone-
tary policies give rise to many
artificial situations. The deter-
mined support of the government
bond market, for example, raises

doubts -in the minds of investors|#
regarding the stability of present |3
prices - and creates uncertainties|?

with respect to the availabiltiy
and cost of credit. s -
. A large volum e of-floating
debt—about $45 billion of govern-

ment securities maturing . within |8
one year—also adds 'to these un- |8
tainties because in general such

debt is inflationary. It would

seem that a program of refunding

rather than “unfunding” would
assist the situation; it would cer-
tainly better prepare us to meet
any eventuality that might arise
from present world tensions.

Keeping interest rates low and |

underwriting the government

bond market is a questionable|

approach to credit problems in
an inflationary period because the

method adds to the supply of}

money which is already very
large. ;

Right or wrong, there prevails
a considerable feeling of uneasi-
ness, if not distrust, of increasing

public intervention in the opera-|

tion of a free competitive econ-
omy. This attitude is. real, par-
ticularly in the light of clouded
prospects for profits, the vast de-
mand upon industry to contribute
to the social welfare program, and
the drain on national resources as
‘a result of international commit-
ments.

These are among the basic fac-
tors which combine to produce
hesitation to venture, a desire to
conserve rather than to expand,
and a ‘delay in business planning
and action, .

The immediate prospect is for
the gradual return of normal price
relationships  of individual com-
modities and groups of commodi-
ties. The cost of living has been

declining and is likely to drop
The overall
volume of business and profits

further this year.

Warren H. Crowell

F. H. MacDonald

Sampson Rogers, Jr.

Howard E. Buhse of Hornblower

may slip off 5 or 10% and in some| g Weeks, Chicago.

cases, more,

This general pre-

Warren H. Crowell of Crowell,

diction, - of which you heard be-|Weedon & Co., Los Angeles.

‘fore, must necessarily be only a

Frederick H. MacDonald of

guess, In any event, a downward | Burke & MacDonald, Kansas City.

adjustment of this size would
mean no more than a mild cor-

rection; certainly not an indica-

Charles H. Pinkerton of Baker,
Watts & Co., Baltimore.
James J. Lee of Lee Higginson

tion of an early serious recession| Corporation, New York.

or depression.

The #longer range outlook is
good. The state of our economy
shows health and vigor, not signs
of any fundamental weakness.

Sampson Rogers, Jr., of Mc-
Master, Hutchinson & Co., Chicago.
Jesse A. Sanders, Jr., of Sanders -
& Newsom, Dallas.

They will serve until the annual

Our population shows growth and

meeting in January, 1952.

Jesse A, Sanders, Jr., - .
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~ Rocking th

By CHARLES E. WILSON*

e Boat of Prosperity

President, General Electric Company

Leading”industrialist'lists -as -measures which might cause.depression: (1) revival of excess p}o»ﬁts-

taxes; (2) increased income ‘taxes; (3) rationing and allocation of materials; (4) price controls; and
(5) a fourth round of wage increases. Attacks CI0’s program as “markedly ‘socialistic” and. defends
" competitive profit system  as: having .a. built-in .corrective factor for high prices. Holds fourth round of
“wage increases, unless accompanied by higher man-hour production, can.only result in higher prices..Con-
‘cludes, despite proposals: of ‘extremists,  there-has been a. movement toward a-middle ground.. ..

Most of the jokes have long since been told and retold at the expense of the unhappy,

takers of ‘the polls, the unfortunate feelers of the public pulse who either neglected to.first

take off their mittens or ended up counting the beats of their-own hearts gnd not’ the

patient’s, It
is some little
time since No-
vember, and
yet your com-
mittee, in
pi¢king my
subject,
should have
foreseen that
such a title as
" “Prospects for
1949” might
well set ' my
-.teeth on edge.
After all,
Syracuse is no
one - night
: . stand for me,
{0 be brushed off tomorrow. All
year long, like Schenectady and
Bridgeport and Erie and several
other familiar places, Syracuse is
just over'my shoulder, and I"can
hear what it says and oceasionally
feel its nudges.... The'limb of “fu-
ture prospects’” can be a cold and
windy: place on-which to sit, but
I shall do my best.
We might well have selected for
our text those familiar lines from
. Reginald Heber’s famous “Mis-
sionary Hymn”, — “Though every
prospect pleases, and only man is
vile.”
1 say that because, in all hon-
esty, notwithstanding the spoken
threats and the silent uncertain-
ties which beset the business pic-
ture, I find the prospects for our
common growth and success very
favorable—the markets: we all
serve, the standards by which we
live, the temper of the great mass
of human beings who bring indus-
Ary to' life through their efforts,
and the climate of the United
States, which continues to be kind
1o the ambitious, the talented, the
industrious, and the tolerant. I
am- sure :that the hymn-writer
‘classified -all: of 'these things as
“prospects.” ' Perhaps he was only
being' a 'bit ' pessimistic in his
~ characterization ‘of man. Given
all -of these ‘natural .advantages,
man-could -be careless, or fearful,
or selfish;, What he wrought was
. going to: be largely in his own
hands. ' That is fundamentally our
situation in 1949: We can take it
~from there: - - b i
1t is not my intention to speak
very specifically to - you “about
General Electric and its businessin
Syracuse, or even about you and
vour ‘own -ventures' here. You|
know those things—the plants, the
people, and the products—like the
palms of your own hands, and cer-
tainly Dr. Baker is your most
qualified authority in respect to
the concerns of General Electric.
One of the greatest:of those con-
cerns is the recognition of our in-
terdependence .as €conomic factors
in this community.

‘Outlines of Our Profit System .

Rather I would like to examine
with you our future prospects
in terms of the broad outlines of
the profit system, in terms of the
important forces which make it
work. . It is these  fundamental
things that are being challenged,
and first of all we must get them
clear in our own minds, then con-
fidently and strenuously assert
them in the open forums wherever

Charles E. Wilson

*An address by Mr. Wilson be-
‘fore the. Annual Dinner of the
Manufacturers Association:of
.Syracuse, Syracuse, N. Y., -Jan. 6,
1949, 5 n

b et 4

those might be. You will find such
forums in the committees of the
Congress, in the administrative
agencies of the executive branch
of government, in the union hall
and on the shop floor, and at the
corner drug store. Today we seem
to find ourselves involved in a
great national debate over profits,
prices, controls, and other ‘eco-
nomic policies—the debate as to
what ‘government should do, and
what labor should  do,. and -what
consumers should -do, to curb in-
flation' and keep our -economy’
from flying to pieces. Perhaps
you resent, as I find myself re-
senting, the fact there is a debate
at all, because it seems so clear to
us in business that there is only
one course to pursue in the oper-

-ation of our proved-economy, just

as it seems clear that a four=
legged-" table- will wobble ‘when
you take’ one ‘lég away -and:fall
if you‘remove another leg. But.we:
forget all too readily, in manage-
ment, that we have a distinct ad-
vantage. We have access to the
records, to the facts and the fig-
ures, to'the accumulated experi-
ence of generations of operating
men. While we seem to be speak-
ing from instinct or prejudice we
are actually going according  to
the book. Now we must review
the lessons of that book, and open
it to others whose training has
been of a ‘different. sort. Some-
how, through our sincerity and
our logic, repeated over and over,
we must- convince the doubters
and the antagonists that we make
sense, -

You have undoubtedly followed
the testimony of -at least some of
the witnesses before the recent
hearings conducted :in ‘Washing-
ton by the profits subcommittee

-of the joint Congressional Com-

mittee on the.Economic. Report. I

.was one of those :asked to testify,

and I am going to take advantage

of :your. invitation ‘tonight: to. re-

peat a few of the things that were

said, ‘primarily -because -it -seems |

to' me that our prospects in 1949

-and. thereafter can only be looked

at realistically-in the light of
proceedings.... : ,

One of the questions asked- by
Senator O’Mahoney  was- what I
thought should :be..recommended
by the committee in the way-of a
legislative program, and my an-
swer was: that: nething should be
done. ' That -was too -short an an-
swer, and on. later reflection I
wrote  Senator Flanders and the

these

committee ‘members along these’

lines:

“The. action of the entire busi-
ness. community ‘during the past
month has been a most disturb-
ing one. "Not only in the stock
market, where the owners of
American business have shown so
much more eagerness to sell than
to: buy. that ‘the overall market
value of that business has depre-
ciated in staggering amounts, but
in the more fundamental custom-
er market has-that ‘action been
disturbing. : Industrial ' customers
have cut back. their buying of
equipment for expansion,  im-
provement:and replacement. Sim-
ilarly, the individual consumer,
apparently' sensing storm signals
ahead—which ‘mean - fewer jobs
and less security—has become sud-
denly frugal in his buying; so that
consiimer. goods--are backing up
threugh retailers-and distributors,

and productiori people: are’ being

laid off. This trend, should it
continue, must obviously lead to
the very cycle of unemployment
and depression which we are all
seeking so strenuously to avoid.
. ... I have tried, with every pos-
sible effort toward objectivity, to
accumulate and judge . the evi-
dence as to why such an expres-
sion of uncertainty and insecurity
should have taken hold of the en-
tire = business community . from
consumer to producer. It is my
conclusion that the public is be-
coming more and more alarmed at
some of the specific measures.that
have' been increasingly empha-
sized by some .of the members of
the new Congress. There is a
definite feeling that some of these
measures aimed at inflation might
well cause a depression; that in
the effort to ‘control profits and
prices, the measures adopted may
cripple - business activity critical-
1y. -Those proposals- which seem

most alarming are as follows:
(1) A..revival of the excess

~profits tax in peacetime.
(2) .Higher taxes on individual
-incomes. . ’
(3) Rationing or allocation of

materials.
(4) Price control.

(5) A fourth round of wage in-
creases, 1t VY

Fear of Excess Profits Tax
“Specifically| in regard - to - the
proposal for peacetime excess
profits tax, just the fear of such
revival has already caused the
damage noted here.-This is despite
the fact that a great many people
do not believe  the Congress wiil
pass such a law. The accomplished
fact of such a law* would have a
shocking effect on the creation of
possible savings  ‘of - production
over consumption, as it would put
.2 penalty. on ‘“efficiency rather
than ‘a reward. - There is a broad
feeling -that /it ‘would ‘make- the
‘government -the  only ' souree :of
funds for “expansion or -employ-
ment, and ‘it would make the gov-
ernment’s ~only = source - of - such

‘funds the printing press.: ..
| These factors that' I -have:noted
.indicate that the historic, fear of

fear which can be so’ disastrous is
creeping into a commanding role
‘in"pusiness decisions.  This is not
the time for drastic action of any

'sort " caleulated - to , increase . this|

fear  which rcould so - easily cul-
minate in an hysteria -bordering
on panic., There are times when
the most constructive program
which can- be adopted is one of
abstaining from the imposition of
ill-advised or ill-timed measures
which are likely to.achieve less
in the way of beneficial results
than they do in the destruction of
confidence: and -the 'fostering . of
fear. . .- ' - %,

CIO - Program Secialistic

So much for the letter on that
one .point. Not only from individ-
ual legislators, of course, have
come the suggestions that would
be dangerous to the healthy con-
tinuation of the business cycle. In
.the last few days you may have
seen an expression of what the
CIO' recommends' to and expects
from Congress in the way of a
legislative program, presented by
Philip Murray. If you did see:it,
you were probably no- more sur-
prised- than I .was.. Our feeling
should rather be one of dismay,

Here .is. the program itself:

for this is no collection of idle
remarks, flowing from the " cir-
cumstances of the moment, but a
calculated program. At least we
have the right to believe that it
is calculated and objective, that it
reflects the-soundest thinking, the

.| most careful research and the ut-

most consideration for the public

.| interest ,and the- economic . prog-
‘| ress-of the nation. of which.the|

leaders. of this great.labor organi-

. |, zation are capable.. And . yet, in

my honest opinion, and I am run-
ning for no office and making no
bid for -votes, itis nakedly social-
istic; it is utterly.foreign to.every
traditional' concept of the rela-
tions between American govern-
ment and American business; it is
political opportunism in callous
disregard: of inevitable -conse-
quences; and it won’t work. He
speaks with considerable hostility
of 'the “pricing practices of in-
dustry” as if a handful of power-
ful business men got together and
established a policy of charging
all the traffic would bear. We who
are in business would hardly dig-
nify that.with a denial. The *“pric-
ing practices of -industry” today,
if they -reflect -anything, reflect
first and foremost the constantly
increased costs of labor and mate-
rials. -Our system has demon-
strated over the years that it has
a  built-in corrective factor for
too-high prices in the nature of
the competitive market itself. If
the price is too high, the consumer
won’t buy, and what can Congress
possibly evolve , that will. work
more surely than that? X
Mr. Murray talks of the “under-
lying pressure” for greater infla-
tion as if it were something which
industry has in its power to turn
on or off, at choice. The principal
underlying pressure -for greater
inflation, so far as I can see, lies
in the continuing threat of cease-
less rounds of wage increases.
Mr. Murray also: says -that ex-
penditures for European recon-

'| struction and military prepared-

ness will also continue to exert
inflationary pressure, and that is
true. They will do so principally
because they will reproduce war-
time conditions, swelling the total
of national wages without provid-
ing at the same time the comple-
mentary domestic ‘goods on which
those* wages ‘can be spent, thus
bidding -up the ~price on what
there is. ‘This may be unavoid-
able, but certainly we willonly
make ‘the money supply bigger,
and ‘prices higher; by piling a
fourth- round of increases on top
of it/ - ;
Finally, ‘Mr. ~Murray - declares
that if the program advocated by
the QIO 'does-produce further: in-
flatiohary pressure, it can.be cur-
tailed by imposing: price controls.

This *is simply - to -say - that we|:

should :let the:causes of inflation
run ‘wild—but: not-let the-effects
take place. . Blow ‘up the balloon
—but don’t let it get-any" bigger.
It is a neat trick :if you.can do.it.

(1) Price - control - of products
for which prices are rising.

(2) Stand-by price controls for
other areas. (There is no mention
of accompanying wage controls in
either case.)

(3) Roll-back of . food prices
where reductions at the farm level
have  not been passed along to
consumers. i

(4) .Allocation and rationing au-
thority. for those areas where in-
flationary pressures exist.

(5) Extension of consumer
credit. controls.

(6) Authority to increase de-
mand and time- deposit reserves.
(Thus making the flow of private
capital. for .expansion even  more
difficult.) )

(7) Excess and undistributed
profits taxes. )

" (8) Attack: against monopoly: to
break present price policies. (This,
of eourse, depends.on-somebody’s-
definition of “monopoly”:: and.
“price policy.” - It. belongs in the

“Stop: beating . your  wife” cate=«
B Rl SO, ‘
Added to the foregoing, the CIO
chief puts forward .a-. plant-ex-
pansion . program: ‘which, boiled
down, consists of three elements:"
government. financing | of mnew
plant; government construction -of
new -plant; “government :operation '
of new- plant, in the ‘event-that

‘theoperators: resist  controls.

Other- Socialist Propaganda ;| , .

Business.'men; : some columnist
said the-other-day, are always-too -
quick to raise the cry of “social<
ism.” Is that so ‘wrong, under such
circumstances .as ‘these? ‘Whence
comes the philosophy that stands *
behind any such program. for
peacetime Americans? Let us not
only raise the cry but nail the
charge right on Mr. Murray’s front
door. ]

And just-to illustrate that there
are other spokesmen with corre-
spondingly similar ideas, here are
two other recent quotations.” A
president of one of the larger
CIO unions; addressing the Na-
tional Conference of Social Work-
ers, said: ;

“Clearly, our only hope of eco~
nomic salvation is sound over-all
planning. This planning must be
done by the Federal Government
or under its'direction; and the.de-
cisions of the planners must  be
enforceable by law.” - . '

And to sum up the case, here is
Harry Bridges, of the Longshore-
man’s Union-on the Pacific Coast:

“My view. .is that the. govern-
ment should take over'the indus-
t;‘y, and take all the profits out of
it.

Is this what the country wants?
If it is, then' the process of lig-
uidating the same competitive -
system that has given us our great
strpngth, and our great achieve-
ment has already begun, I do not
believe that it has,

The real secret of our industrial
civilization today lies in the con-
tinuing liberation of men by the
substitution of machines for man-
ual labor, by the development of
still more efficient machines so
that men may. devote their time .
to the development of new prod-
ucts and the increased production
of the old products at lower prices;
It is this. problem:of sharing the
benefits of - progress :which  is
fundamental -and critical in- our
system. ‘These benefits are claimed
by ‘customers..in .Jower :prices, by
workers: ;in, ;higher:.wages.and
shorter ‘hours, and by ‘sharehold-

deny mone. of -these :groups their
‘wants without discarding-the sys«

tem itself.. i

Role of ‘Price: in ‘the Economy .
Let: us  consider.: the multiple
role played by. price in our econ-
omy. -First; it is:a factor bearing
‘on whether: a; consumer: will buy,
your product, or spend his money.

to satisfy some entirely different::

‘| need"or want. .- Sécond, price is a

‘factor which:determines whether
or. not a manufacturer will even
make-the product.'Third,  whether
or not the consumer has the money
to spend in the first place con-
trols the decision of a potential
{nanufacturer; You can summar-
ize these: three things-as: Will he
buy it? ~Will T ‘make .it? Can he
buy 'it? These are 'the' primary
considerations that go to. make
up “industry’s pricing policy.” It
is in ‘the -interest  of every com-
pany to seék to pass on to the
customer as many. as. possible of
the - savings resulting. from in-
creased efficiency - and. output,
from' the economies of mass pro-
duction ‘and standardization, in
order thus.to increase-the de-
mand, - enlarge ‘the :sales,. create
new jobs, and -again reduce 'the
costs ‘of production. This is .not
evidence- of -the: Golden. Rule .in
business. It js enlightened: selfish-
Dess.. | R }
... This objective, of passing onto
the consumer his ‘proper share of
the benefits of‘ progress through

ers .in increased;income.. :\We-can - -
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price reductions, has—particularly
since the, war—been greatly im-
peded by the erroneous ‘belief of
some that all such gains belong
to employees, to the exclusion of
consumer and owner ‘alike, It is
desirable and just that a fair part
of these benefits should accrue to
the worker—but not all, We have
considerable evidence that the

. substantial part of our productive
economies  have been paid. off in
the form of higher wages, rather
than in lower prices or increased
dividends, In our own company,
recent increases in wage rates
have exceeded many times any
savings that could have been jus-
tified by any possible increasing
efficiency.

A familiar example of this
practice can be found in the re-
cent controversy over the so-
called . “ability-to-pay” theory,
wunder which all* rises in profits
were to be siphoned off into wage
increases. If labor is given all the
gains - from technological im-
provement=—and it has been given
far more-than that—the incentive
for future.risk-taking on the part
of 'capital - is : eliminated . and the
consumer -is :deprived of -lower
prices- and increased purchasing
power.

i Wages and Prices
' Constant raises in -wages.and
salaries, to the extent that they
are not balanced by a comparable
increase in output per man-hour,
cany only result in higher prices.
It follows that unless prices are
to keep on climbing, higher wages
can be paid only out of the in-
" creased productivity of labor. To
achieve that there must be greater
capital investment per worker,
from satisfied stockholders. -So
in the long run, labor can gain
only as American industry itself
continues to prosper and expand.
This—admittedly at some’ length
—is what, you and I mean when
we tell our workers and the pub-
lic today that we are against a
fourth round. It is not easy, but
it is sound and true, and we must
£ind a way to spell it out.

One of our major economic
problems today is to induce indi-
viduals to provide risk capital to
meet the needs of an expanding
economy. This important concept
iis-even more difficult to translate
'in popular ‘language: " Expansion

- lof plant and equipmént in recent
~yéars-has been: financéd in large
"foart’ by plowing backcbrporate
earnings and by the sale of bonds
and notes, because the average
'small stockholder is not having
any part of it. It is fundamental
to thé whole subject of profits that
the investment of risk capital
.must be accompanied by a reason-
‘able expectation of return. There
are 12 million corpgrate  stock-
kholders in America today—typical
Americans—and they own busi-
.ness. .. Yet these. men and women
thave no real assurance of any
earnings at all.  The amount of
_their earnings will depend on the
relation of the various cost and
price factors arising from the
whole picture of economic condi-
“tions. Unless these - conditions
look.good, individuals will not in-
vest—which 'is what I:was: trying
“to tell the Congressional subcom-
“ynittee in my letter quoted earlier.
1t is abundantly apparent that the
initerests of - each of the three
‘groups are . substantially inter-
‘mingled, .and no one of them can
‘e given the exclusive benefits ot
“'our progress. The greatest long-
* range benefit to hoth consumer.
"and worker will result from the
“‘preservation of the proper share
‘of the stockholder. Unless invest-
“mment is encouraged, the national
economy will suffer.
‘" There is nothing antisocial in

" profit, but 'there are thousands |.

who have grown to maturity to-
¢ day who are not aware of that.
. The profit earned by a wise busi-
- nessman is a measure of the serv-
ice he has rendered his market, in
terms of value placed on those

gitizedifor FRASER
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services by the buyers themselves,
The price that a customer pays to
a supplier, to the extent that it
covers more than the cost of mak-
ing and selling the product, is
compensation to that supplier for
having. undertaken. to solve the
customer’s problem, for having it
available at the right time and
place, for the customer’s right to
not buy it. The supplier had to
take that risk—and the risk was
underwritien only to the extent of
the pessibility of a profit—not a
certainty,

It is the aim and purpose of
most of us to so conduct our busi-
ness that our customers will be
better served at lower prices, that
our employees will have more and
better jobs at high wages, 'and
that we can continue to contribute
to the needs of an expanding
economy through the products
and services we offer. We believe
that to fulfill this objective we
must seek to make more profits
for our stockholders. -All of this,
of course, must be done by effi-
cient operation within the prices
set by the first of these purposes
and by the force ‘of competitive
conditions. .
‘" The significance of prices’ an
profits, incidentally, does not-end
with our employees, customers,
and stockholders, as independent
groups. More important is the
impact upon these individuals as
members of our national econ-
omy, in peace and in war, As we
argue and plead and expound,
with the Congress, with the Ad-
ministration, with our employees
and their unions, with that man in
the corner drug store, this fact of

is paramount.

Productive Power *

Next to manpower and spirit of
its people, the -greatest asset of
any country is the strength and
productive power of its industry
and agriculture. - Profit, whether
plowed back or paid out in divi-
dends and reinvested, is the food
on which American industry has
grown to an unchallenged position
of leadership and usefulness in
the world’s economy. With- the
population increasing faster than
at any previous time in its his-
tory, and with that population de-
manding both a higher standard
bof living and greater security, we
think’ American industry has its
biggest.job ahead. In the General
Electric. Co.. we know that we
have. Profits sufficient not only
to keep facilities up to date in an
expanding economy, but also to
underwrite that security and to
help to provide that standard of
living, must be our goal in the
public interest as well as our own.
Industry does not ask that these
profits be guaranteed. It will earn
them, if given a fair chance. It has
in the past. And the free play
of competition—not some half-
baked and socialistic set of con-
trols—plus the long-range inter-
ests of the producer, as he seeks
the consumer market, will assure
that the profits which are earned

ably divided among the appro-
priate groups. It is with this real-
ization of its grave responsibili-
ties that industry asks that profits
be not condemned or prevented.

Many countries of the world are
striving to replace their industrial
capital that was destroyed by the
war. Others are seeking the capi-
tal to provide an industrial base
for their economy. -How to pro-
vide an adequate capital structure
seems to be the most demanding
economic. problem in the world
today. In this country we already
have a substantial capital strue-
ture. We know that it can be
maintained and expanded only
through the reinvestment of the
savings of business and of indi-
viduals. We know it can best be
accomplished by ever-increasing
efficiency which will result in
added reward to all sections of
our community.

As an industrial economy we

are still far from attaining our

national welfare and well-being

are not excessive and_are equit- |

peak. It is my belief that we
have only begun to realize our
full power. There is fundamen-
tally no reason why we should not
continue to go on to. greater
heights. We have seen how wrong
were those gloomy prophets of
disaster who toward the end of
the war and thereafter predicted
a shrinkage in our standard of
living—a falling backward rather
than a steady march ahead. Cer-
tainly we have and will always
have an ever-expanding market
for new and better products so
long as our system is not thwarted
or impaired, and is able to pro-
duce those products at prices
which consumers can afford.

Prospects for 1949

Our prospects for 1949—to
answer your question—are good.
They are just as-good as our pros-
pects for real national unity -of
thought and feeling are good; as
good as our prospects for under-
standing each other and not blow-
ing away on.a wind of political
opportunism and .class-conscious
economics are good. They are

just as good as you and I will
make them, I believe we have
seen the scales tip sharply each
way in the last 15 years or so. We
have seén business serving a long
sentence at the whipping post, and
we have also seen the extremists
and adventurers of labor brought
up short for their excesses. There
has been a measure of recovery
toward ‘a middle ground. . The:
way into the future may not be
entirely clear—it seldom is. As
Mr. Gallup remarked ruefully af-
ter the November returns, “The
polls were right, but it was the
people have changed!” Solamcer-
tain that the people will always
change, they will always be open
to conviction and proof. The
achievements of American busi-
ness have been no accident of his-
tory. It is now up to us, who
know the facts and have the tools
in our hands, to interpret those
achievements, to project them, and
to surpass them, in this land
where “every prospect pleases”
but only man, by his judgment
and his actions, can call the final
turn.

“Allers Resolulion-onlt‘lleslb'ri'ng}liold Standard -

Dr. Edward J. W. Proffitt at mee!
of State of New York introduces
by its Committee on

At the meeting of the Cham
New York in New York City on

ting of the Chamber of Commerce
revised measure to be considered

Finance and Currency.

ber of Commerce of the State of
Jan. 6, Dr. Edward J. W. Proffitt,

offered a new resolution urging the restoration of the gold standard,
a matter now under consideration by the Chamber’s Committee -on

Finance and

Currency. In

presenting the
-resolution, Dr.

Proffitt

stated:

. “Weenter
the New Year,
. under clouded
economic
skies. Unem-
- ployment is
spreading fast,

Labor is be-

coming in-

creasingly

dissatisfied

with the buy-

ing power of
the paper dollars it currently is
being paid and is agitating for a
fourth round of wage increases.
Prices, however, have been climb-
ing more rapidly than wages.
Faster and faster the vicious circle
speeds — maybe, {foward a mael-
strom of collapse and bust, dis-
order and disruption. History re-
peats: itself, time and again, but
how few take time to study the
lessons of the past, and how few
do comprehend the threat; or, if
sensing danger, how few pay heed
to the warning.

“The Chamber’s Committee on
Finance and Currency,  which
numbers among its members some
of the outstanding financial lead-
ers of the nation, has under con-
sideration a Resolution urging a
return to the Gold Standard. The
Committee has been conducting a
thorough study.

“However, -the Resolution be-
fore the Committee is somewhat
complicated. It lists, specifically,
various ' sections of the laws of
1933, which,-1 hold, have started
this nation, unfortunately, upon a
course of -dishonoring its pledges,
and repudiating its obligations.

“Like the fabled egg, fried into
an omelette, the 1933 monetary
monstrosities, which have been
cooking for 15 years, may appear
difficult to unscramble—to sepa-
rate the white of the egg from the
yolk, as it were. Likewise, it
may appear difficult, I believe, to
restore the status quo ante 1933,
if it were desirable to do so. Un-
certain and fearful as the future
may appear to be, under condi-
tions as they now exist, it is but
natural to encounter hesitation,
before embarking upon the un-
known.
dreadful. o

“Furthermore, inasmuch. as it
may require considerable more

Dr. E. J. W. Proffitt

study to trace the ramification of

It might be even more,

|these various sections of the laws
I have listed, and their relation-
ships to our financial structure,
perhaps we should await the ap-
pointment of the organization
which has been proposed by our
distinguished former President of
the Chamber, Wi:throp Aldrich,—
tha ‘National Meconetary Commis-~
sion. y / ;
“Therefore, for 1he present,
permit me to withdraw the Reso-
lution now before the Committee
and seek to obtain action upon a
simpler Resolution, which, I am
confident, will have material in-
fluence upon the convening Con-
gress. However, as we all are
eager to listen to the message of
our notable world dispensor of the
fruits of American industry and
self-denial, I will avoid discussion
.of the Resolution and:respectfully
‘pre$ént it for your c¢onsideration.”
" The icxt of Dr, Proffitt’s resciu-
tion follows:. = ¢
Whereas, The Congress of the
United States reassembled this
month in its 81st Session, and
Whereas, of .paramount .impor-
tance to the stability and pro-
gress of our Nation will be the
reconsideration by the Congress
of our National Monetary policy,
our international fiscal relations,
and the public debt; and
Whereas, the Chamber of Com-
‘merce of the ‘State of New York,
in its Committee on Finance and
Currency, has had under consid-
eration a Resolution, urging Con-
gress to restore the gold standard,
(ante 1933), by specifically repeal-
ing certain banking and cur-
rency laws enacted that year,
whereby gold was outlawed . as
money, and the printing and issue
of irredeemable. paper currency
was authorized; and
Whereas, said Finance of Cur-
rency Committee of the Chamber,
has been conducting a thorough
study of the problem, and will re-
quire, perhaps, further time for
consideration; and !
Whereas, it appears timely that,
as the incoming Congress begins
its consideration of these matters,
‘his Chamber reiterate its position,
particularly as to the gold stand-
ard, by readopting its Resolution
of 3 November 1933, to wit:
" “Resolved, That the Chamber
of the State of New York .., re-
affirms its conviction that a gold
standard is the most satisfactory
monetary system . . . and ex-
presses the belief that, as a delay
in the declaration of a definite

policy will make the policy more
difficult, measures should be
taken with the utmost promptness,
looking toward the restoration of
a permanent gold standard in the
United States.”

Uliman Defends

Commodily Exchanges

President of Chicago Board of
Trade assails critics. Says ex-
changes are bulwarks and sym-
bols of free markets, and, if de-
stroyed, the “extinction of free
elections cannot be far behind.”

Richard F, Uhlmann, on Jan. 17
at the annual meeting of the Chi-
cago Board of Trade, when he be-
gan his second term as President
of the-largest grain'exchange/in
the world, took otcasion to answer
critics of organized. central com-
modity exchanges.

“Those who
attack organ-
ized exchanges
do not do

‘themselves

redit,? Mr. *

‘h'lmann-
stated. “Judg-
ing by what
has happened
in Europe and
elsewhere in .
the world,,
when free
markets,
whether in
grain, stock,
or other prod-
ucts, are no
longer permitted, then the extinc~-
tion of free elections cannot be far
behind. A

“During the past year, we cele=~
brated our 100th anniversary,
which was an outstanding event in
the history of our country and city
and was a great testimonial to free
markets everywhere, People came
from all parts of this country and
from Canada to pay tribute to a
marketing system which had
served many millions of people 0
faithfully since its inception,

“A symposium was also ihaguz-
ated so that professors from 353
colleges and universities could
come here to learn first hand the
functions and accomplishments of
the Chicago Board of Trade. If
had been felt for some time that
education was! the only method to
better acquaint the public that an
exchange was;not an jindividual o
be loved, hated, feared, laughed
at, or wept about. It is an inani-
mate thing, an institution, an ap-
paratus, an auction establishment, -
a device, an arena, or, & SCOrc-
board. It plays precisely the role
that a polling place, a voting booth .
or a ballot box does in an election.
One difference is that the votes or
opinions thereon are made known
instantly for nearly four hours a
day, and about 1,200 hours a year.
The public has been taught that a
seismograph records earth trem-
ors, a thermometer temperature, a
barometer air pressure, and a
Geiger counter radioactivity.
These instruments measure phys-
ical facts, but the public does not
yet recognize that as these instru-
ments do measure physical facts,
quotations on the great central
grain exchanges measure opinions
and do so just as accurately and
efficiently. .

“Tooking ahead, the important
question will be the handling cf
farm price supports. The prelim-
inary estimate of the Department
of Agriculture indicates an 8% in-
crease in winter wheat acreage in-
stead of a small decline which
had been sought. There is a pos-
sibility of another banner yield for
1949. Even assuming some decline
in export demand, we should de-
rive benefits from surpluses be-
cause food costs have taken too
large a share of the budget of the
average family in recent years.
Thus an adjustment in agricultural
prices, which has been long over-
due, should help rather than in-
jure the economy up to a certain

Richard F. Uhlmant

point.”
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" Problems of International
Economic Recovery

By JOHN J. McCLOY

President; International Bank for Reconstruction and Development

World Bank head reviews world economic maladjustments. and: efforts. to, bring about a. recovery: :Says -

solution of Europe’s long-term problems depends not so much on amount of ERP" aid: as: upon effective- :

ness. of efforts to rectify: fundamental maladjustments. Points out both. European. and non-European

nations must take steps to put their fiscal and. economic affairs in order, and calls upon U..S. to encour-

age greater imports- and modify restrictions on foreign. shipping and other foreign services. Holds. inter-

national exchange rates. cannot be stabilized until nations live within their revenues.. Concludes reducing:
Europe’s dollar deficit will mean less drain on our OWn. resources,

At the close of the war we were all faced with the dangerous condition which afflicted
an area that for the previous two centuries had grown to be the nerve center of the world’s
economic, political and cultural development. The two great wars that had been fought

over Europe
were not
solely respon-
sible for the
disruptions
which oc-
curred. ‘There

+ were seeds of

disintegration .
apparent for
those'  whosc
intelli-
gence was
keen - enough:
to discern
them even
before the
wars took
place,  To. be
sure, the process was, at least,
vastly accelerated and heightened
by the work of the-twentieth cen-
tury. aggressors whose depreda-
tions it required so much energy
and wealth. to curb.

The great cohesive influence of
the British Empire was diluted by
losses of a staggering character.
This influence had been sustained
by a combination of the toughness
of British human values, very fa-
vorable terms of trade, large

John J, McCloy

| now. to debate;

accumulated reserves and the

maintenance of a rather complex| engendered.

afﬂicted is- a compelling human
tendency, ‘It is powerful and
righteous, . To fail to respond

1 would be more unnatural than to

do so. The fact that the United
States responded in a manner un-
precedented in history will stand
as a great milestone in the march
of human progress, despite all the
efforts of the villifiers to decry. it,
Whether- that response has-been
motivated by self-interest or pure
humanitarianism, or a mixture of
both, it'does not seem worthwhile
The importan
thing 'is to appraise objectively
the effects of the aid given and tu
be given and take' the measures
best designed to ensure that it
accomplishes the purposes in-
tended.

In our experimentation  with
these problems- during -and- after
the: first war we relied primarily
on loans—government and pri-
vate.  If those then responsible
had then known the relation of
exports and imports and invisibles
to the prospects of loan repay-
ment they gave little evidence of
it and the result was the ill-will
which the debt repudiation period
The United States

nervous system. of international' by a number of —examples had

trade and finance, of which the'shown that it has now accepted]

wars - seriously impaired all but
the human qualities,

Germany, which for years had
been one of the area’s chief sup-
pliers and purchasers, was almost
completely destroyed economically
and politically, France; Holland,
Italy, and to a considerably lesser
extent Belgium, were demoralized
by occupation and destruction to
a. point where people could not be
continuously fed and- clothed,
much; less be expected to. sustain
their former economic vigor. - We.
rather: blandly assumed that after
this: devastation there would
emerge 3. period of calm and co~
operation. We might have known
better since the pattern of history
shows that: unity and. cooperation
among the victors: seldom survive:

- the.urgency of war.

In all this welter of confusion
and: despair: the United States has

emerged as- the- wealthiest: and |

most potent economic factor in
the world scene. - This. in itself
carries great implications. Even
were: it not for the great political
issue' which the rise to power of
the Soviet Union-has created, it
was: the  remains inevitable that
the amounts and: extent of aid the
Unjted States might render to
those less fortunate was bound to
be in the forefront of all men's
minds,

The *United States was faced.
with: a somewhat similar situa-
tion after the first World: War-and:
credits were then given—Ilarge
government: credits—very few of
which: were ever repaid. .And
substantial private capital, gradu-.
ally gaining confidence in the then
hope of: European recovery, moved
to Europe, but in large degree
with; disastrous. results. for the
American investor.

This tendency in the midst of
disaster for the. streng to aid- the

*An, address bv. John J. McCloy
before. the: Foreign Policy. Asso-
- ciation, Minneapolis, Minn., Jan.
19; 1949,
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the doctrine that the necessity or
the urge to give aid may out-
distance the possibilities of repay-
ment, at least in tangible form.
The lend-lease legislation, the
UNRRA grants and, more re-

Lcently, the large ECA grants are

the ‘chief examples of‘ the new
thinking in- this regard. But all
admit that this: cannot be carried
to. an extreme and there are some
things which: a. mere plentitude. of
dollars - cannot "achieve.  There
comes a point’ when. both the:
grantor and. the. receiver of aid
must, think in terms of the grantee
supporting: himself, unless we are
prepared- to accept the: concept
that his - weakness: is. fatal. and
there.is no hope of any recovery:
In such a case.only death can re-
lieve the- burden of dependence
from the.shoulders: of - both- the
giver and the: taker.

‘The Instinet to: Restore and
Repair.

But we know that there is vital-
ity in the human race. of a. rather
extraordinary. character. All the
ravages of war have failed. to
quench the ever-present human
instinct to restore. and repair, to
stand erect and unsupported. We
may talk with some reason of in-
adequate effort and lack of co-
operative spirit among the Euro-
pean. countries and of assumptions
too easily made concerning con-
tinued and easy aid, yet we have
to bear in mind that in spite of
the wvast assistance which the
United States has rendered. to
other areas of the world in the
postwar period, by far the largest
contributions to recovery have
been made by the recipients them-
selves. The greatly increased pro-
duction figures which Sir Stafford

Cripps was: able- to- announce to|

the House of Commons and to-the
world, the general' accomplish-
ments of the:bulk of the European
countries in arriving- at: prewar or
better -production: figures,: is- due
primarily: to this instinct. It has

only been strengthened and stim=
ulated by the aid which has' taus
far peen: given from the United
States.

Many people have attempted to
estimate: the total figure external
aid must reach in order to gen-
erate the proper take-off speed
to. enable countries to reconstruct
and to develop on their own: ac-
cord; This figure-is not- capable
of as nice calculation.-as can_be
applied, let us say, to the amount
of thrust that is needed from a jet
booster in: order to enable a plane
of certain. flying characteristics to
be maintained in flight, “The
United States in relation to one
section of the-world, Western Eu-
rope, has taken a good. guess. at
the amount of: extra propulsion
that is needed and . the length. of
time that it should be applied in
order to. make Western Europe
air-borne. . Though the real test
of flight has yet to be made, there
seems to: be as:yet no clear indi-
cation that the guess is not a
reasonable one,

There is much discussion now
going on in Washington as to how
much: Congress ought to appro-
priate for the second year of ERP
—whether it should be: the full
$4.3 billion figure suggested by
the. ERP countries themselves; or
some figure slightly less. I do not
propose to. enter into that discus-
sion, here. For the solution of
Europe’s. long-term. problem de-
pends, as: I see it, not so much
upon: the- precise: size of-the ap-
propriation to be made; important
as- that may be, but rather upon
action, on; both: sides; of the Atlan-
tic. to. -rectify -the. fundamental
economic. maladjustments: which
create- the need: for that appro-
priation, I say: both, sides of the
Atlantic: because: obviously, this. is
a common; problem.. Much money
has, been made available by: the
United: - States: and more  will
probably be forthcoming, but any-
one who . knows. anything: about

money. knows- that money itself
never solves. the whole. problem.
There are many steps.to.be taken,
by both, the giver and receivers. of
the. aid, if the. money made: avail-
able. is to be. fully. effective..

I think my first spggestion for
the. recipient. countries. would. be
to avoid, as one would avoid. the
plague, the.tendency to. rational-
ize the solution of all or most of
their problems in terms. of further
action, on the. part of the grantor.
One of the major. problems haras-

covery program is the negative
incentive which - it partially in-
duces..  Those who have the
greatest need, that is- those with
the greatest deficits, receive the
largest grants: Those- who have
the least need; in many cases due
to their own determined efforts;
receive the. least. The  political
nettles: attending upon straight-
forward financial steps seem- the
more difficult to grasp the greater

able. Nations, like. -individuals,
postpone difficult:decisions, .some,

is. strongly subject: to. this

justification for procrastination on

giving away money: or. lending

sing the administrators: of the re-.

the amount of ' external.aid. avail-.

_possibilities.. which.. exist...
longer than others. If it is pointed:
out that the United States itself.

tendency, this scarcely constitutes:

the part of the recxplent if only
for: the reason that it is a: greater
hazard for' the recipient, than it is
for the grantor,

Crucial, Year 1952 Nat Far Off

There is need to correct a.
tendency to feel that 1952 is. a

long way. off “and. that therefore|

a-relatively. long: period -remains

in which to make the adjustments

which it is recognized: must some
day- be made. - In respect of non-
European countries. the same
tendency exists though: it takes.a
somewhat different but equally
dangerous form, The fact is, that
1952 is just around the corner for
Europe, and for the non-European
countries. the period of peak ex-
port prices may be even shorter
One of ‘the most encouraging
things about the recent interim
report. of the Organization for
European Economic : Cooperation
is' that the = European - nations
themselves are beginning to rec-
ognize that they now have to make’
determined readjustments in their
programs if " they are to ‘avoid
a much more serious readjustment
at a later date, . It needs no sim-
ilar report to. demonstrate that. if
non-European countries are not
taking steps to put their fiscal and
economic ‘affairs in order in &
period when export prices. are the
highest in history, it will be much
more painful to do $o when this
may no longer be the case.

The Western ‘European coun-
tries ‘have achieved some- striking
increases in production’ and ex-
ports. - In ‘some countries- the
standard “of living . has - risen-
sharply, ‘in a few cases perhaps
too sharply. These are important
gains, but they must not be al-
lowed to conceal the need for
even. more sustained and intelli-

gent effort in the direction of in-.

creasing production and stimulat-
ing exports, which, of course, in-
cludes the necessity of facing the
problem. of costs and: less resist-
ance to change in method. These
things require readjustments
which can be- effected smoothly
only if’ there is. a broader ‘edu~
cation ' of the  people of Eu-
rope: as. to. the realities of
their position, ' It is not sufficient
that the economist or even the

politician show know these reali-.

ties. It is. important that the
workers: should know and under-
stand:them. Barring a.few areas,
I think the significance of. the
Marshall: Plan has,  been: much|*
more: widely - discussed and ex-

pounded in the United: States than.| ;

has. been- the: case- in, Europe, yet
the need for a full understanding
of' its- necessity. and. its .implica~
tions is: much more- important. to
Europe than. to-the people: of the
United: States.

When so. much depends upon
attaining a. balance.of trade, par-
ticularly with: the Western Hemi-
sphere, one. would expect  that

greater. steps. would:-have- been:

taken by the European countries
to- reach the American market.

During the last three: years the/
proportlon of - European- exports.
_going to the Western Hemispltere

has been smalley than before the
war: even: thoueh: the. exporter: has
enjoyed a seller’s: market:. here.
European exports have been at-
tracted: to other regions where:
prices- were higher and market
conditions easier, I realize that
there are'many- difficulties in the.
way of exporting to the United
States, but it is.a mistake either to
exaggerate the obstacles- or. to
underrate the extent of the Amer-
ican demand, British. automabile
sales. in. the United States. were:
greater: than anyone expected in:
1948.. There were special.circum-
stances _to: be .sure, but the.fact
that British cars. in: any guantity.
could. -sell-.in. the, United’ States;

. particularly. . ‘with’ the relatlvely

high_ cost.of  the cars, shows:the
.Sus-.
tained .effoft, good quality, ,reason-j
able prices, will find a response in
the American market, .and- when

it is borne-in mingd: that: the prob=.

lem for Europe'is not to.capture
: ; ) : 4

a-large-share of the market; but

oonly to achieve a'yolume of ‘sales-= =

amounting: to.. a "fringe of  the. -

American. demand: it: would seem: :

that greater efforts: in. this diregm
tion could. profitably  be made;

Problem of Exchange»Rates i

It has frequently . been: urged:
that the: recovery’ of:“Eurcpe’ and:

the: development of other areas:is

a _matter. jof. adjusting: exchange:

rates, 1t is true, and: [ think: ng, :
one can seriously deny it, that the:

dollar-is under-valued: in. relation:
to. many: other- currencies; or, to.:
put it another way, that such cur-

rencies are over-valued in relation: -
to the dollar. - This means that the. -
foreign - importer is frequently .
stimulated to buy goods in the ;
United States and conversely the
prospective exporter is indyced to

sell_his’ goods not ‘in-the United .
States but: in the areas where -

prices are hlgher To reverse this ’:

tendency is one of the great.ob-

jectives’ of the recovery program !
But: this recovery problem cannot:
be solved by the application out -
of hand: of a single exchange rate °
formula: The condition” whieh {
creates “such ‘rates ‘and ‘not the '
rates. themselves . must - first be -
dealt -with.  It" would -serve  ho
purpose -to adjust - rates ‘without’
first-coping. with: the: -problem of

inflation by recognizing the ! ,

homely need of living within your
income, An adjustment of foreign
excharnge: in relation to the dollar
would spell real harm if such an.?
adjustment could not be- made to.:
stick, as it certainly would not, if :
natlonal expenditures constantly
out-distanced national revenues. :
The important thing is to move. :
toward the solution of the prob-

lem on both fronts and. not post-

pone’action on each front because :
of failure to act on the other,

One particularly effective meth- '

od of dealing with inflation is by
means of the imposition and en~ .
forcement of an-appropriate sys- .
tem of taxes. It has been proven *
that appropriate - taxes can be .
levied in a. free society. It is the .
essence of a free society that they
be fairly levied. Certainly it is..
true - that nations. which do not:
impose a fair system of taxation
upon. their citizens cannot in the =
long run rely upon the. tax col-
lections, of other nations that do
so. 1 am not fully convinced that
all countries have recogmzed thls
trulsm

For a time I think most of the .
news from Europe was:discourag=-.,
ing in so. far as. it related to.co-..
operative " action. - Long estab- ;

lished. patterns of trade “and di~ ",

verse and isolated. ndtional tradi-

tions blocked all efforts to.bring '

out into’ the open. national plans '
for recovery. However, in thelast '
few months, through the pressure: .
of logic and the gradual realiza-
tion of the necessity, officials of "
the: respective recipient countries ’
finally. have put-their plans upon.:
the table where. they were sub-."

jected tp real-scrutiny- and cross-.: -

examination by the experts of ‘the :
various. nations, ‘It is not to be.

wondered  that - the plans dis=' |
incongruities and:’ .

closed - many
that ‘each; was poised in the direc= *
tion  of 'selling ' much and' buying :
little, " Nor ‘is it surprising that:
they disclose ‘a continuing deflcxt
of $3 billion for 1952, .

It is- disappointing to be sure,\
but now; the.ECA: and the nations..
themselves can. see. by how much -
their plang. are inadequate, - With,:
this. approach. we. can. feel we

really are: beglnmng to get-some- /%

where and- if ‘it is continued it~
max.- well. mark..the turn. of Eu-
rope toward true recovery.

I have: referred only- briefly . t,
the: non-European area, yet: all ;
areas.are related economically.in , '
this recoyery program, .As: Europe -
recovers. more, . purchases -can: be.,
made, from .. non-European. .Areas, .

‘and conversely asunderdeyeloped. .

areas, expand their productivity, .
they. become, both. a, better source.’
of - supply . and a. better customer
for Europe.' To take part-in a:
vigorous-trade-the: non—European

]
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countries, " have .. likewise -, many
things: to-do. "*They’ must'check
inflation,  press exports, diversify
their products; they must truly
encourage  the flow -of private
capital ‘'and they: must not incur
over-burdensome debt.” .°

The Interests of the United States

I have ‘talked. of what othex
countries must ‘do ‘if recovery is
to be achieved but, as I have indi-
cated, there are steps which the
United States itself can well af-
ford to take to:complement the
efforts of its neighbors across the
Atlantic. If we are disposed to
feel that having given such large
sums of money-the United States
cannot reasonably be called upon
to do anything else; there is some
justification for that attitude. But
if we look at the matter purely
{rom the point of view of funda-
mental ‘' United States - interests
this is not really the answer.

We must never forget that Eu-
rope’s dollar problem is America’s
dollar problem as well; the extent
of Europe’s deficit in its dollar
balance of payments is a measure
of the amount of goods and
services this country is sending to
Europe for which it is not re-
ceiving payment. It follows that
any steps which the United States
can take to enable Europe to re-
duce its dollar deficit will mean a
smaller overall  drain -on this
country’s resouirces. Such steps
cannot be regarded simply as an
added measure of generosity to
Europe. They are justifiable.only
as they conform to the economic
self-interest of the United States.

Let’s take a look at what some
of these steps are. The first and
most obvious is action to stimulate
imports into the United States—to
get additional goods and services
in return for those we are sending
abroad, There are many legisla-
tive restrictions on the ability of
other countries to sell or perform
services. in or for the  United
States. We all know - about the
tariff.” It is not as high as"it ‘used
to be but it is still a deterrent.
There continue to be severe re-
strictions on the type-‘of activities
which can be carried on in the
United States by foreign banks
and insurance companies. And you
are all aware of the restrictions
which exist on the use of foreign
shipping to carry American goods.
Now it is true that particular
groups within this country are
. ~helped by these ' restrictions ;and

- perhaps: in' the / case: 'of. ‘shipping
there are certain strategic advan-
tages to.be derived. but they'do
. not aid the United States economy
"as' a whole: . To the’ extent: that
they prevent:the European:coun-
tries from: providing. goods'.and
services ‘to the  United States-in
return for dollars, they :prevent
the United States from receiving'a
return on‘the excess of exports:it
sends’. abroad.' .In. plain. words,
these restrictions. cause . America

States to essential goods they can-
not make. themselves. or procure
from other sources, Call this
discrimination against American
goods if you will, but ‘it is a  way
to avoid giving away goods. Cer-
tainly it' would-seem. better :that
goods be purchased in countries
where they can be paid for in cur-
rencies earned by the purchaser
rather than in the United States
where they - can be-paid for only
in dollars which the purchaser has
not been able to earn.” The world
is not.yet at a stage of economic
health where it can afford the
luxury of unrestricted multilateral
trade.

It it is important to the United
States to reduce the Marshall Plan
bill it is important that all efforts
to use American foreign assistance
as a vehicle to dump surplus
Anmerican production be resisted.
The purpose of the foreign aid is
to help the recipient countries to
get back on their own feet, not to
subsidize un-economic exports
from the United States. To the ex-
tent that that purpose is distorted
European recovery 'will be de-
layed and American taxpayers as
a whole will be penalized for the
benefit = of ' particular producing
groups.

U. S. Foreign Investment Should
Be Stimulated

- Finally, I believe that American
private investment abroad should
pe stimulated 'by every possible
means so that there will not be
any undue protraction of the pe-
riod of necessary inter-govern-
mental financing. This is desirable
not only from the standpoint of
alleviating the burden on the
American taxpayer, important as
that consideration is, but also be-
cause private investment is far
healthier, economically and politi-
cally. than governmental loans and
grants, .

Littie could, in my judgment, be
more productive of hostility to-
wards the United States, or little
could be more demoralizing than
to have the other nations of-the
world over a long period of time
regard the United States Govern-
ment as their principal source of
foreign capital. Under such cir-
cumstances, those receiving finan-
cial aid would not regard it as ex-
ceptional but as-a matter of right,
while those who received noth-
ing, or less than they thought they
were entitled to, would consider
the United States ‘guilty of un-
friendly discrimination.. ' There
would be no end to the calls made
upon the United States and; should
the United States -itself decide to
halt the program, it would be con-
fronted by outcries: from every
side. :

That brings me to the Interna-
tional Bank, for the Bank, as I
have had occasion to 'say many
times, -is essentially a bridge be-
tween inter-governmental lending
and private investment. Although
the Bank is an inter-governmental

ducive to the flow of foreign pri-

they will help to restore the con-
tidence’ of investors which was ‘so
badly shaken by the .careless in-
ternational lending and borrowing
of the 1920’s. %

Werid Bank {0 Supplement ERP

iJuring ‘the ERP  period, the
Bank’s activities in Europe will
necessarily be dwarfed by ECA;
all we can hope to do is to supple-
ment the ERP program by financ-
ing certain. of the longer-term
projects for which ECA funds may
be insufficient, Our primary em-
phasis will necessarily be, there-
fore, on the financing. of produc-
tive projects in the underdevel-
oped countries and colonial areas
of the world. There is ample
scope here for all the imagination,
ingenuity and vigor we can bring
to bear. The success we achieve
will be important not only for the
underdeveloped - areas themselves
but also for Europe and for the
United States.. For to the extent

vate capital; and, on the other, that'

‘I have touched upon are compli-

-easier to state tho difficulties than|

‘we should know whether affirma-

productivity ‘of Latin America, of
Africa, of the Middle and Far East,
the dependence' of Europe and of
other countries'on American ex-
ports will be diminished and there |
will be a smaller United - States
export ‘surplus for -the American
taxpayer to finance.

All of these problems of inter-
national economic recovery which'

cated and' baffling, It 'is much,
to find the solution, mmuch easier
to give way to pessimism than to
sustain the hope of success,
Progress has been made and
very real progress—the important
thing is to maintain and accelerate
it. The year 1949 will be another
crucial year and at the end of it

tive forces have really been gen-
erated on the basis of the very
greatly increased productive ca-
pacities which now exist.” The val-
ues which will have to be applied
in the coming year will at least be

| 1950 without the imposition of ad-
ditional taxes.

Going back to January, 1948,
the President estimated receipts
of $44.5 billion. In his Budget Re-
view of August he projected rev-
enues in this fiscal year at $40.7
billion, $3.7 billion i23s, giving as
a reason the impact of the Rev-
enue Act of 1948.  He now uses
$39.5 billion, which is the equiva-
lent of $42.2 billion before allow-
ing for the new . accouniing

Budget Receipts
Direct taxes on ' individuals
Direct taxes on corporations

Let the Government Not
Upset the Stock Market!

(Continued from page 2)

August 1948

$18,369
11,233

as much moral as physicai.

whereby refunds are  deducted
from revenues instead of being in-
cluded in expenditures. i'xcept to
deflate the receipts and thus tend
to bring them intoline in the pub-
lic. mind with the earlier esti-
mates of the President and his ad-
visers, the purpose of ih2 change
is obscure. Revised estimates of
last August compared with the
budget- recently submitted in two
of the principal categories follocw:
January, 1949  Increase
In Millions :

$19,327
11,709

$958
476

Total Increase

We think it is significant that
the President glides over réeceipts
in fiscal 1949 by stating merely:
“The Revenue Act of 1948, passed
over my veto, is causing a sharp
reduction of individual income tax
collections,” The fact is {ihat
budgetary receipts are much bet-
ter than had been anticipated ow=
ing to the rise in wages and na-
tional income, which in November
was  at the annual rate of $216
billion, whereas the President de-
clared in August that the ‘esti-
mates resume a continuation . of
approximately the present level
of incomes,” which in June were
at the annual rate of about $209
billion.

Our studies. lead us to believe
that receipts in fiscal 1949 (new
basis) will range between $41 and

to give away  things for which, in' agency, it has'a mandate to con-|$42 billion, providing a sizable

the absence -of

restrictions, - it duct its affairs on a non-political surplus over the expenditures of

would be paid, for either the tax-|and objective basis, it operates for $40.2 billion instead of the $600

payer must pay for that excess or the most part with funds raised million

projected deficit. Further-

the foreigners must be allowed to by it in the private investment more, assuming continued high
earn it. To put it ‘another. way, | market and its-lending activities'employment, as does the adminis-
every. dollar earned by foreign|are and must be carried on in a tration, the present revenue sys-
commerce is used sooner or later| businesslike manner. The short- temy will furnish receipts at least
to buy something else  in the run objective of the Bank is to

United States.

There is another field in which' gent and productive reconstruc—!

provide capital for the most ur-

"the United States might help to’pion and developmgnt projects in
solve its own problem’ of having. its member countries. The long-
to: give away its goods and that is run, and what I regard as the
to/ encourage other';vcpuntriesj_totmore important. objective of the

look elsewhere. than te the United
States for goods which can be pro-
cured. elsewhere.. “A: high: volume
of exports, far from:being an,as-
set, is"a-decided liability if, as at
present;. a. “large " percentage’ of

those exports:is being financed by.{

‘grants, It is  therefore in the:in-
terest’ of “the United States 'that
- other'sources of 'supply be devel-
oped ‘and the; dependence: of ‘other
‘countries on United States exports
: ‘Translated 'into practical terms,
that means that the United States
should’ look -with. favor “upon the

Bank, is to blaze the trail for
sound investments in far greater
amounts by private capital.

The Bank is not in the bysiness-

‘of making political loans or relief

loans or loans. to. cover  current
balance of payment deficits... Qur:
field of operation is rather .the fi-
nancing.  of specific . productive
projects in cases where reasonable

prospects of repayment- exist but

where the risks involved, for one
reason or another, are too great
for private capital to assume. We
hope that 'the character- of our
loans will be such that, on the one

efforts ‘of ‘other ‘countries to.'1imit | hand. they will create in the bor-

their . purchases in"*'the*'Unitéd . rowing countries

an  economic

{equal to the $41.9 billion expendi-
tures projected for fiscal 1950, in-
stead of the estimated $873 mil-
\lion deficit. Does anyone familiar
with government maintain with a
straight face that in a budget ex-
ceeding $40 billion, alleged deficits
of about 2% cannot-be cured by
paring down expenditures, taking
the - President’s figures at. their
face value?

-In.this way, a beginning could
be made on social welfare legis-
lation- without' ‘unbalancing  ‘the
budget. “The Hoover report will
pave the way for important econ-
omies.: The budget as submitted
includes $600 million for universal
military training, which it is ex~
tremely unlikely will be:instituted
unless the iaternational situation
deteriorates. We- cite this - fact
because *it “illustrates  that* in a
budget of the dimensions which

$1,434

the country is now dealing with,
relatively.slight changes are suf-
ficient to eliminate a deficit (or
a surplus) of $600-$900 million.
The size of the tax increase. re-
quested by the President seems
to ‘be entirely out of proportion
even 1o the size of the estimated
deficit in the budget. prepared by
the Bureau of the Budget itself. .

Considering’ the - discrepancy in
the President’s revenue estimates
of 16% in 1947 and 27% the year
before, we conclude the Congress
will resist the request for $4 bil-
lion additional revenue,

The balancing of production and
consumption at best is a supreme-
ly difficult task. and _it ‘is being
over-optimistic to look. for a per-
fect balance,

Toward Stability

As we examine the Economic
Report and the other state papers,
supplemented by our own studies,
we arrive at.a different conclu-
sion from both the administration
and its severest critics; namely,
the years since V-J Day, with all
the deficiencies of government
policy, mistakes of ‘labor and oc-
casional shortsightedness of busi-
ness, have been years of splendid
achievement in' employment, pro-
duction and‘well being. Incident-
ally, per-capita disposable income,
adjusted for -changes in the pur-|
chasing power of the -dollar,: is

estimated by the Council at $1,226 |

in  the fourth' quarter: of. 1948,
against $1,201 in the first quarter:
The distribution of ‘income, fur-
thermore, has-improved 'compared
with -the prewar period.

Supply  shortages: are: growing
less numerous; Efficiency is-im-
proving. The money supply has
not-been reduced and a cumula-
tive process of contraction will
not. be. genérated by tight credit
or financial crises. Caution has
generally prevailed in the placing

base and an economic climate con- | that we can help to increase the ‘have occurred, mainlywin du{QOf;

line agricultural commodities. The
economy has adjusted itself bettes
than.might have been expected to
present taxes, wages and price:.
Adjustments in process seem like~

1y to improve the balance.

The nation’s economic health in
fact is amazing. Re-arrangement.
of the tax structure to remove
barriers to capital ‘accumulatiorx
and investment in ownership
rather than, the injection of added
taxes likely to arrest economic
growth, should ' be wundertaken.
The maximum  personal effort o
industrious individuals of unusual
talent and ability is needed and
cannot be summoned without per-

mitting them to acquire a finan- -

cial state.

“The national tax policy shoul}
be flexible and should be prompi~
ly adjusted to the changing needs
of business and consumers in the
course of evolving
events,” says the President. Bui
the proposed. changes would jai
rather than promote proper ad-
justment to . .current economic
tendencies which we interpret te
be neither in the direction of 'vio—~
lent inflation nor drastic deflation.

In view of readjustments tak-
ing place of. themselves, touching
a wider area of industry, and the
recession in the cost of living,
especially food. prices, the natural
question which both the Congress
and public opinion will ask, to put
it  bluntly, is: “Why upset the
apple cart?” In brief, we expect
the Congress: (a) recognizing the
emergency nature of the budge?,
to reduce the cost of government
and to cut down new social wel-
fare proposals, and (b) recogniz-
ing past errors in estimating rev-
enues, to “wait and see” and grani
only a small part, if any, of the
President’s tax recommendation:.

Conclusion
Our investment policy remain:
consistent with this underlying
standpoint.
assumptions: !

stocks-are minor;

(2) That continued readjust=
ments and uncertanties favor con-
fining . investment to industry
leaders well entrenched: finaii—
cially and with low costs;

dividends and earnings is so great

will be made this year compared
with 1948 conceding *a 'possible
moderate: " increase in - corporate

earnings;

crease " in individual ‘income tasx
rates and the recent expansion i
saving will be maintained:

The keynote for 1949 is stability
rather than boom or ‘bust.
creasing confidence, first reflectect
as we expected, in conservative
investment — money bonds and
high  grade preférred stock—
should sooner or later be reflected
in good common stocks.

Blair & Go. Opens
Los Angeles Branch

LOS ANGELES, CALIF.—Blair

opened a Los Angeles office at
639 South Spring - Street under’
the management of Carl E. Ap—
ponyi, it is announced.

Edgerton Wykoff & Co.

Hunt Elected Trustee

ican  Surety Group,

announced. Mr. Hunt, who was

joined American Surety . Co, in

of hew orders. Fzice weaknesses

ments,

economic -

It is guided by these:

(1) That risks in sound commonn.-

(3) That the margin between

that increased dividend.payments:

tax rates and- some reduction in’

+(4)" That there will: be no in-

In-:

& Co., Inc., of New York, has,

Mr. Apponyi was formerly with-

Alfred }. Hunt, Jr., Vice-Presi~_
dent and Treasurer of the Amer-
has - beere:
elected a member of the board o%:
trustees ‘of American Surety Co.,:
the parent company, it has been:

formerly with the banking firm -
of Brown Bros. Harriman & Co., .

1940 in charge of portfolio invest-’

g

¥
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The l'ulute ol lhe Secunlles Business

(Continued from page 19)
nothing short of disastrous. As a
result of persecution, vilification
and lack of incentive, very little
new blood is being attracted and,.
I am ‘sorry to say, a large pro-
portion of the old blood is coag-
ulating,” It is extremely difficult
to get a new idea across because

veof that natural resistance “to

change that often comes with age.
Our industry is lacking: virility
and, in my opinion, one of th¢
reasons why this is so is the av-
erage age of the blood in ‘the
industry. I would venture to say
"ithat 90% of the personnel of the
security business is lacking that
self-respect and that sincerity
which comes with a deep. convic-
tion that their jobs are of vital
Jmportance to the welfare of the
nation,

Our industry really is one of
the. most’ dynamic 'of " the forces
that make for improvement in the
standard of living; we have to
perform that vital function  of
helping the surplus savings of
individuals'to find their way back:
into ‘the most creative channel of
the economic stream.  Certainly
this' is an hohorable and vital
function that rebounds to the
benefit of labor and the rest of
our fellow citizens. - From the
economist’s point of view. the in-
telligent and aggressive member
of the security fraternity has
every reason to throw his should-
ers back and be proud of the con-
structive job that he is doing for
civilization. If we can sincerely
make him feel that pride, then he
is going to blossom forth w1th
creative ideas.

As matters stand at the moment,

most of the members of our in-
dustry are lacking in courage and
everyone is afraid to get his chin
out; whereas if the industry were
in a’'condition where it was per-
forming its true function, we
would be creating that vital lead-
ership that is so necessary in
combatting the world trends
toward state socialism.
"In my view, this subcommittee
oni morale would be one of the
most important in my whole idea
of a coordinated group represent-
ing our entire industry; if the rep-
resentatives of the mdustry do
not have confidence in. them-
selves, how can they expect any-
one else to "have confidence in
them?

(f) ‘Merchandising Methods,——-
This ‘subcommittee would neces-
sarily - be sub-divided into two!
sections, namely primary distri-
bution of new securities and sec-
ondary markets. In regard to the
first item, the Investment Bank-
ers Assocxatlon would  have an
important part and it is to .be
hoped that, if our structure is to
remain strong and permanent, due
diligence would be exerclsed in
the quality of securities that are
distributed to the investing pub-
lic. Ifthe new issue represents
venture capital, it can be so
stated  because ' the ' American
public is noted for its w1llmgness
to take a gamble, and if it is pre-
sented to them as a gamble in the
first place, by and large they will
take their possible  losses. phxlo-
sophxcally

The matter of secondary mar-
kets is just as vital,-however, and
perhaps more intricate in: many
ways. In my experience 1 have
witnessed - so . very frequently a
lack of complete understanding of
the objectives of the investor or
speculator,  Believe : it or. not,
there are a great many people in
this country who want .to bay se-
curities on a more or less perma-
nent basis (whereas S0 many rep-
resentatives in the security busi-
ness presume that their. interest
is very heavily on the market .ap-
preciation side). I think the se-
curity business &t large, perhaps
subconsciously, has tended to put
too much stress on the z;precia-

tion or depreciation angle.
"One of the greatest sierchandis- |
ing problems of the moment m-’

volves the fact that there really
aas been a certain re-distribution
of the wealth, Regardless of social
implications, it used to be a fact
that certain family funds held
an inventory of blue chip stocks
through booms and depressions,
Due to the incidence of progres-
sive income taxation and estate
«axes, these holdings have been
oroken up, The latest available
satistics, suggest that one-half of
the outstanding common stocks
now are in the hands -of individ-
aals whose income is below $12,-
J00. (An interesting statistic
irom a social viewpoint!) Whereas
savings used to be fairly well con-
centrated in the hands of a com-
paratively few people, they are
W spread out into millions of
small pieces, probably held by
ndividuals who know . little or
aothing about common stock: in-
vestment. :

In my opinion, one of the sev-
2ral reasons why we  currently
nave low price-earnings ratios
and high common stock yields is
because of this condition.” I'think
:t must be admitted that the mar-
ket for securities has changed but
[ question whether the methods of
the ~'security business have
changed with it. It must be ob-
vious to all of us that a 6% yield
on a common stock to a person in
an income bracket exceeding $25,-
000 per year used to mean 4% %
after.an effective 25% tax rate,
whereas it now only means 3%
after- an effective 50% tax rate.
Due to the progressive nature of
taxation, a common stock  divi-
dend return to someone in the
lower brackefs is relatively more
valuable than it is to someone in
the higher brackets.  This cer-
tainly is a fundamental change
and [ fail to see where the sdcur-
ity business has revised ‘its rer~
chandising methods to cope with
the change.

Herein it seems to me we have
to recognize one of our immediate
problems. I notice that the life
insurance companies are spending
$3 billion per year in an effort
to get their fair share of dispos-
able income. Frankly, I don’t
know what the security business
is spending in its merchandising
efforts, but I do know that we are
failing to make the public aware
of the returns. that can be: ob-
tained on the'common stocks of
some of the soundest companies
in the world. I am considered
somewhat radical in my views on
this subject but it seems to me
that if we are to go after the
mass market of millions of com-
paratively small pieces of savings,
we should use some  of the mer-
chandising methods which we de=
mand from' the ‘' managements - of
the companies 'in which we like
to invest. My idea of an adver-
tisement on security values would
be a display ad -sandwiched in
between “ those ‘of Macy’s’ and
Gimbel’s 1 don’t know that ‘my
ideas on this subject would go as
far as.using sky-writing, but I
am prone to bring up the thought
because - of my conviction that
there should. be some startling
changes - in the merchandising
methods of the security business.

It is broadly recognized that the
public knows very little about the
intricate ‘matter. of investing its
surplus savings; it cannot be ex-
pected that each individual who
has ‘accumulated - savings' in’ ex-
cess of the rainy day reserve of
$5,000 could probably appraise the
value 'of .the common stocks of
our prominent. enterprises. That
is a matter that - properly - falls
within the naural functions of the
security business. In this connec-
tion, it is often suggested ‘that the
open-end investment trust pro-
vides the proper answer. Theoreti-
cally, I agree that this is true for
certain “purposes, but in connec-
tion with these investment com-
panies, I do think that our broad
subcommittee * on :merchandising
has certain . police dutxes to per-
form, ‘At one time I was asked

by - the head of one  of these
companies if I would write a
bullish - article for him " semi-
monthly. I asked him what I
would do if I were not bullish. He
indignantly replied that I must be
a jackass if I did not realize that
he could not sell his investment
company shares to the public un-
less he maintained a bullish at-
titude. All of which demonstrates
to me a very keen necessity for
the separation of the investment
committee of any of these com-
panies from the sales department.

But, after all, the investment
companies are not - the .only
answer to the merchandising
problem. There will always be
those who want .to direct .their
own investments with the assist-
ance of people- who. are well
versed in'relative security. values.
I am thinking now of registered
customers brokers and investment
counsel firms. Every effort must
be: made by this particular sub-
committee to keep these people
well informed and. to keep the
personnel . in this. division - con-
stantly: aware of ‘their responsi-
bilities to the public. - A

(g) Corporation ‘Relationships
—Although my particular organ-

ization has had the wholehearted.

cooperation of 90% of the corpo-
ration managements ‘that we con-
tact, we still feel that these man-
agements have to be made con-
scious of their stockholder rela-
tionships, I might go so far as to
say that we see some evidence of
“managerial revolution.” The pro-
portion of incomes' over $25,000
that is attributed to salaries has
been increasing and the propor-
tion that is attributable to divi-
dends has been decreasing, which
might be interpreted as a greater
interest by management :in. sal-
aries ' than in jthe  welfare * of
the stockholder. The relationships
must be kept in proper balance
or  the economy is: going to run
into trouble. It is a fact that divi-
dends and interest as a proportion
of ‘national income have been de-
creasing and there is some evi-
dence that management was per-
fectly willing to finance expan-
sion out of earnings at the ex-
pense of dividends, rather than
by new  financing. These and
various other points of similar na-
ture should be the function of our
subcommittee on ' relationships
with corporation managements.
(h) Coordination—If time had
permitted, I would have gone into
a great deal more detail in out-
lining the functions of ‘all of the
foregoing subcommittees because
I would like to emphasize the tre-
mendous scope of the problems
that we are facing—problems that
are important not” only' to'‘each
of ‘'us as members of the security
fraternity but, of a great ‘deal
more 1mportance, to our way of
life. - Either through':some ‘sub-
committee on coordination oras
a-function. of the central board of

governors, there must: necessarily |

be a balancing and:integration of
the solution and action proposed
by each’of 'the maJor_subdrvrsr_ons
Among other functions of this co-
ordinating procedure 'would . be
matters pértaining .to" ]egrslatlon

The 'suggested new orgamzatlon‘
earning and commanding: the re-.

spect of the public; would be.in a
position . to ‘suggest legislative
changes that may’ be ‘warranted:in
the 1nterests of the public welfare,
which, in turn, should-be to. the
best mterests of the security busi-

ness if -these: proposals are to-be!

soundly conceived.

I thoroughly reahze that all of
the foregoing is‘in need of re-
finement. Nevertheless, I am'per=
fectly willing to 'set up a target
for someone to shoot at- because,
so far as I can ascertain, many in-
dividuals -among us are' in em-
phatie agreement: that. something
should be donebut, unfortunately,

nobody does-anything about it. If |
in my.discussion ‘and -suggestions|

on the future of the security busi-

.| obtained an

‘of good investment;values.

ness.some.one of you may have
idea "and has the
courage and energy to add to it,
then something constructive will
have been accomplished.

But, gentlemen, on  this one
point I must express my deepest
convictions: to the extent that we-
continue -the present.”do-nothing
policy, then to the 1ndustry col-

¥ ' )
lectiv'ely and to each of us indi-~
v1duahy' there ‘accrues a just eriti=-
cism tnat we have. faued at a:
critical time to do our part in per-
petuating "a free enterprlse eco—'
nomic system that has brought o’
the world the greatest degree ot
freedom and the greatest progress
in civilization of any system’ Lndt
has. ever ex15ted in history, 3

lnveslmenls as Bank lncome

(Contmued from page 21)

making is partiof- guccessful bank- |

ing, ‘surely must not’betoo' de=
pendent upon the uncertam {future
course of mterest rates. "'In my
opinion, ‘it" 'is & ' matter. whic.
can  be ‘profitably - relegateq to
the ‘background* by the: average
banker, . . s A

In England where {:-received
my. earliest’ ~financial’ trammg,

there ‘was consrderably ‘greater-

emphasis upon the securingof-in=
come than in, the making of cap-
ital gains. This is obviously not
a plea for the slightest relaxing of
quality standards, -but neverthe-
less  represents an. investment

philosophy of 'a sort ‘which -pro--

vides probably a better basis for
judgment than would be provided
by the relatively unpredlctable
turns of prices.

Investing Funds

Let us call the first half of my
philosophy 'the calculated risk of
the deposit level. . The second half
concerns the calculated risk in
actually investing. funds.

Bank investing .is. not what if
used  to..be  and many . rule-of-
thumb ~bank" investment - views;
yardsticks, of measurement. and
standards, which functioned suc-
cessfully ‘in the past are now re-
garded as obsolete by sophisticated
investors and. the closest- students
‘Other
changes, such as. abandonment of
the prewar gold standard with its
automatic influences on the: inter-
national gold flow - which im-
pinged on the level of business
commodity = prices . and interest
rates, have had their influences.
Government debt was once a

fraction of what. it is now, banks|

were often indebted to the re-
serve banks .as a normal matter

with eligible paper available, The!

ratio - of loans to deposits “was
much . higher than now.!Central
bank credit management was rela-
tively crude in its operations
largely through.the operation of
the rediscount rate.
dead and appears: to.be” perma-
nently so.

While all that is change:}, the
need for bank investment rermains
The long-term downward trend
of loans of a century of banking
appears to signify that commercial
banks will ,continue to be sub-

stantial investors at.all times as|

well ‘as ‘lending  institutions..and,
while -the. need - for:. bank :invest-
ment continues, with- the, rules. of
the game changed we need more
than ever before .to"-have.a . pro-
fesional knowledge"of;thosm facts
which govern® oup inve stm oper-
ations. at i

Intelllgent bank’ mvestment
then, should utilize*the wealth of

available facts if ‘it is to be suc~

cessful. It must not be suvposed
that Federal policy and attitude

towards our making or withhold~{

ing ‘loans, or examining-agenecies’
comments on the - length. of. a
bank’s bond portfoho will relieve
the banker of his responsﬂmhty
By the»same token; it:should not

be permitted to stultify the
‘| formulation' of a .bond investment

policy ‘in .accord: witha- factual

study ‘of his: own bank and hlS‘
! ! fresher” courses

I think no one’ will deny the | -

own community,

importance: of the. research and
statistical .aspect. in “our work.
Where to obtain the facts is an-
other matter, but.'that, toé; has
changed measurably.in the past:25

years. As far as-statistics,- field+
work, and the following of details
“and ramlflcatlons of investments'

All" this -is-

are coricerned, our investment-
banking houses toaay appear 1w .

.me ..to 'be -more .eificient and

sophisticated. tnan tney were -
fewk years ago. 'The guvernment.

‘issues much more usetul statisties:
'than ;- formerly,

and there . are:
skllled services available whicn:
mterpret the. political and eco~
nomic - background purely from:
the' investor's. viewpoint. = Some’
institutions: of higher learning—+
with ‘a .bow -to my friend Dr!
Nadler—are well known: in Wall"
Street for their expositions of in~
vestment facts ‘and logic, The,
larger commercial banks are, for:
obvious reasons, able . to devote:
more time and money not only to"
the actual study'of investments;.
but to all the facts pertaining to
bank, portfolio investment -tnan.
are the less forturate and smaller,
commercial banks, You pay comk
missions - to - dealers—use them.
They: will be -genuinely glad to -
help you and, from my experience:
with them, they will frankly tell:
you if they -have no opinion’ or%
have not sufficient facts available’

.to - their firm  to formulate an’
sopinion.

You have deposits with':
correspondent banks. Use theseée!
banks, *~That ' is" what they "are:
there for, The willingness to be:
of service is undeniable and I
have the feeling that a large num-=:
ber of banks outside the metro="
politan-areas do not, from the in+'
vestment viewpoint, avail: them-+!
selves sufficiently of these good
friends,

In many banks, investing is pex-
force a part- tlme function and
my observation—and I believe I
am correct in tnis—is that a large;
number of banks have not yet,
quite grasped the lmportance of
the investment portfolio in its re=
lation to income. If a man is good:
endugh to’ hold down a respon-
sible 'position in a bank, he is
intelligent ‘enough to acquire the

facts and  the knowledge upon
“which to. base responsible invest~

ment Judgment—lf the bank will#
give him''the” time to devote: to:
thls study If a ' man’s background*
in such_matters is deficient, there*
is ‘an abundance of sound and con-/
servative: texts .and training’
courses,. both “inside and ‘outside”
of the commercial banking . sys-&
tem, where that background. cah
be acqulred In my. . not tooi
humble opinion, it is money well!
spent—and tax deductible ‘in the‘
bargam—to train ‘an. investment’
man. in every bank, whether fullk
or part-time, It may be that ‘in:
some. cases. @ bank: would have to),
'take a somewhat long-term view=:
pomt on this, such as trammg al
younger, .employee for siuch, work:
in which, case he. could be absent:
from ‘the: bank ‘in order to’ go to:

such places where he would ‘ac~ '’

qu1re,mvestment knowledge.' For 5
example, if. you' do not h at
statlstlcal department in & bank,’
you: cannot teach. practlcal stati y
tics, I feel certain that there arel

many " correspondent ' _banks ‘and!

large and well équipped mVesM :

ment’” houses who-would- be - onlyn ol

too- glad ,t0" give any ‘such bankj
emp]oyees an, intensive course of
training,: "with. subsequent res

fre
1

Judgimr Investment Results
' Now; havmg this - machmery, .

set-up  and in use, how' can we:
.Judge ~investment ‘results?

limitations. on doing . so are’ ob+i

-vigus. s Hindsight 'being : what m

I8t itis somewhat, ‘but.not . much
easier, to. 'say" quantrtatlvely what

o
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wculd have -happened .had. we
done differently, tnan it is-in ‘mosc
other human vxclssnudes ;More ||
$erious, however, is that invest-|
ment results ‘may be quite. for-|
tuitous or the result ‘of genuinely.
sound judgment fortified by sound
facts. A man or an institution
may ride a, period of rising busi-

ness - cond1t1ons for, al most a,

decade. . for . wholly-“madequate
reasons, and : secure” good ‘Tesults:
o,n second-grade risks.  Such good
results, ‘however, become woeful:
errors’” of:-judgment \when:, “the
moving wheel’ turns,  the .cycle:
reverses ‘ane the irue; inadequacy:
of  investment knowledge::-and,
Philosophy. and -also, watchiulness-
is revealed,

. Further. to thls polnt may I
make a:plea for’the  exercise  of
what “could’ be called’ the “actu-
4rial . viewpoint”’ -in " judging in-
vestment results. ' Just. as in
insurance.. underwriting, average

and “overall results must be the|-

basis of the appraisal of the de-
gree of success. attained,:not:the
émphasis, upon ° the occaswnal
insurance risk ‘which resulted in’
loss; In this vital respect, bank
portfolio ' investing differs .from
trust investing where accountabil--
ity is by item and not.on the over—
all reckoning.

.I'have spent enough years m the
financial world: now.to; be .con-

* yinced that this emiphasis.upon the | :

evaluatwn “of ~investment- results
on & net or overall:basis is: neces-_
sary. -However, this.is ‘not-in -the
least to be'taken as.any advocacy}
on:my: part-of ‘substandard bonds
from waich ‘a superior. total result
‘night: be-attained ‘at.the:risk..of
some large mdlwdual item:lpsses.
The superlouty of _the-results of
such a poliey, is debatable a5 the
-~ outsome . is . so. dependent - upon

hignly . personalized "talents.as: to}

render any generalizations peril:
ous. More tnan that, I have . ob:

served the work and results of
some -bankers of outstanamg abil-
ity and I'have yet to see one who
avained his hign stanmng wnrough
an adaicuon to speculating in-low-
grade securities. Rather, it- has

been more through the consrstent :

pursuit ot quality,

i The cnaracteristics of hlgh-
grdcte investments are easiiy rec-
ognizeg ang relatively little
fraining in tie investment fielg 1s
needed to recognize ‘with equal
ease - mvestmenes which are
Wwholly unsuited ior bank invest-
ment. Tnere is, however, a mid-
dle ficld -and - oae 1n_wmch is
tound the greatest: proportion: oi
oui. securities, .’ Many "of ‘tnese
bonds are neither demonstrably
good mor visibly. bad and -some,
auring long perlods of ,business

stability, even acquire the char-|S

acteristics of bonds of good  in-
vestment merit.. This area of the
bond market is where the greatest
danger lies for the: less skilled
and . careless, for while such ' se-
curltles are not bad credit risks—
in the sense that risk of principal
loss is incurred—they are poor
investments for a bank of deposit
because of the unpredictable mar-
ket fluctuations to which they are
subJected
The first of my 1deas which is
; the calculation of one’s own 1insti-
tution’s . future deposit posrtlon

,commumty r1sks, and so: forth,is |

not-impossible, nor even dxfflcult
The second, ‘which I call the cal-
:culated: risk - in investing; i
matter’of investment education—
téchnique, if you prefer it—coupled
with: taking intelligent advantage
of- the help of willing friends.
" The third is'not easy and-that is
* tb: learn not to fear: reaping the
{ull; income - advantages - of  very
. high-grade medium and long-term
investment, being constantly -re-
minded:.of . the  fact -.that . if the
. infrinsies of a bond are essentially
sound you must not worry - too
-much  about its quoted value be-
tween the time it is purchased: and
}he day when it matures, provid-
_1Ing: that . the . structure of. your
investment portfoho is carefully
deviséd within the limits-of your

is ~a|.

The Slale of Trade and lndustry

. (Contmued from page 5)

can place his order and get it in a few weeks, according to “The Iron
Age,” national ‘metalworking ‘weekly; in its current 'survey of the
steel trade.

In all the welter of gossip, guesses, chartist, statements and sales
reports, states this. trade ‘magazine, it appears that the steel business
is reachmg a‘plateau in the unusual demand of the last few years
and is poised for a market based on growth and replacements.

The . downward moyement of scrap - .priceg . is alarmmg some

.people this week,.;But. others agree that.for the first time smce before

the war serap grades are.coming into better: ‘balance pricewise. Re-
cent purchases have served.to place a price differential between No. 1
heavy melting steel .scrap——a; pnme .grade before the war—and No. 2
heéavy meltmg which generally:. 1. not.asyxgood:

In Pittsburgh, Chicago-and FPhiladelphiaj leading scrap consump-

‘ tlon markets, the prewar dlfferenttal has been -established. The
‘actual difference between: the:two:s i
' 1n 1939, but, adds this trade: paper

of this. A drop of $1 a ton in'No. 1/ heavy‘ el .ng steel in Philaael-
phia ‘caused “The Iron Age” scrap compesite price to ease off to
$40.58 a gross ton, a: decrease of -34_cents: a gross ton from the price
a. week ago. i

There is no sign that :the nscrap,'market will ' slide off the deep
end, in the near future, states:this:trade: -autherity, but it is clear that
‘the good weather, the. heavy stocks.and.therincrease in pig iron out-
put:will force a sensitive situation: pmoe;w;se Itrean be expected that
consumer pressure will- stay on:serapsprices. ~

This week the steel industry astounded even -its worst critics
by making steel at an.annual rate of ' 97,000,000:tons of steel ingots.
This rate cannot: continue-for months on end but it can and prob-
ably will ‘stay’ close to that rate for: anany - months

Recent.. developments int ‘steel-have: added new zip to the efforts
of:New. Englanders to increase: steelmakmg facilities there with the
newest strongest effort commg from. the New::England Council.

- This, organization-has he, nguras to:shew:that (1) New England
produces ‘only* onef thir «the steel “it. consumes,
(2) the change to-f.0.b, mill; sellmg has createdfav ‘“protected market”
in New England; and A3) rawrmatefnal loglstws ‘point to this region

where on lilast Coast: tld ater and‘, that.th‘ey want it in New

England.

- The American Iron and Steel ;Inst}tute armounced that steel
production this week is scheduled to break another new record
.~ which will be 18,400 tons larger than the previous peak reported
in the: week beznunnz Jan. 17, 1949. 'The operating rate of steel
-:companies having 94% of the steel-making capacity of the in-
. dustry will be 101.1% of capacity for the week beginning Jan.
24,71949, as against 100. 1%..in. the preceding week, the new rate
at the start of 1949. The lnstltute 1eports the schedule of opera-
tions is up 1 point, or 1% from the previous week.
This week’s operating rate: is ‘equivalent’to 1,863,800 tons of
steel ingots and .castings :compared-to 1,845,400 tons a week ago,
-1,753,800 tons or 97.3% a'month -ago.and. 1,416,000 tons, or 95.2%
;of the old capacity one. year:age-and 91,210 tons for the aver-
age week in 1940, highest.prewar. year, ;
4 The current percentage rate’of Q) on is based upon the”
total annual steel-making: capacity. of- 96, 120 930 tons as reported
by. the producing companies at the start .of . 1949

ELECTRIC OUTPUT RISESIN WEEK ENDED' JAN. 22

The amount of electrical energy distributed by the electric light
and power industry for the week- ended Jan, 22 was estimated at
5,768,934,000 kwh., accordmg to..the . Edison. Eléctric Institute. ' This
represented an increase of 42,226, ,000 kwh, .above output in the pre-
ceding week; 332,504,000 kwh or 6.1% higherthan the figure re-
ported-for the week ended Jan. 24, 1948 and 912,530,000 kwh. in
excess of the output reported lox the correspondmg period two
years ago. ; :

CARLOADINGS ADVANCE SLIGHTLY IN LATEST WEEK

Loadings of revenue freight for the week ended Jan. 15, 1949,
totaled 733,272 cars, accordmg to the Association of American Rail-
10ads. Thxs was an increase of 11,765 cars, or 1.6% above the pre-
ceding week, but a decrease of 75 036 cars, or 9.3% under the cor-
responding week in 1948. It also represented a decrease of 94 ,788
cars, or 11.4% below the simiiar period in 1947.

AUTOQ OUTPUT CLIMBS FURTHER

Production of cars and trucks in the United States and Canada
for the nast week was estimated to be 114,247 units compared to
112,587 (revised) ‘units in the week preceding, according to “Ward’s
Automotive Reports.”

Higher schedules were reported for Chevrolet 'and Pontiac,
“with the latter producing nearly five times as many--of its 1949
models as’in the prevxous week. Buick .output also was up from
last’ week, because -of six-day - operatlons

OQutput in the similar period a year ago was 110,774 units and
in the ‘like week of 1941, 121,948 units. - . ..~
-Last week’s output cons1sted of 82, 511 cars. and 27,431 trucks built
in:the United States and 2,236 cars and 2 069 trucks in Canada.

BUSINESS FAILURES AT HIGHEST LEVEEIN SIX YEARS

Commercial and industrial failures Tose: sharply to 142, the: high-
est level in six years, in.the week ended. Jan: 20, Dun & Bradstreet
Inc. . reported. 'This-compared . with 127 in the precedlng week, 109
in the corresponding week [0f.1948,.and 51 in.1947. Casualtxes num-
bered 367 in:the comparable week. of 1939,

Failures  involving llablhtxes of “$3, 000 or more mcreased to
128 from 103 last week ‘and-excee the-95 which occurred in
.the comparable week a year: ago»w’SmlLfaxlures with liabilities
under $5,000 declined to l4,.the same number as a year ago, from
24 in the previous week, -

Retail failures- reached -ﬂthe laagestwtetasl‘smce February, 1943
and .whalesale failures.were-the:most. numeraiis since October, 1942.
Manufacturing +failures::rose: ’methe»«weekra»whlle construct%lon and
commercial . service casualties:declined-shightly:

-Pacifiec - Statés: casualties swiere :Highei: £or(the ‘week but Middle
Atlantic, East North Central:and:New:England-failures declined.

FOOD PRICE INDEX DROPS TO NEW 20-MON'1‘H LOW
"IN LATEST WEEK

The steady downward pressure.in foods continued in eyidence
last week and the Dun & Bradstleet wholesale iood price index
fell to $6.02 on Jan. 18. This was a drop of 1.0% from the $6.08 of
a week earlier, and a’decline of 17.0% from $7.25 recorded a year
ago at' this time. ' The latest index represents a new 20-month low;
it is only 1.2% above the 1947 low of $5.95 registered on May 20, 1947.

The index represents the sum total of the prlce per pound of 31
foods in general use.

COMMODITY  PRICE INDEX CONTINUES MILDLY LOWER
TREND FOR WEEK

The daily wholesale' commodity price index, compiled by Dun
& Bradstreet, Inc., continued: its mildly downward course during the
past week. The index fell {0 a new 17-month low of 266.13 on Jan.
18, down 2.75 points from 268.88 a week previous. The current
ngure represents a decline of 12.4% from the comparatlve 1948 index
of 303.86.

Activity on the Chicago Board of Trade quwkened‘ in the past

s| week as the result of continued liquidation in grain and lard markets.

Prices were somewhat irregular but moved in a fairly
narrow range and the general trend was again downward.

Wheat d1splayed considerable resistance to pressure at times on
buying by mills and cash interests, the latter reflecting sales’ ‘of the
actual grain to the government.

The new crop outlook showed some improvement; riports from
the West and Southwest indicaied an ample supply of moisture in
most sections. Government buying of cash corn was relatively light
with shipping demand reported very slow and bookings with the
country spotty. Stocks. of corn on farms as of Jan.:1, 1949 were re-
ported at 2,520 million bushels, the largest on record for that date.

The export flour market was quite ‘active during the week.
Trading in the domestic market was featured by large purchases of
hard winter wheat flours by a.chain baker for March and April
delivery. The cocoa market continued weak with prices again sharply
lower.  Manufacturers remaired on the sidelines, ‘reflecting the. re-
ported decline-in chocolate consumptlon All fats and oils continued
their downward trend with lard selllng at new low prices since
March 1946.

Cotton prices _continued to move within narrow limits “with
closing spot values up slightly over a week ago.

Dominant - supporting factors included price-fixing against
sales to Korea, prospects of increased buying for export, con-
tinued Iarge entries of cotton into the government loan and indi-
cations that domestic consumptlon of the staple’ during December
was better than ‘had been” generally anticlpated y

Spot market activity increased in volume and reported sales in
the 10 spot markets totalled 226,100 bales in the latest week, against
143,200 the previous week, and 189,300 in  the correspondmg week
a year ago. Consumption of - cotton during December, as estimated
by the New York Cotton Exchange amounted to 695, 000 bales, com-
pared with 685,000 bales in November and. 755,000 bales in Decem-
ber a year ago. - = 1|

RETAIL AND WHOLESALE TRADE COMPARES FAVORABLY

WITH LIKE PERIOD A YEAR AGO

As many apparel “and ‘household goods continued to be offered
at attractive reductions, retail dollar volume increased fractionally
in the period ended on Wednesday of last week. The aggregate of
retail purchases slightly surpassed that of the comparable week last
year and selectivity continued to characterize the shopping habits of
most consumers, states Dun & Bradstreet, Inc.,, in 1ts current sum-
mary of trade.

With the prevalence of unseasonably moderate weather in many
areas last week shoppers decreased their purchases of heavy. cloth-=
ing.. However, some sections reported an increase in the consumer
interest in price-reduced furs. Promotions of men’s wear became
‘more wxdespread with the response generally moderate. Clearance
sales of men’s shoes attracted favorable attention. Boys' wear sold
in an increased volume.

Consumers fractionally increased their food purchases the
past week and total dollar volume slightly exceeded that of the
comparable week last year. I

Shoppers displayed a more active interest in furnlture than in
recent weeks. There was a slight rise in the demand for floor cover=-
ings. Retail purchases of radio and television sets increased frac-
tionally as consumers responded to markdown sales. The demand
for most electrical appliances continued to be limited and total vol-
ume was moderately below that of the corresponding week last ‘year.
However, the sales volume of househoid soft goods: continued to
mount.

Retail volume for the tountry in the period ended on Wednes-
day of last week was estimated to be from 2 to 6% above that of a
year ago.

Regional estimates varied from the corresponding levels of -
a year ago by the following percenta\*es New England and Mid- :
west up 4 to up 8, East up 3 to up 7, South down 2 to up 2,
Northwest unchan‘red to up 4, Southwest down 1 to up 3 and

. Pacific Coast up 1 to up 5.

The total dollar volume of wholesale orders rose fractionally
in the week approximating that of: the corresponding week a year
ago. The number of ‘buyers attending many -wholesale markets
dipped moderately in the period but was more than half again as
large as that in the comparable week last year.

Department store sales on a country-wide basis, as taken from
the Federal Reserve Board’s index for the week ended Jan. 15, 1949,
showed an increase of 6% from the like period of last year. Th1s
compared with an increase of 8% (revised) recorded in the pre-
ceding week. For the four weeks ended Jan. 15, 1949, sales increased
by 14% and for the year to date increased by 5%

Retail trade here in New York last week made a good show-
ing with department store sales reporting an increase of 2% for |
the period. )

According to the Federal Reserve Board’s index, department
store sales in New York City for the weekly period to Jan 15, 1949,
advanced by 7% from ‘the same period last year. -In the precedmg
week a decrease of 1% (revised) was registered over the similar:
week of 1947, For the four weeks ended Jan. 15, 1949, a rise of 17%

was recorded over that of last year and for the ‘year to date volume

own capital funds. { increased by 4%.
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,cqopdinatior'x‘ of effort, a combina<
jtion. . of « economic; ‘psychological .

| must do that, but at the same time
-l'you must- create: incentives -that

(Continued from page 23)

against sales that have already
been recorded. .

. .(c¢) Finally, do.not overlook the
competition between items 'in
your own. establishments. The
avernge-family ‘has-just ‘so -much’
{o spend. Even if we assume that
it will spend this amount in your
own .. individual establishment,

there is 'still the problem of* dis- |’

iributing this spending among the
different items that you have.on
display. N ‘

There are, of course, certain
basic needs that must be satisfied.
In'the main, however, these needs,
particularly for merchandise that
has .any durability whatsoever,
have ealready been well satisfied.
Your problem at the moment is to
tempt the consumer with better
values. or with. improvements in
style and quality.

Certair of your buyers will be
successliul in reaching this objec-
tive, They will find individual

~items. that will sell very well and

that will help your entire opera-
tiop.’ To some extent this success
will be due to their own capabili-
ties, but to some extent it will

" also reflect changing conditions in

wholesale markets.

Retail management must:make
every allowance for this last fac-
for. A trained buyer, who-has a
highly developed sense of mer-
chandise values, will be a jewel
of rare value in the years ahead.
But, however well-trained he is,
and however well-developed his
sense of values, he cannot accom-
plish the impossible. We are still
in a period of transition. Values
will be better in one market than

1949 Business Outlook and Retail Problems

: . you must not expect unit volume
family must continue to . make

to_be too favorable.

However, I consciously refrain
from painting too black a picture
at_this; point. After all, mark-
downs are nothing new to retail-
ers. For'a year and a half now
they - have marked ..items- down;
without .-being -able to-come .back
into. wholesale markets and re-
place at corresponding prices.
To_a much greater extent than
in the past, wholesale. markéets
have now suffered a considerable
degree-of liquidation. Manufac-
turers, too, are beginning to. feel
the pressure of 'price resistance.
Narrowing of profit. margins will
not be a unique occurrence at the
retail level, .but. will - spread
throughout manufacturing circles:

In all fairress it must be said
that manufacturers still’ have a
cost problem, which is similar in
many respects to that of retailers.

shows "a major‘ decline “at this
point, although there have been
sharp drops in some cases. Labor
costs are still"high., Any marked
decrease in labor costs can only
come when there are marked
gains  in output. per man-hour.
And in most cases these do not
develcu wuntil individual plants
haveo zurtailed operations and dis-
charged some ¢# their -employees,

Nevertheless, although cost re-
cuctions of a size that would re-
store confidence in values are not
likely in the next few months, at
least| the burden of cost reduction
will [be shared more equitably by
the producer than has been the
case during the past 12.to 18
months, This, of course, is an-
other reason for operating with a

they will be in another, and the
balance will shift continuously. No
buyer can accomplish the impos-
sible, and you should not expect
him to.

high turnover.

Cost Problems
Cost is your number one prob-
lem.  There is no single line of
attack on: it.  Unless you put

You will find that some buyers every effort, and unless you co-
will . bring in . exceptional valueg, ' ordinate all these efforts, high

which can be promoted and which
will create for you a favorable
and welcome volume of sales, Re- | than ever before.
member, however, that the con- |

costs will be tough to beat.

You are paying higher wages
This is not an
unmixed disadvantage, since re-

sumer has only so much to spend. | tail distribution before the war

‘The successes achieved by buyers !
in one department, where whole- |
sale conditions are advantageous, |
may have an adverse effect on|
your own sales in some other de- |
partment, . The buyer there may
have been handicapped by mai- |
ket conditions, and. allowances
must be made for this fact, |

(4) There will be cnly minor
changes in tetal sales, but the per-
formance of individual items will
be highly erratic—TFortunately, in
most wholesale mark?ts conditions
are such that you no longer need
to make long-term sales forecasts
and place orders far in advance. |
When sales are unexpectedly fa- |
vorable, your buyers in most cases '
will be able to meet this unex-
pected demand. Your entire pol-!
icy, consequently, must be one of
conservative sales estimates, so-
that the inventory increases com-
ing from unexpected and unpre-
dictable sales disappointments can
be offset by a high level of turn-
cver in departments where mer-
chandise quality has had a par-|
ticular appeal to the buying pub- |
lic. |

(5) Pressure on distribution |
profit margins will continue.—It |

would be over-optimistic to ex-!
pect. the consuming public .to,
abandon its critical attitude to-|

was losing out in the competition
for the most talented young
people. But you are not getting
the efficiency out of this high
paid force that you should be get-
ting, ; .
To some extent this is no doubt
the fault of the individual organ-
izations. Sales forces, like buy-
ing forces, are in many cases in-
experienced; although profit mar-
gins have been narrowing, sales
in many departments have been
easy enough to make so that in-
tensive sales training has been
neglected. ;
In another sense, a considerable
degree of selling inefficiency  is
no doubt due to external condi-

| ticns, . The labor market has been

relatively tight and employces
have had little difficulty in
changing jobs. Even in cases
where the entire staff feels normal
good-will toward the employer,
the incentive of competitive con-
ditions has been largely lacking.

This situation is changing, Such
changes will probably be gradual
during the first part of the year.
but there is at least a fair chance
that they will become more rapid

‘in the last half. I have little doubt

that sales ‘training programs can
be put over much more effectively
now than they could have been

ward price and quality. - Holiday  €ven a few months ago, and that

volume was achieved at the ex-'

pense of extensive promotion. Re- |
‘tailers have played their own part
in convincing ‘the consumer. that
suppliés of most goods are ade-
quate and that prices, if the con-
sumer waits long enough, will be
marked down, There will be many
‘cases where replacement valuesl
will compare unfavorably with
the values that have been adver-
tised at great expense in the past'
month or two. ‘And in these cases
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they will become still more effec-
tive as the year progresses.

It ‘goes without saying that at-
tempts to increase selling effi-
ciency have a broader aim than
that merely. of - expense control
important though this is. The sell-
ing force is the.store’s direct con-
tact with the public, and on it
depends the store’s standing in the
community. - )

I want to emphasize again the
fact that buying policies are im-

L 5t S imp et it o

No index of raw material prices |

‘portant not.merely.from the fi-
nancial viewpoint, but in a much
broader sense. G e

Every buyer will be under in-
creasing pressure to analyze indi-
vidual supply-demand “conditions
and to ‘anticipate changes in. price
and..quality, It is n. this respect
that.the .practical-economist,
working with the store’s merchan-
dising staff, can br of such value.

Every buyer wiii be under in-
creasing pressure to distinguish
ahead of time between potentially
slow- selling items, and to apply
his merchandise sense to the task
of maintaining turnover.

It should be recognized and em-’
phasized, however, that efficient
buying also makes a direct con-
tribution to selling efficiency and
to a reduced selling cost, A well-
trained and competent sales force
will make a much better showing
if the merchandise it presents to
the public is fresh, well-selected
and bought to sell at. the right
price, than it will if the stock is
old and’ of poor general quality.

Other efforts to increase selling'
efficiency will fail unless inven-
tory control and merchandising
policy can produce and maintain a
maximum salability for stock on
hand and for incoming merchan-
dise. If buying and merchandising
policies can accomplish this; on
the other hand, worthwhile in-
creases in selling - efficiency will
be much easier to achieve.

Internal Public Relations

Serious difficulties are :some-
times encountered when it is nec-
essary to exercise financial re-
straints because of outside condi-
tions, while at the same time try-
ing to stimulate the interest and
aggressiveness of the entire mer-
chandising and selling staff to
meet the internal need for

ciency. This is an important chal-
lange to management,
Financial corsiderations are im-

_| portant to the store’s key person-

nel, just as they are to the ‘store
itself. In so far as possible, finan-
cial restraints that are necessary
from an overall viewpoint should
not be allowed to conflict with
the personal opportunities of the
( merchandising and selling staff.

In some cases a certain amount
of ruthlessness may be. necessary
in attempts to increase overall ef-
ficiency; yet these attempts will
be automatically defeated if they
have an adverse impact on gen-
eral morale,

The problems ahead are ones
that must be dealt with by the
entire staff, and the entire staf’
must have an incentive and en-
couragement to deal with them.
These problems in many respects
are serious and ditficult. But they
are not impossible. If manage-
ment, in exercising caution, giver
the impressien that they are, it
will damage morale to such ar
extent that every constructive ef-
fort will face a serious handicap

Summary

A downward readjustment ir
prices is overdue, and it will prcbh-
ably be accompanied by some de-
cline in sales and some increase
in unemployment. '
" There are no reasons yet an-
parent for believing, however, that
what is developing will be a de-
pression of major importance,

The common goal in the year
ahead is not only to minimize
losses or to maintain profits, but
to prepare and strengthen the es-
tablishment for an improvement
in conditions when the present
readjustment has run its course,

No one line of |effort can ac-
 complish .this result. .
It will not be enough merely
| to be cautious in buying and ag-

both. !
It will not be enough merely
. to tighten financial controls. You

stronger efforts and greater effi-'

| gressive in selling. You must do!

‘will “inspire :and" stimulate . your
entire staff. -, sl B B
What is ca]leq fpl_', in _sh\ort,\js a

and merchandising intelligence, to
tgiulde every phase of your opera~
on.

country the tota amount of such
windfalls- runs  to -large figures.
Nowadays, any unexpected incre-
ment in a maw’s income .is of
purely negligible proportions, be-
cause it is taxed away,

dent -of one- of our largest ‘corpo-
rations a- few years ago promised
somewhat carelessly tQ undertake
to send. two children of close rela-
tives through ‘finishing -school,
When the time came to-pay the
$4,000 per annum’' which was in-
volved, he was startled to find
that after taxes his budget simply
did not permit such-an additional
outlay. Like all other executives,
his annual income had been enor-
mously reduced by the higher sur-
taxes, and on the other hand, as
the president of a great corpora-
tion he was not free to make
drastic-cuts in the scale of his liv-
ing habits. Nor could he properly
sell the stock of his company which
he owned. "After exploring every
possibility, ‘he ' concluded that
there was only one thing to do.
He would have to ask the direc-
tors of his ‘company ‘to raise his
salary, already somewhat in ex-
cess of $100,000. This was fair
enough, for his services had been
exceptionally valuable over a pe-
riod of many years. Accordingly,
he asked for and was granted an
increase of $50,000 a year in sal-
ary. - This amount was just suf-
ficient after Federal and State
taxes to provide for the annual
|tuition fees of $4,000. This anec-
jdote illustrates clearly that higher
1 gross income on the part of the
wealthier classes will not result
in the purchase of new securities,
The wealthy do have large com-
mon stock investments, but .they
are not in a position to buy more.

there would be no incentive for

i stocks, excent for defensive pur-
| poses; that is, as a hedge against
inflation.

Further Tax Drawbacks

In times such as these'it is diffi-
cult for the investor to forecast
with any degree cf assurance what
the economic situztion will be rix
months later, Yet, in the case of
securities - held less than six
months, any profits from security
sales disappear because of prohib-
itive surtax rates, while the losses
must be absorbed by the investor
himself. Short-term profits can-
.not, therefore, be utilized to pur-
chase securities. "

The man who feels that he is
able to look ahead more than six
months and realizes on long-term
profits does retain 75% of his
profits, though he himself must
bear 100% of any losses. But, ac-
cumulated long-term profits are
ultimately subject to inheritance
taxes, which themselves may as-
sume prohibitive proportions. If,
on the other hand, he gives away
his profits, his net long-term cap-
ital gains are further reduced by
gift taxes. 4

In the last decade, the wealth of
millions of individuals has in-
creased in spite of taxes. Farm-
ers have made huge profits. With
full- employment and higher
wages, labor is prosperous as
never before. Quite possibly the
riet worth 'of farmers and of la-
borers' has increased more in the
last few years than did the wealth
of the rich people in any similar
time in history. But the increased
wealth of the farmer and the
working man have no' effort in

They know nothing of the stock

Bleak Prospect For
. Corporate Financing

- (Continued from page.17)

I have been told that the presi- |

Even if they had liquid funds, |

people of wealth to buy common |

absorbing - new 'security ' issues.

market, nor of brokers. :.They are

:not in a position tu. receive finan+

cial advice. They-ar~ suspicious'
of . everything -whie'i- has 19 do

‘with Wall Street, .
Mutual Fund Possibilities .,

The only way in which the sav;"

'ings -of the farmer and of the.

working man could be'effectively

‘directed to the purchase of com=

mon, stocks would be through the
medium of ‘mutual investment
funds. .If this could be done, gi-
gantic sums of money would  be
made available for the' financing
of business enterprise. Mutual
funds have grown enormously in.
recent years, but not through 3ales
to farmers and laborers; because
of the high selling cost and. be-
cause of distrust by these groups
to a*new medium of investment:

It is unlikely that this can be

done" successfully  for ‘.years .to
come.  From a- social standpoint,
this is unfortunate, for investment
in common stocks, wisely invested
in sound issues, is in the long run
profitable and such investment
would - revive the faith of the
masses in American  enterprise,

Discounting Underlying,
Assets ’

As a result of the lack of new
funds available for the purchase
of common stocks, we find a dis-
parity between the market value
of common stocks and the value
of the underlying assets, which is
one of the most extraordinary
phenomena of economic history,
Let. me give you a few illustra-
tions:

(1) The assets of J. P, Morgan
& Co. congist mostly in cash or in
the equivalent of cash. The mar-
ket value of this stock is only 69%
of the book value. The geod-will
of J. P. Morgan & Co,, built up
by generations of demonstrated
ability and honesty, is therefore
not given any. positive valuation,
but on the contrary, is given, a
negative valuation. It is deducted
from the value of the liquid assets.
The investor, who acquires $1 of
sound assets for every 69c paid,
would be much better off if the
company were dissolved, the busi~
ness stopped and the assets liqui-
dated. The same applies tq Guar=-
anty - Trust, Irving Trust . and
almost all banks.

(2) The investor who buys the
common stock of a representative
0il company such as Humble and
Creole acquires, in effect, oil re-

I serves at a price per barrel which.

is half the price at which new oil
reserves are purchased and sold,
by the company in which he ac-
quired an interest, Here we have
a situation where an officer of an
0il company—a man whose com~
petence has been proved over a
period of many years—buys addi-
tional reserves at a price.-which,
his experience demonstrates to be
sound. Yet, the uninformed stock-
holder in his company buys and

sells stock on the basis that oil,
properties are worth no mor¢ than,
Whose,  judg-,

half that figure. (
ment is correct? That, of the 9il
executive or that of the ayerage
stockholder? Pt 1k

Strangely enough, themarket
value of Humble, Creole and the
other Standard Oil of New'Jersey
subsidiaries, owned by the parent
company, exceeds by about one-!

third the market value of the en-,

tire outstanding stock of . the

parent company. As in the case-
of J. P. Morgan & Co., the Stand~.
ard Oil. of New Jersey stockholdey. -
would fare better if the company:,

"

i
1
i




Volume 169 Number 4772

THE COMMERCIAL & FINANCIAL' CHRONICLE

(465) 37

-were dissolved - and the . assets
. liquidated.. ' A

'~ (3) New plants built by our
sJeading steel companies cost” $250
per ton. Yet the stock market
- appraises steel companies on:the
basis of computing their capacity
at $17 per ton, or at about one-
fifteenth of the unit cost of new
properties built,

' Clearly, financing expansion by
-common stocks is out of the ques-
tion: “Bonds at least bring in new
capital assets dollar for dollar,

‘While "common -stocks are
greatly undervalued in terms of
asset value, they are also under-
valued in terms of income. Com-
mon- stocks of the very soundest
companies yield 5%. Obscure
companies, though strong finan-
cially, often yield over 10%. ’

. Washington’s ‘'Tmpact

The disparity between the mar-
ket value of stocks and. their in-
herent: value is not only due to
lack of funds available for the
purchase of common stocks, Com-
mon stock prices are depressed
largely as a result of the Admin-
. dstration’' in ‘Washington. Govern-
ment . officials have -an allergy
toward ~ the stock market  and
toward all those who deal in se-
curities. Forinstance, the avail-
‘ability.* of - credit in connection
with:: common stock" holdings  is
severely limited. Undoubtedly
this single factor has had an im-
portant depressing etfect on stock
prices.

‘In particular, the Securities and
Exchange Commission has had a
powerful effect in curtailing the
freedom of stock market opera-
tions, - The Securities and Ex-
change Commission has, of course,
accomplished much good and it
has instituted necessary reforms,
but it is a question whether the
harmful effects may not outweigh
the good.

Before the advent of the SEC,
it was' ‘possible for an individual
or a group of individuals to buy
an undervalued stock and then by
an organized publicity campaign
call attention to the undervalua-
tion and induce others to acquire
the stock:on the scale up. Some-
times. such campaigns were con-
ceived in iniquity, but often such
operations were sound and thor-
oughly constructive. In any event,
there existed an incentive to raise
the market value'of’ unidervalued
securities. At the present time no
stich ''organized campaign is pos-
sible, Nowadays a shrewd in-
vestor may realize that a stock is
undervalued, but the most he can
do is to buy it for his own ac-
count. No ‘group of persons can
cooperate in increasing the mar-
ket value to its proper figure.

The primary cause of depressed
stock prices is perhaps the lack
of confidence in the future of cor-
poration profits. The government
plays an ever increasing part in
determining the conditions under
which corporations operate and in
determining therefore the earn-
ings. The uncertainty regarding
the future of tax rates is'only one
illustration of the tremendous un-
certainties which now face invest-
ors.” 'No one knows - what new
handicaps will be forced on man-
agement this year or next.

Incidéntally, the fact that many

. factors operate to depress ‘the
Jevel of stock prices is not an in-
dication' that stock prices are un-
attractive as investments. On the
contrary, the more stocks are de-
pressed in market value, the more
attractive investments they are on
the part of the few who do have
liguid' funds with which to buy
them at depressed prices.

In conclusion, I may say that
the problem of securing in 1949
capital funds. for, expansion is in
my opinion largely academic. We
are now in the downward phase
of ' the_. business cycle and it
seems altogether possible that the
demand for new capital funds
may shrink with surprising speed.

Gampaign to Increase
Investor Confidence
In Equity Capital

(Continued from page 4)
going to try- to help these small
units do their jobs better.

Our objective is to increase the
amount of equity capital which is
flowing to the industry and com-
merce of the nation. ‘That will
mean that the tremendous current
demand for capital for expansion
and . development is being more
satisfactorily met, That will mean
that private capital will continue
to be the means by which .the
progress of America is financed.
An improved ' public understand-
ing- of 'how, organized securities
markets do their jobs will bring
this objective about, =~ o

There are, of course, obstacles
which are deterrents— not the
least of which is the Federal tax
structure. Because of these taxes
potential gains and income from
investments are not as commen-
surate with the risk involved. as
they should be. There are the
unfair and discriminatory restric-
tions of the use of credit for the
purchase of listed securities, per-
petrated by the Federal Reserve
Board. And there are some few
controls under the Securities Ex
change Act which are not in th
best public interest.

Nevertheless  we are
ahead. Private capital must be
made available to industry
through established channels, And
the more. people who encounter
these obstacles and want them re-
moved, the more likely the relief.

Our program will naturally cen-
ter around the New York Stock
Exchange public relations adver-
tising campaign. We will provide
our members with material which
will enable them to follow through
on the nation-wide program of the
Exchange. For example, we now
have in draft form considerable
printed material for member firms
to use.” One of the pamphlets will
be an explanation of how to buy
securities, how to become part
owners of ‘our great American
corporate enterprises. We believe
there are many people who would
like to become part owners of
these many fine American corpo-
rations if they knew how to go
about it. ;

We are going to. help member
firms with their own public rela-
tions problems by making avail-
able to them ideas and material
representing the best thinking in
public relations. We want to help
them become equipped to do a
good job within their own organ-
izations.

Businessmen generally are to-
day as concerned with the un-

availability of risk capital as we.

are. I daresay all of you.are—
although you may not be in im-
mediate need of it. - I certainly
hope you are concerned with the
problem—you as well as the of-
ficials of all publicly owned cor-
porations.

I hope you are concerned with
it because you can be exceedingly
helpful to the over-all program
we are undertaking. You all have
splendid lines of communication
to vour customers, vour share-
holders and your employees. Your
advertising program, your annual
reports and other communications
to stockholders — your employee
publications—all ‘of - them would
be extremely. effective means of
reaching many, many people who
should  be more familiar with
methods of privately financing
American indusiry and commerce
and many who should be investing
their surplus funds through es-
tablished and  organized market
places, }

We sincerely  hope you will
agree with us that',this problem
is one of the major ones of this
day and age. We hope you ap-
prove of our plans and we most
sincerely hope we may have your
active assistance.

‘(Continued from page 24)
picture. . The ‘ordering rate drop-
ped to about. 6,600 cars monthly,
Of this total, 48% were placed in
railroad shops.

. Since a major railroad objective
is - obtaining = more . cars. more

shippers better and retain traffic
in the face of stiff competition,
this is short-sighted. Already on
the books of the railroad shops are
total. orders for sixteen months’
operation at their average rate of
monthly. production during last
year, The car builders’ backlog,
on the *same basis, can be run
through in nine months, and some
cer builder shops have only a
three to six months’ backlog.
Furthermore, the railroad shops
built 29,438 cars last year. They
built 29,501 in 1923, the peak car-
building year following World
War I. They have been operating
at their top, proved capacity. The
car building industry has been
operating at less than 60% of its
1923 pace. y

< - Curious Situation

hus we. have a curious situ-
tion, defying logic. The railroad
saups chock-a-block with work—
and * packing more orders in!
Freight cars are one of the Na-
tion’s most critical needs—and es-

| | peciclly in the face of threat of
going)

war—and more than 40% of the
car builders’ productive capacity
not in use. 1

It would be far sounder, in the
self-interest of the railroads them-
selves—and in the best interest of
the public—if the proportion of
orders in railroad shops were to
be decreased. This would enable
the railroads to speed repair and
reduce the considerable number
of cripples which are off line and
idle while they await their turn
in the shops. It would also per-
mit the car builders to make more
complete use of their superior fa-
cilities in putting more new cars
on the rails, more quickly.

Particularly at this juncture the
railroads should be concentrating
on improving their transportation
facilities, and should spend neither
cash nor energies on the fallacy
of increasing their manufacturing
facilities.. '

In declaring before a National
Mceting of Traffic Advisory
Boards a. few months ago that
the railroads are not prepared for
war, Col. Johnson, ODT  chief,
said we need 550,000 new freight
cars “right now.” Of these, he
saic, 250,000 are needed to replace
retirements; and there should be
an addition of 300,000 cars to the
existing fleet. He may be correct
about his “right now” but, un-
fortunately, freight cars cannot be
produced right now.

Secretary for Air Symington
ha; declared his conviction that
our Air Force must be very strong
on an instant-action basis by 1952,
because beyond that time we can
have no certainty that atomic war
will not break against us. In the
interest of railroad and. national
preparedness perhaps we should
set for ourselves a similar trans-
portation goal. That is, by making
sure that the rail freight system
is strong enough for war service,
on an instant-action basis, by 1952.
Then perhaps our goal should be
the Johnson figure, 550,000 new
cays by 1952—or, in the next three
years. That would mean that we
should start, immediately, a pro-
gram for producing more than
180,000 cars annually—or, at the
rate of at least 15,000 cars month-
ly., I am convinced that this
should be done.

It would be unwise—and bad
economy—for the railroads to
make capital outlays now to ex-
pand car building facilities which
would stand idle in bad years.
Railroad capital expenditures
might be more wisely spent on
other vitally needed facilities,
such as more efficient terminals.

quickly, to relieve shortages, serve |

 Prospects of Railway Equipment Indusiry

Railroad men themselves will tell
you. -that revenue losses—and
shipper loses ' too — arising from
longer and longer terminal de-
lays, are astronomically high.

Question of High-level Orders

This raises again  the question
of ‘high-level orders. - There -has
appeared to be some prospect of
that in action taken: by President
Faricy of . the AAR, Following
sharp demands by outstanding
leaders of the steel industry that
their high-level production rate
was threatened by car shortages.
Faricy urged all Class I railroad
presidents to order 60,000 addi-
tional gondolas, beyond the 18,000
on order at that time. During the
following three months only about
9,000 new gondola orders were
placed. I now. understand ‘that
following pleas by other types ot
shippers, he is urging AAR mem-
oers to order also 50,000 more
box cars.  If the railroad presi-
dents will. follow their leader in
this matter we may have a 200,-
000-car. backlog. 'That should en-
able: us to -plan, obtain steel ang
other supplies, and produce on
high-level. basis. ; !

There has been recently a grow-

ing awareness among the armed |-

forces and- various civilian de-
fense agencies regarding the im-
portance of the freight car in the
overall logistics: problem—if war
comes. Some have urged lifting
the freight car goal to 12,000 cars
monthly and are cautious about
any. higher . figure because they
have in mind other; necessary pre-
paredness and war uses for steel.

Because of the threat of possible
war, including internal sabotage
in case of war, there can be no
certainty that our railway system
can be protected against damage
There is probability that it would
suffer serious damage.

Call it speculation if you like,
but try to picture the:results of
major damage in the areas of so
many. trunk lines, around Balti-
more; or of a crippling air attack
on Harrisburg, bottleneck of
h.eaVy steel and war industry traf-
fic; or of chaotic T.N.T. disruption
of major Chicago railroad yards

While specially-trained engi-
neers and construction gangs
struggled with repair, it would be
necessary  to route hundreds of
freight trains “the long way
around.” Cars which wore their
wheels off trying to get more
transportation work done during
the last war would be doing less
work—probably much less work
It may be that in another war
we should have an over-supply,
a §afety margin of a quarter of a
million freight cars, instead of the
not-enough we now have. I don’t
know. But somebody had better
know,

It is self-evident that .a very
large, long-range freight car re-
placement program is a nationa!
necessity—and a critical national
necessity.

Cost of New Cars
Following the slump in freight
car ordering rate some months
ago there was discussion of the
increased cost of cars. Of course
prices are up. But apparently they
remain among the cheaper things
that the railroads must buy.

The AAR’s economist recently
testified that “fuels,” “materials,”
and ‘“supplies” are more than
120% above 1939 levels. He noted
that cross ties are up 147%; car
lining lumber, 241% ; coal at mines,
140%; and diesel fuel has ad-
vanced 124%.

I thought of that as I noted the
latest large freight car order re-
ported in “Railway Age,” 750 50-
ton hoppers for the Reading. The
price was $4,300 per car. That, I
discovered, represented an ad-

‘'vance of only 90% over the aver-

age price of hoppers in 1939, as
given in ICC records.

I have an idea that some of the

discussion about the extent of the
rise in price of freight cars misses
a pertinent point. Almost every
time-a railrgad orders cars today
it is' buying “more car” than in
1939—bigger cars, having greater
load- capacity and hence able:to
pull in bigger-earnings. Such cars
weigh more, cost more, carry more
—and they are a very sound and
profitable investment, The rail-
roads can- afford these better
transportation tools because they
pay for themselves—and quickly.

Even the types of cars now long
in service, nearly all of smaller
load capacity, show a marked in-
crease in gross earnings since 1939.
The average annual revenue pey
freight car in 1947 was nearly

'110% above 1939.

‘" Looking at ourselves in the mir-
for, neither the railroads, nor the
car builders can be proud of their
accomplishments . in . delivering
better, high-speed transportatiorn

‘to the freight-using public, which
‘means everyone. -

Railroad cars’ today are. still

‘Model T’s.” We are trying to meet

1950 competitive conditions with
freight cars little different from
those of decades past. ;

With all of the new' develop-
ments of recent years in mechan-
ical design, in tools, and new ma-
terials, the freight car remains
virtually untouched. ; o

And, in the meantime, the truck,
the bus and the airplane-are cut-
ting into ‘railroad revenues and,
thus, into the future prosperity of
the car. building industry, - !

Better Cars Needed

We of the car:building industry
cannot avoid taking some of the
responsibility  for this' situation
because there must be new and
Dbetter ts/pes of freight cars that
research can bring to the fore.
For example, a -better car will
carry freight more safely. The
Class I railroads’ bill for damage
to lading in 1947 was nearly $122,~
000.000.

The big job ahead is for the
car builders and the railroads to-
gether to design the car of the
future, I do not know what it
might be. It may be many tfons
lighter - than the ' present ' cars
tnrough use of aluminum, magne-
slum or other'materials. It may
have roller bearings. It may look
as much  different from today’s
car as does the modern Pullman

‘car compared with that of forty

years ago, :

America is growing, Our econ-
omy is still expanding. People
have more money to spend and
that  means more goods to be
hauled. :

The big question that confronts
all of us—the railroads and the
car builders—is who will carry
this freight of the future.

. The railroads can carry it if we
jointly pool our imaginations, our
engineering and production skills,

. |and our faith in the future of rail

transportation to develop a prod-
uct that will be more economical
for - shippers to use, safer for
goods handled, speedier, cheaper -
to buy and operate, and more
flexible in use. :

W. A. S. Wheeler Forms
Own Invesiment Firm

W. A. S: Wheeler, formerly a
partner in Elder, Wheeler & Co.,"
has formed W. A. S. Wheeler &
Co., with 'offices at 61 Broadway,
New York City. The new firm :
will act as dealers and brokers in
general market securities, special-
izing in soft drink bottling indus-
try securities, Vincent M. Brown

'will be office manager and man=

ager of the trading department.

gitized for FRASER
p:/lfraser.stlouisfed.org/.
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The Outlook for World Trade

(Continued from page 18)
seemed imperative that a return to
the ' gold . standard = should be
sought at the earliest possible mo-
ment. The severe slump. caused
by the attempts to return to gold
created a profound effect on the
makers of policy. Central bank-
ers and statesmen came to the
conclusion that the maintenance

.of stable conditions at home was

more important than, the -main-

_tenance of stable conditions in in-

ternational trade and international
exchange rates. The postwar
changes in national policies were

“sharp departures from what until
then had been considered sound

doctrine, - How well established
and generally accepted the older
doctrines were is illustrated by
the fact that in Great britain.g
Labor Party Chancellor, of the

‘Exchequer wis the most vigorous

proponent ¢f a return to gold and
the theory of the balanced budget.

The ' reactions from the eco-
nomic and financial developments
after the first World War, the
most dramatic of which were the
major inflations on the continent
of Europe, gave strength to the

established theories of sound fi- |

nance and the necessity for main-
taining hard currencies. Various
European countries undertook by
a series .of drastic measures to
reestablish  gold as a standard
and to stabilize the relationships
among the currencies.. The reper-
cussions of these measures in the
field of international trade were
only too apparent.. The flow of
gold between countries was ca-
pricious; the flight of capital from
one country to another produced
important ..changes. in the busi=
ness cycle;. and . some .couatries
began to. manipulate their -ex-
change rates for the purpose of in-
creasing their export market for
certain commodities or breaking
down . competing, ifidustries  in
other countries. It began to seem
clear that governments would
have to find an answer to the ap-
parent dilemma: Should. they take
whatever steps might be. neces-
sary to preserve a hard currency,
or should they permit their cur-
rencies to adjust themselves to
the market and let the unemploy-
ment rolls rise?

The question. almost answered

itself.- Foreign trade soon became

an instrument for achieving the
aims of national policy. The. re-
sult was a rapid deyelopment -of
various restrictive devices, such
as multiple exchange rates, im-
port controls, export controls,
tariffs, and subsidies, All of these
devices were used at one time or
another as economic instruments
in, the hands of various political
governments to achieve what ap-
peared to be, at least temporarily,
sound domestic objectives. It was
the appalling depression of the
’30s which created the intense na-
tionalism and the intense series
of efforts by national govern-
ments to solve their own prob-

lems, and even made them forget|.

the importance of international
trading.

It now seems unbelievable that
a country like Germany, with its
65 or 70 million people, could
talk of being selfsufficient withia
its own borders; or that Italy,
with its expanding population,
could have imagined that its-econ-
omy within Italy could be auton-
omous; or that as late as 1932 the
British Empire should have tried
to withdraw within its own
boundaries by means of empire
preference, when the Empire had
been built on the continually
broadening trade of its business-
men. In our own country, the
early years of the New Deal
showed certain signs of this same
tendency toward isolationism. The
seriousness of domestic problems
focussed . attention on immediate
relief measures. National pdlicy
looked inward for. the solution of
its difficulties, and the signif-

icance of -international trade’ in
our whole economic complex was
neglected. It was not unusual to
hear people say, that international
trade accounted for only a small
percentage: of our wational in-
come, forgetting that this small
percentage meant the employment
of several million people.

Movement Toward Autarchy

The movement toward autarchy
—or economic self-sufficiency—
during the ’30s, growing partly
from the world-wide depression
and partly from the new national-
ism, has left its mark on our pres--
ent-day attempts to revive a
world trading system. It became
clear that autarchy was impos-
sible within the boundaries of any
one of the great European powers.
It was possible only with the ex-
pansion of political and economic
control . by one country over
others. .The second World War
was the result, in part at least, of
this struggle for .economic. con-
trol. Combined with it, of course,
[was the struggle between differ-
|ent political and cultural systems.
We must be aware that this eco-
|nomic struggle will remain with
us in varying degrees of intensity
until we find a way to reestablish
a smoothly flowing current of
world trade.

This - means more, however,
than simply going back. To build
a world trading system similar to
the one of the late 19th Century
we would have to surrender cer-
tain values and give up certaia
|'elements of security which, in our
modern industrial society, we all
cherish. The plain fact is that we
are no longer willing to permit
the unregulated flow of economic
forces in international or domes-
tic trade to produce the violent
type of cataclysm - that ‘almost
buried us in the early ’30s.

Changes in Our Economic. Life

We are moving through a pe-
riod -of profound change in our
economic life. As a people we
have, through our duly elected
representatives, stated certain im-
portant social beliefs and objec-
tives. Among them is the. policy
of the Employment Stabilization
Act of 1946. This Act does not
tell us how to solve all our prob-
lems, nor how. to- maintain  busi-
ness stability. But it is an expres-
sion of the determination of the
American people that major de-
pressions and large-scale unem-
ployment will not be tolerated.
This policy is not easy or simple
to put into practice, It is an ob-
jective, and- much remains to be
done to translate it into full ef-
fectiveness. So far we have been
fortunate. It is important to re-
member that other nations' are
also- d¢termined to-avoid -depres-
sions and to maintain full employ-
ment. Our problem is. to find, a
way to reconcile the aims of indi-
vidual nations with general wel-
fare throughout the world.

Those who were concerned with
the machinery of peace followiag
the last war recognized that a po-
litical institution such @ as the
United Nations was an insufficient
instrument . for building an eco-
nomic world in which stability
and employment and high' levels
of ' economic = activity could ‘be
maintained, They recognized that
the free flow of exchange under
a gold standard was no longer
practical. They tried to invent a
substitute, and in the. course of
the Bretton Woods discussions the
foundation was laid for the Inter-
national Monetary: Fund and the
International Bank. These institu-
tions are now going concerns; but
there is a third institution con-
cerning which we are still carry-
ing. on negotiations  and about
which . we are still struggling to
clarify our thinking;

In the grand design, the pur-

of the restrictions ‘which .grew . up
in the course of the autarchic de-
velopments in the ’30s. Those who
have participated . in' ‘the' discus+
sions’ concerning the Internationa
Trade Organization have recog+
nized quite frankly . that at the
present time many of the restric-
tions which have been carried on
have been forced on the nations
practicing them. WNations' < have
placed controls on trade:n

cause ,they. like controls'.butbe-
cause controls appear to be a.mor

desirable method. of . regulatisig
economic life than to submitbirsi

nessmen and workers to:the:ad=}wh

justing mechanisms of boont, “de=
pression, and unemployment.

) _ The ITO

" This.is, compared with the pre-
vailing ideas of 20 years ago, a
basic change in conecept concern-
ing the relation of politics to-eco-
nomics. It is actually the ruling
concept of most of the nations in
the world at the present time; and
it affects the daily business prac-

tices of everyone in this room:

It was in the atmosphere-of' this
new development

All of its provisions take into ac-
count the new. emphasis on the
necessity of maintaining. high
levels of economic activity.- The
charter for an International Trade
Organization is based on the as-
sumptioa that -full employment
and the progressive development
of the world’s resources can best
be -achieved through _the ' free
movement of goods and services
and people; through, the free ex-
change and stabilization of cur-
rencies that will be made possible
by . the “International Monetary
Fund; and ‘through the flow of
investment capital between ‘coun-
tries that will be made easier: by

the International Bank. All coun-
tries are 'agreed that the social
waste that was an inevitable part
of ‘the older system of interna-
tional trade must be avoided.

If businessmen are concerned
with maintaining business free-
dom and with the building: of a
healthy . international. trade, ‘they
must also be concerned with these
institutions, which - carry: within
them the seeds of a free trading
system. The seeds will not grow
without attention.

. Anyone who, at this stage, says
that we have found the answer to
our problem; anyone ‘who ' says
that we know Hhow. to manage
these newly born or newly con-
ceived; interhational institutions,
and that we know how to create
security in ‘our own econonic in-
stitutions merely demonstrates his
ignorance. We are still trying, and
by we I mean  everyone who: is
concerned with the ‘policy of :the
United States,  whether he- holds
public - office or whether he is. a
private citizen. I mean also the
citizens of other countries: who
have common interests with wus:

Other International Actions

We have recognized these.com-
mon interests: not only in. the in-
stitutions to which I have just re-
ferred, but also in certain other
international actions which - we
have taken. I refer, of course, to
the developments under the Mar-
shall Plan for strengthening the
nations of Europe and: unifying
their efforts and reestablishing a
trading area'which can stand as
part of the free trading world. We
have tended to overlook: this
phase of the possibilities. inherent

upon the funds made available-as
relief funds. We hayve been slowly

more even than economic recov-
ery—is. involved.. The
Union & a recognition of th¢ com-

pose ‘of the International Trade

Organization is to get rid of many

of the world. We feel that eco-
nomic recovery in wastern Europe

in economics:
and politics-that the International:
Trade Organization' was. created:

in the Marshall Plan  develop-
ments.. We have tended- to :look

realizing that more. than relief—
Western

mon :ecurity interests of this part

will.require a'thorough-going ink
tegration ;of matiohal economiés.
The ‘autarchic. developments an
the separations created by the un-
integrated economic upits of the
‘separate hations cannot provide a
living “for' the nearly. 300 rillion
people - of western -Europe. : The
Marshall Plan or -its ‘equivalent
will . succeed, or there will be a
decline in the population ‘of west+
ern Europe of 50%. : .
~We are faced, then, not with a
question about the success of the

| Marshall Plan. There ‘is no al-
-ternative toits success.  We are

ced ” with an imperative from
highithere'is no-retreat’ We and,
economy..'can absorb . many
3 ish' toicome here; any who
wish-to' miake  their - contribution
should’ be: welcomed.. But for the
great millions of Europeans the
only possible economic solution
lies. 'in the redevelopment of  a
trading system at least ag fruitful
as the one which we formerly had.

If we carry.out our time schedule

with the ‘Marshall Plan, and the

first year’s. results indicate: that|-
we are on-time then the possibil-|-

ities.. of reestablishing a system

‘with'the minimum  of -controls is
“within' sight. ‘There ‘will always |-
be increases and'decreases in the|
volume of particular types of ex-|:

‘ports and imports, but it will not
be necessary to control them by
such. a.clumsy device as-the one
which I have:a part in adminis-

tering in Washihgton—the export| -

control system.

More Private International
Organizations Needed

We are learning more about the |-
fi-|-
nance, the structure of exchanges, |-
in which trade takes|-

intricacies of - interaational
the way
place, and the  significance of
private and public trade; but
many institutions will be needed
to put our knowledge to use.

'Some of theém I have. mentioned,

but it would be passing ‘straage if
the Bank ‘and the Fund and the
Trade Organization and the other
organizations which have' been
started as part of the United Na-
tions ‘machinery would be  the
final answer, All these .institu-
tions are still far too nationalist
in- their management, Interna-
tional traders-and business repre-
sentatives of corporate activities
with: *world-wide  affiliates . will
understand. what I mean ‘'when. I
say that the private productive
institutions. of an  international

character. will be as important in|;

the development of .the. new, in-
ternational community. as. those
institutions which ' are made up
only of representatives.of govern-
ments. This applies to" some:-of
the. international  labor. organiza-
tions as- much as it does.to inter—
national. corporate organizations.
" As business’ representatives in
New York, you.are only too aware
of -the: flow" of -people in-and ‘out
of this great port. The movement
of people. is‘as .important :in-the
developmént of the new. interaa=
tional trading world as the-move-
ment. of. goods; and .the restric-
tions: on the movement of people
can have as serious- an influence
on .international trade-as the lim-
itations on the. movement-of goods:

These -are- the problems with
which you, as businessmen -con-
cerned - with- internatiohal ‘trade,
are: as much concerned “as I, who
have a certain “limited responsi-
bility with regard to the develop=
ment of some of the policies of
the Government. You and I have
practical day-to-day ‘dealings. I
issue some of‘the ‘export lcenses

that you want. Our offices supply’

information to "you-and ‘we “work
together on common problems-af-
“fecting your business. You" have
your own individual businesses
that absorb most-of- your attention
and ;your energy. But I ask that
you ‘give, some attention to these

broad - problems.: “I" ask that -you

participate more arid more in the
work that centers in these insti-
tutions, that you- be 'concerned

‘with the Bank and the Fund and

the Trade Organization. T ask ydu

downheartened with the soberirg
realization” that: the brave ‘new
world is not to be had simply :for
the asking. . : i

_There are those of us who neéd
‘not worry’ very much about”the
new world as far as we are per-
sonally concerned. But most of us
do have a ‘concern for those who
-are following us. There are few
who are not concerned about the
‘world ' in ‘which ' their _children
must live. What we make of this
period of profound change in
which, we are all living is going
to- determine  the lives of our
children. I am bold eaough to be-
-lieve that if we work and think
with  their. welfare 'in mind we
will probably do pretty well for
ourselves. i
okl T *af

Wm. 6. Carey deads
Muiphy & Duriew Dept.
_ Murphy & Durien, 39 Broad
Street, New York Ciry, 2nnounce

W. G. Carey

the formation of a real estate bond
and stock trading department un-~
der tHe direction of William G.
Carey, formerly of Blair F. Clay~
baugh & Co. 5

P

Chicago Board of Trads !
Sponsors Radio Series

- CHICAGO, ILL.—The Chicago
Board of Trade is sponsoring “The'
Farmer and the Market Place,” an'
educational’ and public- service’
program developed as part of the
Board’s public - relations activity,
as a- weekly feature of “The Farm'
World Today” over Station:WLS'
of Chicago on Saturday mornings.’

_ Business
' ‘Man}’s |
~Bookshelf

["American: Transportation in'
rosperity and Depression — Thot |
Hultgren — National Bureau of .
Economic Research,.1819 Broad- -
wav, New York 23, N, Y.—cloth'
~$5.00 1 REENLE )
 Cause  and ' Cure_ of  “Dollar.
Shortage,” The—Frank D. Graham
—Department of Economics and -

versity, Princeton, N. J.—paper b
, Charter for World Trade, A—::
Clair . Wilcox — The MacMillan
Company, 60 Fifth ‘Avenue, New °
York, N. Y.~—cloth—$4.50. . .: 0n
| Proceedings of the Annual Coii=' -
vention. of. -thé -Commercial- Fi---
nance Industiy: held Oct. '25-26; .
1948..—contains-addresses ‘of 24
experts in the field of commercial -
financing-and factoring~~National'
:Conference of -Commercial Re+
yceivable -Companies, Inc.;. 29 :
Broadway, New. York 6, N, Y.—
$5.00. . o e g
{ Theory of- Corporate Net Profits, .
‘The—A Study—Roy A. Foulke—
Dun' & Bradstreet, Inc.,, 290
Broadway, New York 7, N, Y.— -

paper

also~td ke patieht and not:becorme !

Social Institutions; Princeton Uni- -
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~ What Can Business Expect from Congress’

(Continued from-first page)
governmental controls Today you
“dre confronted by a double threat,
1the reimposition of government
controls which will squeeze you
jas it did under OPA; and ‘an
.equal :threat of concentratlon of
business into the hands of a few
.~ who - handle for )
. everything, from the manufacture
to the retail level. -

“The program -which President
Truman submitted 'to the -81st
Congress makes it crystal clear
that, unless you business men and
everybody else are vigilant, vocal
4nd active in making their views
known to this Congress, we are
teaded for some very rocky
shoals

. The Pre51dent seems to thmk
the last election was’ a ‘-mandate
to'. carry ‘forward - a- reckless,
spendthrift, . socialistic , program,
The Republican  party’ learned a
]esson in- politics on Nov. 2. And
you business man.can well: take
the same lesson to heart. It pays
to fight. It pays to slug it out.

‘. Complacency, generated by in-

‘efficient 'polls ‘of ‘public' opinion, |
. > . three bigs: ‘Big Government, Big

i3 the real cause for our Repub-
lican defeat ‘last November. | The
contest ‘was .very close, so close
. ‘{hat -a change of only 30 000 votes
‘spread ' over - Illinois, ‘Ohio. and
"California’ would have elected a
‘Republican . President. ; That. s
only 30,000 votes.out of a total
of ‘49 million for the entire.coun-
try. Your opportunities. as busi-
ness men may-also be determined
on -close’ decisions. - Your fate is
today hanging:in the balance.
Did President Truman receive.a
‘mandate to socialize America? It
should be borne in mind, that
President Truman received a mi-
nority of the popular votes cast.

‘' No Mandate for All Powerful
i Federal Government

*! Plainly, he received no sweep-
.ing mandate for an all-powerful
;Federal Government to control
the lives and affairs of our people.
On the coatrary, a vast majority
‘of the American people, including
Republicans and Democrats, ‘con-
‘tinue to stand for the traditional
principles of our Republic, and
are not in harmony with the ex-
'treme measures advocated by this
“Administration.

. Given all the facts in ‘their
proper perspective, the American
people will thrust aside those who
would rob them of their freedom
" of choice and destroy competitive
productive enterprise. And may I
‘interject, with all modesty, that
‘the good, people of Nebraska re-
‘elected me in November to sup-
port constructive, forward-look-
jing legislation. This means, the
'first test of every legislative pro-
“posal must be: Does it strengthen
our freedoms and basic rights, or
whittle them away.

As you business men would say:

Let’s take a look at the President’s
* Budget Message, his State of the
Union Message, and his Economic
Report.

None of these sheds light on
international matters or our pol-
icies in foreign affairs, except to
point up the heavy expense re-
sulting from our years of failure
to win a lasting, durable peace.
This failure is a crushing weight
- on the pockets of the American
people, as we provide billions for
forelgn aid and more billions for

' defense.
It is, however, from the Budget
- Message that we get the most
light.

The President is forced to carry
‘out ‘his campaign pledges by lay-
ing on the line the dollars and
cents it will take to put them
into effect. Just before we go into
" the tragic chapters of the Budget
! Message, let us recall one happy
: thought. if for no other reason
than just for the record.

- 'The 80th Congress was in
‘charge of the nation’s purse
strings during the years 1947 and

{

themselves|,

1948, In response to the will of
the people, we voted a handsome
tax reduction. We did it by.bal-
ancing' the budget for the first
time in 16 years, and we rolled
up a record-breaking surplus in
the Federal Treasury, of 8% bil-
lion . dollars.

Contrast that” with President
Truman’s budget for fiscal year
1950, which provides; The biggest
peacetime spending program of
all time—$42 billion. Six billion
dollars more in taxes; $4 billion
ol it in heavier vcorporation and
personal  income taxes, and $2
billion in payroll and employer
taxes to cover the-addition of 25
million' persons to the Social Se-
curity rolls, and for soclalxzed
health insurance.

And this is only'the start—this is
only the: beginning; in a program
recommended by the- Presxdent to-
keep his campaign promises to the'

.bressure groups. The cost will rise

by - billions. in ' succeeding years.
Our . national ' economy would be

‘blown into as many ‘pieces as

Humpty-Dumpty.
Our “country is suffering from

Labor and Big Business.

During the 80th Congress, I was
Chairman of the Senate ' Small
Business Committee.” That Com-
mittée was established-to see that
small busmess firms got a better
break, both 'in . their battle for
survxval against big business, and'
in securing a fair dlstrlbutlon of
government contracts,

The future of that Committee,
either as a Special Committee or
a Standing Committee, in the 81st
Congress has yet to be determined.
If it is-continued, I shall do all I
can to see that it continues to
operate .in the interests of small
business.

Problém of Big Government

But the problem of Big Gov-
ernment is getting more and more
serious. I could cité many figures

‘showing the tremendous . increase

in the cost of our Federal Govern-
ment and the rise in the number
of Federal employees as compared
with prewar years. But, let me
cite just one signal which is very
important to watch.

The cost of our Federal Govern-
ment isnow.running at the rate of
about: one-fourth of our people’s
entire; income. = It is zooming:to-
ward $50 billion a year. A re-
cent report of the Joint Commit-
tee on Reduction of Non-Essential
Federal Expenditures—that is the
Committee headed by Senator
Harry Byrd of Virginia—shows
there were over 2 million em-
ployees in the Executive Branch
of the Government during last
November, an increase. of more
than 12,000 over October.

Or, another way to look at it is
that during the-first four months
of the present fiscal year, which
began July 1, 1948, the civilian
Federal payroll totalled about $2
billion, or at the rate of more than
$6 billion for the entire year. And
if President Truman’s program is
approved, the number of em-
ployees on the payroll will be
tremendously increased.

A decline in national income,
in the face of rising taxes, would
threaten our very solvency. Many
governments in history have been
wrecked on the rocks of loose
fiscal policies. I hope the’ Ameri-
can people understand this; I hope
the American people know how
President Truman’s program
would expand our already over-
swollen Federal bureaucracy, and
how it would greatly multiply
the statutes which affect the most
personal details of our everyday
lives.

Here are a few of his proposals:
Nationalized - Medicine, Federal
Aid to Education, Subsidies from
the Federal Treasury for public
housing and slum clearance. New
controls for the commodity mar-
kets. Extension of Credit and Ex-

port Controls.. Continuation of
authority for the government to
allocate transportation- facilities.
Authority to allocaté commodi-
ties. - Power for the President to
impose wage and price ceilings
and to channel the use of “pri-
vately owned commodities,

It is ‘a cunning thing 'for an
Administration to discharge its
political obligation to pressure
groups by throwing a whole bun-
dle of economic and social legisla-
tion onto the doorstep of Congress
in one package, without taking
into consideration importance,
priorities, schedules or the costs
in keeping with our ability to pay.

Government in Steel Business

But President Truman goes even
further inhis proposals. He asks
for- the. authority to. build steel
plants ‘and other plants for pro-
duction of any commodity deemed
by him to be in short supply, Your
industry may be. next. ‘Is this the
mandate that the pressure groups
now tell the Members of Congress
must be carried out?

If it is, then:'let me ask you:
How many of you, or the 24 mil-
lion who voted for President Tru-
man, thought they were voting for
a $4 billion mcrease in Federal
taxes?

How many thought they were

.voting . for compulsory health in-

surance? How many thought they
were voting to socialize the steel
industry or any other industry?
And, just how many farmers were
voting for repeal of the Taft-Hart-
ley Act? How many of these spe-
cific .proyvosals “would . have re-
ceived the endorsement of the
people in a direct referendum?

" The President is offering them
te keep faith with the many mi-
norities which he marshalled so
cleverly, Put the DMembers of
Congress “are not individually
committed to the inierest of mi-
norities. They have a deep re-
sponsibility and that responsibility
is to protect the interests of the
citizens of their state and of all
of the people of America.

Unfortunateiy,- we hear some
people saying nowadays: “Our
country is going socialistic any-
way.  Let’s give up the ship. Let’s
do what we can to help make it
work. Let’s give up our way of
life. Let’s give up free enterprise.
‘Let’s go socialistic.” But, let me
tell you business men that ‘national
socialism has not worked in any
country where it has ever been
tried. >

We have the best system of gov-
ernment on earth, We have more
of the good things .in life than
any ‘other people. We have a
higher standard of living than any
other country. We have proven
under our system that security and
opportunity go hand in hand. And
we  have  accomplished all this
within the  framework of Consti-
tutional Government, But, we are
going to lose our American way of
life if 'we don’t slug it out toe to
toe with the demagogues.

Anxious About Future

Business men, farmers, workers,
people generally, are anxious
about the future. Investors and
business men, who must plan for
the future, are deeply disturbed,
Some lines . of business already
have caught up with the demand.

Prices, except for a few ex-
tremely scarce items, are leveling
off. The truth is that our eco-
nomic structure is resting on these
artificial props: heavy demands
for goods for foreign aid, heavy
demand for goods for national de-
fense, and a government managed
currency.

The  productive genius of
American industry -and agricul-
ture has developed by leaps and
bounds, spurred by the demands
of war, foreign aid, and domestic
consumption. But, nothwithstand-

ing the heavy demand, supply is
rapidly approaching total demand.

Commodity prices. generally have
been turning lower and we are
hearing: more about. a ‘buyer’s

‘market.

We were told that ECA would
continue four years from the time
it began. In two ‘and one-half
years it will be concluded. Who
will “then take ‘the surplus from
farm and factory that we produce
in America? You know that agri-
culture is the backbone of our
national prosperity. Sixty-five

'percent of our wealth comes from

the soil. "Unless the farmers are
prosperous there can be no na-
tional prosperity. That is axio-
matic.” But how does the Admin-
istration propose to meet these
new situations? Tax and tax, and
spend and spend, the same old
New Deal game of trying to prime
the pump and fasten tighter and
tlghter controls on the lives of all
our people,

The Economic Report submitted
to the 81st Congress is a remark--
able - document, ' remarkable be-
cause.of the subtle way in which
it seeks to justify the mixture of
socialism, taxation and spending.

It adheres to the strange theory
that if. the people spend their
money, the result is inflationary.
But, if the government takes it
from them in taxes, and spends it,
the result is not inﬂationary,‘-

Every proposition submitted by

{the President to the 81st Congress

should be ‘carefully  scrutinized.
We should only adopt a budget we
can afford. Let’s stop talking
about additional legislation  that
will require more taxes, before
we make an honest, serious effort
to cut the cost of government, bal-
ance the budget, and get on a pay-
as-you-go basis,

We have been able to produce a
record national income, keep'in-
dustry at full operation, because
we have enjoyed an era of com-
partively peaceful relations -be-
tween industry’ and 'labor: ‘What
will the 81st - Congress do in
answering ' the demands for re-
peal of the Taft-Hartley Act?

Labor-Management Relations

I see no mandate from the
people to return to jungle warfare
in Labor-Management Relations.
When the evidence is all in and
the facts on our experience un-
der the Taft-Hartley Act:. have
been weighed by Congress, it is
my confident hope that the salu-
tary provisions of the act will be
retained.

The question of whether the
labor law should be revised by a
one-package or two-package ap-
proach is of vital interest to' the
public and the rank and file of
workers as well as to business,
The one-package method certainly
is the sane and sound approach
for a sensible consideration of the
legislation.

The clamor of labor bosses for
a two-package precedure is a typ-
ical pressure tactic. It is appar-
ently the hope of self-seeking la-
bor leaders that they can thus
destroy the Taft-Hartley Act in
its entirety, reestablish their spe-
cial privileges under the Wagner
Act, and then stand off every at-
tempt to pass new remedlal legis-
lation.

A sense of responsibility in
Congress, notwithstanding its par-
tisan complexion, will, I believe,
prevent the outright repeal of the
Taft-Hartley Act. The rank and
file of labor. will be serving its
own best interests by supporting
Congress in such g program.

The Domestic Program and Our
Foreign Policy

The President, in his Message
on the State of the Union, said:
“Our domestic programs are the
foundation of our foreign policy.”

The President put the cart be-
fore the horse, because our do-
mestic economy depends entirely
upon what happens in foreign af-
fairs. In reality, our domestic

‘economy is completely dominated

by the international situation.

Of the $42 billion in expendi-
tures requested for the fiscal year

0

1950, nearly half is for national
defense and ‘ foreign .aid. Those
facts ought to jolt the American
people into taking a' more active
interest in foreign pOlle and in
making known their views on the
subject’ to the Government -at
Washington.

Left-wingers and communist
sympathizers who would depart
irom our personal rights and op-
portunities are not likely to be
very emphatic in standing for
such traditional American policies
in forelgn relations.

It is reasonable to assume that
those who advocate left-wing do-
mestic programs will veer to the
left in international affairs. And,
so I repeat: You will get from the
Congress what the people of the
United States demand of Congress.
The people are sovereign in the
United States; all power rests in
the people; and in the final analy-
sis our foreign and domesti¢ pol-.
icies® will be ‘shaped to the peo-
ple’s wishes.

But, if the people are to act
wisely, they must be fully ‘in-
formed. They must have all the
facts. " And, if the Congress is to
act wisely, it likewise should have
all of the facts. Let ‘us be frank
about ' it. ‘Our .people are having
to .bear the burden of supplying
billions for foreign aid and bil-
lions for defense because we have
failed to yet win the peace. There
is a need, a ‘desperate need, yes,
perhaps ‘a critical need, for more
forthright assertion of the - just
prmclples upon which the Amer-/
ican:people stand.

Those principles upon which
our country was founded and
upon which -our country has
grown, prospered, and ‘become
great, as the inspiration for free-

dom- lovmg peoples around the
.earth, are eternal.

We may stray temporarily from
those  principles, but' I have an
abiding faith “in the American
people. Time changes, but these
principles. do 'not » change They
are a' bulwark to which ' we may
repair.

Here in our land, where oppor-
tunity and secumty go hand in
hand, there is no limit to which
man.can rise, only the limitations
of his own ability with comnlote
freedom of choice.

Let’s keep it that way.

New York Stock Exchange
Weekly Firm Changes

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

Transfer of the Exchange mem-
bership of Leonard A, Goldstone
to Bernard S. Wallerstein will be
considered by the Exchange on
Feb. 3. Mr. Wallerstein will con-
tinue as a partner of Richard E.
Kohn & Co,

Transfer of the Exchange mem-
bership of Edwin M. Bulkley, Jr.,
to Edwin R. Wallace will be con-
sidered on Feb, 3, Mr. Wallace will
act as an individual floor broker
it is understood.

Transfer of the Exchange mem-
bership of Robert G. Kennedy, Jr.,
to George L. Maxwell will be con-
sidered on Feb. 3,

Wilfred J. Durning, limited

partner in Moore & Schley, died
on Jan. 20,

Charles R. Dunn Dead

Charles R. Dunn died at his
home at the age of 70 after a brief
illness. Mr. Dunn, who had been
in the banking business for 50
years, was fiscal agent for the
Federal Land Banks and the Fed-
eral. Intermediate Credit Bank in
New York City.

Allston Burr Dies

Allston Burr died at his home at
the age of 82. Mr, Burr entered
the investment business in 1898 as
a member of the firm of Perry,
Coffin & Burr. He had been a di-
rector of Coffin & Burr, Inc, fot‘
many years.
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where—fairly reeks with the assumption that Govern-
ment in this country has found the formula for unending
_prosperity. This, of course, is not a new infirmity, the
notion that a way has been found to abolish poverty.
If there are any who suppose that it is we suggest that
they go to their files and consult the Republlc_an cam-
paign addresses of 1928, and a good deal of the Iltetature
—some of it bearing rather sacred academic names—
of the later years of the second Coolidge Administration,
This, definitely, is not the first time that poverty.has
been abolished or has been about to be abolished.

What Is the Record?

But aside from the pride which so often goeth before
the fall, what is the New Deal record in this matter of dis-
covering or installing an economic millenium? Naturally,
the apologists-for that regime would like to be;judged on
the record of 1947 or 1948. They are the best years they'
bave ever experienced, but whether the high indexes of
these years are to be attributed to them or to a world catéas-
irophe is certainly a pertinent question—as is the further
consideration as to whether any or all of the current indexes
of production or distribution really tell the story of what

Lias happened during the past two or .three years. But to

argue the case for the moment on the ground chosen by the
spologists (or the braggarts) themselves, let us look at the
zecord.

What has become knewn as “disposable income” of
the individual—that is, what he has of his income after
paying his taxes—has just been estimated by the Presi-
dent’s experts at an average of $1,209 for the year 1948,
after allowing for price changes since 1947. On the same
basis, that is after the same price adjustments, it is
computed at $882 in 1929. This represents an increase
over the 19-year period of roughly 379,.. Statisticians
generally have not been quite so bold in coming up with
glib figures about such things for periods prior to 1929,

i -but there are some estimates. The Department of Com-

i ..merce has estimated per capita national income in “1939
dollars™ at $552 in'1929 and at $463 in.1910. - This is.an
increase of more than 199%. The Conference Board some
years ago prepared and published a long ‘term -series
entitled “Realized National Income.” It is, possibly,
more nearly comparable than any other to the current
series published by the Department of Commerce -under
the title “Disposable Income.” The Board’s per capita
figure for 1910 in “constant 1926 dollars” stood at $575
_against $681 in 1929. Here we have an increase of some-
thing over 189.

Not the Real Story

If there is anyone in the length and breadth of this land
who supposes that these figures tell the whole story or the
real story of the degree of progress in these two periods
‘of equal length, let him try to find a house to live in or even
an apartment for his family. Let him try to find an auto-
mobile in his normal price class. Let him compare the
quality of the goods or services he buys now with what
was available in 1929. It would be difficult to say whether
such differences as these made up for the greater apparent
gain during the past 19 years or not, but little doubt can
possibly exist that they go a long way in that direction.

But what about the basic nature of the comparison
we have been making? We are now, or have been during
the past two or three years, struggling to get goods we
have been obliged to deny ourselves.more than a decade
and a half. First the depression and then the war denied
most of us an opportunity to keep ourselves supplied
in a normal way. Both the New Deal and the war
enormously enlarged the volume of money afloat. We
are riding the crest of that tidal wave at the moment,
and have been for two or three years, and for every
dollar of demand that the New Deal with its managed
cconomy has created—if it has created any at all—thou-
sands upon thousands of dollars have been generated
by the most expensive war creating the largest volume
of potential inflation history has ever known.

Those Prewar Years

If we really want to know—so far as such figures can
show us—what success the New Deal type of managed econ-
omy had in introducing an economic millenium, we must
go back to the prewar years. The President’s experts have
provided figures for the purpose. These data are, of course,
subject- to considerable margins of error, but they are the
best indications we have, perhaps, and in any event are
the figures which the New Deal managers. themselves em-

entitled ‘‘per- capita disposable:income” expressed ‘in “con-

| 'stant 1947 dollars,” “we: find that not' 'once’ prior-to 1940
were. the managers at Washington able to match the 1929.

mark. Even in 1939, the best year they ever had, they
failed by more than 2%, to reach the goal set in 1929
by the reactionary. elements which, according to New Deal
critics, so mismanaged everything they touched. This was
six 'years after President Roosevelt took over-and set out
on his task of putting the nation on its economic feet again.

: Far from Successful

In the six years ended in 1929 per capita national’income
expressed in constant 1939 dollars, according to ‘the De-
partment of Commerce, rose from $493 to $552, or 129%,.
The Conference Board series rose from 614 constant 1926
dollars in 1923 to $681 in 1929, or about 119, Again, ac-
cording to the President’s experts, there were. nine and a
half million unemployed people in this country. This was
about 3.4 million less than the peak in 1933, Tn 1929, ac-
cording to these same experts, unemployment amounted to
only about 1.6 million. Evidently if the New.Deal is to be
judged by its works during peacetime years, it must be
regarded as anything but successful in accomplishing what
it had set out to do, and what the President and his advisers
appear to assume that it has in fact accomplished.

But at points the President and the others appear
to have some doubts on the point themselves. At least
they are not always quite sure that they have already
abolished poverty and ushered in an endless period of
continued peak prosperity. But if this is true, they do
not hesitate to claim, either in so many words or else by
plain implication, that they know how to do so. On the
record, it would be a good thing if the rank and file
developed a healthy skepticism on the subject.

Spread the True Story
Of American Business!

(Continued from page 7)

peace of a planned and controlled
economy? Such a step, in my
opinion, would be the beginning
of the road to a socialized. State.
Certainly each industrial concern
properly can tell the - business
facts of its life to its foremen and
other employees. Certainly each
industrial concern properly can
bring its story to the attention of
the Senators of its State and to its

-| Representative in Congress. . Cer-

tainly each industrial concern can
co a great deal toward telling the

people of its own community of|

its . own activities and achieve-
ments and of the benefits to the
whole American people of the
American: business. system. ‘This
can be accomplished through vari-
ous media, such .as public .ad-
dresses, press releases, advertise-
ments, radio messages, motion
pictures, and in other ways,

Misunderstanding - Regarding
Corporate Profits

A general misunderstanding ap-
pears to exist about the extent of
current corporate profits. Let me
take United States Steel Corpora-
tion as an illustration. We have
been charged with now realizing

‘profits which are characterized as

“exorbitant” and “of a record-
breaking character.” Such an ac-
cusation is without foundation in
fact. - Even if we treat dollars as
being of the same buying value
throughout .the years, - which of
course is false, the dollar profits
of the Steel Corporation were
higher in some earlier years than
in 1948. But ihe important fact,
overlooked by many of our critics,
is that the dollar today has a buy-
ing power of around half what it
was only a few years ago. I have
not. before me the exact profit of
the Steel Corporation for the full
year 1948. That figure will not be
announced until next week, But
I do have the figures for the first
nine months of 1948. Cur profit
for that period represented a re-
turn of only 5% c¢n sales. For the
full "year 1948 the percentage
probably will remain approxi-
mately the same. Our shipments
of steel during 1948 were the

Naturally the profit of the Steel
Corporation in 1948 — a record
peacetime year for shipments and
sales—was larger in dollar amount
than in earlier ‘years when our
sales were at.a lower level. But
despite this huge steel production
during 1948, the income of the
Steel Corporation on the basis of
a percentage of sales was the
smallest for any year of anywhere
nearly comparable rates of oper-
ation in United States Steel’s en-
tire peacetime history.

Many people share the view
that the lion’s share of what a
corporation receives from sales of
its products goes to the owners of
the business. How far from the
truth is such an assumption! In
the case of United States Steel
Corporation, direct employment
costs (that is, wages, salaries, pen-
sions and social security . taxes)
took 42% of our sales dollar dur-
ing the first nine months of 1948,
The cost of purchased goods and
services accounted for 40% addi-
tional. Taxes were the next largest
cost, taking approximately 6.5%
of our sales dollar. The next
largest cost item is the amount set
aside for wear and exhaustion of
facilities. Our plant must be re-
placed when it wears out, if we
are to continue in business. That
depreciation item took 6% of the
sales dollar. Interest on our long-
term-debt represented % %. After

taking care of all of these neces‘-ibear_

sary costs, there remained oaly
5% of the sales dollar for the pay-
ment of dividends to our stock-
holders and for reinvestment in
the business. - Is that the lion’s
share? Certainly not. In contrast,
payments to or f{or: employees
during these nine months were
more than 14 times the amount of

‘the dividends paid to stockholders.

All of us have heard that prices
in general are how too high. I am
in accord that we undoubtedly
would have a sounder economy
today, if prices and costs had ro-
mained  at a lower lavel, Ilow-
ever, the high pricqs of today
simply reflect the higher costs of
today; as well as the devaluation
of the dollar which has taken
place since 1933.

manufacturer. cannot -, fairly . be . b
held /;responsibleé «either':for such*
higher' costs or for such monetary

debasement; "’ )
" For 'some- time past ‘we have’
been told that wages can be raised
generally . without. .advances’ in.
prices.. That theory has been-ad-.
vanced from'time' to time in: re-,
cent days both by government:of~:
ficials and -by labor.:leaders.. . I.
hardly. need to. point. out: to ‘this.
experienced” group .of “manufac--
turers “how “false -and: absurd . is
such a general confention.:: The:
only continuing. source a. manu-
facturer has out .of which' to pay
wages -and other costs.-is" the.
money which he receives from-the.
sale- of ‘his products. If costs go
up and. threaten to. exceed his
sales receipts, or to ‘wipe out. or
cndanger -his. profit, -he: has no
alternative other than to advance
his ‘prices, .if this be possible of
accomplishment. - Have  you ever:
stopped to consider  that- labor
along the whole course of the pro~
duction line constitutes by far the
major part of the entire cost of
any manufactured product? I .can-
not establish the exact percentage
by direct proof, but I am willing
to venture the guess that if taxes
are left out of the calculation, la-
bor ‘along -the. entire production
line accounts on the average for
at least: 85% of the price .of
American manufactured products,

Threat of. Fourth Round of Wage

Increases

. As I mentioned a moment ago,
our ‘direct employment costs dur—
ing the first nine months of 1948
took 42% of our. sales'dollar. For
the':20-year period, 1928 to 1947,
inclusive,® the . 'percentage - has
been approximately the same. Any
general  wage increase in the:
Steel Corporation, as well as any
other’ substantial advance' in our
costs, necessarily has a‘ direct re~
lationship to the adequacy of our
steel prices. While we: would
much prefer not to be obliged te
advance’ prices and thus mount te
a higher inflationary platform,
we, like all of you, cannot escape
from the mathematics of our busi-
ness. ;

Since V-J Day the industry of
the nation has experienced three
rounds of general wage advances,
followed in each. instance by
higher prices for most of the prod-
ucts of industry. Press accounts:
of the past few days indicate ghat
certain labor leaders may bg set-
ting the stage” for a new fourth
round. If they should be success—
ful in their efforts to wring a new
round of wage increases fromx
American industry, I do not see.
how this country can avoid a stilk
higher general price level with,
further inflationary dangers for:
all of our people. In that event,.
the recent trend downward in the:
cost of living index will prove to
have been of short duration,

When in ‘the past a.new round
‘of wage increases and- other ad-
vancing costs has forced the Stee?
Corporation to . raise ' its steek
prices, the charge has been made
against us that.we took advantage:
-of the higher labor costs and un-
duly raised our prices so as to
obtain all that the  market will
It has been alleged that we:
raised prices to a greater extent
than was necessary. tol take care
of the higher employment costs:
resulting from the wage increase.:
Although plausible to-some, such
an accusation is faulty in that it
completely overlooks the fact that:
the total costs of the goods and:
services which we must purchase:
from others in order to conduct’
our business is almost equal to our
total employment costs.: As wages
advance across the country, indus-,
try by industry, in a new round.
of wage increases, so do the prices:
of the goods and services pur-
chased by United States Steel
from these other industries. To
illustrate, we have all learned by
experience ‘that higher wages to
railroad employees .soon result in

Certainly  the:

ploy to make their points. Turning again to the series | largest in lour peacetime history. higherfreight raies. During recent
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years each increagz of a dollar ir
our employment costs as a conse-
quence of a new round of wage
increases has' soon been followed
by an increase of about a dollar
in the cost of our purchased goods
and services,

' Speaking generally, I should say
that further increases in the na-
tion’s employment costs without
offsetting price increases can be
had only by seriously endanger-
ing the life of the golden goose.
Business is a risky pursuit. Those
who subject themselves to such
risks are rightly entitled to the
expectation of a fair profit, when
conditions are favorable. Often
too little consideration seems to
be given by critics of business to
the legitimate interests of stock-
holders. Their savings made pos-
sible the existence of American
corporations. United States Steel
Corporation is a publicly owned
concern. It has 230,000 stockhold-
ers, located in every State of the
Union.. The average holding of
common stock of the corporation
is only 52 shares. No one can
fairly question that our stockhold-
ers and the owners of other busi-
nesses are entitled to insist that
their respective concerns be oper-
ated in such a way as to show a
reasonable profit, if possible, es-
pecially at a time when operations
approach maximum capacity. In-
dustry should not be so denuded
of profit during days of good
business as to become unattractive
to future investors. There will
be great need for capital invest-
ment in the days to come, that is,
if American business is to be per-
mitted to keep pace with what I
believe is the forward looking
destiny of this great nation..

Government in Steel Industry

:Since the President’s recent
State of the Union message, much
has been said about a possible
threat contained therein of the
government entering the steel
business. While that may seem to
many of you a remote possibility,
I should not be surprised to learn
that the eventual nationalization
of the steel industry along pro-
posed British lines is in the minds
of some of our critics. Industry
should be alert to the possible fir-
ing of ‘an opening gun in a long-
range program for the entry by
government into what has hereto-
fore been regarded as private
business.

We are told that the steel in-
dustry ‘refuses to expand its fa-
cilities; that the steel industry
purposely is holding down pro-
duction so as to maintain present
high prices. What are the facts?

The steel industry does not exist
as a unit, which can say “yes” or
“no” to any nationwide expansion
proposal. On the contrary. the
steel industry is made up of many
separate, independent competitive

« steel companies, each running its
own affairs.” Each one of these
separate steel companies must de-
cide for itself, in the exercise of
its own judgment and'in the light
of its own situation, whether or
not it will expand or modernize
its facilities, and if so, where, how
and to what extent. It must be
apparent‘to anyone who gives any
thought to the subject that there
cannot ‘be an industry decision
about increasing the steel-making
capacity of the country by 10 or
15 million tons a year, as has been
proposed by certain government
‘economists on what seem to me
"to: be-purely theoretical grounds.
Unless the Federal Government
intervenes, such a large expansion
-.can only come about through in-
dividual construction programs by
individual companies adding up to
- such. a: total figure.

‘Steel prices are among the least
inflated of - all " present ' prices.
Prices for iron and: steel products
-would,. for .example, have to be
increased by ‘more ‘than one-half
above .those now.-quoted .in order
.to ‘achieve. ‘their‘ prewar" parity

- with' farm prices, . .

No Holding Back of Steel
Production

How false and ridiculous it is
to accuse the steel industry of
deliberately holding down steel
production ‘to sustain existing
prices or for any other reason.
Anyone who - takes- the: time to
look at current newspapers can
read that the steel industry, week
after week, has been operating. at
almost 100% of its steel-making
capacity. In 1948, the industry
shipped 65,000,000 tons of finished
steel products—the kind of steel
which you and other manufac-
turers buy and use every day. I
am happy to say that this consti-

 tutes a record high production for

any year, wartime or peacetime, in
the history of the American steel
industry. That production per-
formance—and I repeat that the
high rate of steel-making opera-
tions is being maintained regu-
larly week ‘in and week out—in
all fairness entitles the members
of the steel industry to high credit
for a job well done, and not to
criticism or abuse.

Critics of the steel industry
talk at length about the alleged
insufficiency of the nation’s steel
capacity. To the uninformed it is
made to appear from their accusa-
tions that the members of the steel
industry are do-nothings;. that
they are blind lo the growth in the
population of the country and to
{he nation’s increasing steel needs.
Let’s look at the record. Since
V-J Day, a period of little more
than three years, the various
members of the steel industry
have voluntarily embarked on
construction programs to increase
and improve their steel-prqducmg
and finishing facilities, which add
up to a total cost in excess of two
billion dollars. Can any fair-
minded critics say that the expen-
diture of that vast sum of money
on new plants and equlpment
evidences a do-nothing att'ltugie,
or a disregard of the public in-
terest, or of the steel needs of .the
nation? The construction and im-
provement program of United
Steel Corporation alone, ?dopted
since V-J Day and now being car-
ried to completion as raplc_lly as
possible, calls for the spending of
more than $900 million, To give
you a perspective of thg material-
ity of that sum to United §tates
Steel, perhaps it will suffice "to
mention that the net book value
of the entire plant and equipment
of United States Steel at Dec. 31,
1947, amounted to $940 million.

So'‘much having been said loose-
ly about a shortage in stee!-mak-
ing capacity, I should -like to
point out that what the users of
steel throughout the country are
interested in is actual steel pro-
duction and not a theoretical ca-
pacity figure. However; I will
quote a few capacity figures. In
1929, the United States had a total
steel-making capacity of 71,400,-
000 tons of ingots. Ten years later,
in 1939, that capacitv had-grown
to 81,800,000 tons of ingots, an
increase of more than 10,000,000
tons. And now after a further
lapse of 10 years, this country had,
as of Jan. 1, 1949, a capacity of
96,120,930 tons of ingots: Neayly
five million tons of ingot cz}pgmty
have been added in the brief pe-
riod since 1947. To summarize,
the steel-making capacity of the
nation has increased nearly 15
million tons. during the past 10
years, a growth of 17.5%. Plants
which will add two million tons of
further steel-making capacity are
scheduled for completion in 1949.
About 600.000 tons of this addi-
tional steel capacity; which is ex-
pected to come into operation dur-
ing 1949, will be ‘in plants of
United States Steel. I am aware
that capacity f'gures of this char-
acter may nc’, convey a great deal

of meaning to-you. Perhaps the
picture which I am trying to paint

will be clearer if I state that such
ipcrease' of 15,000,000 tons of steel-
making .capacity diring the past

10 years is aliiost equal 'to the

total present capacity of the en-
tire British steel industry,
Building further new steel
mills at thistime is bound to con-
sume large amounts of steel of the

kinds now in short supply. Such'

new mills cannot be constructed
and placed in operation short of
two or'three years. By that time
I am hopeful that the present un-
balance between steel demand and
supply will have been adjusted,
17 the proposed mills are to be of
a sufficient size to meet the pro-
jections of the government econo-
mists, ‘a serious problem must be
met in the way of adequate raw
materials and a sufficient supply
of skilled labor to operate these
large new plants. At times during
1948, the members of the steel in-
dustry were unable to operate
their steel plants at full capacity,
one of the principal reasons for
this state of affairs being thé
scarcity of satisfactory raw mate-
rials. Construction and equip-

ment costs are at least double
what they were a few years ago.
Maybe the taxpayers will be
asked to foot the bill for new steel
mill construction, regardless of the

dividual projects. ’

My references to United States
Steel Corporation and to the steel
industry have been for the pur-
pose of citing specific illustrations

they are and fancies that are cur-,
rent. I suspect that there are sim-
ilar divergencies in other compa- |
nies and other industries. 1 have
greater respect for the good will
and common sense of the Ameri-
can people than [ have for many of
the stories that reach the general
public from day to day. For that
reason I conceive that opportunity
and duty are open to American
businessmen to acquaint their
neighbors with the facts ‘as they
are and the truth as it is, I am
"hopeful that the truth will prevail.

Government Bond Outlook \

o And Interest

(Contniued f
private investors and by so doing
to furnish them with sums that
can be invested elsewhere. The
influence of the Treasury is even
greater when the legislative
budget shows a surplus and it uses
it to redeem obligations held by
others than the commercial banks
and the Reserve banks.

If the surplus of the Treasury is
used to redeem government obli-
gations held by the commercial
banks this leads to reduction .in
the total volume -of deposits but
increases excess reserve balances.
When the surplus is utilized to
redeem maturing obligations held
by the Federal Reserve banks it
leads to a reduction in deposits as
well as in reserve balances and
thus prevents too drastic a decline
in yields: on high-grade bonds.
This actually occurred during the
greater part of 1947,

When the Treasury has a deficit
which is not larger than the excess
receipts over expenditures of the
trust funds, it is unnecessary for
the. Treasury to offer new securi-
ties in the market and this, too,
affects the supply of bonds. If the
Treasury has a cash deficit and
has to obtain. additional funds
from the market it can influence
the money and capital markets
materially by the type of security
it offers, ie. long-term bonds
non-bank-eligible or short-term
eligible obligations which will be
acquired primarily by the com-
mercial banks..

It is therefore evident that the
Treasury can and does exercise a
considerable influence on the
money and capital markets. It can
inerease the supply of funds as
well as reduce .it, and through
fixing the rate of interest, the
maturity and eligibility of obliga-
tions which it offers, can-deter-
mine whether they will be bought
by commercial banks or institu-
tional investors.

The policy of the government
concerning guarantees of mort-
gages as well as the policy of the
Federal Housing Authority and
other lending and guaranteeing
agencies also exert a great influ-
ence on the demand for capital
and mortgages, ' Many mortgage
loans have been made by institu-
tional investors ‘during the past
few years only because they were
insured by the ‘Federal Housing
Authority or guaranteed by other
agencies of the government, With-
out this insurance and guarantees
it is evident that these mortgages
‘would not have been acquired by
investors,

The Policies of the Reserve
Authorities .
During.1948 the. money and cap-;
ital markets were primarily under
the influence of thepolicies fol-

1lowed. by the Reserve authorities.

Rates
rom page 12) .

The supply of capital, short-term
as well as long-term, can be in-
creased or decreased by the ac-
tivities of the Reserve authorities
This was conclusively proven dur-
ing the war, when the huge de-
mands for capital by the ‘govern-
ment were to a large extent met
through the commercial banks
which were enabled to absork
large amounts of newly issuec
government 'securities because of
the open market operations of the
Reserve banks, Should for some
reason or another the government
again be in need of huge sums

soundness and necessity of the in-

of the difference between facts as '

is expected at present will by it~
self reduce the demand for capitat
and create a serious investinent
problem for the large institutional
investors. In this event it may be
expected that the Reserve Banks
will sell some long-term govern-
ment obligations to the institu~
tional investors and acquire short—
term obligations. It may also he
anticipated under these circum-
stances that the agencies operated
by the Treasury will sell long-
term government obligations 10
institutional investors in order to
prevent a sharp decline in yields
on government obligations,

(6) Finally, since the 2%9%
rate on long-term government
obligations . may be taken for
granted, this sets a pattern for
rates on high-grade corporate ob-
ligations. In view of the fact that
the Congress has been asked to
impose new taxes, it is hard to
believe that the monetary authori-
ties will be willing to permit =
further increase in rates on gov-
ernment obligations which will
further increase the debt burden
of the government.

Conclusion

No matter from what angle one
looks, one cannot envisage at
present any material change in'
money rates or in prices of gov—
ernment obligations. It is, how-
ever, possible that the spread be-
tween the yield on government
bonds and that'on AAA corporate
bonds may witness a minor wid-
ening, particularly if some of the
large institutional investors should
continue to follow their present
policy. of not selling long-termx--
government' bonds.  Whether or
not there will be any change in
the " spread between short-term
and long-term government obliga~
tions is impossible to predict, be—~
cause to a large extent this wilk

beyond its revenue, one may take
it for granted that the policies of
the Reserve authorities ' will’ be
repeated. The consequence of this
action need not be discussed here:

Moreover, it may be assumed
with a fair degree of certainty
that the compensatory budget sys-
tem will be followed by the Gov-
ernment in_the future. Should
business activity and employment
decline, one may expect that the
budget will show a deficit, that
reserve requirements will be low-
ered, and that the banks will thus
be enabled to ‘acquire large
amounts of government obliga-
tions. Again, it need not be dis-
cussed here whether or not this
policy is sound.” It is sufficient to
reccgnize that the powers of the
Reserve authorities to influence
the money market are very great
and that they did not hesitate to
use them,

As far as the future policy of
the Reserve authorities is con-
cerned, one is safe in making the
following statements:

(1) Government bonds will re-
main pegged.

(2) This will enable hoiders
of government obligatlions to sell
them without material loss and
invest in other securities, thus in-
creasing the ‘supply of funds
available for investment.

(3) It is fairly certain that Con-
gress will grant new powers over
the money market to the Roard of
Governors of the Tederal Reserve
System.  Should the forces of in-
flation again become accentuated
and the spiral of wages and prices
be renewed, it may be assumed
that the new powers will be used.

(4) If business activity should
decline and. the -forces of deila~
tion should be more proncunced
than'is now envisaged.. one’ may
expect that the Reserve Board will
not hesitate to lower reserve re-
quirements. *This 'in turn “will
broaden the credit base of the
country and increase the: ability
of the banks to absorb short- and
medium-term obligations not only
of the government ‘but -also. of
states, - municipalities and.corpora~
tions, o P —

(5) A ‘decline in business ag-
tivity of proportions greatar than

depend on business activity, the
demand for loans and possible
changes in reserve requirements.
But even in this respect any
change that may take place wilk
be only minor in character. It
may be expected that during the
current year the Treasury, in re-
funding maturing or-callable ob~
ligations, will offer some medium-
term obligations to the banks.
The stability of the government
bond market and the eliminatiorn
of the fear that prices of thesc
obligations may go below par wilk
enable the banks to establish a
long-range investment policy
suitable to individual needs.

Washington Stock Ex..
Elects New Officers

WASHINGTON, D. C.—At the
annual meeting of the Washingtoi
Stock Exchange the following
officers were elected:

President, Thomas L. Anglin,
Mackall & Coe; Vice-President,
Joseph P. Kreeger, Robert C.
Jones & Co.; Secretary, Joseph K.
McCammon, Auchincloss, Parker
& Redpath; Treasurer, Austin B.
Rohrbaugh, Rohrbaugh & Co.

Members of the governing com-—
mittee are the officers, Bernard J.
Nees, Johnston, Lemon & Co,, the
retiring President and Chairman
of the Committee, Thomas Mont-
gomery, Ferris & Co., and Myles
H. Quail, Alex. Brown & Sons.

Los Angeles Analysis
Reelect Fruehling

L,OS ‘ANGELES, CALIF.—Wal-
ter: Fruehling of Wagenseller &
Durst, Inc., was reelected Presi—
dent of the Los Angeles Society
of Security Analysts at the annual
meeting, the Society announced.

Other new officers include:
August Slater, Wm. R. Staats Co.,
Secretary; and Walter Podolak,
Stern, Frank & Meyer, Treasurer.

Directors in addition to officers:
are; -Hartley Smith, Dean Wittex
& 'Co.;"Jack Laznick, Crowell,
Weedon & Co.; Kenneth B. Sam~

son, Bateman, Eichler & Co.; Rich~

lard Link, Blyth & Co., In¢.

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




42 (470) -

THE COMMERCIAL & FINANCIAL CHRONICLE

Thursday, January 27, 1949

Business and Finance Speaks After the Turn of the Year |

(Continued from page 6)

trical appliances. Development of the use of nickel de-
posits in lining steel pipe and other chemical engineer-
ing items, salvage of worn parts, plating on aluminum
and on non-conductors such as plastics and wood con-
tinue to show favorable results.

\
Nickel Alloy Cast Irons

The amount of nickel used in the production of engi-
neering nickel cast irons has continued to increase. These
alloys, known for their strength and resistance to wear,
are employed for components' of machinery.

The iron and copper mining industries in particular
have increased their consumption of Ni_—Hard for grind-
ing, milling and other equipment, Previous to 1947, this
martensitic white iron containing nickel had been used
chiefly in rolls for the steel industry which consumed
75% of the total production of these irons. Alphough the
steel industry’s roll requirements have continued at a
high rate, other uses for Ni-Hard have increased 'so rap-
idly that in 1948 more than 55% of the total production
was consumed in these newer fields.

Ni-Resist, a nickel-containing austenitic alloy of high

corrosion-resistance, has'shown expansion in the United -

States and Canada in new fields of application. Produc-
tion items in Ni-Resist have become more -numerous.
Centrifugally cast Ni-Resist piping is being successfully
produced in the United States and France, and the elec-
trical grid market for Ni-Resist is also developlpg in
those couniries, Large ‘quantities are being used in the
United Kingdom and on the Continent in oil refineries
and interest has been noteworthy in the textile dyeing
field.

In Indiana interest in the manufacture and applications
of nickel-containing cast materials is developing. One
of the main fields is alloy cast irons for use In the ce-
ment and other industries. . .

Iron-Nickel Alloy Specialties

The iron-nickel alloys, containing from 30 to 80%
nickel, were in materially increased! demand by @he
manufacturers of electrical, electronic and control equip-
ment. Their unusual thermal expansion properties ac-
count for their universal use tor the low  expansion
element in the millions of thermostatic devices manu-
factured annually, while their uniquely high magnetic
permeability makes them invaluable to the communi-
cations, electronic and radar iadustries. ;

The Alnico series of nickel-containing alloys used ﬁor
permanent’ magnets continued to be employed in in-
creasing quantities. Powerful magnets of relatively small
size manufactured from these alloys have a myriad (_)f
applications, including loudspeakers, controls, electric
motors, novelties and household appliances.

. Corrosion and Heat Resistant Cast Alloys

Increased tonnages were recorded. this year for the
nickel-chromium-iron alloys. There also was an increase
in the number of applications of these -alloys where
resistance to high temperature corrosion and retention
of high strength are required. The alloys are employed
for furnace parts in the heat treatment of steel, as well
as in petroleum, chemical and ceramic industries.

Electrical Resistance Alloys
The wrought electric resistance alloys containing 80%
nickel and 20% chromium have been' in steady demand
during 1948. The increasing dependence of the United
States and Canadian household on electrical energy
indicates the potential growth of the use of these alloys
for heating elements in a variety of electrical appliances.

Coinage

The replacement of the emergency coinage alloys
which came into use during the war years is proceeding,
and while basic reforms must wait upon the stabiliza-
tion of the monetary units in many countries the return
to the use of nickel and nickel alloys for subsidiary
coinage is a well defined trend.

During 1948, three governments adopted pure nickel
for 'two or more of their subsidiary coins, namely,
Hyderabad, Pakistan and The Netherlands, making a
total of 41 countries which have used pure nickel coins
to date. Many other countries have resumed the issu-
ance of the popular cupro-nickel alloy coin, the use of
which was interrupted by the war. ’

‘Mill and Foundry Nickel Alloys
Malleable nickel Monel, Inconel and other high nickel

.alloys in rolled, drawn, extruded and other forms have

found continued applications where their ability to
withstand corrosion, heat and other severe conditions
made them more economical than lower priced materials.

The chemical and allied industries were large users

'of these alloys, sharing a general trend toward the use

of continuous methods of production which usually
requires higher operating temperatures with shorter
equipment life. These factors place greater emphasis
on life rather than initial cost.

Industry’s constant effort to recover usable by-prod-
ucts has led to the adoption of new processes involving
the employment of high nickel alloys. Among these
processes is the recovery of ammonium sulfate for fer-
tilizing purposes from coke gas in steel plants which
involves corrosion as well as erosion and exposure to
moderately elevated temperatures. Monel has proved
to be an economical improvement over other materials.
There has been a strong demand in the transportation
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of chemical products for shipping drums of nickel, Monel
and Inconel for batch shipments.

As a result of continued research and experiments .

at our Huntington Works in West Virginia, it is now
possible to produce extruded seamless tubes in diameters
up to 9% inches. Prior to the war the largest extruded
sizes "available were 5 inches in diameter, Nickel,
Monel and Inconel tubing in these large sizes are re-
quired by many industries, incliding petroleum proces-
sing and refining. Among other applications are table
rolls for paper-making machines, sleeves for large
diameter snaits, stems for large valves, pump liners,
rolls in machines for pickling or cleaning steel strip,
cylinders in quick freezers, rolls in glass plants, and
a diversified number of uses-in-chemical;- food proc-
essing and similar plants.

The television industry’s expansion has been reflected
in the increased use of nickel.and:.nickel alloys in this
tield. Hot cathodes made of pure nickel are used in
television samera tubes and the large picture tube in
the home receiver. All the vacuum tubes in the receiver
and most of the amplifying tubes in the transmitter use
nickel for cathodes and structural parts.

The power, aeronautical and marine fields used large
quantities of Monel during the year, Valve trim, espe-
cially ‘where low steam pressures are involved, em-
ployed considerable amounts of Monel. Monel tubing
for high and low pressure boiler water preheaters has
been found to be a big factor in improved operating
efficiency. ;

The special nickel alloys for gas turbine and jet appli-
cations, such as the Nimonic alloys and Inconel “X,” are
being produced in increasing quantities, The Nimonic
alloys, produced at our Wiggin Works in Birmingham,
England, continue to remain the standard accepted alloy
for the rotor blades of all aircraft in present produc-
tion in the United Kingdom. These alloys are used also
for the combustion chamber components of turbo-jet and
turbo-prop engines for aircraft, Inconel “X,” which is
produced at the company’s Huntington Works, is em-
ployed in the form of large billets of approximately
1,000 pounds for forging and machining~into turbine
Eotlors, and also as bar stock for gas turbine blades and

olts. i
Another product which has made important contribu-
tions to industry is Ni-Rod, a welding eleetrode devel-
oped primarily for the w‘elding of cast irons;*In the sal-
vaging of new castings and the repair of old castings,
Ni-Rod is saving many hundreds of thousands' of dollars
annually in production and operating costs.... 3

Outlook

The present outlook is for a continued stﬁang demand
for nickel, in which event the nickel industry -in 1949
should:again enjoy a satisfactory year.

CHESTER D. TRIPP

Economic and Industrial Consultant<€hicago
President, Consolidated Coppermines Geérporation

From the indications given by The Economic Trend
Line, it is clearly appatrent that the Line has truly re-
flected the pressures on the economy_ which. have been
accumulating week after week for one of the longest
stretches in over 20 years, For three
full years, we have ended our weekly
Comments with a “Note of Caution.”
We have often tired ourselves by
using the same remark, and yet, the
decadence reflected by the banking
figures has been unmistakable, giv-
ing us no relief from indicating the
need of conservative action, This
extended period has been one dur-
ing which the bank figures as we
use them in constructing The Eco-
nomic Trend Line. have indicated
that we were approaching a let-
down and that some readjustment,
at least, was in order. This con-
traction, however, has been delayed
and postponed for fairly obvious
reasons.

Just what has happened to change the pattern of re-
adjustment after World War II compared with the in-
dustrial activity that followed other well documented
war periods? Literally the pattern has not been changed,
but it has been extended, and this has resulted from
man-made actions which at the best are only palliatives.
The pattern, compared with the- period after World
War I, only varies in duration and degree, but the stim-
ulating influences that have entered the scene in the
last two years have been far more potent in their reper-
cussions than in the former period.

Our economy experienced a -violent uprush in. com-
modity prices after the termination of hostilities follow-
ing World War I and II. On both occasions we tried to
support the world economy through foreign lending
and giving. At the end of World War I, we went through
a period of buying the bond issues of many of the
countries that were short of dollars. We bought the se-
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* curities of both friends and enemies, and .it is well

within the memory of many of us that these securities
were eventually defaulted due to'the inability of the
borrowers to procure the necessary exchange in the
world markets to service the debts.

Following World War II, with the default experience-

of World War I staring us in the face, we changed our
pattern in three important particulars. First, the ad-
vances have been more or less in the form of gifts rather
than loans demanding service and repayment, Sec-

ondly, the advances which we thought were generous i‘
after World War I, have faded into insignificance comr,
pared to the tremendous volume of our production that

- we have directed into the world economy in the past

three years. Thirdly, following World War I, the ai;l" ¢
programs were financed for the most part through priq.
vate channels and the losses incurred by foreign bond
defaults fell only on the investing class. However, in,
World War II, thé rehabilitation programs have been. :;
undertaken by the Federal Government. Thus, fo the .
extent that they have been met by heavier taxes (or
deficits), the losses have. been socialized and spread . °
over 'a large section of the population rather than over

a single group. .

This international assistance has ‘created @ violent~
impact on our cwn affairs. We were faced with the
stupendous problem of rebuilding our own visible and
invisible inventories, but in addition we were burdened -
with the requirement of siphoning a large part of our
output into foreign channels. The composite result of
these two forces has extended our boom conditions,
exaggerated a tendency toward an. increasing price:
structure, and, in the aggregate, created a perfect back-
ground for recurring labor demands that in themselves
stimulated the elation tendencies that the economy has
been' experiencing. “A wonderful job has been done.
The whole, question is whether we have not done too
good a job, or at least whether we have not done a goad
job too rapidly. : w e

As impressive as our results have been, the necessary '
action to achieve these results carried seeds of great
economic significance. In the first place, our 147 mil-_
lion people faced invisible inventory shortages of great
moment. Our closet shelves were bare, but our saving :
accounts were bulging, and a frantic demand to make
up the shortages with the funds available showed dis- "~ |
tinctly in the market places of the country. We were ' |
not only short of consumable materials but semi-dur-" |
ables had been unavailable for several years. With this. |
demand facing us, substantial additions for capital goods’;
creation also had to be faced. i s

During the past 12 months $18.6 billion has been spent:. !
on new plant and equipment. In the three years since., /
1945, the total has approached the astronomical figure of .
$46.8 billion. Currently, the annual rate of spending for:;
this purpose is running more than three times the 1940;: |
level. !

As far as consumables are concerned, the invisible
inventories have been built up so that this great pres-«
suré is beginning to relax. What the figure for oure
invisible inventory is, is impossible to determine, but
it is very substantial, possibly higher than we have; &
ever beforé experienced. Our total visible inventories,,
too, outrank anything the country has ever experienced, ;
both in’value and in units, and at all levels of produc~
tion and distribution. o

As impressive as all this is, we had two other musis '
to be added to our list.of requirements. First, many -
billions of dollars in peace production, which might have -
satisfied our own wants, had to be siphoned into other:
economic spheres, and then; to top the matter, a new
preparedness program had to be faced that already has .
made and which will continue to make substantial de~
ductions from our own pool of production. : 2

These are the undertakings that our economy faced.
At first blush, the accomplishments seem worth while,
but there is another side to the balance sheet that has:
to be considered. Through our’ efforts we have not
only greatly increased our price structure but we have:-
greatly increased our cost structure, As individuals, we
have also added greatly to our liabilities, and we are
tending to.find more and more serious shortages inour
working capital requirements. &

. It'is in the realm of these negative aspects of the econ+™
omy that our “Note of Caution” continues to take form.*
Our very accomplishments have, as it were, accentu- "
ated our weakened ‘statistical position. Our invisible -
inventories in most categories are pretty well caught up
with demand. Our visible inventories are the largest on'
record and in this factor, some elements of cutback are’
beginning to appear as necessary, and this period of’
production adjustment comes at a time when most”
commodities are in superabundance and when the price

. structure is at a level which historically has proven to

be vulnerable. 'To be sure, some shortages still exist,
but, are they more than is required to 'keep up the |
illusion of perpetual boom condit